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C OMPANY O VERVIEW
Lucapa Diamond Company is a high‐value
diamond mining company with its
primary diamond project located in the
Lunda Norte diamond district in Angola.

Lucapa Diamond Company is a high‐value diamond mining company with its primary
diamond project located in the Lunda Norte diamond district in Angola. The company’s
cash generative alluvial operations are located just 150km away from the fourth largest
diamond mine in the world, the Alrosa‐operated Catoca Diamond Mine. Management has
clearly outlined a path to create shareholder value through reinvesting the returns
generated from the recovery of high value alluvial diamonds to fund its highly prospective
kimberlite exploration programme which has the potential to confirm the first globally
significant diamond discovery in over 25 years. The company’s partners in the Lulo
project are Endiama, Angola’s national diamond company and local private group, Rosas
& Petalas.

Lucapa has recovered 114 special stones
including 70 large specials close to the
key kimberlite target L259.

Since commencing alluvial exploration and mining activities at Lulo in January 2015,
Lucapa has sold a total of 12,125cts, recovered 114 special stones and generated gross
proceeds of $38.2m at an average value of $3,147/ct. The company announced its
maiden JORC compliant inferred resource statement in December 2015 that is sufficient
to support production at current rates for a further four years. We believe this will be
significantly expanded as the company is successfully producing diamonds from areas not
covered by the resource statement.
In addition, the company recently announced that it would be undertaking a kimberlite
drilling programme following positive electromagnetic and gravity surveys, combined
with geological pitting and proximal production at the high‐priority L259 kimberlite. L259
is located directly below the mining areas of Block 8 and adjacent to Block 6 at Lulo which
have produced more than 70 large special diamonds since mining commenced in this
area in August 2015, including the 404ct Type IIa D‐Colour diamond which recently sold
for $16m.

Lulo hosts 296 kimberlite targets of which
97 are classed as probable and five
confirmed as diamond‐bearing.

The Lulo project area hosts 296 kimberlite targets in two separate provinces, of which 97
have already been classified as proven and probable kimberlites and five confirmed as
diamond‐bearing pipes.

Location Lucapa Diamond Co and Lulo Project

Source Lucapa Diamond Co
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I NVESTMENT C ASE
Lucapa has an exceptionally high‐value diamond mining project located in the Lunda
Norte diamond district in Angola. The company’s cash generative alluvial operations are
located just 150km away from the fourth largest diamond mine in the world, the Alrosa‐
operated Catoca Diamond Mine. Management has clearly outlined a path to create
shareholder value through utilising the revenues generated from the recovery of alluvial
diamonds to fund its highly prospective kimberlite exploration. We believe Lucapa offers
investors a different, yet significantly lower investment risk, approach to discovering
potentially world class diamond deposits.
404.2ct Lulo diamond is the biggest to
ever be found in Angola on record

 Recovery of a $16m, 404.2ct type IIa D‐colour diamond defines the opportunity –

Block 8 has now produced in excess of 60
large special diamonds since production
commenced in August 2015.

 Blocks 6 and 8 at Lulo confirmed as a key production areas – The 404.2ct diamond was

Lucapa Diamond Co announced the recovery of an exceptional top quality 404.2ct, Type
IIa D‐Colour diamond on 15 February 2016. Sold just two weeks later for $16m or an
average of $39,580/ct the diamond represented a new record both in size and valuation
for any diamond recovered from Lulo to date. The Lulo diamond was also confirmed as
the largest diamond to be recovered in Angola on record, succeeding the 217.4ct
“Angolan Star” recovered from the Luarica mine in 2007 and is the 27th largest diamond
in the world.
recovered from Mining Block 8 at Lulo. Block 8 has now produced in excess of 60 large
special diamonds since production commenced in August 2015. Since commencing full
scale alluvial mining activities in January 2015, Lucapa has recovered 114 special stones
from these two areas. Our base case estimates assume blocks 6 and 8 will be the main
production centres through to 2019. We anticipate a production rate of 20,000bcm per
month, an average grade of 7.67 carats per hundred bulk cubic metres (cphbcm),
producing around 18.5kcts/pa at a conservative average valuation of $1,480/ct.

Location of operations and notable recoveries

Source Lucapa Diamond Co
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During trial mining, E46 produced ten
special diamonds including a 68.1ct Type
IIa D‐Colour white diamond.

 Trial mining at E46, 10km from current production areas implies additional production

However, kimberlite exploration success
remains the ultimate prize with a drilling
programme set to be initiated at L259.

 Kimberlite exploration remains the primary driver for management – After prospecting

zone – As a result of the Angolan wet season restricting production at Blocks 6 and 8,
management undertook trial mining of gravels at the highly prospective E46 area. The
area, located in the middle of Lucapa’s Lulo mining licence is approximately 10km from
Blocks 6 and 8 and produced ten special diamonds (individual stones weighing more than
10.8cts), including a 68.1 Type IIa D‐colour white diamond. Other large stones recovered
from E46 include a mixture of gem and boart diamonds weighing 59.1cts, 33.1cts,
30.5cts, 25.3cts, 14.8cts, 13.8cts, 12.9cts, 12.3cts and 11.5cts. The company’s
independent resource statement estimates an inferred resource of 132kt containing
approximately 23kcts at an average valuation of $781/ct. Further resource expansion
drilling is planned for Q2 FY2016.
around the Lulo concession since 2008 with reasonable success, the new management
team refocused resources towards production at the end of 2014. It was only after the
company started to recover exceptional diamonds and starting regular production sales
did the company recommence kimberlite exploration activities in earnest. As such,
Lucapa commenced a ground‐based electromagnetic survey last year to further
understand the high‐priority L259 kimberlite at Lulo as well as other targets L13, E217
and E251. L259 is located directly below the mining areas of Block 8 at Lulo and adjacent
to Block 6 that has already produced more than 70 large special diamonds since mining
commenced in this area in August 2015. The company has engaged the world renowned
Dr John Ward to assist the kimberlite exploration team, who believes that “the
excavation locality is less than 1.5km from the primary source, probably closer to 0.5km”.

L259 survey area and extensions eastwards

Source Lucapa Diamond Co

Lucapa confirmed that the ground based
electromagnetic (EM) survey results
modelled a 78‐108ha body, consistent
with a weathered near‐surface kimberlite

On 16 March, Lucapa confirmed the ground based electromagnetic (EM) survey results
had modelled a 78‐108ha body, consistent with a weathered near‐surface kimberlite that
correlates well with the gravity survey results. When added to the geological pitting
programme that recovered kimberlite material and proximity to Block 8 production, the
early signs are promising and management confirmed a kimberlite drilling and
exploration programme will commence as soon as possible.
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The Lulo project has now recovered
12,125cts and generated gross proceeds
of $38.2m, at an overall average value of
$3,147/ct.

 Strong sales confirm production quality – Sales revenues in the quarter to 31 March

The Company maintains an ongoing
dialogue with its partners regarding the
potential for additional ownerships
stakes in both the alluvial and kimberlite
operations

 Increased ownership stakes in both alluvial and kimberlite licenses provide potential

A key positive for investors will be the
incorporation of a new fully incorporated
Alluvial Diamond Mining Co, registered in
Angola superseding the current Lulo
structure.

 New Alluvial Diamond Company to be established – A key positive for investors will be

Unlike almost any other kimberlite
exploration company, Lucapa is no longer
reliant on shareholders for the primary
source of capital into the business.

 Thus a self‐funding model – Unlike almost any other kimberlite exploration company,

Flexing our assumptions, we can foresee
a value of A$130m for the Lulo alluvial
project or A$0.47c/share plus an
additional A$0.12c due for investment to
date.

 Conservative valuation with considerable upside – In ascribing a value to Lucapa we took

2016, with production sourced from ongoing alluvial diamond mining activities at the
company’s highly prospective Lulo Diamond project in Angola, saw 1,349cts of higher
quality goods generating gross proceeds of $6.8m (100% basis) at an average price of
over $5k/ct. Gross revenues during the quarter from the sale of 1,931 carats were
$23.7m, including the exceptional 404ct diamond which sold for gross proceeds of $16m
(net $5.9m to LOM, through a special dividend distribution). Average prices received
remain robust with an exceptional selling price $5,075/ct in the last sale further
underscoring the potential at the project that has now recovered 12,125cts and
generated gross proceeds of $38.2m at an overall average value of $3,147/ct.
valuation upside – The Company maintains an ongoing dialogue with its partners
regarding the potential for additional ownerships stakes in both the alluvial and
kimberlite operations. We believe discussions with Rosas and Petalas, the company’s
joint venture partner, may enable Lucapa to increase their alluvial stake from the current
40% to a stake in excess of 50% in due course. The Angolan government has also
publically supported the idea of taking lower stakes in kimberlite projects to promote
international investment. However we do not assume either of these scenarios in our
current modelling assumptions.
the incorporation of a new fully incorporated Alluvial Diamond Mining Co, registered in
Angola superseding the current Lulo structure. Lucapa will remain the operator, and will
remain responsible for appointing the mine MD, Finance Manager and other senior
operational roles. Once established, capital expenditure made on the Lulo project to date
($39m) can start to be reimbursed with the first 50% of free cash flow (cash generated
from operations minus anticipated near term capital expenditure costs) set aside for
distribution as a loan repayment. The remaining balance will flow as dividends pro‐rated
to ownership, although we do not currently ascribe any value for this in our valuation
assumptions. Management’s intention is to then use the returns to fund the kimberlite
exploration program.
Lucapa is no longer reliant on shareholders for the primary source of capital into the
business. Revenues in 2015 were A$12.8m and with A$32.5m generated in Q1 FY2016,
management anticipates that all near term exploration needs can be satisfied by ongoing
returns from alluvial mining activities. In addition, it should be noted that the company
and its partners enjoyed a substantial dividend payment following the sale of the
exceptional 404.2ct diamond sold for $16m, with Lucapa receiving $5.9m.
a very conservative approach to both future production and price, coupled with the
dilution of options and the deferment of capital repayments due from expenditure made
to date to arrive at our A$0.39/share target price. However, flexing our assumptions, if
we assume management’s base production profile, an average resource grade in line with
the resource statement and an average production value of $2,000/ct, we estimate a
value of A$130m for the Lulo alluvial project or A$0.47c/share, alongside the A$39m or
A$0.12c/share of investment into Lulo due to be repaid.

CATALYSTS
 Further large stone recoveries from Blocks 6, 8 and E46
 Additional JORC compliant data confirming the viability of long term alluvial mining activities
 Successful kimberlite drilling programme at L259 in additional to the other identified kimberlite targets
 Successful incorporation of an Alluvial Mining Company and Extension of kimberlite licences
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I NVESTOR C ONCERNS
The risks to our forecasts are listed below; we have identified the key areas
shareholders should be aware of.
As in all mining companies, production
risks remain pertinent

 Production risk – The risk of the company missing guidance given to the market is a
concern for all investors; we have attempted to provide our own conservative estimated
production profile based upon the guidance disseminated by the company. There are
considerable risks in ramping up production at new or refurbished facilities and we do
not assume 100% success at all projects, thus allowing some leeway with future
production numbers especially as production at Lulo is also subject to disruption posed
from heavy rains and the seasonal nature of production in the region. It should be noted
that our production forecasts are in line with those already achieved in Q3 FY2015.
We remain mindful that longer term assumptions can, and probably will, change as the
company continues to evaluate their projects to provide the market with a confirmed
decision and planning proposal for production increases.

As does the diamond market

 Diamond market – The diamond market in itself is the biggest risk that the business will
face and we have highlighted the areas of concern:
‐

Weak rough prices due to excess supply

‐

Weak rough prices due to diminishing macro environment impacting retail sales

‐

Significant new discoveries of resource

Helping to offset this particular area of concern is the high‐value nature of Lucapa’s
production. This is an area of the market that remains resilient to wider demand
fluctuations and remains our preferred segment for exposure.
The impact of currency movements can
have a significant impact on the
valuations attributable to potential and
existing production

 Changes in Foreign exchange rates – The impact of currency movements can have a

Kimberlite renewal will ensure further
drilling programmes

 Kimberlite licence renewal – The Company’s current kimberlite exploration licence is due

Although the inability to increase
ownership stakes above current levels
may put off some investors

 Inability to increase ownership stakes above current levels – Current ownership stakes

As may the region of operation

 Angola – As a region, Angola is an unknown quantity despite the considerable mineral

significant impact on the valuations attributable to potential and existing production. The
Company’s exposure to the Angolan Kwanza for operational costs will be affected by the
strength in the US Dollar as diamond sales are typically made in the US Dollars. We also
anticipate volatility to come from strength and weakness in the Australian Dollar as this is
currently the reporting currency of the company.
for renewal on 29 May and we are not aware of any reason for the government not to
renew Lucapa’s application. We believe a successful application would be a positive sign
prior to a potential mining licence application should the kimberlite exploration
programme be a success. We believe that, given Lucapa was successful in applying for a
35 year mining licence in 2014, from which the government just received their first
dividend, the risk of not being awarded an extension to the existing licence is small.
would generally be seen as below the typical level investors would prefer despite Lucapa
retaining operatorship status. Discussions to increase the company’s stakes continue;
however, the recovery of the exceptional 404ct diamond plus other exceptional
diamonds is likely to result in a higher cost of acquisition than previously discussed.
wealth onshore and offshore. We have provided an overview of the country’s potential
and position later in this publication.
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P ROJECT O VERVIEW
The Lulo Diamond Project is contained within a 3,000km² tenement area in Angola's
Lunda Norte diamond heartland, which ranges from Namibe province on the Atlantic
coast in the southwest to the border of the Democratic Republic of Congo in the
northeast.
Lucapa Diamond Co has been conducting
alluvial and kimberlite exploration
activities at Lulo since 2008 and
commenced alluvial mining activities in
January 2015.

Lucapa Diamond Co, in conjunction with its government and local partners, has been
conducting alluvial and kimberlite exploration activities at Lulo since 2008 and
commenced alluvial diamond mining in January 2015. Through the exploration work and
production undertaken to date we now know the Lulo concession hosts vast alluvial
diamond fields, producing diamonds of exceptional quality and premium value as well as
two extensive kimberlite provinces.
404 carat Type IIa diamond from Mining Block 8

Source Lucapa Diamond Co

ALLUVIAL:
Mining Blocks 8 and 6, which have
produced in excess of 100 special
diamonds, including four 100+ carat
diamonds and the 404ct type IIa D‐colour
diamond

Lucapa retains the rights to mine alluvial diamonds at Lulo until 2024, but with regulatory
extensions, up to 2049 following the award of a mining licence in November 2014.
Currently alluvial mining is focussed on Mining Blocks 8 and 6, which have produced in
excess of 100 special diamonds, including four 100+ carat diamonds and the 404ct type
IIa D‐colour diamond, the largest ever recovered in Angola. The diamonds recovered from
Lulo are typically large, good quality and typically command values in excess of $1,500/ct.
In the period to 31 March 2016, Lulo had produced 12,125cts of alluvial diamond and
generated gross revenues of $38.2m at an average value of $3,147/ct. Mining Blocks 8
and 6, which have both produced large special diamonds, remain the focus of alluvial
diamond mining operations at Lulo.

JORC inferred Diamond Resource
supports diamond mining for 4 years but
excludes block 6, which is currently in
production alongside block 8.

In December, Lucapa published a maiden JORC inferred Diamond Resource,
independently validated by ZStar Mineral Resource Consultants. The resource statement
confirmed the extent and quality of the alluvial diamond deposits at Lulo with a maiden
resource estimate sufficient to support diamond mining for approximately 4 years at an
average production rate of 20,000 bulk cubic metres per month. The resource statement
confirms the potential of mining block 8 and E46, but excludes mining block 6, which is
currently producing alongside the adjacent mining block 8.
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Overall the resource statement covers less than 10% of the overall alluvial mining area
and is based primarily on historical geological sampling work and recent Mining Block 8
extension pitting. Lucapa and its partners have acquired a multi‐purpose mobile drill rig
with both diamond and augur capability for resource extension drilling. As such, we
anticipate further resource definition work to continue throughout 2016 and beyond.

Classified, Depleted & Reconciled Lulo Alluvial Diamond Resource as at 31 October 2015
JORC
classification
Inferred

Sector Thickness (m)

In situ
2
3
Area (m ) volume (m )

Grade
3
(stns/m )

Cts/stn

Stones

Carats

In situ grade
Modelled
2
(cphm ) value (USD)*

5

0.44

96,200

10,400

0.11

0.95

1,200

1,100

10.58

$781

4

0.33

60,000

17,699

0.05

1.04

2,600

1,800

9.09

$781

5N

0.64

80,000

51,200

0.06

1.13

3,000

3,400

6.64

$781

4 MB08

0.57

255,575

120,001

0.06

1.48

6,900

9,700

8.23

$931

46

0.4

331,800

132,700

0.18

0.97

24,100

23,400

17.63

$781

1

0.60

Total
3

363,700

218,200

0.07

0.82

14,300

11,700

5.36

$781

1,187,275

550,200

0.09

1.02

52,100

51,000

9.27

$806

3

Note Cph(m ): carats per 100 cubic metres; Stns/(m ): stones per cubic metre
*Special stones are not excluded in the modelling stage, in terms of size assortment
Average realised sales may be significantly higher in value than the modelled values shown
Bottom screen size: effective ‐1.5mm

Processing capacity through the 150tph
diamond processing plant was marginally
limited in 2015, however with a new wet
front end delivered to site in December,
additional earth moving equipment and
support infrastructure, management
believe our longer term base case of a
sustained
20,000bcm/m
is
easily
achievable.

Source Lucapa Diamond Co

To support long term mining operations at Lulo, Lucapa has established significant
infrastructure to support its current diamond mining operations and exploration
activities. Processing capacity through the 150tph diamond processing plant was
marginally limited in 2015, however with a new wet front end delivered to site in
December, additional earth moving equipment and support infrastructure, management
believe our base case of a sustained 20,000bcm/month production rate is easily
attainable, having reached this watermark in Q3 FY2015 prior to the reducing mining
activities in the final months of 2015 due to seasonal heavy rains (the impact of which in
the future will be mitigated by recent plant upgrades and ongoing stockpiling efforts). In
light of the high value nature of the diamonds, we anticipate the installation of X‐Ray
technology in due course. The benefit of installing advanced X‐Ray technology (XRT) will
be to reliably detect all diamonds including coated, low‐luminescent and Type II
diamonds whilst reducing diamond damage, key in high value production centres such as
at Gem Diamonds’ Letšeng Diamond Mine and Lucara’s Karowe operation.

Alluvial Ownership Structure
Rosas & Petalas
28%
Lucapa
40%

Endiama
32%
Source Lucapa Diamond Co
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A$39m of alluvial costs have been
recorded and oncce a formal alluvial
ng company haas been incorpo
orated,
minin
costs can start to be recovered
d from
ongoiing cash generaation.

At
A this time, 1100% of funding is being accumulated to Lucapa (A$39
9m as per the latest
report
r
and acccounts), in the
e form of a shareholder loann whilst the fo
ormal gazettin
ng and
incorporation
i
of the alluvial diamond mining companyy is concluded. Upon complletion,
Lucapa
L
will bee entitled to 50% of the free cash flow
w from the Lulo project witth the
remainder
r
spllit between the
t
owners proportionatelyy. In practice,, we would expect
e
Lucapa
L
to be eentitled to approximately 70% of generatted cash for at least the nexxt five
years.
y

KIMBERLITEE:
Lucap
pa has discoveered two kim
mberlite
provin
nces at Lulo and within these
provin
nces; five Lulo kimberlitess have
been proven to be d
diamondiferous

Lucapa’s
L
kimbberlite exploration program aims to identtify the source or sources of
o the
exceptional
e
al luvial diamond
ds being mine
ed at Lulo. To date, Lucapa has discovered two
kimberlite
k
proovinces at Lulo
o and within th
hese provincess; five Lulo Kim
mberlites havee been
proven
p
to be ddiamondiferou
us (L251, L257, L19, L170 andd L49) and are located close to the
company’s
c
alluuvial mining acctivities.
In
I October 20115, L259 and itts surrounding
g kimberlites (iincluding L13/L15) were iden
ntified
as
a the highest‐‐priority targetts at Lulo.

r
annou
unced ground based
The recently
electrromagnetic (EEM) survey results
subse
equently modellled a 78‐108haa body,
consisstent with a weeathered near‐ssurface
kimbe
erlite at L259.

A systematic ppitting program
m at L259 wass successful in identifying kimberlite mateerial in
pits
p
more thhan 1km apaart. Following
g this, Lucap a commenced a ground‐‐based
electromagnet
e
tic survey last year to furthe
er understandd the high‐prio
ority L259 kimb
berlite
at
a Lulo as welll as other targets L13, E217
7 and E251. LL259 is located
d directly belo
ow the
mining
m
areas oof Block 8 at Lulo
L
and adjacent to Block 6 that has already produced more
than
t
70 large sspecial diamon
nds since mining commenceed in this area in August 2015
5. The
company
c
has engaged the
e world renow
wned Dr Johnn Ward to asssist the kimb
berlite
exploration
e
teeam and believves that “the excavation loccality is less th
han 1.5km from the
primary
p
sourcee, probably clo
oser to 0.5km”.
Lucapa
L
believees there is strong supporting evidence thhat this kimberrlite, along witth the
other
o
targets, L13, L248, E21
17, and E251 could be the soource of the exxceptional diam
monds
being
b
mined att alluvial minin
ng Blocks 6, 8 and
a those recoovered in the trial mining of E46.
This
T
evidence includes the kimberlite‐na
ature of the Mining Block 8 diamonds (large
stones,
s
irreguular shapes an
nd jagged edges) and the abundance of coarse ind
dicator
minerals
m
(garnnets and ilmen
nite) and the recovery of a l arge 133.4ct compound
c
diaamond
recovered
r
from
m Block 6 (com
mpound diamo
onds are brittlle by nature thus would nott have
travelled
t
far frrom source).

Block
B
6 diamoonds, includin
ng a 133.4 com
mpound stonee

Sou
urce Lucapa Diam
mond Co
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At this time, 100% of funding is being accumulated to Lucapa (A$11m as per the latest
report and accounts), in the form of a shareholder loan as exploration activities continue.
As soon as a long term mining licence is agreed and a resource is declared, costs will start
to be reclaimed by Lucapa, albeit we would not expect this to be until first production.
Lucapa’s kimberlite licence is due for
renewal on the 25 May. We however, do
not expect a particularly expeditious
approval process.

As per the process just completed for the alluvial mining operations, the kimberlite
licence is due for renewal on the 25 May 2016. We would expect a successful renewal
notice towards the end of the summer.

Kimberlite Ownership Structure
Rosas & Petalas
10%

Lucapa
39%

Endiama
51%

Source Lucapa Diamond Co

THE PARTNERS
Lucapa operates Lulo in partnership with
Endiama, Angola’s national diamond
company and private group Rosas &
Petalas.

Lucapa operates Lulo in partnership with Endiama, Angola’s national diamond company
and private group Rosas & Petalas. Endiama E.P. is Angola’s national prospecting, mining,
trading and diamond polishing company. It was established in January 1981 and has
exclusive rights to all aspects of diamond business in the country.
At the Lulo Board level, each shareholder has one representative, meeting monthly to
review progress against the longer term investment plan. Lucapa is the Operator and is
responsible for appointing the Mine MD, Finance Manager and other senior site positions
as well as making all day to day operating decisions. Endiama and Rosas & Petalas are
responsible for appointing other functional managers such as HR, logistics and security.
The relationship with Endiama remains core to the company’s success. As the State
mining company, Endiama provides important in‐country assistance. To date all parties
have worked well together. For example, Lucapa are working with Endiama on the
kimberlite exploration license prior to application to ensure an expeditious resolution
through all the relevant departmental approvals.
The other partner is Dr Celso Rosas, the major shareholder of Rosas & Petalas. Dr Rosas is
the representative on the Lulo board. Following the cessation of the civil war, Mr Rosas
applied for and was awarded the ground in partnership with Endiama. Lucapa then
succeeded in winning a competitive tender process for an operator and ongoing
exploration partner. To date the company has had no problems and Mr Rosas has
subsequently provided the company with important advice on in country matters within
Angola.
Both partners are important for the future growth of Lucapa and the completion of the
formal gazetting process for a new fully incorporated Alluvial Diamond Mining Co,
registered in Angola to supersede the current Lulo structure. Lucapa will be able to start
recovering alluvial capital expenditure made on the Lulo project to date ($39m). The
agreement in place is that Lucapa will be entitled to the first 50% of free cash flow
generated (cash generated from operations minus anticipated near term capital
expenditure costs). The remaining balance will flow as dividends pro‐rated to ownership
although we do not currently ascribe any value for this in our valuation assumptions.
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A NGOLA
In light of our initiation on Lucapa Diamond Company, we have provided a synopsis of
Angola, an intriguing and increasingly important region to global diamond trade
through both production and as former chair‐holders of the Kimberley Process.
Endiama E.P. is Angola’s national prospecting, mining, trading and diamond polishing
company. It was established in January 1981 and has exclusive rights to all aspects of
diamond business in the country.
Angola is one of the largest producers of
diamonds by value

Despite being the world’s 4th largest producer of diamonds by value (Kimberley Process
Data, 2014) investment in Angola continues to lag behind other diamond rich regions.
However, in recent years the government has been attempting to reengage with resource
companies to encourage inward investment into the country as revenues from oil sales
decline. The country sees the diamond industry as a key asset class that can help to bring
a diversification in mineral prosperity.

The term “blood diamonds” was coined
after sales of diamonds during the
country’s civil war, giving rise to the
Kimberley Process and the eradication of
such sales.

During the nineties, Angola’s civil war and that of other West African countries brought
about the initial restrictions on the sale of diamonds, soon to be infamously regarded as
“blood diamonds” and laying the foundations for the Kimberley Process. Due to
certification and global acceptance, diamonds are now the country's second most
valuable export after oil, but despite this, the country has not enjoyed large scale
investments into identifying additional production sources. The Catoca Diamond Mine,
one of the largest in the world by both volume and value, is its most significant
production centre, responsible for about 80% of the official production of the country
with the remainder from secondary resources.

Through Endiama and its subsidiary
Endiama Mining, Angola is seeking to
attract investment into kimberlite
exploration.

Considering oil traditionally represents the majority of all exports by value, ministers are
keen to find alternative sources of income. In an attempt to further attract inward
investment, the government passed a new mining code in 2011, targeting increased
transparency and higher standards of corporate governance in the mining industry.
Additionally, through Endiama and its subsidiary Endiama Mining, Angola is seeking to
attract investment into kimberlite exploration. The country has over 600 confirmed
kimberlite pipes but only a few are deemed diamondiferous and fewer still, economically
viable. At the same time efforts to legalise artisanal diamond production continues.

Alrosa has likened the Lunda‐Norte
region to the prolific Nakyn kimberlite
fields in Yakutia, the home of Russian
diamond production.

With potential exploration opportunities aplenty, De Beers is making a return noting that
it remains one of the most interesting geographies in the world, with around 90% of the
prospective targets it had identified completely untouched. In addition, Alrosa signed an
exploration joint venture with the state backed mining company, Endiama, which is also
the Company’s existing partner at the Catoca diamond mine and also shares the same
enthusiasm, likening the Lunda‐Norte region to the Nakyn kimberlite field in Yakutia.
Angola’s official diamond trading company, Sodiam, states that production in 2014 was
8.7mcts, with 6.5mcts from Catoca, valued at over $1.3bn, but these estimates are
unlikely to have included the many artisanal alluvial operations close to the border with
the DRC.

Endiama Mining’s mission is to increase
revenues generated from mining as a
whole, but notably in diamond
production

Within Endiama, Endiama Mining is responsible for the prospecting, research and
exploitation of diamonds and was established in April 2012. Endiama Mining has since
formed joint‐ventures with major mining companies such as Alrosa at the Catoca
Diamond Mine and De Beers to exploit possible mining opportunities. Endiama Mining’s
mission is to increase revenues generated from mining as a whole, but notably in
diamond production. Endiama Mining openly acknowledges that it is increasing the
number of partnerships held with exploration companies as well as a willingness to
reverse the traditional need for majority ownership status opening the country up to
both operatorship and majority stakes to international companies.
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Diamond
sales
are
traditionally
undertaken through Sodiam, unless
special dispensation is agreed

Diamond sales are traditionally undertaken through Sodiam, unless special dispensation
is agreed. Sodiam is another subsidiary of Endiama EP and was established in 1991 to
organise and supervise the trading of Angolan Diamonds, replacing the previous model
which was based on a large number of operators, mostly illegal channels.

Sodiam also represents the government’s
position on diamond beneficiation
through Angolan Polishing Diamonds
company

Sodiam supervises the trading and marketing process of rough Diamonds with a special
focus on international markets. Sodiam also represents the government’s position on
diamond beneficiation through Angolan Polishing Diamonds Company.
The Angolan Polishing Diamonds company established the first diamond polishing factory
in November 2005. The Angolan Polishing Diamonds company was created when the
government decided to maintain a larger portion of value in‐country, much the same as
other diamond producing countries such as Botswana, Namibia and South Africa have
sought to retain a higher level of the diamond value chain.
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U NDERLYING ASSUMPTIONS
The principle assumptions behind our
valuation of Lucapa Diamond Co
incorporate our long term diamond
prices and FX assumptions

The principle assumptions behind our valuation of Lucapa Diamond Co are as follows:

Basic model assumptions
Alluvial production (t)
Average Grade (cphm³)

2015A

2016E

2017E

2018E

112,586

240,500

265,000

265,000

7.46

7.71

7.67

7.67

Production (cts)

8,394

18,793

20,337

20,337

% of Production sold

100%

100%

100%

100%

Weighted ave $/ct

1,370

2,501*

1,480

1,480

Source Panmure Gordon

*Includes sale of 404.2ct for $16m

We have taken a highly conservative approach to our outlook for Lucapa Diamond
Company. The company has publically outlined its plans to raise production up to
40,000bcm/month within the next 18 months. Despite this, we only anticipate an
increase in the current near term production of 20,000bcm/month (which Lucapa
reached in Q3 FY2015) from FY2019. We have also assumed minimal improvement of
grade although we are aware that the resource statement implies an average resource
grade of over 9cphm³ and E46 is estimated to be in excess of 17cphm³.
We have also taken a more conservative approach to our diamond price assumptions
than when valuing production in light of the nature of the resource and limited
production history. We note that due to the low volume nature of recoveries, the
average value per carat will vary significantly, so we have assumed near term production
comes from Mining Block 8, as this provides the most comprehensive production data at
this time.
Comparison to our common diamond price assumptions:

Average global rough diamond price assumptions (%)
Price change

FY2014

FY2015

FY2016

FY2017

FY2018

+5%

‐15%

‐5%

+4.5%

+4.5%

Source Panmure Gordon

Macro assumptions
Long Term A$/$ rate

0.76

Long Term £/$ rate

1.45

Long Term A$/£ rate

1.87

Tax Rate (%)
Applied Discount rates (%):
Global CPI (%)

25%
15.0%
1.937%
Source Panmure Gordon
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V ALUATION
Price
target
reflects
both
the
prospectivity and the risks associated
with early stage projects

Our price target, normally generated by using a blended average of NAV/per share and
earnings per share, is not applicable at this time. Our group target of A$0.39c reflects our
longer term diamond price and FX forecasts.
At this time we ascribe no value to the kimberlite opportunities but believe that should a
drilling programme define economically viable targets, we could envisage a valuation
significantly in excess of the current market capitalisation.
We ascribe no value for the recovery of the A$39m spent to develop the Lulo alluvial
project to date and the A$11m spent on the kimberlite exploration programmes. Whilst
we anticipate the return of capital from the alluvial expenditure in due course, the
recovery of the kimberlite monies, through the revenues generated via kimberlite mining,
are unlikely to occur prior to further investment. Excluding the kimberlite expenditure,
the alluvial debts outstanding are alone worth an additional A$0.12/share,
We have also assumed the dilution from the full conversion of the outstanding A$0.30c
options in our forecasts. This increased the issued share capital to 316.7m shares from
the current 279.4m in issue as at 13 April 2016 (+13%)
Flexing our assumptions, if we assume management’s base production profile, the
average resource grade, as per the resource statement, and an average production value
of $2,000/ct, we estimate a value of A$130m for the Lulo alluvial project or
A$0.47c/share.
In conclusion, we have taken a very conservative approach to both future production and
price, coupled with the dilution of options and the deferment of capital repayments due
from expenditure made to date to arrive at our A$0.39/share target price.

Lucapa Diamond Co valuation (A$)
NPV Summary

A$ Value (m)

Lulo alluvial production

98.86

Lulo kimberlite programme

0.0

Net Cash/(Debt)

24.5

Total

123.4

Shares in issue (Inc. conversion)

316.7

Discounted NAV per share (A$)

0.39
Source Panmure Gordon

Capital structure, as at 13 April 2016
 Quoted securities:
‐

279,413,657 fully paid ordinary shares

‐

46,519,021 Options exercisable at A$ 0.30, expiring 29 April 2016

‐

46,460,607 Options exercisable at A$ 0.20, expiring 30 September 2017

 Unquoted securities:
‐

3,750,000 Options exercisable at A$0.30, expiring 24 April 2017

‐

3,250,000 Options exercisable at A$0.30, expiring 28 May 2017
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BOARD & MANAGEMENT
Miles Kennedy – Non‐Executive Chairman
Mr Kennedy has held directorships of Australian listed resource companies for the past
30 years. He is Chairman of RNI NL and 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, Western Australia.

Stephen Wetherall – Chief Executive Officer / 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 extensive
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 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. He resides in Perth, Western Australia.

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, Western Australia.

MANAGEMENT TEAM
Nick Selby – Chief Operating Officer
Mr Selby is an extraction metallurgist with 37 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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T HE N UMBERS
Profit & loss account ($m)

Turnover and operating margin
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Source Panmure Gordon, Company

EPS normalised and DPS
2.00
1.5
1.50

1.2

1.1

1.00

Year to June

2014A

2015A

2016

2017

2018E

2019E
10.7

0.0

0.0

8.3

7.0

7.0

Cost of sales

0.0

0.0

0.0

0.0

0.0

0.0

Gross profit

7.0

10.7

11.9

0.0

0.0

0.0

Administrative expenses

‐1.4

‐2.3

‐1.6

‐1.7

‐1.7

‐1.8

Other operating expenses

‐1.2

‐1.2

‐1.3

‐1.4

‐1.4

‐1.5

EBITDA

‐2.6

‐3.6

5.3

4.0

3.9

7.5

Depreciation & amortisation

‐0.0

‐0.0

0.0

0.0

0.0

0.0

Operating profit

‐2.6

‐3.6

5.3

4.0

3.9

7.5

Associates & other income

0.0

0.0

0.0

0.0

0.0

0.0

Finance costs

0.0

0.0

0.0

0.0

0.0

0.0

PBT normalised

‐2.6

‐3.6

5.3

4.0

3.9

7.5

Abnormal items

0.0

0.0

0.0

0.0

0.0

0.0
7.5

PBT reported

‐2.6

‐3.6

5.3

4.0

3.9

Taxation

0.0

0.0

0.0

0.0

0.0

0.0

Minorities & preference dividends

0.0

0.0

0.0

0.0

0.0

0.0

Profit attributable to shareholders

‐2.6

‐3.6

5.3
4.0
3.9
7.5
Source Panmure Gordon, Company

2014A

2015A

2016E

2017E

2018E

2019E

Summary cash flow Statement ($m)

0.00
2015

2017E

Sales

0.50

2014

2016E

2018

‐0.50

Year to December

‐1.00

Operating profit

‐2.6

‐3.6

5.3

4.0

3.9

7.5

Operating profit discontinued

0.0

0.0

0.0

0.0

0.0

0.0

Depreciation & amortisation

0.0

0.0

0.0

0.0

0.0

0.0

Other non‐cash movements

0.0

0.0

0.0

0.0

0.0

0.0

‐1.50

‐1.4

‐1.4
‐2.00

DPS

EPS normalised

Source Panmure Gordon, Company

Free cash flow and net cash/(debt)
30

2
25

24

25

‐2
18

20
15
10
5

0

1

1

0
2014

2015
2016
Net Cash/(Debt)

2017

Change in working capital

‐0.3

1.7

0.0

0.0

0.0

0.0

Other cash movements

0.0

0.0

0.0

0.0

0.0

0.0

Operating cash flow

‐2.9

‐1.9

5.3

4.0

3.9

7.5

Taxation paid

0.0

0.0

0.0

0.0

0.0

0.0

Net Investment Income & Other Funding

0.0

0.0

0.0

0.0

0.0

0.0
‐4.6

Capital expenditure (net)

Risk of production shortfalls

‐4.6

‐4.6

0.1

‐0.6

‐0.7

2.9

‐6

0.0

0.0

0.0

0.0

0.0

0.0

‐8

Dividends paid

0.0

0.0

0.0

0.0

0.0

0.0

‐10

Shares issued/(repurchased)

0.0

0.0

0.0

0.0

0.0

0.0

‐12

Other financing

0.0

0.0

0.0

0.0

0.0

0.0

‐14

Movement in net cash/(debt)

1.2

‐0.6

17.7

6.7

‐0.7

2.9

‐16

Net Cash/(Debt)

1.2

0.5

18.2
24.9
24.2
27.0
Source Panmure Gordon, Company

2014A

2015A

2016E

2017E

2018E

2019E

Goodwill and intangibles

0.0

39.1

42.1

43.6

45.1

46.6

Tangible fixed assets

0.0

0.0

0.0

0.0

0.0

0.0

Working capital

‐0.7

‐2.4

‐1.5

‐1.0

‐1.0

‐1.0

Assets employed

‐0.7

36.7

40.6

42.6

44.1

45.6

Other assets/(liabilities)

36.9

11.4

12.4

14.4

16.4

18.4

1.2

0.5

18.2

24.9

24.2

27.0

Balance sheet ($m)
As at end December

Bear Points

‐5.3

‐14.4

(Acquisitions)/disposals

Source Panmure Gordon, Company

Potential world class diamond deposits
Diamond demand remains strong
Self‐funding business model
Kimberlite programme initiated

‐12.5

‐4

2018
Free cash flow

Bull Points

‐8.2
‐11.1

Free cash flow

Net cash/(debt)
Provisions

‐0.7

‐1.1

‐1.1

‐1.1

‐1.1

‐1.1

Net Assets (REPORTED)

36.6

47.5

70.0

80.7

83.5

89.8

Global growth weakens

Shareholders’ Funds

36.6

47.5

70.0

80.7

83.5

89.8

Risk of labour disputes

Minority Interests

0.0

0.0

0.0

0.0

0.0

0.0

Risk of Capex overruns
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