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Brief History
Centrex Metals started life as an aspiring iron ore developer with a significant land holding in
South Australia. The decline in the iron ore price in the early part of this decade saw the
exploration focus shift to base metals, gold, potash and phosphate. The Oxley Potash project
was purchased from Sheffield Resources in May 2015 and the Ardmore Phosphate project was
purchased in June 2017 from Southern Cross Fertilisers, a subsidiary of Incitec Pivot. Both
projects have been the subject of scoping studies but only the latter has been released.

What looks interesting?
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CXM is one of the few stocks we have seen which has traded with a negative EV. As at 31
December 2017, CXM had cash reserves of $17.5m (6cps). Ardmore is the key project and our
calculated after tax project NPV of 27cps is based on CMX’s scoping study and a 10-year life.
The next phase of realising value is the Definitive Feasibility Study (DFS) occurring mid-2018
followed in 2019 by a demonstration plant to produce trial concentrate shipments for customer,
approval and pricing.

What are the assets?
Ardmore Phosphate
 The Ardmore Phosphate project is of reasonable size and is high grade, 14Mt at 29% P2O5.
The project is in the same region as the Duchess Phosphate deposit which Incitec Pivot
mines and processes to produce monoammonium phosphate (MAP) and diammonium
phosphate (DAP) at its Phosphate Hill operations. CXM is planning on selling beneficiated
phosphate rock into the domestic and export market rather than treating the ore further to
produce MAP or DAP.



CXM has completed a scoping study and plans to have the DFS completed by the middle of
2018. The DFS will include firm quotes for mining & transport and indicative prices for
capital and operating costs. We do not anticipate that there will be a dramatic difference
between the DFS and scoping study which aimed at producing 800,000wmt per annum of
35% P2O5 concentrate, trucking production to the Duchess rail siding, and railing it to
Townsville for export. It is possible that the financials could outperform previous estimates
as based on recent pilot trails the company now plans to do single stage crushing rather
than three stages of comminution. Mining trials completed by the company have also since
showed potential for further optimisation.



Production of the run of mine ore is relatively straight forward and will involve the open pit
mining of bulk waste and more selective mining of the phosphate ore horizon. Mining at
Ardmore is expected to be all free digging with no blasting required. After mining, the
phosphate rock then goes through crushing, attritioning and a desliming phase. The
concentrate is then dried and ready for loading onto trucks for transport to the rail siding and
railing to Townsville port.



CXM plans to export the bulk of production to Australia, New Zealand, India and potentially
South-East Asia. It is anticipated the ore will be sold on a Cost Insurance and Freight (CIF)
basis so that CXM can manage the relatively small tonnages through the port of Townsville.
The equivalent CIF price for New Zealand was US$138/t in 2017 and has averaged
US$178/t over the last five years. Consumers then either use the Phosphate Rock or
convert it to Single Super Phosphate, or to phosphoric acid to produce TSP, MAP or DAP.



After the completion of the DFS, CXM hope to build a demonstration plant capable of
producing trial shipments for customer acceptance and price discovery. CXM have enough
funds to complete the DFS but in our view, would need to raise around $10m to build a
plant, fund the working capital and pay for trial mining. The trial shipments would be paid
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shipments, meaning revenue would be generated post-delivery of the shipments.
Construction of the demonstration plant, trial mining and processing would probably be
carried out over a period of 3 months followed by financing of the commercial plant,
construction and full-scale production in 2021.
FIG.1: ARDMORE PHOSPHATE DEPOSIT

Source: CXM



CXM’s scoping study showed $60.9m capex, 10-year mine life, a Cost and Freight (CFR)
cash cost of A$162/t and a received price of A$210/t (US$158/t) generated a pre-tax NPV of
$124-129m (39-41cps). Our back of the envelope modelling, using the mining profile in the
scoping study rather than the Life of Mine (LOM) averages, estimates Freight and a CFR
price of US$155/t generates an after tax NPV of $8m (27cps) using a discount rate of 10%,
our pre-tax NPV estimate is $127.5m. Our calculated LOM average EBITDA is A$35.8mpa
(or 11cps).

FIG.2: PHOSPHATE ROCK PRICES

FIG.3: NPV SENSITIVITY TO PHOSPHATE ROCK PRICES
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Our view – the high grade low cadmium content is a marketing positive for the Ardmore
phosphate rock. CXM do need to get offtake agreements to get the project financed but the
implied operating margin based on spot prices does look interesting. The economics of the
project are reliant on the transport costs to Townsville (at least it is rail rather than road), sea
freight and the negotiated price (and the potential new entrant discount). The DFS should
however see some these risks quantified by mid-2018.

Oxley Potash



Purchased in 2015 for $2.5m from Sheffield Resources. The potash at Oxley occurs as an
ultrapotassic microsyenite rather than a brine or evaporite. The resource is large, 155Mt at
8.3% K2O calculated over a 3km strike length of the 32km ore zone.



CXM’s plan is to use a molten salt roast to produce potassium chloride and convert this to
potassium nitrate using nitric acid.



Details of the scoping study were never released but work on the project has been ongoing
with the process technology being developed. The main circuit to date has been developed
between AMEC, Hatch, Novopro and WorleyParsons, while the University of South
Australia’s School of Engineering is working on a second-generation circuit. In their last
quarterly, the company noted that it was looking for vendors to carry out the roasting test
work.

FIG.3: OXLEY PROCESS FLOW SHEET

Source: CXM



Our view: The development of this project is reliant on the successful implementation of a
technology solution, cheap gas and power. This appears to be a big company project and is
more of a long-term option or an asset which could be Joint Ventured out rather than solely
risked by CXM.

Base metal exploration in the Lachlan Fold Belt



Goulburn base metals project – CXM has two exploration licenses. The tenements are
10km north of Heron Resources’ Woodlawn mine development and contain akin geology.



Geophysical mapping of the project has shown promising conductor targets located on the
edge of a major gravity high adjacent historically defined zinc, lead and copper
mineralisation. A drill program conducted in early 2015 intersected a zone of massive and
semi-massive polymetallic sulphide mineralisation at the collector north polymetallic
prospect.




No work was carried in the December 2017 quarter.
Our view – we wouldn’t be surprised if these tenements were sold or joint ventured out and
see the company concentrate on the fertiliser industry.
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Corporate
Shareholders – Graham Chrisp (35.2% holding) is a director of CXM and long-term
shareholder. WISCO and Baotou Iron & Steel have a combined 19.7% holding which was built
over the period when CXM was an iron ore aspirant. CXM recently sold the Wilgerup iron ore
project and Kimba Gap iron ore projects to SIMEC Mining for a A$10m royalty stream. It
therefore seems reasonable to expect that WISCO and Baotou would sell down their
shareholding over time.

Strengths



Ardmore is a high grade phosphate deposit and low in cadmium which could make it
attractive to customers.



Ardmore does have a freight advantage relative to other suppliers in the Asian and Oceania
regions and the market is in deficit in these regions. The Asian region also displays the
highest demand growth at 4%.



Flexibility in sales and marketing.

Weaknesses



Full scale development is potentially 2-3 years away and requires the completion of a DFS,
the construction of a demonstration plant and product acceptance & pricing prior to the Final
Investment Decision (FID).




Phosphate prices are negotiated and the price discovery process can be quite opaque.
Agricultural related industries can be quite cyclical and product demand is not always driven
by quality. Seasonal factors impact farming and cropping driven demand and cannot be
modelled nor can changes in the degree of substation by farmers.

Opportunities



The market is probably placing no value on the Oxley Potash project because of the
technology requirements and the potential scale of the project. A breakthrough in
processing could see the implied project value increase.



The start-up of Heron Resources’ Woodlawn mine in 2019 and its ongoing exploration
success could generate more interest in base metal exploration in the Lachlan Fold Belt and
generate more interest in CXM base metal tenements.



Mine life could be extended at Ardmore through exploration once cash flow from the mine is
established and extend mining and processing beyond the 10 years allowed for in our cash
flow modelling.

Threats



Collapse in phosphate prices is unlikely but prices based on World Bank data have
weakened over the last five years.



Demand for phosphate rock is expected by the World Bank to grow at 2%pa, however the
market does appear to be in surplus on a global scale and competition could lead to weaker
prices.



Persistence of a new entrant discount or blow out in shipping costs would hurt operating
margins and reduce cash flow.
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