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Improvements at the plant have increased throughput to >20,000bcms per
month and are expected to see smoother operation and larger volumes
processed through the wet season (November – April). In addition, the project
hosts a number of large, high value stones and a new XRT recovery circuit and
larger screens that looks set to recover stones up to 1,100cts from stockpiled
coarse grained gravels that would not previously have been processed owing
to their large size. In short, there is now potential for more world class
recoveries of large, high value stones like the Fourth of February stone.
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Processing improvements increase chance of more specials being recovered
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Jul-16

Among the many candidates for a large diamondiferous kimberlite is the L259
kimberlite target located beneath and adjacent to the best alluvial deposit at
the project. A large geophysical anomaly could represent a relatively large, and
likely long lived, kimberlite pipe. The potential size of this anomaly (~110ha) is
significant given Catoca is mining 6.5mctpa from a 64ha pipe
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May-16

Lulo is only 150km from the worlds fourth largest diamond mine at Catoca. The
alluvial diamonds at Lulo would have formed originally in a kimberlite pipe. All
indications are that the diamonds are sourced from a very local kimberlite that
would host more of the very large, high quality Type 2a diamonds. In addition,
the bimodal distribution at Lulo indicates more than one kimberlite source.
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Huge exploration upside as LOM hunts for the kimberlite source
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Feb-16

Lucapa has a 40% interest in the Lulo alluvial diamond mine. A large proportion
of Lulo diamonds are unique high quality Type 2a which are exceptionally rare
and among the most valued and the purest diamonds. In addition, Lulo hosts
an unusually high proportion of large ‘special’ diamonds weighing over 10.8
carats. Consequently, Lulo diamonds are in the top 1% in terms of rarity and
quality globally. In February the company recovered the world class 404 carat
‘Fourth of February’ diamond which was sold for US$16m. Lulo diamonds have
been selling at a much higher overall average price of US$2,100 per carat
compared to a global average selling price in the region of US$120 per carat.
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Size and quality matters when it comes to diamonds

Rating
Target (A$)
Production 2016E (Ct)
Production 2017E (Ct)
Production 2018E (Ct)

Oct-15

Initiating Coverage: High value diamonds with significant upside

A$0.52
A$0.60

Source: ASX Warning: Past performance is not
indicative of future performance

Initiate with a Speculative BUY rating and price target to A$0.60/share
+61 8 6141 6322
Our SOTP valuation based price target consists of a NPV10 valuation of the Duncan Hughes
dhughes@somersandpartners.com.au
company’s 40% ownership of the alluvial project. Our valuation also accounts
for the potential for exploration success on the Kimberlite project. We value
cash at face value and dilute for ITM options. Our recommendation is
Speculative to reflect the nature of alluvial mining and exploration in Angola. *See important disclosures on the last page of this report
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Investment case
We value the company at
A$222m or 60c/share

LOM looks undervalued by the market currently, based on our NPV valuation. We value the
company at A$222m or 60c/share. Our valuation is heavily leveraged to the alluvial diamond
project, a significant kimberlite discovery would represent a game changer and considerable
upside on our valuation. A US$35m intercompany loan from LOM to the Lulo project is modelled
as being repaid from profits at Lulo in addition to the 40% profit share. A summary of our
valuation is shown in the following table.
Figure 1. LOM sum of the parts valuation (A$m)
Asset

Near term cash flow with
enormous upside

Lulo Alluvials(40%)
Kimberlite exploration (39%)
Cash (30 June)
Unpaid capital (Options)
Total NAV

Discount rate

NAV "X" Factor

NAV Target (A$)

10%
n.a.
n.a.
n.a.

1.00 X
p/nav
p/nav
p/nav

$171.7
$26.7
$14.2
$9.3
$221.9

Target Price
(A$)
$0.46
$0.07
$0.04
$0.03
$0.60

Source: Somers & Partners
Lulo hosts unique high
value diamonds

A 404ct diamond was sold
for US$16m

LOM is looking to increase
its holding in Lulo. LOM
has received dividends
from Angola

Improvements are
expected to increase
throughput and allow for
the recovery of large
diamonds

Lucapa offers investors access to near- term cashflow as well as well funded kimberlite
exploration programs that potentially offer enormous upside.
Lucapa has a 40% interest in the Lulo alluvial diamond mine. Lulo diamonds are unique, highquality type 2a which are exceptionally rare - representing just 2% of global diamond supply.
Type 2a diamonds are among the most valued and the purest diamonds in the world. In addition,
Lulo hosts an unusually high proportion of ‘special’ diamonds weighing over 10.8 carats.
Consequently, Lulo diamonds are in the top 1% in terms of rarity and quality globally.
In February the company recovered the world class 404 carat ‘Fourth of February’ diamond which
was sold for US$16m. A 133 carat compound diamond and a 120 carat D colour diamond have
also been recovered. Just recently, the company has also recovered a 39 carat pink diamond and
two further +100 carat D colour Type 2a diamonds - a 104 carat diamond and a 173 carat
diamond. Lulo diamonds have been selling at a much higher overall average price of US$2,100
per carat compared to a global average selling price in the region of US$120 per carat.
The mine is in Angola, the world’s fifth largest diamond producer. Despite a new and more
transparent mining code to encourage foreign investment in 2011, Angola is still arguably a
relatively poorly understood mining jurisdiction. In addition, LOM only holds 40% of the alluvial
mining project (as operator) and only 39% (as operator) of the kimberlite exploration JV and is
still awaiting an extension of the exploration permit which is expected in the near term.
The company was able to secure a cash distribution from Lulo on the back of the sale of the
Fourth of February stone and this provides confidence LOM will receive income from its
investment. LOM is in talks to increase its shareholding on both projects.
We see significant upside in Lulo alluvial production. Improvements at the plant have increased
throughput to >20,000bcms per month and is expected to see smoother operation with larger
volumes through the wet season (November – April). In addition, the project hosts a large
number of high value stones and a new XRT circuit recovery with larger screens looks set to
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recover stones up to 1,100Cts from stockpiled oversized gravels that would not have been
processed prior to the XRT. In short, there is now potential for more world class recoveries of
large high value stones like the Fourth of February stone.
The current JORC resource of 51,000 carats was delineated from only ~15% of the known alluvial
occurrences at Lulo. A long mine life is envisaged.

The discovery of a large
primary source of
diamonds would be a
game changer

The potential size of
this anomaly (~110ha)
is significant given
Catoca is mining
6.5mctpa from a 64ha
pipe

Encouraging news flow
from a drilling program
at the L259 anomaly
would likely result in
substantial share price
appreciation

The real excitement for us is the potential to find a world class primary source of diamonds within
one of a few hundred kimberlite occurrences identified at Lulo. Lulo is only 150km from the
worlds fourth largest diamond mine at Catoca. The alluvial diamonds at Lulo would have
originally formed in a kimberlite pipe. All indications are that the diamonds are sourced from a
very local kimberlite that could host more of the very large, high-quality Type 2a diamonds. In
addition, the bimodal distribution at Lulo indicates more than one kimberlite source.
Among the many candidates for a large diamondiferous kimberlite is the L259 kimberlite target
located beneath and adjacent to the best alluvial deposit at the project. A large geophysical
anomaly could represent a relatively large, and likely long lived, kimberlite pipe. A primary source
of diamonds associated with a pipe this size could be a significant source of diamonds. The
potential size of this anomaly (~110ha) is significant given Catoca is mining 6.5mctpa from a 64ha
pipe.
LOM’s management has strong experience in diamond mining and exploration. In addition, the
company is funded for exploration through a strong balance sheet and the likely exercise of inthe-money share options. This funding is supporting a drilling program at the L259 anomaly and
other targets. Encouraging news flow from this program would likely result in substantial share
price appreciation. As a consequence, we recommend LOM as a Speculative Buy.

SWOT analysis
Strengths

Premium Type 2a diamonds

Easy lower cost production

Proven processing technology

Proximal to potential primary kimberlite
source

Weaknesses

Restricted to 40% ownership of alluvials
and 39% of kimberlites

Alluvial grades and recoveries less
predictable

Threats








Opportunities

Resources only covers 15% of known
alluvials

Locate a large kimberlite deposit

Increase JV ownership

Awaiting renewal of exploration rights
Takeover risk
Single asset
Country risk
Diamond price risk
Don’t hold majority shareholding
FX risk
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Diamonds - Lulo is different
High quality Type 2a
diamonds are
exceptionally rare

The diamonds mined at Lulo are high-quality Type 2a which are exceptionally rare representing
just 2% of global diamond supply. Type 2a diamonds are among the most valued and the purest
diamonds globally. They contain either very little or no nitrogen atoms in the crystal structure.
White stones are exceptionally colourless and fancy coloured diamonds are often found in
brown, purple, blue, yellow or pink. In addition, Lulo hosts an unusually high proportion of
‘special’ diamonds weighing above 10.8ct. Consequently, Lulo diamonds are in the top 1%
globally, in terms of rarity and quality.
Figure 2. An unusual amount of specials

Source: LOM
The 404ct Fourth of
February diamond is
the largest from Angola
Lulo diamonds selling at
a much higher average
price of US$2,100 per
carat

Lulo has produced some very large diamonds including the 404ct Fourth of February diamond,
the largest from Angola and 27th largest diamond in the world which sold for US$16m. Other
substantial diamonds include 133ct, 131ct, 120ct, 172ct, 104ct and a 39ct pink.
As a result, Lulo diamonds have been selling at a much higher overall average price of US$2,100
per carat compared to a global average selling price in the region of US$120 per carat.
As shown in the chart below the number of specials (>10.8ct) produced from Lulo is increasing.
This is expected to continue as the company installs a new XRT recovery module and larger
screens making it capable of recovering much larger diamonds.
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Figure 3. The number of specials recovered is increasing

Source: LOM. WARNING: Past performances is not indicative of future performance
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We have modelled the
Lulo production profile
to double

Valuation - Lulo Alluvial Diamond Project
We have modelled the Lulo production profile to double the current production rate from
20,000bcm per month to 40,000bcm per month in FY18. Our mine life runs to FY25.
Figure 4. Lulo assumed mine production plan (100% of project)
Mine Plan
Total Plant Feed (BCM)
Average Grade recovered (CPHCM)

FY16

FY17

FY18

FY19

194,000

330,000

480,000

480,000

8.0

8.3

8.3

8.3

40,000
40,000
Carats Produced
15,600
27,500
WARNING:
Forward-looking
statements
are
uncertain
and
may
not actually
Source: Somers and Partners.
be achieved

We have assumed production efficiency and costs based on company production reports.
Figure 5. Lulo modelling assumptions (100% of project)
Assumption

Life of Mine

Mining Cost (US$/BCM)
LOM Capital (US$m)

60.00
10.00

Exploration (A$m pa)
Corporate Tax (% p.a)

1.00
25.0

Depreciation rate (% p.a)

LOM

LOM cash cost (U$/Ct)
LOM All in sustaining cost (U$/Ct)

560
640

LOM Average Price (US$/Ct)
A$/US$ (Long term)
Source: Somers & Partners
We value LOM’s 40% of
Lulo at A$172m

1,800
0. 75

We value LOM’s 40% interest in the Lulo project on a post-tax basis, calculating an NPV10% of
A$172m or 46c/share.

Kimberlite Exploration tenure
We view Kimberlite exploration success as likely and have applied US$20m additional value to
our valuation to reflect the large landholding and probability of exploration success.

Cash, corporate costs, unpaid capital and investments
We value cash at 30 June of A$14.2m and value it at face value. Corporate costs are factored into
the project model. LOM does not have any additional investments. We also assume that the inthe-money options (46.4m at 20c) are exercised to raise A$9m and dilute shares on.

Total valuation
Our speculative buy
valuation for LOM is
A$222m or 60c/share

Our total NAV valuation for LOM is A$222m or A$0.60/share. Our modelling is based on less
predictable exploration results, unknown alluvial production resources and grades and can be
considered speculative in nature. Therefore, it should only be used as a guide to value.
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Company overview
Background
Lucapa Diamond Company Ltd (LOM) is an ASX-listed diamond explorer and alluvial diamond
miner focussed on mining the Lulo alluvial diamond concession in Angola.
The company first secured an interest in the Lulo concession in 2008. The first alluvial diamond
was recovered in 2010. An alluvial mining licence was signed in 2014 and mining commenced in
2015. A maiden resource was also announced in late 2015.

Corporate summary

Last reported cash
position of A$14m and
no long term debt

In the money options
are valued at A$9.3m

The company has 323m shares on issue, a last reported cash position of A$14m and no debt
(aside from lease obligations) as one would expect of a small scale alluvial diamond miner. The
company is listed on the ASX and the Frankfurt stock exchange. LOM is looking at potentially
listing on London’s AIM as a position to leverage potential kimberlite exploration and
development success.
LOM has 46m listed LOMOA options on issue exercisable at 20c/share and expiring 30th
September 2017. These in-the-money options are valued at A$9.3m in unpaid capital.
LOM has a ~A$11m carry forward tax loss. LOM has also sunk costs of ~US$35m in the alluvial
project at Lulo which will be paid preferentially out of future profits at Lulo.

Corporate strategy and work programme

Near-term cashflow,
looking for a game
changing kimberlite

The alluvial diamond mining operation provides potential near-term cashflow and has been
profitable this year as LOM ramped up production. The operation is expected to continue
operating for some years to come. At the same time the company is looking for a game changing
Kimberlite primary kimberlite diamond source to mine as a large long-life operation.
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Lulo Diamond Project, Angola (40% alluvials, 39% kimberlites)
Background
Lucapa owns a 40% interest in the Sociedad Miniera do Lulo (SML) the joint venture company
that owns the rights to mine and process the alluvial diamonds. LOM is operator and largest
shareholder of SML. Excess cash generated has been paid out as distributions to the owners.
Figure 6. Lulo Alluvial and Kimberlite ownership structure

Source: LOM
The company also owns a 39% shareholding in the kimberlite exploration rights at Lulo and is
operator but not largest shareholder. The largest share in the kimberlite venture is currently held
by state mining company Endiama. The joint venture partners are in the process of securing an
extension to this license. This can be considered a risk until this license is secured.

Location, Infrastructure and access
Located 150km from
the world’s fourth
largest diamond mine

The Lulo project is located 150km from the world’s fourth largest diamond mine, Catoca in the
Lunda Norte province of Angola. The concession is a large one at 3,000km2.
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Figure 7. Lulo project location and geology

Source: LOM

Geology, resources and reserves

Inferred JORC resource
of 51,000Cts

The project is host to alluvial diamonds and also hosts potential for primary diamonds within
kimberlites. The alluvial project hosts an inferred JORC resource as shown below. Resource
estimates for diamonds rely on estimates of volume and an average carat per hundred cubic
metres (cphm3) calculated for a somewhat unpredictable diamond distribution within an alluvial
deposit. The resource is estimated to represent just 10% of the known alluvial deposits.
Figure 8. Lulo inferred mineral resources (December 2015)
Category

BCM

Grade (cphm3)

Carats

Inferred

550,200

9.27

51,000

Total

550,200

9.27

51,000

Source: LOM
Alluvial Project (40%)
The alluvial diamonds have been eroded from a primary source and deposited by the Cascuilo
river as alluvial (river) diamond deposits. The location of the deposits reflects the flow and the
geometry of the river and can be predicted. However, the grade and size of the diamonds within
each alluvial deposit is much harder to predict than in a primary kimberlite source. Fortunately,
the regular occurrence of large Type 2a diamonds at a particular deposit will usually indicate that
9
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more of the same could be expected in future mining. Type 2a diamonds have been recovered
from the main mining blocks.
At Lulo the project hosts a number of alluvial deposits known as blocks. The best of these are
named the ‘Jewelry boxes’, mining blocks 8 and 6. Between them these deposits have hosted a
large number of large Type 2a specials including the 404 carat Fourth of February stone. A recent
discovery at block E46 indicates another source of large high value diamonds which include large
white, fancy pink and yellow diamonds.
Figure 9. Alluvial diamond blocks 6 and 8 and kimberlite target L259

Source: LOM, Somers and Partners
Kimberlite project (39%)
The alluvial diamonds have been eroded over time from primary kimberlites. Kimberlites are the
igneous rocks that host diamonds. The diamonds would have formed deep in the earth’s mantle
under immense heat and pressure. Kimberlites usually form pipes as the diamonds and molten
rock are forced to surface through unusually deep sourced volcanic eruptions. Not all kimberlites
are diamondiferous and determining whether one is takes a degree of skill, experience and
providence.

Alluvial diamonds from
Lulo indicate a proximal
primary kimberlite
source

The alluvial diamonds from Lulo indicate a proximal primary kimberlite source. The diamonds are
poorly sorted, hence the unusual abundance of large diamonds, suggesting limited transport. The
diamonds are angular, again suggesting limited transport, especially for the relatively brittle Type
2a diamonds. The diamonds are also associated with a large and varied number of indicator
minerals such as garnets and ilmenites (minerals associated with diamondiferous kimberlites)
which also show limited signs of abrasion and a likely proximal source. A number of diamonds
10
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Diamond population
appears bimodal
suggesting more than
one local kimberlite
source

L259 kimberlite
anomaly is believed to
represent a relatively
large, and likely long
lived, kimberlite pipe

occur as compound stones where several diamonds are stuck together These weak bonds would
not have survived much alluvial transport and are likely from nearby. Another encouraging sign is
that the diamond population appears bimodal suggesting more than one local kimberlite source.
Mapping and pitting at Lulo has identified over 100 proven or probable kimberlites. However, the
primary target is the L259 kimberlite target which is located immediately beneath and adjacent to
the block 8 alluvial deposit and upstream of the block 6 deposit. The L259 Kimberlite target has a
coincident gravity and electro-magnetic anomaly that is also associated with kimberlitic signature
exposures. The anomaly is believed to represent a relatively large, and likely long lived, kimberlite
pipe. A primary source of diamonds associated with a pipe this size could be a significant source
of diamonds, and high quality ones if the alluvials are any guide.
Figure 10. EM and gravity target with planned drill holes shown

Source: LOM

Drilling pogrom
underway at L259

LOM is currently well funded and in a position to fund meaningful kimberlite exploration. As a
result, LOM is completing a drilling program at L259. The current program is unlikely to intersect
diamonds directly but is designed to intersect the pyroclastic rocks and associated indicator
minerals that usually accumulate on the edge of a significant diamondiferous pipe. The program
commenced with a relatively small rig owned by LOM. A larger rig capable of drilling deeper holes
is expected on site imminently. The potential size of this anomaly (~110ha) is significant given the
world’s fourth largest mine 150km away at Catoca is mining 6.5mctpa from a 64ha pipe.
The large project hosts several other kimberlite targets. Of specific interest is the likely source of
the E46 alluvial diamonds located 18km from L259 and likely to have been sourced from another
kimberlite. Nearby kimberlites L46 and L19 have already shown to be diamondiferous.
The previous exploration license has expired, but the Lulo partners applied for an extension to
this license in May 2016. We understand this renewal process is proceeding well and will take
comfort when LOM has news of its award.
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Equity Research
For Wholesale Clients only
Mining and mine plan
Alluvial mining is a simple earth moving process whereby excavators, dozers and loaders dig the
loosely consolidated river terrace gravels and load them onto trucks. The gravels are then
transported to the plant.
The only real challenge to this simple mining is the rainy season. During the rains (November to
April) access to some of the mining blocks is restricted. As a consequence, the company plans to
build up significant processing stockpiles to access during the rainy season and minimize the
impact on production going forward.
Record monthly
production of 21,114
bcm in July and 22,870
bcm beating guidance

LOM is in the process of investing in an expanded mining fleet. This fleet has resulted in record
monthly production of 21,114 bcm (bulk cubic metres) in July and 22,870 bcm in August, beating
guidance and expectations. In July, Lulo recovered more special diamonds in one month than in
the entire previous half year with record production of 3,164cts at an exceptional grade of
15cphm3.
Figure 11 Alluvial Mining at Lulo

Source: LOM

Processing
The processing plant is modern and capable of processing at a rate of 150tph. The process is a
simple dense media separation (DMS) plant with associated conveyors, screens and scrubber.
Lulo installed a wet front end in July to wash out clay rich material and manage wet feedstock.
The plant is already seeing an improvement in production rates and reduced bottlenecks. This will
enable better performance in the wet season.

XRT should enable the
recovery of an even
greater number of large
high value stones

Lulo is also building an x-ray transmissive recovery circuit (XRT) to identify larger stones and
ensure these are processed. The XRT will be installed in conjunction with larger screens (55mm)
that will allow the recovery of stones up to 1,100Cts. Up until the Fourth of February stone was
recovered, coarser grained gravels had been assumed barren. Since then they have been
stockpiled for later processing. The large 404ct diamond would normally have been missed if it
had not been rectangular and fallen through a 32mm screen on its long axis. The XRT should
enable the recovery of an even greater number of these large high value stones.
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Lulo is also investing in deep boiling capabilities to clean the diamonds of impurities and dirt and
achieve greater colour making them more attractive for sale.
Figure 12. Alluvial Processing plant with completed wet front end

Source: LOM

Access, transport, offtake and security
The project is located in a relatively remote part of the country where diamond mining is the
main source of income. Access to the project involves long drives on unsealed roads.
However, diamonds are transported under armed guards to a nearby airstrip and flown to the
capital of Angola, Luanda. Here the diamonds are sold through the state owned diamond trader
Sodiam to third party buyers. The diamonds are transported at cost to the JV until they are safely
bought in Luanda. The company has to sell the diamonds in country and we estimate they receive
a discount of ~10% on Antwerp pricing.

Angola
Angola is the world’s
fifth largest diamond
producer by value

Angola is the world’s fifth largest diamond producer by value. Owing to a history of civil war the
country remains relatively underexplored. This has been accentuated by the previous focus
predominately on the offshore oil industry. Potential for major new kimberlite discoveries in
Angola has been recognized by both De Beers and Alrosa.
The government is relatively stable and is keen to encourage foreign development in the
diamond industry. Angola introduced a new mining code in 2011 designed to increase
transparency and corporate governance in the sector. Diamonds are the country’s second biggest
export, after oil, but diamond exports (~9mctpa) are still dominated by Catoca mine production
at 6.5mctpa. The country is working hard to control and regulate the artisanal mining industry.
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However, diamond security remains an issue in the diamondiferous Lunda Norte province
especially in areas adjacent to the border with the DRC.
Angola supports the Kimberly Process Certification Scheme and acted as Chair in 2015.
Exploration permits in Angola are held by state miner and explorer Endiama and joint ventured
out to investors. Endiama retains a significant interest in these ventures but reportedly now
recognizes the need to retain a less than 50% holding to encourage foreign investment. All
trading of Angola’s diamonds is managed by state owned Sodiam and all sales of Angolan
diamonds have to be conducted in country by Sodiam.
Unfortunately, customs controls are tight and bureaucratic resulting in certain delays to the
import of the exploration drill rig at Lulo. State royalties on diamond sales are 5% and corporate
taxes are relatively low at 25%.
Through the incorporation of the SML company, sunk costs incurred by LOM are repaid out of
profits generated at Lulo. The company successfully received a distribution from SML earlier this
year on the sale of the Fourth of February diamond. LOM is looking at options to increase its
shareholding in the alluvial and kimberlite projects.
Figure 13. Diamond production 2004-2015 in US$ terms

Source: LOM, KP statistics

Orapa Area F, Botswana (100%)
LOM holds a 12km2 kimberlite prospecting license just 4km east of the BK02 kimberlite currently
being bulk sampled by the Lucara Diamond Corporation. The project hosts two known kimberlites
and an anomaly which reportedly warrants testing. LOM is planning geophysical and soil sampling
programs. However, this greenfields project is unlikely to receive much attention given the
excitement at Lulo and we model exploration expenditure in the region of A$50,000.
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Board and Management
Non-Executive Chairman – Miles Kennedy has held directorships of Australian listed resource
companies for the past 30 years. He is Chairman of Marine Produce Australia Ltd. Mr Kennedy
was formerly the Chairman of Kimberley Diamond Co, which developed the Ellendale diamond
mine in Western Australia.
Managing Director – Stephen Wetherall is a qualified chartered accountant with more than 20
years of experience in financial and operational management, corporate transactions and
strategic planning. He has held senior financial and executive roles with global diamond giant De
Beers and London-listed Gem Diamonds. In his roles at De Beers and Gem, he built an enviable
understanding of the diamond industry from exploration through to retail.
Non-Executive Director – Gordon Gilchrist as previously employed by Rio Tinto from 1974 to
2005. He was CEO of Argyle Diamond Mines from 1993 to 2002 during which time he introduced
and promoted Argyle's pink, champagne and cognac diamonds and under his leadership saw
Argyle become the largest diamond production mine, producing 30 per cent by volume of the
world's rough diamonds. He was appointed CEO of Rio Tinto Diamonds from 2002 until 2005
based in Antwerp, Belgium.
Non-Executive Director – Albert Thamm has 28 years' experience in exploration and mining
project development in Australia, Africa and South America. His background covers base metals,
gold, iron ore, nickel, diamonds, uranium, coal and industrial minerals. He was formerly Chief
Geologist with the Ellendale diamond mine. He is a Fellow and Chartered Professional of the
Australasian Institute of Mining and Metallurgy and a Fellow of the Society of Economic
Geologists (USA).
Chief Operating Officer – Nick Selby is an extraction metallurgist with 35 years' experience in the
mining industry. He began his career with De Beers, where he spent 19 years in a range of
technical roles. Mr Selby joined Gem Diamonds in 2005, where he was responsible for
establishing diamond projects in various countries including Angola, Australia and DRC, the
Central African Republic, Indonesia, Lesotho and Botswana.
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Ticker
Recommendation
Target Share price (A$)
Current Share price (A$)
Implied Return (%)
P/NAV (x)

LOM-AU
BUY
0.60
0.52
17%
0.86

Financial Yr. End
Shares on issue & itm options (m)*
Market Cap (A$)
Enterprise Value (A$)
Cash estimate end qtr (A$)
Debt(A$)

Valuation

31 December
369.4
190.2
176.0
14.2
0.0

Financials (A$m)
Asset

Discount rate

NAV "X" Factor

NAV Target (A$)

10%
n.a.
n.a.
n.a.

1.00 X
p/nav
p/nav
p/nav

$171.7
$26.7
$14.2
$9.3
$221.9

Lulo Alluvials(40%)
Kimberlite exploration (39%)
Cash (30 June)
Unpaid capital (Options)
Total NAV

Target Price
(A$)
$0.46
$0.07
$0.04
$0.03
$0.60

Valuation Split (%)

7%

Lulo Alluvials(40%)
12%

Kimberlite
exploration (39%)

Cash (30 June)
81%

Reserve and Resources Statement (100% of Project)
Status
BCM
Total Reserves
0.0
Inferred Resource
550,200
Production
4,050,000

CPHCM
9.27%
8.34%

Carats
0.0
51,000
337,892

EV / ct
$3,450.82
$520.85

Alluvial Production Profile (Ct)
Operation
Lulo
Total

FY2017
27,532
27,532

FY2018
40,046
40,046

FY2019
40,046
40,046

FY2020
40,046
40,046

Cash Cost (US$/Ct)
USD /Ct
Sale Price
C1 costs
AISC

FY2017
$1,800
$719
$833

FY2018
$1,800
$539
$614

FY2019
$1,800
$539
$614

FY2020
$1,800
$539
$614

Source: Somers & Partners

*incl. 46.4m options strikingat 20c and expiring September 2017

Warning: forward looking statements are uncertain and may not actually be achieved.
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FY2017

FY2018

FY2019

Profit & Loss
Revenue
Cost of Sales
Gross Profit
EBITDA
Profit before tax
Tax Payable
Profit after tax

A$M

$24.0
$9.6
$14.4
$12.4
$8.0
$0.6
$8.7

$66.1
$26.4
$39.7
$35.7
$24.3
(-$6.0)
$18.3

$96.1
$28.8
$67.3
$63.3
$39.9
(-$10.0)
$29.9

$96.1
$28.8
$67.3
$63.3
$21.3
(-$5.3)
$16.0

Balance Sheet
Assets
Cash & Liquid assets*
PPE & Exp. & Dev.
Total Current Assets
Total Assets

$20.8
$60.5
$21.2
$81.7

$44.7
$64.1
$45.2
$82.0

$83.2
$55.6
$83.6
$104.4

$107.7
$47.0
$108.1
$116.4

Liabilities
Senior Debt
Total Current Liabilities

$2.1
$2.5

$2.1
$2.5

$2.1
$2.5

$2.1
$2.5

Total Liabilities

$2.5

$2.5

$2.5

$2.5

Ratios and Key Financial Data
EPS (AUDc)
CFPS (A$)
FCFPS (A$)
P/E ratio (x)
P/FCF (x)
EV/EBITDA (x)
Current ratio (x)
Shares on Issue (M)

2.7c
3.3c
2.0c
19.2 X
25.5 X
14.2 X
8.4 X
323.0

4.9c
6.5c
6.5c
10.4 X
7.9 X
4.9 X
17.8 X
369.4

8.1c
10.4c
10.4c
6.4 X
4.9 X
2.8 X
33.0 X
369.4

4.3c
6.6c
6.6c
11.9 X
7.8 X
2.8 X
42.7 X
369.4

Cashflow Generation
Operating cashflow
Equity Placement
Debt Funding
Capital Expenditure
Free cashflow

$10.5
$0.0
$0.0
$3.0
$6.5

$24.0
$9.3
$0.0
$9.3
$24.0

$38.5
$0.0
$0.0
$0.0
$38.5

$24.5
$0.0
$0.0
$0.0
$24.5

Directors & Management
Non Exec. Chairman
Miles Kennedy
Managing Director
Stephen Wetherall
Non Exec. Director
Gordon Gilchrist
Non Exec. Director
Albert Thamm
COO
Nick Selby

Major Shareholders
Carrington Corp.
Schroder Equities
Miles Kennedy
US Global Inv.

Total

6.1%
0.4%
0.3%
0.3%
7.1%
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About the analysts
Duncan Hughes, Director, Mining and Metals analyst
Duncan has over 17 years’ experience in the mining sector. Duncan joined Somers and Partners
in July 2014 from RFC Ambrian where he was Head of Research based in London and Perth. At
RFC Ambrian Duncan was focussed on small to mid-cap mining stocks. Duncan holds a first class
honours degree in Geology and worked for 10 years as a geologist in Western Australia. As
Exploration Superintendent at Jubilee Mines, he was actively involved in the discovery of a
number of high grade nickel sulphide ore bodies that have since been mined. He has also spent
time exploring for base metals and gold with Lion Ore Australia and was involved in the discovery
of the Deep South Gold Mine whilst at Sons of Gwalia.
On completion of an MBA on investment and risk from Imperial College London, Duncan spent
three years as a fund manager investing in small cap resources companies in Australia with the
LinQ Resource fund and in London at CD Capital.

Conrad Mulherin, Equities Research analyst
Conrad joined Somers and Partners in 2012 as an Equities Research Analyst covering Mining and
Emerging Technology Companies.
Conrad has an Honours degree in Geological Sciences from Queen’s University in Canada and a
MSc in Resources Management from the University College London in the U.K.
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IMPORTANT: Disclosures
This document has been prepared for the general use of the wholesale clients of Somers and Partners Pty Ltd ACN 149 263 543, AFSL 430684 (“Somers
and Partners”) and must not be copied, either in whole or in part, or distributed to any other person without prior consent of Somers and Partners.
The information contained in this report is drawn from sources believed to be reliable but the accuracy or completeness of the information is not
guaranteed, nor in providing it does Somers and Partners assume any responsibility or liability whatsoever. All information is correct at the time of
publication; additional Information is available upon request. This report is not to be construed as a solicitation of an offer to buy or sell any securities.
Somers and Partners and/or affiliated companies or persons may as principal or agent, buy and sell securities mentioned herein, including options,
futures or other derivative instruments thereon.
Company-Specific Disclosures:
1 Somers and Partners has, within the previous 12 months, provided paid corporate advisory services, arranged, managed or co-managed a public
offering of the company or its affiliates or acted as underwriter to the issuer.
2 Somers and Partners owns 1% or more of this issuer’s securities.
3 The analyst is related to an officer, director or advisory board member of the issuer, but that individual has no influence in the preparation of this
report.
4 The analyst who prepared this report has viewed the operations of this issuer.
5 The analyst who prepared this research report owns this issuer's securities.
6 A member of the Board of Directors of the subject company is also a member of the Board of Directors of Somers and Partners Pty Limited, but
that individual had no influence in the preparation of this report.
7 Somers and Partners has been announced as underwriter of a placement at IPO for the spinout of PAN’s Gum Creek assets
Each research analyst and associate research analyst who authored this document and whose name appears herein certifies that:
(1) the recommendations and opinions expressed in the research report accurately reflect their personal views about any and all of the securities or
issuers discussed herein that are within their coverage universe; and
(2) no part of their compensation was, is or will be, directly or indirectly, related to the provision of specific recommendations or views expressed
herein.
Somers and Partners analysts are compensated competitively based on several criteria. The Analyst compensation pool is comprised of several
revenue sources, including secondary trading commissions, new issue commissions, corporate advisory fees, and directed payments from
institutional clients.
The Somers and Partners research recommendation structure consists of the following ratings:
Buy: A Buy rating reflects 1) bullish conviction on the part of the analyst; and 2) typically a 15% or greater return to target.
Speculative Buy: A Speculative Buy rating reflects a bullish conviction on the part of the analyst accompanied by a substantially higher than normal
risk, including the possibility of a binary outcome.
Hold: A Hold rating reflects 1) a lack of bullish or bearish conviction on the part of the analyst; and 2) typically a return of 0 to 15%.
Reduce: A Reduce rating reflects 1) bearish conviction on the part of the analyst; and 2) typically a 5% or lower return to target.
Tender: Clients are advised to tender their shares to a takeover bid or similar offer.
Investing in financial products involves investment risk. Recipients should understand that statements regarding future returns may not be realised.
Past performance is not a reliable indication of future performance. Any advice contained in this document has been prepared without taking into
account your objectives, financial situation or needs. Before acting on any advice in this document, Somers and Partners recommends that you
consider whether the advice is appropriate for your circumstances. Somers and Partners recommends that you obtain and conside r the relevant
“Product Disclosure Statement” or other disclosure documents before making any decision about a product including whether to acquire or to
continue to hold it.
Somers and Partners Pty Ltd ACN 149 263 543; Australian Financial Services License No: 403684. Level 9, 190 St. Georges Tce, Perth, WA, Australia
6000 Tel + (618) 6141 6300.
© 2016 Somers and Partners. All rights reserved. Reproduction in whole or in part without permission is prohibited.
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