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Graphex Mining Limited (GPX AU, $0.30, market cap. A$17m)
Partners commitment to the funding of Chilalo reaffirms demand for expandable graphite from
this high quality project
•

•

•

•

•

•
•

We are pleased to see that the Chinese partners for the Chilalo project, led by SOE CN
Docking, remain committed. This follows meetings between GPX’s CEO and the partners in
China early this week.
Despite uncertainties driven by changes to Tanzania’s Mining Act, we are greatly comforted
that the Chinese partners committed so quickly to their involvement in the project. This is a
testament to (1) the quality of the project, (2) the strong demand for non-Chinese
expandable graphite and (3) the belief by the Chinese in the current GPX management team
to deliver a mining operation.
In our recent report, our ‘best case’ outcome was to assume status quo with the partnership
agreement, with the addition of the 1% export clearance fee, and with the ‘gifting’ of the
16% free carried interest to the Tanzanian government.
It’s worth noting that while Tanzania have hit the gold and base metals groups with an
additional 2% royalty (with the total top-line take now of 7%), the graphite companies were
untouched, remaining at 3%.
What has now emerged is that the Chinese will reduce their equity contribution pro-rata to
their final 42% equity in the project, so the previous US$18-20m contribution reduces to
US$15-17m.
Under the earlier scenario, we had GPX pretty well fully funded into the project. There was
a small deficit which we said would be covered by capex savings for the final project.
Under the current scenario we can see GPX’s deficit expanding modestly, to the extent the
company might need to consider an equity raise to fully fund its 50% share of the project.
We have therefore incorporated a modest equity raise at the current share price into our
valuation. We think this is a conservative assessment of GPX’s valuation for the following
reasons:
o We have spoken with consultants involved in the PFS (Battery Limits) who echo
GPX’s publicly stated view that capex will be lower than quoted in the study.
o GPX may see capital inflow with the exercise of outstanding options, all of which are
in the money. These total some $3.5m.
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Furthermore, there might be the opportunity to gear the project beyond the target
of 65% (debt/equity). Based on our debt assumption of A$58m, the project’s EBIT to
interest is forecast to be a reasonably low 6x.
In our revised valuation, we have assumed that GPX will not be required to deliver a 50% FCI
to the Tanzania Government. This provision appears to be applicable to existing mining
operations which have enjoyed historical tax relief.
Our revised valuation is as follows. Note there is no change to our Chilalo valuation, which
had incorporated the additional 1% royalty announced several months ago.

(Note: The above valuation is an accounting/finance valuation based upon the company’s financials
and our estimates, and is not a share price target or prediction)
Looking forward, we see the following events as important:
•
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A country and site visit by the Chinese partners over the next few weeks.
Completion of the joint venture agreement. Given the Tanzanian speedbump, there will
likely be a few delays here.
Identification of an EPC contractor.
Commencement of civils, perhaps late 2018.
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which Pulse Markets does not have any control or accepts no responsibility. Any opinions, forecasts or
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date of publication and may later change without notice. Subsequent changes in circumstances may occur at
any time and may impact the accuracy of the information. Pulse Markets is under no obligation to update you
with any subsequent changes.
This report is published solely for informational purposes and is not to be construed as a solicitation or an offer
to buy any securities or financial instruments.
Each member of Pulse Markets excludes to the full extent permitted by law all liability of whatever kind,
whether in negligence, tort, contract or under fiduciary duties strict liability or otherwise, for any loss or
damage of any kind (including without limitation indirect, incidental or consequential loss or damage, whether
reasonably foreseeable or not) however arising in relation to the publication of this document, including any
reliance on it or making any transaction in respect of any financial products or strategy mentioned in it.
All intellectual property rights in this report are, and at all times remain the property of Pulse Markets unless
otherwise attributed. No parts or whole may be reproduced without authorisation by Pulse Markets.
General Advice Warning. Being general advice, this report does not take account of your objectives, financial
situation or needs. Before acting on this general advice 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.

3

