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Australian Bauxite Limited (ABX)

Binjour Project gaining traction

ABX announced on 8 August 2017 that it had made an application in conjunction
with its marketing partner Rawmin, for a Regional Jobs and Investment grant to
assist in progressing studies into the commercial feasibility of processing bauxite ore
at the group’s Binjour deposit at Queensland, road hauling the product 115km to
Bundaberg Port, loading at the Port and bulk shipping (65,000t per shipment) to
customers in Asia. In the first stage of the study, starting October 2017, ABX is
targeting to bulk sample 500-2,000t of bauxite and prepare marketing samples for
identified customer(s) to expedite the execution of long-term sales contracts. By the
end of June 2018, ABX hopes to have determined the maximum ship size that could
operate at the Port using well-established loading techniques.

State One Stockbroking comments

The Binjour bauxite deposits have the highest aluminium (Al2O3) and lowest
contaminant i.e., silica (SiO2) grades amongst ABX’s bauxite portfolio in Tasmania,
NSW, and Queensland. The current, already sizeable, Resource of 24.5Mt lends itself
to a long-life, multi-million tonne export operation, and has, in addition, the potential
for additional Resource extensions.

ABX bauxite Resource grades - by geographic location
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Our risk-adjusted SOTP/PER-derived target price of A$0.22ps offers some 35%
upside potential. Recommendation: Speculative Buy (Higher Risk). Our target
price, however, assumes a deep discount (50%) for poor visibility over the timing
and quantum of cement-grade bauxite sales from group’s existing operations at
Tasmania. Improved visibility here has the potential to boost our target price.

In addition, the share price offers significantly increased upside potential if ABX
successfully identifies development/sales solutions for the Binjour Project. At present,
we attach (only) A$7m to ABX’s Queensland bauxite Resources - equivalent to
A$0.25 per Resource tonne. In contrast, we calculate that Queensland-based peer
Metro Mining (ASX:MMI) - which has offtake agreements in place for 60% of its 6Mtpa
Bauxite Hills Mine - is currently valued at A$1.40 per Resource tonne (EV A$191m,
Resource 145Mt). A similar EV/t metric would increase our target price for ABX by
+A$0.20ps. Finally, ABX is investigating the potential of the group’s bauxite refining
technology to produce a range of high-value products including pure silica and
titanium oxide (est. value US$2,500/t). We believe the share price is highly leveraged
to positive news flow (especially on 2017/2018 offtake), and offers an opportunity to
average down for investors who may have got in at higher entry points in 2015/16.
Risks to our target price and earnings profile include the timing and tonnage of
bauxite sales, cash burn (working capital requirements), bauxite price and exchange
rate volatility, project development, and operational and capital costs.
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Australian Bauxite Limited

ASX Code ABX
52 week range A$0.097-A$0.25
Market Cap (ASm) 24
Shares Outstanding (m) 142
Av Daily Turnover (shares) 312k
ASX All Ordinaries 5,758
2017E BV per share (A$c) 11.7
2017E EPS (A$c) 0.06
2017E Net Debt/(Cash) (A$m) -1.4

Relative price performance (Source: IRESS)
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Financial Statements

Australian Bauxite Limited (ABX)
Year ending December

Profit & Loss Statement (A$m) CY16A CY17E CY18E CY19E CY20E Bauxite price CY16A CY17E CY18E CY19E CY20E

Revenue 2.6 3.0 16 36 68  CBIX index (CIF China US$/dmt) 46 50 55 56 57

C1 costs 0 (1.8) 9.1) (22) (44)  ABXreceived price (FOB US$/w mt) 37 37 39 37 35

Corporate / Other (4.2) (1.1) (1.2) (1.3) (1.3)  AUD/USD exchange rate 0.74 0.75 0.75 0.75 0.75

Royalty 0.0 (0.0) (0.16) (0.4) (0.7)  ABXreceived price (FOB A$/w mt) 49 49 52 50 47

EBITDA (1.6) 0.1 5.1 12.0 225

Depreciation & Amortisation (0.0) 0.0 (1.0) (1.0) (1.0) Shipments ("000 wmt) CY16A CY17E CY18E CY19E CY20E

Operating profit (1.6) 0.1 4.1 11.0 21.5  Bald Hill Project (Tasmania) 44 62 60 0 0

NOI 1.4 0.0 0.0 0.0 0.0  Fingal Rail Project (Tasmania) 0 0 240 720 720

EBIT (0.2) 0.1 4.1 11.0 215  Nile Road Project (Tasmania) 0 0 0 0 0

Interest income 0.1 0.1 0.0 0.1 0.2  {Campbell Town prod. centre (TAS) 44 62 300 720 720

Interest expense (0.2) 0.0 0.0 0.0 0.0 DL-130 / Portside prod. centre (TAS) 0 0 0 0 720

Tax expense 0.0 (00) (1.3) (33) (65 Total 44 62 300 720 1,440

Reported NPAT (0.2) 0.1 2.9 7.8 15.2

Normalised NPAT (1.2) 0.1 2.9 7.8 15.2 Unit data (A$/wmt) CY16A CY17E CY18E CY19E CY20E
Revenue 49 49 52 50 47

EBITDA margin (%) na 2% 33% 34% 33% |[C1costs na 29 30 31 30

Operating profit margin (%) na 2% 27% 31% 32% |Corporate/Other na 18 4 2 1

EPS Reported (A$c) (0.1)  0.06 2.0 5.4 105 |Royalty na 05 05 0.5 0.5

EPS Normalised (A$c) (0.8) 0.06 2.0 5.4 105 Total Cash Costs (FOB) na 48 35 33 32

Dividend payout (%) na 0% 0%  33%  33%

DPS (A$c) 0.0 0.0 0.0 18 3.5 JORC Resource and Reserve Estimates (100%)*

Dil Av no. of shares (m) 143 144 145 145 145 Status Mt ALO;% AlLO; (Mt)

Dil YE no. of shares (m) 144 145 145 145 145 Tasmania Ind. & Inf. 14.7 38.2% 5.6
Queensland Ind. & Inf. 28.0 43.6% 12.2

Cash Flow Statement (A$m) CY16A CY17E CY18E CY19E CY20E NSW Ind. & Inf. 81.9 39.9% 32.7

EBITDA (1.6) 0.1 5.1 12.0 225 Group Ind. & Inf. 124.6 40.5% 50.5

Investment in w orking capital 1.2) (0.0 (0.6) 0.4 0.6  *AsatAugust 2016, Source: Company, compiled by State One Stockbroking

Tax expense 0.0 (0.0 (1.3) 3.3) (6.5)

Operating Cash Flow (29 (0.0 33 9.1 16.6  Leverage CY16A CY17E CYI8E CYI19E CY20E

Capex (1.3) (0.5) (2.0) (2.0) (2.0)  Net Debt/Equity cash cash cash cash cash

Other investments 0.0 0.0 0.0 0.0 0.0  Net Debt/Total Assets cash cash cash cash cash

Investing Cash Flow (1.3) (0.5) (2.0) (2.0 (2.0)  Netinterest Cover (x) na na na na na

Net interest received / (paid) 0.0 0.1 0.0 0.1 0.2

Debt draw dow n / (repayment) 0.0 0.0 0.0 0.0 0.0 Valuation Ratios (x) CY16A CY17E CY18E CYI19E CY20E

Dividends declared 0.0 0.0 0.0 (2.6) (5.0)  Normalised PER -ve 269 8.2 3.1 1.6

Equity raised / (repaid) 0.1 0.0 0.0 0.0 0.0 Price/OP Cash Flow na na 7.2 2.6 1.4

Financing Cash Fow 0.1 0.1 0.0 (2.5) (4.8) EV (A$mM) 22 22 21 16 7

Non-operating & Other 4.3 0.0 0.0 0.0 0.0 EV/EBITDA -13 314 4.1 1.4 0.3

Inc/(Dec) in Cash 0.4 (0.5) 1.3 4.6 9.8  ROE (%) -1% 1% 15% 31% 43%

Balance Sheet (A$m) CY16A CY17E CY18E CY19E CY20E SOTP Valuation NPV (A$m) NPVps (A$) Ore NPV* (A$/t)

Cash & Deposits 1.8 14 2.7 7.3 17.2  Tasmanian mine inventory (9.8Mt est.) 56 0.39 5.75

Receivables 00 00 22 50 95 Riskdiscount(timing, sales, margin) _ 80%

Inventories 0.0 0.0 16 3.6 6.8 |{Tasmanian mine inventory - risked 28

Other Current Assets 0.0 0.0 0.2 0.4 0.7 Queensland Resources 7

PPE and Exploration & Development 16.4 16.9 17.9 189 19.9  |NSW Proj 3

Deferred tax asset 0.0 0.0 0.0 0.0 0.0  Total Bauxite Resource 38

Other Non Current Assets 0.1 0.1 0.1 0.1 0.1 Exploration upside 0

Total Assets 18.4 18.4 24.6 35.3 54.2  Enterprise value 38 0.27

Payables and other current Liabilities 1.0 1.0 4.2 9.7 18.4  FY17Ecash 14 0.01

Short Term Debt 0.0 0.0 0.0 0.0 0.0 FY17E debt 0 0.00

Long Term Debt 0.0 0.0 0.0 0.0 0.0 Equity value (NPV) 39.5 0.27

Other Non Current Liabilities 0.5 0.5 0.5 0.5 0.5  *NPVpertonne of ore

Total Liabilities 15 15 4.7 10.2 18.9 Note: State One f'cast Tasmanian mine inventory of 9.84Mt is % of 14.7Mt Stated Resource

Total Equity 16.9 17.0 19.9 25.1 35.3

Net Debt (Cash) (1.8) (1.4) (2.7) (7.3) (17.2) Weighted Target Price*

. Valuation method Target |Weighting | Share price (A$) C_apital
Major Shareholders % Date value (A$) (%) Target | Current | gain (%)
Citicorp Nominees Pty 8.1 Risk-w eighted SOTP 0.27 25% 0.22 0.17 35%
Wsf Pty Ltd 7.5 Feb-17 EPS/PER 0.21 75%

Washington H Soul Pattinson 4.8 EPS/PER- valuation based on 2-yearrolling EPS of A$4.1c (rounded) and PER of 5x

Source: Company, IRESS, State One Stockbroking forecasts
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Bauxite price — signs of a recovery

The Chinese metallurgical bauxite market was severely disrupted in 2015 and
2016 by oversupply from Malaysia, Guinea, and Australia when demand was
weakening. Demand is catching up, prices have stabilised - and indeed have
started to tick up above the US$50/t mark (see Figure 1 below). We believe
that at benchmark prices of US$50/t, it is economic for ABX to sell metallurgical
bauxite into China.

Figure 1: Chinese bauxite import prices
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Source: ABX. Original Source: Chinese Customs, Bloomberg

Figure 2: Chinese bauxite imports (tonnes)
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Source: ABX. Original Source: Chinese Customs, Bloomberg
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General Advice Warning

The contents of this document have been prepared without taking account of your objectives, financial
situation or needs. You should, before taking any action to acquire or deal in, or follow a recommendation
(if any) in respect of any of the financial products or information mentioned in this document, consult your
own investment advisor to consider whether that is appropriate having regard to your own objectives,
financial situation and needs.

Whilst State One Stockbroking Ltd believes information contained in this document is based on information
which is believed to be reliable, its accuracy and completeness are not guaranteed and no warranty
accuracy or reliability is given or implied and no responsibility for any loss or damage arising in any way
for any representation, act or omission is accepted by State One Stockbroking Ltd or any officer, agent or
employee of State One Stockbroking Ltd. If applicable, you should obtain the Product Disclosure Statement
relating to the relevant financial product mentioned in this document (which contains full details of the
terms and conditions of the financial product) and consider it before making any decision about whether
to acquire the financial product.

Disclosure

The directors and associated persons of State One Stockbroking Ltd may have an interest in the financial
products discussed in this document and they may earn brokerage, commissions, fees and advantages,
pecuniary or otherwise, in connection with the making of a recommendation or dealing by a client in such
financial products. State One Capital Group is a significant shareholder in Australian Bauxite Limited (ABX).

The Research Analyst who prepared this report hereby certifies that the views expressed in this research
document accurately reflect the analyst’s personal views about the company and its financial products.
The research analyst has not been and will not be receiving direct or indirect compensation for expressing
the specific recommendations or views in this report.

This research at all times remains the property of State One Stockbroking Ltd. And as such cannot be
reprinted, distributed, copied, posted on the internet, in part or whole, without written prior approval from
the Executive Director of State One Stockbroking Ltd.
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