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NICKEL MINES LIMITED 
 

READY FOR LIFT OFF - HENGJAYA RKEF PROJECT ENTERS PRODUCTION PHASE 

 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 
tonnes of nickel for the quarter from two RKEF lines. The first RKEF 
line to be commissioned is running above 80% of nameplate capacity 
with an impressive 661.5 tonnes of nickel produced in March (96% of 
nameplate on an annualised basis). The second line produced 191 
tonnes of nickel in the final two weeks of March during commissioning 
phase. Considering the construction of the project only commenced less 
than a year ago this is an impressive feat and evidence of the importance 
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 
representation of operating costs going forward with the transition from 
construction to production muddying the waters somewhat. Still, it is 
pleasing that this is inline and slightly below our forecast cost of 
production of US$8,409/t. Realised nickel price was US$12,800/t for the 
quarter, generating positive operational cash flows for HNI.  

 The Ranger project (RNI) will commence commissioning of the first 
RKEF line early May with the second line to come on line 45 days 
thereafter. Pleasingly, RNI is ahead of schedule and we should see a 
similar production output and cost profile as HNI during the 
commissioning phase. 

 In terms of the Hengjaya laterite mine, ore sales achieved 142,918 
tonnes at a nickel grade of 1.92%. Grades are down from 2.02% as we 
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$28.50/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 $0.70/share) and reaffirm our Buy 
recommendation and NIC being our top pick for nickel exposure.  
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12mth Rating BUY 
Price A$ 0.43 
Target Price A$ 0.92 
12mth Total Return % 116.0 
   
RIC: NIC.AX BBG: NIC AU 
Shares o/s m 1388.0 
Free Float % 70.2 
Market Cap. A$m 589.9 
Net Debt (Cash) A$m (20.3) 
Net Debt/Equity % na 
3mth Av. D. T’over A$m 0.664 
52wk High/Low A$ 0.46/0.23 
2yr adj. beta 0.68 
 
Valuation:   
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Value per share A$ 0.92 
 

Analyst: Phil Carter 

Phone: ( +61) 8 9225 2819 

Email: pcarter@psl.com.au 

 
 

12 Month Share Price Performance 
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March Quarter Highlights 

Figure 1: Hengjaya Nickel Project Production 

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 

 

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) 

 

 

Source: Patersons Securities Limited 
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Recommendation History 

  

  

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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