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Fundamentals

Athi River Mining (“ARM”) began operations in 1973 as a manufacturer of agricultural lime. Product offering
has since expanded to incorporate the quarrying and processing of numerous minerals for sale to a diverse
range of industries. Key products include cement, lime and sodium silicate; with the group currently operating
4 plants (of which 2 are in Tanzania and South Africa). ARM is listed on the NSE and, as at 12 May 2006,
had a market capitalisation of KShs6bn (equivalent to US$82m).

Rating rationale

Our rating is based on the following key factors:

e ARM’s status as the leading producer of mineral related products in Kenya, and its leading position in
most of its key markets (barring cement and fertiliser), was positively viewed.

e The experienced and innovative management team, which has successfully diversified and expanded the
group’s product offerings and geographic footprint. Management has also displayed an aptitude for
identifying growth opportunities and successfully implementing horizontal integration strategies.

e The strong growth in profits and cash flows, coupled with growth potential throughout sub-Saharan Africa
(in particular sodium silicate and lime), bodes positively for the group.

o The restructuring of the balance sheet, with a shift towards longer-tenor debt, with cognisance taken of the
improvement in liquidity in FO5. Further comfort is derived from the 3-year debt moratorium on principal
repayments of 90% of its borrowings. Furthermore, ready access to capital markets (evidenced by the
oversubscribed bond issue) and unutilised borrowing facilities were positively viewed.

o However, the sharp rise in interest-bearing debt (and concomitant rise in gearing) implies increased
financial risk. Moreover, future expansion/acquisitions will require additional funding, although according
to management net gearing is expected to remain relatively unchanged at 90% in F06, despite the increase
in borrowings.

Funding profile

Total interest bearing debt rose by 272% to KShsl.4bn in F0S5, following the successful KShs800m bond
listing during the year to fund the construction of the clinker plant at Kaloleni. Net gearing rose to 91% in
FO05, from 35% previously, below initial expectations of 108%. The bond raising exercise, together with an
increase in bank loans and paydown of overdrafts, has enabled a shift in the maturity profile of debt - with a
much lower 7% of debt payable in the short term (F04: 55%). This has eased liquidity pressure, with cash
coverage of short term debt rising to 3x in FO5 (F04: 0.1x). Moreover, the strong operating performance has
sustained the high net interest coverage of 8x in F05 (F04: 11x).

Potential risks

e The group’s high exposure to the Kenyan economy, and in particular the building and construction
industry, implies considerable risk. In particular, a slowdown in infrastructure spend could induce
flagging demand for ARM’s core cement product and costly excess capacity. Notwithstanding this, given
supply deficits in both Kenya and its neighbouring countries, the risk of excess capacity in the medium
term is considered marginal.

e ARM’s rapid expansion increases it risk profile, not only as it exerts undue pressure on the balance sheet,
but could also, inter alia, place strain on human capital, and increase the vulnerability to a slowdown in
demand. However, cognisance is taken of the steps taken by management to mitigate these risks.
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Year end : 31 December

Athi River Mining Limited
(KShs 000's except as noted)

Income Statement 2001 2002 2003 2004 2005
Turnover 883,740 1,126,385 1,240,388 1,639,508 2,208,724
EBITDA 132,705 160,888 179,808 271,814 410,565
Depreciation (57,450) (59,863) (62,223) (85,204) (92,232)
Operating income 75,255 101,025 117,585 186,610 318,333
Net finance charges (24,228) (18,822) (11,618) (14,174) (37,293)
Interest capitalised 0 0 0 0 15,123
Amortisation 0 (67) (68) (68) (243)
Abnormal/Exceptional items 0 0 25,298 0 0
NPBT 51,027 82,136 131,197 172,368 295,920
Taxation paid (17,222) (24,746) (34,091) (55,650) (96,416)
NPAT 33,805 57,390 97,106 116,718 199,504
Attributable earnings 33,805 57,390 71,808 115,998 195,124
Cash Flow Statement
Cash generated by operations 139,080 166,242 184,837 276,955 442,341
Utilised to increase working capital (16,460) 10,276 (36,825) (2,838) (116,162)
Net finance charges (24,010) (18,527) (11,635) (16,249) (20,795)
Taxation paid 0 (7,777) (36,386) (42,341) (56,636)
Cash flow from operations 98,610 150,214 99,991 215,527 248,748
Maintenance capex* (51,402) (59,863) (62,223) (85,204) (92,232)
Discretionary cash flow from operations 47,208 90,351 37,768 130,323 156,516
Dividends paid (18,146) (28,050) (46,500) (47,000) 0
Retained cash flow 29,062 62,301 (8,732) 83,323 156,516
Net expansionary capex (390) (52,676) (165,681) (248,498) (865,422)
Investments and other (285) (655) 0 0 0
Proceeds on sale of assets/investments 3,686 350 80,799 1,290 500
Shares issued 0 0 0 0 0
Cash movement: (increase)/decrease (4,229) 3,054 (22,680) 133,174 (290,515)
Borrowings: increase/(decrease) (27,844) (12,374) 116,294 30,711 998,921
Net increase/(decrease) in debt (32,073) (9,320) 93,614 163,885 708,406
Balance Sheet
Ordinary shareholders interest 833,312 862,802 913,408 986,188 1,162,219
Outside shareholders interest 0 0 50,702 53,039 47,750
Pref shares and conv debentures 0 0 0 0 0
Total shareholders' interest 833,312 862,802 964,110 1,039,227 1,209,969
Short term debt 109,970 76,763 86,323 207,245 102,407
Long term debt 0 20,833 151,676 171,772 1,306,267
Total interest-bearing debt 109,970 97,596 237,999 379,017 1,408,674
Interest-free liabilities 317,511 454,756 373,294 607,747 620,021
Total liabilities 1,260,793 1,415,154 1,675,403 2,025,991 3,238,664
Fixed assets 858,666 910,926 1,073,489 1,333,281 2,168,985
Investments and other 17,335 12,340 5,579 9,348 12,642
Cash and cash equivalent 5,222 2,168 48,957 11,672 302,187
Other current assets 379,570 489,720 447,378 671,690 754,850
Total assets 1,260,793 1,415,154 1,675,403 2,025,991 3,238,664
Ratios
Cash flow:

Operating cash flow : total debt (%) 89.7 153.9 42.0 56.9 17.7

Discretionary cash flow : net debt (%) 451 94.7 20.0 35.5 14.1
Profitability:

Turnover growth (%) (0.7) 27.5 10.1 32.2 34.7

EBITDA : revenues (%) 15.0 14.3 14.5 16.6 18.6

Operating profit margin (%) 8.5 9.0 9.5 1.4 14.4

EBITDA : average total assets (%) 10.5 22.8 12.2 15.4 16.6

Return on equity (%) 4.0 6.8 10.9 12.2 18.2
Coverage:

Operating income : net interest (x) 3.0 5.0 8.9 11.0 8.0
Activity and liquidity:

Trading assets turnover (x) 4.2 5.3 5.4 7.0 7.8

Days receivable outstanding (days) 74.8 724 80.9 60.3 53.0

Current ratio (:1) 1.4 1.3 1.6 1.0 2.0
Capitalisation:

Net debt : equity (%) 12.6 11.1 19.6 35.3 91.4

Total debt : equity (%) 13.2 11.3 24.7 36.5 116.4

Total debt : EBITDA (%) 82.9 60.7 132.4 139.4 343.1

*Depreciation used as a proxy.



