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Strong 1H22 but the real story unfolds in 2H22 

TerraCom made two announcements to the ASX on the 28th February – the first 
was their 2021 Half Year 2021 result which indicated that TER continues to 
report strong operating metrics as well as enjoying buoyant thermal coal 
markets which is allowing them to pay down debt at an accelerated pace.   
The second announcement was that they have signed a US$60million term 
sheet for the prepayment of coal with a major, long-term customer. Both 
announcements underscore the potential of TerraCom (TER) to payback their 
Euroclear bond facility far earlier than expectations and open the way for the 
company to reinstall dividend payments to shareholders. 
Following these announcements and underscored by a thermal coal market that 
continues to show price strength and resilience, we believe that TerraCom can 
reinstate dividend payments to shareholders by the end of this current financial 
year, FY2022.  In this note we have recalibrated our earnings and valuations to 
reflect these events with an upgraded price target of $1.20/share and forecast 
ongoing dividends from the half ending 30th June 2022. 

First Half Result FY22 – Back in Black 

The fiscal half to 31 December 2021 (DecH21) marked a return to profitability 
for TER as export coal prices surged. Contributing to this was a return to 
normality in the supply taken in by Eksom that plagued the first half of 2021. 
Sales revenue increased 51.5% to $387.4m from $255.8m in the pcp. 
This fiscal half illuminates the leverage of TER earnings to surging coal prices 
and it’s ability to quickly repay the debt which had impacted heavily on the the 
company’s share price while coal prices were depressed. 

Outlook for FY2022 and beyond 
Our FY2022 outlook for TER has been strengthened significantly by three 
factors 
• Thermal Coal market. Producers are experiencing almost unprecedented 

demand for thermal coal resulting in forward curves for benchmark coal 
prices across all coal benchmarks and is currently in excess of US$300/tonne 
for benchmark Newcastle 6000 kCal/kg coal. 

• Debt reduction and capital management: TerraCom’s management have 
made significant inroads in paying down the amount owing on the Euroclear 
bond facility. The strong thermal coal price environment along with the 
announcement of the US$60million prepayment agreement indicates that by 
our analysis the bond facility could be repaid by the end of May 2022 – 7 
months ahead of schedule.  This paves the way for new capital management 
initiatives and the reintroduction of dividend payments to shareholders. 

• Continued stable operational performance from both South African and 
Australian operations.  While we have not factored in any production growth 
in our forecasts, we have a high degree of confidence that current operational 
levels can be maintained. 

The combination of these factors have allowed us to factor in the reinstatement 
of a $0.06 interim dividend at the end of this financial year.  
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Company Data 

 

ASX code TER 

ASX price $0.46 

F  Fully diluted shares on issue 754.6m 

Market capitalisation $354.2m 

12-month price range $0.077-0.45 

olders 
Earnings Outlook 

     

Jun year FY21 FY22 FY23 FY24 

Coal Sales mtpa 9.2 8.9 8.7 8.7 

Sales A$m 555 1,046 1,133 925 

EBITDA A$m 81.9 483 553 378 

NPAT A$m -90.4 258 287 196 

EPS A$ NA 0.34 0.38 0.26 

PE x NA 1.2x 1.1x 1.6x 

EV/EBITDA  1.1x   

Dividend (A$) - 0.06 0.15 0.16 

Dividend Yield  13% 35% 35% 
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Craig Ransley Executive Chairman 

Danny McCarthy Managing Director 

Megan Etcell Interim Chief Fin. Officer 

Nathan Boom Chief Commercial Officer 
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12-Month Target* $1.20 

Price $0.46 

Implied Return 260% 
   *Implied Return 
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Operations - update 
Blair Athol 
Blair Athol Run of Mine (ROM) production continued at approximately 2.5mtpa while the company continue on target to reach 
2.3mtpa of saleable coal. We note that production has continued without issues at Blair Athol and that all deliverables have been 
met. Cash operating costs appear to be stable although we will be watching for any increase going forward due to fuel cost 
increases.  While it is a good problem to have, royalty payments to the Queensland Government have increased significantly with 
recent coal prices and we estimate that COGS will run at a A$92.80 average for FY2022.  
South Africa 
The South African operations recorded a slight decrease in sales in the 2Q2021 due to high seasonal rainfall during December and 
impacted all three collieries – in particular Ubuntu.  However, the January 2022 Sales update noted that South African coal 
production increased by 189kt and that YTD run rate levels were back to pre-December levels. We forecast South African total 
tonnages for FY2022 at 6.6mtpa. 
Operational outlook  
Volumes: We have maintained a conservative outlook for production across the Australian and South African managed operations.  
We estimate annual production at Blair Athol to be approximately 2.3mtpa out to 2024. In addition we have kept South African sales 
volumes at approximately current levels with South African equity sales volumes at approximately 3.1mtpa for FY2023 and FY2024. 

 
 
Source: Corporate Connect estimates                 Source: Corporate Connect estimates 
 

Operating Cash costs: We have maintained a stable cash operating cost environment which reflects the efforts of TER 
management at both South African and Australian operations to improve efficiency and productivity. We recognise that there are 
risks to cash operating costs deteriorating due to increased fuel costs and a higher inflation environment but have not factored them 
in at this stage. 
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Operations – update (continued) 

 
Source: Corporate Connect estimates 

 
Source: Corporate Connect estimates 

Debt Repayment & Capital Management 
The significant issue for the TER share price over the last 18 months has been the combination of low coal prices along with a high 
level of corporate debt.  TER were not alone in that situation as number of competitors both here and abroad faced the same 
“pincer movement”. Adding to TER’s woes was the short duration of their debt and in November 2021, TER management 
renegotiated the terms on their existing Euroclear Bond and extended the maturity date of the bond out to 31st December 2022. The 
bonds commercial terms are unchanged with an interest rate of 12.5%pa plus a special interest equal to 0.75% of Blair Athol 
revenues. 
Prior to the announcement of the US$60million pre-payment agreement on the 28 Feb 2022, TER was comfortably paying down 
the balance of the bond and was on schedule to pay comfortably before maturity on Dec 31 2022.  However, with the pre-payment 
facility now in place and funds due to be drawn down by the 30th April, the company has indicated that the Euroclear bond will be 
fully repaid on or before the 30th June 2022 providing current production levels are unaffected. The pre-payment facility is subject to 
customary conditions precedent which is expected to be satisfied by 31st March 2022. 
Repayment likely by the end of May 2022. 
We believe that full repayment of the Euroclear bond will be achieved by the end of May 2022 (see chart below) providing the 
Australian operations continue at the current production rates. This is based on the low risk assumption that current coal prices 
persist until at least the end of April and that around 95% of monthly EBITDA is available for debt repayment.  
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Following the March repayments, the $60million pre-payment 
facility will be utilised and bring the balance down to 
US$15.4million as at the end of April 2022 – with the balance 
fully repaid during May.  
The chart to the left shows the reduction of the Euroclear 
bond from the end of December 2021 through to end of May 
2022. This transformation of the balance sheet will allow TER 
to not only consider the payment of dividends to shareholders 
but also allows the company to consider development or 
corporate strategies to increase production and/or reduce 
costs.  
 
 
 
 
 
 
 
 

Source: Corporate Connect estimates 

 

Early resumption of dividends 

Our analysis shows clearly that the resumption of dividend payments to shareholders can occur as early as the end of this current 
financial year, FY2022. The combination of early repayment of the Euroclear bond along with our conservative but positive for 
thermal coal pricing forecasts indicates a strong free cash position from which dividends to be paid. There is no indication that 
major capital expenditure is required over the next 2 financial years but we have left a conservative cash buffer in our analysis 
anyway The table below gives analysis as to what dividend scenarios may be possible based on earnings available per share. 

What cash is available at the end of each half for dividends? 

 
1. Based on 754.6 FP Ordinary Shares on issue 

 
Under this scenario analysis we believe TER has the capacity to pay a A$0.06 dividend at the end of this financial year being June 
2022. 

 

Jun-22 Dec-22 Jun-23 Dec-23 Jun-24

Price received/tonne A$/t 147 138 123 111 102

Revenue A$ (m) 659 600 534 482 443

Operating Costs & Royalties A$ (m) -301 -296 -285 -276 -271

EBITDA A$ (m) 358 304 249 206 172

Capex A$ (m) -5 -17 -17 -17 -17

Net Interest A$ (m) -11 -2 -1 0 0

Tax A$ (m) -60 -82 -66 -54 -45

Non-controlling interests A$ (m) -50 -44 -36 -27 -21

Repayment Borrowings A$ (m) -181 -29 -3 -3 -3

Earnings available A$ (m) 51 129 127 104 86

Earnings available/share1 A$/share 0.07 0.18 0.17 0.14 0.12

Estimated dividend A$/share 0.06 0.06 0.08 0.08 0.08
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Valuation 

NPV – implied valuation post debt repayment of A$1.21 

We have made a number of changes to our NPV model to reflect the current coal price environment and to include an updated set 
of forecasts that reflect our revised view (See Operating Assumptions and Forecasts on p.6). In addition, due to the likely early 
repayment of the Euroclear bond by the end of May 2022, we have provided two NPV scenarios.  The scenario below is the TER 
NPV calculated with the debt level as at 31/12/2022 which was the latest set of accounts (1H 2022FY). Under this scenario we 
arrive at an estimated valuation of A$1.10/share. 
 

However, as discussed previously, we believe 
strongly that TER will be able to pay down the 
Euroclear bond by the end of May 2022 which 
would result in an uplift to our valuation of 10% to 
A$1.21/share.  The valuation represents ~280% 
upside to the current share price of A$0.43. 
It should be noted that we have used a discount 
rate of 12% for both the Australian and South 
African mining operations.  We have used this rate 
to a) encompass a higher risk of inflationary 
pressures and b) reflect the risks associated with 
developing coal projects and their subsequent 
marketing. 
We have not valued exploration and potential 
development projects but will do so if and when 
we see appropriate progression that warrants 
analysis.  

  

Sensitivity of valuation to thermal coal prices 

We have used a conservative set of thermal coal price 
assumptions going forward and have only forecast elevated 
prices out to the end of FY2024. Operating cashflows in 
FY2025 and beyond have been normalised by assuming a 
long term thermal coal price of A$112/tonne (US$84/tonne).  
The sensitivity of the thermal coal price on our valuation is in 
the table to the left. 

 

Comparatives 

Comparisons of multiples and margins across other 
Australian coal companies is self explanatory. The valuation 
gap on both a PE and EV multiple basis indicate that the 
market has not yet factored in the rapid debt repayment that 
TER is on track to achieve nor the stability in productivity and 
costs. 
If TER were trading at our valuation of $1.20, it would equate 
to a PE of 3.1x on FY2023 prospective earnings. 

TerraCom Ltd Valuation 
As at 31 Dec 2022 

(reported) 
As at 30 Jun 2023 

(estimate) 

  
A$ 

million A$/share 
A$ 

million A$/share 
Mining Operations     
Australia (NPV @ 12% disc 
rate) 796.2 1.06 690.6 0.92 
South Africa 49% (NPV @ 12% 
disc rate) 477.9 0.63 459.1 0.61 
Corporate & other -221 -0.29 -221 -0.29 
Total 1,053 1.40 929 1.23 
Cash  12.4 0.02 34.8 0.05 
Debt  -233.1 -0.31 -53.1 -0.07 
Group NPV 832 1.10 910 1.21 
Shares Outstanding  (million) 754.6  754.6  
 Estimated Share Price (A$) 1.10   1.21   

 
Sensitivity analysis 

  
Value/share  

 
% change 

+10% Export coal price  $1.32 +9.0% 

-10% Export coal price  $1.10` -16.5% 
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Operating assumptions & forecasts 

 

Coal futures and spot at all-time highs, volatility expected 

Since our last report, coal spot prices and futures have continued to soar. The rise in prices can be attributed partially to a 
resurgence in industrial demand post-pandemic and on the supply side major disruptions to exporting nations such as Australia and 
Indonesia. The ongoing developments in the Russia-Ukraine crisis have taken effect as the market begins to price in import bans 
on Russian coal. Russia is the sixth largest exporter of coal in the world and make up just over 5% of global supply. We caution 
investors that spot prices and those realised for shipments are likely to be very different, and current extreme volatility is largely 
driven by paper futures and not cargo. The last traded price for the Newcastle Benchmark is US$370/tonne and the Richards Bay 
Benchmark is US$353.35/tonne both seeing ~40% increases in the last 7 days. The Newcastle Benchmark hit an all-time high of 
US$446.50/tonne on Thursday the 3rd of March.  On the next page are both the current price chart on the left and the futures chart 
on the right. 

 
Source: Factset                  Source: Barchart 

Our coal price assumptions reflect the current supply restraints and also the geopolitical issues taking place in the Northern 
Hemisphere however we have not built in a “stronger for longer” scenario opting instead for a fairly swift return to the long term 
average after FY2024. 

 

DecH 
2020

JunH 
2021

DecH 
2021

JunH 
2022

DecH 
2022

JunH 
2023

DecH 
2023

JunH 
2024

AUD/USD 0.75 0.75 0.75 0.73 0.73 0.73 0.72 0.72
ZAR/USD 15.4 15.4 15.48 15.48 16.02 16.02 16.73 16.73
Newcastle 6000 Kcal/kg US$/tonne 60 95.9 170.8 239.1 206.7 185.6 146.3 144.3
Blair Athol received price A$/tonne 70.9 70.9 157.5 235 247 210 183 167
T.Coal Richards Bay 6000kcal/kg US$/tonne 64 96 150 244 234 204 173 147
South Africa Av. Dom price US$/tonne 32.6 32.6 32 37.1 37.1 37.1 37.1 37.1
Coal Sales
Australia tonnes 1205 1042 1067 1233 1150 1150 1150 1150
South Africa (Equity) tonnes 1646 1751 1650 1587 1560 1560 1560 1560
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Profit & Loss (A$m) 

 
Balance Sheet (A$m) 

 

Cashflow Statement 

 

Y/E 30 June FY'21 A FY'22 FY'23 FY'24
Sales Revenue 549.0          1,046.5              1,133.5              925.1          
Cost of Goods Sold (474.6)         (510.2)                (523.8)                (490.0)         
Gross Operating Profit 74.4            536.3                 609.7                 435.1          
Operating & Admin (49.4)           (51.5)                  (56.7)                  (57.0)           
Other incomes & associates -              (0.8)                    -                     -              
EBITDA 25.0            483.9                 553.0                 378.1          
Exploration w/off (33.6)           (0.1)                    (0.1)                    (0.1)             
D&A (39.0)           (34.6)                  (34.6)                  (34.6)           
EBIT - Operations (47.6)           449.2                 518.3                 343.4          
Net Interest Expense (44.9)           (37.8)                  (3.0)                    -              
FX & Other W/Offs (6.7)             -                     -                     -              
Pre-Tax Profits (99.2)           411.5                 515.3                 343.4          
Tax (1.7)             (96.5)                  (148.4)                (98.9)           
Minorities (10.5)           56.6                   80.0                   48.0            
Discontinued & other -              -                     -                     -              
NPAT TER s/holders pre-Comprehensives (90.4)           258.4                 286.9                 196.5          
Net Comprehensives 28.2            (24.2)                  (24.2)                  (24.2)           
Reported Profit TER s/holders (65.6)           234.2                 262.7                 172.3          
Group Profit (72.7)           315.0                 366.9                 244.5          
Minorities Share Profit (%) 10% 26% 28% 30%
Tax Rate (%) -2% -29% -29% -29%
EPS (0.1)             0.3                     0.4                     0.3              

Y/E 30 June FY21A FY'22 FY'23 FY'24
Current Assets 104.5 288.6 530.6 751.8
Cash and Cash Equivelants 11.2 107.0 328.0 599.4
Trade and Other Receivables 67.2 146.9 167.0 119.2
Inventories 21.7 34.6 35.5 33.2
Other Current Assets 4.4 3.8 4.1 4.0
Non Current Assets 519.5 528.2 535.0 542.4
Receivables 2.3 0.0 0.0 0.0
PPE 285.1 291.3 298.0 305.4
Exploration & Evaluation Assets 123.6 137.2 137.2 137.2
Restricted Cash, Deferred Tax & Other Financial Assets 95.1 86.3 86.3 86.3
Other Non-Current Assets 13.4 13.4 13.4 13.4
Current Liabilities 406.1 297.4 214.5 202.3
Borrowings 272.8 47.2 19.4 19.4
Prepayment (Coal Deliverable) 0.0 60.0 0.0 0.0
Leases & Financial Liabilities 2.5 2.9 2.9 2.9
Trade and Other Payables 127.4 183.9 188.8 176.6
Provisions & Other 3.4 3.4 3.4 3.4
Non-Current Liabilities 245.4 246.9 251.3 275.1
Borrowings 41.8 24.7 5.4 5.4
Creditors, Leases & Financial Liab. 6.8 1.6 1.6 1.6
Deferred Tax 29.2 29.2 29.2 29.2
Provisions & Other 167.7 191.4 215.2 238.9
GROUP EQUITY -27.5 272.5 599.7 816.8
Minority Interest 52.9 133.7 238.0 310.2
SHAREHOLDERS EQUITY -80.4 138.8 361.8 506.6

Cash Flow Statement FY21A FY22 FY23 FY24
Operating Cash Flows 

Net Income 25.80        328           367           245           
D&A 34.6          34.6          34.6          

Cash flow from operating activities 5.80          183.7        316.9        337.7        
Investing Cash Flows 

Capital Expenditure (22.0)         (34.0)         (34.0)         
Cash from investing activities (22.0)         (34.0)         (34.0)         
Financing Cash Flows

Proceeds (Repayments) of Long Term Debt (13.5)         (13.5)         10.3          
Dividends Paid (14.8)         (39.4)         (27.6)         

Cash from financing activities 42.60        (28.3)         (52.9)         (17.3)         
Cash at beginning of period 11.2          144.5        374.6        
Net Change in Cash 133.4        230.0        286.4        
Cash at end of period 144.5        374.6        661.0        



  
 

Tuesday, 22 March 2022 

RESEARCH REPORT 
 

 

  
 

 

 

 

 

 
Page 08 of 10 

Readers should be aware that Corporate Connect Research Pty Ltd has been engaged and paid by the company covered in this report for ongoing research coverage. 
Please refer to the important disclosure pages of this report for the general advice warning, disclaimer, and full disclosures 

 TerraCom Limited 
Coal prices up, debt down – It’s payback time    

 

Corporate Connect Research Pty Ltd Independent Research Report Disclaimer  
General disclaimer and copyright  
This report (“report” or “Research”) has been commissioned by the Company the subject of this report (“TerraCom Limited”) and prepared and issued by 

(Richard Close AR Number 001295596) of Corporate Connect Research Pty Ltd (“Corporate Connect Research”) (ABN 95640 464 320 – Corporate Authorised 

Representative (AR number 1281982) of Australian Financial Services Licence (AFSL) Number 488045) in consideration of a fee payable by the Company. 

Corporate Connect Research may be paid additional fees for the provision of additional services to the Company but Corporate Connect Research is not 

remunerated for any investment banking or similar services. Where Corporate Connect Research has been commissioned to prepare content and receives fees 

for its preparation, fees are paid upfront in cash and NO part of the fee, compensation or employee remuneration paid will either directly or indirectly impact 

the content provided.  
Accuracy of content  
All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however Corporate 

Connect Research does not guarantee the accuracy or completeness of this report and has not sought for this information to be independently verified.  
Opinions contained in this report represent those of the analyst of Corporate Connect Research (Richard Close AR Number 001295596) at the time of 

publication.  
The analyst has received assistance from the Company in preparing this document. The Company has provided the analyst with access to senior management 

and information on the Company and industry.  
From time to time, Corporate Connect Research’s representatives or associates may hold interests, transact or hold directorships in, or perform paid services for, 

companies mentioned in this report. Corporate Connect Research and its associates, officers, directors and employees, may, from time to time, hold securities in 

the companies referred to in this report and may trade in those securities as principal and in a manner that may be contrary to recommendations mentioned in 

this report.  
As part of due diligence, the analyst has independently and critically reviewed the assistance and information provided by the Company to form the opinions 

expressed in the report. However, due diligence site visits have not been undertaken at this time. Care has been taken by the analyst to maintain objectivity in 

preparing this report and making any recommendation. The analyst is responsible for ensuring that this report accurately reflects his or her view of the matters 

set out in it and that it was prepared in an independent manner.  

Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results and estimates of amounts 

not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors, which may cause the actual results, performance or 

achievements of their subject matter to be materially different from current expectations. This report is prepared as at the date stated in it, and to the maximum 

extent permitted by law, Corporate Connect Research (on its own behalf and on behalf of the analyst) disclaims any responsibility to inform any recipient of this 

report of any matter that subsequently comes to its notice, which may affect any of the information contained in this report.  
Exclusion of liability  
To the fullest extent allowed by law, Corporate Connect Research (on its own behalf and on behalf of the analyst) shall not be liable to any person for any direct, 

indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you or any other person arising out or in connection with the 

access to, use of or reliance on any information contained in this report.  
No guarantees or warranties regarding accuracy, completeness or fitness for purpose are provided by Corporate Connect Research (on its own behalf and on 

behalf of the analyst), and under no circumstances will any of Corporate Connect Research’s analysts, representatives, associates or agents be liable for any loss 

or damage, whether direct, incidental or consequential, caused by reliance on or use of the content.  
General advice warning  
This report and any other Research must not be construed as personal advice or recommendation nor as an inducement to trade the report’s named company or 

any other security. Corporate Connect Research encourages investors to seek independent financial advice regarding the suitability of investments for their 

individual circumstances and recommends that investments be independently evaluated. Investments involve risks and the value of any investment or income 

may go down as well as up. Investors may not get back the full amount invested. Past performance is not indicative of future performance. Estimates of future 

performance are based on assumptions that may not be realised. If provided, and unless otherwise stated, the closing price provided is that of the primary 

exchange for the issuer’s securities or investments. The information contained within the Research is published solely for information purposes and is not a 

solicitation or offer to buy or sell any financial product or participate in any trading or investment strategy.  
Analysis contained within the Research is based upon publicly available information and may include numerous assumptions. Investors should be aware that 

different assumptions can and do result in materially different results. The Research is distributed only as may be permitted by law. It is not intended for 

distribution or use by any person or entity located in a jurisdiction where distribution, publication, availability, or use would be prohibited. Corporate Connect 

Research makes no claim that the Research content may be lawfully viewed or accessed, whether inside or outside of Australia. Access to the Research content 

may not be legal for certain persons and in certain jurisdictions. If you access this service or content from outside of Australia, you are responsible for 

compliance with the laws of your jurisdiction and/or the jurisdiction of the third party receiving such content. The Research is provided to our clients through our 

website and our distribution partners (www.sharecafe.com.au and www.informedinvestor.com.au).  
Some Research products may also be made available to our clients via third party vendors or distributed through alternative electronic means as a convenience. 

Such alternative distribution methods are at Corporate Connect Research’s discretion.  
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Access and use  
Any access to, or use of, the Research is subject to the Terms and Conditions of Corporate Connect Research. By accessing or using the Research you hereby 

consent to Corporate Connect Research collecting and using your personal data (including cookies) in accordance with our Privacy Policy 
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