
 
 
 

 
Disclaimer   The information contained in this report was obtained from sources we believe to be reliable.  We do not represent that such 
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Initiating Coverage 

Congo River Power Plus 
Resource Development   

  Note:  All figures in $US unless otherwise stated .  Source: www.stockwatch.com  

 

Investment Highlights  
 
· MagIndustries Corp.'s common stock is listed on the  TSX Venture Exchange. 

Financial reporting and share price are in U.S. dol lars. We rate the stock a 
SPECULATIVE BUY with a one year target of $1.80. Ou r assumptions are 
summarized in the attached financial model and net p resent value model.  

 
· MagIndustries Corp. is a Canadian-based energy, resource development and 

industrial materials company, developing several major projects in the Republic of 
Congo (ROC) and the Democratic Republic of Congo (DRC).  

 
· There are three wholly owned operating subsidiaries: MagEnergy Inc., managing the 

rehabilitation of a major hydro-electric station on the Congo River; MagMinerals Inc., 
developing a 400,000 tonnes per year potash operation in the Republic of Congo; and 
MagMetals Inc., the developer of a 72,000 tonne per year magnesium smelter. In 
addition, MagIndustries has acquired a controlling interest in a profitable eucalyptus 
plantation that overlies its magnesium and potash mineral lease. 

 
· The company’s energy and minerals projects, electricity, potash, other halides and 

forest products are all profitable on a stand alone basis and are attractive investments 
on their own merits. However, the real driver for MagIndustries is the potential to be 
the lowest cost producer of magnesium in the world.  
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Executive Summary 

MagIndustries Corp. is a Canadian-based energy, resource development and industrial 
materials company. After years of study, preparatory work and negotiations, it is moving 
aggressively to develop several major industrial projects in the Republic of Congo (ROC) 
and the Democratic Republic of Congo (DRC).  
 
There are three wholly owned operating subsidiaries:  
 
1. MagEnergy Inc. has signed a deal to rehabilitate the 1774 megawatt INGA Hydro-

electric station on the Congo River in the DRC.  
2. MagMinerals Inc. is developing a 400,000 tonnes per year potash (fertilizer) plant at 

Pointe-Noire, in the ROC.  
3. MagMetals Inc. is planning the development of a 72,000 tonne per year magnesium 

smelter adjacent to the potash plant for the production of magnesium alloys for the 
global automotive industry.  

 
The raw materials for the MagMinerals and MagMetals plants will be sourced from 
MagAlloy Congo S.A., to be 90% owned by MagIndustries and 10% owned by the ROC. 
MagAlloy will extract magnesium and potash using low cost, low environmental impact 
solution mining techniques from MagIndustries’ deposits near Pointe-Noire in the ROC.  
 
On July 11, 2005, MagIndustries announced that, subject to due diligence and regulatory 
approval, the company has the right to acquire indirect control of Eucalyptus Fibre Congo 
S.A.  This strategic step will consolidate all of MagIndustries’ land requirements with direct 
access to both gas supplies and an existing rail link to the port of Pointe-Noire. The 
division, which we have provisionally dubbed “MagForest”, controls a 68,000-hectare 
eucalyptus plantation (25,000 hectares are presently unplanted). Most of the plantation 
overlies MagIndustries' magnesium and potash mineral lease. Controlling the surface 
rights simplifies development of the mineral resource and adds near term cash flow to the 
company’s portfolio. This well established, renewable forestry operation was previously 
owned and operated by Shell Oil International.  
 
MagIndustries has offices and executive staff in Canada, South Africa and Republic of 
Congo. Led by long time mining executive William Burton, President and CEO, the 
management team consists of seasoned specialists with an outstanding track record of 
project development in Africa.    
 
MagIndustries Corp.’s common stock is listed on the TSX Venture Exchange. Financial 
reporting and share price are in U.S. dollars.  
 
The company’s energy and minerals projects, including electricity, magnesium, potash, 
other halides and forest products are all expected to be profitable on a stand-alone basis 
and are attractive investments on their own merits. However, what makes the overall 
MagIndustries investment thesis so compelling, is the ability to bring together very low 
cost electricity with low cost magnesium salts to establish what is likely to be the lowest 
cost producer of magnesium in the world. 
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MagIndustries Organizational Chart  

 

MagEnergy Inc. 

On May 31, 2005, MagEnergy Inc. announced what we view as a “company making” deal, 
that gives MagIndustries participation in INGA, arguably the best, lowest cost 
hydroelectric project in the world. The agreement was signed with Société Nationale 
d'Electricité (SNEL), the state owned electrical utility in the Democratic Republic of Congo. 
It describes the investment and operating procedure under which MagEnergy will manage 
the rehabilitation of four existing turbines at the INGA 2 Hydroelectric Station on the 
Congo River. In return for an investment of approximately $100 million, MagEnergy will 
share  in the highly profitable sale of electricity into existing national and international 
grids.  Eventually, 150 MW of the electricity generated will be directed to MagMetals Inc.’s 
magnesium smelter to be located 200 km west of INGA at the deep-water port city of 
Pointe-Noire in the Republic of Congo. The agreement is exclusive to MagEnergy and 
represents the first and only agreement of its kind that SNEL has ever entered into. The 
agreement has received all authorizations as prescribed by the DRC regulations and, 
specifically, has been approved by SNEL’s Management Committee, the Minister of 
Energy and the Minister of Public Enterprises. 
 
MagEnergy has already started the process leading up to a bankable feasibility study, 
including the review of an extensive number of previously completed technical studies and 
reports on INGA. MagEnergy plans to rehabilitate and bring the turbines back into service 
one by one – i.e., not a shut it all down/start it all up approach. MagEnergy plans to have 
first energy revenues in 2006 and to have the full system in production by 2009. 
 

MagIndustries Corp.MagIndustries Corp.

MagEnergyMagEnergy MagMineralsMagMinerals MagMetalsMagMetals MagForestMagForest MagMiningMagMining

Inga TurbinesInga Turbines Potash PlantPotash Plant Magnesium SmelterMagnesium Smelter Brine Mining OperationBrine Mining Operation

Gas Fired Power PlantGas Fired Power Plant

68,000 ha Eucalyptus 
Plantation

68,000 ha Eucalyptus 
Plantation

MagIndustries Corp.MagIndustries Corp.

MagEnergyMagEnergy MagMineralsMagMinerals MagMetalsMagMetals MagForestMagForest MagMiningMagMining

Inga TurbinesInga Turbines Potash PlantPotash Plant Magnesium SmelterMagnesium Smelter Brine Mining OperationBrine Mining Operation

Gas Fired Power PlantGas Fired Power Plant

68,000 ha Eucalyptus 
Plantation

68,000 ha Eucalyptus 
Plantation

MagIndustries Corp.MagIndustries Corp.

MagEnergyMagEnergy MagMineralsMagMinerals MagMetalsMagMetals MagForestMagForest MagMiningMagMining

Inga TurbinesInga Turbines Potash PlantPotash Plant Magnesium SmelterMagnesium Smelter Brine Mining OperationBrine Mining Operation

Gas Fired Power PlantGas Fired Power Plant

68,000 ha Eucalyptus 
Plantation

68,000 ha Eucalyptus 
Plantation



4 
 
 
 
 

 
 
 
 
 

Rich Morrow August 15, 2005  

 

INDUSTRIAL PRODUCTS 

Initial funding for the INGA Rehabilitation has been allocated from the parent company, 
MagIndustries, while full project funding is under discussion with several interested 
investor groups and banks. MagEnergy is now in the process of opening offices in 
Kinshasa from which to direct the program. 
 
In its current configuration the INGA hydroelectric plant captures a fraction of the energy 
potential of one the natural wonders of the world - the Congo River. The Congo has the 
second largest outflow of the world’s rivers, exceeded only by the Amazon, and is 
characterized by relatively low seasonal fluctuations. (Annual outflow of the Congo is 
approximately 25% of the Amazon, but approximately four times the St. Lawrence). In its 
lower reaches, downriver from Kinshasa, the river falls through a series of cataracts and 
narrow canyons. The combination of flow rate and drop make the INGA site the largest 
hydro site in the world.  INGA diverts part of the run of the river over a natural drop to 
generate substantial power without the need for a large dam or upstream flooding.  
 
INGA currently consists of two stations, INGA I (6 turbines of 52 MW each) and INGA II (8 
turbines of 178 MW each), for a total installed potential of 1774 MW. The first stage was 
built in the early 1970s, and the second in the 1980s, drawing on support from the World 
Bank. Due to years of low demand, low maintenance budgets and flawed engineering 
work in part of the installation, INGA I and II currently produce only approximately 
700 MW.  
 
Rapidly expanding energy demand, both nationally and internationally, is the impetus 
behind the Rehabilitation Agreement.  Anticipated demand growth has also led to plans 
for the development of INGA III (3,500 MW) and an initial stage of the “Grand INGA” 
(39,000 MW) mega project. The INGA site can be expanded at a relatively low cost and 
without any significant environmental impact due to consistently high water volumes and 
the “run-of–river” type of installation. The site has the potential to be the largest single 
hydropower initiative in the world, generating up to 50,000 MW of electricity. MagEnergy 
has to be considered the lead candidate to assist SNEL in these future developments as 
well, but they are not part of the current business plan. 
 
For power transmission to MagMetal’s Kouilou Magnesium plant site at Pointe-Noire, 
ROC, MagEnergy entered into a consortium agreement last year under which CTEI 
(Consortium pour le Transport d’Energy d’INGA) would construct a new 200 km electrical 
transmission line to connect INGA with Pointe-Noire. This agreement was signed between 
MagEnergy, Investec Bank, Trans Africa Projects ("TAP"), and the PEAC (Pool 
Energétique de l’Afrique Centrale or Central African Power Pool). PEAC is a regional body 
empowered by its member countries to facilitate cross-border transmission projects. The 
agreement identifies MagEnergy as lead sponsor of the project, Investec Bank as 
exclusive lead arranger and TAP as the engineering, procurement and construction 
contractor and operator of the Transmission Project. TAP is 50% owned by Eskom (the 
South African state electrical utility) and 50% owned by Fluor Ltd. 

 

Gas Turbines 
The initial power source for the MagMinerals’ operation, described later in this report, will 
be natural gas, obtained from on-shore oil fields that currently flare off their gas. Because 
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it has no other economic use, the gas will be made available at attractive terms to 
MagEnergy. A $10 million pipeline will be built to conduct the gas to the site of the brine 
mining and extraction facilities. The gas will be burned to generate heat for evaporation 
and electrical power through two 25 MW gas turbines. Electrical power will be consumed 
on site and the surplus directed into the ROC grid.  
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MagMinerals Inc. 

The basis of MagMinerals’ business is a world-class carnallite deposit, the remains of an 
ancient seabed, in the Republic of Congo. The brine mine site is 15 km from the deep sea 
port, Pointe-Noire. Carnallite is a salt – potassium magnesium chloride and is usually 
found in conjunction with sodium chloride, which is table salt, and other halides. From 
1969 to 1978, the deposit was mined by SCPA, a company 100% owned by the French 
government, using conventional underground techniques at a rate of 400,000 tonnes per 
year. SCPA is a major player in the world potash market. It sells approximately 3 million 
tons of mineral, organic and specialty fertilizers a year, both in France and internationally, 
and is recognized as the leading marketer of potash fertilizers.  
 
MagMinerals is considering long-term off-take agreements with SCPA and other major 
fertilizer companies for 100% of its production with floor price protection. Initial capacity 
will be 400,000 tonnes of potash (KCl) per year. Potash sales are expected to begin in 
2008, ramping up to an ongoing $64 million per year by 2010. Table salt production will 
generate an additional $25 million in revenue. Total world potash production is 
approximately 30 million tonnes and therefore, the Pointe-Noire project, at 1.3% of world 
demand, will be readily absorbed and will be an important Southern Hemisphere source 
for major net importers such as Brazil and various African countries. 
 
MagMinerals will use a low cost solution mining technique to extract the salts. Solution 
mining of carnallite salt or halite deposits is just like it sounds. Once the salt deposit is 
located, fresh and recycled water is injected through a well (or wells) drilled into an 
underground salt bed or salt dome, usually between 150 and 1,500 metres (500 to 
5000 feet) deep. Dissolution of the salt forms a void or cavern in the salt deposit. Salt 
brine is withdrawn from the cavern and transported by pipeline to an onsite evaporating or 
crystallization plant to make dry salt, or to a chemical processing plant.   
 
In Phase 1 of the project, brine is processed in a crystallization plant to produce 
400,000 tonnes per year of potash (KCl) and 500,000 tonnes of salt (NaCl).  Phase 2 
would see the construction of the magnesium electrolysis plant, converting the 
magnesium salts to metal and chlorine.  With both phases in operation, there is a 
synergistic effect with spent electrolyte from the mag operation going to the potash plant 
as feed stock and concentrated carnallite solution pumped from the potash plant to the 
mag plant.  
 
Potash 
The term “potash” denotes a variety of mined and manufactured salts, all containing the 
element potassium in water-soluble form. Potassium is one of the three primary plant 
nutrients; the others are fixed nitrogen and soluble phosphorus.  The three major plant 
nutrients have no substitutes and are essential inputs to modern agricultural.  
 



7 
 
 
 
 

 
 
 
 
 

Rich Morrow August 15, 2005  

 

INDUSTRIAL PRODUCTS 

MagMetals Inc. 

MagMetals Inc. began the development of one of the world’s largest deposits of 
magnesium and potassium salts with the intention of becoming a highly competitive 
producer of primary magnesium metal and magnesium alloys. Magnesium is one of the 
most abundant materials on earth, but requires large amounts of low cost electricity to be 
produced economically. MagIndustries’ ability to bring together abundant, easily extracted 
magnesium salts with very low cost power creates very compelling economics. 
Hydroelectric and natural gas energy typically comprise 35% of the cash operating costs, 
assuming electricity costs of 4 to 5 cents per kilowatt hour. We expect MagMetals to pay 
less than 2 cents per kWh.  World price for natural gas is approximately $7.00 per 
1000 cu.ft.  MagIndustries will pay substantially less as one of the few potential industrial 
users of gas currently flared from nearby oil fields. World price for magnesium has been 
very constant at around $1.35 to $1.40 a pound – we have assumed a long-term average 
selling price of $1.25/lb. relative to cash costs estimated at $0.55/lb.  
 
The industry outlook for magnesium demand is positive. Industry sources estimate that 
world magnesium demand could hit 600,000mt in 2007, up from around 450,000mt in 
2004.  
 
Continued interest in magnesium from the automotive industry is a key factor in 
forecasted demand growth. Hydro Magnesium (Norsk Hydro), expects total world demand 
for magnesium alloys for automotive die castings to rise to 128,000mt in 2005 as 
compared to 117,000mt in 2004, up approximately 9.4%, based on a comprehensive 
analysis of applications demand. Hydro, currently the world's largest producer of 
magnesium, projects that combined worldwide demand for magnesium for automotive and 
non-automotive die casting applications is expected to grow by 10% annually until 2008.   
 
Magnesium offers significant advantages in terms of weight and strength versus 
competing materials, as automakers strive to reduce vehicle weight and improve 
performance. For example, BMW is using magnesium to cast the engine block for some 
versions of the 6-Series sold in Europe. Magnesium will also be used in engines for 
BMW's all-new, high-volume 3-Series launching this year. The new BMW engine block, 
which features aluminum cylinder liners, is approximately 25% lighter than a comparable 
all-aluminum engine block. 
 
Other recent high-profile applications include the new Mercedes-Benz 7-speed automatic 
transmission case and the engine cradle for the new Chevrolet Corvette Z06. Other 
automakers, including Audi AG, are looking at magnesium for structural engine 
components.  
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Source:  Ward’s Automotive Reports 

The average amount of the material used per vehicle in the U.S. has grown from 
approximately 3 lbs. (1.4 kg) per car in the 1970s to a still modest 10 lbs. (4.5 kg) today. A 
new series of heat-resistant magnesium alloys, known as AE alloys, should enable 
magnesium to win more applications in future cars and trucks, as will the emergence of a 
more price competitive, diversified supply base. 

 

“MagForest” 

MagIndustries has the right to acquire indirect control of Eucalyptus Fibre Congo S.A. 
("EFC"), a company registered in the Republic of Congo, through a US$2 million 
convertible secured loan.  The loan converts into shares of CCT, which is EFC’s 
controlling shareholder. MagIndustries will control CCT with 55% of the shares by the time 
the various parties fulfill their agreements with respect to this transaction. Following the 
conversion of the loan, MagIndustries will assume management control of CCT, as well as 
control of the board of directors of CCT. 
 
EFC’s 68,000-hectare eucalyptus plantation (of which 25,000 hectares is presently 
unplanted) is located right on top of MagIndustries' magnesium and potash mineral lease. 
In addition to securing long term land rights for brine well mining and industrial site 
development activities, the investment into EFC will have operational synergies with the 
magnesium and potash plants. 
 
The EFC plantation is an existing and well-established renewable forestry operation 
based on the planting and harvesting of eucalyptus trees. It was previously owned and 
operated by Shell Oil International. EFC holds an exclusive 50-year lease agreement with 
the Government of the Republic of Congo, which is renewable for an additional 21 years. 
In addition to its current area, EFC expects to secure a further 50,000 hectares for 
plantation development. Eucalyptus plantations are typically harvested on a seven-year 
rotation. Although past operations were based on the export of logs, the new business 
plan will expand into value added products such as wood chips, utility poles, lumber and 
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wood-pellets (bio-fuel). Significant international off-takers and operators have confirmed 
their interest in these products. 
 
Capital Structure – Capital Requirements 

The build out of MagIndustries projects will require approximately $725 million, with most 
of the investment happening over the next four years. Our assumptions are contained in 
the attached financial model, but are subject to change as MagIndustries pursues various 
joint venturing or partnering arrangements to minimize its investment and optimize its 
returns. We have modelled the current scenario under which the company raises the 
equity portion of its capital requirements through new issues of its own shares and debt 
financing from commercial lenders. We have debt peaking at 56% of capitalization in 2008 
and subsiding from there as earnings and cash flow increase from the ramp-up of 
production. Our model anticipates equity issues of $40 million in fiscal 2006, $45 million in 
fiscal 2007 and $75 million in 2008. Under these assumptions the company moves from 
net cash of approximately $12 million currently, to net debt of $365 million in 2010. 
Positive cash flow from the maturing projects moves the company to a net cash position in 
2013. 

 
Country Risk  

There are two Congos: the Democratic Republic of Congo (DRC), which is the former 
Zaire, former Belgian Congo, and its much smaller neighbour, the Republic of Congo 
(ROC). MagIndustries’ business plan is based on developments in both countries. The 
core project, foundational to the business plan, is the INGA hydroelectric station located 
on the Congo River in the Democratic Republic of Congo, while the mineral properties, the 
proposed processing plants and the deep water port to take product to world markets are 
all located in the Republic of Congo.  
 
Country risk is the most significant risk factor to an investment in MagIndustries. 
Unquestionably, a review of the country comments from the CIA and BBC makes for grim 
reading, describing a recent history of conflict, disease and struggling economies. The 
United Nations continues to maintain a force of 10,000 peacekeepers near the high 
tension border region between the Democratic Republic of Congo (DRC) and Rwanda. 
However, in our view, the renewed international interest and commitment to African peace 
and development should substantially mitigate these concerns. In addition, from the 
standpoint of pure geography it is important to recognize that the Rwandan border is 
approximately 1,600 km from the DRC capital of Kinshasa, and further still from the INGA 
hydro electric plant located on the lower reaches of the Congo River.    
 
In the past ten years, both countries have experienced troubled political transitions, civil 
war and social and economic impact of wide spread HIV/AIDS infection. International 
business continued to function through all of this, and over the last two years in the DRC 
and five years in the ROC, politics have stabilized, enabling a new push to develop the 
enormous natural resource potential of the region. The region is the source of 10% of all 
oil imports into the United States and is therefore of major interest to the world’s only 
superpower. The G8 nations have re-stated their support for Africa as recently as 
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July 7, 2005, promising substantial aid and, we believe, implicitly guaranteeing quick 
intervention to prevent a recurrence of Rwandan type tragedies.  
 
In our opinion, the potential returns from MagIndustries’ business plan more than 
compensate for the perceived risk. 
 
Republic of Congo 
The Republic of Congo is a small country with a population of approximately 3.5 million. 
After three relatively peaceful but coup-ridden decades of independence, the former 
French colony experienced the first of two destructive bouts of fighting in 1993, when 
disputed parliamentary elections led to bloody, ethnically-based fighting between pro-
government forces and the opposition. A ceasefire agreement, followed by the inclusion of 
some opposition members in the government, helped to restore peace.  
 
Again in 1997, ethnic and political tensions erupted into civil war, fuelled in part by 
competition to benefit from the country's offshore oil wealth. However, through the whole 
conflict period, the foreign petroleum companies TOTAL, AGIP, ChevronTexaco, Shell, 
etc. carried on with business as usual. They operated their offshore oil fields from bases in 
Pointe-Noire without interruption, just as they had done for more than 25 years. 
 
The ROC army split along ethnic lines, with most northern officers joining President Denis 
Sassou-Nguesso's side, and most southerners backing the rebels. These were supporters 
of the former president, Pascal Lissouba, and his prime minister, Bernard Kolelas, who 
had been deposed by President Sassou-Nguesso in 1997. 
 
By the end of 1999, the rebels had lost all their key positions to the government forces, 
which were backed by Angolan troops. The rebels then agreed to a ceasefire accord.  
 
Today, remnants of the civil war militias, known as Ninjas, are still active in the southern 
region. Despite a peace deal, a few of the rebels have not disarmed and some have 
turned to banditry. The government is in control and recognizes that economic 
development, with the prospect of jobs and improved infrastructure, is critical to the 
ongoing work of stabilization. 
 
Democratic Republic of Congo 
Democratic Republic of Congo is a vast country with immense economic potential and 
close to 60 million in population. It is striving to recover from a five-year war that ended in 
2003, in which three million died, mostly through starvation and disease. Former rebels 
have joined a power-sharing government, but the Eastern regions are still plagued by 
militia violence and the presence of the remnants of the Rwandan Hutu army. The five-
year conflict pitted government forces, supported by Angola, Namibia and Zimbabwe, 
against rebels backed by Uganda and Rwanda. The war had an economic, as well as a 
political side. Fighting was fuelled by the country's vast mineral wealth, with all sides 
taking advantage of the anarchy to plunder its natural resources.  
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Despite a peace deal and the formation of a transitional government in 2003, the threat of 
civil war remains. General elections are planned for this year, 2005, but that timetable 
seems ambitious.   
 
Despite coup attempts and sporadic violence, a fragile peace has held since the formal 
end of the war. The Kinshasa government has no control over large parts of the country 
and tension remains high in the east. The ongoing presence of UN Peacekeepers has 
been important to stabilizing the country, and we believe that recent international 
commitments to help establish a new era of African peace and prosperity will be very 
relevant to the DRC. 

 
Summary, Valuation and Recommendation  

The assumptions contained in the attached financial model detail the ramping up of the 
company’s various projects from no revenue today to more than $400 million over time. 
Positive pre-tax earnings are anticipated in 2009, with a tax holiday continuing to 2013. 
We value the company on a net present value basis, discounting to a point one year out, 
indicating a one year target of $1.80 The discount rate used is 20%, on the basis that the 
long term average return of major equities indices is approximately 10% and hence, the 
inherent risks of a start up of this nature should be compensated by a potential return 
twice that of the market. The offset to the start up and political risks, is that MagIndustries 
has a coherent, credible business model based on proven technologies and exceptional 
assets. The necessary agreements and approvals are in place for producing and 
exporting product, and key off take agreements have been signed for product and for 
power. Site development has already started, and the company is only a year away from 
first revenues.  

 

 

Fiscal  Y/E March 31 2005E 2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E

Net free cash flow per share ($0.09) ($0.96) ($1.40) ($0.57) ($0.28) $0.58 $0.76 $0.70 $0.81 $0.84 $0.86

 Discount rate 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20%
Year 0 1 2 3 4 5 6 7 8 9 10

Total NPV of NFCF until 2015 ($0.32) $1.02 $1.80 $2.43 $2.34 $2.05 $1.75 $1.30 $0.72 $0.76

EBITDA per share in 2015 $1.10
Terminal multiple 10x 10x 10x 10x 10x 10x 10x 10x 10x 10x

## Terminal EBITDA, multiple applied $10.96 $10.96 $10.96 $10.96 $10.96 $10.96 $10.96 $10.96 $10.96 $10.96

PV of EBITDA, multiple applied $2.12 $2.55 $3.06 $3.67 $4.40 $5.29 $6.34 $7.61 $9.13 $10.96

Net Present Value $1.81 $3.57 $4.86 $6.10 $6.74 $7.33 $8.10 $8.91 $9.85 $11.72

Valuation Table
(C$)

15% 20% 25%
8x 1.81$       1.81$         1.81$      

10x 1.81         1.81           1.81        
12x 1.81         1.81           1.81        
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MAG Industries 2004 2005E 2006E 2007E 2008E 2009E 2010E
For the fiscal years ended March 31.

Income Statement ($ mlns)
Revenue

INGA 0.0 11.5 20.3 26.9
Gas Power Plant 5.0 12.7 13.0 13.5
Salt 0.0 0.0 25.0 25.0
Potash 0.0 0.0 64.0 64.0
Magnesium 0.0 0.0 0.0 14.2
Forest products 12.0 29.0 32.0 32.0

Total Revenue $0.0 $0.0 $0.0 $17.0 $53.2 $154.3 $175.6
Cost of sales 0.0 0.0 0.0 12.0 34.5 74.7 80.9

Gross profit $0.0 $0.0 $0.0 $5.0 $18.7 $79.6 $94.7
Gross margin 29.4% 35.1% 51.6% 53.9%

Selling, General & Administration 0.6 2.0 2.0 2.5 2.7 3.0 3.1
EBITDA (0.6) (2.0) (2.0) 2.5 16.0 76.6 91.6

   Total EBITDA margin 14.7% 30.1% 49.6% 52.2%

Depreciation & amort of capital assets 0.0 0.0 0.2 1.0 10.7 24.2 37.8
EBIT (0.6) (2.0) (2.2) 1.5 5.3 52.4 53.8

EBIT margin 8.8% 9.9% 34.0% 30.7%

Interest expense
Bank charges & interest on capital leases 0.0 0.0 0.0 2.4 11.4 21.6 27.3
Interest and investment income 0.0 (0.2) (1.0) (1.2) (0.4) (0.2) (0.2)
Capitalized Interest 0.0 0.0 (5.0) (10.0) (12.0)
Total interest expense $0.0 ($0.2) ($1.0) $1.3 $6.0 $11.4 $15.1

Pre-tax operating income (0.6) (1.8) (1.2) 0.2 (0.7) 41.0 38.7
Pre-tax operating margin 1.4% -1.3% 26.6% 22.0%

Income tax expense
Current 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Deferred 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total income tax expense $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Effective tax rate % -0.7% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Net income, excluding extras -0.6 -1.8 -1.2 0.2 -0.7 41.0 38.7

Extras and unusuals -            -            -            -            -            -            -            
Net income, including extras (0.6)           (1.8)           (1.2)           0.2            (0.7)           41.0          38.7          

EPS - basic ($0.02) ($0.03) ($0.01) $0.00 ($0.00) $0.20 $0.18
EPS - fully diluted ($0.02) ($0.03) ($0.01) $0.00 ($0.00) $0.19 $0.17
EPS - basic, as reported ($0.02) ($0.03) ($0.01) $0.00 ($0.00) $0.20 $0.18
EPS - fully diluted, as reported ($0.02) ($0.03) ($0.01) $0.00 ($0.00) $0.19 $0.17
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INDUSTRIAL PRODUCTS 

MAG Industries 2004 2005E 2006E 2007E 2008E 2009E 2010E
For the fiscal years ended March 31.

Statement of Cash Flows ($ mlns)

Operating Activities
Net income from continuing ops. ($0.6) ($1.8) ($1.2) $0.2 ($0.7) $41.0 $38.7
Depreciation & amortization 0.0 0.0 0.2 1.0 10.7 24.2 37.8
Deferred taxes 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other; gains, write-downs, etc. 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Compensation and expenses paid in shares 0.3 0.2 0.2 0.2 0.2 0.2 0.2
Operating cash flow ($0.1) ($1.6) ($0.8) $1.5 $10.2 $65.4 $76.7
Change in non-cash working cap. (0.1) (0.3) 0.0 (1.8) (0.9) (2.6) (0.6)
Cash from operating activities ($0.2) ($1.9) ($0.8) ($0.4) $9.3 $62.8 $76.2

Investing Activities
Capital asset additions (0.0) (0.6) (10.0) (125.0) (260.0) (190.0) (140.0)
Proceeds from sale of capital assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other (0.3) 0.0 0.0 0.0 0.0 0.0 0.0
Cash from investment activities ($0.3) ($0.6) ($10.0) ($125.0) ($260.0) ($190.0) ($140.0)

Financing Activities
Obligations under capital leases, net 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Incr. (decr.) in long-term debt, net 0.0 0.0 0.0 60.0 160.0 80.0 40.0
Issuance of common shares, net 0.7 12.1 40.0 45.0 75.0 50.0 20.0
Deferred financing costs 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cash from financing activities $0.7 $12.1 $40.0 $105.0 $235.0 $130.0 $60.0

Increase (decrease) in funds 0.2 9.6 29.2 (20.4) (15.7) 2.8 (3.8)
Net cash at beginning of period 0.1 0.3 9.9 39.0 18.7 2.9 5.7

Net cash at end of period 0.3 9.9 39.0 18.7 2.9 5.7 1.9

Cash flow per share - basic ($0.00) ($0.03) ($0.01) $0.01 $0.06 $0.32 $0.36
Cash flow per share - FD ($0.00) ($0.02) ($0.01) $0.01 $ 0.06 $0.30 $0.33

Net free cash flow per share - FD ($0.00) ($0.03) ($0. 09) ($0.96) ($1.40) ($0.57) ($0.28)
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INDUSTRIAL PRODUCTS 

 

MAG Industries 2004 2005E 2006E 2007E 2008E 2009E 2010E
For the fiscal years ended March 31.

Balance Sheet ($ mlns)

Assets
Current assets

Cash and short-term investments $0.3 $9.9 $39.0 $18.7 $2.9 $5.7 $1.9
Accounts receivable 0.1 0.1 0.3 1.7 5.3 15.4 17.6
Inventories 0.0 0.0 0.0 0.3 0.8 2.3 2.6
Prepaids 0.0 0.0 0.1 0.2 0.6 1.7 1.9

Total current assets $0.4 $10.0 $39.3 $20.8 $9.6 $25.2 $24.0

Capital assets 0.0 0.5 10.0 140.5 395.1 572.3 686.3
Advances for properties under development 0.0 1.0 4.3
Properties under development 5.5 5.4 3.1 2.1 1.6 0.0 0.0

Total assets $5.9 $16.9 $56.7 $163.4 $406.3 $597.5 $710.3

Liabilities
Current liabilities

Bank indebtedness $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Payables and accruals 0.1 0.6 1.7 1.7 5.3 15.4 17.6
Income tax payable 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Current portion of bank loans/capital lease 0.0 0.1 0.0 0.0 0.0 0.0 0.0

Total current liabilities $0.1 $0.7 $1.7 $1.7 $5.3 $15.4 $17.6

0.0 0.0
Deferred income taxes 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Long-term debt and cap. Interest 0.0 0.1 0.1 60.1 225.1 315.1 367.1

Total liabilities $0.1 $0.8 $1.8 $61.8 $230.5 $330.6 $384.7

Shareholders' equity
Common Shares 12.7 24.8 64.8 109.8 184.8 234.8 254.8
Stock Options 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Retained Earnings (Deficit) (6.9) (8.7) (9.9) (8.2) (8.9) 32.1 70.8

Total shareholders' equity $5.8 $16.1 $54.9 $101.6 $175.9 $266.9 $325.6
Total liab & shareholders' equity $5.9 $16.9 $56.7 $163.5 $406.4 $597.5 $710.3
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Appendix A – Management Team 

 

William B. Burton, President, CEO & Director, MagIn dustries Corp.  
BSc Honours Economic Geology.  Thirty years’ global experience in identifying and 
developing mineral properties.  Twelve years with RTZ (US Borax) as Exploration Manager, 
Eastern N.A.  Eighteen years identifying, financing and developing mineral properties 
worldwide. 

 

Stéphane A. Rigny, Executive VP & Director, MagIndu striesCorp. 
and President, MagEnergy Inc.  
MBA Finance.  Eleven years of project and finance experience in francophone Africa, 
primarily with Rand Merchant Bank.  Initiated, structured, negotiated and closed over 
US$400M of project finance in Angola, ROC, DRC, Gabon and Guinea. 

 

Achim Strauss, Executive VP Engineering & Developme nt, MagIndustries Corp. 
Mechanical engineer.  Six years with Salzgitter Anlagenbau GmbH, principally evaluating 
magnesium projects.  Over 11 years of experience in business and project development. 

 

Andrew Kamau, COO MagEnergy Inc., Johannesburg, SA  
Chemist.  Over 15 years of petroleum industry and trading experience.  Extensive 
professional experience in Africa.  Previously with Exxon Mobil and Total. 

 

George Kyriakos, VP Development, MagEnergy Inc., Jo hannesburg, SA 
Engineer.  Extensive business operating experience in Africa, especially in the DRC.  
Widespread network of political contacts in Central Africa. 

 

Pierre Labelle, Managing Director, Magalloy Congo S A, Congo Brazzaville 
BSc Physics.  Twenty-five years of experience in project start-up and operating team building.  
Most recently with Alcoa, Anglo Gold, etc. in West Africa. 
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