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SPEC BUY Metro Mining

Current Price

Target Price Strategic Cornerstone Investment
Analyst | Matthew Keane

Ticker: MMI
Sector: Materials Quick Read
SR e sk o Metro Mining (MMI) has received a strategic cornerstone investment from private equity
Pro-forma shares on issue (m): 525.3
Market Cap ($m): 37.9 group Greenstone Resources. Greenstone will invest $8.9m for a 19.9% stake. The
Current Cash est. 3.0 . . . o . , . .
. 110 investment is priced at 8.5¢/sh, a 27% premium to MMI’s last closing price. Greenstone
Enterprise Value ($m): 34.9 has indicated willingness for a follow-on investment of up to US$20m to support the
52 wk High/Low: $0.11 $0.05 financing of Bauxite Hills. In 2016 MMI has achieved key milestones having secured Native
12m Av Daily Vol (m): 0.14 Title and Land Access, delivered a Revised Positive Feasibility Study with expanded
Mineral Inventory (100% basis) production, attained a transhipment contract, submitted its Environmental Impact
pat A"ai:‘:')e Rea;_'li_"e Statement (EIS), and acquired a strategic 22% stake in its neighbour Gulf Alumina.

,03 ilica
Ore Reserves 48.2 38.4% 6.4% .l e
Mineral Resource 653  38.4% 6.3% Event & Impact I Positive
Project Metrics Strategic Cornerstone: MMI has executed binding documentation with Greenstone
Argonaut est. NPV ASm 185 - . . .
RV —— m P Resources, a metals and mining focused private equity group based in the UK, for a 19.9%

strategic cornerstone. Greenstone will invest $8.9m priced at 8.5¢/sh, which represents a

D 27% premium to MMI’s last closing price. They will attain a board seat in MMI and provide
Stephen Everett NonzExecutive/Chairman a representative for the Bauxite Hills Development Steering Committee. Under the
Simon Finnis CEO
Philip Hennessey Tl N B aive Birasier agreement, Greenstone has indicated willingness to fund US$20m for the development of
Uiy Were s, Rterp-Ermmiiie Bllser Bauxite Hills, subject to a satisfactory construction decision and standard terms and
Jijun Liu Non-Executive Director
Dongping Wang Non-Executive Director conditions. The $8.9m will be raised in two tranches, with the lower second tranche
George Lloyd Ind. Non-Executive Director

($0.9m) requiring shareholder approval (a meeting is scheduled for August 2016).

b ial Sharehold . . . . e
substantial Shareholders Financing de-risked: Greenstone’s investment should fund MMI though to a decision to

Balanced Property Ltd 16%
Joyday Pty Ltd 13% mine, expected late-2016 / early-2017 following approval of the Environmental Impact
DADI Engineering Development Group 11% L. L.
China Xinfa Group Corp Ltd 5% Statement (EIS) and subsequent grant of a Mining Lease. Argonaut anticipates both the
Eitzgemy Wil B formalisation of an off-take agreement with Xinfa Group (China’s 2" largest importer of
Share Price Graph bauxite) and a BFS on an expanded 4-5Mtpa operation in Q3 2016. MMI should be in a
position to secure bank financing, subject to final permitting, by the end of 2016.
$0.12 35 . . . . . . .
High margin, low complexity: Planned operations consist of low strip (>0.1:1), free dig
| 3.0
$0-10 + mining, crushing and screening, 5-10km haulage to a barge loadout facility, then transport
$0.08 | 2 down the Skardon River for tranship loading to bulk carriers in the Gulf of Carpentaria.
$0.06 IWNLAL ¥ The project requires little infrastructure with only crushing and screening prior to export.
008 ] S Development capex is estimated at AS40.1m with FOB total operating costs of A$26/t.
‘ 10 This provides high margins even against Argonaut’s conservative realised price forecast of
e | Lit os USS$32.5/t escalating to US$37.5/t FOB (vs the current FOB price estimate of US$38/t for
$0.00 0.0 Weipa equivalent bauxite). At US$32.5/t, the project generates a ~40% EBITDA margin.

Jul-15 Oct-15 Jan-16 Apr-16 Jul-16

Recommendation

Our revised valuation of $0.33 (previously $0.32), incorporates additional cash from the
Greenstone investment. We apply a 20% discount to NAV (previously 30%), to account for
development risk, achieving a $0.26 target price. SPEC BUY recommendation maintained.
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ARGONAUT

The Natural Choice in Resources

Bauxite Hills is located in Cape
York, Queensland

The project is based on barging
DSO bauxite down the Skardon
River...

...then transhipping and selling
into the growing Asian market

Argonaut derives a $0.33
valuation...

...and applies a 20% discount to
NAV to achieve a $0.26 target price

Project overview

Bauxite Hills is located on the Cape York Peninsula in far north Queensland (QLD),
Australia. It is 5-10km south of the Skardon River and 95km north of the town of Weipa,
the centre for Rio Tinto’s (RIO) Weipa Bauxite operations which produces ~23Mtpa
bauxite. The project is bisected by Gulf Alumina’s tenements, a private unlisted company,
of which MMl is a 22% shareholder. The project will produce 4-5Mtpa of DSO bauxite with
a 13 year mine life based on the January PFS. Development capex is estimated at A$40.1m
with FOB total operating costs of A$26/t.

Figure 1: Bauxite Hills project location and proximity to Gulf Alumina
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Source: MMI

Valuation

Argonaut maintains a SPEC BUY recommendation with a $0.33 valuation (previously
$0.32). Our valuation incorporates higher net cash resulting from Greenstone’s strategic
investment. Our target price of $0.26 applies a 20% discount to our net asset valuation
(NAV, previously 30%) to account for permitting risk, and to a lesser degree, financing risk.
We apply ~50:50 debt to equity funding with maximum shares on issue of 600m, assuming
a ~$15m equity raising in late-2016 / early-2017.

Table 2: Argonaut valuation summary

Valuation Summary

Single Mine Valuation AUD M AUD / Share
Bauxite Hills (100%) 184.8 0.31
Corporate Valuation AUD M AUD / share
Corporate Valuation (22.2) (0.04)
Unmined Resources 15.0 0.02
Non-Core Assets 10.0 0.02
Cash est. 11.0 0.02
Debt - -

NAV 198.6 0.33
Target Price 0.26

Source: Argonaut
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Important disclosure

Argonaut acted as Joint Lead Manager & Underwriter to the Placement and Entitlement Offer to raise up to $5.6M in
July 2015 and received fees commensurate with this service.

Argonaut currently holds or controls 925,000 MMl shares.

Argonaut acts as Corporate Adviser to MMI and will receive fees commensurate with these services.

Information Disclosure
Each research analyst of this material certifies that the views expressed in this research material accurately reflect the
analyst's personal views about the subject securities and listed corporations. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this material
to any of the analyst(s).

General Disclosure and Disclaimer

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) or by Argonaut
Securities (Asia) Limited (“ASAL”) for the use of the clients of ASPL, ASAL and other related bodies corporate (the
“Argonaut Group”) and must not be copied, either in whole or in part, or distributed to any other person. If you are not
the intended recipient you must not use or disclose the information in this report in any way. ASPL is a holder of an
Australian Financial Services License No. 274099 and is a Market Participant of the Australian Stock Exchange Limited.
ASAL has a licence (AXO 052) to Deal and Advise in Securities and Advise on Corporate Finance in Hong Kong with its
activities regulated by the Securities and Futures Ordinance (“SFO”) administered by the Securities and Futures
Commission (“SFC”) of Hong Kong.

Nothing in this report should be construed as personal financial product advice for the purposes of Section 766B of the
Corporations Act 2001 (Cth). This report does not consider any of your objectives, financial situation or needs. The
report may contain general financial product advice and you should therefore consider the appropriateness of the
advice having regard to your situation. We recommend you obtain financial, legal and taxation advice before making
any financial investment decision.

This research is based on information obtained from sources believed to be reliable and ASPL and ASAL have made every
effort to ensure the information in this report is accurate, but we do not make any representation or warranty that it is
accurate, reliable, complete or up to date. The Argonaut Group accepts no obligation to correct or update the
information or the opinions in it. Opinions expressed are subject to change without notice and accurately reflect the
analyst(s)’ personal views at the time of writing. No member of the Argonaut Group or its respective employees, agents
or consultants accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use
of this research and/or further communication in relation to this research.

Nothing in this research shall be construed as a solicitation to buy or sell any financial product, or to engage in or refrain
from engaging in any transaction. The Argonaut Group and/or its associates, including ASPL, ASAL, officers or employees
may have interests in the financial products or a relationship with the issuer of the financial products referred to in this
report by acting in various roles including as investment banker, underwriter or dealer, holder of principal positions,
broker, director or adviser. Further, they may buy or sell those securities as principal or agent, and as such may effect
transactions which are not consistent with the recommendations (if any) in this research. The Argonaut Group and/or
its associates, including ASPL and ASAL, may receive fees, brokerage or commissions for acting in those capacities and
the reader should assume that this is the case.

There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security
may even become valueless. International investors are reminded of the additional risks inherent in international
investments, such as currency fluctuations and international stock market or economic conditions, which may adversely
affect the value of the investment.

The analyst(s) principally responsible for the preparation of this research may receive compensation based on ASPL’s
and / or ASAL’s overall revenues.

Hong Kong Distribution Disclosure

This material is being distributed in Hong Kong by Argonaut Securities (Asia) Limited which is licensed (AXO 052) and
regulated by the Hong Kong Securities and Futures Commission. Further information on any of the securities mentioned
in this material may be obtained on request, and for this purpose, persons in the Hong Kong office should be contacted
at Argonaut Securities (Asia) Limited of Unit 701, 7/F, Henley Building, 5 Queen’s Road Central, Hong Kong, telephone
(852) 3557 48000.

Copyright

© 2016. All rights reserved. No part of this document may be reproduced or distributed in any manner without the
written permission of Argonaut Securities Pty Limited and / or Argonaut Securities (Asia) Limited. Argonaut Securities
Pty Limited and Argonaut Securities (Asia) Limited specifically prohibits the re-distribution of this document, via the
internet or otherwise, and accepts no liability whatsoever for the actions of third parties in this respect.
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