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LUCAPA DIAMOND COMPANY LTD (LOM)
The Exceptional Quality Alluvial Diamond Miner
Lucapa (LOM) and its JV partners’ capital investment to improve and enhance
the alluvial diamond mining operations at Lulo in Angola is nearly complete.

Diamond: Producer / Explorer

The investment in new earthmoving equipment has lifted mining volumes and
the recent installation and commissioning of the wet frontend (WFE) module
for the diamond plant has reduced processing bottlenecks and provided
better diamond liberation.
Lucapa is now installing the new X-ray transmissive sorting module (XRT),
which once commissioned in early Q4 CY16, will enable the processing of
coarser material (+18mm to -55mm) for the potential recovery of stones up to
1,100cts in size. The current screens on the plant make it possible to recover
stones up to 295cts in size, highlighting how fortunate the operations were to
recover the 404ct gem (“4th February Stone” which sold for A$22.5m),
recovered largely due to its elongated shape. Since this large stone recovery
in February, oversize has been stockpiled for reprocessing through the XRT.
Both the WFE and XRT units are modular, and can be relocated, if required.

Record Processing Rates Yielding More Special Diamonds

Brief Business Description
Diamond producer and explorer
Hartleys Brief Investment Conclusion
Alluvial diamond mining in Angola,
continues to recover exceptional value
stones. Significant diamond-bearing
kimberlite potential. Highly experienced
management, with a strong diamond
skillset.
Issued Capital
- fully diluted
- ITM diluted
Market Cap
- fully diluted
- ITM diluted
Cash -est *
Debt -est
EV
- fully diluted

323.1m
384.0m
381.1m
$117.9m
$140.2m
$139.1m
$14.4m
$0.0m
$103.6m
$112.8m

The alluvial operations have ramped up, with processing rates now running
at over 20,000 bcm of gravels per month. Having achieved plant throughputs
of 21,114 bcm for 3,164cts in July and 22,870 bcm for 2,882cts in August.
Collectively the best and second best production results on record, with
strong diamond grades of +15cts/100bcm and +12cts/100bcm, while
recovering higher average diamond sizes. Ninety-eight Specials (>10.8cts)
have been recovered from Lulo in just the last two months. Lucapa and its JV
partners recently recovered a large 38.6ct pink diamond, the largest fancy
stone recovered thus far, and has now recovered an exceptional 104ct Dcolour Type IIa diamond, which bodes very well for the next diamond sales.

Projects

The Lulo alluvials have generated gross revenues of ~A$45m, so far in CY16.
With low monthly operating costs of less than A$90/bcm, implying strong
operational margins and we would estimate underlying free cash generation
(after accounting for new earthmoving equipment, WFE, XRT and diamond
boiling facilities) of over A$20m ytd from the operations. Lucapa as operator
and 40% stakeholder in the alluvial diamond operations, has already received
a special distribution of A$8.3m from the sale of the 404ct gem in early 2016.
The vast majority of returns from the alluvial mining continue to be reinvested
into production growth and diamondiferous kimberlite exploration.
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Late in the JunQ, exploration drilling finally commenced at the high-priority
kimberlite target L259, which is immediately adjacent to alluvial mining blocks
6 and 8. Ten drill sites have been prepared for initial drilling which is targeting
zones of pyroclastic kimberlite (PK), suitable for bulk sampling. A larger drill
rig has been ordered to accelerate drilling and to enable deeper and wider
diameter drill-testing. Lucapa’s JV partner (Endiama) anticipates the grant of
the 3 year kimberlite exploration licence renewal by the end of this month
(Sept). In our opinion, an important condition before advancing exploration.
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6.1%

* excludes cash in the Lulo JV account, or
diamond inventories

Kimberlite exploration drilling being accelerated = Big Prize

We maintain our Speculative Buy recommendation with a price target of
70cps, which is derived from discounted cash flows from the alluvial operation
and perception of exploration value in the search of primary diamond sources.
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EV

$103.6m

Top Shareholders (est)

Valuation

$0.58

Carrington Corporate Pty Ltd

12Mth Price Target

$0.70

Board and Management
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Interest

+61 8 9381 5995

Albert Thamm (Non-Exec Director)

$14.4m
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Location
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Investment Summary

Lulo - Alluvial *

40%

Angola

Diamonds

Alluvial diamond mining in Angola, continues to recover exceptional

Lulo - Kimberlite **

39%

Angola

Diamonds

high-value stones ("Specials"). Significant diamond-bearing kimberlite potential.

75%/100%

Botswana

Diamonds

Highly experienced management, with strong diamond skillsets.

Orapa Area F

Ramping up alluvial production and increasing kimberlite exploration.

* JV Partners interest: Endiama 32% and Rosas & Petalas 28%
** JV Partners interest: Endiama 51% and Rosas & Petalas 10%

Key Milestones
Resources

Vol m3

Grade cphm3

Carats

Project

Attr.

Diamonds - 31 Dec 2015

Alluvial Mining Commenced

Q1 CY15

Lulo (A)

Ramp-up 10,000bcm to 20,000bcm

Q3 CY15

Lulo (A)

550,200

9.27

51,000

20,400

Maiden JORC alluvial resource

Q4 CY15

Lulo (A)

Sector - 5

10,400

10.58

1,100

440

Expanded alluvial mining blocks

Q1 CY16

Lulo (A)

Sector - 4

17,699

90.09

1,800

720

L259 exploration gravity/EM

Q1 CY16

Lulo (K)

Sector - 5N

51,200

6.66

3,400

1,360

"4th February Stone" 404ct gem - sold ~A$22.5m

Q1 CY16

Lulo (A)

Sector - 4 MB08

120,001

8.23

9,700

3,880

Q2 CY16

Lulo (A)

Sector - 46

132,700

17.63

23,400

9,360

Incorporates Lulo alluvial mining company (SML)
Kimberlite target L259 exploration drilling starts

Q2 CY16

Lulo (K)

Sector - 1

218,200

5.36

11,700

4,680

Installs wet frontend on the diamond plant

Q2 CY16

Lulo (A)

Lodges new 3-year kimberlite exploration licence

Q2 CY16

Lulo (K)

Installs XRT large diamond recovery on plant

Q3 CY16

Lulo (A)

Deep boiling facility expected to be installed

Q3 CY16

Lulo (A)

Late CY16

Lulo (K)

Alluvials

Inf

* Modelling excludes Special Stones

P&L

FY2013A

FY2014A

FY2015A

H1 2016A

A$

A$

A$

*US$

-

-

-

6.3

Total Costs

(1.2)

(2.6)

(3.6)

(3.0)

EBITDA

(1.2)

(2.6)

(3.6)

3.2

Deprec/Amort

(0.0)

(0.0)

(0.0)

(0.0)

EBIT

(1.2)

(2.6)

(3.6)

3.2

Net Revenue

Net Interest
Pre-Tax Profit
Tax Expense
NPAT

Ongoing kimberlite testing
Potential listing on AIM market in London

CY17

LOM

Ramp-up production

CY17

Lulo (A)

$ (m)

Ave Pr

% Ord

Unpaid Capital

0.0

0.0

0.0

0.0

(1.2)

(2.6)

(3.6)

3.25

31-Dec-16

-

-

-

-

31-Dec-17

Options/Performance Rights

(1.2)

(2.6)

(3.6)

3.25

31-Dec-18

Abnormal Items

-

-

-

-

31-Dec-19

Reported Profit

(1.2)

(2.6)

(3.6)

3.25

Total

* Changed functional currency from AUD to USD

No (m)

Options
Options/Rights

0.00

0.00

0.00

0%

53.76

11.45

0.21

17%

0.00

0.00

0.00

0%

7.20

1.55

0.22

2%

60.96

13.00

0.21

19%

Comments

Financial Years are Calendar Years

Alluvial operation to generate cashflows to fund kimberlite exploration. Exceptional
quality diamonds and indicator minerals from mining block 8, 6, 46 indicative of a
proximal (high value) primary source(s).

Analyst: Mike Millikan
Last Updated: 21/09/2016

Phone: +61 8 9268 2805
Sources: IRESS, Company Information, Hartleys Research
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Alluvial diamond miner searching for the primary sources

Angolan focused, with
diamond concession
over 3,000sqkm in
Lunda Norte

Lucapa is an Angolan-focused alluvial diamond miner and diamond-bearing kimberlite
explorer. The Company holds a diamond concession (Lulo) in joint venture (JV) with
Angolan government’s Endiama and local partner Rosas and Petalas in the Lunda
Norte province. Under the current JV framework, Lucapa is the operator with a 40%
interest in the alluvials and holds a 39% interest in kimberlites. Lucapa’s interest in
both alluvials and kimberlites has the potential to be increased through pre-emptive
rights with the local partner and through government initiatives. Alluvial diamond
mining commenced at Lulo in January 2015.
In May 2016, the Lulo Diamond Mining Company (Sociedade Mineira do Lulo,
Limitada (SML) – LOM 40% holder) was incorporated, which allows for full-secured
title (reducing some of the perceived sovereign risk in operating in Angola) and makes
the payment of special distributions more efficient. However, it should be noted that
funds have already been distributed within the JV, with Lucapa receiving a special
distribution of A$8.3m in early March 2016, after the sale of the exceptional 404ct gem
(4th February Stone), which sold for a total sales price A$22.5m.

4th February Stone
404ct Type IIA white
gem

The Company has
already identified and
confirmed multiple
kimberlite pipes, some
of which are
diamondiferous, which
bodes well for ongoing
exploration

Fig. 1:

Project Location, Ownership and Licence Area

Source: Lucapa Diamond Company Ltd

Production up in SepQ, sales already delivered +A$8m distribution
Lucapa has now scaled back up to the initial target of 20,000 bcm of gravels per
month, having recently reported record production figures for July and August, for the
September Quarter (SepQ).
Alluvial production
volumes have
increased in the dry
season back above
the 20,000 bcm
production per month
and its anticipated
production will
increase further as
more mining pits are
excavated

The record production months come after the investment in new mining equipment
and upgrade of the diamond plant. The installation and commissioning of the wet
frontend (WFE) module for the plant has significantly improved throughput rates
(+150tph), in the process reducing plant bottlenecks, and providing better diamond
liberation. Lucapa is now installing the new X-ray transmissive sorting module (XRT),
which once commissioned in early Q4 CY16, will enable the processing of coarser
material for the potential recovery of stones up to 1,100cts in size.
Lucapa reported July (month) production metrics of throughputs of 21,114 bcm at a
very good grade of 15cts/100bcm for recovery of 3,164cts, which included 59 Special
diamonds (>10.8cts). Average stone size of 2.0cts/stone was up from 1.3cts/stone in
the first half of CY16 (lifting the average to 1.6cts/stone ytd), with current mining
focused on the high-value mining block 8.
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The production figures for August (month) are as equally impressive with processing
volumes of 22,870 bcm (up 8% on July) at a good grade of 12.6cts/100bcm for
recovery of 2,882cts, which included 39 Special diamonds (>10.8cts). In the first two
months of the SepQ, close to 100 Special diamonds has been recovered from the Lulo
alluvials.

The number of Special
Diamonds has
increased significantly
in the last two months
(close to 100 stones
already)

Sales for the SepQ includes a recent parcel of 3,642cts of diamonds sold for ~A$5.8m
in early September, for an average sales price of A$1,606/ct and a smaller parcel of
1,985cts of diamonds sold for ~A$2.4m in July, average price per carat of A$1,211/ct.
Quarterly sales are already up 99% on the full JunQ, with another sale likely to be
completed in early October increasing the cash reserves of the JV account.

Fig. 2: Alluvial Production – Volume Treated and Grade (LHS); Diamonds Recovered (RHS)
Lulo Alluvial Diamond Production - Diamonds Recovered and Specials

Lulo Alluvial Diamond Production - Volume Treated and Grade
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Source: Lucapa Diamond Company Ltd; Hartleys Research

We would anticipate
high sales price for
the 38.6ct pink
diamond and 104ct Dcolour stone, which
could lift the average
price per carat for the
next sales

Lucapa and its JV partners recently recovered a large 38.6ct pink diamond from the
high-value mining block 8, which is the largest fancy stone recovered thus far,
surpassing a 28.5ct pink recently recovered and sold. In addition, the operations has
just recovered an exceptional 104ct D-colour Type IIa diamond, which bodes very
well for the next diamond sales.

Lulo Diamond Sales – CY2015 & CY2016 ytd

Fig. 3:

Diamond Sales - CY2015 and CY2016 ytd
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Source: Lucapa Diamond Company Ltd; Hartleys Research

The Lulo alluvials have generated gross revenues in excess of A$45m so far in CY16,
and with low monthly operating costs of less than A$90/bcm at the current operational
levels, implies healthy cash margins (after sales and marketing fees).
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We would estimate underlying free cash of over A$20m ytd from the operations, after
accounting for new earthmoving equipment, and plant upgrade.

The generated free
cash continues to be
reinvested into the
alluvial operation and
into the search for the
diamond-bearing
kimberlites, which we
see as the ultimate
objective

Lucapa as operator and 40% stake holder in the alluvial diamond operation has
already received a special distribution of A$8.3m from the sale of the 404ct gem in
early 2016. The vast majority of returns from the alluvial operations continue to be
reinvested in production growth and diamondiferous kimberlite exploration, which we
see as the larger prize.

Kimberlite exploration being accelerated
Lucapa has identified a number of high-priority kimberlite targets that could be the
potential primary source for the highly valuable (and large) alluvial diamonds
consistently being recovered from mining block 8 and 6.
Proximal kimberlite targets to mining block 8 and 6 include L259, L248, L13 and L15,
with L259 kimberlite target immediately adjacent to mining block 8. The large
diamonds that continue to be recovered from both mining areas (8 and 6), are irregular
in shape with jagged edges indicating short travel distance from source. In addition,
the recovery of the 4th February Stone (404ct) diamond, which is the largest diamond
reported to date in the Lulo and in Angola, is also indicative of a proximal primary
source (large diamonds are unlikely to travel to far from source).
In addition, the large (133.4ct) boart diamond recovered from mining block 6 due to its
“sugary” appearance is very unlikely to have travelled too far from source and again
highlights angular rather than rounded characterisitics.

Fig. 4: MB 6: 133.4ct stone (LHS); MB 8: 404ct Type IIa 4 t h February Stone (RHS)

Source: Lucapa Diamond Company Ltd

The potential size
(+100ha) of the L259
kimberlite target is
considered significant,
especially if deemed
to be diamondiferous

Kimberlite material, in the form of in-situ re-sedimented volcaniclastic kimberlite (RVK)
was confirmed at L259 in late 2015. The verification that L259 is the primary source
of these diamond is seen as a major near-term catalyst, but is subject to positive
results from proposed drilling and potential bulk sampling.
Completed exploration has included a ground-based gravity survey over L259, which
has identified a large gravity low (kimberlitic signature) which covers a known area of
78-108ha, but remains open to the south-west. The edges of the gravity low are also
relatively sharp, and correlates well with an erosion surface which is typical of a
kimberlite body.
The potential size (+100ha) of the L259 kimberlite target is considered significant,
especially if deemed to be diamondiferous. Angola’s largest diamond mine (4th largest
globally) is Catoca, which produces circa 6.5 million carats per annum from a pipe
within a surface area of ~64Ha. However, kimberlites are generally made up of
multiple intrusions, which may or may not contain diamonds.
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Fig. 5: Gravity survey area (LHS); Residual gravity map with kimberlite signature (RHS)

Source: Lucapa Diamond Company Ltd

Late in the JunQ, exploration drilling finally commenced at L259. Ten drill sites have
been prepared for initial drilling which is targeting zones of pyroclastic kimberlite (PK),
potentially suitable for bulk sampling. The pyroclastic kimberlite (PK) material
generally concentrates on the margins of the intrusion and is considered to be a good
medium to sample to ascertain if the kimberlite is diamond bearing. Drilling and bulk
sampling are considered the definitive test to ultimately determine resource potential
and overall grade. To expedite this process, a larger drill rig has also been ordered to
accelerate drilling and to enable deeper and wider diameter drill-testing.

Fig. 6:

Small Sedidrill Rig – Landcruiser Mounted

Source Kjarsgaard, 2007

The small mobile
diamond rig can drill
61mm diameter core
holes up to 70m deep,
the rig also has an
auger function

The kimberlite
exploration licence is
up for
renewal/extension
which is anticipated to
be granted soon

Source: Lucapa Diamond Company Ltd

Lucapa’s JV partner Endiama (current 51% holders of the kimberlite licence) was
recently presenting at the African Downunder (ADU) Conference in Perth, and noted
that they anticipate the grant of the 3 year kimberlite exploration licence renewal by
the end of this month (September); which we see as an important requirement before
advancing exploration too far.
Kimberlite target testing is expected to continue throughout 2016 and includes other
key targets at the E46 alluvial area

Page 6 of 9

Hartleys Limited

Lucapa Diamonds Ltd (LOM)

21 September 2016

Preliminary Valuation and Price Target
Our preliminary
valuation for the
alluvial operation is
based on
assumptions, some of
which are yet to be
achieved

The estimation of alluvial diamond resources and reserves can be problematic due to
the variable distribution of the diamonds within the gravel host. Lucapa has now
released an independent maiden JORC-compliant resource estimate for the alluvials
which we expect will continue to grow over time. With a few hundred kimberlites within
the immediate catchment area eroding over a long time period provides some comfort
that mining can be sustained at the targeted levels over a number of years.
In our preliminary modelling, which forms the basis of our price target, we simulate a
lower case (LC) 3 year operation, a base case (BC) 5 year operation and an upper
case (UC) 10 year operation. Note on the current processing rate a resource mine life
of ~4 years can be implied. A new resource after mine depletion is expected to be
released at the end of the year (CY16).
When assessing diamond deposits, tonnes, grade, and the average value of the
diamonds ($/carat) must be determined. Diamonds, unlike commodities such as gold,
do not have a set value, with their value ($/carat) depending on their size, quality and
other key characteristics under the 4Cs. The project also has a higher than average
price per carat which again is difficult to model, especially the recovery rate of the
“Special” >10.8 carat stones and frequency of highly prized Type IIa stones. The actual
average sale price received to date from 15 sales is just over A$4,000/ct (and is still
over A$3,100/ct, if the large 404ct diamond is removed from the sales data). We use
a basic A$1,600-1,800/ct pricing in our modelling, which is considered conservative.
Our basic preliminary modelling uses the following assumptions:

We will continue to
update our modelling
from Company
released information
and actual production
results



Processing rate of 20,000bcm ramping up towards 30,000bcm/month



Grade of range 9-10cts/100bcm



Production (annualised) of +20,000cts up towards 40,000cts

Under the terms of JV, Lucapa is entitled to 70% of the free cash flows (50% direct
payment and 40% of the remaining 50% for 20% through dividends) until accumulated
alluvial expenditure is repaid. We assume surplus funds will be used for working
capital, dividend returns (distributions) and kimberlite exploration.
Our updated price target of 70cps is derived from both a discounted cashflow analysis
of the current alluvial operation and perception of exploration value in the search of
primary diamond sources (which we regard as high).

Fig. 7:

Hartleys LOM Price Target

Price Target Methodology

Latest price target of
70cps

Weighting

Spot

12 mth out

Lulo alluvials - NPV@14% - 3 year mine life (LC)

5%

$0.29

$0.35

Lulo alluvials - NPV@14% - 5 year mine life (BC)

30%

$0.43

$0.52

Lulo alluvials - NPV@14% - 10 year mine life (UC)

20%

$0.79

$0.95

LC + Kimberlite exploration value - "blue sky"

5%

$0.43

$0.52

BC + Kimberlite exploration value - "blue sky"

20%

$0.58

$0.69

UC + Kimberlite exploration value - "blue sky"

15%

$0.94

$1.13

Net Cash

5%

$0.04

$0.04

Risk weighted composite

$0.58

12 Months Price Target

$0.70

Shareprice - Last

$0.365

12 mth total return (% to 12mth target + dividend)

92%

Source: Hartleys Research; LC = lower case; BC = base case; UC = upside case
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Risks
Key risks for Lucapa Diamonds include establishing resources (exploration target)
which can be converted for mine life growth, improving balance sheet to fund ongoing
exploration activities and managing movement in diamond prices and exchange rates.

Fig. 8: Key Risks
Risk of not realising
assumption

Downside risk to share
price if assumption is
incorrect

Low-Med

Extreme

Long history of civil unrest but has been stable for
over 10 years with a freely elected government,
last election in 2012. The Lulo kimberlite
exploration concession is in the process of being
renewed. Though no issues for renewal are
anticipated, it still remains a risk.

Model parameters for our
LOM valuation

Med

Meaningful

We have made a number of large assumptions in
our LOM preliminary valuation, based on past
Company performance, forecast production
profiles and an indicative mine life. Any changes to
these assumptions have both upside and
downside risks.

Favourable diamond prices

Med

Meaningful

LOM remains highly sensitive to changes in
commodity prices (diamond), exchange rates and
market sentiment. The Company operates a highvalue alluvial mine which recovers higher than
normal special stones for higher than average per
carat prices. The pricing of the diamond market is
largely opaque and relies on supply and demand
fundamentals and luxury item consumption. The
Company is not immune to market sentiment.

Upside from exploration

Med

Moderate

Positive returns from the alluvial operation are
expected to be reinvested into the search for the
ultimate prize diamond-bearing kimberlites.
Exploration in and around mining block 8 has a
number of kimberlite targets within the catchment
area which could be the primary source for the
high-value stones recovered in the alluvial gravels.
If a diamond-bearing kimberlite can be identified
as the source for these diamonds, then LOM has
significant upside potential. However, the lack of
exploration success would have a negative impact
on the Company.

Assumption

Stable government
Kimberlite exploration
licence can be renewed

Conclusion

Comment

At this stage we consider the assumptions have a medium risk of not being achieved.

Source: Hartleys Research
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Disclaimer/Disclosure
The author of this publication, Hartleys Limited ABN 33 104 195 057 (“Hartleys”), its Directors and their Associates from time to time may hold
shares in the security/securities mentioned in this Research document and therefore may benefit from any increase in the price of those securities.
Hartleys and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of a transaction arising from any advice
mentioned in publications to clients.
This report was prepared solely by Hartleys Ltd. ASX did not prepare any part of the report and has not contributed in any way to its content. The
role of ASX in relation to the preparation of the research reports is limited to funding their preparation, by Hartleys Ltd, in accordance with the ASX
Equity Research Scheme. ASX does not provide financial product advice. The views express in this research may not necessarily reflect the
views necessarily reflect the views of ASX. To the maximum extent permitted by law, no representation, warranty or undertaking, express or
implied, is made and no responsibility or liability is accepted by ASX as to the adequacy, accuracy, completeness or reasonableness of the
research reports.
Any financial product advice contained in this document is unsolicited general information only. Do not act on this advice without first consulting
your investment adviser to determine whether the advice is appropriate for your investment objectives, financial situation and particular needs.
Hartleys believes that any information or advice (including any financial product advice) contained in this document is accurate when issued.
Hartleys however, does not warrant its accuracy or reliability. Hartleys, its officers, agents and employees exclude all liability whatsoever, in
negligence or otherwise, for any loss or damage relating to this document to the full extent permitted by law.
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