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Initiating Coverage: Early cycle beneficiary of 

increased mining sector spend 

 

Macro environment supportive for sustained rebound in drilling spend 

Following a prolonged downturn, discretionary spending in the mining sector has 
begun to build. Recovered commodity prices and equity valuations have catalysed 
equity issuance which, alongside improved cashflow, has kick started exploration 
spending from critically low levels. For investors looking to participate in the mining 
sector recovery without direct exposure to individual exploration projects the drilling 
sector presents a sensible strategy in our view.  

Favourably positioned with young fleet and strong balance sheet 

Capital weathered the sustained bear market better than most peers due to its 
heavy weighting of production drilling orientated revenue. Even in 2015 the 
company generated a positive EBITDA margin of over 12% and gross margin over 
28%. While a number of peers are still working to resolve overstretched balance 
sheets, Capital is well placed with net cash and a young fleet benefitting from 
sustained investment.   

Core revenues underpinned by long term contracts. Latent capacity to 
supply improving exploration market  

In comparison with peers, Capital’s revenues are underpinned by a strong base of 
long term production related contracts with development and production drilling 
accounting for 87% of revenues in 2016. Major and mid-tier miners accounted for 
89% of revenues. In addition to recent production contract wins and extensions, 
revenue and cashflow upside resides in latent capacity in the exploration fleet.  
Current utilisation in the diamond drilling fleet is only 31%. This could easily rise 
substantially, driving a substantial improvement in earnings for limited capex.  

Attractive valuation multiples and a dividend payer 

The shares are currently trading on EV/EBITDA multiples of 4.0x and 3.4x in 2017 
and 2018 respectively. The company has used 2016 and early 2017 as an 
opportunity to refurbish and/or make strategic investments so cashflow has 
remained suppressed. Still, a dividend was awarded in 2016 and we expect another 
in 2017 of US$0.015/share, equivalent to a 2% yield. In 2018, free cashflows are 
expected to rise materially with a free cashflow pre-dividend of US$9.5 million and 
yield of 9.2%.  

Initiate coverage with a near term price target of 85p/share 

We are initiating with a PT of 85p implying upside of 43.5%. This would leave the 
share price trading on a 2017 EV/EBITDA multiple of 5.8x vs the company’s peer 
group trading on 11.9x, albeit with one large outlier – remove that and the peer 
group average multiple reduces to 5.9x for 2017. Consideration is also given to the 
fact that Capital is almost unique in paying a dividend; a reflection of its stronger 
cashflow and balance sheet. With new contracts coming in apace, mainly in the 
gold and base metals subsectors, we feel that revenue growth is relatively assured. 
Finally, we derive an NPV of 85.2p per share assuming a 12% discount rate.  

 

Summary  

Last price: 59.25p 

Target price 85.00p 

Projected return (%) 43% 

  

Share Data  

Shares o/s (mm, b/f.d) 135.2 / 137.6 

52 week high/low (£) 0.65 / 0.31 

3-mth avg. daily vol (k) 87.7 

3-mth avg. daily val (£) 0.56 

Market cap (US$m) 103.6 

Cash (US$m) 12.7 

Net cash (debt) (US$m) 0.6 

Enterprise value (US$m) 103.0 

  

Financial Data 2016A 2017E 2018E 

Revenue (US$m) 93.3 129.7 146.0 

EBITDA (US$m) 13.0 25.6 30.5 

EBIT (US$m) -1.5 12.5 16.2 

PBT (US$m) -1.0 11.5 15.2 

PAT (US$m) -4.8 6.9 9.7 

EPS -0.04 0.05 0.07 

CFPS -0.03 0.02 0.08 

Dividend (US$/sh) 0.03 0.015 0.02 

Dividend yield 3.3% 2.0% 2.6% 

P/E n/a 14.9x 10.6x 

P/CF - 46.4x 10.0x 

EV/EBITDA 7.9x 4.0x 3.4x 
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Capital Drilling: African focused driller underpinned by long term contracts 

Overview of Capital Drilling 

Capital Drilling (CAPD LN) is a well-established African-focussed drilling company providing services to mining companies. With a 

fleet of 93 rigs, Capital offers a range of services to its clients across exploration, resource delineation and production disciplines. 

The business is underpinned by stable, long term production drilling contracts for mainly mid-tier and major mining companies.  

Brief history of Capital Drilling 

Capital was founded in 2005 on the back of drilling contracts in Tanzania and shortly thereafter Egypt, focused initially on exploration 

drilling, which led quickly into higher volume resource delineation drilling with a fleet of ten rigs. Further contracts followed in Zambia 

and the DR Congo alongside the move into production drilling with the grade control contract at AngloGold Ashanti’s Geita mine in 

Tanzania. By 2009 the fleet size had reached 49 and the company was awarded its first blast hole contract.  

The company conducted its IPO on the Main Market of the London Stock Exchange in June of 2010, raising approximately £14 million 

to purchase additional rigs and refurbish the existing fleet. Capital further expanded into new countries following its IPO and 

consolidated its existing contracts, adding its first underground drilling contract, the five-year comprehensive drilling contract at 

Centamin’s Sukari mine and a five-year comprehensive drilling contract at Geita. In line with the rest of the industry, rig count has 

been rationalised in recent years with spare capacity remaining in the under-utilised exploration fleet.  

Figure 1 – Rig count growth 

 

 
Source: Capital Drilling 

African focus 

Capital’s primary focus is on Africa with early contracts initially centred around North and East Africa. Capital is expanding into new 

countries in West and Southern Africa, and Europe, as evidenced by recent new contract wins including a new production drilling 

contract at the Mowana mine in Botswana and exploration (resource development) contract wins in Kenya, Mali and Serbia.   

Figure 2 – Capital Drilling operating locations and clients 
 

 
Source: Capital Drilling 
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Quality clients with quality assets 

Capital is distinguished from many of its peers through its blue-chip client base. It is this customer base and the stable, long-term 

production contracts associated with them that enabled Capital to weather the prolonged downturn in the mining sector with its 

balance sheet intact. Revenue from major and mid-tier mining companies represented 89% of 2016 revenues. 

The key benefits of these long-term production contracts are the long duration (up to five years) and visibility of revenues. Exploration 

contracts are often short term and dependent on success, with exploration budgets always the first to be cut in any downturn. 

Production drilling (grade control, blast-hole and underground) is critical to the mining process. This positions Capital as a more 

defensive investment compared to peers while retaining exposure to the recovering exploration cycle through the currently 

underutilised exploration fleet.   

The core multi-year production clients below all operate large scale, long life, low cost operations: 

Centamin (LSE: CEY, mkt cap US$2.6 billion) has been a customer since Capital’s inception in 2005. Capital currently has 13 

rigs deployed at Centamin’s Sukari Gold Mine in Egypt (2016 production: 551,000 ounces) conducting blast hole and grade control 

drilling. The current contract was renewed in 2015 and runs through until December 2020 with two new production rigs purchased 

in 2016 in support of the contract. 

AngloGold Ashanti (JSE: ANG, mkt cap US$4.6 billion) is another early client of Capital with operations commencing in 

Tanzania in 2006, and leading to the company’s first production drilling work with the grade control contract at the Geita Gold Mine 

(2016 production: 489,000 ounces) commencing in 2007. Capital now has a comprehensive drilling services contract with 15 rigs 

deployed on AngloGold sites in Tanzania conducting blast hole, grade control, exploration, delineation and underground drilling. The 

contract was renewed in 2015 and runs through until December 2020. In addition to drilling, Capital also provides shot firing services.  

Acacia (LSE: ACA, mkt cap US$2.1 billion) has been a client of Capital since 2008 with five rigs currently deployed at the North 

Mara mine in Tanzania (2016 production: 378,000 ounces) conducting blast hold and grade control drilling. The contract was awarded 

in December 2015 and runs through to December 2019 (under 2nd year extension option). 

Figure 3 – Revenue breakdown by client type and activity  

 

Source: Capital Drilling 

 

Fleet 

Capital’s rig fleet is spread between four rig types – (i) diamond, (ii) blast hole, (iii) grade control & reverse circulation (RC), and (iv) 

underground. We set out in Appendix III a description of the different type of drilling activity undertaken. At a high level, diamond 

rigs are utilised exclusively in exploration activity to delineate ore bodies following first pass exploration. RC rigs are used both in 

exploration and for grade control purposes during production. Blast hole and underground rigs are used solely at operating mines. 

Capital has a young fleet with an average rig age of less than five years. Newer rigs can be expected to operate more reliably, which 

should position the company well when tendering for new contracts, and drive higher drilling metres and therefore operating revenues 

per rig. 

  

52% 53%

33%

63%
73%

58% 57% 53%

35%

35%
41%

53%

30%
23%

39% 41%
41%

54%

13%
6%

14%
7% 4% 3% 2% 6% 11%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2008 2009 2010 2011 2012 2013 2014 2015 2016

Majors Mid-Tiers Juniors

6%

33% 33%
22% 23%

39%

57%

77% 75%
70%

54% 51%
66% 64%

56%

38%

17%
12%

24%
13% 14% 7% 7%

3% 5% 6%
8%

2% 5% 6%
2%

5%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2008 2009 2010 2011 2012 2013 2014 2015 2016

Production Brownfields Greenfields Energy Underground



 
 

 

 

Prepared by Tamesis Partners LLP 
See final two pages for important disclosures 

5 
 

Figure 4 – 2017 fleet breakdown and utilisation 

 
Source: Capital Drilling 

 

Non-Drilling Businesses  

Well Force and Cap-Sat Technologies   

In addition to its core drilling activities, which in 2016 accounted for 96% of revenues, Capital provides ancillary services through its 

wholly owned businesses Well Force and Cap-Sat Technologies.  

Well Force provides clients with downhole survey, core orientation, borehole management and rig alignment services. Cap-Sat 

Technologies provides mine satellite and communications and IT support solutions.  Collectively these businesses accounted for 

approximately US$3.5 million of revenues in 2016 or approximately 3.9% of revenues from the drilling business.  

Going forward we model these businesses collectively at 4% of forecasted drilling revenues, with margins in line with the wider 

business.   

A2 Global Ventures (MS Analytical) 

In March 2017 Capital announced a phased strategic investment of up to US$3.8 million in private laboratory testing services company 

A2 Global Ventures Inc ("A2"). A2 trades under the brand MS Analytical and is headquartered in Vancouver, Canada, where it operates 

a central hub laboratory, supported by feeder laboratories in Guyana, Myanmar and Sweden.  

A2 was established in mid-2015 with an expansion plan focused on emerging market opportunities of which its founders have 

extensive experience. On the announcement of the transaction it was stated that MS Analytical had over 50 blue chip and mid-tier 

customers operating in more than 15 countries. The investment by Capital will fund A2's expansion plans, including the establishment 

of new laboratories in Capital’s core African market and other emerging markets.  

The A2 investment provides Capital with an entry into the laboratory testing market and an opportunity to capture both additional 

revenues from existing customers and to provide an expanded offering to new clients. The potential for business development and 

operational synergies are obvious and we anticipate that Capital can add significant value to A2 as it grows over and above its 

financial investment, noting that Capital’s management team have themselves a track record of rapidly building a successful business 

from the ground up. Capital’s Executive Chairman, Jamie Boyton Executive Director, Brian Rudd have joined the A2 board of directors.   

Prior to Capital’s investment A2 had raised and invested over C$3 million (approximately US$2.2 million). While A2 pursues it’s 

expansion plans, Capital has stated that it does not expect the business to achieve profitability in 2017 but the investment represents 

an important platform for Capital as part of its own growth strategy, and greater exposure to the improving outlook for mineral 

exploration markets. 

Capital’s investment is structured in four tranches of which the first for US$0.95 million has been advanced to date for a stake of 

20% with three further tranches for a further US$2.85 million to follow by 31 December 2017 for a total investment of US$3.8 million 

and an interest of 50 per cent.  

We account for the A2 investment in our cash flow projections and for now value the business at cost pending further updates on 

plans for the company and revenue potential. Longer term we are excited by the potential to unlock significant growth.    
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Capital structure 

Capital is incorporated in Bermuda and has been listed on the Main Market of the London Stock Exchange under the ticker “CAPD” 

since June of 2010.  

The company has 135,247,159 common shares on issue and 2,340,000 unlisted options, the options being predominately held by 

management. The unlisted options entitle the holder to subscribe for one common share upon exercise which will rank equally with 

the existing ordinary shares in the company. The options have an exercise price of £0.80 and expire 31 December 2020.   

Shareholders  

Capital is tightly held with three founding shareholders and members of the management team; Jamie Boyton, Craig Burton and 

Brian Rudd, collectively holding 41.8% of the issued share capital. This reduced from 57.2% following a secondary placing in 

September 2016 when this group and another founder shareholder collectively sold 25.5 million shares at a price of 48p/share, 

primarily to UK institutional funds to increase the free float and trading liquidity. 

Figure 5 – Shareholders 
 

 
Source: Public disclosures, Factset 

 

Balance Sheet  

Many drilling companies used debt to rapidly expand their fleets alongside strength in the mining cycle through to around 2012, 

however when the cycle turned this left many with heavily underutilised fleets and debt burdens that were then difficult to service 

as drilling budgets shrank across the industry, particularly in exploration. Conversely, Capital with its stable production drilling revenue 

base weathered the storm with a strong balance sheet when compared to many of the peers. 

As at 31 December 2016 Capital reported a net cash balance of US$0.6 million with a cash balance of US$12.7 million offset by 

borrowings of US$12.1 million. Borrowings comprise the drawn element of a US$20 million revolving credit facility with Standard 

Bank. The facility has an interest rate of 5.25% above US$ LIBOR and a 1% annual commitment fee on undrawn balances.   

The facility is scheduled to step down in three tranches: 

• US$15 million – 31 August 2017 

• US$10 million – 30 November 2017 

• Zero – 2 February 2018 

We anticipate that, rather than stepping down the facility, the company will look to renew on broadly similar terms and model a 

facility back at the original US$20 million amount, which is well supported by coverage ratios and gives good headroom to our 

modelled cash flows.  

Overall, the balance sheet is healthy with current assets of US$54.8 million representing a multiple of 2.3x of current liabilities and 

with total net assets on the balance sheet of US$68.8 million. 
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Investment thesis 

Overview 

The drilling sector provides an ideal opportunity for investors looking to gain broad exposure to the mining sector, and the returning 

exploration cycle, without the risks associated with direct investment in individual mines or projects.  

The mining industry itself recognises that the significant under-investment in exploration in recent years is insufficient to deliver the 

discoveries needed for the industry to replace reserves and maintain and grow production to meet demand (see Fig. 6). Investment 

timing is propitious with metal prices, equity valuations and capital raising activity, all suggesting that we are entering a period of 

significantly increased drilling activity, with the market being in the early stages of a recovery after a sustained downturn.  

Figure 6 – Significant mineral discoveries (excl bulk commodities) – Western World 1975 - 2015 

 

 
Source: Rio Tinto 

Previous trends suggest that as the cycle progresses, we are likely to see increased rig utilisation, followed and compounded by 

increased revenues per operating rig, driving higher revenues and stronger margins. 

Looking at Capital’s utilisation rates more closely, it is in the exploration fleet where significant latent capacity exists whereas 

production focused rigs are generally well utilised servicing long term contracts. The underutilised diamond drilling fleet can be 

brought back into operation to satisfy returning exploration and resource delineation demand for limited capex. As exploration 

contracts mature rig count and contract length generally increase as results justify further work. Working capital investment is 

generally heaviest in the early stages of a contract as rigs are mobilised, suggesting that the heavy investment in capex and working 

capital through 2016 should now be coming to an end other than for investment in new contract wins.  

For investors looking to participate in the supportive macro trend, there are limited viable alternatives amongst the quoted peer 

group. Capital offers a unique combination of a core revenue base of long term production contracts with major and mid-tier mining 

companies, latent capacity to satisfy returning exploration demand, a strong balance sheet and dividends. 

Notwithstanding the positive macro outlook and Capital’s merits versus the peer group, Capital trades at attractive multiples, creating 

a compelling buying opportunity. 

Macro lead indicators all point to an improving market 

Drilling budgets are driven by the capital that becomes available when commodity prices rise and present investment returns to the 

financial markets. We have seen key commodity prices recover across precious and base metals and bulk materials following multi-

year falls, and this is now translating into improved equity valuations and capital raising activity.   

Commodity prices recovered from multi-year lows… 

Capital’s primary commodity exposure is to gold across both its core production contracts and exploration workbook. Thereafter there 

is base metals exposure, led by copper, with minimal ferrous exposure. Following years of falling prices, positive momentum across 

both precious and base metals has now returned, supporting investment in new exploration to replace diminishing reserve and 

resource bases.  
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Figure 7 – Gold and Copper Prices and FTSE World Mining Index 

 

 
Source: FactSet 

…Leading to improving equity valuations 

As would be expected, improving commodity prices have led to improved valuations for mining equities with all major mining indices 

having recorded strong performance since the lows of late 2015/ early 2016. The FTSE World Mining index is now approximately 

95% higher than its lows of January 2016.    

…and a return to capital raising activity by junior miners 

Following years of falling commodity prices and equity valuations, capital raising activity in the junior mining sector had become 

increasingly challenged with activity levels particularly low in 2015, creating a difficult environment for drillers. From figure 8 below, 

we can see a marked up-tick in deal volume since Q2 2016 to levels not consistently seen since 2012. There is a predictable lag 

between financings and exploration spend as companies structure budgets and programmes. As such, we expect that we haven’t yet 

seen the full extent of the capital raised in 2016 and to date in 2017 put to work.   

Figure 8 – Equity capital raised in the mining sector (US$m, sub US$1bn market capitalisation) 

 

 
 

Source: FactSet 
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Key revenue drivers 

Our investment thesis for Capital focuses on the revenue line, and its key drivers, being rig utilisation rates and average revenue per 

operating rig (ARPOR). In Q1 2017, Capital reported its strongest first quarter revenue since 2013 as both utilisation and ARPOR 

continue to recover from cyclical lows. 

Utilisation – latent capacity in the exploration fleet 

Utilisation is the percentage of the rig fleet in operation expressed as a percentage of the overall fleet. In Q1 2017 and Q4 2016 

Capital’s rig fleet overall was 55% utilised having recovered from an all-time low of 32% in the March 2015 quarter. This was still 

significantly below historic mid-cycle levels and a record performance of 84% in Q3 2011. 

Capital’s production focused rigs are well utilised with Q1 2017 utilisation rates of 96% for blast hole and 92% for underground. This 

provides confidence in underpinning base production related revenue forecasts and utilisation rates. The RC fleet is 68% utilised 

overall however this comprises rigs modified for grade control drilling purposes which are fully utilised with the spare capacity in the 

exploration focused rigs. The diamond drilling fleet is only 31% utilised and this supports the central tenet of our investment thesis 

that demand growth in exploration and resource delineation can be largely satisfied from existing capacity with minimal capital 

expenditure. We estimate that 36 diamond rigs currently stand idle to be brought back into operation. Future capex is likely to be 

primarily associated with any new production related contract wins. 

We assume that Capital will increase its utilisation through capital investment in new rigs for production contracts, re-introduction of 

currently dormant exploration rigs and disposal of idle rigs. We are modelling the acquisition of six rigs for production contracts in 

2017, and three rigs in both 2018 and 2019. Additionally, we are assuming two exploration rigs come online in 2018 and 2019, and 

that the company disposes of two rigs each year from idle rigs. 

Based on this estimate, we are forecasting Capital’s utilisation to rise to 58% by the end of 2017, 62% by the end of 2018, and 67% 

by the end of 2019. 

Average revenue per operating rig (ARPOR) 

ARPOR is an industry metric reflecting the average revenue for rigs currently deployed, expressed as a monthly figure. ARPOR is an 

industry metric reflecting the average revenue for rigs currently deployed, expressed as a monthly figure. ARPOR is a function of the 

market pricing dynamic, but often more importantly rig productivity and penetration rates. In previous cycles, utilisation rates across 

the industry have been seen to improve first as idled rigs start to be re-deployed – once rig supply starts to tighten we would expect 

ARPOR to improve.   

However, looking back through the cycle, Capital’s achieved ARPOR has remained high despite substantially lower utilisations and 

challenging global market conditions. The Q4 2016 ARPOR of US$170,000 was the first time that Capital had achieved average pricing 

of US$170,000 or below since 2013. Concerns of softening price conditions were allayed with the Q1 2017 reported ARPOR of 

US$196,000. This was partly a function of high productivity of the exploration rigs deployed in Serbia, fully deployed drilling deep 

holes. Finally, there is a pricing debate. Management believe that in the geographies they operate, there is a 30% swing in exploration 

pricing; typically six phases, of 5% rises. Currently they feel they haven’t fully seen the first 5%.  

Looking forward, we are assuming a flat ARPOR of US$195,000 through to the end of 2019 pending confirmation of further sustained 

rises.  

Figure 9 – Historical and estimated ARPOR and utilisation 

 
Source: Capital Drilling 
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Improving cycle is supportive of margins 

Gross margins have remained reasonably consistent since 2013 at approximately 30%. Whilst the company has historically 

achieved gross margins higher than this, we are forecasting gross margins of 30% in the short to medium term.  

Given the fixed nature of the administrative costs in the business, we expect improving EBITDA margins as a result of increasing 

revenue. We are forecasting EBITDA margins to increase from 14% in 2016 to approximately 20% in 2017, and approximately 22% 

in 2019. Again, the company has achieved higher EBITDA margins than this in previous years. 

Figure 10 – Historical and estimated EBITDA and margins 

 

 
 

Source: Capital Drilling 

 

Exploration success is self-fulfilling 

In recent quarters Capital has been active in tendering for and winning new contracts with new and existing clients. This includes a 

three diamond rig programme at Acacia’s exploration properties in Kenya and a six rig deep hole directional drilling programme at 

Nevsun’s Timok project in Serbia. This win is particularly exciting as the project has the makings of a tier one discovery which will 

require extensive resource definition drilling in the years to come. 

Figure 11 – Recent exploration contract wins 
 

Company Location Number of Rigs 

Acacia Kenya 3x diamond 

Acacia Tanzania 1x diamond, 1x reverse circ. 

Algold Mauritania 1x deep diamond, 1x reverse circ. 

Anglogold Ashanti Tanzania 1x UG diamond 

Ascom Mining Ethiopia 2x diamond 

Aton Resources Egypt 1x diamond 

Mining Resources Mauritania 1x reverse circ. 

Nevsun Serbia 6x deep diamond 

OreCorp Mauritania 1x diamond 

Resolute Mali 2x diamond, 1x RC 

Tanga Tanzania 1x multi-purpose 

Thani Stratex Egypt 1x diamond 

Tilva (Rio/Nevsun JV) Serbia 2x diamond 
 

Source: Capital Drilling 

Exploration programmes usually proceed in phases, with programmes growing in scale as results justify further work. In a returning 

exploration cycle, early stage smaller contract wins can therefore be expected to lead to longer term and larger contracts as work 

progresses.  

Apart from the benefit to Capital from growing revenues, as an exploration programme matures, there are further benefits for 

margins. Larger programmes are typically more profitable to run with rig transportation and mobilisation costs weighted to the start 

of a contract. Once these costs have been incurred, margins typically improve for the driller in the remainder of the contract.   
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Peak capex and working capital investment passed 

Capex in 2016 and 2017 underpins growth forecasts – reduces from 2018  

As Capital added significantly to the rig count in 2009 – 2013 significant capex was incurred prior to worst of the downturn. The 

production focused fleet has been kept up to date in support of long term contracts and as a result, Capital retains a young fleet 

with the ability to service new exploration contracts through increased utilisation of the existing fleet without significant capex.  

Increased capex in 2016 reflected both a substantial programme to prepare the exploration fleet, with 35 rigs undergoing an 

operational readiness programme or full rebuild, and specific capex for new contract wins including: 

• Nevsun (Serbia): 3 new rigs to add to the Group’s deep hole diamond capability 

• Sukari (Egypt): 2 new production rigs as older assets were retired; and 

• North Mara (Tanzania): 1 new production rig for fleet upgrade. 

Figure 12 – Capital Expenditure and Depreciation 

 

Source: Capital Drilling, Tamesis estimates 

In 2017 we model the company adding six rigs, all in support of production contracts at Geita, Tasiast and Alecto’s Mowana mine. 

Based on prior years we estimate an all-in capex for rigs and ancillaries of approximately US$1.5 million a rig, for a total of US$9 

million capex. Sustaining capex is approximately US$100,000 per operating rig for a further US$5.3 million and US$14.3 million in 

total. Going forward our growth numbers are based primarily on increased utilisation of the rig fleet with three rigs added per year, 

thus lowering expansion capex, whilst maintaining a current fleet. Where additional capex is to be incurred then this would be likely 

to be in support of new production focused contract wins and therefore associated with an increase in revenue and earnings guidance.    

Nine rigs were decommissioned in 2016 with an associated non-cash impairment charge of US$1 million. We model two rig disposals 

a year going forward with a cost to the P&L consistent with prior year.  

Opportunity to optimise working capital balances 

In tandem with capex, investment in working capital also rose in 2016 with a net cash outflow of US$2.5 million, reflecting in part 

the costs of mobilisation for new contracts in new countries. We note that as of 31 December 2016, receivables and prepaid expenses 

of US$20.8 million represented 81 days of annual revenues, with inventories of US$19.4 million representing 105 days of annual cost 

of goods sold. We believe this in part represents the ramp up in sales going into year-end but also persistently high inventories 

accumulated during previous years of higher exploration activity. In a normalised operating environment we see potential for working 

capital balances as a percentage of revenues to be brought down, with a benefit to cash flow.  

Balance sheet and cash generation can support a healthy dividend policy 

Capital has historically operated a dividend policy to pay a dividend within the range of 25 – 50% of the company’s free cash flow, 

being operating cash flow less capital expenditure, and now has an established track record as a dividend payer. With significant 

ownership within the board and management team, we anticipate this to continue as cash flows allow while maintaining balance 

sheet strength to maximise the growth opportunity in an improving cycle.  
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Figure 13 – Historical Dividends 
 

Financial Year Interim/ Final Declared Paid US$c/ sh GBp/ sh Annual Yield 

2016 Final 16-Mar-17 19-May-17 1.00 0.77 3.3% 
 Interim 17-Aug-16 07-Oct-16 1.50 1.16  

2015 Final 17-Mar-16 06-May-16 2.50 1.93 4.7% 
 Interim 25-Aug-15 09-Oct-15 1.10 0.85  

2014 Final 17-Mar-15 08-May-15 1.90 1.47 2.5% 
 

 
Source: Public Disclosures 

We note that a final dividend of US$0.01 was declared for 2016 outside of the stated policy, which would not have provided for the 

payment of a dividend due to the heavy investment in capex and working capital associated with increased activity levels. We see 

this as evidence that management are prepared to flex the dividend policy to maintain returns to shareholders when excess capital 

allows. 

While investment continues to be made in growth in 2017, we anticipate small dividends outside of the stated policy to continue and 

model US$0.015 per share for the year which is equivalent to US$2.0 million. In 2018 we assume an increased US$3.1 million 

dividend, comprising 33% of our modelled free cashflow which is clearly conservative.  

Figure 14 – Cashflow available for Dividend, Dividend Levels and Coverage Ratio 
 

 

Source: Public filings, Tamesis estimates 

Our forecasts also suggest that the modelled earnings growth and dividends can be delivered well within the company’s existing 

balance sheet capacity with net cash/ debt comfortably inside the current US$20 million facility, which we anticipate will be 

replaced with a new instrument of similar size and on similar terms. We model the company returning to a net cash position in 

2018 while continuing dividend payments.  

Figure 15 – Balance sheet strength 

 
 

Source: Public filings, Tamesis estimates 
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Valuation 

Summary 

In arrive at our price target we have focused primarily on earnings multiples, particularly EV/ EBITDA multiples. The company’s peer 

group is trading on 11.9x and 5.3x 2017 and 2018 albeit with one large outlier (see Fig.17) – remove that and it reduces 5.9x for 

2017 and 4.4x for 2018. This compares with CAPD which is trading on just 4.0x and 3.4x respectively. Our price target of 85p/share 

implies multiples of 5.9x for 2017 dropping to 3.4x for 2018. 

The company is trading at a 30% premium to its book value but we believe that is justified given fleet age, recent refurbishment and 

its lack of debt. This is also well within the peer group range of up to 1.6x 

Finally, it’s worth think about the dividend yield over the next two years given the company has just passed peak capex and is 

dedicated to a yield. We forecast the company delivering dividends of US$0.015/share for 2017 and US$0.02/share for 2018 

respectively delivering a yield of 2% and 3% respectively, with the latter looking particularly conservative vs the company payout 

policy. 

Cross-checking with an NPV approach, a basic discounted cash flow analysis delivers an NPV of US$149 million or 85p/share at a 

12% discount rate as of 30 June 2017.   

Overall we feel comfortable with a price target of 85p/share which we believe captures the above figures whilst reflecting the 

combination of protective contracts with good companies, upside from an improvement in exploration expenditure and the potential 

for explosive cash generation.  

Peer group overview 

We set out below a summary of Capital’s mineral drilling sector peers with more detail on each peer in Appendix II. In the quoted 

space we follow eight peers, with Capital the only company listed in the United Kingdom. 

Investors seeking pure play exposure to the minerals drilling market through a company with a meaningful market capitalisation and 

sound balance sheet are likely to focus on a shorter list comprising Capital, Ausdrill, Geodrill and Major Drilling.   

Relative share price performance  

Of our focus names, Capital’s share price performance has lagged Ausdrill and Geodrill, notwithstanding the positive reaction to the 

Q1 2017 update and raised revenue guidance. Major Drilling has been an underperformer but is yet to demonstrate a material 

improvement in earnings associated with increased activity levels following restructuring, with EBITDA for three months ended 31 

January 2017 of only C$5.1 million (approximately US$3.7 million) for an EBITDA margin of 2.3% and a net loss year to date of 

C$33.8 million (approximately US$24.7 million). 

Figure 16 – Peer group share price performance, last 12 months 

 

 
Source: FactSet 
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Relative valuation 

Compared to its peers, Capital Drilling trades on favourable multiples: currently trading at 4.0x EV/2017E EBITDA versus the peer 

average of 11.9x, and 3.4x EV/2018E EBITDA versus the peer average of 5.3x. Additionally, Capital is the only peer other than 

Ausdrill who have maintained a dividend, which does not appear to have impacted the company’s perceived value. 

Figure 17 – Peer group comparables 

 

 
 

Source: Bloomberg,FactSet 

It is worth noting that the sector is both not particularly well covered by analysts. Additionally, a number of Capital’s peers are highly 

leveraged which influence trading multiples. 

 

  

Company Mkt. Cap. Cash Debt Net Cash Ent. Val. P / Book Div. Yield

(US$m) (US$m) (US$m) (US$m) (US$m) 2016a 2017e 2018e 2016a 2017e 2018e 2016a 2017e 2018e (x) (%)

Major Drilling Group 455.3 25.9 6.2 19.6 435.7 15.5 11.5 42.6 (30.3) (32.2) 7.8 27.4x 36.9x 9.9x 1.5x -

Ausdrill 331.7 164.5 308.3 (143.9) 475.6 91.0 103.6 129.5 14.7 21.3 31.9 5.0x 4.4x 3.5x 0.7x 1.5%

Layne Christensen 156.9 69.0 162.3 (93.3) 250.2 11.2 29.5 46.5 (41.0) (12.0) 4.0 22.4x 8.5x 5.4x 1.6x -

Boart Longyear 28.6 59.3 735.0 (675.7) 704.3 32.0 n/a n/a (108.4) n/a n/a 22.3x n/a n/a n/a -

Geodrill 68.5 9.3 4.4 5.0 63.5 19.2 23.1 27.0 7.1 9.7 n/a 3.2x 2.6x 2.2x 1.2x -

Orbit Garant Drilling 50.2 2.7 9.1 (6.4) 56.6 5.2 8.4 13.0 (3.5) n/a n/a 11.2x 6.9x 4.5x 0.8x -

Energold Drilling 17.4 10.0 14.9 (4.9) 22.3 (4.0) (0.4) 3.3 (14.1) n/a n/a n/a n/a 6.2x 0.4x -

Foraco International 24.4 6.2 109.5 (103.3) 127.7 4.5 n/a n/a (18.0) n/a n/a 29.4x n/a n/a 0.4x -

Mean 17.3x 11.9x 5.3x 0.9x -

Capital Drilling Ltd. 103.6 12.7 13.3 0.6 103.0 13.0 25.6 30.5 (4.8) 6.9 9.7 7.9x 4.0x 3.4x 1.3x 3.3%

EBITDA (US$m) Net Income (US$m) EV / EBITDA (x)
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Model Summary 

We show below our key model outputs and valuation metrics. 

Figure 18 – Key model outputs 

Financial Year 2014A 2015A 2016A 2017E 2018E 2019E 

Revenue (US$m) 98.8 78.7 93.3 129.7 146.0 158.0 

EBITDA (US$m) 20.4 10.1 13.0 25.6 30.5 34.1 

Profit before Tax (US$m) 2.5 (5.5) (1.0) 11.5 15.2 18.1 

Profit after Tax (US$m) (0.6) (10.2) (4.8) 6.9 9.7 11.9 

       

Earnings per Share (US$/sh) (0.00) (0.08) (0.04) 0.05 0.07 0.09 

Operating Cashflow per share (US$/sh) 0.15 0.07 0.10 0.19 0.23 0.25 

Free Cash Flow (unlevered) per Share (US$/sh) 0.06 0.10 (0.03) 0.02 0.08 0.11 

       

P/E - - - 14.9x 10.6x 8.7x 

EV/EBITDA 1.6x 3.2x 7.9x 4.0x 3.4x 3.0x 

Price / Operating Cash Flow 2.3x 4.5x 7.3x 4.0x 3.4x 3.0x 

Price / unlevered FCF 5.5x 3.4x - 46.2x 10.0x 7.1x 
 

Source: Tamesis estimates 

  

Key Assumptions  

We model core drilling revenues by taking total fleet size and multiplying by fleet utilisation and ARPOR. 

Our model is based on an average of 95 rigs for 2017, and 97 at the end of 2017, based on the fleet of 93 as at 31 March 2017 and 

the addition of 6 new rigs over the year (and 2 retired). This lifts to an average of 98 rigs for 2018 with three rigs being added and 

two retired.  

We forecast utilisation of 56% for 2017 being only a modest lift from the Q1 reported figure of 55%. This lifts to 61% in 2018 and 

66% in 2019 driven by increased utilisation of the exploration fleet and new rigs replacing retired unutilised rigs. We model ARPOR 

flat forward at US$195,000, slightly below the Q1 2017 figure of US$196,000 pending confirmation that gains over recent periods 

have been sustained. This derives total revenue in 2017 of US$129.7 million which is at the upper end of management’s guidance 

range of US$120 – 130 million. We believe this guidance is conservative based on current run rates and stated new contract wins 

and capex. 

We believe both our utilisation and ARPOR assumptions are likely to be conservative given that ARPOR has previously been as high 

as US$209,000 in H1 2012 and utilisation rates are showing improvement across the industry with Capital’s own utilisation having 

rebounded from a low of 33% in early 2015 to 55% as at Q1 2017.  

Given that Capital’s non-drilling business tends to be well correlated with its drilling revenue we add an additional 4% to revenue in 

line with historical averages to account for contributions from Well Force and Cap-Sat Technologies, which we model at the same 

margins as the drilling business.  

On the costs side, we model Capital on a gross margin basis using a margin of 30% flat forward, which is in-line with the 5-year 

average of 29% including recent years where margins have been compressed, and 28% in 2016. We note scope for margin increases 

as the sector rebounds and rig supply starts to tighten - Capital previously reported margins of 37% for both FY 2009 and FY2010. 

We then add US$13.3 million of corporate and administrative costs per annum in line with FY 2016. 

This drives 2017 EBITDA of US$25.6 million, lifting to US$30.5 million in 2018 and US$34.1 million in 2019. 

With respect to capital expenditure, we model the purchase of five new rigs in FY 2017 and three per year thereafter at a cost of 

US$1.5m per rig and the disposal of 2 rigs per year for nil scrap value. We account for sustaining capital of US$100,000 per annum 

per rig. 

Capital does not report a breakdown of its tax payable, and the company’s tax treatment can vary significantly by jurisdiction. Looking 

at historical performance, operating cashflows appear to provide the best correlation to actual cash taxes and we have estimated the 

cash tax payable as 15% of operating cashflows in line with long term average trends.  
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We summarise the financials and key inputs below. 

 

Capital Drilling CAPD CASH FLOW ANALYSIS - US$M

LN 2015A 2016A 2017E 2018E 2019E

As at 02-May-17

Recommendation Buy Cash Flows From Operating Activities

Cash from Operations 16 15 26 31 34

Working Capital inflow/(outflow) 9 -3 -4 -4 -2

Share Price (GBp) 59.25 Target Price (GBp) 88.0 Net Interest -1 -1 -1 -1 -1

Tax -3 -2 -5 -5 -6

Model Derived: Model Derived:

NPV (US$m, 12%) $149 NPV (GBp/sh, 12%) 0.85 Cash Flows From Investing Activities

EV/EBITDA (US$m, 6x) 151 EV/EBITDA (GBp/sh, 6x) 0.87 Acq.of Property, Plant and Equip. -8 -13 -14 -10 -11

Other -1 1 -4 0 0

Ordinary Shares (M) 135.2

Options + Notes (M) 2.3 Cash Flows From Financing Activities

Net Change in Borrowings -10 7 3 0 0

Market Cap (US$M) $104 Dividends Paid -4 -5 -2 -3 -4

Other 0 0 0 0 0

Net Increase In Cash Held -1 0 -1 6 10

ASSUMPTIONS Cash At End of Year 13 12 11 17 27

2015A 2016A 2017E 2018E 2019E

Average Fleet Size 97 94 95 98 99

Fleet Utilisation 34% 45% 56% 61% 66% BALANCE SHEET ANALYSIS - US$M

Average Revenue per Operating Rig (US$) 188,000 177,000 195,000 195,000 195,000 2015A 2016A 2017E 2018E 2019E

Current Assets

Cash and Liquids 13 13 11 17 27

Inventory 18 19 23 26 28

Prepaid and Recievables 14 21 18 20 22

Other 1 2 2 2 2

FINANCIAL SUMMARY

2015A 2016A 2017E 2018E 2019E Non-Current Assets

Investments 1 0 4 4 4

Revenue 78.7 93.3 129.7 146.0 158.0 Fixed Assets 49 45 46 42 38

EBITDA 10.1 13.0 25.6 30.5 34.1 Other 0 0 0 0 0

Profit before Tax -5.5 -1.0 11.5 15.2 18.1

Profit after Tax -10.2 -4.8 6.9 9.7 11.9 Current Liabilities

Borrowings 0 0 0 0 0

Earnings per Share -0.08 -0.04 0.05 0.07 0.09 Creditors 12 18 15 16 17

Operating Cashflow per share 0.07 0.10 0.19 0.23 0.25 Other 0 0 0 0 0

Free Cash Flow (unlevered) per Share 0.10 -0.03 0.02 0.08 0.11

0.00 0.00 0.00 0.00 0.00 Non-Current Liabilities

P/E Borrowings 5 10 15 15 15

EV/EBITDA 3.2x 7.9x 4.0x 3.4x 3.0x Other 0 0 0 0 0

Price / Operating Cash Flow 4.5x 7.3x 4.0x 3.4x 3.0x

Price / unlevered FCF 3.4x - 46.4x 10.0x 7.1x Equity 77 67 71 78 86

Net Cash/(Debt) 8 3 -4 2 12

PROFIT AND LOSS STATEMENT - US$M

2015A 2016A 2017E 2018E 2019E VALUATION 
NPV - June 2017 EBITDA

Sales Revenue 79 93 130 146 158 DCF 151 2017 EBITDA 26

Operating Costs -56 -67 -91 -102 -111 Investment in A2 1 Multipe 5.9x

Gross Profit 22 26 39 44 47 Net Cash -3 Valuation (US$m) 151

Administration Costs -12 -13 -13 -13 -13 TOTAL NPV (US$M) 149

EBITDA 10 13 26 31 34 NPV per Share (US$) 1.10 NPV per Share (US$) 1.12

Depreciation -15 -14 -13 -14 -15 NPV per Share (GBp) 0.85 NPV per Share (GBp) 0.87

EBIT -4 -1 12 16 19

Finance Charges and Other -1 -1 -3 -2 -1

Pre-Tax Profits -6 -1 12 15 18

Less Tax -5 -4 -5 -5 -6

NPAT -10 -5 7 10 12
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Key Risks 

Political risk in operating jurisdictions  

Capital operates in jurisdictions that have less stable political, economic and legal systems than more developed countries. Significant 

changes to these systems could adversely affect the performance of Capital and Capital Drilling’s clients. These can have short term 

impacts, in 2012 Capital lost a week of operations in Egypt due to a lack of diesel supplies, or longer term, Tanzania announced a 

gold and copper concentrate export ban in March 2017 that could reduce country investment and exploration appetite.  

Macroeconomic conditions 

Although the trend for commodities has been positive for approximately the last 12 months and the leading indicators suggest this 

trend likely to continue the global macroeconomic outlook is far from assured. Any significant downturn in economic growth will likely 

have an effect on commodity prices and in turn the exploration and development budgets available to mining companies. We do 

note however that Capital does have downside protection in the form of its long-term production contracts with mid-tier and major 

clients which underpinned Capital’s ability to be cash generative through the very bottom of the cycle. 

Competition 

A key theme in the drilling industry impacting Capital and its competitors is the under-utilisation of rig capacity, particularly in the 

exploration sector. If there is an increase in demand for drilling services, pre-empted by increased equity fundraising by mining sector 

juniors, any price rises may be tempered by latent rig capacity. It is unclear how much capital expenditure would be needed to bring 

any dormant fleet online. The industry continues to be fragmented with a number of small local players with relatively low barriers 

to entry, particularly in exploration 
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Appendix I – Board of Directors and Senior Management 

 

Board of Directors 

Jamie Boyton – Executive Chairman 

Jamie Boyton is a founding shareholder of Capital and has been a director since 2009. Jamie brings significant capital markets 

experience to the company, having been Executive Director and the Head of Asian Equity Syndication and Corporate Broking for 

Macquarie Securities in Hong Kong and a director of ABN AMRO Asia. 

Brian Rudd – Executive Director 

Brian Rudd is a founding shareholder of Capital and has been a director since 2005. Brian has over 30 years of experience in the 

mining industry, having been the Operations Manager and then General Manager of Stanley Mining Services, the East African 

subsidiary of Layne Christensen. Since February 2017, Brian has responsibility for the Company’s exploration division. 

Craig Burton – Non-Executive Director 

Craig Burton has been a non-executive director since 2009 and has over 25 years experience in the natural resources sector. Craig 

is the co-founder of two ASX 200 companies: Mirabela Nickel Ltd and Panoramic Resources, and is a director of Cradle Resources 

and Hutton Energy. 

Timothy Read – Senior Independent Non-Executive Director 

Tim Read has been a non-executive director since 2010. Tim was President and CEO of Adastra Minerals prior to its takeover by First 

Quantum in 2006. In a career spanning over 45 years in the natural resources sector, Tim was formerly Global Co-head of Mining 

Investment Banking at Merrill Lynch and is a director of Faroe Petroleum, Metminco, and Lydian International. 

Alexander Davidson – Independent Non-Executive Director 

Alexander has been a non-executive director since 2010 and has over 35 years experience in gold and base metals exploration and 

development. Alexander was formerly Executive Vice President, Exploration and Corporate Development at Barrick Gold with 

responsibility for its international exploration programmes, and prior to this was Vice President, Exploration for Metall Mining 

Corporation. He is a director of Yamana Gold and US Silver and Gold. 

 

Senior Management 

Stuart Thomson – Managing Director, Production 

Stuart has over 25 years’ experience in mining and mining service companies in roles ranging from Driller's Offsider to Mine Manager 

and JV Board Director. Prior to joining Capital, Stuart was Customer Solutions Manager in Orica’s Australia-Pacific business. Since 

February 2017, Stuart has responsibility for the Company’s production division 

Dewald Van Tonder – Chief Financial Officer 

Dewald van Tonder was appointed as CFO of Capital in November 2016. Prior to joining Capital, he was the Group Financial Director 

for Schauenburg Systems and prior to this was Head of Finance and Financial Manager at BASF Holdings. Dewald also has nine years 

of experience in the Assurance department of KPMG. 

David Payne – Executive General Manager, Commercial  

David joined Capital in 2005 and was previously CFO of Capital Drilling until 2012. He was previously the General Manager of an 

Australian based national law firm in addition to holding a number of senior managerial roles with Zurich Financial Services Australia. 

David has a Bachelor of Commerce degree from Murdoch University and a Graduate Diploma in Insurance from Deakin University. 
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Appendix II – Overview of selected peers 

Major Drilling Group (TSX: MDI, market cap US$455 million)  

Major is the world’s largest drilling company by market capitalisation and second largest by rig count (behind Boart Long year), 

reflecting its superior balance sheet, and offers a diverse range of services to mining companies.   

Like all companies in the sector, Major has achieved substantial declines in revenue and earnings from the 2012-2013 top of the 

cycle to the present day and has largely retreated from Asian and African markets to focus predominantly on its core territories in 

North and South America. Given the lower revenue environment, Major has also seen margins squeezed. Gross margin for the most 

recent quarter (fiscal Q3/2017) was 13.4%, down from 18.1% in the corresponding period last year. Lower margins were attributed 

to, in part, a lack of experienced drill operators in the company’s North American operations.  

Despite challenging operating conditions, the company’s balance sheet remains strong with net cash on the balance sheet of 

approximately US$19.6 million as at 31 January 2017. In its recent quarterly filings, Major has noted an increase in activity driven in 

part by a “resurgence of junior mining projects given recent mineral financings”. 

Ausdrill (ASX: ASL, market cap US$332 million) 

Ausdrill is a primarily focused on earthmoving activities but has a significant drilling business with capacity for exploration, grade 

control, and underground drilling, as well as drilling for energy, water, and infrastructure purposes.   

The company had a positive end to 2016 through securing new contracts at Perseus, Toro, Hummingbird and SEMAFO. Project delays 

at Mako (Toro Gold) and Edikan (Perseus) have delayed these revenue streams. The drill and blast business was boosted by the 

renewal of the blast contract at the Kalgoorie Superpit 

In the six months to 31 December 2016. Ausdrill achieved 6 month EBITDA of $65.5 million (approximately US$49.2 million) 

representing an improvement of 9.9% over the prior period, at a margin of (15.7%). Revenues over the same period were up 3.9% 

to A$373 million (approximately US$280 million). The company noted that margins improving in Africa, but were under pressure in 

Australia. Ausdrill has used recent increased cash generation to strengthen its balance sheet but as at 31 December 2016 still reported 

gross debt of approximately US$308 million and net debt of approximately US$144 million, or approximately 1.6x 2016 EBITDA. 

New contract wins require increased capital expenditure which the company is forecasting at A$110 million (approximately US$83 

million) in H1 2017, primarily to service contracts at Yanfolila (Hummingbird) and Natougou (SEMAFO). 

Other than Capital, Ausdrill is the only other dividend payer in the sector having declared an interim dividend of A$0.02/share in its 

most recent interim results 

Layne Christensen (NASDAQ: LAYN, market cap US$157 million) 

Layne Christensen is a global water management, construction and drilling company. Its Mineral Services division represented 

approximately 14% of its most recent quarterly revenue for the three months to 31 January 2017.  

In 2016 Layne Christensen ceased Mineral Services operations in Africa and Australia, in addition to reducing operating expenses, 

and shifting assets to the Americas where they felt the exploration market had been less affected. The company has also agreed to 

sell its Heavy Civil business to focus on their core water infrastructure business. 

Boart Longyear (ASX: BLY, market cap US$29 million) 

Boart Longyear is the world’s largest driller by rig count with a fleet of approximately 900 rigs and provides mineral exploration 

services and drilling products for the global mining industry. The company also has a presence in drilling water exploration, 

environmental sampling, energy, and oil sands exploration.  

Boart Longyear announced a US$700 million recapitalisation plan for their debt, where key holders would reduce debt and interest 

costs. Boart owes US private equity firm and 49% shareholder Centerbridge $US250 million, secured noteholders US$195 million and 

the unsecured noteholders $US284 million.  Boart completed a US$350 million recapitalisation in 2015. 

S&P has downgraded the corporate rating of the company to CC, only two levels above default. Concern over Boart Longyear’s future 

is also shared by auditor, Deloitte, who were unable to sign off on the company’s going concern statement.  

Geodrill (TSX: GEO, market cap US$69 million) 

Geodrill is a West African focused drilling company operating 46 rigs focused on exploration, resource delineation, and grade control 

contracts.  
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The company had a successful 2016, winning new multi-rig contracts in 2016 from Newmont Mining, Newcrest Mining, SEMAFO, 

Asanko Gold, and Acacia Mining and growing revenues 53% to US$73 million. Geodrill generated a strong gross margin of 40% up 

from 32% in the prior year. The company attributes its strong performance to a modern fleet achieving higher ARPOR. EBITDA in 

2016 was US$19.1.4 million for an EBITDA margin of 26% with EBITDA up 84% on the previous year.  

As of 31 December 2016 the company reported a net cash position of US$5 million 

Orbit Garant (TSX: OGD, market cap US$50 million) 

Orbit offers a diversified range of drilling services with operations in North and South America, West Africa, and Kazakhstan. Orbit’s 

operating performance improved substantially in 2016, generating C$105.5m in revenue versus C$79m in 2015, and C$11.1m in 

EBITDA versus C$1.8m in 2015. This was driven primarily by growth in utilisation, rising from 35% in FY2014 to 53% in H2/2016. 

As of 31 December 2016 the company reported a net debt position of US$9.1 million. 

Energold (TSX: EGD, market cap US$17 million) 

Energold provides drilling services to the energy, mining and water industries and also has a business manufacturing drill rigs. The 

company focuses primarily on man-portable drilling. 

Energold struggled in 2016 – revenues were down 21% to C$65 million from C$82 million in 2015. The company attributed the poor 

performance to its Oil and Gas divisions and reported increasing profitability with stable revenues per metre in its Mining division. 

Overall, the company reported a US$14.1 million loss in 2016. 

As of 31 December 2016 Energold had net debt of US$4.9 million. 

Foraco International (TSX: FAR, market cap US$24 million) 

Foraco provides drilling services for exploration, development and production stage mining companies and water infrastructure.   

The company’s performance in 2016 was affected by the postponement of several key contracts and price pressure on existing 

contracts. EBITDA in 2016 was US$7.0m, down from US$18.1m in 2015. 

Foraco reached an agreement with lenders to inject new funding and postpone repayment of instalments for a 5 year period. 
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Appendix III – Understanding Types of Drilling 

 

Blast-hole drilling is utilised in operating open pit mine and is used to drill blast holes into benches that are then filled with 

explosives for blasting and then the mining of material. Blast hole rigs drill multiple shallow holes in close proximity.   

Diamond drilling (DD) extracts a solid core from depth for examination on the surface. The core is then sampled for mineralised 

content over set intervals. This is the most accurate form of drilling but it is also the most expensive. Diamond Drilling can take 

place either at surface or underground. Diamond drilling is typically used primarily to delineate mineral resources following earlier 

stage exploration and reverse circulation drilling.   

Grade control drilling is used to refine ore block boundaries ahead of mining in operating open pit mines. Ore blocks from the 

block model established prior to mining are tested by drilling holes at much tighter spacing than in the exploration phase, usually 

by using RC rigs. Samples are then analysed on site and mining blocks marked up before mining.  

Percussion rotary air blast drilling (RAB) drilling uses pneumatic pressure to drive the drill bit into the ground through a 

hammer like process. Compressed air is used to bring the rock chips to the surface. RAB drilling can be completed very quickly and 

easily through different types of rock. It is therefore well suited to rapidly exploring an area if first pass exploration to identify 

possible orebodies. As samples are damaged in the process it is not however suitable for resource definition drilling which requires 

RC and DD. Capital does not currently provide RAB drilling services and therefore its exploration activities are focused more on 

programmes which have completed first pass exploration.  

Reverse circulation drilling (RC) uses rods with inner and outer tubes, with a hammer and high pressure air system to obtain 

rock chips that are delivered to surface for collection, logging, and assay. Water is used to cool the drill bit and to assist pushing 

rock back up to surface. This method is cheaper and faster than Diamond Drilling but does not allow the same structural and visual 

analysis. RC drilling is used in exploration but also for grade control drilling ahead of and during production. 

Underground drilling takes places at operating mines and can be exploration using diamond drilling, grade control using RC or in 

support of blasting. Capital’s primary underground focus is currently on diamond drilling for resource delineation.  
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Copyright and Risk Warnings 

Capital Drilling Limited (the “Company”) is a corporate client of Tamesis Partners LLP. 

The Company is a corporate client of Tamesis Partners LLP (“Tamesis”). Tamesis will receives fees for the provision of corporate broking services to 

the Company and may receive fees for providing fundraising and other services to the Company from time to time.  

This document, being paid for by a corporate issuer, is a Minor Non-monetary Benefit as set out in Article 12 (3) of the Commission Delegated Act 

(C2016) 2031. It is produced solely in support of our corporate broking and corporate finance business.  

Tamesis Partners does not offer a secondary execution service (in the UK). 

This note is a marketing communication and NOT independent research. As such, it has not been prepared in accordance with 
legal requirements designed to promote the independence of investment research and this note is NOT subject to the prohibition 

on dealing ahead of the dissemination of investment research. 

Not an offer to buy or sell 

Under no circumstances is this note to be construed to be an offer to buy or sell or deal in any security and/or derivative instruments. It is not an 

initiation or an inducement to engage in investment activity under section 21 of the Financial Services and Markets Act 2000. 

Note prepared in good faith and in reliance on publicly available information 

Comments made in this note have been arrived at in good faith and are based, at least in part, on current public information that Tamesis 
considers reliable, but which it does not represent to be accurate or complete, and it should not be relied on as such. The information, opinions, 
forecasts and estimates contained in this document are current as of the date of this document and are subject to change without prior notification. 
No representation or warranty either actual or implied is made as to the accuracy, precision, completeness or correctness of the statements, 

opinions and judgements contained in this document. 

Tamesis’ and related interests 

The persons who produced this note may be partners, employees and/or associates of Tamesis. Tamesis and/or its employees and/or partners and 
associates may or may not hold shares, warrants, options, other derivative instruments or other financial interests in the Company and reserve the 

right to acquire, hold or dispose of such positions in the future and without prior notification to the Company, or any other person. 

Information purposes only 

This document is intended to be for background information purposes only and should be treated as such. This note is furnished on the basis and 
understanding that Tamesis is under no responsibility or liability whatsoever in respect thereof, to the Company, or any other person. 

Investment Risk Warning 

The value of any potential investment made in relation to companies mentioned in this document may rise or fall and sums realised may be less 
than those originally invested. Any reference to past performance should not be construed as being a guide to future performance. 

Investment in small companies, and especially mineral exploration companies, carries a high degree of risk and investment in the companies or 
minerals mentioned in this document may be affected by related currency variations. Changes in the pricing of related currencies and or 

commodities mentioned in this document may have an adverse effect on the value, price or income of the investment. 

Distribution 

This note is not for public distribution, nor for distribution to, or to be used by, or to be relied upon by any person other than the Company. 
Without limiting the foregoing, this note may not be distributed to any persons (or groups of persons), to whom such distribution would contravene 
the UK Financial Services and Markets Act 2000 or would constitute a contravention of the corresponding statute or statutory instrument in any 
other jurisdiction. 

Disclaimer 

This note has been forwarded to you solely for information purposes only and should not be considered as an offer or solicitation of an offer to sell, 
buy or subscribe to any securities or any derivative instrument or any other rights pertaining thereto (“financial instruments”). This note is intended 
for use by professional and business investors only. This note may not be reproduced without the prior written consent of Tamesis. 

The information and opinions expressed in this note have been compiled from sources believed to be reliable but, neither Tamesis, nor any of its 
partners, officers, or employees accept liability from any loss arising from the use hereof or makes any representations as to its accuracy and 
completeness. Any opinions, forecasts or estimates herein constitute a judgement as at the date of this note. There can be no assurance that 
future results or events will be consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an indication or 
guarantee of future performance, and no representation or warranty, express or implied is made regarding future performance. This information is 
subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information 
concerning the company and its subsidiaries. Tamesis is not agreeing to nor is it required to update the opinions, forecasts or estimates contained 

herein.  

The value of any securities or financial instruments mentioned in this note can fall as well as rise. Foreign currency denominated securities and 
financial instruments are subject to fluctuations in exchange rates that may have a positive or adverse effect on the value, price or income of such 
securities or financial instruments. Certain transactions, including those involving futures, options and other derivative instruments, can give rise to 
substantial risk and are not suitable for all investors. This note does not have regard to the specific instrument objectives, financial situation and 
the particular needs of any specific person who may receive this note. 

Tamesis (or its partners, officers or employees) may, to the extent permitted by law, own or have a position in the securities or financial 
instruments (including derivative instruments or any other rights pertaining thereto) of any company or related company referred to herein, and 
may add to or dispose of any such position or may make a market or act as principle in any transaction in such securities or financial instruments. 
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Partners of Tamesis may also be directors of any of the companies mentioned in this note. Tamesis may, from time to time, provide or solicit 
investment banking or other financial services to, for or from any company referred to herein. Tamesis (or its partners, officers or employees) may, 
to the extent permitted by law, act upon or use the information or opinions presented herein, or research or analysis on which they are based prior 

to the material being published. 

Further Disclosures for the United Kingdom and Overseas Jurisdictions 

Tamesis is an Appointed Representative of Arlington Group Asset Management Limited, a firm authorised and regulated by the Financial Conduct 
Authority. This note is not for distribution to private customers. 

This note is not intended for use by, or distribution to, US corporations that do not meet the definition of a major US institutional investor in the 
United States or for use by any citizen or resident of the United States. 

This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or 

disclosed to another party, without the prior written consent of Tamesis.  

Securities referred to in this note may not be eligible for sale in those jurisdictions where Tamesis is not authorised or permitted by local law to do 
so. In particular, Tamesis does not permit the distribution or redistribution of this note to non-professional investors or other persons to whom 
disclosure would contravene local securities laws. Tamesis expressly disclaims and will not be held responsible in any way, for third parties who 

affect such redistribution. © 2017 

 


