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Offtake/Funding negotiations ongoing...drilling to commence

ASX CODE: GPX
Speculative Buy

Offtake/Funding Progressing
Capital Structure
Sector



GPX is progressing negotiations with China Gold Group Investment Co. Ltd
(‘China Gold’) and China National Building Material Group Corporation
(‘CNBM’) in respect to providing part or all of the A$100m CAPEX together
with offtake for graphite from the Company’s 100% owned Chilalo Project
(Tanzania).



The exclusivity period is coming up on 31/7/2016 however we anticipate
commercial negotiations will continue. The Chinese parties are still
undertaking metallurgical testwork (a pre-requisite to any funding/offtake
arrangements) and there are inevitable delays in dealings with large
corporates/governments. Both of these factors have contributed to the
extended timelines surrounding commercial negotiations.

Materials

Share Price (A$)

0.47

Fully Paid Ordinary Shares (m)

55.0

Options (ex 25c, exp 6/16) (m)

24.0

Market Capitalisation (Dil) (A$m)

37.1

Enterprise Value (Dil) (A$m)

23.8

Share Price Year H-L (A$)

0.595-0.365

Approx Cash (A$m)

5.0

Compelling Economics ...with resource upside


Our initiating coverage due next month is likely to show an attributable after
tax NPV of >A$100 million based on a 10 year mine life at a modest
production rate of approximately 69,000 tpa and average head grade of
10.85% TGC (based on throughput of 630,000 tpa). Plenty of scope to
increase the production profile.



GPX has today announced a 1,200 RC program at Chilalo with an
exploration target of 100-300Mt@ 3-11% TGC. A resource of this size has
the potential to support a mine life well in excess of 50 years even with a
doubling of the production profile. The project also has infrastructure
advantages—200km from the deep water port of Mtwara. 150km of this road
is sealed and Government support for road upgrades is likely.



China Gold and CNBM are key players in the global graphite markets,
particularly with respect to the expandable graphite market, where its
application as a flame retardant material is critical in meeting the new
legislative guidelines in China.
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Price Catalyst


Share Price Performance

Offtake/project financing, granting of the mining license (August 16) and
regional exploration drilling results from Shimba. Note that Magnis
Resources Ltd (ASX: MNS) (situated 13km from Chilalo) has a market
capitalisation of A$431m based on a 174Mt @ 5.4% TGC—key takeaway—
this is as much a resource play as a near term cash flow play.

Action and Recommendation


RMR is maintaining its speculative buy rating on GPX on the back of the
imminent granting of the mining lease, likelihood of further exploration
success and additional JORC resources at Shimba, the conclusion of offtake
and funding negotiations (China Gold and CNBM) and the attractive project
economics. We will quantify the financial metrics in our initiating coverage in
coming weeks.
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RM Research Recommendation Categories
Care has been taken to define the level
Our recommendation ranking system is as follows:

of

risk

to

return

associated

with

a

particular

company.

Buy

Companies with ‘Buy’ recommendations have been cash flow positive for some time and have a
moderate to low risk profile. We expect these to outperform the broader market.

Speculative Buy

We forecast strong earnings growth or value creation that may achieve a return well above that of the
broader market. These companies also carry a higher than normal level of risk.

Hold

A sound well managed company that may achieve market performance or less, perhaps due to an
overvalued share price, broader sector issues, or internal challenges.

Sell

Risk is high and upside low or very difficult to determine. We expect a strong underperformance
relative to the market and see better opportunities elsewhere.
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