ANNOUNCEMENT
17 May 2016

Gulf’s Second Supplementary Target's Statement
Metro Mining Limited (Metro) notes that Gulf Alumina Limited (Gulf) yesterday
dispatched its Second Supplementary Target’s Statement, containing the independent
expert’s report (IER), which opines on Metro’s offer to acquire all of the issued capital of
Gulf, in accordance with the orders of the Takeovers Panel.
The independent expert identified in excess of $200 million of merger synergies * and
assessed that, on a like-for-like basis, Gulf shareholders would benefit from value
accretion, based on Metro’s improved offer of 3.5 Metro Shares for each Gulf Share,
which is subject to the conditions set out in Metro’s Second Supplementary Bidder’s
Statement. The independent expert also assessed that, on a like-for-like basis, the
implied offer ratio based on standalone valuations would be approximately 3.9 ** Metro
shares for every 1 Gulf share.
Metro intends to review the IER in detail and hopes to further engage with Gulf’s board
of directors to discuss the findings of the independent expert. Metro intends to provide
further updates in relation to its review of the IER in due course.
Gulf’s Second Supplementary Target’s Statement is attached.
Further Information
For further information, contact Metro Mining Limited on +61 7 3009 8000.

* Based on capital, operating, and corporate cost savings over the life of the combined project as
specified on Page 6 of the IER. Corporate cost savings were identified based on page 45 of the IER.
** Based on “Implied Share Exchange Ratio" in table titled “Share exchange ratio” on page 8 of the IER.
The Independent Expert however ultimately determined it appropriate to apply a control premium to the
transaction and rather than to assess the transaction as a merger of equals on a like-for-like basis as
outlined on pages 3 and 4 of the IER.
ASX : MMI ACN 117 763 443
For More information Contact: Mr Simon Finnis | CEO | Mr Scott Waddell | Company Secretary
T: +61 (0) 7 3009 8000 | F: +61 (0) 7 3221 4811 | E: info@metromining. com. au | W: www.metromining.com.au
Registered Office & Head Office: Lvl 8, 300 Adelaide St, Brisbane | GPO Box 10955, Brisbane Q 4000
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Second Supplementary
Target’s Statement
and Independent Expert’s Report
This Target’s Statement has been issued in response to the Offers by
Metro Mining Limited (ACN 117 763 443) for all of the Gulf Shares.

THIS IS AN IMPORTANT DOCUMENT
AND REQUIRES YOUR IMMEDIATE ATTENTION.
If you are in any doubt about how to deal with this document, you
should contact your broker, financial advisor or legal advisor immediately.
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(ACN 108 086 371)

Second Supplementary Target's Statement
1

Introduction

This document is a supplementary target’s statement under section 644 of the Corporations Act
2001 (Cth). It is the second supplementary target’s statement (Second Supplementary Target’s
Statement) issued by Gulf Alumina Limited (ACN 108 086 371) (Gulf) in relation to the off-market
takeover bid to acquire all the ordinary shares in Gulf by Metro Mining Limited ACN 117 763 443
(Metro). This Second Supplementary Target’s Statement supplements, and should be read
together with, Gulf’s Target’s Statement dated 6 January 2016 (Target’s Statement) and Gulf’s
First Supplementary Target’s Statement dated 23 March 2016. This Second Supplementary
Target’s Statement is dated 16 May 2016, which is the date it was lodged with ASIC. Neither ASIC
nor any of its officers take any responsibility for its contents. This Second Supplementary Target’s
Statement was approved by a resolution of the Gulf Board. Gulf Shareholders should refer to the
Target’s Statement as corrected by the First Supplementary Target’s Statement, and this Second
Supplementary Target’s Statement for detailed information. If you are in any doubt as to the
action which you should take in relation to the Offer, you should consult your legal, taxation or
financial adviser. If you have any queries, please contact the Gulf office on +61 2 9221 4689.
Further information in relation to the Offer can also be found on Gulf’s website
(www.gulfalumina.com.au). Unless the context otherwise requires, capitalised terms used in this
Second Supplementary Target’s Statement but not defined have the same meaning given to them
in the Target’s Statement. The Second Supplementary Target’s Statement prevails to the extent
of any inconsistency with the Target’s Statement and the First Supplementary Target’s Statement.

2

Independent Expert’s Report

In accordance with an Order of the Takeover’s Panel made on 11 March 2016, Gulf instructed
Grant Thornton Corporate Finance Pty Ltd (Grant Thornton or Independent Expert) as an
independent expert to report (Independent Expert’s Report) whether the Metro Offer is fair and
reasonable.
The Independent Expert’s Report is set out in Annexure “A” to this Target’s Statement. Please
read it carefully.
Grant Thornton has concluded that the Metro Offer, based on the Increased Consideration of 3.5
Metro shares for each Gulf share, and based on the Original Consideration of 3.3 Metro shares for
each Gulf share, is NOT FAIR AND NOT REASONABLE.

3

Directors’ Recommendation - Not to Accept

The Gulf Directors have considered the Independent Expert’s Report. In the light of the
Independent Expert’s assessment, the Gulf Directors unanimously recommend that Gulf
shareholders NOT ACCEPT either of:
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a) Metro’s Offer based on the Original Consideration of 3.3 Metro shares for each Gulf
share; or
b) Metro’s Offer based on the Increased Consideration of 3.5 Metro shares for each Gulf
share.
The decision of whether or not to accept the Offer is a matter for each Gulf Shareholder to decide
based on the Shareholder’s own view of the value of Gulf, expectations about future market
conditions, Gulf’s performance, risk profile and investment strategy. If Gulf Shareholders have
any questions as to the action they should take in relation to the Offer, then the Shareholders
should consult their professional advisors.

4
4.1

Financing
Updated Financial Position of Gulf

The Company’s current cash position is approximately $377,000. Mr Zhang and Mr Wang, being
directors of the Company, have subscribed additional working capital through the exercise of
options as detailed in Section 4.2 below. Creditors aged more than 30 days currently total
$248,232 of which the Managing Director is owed $217,800 in respect of his remuneration. Mr
Zhang has not yet invoiced an aggregate of $24,200 (inclusive of GST) for his services in respect of
April 2016.
4.2

Exercise of Options

Since the issue of the First Supplementary Target’s Statement, four further lots of Options have
been exercised at $0.30 by Mr Weidong Zhang and Mr Cheng Wang to raise a total of $553,500,
specifically,
1)
2)
3)
4)

695,000 options on 11 April 2016 by Mr Weidong Zhang;
500,000 options on 4 May 2016 by Mr Weidong Zhang;
500,000 options on 11 May 2016 by Mr Weidong Zhang, and,
150,000 options on 11 May 2016 by Mr Cheng Wang.

The table of Relevant Interests of the directors of Gulf and their associates are varied as follows:
Director, and/or their
Associates

Number of Gulf
Shares

Number of Gulf Options

Weidong Zhang*

18,301,700

895,000 exercisable at $0.30 expiring on 10/3/19

Cheng Wang **

10,564,760

Nil

Jianbo Song ***

10,316,146

200,000 exercisable at $0.30 expiring on 8/1/17
150,000 exercisable at $0.30 expiring on 10/2/19

Stephen Lonergan

Nil

Nil

Zhaohui Wu

Nil

Nil

*
**
***

2

7,390,000 Shares held beneficially, 4,140,460 Shares in the name of Yanhua Liu and
6,771,240 Shares in the name of Amanda (Yitong) Li. All Options held beneficially.
3,850,000 Shares held beneficially. 6,714,760 Shares held by an associate, Wenzhen
Zhang.
All Shares held by an associate, Shandong Nanshan Aluminium Co. Ltd. All Options held
beneficially.
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Shareholders Intentions

As a result of the exercise of options detailed in Section 4.2, the number of shares held
beneficially in Gulf by Messrs Weidong Zhang and Cheng Wang, who are Non-participating Gulf
Shareholders have increased by 1,845,000 shares and the percentage of the shareholdings of all
the Non-Participating Gulf Shareholders increased from 71.0% to 71.56%.

6

Update on EIS Approval

Gulf’s environmental impact statement (EIS) has been officially accepted by the Queensland
Department of Environmental and Heritage Protection (EHP). The EHP is required to proceed with
preparing an EIS assessment report regarding the submitted EIS and to provide Gulf with the
completed EIS assessment report within the required statutory period (by 20 June 2016). The EIS
process under Chapter 3 of the EP Act will be completed when Gulf receives the EIS assessment
report.

7

Consents

The following persons have given and have not, before the date of this Second Supplementary
Target’s Statement, withdrawn their consent:
a) To be named in this Second Supplementary Target’s Statement in the form and context in
which they are named;
b) For the inclusion of their respective reports or statement’s (if any) noted next to their
names and the references to those reports or statements in the form and context in
which they are included in this Second Supplementary Target’s Statement; and
c) For the inclusion of other statements in this Second Supplementary Target’s Statement
which are based on or referable to statements made in those reports or statements, or
which are based on or referable to other statements made by those persons in the form
and context in which they are included.
Name of person

Named as

Reports or statements

The Directors of Gulf Alumina
Limited

Directors or Gulf Board

Statements of Opinion and
Intention.

Grant Thornton Corporate
Finance Pty Ltd

Independent Expert

Statement as to the conclusion
of the Independent Expert’s
Report

Xstract Mining Consultants Pty
Limited

Independent Technical Expert

The Independent Technical
Report appended to the
Independent Expert’s Report

8

Definitions

Terms used in this Second Supplementary Target’s Statement that have not been previously
defined have the meaning given in below:
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Term

Meaning

Increased Consideration

The consideration of 3.5 Metro Shares for each Gulf share
in Metro’s Offer as defined in the Independent Expert’s
Report

Original Consideration

The consideration of 3.3 Metro Shares for each Gulf share
in Metro’s Offer as defined in the Independent Expert’s
Report

9

Authorisation

This document has been approved by a resolution passed by the directors of Gulf.
Signed for and on behalf of
Gulf Alumina Limited

________________
Weidong Zhang
Director

4
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Annexure A: Independent Expert’s Report

Gulf Alumina Limited
Independent Expert’s Report and Financial Services Guide
May 2016

5
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The Directors
Gulf Alumina Limited
Suite 503, Level 5
37 Bligh Street
Sydney NSW 2000

13 May 2016

Dear Directors
Independent Expert’s Report and Financial Services Guide
I.

Introduction and the Takeover Offer

Gulf Alumina Limited (“Gulf” or “the Company”) is a publicly unlisted company and is focused on
the exploration and development of bauxite in Australia. The Company’s flagship project is the
Skardon River Project, located 80 kilometres north of Weipa, Queensland, and covering an area of
approximately 70 square kilometres of the Cape York Peninsula. Gulf holds approximately 1,205
square kilometres of partly drilled bauxite mining tenements in the Cape York Peninsula region of
Queensland, and a further 320 square kilometres on Marchinbar Island in the Northern Territory in
Australia.
Metro Mining Limited (“Metro”) is also mainly engaged in the exploration and development of
bauxite in Australia. The Company’s flagship project is the Bauxite Hills Project (Metro’s tenements
are adjacent and contiguous to Gulf’s tenements), covering approximately 1,300 square kilometres
of exploration tenements located to the north of Weipa on Western Cape York. Metro is listed on
the Australian Securities Exchange and has a market capitalisation of approximately A$26.0
million1.
On 2 December 2015, Metro announced its intention to make a takeover offer (“Takeover Offer”)2
to acquire all of the issued shares of Gulf for a scrip consideration of 3.3 Metro shares (“Metro
Shares”) for 1 Gulf share (“the Original Consideration”). The Takeover Offer was subject to
defeating conditions customary for a transaction of this type, including a minimum acceptance
condition of more than 50% Gulf shares (“Gulf Shares”). If 100% of Gulf shareholders (“Gulf
Shareholders”) accept the Takeover Offer, they will own approximately 44% of the issued capital of
the combined group (“Merged Entity”).

1
2

Market capitalisation as at 10 May 2016
Metro dispatched the Bidder’s Statement to Gulf Shareholders on 24 December 2015.
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On 7 January 2016, Gulf lodged the Target’s Statement and the Directors unanimously
recommended Gulf Shareholders to reject the Takeover Offer.
On 15 February 2016, Metro made an application to the Takeovers Panel (“the Panel”) seeking a
declaration of unacceptable circumstances in relation to the information provided by Gulf to its
shareholders in the Target’s Statement and in a separate letter.
On 8 March 2016, Metro declared the Takeover Offer unconditional and free from all defeating
conditions. In addition, as a result of pre-bid agreements with two shareholders, Equity Permanent
Investment Capital Limited (“EPIC”) and Joyday Pty Limited (“Joyday”,) which became effective
upon the Takeover Offer being declared unconditional, Metro currently holds a relevant interest of
21.9%3 of the issued capital of Gulf.
On 15 March 2016, the Panel made a declaration of unacceptable circumstances in relation to the
application made by Metro. The Panel considered that the letter to shareholders and the Target’s
Statement contained insufficient or misleading information regarding the value of Gulf. The Panel
requested Gulf, amongst other things, to issue a Supplementary Target’s Statement to provide
additional disclosure on value or procure an independent expert’s report to opine on whether the
Takeover Offer is fair and reasonable.
On 23 March 2016, Metro announced an increased conditional offer of 3.5 Metro shares for every
share in Gulf (“the Increased Consideration”) subject to, amongst other things, Metro having a
relevant interest in more than 50% of the issued capital of Gulf. If 100% of Gulf Shareholders
accept the Takeover Offer at the Increased Consideration, they will own approximately 46% of the
issued capital of the Merged Entity4.
However, we note that Metro was advised by ASIC that the notice of variation in relation to the
Increased Consideration was invalid and as a result ASIC had not registered the improved offer. We
understand that Metro has sought relief from ASIC to improve its Takeover Offer and on
11 May 2016, ASIC advised that it would grant the relief.
II.

Purpose of the report

In response to the declaration of unacceptable circumstances made by the Panel as outlined above,
the Directors have commissioned an independent expert’s report to opine on whether or not the
Takeover Offer is fair and reasonable to Gulf Shareholders.
For the purpose of this report, an independent technical specialist, Xstract Mining Consultants Pty
Limited (“Xstract”), was engaged to prepare an independent technical report (“the Xstract Report”)
in relation to various exploration projects and development assets owned by Gulf, Metro and the
Merged Entity. The Xstract Report is included as Appendix L to this report.

3 We note that whilst Metro announced that it holds 22.1% of the issued capital of Gulf, Gulf has since issued additional
shares upon exercise of Gulf options. In addition, a small number of Gulf shares acquired by Metro are yet to be stamped
by the Office of State Revenue (“OSR”). Accordingly, Metro currently holds a 21.5% interest in Gulf which will increase
to 21.9% after the transfer of the residual small number of shares is stamped by the OSR.
4 Including the Gulf Shareholders which entered into a pre-bid agreements with Metro.

Gulf Alumina Limited – Independent Expert’s Report
Second Supplementary Target’s Statement – Independent Expert’s Report
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III.

Basis of assessment

ASIC Regulatory Guide 111 Content of expert reports (“RG111”) requires that if the bidder is offering
non-cash consideration in a control transaction, the expert should assess the fairness of the
proposed transaction by comparing the value on a minority basis of the securities being offered,
being shares in Metro, with the value of Gulf shares on a control basis.
However, RG111 also requires the expert to assess whether a scrip takeover is in effect a “merger
of entities of equivalent value (merger of equals) when control of the merged entity will be shared
equally between the ‘bidder’ and the ‘target’. If the takeover bid is assessed to be a merger of equals,
the expert may use an equivalent approach to valuing the securities of the ‘bidder’ and the ‘target’.
In our assessment of whether the Takeover Offer should be analysed as a merger of equals, we
have considered the following factors:
 Similarity and size of businesses: Gulf and Metro intend to develop mineral projects of similar
characteristics, located in the same area in far north Queensland with tenements contiguous and
adjacent to each other.
 Intentions of the board and management of Gulf and Metro: Based on the unsolicited takeover offer
launched by Metro, the transaction was not intended to be structured as a merger of equals, even
if we understand that Metro had previously tried to engage with Gulf to negotiate a friendly deal.
 Board composition: If Metro acquires 100% of the issued capital of Gulf, Metro intends to replace
all members of Gulf’s board with Metro’s nominee directors and it has no current intentions to
offer board positions of the Merged Entity to Gulf nominees. However, we note that if Metro
acquires 100% of Gulf, Gulf Shareholders will be able to appoint/replace board members of the
Merged Entity in accordance with the required majority set out in the Corporations Act and/or
in Metro’s constitution.
 Post-merger shareholding: The existing Gulf Shareholders will collectively hold approximately 46%
of the shares in the Merged Entity (based on the Increased Consideration and including those
shareholders of Gulf who have already accepted the Takeover Offer and received Metro Shares).
 Management Team: If Metro acquires 100% of the issued capital of Gulf, it intends to relocate
Gulf’s office to Brisbane, integrating it with Metro’s existing office. Metro’s management team
will lead the Merged Entity. At present, Metro is unsure of the continuity of the employment of
Gulf’s employees.
 Whether any shareholders will be able to control or significantly influence the Merged Entity: Currently Metro
is the largest shareholder of Gulf with a relevant interest of 21.9%5. If Metro acquires 100% of
the issued capital of Gulf, the largest shareholder of the Merged Entity will control
approximately 10% of the issued capital. In our opinion, no single shareholder will be able to
control or significantly influence the operations and the strategy of the Merged Entity going
forward. Accordingly, we do not believe that the likelihood of Gulf Shareholders receiving a

5

8

Refer to footnote 3.
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takeover premium in the future will be diminished if Metro acquires 100% of the issued capital
of Gulf.
Based on the discussions above, we have concluded that the Takeover Offer should be evaluated as
a change in control transaction rather than a merger of equals, in particular having regard to the
composition of the Board of Directors and the Management Team and the unsolicited nature of
the approach received by Gulf. However, we have included some analysis in our reasonableness
assessment to consider the implications for Gulf Shareholders if the Takeover Offer is analysed as a
merger of equals.
IV.

Summary of the opinion in relation to the Takeover Offer

Grant Thornton Corporate Finance has concluded that the Takeover Offer based on the
Increased Consideration and the Original Consideration is NOT FAIR AND NOT
REASONABLE.
Fairness assessment of the Takeover Offer – Increased Consideration

In forming our opinion in relation to the fairness of the Takeover Offer based on the Increased
Consideration, Grant Thornton Corporate Finance has compared the fair market value per share of
Gulf on a 100% control basis before the Takeover Offer with the value of the consideration
offered, being shares in the Merged Entity on a minority basis assuming that Metro acquires 100%
of the issued capital of Gulf.
The following table summarises our fairness assessment:
Fairness assessment of the Takeov er Offer - Increased Consideration

Reference

Units

Low

High

Value per share of Gulf on a control basis

Section 8

A$

0.688

0.885

Value of the consideration receiv ed based on the Increased Consideration (minority basis)

Section 10

A$

0.551

0.693

%

(19.9)%

(21.7)%

Premium/(discount) based on the Increased Consideration

Source: Grant Thornton Corporate Finance calculations

Most of the valuation range of the consideration offered is below our assessed valuation range of a
Gulf Share on a 100% control basis. Accordingly, we conclude that the Takeover Offer based on
the Increased Consideration is NOT FAIR to Gulf Shareholders.
Gulf and Metro Shareholders should be aware that our assessment of the Merged Entity does not
reflect the price at which Metro Shares will trade if Metro acquires 100% of the issued capital of
Gulf. The price at which Metro Shares will ultimately trade depends on a range of factors including
the liquidity of Metro Shares, macro-economic conditions, bauxite and exchange rate volatility, EA
approvals, and investors’ views on the short term prospects of the Merged Entity. Accordingly, it is
possible that shares in the Merged Entity will trade at a discount to our valuation assessment of the
Merged Entity in the short/medium term.

Gulf Alumina Limited – Independent Expert’s Report
Second Supplementary Target’s Statement – Independent Expert’s Report
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V.

Reasonableness assessment – Increased Consideration

Advantages

Increase liquidity (also applicable to the Original Consideration) and corporate governance
Gulf Shareholders accepting the Takeover Offer will swap their shares in an unlisted public
company with shares in Metro which is listed on the Australian Securities Exchange (“ASX”).
Notwithstanding the liquidity of Metro Shares is limited, Gulf Shareholders will benefit from being
able to trade their shareholdings on the ASX platform.
As discussed in Appendix H, the lack of marketability is often the largest dollar discount factor in
the valuation of a business, in particular if the subject of the valuation is a minority interest.
Our valuation assessment of Gulf on a 100% basis before the Takeover Offer does not incorporate
a marketability discount because by definition it is not applicable to the valuation of a business on a
100% and control basis, however minority shareholders of Gulf will benefit significantly from being
able to trade their shares on a daily basis.
Based on the current market conditions and stage of development of the Skardon River Project, we
do not believe that Gulf will be able to achieve/target a listing on the ASX or other stock
exchanges in the short term and hence being able to provide liquidity to its shareholders in the
absence of the Takeover Offer.
In addition, as shareholders in a listed entity, the corporate governance, communication and
transparency for Gulf Shareholders will increase materially.
Likelihood to receive a premium for control in the future will not diminish
Whilst in our opinion, Gulf Shareholders accepting the Takeover Offer will not receive a premium
for control, we do not believe the likelihood of accepting Gulf Shareholders receiving a premium
for control in the future will diminish compared with the current situation.
As at the date of this Report, Metro is Gulf’s largest shareholder with a 21.9%6 interest. If Metro
acquires 100% of the issued capital of Gulf, the largest shareholder of the Merged Entity will
control circa 10% of the issued capital and the top 10 shareholders will hold 50.3% of the shares on
issue. Out of the Top 10 shareholders of the Merged Entity, seven of them will be Gulf
shareholders and they will control 31.8% of the Merged Entity (or 63.2% of the issued capital
controlled by the Top 10 shareholders).
In our opinion, if Metro acquires 100% of the issued capital of Gulf, no shareholders will be able to
exert a significant influence over the strategic and operational decisions of the Merged Entity or
block/prevent the Merged Entity from receiving a premium for control.

6

Refer to footnote 3.
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Cost savings and other benefits
Based on discussions with the management of Gulf and Metro, and a review of the Xstract Report,
we understand that the following cost savings and efficiencies are expected to be realised by the
Merged Entity:
 The cumulative pre-production capital expenditure to develop the Skardon River Project and the
Bauxite Hills Project separately is circa A$92 million. Xstract has estimated that by combining
the two projects into the Merged Entity, the total capital expenditure will reduce to circa A$75
million.
 The average operating costs over the LOM of the Skardon River Project of A$19.0 per tonne
(excluding royalties) will reduce to A$17.2 per tonne for the Merged Entity.
 Removal of duplicated corporate costs.
 The Merged Entity should have an enhanced ability to secure the required funding to develop
the project resulting from the integration of the Skardon River Project and the Bauxite Hills
Project (“Combined Project”), given it would have larger amounts of DSO deposits, higher
exploration potential, stronger cash position, and greater depth in management resources.
 The cash position of the Merged Entity will be significantly enhanced compared with Gulf on a
stand-alone basis. As at 31 March 2016, Gulf had cash resources of circa A$0.2 million whilst
Metro had a cash balance of circa A$4.2 million.
All the above benefits have been included in our valuation assessment of the Merged Entity.
Management team
Metro has greater depth in their Management Team whilst Gulf has a thinner structure and it places
greater reliance on consultants. Metro’s management team also has significant experience in
bringing development assets into the production.
Rollover relief
Gulf Shareholders accepting the Takeover Offer may benefit from the Australian Capital Gains Tax
rollover relief. Gulf Shareholders should refer to the Bidder’s Statement for details or seek
professional advice.
Disadvantages – Increased Consideration

The Takeover Offer is not fair
We have assessed that the value of the consideration offered (minority basis) is lower than the value
of Gulf on a control basis. Accordingly, the Takeover Offer based on the Increased Consideration
is not fair.

Gulf Alumina Limited – Independent Expert’s Report
Second Supplementary Target’s Statement – Independent Expert’s Report
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Gulf’s Shareholders are not receiving their fair share of the Merged Entity
In our opinion, Gulf Shareholders are receiving less than their proportionate share of the Merged
Entity and hence of the synergies and cost savings to be realised by combining the two companies.
Metro Shareholders will benefit from the special value that Gulf brings to the Merged Entity due to
the following:
 The majority of the synergies and cost savings in the Merged Entity will be realised via the use of
Gulf’s infrastructure to process both Gulf and Metro resources.
 As set out in the Xstract Report, during the first three year of operations, the Merged Entity is
expected to process Gulf resources using Gulf’s existing infrastructure.
 The combination of Gulf and Metro allows Metro Shareholders to avoid a potentially long and
time consuming EA process to build a greenfield infrastructure in an environmentally sensitive
area.
 Whilst Metro is extremely confident that it will secure its EA in the current form and in a timely
fashion, the Environmental Authority may require Metro and Gulf to find a commercial
agreement for Metro to access existing Gulf’s infrastructure rather than approving a greenfield
infrastructure development in the same area.
Potential loss of support from strategic shareholders and potential customers
Both Gulf and Metro have strategic investors on their share registers being Nanshan and Xinfa
respectively and they have both entered into non-binding heads of agreement/memorandum of
understanding in relation to potential offtake agreements. If Metro acquires 100% of the issued
capital of Gulf, the Merged Entity may lose the support of some of its key shareholders and
strategic partners.
No Board and Management representation
If Metro acquires 100% of the issued capital of Gulf, Metro intends to replace all members of
Gulf’s board with Metro’s nominee directors and it has no current intentions to offer board
positions of the Merged Entity to Gulf nominees.
In addition, Metro’s management team will lead the Merged Entity and Metro is unsure of the
continuity of the employment of Gulf’s employees.

12
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Other considerations

Valuation of the Takeover Offer on a like-for-like basis
As discussed in the executive summary, we have outlined below the implications for Gulf
Shareholders if the Takeover Offer is analysed as a merger of equals and accordingly we have
compared the value of Gulf on a control basis before the Takeover Offer with the value of
consideration offered on a like-for-like basis. The following table summarises our assessment:
Fairness assessment on a like-for-like basis

Reference

Units

Low

High

Value per share of Gulf (control basis)

Section 8

A$

0.688

0.885

Section 10

A$

0.776

0.976

%

12.8%

10.2%

Value of the consideration receiv ed (control basis)

1

Value accreation for Gulf Shareholders

Source: Grant Thornton Corporate Finance calculations
Note 1: Based on the value of the Merged Entity sets out in Section 10 between A$0.551 and A$0.693 (after the application of the share
exchange ratio of 3.5) and removing the minority discount (i.e. A$0.551/(1-29%).

If the Takeover Offer is considered a merger of equals, the value of the consideration offered on a
control basis would be greater than the value of Gulf on a stand-alone and control basis. This is
driven by the significant synergies and cost savings that are expected to be realised as a result of the
Merger.
However, we are of the opinion that Gulf Shareholders are receiving less than their proportional
share of the Merged Entity and hence of the synergies and costs savings to be realised. As set out in
the table below, we have estimated that the Takeover Offer will be value accretive to Metro
Shareholders to between 23.9% and 25.9%, whereas as set out in the table above, the value
accretion for Gulf Shareholders is between 10.2% and 12.8%.
Fairness assessment on a like-for-like basis

Reference

Units

Low

High

Value per share of Metro (control basis)

Section 9

A$

0.176

0.225

Section 10

A$

0.222

0.279

%

25.9%

23.9%

Value of the Merged Entity (control entity )

1

Value accreation for Metro Shareholders

Source: Grant Thornton Corporate Finance calculations
Note 1: Based on the value of the Merged Entity sets out in Section 10 between A$0.157 and A$0.198 (before the application of the share
exchange ratio) and removing the minority discount (i.e. A$0.157/(1-29%).

Consistent with the above conclusion, the table below indicates that the share exchange ratio
implied in the Increased Consideration of 3.5 is below the range of the relative stand-alone values
per share of Gulf and Metro on a like-for-like basis as assessed by Grant Thornton Corporate
Finance.
Share ex change ratio

Reference

Units

Low

High

Value of Gulf on a control basis before the Takeov er Offer

Section 8

A$

0.688

0.885

Value of Metro on a control basis before the Takeov er Offer

Section 9

A$

0.176

0.225

Implied Share Ex change Ratio

Times

3.91

3.94

Increased Consideration share ex change ratio

Times

3.50

3.50

%

(10.4)%

(11.1)%

Premium/(discount) Increased Consideration share exchange ratio

Source: Grant Thornton Corporate Finance calculations - numbers subject to rounding.

Gulf Alumina Limited – Independent Expert’s Report
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Considering that Gulf Shareholders are contributing the existing infrastructure to the Merged
Entity which will allow to realise the majority of the synergies and costs savings, the allocation of
the issued capital of the Merged Entity seems relatively unbalanced even if the Takeover Offer is
analysed as a merger of equals.
Assessment of the Takeover Offer based on Metro trading prices
As discussed in section 7, our valuation assessment of Gulf, Metro and the Merged Entity is based
on the sum of parts approach and in particular on the DCF methodology to assess the fair market
values of the Skardon River Project and the Bauxite Hills Project.
The valuation assessment of the Skardon River Project and the Bauxite Hills Project based on the
DCF is highly sensitive to small changes in the key underlying assumptions. We acknowledge that
equally plausible sets of assumptions adopted in the valuation of the Skardon River Project and the
Bauxite Hills Project may give rise to very substantial differences in net present values. Generally,
long term forecasts are highly uncertain and subject to factors outside the control of Gulf and
Metro.
Accordingly, in the table below, we have illustrated the value of the consideration offered to Gulf
Shareholders based on Metro trading prices (refer to section 9.9.1 in relation to our discussions
about the level of liquidity of Metro’s trading prices).
Fairness assessment based on Metro trading prices
Value of Metro after announcement of the Takeov er Offer (trading prices)

Reference

Units

Low

High

Section 9.9.1

A$

0.06

0.08

Ex change ratio based on the Increased Consideration

A$

3.50

3.50

Implied value of the consideration received by Gulf Shareholders (Increased Consideration)

%

0.21

0.28

Source: Grant Thornton Corporate Finance calculations - numbers subject to rounding.

Based on the selected trading prices of Metro between 6c and 8c after announcement of the
Takeover Offer, the value of the consideration offered is between A$0.21 and A$28 per Gulf Share.
Under these circumstances, the value range of the consideration offered will be in line with the
conversion price per share implied in the sale of Gulf’s convertible notes (face value of A$3.5
million and implied conversion price of A$0.26) which however does not include a premium for
control.
We have also set out in the table below a sensitivity analysis to show the value of the consideration
received in conjunction with different levels of Metro trading prices.
Metro trading

Value of the

Units

prices

consideration

Sensitiv ity

A$

0.05

0.18

Sensitiv ity

A$

0.06

0.21
0.25

Sensitiv ity analy sis - Different lev els of Metro trading prices

Sensitiv ity

A$

0.07

Sensitiv ity

A$

0.08

0.28

Sensitiv ity

A$

0.09

0.32

Sensitiv ity

A$

0.10

0.35

Source: Grant Thornton Corporate Finance calculations - Numbers subject to rounding.
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Relative contribution from Gulf and Metro to the Merged Entity
If Metro acquires 100% of the issued capital of Gulf, existing Gulf Shareholders will hold
approximately 46% interest in the Merged Entity based on the Increased Consideration. Set out
below, we have considered the relative contribution to the Merged Entity in relation to certain key
items including reserves, resources and the cash balance as at 31 March 2016.
Relativ e contribution
Interest in the Merged Group

Units

Reference

Gulf

Metro

46.0%

54.0%

Section 4 and 5

63.50

53.60

54.2%

45.8%

%

Resources

Million tonnes

Reserv es

Gulf's contribution Metro's contribution

Million tonnes

Section 4 and 5

48.30

48.20

50.1%

49.9%

Net Assets as at 31 December 2015

A$ 000

Section 8.3 and 9.4

11,467

19,211

37.4%

62.6%

Cash balance as at March 2016

A$ 000

Section 8.3 and 9.4

217

4,331

4.8%

95.2%

Source: Grant Thornton Corporate Finance calculations

Gulf cash reserves and potential future dilution
Gulf’s cash balance as at 31 March 2016 is only circa A$0.2 million. We have been advised that due
to the capital raising restrictions under the Takeover Offer, the short term funding for Gulf is being
met via directors exercising existing options until a major funding deal is signed up by Gulf.
However, we are of the opinion that, in the absence of the Takeover Offer, Gulf may be required
to undertake another round of capital raising to complete the additional work required to obtain the
funding package to develop the Skardon River Project. The dilution attached to this additional
funding round (if any) has not been included in our valuation assessment.
Gulf continued to be considered a going concern
Notwithstanding the low cash balance of Gulf, in forming our opinion in relation to the
reasonableness of the Takeover Offer, we have considered Gulf a going concern and capable of
raising the required funds in the short term to meet its obligations when they fall due. Our opinion
is based, amongst other things, on a review of the preliminary and non-binding discussions held by
Gulf with potential debt and equity providers. Should our conclusion prove inaccurate, we will reexamine our reasonableness opinion of the Takeover Offer.
Risks in integration of companies
There is a risk that the integration of the businesses of Gulf and Metro may take longer than
expected and the expected synergies may not be realised within the anticipated timeframe, to their
full extent or at all. A failure to achieve targeted synergies included in our valuation assessment will
have an adverse impact on the operations, the financial performance and position of the Merged
Entity and the value of its shares.
Sensitivity of our valuation assessment to future assumptions
As outlined in sections 8, 9 and 10, our assessed value of Gulf, Metro and the Merged Entity is
particularly sensitive to changes in the bauxite price, exchange rate and discount rate. Commodity
prices and exchange rates have recently been affected by a significant degree of volatility and there
are a broad range of views in relation to future trends.
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Whilst we are of the opinion that our assumptions are reasonable, depending upon the views taken
by individual shareholders in relation to these assumptions, it is possible that individual
shareholders could form a different view on the appropriate range of values for Gulf, Metro and
the Merged Entity. However we note that given both projects have similar values and the same
correlation to movements in the key assumptions, the above risks are materially mitigated in the
relative valuations of Gulf, Metro and the Merged Entity.
Future potential price catalysts
The underlying values of Gulf and Metro are expected to materially change over the short to
medium term as their mineral projects move through their development cycle7. Whilst the range of
values attributed to Gulf and Metro in our fairness assessment are considered reasonable at the date
of this report, the fair values of the Gulf and Metro may increase significantly, or conversely decline
materially in value, depending upon the advancement of the Skardon River Project and the Bauxite
Hills Project. Should any price catalysts occur during the offer period, we may be required to issue a
Supplementary Independent Expert’s Report.
Metro’s current shareholding, intentions and corporate governance
Metro currently holds circa 21.9%8 of Gulf’s issued capital. Even if Metro does not further increase
its current interest in Gulf, it will be able to exert influence over the strategic operations of Gulf
and based on the requirements of Gulf’s constitution and the Corporations Act, it may be able to
nominate one or more directors on the board of Gulf.
Metro has also stated in its Bidder’s Statement that it intends to further consolidate its control of
Gulf over time. We note that if at the end of the offer period Gulf has less than 50 shareholders,
the takeover of the Company or the further acquisitions of shares by Metro will not be regulated by
Chapter 6 of the Corporation Act. Accordingly, the protection of the minority shareholders may
reduce materially and a change of control may occur with limited information and disclosure
provided to the Gulf Shareholders.
Reasonableness conclusion

Based on the qualitative factors identified above, it is our opinion that the Takeover Offer
based on the Increased Consideration is NOT REASONABLE to Gulf Shareholders.
Overall conclusion

After considering the abovementioned quantitative and qualitative factors, Grant Thornton
Corporate Finance has concluded that the Takeover Offer based on the Increased
Consideration is NOT FAIR NOT REASONABLE to Gulf Shareholders.

7
8

Including funding for the projects, off-take agreements, EAs, ect..
Refer to footnote 3.
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VI.

Fairness assessment of the Takeover Offer – Original Consideration

In forming our opinion in relation to the fairness of the Takeover Offer based on the Original
Consideration, Grant Thornton Corporate Finance has compared the fair market value per share of
Gulf on a controlling and 100% basis before the Takeover Offer with the value of the
consideration offered, being shares in Metro on a minority basis. Given that under these
circumstances Metro will control less than 50% of the issued capital of Gulf, the value of the
Consideration received is based on Metro on a stand-alone basis rather in the Merged Entity.
The following table summarises our fairness assessment:
Fairness assessment of the Original Consideration

Reference

Units

Low

High

Value of Gulf on a control basis before the Takeov er Offer

Section 8

A$

0.688

0.885

Section 9

A$

0.413

0.527

%

(40.0)%

(40.5)%

Value of the consideration receiv ed based on the Original Consideration (3.3x )

1

Premium/(discount) based on the Original Consideration

Note 1: The valuation of the consideration has been assessed based on the control value of Metro in the range of A$0.176 and A$0.225 as set
out in Section 9 and a minority discount of 29% multiplied by the share exchange ratio of 3.3 implied in the Original Consideration (i.e.
A$0.176*(1-29%)*3.3).
Source: Grant Thornton Corporate Finance calculations

The assessed valuation range of the consideration offered is materially below our assessed valuation
range of a Gulf Share on a control and 100% basis. Accordingly, we conclude that the Takeover
Offer is NOT FAIR to Gulf Shareholders under the Original Consideration.
VII.

Reasonableness assessment – Metro holding less than 50% of Gulf

If Metro does not acquire more than 50% interest in Gulf and the Increased Consideration is not
triggered, Gulf will not become a subsidiary or a controlled entity of Metro and the expected
synergies, costs savings and other benefits arising from integrating the two companies will not be
realised.
Accordingly, we are of the opinion that the Takeover Offer based on the Original
Consideration is NOT REASONABLE if Metro acquires less than 50% of Gulf.
After considering the abovementioned quantitative and qualitative factors, Grant Thornton
Corporate Finance has concluded that the Takeover Offer based on the Original
Consideration is NOT FAIR AND NOT REASONABLE to Gulf Shareholders if Metro
acquires less than 50% of Gulf.
Other matters

Each Gulf Shareholder should decide whether or not to accept the Takeover Offer based on their
own views of value of Gulf, and expectations about future market conditions, commodity prices,
Gulf’s performance, risk profile and investment strategy.
Grant Thornton Corporate Finance has prepared a Financial Services Guide in accordance with the
Corporations Act. The Financial Services Guide is set out in the following section.
The decision on whether or not to accept the Takeover Offer is a matter for each Gulf Shareholder
to decide based on their own views of value of Gulf, expectations about future market conditions,
Gulf Alumina Limited – Independent Expert’s Report
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Gulf’s performance, risk profile and investment strategy. If Gulf Shareholders are in doubt about
the action they should take in relation to the Takeover Offer, they should seek their own
professional advice.

Yours faithfully

GRANT THORNTON CORPORATE FINANCE PTY LTD

ANDREA DE CIAN

HARLEY MITCHELL

Director

Director
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13 May 2016
Financial Services Guide

I. Grant Thornton Corporate Finance Pty Ltd
Grant Thornton Corporate Finance Pty Ltd (“Grant Thornton Corporate Finance” or “GTCF”)
carries on a business, and has a registered office, at Level 17, 383 Kent Street, Sydney NSW 2000.
Grant Thornton Corporate Finance holds Australian Financial Services Licence No 247140
authorising it to provide financial product advice in relation to securities and superannuation funds
to wholesale and retail clients.
Grant Thornton Corporate Finance has been engaged by Gulf to provide general financial product
advice in the form of an independent expert’s report in relation to the Takeover Offer.
II. Financial Services Guide
This Financial Services Guide (“FSG”) has been prepared in accordance with the Corporations Act,
2001 and provides important information to help retail clients make a decision as to their use of
general financial product advice in a report, the services we offer, information about us, our dispute
resolution process and how we are remunerated.
III. General financial product advice
In our report we provide general financial product advice. The advice in a report does not take into
account your personal objectives, financial situation or needs.
Grant Thornton Corporate Finance does not accept instructions from retail clients. Grant
Thornton Corporate Finance provides no financial services directly to retail clients and receives no
remuneration from retail clients for financial services. Grant Thornton Corporate Finance does not
provide any personal retail financial product advice directly to retail investors nor does it provide
market-related advice directly to retail investors.
IV. Remuneration
When providing the report, Grant Thornton Corporate Finance’s client is the Company. Grant
Thornton Corporate Finance receives its remuneration from the Company. In respect of the
Report, Grant Thornton Corporate Finance will receive from Gulf fees in the order of A$90,000
plus GST, which is based on commercial rate plus reimbursement of out-of-pocket expenses for
the preparation of the report. Our directors and employees providing financial services receive an
annual salary, a performance bonus or profit share depending on their level of seniority.
Except for the fees referred to above, no related body corporate of Grant Thornton Corporate
Finance, or any of the directors or employees of Grant Thornton Corporate Finance or any of
those related bodies or any associate receives any other remuneration or other benefit attributable
to the preparation of and provision of this report.
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V. Independence
Grant Thornton Corporate Finance is required to be independent of Gulf in order to provide this
report. The guidelines for independence in the preparation of an independent expert’s report are set
out in Regulatory Guide 112 Independence of expert issued by the Australian Securities and
Investments Commission (“ASIC”). The following information in relation to the independence of
Grant Thornton Corporate Finance is stated below.
“Grant Thornton Corporate Finance and its related entities do not have at the date of this report, and have not had
within the previous two years, any shareholding in or other relationship with Gulf (and associated entities) that could
reasonably be regarded as capable of affecting its ability to provide an unbiased opinion in relation the Takeover
Offer.
Grant Thornton Corporate Finance has no involvement with, or interest in the outcome of the transaction, other than
the preparation of this report.
Grant Thornton Corporate Finance will receive a fee based on commercial rates for the preparation of this report.
This fee is not contingent on the outcome of the transaction. Grant Thornton Corporate Finance’s out of pocket
expenses in relation to the preparation of the report will be reimbursed. Grant Thornton Corporate Finance will
receive no other benefit for the preparation of this report.
Grant Thornton Corporate Finance considers itself to be independent in terms of Regulatory Guide 112
“Independence of expert” issued by the ASIC.”
VI. Complaints process
Grant Thornton Corporate Finance has an internal complaint handling mechanism and is a
member of the Financial Ombudsman Service (membership no. 11800). All complaints must be in
writing and addressed to the Chief Executive Officer at Grant Thornton Corporate Finance. We
will endeavour to resolve all complaints within 30 days of receiving the complaint. If the complaint
has not been satisfactorily dealt with, the complaint can be referred to the Financial Ombudsman
Service who can be contacted at:
PO Box 579 – Collins Street West
Melbourne, VIC 8007
Telephone: 1800 335 405
Grant Thornton Corporate Finance is only responsible for this report and FSG. Complaints or
questions about the General Meeting should not be directed to Grant Thornton Corporate Finance.
Grant Thornton Corporate Finance will not respond in any way that might involve any provision of
financial product advice to any retail investor.
VII. Compensation arrangements
Grant Thornton Corporate Finance has professional indemnity insurance cover under its
professional indemnity insurance policy. This policy meets the compensation arrangement
requirements of section 912B of the Corporations Act 2001.
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1
1.1

Overview of the Takeover Offer
Conditions to the Takeover Offer

The Takeover Offer became unconditional on 8 March 2016. However, in order for Gulf
Shareholders to receive the Increased Consideration, Metro must have a relevant interest in more
than 50% of the issued capital of Gulf and there being no change to Gulf’s capital structure other
than as a result of the exercise of options already on issue over ordinary shares. Otherwise,
accepting Gulf Shareholders will receive the Original Consideration of 3.3 Metro Shares for every 1
Gulf Share.
1.2

Metro’s intentions in relation to the Takeover Offer

Metro’s intentions upon the acquisition of 90% or more of the Gulf Shares are summarised below:
 If it becomes entitled to do so under the Corporations Act, Metro intends to compulsorily
acquire any outstanding Gulf Shares.
 It intends to amend Gulf Constitution to reflect its status as a wholly-owned subsidiary of Metro
and will seek to convert Gulf from a public company to a proprietary company.
 It intends to replace some or all directors on the Gulf Board (subject to the Corporations Act
and Gulf Constitution).
 It intends to continue the approval processes for both Gulf’s Skardon River Project and Metro’s
Bauxite Hills Project. When granted it will provide approval for an aggregate production up to
10 million tonnes (“Mt”) loaded through a single barge loading facility and offshore
transhipment arrangement.
Metro’s intentions upon acquisition of between 50% and 90% of the Gulf Shares are summarised
below:
 It intends to replace some or all of the members of the Gulf board (and the board of any
company on which Gulf has nominee directors) with Metro nominee directors
 In the event that Gulf needs to raise funds in the short to medium term, as a controlling Gulf
Shareholder, Metro may support such a capital raising by taking up Gulf Shares and, where
Metro takes up more than its proportionate interest in Gulf, may increase its voting power in
Gulf. Such increase in Metro’s voting power would consolidate Metro’s control and potentially
move to, or toward, an interest sufficient to allow it to compulsorily acquire the Gulf Shares not
owned by Metro under part 6A.2 of the Corporations Act 2001.
 It intends to approach Gulf board with a proposal to enter into a joint venture or similar
arrangement to effectively combine Metro’s and Gulf’s projects.
Metro’s intentions upon acquisition less than 50% of the Gulf Shares is to slowly increase its
interest in Gulf over a period of time and continue to acquire Gulf Shares by private treaty.
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2

Purpose and scope of the report

2.1

Purpose

We note that there is no legal requirement to prepare an independent expert’s report in conjunction
with the Takeover Offer as Metro has less than 30% interest in Gulf and there is no common
director between the two companies. However, following the declaration of unacceptable
circumstances of the Panel, the Directors of Gulf have requested Grant Thornton Corporate
Finance to prepare an independent expert’s report to assist Gulf Shareholders to assess the merits
of the Takeover Offer, and whether the Takeover Offer is fair and reasonable to the Gulf
Shareholders.
2.2

Basis of assessment

In preparing this report, Grant Thornton Corporate Finance has had regard to Regulatory Guide
111 “Content of expert’s reports” (“RG 111”) which establishes certain guidelines in respect of
independent expert’s reports prepared for the purposes of the Corporations Act. RG 111 is framed
largely in relation to reports prepared pursuant to Section 640 of the Corporations Act and
comments on the meaning of “fair and reasonable” in the context of a takeover offer.
As the Takeover Offer is a takeover bid, RG111 requires the following assessment:
 An offer is considered fair if the value of the offer price or consideration is equal to or greater
than the value of the securities that are subject to the offer. The comparison should be made
assuming 100% ownership of the target company and irrespective of whether the consideration
offered is scrip or cash, and without consideration of the percentage holding of the offeror or its
associates in the target company.
 An offer is considered reasonable if it is fair. If the offer is not fair it may still be reasonable after
considering other significant factors which justify the acceptance of the offer in the absence of a
higher bid. ASIC has identified the following factors which an expert might consider when
determining whether an offer is reasonable:


The offeror’s pre-existing entitlement, if any, in the shares of the target company.



Other significant shareholding blocks in the target company.



The liquidity of the market in the target company’s securities.



Taxation losses, cash flow or other benefits through achieving 100% ownership of the
target company.



Any special value of the target company to the offeror, such as particular technology or the
potential to write off outstanding loans from the target company.



The likely market price if the offer is unsuccessful.



The value to an alternative offeror and likelihood of an alternative offer being made.
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RG111 requires the expert to assess whether a scrip takeover is in effect a “merger of entities of
equivalent value (merger of equals) when control of the merged entity will be shared equally
between the ‘bidder’ and the ‘target’”. If the takeover bid is assessed to be a merger of equals, the
expert may use an equivalent approach to valuing the securities of the ‘bidder’ and the ‘target’.
As discussed in the executive summary, we have evaluated the Takeover Offer as a change of
control transaction and accordingly, Grant Thornton Corporate Finance has determined whether
the Takeover Offer is fair to Gulf Shareholders by comparing the fair market value range of Gulf
Shares on a 100% basis with the value of the consideration received (shares in Metro) on a minority
basis. We have considered the implications for Gulf Shareholders if the Takeover Offer is
restructured as merger of equals in our reasonableness considerations.
In considering whether the Takeover Offer is reasonable to the Gulf Shareholders, we have
considered a number of factors, including:
 Whether the Takeover Offer is fair.
 The share exchange ratio.
 Other likely advantages and disadvantages associated with the Takeover Offer as required by
RG111.
 Other costs and risks associated with the Takeover Offer that could potentially affect the Gulf
Shareholders.
Independent technical specialists
For the purpose of this report, Xstract was engaged to provide an independent valuation report in
relation to mineral assets owned by Gulf and Metro. The Xstract Report is included in Appendix L,
and Xstract’s scope of work is outlined below:
 Review and comment on the technical assumptions included in the projections of Gulf’s
Skardon River and Metro’s Bauxite Hills bauxite deposits, each on a stand-alone basis.
 Review and comment on the technical assumptions included in the projections for a combined
mining and processing operation targeting the Skardon River - Bauxite Hills bauxite deposits.
 The valuation assessment of the other resources and/or exploration potential (if any) not
included in these projections.
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2.3

Independence

Prior to accepting this engagement, Grant Thornton Corporate Finance considered its
independence with respect to the Takeover Offer with reference to the ASIC Regulatory Guide 112
“Independence of experts” (“RG 112”).
Grant Thornton Corporate Finance has no involvement with, or interest in, the outcome of the
approval of the Takeover Offer other than that of an independent expert. Grant Thornton
Corporate Finance is entitled to receive a fee based on commercial rates and including
reimbursement of out-of-pocket expenses for the preparation of this report.
Except for these fees, Grant Thornton Corporate Finance will not be entitled to any other
pecuniary or other benefit, whether direct or indirect, in connection with the issuing of this report.
The payment of this fee is in no way contingent upon the success or failure of the Takeover Offer.
2.4

Consent and other matters

Our report is to be read in conjunction with the Supplementary Target’s Statement dated on or 16
May 2016 in which this report is included, and is prepared for the exclusive purpose of assisting the
Gulf Shareholders in their consideration of the Takeover Offer. This Report should not be used for
any other purpose.
Grant Thornton Corporate Finance consents to the issue of this Report in its current form and
context, and consents to its inclusion in the Supplementary Target’s Statement.
This report constitutes general financial product advice only and in undertaking our assessment, we
have considered the likely impact of the Takeover Offer to the Gulf Shareholders as a whole. We
have not considered the potential impact of the Takeover Offer on individual shareholders.
Individual shareholders have different financial circumstances and it is neither practicable nor
possible to consider the implications of the Takeover Offer on individual shareholders.
The decision of whether or not to accept the Takeover Offer is a matter for each Gulf Shareholder
based on their own views of the value of Gulf and expectations about future market conditions,
Gulf’s performance, and their individual risk profile and investment strategy. If shareholders are in
doubt about the action they should take in relation to the Takeover Offer, they should seek their
own professional advice.
The report has been prepared in accordance with the requirements of APES 225 “valuation
services”.
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Industry Overview

Gulf and Metro focus on the development of bauxite deposits in Australia for export to the
international alumina refinery market. For the purpose of our valuation, we have included an
analysis of the bauxite industry in Australia.
Bauxite mining

Bauxite is currently the only raw material used in the commercial production of alumina which in
turn is converted to aluminium metal. There are many other sources of alumina but these require
different processing routes and technologies, and at this point in time are not cost competitive.
As a general rule of thumb, it takes approximately 4 to 5 tonnes of dried bauxite to produce 2
tonnes of alumina, which in turn, provide 1 tonne of aluminium. The conversion of alumina to
aluminium is highly energy intensive hence the cost of electricity has a significant impact on the
price of aluminium.
Bauxite is mainly found near the surface in tropical and sub-tropical areas, for example Africa, the
West Indies, South America and Australia and it is typically strip-mined. Bauxite is refined via the
Bayer process, which is the principal industrial means to produce alumina. Alumina is then
processed into aluminium metal, which is heavily relied on in transportation infrastructure, building
construction, industrial production and electricity production.
The production process of aluminium is summarised in the flowchart below.

Source: Australian Aluminium Council Ltd
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Supply and demand

Australia is the largest producer of bauxite in the world, accounting for approximately one-third of
the global output9. Australia’s bauxite production was expected to reach 82.0 Mt in FY2015,
compared with 67.8 Mt in FY2010. Approximately 85.0% of the bauxite mined in Australia is
refined by local producers of alumina.
Bauxite production in 2015 by country is illustrated in the graph below:
2015 Bauxite production by country
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Source: U.S. Geological Survey, Mineral Commodity Summaries, 2010-2016

The volumes of bauxite exported from Australia have increased from 8.0 Mt in FY2010 to an
estimated 18.4 Mt in FY2015 (annualised growth of 18.1%). The increase in export volumes has
been driven by the following factors:
 The high costs of domestic alumina smelting accompanied with low shipping costs contributed
to an increase in export volumes.
 Export restrictions and bans implemented by the Indonesian government lead to the increased
demand and growth of Australian bauxite exports.
 The closure of Rio Tinto’s Gove alumina refinery lead to an increased volume of Australian
bauxite exported.
The export of bauxite is expected to generate approximately $751.2 million in revenue in FY2015,
accounting for 34.9% of industry revenue for the year. 95% of the bauxite exported during the year
was shipped to China, the producer of about half of the world’s aluminium, for processing.
The demand for Australian bauxite from alumina production is illustrated in terms of alumina
revenue forecast in the following graph.

9

IBISWorld Industry Report B0802– Bauxite Mining in Australia, February 2016
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Demand from alumina production
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Price

The key factors affecting the price and demand of Australian bauxite are highlighted below:
World price of aluminium and alumina

The price and demand for bauxite are dependent on that of alumina and aluminium because
bauxite is not traded internationally, and hence does not have a clearly defined benchmark price.
Instead, prices of bauxite are negotiated between individual buyers and sellers, and the agreed terms
are not disclosed. Aluminium prices are expected to rise over the next five years, as shown in the
graph below. This is primarily driven by the continuous industrialisation of China, India, Brazil and
the Middle-East, which created increasing demand for aluminium in infrastructure expansions and
other construction projects, even as economic growth in these countries slow.
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Source: IBISWorld Industry Report B0802 Bauxite Mining in Australia, February 2016

In addition, since prices of bauxite are often negotiated between individual buyers and sellers, the
price of bauxite can also be benchmarked based on the alumina price forecast. Historically, the
alumina/bauxite price ratios have been between 6.5 and 7 times.
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Life cycle

The Australian bauxite industry is a mature industry considering bauxite is a well-known product,
and major industry players are well established with long standing mining operations. However, the
volume of production is trending up and is expected to grow in response to the rising world
demand for aluminium, given a greater proportion of bauxite mined in Australia is now exported
for processing in other countries, mainly China.
Due to the historically high level of bauxite consumption in China, most of the bauxite produced
globally is shipped to China for local processing and smelting. However, Chinese refineries are
gradually experiencing lower levels of bauxite supply subsequent to the export bans imposed on
both Indonesia and Malaysia. Accompanied with China’s declining self-sufficiency ratio, alumina
refineries and aluminium smelters around China are looking to utilise the spare capacity by sourcing
Australian direct shipping bauxite ores.
GDP of Mainland China

Australian bauxite demand is directly correlated to Chinese GDP growth. Since aluminium is used
in a wide range of applications, an increase in demand for aluminium would naturally lead to an
increase in demand for alumina and bauxite. The increasing Chinese GDP is one of the main
drivers for metallurgical grade alumina capacity expansion. Industry experts expect the strong
growth in Chinese bauxite demand to result in a supply and demand gap developing after 2016, and
this supply and demand gap for bauxite is forecast to reach 112.4 Mt by 2040.
USD per AUD

The revenue generated by Australian bauxite exports is highly affected by the fluctuations in the
exchange rate. This is due to the fact that the price of bauxite exported from Australia is agreed in
US dollars, hence the price received by the local seller is dependent on the agreed US dollar price,
as well as the exchange rate.
Industry outlook

The outlook for the Australian bauxite mining industry is still strong but there are risks of potential
downside on future prices:
 India, Australia’s largest competitor for China’s bauxite consumption, has recently imposed a 20
per cent export tax on bauxite; while Vietnam, in addition to Indonesia, has banned the mineral’s
export altogether. This is expected to result in an increasing demand for Australian bauxite in the
future.
 The emergence of Malaysia as a strong bauxite supplier has affected Australian exports in early
2015. However, the Malaysian government implemented a 3-month moratorium on bauxite
extraction due to environmental impact issues beginning 15 January 2016. The Malaysian
government has announced the extension of this moratorium by another 3 months, effective 15
April 2016, to clear stockpiles, and curb air and water pollution caused by the sector over the
past 2 years. This may result in an increase in demand for Australian bauxite exports.
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 The mineral ore export ban imposed on Indonesia in early 2014 has further contributed to the
country’s economic slowdown, and the downturn of the local mining industry. The Indonesian
government has indicated a moderation of the country’s mineral ore export ban by September
2016 in order to improve economic growth. If this proposal is implemented, Indonesia may
gradually reclaim its share of bauxite exports to China with closer proximity and lower-cost
production than Australian mines, posing a downward pressure on the global bauxite price.
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4

Profile of Gulf

We have set out below a brief summary of Gulf and its key assets given the extensive review
included in the Xtract Report in Appendix L.
4.1

Company overview

Overview

Gulf is an Australian unlisted public company established in February 2004 for the development of
bauxite deposits and export to cater for China’s rapidly expanding alumina and aluminium industries.

Flagship
project

100% interest in the Skardon River bauxite Project. Gulf currently has three mining leases endorsed
for bauxite mining on its Skardon River tenements which are in the process of being renewed.

Resources and
reserves

DSO baux ite qualities
Dry tonnes

SiO2

Al2O3

Reactiv e RSiO2

Av ailable AAl2O3

Resource ty pe

(Mt)

(%)

(%)

(%) at 148 C

(%) at 148 C

Measured

16.6

13.9

50.2

5.9

41.7

Indicated

32.3

14.5

49.4

6.2

40.0

Inferred

14.6

14.3

49.4

6.1

39.8

Total resources

63.5

14.3

49.6

6.1

40.4

Dry tonnes

SiO2

Al2O3

RSiO2

AAl2O3

Reserv e ty pe

(Mt)

(%)

(%)

(%)

(%)

Prov ed

16.6

14.3

49.8

6.1

41.4

Probable

31.8

15.0

49.2

6.4

39.8

Total reserv es

48.4

14.7

49.4

6.3

40.3

o

o

DSO baux ite qualities

Source: Gulf’s First Supplementary Target’s Statement
Note 1: cog - cut-off grade
Note 2: Based on minimum thickness of 0.5m (20% nb SiO2, 40% nb Al2O3and 8% Reactive RSiO2 cog)

Infrastructure

The tenements comprising the Skardon River Project include existing infrastructure and
improvements embracing the airstrip, port wharf, haulage and access roads, as well as civil works
associated with the village services and power distribution.

DFS

Gulf completed a Definitive Feasibility Study (“DFS”) for the Skardon River Project in December
2015 outlining a development capital expenditure of circa A$52 million. The DFS is based on an
initial production of 3 Mtpa rising to 5 Mtpa of direct shipping ore (“DSO”) bauxite produced over
a 13 year mine life for a total production of 60.9 million tonnes of bauxite. We note that the mine
plan included in the DFS also includes circa 12 million of inferred resources which is unusual for a
DFS study.
The DFS considers a simple mine operation based on free-dig mining of bauxite using front end
loader; transport of bauxite by haul trucks to the wharf loading facility; sizing of bauxite at the port;
transhipment down the Skardon River using self-propelled barges to the ocean going vessels located
off-shore for shipment to the customer.
Gulf signed a native tittle agreement in December 2013 with the Ankamuthi People for the Skardon
River Project.

EA approval
and timeline

Gulf has two Environmental Impact Statements (“EIS”) close to completion and it expects mine
construction to commence in late 2016, ahead of production, and first export planned for April
2017. We note that Xstract has recommended in its report that Grant Thornton Corporate Finance
undertakes certain sensitivity in relation to Gulf’s proposed production commencement date.

Offtake
agreement

On 4 August 2014, Gulf entered into a Heads of Agreement with Nanshan under which Gulf
granted Nanshan first right to the supply of a minimum of 2 million dry metric tonnes per annum of
bauxite on a take or pay basis, provided that Nanshan still owns 11.81% of Gulf’s issued capital. The
parties are currently negotiating a formal offtake agreement. The current Heads of Agreement is not
legally binding.

Funding

Gulf is in discussions with a number of parties to enter into a funding arrangement for the
development of the Skardon River Project. Whilst these discussions are ongoing, they are mostly
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contingent on obtaining a final EA and offtake agreement.
Current
financial
position

As set out in the First Supplementary Target’s Statement, the Company’s cash position as at 23
March 2016 was approximately A$252,000. We have been advised that due to the capital raising
restriction under the Takeover Offer, the short term funding for Gulf is being met via directors
exercising existing options at a 30c exercise price until a major funding deal is signed up by Gulf.

Exploration

Gulf holds approximately 1,205 square kilometres of partly drilled bauxite mining tenements and
rights in the Cape York Peninsula region of Queensland, and a further 320 square kilometres on
Marchinbar Island in the Northern Territory in Australia.
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4.2

Financial information

The audited statements of financial position of Gulf as at 30 June 2014 (“FY14”), 30 June 2015
(“FY15”), and the unaudited statement of financial position as at 31 December 2015 (“HY16”) are
set out in the table below. The statement of financial performance is included in Appendix C.
Statement of financial position

FY14

FY15

HY16

Audited

Audited

Rev iew ed

(A$)

(A$)

(A$)

Cash and cash equiv alents

2,338,727

1,360,594

458,863

Trade and other receiv ables

71,125

67,267

759,825

Current Assets

Other assets
Total current assets

34,344

35,521

-

2,444,196

1,463,382

1,218,688

Non-current assets
Property , plant and equipment
Ex ploration and ev aluation assets
Av ailable-for-sale financial assets
Other assets
Total non-current assets
Total assets

175,341

190,013

191,855

7,137,093

9,654,069

10,936,713
-

-

-

704,534

742,700

-

8,016,968

10,586,782

11,128,569

10,461,164

12,050,164

12,347,256

347,923

Current liabilities
Trade and other pay ables

366,575

377,483

Borrow ings - notes

-

1,800,000

-

Accrued interest - notes

-

472,241

-

GST liabilities
Total current liabilities

-

-

(36,296)

366,575

2,649,724

311,626

1,800,000

-

568,500

Non-current liabilities
Borrow ings - notes
Accrued interest - notes

256,241

-

-

Total non-current liabilities

2,056,241

-

568,500

Total liabilities

2,422,816

2,649,724

880,126

Net assets

8,038,348

9,400,440

11,467,130

9,370,766

Equity
Contributed equity

7,084,914

7,084,914

Reserv es

689,910

494,396

494,396

Accumulated profit/(losses)

263,524

1,821,130

1,601,968

8,038,348

9,400,440

11,467,130

Total equity

Source: Gulf Management

We note the following in relation to the above statement of financial position:
 The cash balance of Gulf as at 30 April 2016 was circa A$0.217 million.
 Borrowing includes funds advanced by shareholders. The residual balance as at 23 March 2016
was circa A$0.35 million.
 Trade and other payables include fees payable to the Managing Director totalling circa A$0.2
million.
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4.3

Capital structure

As at the date of our Report, Gulf has the following securities on issue:
 87,324,175 fully paid listed ordinary shares.
 4,038,000 options issued. The expiry dates of the options vary between January 2017 and March
2018 with an exercise price for all the various tranches is A$0.30.
Set out below is a summary of Gulf’s major shareholders as at 9 May 2016.
Top 20 shareholders as at 9 May 2016
Rank

Name

Number of shares

Interest (%)

1

Metro Mining Limited

19,068,840

21.84%

2

Edale Capital Pty Ltd <Kenmore>

11,247,844

12.88%

3

Shandong Nanshan Aluminium Co., Ltd

10,316,146

11.81%

4

Weidong Zhang

6,890,000

7.89%

5

Amanda (Yitong) Li

6,771,240

7.75%

6

Wenzhen Zhang

6,714,760

7.69%

7

Qiuy un Shen

6,060,372

6.94%

8

Yanhua Liu

4,140,460

4.74%

9

Cheng Wang

3,700,000

4.24%

10

Hong Jiang

3,654,920

4.19%

11

Eric Lucas

1,814,168

2.08%

12

Alberto Calderon

1,088,501

1.25%

13

Stamina Pty Ltd

1,088,501

1.25%

14

Mathew (Jun Jie) Gu

1,000,000

1.15%

15

George Birch

600,000

0.69%

16

John Wardman & Associates Pty Ltd <The Wardman Super Fund A/C>

500,000

0.57%

17

ACT 2 Pty Limited

500,000

0.57%

18

Cliv e Thomas

322,522

0.37%

19

Jason Pow ell

317,568

0.36%

20

IRM Super Pty Ltd <IRM Super Fund A/C>

200,000

0.23%

85,995,842

98.48%

1,328,333

1.52%

87,324,175

100.0%

Top 20 shareholders total
Remaining shareholders
Total shares outstanding

Source: Gulf Management
Note: We note that Metro’s effective interest is 21.9%, however the transfer of a residual number of Gulf Shares has not been stamped by the
NSW Office of State Revenue.
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5

Profile of Metro

We have set out below a brief summary of Metro and its key assets given the extensive review
included in the Xtract Report in Appendix L.
5.1

Company overview

Overview

Metro is an Australian exploration and mining company based in Brisbane and listed on the ASX.
The company emerged from the takeover completed in 2014 of Cape Alumina Ltd by MetroCoal
Ltd. Metro has a major bauxite development project in Cape York and one of Australia’s largest
thermal coal resources, in Queensland’s Surat Basin.

Flagship
project

Metro owns 100% of the Bauxite Hills Project, which is located 95 kilometres north of Weipa in
Western Cape York region of Queensland.

Resources and
reserves

DSO baux ite qualities
Dry tonnes

SiO2

Al2O3

Reactiv e RSiO2

Av ailable AAl2O3

Resource ty pe

(Mt)

(%)

(%)

(%) at 148 C

(%) at 148 C

Measured

41.8

11.0

51.0

6.1

39.2

Indicated

8.3

14.0

49.3

6.9

37.1

Inferred

3.4

14.8

48.4

7.2

35.9

53.5

11.7

50.6

6.3

38.6

11.7

15.7

49.1

6.7

37.4

Dry tonnes

SiO2

Al2O3

RSiO2

AAl2O3

Reserv e ty pe

(Mt)

(%)

(%)

(%)

(%)

Prov ed

41.8

10.9

50.7

6.3

38.6

Total resources for the Baux ite Hills Project

o

o

Other DSO resources in Western Cape York
Indicated

DSO baux ite qualities

Probable
Total reserv es

6.4

13.4

49.3

6.9

36.8

48.2

11.2

50.2

6.4

38.4

Source: Metro’s Bidder’s Statement
Note 1: THA is trihydrate available alumina (gibbsite alumina + kaolinite alumina – low temperature desilication product (DSP) alumina) at
1500C, and RxSi is reactive silica at 1500C.
Note 2: Reserve cut off based on greater than or equal to 45% total Al 2O3 and less than and equal to 8% reactive SiO2.

Infrastructure

Bauxite Hills Project is a greenfield project with no existing infrastructure in place. Metro’s Bauxite
Hills tenements are dispersed in the region with no common road and river access at the moment.
The company is seeking to gain river access via a new port and to build in new haul roads in a
environmentally sensitive zone.

DFS and PFS

Metro completed a DFS for the Bauxite Hills Project for the production of 2 Mtpa in November
2015. On 27 January 2016, Metro announced the completion of a Pre-feasibility Study (“PFS”) to
increase the production to 4 Mtpa mainly based on the DFS findings but assuming 24 hours
operations. Pre-mining development capital expenditure is estimated at approximately A$40 million
for the 4 Mpta production case. The PFS was based on a 13 year mine life based on Metro’s existing
DSO resources.

EA approval
and timeline

Whilst the PFS has been completed for a 4 Mtpa production scenario, Metro has sought approval for
a 5 Mtpa production in its EIS application submitted in December 2015. Metro expects
commencement of the construction phase at the beginning of 2017 and commencement of mining
in September 2017. We note that Xstract has recommended in its report that Grant Thornton
Corporate Finance undertakes certain sensitivity in relation to Metro’s proposed production
commencement date.
The native title and land access agreements have been secured with the Ankamuthi People and
OMAC for the Bauxite Hills Project.

Offtake
agreement

On 10 August 2015, Metro announced that it had entered into a non-binding Memorandum of
Understanding (“MoU”) with the Xinfa Group (“Xinfa”) under which Xinfa accepts a take or pay
basis between 1 to 1.2 Mtpa of bauxite over the initial period of 5 year with an option to extend
subject to mutual agreement.

Current

As at 31 March 2016, Metro’s cash balance was approximately A$4.2 million
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financial
position
Exploration

5.2

Metro has a portfolio of bauxite exploration tenements, including 5 bauxite exploration areas, of
approximately 1,300 square kilometres in Western Cape York. Metro also has a portfolio of coal
tenements, which have over 4.5 billion tonnes of thermal coal resources, in the Surat Basin in
Queensland. However, work on these coal tenements was put on hold in 2013 due to the depressed
coal market. The coal tenements are currently stranded and with no access to infrastructure.

Financial information

The audited statements of financial position of Metro as at 30 June 2014 (“FY14”), 30 June 2015
(“FY15”), and 31 December 2015 (“HY16”) are set out in the table below. We have also included
the statements of financial performance in Appendix D.
Statement of financial position

FY14

FY15

HY16

Audited

Audited

Rev iew ed

(A$)

(A$)

(A$)

Cash and cash equiv alents

7,522,249

3,116,546

5,326,695

Trade and other receiv ables

82,111

127,570

212,118

4,903

2,289

4,161

7,609,263

3,246,405

5,542,974

Current Assets

Other assets
Total current assets
Non-current assets
Property , plant and equipment
Ex ploration and ev aluation assets
Av ailable-for-sale financial assets

72,053

25,180

9,235

9,472,006

11,992,694

13,521,462
561,000

-

-

465,781

91,424

94,640

Total non-current assets

10,009,840

12,109,298

14,186,337

Total assets

17,619,103

15,355,703

19,729,311

299,864

727,500

458,014

89,791

43,128

60,196

Total current liabilities

389,655

770,628

518,210

Total liabilities

389,655

770,628

518,210

17,229,448

14,585,075

19,211,101

45,149,187

47,491,109

53,112,315

5,586,507

3,670,027

3,671,780

Accumulated (losses)/profit

(34,087,971)

(36,576,061)

(37,572,994)

Total equity attributable to equity holders of the Company

16,647,723

14,585,075

19,211,101

581,725

-

-

17,229,448

14,585,075

19,211,101

Other assets

Current liabilities
Trade and other pay ables
Employ ee benefits

Net assets
Equity
Contributed equity
Reserv es

Non--controlling interests
Total equity

Source: Metro Annual Report 2015 and Interim Report 2016

We note the following in relation to the above statement of financial position:
 The cash balance of Metro as at 31 March 2016 was circa A$4.2 million.
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 On 16 July 2015, Metro completed a A$2 million share placement issuing 25 million shares at 8c
per share. Subsequently, Metro issued 44.8 million shares as part of a fully underwritten rights
issue completed on 2 September 2015, which raised $3.6 million at 8c per share.
 Available for sale financial assets include a 2.9% interest in Gulf recognised at cost. We note that
as at the date of this Report, Metro holds a 21.9%10 effective interest in Gulf.
5.3

Capital structure

As at the date of our valuation, Metro has the following securities on issue:
 420,571,896 fully paid listed ordinary shares, including 62,035,856 Metro Shares11 issued upon
the acquisition of a 21.9% interest in the issued capital of Gulf.
 14,297,493 employee and director options.
A summary of the options issued is set out in the table below.
Options description

Metro options

Unlisted employ ee options

10,750,000

Ex ercise price
$0.06

Ex piry date
11 January 2017

Unlisted employ ee options

1,047,493

$0.04

5 May 2018

Unlisted Director options

2,500,000

$0.15

15 December 2017

Total

14,297,493

Source: ASX announcements, Metro’s Bidder’s Statement

Refer to footnote 3..
We note that this number of shares includes 270,040 Gulf Shares transferred to Metro but yet to be stamped by the
OSR.
10
11
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The top 20 shareholders of Metro as at 13 May 2016 are set out below.
Top 20 shareholders as at 13 May 2016
Rank

Name

Number of shares

Interest (%)

1

Balanced Property Pty Ltd

71,994,181

17.12%

2

Joy day Pty Ltd

42,071,040

10.00%

3

Dadi Engineering Dev elopment (Group) Co. Ltd

28,800,000

6.85%

4

Mr Gregory Ian Willims

21,508,415

5.11%

5

Netw ealth Inv estments Limited

20,818,373

4.95%

6

China Xinfa Group Corporation

20,327,883

4.83%

7

Dadi Engineering Dev elopment (Group) Hong Kong Co. Ltd

18,450,000

4.39%

8

Bondline Limited

16,050,223

3.82%

9

JP Morgan Nominees Australia Limited

15,215,112

3.62%

10

Dadi (Australia) Engineering

15,013,295

3.57%

11

Ms Qing Xia

12,220,211

2.91%

12

Equity & Permanent Inv estment Capital Limited

11,550,000

2.75%

13

ABN Amro Clearing Sy dney

5,142,521

1.22%

14

Remond Holdings Pty Ltd

4,541,741

1.08%

15

HSBC Custody Nominees (Australia) Limited

2,991,833

0.71%

16

Mr Clifford Malcolm Arnold Pratt

2,800,000

0.67%

17

Prima Group Holdings Pty Ltd

2,794,052

0.66%

18

Mr Leigh Dav id Kalazich

2,458,888

0.58%

19

Chiping Xinfa Huay a Alumina Co.

2,092,518

0.50%

20

Carojon Pty Ltd

2,000,000

0.48%

Top 20 shareholders total

318,840,286

75.81%

Remaining shareholders

101,731,610

24.19%

Total shares outstanding

420,571,896

100.0%

Source: ASX announcements, Metro Annual Report 2015, and Grant Thornton Corporate Finance calculations
We note that Metro had 358,535,856 shares on issue before the acquisition of any interest in Gulf.
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The daily movements in Metro’s share price and volumes for the period from April 2014 to May
2016 are set out below:
Volume
2,500,000

Share price (A$)
0.140
0.120

2,000,000

0.100
1,500,000

0.080
0.060

1,000,000

0.040
500,000

Apr 16

Feb 16

Dec 15

Oct 15

Aug 15

Jun 15

Apr 15

Feb 15

Dec 14

Oct 14

Aug 14

Jun 14

-

Apr 14

0.020

-

Source: S&P Global and Grant Thornton Corporate Finance calculations

Set out below is the share price performance of Metro since April 2015.
Av erage

Share Price
High

Low

Close

w eekly v olume

$

$

$

000'

1,568

Month ended
Apr 2015

29

30/04/2015

0.100

0.058

0.090

May 2015

30

31/05/2015

0.100

0.070

0.085

796

Jun 2015

29

30/06/2015

0.099

0.085

0.090

539

Jul 2015

30

31/07/2015

0.130

0.072

0.082

1,029

Aug 2015

30

31/08/2015

0.083

0.052

0.077

2,310

Sep 2015

29

30/09/2015

0.081

0.065

0.070

415

Oct 2015

30

31/10/2015

0.073

0.055

0.069

507

Nov 2015

29

30/11/2015

0.071

0.053

0.056

304

Dec 2015

30

31/12/2015

0.074

0.055

0.060

577

Jan 2016

30

31/01/2016

0.065

0.045

0.064

304

Feb 2016

28

29/02/2016

0.070

0.045

0.055

338

Mar 2016

30

31/03/2016

0.071

0.055

0.059

396

Apr 2016

29

30/04/2016

0.078

0.060

0.075

583

Week ended
22 Jan 2016

2016 53 53

0.045

0.045

0.045

102

29 Jan 2016

2016 53 53

0.065

0.045

0.064

655
220

5 Feb 2016

2016 53 53

0.070

0.061

0.070

12 Feb 2016

2016 53 53

0.068

0.060

0.068

59

19 Feb 2016

2016 53 53

0.065

0.045

0.045

945

26 Feb 2016

2016 53 53

0.055

0.048

0.055

196

4 Mar 2016

2016 53 53

0.060

0.055

0.055

339

11 Mar 2016

2016 53 53

0.059

0.056

0.057

327

18 Mar 2016

2016 53 53

0.071

0.056

0.060

998

25 Mar 2016

2016 53 53

0.062

0.060

0.060

82

1 Apr 2016

2016 53 53

0.060

0.059

0.059

73

8 Apr 2016

2016 53 53

0.065

0.060

0.061

254

15 Apr 2016

2016 53 53

0.070

0.064

0.066

534

22 Apr 2016

2016 53 53

0.074

0.067

0.071

876

29 Apr 2016

2016 53 53

0.078

0.070

0.075

784

6 May 2016

2016 53 53

0.072

0.070

0.070

206

Source: S&P Global and Grant Thornton Corporate Finance calculations
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We note the following with regard to the share price history since January 2015.
Date

Comments

13 January 2015

Metro DSO inferred resource more than doubled to 47 Mt.

16 February 2015

Resources at the Bauxite Hills Project ungraded from inferred to indicated category. Total amount of
inferred resources was 31.2 Mt and that of indicated resources was 30.2 Mt.

17 February 2015

Metro announced the completion of Bauxite Hills Project’s PFS, which was based on a 21 year mine life,
producing 2 Mtpa of DSO.

2 June 2015

Metro announced a 398% increase in its Bauxite Hills Project Ore Reserve from 12.1 Mt to 48.2 Mt, of
which 41.8 Mt were proved ore reserve and 6.4 Mt were probable ore reserve; mine life had been
extended from 21 to 27 years.

18 June 2015

Metro’s wholly-owned subsidiary, Cape Alumina Pty Ltd (“Cape”), in 2012 entered into an agreement
with Green Coast Resources Pty Ltd (“GCR”) for the acquisition by GCR of its Hey Point bauxite
tenements on Western Cape York. The agreement was amended for GCR to pay Cape a sum of $250,000
on the day of announcement, $275,000 in September 2015, and $550,000 in December 2015. In addition,
Cape would receive total royalties of 3%-4% of future gross sales proceeds on all bauxite sold from the
Hey Point Tenements.

16 July 2015

Metro successfully completed a $2 million placement and underwriting $3.6 million of entitlement offer,
resulting in approximately $8 million in equity funds available with capital raising to allow progression
and completion of the Bauxite Hills DFS.

10 August 2015

Metro signed a bauxite off-take non-binding MoU with the Xinfa, one of the largest integrated aluminium
companies in China, and a 7.2% shareholder in Metro.

14 September 2015

Metro lodged its detailed Site Specific EA Application with the Queensland Department of Environment
and Heritage Protection (“DEHP”).

24 September 2015

The Queensland DEHP had formally advised Metro that a full EIS was required for Bauxite Hills
Project, resulting in a delay of the commencement of mining operations by at least 6 months.

5 November 2015

Metro announced the completion of a DFS, to an accuracy of +/-15% for Bauxite Hills Project. The
DFS considered a 25+ year mining operation producing 1.95Mtpa, with a post-tax net present value
(“NPV”) of A$235 million, adopting a discount rate of 15%, and an internal rate of return (“IRR”) of
148%.

2 December 2015

Metro made an off-market takeover offer for all of Gulf’s shares at 3.3 new Metro shares. If 100% of
Gulf shareholders accept the offer, they will own approximately 44% of the Merged Entity.

9 December 2015

Metro announced that the amount of DSO bauxite resources on Cape York had increased to 65.3Mt.

10 December 2015

Metro released its Bidder’s Statement in relation to the takeover offer to Gulf.

5 January 2016

Metro received acceptance forms indicating 19.1% of Gulf.

6 January 2016

Gulf issued its Target’s Statement, recommending shareholders to reject the Metro bid.

21 January 2016

Metro secured Native Title and Land Access Agreement, which includes a cultural Heritage Management
Plan for the Project area, with the Ankamuthi People and the Old Mapoon Aboriginal Corporation.

27 January 2016

A pre-feasibility study for a doubled bauxite production level at Bauxite Hills had been completed,
indicating an average annual earnings before interest, tax, depreciation and amortisation (“EBITDA”) of
A$134 million, profit after tax of A$92 million, post-tax NPV of A$582 million, adopting a discount rate
of 10%, and a post-tax IRR of 156%.

2 February 2016

Metro announced that it has entered into an agreement with Bauxite Transhipment Services Pty Ltd for
the provision of transhipment services relating to the Bauxite Hills Project.
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4 February 2016

Metro released its Supplementary Bidder’s Statement.

26 February 2016

Metro had received the final Terms of Reference (“ToR”) for progressing the Bauxite Hills Project EIS.
Metro expects the EIS process to be completed by Q4 2016, and to finalise the EA and obtain the
mining lease by Q1 2017, with production planned to commence by Q3 2017.

8 March 2016

Metro’s takeover offer for Gulf became an unconditional offer.

15 March 2016

The Panel has made a declaration of unacceptable circumstances and final orders in relation to an
application dated 15 February 2016 made by Metro in relation to insufficient or misleading information
regarding the value of Gulf included in Gulf’s Target’s Statement. The Panel has been informed by Gulf
that it intends to seek an independent expert’s report opine on whether the Metro takeover offer is fair
and reasonable, and that it will issue a Supplementary Target’s Statement which includes the disclosure on
value as well as other corrective disclosure.

23 March 2016

Gulf released its first Supplementary Target’s Statement.
Metro released a conditional increase in offer for Gulf at 3.5 Metro shares, subject to 1) Metro having a
relevant interest in more than 50% of all Gulf shares before the end of the Offer period, which unless
extended further, will end at 7p.m. on 15 April 2016; and 2) there being no change to Gulf’s capital
structure other than as a result of the exercise of options already on issue over ordinary shares in Gulf.

6 April 2016

Metro released its second Supplementary Bidder’s Statement.

11 April 2016

Metro submitted their Environmental Impact Statement.

14 April 2016

Metro made a new issue announcement regarding the issue of 53,786,040 fully paid ordinary shares as
consideration under the off-market takeover bid of Metro for all of the shares in Gulf.

6 May 2016

Metro made a new issue announcement regarding the issue of 1,047,493 unlisted options.

10 May 2016

The Panel has further varied its order to allow more time for the independent expert to prepare its report
subsequent to the application made by Gulf on 6 May 2016. Gulf is required to issue and dispatch a copy
of its Supplementary Target’s Statement no later than 16 May 2016, and the close of the Takeover Offer
period has been extended to 7 p.m. (Sydney time) on 26 May 2016.

12 May 2016

Metro announced that the EIS for the Bauxite Hills Project has been accepted for public submissions by
the Queensland Government DEHP.

Source: ASX announcements
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6

Profile of the Merged Entity

6.1

Overview of the Merged Entity

If Metro acquires 100% of the issued capital of Gulf, the Merged Entity is expected to have the
following key attributes12:
 The Merged Entity will become the leading independent Cape York bauxite company with a
portfolio of complementary development and exploration assets, and it will have operational
scale and flexibility from the combination of two adjacent and similar development projects.
 The Merged Entity will have a reserve base in excess of 96.5 Mt as set out in the table below:
DSO tonnes

DSO baux ite qualities (dry basis)

Reserv e base of the Merged Entity

Reference

(Mt)

THA (%)

Rx Si/RSiO (%)

Metro reserv es

Section 5.1

48.2

38.4

6.4

Gulf reserv es

Section 4.1

Total reserves

48.4

40.4

6.3

96.5

39.4

6.3

 The Merged Entity will have the ability to realise operational and development synergies through
economies of scale, optimising future exploration and development activities across the
combined portfolio, and maximise development funding opportunities with an increased
financial strength.
 The Merged Entity will have a single working relationship with government, native title partner,
and other key stakeholders.
 Based on Xstract’s review, the Merged Entity will be able to produce up to 8.5 Mtpa and a total
of 95.9 Mt of bauxite over the mine life of 13 years. The total pre-production capital expenditure
to develop the combined enlarged project has been estimated at circa A$75 million by Xstract.
 Total average operating costs per tonne (excluding royalties) over the LOM are expected to
reduce from A$19.0 per tonne for Gulf on a stand-alone basis to A$17.2 per tonne in the
Merged Entity.
 Combined cash resources of approximately A$4.5 million.
 The Board of Directors and the Management Team of Metro will lead the Merged Entity and the
Gulf’s headquarter in Sydney is expected to be closed down.

12

Metro’s Bidder’s Statement dated 10 December 2015
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6.2

Capital structure and shareholders

If Metro acquires more than 50% of the issued capital of Gulf, Gulf’ Shareholders will receive 3.5
Metro Shares for every Gulf Share. Following completion, Gulf Shareholders will collectively hold
approximately 46% of the shares of the Merged Entity. The pro-forma capital structure of the
Merged Group assuming that Metro acquires 100% of the issued capital of Gulf is set out below.
Pro-forma capital structure

Reference

000s

%

Gulf Shares
Gulf shares already acquired by Metro
Gulf shares not owned by Metro
Share ex change ratio for remaining shares
New Shares issued by Metro to Gulf Shareholders (3.5x)
Shares issued by Metro to acquire Gulf Shares under the pre-bid agreements (3.3x )
Total Metro Shares issues to Gulf Shareholder
Ex isting Metro shares before the acquisition of the 21.9% interest in Gulf
Total Metro shares in Merged Entity

Section 4.2
Section 4.2

87,324
18,799
68,525
3.50 x
239,839
62,036
301,875
358,536
660,411

46%
54%
100%

Source: Management and Grant Thornton Corporate Finance analysis

Set out below is a summary of the Merged Entity’s top 10 shareholders under the Increased
Consideration.
Top 10 shareholders under the Increased Consideration
Rank

Name

Number of shares

Interest (%)

1

Balanced Property Pty Ltd

Gulf/Metro
Metro

71,994,181

10.90%

2

Joy day Pty Ltd

Gulf

42,071,040

6.37%

3

Edale Capital Pty Ltd <Kenmore>

Gulf

39,367,454

5.96%

4

Shandong Nanshan Aluminium Co., Ltd

Gulf

36,106,511

5.47%

5

Dadi Engineering Dev elopment (Group) Co. Ltd

Metro

28,800,000

4.36%

6

Weidong Zhang

Gulf

24,115,000

3.65%

7

Amanda (Yitong) Li

Gulf

23,699,340

3.59%

8

Wenzhen Zhang

Gulf

23,501,660

3.56%

9

Mr Gregory Ian Willims

Metro

21,508,415

3.26%

10

Qiuy un Shen

Gulf

Top 10 shareholders total

21,211,302

3.21%

332,374,903

50.33%

Remaining shareholders

328,035,990

49.67%

Total shares outstanding

660,410,893

100.0%

Source: ASX announcements, Metro Annual Report 2015, Gulf Management and Grant Thornton Corporate Finance calculations

As set out in the table above, the top 10 shareholders of the Merged Entity will control 50.3% of
the issued capital. Out of the Top 10 shareholders of the Merged Entity, seven shareholders will be
former Gulf shareholders and they will control 31.8% of the Merged Entity (or 63.2% of the issued
capital controlled by the Top 10 shareholders).
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7
7.1

Valuation methodologies
Introduction

We have assessed the fairness of the Takeover Offer by comparing the fair market value of Gulf
shares prior to the Takeover Offer on a control basis with the fair market value of the
consideration received, being shares in the Merged Group after the Takeover Offer on a minority
basis.
In each case, Grant Thornton Corporate Finance has assessed the value of Gulf Shares using the
concept of fair market value. Fair market value is commonly defined as:
“the price that would be negotiated in an open and unrestricted market between a knowledgeable, willing but not
anxious buyer and a knowledgeable, willing but not anxious seller acting at arm’s length.”
Fair market value excludes any special value. Special value is the value that may accrue to a
particular purchaser. In a competitive bidding situation, potential purchasers may be prepared to
pay part, or all, of the special value that they expect to realise from the acquisition to the seller.
7.2

Valuation methodologies

RG 111 outlines the appropriate methodologies that a valuer should generally consider when
valuing assets or securities for the purposes of, amongst other things, share buy-backs, selective
capital reductions, schemes of arrangement, takeovers and prospectuses. These include:
 Discounted cash flow (“DCF”) method and the estimated realisable value of any surplus assets.
 Application of earnings multiples to the estimated future maintainable earnings or cash flows of
the entity, added to the estimated realisable value of any surplus assets.
 Amount available for distribution to security holders on an orderly realisation of assets.
 Quoted price for listed securities, when there is a liquid and active market.
 Any recent genuine offers received by the target for any business units or assets as a basis for
valuation of those business units or assets.
Further details on these methodologies are set out in Appendix B to this report. Each of these
methodologies is appropriate in certain circumstances.
RG111 does not prescribe the above methodologies as the method(s) that an expert should use in
preparing their report. The decision as to which methodology to use lies with the expert based on
the expert’s skill and judgement and after considering the unique circumstances of the entity or
asset being valued. In general, an expert would have regard to valuation theory, the accepted and
most common market practice in valuing the entity or asset in question and the availability of
relevant information.
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7.3

Selected valuation methodology

7.3.1 Valuation methodology adopted for Gulf and Metro

Grant Thornton Corporate Finance has selected the market value of net assets as the primary
method to assess the equity value of Gulf, Metro and the Merged Entity. The market value of net
assets is
is based
based on
on the
the sum
sum of
of the
the parts
parts of
of the
the development
development and
and exploration
exploration assets
assets and
and other
other assets
assets
assets
and
liabilities
of
Gulf
and
Metro.
and liabilities of Gulf and Metro.
In
In our
our assessment
assessment of
of the
the market
market value
value of
of net
net assets
assets of
of the
the two
two companies
companies and
and the
the Merged
Merged Entity,
Entity,
we
have:
we have:
 Relied
Relied on
on Xstract’s
Xstract’s Report
Report with
with regards
regards to
to the
the reasonableness
reasonableness of
of the
the technical
technical operating
operating
assumptions for
for the
the Skardon
Skardon River
River Project
Project and
and the
the Bauxite
Bauxite Hills
Hills Project.
Project.
assumptions
 Assessed
Assessed the
the appropriate
appropriate discount
discount rates,
rates, bauxite
bauxite prices
prices and
and exchange
exchange rates
rates to
to apply
apply to
to the
the
forecast
cash
flows.
forecast cash flows.
 Relied
Relied on
on Xstract’s
Xstract’s assessment
assessment of
of the
the value
value of
of other
other exploration
exploration assets
assets held
held by
by the
the two
two
companies.
companies.
 Considered
Considered the
the value
value of
of the
the other
other assets
assets and
and liabilities
liabilities as
as set
set out
out in
in the
the unaudited
unaudited statement
statement of
of
financial
position
as
at
31
March
2016.
financial position as at 31 March 2016.
 Deducted
Deducted the
the net
net present
present value
value of
of corporate
corporate overhead
overhead costs
costs not
not directly
directly related
related to
to the
the
exploration
exploration and
and exploitation
exploitation of
of the
the mining
mining assets.
assets.
The
The market
market value
value of
of the
the Skardon
Skardon River
River Project
Project and
and Bauxite
Bauxite Hills
Hills Project
Project (on
(on stand-alone
stand-alone and
and
combined basis) have been assessed having regard to the DCF approach. We believe this
combined basis) have been assessed having regard to the DCF approach. We believe this
methodology to be appropriate due to the following:
methodology to be appropriate due to the following:
 The DCF method is the most appropriate approach in valuing assets with a finite life such as
 The DCF method is the most appropriate approach in valuing assets with a finite life such as
mineral assets. This reflects the fact that the reserves deplete over time, and the significant level
mineral assets. This reflects the fact that the reserves deplete over time, and the significant level
of capital and time required for the development of mineral assets.
of capital and time required for the development of mineral assets.
 The DCF method is one of the most commonly used methodologies for the valuation of mineral
 The DCF method is one of the most commonly used methodologies for the valuation of mineral
assets.
assets.
 Gulf completed in December 2015 a DFS on the Skardon River Project to produce 5 Mtpa.
 Gulf completed in December 2015 a DFS on the Skardon River Project to produce 5 Mtpa.
Metro also completed around the same time a DFS for the Bauxite Hills Project to produce
Metro also completed around the same time a DFS for the Bauxite Hills Project to produce
2 Mtpa. Since then, Metro has also completed a PFS to increase production to 4 Mtpa. The PFS
2 Mtpa. Since then, Metro has also completed a PFS to increase production to 4 Mtpa. The PFS
is mainly based on the outcome of the DFS but assuming a 24 hours production cycle.
is mainly based on the outcome of the DFS but assuming a 24 hours production cycle.
 Grant Thornton Corporate Finance has engaged Xstract to independently review the technical
 Grant Thornton Corporate Finance has engaged Xstract to independently review the technical
assumptions in relation to the long term forecast of both projects. Xstract has suggested a
assumptions in relation to the long term forecast of both projects. Xstract has suggested a
number of changes to de-risk some of the inherent uncertainty in the projects. Xstract has also
number of changes to de-risk some of the inherent uncertainty in the projects. Xstract has also
provided us with a combined high level production case to be adopted in the valuation of the
provided us with a combined high level production case to be adopted in the valuation of the
Merged Entity based on the DFS and PFS prepared by Gulf and Metro for their respective
Merged
based on production
the DFS and
PFS
prepared
Gulf and
Metro
for theirthe
respective
projects.Entity
The combined
case
prepared
byby
Xstract
takes
into account
synergies
projects. The combined production case prepared by Xstract takes into account the synergies
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and cost savings in the capital expenditure and operational expenditure that could be realised as a
result of the merger.
 Both projects have reported substantial ore reserves which we have been adopted in the long
term forecast reviewed by Xstract.
 Both companies have executed non-binding Heads of Agreement or Memorandum of
Understanding in relation to take or pay agreements for the bauxite to be produced from their
respective projects. Both Gulf and Metro are currently negotiating terms of binding offtake
agreements.
 Metro has submitted its draft EIS and EHP on 11 April 2016 and it expects the development of
the Bauxite Hills Projects to commence in February 2017, and mining in August 2017. Similarly,
Gulf expects the EIS assessment report to be finalised in May 2016. This will form the basis for
the project’s EA in June 2016. Gulf expects construction phase to commence in the second half
of 2016, and commencement of mining in April 2017.
7.3.2

Cross check valuation methodologies

Prior to reaching our valuation conclusions, we have considered the reasonableness of our
valuation having regard to:
 The quoted share price of Metro and recent capital raisings of Gulf.
 The market approach, specifically a rule of thumb valuation methodology based on a multiple of
resources.
 The relative valuation of Gulf and Metro.
7.3.3

Independent technical specialist

For the purpose of this report, Grant Thornton Corporate Finance has engaged Xstract to review
and express an opinion on the reasonableness of the technical assumptions included in the financial
models in relation to the Skardon River Project and the Bauxite Hills Projects and the Combined
Operations, and to prepare a valuation of the exploration assets of the two companies, which was
completed in accordance with the VALMIN Code13.

13 The VALMIN Code is binding on members of the Australasian Institute of Mining and Metallurgy when preparing
public independent expert reports required by the Corporations Act concerning mineral and petroleum assets and
securities. The purpose of the VALMIN Code is to provide a set of fundamental principles and supporting
recommendations regarding good professional practice to assist those involved in the preparation of independent expert
reports that are public and required for the assessment and/or valuation of mineral and petroleum assets and securities so
that the resulting reports will be reliable, thorough, understandable and include all the material information required by
investors and their advisers when making investment decisions.
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8

Valuation assessment of Gulf

As discussed in section 7.3.1, Grant Thornton Corporate Finance has adopted the market value of
net assets methodology to assess the equity value of Gulf.
Set out below is a summary of our valuation assessment of Gulf on a control basis as at the date of
this report.
Stated in A$000s unless stated otherw ise

Reference

Units

Low

High

Skardon Riv er Project

Section 8.1

A$'000s

58,000

76,000

Add: Other ex ploration assets (Xstract preferred v alue)

Section 8.2

A$'000s

3,690

3,690

Add: Adjusted other assets/(liabilities)

Section 8.3

A$'000s

264

264

Add: Cash from options ex ercised

Section 8.4

A$'000s

1,211

1,211
81,165

Adjusted net assets of Gulf

A$'000s

63,165

Less: transaction costs

A$'000s

(300)

(300)

Equity value of Gulf on a control basis before the Takeover Offer

A$'000s

62,865

80,865

'000s

91,362

91,362

A$

0.688

0.885

Number of shares outstanding

Section 8.5

Value per share on a control basis before the Takeover Offer

Source: Grant Thornton Corporate Finance calculations

8.1

Fair market value of the Skardon River Project

Management of Gulf have provided a financial model (“Skardon River Financial Model”) in
relation to the Skardon River’s current planned life of mine under the DFS. The Skardon River
Financial Model is based on an operational plan of 13 years based on a mine schedule completed by
independent mine consultants, and it does not take into account potential extension of the life of
mine based on current and future exploration. The market value of the exploration potential and
resources not included in the Financial Model have been estimated separately by Xstract.
Grant Thornton Corporate Finance has engaged Xstract, to review and express an opinion on the
reasonableness of the technical assumptions included in the Financial Model in relation to, among
other things, the reserves, production profile, operating and capital expenditure for the Skardon
River Project.
Based on Xstract’s review and suggested changes to the Skardon River Financial Model, Grant
Thornton Corporate Finance has assessed the net present value of the Skardon River Project using
scenario analysis based on ungeared, real and post-tax cash flows.
Set out below is a brief overview of the key operating and economic assumptions used in the
assessment of the Skardon River Project.
8.1.1 Operating assumptions

Based on Xstract’s review, certain changes were made to the operating assumptions in the Skardon
River Financial Model which are briefly summarised below. Refer to the Xstract Report for
complete details of the recommended modifications made to the operating assumptions.
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Assumption

Xstract review

LOM production

The production profile has been reduced to only incorporate the current reserves. In addition,
Xstract has indicated that a proportion of the measured resources should be downgraded to
indicated resources, and that the discount rate adopted to assess the net present value of
future cash flows should be relatively higher than that considered for similar type of
development projects to account for the perceived higher risk profile of the stated resource
and reserves.

Infrastructure and
services

Xstract has indicated that in their opinion the level of work completed on the infrastructure
does not meet the requirements for a DFS.

Capital expenditure

Xstract is satisfied with the pre-production capital expenditure estimated in the DFS, however
they have recommended to increase the cost of the proposed airstrip move by A$2 million
and bring it forward to year 6 rather than in year 9 as set out in the DFS.

Commencement of
production

Xstract has recommended Grant Thornton Corporate Finance to undertake certain
sensitivity/scenario analysis on the production commencement date.

Rehabilitation and mine
closure costs

Xstract has recommended to increase the progressive rehabilitation cost to 20c per DSO
tonne and include mine closure costs of A$15 million at the end of the mine life. We
understand that whilst these mine closure costs are included in the DFS they were not
reflected in the Skardon River Financial Model.

The key operating assumptions underpinning the forecast cash flows relating to the Skardon River
Project are set out below.
Financial Model

Skardon Riv er
Project

Key assumptions summary (including Xstract modification)

Units

Projected economic life

Years

12.0

tonnes/pa

5,000

tonnes

48,200

Annual steady -state production
Total production
Operating cost per tonne (ex cluding roy alties)

A$ per tonne

19.0

Pre-production capital costs (including contingencies)

A$'m

52,938

Total sustaining/ maintenance capital costs

A$'m

6,300

Source: The Financial Models and Xstract Report

Production profile of the Skardon River Project and the Combined Operations
The projected production profile for the Skardon River Project over the production schedule
adjusted by Xstract is presented in the graph below.
Bauxite shipped
6,000

Bauxite shipped (Mt)

5,000
4,000
3,000
2,000
1,000
0
Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 9

Year 10

Year 11

Year 12

Source: The Financial Models and Xstract Report
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We note the following in relation to the above graph:
 The Skardon River Project production is expected to reach 3 Mtpa of DSO ore in year 2 and
ramp up to 5 Mtpa in year 3. The mine will only operate in the dry season (March to December
each year).
 The LOM of Skardon River Project is expected to be 12 years with a total production of 48.2 Mt
which is equivalent to the total current reserves.
We note that Xstract has raised some concerns in relation to the production schedule and resource
estimate adopted by Gulf. In particular:
 Xstract has suggested that Grant Thornton Corporate Finance adopts sensitivity/scenario
analysis to model potential delays in the production commencement date.
 Xstract has identified some limitations in the Gulf’s resource estimates as set out in the previous
section.
Operating costs
Gulf has received quotes in relation to the operating costs from six reputable mining contractors.
The estimated figures for the operating costs adopted in Skardon River Financial Model represent
the approximate average of the costs quoted by these contractors.
Operating costs have been considered under the key main categories including mining, wharf
operations, barging and trans-shipment, royalties and others, but they have been aggregated into
royalties, operating costs and corporate costs for ease of comparison. The following graph
summarises the forecast operating expenses (real terms) over the projected mine
life.
Skardon River Project
The Combined Operations
Operating expenditure

Operating ex penditure (A$'000s)

140,000
120,000
100,000
80,000
60,000
40,000
20,000
0

Year 1

Year 2

Year 3

Year 4

Year 5

Other operating costs

Year 6

Year 7

Year 8

Royalties

Year 9

Year 10

Year 11

Year 12

Corporate costs

Source: The Financial Models

In relation to the above cost breakdown, we note the following:
 Average operating costs over the LOM (excluding royalties) are approximately A$19.0 per tonne
(real basis) of bauxite produced.
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 Mining costs in the Financial Models are based on the DFS and are inclusive of the progressive
rehabilitation costs.
 Corporate overheads have been estimated by Gulf at A$2 million per annum.
Capital expenditure
The forecast capital expenditure (real terms) over the projected mine life as reviewed by Xstract is
summarised below:
Capital expenditure

Capital ex penditure (A$'000)

7,000
48,000
6,000
5,000
4,000
3,000
2,000
1,000

0

Year 1

Year 2

Year 3

Source: The Financial Models

Year 4

Year 5

Year 6

Construction/Initial capit al expenditure

Year 7

Year 8

Year 9

Year 10

Year 11

Year 12

Operational/maintenance capital expenditure

We note the following in relation to the forecast capital expenditure:
 Pre-production capital expenditure for the Skardon River Project is estimated at A$48 million
with an additional A$3.6 million in year 2 for a wharf conveyor and A$4 million in year 6 for the
airstrip update.
 Ongoing sustaining capital expenditure is estimated at A$0.7 million per annum.
8.1.2 Economic assumptions

Bauxite price
Given the volatility in commodity markets, the current levels of commodity prices relative to
historical long-run prices, and the widely varying views of industry analysts, assumptions regarding
future bauxite prices are inherently subject to considerable uncertainty. It should be noted that the
value of the mineral assets vary materially based on changes in commodity price expectations.
Bauxite prices are not traded internationally, and hence they do not have a clearly defined
benchmark price. Prices are negotiated between individual buyers and sellers, and the agreed terms
are not disclosed.
The lack of publicly traded prices for bauxite adds significant complexities and challenges to the
assessment of the fair market value of the Skardon River Project considering that its value is very
sensitive to small changes to bauxite prices. Conversely, the fact that both the Skardon River
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Project and the Bauxite Hills Project have similar relativity and the same correlation to movements
in the bauxite price mitigates the risk underlying our estimate.
For the purpose of forming a view on the appropriate bauxite prices to adopt in the valuation of
the Skardon River Project, Grant Thornton Corporate Finance has had regard to the following:
 Bauxite forecast price estimates prepared by various industry specialists and brokers on a no
reliance basis. Metro is covered by two investment firms which have used the following bauxite
price forecasts in their most recent reports released in November 2015.
Baux ite price forecast (US$/t)

Date

Broker 1

09-Nov -15

Broker 2

06-Nov -15

Dow nside case price

2017

2018

2019

2020

2021

2022

2023

2024

US$

US$

US$

US$

US$

US$

US$

US$

38.0

38.0

NA

29.8

27.4

25.3

25.3

25.3

25.3

25.3

25.3

Base case price

45.3

45.4

38.6

42.4

42.4

42.4

44.4

44.4

Upside case price

68.7

60.0

48.1

48.1

50.2

52.0

48.1

50.2

Source: Various broker and specialist reports, the bauxite index, and Grant Thornton Corporate Finance calculations

 Alumina forecast prices from various broker reports, given that bauxite prices have historically
been correlated to alumina price. Based on the consensus forecast of alumina price disclosed in
the April 2016 survey by Consensus Economics, we have set out below the implied forecast
bauxite prices (Weipa style) having regard to the historical ratio of 6.5x to 7.0x.
Consensus forecast Alumina price (Real)

2016

2017

2018

2019

2020

US$

US$

US$

US$

US$

Benchmark prices
Consensus forecast Alumina price (April 2016) - Real

243.3

245.9

253.8

262.1

272.6

High- Implied real baux ite price from Alumina forecast price (6.5x ratio)

37.4

37.8

39.0

40.3

41.9

Low -Implied real baux ite price from Alumina forecast price (7x ratio)

34.8

35.1

36.3

37.4

38.9

Source: Energy & Metals Consensus Forecasts April 2016, Consensus Economics Inc. and Grant Thornton Corporate Finance
calculations

 Indicative bauxite prices provided by CBIX calculator14 reflecting bauxite quality of the Skardon
River Project and the Bauxite Hills Project vary between US$27/t and US$38/t with a simple
average over the LOM of approximately US$32/t.
 Bauxite prices sourced or derived from other commercially sensitive information.
In addition to the above, we have considered the following qualitative comments in our assessment
of the forecast bauxite prices:

14 The CBIX calculator provides a simple tool to give an indicative price for any bauxite. Each CBIX value is a 30 day
rolling, value in use, trade weighted, average price of a representative sample of bauxite imports into China over the
period.
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 Based on discussions with Xstract, Weipa style bauxite is considered a superior bauxite product,
which is the bauxite to be produced by Metro and Gulf, and accordingly it will attract a
substantial premium in the market.
 Both parties have not entered into a formal/binding offtake and marketing agreement, which
may slightly reduce the actual price to be received based on a bauxite reference index.
 The lack of a formal offtake agreement increases in itself the inherent uncertainty in relation to
future prices.
 Xstract reservations on the consistency of grades and tonnages of the deposits.
 The introduction of the Indonesian ban on bauxite export in January 2014 had a significant
positive effect on the bauxite price, although more recently, the emergence of low-cost Malaysian
bauxite has seen prices come off their 2014 peaks. There is uncertainty of whether or not, and
for how long, Indonesia’s banning on export will remain in place. If this is lifted over the LOM
of the Skardon River Project and the Bauxite Hills Projects, there could be a material adverse
impact on price.
 The downside scenario contemplated by Broker 2 in the table above is based on the macroeconomic assumptions that China’s demand for imported bauxite will grow slower than expected
due to the use of enhanced technology to reduce the extraction costs of Chinese bauxite and the
ban on export is partially lifted in Indonesia.
Based on the above, we have selected a range of bauxite prices, between US$25/t and US$35/t, for
the purpose of our valuation assessment. Whilst we acknowledge that the low-end of our selected
range is materially lower than the price that could be realised in the current market place, it reflects
a conservative view on future market trends and the current lack of a formal offtake agreement.
The assumptions in relation to the bauxite prices adopted by Grant Thornton Corporate Finance
do not represent forecasts by Grant Thornton Corporate Finance but are intended to reflect the
assumptions that could reasonably be adopted by industry participants in their pricing of resource
assets and companies.
Exchange rate
To assess the appropriate forecast exchange rates for the purpose of our valuation assessment,
Grant Thornton Corporate Finance has had regard to the historical spot prices, current forward
prices and forecast prices prepared by various brokers.
Given the volatility in foreign exchange markets, the current levels of exchange rates relative to
historical long run prices, and the widely varying views of industry analysts, assumptions regarding
future exchange rates are inherently subject to considerable uncertainty. It should be noted that the
value of the mineral assets could vary materially based on changes in exchange rate expectations.
The assumptions in relation to the exchange rates adopted by Grant Thornton Corporate Finance
do not represent forecasts by Grant Thornton Corporate Finance but are intended to reflect the
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assumptions that could reasonably be adopted by industry participants in their pricing of foreign
currency denominated balances.
In our assessment of the exchange rates, we have considered the following:
 Various broker reports.
 Consensus estimates provided by S&P Global.
 Movements in spot and forward exchange rates.
 The spot rate as at 10 of May is US$0.73 for A$1.
Based on the above, we have selected an exchange rate in the range of US$0.73 to US$0.77, with a
mid-point of US$0.75, for the purpose of our valuation.
Set out below is our adopted range plotted against the historical spot exchange rate over the last 6
months.
Historical spot exchange rate over the last 6 months
0.80

0.78

$A/$US

0.76

0.74

0.72

Spot exchange rate

Lower bound 0.73

Mid-point 0.75

05-May-2016

21-Apr-2016

07-Apr-2016

24-Mar-2016

10-Mar-2016

25-Feb-2016

11-Feb-2016

28-Jan-2016

14-Jan-2016

31-Dec-2015

17-Dec-2015

03-Dec-2015

19-Nov-2015

0.68

05-Nov-2015

0.70

Upper bound 0.77

Source: Reserve Bank of Australia

8.1.3 Other assumptions

Tax rate
Income tax has been calculated by applying the tax rate of 30% to the notional taxable income. We
have also assumed that the existing tax losses will be utilised at a rate of 70% over the duration of
the cash flow projections to take into account inherent risks attached to the potential dilutions of
the existing tax losses in conjunction with future transactions and capital raisings.
Working capital
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Movements in working capital have been included in the Financial Models on a monthly basis to
take into consideration the timing differences between revenue/expense recognition and
collections/payments.
Discount rate
The cash flow assumptions associated with the Skardon River Project have been prepared on a real,
ungeared and post-tax basis. Accordingly, Grant Thornton Corporate Finance has applied a real,
post-tax weighted average cost of capital (“WACC”) in the range of 13.5% and 16.0% to value the
Skardon River Project. Refer to Appendix E for further details.
In our assessment of the WACC, we have applied a specific risk premium of 5% to reflect the
unique characteristics of the Skardon River Project including risks related to start of operations,
operating costs, capital expenditure, loss and dilution during mining and estimation uncertainty.
These risks and opportunities are further documented in the Xstract Report attached in
Appendix L.
Refer to Appendix E for further details on the calculation of the WACC.
8.1.4 Scenarios analysis – DCF valuation

In our valuation of the Skardon River Project, we have adopted a scenario analysis approach due to
the following:
 Significant caution should be applied to any analysis based on long term cash flow projections
for a mineral resource development project. Equally plausible sets of assumptions give rise to
very substantial differences in net present value.
 Long term forecasts are highly uncertain and subject to factors outside the control of Gulf.
There is significant scope for differences in opinion on key assumptions. Accordingly, Grant
Thornton Corporate Finance has analysed a number of scenarios that represent differing
combinations of assumptions.
 We believe that several assumptions underlying the Skardon River Financial Model involve
significant elements of subjective judgement and analysis that may or may not be correct. The
projections are based on initiatives yet to be implemented or completed. Whilst the operating
expenditure and capital expenditure assumptions are supported by several quotes received by
suppliers and the independent review undertaken by Xstract, we are of the opinion that a
number of the assumptions are “hypothetical” rather than “best estimates” in particular
considering the long term LOM.
 Uncertainties in relation to timing of the EA approval.
 Xstract’s concerns and reservations in relation to the resource estimates and the potential impact
on future production volumes.
 The inherent uncertainties and volatility related to the estimate of the future bauxite price and
exchange rate.
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Given that there is significant scope for differences in opinion on key assumptions, we have
analysed a number of scenarios that represent differing combinations of assumptions.
A summary of the assumptions adopted for each scenario is outlined below.
Scenario

Assumption

Common assumptions



Bauxite price – US$30 per tonne (FOB)



Exchange rate – US$0.75 : A$1



Commencement of production – 6 months after Gulf’s timetable



LOM production – 48.3 Mt



Discount rate – 14.75% (real basis)

Scenario 1 – approval delays

Common assumptions but assuming that production is delayed by a further 6 months
(i.e. a total of 12 months delay compared with the Gulf’s timetable).

Scenario 2 – reduced
production profile

Common assumptions but assuming the LOM production profile is reduced by circa
25% to take into account Xstract concerns in relation to the resources and reserves
estimates, loss and dilution.

Scenario 3 – bauxite price

Common assumptions but assuming a bauxite price between US$25 and US$35 per
tonne (FOB).

Scenario 4 – sensitivity on cost

Common assumptions but assuming a +/- 5% on the annual production cost

Scenario 5 – sensitivity on
discount rate

Common assumptions but assuming a discount rate between 13.50% and 16.00%.

Scenario 6 – sensitivity on
exchange rate

Common assumptions but assuming an exchange rate between US$0.73 : A$1 and
US$0.77 : A$1.

Scenario 7



Bauxite price – US$27 per tonne (FOB)



Exchange rate – US$0.77 : A$1



Commencement of production – 6 months after Gulf’s timetable



Discount rate – between 13.50% and 16.00%



LOM production – 48.3 Mt.

Scenario 8

Same as scenario 7 but assuming the production profile is reduced by circa 25%

Scenario 9



Bauxite price – US$27 per tonne (FOB)



Exchange rate – US$0.75 : A$1



Commencement of production – 6 months after Gulf’s timetable



Discount rate – between 13.50% and 16.00%



LOM production – 48.3 Mt.

Scenario 10

Same as scenario 9 but assuming the production profile is reduced by circa 25%

Gulf Alumina Limited – Independent Expert’s Report



Second Supplementary Target’s Statement – Independent Expert’s Report

55

51

The valuation outcome based on the above sensitivity factors is summarised in the following table.
Valuation summary - DCF method

Skardon Riv er Project
Units

Low

High

Scenario 1 - Approv al delay s

A$'000s

143,612

159,222

Scenario 2 - Reduced production profile

A$'000s

128,051

159,222

Scenario 3 - Baux ite price

A$'000s

79,758

238,686

Scenario 4 - Sensitiv ity on the cost

A$'000s

145,927

172,518

Scenario 5 - Sensitiv ity on the discount rate

A$'000s

146,145

173,595

Scenario 6 - Sensitiv ity on ex change rate

A$'000s

146,838

172,285

Scenario 7

A$'000s

98,267

119,000

Scenario 8

A$'000s

76,932

92,046

Scenario 9

A$'000s

108,906

131,133

Scenario 10

A$'000s

86,148

102,374

Low

A$'000s

76,932

92,046

Av erage

A$'000s

116,058

152,008

Median

A$'000s

118,479

159,222

High

A$'000s

146,838

238,686

Grant Thornton Corporate Finance selected range

A$'000s

116,000

152,000

Source: The Financial Models and Grant Thornton Corporate Finance calculations

As outlined in the table above, net present values of future cash flows show a relatively wide range
across the different scenarios, highlighting the sensitivity to relatively small changes in assumptions.
In particular, the analysis shows that the future cash flows have very high sensitivity to bauxite
prices. We note that bauxite ores are not publicly traded, which considerably increase the
uncertainty and complexity of the valuation. Conversely, the fact that both projects have similar
values and the same correlation to movements in the key assumptions mitigate the risks.
Based on our valuation outcome of the Skardon River Project using the DCF methodology, we
have assessed the fair market value of the Skardon River Project to be in the range of A$116.0
million to A$152.0 million.
We note that the assessed value of the Skardon River Project estimated above does not take into
account the risk and uncertainties associated with the ability of Gulf to raise the required funding to
commence the construction of the project and the dilutionary impact of those funding on our
valuation assessment of the Skardon River Project. We have accounted for this risk separately.
This is also consistent with the requirement of RG111 which specifically states that “funding
requirements for a target that is not in financial distress (e.g. capital that is required to develop the project) should
generally be taken into account when determining the fair value of the target securities”.
Based on Xstract’s report, the Skardon River Project requires upfront capital expenditure funding
of approximately A$52 million to develop the project. Assuming that Gulf will be able to secure a
project finance debt equivalent to 50% of the required capital expenditure, the company will require
equity funding of circa A$26 million (before transaction costs).
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There are a number of alternative funding structures that could be adopted by Gulf, including but
not limited to the following:


Rights issue – as discussed in Appendix I, historical right issues in the mining and mining
services sectors have occurred at a significant discount to trading prices (between 50% and
80% for right issues greater than A$25 million). Accordingly, we expect that Gulf will be
required to offer a significant discount to the existing shareholders to be able to secure the
necessary funding under this option.



Initial Public Offering (“IPO”) – we are of the opinion that based on the current market
conditions and stage of development of the Skardon River Project, an IPO accompanied by the
issue of a large number of new shares to fund the development of the project is not currently
achievable by Gulf.



Private placement with strategic investors (potentially plus offtake agreement) – we note that
Gulf has already entered into a non-binding Heads of Agreement with Nanshan in relation to
a minimum of 40% of the bauxite to be produced by the Skardon River Project. Nanshan is a
large Chinese aluminium producer and one of the major shareholders of Gulf holding
approximately 11.81% of the issued capital. Accordingly, we are of the opinion that this is a
viable funding option for Gulf and it is a common practice in the marketplace to fund large
pre-production capital expenditure. Based on previous transactions observed in the
marketplace and on our experience, we are of the opinion that whilst Gulf may not be required
to offer a significant discount to the recent capital raising prices under this funding option
(which could possibly attract a premium to the recent capital raising prices), the implied value
of the project will still be at a large discount to our assessed value of the Skardon River Project
on a 100% basis.



Sale of an interest in the Skardon River Project – similar to the funding option above, the value
of the Skardon River Project that Gulf will be able to currently monetise will still be at a
significant dilution to our valuation of the project on a 100% basis as set out above.

Refer to Appendix K for an example of the potential dilution to be suffered by existing
shareholders.
Based on the above analysis, we have applied a discount of 50% to our valuation assessment of the
Skardon River Project to take into account the unfunded nature of the project, and the inherent
risks of raising such a substantial amount of money in the current market conditions.
In the following table, we summarise our assessed valuation after accounting for the dilution effect
post financing.
Skardon Riv er Project
Valuation summary - DCF method
Valuation range
Discount for funding dulution
Grant Thornton Corporate Finance selected range

Units

Low

High

A$'000s

116,000

152,000

%

50%

50%

A$'000s

58,000

76,000

Source: Grant Thornton Corporate Finance calculations
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8.2

Gulf other exploration assets

Xstract has assessed the fair value of Gulf’s other exploration assets, based on the geoscientific
rating and yardstick methods, in the range of A$2.6 million and A$7.1 million with a preferred value
of A$3.7 million. We have adopted Xtract’s preferred value in our valuation assessment.
8.3

Gulf other assets and liabilities

For the purpose of this report, we have assessed the fair market value of other assets and liabilities
of Gulf not incorporated into the Skardon River Financial Model based on the balance sheet as at
31 December 2015, but adjusting the cash and loan positions to take into account the movement to
31 March 2016.
Gulf's financial position
Stated in A$000s unless stated otherw ise

As at

As at

30-Jun-15

31-Dec-15

Adj balance

Current assets
Cash and cash equiv alent

459

217

Tenements security deposits

745

745

Other

52

Total current assets

1,255

962

Non-current assets
Fix assets

192

-

Deferred ex ploration and dev elopment cost

10,937

-

Total non-current assets

11,129

-

Total assets

12,384

962

Pay ables

348

348

Loan

569

350

Total current liabilities

916

698

916

698

11,467

264

Current liabilities

Total liabilities
Net assets

Source: Gulf Management
Note: The value of property, plant and equipment is already taken into consideration in the cash flows of the Financial Models.

8.4

Cash from options exercised

For the purpose of our valuation, we have assumed that the options held by Gulf Shareholders
(4,038,000 with an exercise price of A$0.30) have been exercised given they are materially in the
money compared with our valuation assessment.
8.5

Shares on issue

We have adopted a fully diluted number of shares for Gulf of 91,362,175 based on 86,324,175
ordinary shares plus 4,038,000 shares to be issued upon conversion of the existing options.
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8.6

Valuation summary

Stated in A$000s unless stated otherw ise

Reference

Units

Low

High

Skardon Riv er Project

Section 8.1

A$'000s

58,000

76,000

Add: Other ex ploration assets (Xstract preferred v alue)

Section 8.2

A$'000s

3,690

3,690

Add: Adjusted other assets/(liabilities)

Section 8.3

A$'000s

264

264

Add: Cash from options ex ercised

Section 8.4

A$'000s

1,211

1,211
81,165

Adjusted net assets of Gulf

A$'000s

63,165

Less: transaction costs

A$'000s

(300)

(300)

Equity value of Gulf on a control basis before the Takeover Offer

A$'000s

62,865

80,865

'000s

91,362

91,362

A$

0.688

0.885

Number of shares outstanding

Section 8.5

Value per share on a control basis before the Takeover Offer

Source: Grant Thornton Corporate Finance calculations

8.7

Valuation cross-check

8.7.1 Historical capital raising

As discussed in Section 7.3.2, we have also considered the reasonableness of our valuation having
regard to the historical capital raisings undertaken by Gulf which are summarised in the table
below.
Number of

Capital raised

Date

shares

($)

($)

17 January 2008

12,759

5,231,354

0.41

Right issues

30 June 2011

17,164

2,059,728

0.12

Optios ex ercised

28 December 2012

1,250

375,000

0.30

Placement to Nanshan and others

Sale of conv ertible notes and conv ersion to share

(1)

24 July 2015

Share price

15,239

3,962,140

0.26

Options ex ercised

3 February 2016

895

268,500

0.30

Options ex ercised

23 March 2016

695

208,500

0.30

No te 1: The co nvertible no tes were so ld befo re co nversio n at a co nversio n price equivalent to 26c per share

Source: Gulf Management

Note 1: The convertible notes were sold before conversion at a conversion price equivalent to 26c per share

Our valuation assessment of Gulf sets out in section 8.6 is materially higher than the historical
capital raising prices of Gulf, however we are of the opinion that this is not unreasonable due to the
following:
 Our valuation assessment of Gulf is on a 100% basis and incorporates the application of a full
premium for control in accordance with the requirements of RG111 whilst the historical capital
raising prices reflect minority and marketability discounts given that Gulf is a private company.
 As set out in Appendix H, the lack of marketability, which is not incorporated in our valuation
assessment on a 100% basis, is often the largest dollar discount factor in the valuation of a
business, in particular if the subject of the valuation is a minority interest.
 Evidence from studies indicates that premiums for control on successful takeovers have
frequently been in the range of 20% to 40% which implies a minority discount in the range of
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16.6% to 29%15. However, as set out in Appendix J, the control premium paid on successful
takeover in the mining and mining services sectors over the last 2 years has been materially
higher than the historical average of between 20% and 40%. This is driven by particularly
depressed trading prices in certain sectors, including mining and mining services.
 Capital raising prices may reflect investors’ views on the short term prospects of Gulf and they
may not necessarily take into account a long term view on the project incorporated in our
valuation on a 100% basis.
 The company has made material progress in the development of the Skardon River Project over
the last 6 months.
Accordingly, we are of the opinion that our assessment of Gulf on a 100% basis is not
unreasonable based on the historical capital raising prices.
8.7.2 Resource multiple

We have considered the reasonableness of our valuation assessment by comparing the resource
multiples implied in our valuation assessment of Gulf with the resource multiples of listed
comparable companies in the Australian bauxite mining industry.
Typically, this method only provides a high-level indication of the market value as the resource
multiple may vary significantly between the different listed comparable companies due to size and
quality of the deposit, availability of infrastructure, cost structure and level of development. In our
selection of comparable companies, we have had regard to the following factors:
 ASX listed company with its flagship project focused on bauxite.
 Status of development of the flagship project (i.e. exploration/ development phase).
 The existence or availability of mining and processing infrastructure.
 Size of the company, including market capitalisation.
Gulf’s resource multiple implied in our valuation assessment
Our assessment of Gulf based on the sum of the parts approach implies a reserves multiple of
between 1.28x and 1.65x per tonne as summarised below:
Implied reserv es multiple
Assesed fair v alue of Gulf prior to the Takeov er Offer

Units
1

Total contained baux ite reserv es
Implied resource multiple

Note 1: Includes the value of the Skardon River Project and other exploration assets.
Source: ASX announcements and Grant Thornton Corporate Finance calculations

15

High

61,690

79,690

A$/t

48,300

48,300

1.28 x

1.65 x

The minority discount is calculated based on the following formula: Minority discount = 1-(1/(1+control premium))
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Resource multiple of listed comparable companies
Set out below are the resource multiples of the comparable companies that are engaged in bauxite
development and pre-development in Australia. Refer to Appendix F for further details on the
comparable companies.
Resources
Enterprise

Market

v alue

capitalisation

Measured

Indicated

Company

(A$m)

(A$m)

(Mt)

Australian Baux ite Limited

19.73

21.23

Baux ite Resources Limited

1.41

22.50

Weighted av erage
Total

Total

Resource

Reserv e

Inferred

resources

reserv es

THA

SiO2

RSiO2

multiple

multiple

(Mt)

(Mt)

(Mt)

(Mt)

(%)

(%)

(%)

(A$/Mt)

(A$/Mt)

-

62

57.3

119.3

-

35.05

4.56

2.94

0.17x

NM

-

6.3

105.4

111.7

-

32.36

11.62

2.58

NM

NM

Queensland Baux ite Limited

-0.41

5.59

-

1.9

29.97

31.87

-

25.80

NA

3.78

NM

NM

First Baux ite Corporation

30.44

4.95

1.8

11.5

1.9

15.1

12.2

24.58

NA

3.78

2.01x

2.49x

Low

0.00

1.90

1.87

0.00

0.00

24.58

4.56

2.58

0.17x

2.49x

Av erage

0.89

20.42

48.63

55.60

3.05

29.45

8.09

3.27

1.09x

2.49x

Median

0.89

8.88

43.64

31.87

0.00

29.08

8.09

3.36

1.09x

2.49x

High

1.79

62.00

105.40

119.30

12.22

35.05

11.62

3.78

2.01x

2.49x

Source: S&P Global, investor presentations, comparable companies’ annual reports, other publicly available information and GTCF
calculations

In our opinion, the level of comparability of the listed peers is limited due to the following:
 Bauxite Resources Limited and Queensland Bauxite Limited have extremely low enterprise
values, and their deposits have a lower alumina content than that of the deposits of the Skardon
River Project. Therefore, we do not consider them as directly comparable companies of Gulf.
 Australian Bauxite Limited could be considered comparable to Gulf, however the company has
been experiencing various operating issues, including delays in shipment, limitations of the
stockpile sites stemmed from capacity and approval process. This may have adversely impacted
confidence in the share market, which was reflected in the company’s share price movements.
Hence, this company is not considered to be directly comparable.
 First Bauxite Corporation explores and develops bauxite deposits in Guyana, South America. As
the locations of the company’s tenements are different from that of Gulf, and the alumina
content in their resources is lower than that of the deposits of the Skardon River Project, we do
not consider this company as a directly comparable company.
We note that we have also sought for potentially comparable transactions in the Australian bauxite
mining industry, however, no relevant comparable transactions have emerged. Details of this
analysis is set out in Appendix G.
Based on the discussions above, we have not placed any reliance on the resource multiples of
comparable companies and transactions.
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9
9

Valuation assessment of Metro on a stand-alone basis
Valuation assessment of Metro on a stand-alone basis

As
As discussed
discussed in
in section
section 7,
7, Grant
Grant Thornton
Thornton Corporate
Corporate Finance
Finance has
has adopted
adopted the
the market
market value
value of
of net
net
assets
methodology
to
assess
the
equity
value
of
Metro
on
a
stand-alone
basis.
assets methodology to assess the equity value of Metro on a stand-alone basis.
Set out below is a summary of our valuation assessment of Metro on a control and fully diluted
Set out below is a summary of our valuation assessment of Metro on a control and fully diluted
basis as at the date of this report.
basis as at the date of this report.
Stated in A$000s unless stated otherw ise
Stated in A$000s unless stated otherw ise
Baux ite Hills Project
Baux ite Hills Project
Add: Other ex ploration assets (Xstract preferred v alue)
Add: Other ex ploration assets (Xstract preferred v alue)
Add: Value of Coal Assets
Add: Value of Coal Assets
Add: Adjusted other assets/(liabilities)
Add: Adjusted other assets/(liabilities)
Add: Roy alty stream (Hey Point tenement)
Add: Roy alty stream (Hey Point tenement)
Add: Cash from options ex ercised
Add: Cash from options ex ercised
Add: Metro interest in Gulf
Add: Metro interest in Gulf
Adjusted net assets of Metro
Adjusted net assets of Metro
Less: transaction costs
Less: transaction costs
Equity value of Metro on a control basis before the Takeover Offer
Equity value of Metro on a control basis before the Takeover Offer
Number of shares outstanding
Number of shares outstanding
Value per share on a control basis before the Takeover Offer
Value per share on a control basis before the Takeover Offer

Reference
Reference
Section 9.1
Section 9.1
Section 9.2
Section 9.2
Section 9.3
Section 9.3
Section 9.4
Section 9.4
Section 9.5
Section 9.5
Section 9.6
Section 9.6
Section 9.7
Section 9.7

Section 9.8
Section 9.8

Source: Grant Thornton Corporate Finance calculations
Source: Grant Thornton Corporate Finance calculations

9.1
9.1

Units
Units
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
A$'000s
'000s
'000s
A$
A$

Low
Low
55,000
55,000
8,710
8,710
3,000
3,000
4,120
4,120
500
500
1,065
1,065
5,174
5,174
77,569
77,569
(1,000)
(1,000)
76,569
76,569
434,869
434,869
0.176
0.176

High
High
71,500
71,500
8,710
8,710
6,000
6,000
4,120
4,120
750
750
1,065
1,065
6,656
6,656
98,800
98,800
(1,000)
(1,000)
97,800
97,800
434,869
434,869
0.225
0.225

Fair market value of the Bauxite Hills Project
Fair market value of the Bauxite Hills Project

Management of Metro have provided a financial model (“Bauxite Hills Financial Model”) in
Management of Metro have provided a financial model (“Bauxite Hills Financial Model”) in
relation to the Bauxite Hills’ current planned life of mine under the PFS to produce 4 Mtpa over an
relation to the Bauxite Hills’ current planned life of mine under the PFS to produce 4 Mtpa over an
operational plan of 13 years based on a mine schedule completed by independent mine consultants.
operational plan of 13 years based on a mine schedule completed by independent mine consultants.
The market value of the exploration potential and resources not included in the Bauxite Hills
The market value of the exploration potential and resources not included in the Bauxite Hills
Financial Model have been estimated separately by Xstract.
Financial Model have been estimated separately by Xstract.
Similar to our valuation assessment of the Skardon River Project, Grant Thornton Corporate
Similar to our valuation assessment of the Skardon River Project, Grant Thornton Corporate
Finance has assessed the net present value of the Bauxite Hills Project using scenario analysis based
Finance has assessed the net present value of the Bauxite Hills Project using scenario analysis based
on ungeared, real and post-tax cash flows. Xstract has provided the technical assumptions
on ungeared, real and post-tax cash flows. Xstract has provided the technical assumptions
underlying the cash flows.
underlying the cash flows.
Set out below is a brief overview of the key operating and economic assumptions used in the
Set out below
overview
of the key operating and economic assumptions used in the
assessment
of is
thea brief
Bauxite
Hills Project.
assessment of the Bauxite Hills Project.
9.1.1 Operating assumptions
9.1.1 Operating assumptions

Based on Xstract’s review, certain changes were made to the operating assumptions in the Bauxite
BasedFinancial
on Xstract’s
review,
changes
were made
to theRefer
operating
in the
Hills
Model
whichcertain
are briefly
summarised
below.
to theassumptions
Xstract Report
forBauxite
Hills
Financial
Model
which
are
briefly
summarised
below.
Refer
to
the
Xstract
Report
complete details of the recommended modifications made to the operating assumptions.for
complete details of the recommended modifications made to the operating assumptions.
Assumption
Assumption
LOM production
LOM production
Commencement of
production
Commencement of
production

Xstract review
Xstract review
The production profile has been reduced to only incorporate the current reserves.
The production profile has been reduced to only incorporate the current reserves.
Xstract has recommended Grant Thornton Corporate Finance to undertake certain
sensitivity/scenario
analysisGrant
on theThornton
production
commencement
date.
Xstract
has recommended
Corporate
Finance to
undertake certain
sensitivity/scenario analysis on the production commencement date.
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Production profile of the Bauxite Hills Project
The projected production profile for the Bauxite Hills Project over the production schedule
adjusted by Xstract is presented in the graph below.
Bauxite shipped
4,500
4,000

Bauxite shipped (Mt)

3,500
3,000
2,500
2,000
1,500
1,000
500
0
Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 9

Year 10

Year 11

Year 12

Year 13

Year 14

Source: The Financial Models and Xstract Report

We note the following in relation to the above graph:
 The Bauxite Hills Project production is expected to reach 4 Mtpa of DSO ore in year 3. The
mine will only operate in the dry season for an 8 month period.
 The LOM of Bauxite Hills is expected to be 14 years with a total production of 48.3 Mt which is
equivalent to the total current reserves.
Operating costs
Operating costs have been grouped for ease of comparison between royalties, operating costs and
corporate costs. The following graph summarises the forecast operating expenses (real terms) over
the projected mine life.
Operating expenditure

Operating ex penditure (A$'000s)

120,000
100,000
80,000
60,000
40,000
20,000
0

Year 1

Year 2

Year 3

Year 4

Year 5

Other operating costs

Year 6

Year 7

Year 8

Year 9

Royalties

Year 10

Year 11

Year 12

Year 13

Year 14

Year 15

Corporate costs

Source: The Financial Models
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In relation to the above cost breakdown, we note the following:
 Average operating costs over the LOM are approximately A$18.9 per tonne (real basis) of
bauxite produced (excluding royalties).
 Mining costs in the Bauxite Hills Financial Models are based on the PFS and are inclusive of the
progressive rehabilitation costs.
 Corporate overheads of A$4 million per annum have been considered in the projections.
However, we note that in our valuation assessment of Metro on a control and 100% basis, we
have reduced the corporate cost by 50% in order to make them consistent with Gulf.
Capital expenditure
The forecast capital expenditure (real terms) over the projected mine life as reviewed by Xstract is
summarised below:
Capital expenditure

Capital ex penditure (A$'000)

7,000
40,000
6,000
5,000
4,000
3,000
2,000
1,000
0

Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Construction/Initial capit al expenditure

Year 8

Year 9

Year 10

Year 11

Year 12

Year 13

Year 14

Operational/maintenance capital expenditure

Source: The Financial Models

 Pre-production capital expenditure estimated at A$40 million to produce up to 4 Mtpa.
 Ongoing sustaining capital expenditure is estimated at A$0.5 million per annum.
9.1.2 Economic assumptions

Bauxite price
Based on discussions with Xstract and a review of the indicative key terms underlying future
potential offtake agreements, we have adopted the same bauxite price in the valuation of the
Skardon River Project and the Bauxite Hills Project. Refer to section 8.1.2 for our assessment of
the bauxite project.
Exchange rate
Refer to section 8.1.2 for our assessment of the exchange rate.
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9.1.3 Other assumptions

Tax rate
We have adopted a corporate tax rate of 30% and an utilisation rate of the existing tax losses of
70%. We note that Metro has gross tax losses of approximately A$42 million and the company has
received preliminary tax advice in relation to the availability of these losses.
Working capital
We have amended the working capital assumptions in the Bauxite Hills Financial Model to make
them broadly consistent with the Skardon River Financial Model. We have no reasons to believe
that the two companies will secure materially different terms with their customers and suppliers.
Discount rate
Grant Thornton Corporate Finance has adopted a real, post-tax WACC in the range of 13.5% and
16.0% to value the Bauxite Hills Project (refer to Appendix E for further details). We have adopted
the same discount rate to value the Bauxite Hills Project and the Skardon River Project due to the
following:
 The two projects are very similar in size, amount of reserves and quality of the DSO bauxite.
 The stages of development of the two projects are broadly consistent.
 Both parties have entered into non-binding agreements in relation to potential offtakes and they
are currently in the process of negotiating formal binding agreements.
 Both projects are unfunded and they have estimated similar pre-production capital expenditure.
However, we note that Metro has significantly greater cash resources than Gulf as at 31 March
2016.
 Whilst Xstract has indicated that the confidence level in the resource estimates of Bauxite Hills
Project is higher than that in the resource estimates of the Skardon River Project, which in itself
could require a differentiation of the discount rate, the development of the Skardon River
Project is inherently less risky given the existing infrastructure in place. In addition, Metro has
only completed a PFS on its 4 Mtpa production schedule for the Bauxite Hills Project.
In summary, the two projects are broadly similar and whilst they may have different strengths and
weaknesses, in our opinion these mostly offset each other and do not warrant the application of a
different discount rate.
9.1.4 Scenarios analysis – DCF valuation

In our valuation of the Bauxite Hills Project, we have adopted the same scenario analysis discussed
in section 8.1.4 for the Skardon River Project. We have only added Scenario 11 to contemplate for
Metro to produce 5 Mtpa consistent with Gulf’ steady state production and Metro’s EA
application. Under this scenario we have increased the pre-production capital expenditure in line
Gulf Alumina Limited – Independent Expert’s Report
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with Gulf’s capital expenditure. We also note that the same limitations should apply to the DCF
analysis.
The valuation outcome based on the selected scenarios is summarised in the following table.
Valuation summary - DCF method

Baux ite Hills Project
Units

Low

High

Scenario 1 - Approv al delay s

A$'000s

128,848

142,854

Scenario 2 - Reduced production profile

A$'000s

122,159

142,854

Scenario 3 - Baux ite price

A$'000s

79,121

206,230

Scenario 4 - Sensitiv ity on the cost

A$'000s

132,435

153,243

Scenario 5 - Sensitiv ity on the discount rate

A$'000s

130,650

156,459

Scenario 6 - Sensitiv ity on ex change rate

A$'000s

132,949

153,272

Scenario 7

A$'000s

84,474

103,065

Scenario 8

A$'000s

71,477

85,689

Scenario 9

A$'000s

101,120

122,032

Scenario 10

A$'000s

86,535

102,546

Low

A$'000s

71,477

85,689

Av erage

A$'000s

110,472

140,164

Median

A$'000s

122,159

142,854

High

A$'000s

145,427

206,230

Grant Thornton Corporate Finance selected range

A$'000s

110,000

143,000

Source: The Financial Models and Grant Thornton Corporate Finance calculations

As outlined in the table above, net present values of future cash flows show a relatively wide range
across the different scenarios, highlighting the sensitivity to relatively small changes in assumptions.
In particular, the analysis shows that the future cash flows have very high sensitivity to bauxite
prices. We note that bauxite prices are not publicly traded which considerably add to the
uncertainty and complexity of the valuation. Conversely, the fact that both projects have similar
values and the same correlation to movements in the key assumptions mitigate the risks
Based on our valuation outcome of the Bauxite Hills Project using the DCF methodology, we have
assessed its fair market value between A$110 million to A$143 million.
Similar to our valuation assessment of the Skardon River Project, we have applied a discount of
50% to take into account the risk and uncertainties associated with the ability of Metro to raise the
required funding to commence the construction of the project, and the dilutionary impact of those
funding on our valuation assessment of the Bauxite Hills Project.
In the following table, we summarise our assessed valuation after accounting for the dilution effect
post-financing.
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Baux ite Hills Project
Valuation summary - DCF method
Valuation range
Discount for funding dulution
Grant Thornton Corporate Finance selected range

Units

Low

High

A$'000s

110,000

143,000

%

50%

50%

A$'000s

55,000

71,500

Source: Grant Thornton Corporate Finance calculations

9.2

Metro other bauxite exploration assets

Xstract has assessed the fair value of Metro’s other bauxite exploration assets, based on the
geoscientific rating and yardstick methods, in the range of A$6.2 million and A$16.6 million with a
preferred value of A$8.71 million. We have adopted Xtract’s preferred value in our valuation
assessment.
9.3

Metro coal exploration assets

Metro holds significant exploration ground in Queensland. The main project is the Bundi Project in
the Surat Basin which is 100% owned by Metro and it is currently in care and maintenance due to
the current market conditions. The mine life of the Bundi Project was estimated at 28 years
producing on average 5 Mtpa. This project has 1.7 billion tonnes of inferred resources and 296 Mt
of indicated resources (“Coal Assets”).
Based on the current market conditions, thermal coal prices and the requirements to build large
infrastructure projects (both rail and port) to unlock the value of the Bundi Project, it is currently
considered a stranded project with limited value (i.e. option value if market conditions materially
improve).We note that as at 31 December 2015, the Bundi Project had a carrying value of circa A$9
million.
In relation to the large coal resources of the Bundi Project, we note the following:
 It is unlikely that a potential purchaser will attribute any value to the resources to be recovered
after more than 20 years.
 The amount of resources that will ultimately convert into marketable reserves (if any depending
on market conditions materially improving from the current level) will be materially lower than
the current level of inferred and indicated resources.
The table below sets out the resource multiples of listed comparable companies with early stage
coal assets in Queensland.
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Market
(A$m)

v alue Project

EV/Indicated

Resources

Enterprise

capitalisation

Company

Region

(A$m)

Inferred

Indicated

Measured

(Mt)

(Mt)

(Mt)

Total

EV/Inferred

EV/Indicated

EV/Measured

and measured

EV/Total

resources

resources

Resources

resources

resources

resources

(Mt)

(A$/tonnes)

(A$/tonnes)

(A$/tonnes)

(A$/tonnes)

(A$/tonnes)

Allegiance Coal Ltd.

0.53

1.19 Back Creek Project

Surat Basin

98

-

-

98

0.01x

NM

NM

NM

Coal Bank

0.98

3.22 Black coal project

Galilee Basin

1,300

-

-

1,300

0.00x

NM

NM

NM

0.00x

East Energy Resources

1.78

Eromanga Basin

1,553

628

-

2,181

0.02x

0.00x

NM

0.04x

0.01x

23.41 Blackall

0.01x

Stanmore Coal Limited

64.52

34.05 The Range

Surat Basin

82

187

18

287

0.42x

0.35x

3.58x

0.17x

0.12x

Australian Pacific Coal Limited

82.05

70.43 Blackw ater Project

Coorooah

107

-

-

107

0.66x

NM

NM

NM

0.66x

3.70

6.58 Moorlands Project

Bow en Basin

76

128

113

318

0.09x

0.03x

0.03x

0.03x

0.02x

Average

Cuesta Coal Limited

0.20x

0.13x

1.81x

0.08x

0.14x

Median

0.20x

0.13x

1.81x

0.08x

0.14x

Average (excluding outliers)

0.11x

0.13x

1.81x

0.08x

0.03x

Median (excluding outliers)

0.11x

0.13x

1.81x

0.08x

0.03x

Source: S&P Global, investor presentations, comparable companies’ annual reports, other publicly available information and Grant Thornton
Corporate Finance calculations

Based on the above, we have attributed a market value of the Coal Assets between A$3 million and
A$6 million. We believe that this is reasonable based on the following:
 CoalBank Limited has similar size of resources in the stranded Galilee Basin. The projects are
substantially in care and maintenance (only limited desktop activity and no drilling) and it has an
enterprise value of circa A$3.2 million.
 Allegiance Coal Limited’s main project, the Back Creed Project is similarly prospective for
thermal coal, it is located in the Surat Basin and it has circa 98 Mt of inferred resources. The
enterprise value is circa A$1.2 million.
 Whilst the carrying value of the Bundi Project is circa A$9 million, we note that thermal coal
prices have reduced from US$63.1 per tonne in June 2015 to US$55.9 per tonne in March 2016
whilst the Australian dollar over the same period has remained largely unchanged.
9.4

Metro other assets and liabilities

For the purpose of this report, we have assessed the fair market value of other assets and liabilities
of Metro not incorporated into the Financial Model based on the balance sheet as at 31 December
2015 but adjusting the cash positions to take into account the movement to 31 March 2016.
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As at

Adj balance

31-Dec-15
Current Assets
Cash and cash equiv alents

5,327

4,331

Trade and other receiv ables

212

212

4

-

5,543

4,543

Other assets
Total current assets
Non current assets
Property , plant and equipment

9

-

Ex ploration and ev aluation assets

13,521

-

Av ailable-for-sale financial assets

561

-

95

95

Other assets
Total non current assets

14,186

95

Total assets

19,729

4,638

458

458

60

60

Total current liabilities

518

518

Total liabilities

518

518

19,211

4,120

Current liabilities
Trade and other pay ables
Employ ee benefits

Net assets

Source: Gulf Management
Note: The value of property, plant and equipment is already taken into consideration in the cash flows of the Financial Models.

9.5

Royalty stream (Hey Point tenement)

As set out in the Xstract Report, Metro is entitled to a royalty payment of between 3% and 4% on
the bauxite sold from the Hey Point tenements (circa 100,000 Mtpa). We have estimated the fair
market value of this royalty stream between A$0.50 million and A$0.75 million.
9.6

Cash from options exercised

For the purpose of our valuation, we have assumed that the options held by Metro Shareholders
are exercised at the date of our report.
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9.7

Metro’s 21.9% interest in Gulf

As at the date of this report, Metro holds a 21.9%16 interest in the issued capital of Gulf (before the
exercise of the Gulf Options) which we have valued by applying a 60% discount to the control
value of Gulf assessed in section 8. The magnitude of the discount reflects both the minority
interest held by Metro and the illiquid nature of the investment given that Gulf is an unlisted public
company. However, we note that our valuation assessment is still materially higher than the price
paid by Metro (based on Metro trading prices). Refer to Appendix H for our discussion about
marketability discount. We have set out below our calculations.
Value of Metro's interest on Gulf
Gulf equity v alue on a control basis
Minority and marketability discount
Adjusted v alue
1

Metro ow nership of Gulf
Market v alue of Metro's interest in Gulf

Low
62,865
60.0%
25,146
20.6%
5,174

A$'000s
%
A$'000s
%
A$'000s

High
80,865
60.0%
32,346
20.6%
6,655

Note: Metro ownership of Gulf after considering the dilutive effect of the options exercised by Gulf Shareholders.

Source: Grant Thornton Corporate Finance calculations

9.8

Shares on issue

We have adopted a fully diluted number of shares for Metro of 434,869,389 based on 420,571,896
ordinary shares (including 62 million Metro Shares issued upon the acquisition of the 21.9% interest
in Gulf) plus 14,297,493 shares assumed to be issued upon conversion of the existing options.
9.9

Valuation summary

Stated in A$000s unless stated otherw ise

Reference

Units

Low

High

Baux ite Hills Project

Section 9.1

A$'000s

55,000

71,500

Add: Other ex ploration assets (Xstract preferred v alue)

Section 9.2

A$'000s

8,710

8,710

Add: Value of Coal Assets

Section 9.3

A$'000s

3,000

6,000

Add: Adjusted other assets/(liabilities)

Section 9.4

A$'000s

4,120

4,120

Add: Roy alty stream (Hey Point tenement)

Section 9.5

A$'000s

500

750

Add: Cash from options ex ercised

Section 9.6

A$'000s

1,065

1,065

Add: Metro interest in Gulf

Section 9.7

A$'000s

5,174

6,656

Adjusted net assets of Metro

A$'000s

77,569

98,800

Less: transaction costs

A$'000s

(1,000)

(1,000)

Equity value of Metro on a control basis before the Takeover Offer

A$'000s

76,569

97,800

'000s

434,869

434,869

0.176

0.225

Number of shares outstanding
Value per share on a control basis before the Takeover Offer

Section 9.8

A$

Source: Grant Thornton Corporate Finance calculations

16

Refer to footnote 3.
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9.10 Valuation cross-check
9.10.1 Comparison with the listed market price

Prior to reaching our valuation conclusion, we have also considered the quoted security price of
Metro Shares. In accordance with the requirements of RG111, we have considered the listed
securities’ depth, liquidity, and whether or not the market value is likely to represent the fair market
value of Metro.
The following table summarises the monthly trading volume of Metro Shares since November
2014.
Volume

Monthly

Total v alue of

traded

VWAP

shares traded

Volume traded as %

Month end

('000)

($)

($'000)

of total shares

Nov 2014

2,667

0.0286

76

1.1%

Dec 2014

981

0.0288

28

0.4%

Jan 2015

2,956

0.0365

108

1.0%

Feb 2015

7,942

0.0391

311

2.8%

Mar 2015

10,884

0.0493

537

3.8%

Apr 2015

6,901

0.0804

555

2.4%

May 2015

3,342

0.0849

284

1.2%

Jun 2015

2,372

0.0936

222

0.8%

Jul 2015

4,733

0.0877

415

1.6%

Aug 2015

9,701

0.0685

665

3.1%

Sep 2015

1,825

0.0755

138

0.6%

Oct 2015

2,232

0.0635

142

0.6%

Nov 2015

1,278

0.0654

84

0.4%

Dec 2015

2,652

0.0650

172

0.7%

Jan 2016

1,216

0.0544

66

0.3%

Feb 2016

1,420

0.0532

76

0.4%

Mar 2016

1,820

0.0610

111

0.5%

Apr 2016

2,448

0.0705

173

0.7%

Min

0.33%

Max

3.77%

Average

1.24%

Median

0.78%

Source: S&P Global and Grant Thornton Corporate Finance calculations

Based on the above table, we note the following:
 There has been historically very low level of trading in Metro Shares.
 The monthly volume traded as a percentage of total outstanding shares since completion of the
capital raising in August 2015 has ranged between 0.3% and 0.7%.
 Over the last six months only 3% of the issued capital has been traded on a cumulative basis.
Based on the above, the trading share price of Metro may not be reflective of fair market value.
Notwithstanding the above limitations identified in the trading prices, we have set out below the
volume weighted average price (“VWAP”) analysis of Metro Shares on the ASX.
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Daily VWAP (000's)
Period (trading day s)

Volume traded as VWAP (000's)
% of av erage

Daily price ($)

Low

High

Low

High

Prior to announcement date 02 December 2015
12 months
6 months
3months
1 month
1 w eek

18.0%
6.9%
1.5%
0.4%
0.1%

0.06
0.08
0.07
0.06
0.06

0.05
0.05
0.05
0.05

0.12
0.12
0.08
0.07
0.06

0.02
0.05
0.05
0.05
0.05

0.13
0.13
0.08
0.07
0.06

After announcement date 02 December 2015
1 day
1 w eek
1 month
Since 03 December 2015

0.2%
0.3%
0.7%
2.6%

0.06
0.06
0.06
0.06

0.06
0.06
0.06
0.05

0.06
0.07
0.07
0.08

0.06
0.06
0.06
0.05

0.06
0.07
0.07
0.08

As at 6 May
1 w eek prior
1 month prior

0.0%
0.2%
0.7%

0.07
0.07
0.07

0.07
0.07
0.06

0.07
0.08
0.08

0.07
0.07
0.06

0.07
0.08
0.08

2 months prior

1.1%

0.07

0.06

0.08

0.06

0.08

Source: S&P Global and Grant Thornton Corporate Finance calculations

We note that our assessment of the fair market value of Metro on a control basis between 0.182
cents and 0.233 cents per share is materially higher than the recent share trading even if a typical
premium for control of between 20% and 40% is taken into account.
In our opinion, this value differential is not unreasonable due to the following factors:


Metro is covered by two investments firms. In their latest reports released in November 2015,
they have a price target on the company between A$0.18 and A$0.20 (on minority basis), which
is consistent with our valuation assessment once a premium for control is taken into account.



As set out in Appendix J, the control premium paid on successful takeover in the mining and
mining services sector over the last 2 years has been materially higher than the historical
average of between 20% and 40%. This is driven by particularly depressing trading prices
currently affecting early stage exploration and development companies.



As discussed above, the low level of liquidity of Metro Shares may represent an impediment to
the trading prices being representative of fair market value.



Current trading prices reflect investors’ views on the short term prospects of the company and
they may not necessarily take into account a long term view on the project.



The market may hold a more conservative view in relation to the following:
o

The ability of Metro to develop the Bauxite Hills Project in a timely fashion.

o

The potential dilution to be suffered by existing shareholders in conjunction with the
required fund raising.

o

Timing of receiving the EA approval.

o

Bauxite price and exchange rate.
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o

The appropriate discount rate to apply to the forecast cash flows.

Depending on the views taken by individual shareholders on bauxite prices, exchange rate and
other key assumptions, it is quite conceivable that individual shareholders may reach different
conclusions in relation to the fair market value of Metro.
9.10.2 Resource multiple

Our assessment of Metro based on the sum of the parts approach implies a reserves multiple of
between 1.32x and 1.66x per tonne as summarised below:
Implied reserv es multiple
Assesed fair v alue of Metro prior to the Takeov er Offer

Units
1

Total contained baux ite reserv es at Baux ite Hills Project

Low

High

A$'000s

63,710

80,210

A$/t

48,200

48,200

1.32 x

1.66 x

Implied reserve multiple

Source: ASX announcements and Grant Thornton Corporate Finance calculations
Note 1: Includes the value of the Bauxite Hills Project and other exploration assets.

As discussed in section 8.7.2, we do not believe the resource multiples methodology is applicable
given the limitations with the peers comparable companies.
9.10.3 Relative valuation of Metro and Gulf

As an additional cross-check, we are of the opinion that it is relevant to consider the relative
valuations of Gulf and Metro and their key underlying projects. Whilst the valuation is highly
sensitive to small changes in key assumptions, given the 100% scrip structure of the Takeover
Offer, the relative valuation is a critical consideration.
We have set out in the table below our relative valuation of the mineral projects and of the overall
companies.
Reference

Units

Valuation of the projects (mid-point)

Section

A$'000s

Implied resource multiple in the v aluation of the projects (based on reserv es)

Section

A$/t

Valuation of the companies on a control basis (mid-point)

Section

A$'000s

Implied resource multiple in the v aluation of the companies (based on reserv es)

Section

A$/t

Gulf

Metro

67,000

63,250

1.39

1.31

71,865

90,142

1.49

1.87

Source: Grant Thornton Corporate Finance calculations

In relation to the table above, we note the following:


The valuation and the resource multiple of the Skardon River Project is higher than the Bauxite
Hills Project given the existing infrastructure in place which de-risks the project and should
facilitate the EA approval process and the higher annual throughput.
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The overall valuation assessment of Metro is higher than Gulf due to the other assets held by
Metro in addition to the Bauxite Hills Project (e.g. the higher value of the exploration potential,
the cash balance of A$4.2 million, the value of the Coal Assets and its 21.9%17 interest in Gulf).

Based on the above, we are of the opinion that our relative valuation of Gulf and Metro is
reasonable.

17

Refer to footnote 3.
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10 Value of the consideration received

In this section of the report, we have assessed an indicative value of the Merged Entity in order to
form an opinion on the value of the consideration received by Gulf Shareholders.
Set out below is a summary of our valuation assessment of the Merged Entity on a minority basis as
at the date of this Report.
Stated in A$000s unless stated otherw ise

Reference

Units

Low

High

Combined operations

Section 10.1

A$'000s

131,500

167,500

Add: Other ex ploration assets of Gulf and Metro

Sections 8 / 9

A$'000s

12,400

12,400

Add: Other assets and liabilities of Gulf and Metro

Section 10.2

A$'000s

4,383

4,383

Add: Value of Coal Assets

Section 9.3

A$'000s

3,000

6,000

Add: Roy alty stream (Hey Point tenement)

Section 9.5

A$'000s

500

750

Sections 8 / 9

A$'000s

2,276

2,276

Adjusted net assets of the Combined Entity

A$'000s

154,060

193,310

Less: transaction costs (Metro)

A$'000s

(1,300)

(1,300)

Equity value of the Combined Entity on a control basis

A$'000s

152,760

192,010

Add: Cash from options ex ercised for Gulf and Metro

Less: Minority discount %

Section 10.3

Equity value of the Combined Entity on a minority basis
Number of the Combined Entity Shares (000s)

Section 10.4

A$'000s

29%

29%

A$'000s

108,459

136,327

'000s

688,841

688,841

Value per share on a minority basis (A$)

A$

0.157

0.198

Ex change ratio of the Increased Consideration

times

3.50

3.50

A$

0.551

0.693

Value of the Increased Consideration

Source: Grant Thornton Corporate Finance calculations

Gulf Shareholders should be aware that our assessment of the Merged Entity does not reflect the
price at which Metro Shares will trade if Metro acquires 100% of the issued capital of Gulf. The
price at which Metro Shares will ultimately trade depends on a range of factors including the
liquidity of Metro Shares, macro-economic conditions, bauxite and exchange rate volatility, EA
approvals, and investors’ views on the short term prospects of the Merged Entity. Accordingly, it is
possible that shares in the Merged Entity will trade at a discount to our valuation assessment of the
Merged Entity in the short/medium term.
10.1 Fair market value of the Combined Operations

Based on the review of the stand-alone development projects of Gulf and Metro, Xstract has
developed a conceptual production case for a Combined Bauxite Hills – Skardon River Project. The
main assumptions underlying the combined production case are summarised below:
 Xstract’s production case is based on an 8.5 Mtpa DSO mining and transhipment operation
producing a total of 95.9 Mt over a total mine life of 13 years.
 Existing haul road and port infrastructure held by Gulf would be upgraded and expanded to
accommodate increased truck and barge traffic numbers over and above those currently
envisaged by either party. Xstract has estimated that the pre-production capital expenditure of
Gulf of approximately A$52 million needs to be increased by circa A$23 million to
accommodate the enlarged combined project. Ongoing sustaining capex has been estimated at
A$1.2 million per annum.
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 Ongoing annual rehabilitation costs for the combined project are based on the A$0.20/t DSO
plus mining closure capital cost of A$15 million. These are consistent with the estimates included
in the Skardon River Project standalone scenario
 Mining is expected to commence initially in mining areas held by Gulf for 3 years, thereafter
mining has been split between the two existing mine plans to achieve 8.5 Mtpa for a period of 10
years. Xstract has recommended that Grant Thornton Corporate Finance considers a sensitivity
analysis based on the potential for the operation to achieve 8.5 Mtpa of production a year earlier
than scheduled.
 Xstract notes that the removal of boundary pillars between the two operations could result in
some 3 Mt becoming available for mining. This additional tonnage has not been considered as
part of the production model at this stage as neither operation considers this to be part of the
respective ore reserves.
 It is expected that following the grant by the Environmental Authority, the combined entity
would seek and be granted approval for the increase of throughput from a combined Barge
Loading Facility.
 Mine production and transhipment are based on a 24 hour per day operation over a 9 month dry
season.
Similar to our valuation assessment of the two projects on a stand-alone basis, Grant Thornton
Corporate Finance has assessed the net present value of the combined project using scenario
analysis based on ungeared, real and post-tax cash flows.
10.1.1 Other assumptions

Other operational and economic assumptions have been kept consistent with the two projects on a
stand-alone basis.
However, we have reduced the discount rate of the Combined Operations to be 12.5% and 15.0%
to take into account the reduced risks and the increased size of the combined project.
10.1.2 Scenario analysis – DCF valuation

In our valuation of the Combined Operations, we have adopted the same scenario analysis
discussed in section 8.1.4 for the Skardon River Project but with the revised discount rate. We also
note that the same limitations should apply to the DCF analysis. However, we have also run the
following additional scenarios:


Scenario 11 – Common assumptions, adopting the revised discount rate, and assuming that
the Combined Projects will produce 10 Mtpa, which is consistent with the EA approval
sought by Gulf and Metro separately. We have pro-rata increased the pre-production
capital expenditure to reflect the increased throughput.



Scenario 12 – Common assumptions, adopting the revised discount rate, and assuming that
the annual production is capped at 5 Mtpa and the LOM increased accordingly. This
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scenario intends to show to Gulf Shareholders the downside potential if the EA approval
of the Merged Entity is capped at an annual production of 5 Mtpa.


Scenario 13 – Common assumptions, adopting the revised discount rate, and assuming that
the Merged Entity reach a steady still production of 8.5 Mtpa a year earlier than set out in
the Xstract Report.

The valuation outcome based on the selected scenarios is summarised in the following table.
Valuation summary - DCF method

Combined Operations
Units

Scenario 1 - Approv al delay s

Low

High

A$'000s

303,920

334,752
334,752
473,498

Scenario 2 - Reduced production profile

A$'000s

273,655

Scenario 3 - Baux ite price

A$'000s

195,502

Scenario 4 - Sensitiv ity on the cost

A$'000s

334,752

334,752
369,277

Scenario 5 - Sensitiv ity on the discount rate

A$'000s

303,885

Scenario 6 - Sensitiv ity on ex change rate

A$'000s

313,078

357,613

Scenario 7

A$'000s

221,292

272,281

Scenario 8

A$'000s

179,160

216,253
293,836

Scenario 9

A$'000s

239,646

Scenario 10

A$'000s

195,094

234,588

Scenario 11

A$'000s

320,485

387,542

Scenario 12

A$'000s

213,327

266,207

319,923

384,963

Scenario 13

A$'000s

Low

A$'000s

179,160

216,253

Av erage

A$'000s

262,594

327,716

Median

A$'000s

273,655

334,752

High

A$'000s

334,752

473,498

Grant Thornton Corporate Finance selected range

A$'000s

263,000

335,000

Source: The Financial Models and Grant Thornton Corporate Finance calculations

Based on our valuation outcome of the Skardon River Project and the Bauxite Hills Project using
the DCF methodology, we have assessed their fair market value between A$263 million to A$335
million.
Similarly to our valuation assessment of the Skardon River Project and Bauxite Hills Project, we
have applied a discount of 50% to take into account the risk and uncertainties associated with the
ability of the Merged Entity to raise the required funding to commence the construction of the
project.
In the following table, we summarise our assessed valuation after accounting for the dilution effect
post-financing.
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Combined Operations
Valuation summary - DCF method
Valuation range
Discount for funding dulution
Grant Thornton Corporate Finance selected range

Units

Low

High

A$'000s

263,000

335,000

%

50%

50%

A$'000s

131,500

167,500

Source: Grant Thornton Corporate Finance calculations

10.2 Other assets and liabilities

The other assets and liabilities included in the valuation assessment of the Merged Entity are an
aggregation of the individual values included in the valuation of Gulf and Metro. The assessment of
these individual values is mentioned in section 8 and 9 of this Report.
10.3 Minority discount

As set out in Appendix J, the control premium paid on successful takeover in the mining and
mining services sector over the last 2 years has been higher than the historical average of between
20% and 40%. Accordingly, in our valuation assessment of the Merged Entity on a minority basis
we have applied a minority discount of 29% which is the inverse of a control premium of 40%
(high-end of the premium for control historically paid).
10.4 Shares on issue

The shares on issue for the Merged Entity is set out in the following table.
(000s)

Number of shares

Shares outstanding - Metro

420,572

Options - Metro
Total number of shares of Metro

14,297
A

Number of shares of Gulf (including options)

91,362

Less: shares of Gulf ow ned by Metro
Number of shares of Gulf not ow ned by Metro
New shares issues by Metro under the Increased Consideration
Total number of shares of the Merged Entity

434,869
18,799

B

72,563

C=B*3.5

253,972

A+C

688,841

Source: Grant Thornton Corporate Finance calculations
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11 Sources of information, disclaimer and consents
11.1 Sources of information

In preparing this report Grant Thornton Corporate Finance has used various sources of
information, including:
























Releases and announcements by Metro on the ASX
Other announcements on the ASX
Gulf’s company website
Metro’s company website
IBISWorld Industry Report
Other information provided by Gulf and Metro
Other publicly available information
S&P Global
Energy and Metals Consensus Forecasts by Consensus Economics Inc.
CRU International Ltd.
Comparable companies’ websites
Australian Aluminium Council Ltd.
Mergermarket
Various broker reports
Discussions with Management
Gulf’s Target’s Statement
Gulf’s First Supplementary Target’s Statement
Metro’s Bidder’s Statement
Metro’s Supplementary Bidder’s Statement
Metro’s Second Supplementary Bidder’s Statement
Metro’s Financial Statements for the year ended 30 June 2015
Metro’s Interim Financial Report for the half year ended 31 December 2015
Xstract’s Independent Technical Expert’s Report
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11.2 Qualifications and independence

Grant Thornton Corporate Finance Pty Ltd holds Australian Financial Service Licence number
247140 under the Corporations Act and its authorised representatives are qualified to provide this
report.
Grant Thornton Corporate Finance provides a full range of corporate finance services and has
advised on numerous takeovers, corporate valuations, acquisitions, and restructures. Prior to
accepting this engagement, Grant Thornton Corporate Finance considered its independence with
respect to Gulf and all other parties involved in the Takeover Offer with reference to the ASIC
Regulatory Guide 112 “Independence of experts” and APES 110 “Code of Ethics for Professional
Accountants” issued by the Accounting Professional and Ethical Standard Board. We have
concluded that there are no conflicts of interest with respect to Gulf, its shareholders and all other
parties involved in the Takeover Offer.
Grant Thornton Corporate Finance and its related entities do not have at the date of this report,
and have not had within the previous two years, any shareholding in or other relationship with Gulf
or its associated entities that could reasonably be regarded as capable of affecting its ability to
provide an unbiased opinion in relation to the Takeover Offer.
Grant Thornton Corporate Finance has no involvement with, or interest in the outcome of the
Takeover Offer, other than the preparation of this report.
Grant Thornton Corporate Finance will receive a fee based on commercial rates for the preparation
of this report. This fee is not contingent on the outcome of the Takeover Offer. Grant Thornton
Corporate Finance’s out of pocket expenses in relation to the preparation of the report will be
reimbursed. Grant Thornton Corporate Finance will receive no other benefit for the preparation of
this report.
11.3 Limitations and reliance on information

This report and opinion is based on economic, market and other conditions prevailing at the date
of this report. Such conditions can change significantly over relatively short periods of time.
Grant Thornton Corporate Finance has prepared this report on the basis of financial and other
information provided by Gulf and publicly available information. Grant Thornton Corporate
Finance has considered and relied upon this information. Grant Thornton Corporate Finance has
no reason to believe that any information supplied was false or that any material information has
been withheld. Grant Thornton Corporate Finance has evaluated the information provided by Gulf
through inquiry, analysis and review, and nothing has come to our attention to indicate the
information provided was materially misstated or would not afford reasonable grounds upon which
to base our report. Nothing in this report should be taken to imply that Grant Thornton Corporate
Finance has audited any information supplied to us, or has in any way carried out an audit on the
books of accounts or other records of Gulf.
This report has been prepared to assist the directors of Gulf in advising the Gulf Shareholders in
relation to the Takeover Offer. This report should not be used for any other purpose. In particular,
it is not intended that this report should be used for any purpose other than as an expression of
Gulf Alumina Limited – Independent Expert’s Report
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Grant Thornton Corporate Finance’s opinion as to whether the Takeover Offer is fair and
reasonable to the Gulf Shareholders.
Gulf has indemnified Grant Thornton Corporate Finance, its affiliated companies and their
respective officers and employees, who may be involved in or in any way associated with the
performance of services contemplated by our engagement letter, against any and all losses, claims,
damages and liabilities arising out of or related to the performance of those services whether by
reason of their negligence or otherwise, excepting gross negligence and wilful misconduct, and
which arise from reliance on information provided by Gulf, which Gulf knew or should have
known to be false and/or reliance on information, which was material information Gulf had in its
possession and which Gulf knew or should have known to be material and which Gulf did not
provide to Grant Thornton Corporate Finance. Gulf will reimburse any indemnified party for all
expenses (including without limitation, legal expenses) on a full indemnity basis as they are incurred.
11.4 Consents

Grant Thornton Corporate Finance consents to the issuing of this report in the form and context
in which it is included in the Supplementar Target Statement to be sent to the Gulf Shareholders.
Neither the whole nor part of this report nor any reference thereto may be included in or with or
attached to any other document, resolution, letter or statement without the prior written consent of
Grant Thornton Corporate Finance as to the form and content in which it appears.
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82

Term

Definition

“ASIC”

The Australian Securities and Investments Commission

“ASX”

Australian Securities Exchange

“Bauxite Hills Financial
Model”

A financial model provided by the management of Metro in relation to the Bauxite Hills Project’s current planned
life of mine under PFS

“Cape”

Cape Alumina Limited

“CAPM”

Capital Asset Pricing Model

“Coal Assets”

The coal resources of Metro’s Bundi Project which consist of 1.7 billion tonnes of inferred resources and 296 Mt
of indicated resources

“Combined Project” or
“Combined Operation”

The project resulted from the integration of the Skardon River Project and the Bauxite Hills Project

“DCF”

Discounted Cash Flow

“DEHP”

Department of Environment and Heritage Protection

“DFS”

Definitive Feasibility Study

“DSO”

Direct Shipping Ore

“EBITDA"

Earnings before interest, tax, depreciation and amortisation

“EIS”

Environmental Impact Statement

“EPIC”

Equity Permanent Investment Capital Limited

“FSG”

Financial Services Guide

“FY2010”

Financial year ended 30 June 2010

“FY14” or “FY2014”

Financial year ended 30 June 2014

“FY15” or “FY2015”

Financial year ended 30 June 2015

“GCR”

Green Coast Resources Pty Ltd

“GTCF”or “Grant Thornton
Corporate Finance”

Grant Thornton Corporate Finance Pty Ltd

“Gulf Shareholders”

Shareholders of Gulf Alumina Limited

“Gulf Shares”

Shares of Gulf Alumina Limited

“Gulf” or "the Company"

Gulf Alumina Limited

“HY16”

Half year ended 31 December 2015

“IPO”

Initial Public Offering

“IRR”

Internal rate of return

“Joyday”

Joyday Pty Limited
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Term

Definition

“Merged Entity”

The resulting entity if 100% of the shareholders of Gulf accept the takeover offer by Metro, whereby the
shareholders of Gulf will own approximately 44% of the issued capital of this entity, and the shareholders of
Metro will own the remaining of the issued capital.

“Metro Shares”

Shares of Metro Mining Limited

“Metro”

Metro Mining Limited

“MoU”

Memorandum of Understanding

“Mt”

Million metric tonnes

“NPV”

Net present value

“OSR”

The Office of State Revenue

“PFS”

Pre-feasibility Study

“RG 112”

ASIC Regulatory Guide 112 “Independence of Experts”

“RG111”

ASIC Regulatory Guide 111 “Content of Expert’s Reports”

“Skardon River Financial
Model”

A financial model provided by the management of Gulf in relation to the Skardon River Project’s current planned
life of mine under DFS

“Takeover Offer”

Unsolicited takeover offer by Metro involving a scrip consideration of 3.3 shares per share in Gulf

“Takeovers Panel” or “the
Panel”

The peer review body that regulates the corporate control transaction involving Gulf Alumina Limited and Metro
Mining Limited, primarily by the efficient, effective and speedy resolution of takeover disputes

“The Combined Project”

The project resulted from the integration of the Skardon River Project and the Bauxite Hills Project

“The Increased
Consideration”

Metro’s increased conditional offer of 3.5 shares in Metro for each share in Gulf to acquire all of the issued
shares of Gulf

“The Original Consideration”

Metro’s offer to acquire all of the issued shares of Gulf for a scrip consideration of 3.3 Metro shares

“The Xtract Report”

The independent technical report prepared by Xtract Mining Consultants Pty Ltd in relation to various exploration
projects and development assets owned by Gulf, Metro and the Merged Entity

“ToR”

Terms of Reference

“VWAP”

Volume weighted average price

“WACC”

Weighted average cost of capital

“Xinfa”

Xinfa Group Co. Ltd.

“Xtract"

Xtract Mining Consultants Pty Ltd
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Appendix B – Valuation methodologies
Capitalisation of future maintainable earnings

The capitalisation of future maintainable earnings multiplied by appropriate earnings multiple is a
suitable valuation method for businesses that are expected to trade profitably into the foreseeable
future. Maintainable earnings are the assessed sustainable profits that can be derived by a
company’s business and excludes any abnormal or “one off” profits or losses.
This approach involves a review of the multiples at which shares in listed companies in the same
industry sector trade on the share market. These multiples give an indication of the price payable
by portfolio investors for the acquisition of a parcel shareholding in the company.
Discounted future cash flows

An analysis of the net present value of forecast cash flows or DCF is a valuation technique based
on the premise that the value of the business is the present value of its future cash flows. This
technique is particularly suited to a business with a finite life. In applying this method, the
expected level of future cash flows are discounted by an appropriate discount rate based on the
weighted average cost of capital. The cost of equity capital, being a component of the WACC, is
estimated using the Capital Asset Pricing Model.
Predicting future cash flows is a complex exercise requiring assumptions as to the future direction
of the company, growth rates, operating and capital expenditure and numerous other factors. An
application of this method generally requires cash flow forecasts for a minimum of five years.
Orderly realisation of assets

The amount that would be distributed to shareholders on an orderly realisation of assets is based
on the assumption that a company is liquidated with the funds realised from the sale of its assets,
after payment of all liabilities, including realisation costs and taxation charges that arise, being
distributed to shareholders.
Market value of quoted securities

Market value is the price per issued share as quoted on the ASX or other recognised securities
exchange. The share market price would, prima facie, constitute the market value of the shares of a
publicly traded company, although such market price usually reflects the price paid for a minority
holding or small parcel of shares, and does not reflect the market value offering control to the
acquirer.

84
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Comparable market transactions

The comparable transactions method is the value of similar assets established through comparative
transactions to which is added the realisable value of surplus assets. The comparable transactions
method uses similar or comparative transactions to establish a value for the current transaction.
Comparable transactions methodology involves applying multiples extracted from the market
transaction price of similar assets to the equivalent assets and earnings of the company.
The risk attached to this valuation methodology is that in many cases, the relevant transactions
contain features that are unique to that transaction and it is often difficult to establish sufficient
detail of all the material factors that contributed to the transaction price.
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Appendix C – Statement of financial performance of Gulf

The audited statements of financial performance of Gulf for the year ended 30 June 2014
(“FY14”) and 30 June 2015 (“FY15”) are set out in the table below.
Consolidated statements of comprehensiv e income

FY14

FY15

Audited

Audited

(A$)

(A$)

2,507,493

1,839,822

(39,636)

(50,178)

(112,143)

(89,745)

(2,555)

(4,542)

Share based pay ments

(218,903)

(148,639)

Interest

(216,000)

(216,000)

Consultant fees

(52,800)

(46,800)

Directors fees

(70,000)

(70,000)

Rev enue
Occupancy ex penses
Administration
Depreciation

Other ex penses
Profit/(Loss) from operating activities
Finance income

(623)

(465)

1,794,833

1,213,453

-

-

1,794,833

1,213,453

-

-

Net profit/(loss) for the period after income tax

1,794,833

1,213,453

Other comprehensiv e income for the y ear, net of tax

-

-

1,794,833

1,213,453

Profit/(Loss) before income tax from continuing operations
Income tax benefit/(ex pense)

Total comprehensive income of the year, net of tax

Source: Gulf Management
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Appendix D – Statement of financial performance of Metro

The audited statements of financial performance of Metro for the year ended 30 June 2014
(“FY14”) and 30 June 2015 (“FY15”), and the 6 months ended 31 December 2015 (“HY16”) are
set out in the table below.
Consolidated statements of comprehensiv e income

FY14

FY15

HY16

Audited

Audited

Rev iew ed

(A$)

(A$)

(A$)

Rev enue

439,246

473,518

915,000

Occupancy ex penses

(111,220)

(138,763)

(71,901)

Employ ee benefits ex pense

(855,133)

(1,209,406)

(572,768)

Depreciation
Impairment of ex ploration and ev aluation assets
Impairment of inv estment in listed entity
Corporate finance ex penses
Other ex penses
Profit/(Loss) from operating activities
Finance income
(Loss)/Profit before income tax from continuing operations
Income tax benefit/(ex pense)
Net (loss)/profit for the period after income tax
Other comprehensiv e income for the y ear, net of tax
Total comprehensive income of the year, net of tax

(49,070)

(45,199)

(18,887)

(13,701,736)

-

(206,833)

(900,000)

-

-

-

-

(66,229)

(790,515)

(2,141,478)

(1,030,258)

(15,968,428)

(3,061,328)

(1,051,876)

273,465

288,036

54,942

(15,694,963)

(2,773,292)

(996,934)

-

-

-

(15,694,963)

(2,773,292)

(996,934)

-

-

-

(15,694,963)

(2,773,292)

(996,934)

Source: Metro Annual Report 2015 and Interim Report 2016
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Appendix E – Discount Rates
Introduction

The cash flows assumptions associated with the Projects have been prepared on a real, ungeared
and post-tax basis. Accordingly, we have assessed a range of real post-tax discount rates for the
purpose of calculating the net present values of both projects.
The discount rate was determined using the WACC formula. The WACC represents the average
of the rates of return required by providers of debt and equity capital to compensate for the time
value of money and the perceived risk or uncertainty of the cash flows, weighted in proportion to
the market value of the debt and equity capital provided. However, we note that the selection of
an appropriate discount rate is ultimately a matter of professional judgment.
Under a classical tax system, the nominal WACC is calculated as follows:

WACC  R d 

D
E
 1  t   R e 
DE
DE

Where:






Re = the required rate of return on equity capital;
E = the market value of equity capital;
D = the market value of debt capital;
Rd = the required rate of return on debt capital; and
t = the statutory corporate tax rate.

WACC Inputs
Required rate of return on equity capital

We have used the Capital Asset Pricing Model (“CAPM”), which is commonly used by
practitioners, to calculate the required return on equity capital.
The CAPM assumes that an investor holds a large portfolio comprising risk-free and risky
investments. The total risk of an investment comprises systematic risk and unsystematic risk.
Systematic risk is the variability in an investment’s expected return that relates to general
movements in capital markets (such as the share market) while unsystematic risk is the variability
that relates to matters that are unsystematic to the investment being valued.
The CAPM assumes that unsystematic risk can be avoided by holding investments as part of a
large and well-diversified portfolio and that the investor will only require a rate of return sufficient
to compensate for the additional, non-diversifiable systematic risk that the investment brings to
the portfolio. Diversification cannot eliminate the systematic risk due to economy-wide factors
that are assumed to affect all securities in a similar fashion. Accordingly, whilst investors can
eliminate unsystematic risk by diversifying their portfolio, they will seek to be compensated for the
non-diversifiable systematic risk by way of a risk premium on the expected return. The extent of
this compensation depends on the extent to which the company’s returns are correlated with the
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market as a whole. The greater the systematic risk faced by investors, the larger the required return
on capital will be demanded by investors.
The systematic risk is measured by the investment’s beta. The beta is a measure of the co-variance
of the expected returns of the investment with the expected returns on a hypothetical portfolio
comprising all investments in the market - it is a measure of the investment’s relative risk.
A risk-free investment has a beta of zero and the market portfolio has a beta of one. The greater
the systematic risk of an investment the higher the beta of the investment.
The CAPM assumes that the return required by an investor in respect of an investment will be a
combination of the risk-free rate of return and a premium for systematic risk, which is measured
by multiplying the beta of the investment by the return earned on the market portfolio in excess of
the risk-free rate.
Under the CAPM, the required nominal rate of return on equity (Re) is estimated as follows:
R e  R f  e R m  R f 

Where:
 Rf = risk free rate
 βe = expected equity beta of the investment
 (Rm – Rf) = market risk premium
Risk free rate

In the absence of an official risk free rate, the yield on government bonds (in an appropriate
jurisdiction) is commonly used as a proxy. We have observed the yield on the 10-year Australian
Commonwealth Government Bond over several intervals from a period of 5 trading days to 10
trading years as set out in the table below:
Australia Gov ernment Debt - 10 Year
as at

10 May 2016

Range

Daily av erage

Prev ious 5 trading day s

2.29%

-

2.47%

2.38%

Prev ious 10 trading day s

2.29%

-

2.66%

2.47%

Prev ious 20 trading day s

2.29%

-

2.66%

2.51%

Prev ious 30 trading day s

2.29%

-

2.89%

2.58%

Prev ious 60 trading day s

2.29%

-

3.03%

2.66%

Prev ious 1 y ear trading

2.29%

-

3.16%

2.75%

Prev ious 2 y ears trading

2.29%

-

3.86%

2.92%

Prev ious 3 y ears trading

2.29%

-

4.44%

3.24%

Prev ious 5 y ears trading

2.29%

-

5.40%

3.46%

Prev ious 10 y ears trading

2.29%

-

6.79%

4.66%

Source: S&P Global

Given the unprecedented, historically low Australian Commonwealth Government Bond yields as
a result of the volatility in global equity markets, we believe utilising a long-term average yield is
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reasonable given the current economic climate. Accordingly, we have adopted a risk free rate of
3.53%, which is consistent with our view of an appropriate long-term risk free rate estimate.
Market risk premium

The market risk premium represents the additional return an investor expects to receive to
compensate for additional risk associated with investing in equities as opposed to assets on which
a risk free rate of return is earned.
Empirical studies of the historical risk premium in Australia over periods of up to 100 years
suggest the premium is between 6% and 8%. For the purpose of the WACC assessment, Grant
Thornton Corporate Finance has adopted a market risk premium of 6%. This is consistent with
our assumption in relation to the long term risk free rate.
Beta

The beta measures the expected relative risk of the equity in a company. The choice of the beta
requires judgement and necessarily involves subjective assessment as it is subject to measurement
issues and a high degree of variation.
An equity beta includes the effect of gearing on equity returns and reflects the riskiness of returns
to equity holders. However, an asset beta excludes the impact of gearing and reflects the riskiness
of returns on the asset, rather than returns to equity holders. Asset betas can be compared across
asset classes independent of the impact of the financial structure adopted by the owners of the
business.
Equity betas are typically calculated from historical data. These are then used as a proxy for the
future which assumes that the relative risk of the past will continue into the future. Therefore,
there is no right equity beta and it is important not to simply apply historical equity betas when
calculating the cost of equity.
For the purpose of this report, we have had regard to the observed betas (equity betas) of preproduction companies engaged in gold exploration and development activities in Australia.
Summarised below are the equity betas of the comparable companies based on five years of
monthly observations.
Company

Country

Beta analy sis

Market Cap

Equity

$'million

Beta¹

R sqaured

Gearing

Ungeared

Regeared

Ratio¹

Beta

Beta

Tier 1 Australian Bauxite
Alumina Limited

Australia

3,744

1.40

0.28

8.16%

1.32

1.37

Australian Baux ite Limited

Australia

16

1.72

0.11

0.00%

1.72

1.78

Baux ite Resources Limited

Australia

20

NM

NM

NM

NM

NM

Queensland Baux ite Limited

Australia

6

NM

NM

NM

NM

NM

Average

1.56

0.19

4.08%

1.52

1.58

Median

1.56

0.19

4.08%

1.52

1.58

Source: S&P Global and Grant Thornton Corporate Finance calculations
Note 1: Equity betas are calculated using data provided by S&P Global. The betas are based on a five-year period with monthly observations
and have been degeared based on the average gearing ratio over five years.
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The asset betas of the selected company are calculated by adjusting the equity betas for the effect
of gearing to obtain an estimate of the business risk of the comparables, a process commonly
referred as degearing. We have then recalculated the equity beta based on an assumed ‘optimal’
capital structure deemed appropriate for the business (regearing). This is a subjective exercise,
which carries a significant possibility of estimation error.
We used the following formula to undertake the degearing and regearing exercise:



 e   a 1 

D

 1  t 
E


Where:
 βe = Equity beta
 βa = Asset beta
 t = corporate tax rate
The betas are de-geared using the average gearing18 level over the period in which the betas were
observed and then re-geared using a debt ratio of 15%. The gearing ratio has been determined
after considering the gearing levels of the comparable companies and our understanding of the
industry.
It should be noted that the above betas are drawn from the actual and observed historic
relationship between risk and returns. From these actual results, the expected relationship is
estimated generally on the basis of extrapolating past results. Despite the arbitrary nature of the
calculations it is important to assess their commercial reasonableness. That is, to assess how
closely the observed relationship is likely to deviate from the expected relationship.
Consequently, while measured equity betas of the listed comparable companies provide useful
benchmarks against which the equity beta used in estimating the cost of equity for the predevelopment assets, the selection of an unsystematic equity beta requires a level of judgement.
For the purposes of this valuation, we have selected a beta range of between 1.50 and 1.70 to
calculate the required rate of return on equity capital for the Skardon River Project and the Bauxite
Hills Project.
Specific risk premium
Specific risk premium represents the additional return an investor expects to receive to
compensate for country, size and project related risks not reflected in the beta of the observed
comparable companies.
In assessing the appropriate specific risk premium to be applied, we have considered the following:
 Uncertainty associated with the early stage nature of this asset;

18

Gearing ratio represents Net debt/Market capitalisation
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 Risk associated with successfully converting mineral resources to ore reserves; and
 Economic viability of extending the life of the mine.
Based on the above, we have adopted a specific risk premium of 5.0% for both of the Skardon
River Project and the Bauxite Hills Project. The specific risk premium has been reduced to 4% for
the Merged Entity. We note that the selection of the specific risk premium involves a certain level
of professional judgement and as a result, the total specific risk premium is not fully quantifiable
with analytical data.
Cost of debt

For the purpose of estimating the cost of debt, Grant Thornton Corporate Finance has considered
the following.
 The weighted average interest rate on credit outstanding for small businesses over the last 12
month as published by the Reserve Bank of Australia.
 The historical and current cost of debt for comparable companies.
 The expectations of the yield curve.
 The capital structure adopted for the purpose of the WACC.
Based on the above, Grant Thornton Corporate Finance has adopted a cost of debt of 6.5% to
7.0%. Accordingly, we have adopted the same cost of debt after tax of 4.6% to 4.9%.
Capital structure

Grant Thornton Corporate Finance has considered the gearing ratio which a hypothetical
purchaser of the business would adopt in order to generate a balanced return given the inherent
risks associated with debt financing. Factors which a hypothetical purchaser may consider include
the shareholders’ return after interest payments, and the business’ ability to raise external debt.
The appropriate level of gearing that is utilised in determining WACC for a particular company
should be the “target” gearing ratio, rather than the actual level of gearing, which may fluctuate
over the life of a company. The target or optimal gearing level can therefore be derived based on
the trade-off theory which stipulates that the target level of gearing for a project is one at which
the present value of the tax benefits from the deductibility of interest are offset by present value of
costs of financial distress. In practice, the target level of gearing is evaluated based on the quality
and variability of cash flows. These are determined by:
 the quality and life cycle of a company;
 working capital;
 level of capital expenditure; and
 the risk profile of the assets.
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In determining the appropriate capital structure, we have had regard to the current capital
In determining the appropriate capital structure, we have had regard to the current capital
structure of the comparable companies.
structure of the comparable companies.
For the purpose of the valuation, Grant Thornton Corporate Finance has adopted average debtFor the purpose of the valuation, Grant Thornton Corporate Finance has adopted average debtto-asset ratio between 0% and 10% based on the comparable companies and the short payback
to-asset ratio between 0% and 10% based on the comparable companies and the short payback
period of the Projects.
period of the Projects.
WACC calculation
WACC calculation
Nominal WACC
Nominal WACC

The nominal discount rate for the Skardon River Project and the Bauxite Hills Project, determined
The nominal discount rate for the Skardon River Project and the Bauxite Hills Project, determined
using the WACC formula, are set out below.
using the WACC formula, are set out below.
WACC calculation
WACC calculation
Cost of equity
Cost of equity
Risk free rate
Risk free rate
Beta
Beta
Market risk premium
Market risk premium
Specific risk premium
Specific risk premium
Cost of equity
Cost of equity

The Skardon Riv er Project
The Skardon Riv er Project
Low
High
Low
High

Cost of debt
Cost of debt
Cost of debt (pre tax )
Cost of debt (pre tax )
Tax
Tax
Cost of debt (post tax)
Cost of debt (post tax)
Capital structure
Capital structure
Proportion of debt
Proportion of debt
Proportion of equity
Proportion of equity
Total
Total
WACC (nominal, post tax)
WACC (nominal, post tax)

Source: S&P Global and Grant Thornton Corporate Finance calculations
Source: S&P Global and Grant Thornton Corporate Finance calculations

The Combined Operations
The Combined Operations
Low
High
Low
High

3.5%
3.5%
1.50
1.50
6.0%
6.0%
5.0%
5.0%
17.5%
17.5%

3.5%
3.5%
1.70
1.70
6.0%
6.0%
5.0%
5.0%
18.7%
18.7%

3.5%
3.5%
1.50
1.50
6.0%
6.0%
4.0%
4.0%
16.5%
16.5%

3.5%
3.5%
1.70
1.70
6.0%
6.0%
4.0%
4.0%
17.7%
17.7%

6.5%
6.5%
30%
30%
4.6%
4.6%

7.0%
7.0%
30%
30%
4.9%
4.9%

6.5%
6.5%
30%
30%
4.6%
4.6%

7.0%
7.0%
30%
30%
4.9%
4.9%

10%
10%
90%
90%
100%
100%
16.2%
16.2%

0%
0%
100%
100%
100%
100%
18.7%
18.7%

10%
10%
90%
90%
100%
100%
15.3%
15.3%

0%
0%
100%
100%
100%
100%
17.7%
17.7%

Real WACC
Real WACC

The forecast cash flows of the Skardon River Project and the Bauxite Hills Project have been
The forecast cash flows of the Skardon River Project and the Bauxite Hills Project have been
prepared on real terms. We have determined the WACC on real terms by ‘deflating’ the nominal
prepared on real terms. We have determined the WACC on real terms by ‘deflating’ the nominal
WACCs determined above by the long-term Australian inflation expectation of 2.5% utilising the
WACCs determined above by the long-term Australian inflation expectation of 2.5% utilising the
Fisher equation, as follows:
Fisher equation, as follows:
(1+rreal) = (1+rnominal) / (1+i)
(1+rreal) = (1+rnominal) / (1+i)

Where:
Where:







rreal = real WACC
rreal = real WACC
I = long term forecast rate of inflation
I = long term forecast rate of inflation
rnominal = nominal WACC
rnominal = nominal WACC
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The real discount rate adopted for Skardon River Project and the Bauxite Hills Project are
summarised below:
The Skardon Riv er Project
WACC calculation in real terms
WACC (nominal, post tax)
Inflation rate

High

Low

High

16.2%

18.7%

15.3%

17.7%

2.5%

2.5%

2.5%

2.5%

WACC (real, post tax)

13.3%

15.8%

12.5%

14.8%

Grant Thornton Corporate Finance selected value range

13.5%

16.0%

12.5%

15.0%

Source: S&P Global and Grant Thornton Corporate Finance Calculations
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Appendix F - Description of comparable companies
Company

Metro Mining Limited

Business description
Metro Mining Limited operates as an exploration and mining company in Australia. It explores for
coal and bauxite. The company owns interests in the Bauxite Hills project covering approximately
1,300 square kilometers of exploration tenements located to the north of Weipa on Western Cape
York. It also owns interests in the Bundi project; the Columboola project; the Dalby West project
located at the south eastern end of the Surat Basin; and the Norwood project located to the west of
Bundihas. The company was formerly known as MetroCoal Limited and changed its name to Metro
Mining Limited in December 2014.

Tier 1 Australian Bauxite

Alumina Limited

Alumina Limited mines bauxite, as well as refines and smelts alumina. It has a network of bauxite
and alumina refineries in Australia, the United States, Guinea, Suriname, Brazil, and Spain, as well
as an interest in a smelter in Victoria, Australia and a refinery in Saudi Arabia. In addition, it owns
and operates a shipping operation that transports dry and liquid bulk cargoes including bauxite,
alumina, caustic soda, fuel oil, petroleum, coke, and limestone. The company was formerly known
as WMC Limited and changed its name to Alumina Limited in December 2002. Alumina Limited was
founded in 1970 and is based in Southbank, Australia.

Australian Bauxite Limited

Australian Bauxite Limited engages in the exploration and development of bauxite resources in
Australia. It holds 100% interest in 37 bauxite tenements located in Queensland, New South Wales,
and Tasmania covering an area of approximately 5,000 square kilometers.

Bauxite Resources Limited

Bauxite Resources Limited engages in the acquisition, exploration, and development of bauxite
mineral properties in Western Australia. It holds various exploration tenements in the Darling Range,
a bauxite and alumina producing region that covers an area of approximately 5,841 square
kilometers in south-west of Western Australia. The company was founded in 2007 and is based in
Subiaco, Australia.

Queensland Bauxite Limited

Queensland Bauxite Limited engages in the exploration and development of bauxite tenements in
Queensland and New South Wales, Australia. The company’s flagship project is the South
Johnstone bauxite deposit located in Northern Queensland. It also explores for gold. The company
was formerly known as Australian Gold Investments Limited and changed its name to Queensland
Bauxite Limited in February 2011. Queensland Bauxite Limited was founded in 2007 and is based in
Bondi, Australia.

Tier 2 International Bauxite

Canyon Resources Limited

Canyon Resources Limited explores for gold and bauxite properties in West Africa. The company’s
mineral exploration projects in Burkina Faso cover an area of approximately 3,500km² over 18
permits in the Birimian Greenstone Belts of the West African craton. These permits comprise four
project areas, such as the Taparko North project, the Tao project, the Pinarello project, and the
Derosa project. It holds a 75% interest in the Birsok Bauxite project comprising an area of 1,462km2
over two permits located in central Cameroon. The company was formerly known as Castlemaine
Resources Limited and changed its name to Canyon Resources Limited in March 2010. Canyon
Resources Limited was incorporated in 2009 and is based in Subiaco, Australia.

First Bauxite Corporation

First Bauxite Corporation, a natural resources company, acquires, explores, evaluates, and
develops bauxite deposits in Guyana, South America. It owns interests in the Bonasika mining
license and Tarakuli-Canje permission for geological and geophysical survey. The company was
formerly known as Academy Ventures Inc. and changed its name to First Bauxite Corporation in
December 2008. First Bauxite Corporation was incorporated in 2003 and is headquartered in
Toronto, Canada.

Source: S&P Global
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Appendix G - Comparable transaction analysis

Grant Thornton Corporate Finance has selected a list of comparable transactions which took
place in recent years based on the comparable target companies. Key metrics of these transactions
are set out below:
Date

Target company

04/03/2016

EL7301 Tenement in the Nullamana Region of Inv erell

22/10/2015

50% Interest in Baux ite Alumina Joint Ventures Pty Ltd And 100% Of Fortuna Baux ite Rights

04/08/2014

Cape Alumina Limited

Interest

Transaction v alue

Resources

Resource

(%)

(AU$m)

(DSO mt)

multiple

31

0.23

29.97

0.01x

50 and 100

7.15

154.20

0.05x

43

3.43

87.03

0.04x

11/07/2014

EL7301 Tenement in the Nullamana Region of Inv erell

50

1.05

18.50

0.06x

18/03/2014

Cape Alumina Limited

57

0.73

115.37

0.01x

Source: S&P Global, corporate websites, ASX announcements, and Grant Thornton Corporate Finance calculations

A brief description of the comparable transactions is outlined in the table below:
Target

Transaction description

EL7301 Tenement in the Nullamana
Region of Inverell

EL7301 Tenement in the Nullamana Region of Inverell comprises bauxite exploration tenement. The
asset is located in Australia. Queensland Bauxite Limited acquired a further 31% interest in its
already 50% owned bauxite tenement EL7301, which contains a large portion of a known gibbsitic
bauxite province in the Nullamana region of Inverell in northern NSW.

50% Interest in Bauxite Alumina Joint
Ventures Pty Ltd And 100% Of Fortuna
Bauxite Rights

As of 18 January 2016, 50% Interest in Bauxite Alumina Joint Ventures Pty Ltd And 100% Of
Fortuna Bauxite Rights was acquired by Yankuang Resources Pty Ltd. 50% Interest in Bauxite
Alumina Joint Ventures Pty Ltd And 100% Of Fortuna Bauxite Rights represents the Combined
Operations of Bauxite Alumina Joint Ventures Pty Ltd. and Fortuna Bauxite Rights in their sale to
Yankuang Resources Pty Ltd. Bauxite Alumina Joint Ventures Pty Ltd. mines and develops bauxite
for export, and produces alumina in Western Australia. Fortuna Bauxite Rights comprises real
estate property. The company is based in Australia. The asset is located in Australia.

Cape Alumina Limited

On 4 August 2014, MetroCoal Limited made an off-market takeover offer for the remaining 43% of
shares in Cape Alumina it does not already own. Cape Alumina Limited explores and develops for
bauxite deposits in Australia. The company holds exploration permits for minerals in the Pisolite
Hills and Bauxite Hills projects that are located in western Cape York, Queensland. It controls
approximately 1,900 square kilometers of exploration tenements in western Cape York,
Queensland. The company was founded in 2004 and is based in Brisbane, Australia. As of May 5,
2014, Cape Alumina Limited operates as a subsidiary of MetroCoal Limited.

EL7301 Tenement in the Nullamana
Region of Inverell

On 11 July 2014, Queensland Bauxite Limited announced that the company has entered into an
agreement to acquire a significant portion of a known gibbsitic bauxite province in the Nullamana
region of Inverell in northern New South Wales.

Cape Alumina Limited

On 18 March 2014, MetroCoal Limited announced that is has substantially increased its
shareholding in Cape Alumina Limited from 46.04% to 57.22% through the purchase of 27,136,354
shares in Cape.

Source: Independent Expert’s Reports, Merger Market and ASX announcements
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Appendix H – Marketability discount

The lack of marketability is often the largest dollar discount factor in the valuation of a business, in
particular if the subject of the valuation is a minority interest. The liquidity benchmark is defined
by Shannon P. Pratt as the ability to “sell your stock instantly at, or very close to, a known public
price and receive cash within three days”19. Anything short of that attracts a discount for lack of
marketability.
Restricted stock and pre-IPO studies have shown discounts for lack of marketability in the range
of 20% to 56% as set out below:
Discount for lack of marketability
Study

Source

Years

Discount

Restricted stock studies
Alex W How ard

Valuaiton issues in estate planning - study

Asw ath Damodaran

Illiquidity in the market

2003

21%-25%

2003-2005

Michael A Paschall

Banister Financial Inc - New sletter

25%-35%

2004

26%-36%

Russell T Glazer
Phil Williams & John Linder

The CPA Journal

2000-2005

30%-35%

FFECT Winter Journal

1997-2002

25%-40%

Shannon Pratt

Pratt

2000-2003

37.5%-56.4%

Michael Paschall

Banister Financial Inc - New sletter

1980-2006

46%

Russell T Glazer

The CPA Journal

2000-2005

45%

Phil Williams & John Linder

FFECT Winter Journal

1997-2002

35%

Pre-IPO studies

The size of the marketability discount depends on the following factor:
 The prospect for liquidity within a known timeframe. The shorter the expected holding period
for an investment and the more certain the potential prospective transaction or initial public
offering is, the lower the discount.
 The dividend policy of the Company. A company will usually attract a lower marketability
discount if it has a sustainable and consistent dividend policy as the shareholders receive their
returns along the way as opposed to when they dispose of their investment.
 The pool of potential buyers. The greater the pool of potential buyers the lower the level of
marketability discount.
 The level of risk in the industry and in the Company. Typically a higher level of risks is usually
associated with a higher level of marketability discount. The underlying principle is that the
potential adverse impact of risk factors is enhanced by the inability to dispose of the
investments in a liquid market.
 Key terms in the Shareholders Agreement (if any).

19

Shannon P. Pratt – Discount and Premiums, Second Edition
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Appendix I – Rights issue discount

One of the available options to raise equity to fund the development of the projects for both Gulf
and Metro is to undertake a rights issue. Assuming a 50/50 equity/debt funding of the preproduction capital expenditure, the amount to be raised is very substantial compared with the
current valuations of Metro on the ASX and Gulf implied in the historical capital raisings.
There is evidence in the market that large rights issues have been offered at a discount to the
prevailing trading prices at the time of the issue. The magnitude of the discount depends on
several factors, including, but not limited to the following:


The size of capital raising compared to the market capitalisation of the company.



The purpose of capital raising (i.e. fund future growth or recapitalise the balance sheet).



The industry in which the company operates.



The specific circumstances of the company.

For the purpose of providing an indication of a range of potential rights issue discounts, Grant
Thornton Corporate Finance has analysed the rights issues undertaken by public companies in the
metals and mining industry in Australia over the last five years. We have compared the rights issue
price per share to the closing share price of the stock one day prior to the announcement, as well
as to that five days prior the announcement. In addition, we have considered the size of capital
raising compared to the market capitalisation of the company. We have had specific regard to
capital raising events where companies raised 70% or more of their enterprise values.
The summary of our analysis of the rights issues is set out in the table below.
Rights discount summary table

2016

2015

2014

2013

2012

2011

Total/Average

Rights discount summary table

2016

2015

2014

2013

2012

2011

Total/Average

Capital raisings greater than A$25 m
0

0

5

1

2

2

10

Av erage - 1 day prior

NA

NA

-41%

0%

-97%

-83%

-56%

Median - 1 day prior

NA

NA

-26%

0%

-97%

-83%

-81%

Capital raising as a % of market cap

NA

NA

295%

100%

97%

95%

196%

Av erage market cap (A$m)

NA

NA

254

52

76

32

153.82

Number of transactions

Transactions less than A$25 m
Number of transactions
Av erage - 1 day prior

1

9

14

13

9

2

48

-23%

-26%

-10%

-38%

-52%

-36%

-30%

Median - 1 day prior

-23%

-11%

-15%

-23%

-31%

-36%

-20%

% of market cap

150%

132%

165%

190%

143%

104%

159%

1

2

2

5

5

8

3.61

Av erage market cap (A$m)
Total
Number of transactions
Av erage - 1 day prior

1

9

19

14

11

4

58

-23%

-26%

-18%

-36%

-60%

-59%

-34%

Median - 1 day prior

-23%

-11%

-17%

-22%

-93%

-83%

-23%

% of market cap

150%

132%

199%

184%

135%

99%

165%

1

2

68

8

17

20

29.51

Av erage market cap (A$m)

Source: S&P Global and GTCF calculations

As outlined above, the average rights issue discounts have ranged between 23% and 34% .
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Based on the analysis above, we are of the opinion that if Gulf, Metro or the Merged Entity were
to raise significant equity in the market via a rights issue, they may be required to offer a significant
discount to the prevailing market prices.

Gulf Alumina Limited – Independent Expert’s Report
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Appendix J – Control premium

Set out below is the summary of control premiums paid on successful takeovers in the resource
and mining services sectors since January 2015.
Announcement date

Target company

18/04/2016

Karoon Gas Australia Ltd

13/01/2016

Sedgman Limited

Transaction v alue

Target stock premium

Target stock premium

(A$m)

1 day prior - (%)

1 w eek prior - (%)

4

9%

16%

155

35%

25%

07/12/2015

Broadspectrum Limited

1,563

76%

75%

27/10/2015

Armour Energy Limited

8

35%

35%

26/10/2015

Golden Cross Resources Ltd

5

42%

42%

14/10/2015

Coffey International Limited

200

136%

150%

14/09/2015

Cardno Limited

121

38%

49%

18/08/2015

Kazakhstan Potash Corporation Limited

14

75%

75%

21/07/2015

Nkw e Platinum Limited

31

30%

41%

30/06/2015

Strike Resources Limited

3

49%

49%

10/04/2015

Pan Pacific Petroleum NL

9

11%

22%

12/02/2015

Cue Energy Resources Limited

20

11%

15%

08/01/2015

Saracen Mineral Holdings Limited

16

62%

78%

3

9%

15%

Low
Average

165

47%

52%

Median

16

38%

42%

1,563

136%

150%

High

Source: S&P Global, Grant Thornton Corporate Finance calculations
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Appendix K – Potential dilution

Set out below is the effect of the potential dilution of Metro Shareholders, if they raise 50% of
equity to fund the Bauxite Hill Project.
Units
A$ million
million
A$

Case 1
25
435
0.06

Case 2
25
435
0.06

Case 3
25
435
0.06

Funds requires to dev elop Baux ite Hills Project
Equity rasing (assuming 50% equity and 50% debt)

A$ million
A$ million

40
20

40
20

40
20

Financing discount: (Discount) or Premium to raise funds
Value per share
New shares issued

%
A$
million

(25.0)%
0.04
464

0.06
348

25.0%
0.07
278

Metro equity v alue - pre money and pre-dilution discount
Metro equity v alue - post money

A$ million
A$ million

151
171

151
171

151
171

A$
A$
%

0.347
0.190
(45.2)%

0.347
0.218
(37.1)%

0.347
0.240
(30.9)%

Metro market capitalisation
Number of shares before capital raising
Value per share

Value per share before the capital raising
Value per share after the capital raising
Effective dilution

Source: S&P Global and Grant Thornton Corporate Finance calculations

Gulf Alumina Limited – Independent Expert’s Report
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Appendix L – Xstract Report

13 May 2016

The Directors
Grant Thornton Corporate Finance Pty Ltd
Level 17, 383 Kent Street
Sydney NSW 2000

Dear Sirs

Re: Technical report on the Mineral Assets of Gulf Alumina Limited
and Metro Mining Limited
On 2 December 2015, Metro Mining Limited (“Metro”) announced an on-market offer for
the entire issued capital of Gulf Alumina Limited (“Gulf”) that it did not already own.
Following the release of Metro’s Bidders Statement on 12 December 2015, Gulf
subsequently issued a Target Statement dated 7 January 2016.
On 15 March 2016, the Australian Government Takeovers Panel (the Panel”) made a
declaration of unacceptable circumstances in relation to the affairs of Gulf. The Panel
considered that there were material deficiencies in Gulf’s letter to shareholders and Target
Statement. The Panel ordered Gulf to provide additional disclosure on value or procure a
report by an independent expert. The Panel was informed by Gulf that it intended to seek
an Independent Expert’s Report.
Gulf has commissioned Grant Thornton Corporate Finance Pty Ltd (“Grant Thornton”) to
provide an Independent Experts Report as to whether the proposed transaction is fair a nd
reasonable to holders of shares in Gulf.
Xstract Mining Consultants Pty Ltd (“Xstract”), in the role of Technical Specialist, has been
requested by Grant Thornton to provide a short form report relating to:
the technical assumptions included in the projections of Gulf’s Skardon River and Metro’s
Bauxite Hills bauxite deposits, each on a stand-alone basis
the technical assumptions included in projections for a combined mining and processing
operation targeting the Skardon River - Bauxite Hills bauxite deposits
the valuation assessment of the other resources and/or exploration potential (if any) not
included in these projections.
This report has been prepared in accordance with the VALMIN Code (2015) and the JORC
Code (2012).
Xstract has relied on documents and information available in the public realm and made
available by Metro and Gulf, as listed at the end of this report.
This assessment was conducted by Stefan Mujdrica, Donald Elder, Shaun Barry and Jeames
McKibben.

Xstract – Excellence from the outset
XstractGroup.com
Ground Level, 545 Queen Street, BRISBANE QLD 4000 | PO Box 10312, BRISBANE ADELAIDE STREET QLD 4000
T +61 7 3221 2366 | F +61 7 3221 2235 | Xstract Mining Consultants Pty Ltd | ABN 62 129 791 279
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The conclusions expressed in this report are appropriate as at 13 May 2016. The valuation
is only appropriate for this date and may change in time in response to variations in
economic, market, legal or political factors, in addition to ongoing exploration results. All
monetary values outlined in this report are expressed in Australian dollars (“AUD”) unless
otherwise stated.
Xstract confirms its independence of Metro and Gulf. Xstract was commissioned on a fee
for service basis according to Xstract’s standard schedule of rates. Xstract’s fee
(AUD50,000 to AUD55,000 + GST + disbursements) is not contingent on the outcome of
this valuation or the success or failure for the transaction for which the report was
prepared. Parties involved in this assignment have previous involvement in technical
assessments relating to the assets of Cape Alumina (a subsidiary company of Metro) during
the period 2009 to 2013, including preparation of a specialist report for the Company’s
initial ASX listing document, Pisolite Hill resource estimation and independent review of the
Bauxite Hills bulk density testwork. The authors consider they remain independent given
they have not had to review any of their own work during the preparation of this report .
None of Xstract’s consultants or their immediate families involved in the preparation of this
valuation report have (or had) a pecuniary or beneficial interest in any of the subject
parties or properties prior to or during the preparation of this report.
The information in this report that relates to the Technical Assessment and Valuation of
Mineral Assets reflects information compiled and conclusions drawn by technical
consultants under the supervision of Jeames McKibben, who is a Chartered Professional
Member of the Australasian Institute of Mining and Metallurgy and a Member of the
Australian Institute of Geoscientists. Mr McKibben is an Associate Consultant to Xstract
Mining Consultants Pty Ltd.
Mr McKibben has sufficient experience relevant to the
Technical Assessment and Valuation of the Mineral Assets under consideration and to the
activity which he is undertaking to qualify as a Representative Specialist as defined in the
2015 edition of the “Australasian Code for the Public Reporting of Technical Assessments
and Valuations of Mineral Assets”.

Key assets
Both Gulf and Metro hold extensive tenement portfolios targeting pisolitic laterite bauxite
deposits along the western side of Cape York Peninsula in Far North Queensland. Over
recent years, both companies have focussed on advancing exploration through pre feasibility and feasibility level studies at their premier bauxite projects, these being:


Gulf’s 100% owned Skardon River Project comprising three granted Mining
Leases (ML 40069, 40082 and 6025), two granted Exploration Permit for Minerals
(EPM 4068 and 18242) and two Mineral Development Lease applications (MDL423
and 425) covering a combined area of approximately 70 km2. The tenements include
existing infrastructure and improvements including airstrip, port wharf, haulage and
access roads and civil works associated with village services and power distribution.



Metro’s 100% owned Bauxite Hills Project comprising three Mining Lease
applications relating to the proposed mining operations (MLA 20676, 20688 and
20689), and three Mining Lease applications relating to proposed infrastructure
(MLA 100047, 100048 and 100051) covering a combined area of 50.32 km 2.
Currently there is no infrastructure in place.

In addition to these assets:
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Gulf also owns further granted tenements and applications at Bamaga, Jackson
River, Skardon River North, Skardon River Channel, Branwell and Merapah in the
Cape York region of Queensland and on Marchinbar Island, located off the northern
tip of the Northern Territory.



Metro holds interests in granted tenements and applications at Pisolite Hills, Port
Musgrave, Northern Cape, Central Cape and Southern Cape Projects on Cape York
Peninsula, as well as further bauxite and coal assets in central Queensland and the
Surat Basin, respectively.

For the purposes of this report, the Skardon River and Bauxite Hills development projects
are collectively known as “The Projects” and are discussed in detail (both on a s tand-alone
and combined basis) below. The remaining bauxite exploration assets of Gulf and Metro are
then briefly discussed.
In accordance with our mandate we have not assessed Metro’s coal exploration assets,
which are located in the Surat Basin of central southern Queensland. These assets were not
assessed on the basis that they are considered to be of nominal value given they comprise
thermal coal assets which are infrastructure constrained.

Physical setting - Cape York Peninsula
The tenements comprising the Projects are located some 80 to 100 km north of the
township of Weipa, 15 to 20 km north of the Aboriginal community of Mapoon and south of
the Port of Skardon River. The Projects lie within the Mapoon Deed of Grant in Trust
(DOGIT) as administered by the Mapoon Trustees and are immediately adjacent to and
northwest of Rio Tinto’s existing Weipa Mining Leases.
The Projects are located within the Jardine River (SC415) 1:250,000 scale mapsheet and
the Mapoon (7274) and Skardon River (7374) 1: 100,000 scale mapsheets.
The Projects are supported by their relative proximity to the Weipa township and the
aboriginal communities of Mapoon, Aurukun and Napranum to the south. Although built to
support bauxite mining in the 1960s, Weipa is the main regional hub of the western Cape
York region hosting many businesses and services. The town has good quality
infrastructure, including an airport, a network of paved roads, a reliable power grid and a
skilled workforce.
The road network in the Cape York region is predominantly unsealed. The Weipa Peninsula Development Road (also called the Bamaga Road), the Aurukun Road and the
Weipa - Mapoon Road are the principal means of access throughout the region; however,
parts of these roads are impassable during the wet season, when transportation is limited
to light aircraft or barge.
Within the Projects area, there is an all-weather road between the former kaolin processing
operation, airstrip and accommodation camp and the port but outside this area there are
only poorly maintained tracks accessible during the dry season. As such, access for
personnel is typically by air via the Skardon River airstrip. Equipment and supplies access
the site by barge via the Port of Skardon River.
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The Projects are at around 5 to 20 m elevation with the Port infrastructure area at 3 to 8 m
elevation. The local area to the Projects comprises a complex of landforms which include
coastal plains, ranges of low hills and a dissected plateau with steep-sloped breakaways
generally capped by Tertiary laterite rising some 50 to 100 m above the valleys. The
coastal plains include Quaternary sand dunes, swampy grasslands, salt flats and mangrove
belts. They form an irregular strip along the coast and flanking the river estuaries. The
laterite plateaux occur immediately inland of the coastal plains and re present remnants of
Tertiary peneplains overlying metasedimentary units of the Carpentaria Basin. The
plateaux comprise gently undulating plains with soil overlying pisolitic laterite.
Like most of western Cape York, the vegetation surrounding the Projects is characterised
by tall (25 to 30 m) uniform open Eucalyptus woodland and is dominated by stringybark,
bloodwood and ironwood. Amongst the understorey tropical grasses are prevalent with
native sorghum and giant spear grass dominating. The coastal plains host a variety of
grasses which pass into coastal melaleuca wetlands and mangroves in swampy areas.
The surrounding area to the Projects experiences a tropical monsoonal climate with
relatively small variations in temperature throughout the year. Average daily maximum
temperatures range from 31°C during the winter months (June to August) up to 35°C
during late spring. Annual rainfall averages over 1.1 m with cyclones affecting the area
periodically during the wet season.
As a result, most fieldwork and drilling activities (including any work which requires ground
access away from formed all weather roads) are confined to late in the dry season, which
extends from July to November, whilst mining operations are likely to be constrained to the
period between April to mid-December.
The area is characterised by a dendritic drainage pattern with numerous tidal and perennial
rivers plus smaller ephemeral creeks which drain largely westwards across the tenements
into the nearby Gulf of Carpentaria. The major rivers of the western Cape York Peninsula
include the Jardine, Dulhunty, Ducie, Jackson, Skardon, Wenlock, Embly-Mission, Watson
and Archer Rivers. These rivers may exceed 100 m in width and typically have steep banks
up to 10 m in height. Discharge from creeks is very high in the wet season but gradually
declines over the dry season often ceasing in the upper reaches.
The predominant land use of the surrounding area to the Projects comprises low intensity
cattle grazing which has remained largely unchanged since the development of bauxite
mining operations, although there has been extensive infrastructure development
associated with the town and port of Weipa.
The area occupied by Gulf’s existing MLs has historically been used for extractive industry,
mining and exporting kaolin. The historical kaolin mining infrastructure has been
decommissioned, however legacy kaolin stockpiles, overburden stockpiles, mine pits
containing water, mine infrastructure and plant remain. The Mine accommodation c amp,
airstrip and Port facility are currently maintained in “caretaker” mode and are used only
intermittently.

Bauxite deposits of the Cape York Peninsula
Bauxite deposits of the western Cape York Peninsula overlie Jurassic to Cretaceous aged
(200 to 66 million years before present) marine sedimentary units of the Rolling Downs
Group and the Tertiary aged (66 to 2 million years before present) Bulimba Formation.
Quaternary aged (2.5 million year before present) dune sands have been deposited west of
the Projects. Younger marine and terrestrial sedimentary units occur around and overlying
the bauxite.
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Laterites are confined to the dissected and intensively weathered Weipa Plateau which
covers more than 1,200 km2 of the Peninsula and extends from Vrilya Point in the north to
Archer Bay in the south. The Weipa Plateau extends for up to 40 km inland from the coast.
The plateau sits at various elevations from close to sea level in the west to about 80 m
above sea level in the east, where it is now surrounded by significant breakaways.
The bauxite profile of the Weipa Plateau is interpreted to have formed as a result of
seasonal tropical weathering events, during which time the alumina and iron oxide content
of the underlying sandstone and siltstone units increased due to the removal of more
soluble material such as silica.
The laterite profile of the western Cape York Peninsula is typically characterised by a
boehmite-rich top passing into a gibbsite-rich base. Bauxite typically occurs in the form of
spherical granules called pisolites. In addition to aluminium, bauxite typically contains
impurities in the form of silica and oxides of iron. As a general rule, while bauxite ores can
be almost 100% aluminium oxide (Al 2O3), at levels of between 40 to 60% Al2O3 the bauxite
ore is still considered to be high quality and only becomes low quality at levels below and
between 35 to 40% Al 2O3.
Over much of the Weipa Plateau, the bauxite forms a flat-lying layer ranging from less than
1 m thick increasing to 12 m thick in places. The drainage system has separated the
bauxite into relatively continuous but shallow pods occupying the plateaux between the
creeks.
The bauxite layer is associated with a lateritic profile that can be generalised as comprising
a soil layer (varying from 0 to 6 m in thickness), a pisolitic bauxite layer, nodular
ironstone, mottled sandy clay, kaolin (in parts ranging from 2 to 8 m thick and thus in
sufficient quantities to warrant its mining elsewhere on the Peninsula) and in some areas, a
coarse sand layer (4 to 8 m thick) which forms an unconfined aquifer, the source of fresh
water for both the mining industry and the Weipa township.
The economically useful aluminium bearing minerals are the hydroxides:


Gibbsite [Al(OH) 3 or trihydrate] containing 65.4% Al 2O3



Boehmite [AlO(OH) or monohydrate] containing 85.0% Al 2O3



Diaspore [AlO(OH)] containing 85% Al 2O3

Both boehmite and diaspore are dimorphous.
Bauxite first forms as gibbsite which may then be dehydrated to boehmite. Importantly,
gibbsite-rich bauxites can be treated using low temperature dissolution techniques (i.e.
Bayer process) whilst boehmite-rich bauxites require higher temperature treatment
(typically at a higher cost). The alumina extractable at low temperature is referred to as
available alumina (AAl 2O3).
The main contaminant in bauxite is silica (SiO 2) and in particular, a form of silica known as
reactive silica (RSiO 2). Reactive silica tends to dissolve with the alumina in the Bayer
process which affects yields and makes it more costly to produce alumina as feed for the
aluminium smelters.
Bauxite ores in the Cape York are known to host cemented bands or layers and/or to be
sticky resulting in problems with the materials handling system, when handled in an
unbeneficiated form posing a potential risk to both Gulf and Metro’s proposed Projects if
not adequately assessed.
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Skardon River Project
Gulf’s current Skardon River tenements are shown in Figure 1.
Figure 1: Location of Gulf’s Skardon River tenements
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Source: Geos Mining, 2015, Supporting documents for Renewal of ML6025, ML40069, ML40082 (Other Minerals),
Skardon River Bauxite Project, prepared on behalf of Gulf Alumina Lt d
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Ownership


The tenements comprising the current Skardon River Project area were initially
assessed by Venture Exploration NL, Venture Kaolin Limited and Australian Kaolin
Limited (“AKL”) resulting in the development of a kaolin mining and processing
operation at Skardon River in 1992. As a result of capital cost overruns, AKL was
placed under receivership and administration in mid-1999.



On 29 June 2000, Queensland Kaolin Limited, a subsidiary company of Minerals
Corporation Limited (“MSC”) acquired the Skardon River Kaolin Project, but title was
not ultimately transferred until August 2002. Wet and dry kaolin processing plants
were subsequently developed producing products for various industries including
green cement, paint, polymer and ceramics. Queensland Kaolin Limited
subsequently changed its name to Australian China Clays Limited.



In 2006, Gulf applied for five licences to explore for bauxite on Cape York Peninsula.
Following recognition of the bauxite potential of the area, Gulf commenced bauxite
exploration of the Skardon River area in 2007, initially under the terms of a sub lease agreement with MSC.



In March 2009, Australian China Clays changed its name to ACC EcoMinerals Limited
(“ACC”).



In September 2009, MSC entered into a formal lease agreement with Gulf for the
Skardon River bauxite and kaolin projects to be jointly developed with associated
cost sharing and a royalty payable. Under the terms of this agreement, Gulf was
permitted to explore for bauxite on MSC’s Skardon River tenements.



In July 2010, MSC was placed under external administration and as a result of this
process lost control of its wholly owned subsidiaries.



In October 2011, Gulf announced it had acquired a 100% interest in the Skardon
River MLs and a 95% interest in the two MDL applications which overlie EPM4068.
This transaction was finalised in January 2012. An assignment in EPM4068 to Gulf
(80% interest) and MSC (20% interest) was recorded on 18 April 2013.



On 11 May 2014, RSI (QLD Bauxite) Pty Ltd acquired a royalty in designated
Skardon River tenements.

Tenure


The relevant mining tenures for the Skardon River Project area granted Mining Lease
(ML) 6025, ML 40069 and ML 40082, in which Gulf is the sole owner. ML 6025
conveys the right to extract bauxite, clay and kaolin while bauxite, kaolin and silica
are able to be extracted from MLs 40069 and 40082.



In addition, Gulf holds two adjoining granted EPM’s 4068 and 18424. Two
applications for MDL’s 423 and 425 cover defined resource areas within EPM 4068.



On 9 April 2014, the Mining Registrar under the Mineral Resources Act 1989 (the
Act) approved the addition of bauxite on the three MLs.



Gulf and ACC have jointly applied to the State of Queensland for the grant of
MDL425 and MDL423. ACC is in administration, however pursuant to t he Act, its 5%
interest in MDL MDL425 and MDL423 cannot be transferred to Gulf before grant of
those tenements. Following grant, ACC’s 5% interest will be transferred to Gulf.
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Table 1: Status of the Skardon River permits
Permit

Area

Holders

Grant Date

Expiry Date

Comment

ML40069

260.00 ha

Gulf

1/03/95

29/02/16

Granted, Application for
renewal lodged

Skardon
Pipeline
ML40082

1,742.89 ha

Gulf

1/03/95

29/02/16

Granted, Application for
renewal lodged

Skardon
Buffer
ML6025

1,922.00 ha

Gulf

1/03/95

29/02/16

Granted, Application for
renewal lodged

Skardon
River No 1
MDL423

2,165.50 ha

ACC, Gulf

Application*

363.30 ha

ACC, Gulf

Application*

9 subblocks

ACC, Gulf,

Skardon
North
MDL 425
Skardon
South
EPM 4068

11/08/16

Granted

17/12/14

16/12/17

Granted

MSC

Skardon
EPM 18242

12/08/85

2 subblocks

ACC, Gulf

Skardon Gap
* Gulf advised of “ready to grant” status however, there has been extended period during which the tenements
have not been granted

The stated purpose of each of the MLs is as follows:


ML 6025 – Mining for brick clay, kaolin, kaolinite and bauxite



ML40069 - Mining for kaolin, kaolinite and bauxite, loading facilities/railway, pipeline
water/slurry, silica, silicon, rock crystal, workshop/machinery/store, treatment plant



ML40082 - Mining for kaolin, kaolinite and bauxite, loading facilities/railway, pipeline
water/slurry, silica, silicon, rock crystal, workshop/machinery/store, treatment plant

Gulf has confirmed with the Department of Natural Resources and Mines (“DRNM”) that
“loading facilities” includes port development and thus the port development activities will
be assessed under the Project’s Environmental Authority.
Xstract has been provided with a copy of the Skardon River Project Compensation
Agreement, which operated until the expiry of the leases in February 2016. Xstract notes
that renewal of the MLs is contingent upon the successful conclusion of negotiations with
OMAC to the extension of the compensation agreement. We understand that in the
meantime, the MLs continue under the exiting terms and conditions of the Compensation
Agreement.
Based on our review of the tenure status, Xstract considers the project tenements to be in
good standing, with all rentals paid, royalty returns, rates, penalties and other charg es and
securities payments having been paid by Gulf since becoming holder of the MLs.

Land holdings
Affected lands coinciding with the proposed mining operation are listed in Table 2.
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Table 2: Affected Land holdings
Property Description

Landowner

Other

Lot 11 SP204113

OMAC

OMAC

Rio Tinto

Rio Tinto

Lot 13 SP204113
Lot 7024 MP41159,
ML7024

Alcan Weipa
Pty Ltd

Namaleta Creek

State of
Queensland
unallocated

Skardon River

State of
Queensland
unallocated

OMAC = Old Mapoon Aboriginal Corporation

Native Title


The Skardon River Project is located on DOGIT land administered by the Mapoon
Trustees.



The Ankamuthi (QUD 6158/98) and Northern Cape York Group #1 (QUD157/11) are
the registered native title claimants for the Skardon River Project area.



On 15 December 1994, a compensation agreement (Venture Exploration NL, 1994)
was signed between Venture Exploration NL, the holders of the three MLs and the
Mapoon Trustees, Warangku People and Tjungundji People (as Traditional Owners)
for all aspects of kaolin mining, processing and transportation.



On 4 December 2013, Gulf entered into an Ancillary Agreement with the Ankamuthi
People that consents to the land access, cultural heritage protection, indigenous
employment and compensation arrangements for undertaking the proposed bauxite
mining upon the MLs and grant of MDL 425, MDL 423 and EPM 18242.



On 22 January 2014, the Minister for Natural Resources and Mines representing the
State of Queensland signed the Section 31 Deed pursuant the Native Title Act 1993
in respect of the Skardon River MLs.



Xstract understands that Gulf is currently in negotiations with OMAC regarding an
extension to the Compensation Agreement, given the current arrangements lapsed
with the expiry of the MLs in February 2016. The renewals of the MLs will not be
granted until agreement reached and registered.



A Cultural Heritage Management Plan (“CHMP”) has been negotiated between Gulf
and the Ankamuthi People. There are two Aboriginal cultural heritage sites recorded,
with the potential for additional cultural heritage values to exist within the Project
area.



Xstract has been advised that Gulf has been served with a Claim regarding the
Native Title Agreement between Gulf and the Ankamuthi People to be heard before
the Federal Court of Australia. There are two main elements of the Claim, namely:
o

That the Section 31 Agreement and the Ancillary Agreement
invalid, as they were signed by only two of the five named native
claimants. Xstract has been advised that the three named native
claimants who did not sign the Agreements were deceased at
time of signing.
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That the native title signing parties signed the Agreements in breach
of their fiduciary duties to the native title claim group, and received
personal benefit under the Agreements.

If it were successful, the first element to the Claim would impact on Gulf in that the two
Agreements would be held invalid, and Gulf would be required to recommence the process
of reaching agreement with the native title claim group.
The second element gives rise to a claim for damages against, or an account of, the
financial benefits received by the native title signatories to the Agreements, and has no
impact on Gulf.
As the Section 31 Agreement was executed by the State of Queensland and given to the
National Native Title Tribunal consistent with its practice in these circumstances and
consistent with what is considered to be the requirements of the legislation, Gulf is the
view that the claim lacks merit and that it will not succeed. Proceedings have been

adjourned to the 27 May 2016.

Royalties


In accordance with Schedule 3, Section 4 of the Mineral Resources Regulation 2013,
the statutory royalty rate for bauxite if it is sold, disposed of or used outside of
Queensland is the higher of:
o

10% of the value of the bauxite (in this case free-on-board sales ex-port
Skardon River) or

o

AUD2 for each tonne of bauxite.



Pursuant to the Ancillary Agreement between Gulf and the Ankamuthi People dated
4 December 2013, Gulf is to pay a royalty to the Ankamuthi People for
unbeneficiated bauxite derived from the Tenements. While the specific terms of this
agreement are confidential, Xstract has reviewed the key terms and confirms the
royalty is based on the equivalent dry beneficiated tonnes sold, an assumed
recovery rate and a base royalty rate (CPI adjusted). Xstract considers the terms of
the agreement and the associated royalty to be in line with standard industry
practice.



Pursuant to a Mineral Royalty Deed dated 20 May 2014 and between Gulf, RSI (QLD
Bauxite) Pty Ltd and Royalty Stream Investments Pty Ltd Gulf has entered into a
agreement over all the assets comprising the Skardon River Project as security for
royalty payments payable by Gulf after commencement of the export of bauxite . The
terms of the security agreement have now been agreed by the parties and were
executed and entered into on 9 February 2016. The applicable royalty comprises a
sliding scale royalty rate (based on certain milestone payments) up to 2.5% of the
Australian Dollar Equivalent of the free-on-board price for all product derived from
the Tenements.

Offtake Agreement


On 4 August 2014, Gulf entered into a Heads of Agreement (“HoA”) with Shandong
Nanshan Aluminium Co. Ltd (“Nanshan”) under which Gulf granted Nanshan with the
first right to supply a minimum of 2 million dry metric tonnes per annum of bauxite
on a take or pay basis, provided Nanshan still owns all of the shares in Gulf that it
currently holds and has advanced project funding to be used for financing the
construction of the Skardon River Project.

112
15 April 2016

Gulf Alumina Limited ACN 108 086 371

11

Technical
| Thornton
Grant Thornton
Corporate
Finance
Pty Ltd
Technical
Reportreport
| Grant
Corporate
Finance Pty
Ltd



The current HoA provides for some flexibility in the minimum tonnages to be sold
Gulf, depending on the commercial requirements of Nanshan.



The offtake price is to be based on a recognised independent bauxite pricing index
with adjustments for quality.



Gulf and Nanshan are currently negotiating an offtake agreement on the basis that
Gulf agrees to deliver and sell and Nanshan agrees to purchase and receive a
minimum of 2 million dry metric tonnes per annum of bauxite. If Nanshan does not
purchase the full amount of the product, it is required to pay the price for product
that it does not purchase.



Formal (and legally binding) off-take arrangements will not be in place unless a
legally binding agreement is signed. Xstract has been informed that negotiations are
ongoing.

12

History


Early exploration of the area was carried out by Comalco for bauxite with a number
of other companies exploring to the north of Skardon River (Pacminex for bauxite in
the early 1970s) or south of Mapoon (Shell and Comalco for kaolin in the 1980s and
early 1990s).



The only recorded work conducted by Australian Kaolin Limited and its predecessor
Venture Kaolin outside of the MLs was five percussion holes drilled in 1986.



Australian Kaolin Limited commenced kaolin mining in 1997, and two mine pits were
developed and kaolin was stockpiled. However the process plant did not perform as
expected, sales were limited, and the company went into receivership.



MSC took over the site in 2000, and carried out additional kaolin drilling before
recommencing small-scale kaolin production, including small mining campaigns, in
the period from 2002 to 2010.



In 2005, MSC commenced a preliminary analysis of bauxite prospectivity of its
Skardon River tenements. Sampling of some borrow pits confirmed that bauxite of
potentially economic grades did exist in the area and subsequently dri lling was
carried out. This showed better than expected bauxite thicknesses, with some good
intersections within and to the north and south of ML 6025.



Gulf’s bauxite exploration drilling of the Skardon River tenements commenced in
December 2007 and was followed by a further drilling campaigns in June 2008 and
October 2009 enabling an initial JORC Code compliant resource estimate to be
declared in February 2010.



A Preliminary Economic Analysis was completed in 2012 and this concluded that the
project had a positive economic outcome. This analysis was completed assuming the
production and sale of a beneficiated product but since that time, economic studies
have focussed on a Direct Shipping Ore (“DSO”) product. A Pre-Feasibility Study
commissioned in 2013 indicated that this option provides better economic benefits
due to the decreased capital expenditure and operating costs.



Up until 2014 most of the resource drilling at Skardon River had been on the basis
of producing a beneficiated bauxite product. Subsequent resource drilling and
assaying of raw bauxite grades was conducted through 2014 to confirm the DSO
resource.



Between 2014 and 2015, Gulf completed a number of environmental, mining and
infrastructure related studies in support of a definitive feasibility study and
associated Environmental Impact Statement (“EIS”) process.
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Additional analytical work was undertaken in 2015 in preparation for an updated
Mineral Resource estimate which was concluded in May 2015 and Ore Reserve
estimate with associated mining study was finalised in June 2015.

Current project
On a standalone basis, it is currently envisaged that the Skardon River Project will be
developed in two stages. Stage 1 involves the initial development and ramp up of mine
production to produce 3.0 million dry metric tonnes (Mt) of DSO bauxite in Years 1 and 2.
Subject to market conditions, this is to be followed in Stage 2 when the production rate is
increased to 5.0 Mt of DSO bauxite from Year 3 onwards.
The principal components of the proposed project are as follows:


Proven and Probable Ore Reserves of 48.3 Mt averaging 49.4% Al 2O3, 14.7% SiO 2,
40.3% AAl 2O3 and 6.3% RSiO 2 containing approximately 19.46 Mt of available
alumina.



Measured, Indicated and Inferred Mineral Resources (inclusive of Reserves) of
63.5 Mt averaging 49.6% Al 2O3, 14.3% SiO 2 , 40.4% AAl 2O3 and 6.1% RSiO 2 (at a
20% SiO 2 cut-off).



The proposed footprint of the bauxite mine pits, port infrastructure and camp
expansion is approximately 1,453 ha within the MLs. The area to be mined would
also include portions of the 138 ha area previously disturbed by kaolin mining
(including the decommissioned wet kaolin processing plant area), the airstrip and
sections of the north-south haul road.



Open pit mining operations occur within several modest-sized interconnected and
disparate pits located north and south of Namaleta Creek and south of Skardon
River with a targeted mine life of approximately +13 years.



The bauxite ore will be mined and transported via existing, upgraded haul roads to a
crushing and stock pile facility at the Port of Skardon River. The bauxite product will
be barged to bulk carriers in the deeper waters of the Gulf of Carpentaria beyond
the mouth of the river for export to Asian markets.



Mine production and transhipment are based on a 9 month dry season operation,
extending from April to December each year.



Both mining operations and transhipment activities are expected to be undertaken
by contractors.



Construction is planned to commence in late 2016 (subject to receiving the relevant
approvals) with bauxite mining and shipping anticipated to commence in mid -2017,
after the wet season.



Mining in the first two years is confined to ML6025 to access high alumina, low silica
bauxite with minimal soil cover. In Year 3 production expands from ML6025 to
incorporate a second mining front along the eastern side of ML40082. Midway
through Year 8, mining is expected to expand outside of the current ML areas into
the northern portion of EPM4068 (assuming this has been converted to a Mi ning
Lease and the EIS is amended to cover the EPMs) before moving to the southern
portion of EPM4068 in Year 11. A small amount of bauxite is expected to be mined
from the northern end of ML40082 in Year 14 before the cessation of mining
activities
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The production schedule provides approximately 60.9 Mt over the life of the mining
operation. This life of mine (“LoM”) schedule includes 12.6 Mt of Inferred Resources,
in addition to the defined Ore Reserves.



During the first two years of production, total mine material movement is
approximately 300 thousand bank cubic metres (“kbcm”) per month, which then
rises to 450 to 550 kbcm per month from Year 3 when DSO production is increased
to 5 Mtpa.



It is envisaged that the mining operation will use FEL loading onto 4-wagon road
trains for transport of ore to the Port, where ore will be crushed and stockpiled for
export. No further processing is envisaged, with the only blending undertaken from
the two mining faces and averaging on the stockpile.



When mining commences in April each year, bauxite stockpiles at the Port are run
up to a maximum of 150 kt. The stockpile will be gradually depleted over the year
and decreased to zero in January so that no stocks are held during the wet season.

Local geology and mineralisation


Bauxite occurs over the majority of the plateau areas with the bauxite layer being
generally flat-lying with only minor and localised perturbations in the footwall. The
Skardon River bauxite deposits extend over an area measuring some 16 km in
length and up to 4 km wide, with the DSO horizon seldom more than 3 to 5 m below
surface. The deposits generally consist of a single layer, typically 0.5 to 3 m thick.
Within the defined resource areas, the average bauxite thickness is 1.6 m.



The bauxite deposits are overlain by lateritic overburden and topsoil. Under the
bauxite deposits there is often an ironstone cementation and a kaolin layer. Kaolin,
sandy clays and minor quartz sand deposits occur beneath the bauxite layer and
extend beyond the bauxite areas, beneath Namaleta Creek flood plain.



Bauxite is typically pisolitic in form and is generally covered by only a thin layer of
soil, but in the western portions of the Project area it is sometimes found beneath
sand dunes at depths of up to 6 m. The bauxite passes down into an iron rich
horizon (ferricrete) and then into mottled, bleached sandy clays of the Bulimba
Formation. Bauxite pisoliths generally form 55 to 80% of high quality bauxite, with
the remainder being sand, silt and clay.



The pisoliths are well rounded and generally 5 to 20 mm in size, although larger
pisoliths of up to 30 mm do occur in the bauxite horizon. Larger irregular shaped
pisoliths and concretions are typically of the underlying ironstone horizon and form a
visual marker of the base of the bauxite.



Most of the bauxite is loose and free flowing although a proportion is cemented.



There is no evidence of faulting.

Resource
Gulf’s open pit Mineral Resources as reported in the Company’s 1 st Supplementary Target
Statement are presented in Table 3. This estimate was prepared in accordance to the JORC
Code 2012 guidelines by Jeff Randall of Geos Mining Mineral Consultants in May 2015. The
estimate is based on a minimum thickness of 0.5 m at a ≤20% SiO 2, ≥40% Al 2O3 and ≤8%
RSiO2 cut-off grade.
The Mineral Resource is inclusive of the Ore Reserve.
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Table 3: Skardon River Mineral Resource
Mineral Resource

Dry Tonnes

SiO2

Al2O3

RSiO2

AAl2O3

Mt

(%)

(%)

(%)

(%)

Measured Resource

16.6

13.9

50.2

5.9

41.7

Indicated Resource

32.3

14.15

49.4

6.2

40.0

Inferred Resource

14.6

14.3

49.4

6.1

39.8

Total

63.5

14.3

49.6

6.1

40.4

Xstract notes that resource estimates have been provided at a range of cut-off grades at
increments of 5% between 15% to 30% total Si0 2.
A high level summary of the resource model development and estimation parameters to
construct the Skardon River Mineral Resource is provided in Table 4.
Table 4: Summary of resource model development and estimation parameters for
Skardon River
Skardon River

Description

Mineral Resource
Geological interpretation

 Essentially a flat layer with only minor and localised perturbations
 Good horizontal continuity of mineralisation and grade although a number
of low grade bauxite zones recognised
 Cemented bauxite erratically distributed
 Internal and basal zones of ironstone development.

Sample data

Raw quality assays from 190 drill holes combined with qualities assayed after
beneficiation (to remove higher silica gangue) from 629 holes. Raw qualities
estimated using statistical correlations of raw versus beneficiated assays from
other parts of the deposit.

Type of model for

Single layer block model, effectively a seam grid using Micromine mining

reporting

software

Block size

50 m by 50 m cell size with variable thickness based on total silica and
reactive silica grades being less or equal to 20% and 8% respectively

Estimation type

Ordinary Kriging

Search radius

800 m used for each block with minimum points set at 2 and maximum at
20. Sub-cell factor of 4.

Cut-off parameters

Silica cut-off grades assigned on basis of maximum reactive silica acceptable
to refineries – generally accepted at 8% equating to a total silica value of 16
to 20%.
Minimum thickness 0.5 m

Bulk density

Average value of 1.8 g/cm3
Where density sample too far from block the average dry bulk density of
1.93 t/m3 assigned
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Grade estimation

Confidence categories assigned based mainly on distance of estimated block

parameters and

from the sample data and proportion of raw assays vs raw assays correlated

Classification

from beneficiated assays. Dry bulk density program assists with assigning

16

higher confidence in the block model.
Measured mainly defined with search distance of 0 to 200 m of actual
assays
Indicated defined with search distance of:
 0 to 200 m of actual and correlated assays or
 200 to 400 m of actual or actual and correlated assays
Inferred defined with search distance of:
 0 to 200 m of correlated assays
 200 to 400 m of correlated assays
 greater than 400 m of actual assays, actual and correlated assays or
correlated assays
Audits

No independent audits completed although the model was reviewed by a
mineral resource consultant in 2012 on behalf of an international aluminium
producer. No adverse comments received.

Relative accuracy

Confidence in global resource considered by Geos to be high. Limitations on
categorised resource relate to lack of raw unscreened sample assays and dry
bulk density measurements in certain areas of the deposit (i.e. EPM 4068).

Xstract has examined the methodology of this estimate and is satisfied that it has been
prepared in accordance to the JORC Code (2012) guidelines for Resource estimates.
However, in Xstract’s opinion, the classification of the Skardon River Mineral Resource is
overstated and recommends that 85% of the stated Measured Resources are downgraded
to Indicated status for valuation purposes, based upon:


Laboratory analysed samples for Total SiO2, Total Al 2O3, Reactive SiO2 and
Available Al 2O3 are dominantly spaced at >350m.



The number of laboratory analysed Reactive SiO 2 and Available Al 2O3 values are
approximately half the number of laboratory analysed Total SiO2 and Total Al 2O3
values.



Correlated grades for Total SiO2 and Total Al 2O3 are dominantly used to estimate
block grades throughout the resource classification blocks of Measured, Indicated,
and Inferred.

The remaining 15% of Measured Resources are positioned in three areas of the Mineral
Resource where closer spaced drilling (<200m) is observed; two areas within the central
part of the resource and one area in the north.
Xstract considers that the Mineral Resource is appropriate to convert to an Ore Reserve
considering the following caveats:


The Mineral Resource is prepared by reporting blocks within the resource block
model above a minimum mining thickness of 0.5 m with quality cut-off’s of <8%
Reactive SiO 2, >40% Total Al 2O3, with varying Total SiO 2 of <15% and <20%.



The Mineral Resource is defined as a direct shipping product of raw, unprocessed
bauxite.



The reported Measured and Indicated Mineral Resources are regarded to be
sufficient for medium to long term production planning and detailed mine
scheduling on an annual basis.
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The floor of the defined bauxite will be controlled through the application of Mining
Dilution.



Grade control drilling and a mine blending strategy are required to control local
grade and thickness variations (i.e. at least two exposed mining faces and at least
two >75,000t run of mine stockpiles) for short-term mine planning.

The resource model created to report the Skardon River Mineral Resource was constructed
using single blocks to represent an overall thickness and quality of the bauxite vertically.
This modelling technique will only allow for selecting bauxite product specifications in plan
(i.e. horizontally) and does not allow for selectivity of bauxite products in section (i.e.
vertically). The current resource modelling techniques utilise by Gulf do not take into
consideration the impact upon the quality distributions through the bauxite profile (e.g.
better quality bauxite exists in the middle of the bauxite profile with higher values of
Available Al 2O3 and lower values of Reactive SiO 2).
Further work would be required by Gulf to obtain additional samples analysed for Reactive
SiO2 and Available Al 2O3 qualities such that each drillhole intersection is adequately
populated with Reactive SiO 2 and Available Al 2O3 values in order to refine the horizontal
and vertical selection of a bauxite product and to provide further confidence in the Mineral
Resource mean qualities for Reactive SiO 2 and Available Al 2O3. However, Xstract regards
the selection, modelling and reporting of Reactive SiO 2 below 8% to be adequate on a
global basis.
The thickness of the bauxite within the Skardon River Measured resource averages 1.6 m
with the Indicated and Inferred resources averaging a thickness of 1.4 m.
In Xstract’s opinion, there is unlikely to be a bauxite refinery within Australia that would
support the geochemical/mineralogical aspects of refining the Skardon River Mineral
Resource by either low or high temperature processing. However, Gulf have investigated
some of the Asian markets and have reported that there is technical interest by Chinese
parties in accepting higher total silica bauxite products; these markets are the focus of
developing Off-Take agreements by Gulf. The Skardon River Mineral Resource would need
to include modelling of Total Fe 2O3 and LOI (Loss Of Ignition) in order to assist with quality
specifications for potential Off-Take agreements.
For valuation purposes, Xstract recommends that:


Gulf’s stated resources at a 20% total silica cut-off grade (i.e. Measured, Indicated
and Inferred Resources of 63.5 Mt at 49.6% Al 2O3, 14.3% SiO 2, 40.4% AAl 2O3 and
6.1% RSiO 2) should be adopted for evaluation purposes under the combined entity
case to facilitate comparison with Metro’s stated resources. In doing so, Xstract
recommends reclassifying 85% of the Measured component to the Indicated
category for valuation purposes.



Only Measured and Indicated Mineral Resources are used for conversion to an Ore
Reserve for valuation purposes.

Resource development


Given the near surface location of the bauxite horizon, it is structurally simple with
no material displacement of the mineralised layer.



The water table in the Skardon River area is a subdued reflection of the local
topography with deeper levels on the bauxite plateau and shallower levels in the low
lying drainage areas, with local alluvial aquifer systems associ ated with
palaeochannels, including along Namaleta Creek and the Lunette Swamp area.
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As mining progresses it is predicted to result in short term, local drawdown in
groundwater levels near mining areas, however once rehabilitation has commenced
it is expected that recovery (elevation) in groundwater levels will occur.



The deep weathering and lateritisation process has resulted in the oxidation of any
sulphide minerals associated with the bauxite deposits. Mining is therefore expected
to present a very low risk of acid mine drainage resulting from the excavation of the
bauxite.



No major geotechnical issues are anticipated during construction or mine production,
with ground conditions representing a natural laterite profile which is sufficiently
consistent over the site to adopt general foundation design and earthwork
recommendations.

Ore Reserves
The Skardon River Ore Reserve reported in accordance with the JORC Code (2012) is
summarised in Table 5.
Table 5: Skardon River Ore Reserve
Ore Reserve

Dry Tonnes

SiO2

Al2O3

RSiO2

AAl2O3

Mt

(%)

(%)

(%)

(%)

Proved Reserve

16.6

14.3

49.8

6.1

41.4

Probable Reserve

31.8

15.0

49.2

6.4

39.8

Total

48.3

14.7

49.4

6.3

40.3

The Ore Reserve is based on:


A 20% total silica limit as indicated in the Mineral Resource statement.



Adoption of conventional open cut mining methods using FEL and trucks for hauling.



No drilling or blasting is required however some ripping may be undertaken.



ML boundaries given a 20 m clearance offset to allow for adequate haulage space
and environmental buffers.



A 100 m clearance off-set was applied to wetland areas, based on regional
ecosystem mapping.



Dilution of 0.1 m from top horizon and geological losses of 0.1 at the roof and 0.1 m
floor of the bauxite interval.

Xstract considers the methodology and process used to estimate the Ore Reserve to be
acceptable and in line the JORC Code (2012) guidelines.
For valuation purposes, Xstract recommends that:


The discount rate used in assessing the likely discounted cashflow analysis of the
Skardon River Project on a standalone basis is increased above that considered for
similar type developments to account for the perceived higher risk profile due to
Xstract’s recommendation to reclassify 85% of the Measured Resources to the
Indicated Resource category for valuation purposes.
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Mining operations
Conditions impacting on mining
Mining of the Skardon River Project is proposed to occur during a 9 month period, from
April to December each year. During the wet season (from January to March each year)
haul roads are likely to be impassable and many of the mining face areas unworkable.
Clearing and grub activities are scheduled to occur early in the year 1 and year 5 mining
cycle to ensure the majority of vegetation is cleared prior to drying out. This should result
in significantly lower numbers of tree stumps impacting on top soil harvesting operations.
Mine design and scheduling strategies
The initial mining for Skardon River calls for higher quality ore at 51.2% Al2O3 to be mined
in the first two years, tapering off to a Life of Mine (“LoM”) average of 49.4% Al 2O3. The
Available Alumina for the first two years is approximately 42% AAl 2O3 before dropping off
to a LoM average of 40.2%. Reactive silica for the LoM averages 6.3% RSiO2.
Gulf anticipates that two mining faces will be scheduled at all times to allow for blending to
ensure product quality, as well as to balance out bauxite haul distances wher e possible.
The timing of this airstrip move needs to be reviewed based on the supplied schedule.
Mining equipment
Mining equipment currently proposed for mining the Skardon River deposit has successfully
been used in mining operations across Australia in similar types of mining operations. The
mining fleet will be supplied by the mining contractor and will incur no major up front
Ccapital cost to the company.
Productivity
Gulf’s LoM production profile has been used to calculate fleet requirements for the mine.
Discount factors utilised to represent down time and availability are in line with industry
standards for the fleet being considered.

Transhipment
Whilst the details of Gulf’s proposed transhipment operation remained to be finalised at the
time of writing, conceptually the following product capacities in shipping, transhipment and
operational times are envisaged:


Some 65 Panamax ships with +70,000 t capacity to be loaded each year in the Gulf
of Carpentaria.



Transhipment using two 4,000 to 7,000 tonne barges, measuring approximately 80
to 120 m in length and 20 to 30 m in width. Each barge will have twin bow thrusters
with independent twin rudders and engines to facilitate manoeuvrability.



Barges will operate 24 hours per day 7 days per week for nine months of the year
with a loading rate up to 2,000 tph. Each barge will make two return trips per 24
hour period (approximately 3.5 hour load time, 4 hour discharge time, 2 hour travel
each way and 0.5 hour wait time for total 12 hours per return trip).

Based on its review of Gulf’s proposed transport and maritime operations, Xstract considers
that the Company has appropriately considered the key items required, the associated
costings and likely risks associated with a transhipment operation.
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Infrastructure and services
Mine
To initiate the Project, Gulf proposes:


Upgrade of the existing haul road to a two-way mine-truck haul road incorporating
raised road levels as well as pipes and large culverts to assist with water
management during flooding events.



A new barge loading facility within the gazetted Port of Skardon River.



Upgrade of the existing accommodation camp (currently owned by third parties) to
150 beds for the construction workforce and maintained for mining operations.



Upgrade of the existing boat ramp and jetty infrastructure at the Port to improve
access for delivery of fuel, food, other materials and site equipment.



Use of the existing airstrip and relocated airstrip later in mine life, primarily for
transport of contractors and staff.



Bauxite ore dump facility, mobile crushers/stackers, conveyor belt system and
bauxite product stockpile facility, all adjacent to the Skardon River landing.

The Skardon River Project will use and upgrade existing infrastructure from the former
kaolin mine, including a haul road, a pipeline, an airstrip, and the Port of Skardon River.
Other available infrastructure includes bulk water and fuel storage, diesel power
generators, sheds, workshop, satellite communications, and accommodation camp
(currently held by third parties) designed to accommodate 50 people.
The current construction plan envisages that power for the campsite, offices, water
pumping, Port operations and other minor electrical equipment will be supplied by three
1MW generators fitted on semi-trucks (2 continuously running generators with a further
generator on permanent standby).
Maximum water demand is estimated as 1653 m3 per day, which occurs annually towards
the end of the dry season. The annual water requirements for dust suppression, watering
haul roads and plant and equipment washdown would be sourced from a combination of
groundwater bores and water stored in the former kaolin open pits. This water is expected
to be sufficient for project development and construction purposes but additional water
may be required to supply all requirements for the planned DSO project . To this end, Gulf
proposes to potentially upgrade or replace the existing sediment retention dam for
stormwater run-off from infrastructure and stockpile areas at the Port of Skardon River . A
new sediment dam is proposed at the Port. Its function is primarily to control sediment in
runoff, rather than supply water to the operations.
Based on its review, Xstract notes the following:


The proposed haul road design appears robust and in general the works proposed
meets the minimum requirement for the studies.



Client supplied information suggests the existing airstrip at Skardon River
(measuring in excess of 1,000 m) appears suitable for aircraft with a passenger
seating range of 37 to 40 and thus capable of meeting the Project’s staffing
requirements. No testing seems to have been carried out to confirm whether the
current surface of the airstrip is still suitable for landing aircraft of this size.
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the planned building of a new runway to replace the existing runway to facilitate
mining in the area has been scheduled for Year 9 of the operation; however the area
itself has been included in the schedule to commence mining in Years 4 to 6. Xstract
also note that the AUD2M for the construction of the new runway has not been
confirmed through engineering design and a suitable costing process.

The technical studies prepared for development of a 5 Mtpa mining and transhipment
operation at Skardon River are stated to be at feasibility study level, with typically industry
levels of accuracy for capital expenditure and operating cost estimates assumed . Based on
review of the available study literature, Xstract considers that the level of work completed
for infrastructure and services does not currently meet the requirements of these levels of
study.
Port
Within the defined Port limits, Gulf proposes to undertake:


construction of a wharf/barge load out facility within the gazetted Port of Skardon
River. This facility will include wharf and conveyor, bauxite stockpile, haul road loop,
new sediment pond and bio-remediation pad. This infrastructure has been largely
sited downstream of the existing barge ramp as the water depth is greater here. It
is proposed the conveying and ship loading system will operate at a nominal
capacity of 2,000 tonnes per hour.



barging of bauxite.



bed levelling is required and will need to be maintained in the mouth of the Skardon
River to a depth of approximately 2.2 m below the lowest astronomical tide (LAT) to
allow barge movements. Bed levelling would involve underwater re-profiling of
shallow areas at the seaward extent of the Skardon River mouth by pushing the
crests of sand banks into deeper gutters. No dredging is proposed; however, annual
maintenance bed levelling is likely to be required. However some barging
arrangements are unlikely to require bed levelling in the ordinary course of the
Skardon river.



supply of materials, equipment and fuel.



Upgrade of the existing boat ramp and jetty infrastructure at the Port to improve
access for delivery of fuel, food, other materials and site equipment.

The port and marine operations include the warehouse, fuel storage and boat ramp. Some
existing infrastructure may be expanded, upgraded or replaced including the fuel storage
tank (if required) and the fuel delivery pipeline from the Port to the fuel tank.

Production scenario - Skardon River stand -alone
Xstract has reviewed Gulf’s production projections as a basis for valuation. In determining
the appropriate parameters for valuation, Xstract has considered the assessments that
might be made by a willing, knowledgeable and prudent buyer in assessing the value of the
Skardon River Bauxite Project. Xstract’s findings are presented below.
The basis of the financial model is the production schedule. The production profile provided
addresses only the mining component of the Skardon River deposit and considers the Ore
Reserves only. As such the life of mine is reduced from the 14 year schedule supplied by
Gulf, to 12 years. The method of reduction to the production profile has been to reduce the
number of years of mining to match the Ore Reserve with the understanding that the
Inferred Resources (i.e. not available for financial analysis in the production schedule) are
valued in the Valuation section of this report. Table 6 summarises the mine production
forecast schedule as well as the metal production.
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Note that Xstract has not carried out a detailed mine plan of the Skardon River project to
obtain the quantity and quality profile shown in Table 6.
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Table 6: Financial model production forecast
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The mining schedule is based on production targets from two mining areas simultaneously
to allow for blending to achieve a target market quality of bauxite to be sold.

Costs
Capital expenditure – mining
Gulf’s current estimates for owner mining capital expenditure associated with the proposed
Skardon River mining operation is limited as it is expected the mining will be conducted by
recognised mining contractors, who will supply their own equipment fleet. Contractor
mobilisation is the major item attributable to mining capital expenditure.
Gulf has included capital expenditure of some AUD3 M for exploration and development
activities in its financial model. Xstract understands that a portion of this expenditure is to
replace lost samples that where not analysed for a DSO product during the exploration
phase of their study and further drilling to improve the accuracy and gain confidence in the
tonnes and qualities already published (in particular AAl 2O3 and RiSiO 2). Xstract notes that
the first AUD1.283 M of this AUD3.0 M covers expenditure incurred during late 2015.
Furthermore, the remaining expenditure is spent within the first three years of mining and
includes development costs.
Capital expenditure – infrastructure
Gulf’s capital expenditure for the Skardon River Project is estimated at AUD52 M to
commence operations and AUD8 M as ongoing capital expenditure. Capital costs have been
split into four high level areas with detailed costings within each area.
Major items/areas considered include the wharf, wharf conveyor, work shop truck wash,
office buildings, construction camp and a provisional sum for geotechnical investigations.
Additional items considered are communications, fuel facilities, bulk excavations, water
treatment facilities, sewerage and electrical and water reticulation. Asset sales at the end
of the life of operation have been valued at depreciated values for all mine owned assets at
AUD4.7 M. Xstract consider this to be an acceptable means of calculating the sales value of
remaining assets.
Capital of AUD2 M has been allocated for the construction of a new airstrip in Year 9.
In Xstract’s opinion, there is sufficient detail available within the supplied documentation to
quantify the start-up cost estimates.
Xstract recommends:


Doubling the cost of the proposed airstrip move, as there has been insufficient work
completed in this area to confirm the likely requirements to construct an airstrip.
The timing of this airstrip move needs to be reviewed, and moved to year 6, based
on the supplied schedule.

Operating expenditure
Gulf’s mine operating cost estimate is based on quotes from mining contractors in response
to a supplied production schedule and the contractor’s internal cost database. Six quotes
were received by Gulf from recognised mining contractors with the figures adopted in the
Company’s financial analysis representing approximately the mean total cost of all six
contractors.
Operating costs have been considered under the following areas, mining, wharf operations,
barging and trans-shipment site operating and head office, contingency cost and royalties.
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Xstract has reviewed all royalties payable by Gulf and considers that these have been
appropriately reflected in the financial model. Xstract has benchmarked these costs against
other similar operations and considers the estimates to be broadly appropriate.

Environmental and community issues
Approvals status
Gulf has applied for and is currently awaiting grant of an amendment to an existing
Environmental Approval to include bauxite mining within the existing MLs. The existing EA
conditions relate to the mining of kaolin (now ceased), ongoing rehabilitation,
decommissioning and management of the former kaolin mine.
In support of this amendment application, Gulf has submitted:


An Initial Advice Statement and the draft Terms of Reference for the EIS in
September 2014



An EIS in respect of the proposed bauxite mining activities on its Skardon River MLs
in October 2015



An amended EIS in response to submissions of the Project’s EIS in March 2016.
Submissions to Gulf’s EIS were received on 21 December 2015.



Gulf was advised by EHP on 21 April 2016 that the EIS is officially proceeding to the
assessment reporting stage.

Environmental Management Plan


An environmental management plan was submitted as part of the EIS process and a
Plan of Operations for the kaolin mine, covering 2016 / 2017 has been lodged with
EHP.

Environmentally relevant activities
Environmentally relevant activities (“ERA”) for the project include:


ERA 11 (particular resource activities) – mining bauxite

In addition, Gulf does not propose to remove the existing ERA – resource activity for
mining clay (20c) - as ongoing rehabilitation and decommissioning of the kaolin mine will
continue.
Other ERA’s include:


ERA 8 Chemical storage - storing 500 m 3 or more of chemicals of class C1 or C2
combustible liquids under AS 1940 or dangerous goods class 3 with an aggregate
environmental score (AES) of 85.



ERA 15 Fuel burning – using fuel burning equipment that is capable of burning at
least 500 kg of fuel in an hour.



ERA 33 Crushing, milling, grinding or screening more than 5000 t of material in a
year with an AES of 0.



ERA 49 Boat maintenance and repair - Operating, on a commercial basis, a boat
maintenance or repair facility for maintaining or repairing hulls, superstructure or
mechanical components of boats or seaplanes with an AES of 17



ERA 56 Regulated waste storage – operating a facility for receiving and storing
regulated waste for more than 24 hours with AES of 211.
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ERA 58 Regulated waste treatment – operating a facility for receiving and treating
regulated waste or contaminated soil to render the waste or soil non -hazardous or
less hazardous, with an AES of 90.



ERA 60 Waste disposal – operating a facility for disposing of less than 50,000 t per
year of limited regulated waste and general waste AES of 50.



ERA 63 Sewage treatment – operating sewage treatment works at a site that have a
total daily peak design capacity of at least 21 equivalent persons; or operating a
sewage pumping station with a total design capacity of more than 40 KL in an hour
with AES of 27 (100 to 1,500 equivalent persons with treated effluent discharged
through an irrigation scheme).



ERA 16 – Extractive and screening activities is triggered if dredging a total of
1,000 t or more of material from the bed of naturally occurring surface waters in a
year.



Xstract notes that the approval of the EA includes the approval of all ERA’s that
occur on the MLs.

Matters of National Environmental Significance
The proposed Project was referred on 14 August 2014 to the Commonwealth Department of
the Environment (DoE) (EPBC 2014/7305). On 11 September 2014, the Minister for the
Environment determined the proposed Project to be a controlled action under the EPBC
Act. The controlling provisions are sections 18 and 18A (listed threatened species and
communities), 20 and 20A (listed migratory species) and 23 and 24A (Commonwealth
marine areas).
The Project will be assessed under the bilateral agreement between the Commonwealth
and the State of Queensland using the EIS prepared under the Environmental Protection
Act.
Approvals timetable
With regard to the proposed approvals timetable, the amended EIS and submission
response document was submitted on 22 March 2016. The Queensland Department of
Environment and Heritage Protection (“EHP”) has confirmed the EIS responses for
adequacy and is now, preparing an EIS Assessment Report. Gulf expects the EIS
Assessment report may be finalised in May 2016. The EIS Assessment Report will either:
(i) approve the project, (ii) approve the project with conditions or (iii) reject the project.
This will form the basis for the Project’s EA, in approximately June 2 016. This timeline is
dependent upon EHP’s process in finalising the EIS Assessment Report and the EA. The EA
is a prerequisite for Project construction to commence which is also subject to adequate
funding for the project capital expenditure being secured.
On this basis, Gulf expects that project construction will commence in May - June 2016
targeting production from April 2017.
Importantly, Xstract notes that EHP approval of the EIS provides only Queensland State
Government authorisation, with Commonwealth Government approval and secondary
Queensland Government permitting and approvals still remaining to be obtained. The
timeframe under the EPBC Act is 30 business days after the EIS Assessment Report. This is
comparable to 6 weeks or 1.5 months with secondary permitting and approvals potentially
taking up to 6 months.
Xstract note that secondary permits need not delay construction commencement once an
EA and EPBC Act permit are granted. Secondary permits and approvals apply to particular
aspects of work that may be unrelated to construction activities.
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The key secondary permits and approvals include:


Tidal works permit, and potentially ERA 16 (dredging), for bed levelling



Water licence under the Water Act for water supply from shallow aquifers



Potential permits under the Nature Conservation Act for impacts to threatened
species

The above permits will be required for operations, rather than construction. Nature
Conservation Act permits may be required if construction involves certain types of impacts
to threatened species (e.g. clearing of breeding places). These permits can be obtained , if
and when required.
Timeframes for secondary permits may take 6 months, but as these permits are required
for operations, this timeframe does not necessarily result in delays to the Project with
operations proposed to commence in April 2017. Timeframes for less complex permits (e.g.
Nature Conservation Act permits) may take much less time than 6 months. Timeframes for
more complex permits (e.g. tidal works permit, water licence) will be substantially
informed by the EIS process and hence may not take as long as 6 months .
Given the key risks associated with Gulf’s proposed mining, construction activities, barge
access and establishment and operation of transhipment (including proposed bed levelling
operations in support of the 5 Mtpa transhipment case), Xstract considers it likely that any
approvals may be subject to stringent conditions. Whilst we understand that Gulf has a
quick start option (targeting lower production volumes and under which no bed-levelling is
required), there is insufficient information available at this time to comment meaningfully
on this option.
On this basis and for valuation modelling purposes, Xstract has considered only the
information in the Project DFS financial model and recommends Grant Thornton
incorporates some sensitivity in its cashflow modelling to account for potential delays in
the project start-up.
Community issues
The social impact assessment identified a number of potential issues for the project. The
major issues were the social impact of population growth on social infrastructure such as
housing, commercial property, education, healthcare and ports.
However, the project is also expected to also provide many benefits through the provision
of increased economic activity, business opportunities, employment, education and training
opportunities, as well as direct benefits for industries other than mining (ie construction,
port and retail).
Mine closure, rehabilitation and financial a ssurance
Gulf has proposed that progressive rehabilitation occurs throughout the life of the Project.
Mine Closure planning has not yet commenced however it is expected decommissioning and
final rehabilitation of mining areas will be outlined in a Mine Closure Plan (“MCP”) and
specific rehabilitation completion criteria, indicators and monitoring methods provided in a
Rehabilitation Management Plan (“RMP”).
Rehabilitation of each mining domain is likely to occur on a staged basis over a number of
years. On the completion of mining, the following treatments are likely:


Infrastructure will be removed and dismantled where required unless the landholder
(Traditional Owners) requests otherwise.
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Vegetation cover is to be restored and land returned to its agreed post-mining land
use.



Erosion and sediment control structures to be constructed to maintain topsoil cover,
landform stability and prevent sedimentation of waterways.



Contaminated land to be remediated and assessed for any potential future
contamination issues.



Infrastructure such as roads, water dams and pipelines will be retained for
landholders or other projects unless specifically requested to be removed.

Rehabilitated areas are to be monitored to identify any areas in need of maintenance and
any areas not responding to rehabilitation methods.
While an allowance has been made for mine closure in the mining report submitted by
AMDAD, no provision for this has been included in Gulf’s financial model as supplied to
Xstract. Mine Closure capital costs are estimated by AMDAD at AUD15 M to be spent at the
end of mine life, predominantly at the workshop area and on ML40082, the last area to be
mined.
Progressive rehabilitation has been account during mining operations and is
estimated at a unit cost of AUD0.08 per DSO tonne or AUD5,500 per hectare mined. The
total hectares of 930 used in the financial model are significantly less than the 2,166
hectares considered in AMDAD’s mining report. When AMDAD’s figure is used, the average
cost for rehabilitation is increased to AUD0.20 per DSO tonne, exclusive of the AUD15 M to
be included at the end of the life of mine.
In Xstract’s opinion, the higher cost should be adopted for valuation purposes.

Key risks and opportunities
Xstract assesses the risks and opportunities for Skardon River as follows:
Risks
DFS Documentation: Gulf’s feasibility study documents comprises various reports
including a Mineral Resource report, Ore Reserve report, a mining study, transhipment
study and engineering, infrastructure & construction study. Xstract does not consider that
collectively these reports have been completed to the standard of a definitive feasibility
study, with numerous aspects remaining to be finalised (i.e. transhipment, capital and
operating costs).
Bauxite seam characteristics: The thickness of the bauxite profile is regarded to be thin
in comparison to other bauxite mines. This will impact upon mining loss/dilution, in
particular mining dilution at the bottom of the defined bauxite horizon.
Ongoing legal action: Gulf and the State of Queensland are currently engaged in
Proceedings before the Federal Court of Australia in relation to its Agreements with Native
Title Parties.
If successful, these Proceedings would require Gulf to re -enter into
negotiations with Native Title Parties potentially delaying the grant of certain MLs thereby
deferring project development.
Environmental approvals: Gulf is currently seeking an amendment to its existing EA,
which requires State Government approval. The Commonwealth provides approval under
the EPBC Act, with approval under the EA and EPBC Act occurring in parallel. While Xstract
anticipates that the EA will ultimately be approved, the associated conditions with grant
remain unknown.
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Bed-levelling: The successful delivery of Gulf’s 5 Mtpa development option may require
from time to time bed-levelling in the mouth of the Skardon River. Bed levelling has been
assessed in the EIS process and areas of potential contention identified in public
submissions. All responses to public submissions on the EIS, including those related to
bed levelling, have been formally accepted by EHP in the EIS decision on 21 April 2016.
However any conditions associated with the EA approval remain to be outlined.
A tidal works permit, and potentially ERA 16, for bed levelling may be required. These are
secondary permits and do not affect timing of construction activities on the ML. These
permits would only be required in time for operations where vessels have draft depth
requiring bed levelling.
Project delivery: negotiation with Native Title parties, renewal of MLs and both State and
Commonwealth Government environmental approvals (plus secondary permitting) remain
to be negotiated in order for Gulf to commence construction by late 2016 and enter
production by April 2017. Xstract recommends Grant Thornton incorporates some
sensitivity in its cashflow modelling to account for potential delays in the project start-u.
Confidence in the Mineral Resource appears optimistic based on the current drill hole
spacing relative to other similar Mineral Resources in the region, concerns regarding the
geological/geochemical continuity and lack of documentation supporting “the prospects for
eventual economic extraction”.
Capital Cost Estimates: The capital expenditure associated with the airport relocation is
not quantified in the documentation supplied.
From an infrastructure standpoint, Xstract assesses the main risks:


Relatively small window associated with tidal fluctuations in order to barg e materials
from the port to ocean going bulk carriers



Shallow draft barges required if unable to undertake bed-levelling or dredging.



Risk of disturbing sea-grass habitats impact on exist fauna such as dugong

Overall, Xstract considers the mine, haul road and port system design is appropriate and
the estimated costs are of expected magnitude for this type of development.
Securing off-take agreements. While Gulf has a Heads of Agreement with Nanshan,
there is currently no formal off-take agreement in place.
Saleability of product: should the quality not meet client expectations there is potential
for project delay and/or discounted sales prices resulting in lower revenue.
Reliance on a single off-take agreement. To date, Gulf has only advanced negotiations
with Nanshan regarding a potential product off-take exposing the company to increased
risk should such negotiations break down.
Securing project funding: Project development requires a significant capital investment
requiring Gulf to raise additional funding. Given recent market conditions and a challenging
outlook it is currently uncertain whether Gulf will be able to secure appropriate sources of
capital on acceptable terms.
Transhipment option remains to be finalised: Current capital cost estimates for the
wharf infrastructure are based on an assumption that a 6,000 t payload barge
(approximately 85 m) in length is to be used. However Gulf is still evaluating 12,000 t (125
m) barges which would result in additional AUD1.2 M to the capital cost.
Project construction proposed to extend over the wet season which may result in higher
costs and delays.
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Operating conditions
are restricted to 9 months of the year and
commencement/conclusion of the wet season may impact on future mining
transhipment operations.

the
and

Opportunities
Quick Start operation: In addition to its 5 Mtpa development case, Gulf has also
assessed a low capital, lower risk option (“Quick Start”) which would constrain the
operation at some 3 Mtpa using contractors without the requirement for larger barging and
transhipment infrastructure and equipment, and thus at a lower overall capital cost.
Infrastructure sharing agreement: There may be an opportunity for Gulf to enter into
an agreement with Metro regarding access to the existing airport, haul road access across
Gulfs mining leases and port infrastructure, resulting in an additional source of revenue,
lower capital expenditure and lower operating costs.
Bauxite exploration potential: In addition to the defined mineral resources, Geos Mining
has considered the overall drill coverage and known geological setting to assess other
potentially mineralised areas. To this end, Geos Mining has recommended additional
drilling in the northern and southern parts of EPM 4068, along the northern part of
ML40082 (Haul Road) and in the western part of ML6025. Only small tonnages (5 to 7 Mt)
are envisaged given the high drill density and environmental restrictions associated with
these areas.
Barging on Skardon River: Provided there is close communication and cooperation in
navigating the river channel, both parties are able to barge at the same time on the
Skardon River. The only time barges will effectively be moving in opposite directions is
when one barge is empty and the other full.

Kaolin
In addition to the Bauxite Project, Grant Thornton has requested Xstract to provide some
commentary on the kaolin potential of Gulf’s tenements and whether there is any
associated value with the kaolin. The following presents Xstract’s view on based on the
available technical information:


Kaolin is found in three different units at Skardon River namely fluvial clay,
claystone and saprolitic clays of the Rolling Downs Formation overlying the
claystone. Each has different characteristics which make it suitable for different
products.



Baseline products historically produced at Skardon River were for the cement, paint,
rubber and ceramics industries, but also found application in the paper, printing ink,
cosmetic and other industries.



Xstract has been provided a document outlining the Skardon River Kaolin Resource
and Reserves report as at June 2007. These Resources and Reserves were pre pared
by Geos Mining in accordance to the 2004 edition of the JORC Code. Based on a high
level review of the available information these resource appear to have been
appropriately modelled and classified in line with the prevailing version of the JORC
Code.
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Table 7: Skardon River Kaolin Resource
Product Type

Classification

Tonnes

Kaolin

Indicative

Expected

(%)

Product

product

ISO

tonnes

Brightness
Metakaolin (Claystone)

Proved

631,000

98

n/a

470,000

Hydrous Premium (Fluvial)

Proved

85,000

51

84.4%

33,000

Total Proved

716,000

520,000

Metakaolin (Claystone)

Probable

1,860,000

97

n/a

1,400,000

Hydrous Premium (Fluvial)

Probable

212,000

40

83.3%

64,000

Total Probable

2,070,00

1,500,000

Total Reserves

2,790,000

2,020,000

Additional Resources
Ceramic (Rolling Downs)

Metakaolin/calcined

Measured

21,000

Total Measured

21,000

99

n/a

Indicated

570,000

97

n/a

Indicated

53,000

55

83%

Indicated

400,000

42

80%

Indicated

49,000

99

n/a

(Claystone)
Hydrous premium(Fluvial)
Hydrous ultrafine (Fluvial)
Ceramic (Rolling Downs)

Total Indicated
Metakaolin/calcined

1,070,000

Inferred

4,100,000

97

n/a

Inferred

4,330,000

Over 30

Over 75%

1,976,000

Over 95

n/a

(Claystone)
Hydrous ultrafine (Fluvial)
Ceramic (Rolling Downs)
Inferred
Total Inferred

10,410,000

Note: Resources based on 30% clay recovery cut-off and minimum thickness of 1.5 m.



Based on disclosures by MSC between 2007 and 2012, Xstract understands that
kaolin was mined and shipped to over 100 customers typically taking small container
lots requiring campaign production to maintain stocks. It is unclear from the
available information how much kaolin was extracted over this period and hence the
likely remaining kaolin resources and reserves.



Only about one third of ML6025 has been assessed for kaolin and there remains
good potential for additional resources to be defined on this tenement and others
currently held by Gulf.



To this end, Xstract notes that kaolin exploration drilling was ongoing on EPM 4068
from 2012 to 2014, reportedly encountering reasonable thicknesses of kaolin
(generally greater than 5 m, with at least 1 m of bright clays) at shallow depths.



In considering the any likely value associated with the kaolin potential, Xstract
notes:
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o

Gulf’s Mining Leases 6025, ML40069 and ML40082 all provide for the
extraction of kaolin

o

Gulf’s Exploration Permits 4068 and 18242 provide for the exploration of
all minerals other than coal

o

Under Gulf’s ancillary agreement, the Ankamuthi People have not agreed
to the exploring for, mining or processing of kaolin or any other
substance except bauxite on MDL 423, MDL 425 or EPM 18242.

o

Furthermore, in the event that Gulf wishes to mine kaolin on the ML
(i.e.ML6025, ML40069, ML 40082) beyond 29 February 2016 (being the
date of expiry of the MLs), the Company would have to re-enter
negotiations with the Ankamuthi people, who have undertaken to
negotiate with Gulf in good faith to reach suitable arrangements in this
respect.

o

In their environmental authority (“EA”) amendment application submitted
in March 2014, Gulf stated it did not have plans to reactivate kaolin
mining and production as the kaolin mine has been closed and the
processing plants demolished.

o

AKK and MSC both went into administration trying to develop a viable
kaolin business at Skardon River mainly as a result of high capital
expenditures and failing to establish a consistent market (low tonnages
of multiple product streams to numerous customers).

o

There may be some synergy in developing the kaolin in tandem with
bauxite mining operations (i.e. the kaolin lies below the bauxite and can
be extracted following completion of bauxite production) through the use
of common infrastructure.

o

However, care needs to be taken, particularly in materials handling, to
ensure there is no contamination transfer between kaolin and bauxite
mine plans and stockpile management. This is particularly important for
the bauxite as clays such as kaolin have the capacity to reduce the free flowing characteristics of the ore and block up vital transport
mechanisms.

On this basis, Xstract considers whilst there may be additional value associated with
the Gulf’s interests in the kaolin at Skardon River, further work and extended
timeframes (from a project development perspective) would be required to mitigate
the associated risks and to quantify any associated value. In particular, given the
chequered history of kaolin at Skardon River, Xstract considers the current market
would likely require a viable market to be established for Skardon River kaolin and
Gulf to be well advanced with potential off-take arrangements before any re-rating
of its kaolin development potential. As such, we recommend adopting only a
nominal value associated with Gulf’s kaolin interests at Skardon River at this stage .
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Bauxite Hills Project
Ownership and tenure


Metro’s Bauxite Hills project consists of six ML applications (MLA) held by Aldo ga
Minerals Pty Ltd (99% share, “Aldoga”) and Cape Alumina Ltd (1% share, “Cape
Alumina”), both of which are wholly owned subsidiary companies of Metro.



Three of these MLA’s are designated for bauxite mining with a further three MLAs for
infrastructure purposes associated with the proposed mining operation.



The successful grant of these MLA is pending the outcome of an ongoing EIS
process.



The total area covered by all six MLAs is approximately 5,032 ha.

Figure 2: Bauxite Hills Mining Lease Applications

Source: Metro presentation

The details of Metro’s Bauxite Hills tenements are listed in Table 8 below.
Table 8: Summary of the Bauxite Hills project permits
Permit

Registered holder

Area (ha)

Application

Comment

date
Bauxite Hills 1

Aldoga, Cape Alumina

2,318

12/11/2010

MLA 20676
Bauxite Hills 6 East

Aldoga, Cape Alumina

531

MLA 20688

21/10/2011

Tenure has been
sought for 25 years
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Bauxite Hills 6 West

Aldoga, Cape Alumina

2,052

35

21/10/2011

MLA 20689

Tenure has been
sought for 25 years

MLA 100047

Aldoga, Cape Alumina

45

10/07/2015

Port Haul Road

MLA 100048

Aldoga, Cape Alumina

34

10/07/2015

BH1 Haul Road

MLA 100051

Aldoga, Cape Alumina

52

10/07/2015

Bauxite Hills Port

Total

5,032

Freehold Land Title
Affected lands coinciding with the proposed Bauxite Hills mining operation include:
Table 9: Affected Land holdings
Metro’s tenement

Property Description

Landowner

Other

MLA20688, MLA20689

Lot 11 SP204113

OMAC

OMAC

MLA20676

Lot 13 SP204113

OMAC

OMAC

OMAC = Old Mapoon Aboriginal Corporation

Native Title
Separate to the freehold land title are two Native Title claims by the Ipima Ikaya Aboriginal
Corporation and the Ankamuthi People.
There is Native Title Claim over all three MLA having regard to Section 31(1)(b) of the
Native Title Act 1993 (Cth). In this respect there is a deed regarding the granting of MLA
20676 and ML 20688 in place between the State of Queensland, the Ipima Ikaya Aboriginal
Corporation, Ankamuthi People, the Native Title Holders, and the title holders of these
MLAs.
In addition there is a separate deed in place between Metro as holder of MLA 20689, the
State of Queensland and the Ankamuthi People, the Native Title Holders.
Ancillary to these deeds is a Land Access Agreement to compensate the OMAC with respect
to their rights and so that the mining layout can take into account any areas of sensitivity
from a cultural or historical standpoint.
In January 2016, Metro announced that it has executed this Native Title and Land Access
Agreement with the Ipima Ikaya people and the Ankamuthi People, the Traditional Owners
and OMAC (as the trustee owner of the land) to facilitate mining and the transport of
bauxite to the Port Area from the mine.
Royalties
In accordance with Schedule 3, Section 4 of the Mineral Resources Regulation 2013, the
statutory royalty rate for bauxite if it is sold, disposed of or used outside of Queensland is
the higher of:


10% of the value of the bauxite (in this case free-on-board sales ex-port Skardon
River) or



AUD2 for each tonne of bauxite.
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Xstract has been advised that pursuant to the Ancillary Agreement between Metro and
OMAC, Metro is to pay a royalty to these Native Title parties and OMAC. We understand
that this agreement remains confidential and is commercially sensitive. We have reviewed
the agreement and can confirm that the key terms are in line with standard industry
practice.

Agreements


On 10 August 2015, Metro entered into a non-binding Memorandum of
Understanding (“MoU”) with Xinfa Group (“Xinfa”) under which Xinfa agrees to
accept on a take or pay basis (applicable to both parties) between 1 to 1.2 Mtpa
from Metro over the initial five year period of the Project, with an option to extend
subject to mutual agreement. The free-on-board price paid for the delivered bauxite
is to be determined and is subject to market conditions and bauxite quality
parameters as agreed between the parties. From discussions with Metro, Xstract is
satisfied that it will be able to achieve commercial terms that are equitable and in
line with standard industry practice that would support the ongoing development of
the Bauxite Hills DSO Bauxite project. As such, these terms are supportive of the
ongoing development of the Bauxite Hills DSO Bauxite project.



On 2 February 2016, Metro entered into an Agreement with Bauxite Transhipment
Services Pty Ltd (“BTS”), a joint venture company owned by Transhipment Services
Australia (“TSA”) and Dadaru SR (“Dadaru”) for the provision of transhipment
services thereby enabling Metro to minimise capital expenditure, gain access to an
experienced marine operations contractor and avoid the need for bed levelling dredging of the Skardon River.

History
In December 2013, Metro’s predecessor, Cape Alumina announced that it was to suspend
its Pisolite Hills bauxite Project following the Government of Queensland declaring the
Steve Irwin Reserve and the surrounds of the Wenlock River a “Strategic Environmental
Area”. This meant that the Pisolite Hills Project was unlikely to be granted a mining lease.
As a result, Cape Alumina decided to re-focus its attention on the Bauxite Hills area.
In December 2014, Metro Coal Limited and Cape Alumina completed a merger to create
Metro Mining Ltd that has since focused on its Bauxite Hills project. The merger broug ht
together Cape Alumina’s portfolio of bauxite exploration tenements in the Cape York and
Metro Coal’s exploration tenements in the Surat Basin of southern Queensland.
Since that time, Metro has subsequently undertaken extensive drilling and technical st udies
to advance this project, including the resource delineation drilling, mining, infrastructure
and environmental studies in support of both pre-feasibility and feasibility level studies.
This resulted in the completion of a 4 Mtpa pre-feasibility study in February 2016 and a
maiden Ore Reserve in June 2015. In November 2015, Metro announced the completion of
a definitive feasibility study targeting a 2 Mtpa operation.
Metro recently received the terms of reference from DEHP for an EIS and has recently
concluded studies in support of an EIS targeting a 4 to 5 Mtpa mining and transhipment
scenario. The EIS has now proceeded to public submissions as announced to the ASX on
12th May 2016.
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Current project
On a standalone basis, it is currently envisaged that the Bauxite Hills Project will be
developed as a 4 Mtpa DSO mining and transhipment operation. Whilst initial studies
evaluated production of 1.95 Mtpa, the Company considers that it is able to expand its
production to 4 Mtpa through a 24 hour operation at only an incremental increase in capital
expenditure.
Key components of the Project include:


Proven and Probable Ore Reserves of 48.2 Mt averaging 50.2% Al 2O3, 11.2% SiO 2,
38.4% AAl 2O3 and 6.4% reactive RSiO 2 containing approximately 18.5 Mt of
available alumina.



Measured, Indicated and Inferred Mineral Resources (inclusive of Reserves) of
53.6 Mt averaging 50.6% Al 2O3, 38.6% AAl 2O3 and 6.3% RSiO2 (based on a ≥45%
total Al 2O3 and ≤8% RSiO 2 cut-off).



Total production for the 4 Mtpa operation is forecast at 49.1 Mt over a total mine life
of 14 years.



Currently, Metro has no infrastructure in place and has proposed mining from
several shallow open cut pits connected via internal haul roads, which in turn, are
connected to a main north-south haul road linking the Mine Infrastructure Area
(“MIA”) with a barge loading facility located to the north of the pits on the Skardon
River.



Mining is to be conducted using FELs and road train trucks from a single mining
front along multiple faces. Metro proposes to commence mining in the north of the
BH6 deposit before transitioning to BH1 around Year 3. BH1 will then be mined for
approximately nine years before moving back to BH6.



Ore production is currently forecast to commence in September 2017 with some
0.7 Mt produced in the first year ramping up to 1.9 Mt in the second year and 4.0 Mt
in the third year. Production is to be sustained at 4.0 Mtpa thereafter.



As with Gulf, mine production and transhipment are based on a 24 hour per day
mining operation over an 8 month dry season, with transhipment continuing into
month 9.



Both mining and transhipment are to be performed by contractors.

Local geology and mineralisation


Like Gulf’s Skardon River Project, the mineralisation at Bauxite Hills comprises
lateritic bauxite derived from the weathering of aluminous sediments in a tropical to
subtropical environment.



The mineralisation within the BH1 bauxite plateau is flat lying and tabular in form
and covers an area of approximately 6.8 km 2. The average thickness of the BH1
bauxite mineralisation is 2.2 m and the average overburden thickness is 0.6 m.



The mineralisation within the BH6 bauxite plateau is also flat lying and tabul ar in
form and covers an area of approximately 8.9 km 2. The average thickness of the
BH6 bauxite mineralisation in is 1.54 m.



The general stratigraphic profile can be summarised as:
o

Topsoil of 0 to 0.6 m;

o

Bauxite 0.6 to 5 m;
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o

Ferricrete 5 to 6 m;

o

Mottled silty clay (kaolin) 6 to 30 m; and

o

Grey siltstone or sandstone > 30 m.

Resources
The Bauxite Hills Mineral Resource estimate was prepared in accordance to the JORC Code
2012 guidelines and is based on information compiled by Ed Radley (a consultant to Met ro)
and reviewed by Jeff Randle of Geos Mining, a consultancy group contracted by Metro. Mr
Randle is the Competent Person, as defined in the JORC Code 2012, for the Bauxite Hills
Mineral Resource as released to the ASX by Metro on the 2 June 2015. The estimate is
based on the following cut-off grades: Total Alumina ≥45% and Reactive Silica ≤8%.
These resources are summarised in Table 10.
Table 10: Bauxite Hills Mineral Resource
Resource

Dry In-situ

Category

Tonnes (Mt)

1

Total

Total

THA2

RxSi3

SiO2

Al2O3

(%)

(%)

(%)

(%)

RD

Thickness
(m)

Measured

41.8

11.0

51.0

39.2

6.1

1.84

2.04

Indicated

8.3

14.0

49.3

37.1

6.8

1.97

1.35

Inferred

3.4

14.8

48.4

35.9

7.2

2.00

1.21

53.6

11.7

50.6

38.6

6.3

1.87

1.83

Total
Note:

¹ For BH1 and BH6 the tonnages are calculated using a bulk density that was modelled from the results of 37 Sonic
Holes.
2

Bauxite can be exported directly with minimal processing and beneficiation.

3

THA is trihydrate available alumina (gibbsite alumina + kaolinite alumina – low temperature desilication product

(DSP) alumina) at 150 0 C.
4

RxSi is reactive silica at 150 0 C.

A high level summary of the resource model development and estimation parameters to
construct the Bauxite Hills Mineral Resource is provided in Table 11.
Table 11: Summary of resource model development and estimation parameters for
Bauxite Hills
Bauxite Hills

Description

Mineral Resource
Geological interpretation

 The mineralisation is essentially flat lying and tabular in form with the
following dimensions:
o BH6: Area 8.9 km2, bauxite thickness 1.5 m, overburden 0.5 m.
o BH1: Area 6.8 km2, bauxite thickness 1.7 m, overburden 0.6 m.
 The continuity of the bauxite horizon is confirmed with a reasonable
degree of confidence
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Description

Mineral Resource
Sample data

In the BH1 area 1,482 holes were drilled on a nominal 80 m by 80 m northsouth, east-west grid. To ensure a representative sample, all the material
from each 0.25 m interval of the drill hole was collected. Samples from a
subset of the drilling program, representing a nominal 160 m by 160 m grid
consisting of 117 drill holes, were submitted for analysis.
In the BH6 area 505 holes were drilled on a nominal 160 m by 160 m northsouth, east-west grid. To ensure a representative sample, all the material
from each 0.25 m interval of the drill hole was collected. Samples from the
drilling program, representing a nominal 160 m by 160 m grid consisting of
400 drill holes, were submitted for analysis.

Type of model for

The volume and bauxite grade of BH1 and BH6 were estimated using a block

reporting

model constructed in Vulcan mining software

Block size

40 m by 40 m by 1.5 m

Estimation type

Ordinary Kriging with semi-variograms created for total silica/alumina,
available alumina, reactive silica and dry bulk density.

Search radius

Omni directional search ellipse with maximum search distance of 800m,

Cut-off parameters

Mineralised zones are defined by cut-off grades of ≥45% total Al2O3 and
≤8% reactive SiO2 based on the company’s global production and market
research and long-term monitoring of potential markets.

Bulk density

BH1 - 1.6 t/m3 and BH6 - 2.0 t/m3

Grade estimation

Estimation parameters included lag intervals of 100, 200, 400, 800, 1200 m

parameters and

and nugget, major/minor ranges determined by best fit variograms.

Classification
Mineralisation classified as Measured, Indicated and Inferred reflecting the
density of sampling at nominal 160m centres, the available bulk density data
and modelling method used.
Audits

Geos Mining carried out an independent review of the Mineral Resource data
and techniques.

Relative accuracy

The Competent Person considers there is moderate confidence that the bulk
density of each block represented in the model based on analytical data.
Measured Resources were limited to portions of the model within 800 m of
boreholes with bulk density data. Significant variability has been noted within
the deposits dry bulk density analysis. This factor needs to be taken into
account for mine planning purposes.
In Indicated Resource areas there is moderate confidence that the total silica
and alumina grades in each block are as estimated. This is underpinned by
the close spaced drilling (160 m), assaying and the results of variogaphy
that suggest spatial continuity over distances of up to 3 km. There is
however a high nugget effect suggesting significant local variation in grade.
Modelled available alumina and reactive silica grades should be considered
from a global perspective only as there are insufficient samples to predict
local changes.

Xstract has examined the methodology of this estimate and is satisfied that it has been
prepared in accordance to the JORC Code (2012) guidelines for Resource estimates. Xstract
considers that the Mineral Resource is appropriate to convert to an Ore Reserve
considering the following caveats:
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The Mineral Resources is prepared by reporting blocks within the resource block
model that are above a minimum mining thickness of 0.5 m with quality cut-off’s of
<8% Reactive SiO 2, >45% Total Al 2O3.



The Mineral Resource is defined as a direct shipping product of raw, unprocessed
bauxite.



The reported Measured and Indicated Mineral Resources are regarded to be
sufficient for medium to long term production planning and detailed mine
scheduling on an annual basis.



Grade control drilling and a mine blending strategy are required to control local
grade and thickness variations (i.e. at least two exposed mining faces and at least
two >75,000t run of mine stockpiles) for short-term mine planning.

Xstract notes that the Resource model created to report the Bauxite Hills Mineral Resource
was constructed using single blocks to represent an overall thickness and qual ity of the
bauxite vertically. This modelling technique will only allow for selecting bauxite product
specifications in plan (i.e. horizontally) and does not allow for selectivity of bauxite
products in section (i.e. vertically). The current Resource modelling techniques utilise by
Metro do not take into consideration the impact upon the quality distributions through the
bauxite profile (e.g. better quality bauxite exists in the middle of the bauxite profile with
higher values of Available Al 2O3 and lower values of Reactive SiO 2).
The thickness of the bauxite within the BH1 Measured Resource averages 2.3 m, with the
Indicated resources averaging 1.6 m, and the Inferred Resources averaging a thickness of
1.1 m. The thickness of the bauxite within the BH6 Measured Resource averages 1.7 m,
with the Indicated Resources averaging 1.3 m, and the Inferred Resources averaging a
thickness of 1.2 m.
In Xstract’s opinion, there is unlikely to be a bauxite refinery within Australia that would
support the geochemical/mineralogical aspects of refining the Bauxite Hills Mineral
Resource by either low or high temperature processing. However, some Asian markets
accept higher total silica bauxite products and these markets are the focus of developing
Off-Take agreements by Metro.

Resource development


Trihydrate alumina (“THA”) and reactive silica analyses have been undertaken on all
beneficiated (+1.2mm) samples from BH6 as well as the composited, DSO bauxite
samples from BH6. These results are used together with the results from the XRF
analyses to calculate an estimated boehmite alumina (“BA”) content.



The calculation assumes that all Al 2O3 is contained within gibbsite, boehmite and
kaolinite and that all SiO 2 occurs in kaolinite and quartz. A small proportion of Al 2O3
may occur in an amorphous form and result in a small error in the amount of
calculated BA. A small number of negative BA numbers were reported.



CM Group considered product specification options, market demand and global trade
limitation for Metro. The economics of Metro’s bauxite was evaluated for both high
and low temperature Chinese refineries. The low temperature process yields a
significantly higher value due to the high total silica relative to the reactive silica.



Being a low temperature bauxite opens the market for Metro product to 82% of t he
current Chinese merchant refinery capacity and increases the potential customer
base from only 3 to 9.



It is assumed that the bauxite is treated in a Bayer process low temperature
Chinese refinery.
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Based on Metro’s indicative bauxite specifications, Metro has obtained third party
estimates for the pricing of the Bauxite Hills project bauxite. This pricing is in line
with other bauxite products around the world with similar indicative specifications.



Pit and stage designs are produced on the basis of batters at angle of repose and
the mined out pit will be back-filled by the overburden.



Detailed batter design or geotechnical assessment is not required due to the very
shallow nature of the deposit, cutting of the batters at the angle of repose and pit
wall standoffs.

Ore Reserves
The Bauxite Hills Ore Reserve (comprising the BH1 and BH6 deposits) reported in
accordance with the JORC Code (2012) is summarised Table 12.
Table 12: Bauxite Hills DSO Ore Reserve Estimate (ROM @ 10% Moisture)
Reserve

Dry In-situ

Category

Tonnes (Mt)

1

Total

THA2

Total

RxSi3

Al2O3

(%)

SiO2

(%)

(%)

(%)

Proved

41.8

50.7

38.6

10.9

6.3

Probable

6.4

49.3

36.8

13.4

6.9

Total

48.2

50.2

38.4

11.2

6.4

Note:
¹ For BH1 and BH6 the tonnages are calculated using a bulk density that was modelled from the results of 37 Sonic
Holes.
2

THA is trihydrate available alumina (gibbsite alumina + kaolinite alumina – low temperature desilication product

(DSP) alumina) at 150 0 C.
3

RxSi is reactive silica at 150 0 C.

The Ore Reserve is based on:


Mineralised zones defined by grades ≥45% total Al 2O3 and ≤8% RSiO 2.



Adoption of conventional open cut mining using FELs and trucks for hauling.



No drilling or blasting however some ripping may be required.



Equipment selection based on recognised earth-moving equipment utilised in mining
operations across Australia and internationally



ML boundaries given a 50 m clearance offset to allow for adequate haulage space
and environmental buffers.



A 100 m clearance off-set was applied to designated Areas of State Environmental
Significance.



Dilution of 0.1 m from top horizon and geological losses of 0.1 m at the roof and
0.1 m floor of the bauxite interval.

Xstract considers the methodology and process used to estimate the Ore Reserve to be
acceptable and in line the JORC Code (2012) guidelines
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Mining operations
Conditions impacting on mining
Mining of the Bauxite Hills Project will only occur during an 8 month period, from April to
November each year, as the wet season is likely to make operations less efficient.
Clear and grub activities are scheduled to occur on an annual basis to allow for mining
operations occurring in that year.
Mine design and scheduling strategies
Mining operations will commence with the establishment of full road systems to allow for
the deposit to be developed. The current schedule relies on mining from an area identified
as BH6 for an initial period of 2 years before mining is moved over to area BH1. Once BH1
has been mined out (Year 9), mining will again move back to BH6.
On average Total Al 2O3 for the area BH1 is 51.35%, while area BH6 averages 49.57%.
Mining equipment
Mining equipment currently proposed for mining the Bauxite Hills deposit has successfully
been used in mining operations across Australia in similar types of mining operations. The
mining fleet will be supplied by the mining contractor and will incur no major up front
capital cost to the company.
Productivity
Metro’s LoM production profile has been used to calculate fleet requirements for the mine.
Discount factors utilised to represent down time and availability are in line with industry
standards for the fleet being considered.

Infrastructure and services
Construction of all infrastructure will be required as there is currently none in place.
Roads


Metro’s proposed haul road runs from the mine site to a to-be-constructed conveyor
and associated barge loading facility (“BLF”) where the material will be transfe rred
onto barges to be carried to the offshore ship loading facility (“SLF”) in the Gulf of
Carpentaria for export.



The haul road covers a distance of approximately 12 km and includes two creek
crossings.



Roads are to be constructed out of bauxite by the chosen mining contractor. Bauxite
has proved to be ideal road making material.

Mine infrastructure area
The MIA and major earth works are to be completed by the engaged mining contractor.
Key specifications of the required facilities have been placed with the contractor parties as
part of the delivery process and include:


Product stockpile area clearing and preparation



Workshop clearing, building and appropriate tooling



Laydown area clearing and preparation including spillage containment



Fuel Farm clearing and setup inclusive of bunding and drainage



Second Supplementary Target’s Statement – Independent Expert’s Report

15 April 2016

42

143

Technical
| Thornton
Grant Thornton
Corporate
Finance
Pty Ltd
Technical
Reportreport
| Grant
Corporate
Finance Pty
Ltd



Demountable site offices, crib huts and restroom facilities



Camp facilities, which are to cater for 102 people.

43

Port and trans -shipment
Metro’s proposed stand-alone port and transhipment operation comprises:


Transhipment barges to transfer the ore from a newly constructed port to ocean
going vessels.



An out-loading berth to facilitate the loading of product onto the transhipment
barges.



A logistics barge facility, in order to support both the project logistics of the mine
construction and the operational logistics during the operational phase of the mine.
This logistics barge facility will consist of a barge ramp for roll on/roll off (RoRo)
cargo operations.



BLF will be required to operate at 1,500 tph in order to meet production of up to
5 Mtpa.



Metro has entered into an agreement with BTS to perform the transhipment
operation.



Metro proposes to charter Supramax bulk carriers with an estimated capacity of
55,000 t. However, depending on ship availability and the freight market, Metro will
also consider Handymax and Panamax vessels.



In order to meet nameplate capacity of the mine, Metro is required to load
approximately 39 Supramax vessels over the operating season, equating to
approximately 1 Supramax vessel per week.

Key risks and opportunities
Xstract assesses the risks and opportunities for Bauxite Hills as follows:
Risks
PFS Documentation:
Metro’s pre-feasibility study document comprises updates and
additions to the 2 Mtpa DFS report completed in November 2015. With the updated report
identified as a pre-feasibility study it is understood that some aspects remaining to be
finalised.
Environmental approvals: Metro’s EIS is currently being assessed by the State
Government for approval. While Xstract anticipates that the EIS will be ultimately
approved, the associated conditions with grant remain unknown.
Infrastructure development: Development of the project requires the construction of
both a haul road and conveyor which pass through environmentally sensitive areas
vegetated by mangroves. This may delay EIS approval.
Bauxite seam characteristics: The thickness of the bauxite profile is regarded to be thin
in comparison to other bauxite mines. This will impact upon mining loss/dilution, in
particular mining dilution at the bottom of the defined bauxite horizon. Metro have
however considered the following factors for loss and dilution:


The maximum allowed ore loss along the ore/waste contact boundary is 100mm on
the Ore roof and 200mm on the floor



The maximum allowed ore loss along the pit edges is 200mm
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The maximum allowed ore dilution along the ore/waste contact boundary is 100mm
on the Ore roof and 50mm on the Ore floor, and



The maximum allowed ore dilution along the pit edges is 250mm

44

Continued grade control drilling throughout the mining cycle is critical to allow for a better
definition of the roof and floor characteristics of the deposit.
Haul Road development: Haul roads from BH1 in particular pass over various
watercourses and will require the installation of appropriate flood mitigation measures. In
addition, secondary haul roads are also planned to pass through areas currently held by
Gulf, with no access agreement currently in place.
Project delivery: Metro’s EA application is less advanced than Gulf’s by approximately 4
months. EIS approval and granting of MLs and both State and Commonwealth
environmental authorities (plus secondary permitting) are required in order for Metro to
commence construction by January 2017 and enter production by August/September 2017.
Confidence in the Mineral Resource: The definition of the Mineral Resource is based on
drill hole spacing that is wider than other similar bauxite Mineral Resources in the region.
In particular, local variations in thickness over distances of less than 80 m have not been
investigated and will have either a positive or negative impact on the quantity and quality
of the bauxite.
Capital Cost Estimates: Capital costs have been relatively well detailed however full
detail is not available for the MIA area and capital overruns could occur.
Blending strategy: No blending is currently proposed by Metro. Should the quality not
meet client expectations there is potential for discounted sales prices resulting in lower
revenue, although there may also be occasions when quality exceeds client expectation
which will have the potential for increased sales prices resulting in higher revenue.
Securing project funding: Project development involves a capital investment requiring
Metro to raise additional funding. Metro is required to source sufficient project funding to
achieve the planned production time frames.
Opportunities
Infrastructure sharing agreement: There may be an opportunity for Metro to enter into
an agreement with Gulf regarding access to the existing airport, haul road and port
infrastructure, resulting in low capital expenditure, improved approvals timeframes but
higher operating costs.
Resources outside of the current LOM: In addition to the resources included in the
current production schedule, Metro has delineated a number of other resource areas in
proximity to the main Bauxite Hills Project area, namely BH2, BH3 and BH4 which lie to the
south of the proposed mining area and are not currently included in the LOM schedule.
Bauxite exploration potential: In addition to the defined mineral resources, Metro holds
a large number of EPMs in the Cape York area offering reasonable potential for the
delineation of additional bauxite mineralisation, provided agreements can be negotiated
with Native Title Parties.
Kaolin exploration potential: Metro’s tenements have not been adequately tested for
kaolin potential. However, Xstract notes that currently Metro MLAs do not provide the
right to kaolin and an amendment would be required in order for Metro to explore, develop
or extract kaolin.
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Production scenario – Bauxite Hills stand-alone
Xstract has reviewed Metro’s production projections as a basis for valuation. In
determining the appropriate parameters for valuation, Xstract has considered the
assessments that might be made by a willing, knowledgeable and prudent buyer in
assessing the value of the Bauxite Hills Project. Xstract’s findings are presented below.
The basis of the financial model is the 4 Mtpa production schedule as provided by Metro. As
at the date of valuation, the 4 Mtpa option has been completed to a Pre -feasibility level of
study. It is Xstract’s view that sufficient work has been completed by Metro during the DFS
phase, targeting 2 Mtpa, to suggest that the inputs to the 4 Mtpa case are within
acceptable limits of error. The financial model provided to Xstract addresses all facets of
the mining cycle for the entire 14 year mine life. The method of reduction to the production
profile has been to reduce the number of years of mining to match the Ore Reserve with
the understanding that the Inferred Resources (i.e. not available for financial analysis in
the production schedule) are valued in the Valuation section of this report.
Xstract notes that whilst it considered a 5 Mtpa scenario, for which Metro has submitted
approvals to the relevant authorities, for assessment of the standalone and combined
production cases, ultimately this was not adopted given:


the level of information available within the current study documents,



the requirement for the appropriate level of study for the potentially required
additional capital and operating expenditure to move from a 4 to 5 Mtpa operation
(which is perceived to be more complicated relative to the transition from 2 to
4 Mtpa, which only requires the inclusion of a night shift), and



Both Gulf and Metro studies at 5Mtpa and 4 Mtpa respectively are based on
completed studies as opposed to a financial model only.

Table 13 summarises the mine production forecast schedule as well as the bauxite
production. Note that Xstract has not carried out a detailed mine plan of the Bauxite Hills
project to obtain the quantity and quality profile shown in Table 13.
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%

%

RxSi

Total SiO2%,

%

THA

13.29

6.58

38.84

49.92

%

Total Al2O3

103

641

1

0.16

kt

kt

Units

Waste:Ore

Waste

Mined

Material

Mined

Parameter

13.66

6.81

38.11

49.51

0.15

298

1,943

2

8.85

5.93

38.84

52.04

0.07

271

3,960

3

9.10

5.59

39.51

51.85

0.08

319

3,960

4

Table 13: Financial model production forecast
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9.57

5.65

40.26

51.75

0.08

326

3,960

5

10.29

5.89

40.56

51.58

0.07

297

3,960

6

10.32

6.25

40.02

51.12

0.10

399

3,960

7

8.38

6.10

38.89

49.93

0.12

456

3,960

8

9.57

6.63

37.09

51.05

0.15

599

3,960

9

13.55

6.62

37.06

49.72

0.09

374

3,960

10

13.61

6.71

37.75

49.86

0.11

430

3,960

11

13.54

7.02

37.08

49.32

0.16

627

3,960

12

Operating Years

12.36

6.93

36.90

49.54

0.13

523

3,960

13

13.85

7.01

36.84

49.33

-

0

2,156

14

11.11

6.36

38.45

50.59

0.10

5,022

48,300

Total
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Costs
Capital expenditure – mining
Metro’s current estimates for owner mining capital expenditure is limited for Bauxite Hills
as these are expected to be carried out by recognised mining contractors who will supply
their own fleet of equipment. Contractor mobilisation is the major item that can be
attributed to mining capital expenditure.
Capital expenditure – infrastructure
Metro’s capital expenditure for Bauxite Hills is estimated at AUD40.1 M to commence
operations. Capital costs have been split into high level areas with detailed costings within
each area. A 15% contingency has been added to each high level area for Capital
consideration.
Major items/areas considered include the workshops, haul roads camp build, RoM stacker,
water bores and a Barge Loading facility. Additional items considered are navigational aids,
cyclone moorings, communications, fuel facilities, bulk excavations, water treatment
facilities, sewerage and electrical and water reticulation. Ongoing Capex has been included
over the life of the project to allow for the replacement of key equipment.
In Xstract’s opinion, there is sufficient detail available within the supplied documentation to
quantify the start-up cost estimates to install all required infrastructure. Xstract note that
while this sum appears comparatively low relative to Gulf’s proposed capital expenditure,
Gulf’s production profile exceeds Metro’s profile by some 25% per annum, which would
carry with it additional costs for larger scale infrastructure. Both operations have allowed
approximately AUD0.80 to 0.85/t DSO in capital expenditure, which Xstract considers to be
reasonable.
Bauxite Hills has made no allowance for asset sales once mining operations have cease d.
Operating expenditure
Mine operating costs used by Metro in its estimate of mine operating costs were based on
first principles with costs from mining contractors in response to a supplied production
schedule used as a comparison. Four quotes were received by Metro from recognised
mining contractors with the overall figures adopted in the Company’s financial analysis
slightly higher than those received from the contractors.
Operating costs have been considered under the following areas, mining, barging and
transhipment, owner’s costs, fuel and royalties.
Xstract has benchmarked these costs against other similar operations and considers the
estimates to be broadly appropriate.

Environmental and community issues
Existing environmental values and liabiliti es
The existing environmental values and liabilities can be summarised as:
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Due to the project’s proximity to the Skardon River, flood modelling has been
undertaken as part of the EIS process up to and including the Probable Maximal
Flood levels, and the vast majority of the Project footprint is outside any potential
flood extents. The haul road crossings and Roll On Roll Off (RORO) barge facility are
within identified flood areas, and are being designed to be inundated (RORO) or to
overflow (haul road crossings) in these events. Natural surface water flow during the
wet season is expected to occur, as it does for all areas in Cape York, which is
different to flooding and in an area subject to flooding during the wet season .



Marine ecology in the area include sea grass and mangroves



Barging activities can occur for a range of tide levels, excepting that immediately
around the low tide.

In summary environmental liabilities are unlikely to be material and the environmental
constraints and values of material importance are restricted barging activity and
consideration of sea-grass habitat.
Approvals status and key issues


In September 2015, EHP informed Metro the Project required an EIS. Metro received
the final terms of reference for the EIS in February 2016.



Metro announced on 11 April 2016 that it had submitted an EIS for approval for up
to 5 Mtpa DSO mining and transhipment operation. On the 12 May 2016 Metro
announced that the EIS for the Bauxite Hills project had been accepted for public
submissions by EHP.



Bed-levelling and dredging is a key concern of EHP and as such, the main driver for
Metro to identify a location for the barge loading facility that requires no bed
levelling or dredging. The proposed BLF location is in deep water, but requires a 550
metre conveyor system.



Metro expects the EIS process to be completed by Q4 2016.



On this basis Metro expects to finalise the Environmental Authority and obtain the
Mining Lease by Q1 2017, with production planned to commence by Q3 2017.

In summary, while progress has been made in
environmental approval has not yet been obtained.

the

approvals

process,

the

key

Environmental issues
Key environmental issues of relevance to the Bauxite Hills Project include:


Impact on Skardon River ecology such as the sea grass but should be limited as
Metro’s development and transhipment proposal does not include bed levelling of
the river



Disturbance of mangrove swamps is currently envisaged in order to install a
conveyor for port access and ship loading. Whilst this should be limited to a small
area Metro considers that it is able to use offsetting in order to satisfy any
environmental concerns.



Haul roads connecting the bauxite deposits to the proposed port site will be required
to cross a number of creeks and watercourses and disturb mangrove areas, as well
as being in general proximity to a number of designated environmentally sensitive
areas.

In summary, Xstract notes that there are a number of environmental issues which are
addressed in Metro’s recently submitted EIS.
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Approvals timetable
Metro submitted its draft EIS to EHP on 11 April 2016 for assessment. On the 12 May 2016
Metro announced that the EIS for the Bauxite Hills project had been accepted for public
submissions by EHP.
Metro expects Ministerial sign-off to take 30 business days. This means that the next stage
of ML approval can only start in mid-November 2016.
A further 35 days is expected for the final approval of the MLs. On this basis, Metro
considers that development can only start to take place beginning February 2017 and
mining in August 2017.
Xstract notes that the current timetable is based on there being no delays in the process
such as relevant parties objecting in some way to the draft EA.
In Xstract’s opinion, Metro’s proposed timetable is optimistic and could experience delays
both at a State and Commonwealth level, as well as through the securement of secondary
permitting. As such, Xstract recommends Grant Thornton incorporates some sensitivity in
its cashflow modelling to account for potential delays in the project start-up.
Mine closure, rehabilitation and financial assurance
Mine closure planning has not yet commenced.
A Final Land Use and Rehabilitation Plan (FLURP) is likely to be a condition of the
Environmental Authority. Financial Assurance will also be required. The cost for
implementation of the FLURP is anticipated to be approximately equivalent to the Fina ncial
Assurance for the Project (at maximum disturbance).
A Financial Assurance/rehabilitation estimate of AUD50 M was calculated in the Bauxite
Hills 4 Mtpa PFS financial model. The estimate is based on a total disturbance of 39 million
square metres and a cost rate of $1.29/m 2. This allowance is included in the financial
model to cover rehabilitation as an ongoing operating cost for the duration of operations.
This allowance appears to be a reasonable preliminary estimate of likely rehabilitation
costs for the project.

Combined Skardon River – Bauxite Hills
Both Gulf and Metro recognise the Skardon River and Bauxite Hills development and
exploration assets are highly complementary providing a strong commercial rationale for a
combination of these assets in order to enhance scale and flexibility, share infrastructure
and costs, achieve an improved revenue stream, provide greater capital efficiency, reduce
operating costs, diminish overall environmental impact, realise operational synergies, and
lessen project technical risk.
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Figure 3: Combined Skardon River - Bauxite Hills Project

Source: Metro Supplementary Bidders Statement

In accordance with our mandate, Xstract has considered a combination of the Skardon
River and Bauxite Hills projects, based on a review of the available technical data. Xstract
notes that despite these projects being located immediately adjacent to one another and
potentially developing the same bauxite plateau, this was not a simple exercise given key
differences in:


the material assumptions underpinning each Project



the resource estimation methodology inhibiting reconciliation between the models



proposed operating philosophy (i.e.
consistency of product, etc.)



perceptions of level of technical studies and implied levels of confidence in project
costings

number of mining fronts, blending strategy,
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51

status with regard to Environmental Authorisations, other approvals and permits and
Native Title holder negotiations

Production case
Considering the factors listed in the stand alone cases for each project, Xstract has
developed a conceptual Production Case for a combined Bauxite Hills – Skardon River
Project. The Production Case is a projection of the mining and transhipment tonnages,
grades and costs. The Production Case is provided to Grant Thornton for the consideration
of value. Xstract has prepared its Production Case for the Combined Project based on
information provided by Gulf and Metro as well as its own experience with similar mining
operations.
Given the time constrained nature of this engagement, Xstract’s approach in assessing the
combined scenario, has been to combine the production schedules for Ore Reserves
provided by each party in a subjectively determined sequence. Xstract note that this is a
superficial treatment of the project schedule than would be adopted if more time were
available. In order to accurately understand the combined project requires amalgamation
of the drill hole datasets, with geological modelling of the entire deposit on an agre ed basis
followed by selection of the ore zones and sequencing of these zones based on value and
other factors such as approvals timeframes. As such, Xstract’s production schedule is an
indicative, rather than definitive, assessment of how the combined projects may be
developed and sequenced.
Xstract’s Production Case is based on an 8.5 Mtpa DSO mining and transhipment operation .
Key components of Xstract’s Production Case include:


Total production for the 8.5 Mtpa operation is forecast at 95.9 Mt over a t otal mine
life of 13 years.



Existing haul road and port infrastructure held by Gulf would be upgraded and
expanded to accommodate increased truck and barge traffic numbers over and
above those currently envisaged by either party.



Mining is to be conducted using FELs and road train trucks from various mining front
along multiple faces. Mining is expected to initially commence in the Gulf held
mining areas for 3 years, thereafter mining has been split between the two existing
mine plans to achieve 8.5 Mtpa for a period of 10 years.



Ore production is forecast to commence in the cashflow model with 2.9 Mt produced
in the first year ramping up to 3.0 Mt in the second year, 5.0 Mt in the third year
and 8.5 Mt in the fourth year. Production is to be sustained at 8.5 Mtpa thereafter.



Xstract recommend that Grant Thornton consider a sensitivity analysis based on the
potential for the operation to achieve 8.5 Mtpa of production a year earlier than
scheduled.



Xstract note that the removal of boundary pillars between the two operations could
result in some 3 Mt becoming available for mining. This additional tonnage has not
been considered as part of the production model at this stage as neither operation
considers this to be part of the respective Ore Reserves.



It is expected that following the granting of the Environmental Authority, the
combined entity would seek and be granted approval for the increase of throughput
from a combined Barge Loading Facility.



Mine production and transhipment are based on a 24 hour per day operation over a
9 month dry season.
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Both mining and transhipment are to be performed by contractors.



The increased capital costs associated with upgrading and expanding the existing
infrastructure are estimated at AUD23 M, based on a high level revision of supplied
contractor quotes from the Gulf project. The existing infrastructure in the Gulf
project area, specifically the gazetted Port of Skardon River, makes the use of the
Gulf Capital estimate the logical estimate to use as the basis for the combined, and
expanded, project. This revision takes cognisance of the need to increase capacity in
certain areas and the requirement for redesign to achieve this. This has been
considered as follows:
o

Detail Ready Design, Project Schedule and Cost – AUD0.600 M

o

Preliminaries and General


Mobilisation –

AUD 0.682 M



Demobilisation –

AUD 0.422 M



Contract Management –

AUD 0.865 M

o

Engineering design –

AUD 2.435 M

o

Procurement and construction (All inclusive) –

AUD10.638 M

o

Construction camp and wharf offices –

AUD 3.458 M

o

Airstrip upgrade

AUD 2.000 M

o

Contingency (~10%) -

AUD 1.900 M



Ongoing capex of approximately AUD1.2 M should be considered for this combined
scenario to cover costs for major item replacement throughout the life of the
operation. This equates to approximately AUD 0.14/t DSO and is similar to the value
used by Gulf in their financial model.



Rehabilitation costs for the project are based on the AUD0.20/t DSO as per the cost
used in the Skardon River standalone scenario.



Operating costs are estimated at AUD17.21/t DSO ore excluding royalties, based on
the supplied contractor quotes from the Gulf cost estimate, these unit costs are
lower than the individual projects and can be attributed to economies of scale.



Xstract note that an increased scope of work to an 8.5 Mtpa operation, up from a
5 Mtpa operation, by a mining contractor could potentially reduce the operating
costs originally supplied due to the contractor’s economies of scale.



Potential revenue from asset sales at the end of mining operations should be
considered in the combined financial model in line with the assessment method
employed in the Skardon River project model. This value is calculated by subtracting
the sum of the annual depreciations from the sum of capital expenditure, including
sustaining capex.
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Table 14: Xstract production schedule for Combined Skardon River and Bauxite Hills projects

2,022

2,891

1

0.85

2,543

3,000

2

50.90

0.48

2,406

5,000

3

40.45

50.49

0.35

3,014

8,500

4

12.29

40.39

49.99

0.36

3,032

8,500

5

6.45

12.73

39.94

50.33

0.49

4,153

8,500

6

6.22

12.18

40.22

50.33

0.51

4,363

8,500

7

6.33

12.90

38.72

49.60

0.49

4,149

8,500

8

6.29

12.00

39.09

49.52

0.48

4,119

8,500

9

6.55

13.05

38.94

49.75

0.41

3,519

8,500

10

6.68

15.05

38.08

49.11

0.37

3,162

8,500

11

6.55

14.13

39.26

49.95

0.35

3,000

8,500

12

6.59

13.79

38.81

49.46

0.35

3,000

8,500

13

6.34

13.16

39.67

49.99

0.44

42,482

95,891

Total

Operating years
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51.20

41.50

12.35

6.33

Units

51.20
42.30
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Infrastructure and services


Existing infrastructure needs to be enlarged to account for additional 3.5 Mtpa
(beyond the currently sought 5 Mtpa) and upgraded for deterioration.



Depending on the type of truck used, an upgrade of the existing haul road is
considered sufficient. Current road design has not been advanced to a stage that
traffic volumes are able to be accurately forecast, however Xstract expects that the
combined entity would upgrade existing roads capable of support the proposed mine
plan.



Third party camp facilities would need to be upgraded to accommodate additional
staff and future operations are likely to benefit from a single mining contractor.



Additional capital expenditure would be required to expand the existing port
facilities to accommodate the loading of additional barges concurrently in order to
meet the same high tide window.



Expansion of the existing operations is likely to minimise the project footprint and
diminish the environmental impact of both the mining and transhipment operations.

Key risks and opport unities
Xstract assesses the risks and opportunities for combined Bauxite Hills and Skardon River
projects as follows:
Risks


No detailed study completed to date justifying the combined case. In order to
properly assess, integrated Resource and reserve modelling, mine and infrastructure
planning are required.



Resource and Reserve estimates completed to date have been prepared
independently and are markedly different. Whilst the reported tonnages and grade
are likely to be sufficient at a global scale, they are unlikely to be appropriate for
mine planning purposes, exposing the combined project to increased technical risk.



While it is expected that an EA will be granted and that the combined entity would
seek and be granted approval for the increase of throughput from a combined Barge
Loading Facility, this does remain an outstanding activity.

Opportunities
Increased likelihood of project development
Simplified stakeholder engagement through single
community, Government and Native Title Representatives

point

of

negotiation

with

Capital Efficiencies associated with improved economies of scale resulting from either a
longer life project or higher production rates. Capital considered in the Metro scenario for
marine areas including BLF and MIA infrastructure would not be required, however a
portion of this would be required to expand the Gulf facilities to allow for the increase in
DSO production.
Greater Reserve position providing flexibility to either increase life of mine or annual
production rate
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Mining: Improved mining schedule across combined Reserve potentially reducing haulage
costs as greater selectivity regarding potential mining areas would be available. A single
contractor is more likely to supply a lower cost for mining based on economies of scale.
Greater potential for multiple mining fronts providing opportunities for improved
product consistency
Diversified customer base given current agreements in place with both Nanshan and
Xinfa
Greater co-ordination of material movements and transhipment, especially at the
port and through the Skardon River mouth
Reduced project footprint resulting in fewer approvals required
Boundary pillars no longer in effect: Potential to extract additional tonnes previously
located within boundary offset zones.
Marketing: Stronger negotiating position for bauxite sales (Gulf and Metro not in
competition and greater tonnages appeal to off takers)
Operating costs: Stronger negotiating position with contractors and other service
providers
Project financing: improved financing capability and terms
Operations: operational management and workforce efficiencies as well as a consolidation
of corporate/head office costs.
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Exploration properties
Gulf – Bauxite
Gulf holds tenure over five granted EPMs and a single EPM application covering a combined
area of approximately 630 km 2 in the Cape York region. In addition, Gulf holds an
Exploration Licence application covering some 314 km 2 in the Northern Territory as shown
in Figure 4 below. Details of these tenements and associated exploration history as
summarised in Table 15.
Figure 4: Skardon River exploration tenements

Source: Gulf Alumina
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Number

EPM 14633

EPM 14634

EPM 16753

Name

Merapah West

Merapah East

Jackson River

60 subblk

13 subblk

46 subblk

(km2)

Area

25/10/10

9/11/06

9/11/06

Grant Date

24/10/17

8/11/16

8/11/16

Expiry date

Table 15: Summary of Gulf’s bauxite exploration tenements
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Early

Early

Early

Stage

Development

Resource/



deposit.

grades of commercial interest.

samples collected confirming alumina

reconnaissance in 2012 during which grab

Exploration by Gulf limited to

B4 area cover material portion of EPM.

Environmental Sensitive Areas and Category

Registered Native Title Claim,

reasonable potential for large bauxite

reporting purposes.


auger drilling. Considered to offer

– not suitable for public

EPM historically explored by geophysics and

associated grade range

lodged


Application to reduce by 40 subblocks

tonnage range but no



Exploration Target

High level estimate of

proposed once access approved.

access on-going, with aircore drilling

possible in recent years. Negotiation for

traditional owners and no ground work

which bauxite observed. Access denied by

limited to reconnaissance in 2008 during

offer good potential. Exploration by Gulf

Permits historically explored. Considered to

across both EPMs.

subblocks and EPM 14634 by 11 subblocks.


Application to reduce EPM 14633 by 17

& 7-12% SiO2 spread



Comment

10 Mt @ 50-56% Al2O3

Exploration Target of 5-

Exploration Target
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Bamaga

Channel

Skardon River

EPM 16754

EPM 18384

EPM 16755

Skardon River

North

Number

Name

51 subblk

13 subblk

13 subblk

2

(km )

Area

17/12/14

17/09/13

Grant Date
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16/12/19

16/09/18

Expiry date

Early

Very Early

Very early

Stage

Development

None

None

None

Exploration Target

Resource/
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southeast portions of EPM.

Aircore drilling proposed in east and

MLAs and Gulf’s MLs.

immediately north and northeast of Metro’s

confirm the presence of bauxite but located

No field reconnaissance work completed to

negotiations underway.

No access agreement agreed but currently

Gulf restricted to literature search.

only limited results available. Exploration by

Previous bauxite exploration carried out but

18% of EPM available for exploration.

environmentally sensitive areas with only

Aboriginal Freehold Land), Native Title and

freehold land ownership (entirely within

Several restrictions on exploration include

confirm the presence of bauxite

No field reconnaissance work completed to

negotiations underway.

No access agreement agreed but currently

geophysical surveys available

the results of aeromagnetic/radiometric

Virtually no exploration previously, with only

environmentally sensitive areas.

Aboriginal Freehold Land), Native Title and

freehold land ownership (entirely within

Several restrictions on exploration including

Gulf

Application – no recorded exploration activity by



















Comment
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160

ELA 15985

Marchinbar

Total

Territory)

(Northern

Number

Name

98 blk

(km2)

Area

Grant Date

Technical report | Grant Thornton Corporate Finance Pty Ltd

-

Expiry date
-

Stage

Development

Resource/
None

Exploration Target
Gulf

Application – no recorded exploration activity by

Comment
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Metro – Bauxite
Metro Mining hold tenure over nine ML applications and 13 EPMs in the Cape York region
through subsidiary companies Aldago Pty Ltd (99% share) and Cape Alumina Ltd. In
addition, Metro Mining hold two granted EPM’s located west of Bundaberg in Central
Queensland.
The location of the Cape York tenements are illustrated in the Figure 5 below.
Figure 5: Location of Metro’s bauxite tenements in Cape York

Source: Metro
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Royalty stream
Metro sold its Hey Point tenements (EPM 15054 and MLA 20611), which hold an Inferred
Resource of 3.4 Mt to Green Coast Resources Pty Ltd in June 2013. This sale includes the
right of Metro to receive total royalties of 3 to 4 per cent of future gross sales proceeds on
all bauxite sold from the Hey Point Tenements. Metro anticipate that this Inferred Resource
has the potential to yield 2.5 Mt of beneficiated Bauxite on a dry-product basis at average
beneficiated grade of 55.3% Alumina (Al 2O3) and 9.8% Silica (SiO 2). Production to date
from the tenement has been 100,000 tonnes.
For valuation purposes, Xstract recommends that Grant Thornton adopts a production
profile of 100,000 tpa.
Projects with mining lease applications


In addition to the Bauxite Hills project, Metro holds five MLA’s under Cape Alumina
Ltd and Aldoga Minerals Pty Ltd. All MLA’s are for the purpose of bauxite mining and
can be considered to be pre-development projects as defined by the VALMIN Code.
Collectively these MLA’s cover a total area of 22,398 ha.



While they all contain JORC Code compliant Resources, they are less advanced than
the Bauxite Hills Project discussed previously.



The Bauxite Hills 2 tenement excluded from the main Bauxite Hills Project is listed
with these other projects.

Exploration permits
Through Cape Alumina Limited, Metro also holds a 100% interest in 14 granted EPMs and 5
EPM applications with a total area of approximately 2,115 km 2 in western Cape York.
In addition, Metro also holds a 100% interest in two granted EPM’s comprising the Central
Queensland bauxite project.
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South

Pisolite Hills

Central

EPM 15376
EPM 17499
MLA 20612
EPM 15984

Ducie River

Eucid

Port Musgrave

Port Musgrave

EPM 14547
EPM 15278
EPM 15277

Pisolite Hills

Pisolite Hills North

Pisolite Hills South
EPMA 25879

MLA 20574

Pisolite Hills 3

Southern Cape York

MLA 20573

EPM 15012

Mapoon

Pisolite Hills 2

EPM 15173

Duyfken Point

MLA 20572

EPMA 25877

Central Cape York

Pisolite Hills 1

EPMA 15985

Penefather

EPM 16899

EPMA 26144

Skardon West

Skardon River

MLA 20687

EPM 15375

Vrilya

Bauxite Hills 2

EPM 15374

Dulhunty

Bauxite Hills

EPMA 25878

Northern Cape York

North

Number

Name

Project Area

271

66

175

158

38.86

32.08

123.11

46

53

165

149

46

13

10.50

13

96

26

16.47

175

109

284

(km2)

Area

Application

(22/12/16)

(28/9/19)

(19/4/21)

Application

Application

Application

(30/11/19)

(23/2/19)

Application

Application

(16/12/19)

(23/2/19)

Application

(30/10/17

(29/9/19)

Application

Application

(21/10/18)

(21/9/18)

Application

Expiry

Mining lease application MLA20687

Al2O3 and 12.3% (SiO2), 7.5% (RxSi).

Early

Early

Early

Mining lease application MLA20573

Mining lease application MLA20572

88.9 Mt, dry-product basis at average beneficiated grade of 53.1%
29.3 Mt Inferred
Early

134.6 Mt of in-situ bauxite at Pisolite Hills to yield a Resource of

Mining lease application MLA20612

on a dry-product basis

Indicated Average in-situ grade of 41.7 % (THA) and 7.5 % (RxSi)

(2012)

Resource has been estimated in accordance with guidelines in JORC

An 11.7 Mt (49.1% total Al2O3, 15.7% total SiO2) DSO Indicated

Comment

39.5 Mt Indicated

Early

Early

Early

Early

Early

Early

2.2 Mt

Early

Early

Early

Advance

Early

Early

Early

Resource

20.1 Mt Measured

Table 16: Summary of Metro’s regional bauxite tenements in Cape York
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163

164
EPM 15269
EPM 15263
EPM 15077

Aurukun North

North Coconut

Worbody

Total

Number

Name
Area

2,115

50

40

182

(km2)

(16/9/18)

(29/4/17)

(3/2/18)

Expiry

Early

Early

Early

Resource

EPM 15848

EPM 18281

Toondoon

Auburn

Total

Number

Name

81

64

17

(km2)

Area

(15/12/16)

(22/5/18)

Expiry

Early

Early

development

Stage of

Comment

Comment

Granted, minimal exploration conducted to date

Granted, minimal exploration conducted to date

Table 17: Summary of Metro’s regional bauxite exploration leases in Central Queensland

Project Area
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Metro – Coal
Metro also holds a significant tenement package in the northern end of the Surat Basin in
south east Queensland, where it previously delineated total thermal coal resources in
excess of 3.3 billion tonnes within the Kogan and Macallister Upper seams of the Juandah
Coal Measures within the Jurassic Walloon Sub-group.
Figure 6: Location of the Metro Mining coal tenements

In 2013, and as a result of the prolonged downturn in the thermal coal market and delays
associated with the development of rail infrastructure in the Surat Basin, Metro elected to
cease exploration on its coal-oriented tenure.
In accordance with our mandate, Xstract has not considered these coal assets from a value
perspective. Xstract has discussed these coal assets with Grant Thornton and have been
advised that these are not considered to have material value due to their currently
stranded nature and in light of the current coal market.
Details of the tenements are briefly summarised in Table 18 below.
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Total

EPC 1166

Dalby West

EPC 1165

Metro Mining (100%)

Metro Mining (100%)

Metro Mining (49%)

Sinocoal Resources Pty Ltd (51%)

Metro Mining (49%)

Sinocoal Resources Pty Ltd (51%)

Bundi coal Project Pty Ltd (100%)

EPC 1609

MDL 3003

Bundi coal Project Pty Ltd (100%)

EPC 1251

Columboola

Bundi coal Project Pty Ltd (100%)

EPC 1164

Bundi

Principle Holder

Tenement

Project

Table 18: Summary of Metro coal tenements
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11/12/2017

11/12/2017

9/12/2017

Application

29/01/2017

16/09/2016

11/12/2017

Expiry
Size

147

81

504

n/a

15

57

387

(km2)

65

Advance

Advance

Advance

Advanced

Advance

Stage

26 Mt

26 Mt Probable

Reserves

3,328 Mt

156 Mt Inferred

520 Mt Inferred

847 Mt Inferred

247 Mt Indicated

proposed Bundi mining area is focused on the

JORC 2004 Resource estimate 12 May 2011

JORC 2004 Resource estimate 9 Dec 2011

1165, located near Miles, from 2007 to 2015

submitted after progressing exploration of EPC

underground mining. An MDL application has been

and Metro Mining. Thermal coal. Amenable to

Joint Venture between SinoCoal Resource Pty Ltd

proposed.

250 m below surface over 25 year life of mine was

producing an average 6.6 Mtpa between 100 and

group. A conceptual underground longwall mine

Coal measures of the mid Jurassic Walloon Sub-

seams within the resource are part of the Juandah

Hope Coal's proposed Elimatta Mine. The mineable

Wandoan Open Cut Mine development and New

Seams immediately south of Xstrata's proposed

down-dip extensions of the Kogan and Macalister

A Scoping Study was completed in 2012. The

151 Mt Indicated

Comment

1,411 Mt Inferred

Resources
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Bauxite Market and Relative Pricing
Xstract notes the following in relation to the bauxite industry:


Australia is the largest producer of bauxite in the world, accounting for around one third of global output. Indonesia is also a large bauxite producer, which until
recently exported much of this production.



Most bauxite that is mined within Australia is processed into alumina locally, but
with increasingly significant tonnages exported, primarily to China.



The major players in the industry are well established participants with long
standing mining operations and vertically integrated processing and refining
operations.



Contract sales of bauxite are largely based on terms that are kept confidential,
however movements in aluminium and alumina prices are indicative of price trends
in bauxite.



Third party bauxite trading is relatively new (approximately 10 years) with CM
Group’s Bauxite Index becoming increasingly used as a reference in commercial
agreements.



Indonesia’s ban on bauxite exports in January 2014 coupled with China’s depleting
domestic bauxite reserve base has resulted in a major void of gibbsitic bauxite on
global markets.



This has resulted in import based Chinese refineries becoming increasingly worried
about future supplies as existing third party capacity is not sufficient to fill this
void. Thus the country’s major refiners, including Weiqiao (Hongqiao), Xinfa and
Nanshan have been working to develop new global bauxite sources.



Given its geographical proximity, emerging Australian bauxite developers such as
Gulf and Metro are well placed to supply Chinese refineries.



International commodity forecasters CM Group and CRU estimate China’s bauxite
import requirements will grow strongly over the next decade, with CM Group
forecasting imports to rise from some 40 Mtpa (dry) in 2014 to 110 to 120 Mtpa
(dry) by 2024, with a commensurate rise in bauxite pricing, albeit with some short
to medium term volatility.



Key risks to this outlook include Indonesia recommencing bauxite exports, Chinese
technological development, and supply response from the global bauxite industry
(including low-cost Malaysian bauxite which has been increasingly used by China).

Regarding the relative pricing between the proposed products to be supplied by Gulf and
Metro, Xstract notes:
CBIX is a “value in use” CFR reference price for a standard gibbsitic bauxite (5% RxSiO 2,
10% moisture and 50% AAl 2O3) which is adjusted to account for differing product
specifications, origin, tonnage and likely processing cost. In order to estimate a current
bauxite pricing, the CBIX calculator only requires inputs for AAl 2O3, RSiO 2 and moisture.
Gulf claim to have a higher quality product relative to Metro and hence believe its products
should attract a premium price relative to those supplied by Metro. Whilst this is apparent
in the grade differentials between the stated Ore Reserves of either party, Xstract
considers it appropriate to adopt similar pricing for both Metro and Gulf products, given:



Second Supplementary Target’s Statement – Independent Expert’s Report

15 April 2016

66

167

Technical
Grant Thornton
Corporate
Finance
Pty Ltd
Technical
Reportreport
| Grant| Thornton
Corporate
Finance Pty
Ltd

67



In Xstract’s experience, commercial contracts are typically priced according to total
alumina and total silica, and whilst they take reactive silica and available alumina
into account these are not the only price drivers.



Metro’s resource/reserve has incorporated zones of high silica which has resulted in
an overall decrease in the available alumina.



Xstract’s perception that drilling supporting Gulf’s stated available alumina and
reactive silica values is too widely spaced to reliably predict overall grades.



Having adopted Gulf’s stated resources and reserves, and thus the mine schedule,
Xstract considers it appropriate to discount Gulf’s relative pricing and discount rate.

Valuation
In evaluating the current market value of both Gulf and Metro’s stated Mineral Resources
(outside of the mining schedule) and regional exploration potential, Xstract ha s adopted
the following valuation methods:


Yardstick value per tonne of DSO resource, and



Geoscientific rating for the exploration potential

While Xstract conducted a search for recent publicly available transactions and the trading
multiples of other Australian Securities Exchange (“ASX”) listed companies with Australian
DSO bauxite projects, we elected not to use these, given:


There is a general paucity of transactions involving either projects with defined
resources or offering exploration potential for DSO bauxite. Our search resulted in
two transactions being identified (Hey Point in January 2016 and Inverell in March
2016), however the implied value range was so large (ranging from AUD0.03/t to
+AUD1.80/t DSO) to be effectively meaningless.



In addition we considered the trading multiples of other junior bauxite producers
and explorers (namely, Australian Bauxite (ABX), Bauxite Resources (BAU), Iron
Mountain (IRM) and Queensland Bauxite (QBL)). However, we note that the
Enterprise value for ABX and QBL is negative and IRM holds significant interests in
projects for other commodities other than bauxite. Hence these companies were no
considered to be directly comparable.

Yardstick
Xstract has considered the yardstick method of valuation, under which specif ied
percentages of the spot price is used to assess the value. Commonly used yardstick factors
are:


Measured Resources:

2% to 5% of the spot price



Indicated Resources:

1% to 2% of the spot price



Inferred Resources:

0.5% to 1% of the spot price



Not in reported resource:

<0.5% of spot price

Gulf
On a stand-alone basis, the Skardon River Resources (on a diluted basis) that lie outside
the current mine plan are estimated at 12.65 Mt at an average grade of 13.35% SiO2,
46.11% Al 2O3, 5.69% RSiO 2 and 37.15% AAl 2O3. Given that Gulf has scheduled all its
available Reserve tonnes (in addition to a significant proportion of Inferred Resources),
Xstract considers these remnant resources reside within the Inferred category.
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Using the CBIX bauxite calculator and based on the above bauxite qualities the value in
use price is estimated at approximately USD31/t (CFR China). Xstract has adjusted the
price to AUD35.60/t (FOB Australia) using a USD4.30/t freight (based on Panamax from
Northern Australia to Qingdao, Shandong China) and an exchange rate of USD0.75 to the
AUD.
On this basis, the Yardstick assumptions are listed in Table 19.
Table 19: Xstract’s Yardstick assumptions
Percentage of spot
price
Yard Stick assumptions

Low

High

AUD/t

AUD/t

Measured

2.0%

5.0%

0.71

1.78

Indicated

1.0%

2.0%

0.36

0.71

Inferred

0.5%

1.0%

0.18

0.36

Given Xstract’s concerns regarding the classification of Gulf’s resources at Skardon River,
we have elected to assign the lower end of the implied value range to these resources to
account for the perceived higher risk. On this basis, Xstract estimates the market value of
Gulf’s 100% interest in the remnant resources (i.e. those lying outside the current mine
plan) to lie between AUD2.25 M and AUD 4.50 M, with a preferred value of AUD2.25 M.
Metro
On a stand-alone basis, the Bauxite Hills Resources (diluted basis) that lie outside the
current mine plan are estimated at 3.03 Mt at an average grade of 13.99% SiO 2, 45.76%
Al 2O3, 6.81% RSiO 2 and 33.94% AAl 2O3. Xstract considers these resources are likely to
reside within the Inferred category.
Using the CBIX bauxite calculator and based on the above bauxite qualities the va lue in
use price is estimated at approximately USD25/t (CFR China). Xstract has adjusted the
price to AUD27.60/t (FOB Australia) using USD4.30/t freight (based on Panamax from
Northern Australia to Qingdao, Shandong China) and an exchange rate of USD0.75 t o the
AUD.
On this basis, the Yardstick assumptions are listed in Table 20.
Table 20: Xstract’s Yardstick assumptions
Percentage of spot
price
Yard Stick assumptions

Low

High

AUD/t

AUD/t

Measured

2.0%

5.0%

0.55

1.38

Indicated

1.0%

2.0%

0.28

0.55

Inferred

0.5%

1.0%

0.14

0.28

Given Xstract’s concerns regarding the classification of these resources, we have elected to
assign the lower end of the implied value range to these resources to account for the
perceived higher risk. On this basis, Xstract estimates the market value of Metro’s 100%
interest in the remnant resources (i.e. those lying outside the current mine plan) to lie
between AUD0.42 M and AUD0.84 M, with a preferred value of AUD0.42 M.
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Metro also holds total (Indicated and Inferred) Resources of 17.7 Mt within its near -mine
tenement holdings at BH2, BH, BH4 and BH 5. Xstract has conducted a high level review of
these estimates and considers the classification to be appropriate. Xstract has adopted
pricing based on the CBIX calculator and the methodology outlined above. On this basis,
Xstract estimates the market value of Metro’s 100% interest in the near-mine resources to
lie between AUD4.85 M and AUD9.83 M, with a preferred value of AUD4.85 M as shown in
Table 21.
Table 21: Bauxite Hills – near mine resources
Bauxite Hills

Tonnage

BH2 - EPM 15376

Ducie River

BH4 - EPM 17499

Eucid

BH - EPM 15984
BH5 - EPM 16899

AUD/t

Low

High

(AUD)

(AUD)

Indicated

11.70 Mt

0.30-0.61

3.51 M

7.14 M

Inferred

2.00 Mt

0.14-0.28

0.28 M

0.56 M

Port Musgrave

Indicated

2.20 Mt

0.37-0.74

0.81 M

1.63 M

Skardon River

Inferred

1.80 Mt

0.14-0.28

0.25 M

0.50 M

Total

17.70 Mt

4.85 M

9.83 M

Exploration potential
In order to validate its valuation using precedent transaction data, Xstract has also used
the Geoscientific Rating Method to estimate the current market value of both Gulf and
Metro’s 100% interest in the exploration potential.
In summary, Xstract has considered the following technical aspects of each exploration
tenement:


Base Holding Cost (“BHC”) of AUD330/km2



The location of the tenement within a recognised bauxite province that contains the
Weipa, Arakun, Skardon River, Bauxite Hills and Pisolite Hills deposits relative
proximity of these exploration projects to these



The favourable regional geology.



Proximity to infrastructure



Apply factors to account for Native Title, environmental conditions and lack of
perceived exploration.

In forming its opinion on the market value, Xstract also considered the following:


The bauxite market price



The value of the Skardon River and Bauxite Hills Mineral Resources and Ore
Reserves have been separately assessed



Where ML applications are in place over granted EPMs (i.e. Pisolite Hills), the value
of the EPM has been assessed.



Given the current Government and community position with respect to development
of the Pisolite Hills Project and its relationship to the Steve Irwin Reserve, Xstract
has elected to value these tenements through the Geoscientific Rating method as we
consider the currently defined resources and reserves are unlikely to be developed
in the foreseeable future.
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Based on its analysis using the Geoscientific Rating Method, Xstract’s estimate of the
current market value of Gulf’s 100% interest in its regional exploration tenements in Cape
York lies in the range AUD0.33 M to AUD2.57 M, with a preferred value of AUD1.45 M as
outlined in Table 22.
Based on its analysis using the Geoscientific Rating Method, Xstract’s estimate of the
current market value of Metro’s 100% interest in its regional exploration tenements in
Cape York lies in the range AUD0.97 M to AUD5.90 M, with a preferred value of AUD3.44 M
as outlined in Table 23.
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Area

(km2)

6.6

152

43

198

43

43

168

EPM 18242

EPM 14633

EPM 14634

EPM 16753

EPM 16755

EPM 18384

EPMA 16754

ELA 15985

323

350

330

330

330

330

330

330

330

330

km2)

(AUD/

Northern Territory tenement

29.7

EPM 4068

Cape York tenements

Tenement

BHC

Off property

1-1.5
1-1.5
1-1.5
1-1.5
1-1.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

1-1.5

1-1.5

2-2.5

1-1.5

2-2.5

2-2.5

On property

2-2.5

2-2.5

Anomaly
1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

2-2.5

2-2.5

2-2.5

2-2.5

Geology
1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

Infrastructure
1-1.5

1-1.5

Native &

331,788

163,840

53,443

53,443

192,753

70,785

250,470

0.8

0.8

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

90,552

22,216

11,326

11,326

32,670

14,157

50,094

95,832

17,424

78,408

Low

328,173

573,024

299,911

95,560

95,560

352,836

127,413

450,846

66,140

297,629

Preferred

Grand Total

90,552

27,770

11,326

11,326

32,670

14,157

50,094

114,855

516,850

High

Application

232,341

1-1

0.5-0.8

0.5-0.8

0.5-0.8

0.5-0.8

0.5-0.8

0.5-0.8

17,424

78,408

Low

Current technical value (AUD)

Market

Regional Subtotal

0.8-1

0.5-0.8

0.8-1

0.8-1

0.5-0.8

0.5-0.8

0.5-0.8

Near Mine Subtotal

1-1.5

1-1.5

Environmental

172

Table 22: Geoscientific rating of Gulf’s near mine and regional bauxite exploration projects
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2,566,872

1,935,167

573,024

239,928

95,560

95,560

352,836

127,413

450,846

631,705

114,855

516,850

High

1,447,523

1,083,754

331,788

131,072

53,443

53,443

192,753

70,785

250,470

363,769

66,140

297,629

Preferred

Current market value (AUD)
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109

175

26

149

165

53

46

158

175

66

271

182

40

50

EPM 15374

EPM 15375

EPMA 26144

EPMA 15985

EPMA 25877

EPM 15173

EPM 15012

EPM 14547

EPM 15278

EPM 15277

EPMA 25879

EPM 15269

EPM 15263

EPM 15077

$330

$330

$330

$330

$330

$330

$330

$330

$330

$330

$330

$330

$330

$330

$330

km2)

(AUD/

BHC

64

EPM 18281

TOTAL

17

EPM 15848

$330

$330

Central Queensland tenement

284

EPMA 25878

Cape York Tenements

Tenement

Are

Off property

1-1

1-1

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

2-2.5

On property

1-1.5

1-1

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

Anomaly
1-1.5

1-1

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

3-3.5

3-3.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

Geology
1-1.5

1-1

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

1-1.5

Infrastructure
0.8-1

1-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.5-0.8

0.5-0.8

0.5-0.8

Native &
1-1

1-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

0.8-1

Environmental

21,054

5,742

20,909

16,727

76,666

114,301

27,878

221,633

200,724

19,515

22,303

69,696

62,726

11,151

46,174

28,750

74,923

Low

21,054

5,742

137,827

110,261

505,364

753,452

183,769

1,136,303

1,029,105

128,638

147,015

459,422

413,480

73,508

389,590

242,575

632,165

High

21,054

5,742

79,368

63,494

291,015

433,877

105,824

678,968

614,915

74,077

84,659

264,559

238,103

42,329

217,882

135,662

353,544

Preferred

Current technical value (AUD)

Table 23: Geoscientific rating of Metro’s region bauxite exploration projects
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Application
1

1

1

1

1

0.8

1

1

1

1

1

0.8

0.8

0.8

1

1

0.8

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Market
1

974,313

21,054

5,742

20,909

16,727

76,666

91,441

27,878

221,633

200,724

19,515

22,303

55,757

50,181

8,921

46,174

28,750

59,939

Low

5,902,863

21,054

5,742

137,827

110,261

505,364

602,762

183,769

1,136,303

1,029,105

128,638

147,015

367,538

330,784

58,806

389,590

242,575

505,732

High

3,438,588

21,054

5,742

79,368

63,494

291,015

347,101

105,824

678,968

614,915

74,077

84,659

211,647

190,482

33,864

217,882

135,662

282,835

Preferred

Current market value (AUD)
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Summary
Table 24 summarises the value of various components associated with Gulf’s mineral
assets.
Table 24: Summary valuation – Gulf
Component

Status

Method

Skardon River

Remnant Resources

Yardstick

Exploration Potential

Geoscientific
Rating

Regional

Exploration Potential

tenements

Geoscientific
Rating
GRAND TOTAL

Low

High

Preferred

(AUD M)

(AUD M)

(AUD M)

2.25

4.50

2.25

0.10

0.63

0.36

0.23

1.94

1.08

2.58

7.07

3.69

NB Any discrepancies with preceding tables is due to rounding.

Table 25 summarises the value of various components associated with Metro’s mineral
assets.
Table 25: Summary valuation – Metro
Component

Status

Method

Bauxite Hills

Remnant Resources

Yardstick

Regional

Resources

Yardstick

Exploration Potential

Geoscientific

tenements

Rating
GRAND TOTAL

Low

High

Preferred

(AUD M)

(AUD M)

(AUD M)

0.42

0.84

0.42

4.85

9.83

4.85

0.97

5.90

3.44

6.24

16.57

8.71

NB Any discrepancies with preceding tables is due to rounding.
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Previous valuations
The VALMIN Code requires that an Independent Valuation report should refer to other
recent valuations or Expert Reports undertaken on the mineral properties being assessed.
Xstract has asked the question of both Gulf and Metro and is not aware of any recent
valuation of the mineral assets considered in this report.
Yours sincerely
This signature is held on file by
Xstract Mining Consultants and
suitable
for
use
in
public
documents only. This signature
is held on file by Xstract Mining
Consultants and suitable for use
in public documents only.
Jeames McKibben
Associate Consultant
Xstract Mining Consultants Pty Ltd
Telephone:
Fax:

+61 7 3221 2366
+61 7 3221 2235
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Appendix A:
List of Abbreviations
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Abbreviation

Description

AAl2O3

Available Alumina

ACC

ACC EcoMinerals Limited

AKL

Australian Kaolin Limited

Aldago

Aldago Pty Ltd, a subsidiary company of Metro

AMDAD

Australian Mine Design & Development Pty Ltd

AUD

Australian Dollars

BLF

Barge Loading Facility

BTS

Bauxite Transhipment Services Pty Ltd

Cape Alumina

Cape Alumina Ltd, a subsidiary company of Metro

CHMP

Cultural Heritage Management Plan

DOGIT

Deed of Grant in Trust

DRNM

Department of Natural Resources and Mines

DSO

Direct Shipping Ore

EA

Environmental Authority

EHP

Department of Environment and Heritage Protection

EIS

Environmental Impact Statement

EPM

Exploration Permit for Minerals other than Coal

ERA

Environmentally Relevant Activity

FEL

Front End Loader

Grant Thornton

Grant Thornton Corporate Finance Pty Ltd

Gulf

Gulf Alumina Limited

ha

hectares

HoA

Heads of Agreement

JORC Code

Australasian Code for Reporting of Exploration Results, Mineral Resources and Ore
Reserves

kbcm

thousand bank cubic metres

kt

Thousand tonnes

LoM

Life of Mine

MCP

Mine Closure Plan

MDL

Mineral Development Lease

MIA

Mine Infrastructure Area

ML

Mining Lease

MLA

Mining Lease Application

Metro

Metro Mining Limited

MoU

Memorandum of Understanding

MSC

Minerals Corporation Limited

Mt

Million tonnes

Mtpa

Million tonnes per annum

Nanshan

Shandong Nanshan Aluminium Co. Ltd

OMAC

Old Mapoon Aboriginal Corporation
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Abbreviation

Description

QAQC

Quality Assurance and Quality Control

RMP

Rehabilitation Management Plan

RSiO2

Reactive Silica

SLF

Ship Loading Facility

The Panel

the Australian Government Takeovers Panel

tph

Tonnes per hour

TSA

Transhipment Services Australia

Valmin Code

Australasian Code for Public Reporting of Technical Assessments and Valuations of

78

Mineral Assets
Xinfa

Xinfa Group

Xstract

Xstract Mining Consultants Pty Ltd
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Appendix B:
Valuation approaches and methods
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Valuation considerations
This valuation has been prepared in accordance with the VALMIN code, in order to ensure
compliance with the ASX’s listing rules and Australian Corporations Law. The VALMIN Code
classifies mineral assets according to their maturity. The term mineral asset refers to all
property held for the purpose of near term or eventual mineral extraction, including but
not limited to:


real property



intellectual property



tenements, plant, equipment and associated infrastructure.

Most mineral assets can be classified as outlined in the table below.
Mineral asset classification
Project

Criterion

development stage
Exploration areas

Mineralisation may or may not have been defined, but where a Mineral Resource
has not been identified.

Advanced exploration

Considerable exploration has been undertaken and specific targets identified.

areas

Sufficient work has been completed on at least one prospect to provide a good
geological understanding and encouragement that further work is likely to result
in the determination of a Mineral Resource.

Pre-development/

Mineral Resources and/or Ore Reserves have been identified estimated. A

resource

positive development decision has not been made. This includes properties
where a development decision has been negative and properties are either on
care and maintenance or held on retention titles.

Development

Committed to production but not yet commissioned or not initially operating at
design levels.

Operating

Mineral properties, in particular mines and processing plants, which have been
fully commissioned and are in production.

Source: (VALMIN, 2005)

The VALMIN Code defines value as the FMV of a mineral asset (2012). FMV is the amount
of money or the cash equivalent that a willing buyer and seller would exchange on the
valuation date in an arm’s length transaction (VALMIN, 2005). Each party is assumed to
have acted knowledgeably, and without compulsion. In essence, FMV is comprised of:


Underlying or ‘technical value’, which is an assessment of a mineral asset’s
future economic benefit under a set of assumptions, excluding any premium or
discount for market, strategic, or other considerations



Market component, which is a premium relating to market, strategic or other
considerations, which can be either positive, negative, or zero.

The market value should include all material information to the asset . For projects with
extensive technical detail, the valuer determines materiality of information based on
whether its inclusion would result in the valuation reaching a different conc lusion.
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Mineral assets are generally valued based on approaches that assess income, cost, and the
open market. As the VALMIN Code is not prescriptive in this regard, the 2008 Edition of
The South African Code for the Reporting of Mineral Asset Valuation (“SAMVAL”) and the
Canadian 2003 Edition of the Standards and Guidelines for Valuation of Mineral Pr operties
(“CIMVAL”) provide insight into applicable approaches, as shown in the table below.
Valuation approaches for different types of mineral assets
Approach

Project development stage
Exploration

Resource

Development

Operating

Income

No

Rarely

Yes

Yes

Cost

Yes

Rarely

No

No

Market

Yes

Yes

Yes

Yes

Source: (CIMVAL, 2003)

Income-based approach
The income-based approach assumes that a valuer can model the future economic returns
of a mineral asset based on the information available at the valuation date (SAMVAL,
2008). The income-based approach is best suited for the valuation of individual assets for
which a large amount of technical data has already been collected or can be estimated.
This approach generally involves the construction of a discounted cash flow (“DCF”) model
based on a project development concept and may include sophisticated risk analysis and
simulation.
Despite its sophistication, the income-based approach has limitations in that it:


may not fully reflect the market value



relies on a number of subjective inputs (e.g. the appropriate discount rate)



excludes assets without considerable technical detail, such as in scoping and pre feasibility studies.

Discounted cash flow analysis
A DCF analysis estimates the value of a project as if it were being developed under the
prevailing economic conditions.
Once a Mineral Resource has been
assessed for its mining potential by
considering revenues and operating costs,
the economically viable component of the
resource becomes the Ore Reserve. When
this is scheduled for mining, and the
capital
costs
and
tax
regime
are
considered, the net present value (“NPV”)
of the project is established by discounting
future annual cash flows at an appropriate
rate. The resulting ‘classical’ NPV has
several deficiencies based on the method’s
assumption that once commissioned, the
course of action is irreversible, and that
the prevailing economic conditions will
eventuate as predicted.
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Market-based approach
The market-based approach uses the transaction prices of projects in similar geographical,
geopolitical, and geological environments to derive a market value using a process similar
to that in the real estate industry (CIMVAL, 2003). The market-based approach may use
the assumption either of joint venture terms or outright acquisitions, and can be presented
in range of unitised values including on a dollar per ounce or tonne of contained
metal/mineral; dollar per square kilometre; or as a percentage of the prevailing commodity
price.
In Xstract’s opinion, a market-based approach is well suited to establishing a likely value
for iron deposits and exploration projects, as it inherently takes into account all value
drivers.
By
undertaking
a
qualitative
analysis
of
comparable transactions,
it is possible to develop a
‘gut feel’ for likely market
price responses to varying
levels of equity interest.
Further
its
simplicity
provides
an
in-built
‘reality
check’,
which
helps to ensure that the
science
of
the
methodology
does
not
dominate the assessment
(O’Connor & McMahon,
1994).
Notwithstanding this, the
market-based
approach
relies on a number of
assumptions and often
lack true comparability with the assets being valued. Indeed, the intuitive approach is
limited by the variability of values obtained across a range of investments, which makes it
difficult to consistently decipher the value of control premia or any other aspect that
contributes to the value of a project. Furthermore, these approaches are often weakened
by their reliance on heuristics – the ‘gut feel’ mental short-cuts that a valuer undertakes
during qualitative analysis of incomplete datasets (Tversky & Kahneman, 1974). Heuristics
can introduce serious bias. However, in despite its well-documented shortcomings, there is
significant merit in using market-based benchmarks for valuations (Grant , 1994).
Comparable transactions method
The comparable market value approach is an adaptation of the common real estate method
to valuation. For the purposes of mineral asset valuation, a valuer compiles and analyses
100% equity acquisitions of projects of similar nature, time and circumstance with a view
to establishing a range of values that the market is likely to pay for a project. The
comparable transactions method:


implies a market premium or discount for the prevailing sovereign risk



captures market sentiment for specific commodities or locations



accounts for intangible aspects of a transaction (i.e. intellectual property (“IP”)).
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The transactions deemed to be analogous to the mineral asset being valued are used to
determine a unit price (e.g. $/km 2 or $/t) for the asset being valued.
While this method is used widely in the minerals industry, it contains a number of
weaknesses that may undermine the accuracy of this method. Firstly, there is an intricate
value dynamic between the quantity (size) and quality (grade or prospectivity) of depos its
that may result in the exclusion of a large number of comparable transactions. Further, the
disclosed price of an asset may not necessarily equate to the value of the tenement, as the
calculated value may have been influenced by factors such as the arrangement of debt
financing, marketing rights, contingent payments, and future royalties. Finally, this method
is largely retrospective and may not take into account anticipated or recent commodity or
other variable value drivers.
Cost-based approach
The cost-based approach is based on the notion that a return is expected from an
investment. This approach can be both retrospective and forward looking. By taking the
position of the vendor who is likely to seek re-imbursement of sunk costs with a risk
premium, a possible market position may be determined. By analysing the future costs
associated with a project, and the anticipated risk-adjusted returns, the acquiring party’s
view of value may be quantified.
Geoscientific rating
The geoscientific rating or Kilburn method, is an attempt by the valuer to quantify the
various technical aspects of a property through applying multipliers to a base or intrinsic
value (Goulevitch & Eupene, 1994) (Kilburn, 1990). This intrinsic value is known as the
base holding cost (“BHC”), which represents “the average cost to identify, apply for, and
retain a base unit of area of title.”
To arrive at a value for each property, the valuer considers four key attributes, which
either enhance or downgrade the BHC of each property. The technical factors considered
are the:


Off-property factor – nearby properties containing physical
favourable mining conditions such as old workings and/or mines.



On-property factor – the property hosts favourable mining indications such as
historic workings or mines. Importantly any mineralisation capable of supporting a
Mineral Resource estimate, compliant according to the guidelines of the JORC Code,
will be assessed using other valuation methods.



Anomaly factor – assesses the degree of exploration completed over the property
and the number of resultant mineralised targets identified.



the Geological factor – assesses the area covered by and degree of exposure of
favourable rock types and/or structures (if this is related to the mineralisation style
being assessed) within the property.

indications

of

These attributes are given incremental, fractional, or integer ratings to arrive at a series of
multiplier factors. These multipliers are then applied sequentially to the BHC to estimate
the technical value of the mineral property. This is adjusted for local market conditions to
determine the fair market value of the project as at the effective valuation date. Xstract’s
multipliers or ratings and the criteria for rating selection are summarised in the table
below.
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Geoscience rating criteria

The strength of the geoscientific method is that it makes an attempt to implement a
systematic system. While it does require a subjective assessment of the various
multipliers, it also demands a degree of detached rigor to account for the key factors that
can be reasonably considered to impact on the exploration potential of a property.
Discussion on Xstract’s valuation range
In assigning its valuation range and preferred value, Xstract is mindful that the valuation
range is also indicative of the uncertainty associated with early stage exploration assets .
The wide range in value is driven by the confidence limits placed around the size and
quality of the coal occurrences assumed to occur within each project area. Typically, this
means that as exploration progresses and a prospect moves from an early to advanced
stage prospect, through Inferred, Indicated or Measured Resource categories to Reserve
status, there is greater confidence around the likely size and quality of the contained coal
and its potential to be extracted profitably.
This level of uncertainty with advancing project stages can be seen in the figure below.
Estimated confidence of plus or minus 60% to 100% or more are not uncommon for
exploration areas and are within acceptable bounds given the level of uncertainty
associated with early to advanced stage exploration assets. By applying narrower
confidence ranges, one is actually implying a greater degree of certainty regarding these
assets than may be the case in reality.
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Level of Uncertainity

Uncertainty by advancing exploration stage

Positive

Negative

Exploration
Areas

Advanced
Exploration

Resource &
Reserve

Development
Project

Operating Mine

Project Stages
Valuation risks
Regardless of the project status, other factors which may have a significant impact on the
value attributable to mining projects or properties include, but are not limited to:





Technical issues – may be restricted to a particular area or deposit and include
geotechnical or hydrological conditions, or metallurgical difficulties that could affect
a project’s economic viability.



Infrastructure risks – the availability of appropriate infrastructure may impact on
project values. Recent examples include third party access to the Pilbara rail access,
Newcastle port access, Midwest rail network, etc.



Environmental risks – which result in a project being subject to extensive
opposition, delays and possibly refusal of development approvals.



Indigenous peoples/land rights issues – projects in areas subject to claims from
indigenous peoples can experience prolonged delays, extended negotiations or veto



Sovereign/political/country issues – the geographical and jurisdictional location of a
project can significantly impact on the cost of development and operating costs and
has a major impact on perceived risk .



Financing risk – may be related to the ability to access the necessary funds to
finance the exploration, development or ongoing mining and processing at a project.

Management risk – relates to the ability and expertise of management to adequately
and effectively manage the various technical, logistical, operational and regulatory
aspects of a project. This is of particular importance in joint ventures where a junior
company may have management control of the project.
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