Thursday 25th January, 2018

Stocks to Watch in 2018
I’m focusing on some of our specific stocks under coverage that I believe have the attributes and potential
to succeed during 2018. The list comprises both existing strong performers that have the potential to
maintain momentum again this year, together with some relatively unheralded stories. Our coverage will
comprise a combination of more exploration-focused opportunities, along with more advanced situations.
Emerging Production Play
Allegiance Coal - (ASX: AHQ, Share Price: $0.051, Market Cap: $20m, coverage initiated @ $0.022 in
June 2017 – current gain of 132%)

Key Catalyst
Emerging production opportunity, but extremely modest valuation, well below sector peers.
With all of the hype around battery materials companies, it’s easy sometimes for investors to forget about
fundamentals. AHQ is a quiet but successful achiever, because it’s eluded the hype that’s enveloped the
sector, instead focus on advancing its Telkwa metallurgical coal project in northwest British Columbia,
Canada. The stock’s major attraction is its potential for low-cost production and strong earnings.
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The results of AHQ’s revised Stage 1 PFS for its Telkwa coal project in Canada were released during late
2017 and they demonstrate a highly robust operation. They are based on the assumption that AHQ is only
ever permitted to mine at the rate of 250,000 saleable tonnes annually, which would provide a 19-year
project life with an ultra-low average strip ratio of 1.9:1 BCM/ROMt. This would result in average life-ofmine all-in FOB (ex-port) cash costs before tax of US$54 per tonne – which is less than half the current
spot sale price. As a result, Telkwa will be positioned within the lowest five-percentile of the global
seaborne metallurgical coal cost curve.

The Telkwa project comprises 148Mt of JORC compliant coal resource, of which 134Mt is in the Measured
Category. The project has been the subject of extensive historical exploration and most recently of a prefeasibility study declaring 43Mt of proven and probable reserves.
Telkwa lies immediately adjacent to Canadian National Rail’s mainline that runs direct to the deepwater
Port of Prince Rupert. It is a relatively short 390km rail haul from the project’s planned siding direct to
Ridley Island Coal Terminal (RICT), located at Prince Rupert. RICT states that it currently has 18Mtpa
installed and operating capacity that can be expanded to 25Mtpa within 24 months. Current annual coal
exports from RICT are around 3.5Mtpa which means there is more than sufficient port capacity for the
foreseeable future.
The other crucial aspect is the very low unleveraged start-up capex of US$35M, which results in life-ofmine average annual EBITDA of A$18M at a ratio to revenue of 50% and unleveraged project NPV10% pretax of US$51M with an IRR pre-tax of 32%. The key once again is the strip ratio of less than 2:1, which
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means that mining costs are exceptionally low by bulk commodity standards in particular. It’s the key
aspect that differentiates AHQ from most bulk commodity projects, where you’ve typically got to move a lot
of earth and it’s all about economies of scale. Allegiance’s primary focus now is to accelerate towards the
permitting of Stage 1 production.

Latest Activity
Acquisition of 100% project interest
AHQ has entered into an agreement to acquire full 100% ownership of the Telkwa project, following a deal
with Altius Minerals. Previously, AHQ had earned 20% project ownership, with the right to earn up to a
90% stake upon satisfaction of certain milestones. The remaining 10% project ownership would be
retained by Altius Minerals, which had a free carry on its project equity in relation to a small mine.
AHQ has issued 40.6m AHQ shares (representing a 10.5% stake in AHQ) to Altius and will complete its
milestone obligations. Altius is a diversified mining royalty company listed on the Toronto Stock Exchange
(TSX: ALS) with a market capitalization of around C$520m, generating around C$65m annually in royalty
revenue with current available liquidity for investment of around C$150m. Altius has invested in and been
a substantial shareholder in AHQ since the project was acquired in November 2016 and prior to the
acquisition held 14,864,395 ordinary shares. Altius now holds a stake of around 14.4% in AHQ on a
diluted basis.
AHQ has been actively engaged with steel mills, commodity trading and investment houses in relation to
potential joint venture investment and off-take commitments, so securing complete project ownership will
help in this regard.
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Interest from Asian steel mills
AHQ was recently granted permits by the British Columbia Government to commence its drill program,
which in turn will enable AHQ to supply metallurgical coal for drum and coke oven tests to steel mills in
Japan and Korea. They have recently expressed an interest in Telkwa coal for use as a semi-soft coking
coal in their coke ovens and as a PCI coal in their blast furnaces for steel production.
The holes will be drilled in the project’s Tenas Pit where 50% - or 21Mt - of the project’s saleable coal
reserves are located. The Tenas Pit will be the sole focus of the feasibility study during H1 2018 and
AHQ’s applications for permits to mine 240k saleable coal tonnes annually.
North Asian steel mills such as those in Japan and Korea are in search of alternative sources of supply of
metallurgical coal, in order to reduce their reliance on Australian sourced product. Australia represents
around 65% of seaborne metallurgical coal trade. Supply disruptions out of Australia, particularly from
severe weather events, as well as time delays experienced by coal vessels trying to berth at Australian
ports, creates major issues for these steel mills who want to keep their coke ovens and blast furnaces
operating reliably and efficiently.

Telkwa metallurgical coal is an ideal alternative source of supply, being situated close to Prince Rupert
and the Ridley Island Coal Terminal. Ridley Island Coal Terminal is a shorter shipping distance than
Australia to Japan, Korea and Taiwan. In addition, Telkwa’s low production costs will provide the steel
mills with the assurance of continuity of supply during periods of low metallurgical coal prices, as the
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project sits within the lowest five percentile of the seaborne metallurgical coal cost curve. Telkwa will
remain in production and be a reliable supplier to the mills regardless of price volatility.
AHQ anticipates drum and coke oven tests to be undertaken by several steel mills during Q2 2018. There
is also the potential for representatives of Asian steel groups to be travelling to site in Canada in the near
future to review the project first hand.
Summary
The key attraction of AHQ is its modest market capitalisation when compared with the
development/corporate potential of its Telkwa coal project. Many pure exploration plays in the
battery materials sector have market values bigger than AHQ. The revised Stage 1 PFS results for
Telkwa demonstrate a robust operation.
In my view the project is eminently ‘do-able’, a trait that isn’t common in terms of most bulk
commodity projects. The project has access to all requisite railway and port infrastructure – a
capex saving that can be measured in the hundreds of millions of dollars.
AHQ anticipates that by the end of 2018, all environmental and socio-cultural baseline programs
with respect to Telkwa will be complete in time for a regulatory submission during Q1 2019 subject to both the completion of a feasibility study as well as a modest exploration program
during early 2018. Assuming submission of the joint Mines Act and Environmental Management
Act permit applications during Q1 2019, approval is anticipated during H2 2019.
AHQ will remain firmly held within our Portfolio.

Disclaimer: Gavin Wendt, who is a director of Mine Life Pty Ltd ACN 140 028 799, compiled this document. It does not constitute investment
advice. I wrote this article myself, it expresses my own opinions and I am not receiving compensation for it. In preparing this article, no
account was taken of the investment objectives, financial situation and particular needs of any particular person. Investors need to consider,
with or without the assistance of a securities adviser, whether the information is appropriate in light of the particular investment needs,
objectives and financial circumstances of the investor. Although the information contained in this publication has been obtained from
sources considered and believed to be both reliable and accurate, no responsibility is accepted for any opinion expressed or for any error or
omission in that information. I have no positions in the stock mentioned and no plans to initiate any positions within the next 72 hours.
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