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BUY 0.06 0.14 0.20 
 

MOD remains our Top Pick in the ASX copper space, and after completing two very 

robust studies for its T3 copper project last week, we increase our price target by 

40% to 14c, an implied return of over 130%.  While MOD’s valuation is now very 

comfortably underpinned by the T3 project, for us MOD is still very much about its 

district scale exploration potential, and with 8 rigs on site and $10m in cash, we 

believe MOD is shaping up for a big year in 2018.  We maintain our conviction Buy. 

SHARE PRICE CHART 

  

T3 PRODUCTION & COSTS (@ 4MTPA)  

 

COMPANY DATA & RATIOS 

Enterprise value $110m 

Diluted market cap* $120m 

Diluted shares* 1,997m 

Free float 100% 

12 month price range $0.033-0.09 

GICS sector Materials 

Board & Management hold ~17% (FD)  

*Diluted for ~101m options 

 

IMPLIED RETURN 

Implied all-in return 133% 

VALUATION 

UNDERPINNED BY 

ROBUST T3 PROJECT 

Last week MOD delivered two very 

robust studies for its T3 copper 

project in Botswana.  A PFS for  

2.5mtpa and an expanded case for 

4mtpa.  Using the 4mtpa case, at at at at 

current prices our NPVcurrent prices our NPVcurrent prices our NPVcurrent prices our NPV10101010    for MOD’s for MOD’s for MOD’s for MOD’s 

70%70%70%70%----share of T3 is ~A$260m, share of T3 is ~A$260m, share of T3 is ~A$260m, share of T3 is ~A$260m, 

more than doublemore than doublemore than doublemore than double    MODMODMODMOD’s EV of ’s EV of ’s EV of ’s EV of 

A$110mA$110mA$110mA$110m.  Healthy cash margins of 

>50% are forecast at spot Cu prices. 

$10M EXPLORATION 

BUDGET WITH 

8 RIGS DRILLING 

While MOD’s valuation appears 

compelling, for us, the MOD for us, the MOD for us, the MOD for us, the MOD 

story is all about story is all about story is all about story is all about the company’sthe company’sthe company’sthe company’s    

district scaledistrict scaledistrict scaledistrict scale    exploration exploration exploration exploration 

potentialpotentialpotentialpotential.   MOD holds a very 

large prospective tenement 

package in the Kalahari copper 

belt in Botswana comprising 

12,600km2 – bigger than Rio’s 

iron ore holdings in the Pilbara! 

INCREASING PRICE 

TARGET 40% TO 14C 

We increase our price target 40% 

from 10c to 14c as we now use 

MOD’s 4mtpa case for T3 as our 

base case.  We are also using higher 

copper prices of US$3.20/lb (spot 

US$3.18/lb) vs. US$2.80/lb 

previously.  We have also reduced 

our discount to NPV for T3 from 30% 

to 20% on delivery of the higher 

confidence studies.  We also lift our 

Strategic Target 25% (or 4c) to 20c.  
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T3 STUDIES CONFIRM ROBUST, LONG LIFE PROJECT 

Last week MOD released two open pit studies for its 70%-owned T3 copper project in Botswana: 

• A 2.5mtpa Base Case 

• A 4.0mtpa Expanded Case 

The Base Case is based on Reserves only, while the Expanded Case includes ~34% of the 

assumed mining inventory from inferred resources.   

Given the high quality of the inf i l l  dr i l l ing results at T3 since the last resource update, we are very 

confident most of the inferred resources included in the Expanded Case wil l  move into the higher 

confidence measured and indicated categories in the next resource update for T3, due in Apri l 

2018.  As such, we now use MOD’s 4mtpa case as the basis of our base case valuat ion. 

After a deep dive on the detai l  of these studies, we largely endorse MOD’s est imates in our 

forecasts, as set out below: 

T3 T3 T3 T3 Operat ing Met r ics  (100%Operat ing Met r ics  (100%Operat ing Met r ics  (100%Operat ing Met r ics  (100%----bas is )bas is )bas is )bas is )     Base CaseBase CaseBase CaseBase Case     Expanded CaseExpanded CaseExpanded CaseExpanded Case     B lue OceanBlue OceanBlue OceanBlue Ocean     

Plant size mtpa 2.5 4.0 4.0 

Init ial capex US$m 155 155 160 

Expansion capex ( in year 3) US$m - 37 40 

Average copper head grade % 1.02 0.86 0.86 

Average copper recovery % 93.1 92.3 92.3 

Copper-in-conc ktpa 23 28 27 

AISC (post Ag credit) US$/lb 1.36 1.46 1.52 

Average str ip rat io (waste:ore) x 4.76 4.28 4.28 

Mine l i fe years 8.8 11.7 11.7 

T3 T3 T3 T3 F inanc ia l  Met r ics  (100%Financ ia l  Met r ics  (100%Financ ia l  Met r ics  (100%Financ ia l  Met r ics  (100%----bas is )bas is )bas is )bas is )     Base CaseBase CaseBase CaseBase Case     Expanded CaseExpanded CaseExpanded CaseExpanded Case     B lue OceanBlue OceanBlue OceanBlue Ocean     

Copper Price US$/lb 3.03 3.02 3.20 

AISC Margins % 55 52 53 

Average FCF (pre-tax) US$m 77 85 93 

Pre-Tax NPV US$m 281 402 427 

Pre-tax IRR % 39 38 38 

Post-Tax NPV US$m - - 276 
Post-tax IRR % - - 29 

 Source: Company,  B lue Ocean Est imates 
 Note: NPVs ca lcu lated us ing an 8% rea l / 10% nomina l d iscount rate  

The Botswana Govt has advised MOD that grid power wil l  be extended to within 12km from the T3 

project from 2020.  MOD’s studies assume the T3 project benefits from grid power from 2022, 

effect ively baking in a 2 year delay on the Govt instal lat ion of grid power.  Grid power represents a 

material benefit to the project, as it  more than halves T3’s power costs to ~US10c/kwhr from 

~US23c/kwhr using diesel gensets.  According to MOD, the benefit  of grid power adds a material 

~US$10m p.a. to EBITDA. 
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T3 RESERVE & RESOURCE 

As part of the studies for T3, MOD released an updated T3 resource statement, including a larger 

50mt resource at a lower 0.25% copper cut-off, as set out below. 

An updated T3 Resource i s  due in  Apr i l  CY18An updated T3 Resource i s  due in  Apr i l  CY18An updated T3 Resource i s  due in  Apr i l  CY18An updated T3 Resource i s  due in  Apr i l  CY18 ....     

The The The The T3 Resource at  a  range of  cutT3 Resource at  a  range of  cutT3 Resource at  a  range of  cutT3 Resource at  a  range of  cut ----of f  gradesof f  gradesof f  gradesof f  grades     

 
 Source: Company 

MOD also released a maiden reserve for T3 based on a copper price of US$2.91/lb: 

The The The The T3 T3 T3 T3 ReserveReserveReserveReserve     

    
 Source: Company.   Reserve grade reduced by 14% due to ore loss and di lut ion assumpt ions. 

The p lanned 4 stage T3 p i t  (Base Case)The p lanned 4 stage T3 p i t  (Base Case)The p lanned 4 stage T3 p i t  (Base Case)The p lanned 4 stage T3 p i t  (Base Case)     

 

 Source: Company 
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T3 METALLURGICAL TESTWORK 

Based on the core logging data, the rat io of the 3 key copper sulphide minerals at T3 is: 

• 60% Chalcopyrite - CuFeS2 : 35% copper by weight.  Brassy to golden yel low colour 

• 30% Bornite - Cu5FeS4: 63% copper by weight. Ir idescent blue / purple (peacock ore) 

• 10% Chalcocite - Cu2S: 78% copper by weight.  Dark-gray to black with a metal l ic luster 

    
 Source: B lue Ocean Equit ies s ite v is it  October 2016 

The f lotat ion test work results on al l  three copper sulphide domains was very encouraging: 

T3 f lo tat ion  rest  work  resu l tsT3 f lo tat ion  rest  work  resu l tsT3 f lo tat ion  rest  work  resu l tsT3 f lo tat ion  rest  work  resu l ts     

 
 Source: Company 

These results were based on mineral ised intervals taken from 21 holes selected to best represent 

each of the 3 ore domains spat ial ly and at a range of depths and grades l ikely to be presented to 

the process plant.  

The concentrates were general ly low in deleterious elements and below penalty levels for smelters, 

however several samples did return results above penalty levels.  No smelter penalt ies were 

considered in MOD’s studies and future test work wil l  consider penalty element reject ion.  There is 

also potent ial to blend concentrates to minimise penalty elements and further studies wil l  be 

conducted as part of the feasibi l i ty study. 
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T3 PROCESS PLANT 

The 2.5mtpa T3 process plant design is relat ively simple and uses a convent ional f low sheet 

comprising: 

• Crushing & grinding 

• Rougher and cleaner f lotat ion 

• Concentrate wil l  be thickened, f i l tered and stockpiled 

• Concentrate wil l  loaded into 2 tonne bulk bags for storage and subsequent transport 

Al lowance has been made in the design for expansion to 4mtpa during year 3. 

The 2.5mtpa T3 su lph ide f lo tat ion  p lantThe 2.5mtpa T3 su lph ide f lo tat ion  p lantThe 2.5mtpa T3 su lph ide f lo tat ion  p lantThe 2.5mtpa T3 su lph ide f lo tat ion  p lant     

    
 Source: Company 

Flotat ion tai l ings wil l  be dewatered by thickening and disposed of in the Tai l ing Storage Faci l ity 

(TSF). The TSF wil l  be l ined with an HDPE membrane. 

INFRASTRUCTURE 

The T3 project is well posit ioned with respect to al l  the key required infrastructure: 

PowerPowerPowerPower: The PFS assumes T3 operates for the f irst 3 years using diesel gensets with a total 

instal led capacity of 14.1MW.  MOD has been advised by Botswana Power Corporat ion that grid 

power is planned to be extended along the Ghanzi Highway from 2020 (only ~12km from T3).  The 

PFS assumes T3 is able to connect to lower cost grid power from CY22. 

WaterWaterWaterWater : Flow test ing of 7 water boreholes has demonstrated the potent ial (subject to further 

test ing) for a sustainable water supply to meet the demands of the process plant and related 

act ivit ies. 

AccessAccessAccessAccess: T3 is ideal ly located within 12km of the Ghanzi Highway in an area of freehold catt le farms.   

LabourLabourLabourLabour : The PFS assumes al l  personnel wil l  be based in the town of Ghanzi ~80km west of T3 

along the Ghanzi Highway. MOD has commenced construct ion of an accommodation vi l lage and 

operat ions base in Ghanzi. 
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BREAKDOWN OF CAPEX & OPEX 

The capex and opex estimates for T3 out l ined below are accurate to ±25%: 

T3 capex for  2.5mtpa (Base Case)  T3 capex for  2.5mtpa (Base Case)  T3 capex for  2.5mtpa (Base Case)  T3 capex for  2.5mtpa (Base Case)   

  
 Source: Company 

The init ial capital for T3 includes pre-production pre-str ipping of ~14.9mt of overburden over ~10 

months at a cost of ~US$33.7m. 

The required capital to expand the plant from 2.5mtpa to 4mtpa is est imated at US$37m. 

These est imates were prepared independently by Minnovo and each est imate is based on 

indicat ive quotes from contractors with known capabil ity. 

    
T3 T3 T3 T3 opexopexopexopex     for  for  for  for  both  the both  the both  the both  the Base CaBase CaBase CaBase Case se se se & Expans ion Case& Expans ion Case& Expans ion Case& Expans ion Case 

 
 Source: Company 

Both the Base Case and Expansion Case assume contract mining via a convent ional dri l l  & blast, 

truck & shovel operat ion and standard 10m benches.  Where possible, cost est imates are based 

on indicat ive quotes from 2-3 mining contractors. 

Studies assume an average mining cost per tonne of material mined (both ore and waste) of 

~US$2.65/t, which we bel ieve should be achievable. 
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T3 DEVELOPMENT SCHEDULE 

MOD aims to complete final studies for T3 by Q4 CY18, fol lowed by a decision to mine by the end 

of Q4 CY18 as set out in the company’s prel iminary development schedule below: 

 

 Source: Company 

I t  is worth not ing that MOD’s prel iminary development schedule is subject to favourable permitt ing 

t imelines and avai lable funding.   

In our experience, the t imeframes for both permitt ing and project debt are often beyond the 

company’s control and can be a source of delays. As such we have built  in an addit ion 6-month 

buffer into our assumed development schedule for T3. We assume: 

-  Feasibi l ity Studies are completed by Q4 CY18 

-  A 6-month buffer to al low for potent ial delays in: 

o  securing al l  necessary permits (EIA process began for T3 in Dec 2017) 

o  securing debt – i.e. obtaining independent experts report, securing credit approved 

term sheets from mandated lead banks, loan documentat ion, etc 

o  securing suff icient offtake to sat isfy debt providers  

-  Decision to mine at end Q2 CY19 

-  An 18-month construct ion period, with f irst product ion in early CY21 

POTENTIAL UPSIDE TO OUR 4MTPA CASE 

While our new 14c price target has a 133% return to target, we bel ieve it ’s worth highl ight ing the 

sensit ivity of T3 to higher copper prices: 

NPV postNPV postNPV postNPV post ---- tax tax tax tax (US$m)(US$m)(US$m)(US$m)     Copper  Pr ice (US$/ lb )Copper  Pr ice (US$/ lb )Copper  Pr ice (US$/ lb )Copper  Pr ice (US$/ lb )     

(100%-basis)          2 .002.002.002.00     2 .502.502.502.50     3 .003.003.003.00     3 .503.503.503.50     4 .004.004.004.00     

Discount 6% 25 193 360 528 696 

Rate 8% 0 143 286 429 573 

(nominal) 10% -20 103 226 350 473 

12% -35 71 178 284 391 

 Source: Company 

We believe it ’s also worth not ing that the NPV’s above exclude the potent ial benefit  from: 

• High-grade underground ore from T1 

• High-grade underground ore from T3 

• Potent ial for tax incent ives via in a stabi l i ty agreement with the Govt, which we bel ieve 

could be material.  i .e. There is potent ial for tax hol iday in the early years of the project via 

accelerated depreciat ion, etc.  For now, our valuat ion assumes MOD pays 30% tax for 

every year of the operation 
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NEAR-TERM CATALYSTS 

MOD had A$10m in cash at end December 2017 and with 8 dr i l l  r igs  8 dr i l l  r igs  8 dr i l l  r igs  8 dr i l l  r igs  act i ve act i ve act i ve act i ve on s i teon s i teon s i teon s i te , we see a 

number of key near-term catalysts for MOD: 

• MOD is  at tend ing the 121 Min ing ConMOD is  at tend ing the 121 Min ing ConMOD is  at tend ing the 121 Min ing ConMOD is  at tend ing the 121 Min ing Con ference and Indaba Min ing Conference in  Cape ference and Indaba Min ing Conference in  Cape ference and Indaba Min ing Conference in  Cape ference and Indaba Min ing Conference in  Cape 

Town th is  weekTown th is  weekTown th is  weekTown th is  week     

o  We believe MOD’s recent ly completed studies and growing resource base increase 

its appeal with global inst itut ional investors looking for copper exposure 

• T3 Resource update in Apr i l  2018T3 Resource update in Apr i l  2018T3 Resource update in Apr i l  2018T3 Resource update in Apr i l  2018     

o  Given the quality of the inf i l l  dr i l l ing results released to date at T3, we are confident 

the bulk of the inferred material including in the mining inventory of MOD’s 4mtpa 

case wil l  be upgraded into the measured and indicated category 

• Exp lorat ion dr i l l i ng resu l tExp lorat ion dr i l l i ng resu l tExp lorat ion dr i l l i ng resu l tExp lorat ion dr i l l i ng resu l t ssss     f rom f rom f rom f rom 6666     key  areas:key  areas:key  areas:key  areas:   

o  T3 underground (dri l l ing underway) 

o  T-Rex (dri l l ing underway) 

o  T1 underground (dri l l ing from Feb 2018) 

o  T3 Dome (dri l l ing from March 2018) 

o  T20 Dome (dri l l ing from May 2018) 

o  T7 Dome (dri l l ing from June 2018) 

• Bankable Feas ib i l i t y  S tudy for  T3 by  Q4 CY18,  w i th  potent ia l  Bankable Feas ib i l i t y  S tudy for  T3 by  Q4 CY18,  w i th  potent ia l  Bankable Feas ib i l i t y  S tudy for  T3 by  Q4 CY18,  w i th  potent ia l  Bankable Feas ib i l i t y  S tudy for  T3 by  Q4 CY18,  w i th  potent ia l  to  inc ludeto inc ludeto inc ludeto inc lude     ore f rom at  ore f rom at  ore f rom at  ore f rom at  

least  3 ore sourcesleast  3 ore sourcesleast  3 ore sourcesleast  3 ore sources:     

o  T3 open pit  ( incorporat ing the Apri l  2018 resource upgrade) 

o  T3 underground (subject to dri l l ing results) 

o  T1 underground (subject to dri l l ing results).  T1 is located ~20km from T3 and has 

an exist ing 2.7mt resource @ 2.0% Cu +50g/t Ag) 

o  Potent ial for other ore sources with explorat ion success at regional targets? 
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EXPLORATION: DISTRICT SCALE POTENTIAL 

MOD’s holdings comprise prospect ing l icences with a very large area comprising over ~12,600km2  

in the relat ively unexplored central and western Kalahari Copper Belt. 

  

 Source: Company 

MOD is aiming to f ind more shal low, thick, f lat lying copper bearing structures l ike T3. 

Dri l l ing in 1H CY18 is designed to advance three resource pro jectsadvance three resource pro jectsadvance three resource pro jectsadvance three resource pro jects :  

(1 )(1 )(1 )(1 )  T3 P i tT3 P i tT3 P i tT3 P i t  (resource update due ~Apri l  CY18)    

(2 )(2 )(2 )(2 )  T3 T3 T3 T3 UndergroundUndergroundUndergroundUnderground     (dri l l ing in progress)     

(3 )(3 )(3 )(3 )  T1 UndergroundT1 UndergroundT1 UndergroundT1 Underground     (dri l l ing to begin in Feb 2018)    

The regional explorat ion programme plans to test  the d is t r ic t  sca le  potent ia l  o f  four  areastest  the d is t r ic t  sca le  potent ia l  o f  four  areastest  the d is t r ic t  sca le  potent ia l  o f  four  areastest  the d is t r ic t  sca le  potent ia l  o f  four  areas: 

(1 )(1 )(1 )(1 )  TTTT----RexRexRexRex (dri l l ing has commenced)    

(2 )(2 )(2 )(2 )  T3 DomeT3 DomeT3 DomeT3 Dome (dri l l ing to begin in March 2018)    

(3 )(3 )(3 )(3 )  T20 DomT20 DomT20 DomT20 Dom eeee (dri l l ing to begin in May 2018)    

(4 )(4 )(4 )(4 )  T7 DT7 DT7 DT7 Domeomeomeome    (dri l l ing to begin in June 2018)    

This in it iat ive fol lows successful soi l sampling programs (~31,800 samples col lected to date) which 

has resulted in many copper and zinc anomalies scattered along 140km of the ‘Central Structural 

Corridor’ (CSC), with similar characterist ics to the anomaly that lead to the discovery of T3. The 

potent ial of the CSC is supported by results from the init ial Airborne EM (AEM) survey along the T3 

Dome (announced 21 July 2017). This ident if ied many targets for dri l l ing expected to start in March. 

Important ly, MOD discovered the T1 and T3 copper/si lver deposits and the T2 copper/si lver 

prospect by dri l l ing below copper and zinc soi l anomalies. Similar ly, T4 was discovered by a 

previous explorer dri l l ing below a soi l anomaly. No other soi l anomalies within the CSC have been 

dri l led. 

E ight  dr i l l  r igs  are current ly  operat ing at  T3 (6 d iamond and 2 RC)E ight  dr i l l  r igs  are current ly  operat ing at  T3 (6 d iamond and 2 RC)E ight  dr i l l  r igs  are current ly  operat ing at  T3 (6 d iamond and 2 RC)E ight  dr i l l  r igs  are current ly  operat ing at  T3 (6 d iamond and 2 RC) . Severa l  o f  these Severa l  o f  these Severa l  o f  these Severa l  o f  these r igs  r igs  r igs  r igs  wi l l  wi l l  wi l l  wi l l  

move onto T1 resource  dr i l l i ng in  Feb and onto move onto T1 resource  dr i l l i ng in  Feb and onto move onto T1 resource  dr i l l i ng in  Feb and onto move onto T1 resource  dr i l l i ng in  Feb and onto reg iona l  targets  as approva ls  are rece ivedreg iona l  targets  as approva ls  are rece ivedreg iona l  targets  as approva ls  are rece ivedreg iona l  targets  as approva ls  are rece ived. 

Despite over  6.5mt of copper 

in  resource be ing def ined to 

date in th is  prospect ive copper 

be l t ,  MOD’s adjacent leases 

are large ly underexplored. 

A l l  the resources in the be l t  

are sediment hosted deposi ts 

which occur with in ( two)  

sequences fo lded into domes 

and intersected by major  

geologica l st ructures, sha l low 

angle thrusts,  etc.   Th is ra ises 

the potent ia l for  w idespread 

copper su lph ide minera l isat ion. 
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The f irst 6 months of MOD’s dri l l ing campaign in CY18 is out l ines below: 

 
 Source: Company 

 

Three of the explorat ion areas (T3 Dome, T20 Dome and T7 Domes) include large domal structures 

interpreted from magnetics, within the interpreted prospect ive sequence. Dr i l l i ng has commenced Dr i l l i ng has commenced Dr i l l i ng has commenced Dr i l l i ng has commenced 

at  Tat  Tat  Tat  T ----Rex,  an 11km long ant ic l ine cent red around T3,  w i th  f i rs t  assay  resu l ts  expected in  Rex,  an 11km long ant ic l ine cent red around T3,  w i th  f i rs t  assay  resu l ts  expected in  Rex,  an 11km long ant ic l ine cent red around T3,  w i th  f i rs t  assay  resu l ts  expected in  Rex,  an 11km long ant ic l ine cent red around T3,  w i th  f i rs t  assay  resu l ts  expected in  

FebruaryFebruaryFebruaryFebruary . 

Domes are considered prime structural traps for sediment hosted copper mineral isat ion. A recent 

example is Ivanhoe Mines’ substant ial, high-grade Kamoa-Kakula copper discovery in the 

Democrat ic Republic of Congo, which appears related to a series of shal low domes.  

In an explorat ion update in late Jan 2018, MOD’s Managing Director, Mr Jul ian Hanna, said: 

• “We see potent ial for other T3-type vein hosted copper deposits, associated with other soi l 

anomalies and AEM targets already ident if ied within our regional l icences. At the same t ime, 

we wil l  be test ing the wider potent ial for distr ict scale sediment hosted copper 

mineral isat ion which may occur in this highly prospect ive, underexplored copper belt ,”  

 

• “This coincides with an improved copper price, a  leap in  understand ing of  the geologya leap in  understand ing of  the geologya leap in  understand ing of  the geologya leap in  understand ing of  the geology  

and potent ial of this copper belt and access to many targets which have been await ing 

environmental approval.”  
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PRICE TARGET & RATING 

We increase our Price Target for MOD by 40% to 14c (from 10c) based on: 

• The 4mtpa case out l ined in studies released by MOD last week 

• Higher copper prices of US$3.20/lb (prev. US$2.80/lb) in l ine with spot of ~US$3.18/lb  

• We have also reduced our discount to NPV from 30% to 20% to account for the higher 

confidence studies released last week ±25% (previously ±35%) 

We rate MOD Resources a high convict ion Buy and our 14c Price Target represents an implied 

return of 133%. 

On our forecasts, MOD’s 70% share of operat ional cash f low from T3 (after tax), once the 4mtpa 

plant is up and running is ~A$85m p.a…which we bel ieve makes MOD very cheap given the 

company’s current enterprise value is only A$110m.  

STRATEGIC TARGET 

We increase our longer-term Strategic Target 25% to A20c (from A16c) based on removing the 

discounts applied to our valuat ion to zero. 

Our 20c Strategic Target represents an implied return of 233%. 

It ’s important to remember that MOD has its foot on a very substant ial tenement package covering 

over ~12,600km2  of the southern end of the Kalahari copper belt in Botswana and the company 

bel ieves its ground may in t ime prove to be a copper distr ict. 

I f the company can successful ly f ind another shal low, high grade deposit, with thick, f lat- lying 

zones of mineral isat ion like T3, we bel ieve the market may begin pricing in a much higher 

probabil i ty of further explorat ion success, and may begin pricing in this copper distr ict  potent ial.  I f 

th is occurs, we bel ieve it  is l ikely even our Strategic Price Target may prove to be too low. 

KEY RISKS 

MOD Resources is exposed to al l  the normal r isks associated with developing and operat ing 

mining projects, including funding and construct ion r isk. 

Assuming the company makes the transit ion into product ion, the company’s revenues wil l  be 

derived from the sale of copper and si lver.  Fluctuat ions in the copper and si lver price as well as 

the Austral ian dollar could impact the company’s reported cash f low ( in A$), profitabi l i ty and share 

price. 

As MOD’s T3 copper project is based in Botswana, an investment in MOD Resources also carries 

Botswana sovereign r isk.  An overview of Botswana sovereign r isk is out l ined on the next page. 
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BOTSWANA: A PREFERRED JURISDICTION IN AFRICA 

Botswana is a landlocked country in southern Afr ica, with a strong stable 

democracy and a consistent record of uninterrupted democrat ic elect ions 

dat ing back to 1966.  

Botswana is topographical ly f lat with the Kalahari Desert stretching 

across ~70% of the country.  With a populat ion of just over 2 mil l ion, it  is 

also one of the most sparsely populated nat ions in the world.  

Botswana has an internat ional ly respected mining industry, Mining Act 

and English language based commerce. Source: Company Reports 

 

SOVEREIGN RISK 

The images below show a comparison of country r isk according to Credendo, Belgium’s state-

owned credit insurer and the world’s second largest credit insurer.  Credendo provides cover for 

companies and banks against pol it ical and commercial r isks relat ing to internat ional transact ions. 

According to Credendo: 

• Botswana is  Botswana is  Botswana is  Botswana is  muchmuchmuchmuch     lower  r i sk  than Zambialower r i sk  than Zambialower r i sk  than Zambialower r i sk  than Zambia ,,,,  being lower r i sk  on a l l  lower  r i sk  on a l l  lower  r i sk  on a l l  lower  r i sk  on a l l  8888     measures be lowmeasures be lowmeasures be lowmeasures be low.  

Zambia is the home of the Lumwana copper project, previously owned by Equinox Minerals 

(EQN).  Equinox was acquired by Barrick Gold for C$7.3bn in Apri l  2011. 

• Botswana is  Botswana is  Botswana is  Botswana is  muchmuchmuchmuch     lower  sovere ign r i sk  than Braz i l ,lower  sovere ign r i sk  than Braz i l ,lower  sovere ign r i sk  than Braz i l ,lower  sovere ign r i sk  than Braz i l ,     again     being lower r i sk  on a l l  lower  r i sk  on a l l  lower  r i sk  on a l l  lower  r i sk  on a l l  8888     

measuresmeasuresmeasuresmeasures     be lowbelowbelowbelow. One of MOD’s ASX-l isted copper developing peers is the Brazi l-based 

Avanco Resources (AVB).  Avanco achieved f irst copper product ion in Apri l  2016. 

Compar ing Sovere ign R iskCompar ing Sovere ign R iskCompar ing Sovere ign R iskCompar ing Sovere ign R isk     

   
  

  

 

 

 

 

 

 

R isk Score*:  Botswana :  Botswana :  Botswana :  Botswana :  13131313 /52/52/52/52     Zambia :  3Zambia :  3Zambia :  3Zambia :  3 5555 /52/52/52/52     B raz i l :  28 /52Braz i l :  28 /52Braz i l :  28 /52Braz i l :  28 /52 

 Source: Credendo 3 February 2018. *Our est imate which assumes A=1,B=2,C=3 for Commerc ia l R isk 
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MODEL SUMMARY: FINANCIALS & VALUATION (A$M) 

 

Source: Company data, B lue Ocean Equit ies 

Stock Details Enterprise Value $110m

Recommendation: BUY Diluted MCap $120m

Target $0.14 Share Price $0.060 Strategic Target (ST) $0.20 Diluted Shares 1,997m

NAV $0.14 52 Week High $0.090 Implied Return to ST 233% Free Float 100%

Implied Return 133% 52 Week Low $0.033 Avg Daily Value $0.4m

Macro Assumptions CY17E CY18E CY19E CY20E CY21E Ratio Analysis CY17E CY18E CY19E CY20E CY21E

Copper Price (US$/lb) 2.80 3.20 3.20 3.20 3.20 Diluted Shares m 1,915 2,103 3,334 3,334 3,334

Silver Price (US$/oz) 17.05 18.00 18.00 18.00 18.00 EPS - Diluted Ac (0.4) (0.5) (0.2) (0.2) 0.2

Exchange Rate (A$/US$) 0.77 0.76 0.75 0.74 0.73 P/E x n.m. n.m. n.m. n.m. 33.3x

CFPS - Diluted Ac (0.2) (0.2) (0.1) (0.2) 0.4

Profit & Loss (A$m) CY17E CY18E CY19E CY20E CY21E P/CF x n.m. n.m. n.m. n.m. 13.7x

Revenue  -  -  -  - 86 FCF - Diluted Ac (0.2) (0.2) (1.6) (3.2) 0.6

Operating Costs  -  -  -  - (53) P/FCF x n.m. n.m. n.m. n.m. 9.9x

Operating Profit  -  -  -  - 33 Dividends Ac  -  -  -  -  - 

Corporate & Other (4) (4) (4) (4) (5) Dividend yield %  -  -  -  -  - 

Exploration Expense (3) (5) (3) (1) (1) Payout Ratio %  -  -  -  -  - 

EBITDA (7) (9) (7) (5) 26 Franking %  -  -  -  -  - 

D&A (0) (0) (0) (0) (7)

EBIT (7) (9) (7) (5) 19 Enterprise Value A$m 110 115 101 210 203

Net Interest Expense 0 0  - (3) (10) EV/EBITDA x n.m. (12.4x) (14.9x) (46.2x) 7.8x

Pre-Tax Profit (7) (9) (7) (7) 9 ROE % (23%) (32%) (7%) (8%) 6%

Tax Expense  -  -  -  - (3) ROA % (21%) (29%) (7%) (4%) 3%

Minorities (5% Govt)  -  -  -  -  - 

Underlying Profit (7) (9) (7) (7) 6 Net Debt or (Cash) A$m (9) (5) (19) 90 83

Signficant Items (post tax) (0)  -  -  -  - Gearing (ND/(ND+E)) % (50%) (22%) (25%) 50% 47%

Reported Profit (7) (9) (7) (7) 6 Gearing (ND/E) % (34%) (18%) (20%) 102% 88%

Reserves & Resources

Cash Flow (A$m) CY17E CY18E CY19E CY20E CY21E Resources mt % Cu g/t Ag % CuEq* kt Cu kt CuEq*

Operating Cashflow (3) (4) (4) (4) 27 T3 M+I 20.2 1.22% 12.5 1.32% 247 267

Tax  -  -  -  - (3) Inferred 15.8 1.03% 13.1 1.13% 162 179

Net Interest 0 0  - (3) (10) M+I+I 36.0 1.14% 12.8 1.24% 409 445

Net Operating Cash Flow (3) (4) (4) (7) 15 T1 (Mahumo) M+I 2.2 1.88% 48.2 2.27% 42 51

Exploration (8) (11) (6) (1) (3) Inferred 0.4 2.52% 57.4 2.98% 11 13

Capex (0)  - (50) (102) (5) M+I+I 2.7 2.00% 50.0 2.40% 53 64

Acquisitions / Disposals  -  -  -  -  - 

Other 0  -  -  -  - mt % Cu g/t Ag % CuEq* kt Cu kt CuEq*

Net Investing Cash Flow (8) (11) (56) (103) (7) Total M+I+I 38.6 1.20% 15.4 1.32% 462 510

Equity Issue 14 10 74  -  - 

Borrowing / Repayments (1) (1)  - 106  - Reserves mt % Cu g/t Ag % CuEq* kt Cu kt CuEq*

Dividends  -  -  -  -  - T3 P+P 21.4 1.02% 10.3 1.10% 218 235

Other 2  -  -  -  - *CuEq based on US$3.20/lb Cu & US$18/oz Ag

Net Financing Cash Flow 15 10 74 106  - Earnings Sensitivity CY21E CY22E CY21E CY22E

Change in Cash Position 4 (5) 14 (3) 7 A$m A$m % %

FX Adjustments (0)  -  -  -  - Copper Price US$/lb +10% 5.5 9.8 91% 34%

Cash Balance 26 18 91 36 43 Silver Price US$/oz +10% 0.4 0.7 6% 2%

FX translation to A$ accts A$/US$ -10% 1.2 3.8 21% 13%

Valuation Discount Stake A$m A$/sh

Balance Sheet (A$m) CY17E CY18E CY19E CY20E CY21E T3 (unrisked) - 70% 259 0.13

Cash 10 5 19 16 24

Other Current Assets 4 4 4 4 4 T3 (risk-adjusted) 20% 70% 207 0.10

PP&E 0 0 50 152 149 T1 (risk-adjusted) 60% 100% 28 0.01

Exploration & Development 18 23 26 27 28 Exploration & Other Projects 75 0.04

Other Non Current Assets (0) (0) (0) (0) (0) Corporate & Other (44) (0.02)

Total Assets 31 32 99 198 204 Debt (0.5) (0.00)

Debt 1  -  - 106 106 Cash 10.0 0.01

Other Liabilities 3 3 3 3 3 Option Strikes 0.3 0.00 P/NAV

Net Assets 28 29 96 89 95 Risk adjusted NAV 276 0.14 0.43
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MODEL SUMMARY: OPERATIONAL INPUTS & FREE CASH FLOW (US$M) 

 

Source: Company data, B lue Ocean Equit ies 

 
  

Macro Assumptions CY18E CY19E CY20E CY21E CY22E

Copper Price US$/lb 3.20 3.20 3.20 3.20 3.20

Silver Price US$/oz 18.00 18.00 18.00 18.00 18.00

Operational Summary CY18E CY19E CY20E CY21E CY22E FCF Contribution US$m CY18E CY19E CY20E CY21E CY22E

T3 (100% basis) T3 (MOD's 70% share)

Ore Milled mt  -  -  - 1.4 2.5

Head Grade %  -  -  - 0.95% 0.95%

Recovery %  -  -  - 92% 92%

Copper in Conc kt  -  -  - 12 22 Revenue US$m  -  -  - 63 112

Mining US$/lb  -  -  - 1.12 0.84

Power US$/lb  -  -  - 0.27 0.27

Processing US$/lb  -  -  - 0.20 0.20

G&A US$/lb  -  -  - 0.09 0.09

Transport & Marketing US$/lb  -  -  - 0.17 0.17

TC/RCs US$/lb  -  -  - 0.17 0.17

Silver Credit US$/lb  -  -  - (0.22) (0.22)

C1 Cash Costs US$/lb  -  -  - 1.78 1.50

Royalties US$/lb  -  -  - 0.11 0.11

Operating Cost US$/lb  -  -  - 1.88 1.61 Operating Costs US$m  -  -  - 39 60

Sustaining Capex US$/lb  -  -  - 0.18 0.10 Sustaining Capex US$m  -  -  - 3 3

All-in Sustaining Cost US$/lb  -  -  - 2.07 1.71 All-in Sustaining Cost US$m  -  -  - 42 63

 % AISC Margin %  -  -  - 35% 47% AISC Margin US$m  -  -  - 21 49

Initial Capex US$m  - 37 75  -  - 

Exploration US$m 8 4 1 2 2

Corporate US$m CY18E CY19E CY20E CY21E CY22E

Cash Tax  -  -  - 2 9

Corporate Overheads 3 3 3 4 4

Other Items (0) 0 0  -  - 

FCF pre Debt Service (11) (45) (78) 13 34

Net Interest (0)  - 2 8 7

Debt Drawdown / (Repayment) (0)  - 78  - (16)

FCF post Debt Service (11) (45) (2) 5 11

New Equity/Dividends US$m CY18E CY19E CY20E CY21E CY22E

Proceeds from Shares/Options 8 55  -  -  - 

Dividends Paid  -  -  -  -  - 

Change in Cash (4) 10 (2) 5 11

Cash Balance 13 68 26 32 58
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DISCLAIMER DISCLOSURE 
This document is a private communication to clients and is not intended for public 
circulation or for the use of any third party, without the prior approval of Blue 
Ocean Equities Pty Limited. This is general investment advice for Institutional 
and Sophisticated Investors only and does not constitute personal advice to any 
person. Because this document has been prepared without consideration of any 
specific client’s financial situation, particular needs and investment objectives 
you should consult your own investment adviser before any investment decision 
is made on the basis of this document. 
While this document is based on information from sources which are considered 
reliable, Blue Ocean Equities Pty Limited has not verified independently the 
information contained in the document and Blue Ocean Equities Limited and its 
directors, employees and consultants do not represent, warrant or guarantee, 
expressly or by implication, that the information contained in this document is 
complete or accurate. Nor does Blue Ocean Equities Limited accept any 
responsibility for updating any advice, views opinions, or recommendations 
contained in this document or for correcting any error or omission which may 
become apparent after the document has been issued.  
Except insofar as liability under any statute cannot be excluded. Blue Ocean 
Equities Pty Limited and its directors, employees and consultants do not accept 
any liability (whether arising in contract, in tort or negligence or otherwise) for 
any error or omission in this document or for any resulting loss or damage 
(whether direct, indirect, consequential or otherwise) suffered by the recipient of 
this document or any other person. 

Blue Ocean Equities Pty Limited,  
its employees, consultants and its  
associates within the meaning of  
Chapter 7 of the Corporations Law may 
receive commissions, underwriting and 
management fees from transactions 
involving securities referred to in this 
document, and may from time to time  
hold interests in the securities referred 
to in this document.  
Blue Ocean Equities Pty Limited and 
associates hold a material number of 
shares in MOD Resources at the date of 
this report and this position may change 
at any time without notice. 
Steuart McIntyre does not own shares 
in MOD Resources. 

 


