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Diamonds, Angola …. Lulo is Special!
Lucapa is exploring for the source of exceptional diamonds at Lulo, NE Angola.
A 404ct Type IIa diamond, 27th largest ever globally, was recovered at Lulo in
Feb 2016.
Alluvial mining at Lulo is now fully developed and significantly cash generative.
Lulo sales of 17,100ct has generated gross sales of ~US$51m in 2016.
Lulo average price per carat of US$2,986/ct is highest of any diamond mine
globally in 2016.
Lucapa has US$13m in cash (attributable) and negligible debt.
Alluvial mining income is ample to fund exploration for source kimberlite.
Potential for “world class” discovery proximal to alluvial mining is high:
yyLarge diamonds, with jagged edge and irregular shape;
yyFragile Type IIa and compound diamonds;
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yyKimberlite indicator minerals, coarse and abundant;
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Expert opinion is that a source could be within 1.5km radius of Mining Block 8.
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Exploration licence awarded for 5 year term in November 2016 (Lucapa 39%).
Drilling with 2 rigs is underway, a 3rd rig from early 2017.
Lucapa management is loaded with highly experienced diamond mining
professionals, including Chairman, CEO and COO.
Our valuation is $0.56/sh, supported by alluvial production income and nominal
value ascribed to kimberlite exploration.
LOM likely to oscillate within the recent range of $0.35/sh - $0.55/sh, until
exploration success achieved.
Kimberlite exploration success containing high volume and high value diamonds
could reasonably see 2x – 4x value uplift, perhaps higher.
A significant discovery would potentially make
Lucapa a corporate target.
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Lucapa is high risk, pertaining to:
yyAngola;
yyAlluvial mining grade consistency;
yyDiamond quality/size consistency;
yyExploration success uncertain;
yyOwnership below absolute control threshold.
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Investment Summary
Investment in Lucapa Diamond Co Ltd is a bet on the discovery of a high value
diamondiferous kimberlite on the Lulo concession in NE Angola.
Lulo is special. A 404ct diamond recovered in Feb’16 realising US$16m, is the
27th largest diamond ever discovered globally. In our view there is probably
more to be found.
Lulo has produced the highest average value per carat of any diamond mine
in the world in 2016 at US$2,986/ct, compared with the global average of
US$103/ct (Zimnisky).
Lucapa’s kimberlite exploration is fully funded through profitable and fully
developed alluvial diamond mining operations at Lulo.
Lucapa is debt free, holds US$13m in cash (attributable), and is generating
positive net cashflow.
We value Lucapa at $0.56/sh, based on the recently established profitability of
alluvial operations continuing, and a nominal value on the kimberlite exploration
potential.
Lucapa’s diamondiferous kimberlite exploration potential is first rate. Potential
for a discovery may evolve into a “world class” kimberlite diamond deposit
(high volume and high value) is also excellent.
Valuation
SML (LOM sh)

A$m

A$/sh

138

0.36

Kimberlite (LOM sh)

42

0.11

Other Expl’n

13

0.04

LOM Cash

9

0.02

LOM Debt

-1

0.00

LOM WC

0

0.00

Unpaid Capital

12

0.03

214

0.56

Total

Diamonds recovered from alluvial mining indicate the source(s) are proximal,
probably within the concession. This is based on abundant large, irregular
shaped stones with jagged edges, including brittle Type IIa stones, compound
stones and abundant coarse indicator minerals.
The kimberlite exploration targets are already advanced with 100 identified. To
date 13 kimberlite prospects have been tested with 5 proved diamondiferous.
The current exploration focus is on kimberlites proximal to the alluvial
operations. Expert opinion suggests the source(s) may be within 1.5km of the
alluvial mining.
Exploration activity is ramping up. Drilling commenced in July 2016, a 2nd rig
has commenced recently and a 3rd rig is expected early 2017.
Lucapa, as manager of SML, may elect to increase expenditure on exploration
in lieu of repatriating dividends to its shareholders. This is a near term
consideration for the board.
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Source: Lucapa Diamond Co. Ltd

Lucapa has been significantly derisked in 2016:
1.
Lulo partners awarded the kimberlite exploration licence renewal for 5
years in December 2016;
2. Distribution of a maiden special gross dividend of US$16.4m from SML to
its shareholders (LOM 40%) in March 2016;
3. Consistent and profitable alluvial mining operations, with excellent
performance in Sep Q’16 following consistent capital investment.
The alluvial operations have an inferred life of 4 years based on JORC mineral
resource. We expect this will ultimately be several times greater and/or alluvial
operations may be expanded further.
Lucapa is high risk:
yy Angola, as an emerging democracy is a high risk jurisdiction from a political,
regulatory and economic stability perspective;
yy Alluvial mining can be erratic and difficult to predict in terms of volume and
grade of product;
yy Diamond stone size which is also difficult to predict, has a large impact on
value;
yy Diamond pricing and sales results are relatively opaque, with demand linked
to consumer discretionary expenditure on luxury items;
yy Exploration success has no certainty, and Lucapa already has some
expectation for success imputed;
yy Lucapa’s project equity at 40% gives it effective but not absolute control.
A high value diamondiferous kimberlite discovery would make Lucapa a
corporate target. Numerous large companies have expressed interest in
growing their diamond interests, including DeBeers, Rio Tinto, Alrosa and
Lucara. Lucapa has an open share register, leaving it vulnerable to approach.
High value kimberlite diamond mines offer attractive shareholder returns. This
translates into high value uplift upon discovery. We expect Lucapa could enjoy
uplift of 2x-4x when/if it discovers the source for the large alluvial diamonds so
far recovered at Lulo.
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Corporate & Strategic
Lucapa Diamond Co has 324.9m fully paid shares on issue (ASX:LOM), resulting
in a $135m undiluted market capitalisation. In addition it has 46.5m listed
options (ASX:LOMOA) exercisable at $0.20/sh in Sep’17, which should result in
A$9.3m equity injection.
Lucapa’s largest shareholder is Carrington Corporate P/L, including its
associated entities, hold 6.1% undiluted, or 10.4% on a fully diluted basis.
Lucapa is operator, funder and senior partner (40% equity) in the Lulo
incorporated JV. The alluvial mining and kimberlite exploration licences are
granted for a term of 10 years (July 2015) and 5 years (November 2016)
respectively.
Lucapa is adequately funded, holding US$7m cash at parent (Sep’16), and
US$16m cash at the operating subsidiary (SML). A US$16.4m dividend was
distributed by SML in March 2016, realising US$6m (A$8.3m) for Lucapa.
Distribution of funds is now under consideration given profitable alluvial mining
in the Dec H’16. It is probable that an increased allocation to exploration will
occur, in lieu of distributing to shareholders or inter-company loan repayment.
Lucapa has previously flagged a US$8.8m exploration budget over 3 years.
Lucapa stock has traded to a high of $0.56/sh since its upgraded production
result was disclosed in September. While seasonal effects will cause production
to vary, Lulo alluvial production is ostensibly at steady state.
We expect the stock will continue to trade in a $0.35/sh - $0.55/sh band based
on the production metrics now established, and the ongoing exploration effort.
Exceptional diamond recovery or exploration success would see the stock trade
above this range.
Diamond Sector Comparison
Company
Ticker

Alrosa
MXC:ALRS

De Beers
Anglo Amer’n 85%

Endiama

Mountain

Dominion

Petra

Prov.

Diam’d

Diamonds

Firestone

Lucara

Gem

Lucapa

Ang Govt

MPV:TSX

DDC:TSX

PDL:LSE

FDI:LSE

LUC:TSX

GEMD:LSE

ASX:LOM

Diamonds

Gov’t Botsw’a 15%
Location

Russia

Botswana

Angola

Canada

Canada

Sth Africa

Lesotho

Botswana

Lesotho

Angola

Status

Prod’n

Prod’n

Prod’n

Dev

Prod’n

Prod’n

Dev

Prod’n

Prod’n

Prod’n

Share Price (A$/sh)

2.17

6.70

13.52

2.88

0.88

3.14

1.79

0.41

Shares m(dil)

7,365

160

83

529

315

382

138

378

Mkt Cap (A$m)

15,958

1,070

1,122

1,522

277

1,201

248

141

4

-274

309

-623

-40

50

15

8

15,953

1,344

813

2,145

317

1,151

233

136

Gahcho Kué

Ekati

Finsch

Liqhobong

Karowe

Letseng

Lulo

49%

90%

74%

75%

100%

70%

40%

Net Cash
EV

LUC: A$244m dividends since 2014.
Mine
% Interest
Production (kct)
Sales (US$m)
Avg Price per carat

28,000

26,000

8,791

2,181

2,100

1,900

750

400

74

7

3,661

3,300

1317.0

2H 2016

720

162

2H 2016

230

155

20

131

127

150

343

85

575

2,105

2,986

Source: Euroz, company website

While exploration expenditure offers no certainty, success should lead to
material value uplift. Market valuations up to A$500m (perhaps even higher)
could be achieved on a pre-development scenario.
We cite emerging producer Mountain Province (TSX:MPV) which has an equity
value of ~A$1.0b for its 49% stake in Gahcho Kue mine in Canada, in JV with De
Beers.
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Primary kimberlite diamond production can be highly profitable. For example
Lucara Diamond Corp (TSX:LUC) owns the Karowe Mine in Botswana,
producing 400kctpa, built in 2011 at a cost of just US$120m. It generates
an operating cash margin of ~80% on revenue of A$300mpa, suggesting a
payback <1 year. This mine supports a market capitalisation of A$1.2b and
Lucara has returned A$244m in dividends in the last 3 years.
Such high returns for relatively small capital investment justify the risks in
diamond exploration.
Lucapa’s Lulo project could be expected to host large and high quality
diamonds in its primary kimberlite source based on similar recovered in alluvial
production to date. Subject to grade and depth, a high value discovery similar to
Karowe is possible.
Should such discovery occur, Lucapa would become a potential corporate
target, on the basis of evidence so far:
yy Diamond size and quality is exceptional;
yy Relatively robust global market in large diamonds;
yy Angola is under-explored, offers massive potential, and other opportunities
become possible once a beach-head is established;
yy Lucapa has an open share register, with top 20 shareholders representing
just 23% of the total issued capital.
Potential interested parties could include:
yy De Beers: Believes Angola is prospective and is seeking to gain access;
yy Alrosa: Already active in Angola;
yy Lucara: Actively seeking acquisition opportunities to diversify its single-asset
risk;
yy Rio Tinto: Recently stated intention to grow its diamond business.

0

Kimberlite License Approval

Record Sales US$8.3m

Record Recoveries Achieved

Commenced Kimberlite Drilling

0.1

Placement $18/sh
90ct recovered

0.2

Expiry $0.30 Opts

0.3

63ct recovered

0.4

133 ct recovered
122 ct recovered
404 ct recovered

0.5

Mineral Res Estimate

75ct recovered

0.6

Diamond Prod'n ahead of Plan

404 ct sold US$16m
Sales of 1349 ct for US$6.8m

LOM Share Price
0.7

LOM Share Price

Source: Euroz Ltd

Euroz Securities Limited
All information and advice is confidential and for the private information of the person to whom it is provided and is provided without
any responsibility or liability on any account whatsoever on the part of Euroz Securities Limited or any member or employee thereof.
Refer to full disclaimer at the end of this document.

5

RESOURCES

Lucapa Diamond Co. Ltd
(LOM $0.42) Speculative Buy - Initiation of Coverage

Source: Lucapa Diamond Co. Ltd
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Lulo
Background
Lucapa, is operator of and owns 40% of SML (Sociedad Miniera do Lulo),
the incorporated JV vehicle for alluvial mining. Its partners are Endiama 32%
(Empresea Nacional da Diamantes E.P, owned by the Angola Gov’t) and
Rosas & Petalas 28% (vendors). SML holds a 10 year alluvial production licence
covering 1,500km2, approved in November 2014 and gazetted in July 2015.
Lucapa also owns a 39% stake in a 3,000km2 overlapping concession for
kimberlite exploration rights at Lulo. Its partners interests are Endiama (51%)
and Rosas & Petalas (10%). These interests are held in unincorporated JV.

Source: Lucapa Diamond Co. Ltd

Source: Lucapa Diamond Co. Ltd
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The kimberlite exploration rights were extended for a 5 year term in November
2016 and a 3 year extension had been expected. The previous 2 year term had
already expired. The unusually long 5 year term is indicative of a good working
relationship with the Gov’t of Angola.
The Lulo concession is located in Lunda Norte Province in NE Angola,
approximately 630km east of Luanda, the capital city of Angola. Lulo is located
150km from the worlds 4th largest diamond mine, Catoca, owned by Alrosa et
al.
Lucapa first secured an interest in Lulo in 2008, and recovered the first alluvial
diamond from bulk sampling in 2010. An alluvial mining licence was granted in
2014 and mining commenced in early 2015. Lucapa announced a maiden JORC
mineral resource for Lulo in late 2015.
Lucapa’s objective is to discover a high value diamondiferous kimberlite
within the concession. The strategy has been to become self-funding through
profitable alluvial diamond production in order to pursue the kimberlite
exploration without recourse to shareholders.
Lucapa has achieved significant corporate milestones in 2016, derisking the
investment proposition:
yy Alluvial diamond production ramp-up, achieving profitability;
yy Award of kimberlite exploration concession extension;
yy Repatriated a dividend from SML to its shareholders, incl Lucapa.

Source: Lucapa Diamond Co. Ltd
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Alluvial Diamond Production
Lucapa, through SML, has been producing diamonds from alluvial mining at
Lulo since January 2015. Lulo’s historical production details and our forecasts
are shown in the table below.
Lucapa Diamond Co - Euroz Cashflow and Operating Estimates, historical performance
Mar Q’15

Jun Q’15

Sep Q’15

Dec Q’15

Mar Q’16

Jun Q’16

Sep Q’16

Dec Q’16

2016

Project

F’cast

B/E

act

act

act

act

act

act

act

fcast

est

to end 16

pa

Scenario

SML (Alluvial)
Strip Ratio

8.1

Treated

kbcm

Recovered
Grade

4.3

13

17

44

38

37

37

65

48

187

299

210

210

ct

1335

1430

3479

2151

3088

2581

8853

5760

20282

28677

21000

10500

ct/100m3

10.3

8.3

7.9

5.6

8.3

7.0

13.7

12

10.9

9.6

10

5
10500

Sales

ct

2989

2559

3778

1931

2670

7837

4676

17114

26440

21000

Sales

US$m

2.9

0.7

5.8

23.1

3.0

10.3

14.6

51.1

60.5

52

16

Price Rec’d

US$/ct

976

280

1538

11983

1132

1319

3122

2986

2290

2500

1500

Sales

A$m

Price

A$/ct

FX

A$1=US$

Inventory

ct

SML Cash

US$m

3.7

1.0

8.1

32.5

4.1

13.6

19.5

1227

400

2141

16831

1546

1741

4163

0.795

0.702

0.718

0.712

0.731

0.758

0.75

1779

1219

2286

2237

2.0

6.7

16

0.73

Net Revenue

US$m

3

1

5

21

3

9

13

46

54

47

14

Opex

US$m

3

3

3

3

3

4

4

14

23

16

15

Surplus/Deficit

US$m

-0.4

-2.4

2.2

17.8

-0.3

5.4

9.2

32

32

32

0

Opex/bcm

US$/bcm

173

68

78

81

82

60

81

74

76

74

70

Net Revenue/bcm

US$/bcm

152

15

136

560

74

144

274

246

182

225

68

An improving trend is evident with gravel mining/processing rates of ~13kbcm/
mth consistently for the 12 months to June 2016. A capital upgrade resulted in a
significant lift in Sep Q’16 with 22kbcm/mth achieved.
Diamond production will total ~ 28,000ct life of mine to end December 2016,
with about 50% of this recovered in the Dec H’16. The improvement is as a
result of an increase in gravel volume mined & processed, and recovered grade.
Diamond sales of circa 26.4kct to end Dec’16 have yielded US$61m gross since
start-up. Sales in 2016 of 17.1kct have yielded US$51m gross, resulting in an
astonishing average price per carat of US$2,986/ct.
Lulo Avg US$ Price Per Carat - Life of Mine

Source: Lucapa Diamond Co. Ltd
Euroz Securities Limited
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Sales of Lulo’s diamonds in 2016 have achieved the highest average price per
carat of any diamond mine in the world. The global average value per carat is
US$103/ct.
Lulo is remarkable for the size and quality of its diamonds, both of which reflect
in sales price achieved.
Lulo has a high proportion of special size diamonds (ie >10.8ct) at ~30% of
total carat weight recovered, with an average size of ~27ct. These diamonds
represent ~90% of the sales value.
Lulo produces a high proportion of the top tier Type IIa diamonds, and also
fancy coloured pink and yellow stones. Type IIa diamonds are very clear, low
luminescing, low in Nitrogen.
The largest diamond ever recovered in Angola came from Lulo, a 404.2ct
stone in Feb’16, which sold for US$16m. This was a Type IIa D-colour gem. This
resulted in a special dividend being declared by SML, with A$8.3m received by
Lucapa in March Q’16.

Source: Lucapa Diamond Co. Ltd

Lucapa, on behalf of the partners has invested ~US$40m in developing the Lulo
alluvial operations. This includes earthmoving equipment, a camp and a 150tph
processing plant.
A capital upgrade at cost US$7m including new earthmoving equipment and a
new wet front end (WFE) to the plant was commissioned in Sep Q, achieving
greater throughput efficiency, evident in the Sep Q production results. The new
WFE has improved both volume processed and recovered grade by efficiently
disaggregating the diamondiferous gravel matrix.
A new XRT large diamond recovery circuit and deep boiling facility was
commissioned in November 2016, allowing processing of oversize gravels. This
will allow recovery of diamonds up to 1,100ct weight through a 55mm screen
(previous theoretical capacity 295ct through a 32mm screen), and also more
effectively recover the low-luminescing high quality Type IIa diamonds. The
deep boiling facility will improve cleaning and hence price received.
Oversize gravel has been stockpiled at Lulo since recovery of the 404ct
diamond in February, as the plant was theoretically not capable of recovering
such large stones. The 20,000bcm stockpile of oversize gravel will be batch
treated during the wet season. It is likely this size fraction contains some large
diamonds.

Euroz Securities Limited
All information and advice is confidential and for the private information of the person to whom it is provided and is provided without
any responsibility or liability on any account whatsoever on the part of Euroz Securities Limited or any member or employee thereof.
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Our forecasts assume the following parameters:
yy 20k bcm/mth ROM gravel processed during dry season (April to October);
yy 14k bcm/mth ROM gravel processed during wet season (November to
March);
yy 10ct/100m3 – recovered grade (2016 avg 10.6ct/100m3).
yy US$2,500/ct – sales price achieved (2016 avg US$2,986/ct).
yy US$1.3m/mth operating costs, or US$75/bcm processed.
This results in forecast recovery of 21,000ct pa diamonds, yielding US$52m pa
in gross sales and a cash surplus of US$32m pa.

Source: Lucapa Diamond Co. Ltd

The recent installation of the new XRT recovery circuit and the processing of
the oversize gravel stockpile, should enable recovery of more large and high
quality diamonds than has so far been the case, all other things being equal.
Prediction of in-situ grade and quality of diamonds to be mined in the future is
inherently inaccurate and high risk in alluvial mining.
A mineral resource estimate of 550kbcm in-situ grading 9.3ct/100m3,
containing 51kct JORC Inferred was made in Dec’15. When factored for mining
dilution and swell, the volume of gravel is adequate for a 4year life at current
throughput rate.
Lulo JORC Mineral Resources (Dec’15)
Category

Insitu Vol

Size

bcm

cts/stn

Sector

Carats

Insitu Grade

Modelled

(cphm3)

Value (US$)

Inferred

5

10,400

0.95

1,100

10.6

$781

“

4

17,699

1.04

1,800

9.1

$781

“

5N

51,200

1.13

3,400

6.6

$781

“

4MB08

120,001

1.48

9,700

8.2

$931

“

46

132,700

0.97

23,400

17.6

$781

“

1

218,200

0.82

11,700

5.4

$781

Total

550,200

1.02

51,100

9.3

$806

Source: Lucapa Diamond Co. Ltd

Reconciliation analysis between the predicted and actual volumes and grades
prior to the capital upgrade is understood to have been close. A significant lift
in recovered grade is noted since installation of the WFE, resulting in a positive
bias in actual production.
The mineral resource estimate also predicted an average value per carat of
US$931/ct. The high proportion of Type IIa special size diamonds which were
unable to be modelled in the mineral resource estimate, have enhanced the
actual average value per carat by a factor of ~3x.
Euroz Securities Limited
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Mining is currently active on Mining Block 6 & Mining Block 8, believed to be the
highest grade accumulations.

Source: Lucapa Diamond Co. Ltd

Lucapa estimates that approximately 15% of the Cacuillo River within the Lulo
concession has been assessed for diamondiferous gravels so far. The Cacuillo
River extends in a NW-SE direction on the western side of the Lulo concession
area. The Lulo River transects the eastern side of the concession area and has
not yet been assessed.
Prospectivity for diamondiferous gravel accumulation on both rivers is indicated
by presence of artisanal alluvial mining.
We expect Lucapa’s alluvial mining will extend well beyond the life of the
current resource inventory. However the estimation of available gravel
accumulations to JORC standards is inherently difficult, time consuming and
expensive. Consequently Lucapa’s reported alluvial gravel inventory may not
keep pace with the rate of depletion.

Euroz Securities Limited
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Kimberlite Exploration
Lucapa’s primary objective is to locate the kimberlite source(s) of the
exceptional alluvial diamonds being mined at Lulo.
A new kimberlite exploration licence was awarded to the partners in November
2016, for a 5 year term (previously 2 years) and covers 3,000km2 directly
overlapping the 1,500km2 alluvial mining concession. The long term of the
exploration licence suggests Lucapa has a good working relationship with the
Angolan Gov’t.
A work program with an US$8.8m budget over 3 years had previously been
submitted to the Angolan Gov’t. This may now be reviewed in light of the
longer term of the licence.
We believe Lucapa has a high probability of discovering source kimberlite
diamonds at Lulo. Very little transport is evident in the abundant alluvial
diamonds with the following characteristics:
yy Large diamonds;
yy Irregular shaped and jagged edge diamonds;
yy Compound stones, with inherently weak bonding still intact;
yy Type IIa diamonds, large despite being inherently brittle;
yy Kimberlite indicator minerals coarse & abundant – incl garnet, ilmenite;
yy Bi-modal size population - multiple sources may be present.
When/if discovered the source kimberlite will be exceptionally high value given:
yy Large diamond size recovered in alluvials;
yy High quality Type IIa and fancy coloured gems;
yy Resulting in high average value per carat.
Exploration has so far identified 300 kimberlite targets in two provinces
within the Lulo concession, of which 100 have been classified as proven or
probable kimberlites. Thirteen of these have been tested, with five confirmed as
diamondiferous.

Source: Lucapa Diamond Co. Ltd
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Lucapa has been drilling at Lulo since July 2016. A 2nd drill was expected to
commence in the current quarter. A 3rd high capacity, track mounted multipurpose drill rig, imported from Korea, is expected to arrive in December.
Lucapa will have the capacity to test 3 kimberlite targets, including new alluvial
targets, at any given time from early 2017.
The L259 target, not yet proven to be diamondiferous, is the current priority
because of its proximity to alluvial operations. Geophysical gravity and
electromagnetic surveys have defined a 78-108ha expression of a probable
kimberlite pipe, or crater. The nearby Catoca diamond mine, 4th largest
globally, recovers 6.5mctpa from a 75ha kimberlite.
L259 is located adjacent to alluvial Mining Block 8, and proximal to Mining Block
6, both of which have been the source of the large diamonds recovered to date.
Experienced consultant diamond geologist Dr John Ward considers that Mining
Block 8 is “….highly likely to be within 1.5km from the primary source.”
Sampling commenced in April 2016 at L259. Re-sedimented volcaniclastic
kimberlite (RVK) has been intersected, but as yet the prospective pyroclastic
kimberlite (PK) rock type has been elusive.
Kimberlite targets proximal to L259 scheduled to be drilled include L13, L14, L15,
L16, L18, L248 and L217.
Further afield, drilling targets include:
1.

diamondiferous kimberlites L46, some 8km south of the current alluvial
operations;

2.

diamondiferous kimberlites L165, further south, and proximal L170 and L171
target.

Source: Lucapa Diamond Co. Ltd

Helicopter-borne EM geophysics is scheduled to be flown over the Cacuillo River
valley imminently. This will assist in identifying non-magnetic kimberlite targets,
and enhance definition of already known kimberlite targets.
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Other Projects
Brooking (Western Australia):
Lucapa is acquiring 80% of the Brooking Diamond Project, West Kimberley
lamproite province, WA, from Leopold Diamond Co Pty Ltd. Consideration
is A$140k in cash and issue of 250,000 Lucapa shares and 500,000 Lucapa
options (2 year term, ex $0.53/sh). The shares and options are escrowed for 12
months.
Brooking comprises 2 EL’s covering 128km2. It lies 40km SE of the Ellendale
diamond field. It is prospective for Ellendale style lamproite pipes. Ellendale E9
& E4 pipes produced 50% of the worlds fancy yellow diamonds when it was in
production.
Lucapa has undertaken fieldwork as part of its due diligence, including
stream sediment sampling and MMI geochemistry. The results confirmed the
prospectivity of the area.
Lucapa’s stream sampling recovered 1 macro diamond, 4 micro diamonds and
392 chromite indicator minerals from 3 sample locations.
Exploration will now involve ground EM over 11 priority areas to define future
drilling targets. The EM will be done immediately and drilling following the wet
season.
Lucapa has subsequently applied for an additional contiguous exploration
licence covering 23km2. The Brooking project now comprises 150km2.

Source: Lucapa Diamond Co. Ltd

Euroz Securities Limited
All information and advice is confidential and for the private information of the person to whom it is provided and is provided without
any responsibility or liability on any account whatsoever on the part of Euroz Securities Limited or any member or employee thereof.
Refer to full disclaimer at the end of this document.

15

RESOURCES

Lucapa Diamond Co. Ltd
(LOM $0.42) Speculative Buy - Initiation of Coverage
Orapa (Botswana)
Lucapa holds a 75% interest in Orapa Area F kimberlite reconnaisance licence
for a term of 3 years (to Sep’2018). It covers an area of 16.2km2, located ~40km
east of the Orapa diamond mine and within ~4km of the BK02 kimberlite pipe. It
contains two known kimberlites and a larger magnetic anomaly.
BK02 is being bulk sampled by TSX-listed Lucara Diamond Corp (TSX:LUC).
Results and interpretation from recent ground magnetic, EM and gravity
geophysical surveys and MMI geochemical soil sampling are awaited.
Lucapa is considering acquisition of the remaining 25% of the licences from its
partners.

Source: Lucapa Diamond Co. Ltd
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Board and Management
Miles Kennedy (Non-Executive Chairman):
Mr Kennedy has been a director of various ASX listed companies for 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. He lives in Perth, WA.
Stephen Wetherall (CEO/Managing Director):
Mr Wetherall is a qualified chartered accountant with more than 20 years’
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. He resides in Perth, Western
Australia.
Gordon Gilchrist (Non-Executive Director):
Mr Gilchrist was 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 producting
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. He resides in Perth, WA.
Albert Thamm (Non-Executive Director):
Mr 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). He
resides in Perth, WA.
Nick Selby (Chief Operating Officer):
Mr Selby is an extractive metallurgist with 35 years’ experience. 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.
Mark Drummond (Investor Relations):
Mr Drummond has a 20 year background in business journalism in Western
Australia during which time he served as WA Bureau Chief of the Australian
Financial Review and Chief Reporter with The West Australian.
Mark Clements (Company Secretary):
Mr Clements gained a Bachelor of Commerce degree from the University of
Western Australia. He is a Fellow of the Institute of Chartered Accountants and
a member of both the Australian Institute Company Directors and the Institute
of Chartered Secretaries in Australia. Mr Clements currently holds the position
of Company Secretary of a number of publically listed companies and has
experience in corporate finance, accounting and administration, capital raising
and ASX Compliance and regulatory requirements.
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Director Shareholdings
Director Shareholdings

Shares

Options

Perf Rts

M Kennedy

1,627,084

1,500,000

250,000

S Wetherall

565,000

1,750,000

500,000

G Gilchrist

624,041

750,000

125,000

A Thamm

136,970

750,000

187,500

Top 20 Shareholders
as at 24th November 2016
Shareholder

1

Shares (m)

(%)

Carrington Corp Pl

13.75

4.23

2

J P Morgan Nom Aust Ltd

6.88

2.12

3

Citicorp Nom Pl

5.98

1.84

4

Hsbc Custody Nom Aust Ltd

5.81

1.79

5

Slade Technologies Pl

4.07

1.25

6

Gregorach Pl

3.85

1.19

7

Lawrence Christopher P

3.70

1.14

8

One Dog One Bone Pl

3.40

1.05

9

Jitarning Nom Pl

3.40

1.05

10

Braun Peter Karl

3.00

0.92

11

Adams Peter Daniel

2.78

0.85

12

Gregorach Pl

2.71

0.83

13

Coxon Anna

2.50

0.77

14

Pullington Inv Pl

2.48

0.76

15

Holdrey Pl

2.25

0.69

16

Baynes Ross Spence

1.81

0.56

17

Scott-Hayward Kerry V

1.70

0.52

18

Avanteos Inv Ltd

1.63

0.5

19

Roxtel Pl

1.52

0.47

20

Wgp Inv Pl
Total

1.50

0.46

74.71

22.99
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Diamonds in Angola
Angola’s economy is dominated by petroleum production which accounts for
45% of GDP. Diamonds are the 2nd most significant mineral contributor to GDP
at 5%.
Angola exports approximately 9m carat of diamonds per year, valued at
US$1.5b, ranking it as the 5th largest diamond producing nation by value (4th by
volume).

Source: www.geology.com

Source: Lucapa Diamond Co. Ltd

Catoca, is the largest diamond mine in Angola, and 4th largest globally,
producing 75% of Angola’s total diamond output. It is owned by Endiama
(32.8%), Alrosa, Russia (32.8%), Odebrecht, Brazil (16.4%), and LLV China (18%).
It is located 150km NE of Lucapa’s Lulo project.
A new Mining Code was enacted in September 2011, designed to attract
foreign investment. Key features are that the Government no longer request
majority equity in mining projects, but must retain a minimum 10% free-carried
interest. Corporate tax applicable was reduced from 35% to 25%. The Code
distinguishes between strategic minerals and ordinary minerals. Diamond, gold,
and radioactive minerals are designated as strategic minerals.
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Diamond exploration in Angola is relatively immature as a result of the long
running civil war which ended in 2002. It is estimated that less than 40% of
Angola’s prospective area has been explored for diamonds.
Angola is a participant of the Kimberley Process Certification Scheme. The
KPCS warrants that the diamonds are from a legitimate source and not involved
in funding conflict. Angola chaired the KPCS in 2015, recognising its efforts to
control diamond production security. Artisanal mining in the rich Lunda Norte
province close to the DRC border remains problematic.
The diamond industry is run through the state company Endiama (Empresa
Nacional de Diamantes EP), under the supervision of the Ministry of Geology
and Mines. Endiama is responsible for negotiating concessions and owns a
stake in each of the joint ventures that operate Angola’s diamond mines.
Sales of all diamonds from Angola is through SODIAM (Angolan Govt diamond
marketing authority, subsidiary of Endiama) which conducts sales in country,
and charges a 5% marketing fee.
Fiscal arrangements in Angola relevant to Lucapa are:
yy Corporate Tax 25%;
yy Royalty 5% on gross sales;
yy Endiama’s interest (Angola Gov’t) to be free-carried.
yy Surplus cashflow distributed initially as loan repayment to recover
development costs (50% maximum) and as dividend (50%) to equity.
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Source: Lucapa Diamond Co. Ltd

Diamond Market

Source: www.paulzimnisky.com

Global diamond production is approximately 136m carats with an estimated
value of US$14b (Zimnisky, Feb 2016), resulting in an average price per carat of
US$103/ct.
Zimnisky has tabulated 54 of the worlds most significant diamond mines (see
below).
The world’s 10 largest mines by value represent 61% of global total, and the
54 mines account for 85% of global production, with the balance coming from
informal artisanal miners primarily in Africa.
Diamond prices have seen a modest decline since 2011 consistent with most
commodity prices. This is attributed to the well documented global deflationary
pressures, Chinese economic slowdown, geopolitical tensions, low oil prices and
US$ strength.
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Source: www.paulzimnisky.com

Alrosa, the worlds largest diamond producer was understood to have reduced
inventory during 2014 and 2015. Alrosa produces ~38m ct/yr, or 28% of global
diamond output by volume. Inventory overhang is a perennial feature of the
rough diamond market.
Five new diamond mining projects under development are expected to add
~6.5% to global rough diamond supply over the next 2 years. These are:
yy Gahcho Kué, Canada, owned by De Beers (51%) and Mountain Province
(49%, TSX:MPV), 4.5mct/yr;
yy Renard, Canada, owned by Stornoway Diamonds (100%, TSX:SWY), 1.0mct/
yr;
yy Liqhobong, Lesotho, Firestone Diamonds (75%), Gov’t Lesotho (25%);
1.7mct/yr;
yy Bunder, India, Rio Tinto (100%), 0.7mct/yr;
yy Verkhne-Munskoe, Russia, Alrosa (100%), 1.1mct/yr.
Rough diamond prices in 2016 are understood to have been relatively stable
despite a perceived oversupply, and the prospect of new supply looming.
The high value investment segment of the rough diamond market is understood
to have been strong in 2016. High net worth Investors are evidently seeking
these stones as a hedge against inflation. This is the segment to which Lucapa
is most exposed.
Synthetic diamond supply is not of a relevant scale in the gem quality market
at 1mct/yr (~1%), as technology and economics do not allow it to compete with
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high quality natural diamonds. However synthetic diamonds already dominate
the industrial quality market with ~99% market share.
Global Diamond Mines, Production and Sales (Zimnisky 2016).
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Source: www.paulzimnisky.com
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(“Euroz”) only. Euroz is the holder of an Australian Financial Services Licence
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Euroz believes that the information and advice contained herein is correct at
the time of compilation, however we make no representation or warranty that
it is accurate, complete, reliable or up to date, nor do we accept any obligation
to correct or update the opinions in it. The opinions expressed are subject to
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maintained, is free from errors, virus interception or interference.
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