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ABZ’s strategy has consistently been to identify quality bauxite close to infrastructure
and with low socio-environmental impacts. Tasmania emerged in 2010 as a possible
destination with the discovery of bauxite similar in nature to Taralga and nearby
deposits. With costs being the key, focus shifted to Tasmania where a positive scoping
study is being completed on a possible mining operation at Bald Hills. The scoping
study will most likely reveal a relatively low cost project underpinned by simple mining
methods, short distance to port and existing infrastructure. The plan is to mine Bald
Hill, mine nearby deposits and develop a Tasmanian bauxite industry.
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Level 14, State One House

TASMANIAN BAUXITE KEY POINTS
Tasmanian bauxite is gibbsite rich, which only requires low temperature for
processing at an alumina refinery thus aiding in reducing alumina production costs.
Identified deposits are located close to existing infrastructure such as roads and rail,
on land with little to no environmental issues, and free of socio-political opposition.
With the nation’s highest unemployment, Tasmania offers an eager and experienced
workforce having a rich mining history.
Port of Bell Bay is underutilised and spare capacity exists for exports which is
advantageous as it could aid in reducing infrastructure spend. A MoU has been
executed between ABZ and Tasmanian Ports Corporation for access to Port of Bell
Bay.
Existing rail and road networks are excellent and offer low transport costs as
deposits are in close proximity to port.
Tasmania seems abundant with bauxite and offers great potential to establish a long
life bauxite mining industry.

BALD HILLS
Bald Hills is the first project for ABZ in Tasmania as it’s ideally situated, being close
to port, in close proximity to associated infrastructure and 4km from Campbell Town
which could provide some of the workforce.
One of the key reasons Bald Hills was selected as the first mining project in
Tasmania was the approvals process, which seems straight forward enabling mining
to commence from late 2014. The mining lease application was submitted in early
May and a Notice of Intent was lodged with the EPA at the same time.
Bauxite at Bald Hills is very good quality and ideal for special purpose blending,
enhancing final alumina quality at refineries.
The expected capital cost at Bald Hills is ~$8-10M, with total operating costs
~$30/t. Using long term bauxite price assumptions, we expect margins of between
$15-$17/t.
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3.0

MINING

ABZ is planning to start production at Bald Hills at ~500kt per annum. We see this
increasing to ~2.5Mtpa as more new mines come on stream. On current numbers we
expect a mine life of ~6 years but we are confident that new mines will be added and
production extended well beyond 2020. Second mine has already been put forward at
Fingal Rail which is in close proximity to Bald Hills and will only require a modest capex to
bring into production.
Our modelling (based on 100% ownership) assumes capex of ~$10M and opex of ~$30/t
which will give ABZ margins of ~$17/t. Bald Hills project NPV10 equates to ~$18M or 16c
per share.

Mining Parameters Assumptions
Mining
500ktpa
Mine life
6 years
AUD/USD
90c
Bauxite Price (CIF)
US$62.00/t
Bauxite Price (FOB)
A$47.20/t
Capex
A$10M
Opex
A$30/t
NPV10
A$18.2M
Source: State One

4.0

XINFA

Xinfa, a major Chinese aluminium company has signed a term sheet with ABZ on two key
Tasmanian bauxite projects, whereby Xinfa can elect to invest in both projects and take
an equity position in ABZ. If the agreement is executed, it will see Xinfa fully fund ABZ’s
first two bauxite projects and be the key off-take partner.
Key Terms of Xinfa Term Sheet



Initial $500k as an exclusivity payment ‘EP’
A MoU to be executed at end of exclusivity period (due diligence) at which time
Xinfa will pay an additional $2m for a 5.8% equity in ABZ through the issue of
6.58M shares at $0.38c per share. The EP will fully convert to shares as part of this
placement.

Agreed Commercials Terms
1. Xinfa is to acquire a 50% interest in the Projects through:
a. funding all pre-production costs for the first mine of each project including due
diligence costs, evaluation costs, feasibility studies costs, lease payments, project
development-construction costs and working capital (Development Costs);
b. providing marketing management with ABx management participation;
c. taking at least 50% of bauxite production from the Projects (see 3 below); and,
d. taking up to 100% of bauxite production from the Projects if requested by ABx.
2. ABx will:
a. provide Australian project management together with Xinfa senior management
participation;
b. manage and operate exploration activities over the project areas;
c. manage statutory and government relations;
d. manage land and tenement administration;
e. repay its proportion of Development Costs through an agreed mechanism that ensures
ABx will receive a positive cashflow whilst repaying its proportion of Development Costs
(see 3a. below).
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3. Until ABx has repaid its proportion of Development Costs, Xinfa will have the right to:
a. Continue with its 50% interest in the Project and elect each year to take and market
an additional 20% of production by a payment of costs and outgoings plus US$5 per
tonne for the additional 20% of tonnage. Profit earned by Xinfa from this additional 20%
of tonnage will reduce ABx’s outstanding proportion of Development Costs.
b. Take a 70% interest in the Project by purchasing 20% equity in the Project for a
payment per tonne of identified bauxite resources at the time of purchase plus the
forgiveness of any outstanding ABx proportion of Development Costs. Should resources
increase in future, Xinfa will pay ABx a further payment per tonne of the additional 20%
of increased bauxite tonnages, payable when shipped.
4. Xinfa has the right to first negotiation for other ABx projects including the Binjour
Project.

5.0

INVESTMENT THESIS

Our modelling suggests that ABZ is grossly undervalued and Tasmania alone, if mining
rate of ~2.5mtpa is achieved, is valued at ~50c per share of which we attribute 16c per
share to Bald Hills Project. Key risks for ABZ are execution and development risks as well
as mining approvals. If ABZ successfully delivers the project on time and budget, risks
decrease significantly and we expect truer value of ABZ to be reflected in its share price.
We have set a Speculative Buy on ABZ with a valuation of 30c which incorporates Bald
Hills and Fingal Rail as the first two mines.

6.0

TASMANIAN LOCATIONS

Source: ABZ
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General Advice Warning
The contents of this document have been prepared without taking account of your objectives, financial situation or
needs. You should, before taking any action to acquire or deal in, or follow a recommendation (if any) in respect of
any of the financial products or information mentioned in this document, consult your own investment advisor to
consider whether that is appropriate having regard to your own objectives, financial situation and needs.
Whilst State One Stockbroking Ltd believes information contained in this document is based on information which is
believed to be reliable, its accuracy and completeness are not guaranteed and no warranty of accuracy or reliability is
given or implied and no responsibility for any loss or damage arising in any way for any representation, act or
omission is accepted by State One Stockbroking Ltd or any officer, agent or employee of State One Stockbroking Ltd.
If applicable, you should obtain the Product Disclosure Statement relating to the relevant financial product mentioned
in this document (which contains full details of the terms and conditions of the financial product) and consider it
before making any decision about whether to acquire the financial product.
Disclosure
The directors and associated persons of State One Stockbroking Ltd may have an interest in the financial products
discussed in this document and they may earn brokerage, commissions, fees and advantages, pecuniary or
otherwise, in connection with the making of a recommendation or dealing by a client in such financial products. State
One Stockbroking Ltd has also received a commission on the preparation of this research note.
The Research Analyst who prepared this report hereby certifies that the views expressed in this research document
accurately reflect the analyst’s personal views about the company and its financial products. The research analyst has
not been and will not be receiving direct or indirect compensation for expressing the specific recommendations or
views in this report. As at the date of this report the research analyst has an immaterial interest in the financial
products of this company.
This research at all times remains the property of State One Stockbroking Ltd. And as such cannot be reprinted,
distributed, copied, posted on the internet, in part or whole, without written prior approval from the Executive
Director of State One Stockbroking Ltd.
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