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INVESTMENT POINTS 

♦ Nolans Rare Earths project is underpinned by a world-class rare earth 
element (REE) deposit at Nolans Bore, with total resources of 47mt and first 
production possible in early 2017. 

♦ The recent conversion of resources to reserves (24mt = 22 year mine life) 
underpins the A$3.2bn project independent valuation and project 
financeability, and is a major step in commercialisation of the project. 

♦ Very few of the other rare earths hopefuls globally have been able to 
demonstrate such a high degree of resource confidence. 

♦ Project Data: Grade 2.8% REO, Capital cost A$1.9bn, production of 20ktpa 
rare earth oxides (REO), plus phosphate, uranium, gypsum. Robust project 
economics. Extensive testwork has confirmed REO separation technology for 
all five intended products, subject to final scale-up validation in on-going 
Feasibility Study.  

♦ Project Review (Aug ’12) indicates excellent financial returns: Revenue: 
A$1.1bnpa, EBITDA A$698mpa, Opex ~A$20/kg versus US$60/kg (real) 
REO pricing assumed. 

♦ Short term funding issues resolved with 4Q12 A$32.5m cash injection 
providing project development funding to progress the Feasibility Study in 
CY13 and possibly to a project partnering and financing agreement in 2H13. 

♦ Three major multinational companies from China (ECE), Germany 
(ThyssenKrupp) and Korea have positioned themselves as potential 
development partners, and there are likely to be others (discussions 
underway) – this is the key to unlocking project finance. 

♦ Our analysis shows that further strategic partnerships and probable project 
equity reduction will be the key to building ARU shareholder value.  

♦ With the reserves statement ticking an important box for project 
viability, the medium term upside for shareholders now hinges on the 
outcome of current discussions with potential project partners. Our 
share price target of A$0.28/share in the next six months will most likely 
be surpassed with any positive announcement on partnering. 
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Listed company options:

Share price (A$) 0.195

0.535

Number of shares (m) 441.3
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ARU – Arafura Resources Ltd

Source: Bloomberg

ARAFURA RESOURCES LIMITED    
 
                                                             

Price:  A$0.195 
 

ARU’s Nolans Rare Earths Project has taken another significant step 
towards commercialisation with the recent conversion of resources to 
reserves underpinning a minimum 22 year project life.   With a solid 
cash position the company is now pushing ahead with the Feasibility 
Study and advancing discussions with potential project partners.  The 
recent IER indicated a preferred value of A$0.32/share. Our analysis 
indicates a likely valuation in the range A$0.60 to A$1.00/share if ARU 
brings in a project partner along with a debt finance component (50%) 
to reduce its equity raising requirement to manageable proportions. 
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KEY PROJECTS 
 

  
 

 

* Projects subject to JV agreements - potential reduced equity after farm-in shown in brackets.

Jervois* 100%/(30%) Fe, V,Cu Rox M'morphic

100%

Aileron / Reynolds * 100%/(40%)

Hammer Hill 100% REE,Cu none

Various(Ngalia)

JV

Type

Target

Partner

na

Adv. Expl.

na

Sulphide

na Mid. Expl. Aust (NT)

Leach

Status Location

Mid. Expl. Aust (NT)

Route

Early Expl.

Kurinelli Reef

na

Early Expl.

Process Project

Au none

REE, P, U

REE, P, Fe

Project

Ownership/

Option Metal

Aust (NT)

Aust (NT)

Nolans

na

100% none Vein

Aust (NT)

FS Aust (NT/SA)

Mt Porter/Frances Crk* 100%/(60%) Au Ark Mines Sediment

COMPANY COMMENT 
 
Overview: ARU’s flagship is the Nolans Rare Earths Project 
(NT/SA). The Nolans Bore deposit is 135km NNW of Alice 
Springs, and has JORC Reserves of 24mt containing 0.67mt 
of rare earth oxides (REO), 3.0mt of phosphate (P2O5), and 
4.9kt of uranium (U3O8). Including Inferred Resources the total 
deposit stands at 46mt containing 1.2mt REO. The Project is 
world scale, financially robust, based on a recent IER, and 
strategically important with significant content of potentially 
critical REO’s such as Dysprosium and Neodymium. ARU is 
now cashed up to drive the feasibility study to completion in 
2013 and move towards realising its vision to be one of the 
leading rare earth producing companies in the world. 
Maiden JORC Ore Reserve: The recent (Dec ’12) 
conversion of 95% of the M&I resources to Probable Reserve 
status (see reserves table on the following page) is a major 
milestone in the commercialisation of this project. Only very 
few potential rare earths projects globally have reached the 
stage of establishing ore reserves. The reserves are based 
on an open pit mining operation, and have been established 
using individual financial modelling of each ore block. Based 
on a projected 1.1mtpa mining rate (20ktpa of REO product, 
plus P and U by-products) the mine life is 22 years, with a 
further potential 10 year mine life based on likely conversion 
of Inferred Resources. The deposit remains open at depth 
over much of its area. 
ARU is Now Cashed-Up: ARU received funding inflows of 
A$32.5m in 4Q12 by way of an A$22.5m R&D tax refund and 
placement to its major Chinese shareholder ECE which 
raised A$9.9m at A$0.22/share. This removes a huge 
millstone which has been hanging from the neck of the ARU 
share price, with a good portion of the funding to complete the 
FS and move to project financing now in the bank. ARU has 
stated that A$50-A$70m will be required to complete the FS. 
The cash injection eliminates share market uncertainty 
regarding how ARU can raise short term FS funds, and 
addresses concerns about an imminent discounted equity 
issue in a dour market. On our estimates, after 1Q13 project 
development expenditure ARU will have ~A$28m in the bank 
at the end of March 2013. ARU will not have to raise further 
capital until 2H13 based on our estimated cash burn rate to 
advance the FS of around A$10m/Q. By this stage the Nolans 
FS will be well advanced and the project finance negotiations 
should be well advanced, if not complete. 
Nolans Project Feasibility Study (FS):  Importantly, the FS 
for eventual 20ktpa REO production, with uranium oxide, 
phosphate and possibly gypsum co-products, is progressing 
well. The flowsheet is complex, but technical risk is 
diminishing steadily as ARU has proven at pilot plant level 
that it can produce its five key final REO products to customer 
specifications. A very detailed (57pp) Project Update released 
August 2012 addressed every aspect of the project in some 
depth. The Project Update indicated very robust project 
economics. The financial evaluation generating a base case 
NPV10 over a 20 year mine life of A$4.3bn, annual EBITDA of 
A$698mpa, IRR of 30% and 4-year pay back. This assumes 
real average selling price for REO products of US$60/kg, 
close to current prices, which we think is reasonable given the 
recent stabilisation of REO prices. The market analysis 
predicts demand growth of 6-7% pa over the next 20 years. 
Development Timeline: With cash in the bank ARU can now 

push ahead towards the completion of the FS in CY13. It 
expects to be able to make a firm go-ahead decision, and to 
be arranging project financing, in 2H13. If finance and 
partnering arrangements are finalised in 4Q13, the project 
could be commissioning in 2H16. 
Key ‘Big Brother’ partnerships: ARU has a very 
supportive major Chinese shareholder (East China Mineral 
Exploration and Development Bureau - ECE) that has 
already injected A$33m (after the recent A$9.9m 
placement). Recent announcements confirm that ECE is 
assisting in expert technical reviews, and we believe it is 
positive that a group from China, the world leader in REO 
technology, is so supportive. ARU has also cemented key 
strategic relationships (based on offtake agreements of 
3,000tpa REO each and project financing support) with two 
major downstream players - the giant German materials and 
technology group ThyssenKrupp, and more recently an 
MOU with an as yet un-named major Korean multinational, 
we think likely to be steel giant POSCO. Further 
negotiations with other potential partners is on-going – 
partnering will be the key to ARU creating shareholder value 
and achieving project financing (see below). 
Maximising Shareholder Value: The 3Q12 Independent 
Experts’ report (IER) required for the Oct ‘12 EGM put a 
preferred value of A$3.21bn on the Nolans Project (nominal  
NPV assuming 20 year mine life, 10% discount rate, 
assuming US$60/kg Nolans mix pricing, long term A$/US$ = 
0.85). Making the assumption that the entire A$1.9bn capex 
is raised by ARU through an equity issue of 9.586bn shares 
at A$0.21 share, the IER provides a preferred value of ARU 
shares of A$0.323/share. Our calculations (see graphs on 
following pages) suggest that the valuation rises to A$0.50-
A$0.60/share if ARU sells down to ~50% equity and 
introduces a 50% debt funding component; and A$0.90-
A$1.00/share if ARU sells down to 30% equity. In other 
words, if (as is likely)  ARU will have to issue paper at a 
large discount to the underlying project NAV to raise equity 
capital, introducing a debt financing component combined 
with an equity sell-down to a ‘big brother’ partner greatly 
enhances shareholder value relative to a ‘go it alone’ 
approach.  It also increases the likelihood of a go ahead by 
dramatically reducing ARU’s equity capital demand. 

Investment Comment: We consider that the prospects 
of commercialising the Nolans Project have increased 
significantly after the conversion of resources to 
reserves and the recent cash injections meaning that 
ARU should be able to largely complete the Feasibility 
Study and advance the Nolans Project to the project 
financing stage in CY13. The critical issue will now be 
the negotiations with potential project partners, an 
essential requirement to get the project over the line. 
The modest ~A$60m EV does not seem to reflect the 
good progress made and the potential for value 
generation if big brother partners are confirmed. Based 
on our projected A$0.60-A$1.00.share valuation range 
and recent signs of the start of a stock re-rating, we 
maintain our A$0.28/share six months price target. 
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RESERVES AND RESOURCES/MINERALISED MATERIAL  
 

A major development milestone was reached in December 2012, with 95% of JORC –
compliant Measured & Indicated Resources converted to Reserve status, after an 

independent review and financial modelling by AMC Consultants Pty Ltd. 
 

 
 

 
The summary below of key global rare earths projects in production or being developed 

shows that ARU’s Nolans Project is one of only five that have reached full feasibility study 
level or are commissioning.  The US$14 EV/tonne resource valuation for ARU looks miniscule 
relative to the >US$700 EV/tonne values for the two major projects currently commissioning. 

 

 
 

Source: ARU Presentation 30 November 2012 
  

REO

Reserves

* No specif ic cut-off has been applied - each ore block in the block model w as modelled and analysed for f inancial viability.

Resources

Mt Porter Project (100%/60%) : Indicated & Inferred Resource 300kt @ 3.1g/t for 34,200 oz Au.

Mineralised Material (est., non compliant w ith JORC)

     Nolans Project

100%

1,217 8.8 5.4

0.0 0.0 0.0

     Total Resources & Reserves 46.0 2.6 1.0

Gold Resources

" Inferred 100% 22.0 2.4 1.0 511 3.6 2.2

" Indicated

     Nolans Project Measured 100%

3.02.80Probable 24.0100% na* 672 4.9

P2O5  

Equity Mt % REO % kt kt mt

Code for reporting mineral resources - Australian: (JORC)

Rare Earth Elements Classification Project Ore c/off REO U
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Introducing a debt funding component for the Nolans Project financing (50% debt assumed) 
and introducing a ‘big brother’ partner to reduce ARU’s funding load has a dramatic effect on 
ARU’s equity capital-raising requirement to fund the A$1.9bn capex.  Equity funding required 

reduces to A$189m for a 40% stake, and only A$61m if it reduces to 30% project equity. 
 

 
 

 
With less share dilution, the value of the project to ARU shareholders (project NPV quoted as 

A$/share) increases significantly if 50% debt funding is assumed and ARU sells-down a 
component of its project equity to a ‘big brother’ partner.  The graph below illustrates this 

based on equity raised at A$0.21/share and A$0.30/share. Assuming 30-40% final ARU project 
equity and AS$0.21/share raising, ARU’s NAV rises to A$0.60-A$1.00/share 
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The Nolans Project demonstrates strategic advantages over other projects with significant 

levels of “critical” REOs represented in the expected product mix.  This is likely to be a 

key factor in attracting investment interest from potential major partners. 

 

         

Source: ARU 

 

 

There is reasonable uniformity in the twelve month share price performance of the three 

major ASX-listed rare earths stocks (Lynas Corporation, Alkane Resources and Arafura 

Resources), but a recent up-trend and out-performance from ARU could be noteworthy.  
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DISCLOSURE AND DISCLAIMER 
Important Information 
Resource Capital Research Pty Limited (referred to as “we”, “our”, or “RCR” herein) ACN 111 
622 489 holds an Australian Financial Services Licence (AFS Licence number 325340).  General 
advice is provided by RCR’s Authorised Representatives Dr Tony Parry (Authorised Representative 
number 328842) and Murray Brooker (Authorised Representative number 407208). The FSG is 
available at www.rcresearch.com.au. All references to currency are in Australian dollars unless 
otherwise noted.  

This report and its contents are intended to be used or viewed only by persons resident and 
located in the United States and Australia and therein only where RCR’s services and products 
may lawfully be offered.  The information provided in this report is not intended for distribution to, or 
use by, any person or entity in any jurisdiction or country where such distribution or use would be 
contrary to law or regulation or which would subject RCR or its affiliates to any registration 
requirement within such jurisdiction or country.   

This report and its contents are not intended to constitute a solicitation for the purchase of 
securities or an offer of securities.  The information provided in this report has been prepared 
without taking account of your particular objectives, financial situation or needs.  You should, before 
acting on the information provided in this report, consider the appropriateness of the purchase or sale 
of the securities of the companies that are the subject of this report having regard to these matters 
and, if appropriate, seek professional financial, investment and taxation advice.  RCR does not 
guarantee the performance of any investment discussed or recommended in this report.  Any 
information in this report relating to the distribution history or performance history of the securities of 
the companies that are the subject of this report, should not be taken as an indication of the future 
value or performance of the relevant securities.  

In preparing this report, RCR analysts have relied upon certain information provided by 
management of the companies that are the subject of this report or otherwise made publicly 
available by such companies.  The information presented and opinions expressed herein are 
given as of the date hereof and are subject to change.  We hereby disclaim any obligation to 
advise you of any change after the date hereof in any matter set forth in this report.  THE 
INFORMATION PRESENTED, WHILE OBTAINED FROM SOURCES WE BELIEVE RELIABLE, IS 
CHECKED BUT NOT GUARANTEED AGAINST ERRORS OR OMISSIONS AND WE MAKE NO 
WARRANTY OR REPRESENTATION, EXPRESSED OR IMPLIED, AND DISCLAIM AND NEGATE 
ALL OTHER WARRANTIES OR LIABILITY CONCERNING THE ACCURACY, COMPLETENESS OR 
RELIABILITY OF, OR ANY FAILURE TO UPDATE, ANY CONTENT OR INFORMATION HEREIN.  

This report and the information filed on which it is based may include estimates and 
projections which constitute forward looking statements that express an expectation or belief 
as to future events, results or returns.  No guarantee of future events, results or returns is 
given or implied by RCR.  Estimates and projections contained herein, whether or not our own, are 
based on assumptions that we believe to be reasonable at the time of publication, however, such 
forward-looking statements are subject to risks, uncertainties and other factors which could cause 
actual results to differ materially from the estimates and projections provided to RCR or contained 
within this report.    

This report may, from time to time, contain information or material obtained from outside sources with 
the permission of the original author or links to web sites or references to products, services or 
publications other than those of RCR. The use or inclusion of such information, material, links or 
references does not imply our endorsement or approval thereof, nor do we warrant, in any manner, 
the accuracy of completeness of any information presented therein.  

RCR, its affiliates and their respective officers, directors and employees may hold positions in the 
securities of the companies featured in this report and may purchase and/or sell them from time to 
time and RCR and its affiliates may also from time to time perform investment banking or other 
services for, or solicit investment banking or other business from, entities mentioned in this report. 
Arafura Resources Limited commissioned RCR to compile this report. In consideration, RCR received 
from the company a cash consultancy fee of less than $15,000. RCR may receive referral fees from 
issuing companies or their advisors in respect of investors that RCR refers to companies looking to 
raise capital.  Those fees vary, but are generally between 0 - 1% of the value of capital raised from 
referrals made by RCR. At the date of this report, neither RCR, nor any of its associates, hold any 
interests or entitlements in shares mentioned in this report with the exception that either or both of 
John Wilson (either directly or through Resource Capital Investments Pty Limited (RCI)), or RCI, as 
trustee of the Resource Capital Investments Fund owns shares in BHP and Rio Tinto. 

Analyst Certification: All observations, conclusions and opinions expressed in this report reflect the 
personal views of RCR analysts and no part of the analyst’s or RCR’s compensation was, is, or will 
be, directly or indirectly related to specific recommendations or views expressed in the report.  
Officers, directors, consultants, employees and independent contractors of RCR are prohibited from 
trading in the securities of U.S. companies that are, or are expected to be, the subject of research 
reports or other investment advice transmitted to RCR clients for a blackout window of 14 days 
extending before and after the date such report is transmitted to clients or released to the market. 

Cautionary Note to U.S. Investors Concerning Estimates of Measured, Indicated and Inferred 
Resources: RCR publishes mineral resources based on standards recognized and required under 
securities legislation where listed mining and exploration companies make their exchange filings and 
uses the terms “measured", "indicated" and "inferred" mineral resources. U.S. investors are advised 
that while such terms are recognized and required under foreign securities legislation, the SEC allows 
disclosure only of mineral deposits that can be economically and legally extracted. United States 
investors are cautioned not to assume that all or any part of measured, indicated or inferred resources 
can be converted into reserves or economically or legally mined. We recommend that US investors 
consult Securities and Exchange Commission Industry Guide 7 – “Description of Property by Issuers 
Engaged or to Be Engaged in Significant Mining Operations” for further information about the use of 
defined terms and the presentation of information included in this report. 
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