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Research Note

READY FOR LIFT OFF - HENGJAYA RKEF PROJECT ENTERS PRODUCTION PHASE

e Nickel Mines Limited (NIC) releases the first quarterly report since
commissioning the 80% owned Hengjaya RKEF project (HNI) and
becoming a fully-fledged nickel producer. HNI produced 1,090
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tonnes of nickel for the quarter from two RKEF lines. The first RKEF Price A$ 0.43
line to be commissioned is running above 80% of nameplate capacity Target Price A$ 0.92
with an impressive 661.5 tonnes of nickel produced in March (96% of i T Ttk s % 116.0
nameplate on an annualised basis). The second line produced 191

tonnes of nickel in the final two weeks of March during commissioning RIC: NIC.AX BBG: NIC AU
phase. Considering the construction of the project only commenced less Shares ofs m 1388.0
than a year ago this is an impressive feat and evidence of the importance Free Float % 70.2

of Tsingshan as a strategic partner for NIC. All in cost for production was

US$8,246/t for the quarter, however, this may not be a true Market Cap. ASm 589.9
representation of operating costs going forward with the transition from Net Debt (Cash) ASm (20.3)
construction to production muddying the waters somewhat. Still, it is Net Debt/Equity % na
pleasing that this is inline and slightly below our forecast cost of 3mth Av. D. T'over A$m 0.664
production of US$8,409/t. Realised nickel price was US$12,800/t for the 52wk High/Low A% 0.46/0.23
quarter, generating positive operational cash flows for HNI. 2yr adj. beta 0.68
e The Ranger project (RNI) will commence commissioning of the first Valuation:
RKEF line early May with the second line to come on line 45 days Methodol DCE
thereafter. Pleasingly, RNI is ahead of schedule and we should see a ethodology
similar production output and cost profile as HNI during the Value per share A$ 0.92
commissioning phase.
Analyst: Phil Carter
¢ In terms of the Hengjaya laterite mine, ore sales achieved 142,918 Phone: (+61) 8 9225 2819
tonnes at a nickel grade of 1.92%. Grades are down from 2.02% as we Email: pearter@psl.com.au
forecast to better align with the optimal ore feed for the RKEF lines. Cost : : :
of production was higher than expected at $26.02/ore tonne due to higher
waste stripping and the establishment of a new mining area. We expect
mining costs to be similar next quarter before reducing in the first half of
FY20 when the new pit opens closer to port. Price received for the ore
were lower than expectations at US$27.51/t (we forecast US$28.501/t).
¢ Increase in Valuation. We assume the increase in ownership of RNI
to 60% is completed in the first quarter of FY2020 and allow for the
equity placement and debt repayments accordingly. On this basis,
we increase our valuation based on a DCF sum of the parts to
$0.92/share (previous $0.70/share) and reaffirm our Buy
recommendation and NIC being our top pick for nickel exposure.
Year End June 30 2017A 2018A 2019F 2020A
Reported NPAT (US$m) (3.7) (2.9) 5.7 79.0 106.0 i RS
Recurrent NPAT (US$m) (3.7) (2.9) 5.7 79.0 106.0 S - 16.00
Recurrent EPS (UScents) (1.2) (0.5) 0.3 4.9 6.5 $0.40 - 14.00
EPS Growth (%) na na na 1,292.8 34.2 =N $0.35 12.00 ~
PER (X) (36.0) (81.7) 121.9 8.8 6.5 £ $030 5
PEG na na na 0.0 0.2 8 5025 e
- $0.20 8.00 o
EBITDA (US$m) (3.3) (1.6) 9.2 98.5 127.5 s o | 600 5
EV/EBITDA (x) (44.5)  (153.3) 73.2 6.0 3.8 ) . S
Capex (US$m) 0.1 0.7 2.0 13.4 15.9 $0.10 4.00
Free Cashflow (0.0) (58.9) (115.5) 81.8 100.1 $0.05 2.00
FCFPS (UScents) (0.0) (10.5) (7.1) 5.0 6.2 s0.00 SRILULER 0.00
PFCF (x) (5,075.7) (4.1) (6.0) 8.5 6.9 w"'\ %QQ/\ e°“'\
DPS (cents) 0 0 0 0.0 0.0
i 0,
ZLZ':kEn/;) i 8 g 8 0'8 09 performance % imth  3mth  12mth
Absolute 1.2 44.1 0
Rel. S&P/ASX 300 0.1 37.3 0
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March Quarter Highlights

Figure 1: Hengjaya Nickel Project Production

NP1 Production tonnes
NPI Grade %
Nickel Metal Production tonnes
IMIP NPI Pricing® US$/t LME Ni
Allin Cost** Uss/t

67.5 1,802.6 6,502.2 83723
11.6 12.7 13.1 13.0
7.9 2299 8524 1,090.2

12,800 12,800 12,800 12,800%
8,246

Source: Nickel Mines Limited

January and February denote the commissioning phase of the first of two RKEF lines with January
representing a single day of operation only. The second line operated for the final two weeks of March only.
On an annualised basis for the first line, based on the March production, the line is running at 96% of capacity

being 7,938t compared to 8,250t nameplate.

Nickel price payable from the IMIP was US$12,800/t which was a discount of 1.0% on the average LME price

for the quarter of US$12,930/t.

Figure 2: Ranger Nickel Construction Nearing Completion

Source: Nickel Mines Limited
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Figure 1: Hengjaya Nickel Laterite Mine Production
January February March Quarter Total December Qtr
Tonnes mined wmt 39,848 42772 44576 123,176
Overburden mined Bem 96,133 111,444 72,204 254,604
Strip ratio Bem/wmt 24 26 16 21
Tonnes sold wmt 41,401 35,284 66,233 139,707
Average grade % 1.89 192 1.94 2.02
Average price received uss/t 26.07 27.54 28.38 31.78
Average cost of |
production CIFUSS$/t 2420 25.32 28.33 25.55
Source: Nickel Mines Limited
A disappointing quarter for the Hengjaya mine with production costs up to $US26.02/t and a realised price
down to US$27.51/t. Higher costs are attributable to the increased stripping ratio due to the opening up of new
mining areas. Grade down as expected and will continue at c.1.9% for the life of mine to suit optimum feed
into the RKEF plants.
Higher mining costs are likely to continue into the next quarter but reduce thereafter once mining operations
moves down to the central in the first half of FY20. The central pit will allow for significant costs reductions by
utilising larger mining fleet along with the benefit from a 7km shorter haul to the jetty for barge loading.
Production is expected to increase to 1.5mtpa.
Ranger Nickel Ownership to 60% - Change to Valuation
As per recent announcement (see PSL HOTP dated 17/04/2019) NIC will increase ownership of the Ranger
RKEF lines from the current 17% to 60% to align with the Hengjaya Nickel Project. The ownership will cost
US$121.4m to be funded through a US$160m funding package consisting of US$100m debt facility from
Sprott Private Resource Lending and a US$60m equity placement.
We make the assumption the debt facility meets the conditions precedent by the end of May and is drawn
down in the first quarter of FY2019. We also assume the equity raise is completed by the time the debt facility
is drawn down at an issue price of $0.42/share.
The increase in ownership of RNI will take NIC attributable nickel production up to 19,800 tonnes per year at
an all in cost of US$8,409/t. In light of these assumptions, we increase our valuation to $0.92/share (previous
$0.70/share) and maintain our buy recommendation.
Figure 4: Forecast RKEF Nickel Production (attributable)
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Source: Patersons Securities Limited
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Nickel Mines Limited Price $0.43
T sam Sion
Hengjaya Mine 69.7 0.04 Resource Tonnes (m) Ni%  NiMetal (t) Fe %
RKEF 1,412.6 0.87 Measured 6.9 12 8 23.0
Exploration 10.0 0.01 Indicated 50.0 1.4 70 26.0
Corporate (19.4) (0.01) Inferred 120.0 13 156 29.0
Net cash/(debt) 20.3 0.01 Total 180.0 1.3 234 28.0
Total 1,493.2 0.92
Assumptions and Sensativities
Input Assumption Scenario Impact on Valuation
Nickel Price USD/t 12,800-16,500 +/- 10% Ni Price 4+ 19.7%
AUD/USD 0.72 +/-0.01in FX -1+ 1.4%
Year End 30 June
n Summary (attributable tonnes) Profit & Loss (US$m) 2018A 2019F 2020F 2021F
25,000 $9,000.00 Reyenue . 13.6 40.9 268.3 318.0
Joint Venture Gain/(loss) 0.0 0.0 0.0 0.0
20,000 Operating Expenses (156.1) (31.8) (169.8) (190.5)
$8,750.00 EBITDA (1.6) 9.2 98.5 127.5
15,000 D8&A 0.1) (1.0 6.7) (8.0)
£8:500.00 EBIT (1.6) 8.1 91.8 119.6
6,600 Net Interest and FX Adjustments (0.7) (2.4) (5.8) (4.8)
! Pre-tax Profit (2.3) 5.8 86.0 114.8
$8,250.00 Tax Expense 0.7) 0.1) (7.0) (8.7)
5,000 Normalised NPAT (2.9) 5.7 79.0 106.0
i | ] $51000.60 Significant items net 0.0 0.0 0.0 0.0
2018A 2019F 2020F 2021F Rep","ed NEAT 9 S 0 1060
B Hengjaya Nickel - RKEF (tonnes) Earnings Per Share
mmmm Ranger Nickel - RKEF (tonnes) EPS (Reported) (0.01) 0.00 0.05 0.07
=== AISC Cost US$/t RHS EPS (Adjusted) (0.01) 0.00 0.05 0.07
EPS Growth (%) -56% -167% 1293% 34%
Directors & Substantial Shareholders Dividend Per Share
Name Position DPS 0.0 0.0 0.00 0.0
Robert Neale Non-Executive Chairman DPS Growth (%) N/A N/A N/A N/A
Norman Seckold Deputy Chairman Payout Ratio (%) 0% 0% 0% 0%
Justin Werner Managing Director Dividend Yield (%) 0.0 0.0 0.0 0.0
Peter Nightingale Executive Director and Chief Financial Officer Franked (%) N/A N/A N/A N/A
James Crombie Non-Executive Director Cash Flow (US$m) 2018A 2019F 2020F 2021F
Weifeng Huang Non-Executive Director EBITDA (1.6) 9.2 98.5 1275
Mark Lochtenberg Non-Executive Director Net interest 0.1 (2.4) (5.8) (4.8)
Yuanyuan Xu Non-Executive Director Income tax paid 0.0 0.1) (7.0) (8.7)
Working capital (6.7) 0.2) 9.5 21
Substantial Shareholders No. Shares (m) % Operating Cashflow (8.2) 6.5 95.2 116.0
Shanghai Decent Investment Group 161.7 11.65 Capital and Exploration expenditure (50.7) (122.0) (13.4) (15.9)
Shanghai Wunlu Investments 149.3 10.76 Free Cashflow (58.9) (115.5) 81.8 100.1
Blackrock 137.8 9.93 Disposals/Other 0.0 0.0 0.0 0.0
Norman Seckold 123.7 8.91 Increase (Repay) Debt (13.2) 0.0 100.0 (20.0)
Top 20 Shareholders Equity Raised 721 136.3 0.0 0.0
Ratios 2018A 2019F 2020F 2021F Distribution Paid 0.0 0.0 0.0 0.0
Valuation Other 0.0 0.0 0.0 0.0
EV/EBITDA (x) (153.3) 732 6.0 3.8 Net Change in Cash 0.0 20.8 181.8 80.1
PE (x) (81.7) 121.9 8.8 6.5 Closing Cash Balance 0.8 21.6 203.4 283.5
Price/FCF (x) (0.01) (0.00) 0.01 0.00 Balance Sheet (US$m) 2018A 2019F 2020F 2021F
Profitability Cash 0.8 21.6 203.4 2835
Revenue Growth (%) 58 201.9 555.9 18.5 Receivables 0.4 45 29.4 349
EBITDA growth (%) (64) (688.6) 975.8 29.5 Inventories 0.6 1.9 12.4 146
EBITDA margin (%) (11.5) 224 36.7 40.1 PP&E 26.6 27.7 34.4 423
NPAT margin (%) (21.6) 13.9 29.4 333 Exploration 0.0 0.0 0.0 0.0
ROE (%) 8.0 39 31.0 30.5 Investments 50.0 169.9 169.9 169.9
ROIC (%) (2.1) 37 232 24.8 Other Assets 0.8 0.3 0.3 0.3
Balance Sheet Total Assets 79.2 2259 449.8 545.6
Net Debt (Cash) ($m) 0.8) (21.6) (103.4) (203.5) Creditors 29 8.1 53.0 62.8
Net Debt/Equity (%) na na na na Current Borrowings 0.0 0.0 0.0 0.0
Interest Cover (x) (2.5) 35 15.8 24.8 Non-current Borrowings 0.0 0.0 100.0 80.0
NTA ($/sh) 0.13 0.14 0.19 0.25 Other Liabilities 1.4 13 13 13
Price/NTA (x) 32 3.1 23 17 Total Liabilities 43 9.4 154.3 1441
Shares outstanding (m) 563 1,682 1,682 1,582 Shareholders Funds 751 217.4 296.4 4024
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Date Type Target Price Share Price Recommendation  Return
09 Apr 19 Research Note 0.70 0.41 B
17 Apr 19  Hot off the Press 0.70 0.44 B 7.3%
Current Share Price 0.43 -3.4%

Stock recommendations: Investment ratings are a function of Patersons expectation of total return (forecast price appreciation plus dividend
yield) within the next 12 months. The investment ratings are Buy (expected total return of 10% or more), Hold (-10% to +10% total return) and
Sell (> 10% negative total return). In addition we have a Speculative Buy rating covering higher risk stocks that may not be of investment grade
due to low market capitalisation, high debt levels, or significant risks in the business model. Investment ratings are determined at the time of
initiation of coverage, or a change in target price. At other times the expected total return may fall outside of these ranges because of price
movements and/or volatility. Such interim deviations from specified ranges will be permitted but will become subject to review by Research
Management. This Document is not to be passed on to any third party without our prior written consent.
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Patersons Securities Limited Disclosure of Interest

Patersons Securities and its respective officers and associates may have an interest in the securities or derivatives of any entities referred to in this
material

Patersons Securities does, and seeks to do, business with companies that are the subjects of its research reports.

Patersons Securities Corporate Relationship Disclosure

88E Patersons Securities have acted for 88 Energy Limited (88E) within the past two years and have received fees for these services.

AKM Patersons Securities have acted for Aspire Nmining Limited (AKM) within the past two years and have received fees for these services.
AXL Patersons Securities have acted for Axsesstoday Limited (AXL) within the past two years and have received fees for these services.

BOE Patersons Securities have acted for Boss Resources Limited (BOE) within the past two years and have received fees for these services.
BRB Patersons Securities have acted for Breaker Resources NL (BRB) within the past two years and have received fees for these services.
BSX Patersons Securities have acted for Blackstone Minerals Limited (BSX) within the past two years and have received fees for these services.

BUX Patersons Securities have acted for Buxton Resources Limited (BUX) within the past two years and have received fees for these services.

CSS Patersons Securities have acted for Clean Seas Seafood Limited (CSS) within the past two years and have received fees for these services.
GLL Patersons Securities have acted for Galilee Energy Limited (GLL) within the past two years and have received fees for these services.
IBG Patersons Securities have acted for Ironbark Zinc Limited (IBG) within the past two years and have received fees for these services.

NUS Patersons Securities have acted for Nusantara Resources (NUS) within the past two years and have received fees for these services.

PEX Patersons Securities have acted for Peel Mining Limited (PEX) within the past two years and have received fees for these services.
RCL Patersons Securities have acted for ReadCloud Limited (RCL) within the past two years and have received fees for these services.
STN Patersons Securities have acted for Saturn Metals Limited (STN) within the past two years and have received fees for these services.
SYA Patersons Securities have acted for Sayona Mining Limited (SYA) within the past two years and have received fees for these services.

VMY Patersons Securities have acted for Vimy Resources Limited (VMY) within the past two years and have received fees for these services.
WKT Patersons Securities have acted for Walkabout Resources Ltd (WKT) within the past two years and have received fees for these services.

XTE Patersons Securities have acted for Xtek Limited (XTE) within the past two years and have received fees for these services.
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Important Motice: Copyright 2018, The Contents contained in this report are owned by Patersons Securites Limited ['Patersons'] and are protected by the Copyright &ct 1365
and the copyright laws of other countires. The material contained in this report may not be copied, reproduced, republished, posted, transmitted or distributed in any way without prior
writken permission from Pakersons. Madification of the materials Far ang other purpase iz a violation of the copyrights and other praprictary rights of Patersans.

Dizclaimer: Patersons believes thak the information or advize [including any Financial product advice] contained in thiz report has been obtained from sources that are accurate at the
time of izzue, but it haz not independently checked ar verifizd that infarmation and az such daes nak warrant itz accuracy or reliabiliey. Except ba the Extent that liability cannat be
excluded. Patersons accepts no liability or responsibility For any indirect loss or damage cauzed by any errorin or omizzion from this report. Tou should make and rely on your own
independent inquiries. If not specifically dizclozed otherwize, investars zhould asszume that Patersons iz zecking or will seck corporate finance buziness from the companics dizclosed in
thiz report.

Warming: Thiz report iz intended to provide general securities advice, and does nok purport bo make any recommendation that any securities transaction is appropriate to wour
particular investment objectives, financial situtation or particular needs. Prior to making any investment decision, you should azsess, or zeck advice from your advizer, on whether any
relevant part of this report is appropriate ba wour financial circumstances and investment abjectives.

Dizcloswre: Paterzons, itz directors andfor employess may earn brokerage, Fees, commizsions and other benefits az a result of 3 transaction arizing from any advice mentioned in thiz
report. Paterzons as principal, its directorz anddor employees and their azsociates may hold securities in the companies the subject of thiz report, as at the date of publication. Theze
interests do not influence Patersonz in giving the advice contained in thiz report, Detailz of any interestz may be obtained from your advizer, Patersons az principal, its directors andieor
employess and their aszociates may trade in these securities in 2 manner which may be conkrary to recommendations given by an authorized representative of Paterzons ko clients, They
may sell shares the subject of 2 general 'Buy’ recammendation, or buy shares the subject of 2 general "Sell' recammendation.

Stock recommendations: Investment ratings are a function of Paterzonz expectation of kotal return [forecast price appreciation plus dividend yicld] within the next 12 months.
The inwestment ratings are Buy [expected total return of 10% or more], Hold [-10% ko +10% total return] and Zell [ 10X negative total return]. In addition we have 2 Epeculative Buy rating
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