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Sector/Location:    Mining/Botswana 

Date:      June 29, 2007 

Ticker/Exchange:   AFD/AIM 

Rec./Target price:  Hold / £1.10 

African Diamonds          Hold, target price: £1.10 

Disappointing resource drilling - downgrade target price 

Event 
On June 22 and June 28 2007 African Diamonds released grade estimations and 
diamond valuations, respectively, from Phase II of resource drilling at the 
Company’s flagship project, the AK6 diamond pipe in Botswana. 
 
For Phase II resource drilling, the average grade reported now stands at 21.75cpht, 
and the average carat value at US$130/ct. 
 
Implication 
Phase I resource drilling returned grades of 24cpht. In our previous model we used 
30cpht to reflect optimised recovery once in operation, and rare large stones. With 
recent resource drilling beneath expectation at 21.75cpht, we no longer have 
confidence in the Company’s ability to reach 30cpht. Until African Diamonds 
releases a new global resource estimate, we lower our modelled grade to 24cpht. 

The diamond value of Phase I resource drilling was US$150/ct. We previously 
modelled the operation on a diamond value of US$180/ct to account for rare large 
stones and lower breakages in mining as compared to resource drilling. Although 
Phase II resource drilling was also beneath expectation at US$130/ct, given 
evidence of breakages in resource drilling, and maintaining expectations of rare 
large stones in production, we maintain our price per carat of US$180/ct. 

Valuation 
We have updated our model (Table 1), with the revised grade and carat value. The 
present value of future cash flow from AK6 12 months forward is US$164mn using a 
discount rate of 10% (Table 2). Mine life is based on a resource to 756m of 70Mt. 
Cash flow is in nominal terms, with 2.5% price appreciation for diamonds being the 
difference between 5% modelled by WWW International diamond consultants and 
2.5% used for inflation. 

Currently, African Diamonds hold 50% of the project, but this will dilute to 28.4% 
post BFS. A significant unknown is the stake the Botswana Government will take, 
and the price they will pay. We have modelled a 20% share. This downgrades 
African Diamonds’ share to 22.7%. A 10% royalty on gross diamond revenue, and 
25% tax after a one year tax holiday to represent sunk costs are also included. 

It is important to note that several key pieces of information will be released over 
the coming months, included updated global resource estimates, feasibility 
studies outlining costs such as diamond valuation/marketing in more detail, as well 
as potential dilution from buy-in by the Botswana government, which is currently 
unknown. Other opportunities may exist to operate the mine also. 

Recommendation 
We maintain our Hold recommendation and downgrade our target price from 
£1.39 to £1.10 (Table 3). It should be noted that speculative value exists in the 
advanced AK8 project, as well as other development projects in Botswana and 
exploration in the DRC, although long lead times must be incorporated.  

Company Statistics 

Share Price (£) 113.5

Shares Outstanding (mn)  74.3

Warrants and Options 2.6

Fully Diluted Shares (mn)  76.9

Market Capitalisation (£ mn) 84.3

Average Daily Turnover (£ '000) 122.9

Est. Net Debt/(Cash) (£ mn) (1.5)

Enterprise Value (£ mn) 82.8

52-week High (GBp) 181.0

52-week Low (GBp) 102.5

Website www.afdiamonds.com
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Company Summary 

African Diamonds is a diamond exploration and 
development company with its key asset, the 
AK6 project, a JV with De Beers in Botswana. 
The Company also has advanced development 
projects in Botswana, and exploration assets in 
the DRC. 
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Table 1: Operating model for the AK6 project showing African Diamonds' attributable cash flow. 

 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021+

Ore (Mt) 2.5 2.5 2.5 4.5 4.5 4.5 4.5 4.5 4.5 4.5 4.5 4.5 3.0 

Carats (mn) 0.6 0.6 0.6 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 0.7 

Value (US$/ct) 189 194 199 204 209 214 219 225 230 236 242 248 254 

Gross revenue (US$mn) 113 116 119 220 225 231 237 243 249 255 261 268 183 

Mining cost (U$mn) 21.3 21.3 21.3 38.3 38.3 38.3 38.3 38.3 38.3 38.3 38.3 38.3 25.5

Royalty 11.3 11.6 11.9 22.0 22.5 23.1 23.7 24.3 24.9 25.5 26.1 26.8 18.3

Tax 0.0 20.5 21.1 39.6 40.8 42.1 43.4 44.7 46.1 47.5 48.9 50.4 34.5

AFD op. cash flow 18.4 14.3 14.7 27.3 28.1 29.0 29.9 30.8 31.7 32.7 33.6 34.6 23.8

Source: FDC 

Table 2: DCF valuation of African Diamonds based on the AK6 project. 

  2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021+

Net op. cash flow 0.0 0.0 18.4 14.3 14.7 27.3 28.1 29.0 29.9 30.8 31.7 32.7 33.6 34.6 23.8 

Less capex 0.0 29.5 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 

Free cash flow 0.0 -29.5 18.1 14.0 14.4 27.0 27.8 28.7 29.6 30.5 31.4 32.4 33.3 34.3 23.5 

WACC 10%     

Total PV of future FCF (US$mn) 164                

Source: FDC 

Table 3: Fair value calculation for African Diamonds.  

PV of future FCF (US$mn) 164 

Plus net cash / (debt) (US$mn) 1.50 

GBP / USD exchange rate 1.95 

NPV (£mn) £84.6 

Ordinary shares in issue 74.3 

Options and warrants 2.6 

Fully diluted shares 76.9 

NPV per share (£) 1.10 

     Source: FDC                                                                                                .  
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Peter Rose – Head of Mining Research 
 
Peter Rose has 20 years experience in equities as a resources analyst, most recently having spent 11 years with Deutsche Bank in Australia. 

Prior to this he spent three years with Prudential Bache and five years with James Capel. Peter's industry experience includes 16 years as a 

metallurgist, three years with De Beers in South Africa and eight years in the uranium industry, five of which were spent at the Ranger Uranium 

mine. 

 

Peter holds a BSc degree in Applied Mineral Science from Leeds University UK and a Bachelor of Commerce from the University of South 

Africa. Peter is also a member of the Institute of Mining & Metallurgy and a chartered engineer. 

 

T +44 (0)20 7936 5246 

F +44 (0)20 7936 5201 

E peter.rose@fdacp.com 

 

Brock Salier – Mining Analyst 
 

Brock has over eight years of international commercial and academic work experience as both a geologist and management consultant. 

Following a period as a mine geologist, Brock completed a geology PhD with distinction at the University of Western Australia, focused on 

gold mineralisation systems. His previous experience includes periods with Rio Tinto, Placer Dome and Great Central Mines covering 

diamond, nickel, uranium and gold projects. Most recently, Brock was undertook management consulting in London with Accenture and 

Credo Group. 

 

T +44 (0)20 7936 5242 

F +44 (0)20 7936 5201 

E brock.salier@fdcap.com 

 

Investment analyst certification 
 
All research is issued under the regulatory oversight of Fox-Davies Capital Limited. Each Investment Analyst of Fox-Davies CAPITAL Limited 

whose name appears as the Author of this Investment Research hereby certifies that the recommendations and opinions expressed in the 

Investment Research accurately reflect the Investment Analyst’s personal, independent  and objective views about any and all of the 

Designated Investments or Relevant Issuers discussed herein that are within such Investment Analyst’s coverage universe. 

 

Fox-Davies Capital Limited provides professional independent research services and all Analysts are free to determine which assignments they 

accept, and they are free to decline to publish any research notes if their views change. 

 

Research disclosure as of June 28, 2007 
Company: African Diamonds 
Disclosure: 9 
 

Investment Research Disclosure Legend: 
1. In the past 12 months, Fox-Davies Capital Limited or its affiliates have had corporate finance mandates or managed or co-managed a 

public offering of the Relevant Issuer’s securities or received compensation for Corporate Finance services from the Relevant Issuer. 
2.  Fox-Davies Capital Limited expects to receive or intends to seek compensation for Corporate Finance services from this company in the 

next six months. 
3. The Investment Analyst or a member of the Investment Analyst’s household has a long position in the shares or derivatives of the 

Relevant Issuer. 
4. The Investment Analyst or a member of the Investment Analyst’s household has a short position in the shares or derivatives of the 

Relevant Issuer. 
5. As of the month end immediately proceeding the date of publication of this report, or the prior month end if publication is within 10 

days following a month end, Fox-Davies Capital Limited and / or its affiliates beneficially owed 1% or more of any class of common 
equity securities of the Relevant Issuer. 
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6. A senior executive or director of Fox-Davies Capital Limited, or a member of his or her household is an officer, director or advisor, board 
member of the Relevant Issuer and / or one of his subsidiaries. 

7. Fox-Davies Capital Limited makes a market in the securities of the Relevant Issuer. 
8. Fox-Davies Capital Limited acts as corporate broker for the Relevant Issuer. 
9. Fox-Davies Capital Limited acts as an investment advisor to the Investment Manager of an Investment Fund that may have an interest in 

the securities of the Relevant Issuer. 
 

The Investment Analyst who is responsible for the preparation of this Investment Research is employed by Fox-Davies Capital Limited, a 

securities broker-dealer. The Investment Analyst who is responsible for the preparation of this Investment Research has received (or will 

receive) compensation linked to the general profits of Fox-Davies Capital Limited. Fox-Davies Capital Limited or its affiliates expect to receive 

or intend to seek compensation for Corporate Finance services from the subject company in the next six months. 

 

Research recommendations 
Fox-Davies Capital uses a three-tier recommendation system for stocks under coverage: Buy, Hold, or Sell. 

 

Buy recommendation means that expected total return of at least 15% is expected over 12 months between current and analysts’ target price. 

Hold recommendation means that expected total return of between 15% and zero is expected over 12 months between current and analysts’ 

target price. 

Sell recommendation means that expected total return expected over 12 months between current and analysts’ target price is negative. 
 

Disclosure Chart 
 

Exhibit 1: African Diamonds share price. 
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Source: Bloomberg, FDC 

AFD Recommendation Summary 

Date Recommendation Target Price (£) 

Apr 17, 2007 Initiate at Hold £1.39 

Jun 28, 2007 Maintain Hold, downgrade target price £1.10 
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Disclaimer 

This document should not be relied upon as being an impartial or objective assessment of the subject matter and is not deemed to be “objective 
research” for the purposes of the FSA rules. The individuals who prepared this document may be involved in providing other financial services to the 
company or companies referenced in this document or to other companies who might be said to be competitors of the company or companies referenced 
in this document. As a result both Fox-Davies Capital Limited and the individual employees who prepared this document may have responsibilities that 
conflict with the interests of the persons who receive this document and you should therefore not rely on this document as being an independent, impartial 
or objective view of the value or prospects of the companies and/or investments referred to herein. 
 
This document has been issued by Fox-Davies Capital Limited for information purposes only and should not be construed in any circumstances as an offer 
to sell or solicitation of any offer to buy any security or other financial instrument, nor shall it, or the fact of its distribution, form the basis of, or be relied 
upon in connection with, any contract relating to such action. This document has no regard for the specific investment objectives, financial situation or 
needs of any specific entity. Fox-Davies Capital Limited and/or connected persons may, from time to time, have positions in, make a market in and/or 
effect transactions in any investment or related investment mentioned herein and may provide financial services to the issuers of such investments. The 
information contained herein is based on materials and sources that we believe to be reliable, however, Fox-Davies Capital Limited makes no 
representation or warranty, either express or implied, in relation to the accuracy, completeness or reliability of the information contained herein. Opinions 
expressed are our current opinions as of the date appearing on this material only. Any opinions expressed are subject to change without notice and Fox-
Davies Capital Limited is under no obligation to update the information contained herein. None of Fox-Davies Capital Limited, its affiliates or employees 
shall have any liability whatsoever for any indirect or consequential loss or damage arising from any use of this document. 
 
This report has been approved in the UK by Fox-Davies Capital Limited solely for the purposes of section 21 of the Financial Services and Markets Act 2000.  
In the UK, this report is directed at and is for distribution only to persons who (i) fall within Article 19(1) (persons who have professional experience in 
matters relating to investments) or Article 49(2) (a) to (d) (high net worth companies, unincorporated associations, etc) of the Financial Services and Markets 
Act 2000 (Financial Promotions) Order 2005 (as amended) or (ii) are intermediate customers or market counterparties of Fox-Davies Capital Limited (all such 
persons together being referred to as “relevant persons”).  This report must not be acted on or relied up on by persons in the UK who are not relevant 
persons. 
Fox-Davies Capital is not a US registered broker-dealer.  Transactions undertaken in the US in any security mentioned herein must be effected through a 
US-registered broker-dealer, in conformity with SEC Rule 15a-6. 
Neither this report nor any copy of part thereof may be distributed in any other jurisdictions where its distribution may be restricted by law and persons 
into whose possession this report comes should inform themselves about, and observe any such restrictions.  Distribution of this report in any such other 
jurisdictions may constitute a violation of UK or US securities law, or the law of any such other jurisdictions.  
 
Investments in general involve some degree of risk, including the risk of capital loss. The services, securities and investments discussed in this document 
may not be available to nor suitable for all investors. Investors should make their own investment decisions based upon their own financial objectives and 
financial resources and, if in any doubt, should seek advice from an investment advisor. Past performance is not necessarily a guide to future performance 
and an investor may not get back the amount originally invested. Where investment is made in currencies other than the investor’s base currency, 
movements in exchange rates will have an effect on the value, either favourable or unfavourable. Levels and bases for taxation may change. When we 
comment on AIM or OFEX shares you should be aware that because the rules for those markets are less demanding that the Official List of London Stock 
Exchange plc the risks are higher. Furthermore, the marketability of these shares is often restricted. 
 
Fox-Davies Capital Limited and/or its associated companies may from time-to-time provide investment advice or other services to, or solicit such business 
from, any of the companies referred to in this document. Accordingly, information may be available to Fox-Davies Limited that is not reflected in this 
material and Fox-Davies Capital Limited may have acted upon or used the information prior to or immediately following its publication. In addition, Fox-
Davies Capital Limited, the directors and employees thereof and/or any connected persons may have an interest in the securities, warrants, 
futures, options, derivatives or other financial instrument of any of the companies referred to in this document and may from time-to-time add or dispose 
of such interests. Neither the whole nor any part of this material may be duplicated in any form or by any means. Neither should any of this material be 
redistributed or disclosed to anyone without the prior consent of Fox-Davies Capital Limited. Fox-Davies Capital Limited is authorised and regulated by the 
Financial Services Authority and is a member of the London Stock Exchange. 
 
Fox-Davies Capital Limited 
Whitefriars House, 6 Carmelite Street, London EC4Y 0BS 
T +44 (0) 20 7936 5200, F +44 (0) 20 7936 5201 
www.fdcap.com 
 


