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African Diamonds 
Price: 80.5p  
 

 Main Assets 

Project 
Ct  
(m) 

Grade  
(cpht) US$/ct US$/t Interest Stage 

AK6, Botswana 11.1 22 131 28.8 28.38% Development 

AK8, Botswana - - - - 70%* Exploration 

Boteti JV, Botswana - - - - 30% Exploration 

West Africa Diamonds, AIM - - - - 12.5% Expl’n + Dev. 

Bugeco – DRC - - - - 35.4% Exploration 

*Assuming African Diamonds operate; Source: Company data, JORC/43-101 resources only 

Company Description 
Focus and Strategy: African Diamonds is focused on bringing its 28.4%-
owned AK6 project into production by late-2009. The pipe is the most 
advanced of a suite of kimberlite evaluation projects being undertaken in 
JV with De Beers in Botswana. So far over 500 holes and 50km of drilling 
have been completed within the JV.  

After the spin-out of West African assets in 2007 into AIM-listed West 
African Diamonds, management is now focused on Botswana. However, 
connections are still maintained with both the DRC and West Africa 
through minority interests in exploration ventures in those countries.  

AK6 is progressing towards production, which is currently scheduled for 
4Q09. The indicated resource is 11.1Mcts at an average grade of 22cpht 
and value of US$131/ct, although this will likely increase marginally in 
grade, but significantly in carat value as drilling continues post mining 
license application. In addition to evaluation of known kimberlite pipes in 
Botswana, African Diamonds has a large 100%-owned landholding on which 
it is carrying out grassroots exploration.  

African Diamonds’ share price fell from around £1.10 to 70p in 4Q07 as 
development continued. At this time Firestone Diamonds sold its 7.3% for 
£4.9m, although this was in a single trade.  

Management: African Diamonds owes much of its success to the dynamic 
influence of Executive Chairman John Teeling. John has over 30 years’ 
experience, and an MBA from Wharton and PhD in Business Administration 
from Harvard. He is founder and chairman of Pan Andean Resources, 
Petrel Resources and Persian Gold, and a former director of Kenmare 
Resources and Arcon. Managing Director James Campbell adds operational 
strength, having worked for De Beers for over 20 years, cumulating as 
General Manager responsible for resource delivery in the global mining 
and exploration group. James has experience in both geology and 
management, having worked on small-scale mine development and was 
the personal assistant to Nicky Oppenheimer.  
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Upcoming Events: 
Bots. Gov share AK6 decision (2008) 
AK8 bulk-sample results (1Q08) 
Boteti Technical Review (1Q08) 
Financial year end (June 2008) 

Market cap £61.3m 

Ticker AFD LN 

Price Target (p) 
EV / in-situ value 
EV / 08E revenue 
Cash in hand (£m) 
 

n/a 
27.9% 

n/a 
3.5 

52 week (p) 
High 
Low 

 
100.1 
80.5 

3M-avg. daily vol. (000s)  
3M-avg. daily val. (£000) 

76.2 
79.1 

Shares 
Basic 
Fully diluted 

 
76.2m 
79.1m 

Top shareholders 
JP Morgan 
De Beers 
Black Rock 
WB nominees 
Total 

 
9.9% 
5.8% 
5.7% 
5.5% 

26.9% 

 
Share Price Performance (p) 

 
 

Source: Fidessa 
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Project Summary 

Project Equity  Comment 

DEVELOPMENT 

AK6 – Botswana 28.38% JV with De Beers to bring kimberlite into production by 4Q09 

EXPLORATION 

AK8 – Botswana 70% Advanced evaluation kimberlite, bulk-sample results pending 

Boteti JV 30-70% Evaluation of numerous kimberlites, including six at mini bulk-sampling stage 

Botswana exploration 100% Large landholding of non-JV land on which grass roots exploration underway 

OTHER  

W. Af. Diamonds – Sierra Leone, Guinea 12.5% Alluvial and tailings projects to fund kimberlite exploration, AIM listed 

Bugeco – DRC 35.4% Private company in DRC exploring for kimberlites in JV with De Beers 

Source: Company reports 

Boteti JV (30-70%) is an exploration JV over 3,966km2 in three main 
areas: Orapa (1,320km2 around the mine), Serowe (2,482km2) and Shashe 
(163km2) in eastern Botswana. De Beers funds exploration until BFS, after 
which each company pays its own way. Under the agreement African 
Diamonds will operate, and receive 70% of gross profit, from mines with 
<US$70m annual revenue. AK6 is an example of an asset with over 
US$70m revenue, whereas AK8, if economic, could be operated by African 
Diamonds given the lower grades. All diamond sales from any mines must 
be through the Diamond Trading Company.  

Key assets are AK6 (proceeding to mine), AK8 (bulk-sampling), four 
kimberlites at mini bulk-sampling stage (BK3, BK6, BK7, AK9), and 15 
kimberlite pipes undergoing reassessment. Through the course of 2007 
two kimberlites returned disappointing bulk-sample results — AK10 and 
BK13.  

From a grassroot perspective, De Beers is involved in active exploration 
on the licences, with a new geophysical technique (SQUID) being used to 
look for kimberlites to the north of Orapa, where deep sands have 
previously slowed exploration. However, most of the focus on the 
licences is on evaluation of known kimberlites.  

AK6 (28.4%) is the flagship project for African Diamonds. Re-sampling 
and re-interpretation of the geometry led to significant grade and size 
increases, and it is now in the process of development in a joint venture 
with De Beers.  

A mining lease application was submitted in 3Q07, and is expected to be 
granted in 1Q08. The mine will operate at a phased rate of 2.7Mtpa from 
4Q09, ramping up to 4.2Mtpa in 2011-12 with additional capital 
requirements. Capital for the first phase is estimated at US$220m 
including contingency, while operating costs should be around US$8/t. 
With a BFS completed in late-2007, the company expects to be in 
production in 4Q09.  

African Diamonds is required to contribute capital on a pro-rata basis, 
with 75% to come from project finance and 25% from debt, provided by 
De Beers at Libor +3%. The Botswana Government has the right to take up 
as much as 50% of the project, although it is unclear at this stage if this 
will occur, with 0-20% a likely range of equity share.  

A key figure for the AK6 project is the resource size. The current resource 
is estimated at 51.8Mt with an average value of US$131/ct and grade of 
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22cpht. However, high-value and difficult to detect (non-fluorescent) 
‘Type II’ diamonds have been identified in the pipe, and it is thought that 
the grade could be as high as 30cpht with values up to US$200/ct. The 
current resource size is for kimberlite to 400m depth, although this is 
likely to increase with internal estimates of 22.3Mt between 400-756m 
depth.  

Of note, the mining licence application contains economic models, so in 
effect African Diamonds is in a moratorium period where it cannot publish 
major changes to resources, grades, values, etc.  

AK8 (70%) is 10km from AK6, and is a 5ha pipe currently undergoing 
resource estimation. The pipe contains a modelled 15Mt to 300m depth, 
with an average grade of 4-9cpht and diamonds priced at US$60/ct. Three 
LDD holes were drilled in 2007, with resulted expected in 1Q08.  

Kedia (100%) comprises licences over 1,984km2 120km west of Orapa, 
granted to African Diamonds in late-2007. The area contains diamond 
indicator minerals which are interpreted to be unrelated to both the 
Gope and Orapa fields, but no primary source has ever been identified.  

Mmashoro (100%) covers an area of 981km2, although 53% of this is in the 
process of being relinquished. Sands up to 40m deep cover much of the 
area, hampering exploration. Exploration is ongoing after 2007 drilling of 
geophysical targets intersected dolerite not kimberlite.  

Bugeco (35.4%) is a private Belgian company targeting diamonds in DRC. 
Management is credited with the discovery of the Morila gold deposit in 
Mali, and has ties with Anglo American. De Beers has a 70% option over 
around 9,000km2 of licences, and carries out all exploration. Ten 
kimberlites have been discovered in two clusters over the last four years. 
Geophysics is now complete, and the 2008 focus is on ground sampling and 
discovery drilling.  

West African Diamonds (12.5%) was spun out of African Diamonds in 2007. 
The company is a junior (£10m market cap) with a suite of alluvial and 
tailings gold-diamond near-production projects and development projects 
funding kimberlite and alluvial diamond exploration. Assets are in Sierra 
Leone and Guinea.  

Resource and Reserve – AK6 project 
 

Category 
Tonnes 

(Mt) 
Grade 
(Cpht) 

Carats 
(m) 

 
US$/ct 

 
US$/t 

Indicated 51.8 22 11.1 131 28.8 

Total 51.8 22 11.1 131 28.8 

Source: Company reports, December 2007 

Opinion 
African Diamonds has many similarities with Firestone Diamonds in terms 
of holding a portfolio of kimberlite pipes in Botswana. The clear 
advantage is the now-proven economic viability of AK6. Once in 
production, this mine should transform African Diamonds from a tight-
budgeted exploration company to a well-funded miner able to carry out 
aggressive exploration.  

Despite the apparent success of AK6, there are two key unanswered 
questions in its development — the share of the project that the 
Botswana Government intends to take, and the final grade and carat 
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value. While management is hoping for higher grades and carat value 
through recovery of Type II diamonds and thorough bulk-sampling, the 
most recent round of bulk-sampling doesn’t support this (mid-2007). As 
such, more work is now required to clarify the likely production metrics 
of the operation. As to the Botswana Government’s share, experts we’ve 
spoken to put forward cases in both directions, ie, of course the 
government will take 50%, it’s what the law was designed for, or 
alternatively, no the government won’t take 50% in order to encourage 
further exploration, as exemplified by the (much smaller) Lerala mine 
being commissioned by Diamonex (ASX/AIM DON).  

Importantly for investors, once the mining licence negotiations are 
completed, African Diamonds will be free to publish resources upgrades, 
which we expect it will.  

Our DCF calculation for AK6 values the asset at 70-120p on an undiluted 
basis depending if grade lifts above the current 22cpht and the diamond 
value lifts above US$130/ct. However, should the Botswana Government 
take up its option for a 50% share, this obviously falls, although this will 
be offset by the purchase price.  

Investment Case and Recommendation 
Investment Case: Any investment in AK6 will ultimately be based on the 
hope that (a) the resource size, grade and value increases at AK6, (b) the 
Botswana government doesn’t take up its share in AK6 thus diluting De 
Beers and African Diamonds, and, of course (c) exploration success.  

In the medium term, potential investors are looking at, as is usual for 
diamond companies, a high-risk, high-reward proposition for diamond 
exploration. With active and advanced sampling on four remaining 
kimberlites (two dropped in 2007 following disappointing results), near-
term upside is focused on the Boteti JV. In 2010, once AK6 is in full swing, 
we would expect a multiple of NPV to be ascribed to the project, which 
should offer some uplift.  

The company is certainly keeping its finger on the pulse of other African 
countries, with minority interests in various ventures, but has yet to put 
its cards on the table with a full equity share of any of these.  

Recommendation: This is a well managed company with at least one 
world-class asset. Relative to the market, African Diamonds is highly 
rated and we believe the price fully reflects this. We value the AK6 
project in the 80-120p price range, leaving the best-case near-term 
upside ranging from a worrying 15% (if Botswana government buys in) to 
70% share in kimberlite exploration JVs with De Beers.  

In our view, we think the share price will lift in reaction to resource 
estimates released after the mining licence is granted, making this an 
attractive investment over a six-month horizon. Beyond this, we would 
hold off on an investment until positive bulk-sampling results are 
returned from Botswana (not mini bulk-sampling), the company steps up 
exploration on its 100%-owned tenements in Botswana, or makes a play 
outside Botswana.  
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