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Acq’n of Mothae Kimberlite Diamond Project, Lesotho
Investment case
Acquisition of Mothae transforms the risk profile of Lucapa making it more
investible. Upon completion Lucapa will have two high quality advanced
diamond assets, in separate locations, and importantly both positioned in the
high value end of the diamond market which remains robust. Lucapa’s good
management of Lulo in Angola, and prior experience in Lesotho, has enabled
successful acquisition of Mothae at a large discount to the historical spend, and
we are confident it should lead to a successful development of Mothae. Lulo
remains the higher value asset, presently generating cash from alluvial mining
and offers massive blue sky potential through kimberlite exploration, while
Mothae provides material growth through staged development. Our valuation
increases to $0.66/sh initially. In time Mothae offers further valuation uplift
potential.

Key points
Lucapa is acquiring a 70% stake in the Mothae Kimberlite Diamond Project from
the Gov’t of Lesotho (GOL) for US$9m following a competitive tender process.
Consideration is payable in cash:
yyUS$0.4m upon execution;
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Company Details

yyUS$4.1m within 60 days;

34 Bagot Rd,
Subiaco WA 6008

yyUS$4.5m in equal instalments over the next 8 months.
Acquisition of Mothae reduces risk in Lucapa, as it is a Kimberlite resource
(not alluvial), diversifying away from the existing sole project risk in Angola.
Meanwhile it reinforces Lucapa’s position as a reliable and experienced producer
of high value diamonds, and gives it an asset where it has absolute management
control.
We have initially upgraded our valuation by US$30m (A$41m) as a result of
the acquisition, now $A$0.66/sh. Further value will be achieved as conditions
precedent are met, as the project develops and as we gain more comfort in the
assets acquired.
As a guide to ultimate valuation possible, Gem Diamonds (GEMD:LN) currently
has an EV of A$260m based on its 70% ownership of the mature high value
Letseng diamond mine in Lesotho which currently produces ~100kctpa. Gem
achieved a peak EV of more than twice the current value during the heydays of
Letseng which still produces the highest value per carat of any kimberlite mine
globally (US$1,900/ct 1H’16).
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Lucapa intends to fund the acquisition of Mothae through existing cash,
proceeds from Lulo distributions, conversion of options and debt/equity finance.
The transaction is subject to grant of an accompanying 10 year mining lease.
Valuation
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Mothae is an advanced kimberlite diamond project having been mined on a trial
basis, with US$36m of historical expenditure. It comprises a Mineral Resource
estimated to contain >1.0mct at a grade of 2.7cpht, within both near surface
weathered rock, and deeper hard rock kimberlite.
It also includes a processing plant, workshops, diesel power, accommodation
camp, water and tailings storage. Mothae is at 3,000m altitude, and is within
5km of the Letseng diamond mine owned by Gem Diamonds, and is 2km from a
bitumen highway.
Lucapa will acquire 70% of MDL, and be awarded a 10 year mining licence with
an option to extend for further 10 years.
Previous owners, Lucara (TSX:LUC) and Paragon (PRG:LN AIM) contemplated
a large scale development of Mothae which did not successfully source funding,
exacerbated by more onerous FX rate than applicable today. The leases
subsequently reverted back to Govt of Lesotho ownership. Lucapa intends to
implement a smaller scale and lower risk development with the imprimatur of
GOL.
Lucapa will invest US$12m in capital expenditure in Phase 1 to upgrade the
processing plant to reliably process 100tph (720ktpa) within 12 months. Lucapa
expects this investment to be repaid within 18 months. Our estimates suggest
this should result in diamond production of >20kct pa, generating gross sales
of US$25m pa (100% basis) from the weathered resource of which 2.4mt is
currently estimated to 55m depth. It is believed potential for more exists.
Meanwhile a Phase 2 development of the larger and deeper hard rock resource
will be studied. A processing scale of 2.0mtpa is currently contemplated.
Lucapa management are experienced in kimberlite mining in Lesotho, with
ceo Stephen Wetherall and coo Nick Selby both previously employed by Gem
Diamonds, owner of Letseng, 5km from Mothae.
Lucapa is intending to convert the 2013 Mothae Diamond Project Mineral
Resource (NI43-101) into a JORC2012 compliant estimate during the March Q’17.
The deposit was originally drilled and sampled by Lucara in 2012, with a mineral
resource compiled by consultants MSA Group, available on SEDAR. Drilling
comprised 43 holes, and trial mining and bulk sampling at 31 sites mined 603kt
of material, which was subsequently processed.
A total of 23,446ct were recovered in the bulk sampling at an average grade of
3.88ctht, including numerous high quality Type IIa stones. A total of 96 stones
weighing >10ct were recovered, with a maximum price of US$41.5k/ct.
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The 2013 MSA Group estimate comprises: 39mt grading 2.7cpht for 1.06mct
contained, with a value of US$1,053/ct, mostly in Inferred category.
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The Phase 1 component of the existing mineral resource represents just 6% of
the total tonnes, but importantly is at a higher grade (10%) and higher value per
carat (13%).

Source: Lucapa Diamond Co.

Source: Lucapa Diamond Co.
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.

Disclaimer
Copyright & Distribution
The material contained in this communication (and all attachments) is prepared
for the exclusive use of clients of Euroz Securities Ltd (ACN 089 314 983)
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The information contained herein is confidential and may be legally privileged.
If you are not the intended recipient no confidentiality is lost nor privilege
waived by your receipt of it. Please delete and destroy all copies, and contact
Euroz on (+618) 9488 1400. You should not use, copy, disclose or distribute this
information without the express written authority of Euroz.

Disclaimer & Disclosure
Euroz and its associates declare that they deal in securities as part of their
securities business and consequently may have a relevant interest in the
securities recommended herein (if any). This may include providing equity
capital market services to their issuing company, hold a position in the securities,
acting as principal or agent, or make a market therein and as such may effect
transactions not consistent with the recommendation (if any) in this report.
Euroz declares that it may have acted as an underwriter, arranger, co-arranger or
advisor in equity capital raisings, and will have received a fee for its services, for
any company mentioned within this report during the last 12 months.
You should not act on any recommendation issued by Euroz without
first consulting your investment advisor in order to ascertain whether the
recommendation (if any) is appropriate, having regard to your investment
objectives, financial situation and particular needs. Nothing in this report shall
be construed as a solicitation to buy or sell a security, or to engage in or refrain
from engaging in any transaction.
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
change without notice. No member of Euroz accepts any liability whatsoever
for any direct, indirect, consequential or other loss arising from any use of this
material.
We cannot guarantee that the integrity of this communication has been
maintained, is free from errors, virus interception or interference.
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