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Precious Metals Australia Limited PMA ($2.00)

Recommendation:  BUY

Noble deal underpins margins Analyst: Alex Passmore

OUR VIEW
PMA has completed a bankable feasibility study on the re-opening of the Windimurra vanadium project, which shows the 
operation to be economically robust. In addition, the company recently reached an agreement with Noble Group Ltd for 
the off take of vanadium production for the life of the project (under the current mine plan) at market prices. The off take 
includes a ‘fl oor price’ equivalent to the cash costs of the operation for the fi rst seven years of production.  Patersons view 
the agreement as highly positive for PMA as it underpins the price received for vanadium product from the Windimurra mine 
without capping upside participation in price strength. The Noble Group off take deal signifi cantly de-risks the Windimurra 
project as we had previously seen the early stages of development as high-risk with operating cash costs likely to exceed 
vanadium price.  The next major driver for PMA will be the fi nalisation of bank fi nancing for $150m, which we anticipate in 
coming weeks. With PMA trading at a discount to our DCF valuation of 3.67/sh and construction of the plant set to commence 
in November 06 (fi rst production in March 08) we rate the stock a BUY. 

Investment Highlights
▲ The Windimurra Feasibility Study has been completed 

concluding that Windimurra Vanadium Project is robust, viable 
and can be economically developed. Total capital expenditure 
requirements including working capital were assessed at 
$161.1m plus $14.3m contingency in line with Patersons’ 
estimates of A$170m. The project shows highly competitive 
operating costs in the lowest quartile of world costs. On our 
estimates these will be circa US$9.3/kg FeV80 and US$2.8/lb 
V2O5 produced once the project reaches ‘steady state’. 

▲ In late July PMA announced the conclusion of a vanadium 
sales and marketing agreement with Noble Resources Ltd 
(Subsidiary of Hong Kong-based commodities trading house 
Noble Group Ltd). This entailed Noble Resources agreeing to 
purchase the total vanadium output of the Windimurra Mine at 
prevailing market prices (currently US$7.80/lb for V2O5 and 
US$37.5/kg for FeV80). Additionally, for the fi rst seven years 
of production, Noble will pay a minimum price for vanadium 
equal to the cash costs of production at Windimurra  (in the 
event that prevailing market prices fall below these levels).

▲ Noble will exclusively market and handle all distribution 
logistics for Windimurra vanadium worldwide and will be 
paid a commercial fee (we estimate 0.75 - 1.0% NSR) for 
this service. In return for the agreement PMA has agreed to 
pay Noble a once-off fee of A$10m which will be satisfi ed by 
the issue of 3.728m PMA shares and has given Noble the 
option to subscribe for 9.99% of PMA’s operating subsidiary, 
PMA (Windimurra) Pty Ltd, the owner of the Windimurra 
project for A$13.5m.  In addition Noble will also subscribe to 
an unlisted, unsecured convertible note with a 3-year term 
and face value of $8.2m. Interest coupons on the note are 
Libor +2%. The note is convertible into 3.728m PMA ordinary 
shares, equivalent to an issue price of A$2.20.share

▲ Our valuation for PMA is $3.69/share based on a DCF 
methodology using a 10% discount rate. We have reduced 
our discount rate for PMA from 12% following the off take 
agreement with noble as we believe this signifi cantly de-risks 
the project. 

Year End June 30 2006F 2007F 2008F 2009F

Reported Earnings    
Net Profi t ($m) 6.0  (2.6) (3.4) 33.6 
EPS (cents) 8.0  (3.4) (4.5) 44.5 
EPS growth (%) nm nm nm nm
PER (x) 25.1  (58.5) (44.5) 4.5 

EBITDA    
EBITDA ($m) 10.0  (1.0) 10.9  70.9 
EV/EBITDA (x) 10.6  (185.8) 22.2  2.9 

Cashfl ow Multiples    
Gross Cashfl ow ($m) 7.3  (3.4) (2.8) 41.9 
GCFPS (cents) 9.7  (4.5) (3.6) 55.6 
PGCF (x) 20.7  (44.5) (54.8) 3.6 
Free Cashfl ow ($m) 6.3  (80.6) (56.2) 38.1 
FCFPS (cents) 8.3  (106.8) (74.5) 50.6 
PFCF (x) 24.1  (1.9) (2.7) 4.0 

Dividend    
Dividend (cents) 0.0  0.0  0.0  0.0 
Yield (%) 0.0  0.0  0.0  0.0 
Franking (%) 100 100 100 100
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Shares on Issue 75.4m  Daily Vol. 84,754
Market Cap $150.8m  Debt $0.0m
52 Week Range $0.08 - $2.25  Cash $51.3m
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Precious Metals Australia Limited $2.00

Profi t & Loss ($m) 1HY06E 2HY06E 1HY07E 2HY07E

Sales Revenue 11.4  0.0  0.0  0.0 
Other Income 0.0  1.9  2.1  1.8 
Operating Costs 0.7  0.0  0.0  0.0 
Depn & Amort 0.6  0.0  0.0  0.0 
Exploration Exp. 0.2  0.4  0.4  0.4 
Corporate/Admin 0.0  2.0  2.0  2.0 
EBIT 9.9  (0.5) (0.3) (0.6)
Interest 0.0  0.0  0.2  1.4 
Operating Profi t 9.9  (0.5) (0.5) (2.1)
Tax expense 3.4  0.0  0.0  0.0 
Minorities 0.0  0.0  0.0  0.0 
NPAT 6.6  (0.5) (0.5) (2.1)
Signifi cant Items 0.0  0.0  0.0  0.0 
Reported NPAT 6.9  (0.4) (0.4) (1.5)

Cash Flow ($m) 1HY06E 2HY06E 1HY07E 2HY07E

Adjusted Net Profi t 6.6  (0.5) (0.5) (2.1)
+ Interest/Tax/Expl Exp 3.6  0.4  0.6  1.9 
- Interest/Tax/Expl Inc 2.5  0.8  1.0  2.3 
+ Depn/Amort 0.6  0.0  0.0  0.0 
+/- Other 0.0  0.0  0.0  0.0 
Operating Cashfl ow 8.3  (0.9) (0.9) (2.5)
- Capex (+asset sales) 0.7  0.0  31.6  45.6 
- Working Capital Increase 0.4  0.0  0.0  0.0 
Free Cashfl ow 7.2  (0.9) (32.5) (48.0)
- Dividends (ords & pref) 0.0  0.0  0.0  0.0 
+ Equity raised 27.0  0.0  0.0  0.0 
+ Debt drawdown (repaid) 0.0  0.0  16.4  100.0 
Net Change in Cash 34.2  (0.9) (16.1) 52.0 
Cash at End Period 45.2  44.3  28.2  80.1 
Net Cash/(Debt) 45.2  44.3  20.0  (28.1)

Production Summary 1HY06E 2HY06E 1HY07E 2HY07E

    
Ferrovanadium (t) 0 0 0 0
Price Received (US$/kg) 0.00 14.01 14.15 14.29
Cash Cost (US$/kg) na na na na
Cash Margin (US$/kg) na na na na
FX Received 0.75 0.74 0.75 0.75
Cash Margin (A$/lb) na na na na
    
Vanadium Pentoxide (klbs) 0 0 0 0
Price Received (US$/lb) 0.00 2.82 2.85 2.87
Cash Cost (US$/lb) na na na na
Cash Margin (US$/lb) na na na na
FX Received 0.75 0.74 0.75 0.75
Cash Margin (A$/lb) na na na na
    
    

Balance Sheet ($m) 2005A 2006F 2007F 2008F

Cash 11.0 44.3 80.1 73.9
Total Assets 11.2 44.2 158.0 204.6
Total Debt 0.0 0.0 116.4 166.4
Total Liabilities 1.1 1.1 117.5 167.5
Shareholders Funds 10.1 43.6 41.8 39.5
    
Ratios    
Net Debt/Equity (%) na na 87 234
Interest Cover (x) na na 0.0 0.1
Return on Equity (%) 68% -6% -8% 85%
    

Reserves & Resources    

  Mt % V2O5 Mlbs V2O5
Ore Reserves    
Windimurra  50.4 0.49 544.4
Mineral Resources    
Windimurra  95.5 0.47 989.8
    

Profi t & Loss ($m) 2006F 2007F 2008F 2009F

Sales Revenue 11.4  0.0  47.8  150.4 
Other Income 1.9  3.9  7.4  7.4 
Operating Costs 0.7  0.0  39.4  81.8 
Depn & Amort 0.6  0.0  1.5  9.2 
Exploration Exp. 0.6  0.8  0.8  0.8 
Corporate/Admin 2.0  4.0  4.1  4.2 
EBIT 9.4  (1.0) 9.4  61.8 
Interest 0.0  1.6  12.7  13.8 
Operating Profi t 9.4  (2.6) (3.3) 48.0 
Tax expense 3.4  0.0  0.1  14.4 
Signifi cant Items (gain)/loss 0.0  0.0  0.0  0.0 
NPAT 6.0  (2.6) (3.4) 33.6 
Signifi cant Items 0.0  0.0  0.0  0.0 
Reported NPAT 6.6  (1.8) (2.3) 33.6 

Cash Flow ($m) 2006F 2007F 2008F 2009F

Adjusted Net Profi t 6.0  (2.6) (3.4) 33.6 
+ Interest/Tax/Expl Exp 4.0  2.4  13.6  29.0 
- Interest/Tax/Expl Inc 3.3  3.2  14.4  29.9 
+ Depn/Amort 0.6  0.0  1.5  9.2 
+/- Other 0.0  0.0  0.0  0.0 
Operating Cashfl ow 7.3  (3.4) (2.8) 41.9 
- Capex (+asset sales) 0.7  77.2  53.4  3.8 
- Working Capital Increase 0.4  0.0  0.0  0.0 
Free Cashfl ow 6.3  (80.6) (56.2) 38.1 
- Dividends (ords & pref) 0.0  0.0  0.0  0.0 
+ Equity raised 27.0  0.0  0.0  0.0 
+ Debt drawdown (repaid) 0.0  116.4  50.0  0.0 
Net Change in Cash 33.3  35.8  (6.2) 38.1 
Cash at End Period 44.3  80.1  73.9  112.1 
Net Cash/(LT Debt) 44.3  (28.1) (84.3) (46.1)

Production Summary 2006F 2007F 2008F 2009F

    
Ferrovanadium (t) 0 0 1,151 6,777
Price Received (US$/kg) 7.01 14.22 31.106 14.80
Cash Cost (US$/kg) na na 25.37 11.39
Cash Margin (US$/kg) na na 5.7 3.4
FX Received 0.75 0.75 0.74 0.73
Cash Margin (A$/lb) na na 7.7 4.7
    
Vanadium Pentoxide (klbs) 0 0 517 2,699
Price Received (US$/lb) 1.4  2.9  2.9  3.0 
Cash Cost (US$/lb) na na 10.3  3.6 
Cash Margin (US$/lb) na na (7.4) (0.7)
FX Received 0.7  0.8  0.7  0.7 
Cash Margin (A$/lb) na na (9.9) (0.9)
    
    

Valuation  A$m  A$/sh

Windimurra  264   3.34 
FX and Commodity Hedging  0   0.00 
Unpaid Capital  1   0.01 
Corporate  (16)  (0.20)
Exploration  0   0.00 
Cash  51   0.65 
Debt  (8)  (0.10)
    
    
    
Total @ 10% Disc Rate  292   3.69 

Directors    

Name    Position
Tony Grey    Chairman
Roderick Smith    Managing Director
Earl of Warwick    Non-Executive Director
Michael Fry    Non-Executive Director
Michael Kiernan    Non-Executive Director
    
Substantial Shareholders   Shares (m) %
R J H Smith   11.81 15.66
Earl of Warwick   6.31 8.36
JP Morgan Chase and Co   6.46 8.56

Year End June 30

Patersons Securities Limited acted as Underwriter to the 1 for 5 Renounceable Rights Issue that raised $0.5m at $0.07 per share 
for Precious Metals Australia Limited in January 2005. It received a fee for this service.
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Important Notice: Copyright 2006. The contents contained in this report are owned by Patersons Securities Limited (“Patersons”) and are protected by the Copyright 
Act 1968 and the copyright laws of other countries. The material contained in this report may not be copied, reproduced, republished, posted, transmitted or 
distributed in any way without prior written permission from Patersons. Modifi cation of the materials or use of the materials for any other purpose is a violation of 
the copyrights and other proprietary rights of Patersons.

Disclaimer: Patersons believes that the information or advice (including any fi nancial product advice) contained in this report has been obtained from sources that 
are accurate at the time of issue, but it has not independently checked or verifi ed that information and as such does not warrant its accuracy or reliability. Except to 
the extent that liability cannot be excluded, Patersons accepts no liability or responsibility for any direct or indirect loss or damage caused by any error in or omission 
from this report. You should make and rely on your own independent inquiries. 

If not specifi cally disclosed otherwise, investors should assume that Patersons is seeking or will seek corporate fi nance business from the companies disclosed in this 
report.

Warning: This report is intended to provide general securities advice, and does not purport to make any recommendation that any securities transaction is appropriate 
to your particular investment objectives, fi nancial situation or particular needs. Prior to making any investment decision, you should assess, or seek advice from your 
adviser, on whether any relevant part of this report is appropriate to your individual fi nancial circumstances and investment objectives. 

Disclosure: Patersons, its director and/or employees may earn brokerage, fees, commissions and other benefi ts as a result of a transaction arising from any advice 
mentioned in this report. Patersons as principal, its directors and/or employees and their associates may hold securities in the companies the subject of this report, 
as at the date of publication. These interests did not infl uence Patersons in giving the advice contained in this report. Details of any interests may be obtained 
from your adviser. Patersons as principal, its directors and/or employees and their associates may trade in these securities in a manner which may be contrary to 
recommendations given by an authorised representative of Patersons to clients. They may sell shares the subject of a general “Buy” recommendation, or buy shares 
the subject of a general “Sell” recommendation. 

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 (-5% to +5% total return) and Sell (> 5% 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 signifi cant 
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 specifi ed 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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