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INVESTMENT HIGHLIGHTS

Corporate Highlights and Events:
Chatham Rock Phosphate owns a 100% stake in
820km2 resource area over eastern New Zealand
waters with an estimated 35Mt in Rock
Phosphate (21-22%).

Short-Term Financing
(1.178 Million NZD)

2016

Marine Consent Granted

2017

Medium-Term Financing
(20.3 Million NZD)

2018

Mining Working Program

2018-2020

Production Starts

35 million tons of Rock Phosphate (21-22%) in 820km2 resource on
the seabed of Chatham Rise, New Zealand

Exploration and Mining Permits approved, Marine Consent is last
milestone

Project NPV: 332.7 million USD (Average 25 years Phosphate Price:
USD 130, WACC = 7.8%), Conservative DCF Value/Share= 0.55 NZD

2020

Environmental (Marine) Consent process has an increased probability
of approval, based on recent events (Trans Tasmon Resources, new
approach from CRP, new Management at EPA – entity granting
approval)
CRP: NZ – 1 Year Price Chart

THE INVESTMENT OPPORTUNITY: Considering all factors and arguments analyzed
in this report, we believe CRP truly represents a highly profitable investment opportunity at
a very attractive current valuation. Research, analysis and valuation of all possible factors
influencing the Chatham project represent a solid framework for a potentially supersuccessful venture. Nevertheless, we would like to attract investors’ attention to the
potential risks affecting this investment opportunity: Consent Approbation Risk, Forex Risk,
Commodity price Risk, Financing Risk and Operational Risk. Investors are invited to conduct
their own analysis of the factors presented in this report in order to estimate the
profitability/loss worthiness of this opportunity.
Source: Bloomberg

Chatham Rock Phosphate Ltd

Author: Erenik Yzeiraj, Analyst

10.06.2016

RAMPartners SA
Bvd Georges-Favon 19, 1204 Geneva, Switzerland
info@rampartners.ch
+41223108600
VALUATION

DCF Assumptions
Forex
USD/NZD
1.5
EUR/NZD
1.6
Rock Phosphate*
130 USD
Extraction €/t
65
Shipping $/t
30
Sales Split
Exports
75%
Local
25%
Acc. Rec.
6% Sales
Acc. Pay.
13% Sales
Royalties
2% Sales
Permit Fees
NZD 10* ha
*20 year average forecast

Peers' Universe
Company Name
DuSolo
Potash West

Enterprise
EV/Sales

Price
P/Sales

3.23

2.66

50

119

39.45
3.41

43.82
2.58

Israel Chemicals

1.65

1.01

CI Resources

1.14

1.48

Sinofert

1.94

1.75

Mosaic

1.5

1.17

Anglo American
Arafura

37.69
16.65

37.18
50.07

Average
Median

15.67
3.32

26.07
2.62

Fertoz
Potash Corp

Source: Bloomberg

Valuation & Pricing:
 DCF Value per share: 0.55 NZD
 Comps Price per share: 0.43 NZD

Discounted Cash-Flow Model: Our DCF model takes
CRP DCF Valuation
into account the crucial assumption that CRP obtains the
NZD 378'845'478
marine consent (and the necessary funding prior and PV FCF (EV)
during the marine consent application) and the Chatham Cash
NZD 0.00
Rise project materializes. The key elements to consider Debt
NZD 0.00
in our modelling assumption are the phosphate rock
NZD 378'845'478
price and the exchange rate with USD and EUR. Based Total Equity Value
on projections and estimations made by CRP, our DCF Shares Outstanding
692'000'000
Valuation Model gives a target stock price of NZD 0.50,
Value per Share
NZD 0.55
adjusted for 2015 year-end cash. The NPV of the project
only, without taking into account the four pre-production years, amounts to 332.7 million USD
(472 million NZD). Whereas the total present value of future cash-flows of our model is 378.7
million NZD. The difference is explained by the low cash-flows during pre-production years,
where financing is assumed to almost equal total cash spending. We have computed a discount
factor of 7.8% with an unlevered beta of 0.84 (industry average + project specific risk) and
market risk premium of 6.25%. Change in Net Working Capital remains constant throughout
the years with the exception of the first year. Thanks to its flexible business model, the
company will not invest in new assets, therefore there will be no CAPEX nor Depreciation. In
this scenario, we expect production to begin in 2020 with 1.5Mt pa of production and 1Mt in
2036. Our DCF model assumes account an export price of USD 150 (market benchmark) and
a local price of NZD 100. Based on CRP’s projections, the company would export 75% and sell
locally the remaining 25%. CRP’s Operating Expenses comprise Extraction, Shipping, Freight
Charges. Since CRP will become a commodity trading company with a mine permit, it will
contract extraction out to a partner (assumed at 65€/) and will incur an additional shipping
cost that we assumed at USD 40/t. Freight charges amount to NZD 6 million annually and
royalties are estimated at 2% of Revenues (2% AVR, the highest). We also assumed the
company will remain debt-free, since its pre-production financing will be equity based and
post-production, CRP becomes auto-sufficient. Tax regime in NZ is 28%.
Comparables - Market Pricing: We have
CRP Comparables Valuation
researched and screened a total of 10 comparable
291'375'000
companies. Our peers’ universe selection criterion Sales 2020
was primarily the nature of activity (Mining, Median Multiples
EV/Sales= 3.41; P/Sales=2.66
Commodity Trading) and the commodity (rock
Sales*(Median Multiples/2)
Valuation Model
phosphate, fertilizers). All selected companies are
Valuation
865'383'750
directly exposed to phosphate mining and
production. We believe companies satisfying both Shares Outstanding
1'474'803'270
criteria are influenced by the same forces and Future Stock Price
0.59
market trends that CRP will be, in our scenario.
7.8%
We focused on revenue-based multiples, both EV Risk Factor
and Price. We averaged (equally weighted) the Price per share
0.43
medians of EV/Sales, P/Sales multiples and
divided the outcome with the projected number of shares outstanding (1.474 billion). That
gave us a share price of NZD 0.59. We used the same risk factor as in our DCF model (7.8%)
to discount back to 2016. The target stock price, based on our model, is NZD 0.43. The
market based target stock price is significantly close to our DCF model’s target.
Sensitivity Analysis: In order to get a
variation of key elements to CRP’s
future shares price, we have decided to
run a Sensitivity Analysis for both our
models.
For the DCF, the main factors that we
decided to vary are Phosphate Price and
Forex, respectively USD/NZD and
EUR/NZD. All factors were varied on the
range -40%, -20%, +20%, +40%.
For the Comparables model, the input
variables are Rock Phosphate price and
the Average of the Median Multiples.

DCF Sensitivity
Variation

-40%

-20%

20%

40%

USD/NZD
Target Stock Price

0.08

0.34

0.84

1.10

EUR/NZD
Target Stock Price

1.06

0.83

0.35

0.11

Rock Phosphate Price
Target Stock Price

0

0.26

0.92

1.25

Comps Sensitivity
Target Stock Price

0.32

Rock Phosphate Price
0.39
0.53

0.60

Average of Median Multiples*

We have averaged both valuation
0.26
0.35
0.52
0.61
models (equally weighted) in order to Target Stock Price
*[EV/Sales
+
P/Sales]
compute our final valuation for CRP.
The outcome is 0.50 NZD per share. Regarding the DCF model, although the project is
very profitable and valuable, the company has gone through an important share dilution the
past couple of years. Whereas for the Comparables, we believe that the current market pricing
reflects low valuations compared to the potential profitability of the sector and thus the median
multiples should be in the upper segment of the sensitivity analysis.
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GLOBAL INDUSTRY ANALYSIS
Total Arable Land and Total Arable Land per Capita

Source: GB Minerals

Rock Phosphate prices (USD), 2006-2016

Source: InfoMine

Share of world increase in Phosphate fertilizer
consumption, 2014 - 2018

World Population Growth, billion people
Demand Outlook: A vital and indisputable
link exists between phosphate rock and world
food supply. As the availability of productive
arable land per capita is decreasing, the
existing food production resources need to be
more efficient to satisfy the demand of a
growing population. We have modeled future
demand expectations based on three key
elements: population growth, arable land per
capita decrease, and need for caloric nutrition.
World population have grown steadily for the
past 60 years and improvements in medicine,
science and lifestyle are expected to boost
Source: GB Minerals
growth to achieve 9.2bn humans in 2050
(Source: United Nations). The modest arable land expansion is being eliminated by human
population growth. Arable land per capita is expected to decline even further reaching
alarming levels by 2050, at 0.2 ha (Source: FAOSTAT). This will require higher phosphorousto-crop-yields of production. Another key element is need for caloric consumption. The
average diet, on a kcal/capita model has been growing steadily the past years. Global demand
for meat, dairy and oilseeds is expected to grow moderately for the next 20 years, as calories
intake become more widespread. Therefore, global outlook for fertilizer is extremely positive,
with an expected upward trend for phosphate. Developing countries will be on the driving
seat of the demand.
Supply
Outlook:
The
biggest phosphate producing
countries are China, US and
Morocco. India is the major
importer, China the biggest
manufacturer and Morocco
the biggest exporter. The
Maghreb country holds 74%
of the global reserves and is
aiming
to increase
the
phosphate
fertilizer
production. As mining in
China
and
the
US
is
Source: The Hague Center for Strategic Studies
becoming more expensive
and
political
factors
in
Morocco represent a high risk, there is a need for diversification. We assume China will remain
an on-shore production center to satisfy its massive national demand. The production market
is generally characterized as with low entry barriers and rather competitive. It is in fact, a
very fragmented market on the private sector side, as none of the players own a significant
market share. However, MENA’s state owned companies have a relatively important power
over prices and supply. Many players are integrating vertically in the value chain to improve
margins. Rock phosphate’s global reserves are estimated at some 67 Gt (Jasinski 2013).
Geopolitical factors: Geopolitical risks are different. Armed conflicts can cause exports to
stagnate. This is currently the case with phosphate exports from Syria, due to the civil war,
and such conflicts are possible in other countries with significantly more important resources
(Morocco for instance). Furthermore,
raw material exporting countries that
The World’s Biggest Phosphate Rock producers
are also major users can restrict
exports by giving priority to their
domestic agriculture and industry.
They can also use their export policy
to exert pressure on importing
countries. China, for example, has
both done in recent years.

Source: Food and Agriculture Organization of the United
Nations

Source: Dennis and ICL (2013)
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Bullish Phosphate Price
argument :
 Africa’s agricultural
potential
 Finite nature of the rock
 Growing need and demand
for fertilizers

The Chatham Rise Phosphate Rock

Pricing factors: The phosphate rock is generally sold under long-term contracts, giving an
oligopolistic nature to the market. The benchmark for pricing is the Morocco FOB. The main
driver of demand for phosphate rock is the phosphate fertilizer. There is no substitute for the
phosphate fertilizer, making the demand inelastic. As long as demand increases, prices should
follow as well, unless new resources are put into production. Cost factors in the production
prices include oil for mining infrastructure, phosphate transport and phosphate conversion.
With oil prices at low level, current prices suggest high profitability. Crucial elements to
determine the bullish expectations of phosphate prices are notably Africa’s agricultural
potential, the finite nature of the rock,
geopolitical factors and the natural growing
demand and need for fertilizers. We believe
the near and medium-term prices should
remain stable and then begin their slow and
steady growth.
Market Performance: The past couple of
months has seen Canadian companies
(U308,
Genius,
DuSolo,
Lara)
and
Australian Peak Resources on the winner’s
side with an average price appreciation of
+9.52%. On the other hand, the major
players (Mosaic, PotashWest, etc.) have
shown increased volatility the past few
months, but in overall their performance
was positive. The SPDR S&P North American Natural Resources ETF (NANR), a broader
portfolio, has risen 14.05% YTD to 32.10$. The YTD Month-End performance of the fund is
36.88%.
Mining and Rock Phosphate in NZ: NZ has a long history in mining and an abundant
mineral resources including coal, gold, iron sands, phosphate and limestone. Mining
generated a total of NZD 3.6bn in 2015 (1.4% of GDP) whereas Agriculture (the buying sector
of rock phosphate fertilizers) totaled NZD 13bn in 2015 (5.2% of GDP). NZ imports 94% of
its fertilizer needs from North Africa, with annual volume of around $1bn. The Chatham Rise
project could potentially disrupt the current conditions of both Mining and Agriculture sectors
of NZ, representing profitable win-win situations.

COMPANY ANALYSIS

The Chatham Rise project visualized

Mining Project: CRP holds a 100% stake in an
820km2 mining area over New Zealand waters
around 450km east of Christchurch, in the
Chatham Rise area. This area is very well known
for its widespread concentration of rock
phosphate. In 2013, expert studies and reviews
concluded the resource amounts to 35Mt. Since
1952, there have been several government and
private surveys outlining the immense potential
and the extent of the deposits, the total amount
spent on the area is estimated to be $70 million in current dollar terms. Application in this
area would be achieved through suction and shallow with dredging, therefore no drilling of
seabed is required.
Economic
and
Environmental
impacts:
Preliminary scientific studies show the resource in
Chatham is lower in cadmium, uranium and carbon
footprint than the imported rock phosphate. Being
used as a direct application fertilizer, Chatham’s
extraction is more effective and reduces waterways
pollution, as it gives CRP less run off. Extraction will
be totally compliant with international marine mining
environmental procedures, and will affect only 0.1%
of the Chatham Rise total area.
Economically speaking, this project represents a major breakthrough with a very high
profitability potential. Building the extraction and production infrastructure means the
creation of new jobs and provide further royalty income for the local economy. It will give
New Zealand a very strategic position and enhance its exporting relations with Asia Pacific
markets. On the local phosphate consumption market, The Chatham Rise production will
stabilize local consumption, reduce its commodity risks deriving from fertilizers and establish
fixed price contracts with local fertilizer companies and farmers. It is estimated that this
project will substitute rock phosphate imports with exports of an approximate value of
$NZ300 million per annum.
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Business Model: CRP employs a very flexible and lowcost model. It currently employs full time only its CEO
and Project Director, Mr. Chris Castle. Other employees
have part-time consulting agreement. Expenses in 2015
were basically G&A ($2.5 million) and the cost incurred
for the Marine Consent Application ($6 million). Despite
all the expenses related to permits, consents and
applications, the current and projected cost structure
are very attractive in case of production. When in
production, CRP will contract the extraction process to
an out-sourced dredging company. As the terms of the
contracting agreement are still to be negotiated, we assume this will take off CRP’s books a
heavy capital expenditure. It also means that costs will be more stable and efficient, as CRP
will rely on specialist’s immense expertise rather than acquiring the knowledge and building
the infrastructure on its own.

 Minimized environmental
impact
 Partnership with Boskalis
 Very easy and not complex
project to build

 New EPA’s leadership and
will
 Different, more careful and
thorough approach from
CRP
 Solid and supportive
relation with Government
agencies and industry
players

Competitive Advantages: CRP’s difference is initially
based on monetizing the mineral asset in the seabed of
the Chatham Rise area. Thanks to the new available
dredging technologies, the environmental impacts will
be minimized and sustained under control. The
economics of the project are truly promising – the
financial benefits will represent important gains for CRP
and the local market. Another extremely important
factor is CRP’s partnership with Boskalis (currently
owning 3.7% of CRP’s shares). Management team being
the decisive success factor for any business, CRP is
extremely well positioned considering the mix of managerial expertise, experience, track
record and industry network (see more in the next section). If Marine Consent is approved,
CRP will become an extremely important actor in the New Zealand Natural Resources sector,
the only one being able to monetize on high quality rock phosphate minerals sitting in the
seabed of this area. This strong market position in our assumptions gives CRP’s project an
additional attractiveness. The last argument is the feasibility and low complexity of the
project. From scientific, operational, financial, legal and environmental standpoints, the
project ticks all the boxes and doesn’t represent any challenging issues in terms of setting
up the infrastructure and running it.
Environmental Protection Agency (EPA): EPA’s new Management, headed by Dr. Allan
Freeth, has shown new spirit in the way it handles applications and consent approbations.
Despite the previous decision, which we find unreasonable, we believe this time CRP will see
its chances increase. CRP spent NZD 6 million to prepare and apply for the consent. These
costs were implied by EPA. On top of that, CRP pays annual permit fees to the government
for a resource it cannot exploit. This miss-management of the situation from the Government
and EPA raises an urgent need for NZ authorities to reorient their policy towards
entrepreneurship and business. We are confident we will see a more positive will from the
authorities this time.
CRP is approaching the issue differently this time:
they have invested more time, money, energy and
effort in providing guidance at different levels of the
procedure, in more research and scientific studies,
and in managing the relationship with government
and farming industry in order to transparently reflect
all aspects of the project. In addition, Trans Tasmon
Resources, an iron sands project also offshore New
Zealand, is expected to achieve final consent late in
2016. This should represent a very positive signal for
CRP. With the new EPA’s leadership in place and the
new CRP’s approach, we believe CRP has much more
chances to obtain its deserved consent.
Future Strategy: CRP’s continuous efforts to pursue towards obtaining the Marine Consent
Approval are a very important part of the strategy for the near and medium term. We find
this persistence very reasonable as the rationale of developing the asset represents important
potential for high profitability. Not developing the asset translates into ignoring a rich finite
resource being lost into waterways decade by decade. Parallel to continuing towards building
a commodity trading posture, the company is pursuing different strategic directions as well.
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Diversification Strategy:
 5 Marine Applications
offshore in Namibia
 Relationships with key
industry players to become
a phosphate trading
company
 Merger with Antipodes Gold
– listing on TSX

 Experienced, successful &
dedicated Management team
 Current biggest shareholders
of CRP
 Have executed on their plans
and have displayed
persistence and dedication

For instance, it is looking to diversify its asset portfolio with other mineral resource, where
key executives and scientists are doing appropriate due-diligence. It has already five marine
applications offshore Namibia. This will significantly mitigate the risk behind CRP’s unique
project. The company is ultimately structuring a merger with Antipodes Gold, as part of a
primary listing, while maintaining its NZAX listing. Additionally, CRP is in late discussions with
key industry players to enter into the phosphate trading market. We believe these initiatives
will provide further liquidity, more investor awareness and efficiency in financing rounds.
Finally, CRP is building strong strategic relationships with the Government, the farming
community, and the industry as a whole in order to develop an atmosphere of support and
confidence around the Chatham Rise Project.

MANAGEMENT
Our Management analysis framework is based on
Management’s “skin in the game”, incentives, trackrecord, reaction to turbulence and business priorities
within the company. The first element, “skin in the
game”, means what percentage of the company’s
current capital does the Management own.
Management’s ownership eliminates the agency
problem and gives one certainty: executives are there
to make it work! The second element refers to the
management’s compensation scheme and plan. If the
management is purely compensated in cash and,
especially, when the company is doing badly, then
there is an issue of consistency. The third element, track record, reflects the management’s
previous successes and generally translates into maturity, expertise and knowledge to make
this a new success. Fourth element represents how the management has reacted and what
positions did they take in the past within the same company, when the company had gone
through roller coasters. Last but not the least, business priorities take us to what management
is currently involved with, besides the company. As we have seen an increasing number of
multi-companies’ CEOs, we estimate, in the majority of occasions, it makes executives lose
focus, have less time and energy and especially, not care about their companies’ performance.
“Skin in the game”: CRP’s Management team represents the second largest shareholder in
the company (10.1%). They have shown dedication and implication throughout the years,
despite challenges. To us, this criterion is totally satisfied.
Incentives: Looking at CRP’s latest audited financials, all Management and executive fees
were settled in equity. Little to no cash salaries have been paid so far to Management, which
is very reasonable considering the pre-revenue stage of the company.

Management Analysis:
Our in-house model shows
that management has what it
takes to make this project a
success and ultimately provide
profitability and shareholder
value

Track-Record: Current CRP’s Management displays an important combination of skills,
expertise and knowledge. Previous experiences include UNESCO, IHO, Nautilus, Seacore, OCP,
etc. with a combined 250 years of experience. It is important to note that one of OCP’s key
talents, now serves as an advisor and consultant to CRP.
Reaction to turbulence: When we look at the team back in 2012, with the exception of a
few external consultants, the core is still devoted to CRP today. They’ve gone through “heaven
and hell” and now the team is compact and solid. The positive support CRP has from strategic
stakeholders (Boskalis, Government, Subsea Investment, etc.), we believe is a merit of the
persistence and performance of the team.
Business priorities: Our analysis concludes that current management hold several positions
within other companies. However, we believe it does not endanger their dedication. Current
efforts and energy is enormously spent on CRP and from our discussion with the CEO, Chris
Castle, the priority remains Chatham.

We conclude that CRP Management has the necessary skills, ability, devotion, focus and
“skin in the game” to do everything in their hands to make this project work.
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Disclaimer
Copyright 2016 RAMPartners SA. All rights reserved. This report has been commissioned by Chatham Rock Phosphate and prepared and issued by RAMPartners. All
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee
the accuracy or completeness of this report. Opinions contained in this report represent those of the lead analyst at the time of publication. The securities described
in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is intended only for "wholesale clients"
to major institutional investors only. RAMPartners does not offer or provide personalized advice. We publish information about companies in which we believe our
readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to
be, and should not be construed in any manner whatsoever as, personalized advice. Also, our website and the information provided by us should not be construed
by any subscriber or prospective subscriber as RAMPartners’ solicitation to effect, or attempt to effect, any transaction in a security. This is not a solicitation or
inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only
and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. RAMPartners has a restrictive
policy relating to personal dealing. RAMPartners does not conduct any investment banking business with the client and, accordingly, does not itself hold any positions
in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of RAMPartners may have a position in any or
related securities mentioned in this report. RAMPartners was compensated two thousand five hundred Swiss Francs for this report. RAMPartners or its affiliates may
perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and
are subject to large and sudden swings. In addition, it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities
mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking information or statements in this report contain
information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current
expectations. The content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation
or opinion in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalized
service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by RAMPartners (i.e. without taking into account the
particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent permitted by
law, RAMPartners, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of
reliance being placed on any of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication.
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