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Year end

June 2011A 2012F 2013F 2014F
Lodge adj

profit @.7) 25 13.1 27.1
Reported

profit (pre

abn) @7 2.8 14.6 30.1
EPS pre

goodwill (¢) (1.8) 2.0 9.99 20.6
EPS growth -30% na 409% 107%
P/E ratio na 13.7 x 2.7x 1.3x
EV/EBIT -15.3 x 9.9 x 2.4 x 1.4 x
EV / EBITDA -17.0 x 57x 2.0x 1.2 x
CFPS (¢) @.7) 3.8 3.8 11.0
Price / CF -16.2 x 7.0 x 7.2 X 2.4 x
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CMC has been issued a certificate of Practical Completion by the
Pingyao Development Reform Commission in respect of the
Phase 1 expansion to 20,000 tpa at the company’s magnesium
production facility in northern China.

As a consequence of the practical completion within budget, the
unlisted 12 million options, which were issued at the company’s IPO
cannot be exercised and now expire.

This is another milestone CMC has achieved in its development
towards becoming one of the largest magnesium producers in the
world. There will be a commissioning period over the next three
months or so followed by ramp up towards production at an
annual rate of 20,000 tpa. We expect this production run rate to be
achieved during the second quarter of CY2012.

CMC will continue with its planned expansion in production
through Phase 2 and Phase 3, at which time it will have capacity
to produce 105,000 tpa. That will make it the largest producer of
magnesium in the world.

CMC is also progressing with its plans to de-risk its business via
vertical integration, through the purchase of a Dolomite quarry and
Ferrosilicon production operation.

Conclusion

CMC continue to deliver on the milestones it has set for itself and
announced to the market. It continues to de-risk its magnesium
production operation, in line with our expectations.

While there is some short term weakness in the spot magnesium price,
we believe our long term price forecasts, built into our modelling, will
be achieved.

We continue to recommend the stock as a BUY, and believe there is
significant share price upside over the next 12 months, from current
levels, once

e it completes the purchase of the Ferrosilicon business,

e production ramps up to current stated (20,000 tpa) capacity,

and
e Phase 2 expansion progresses towards successful
completion.

Lodge Partners Pty Ltd

1 Tuesday, 8 November 2011


mailto:s.cleugh@lodgepartners.com.au

CMC plans to increase
capacity to produce
105,00 tpa of magnesium
alloy from its plant in
China by CY2014

KEY MILESTONES

2010

9-Nov Official Listing on ASX after raising $12 million (before costs) via IPO
15-Nov CMC completes minimum 75% joint venture earn-in

7-Dec Capital works start on China plant upgrade

2011

5-Jan CMC increases interest in JV to 90.7%
16-Feb CMC secures land rights for expansion
10-Mar Ground-breaking Ceremony for First Phase Expansion
17-Mar Rationalisation of Chinese magnesium industry to benefit CMC
29-Apr CMC commences magnesium production at upgraded existing plant
4-May Baiyuan Dolomite Quarry acquisition (30 km from production plant)
8-Nov Completion of equity capital raising to help fund purchase of ferrosilicon co.
29-Dec Phase one expansion certificate for practical completion issued
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China Magnesium Corporation Limited (CMC)

Mkt Cap: $35.4m $0.27

Valuation data Profit and loss ($M)

Year ending Jun 2011A 2012F 2013F 2014F 2015F Year ending Jun 2011A 2012F 2013F 2014F 2015F

Lodge adj profit (1.7) 25 131 27.1 429 Sales revenue 0.3 21.8 84.0 179.1 284.7

Reported profit (pre WHT) (1.7) 2.8 14.6 30.1 47.6
EBITDA (1.8) 6.9 235 46.6 723

EPS,q; (¢) (1.5) 2.0 10.0 20.6 32.7 Dep'n and amort'n (0.2) (0.2) (0.9) (2.0) (3.2)

EPS growth (30.2%) na 408.7% 106.6% 58.3% EBITAg (2.0) 6.6 22.6 44.6 69.0

P/Eratio na [187x 27X 1.3x 08x |  Goodwill amortisation 0.0 0.0 0.0 0.0 0.0
EBIT 20) [ 39 19.3 40.9 65.0 |

DPS (¢) 0.0 0.0 0.0 9.0 15.0

Yield 0.0% | 0.0% 0.0% 33.3% 55.6% | Netinterest expense 0.2 03) (0.7 (15 (1.9

Franking 0.0% 0.0% 0.0% 0.0% 0.0% Pre-tax profit (1.8) 3.7 18.6 394 63.1

Payout ratio 0% 0% 0% 44% 46% Tax 0.0 (0.8) (4.1) (9.3) (15.5)

Effective tax rate 0.0% 229% 21.9% 23.7% 24.6%

EV / EBIT na 9.9 x 2.4x 14x 0.7 x Preference dividends 0.0 0.0 0.0 0.0 0.0

EV / EBITDA na 5.7 x 2.0x 1.2x 0.6 x Minorities (0.1) 0.0 0.0 0.0 0.0
Withholding tax 0.0 (0.3) (1.5) (3.0) (4.8)
Lodge adj profit @7 [ 25 13.1 27.1 429 |
Net profit (pre sig & WHT)  (1.7) 2.8 14.6 30.1 47.6

NTA per share $0.08 $0.11 $0.21  $0.37  $0.58 One-off items (post tax) (0.3) 0.0 0.0 0.0 0.0

Pr / NTA 3.3 25x 1.3x 0.7 x 0.5x Reported net profit (2.0) 25 13.1 27.1 42.9

Balance sheet ($M) Cashflow ($M)

Year ending Jun 2011A 2012F 2013F 2014F 2015F Year ending Jun 2011A 2012F 2013F 2014F 2015F

Cash 4.8 25 3.2 4.7 10.2 EBIT (2.0) 3.9 19.3 40.9 65.0

Receivables 0.2 3.2 131 28.8 46.1 Net interest paid 0.2 (0.3) (0.7) (1.5) (1.9)

Inventories 0.6 16 6.6 14.4 23.1 Dep'n and amort'n 0.2 0.2 0.9 2.0 3.2

Other 0.5 0.5 0.5 0.5 0.5 Tax paid 0.0 (1.1) (5.5) (12.3) (20.3)

Current assets 6.0 7.9 23.3 48.3 79.9 Gross cash from op'ns  (1.6) 2.8 14.0 29.1 46.1

Net PPE 55 7.8 19.4 355 337 (Inc) / dec in wk'g cap 0.0 (290 (9.9 (15.6) (17.4)

Investments 0.0 7.0 7.0 7.0 7.0 (Inc) / dec in provisions (0.1) 0.0 0.0 0.0 0.0

Goodw il 0.0 0.0 0.0 0.0 0.0 Other (0.2) 5.1 0.8 1.0 (1.5)

Deferred tax assets 0.0 0.0 0.0 0.0 0.0 Operating cashflow (1.9) 5.0 4.9 145 27.2

Other 0.0 0.0 0.0 0.0 0.0 growth over pcp

Non-current assets 55 14.8 26.4 42.5 40.7 Investing cashflows

Total assets 11.4 22.7 49.8 90.8 120.6 Capital expenditure 0.0 (7.6) (13.3) (19.0) 0.0
Asset sales 0.0 0.0 0.0 0.0 0.0

Debt 0.0 6.0 15.0 27.0 21.0 Investments 0.0 (7.0) 0.0 0.0 0.0

Provisions 0.0 0.0 0.0 0.0 0.0 Divestments 0.0 0.0 0.0 0.0 0.0

Other 0.4 1.6 6.6 14.4 23.1 Other 0.0 0.0 0.0 0.0 0.0

Total liabilities 0.4 7.6 21.6 41.4 44.1 Financing cashflows

Equity / reserves 12.5 13.9 13.9 13.9 13.9 Equity raised 0.0 14 0.0 0.0 0.0

Retained profits (2.1) 0.5 13.6 34.8 61.9 Dividends paid 0.0 0.0 0.0 (5.9) (15.7)

Total s/h funds 11.0 15.1 28.2 49.3 76.5 Chg in loans 0.0 6.0 9.0 12.0 (6.0)

Minorities 0.7 0.7 0.7 0.7 0.7 Other non-op flows 0.0 0.0 0.0 0.0 0.0
Free cashflow (1.9) (2.6) (8.4) (4.5) 27.2

Ratio analysis Attrib. Production

Year ending Jun 2011A 2012F 2013F 2014F 2015F 2011A 2012F 2013F 2014F 2015F

EBITDA / sales na 34.7% 29.4% 26.6% 25.8%

EBITAg / sales na 33.6% 283% 255% 24.6% MagAlloy (000t) 0.2 6.7 27.1 59.4 95.2

EBIT / sales na 19.8% 24.2% 23.4% 23.2% Production Costs A$t 2273 2273 2273 2273 2273

Return on assets na 19.4% 415% 47.5% 58.9%

Return on equity na 18.7% 51.7% 61.0% 62.3%

Return on funds emp. na 315% 66.0% 73.3% 81.8%

Net debt / (cash) ($M) (4.8) 35 11.8 223 10.8

Debt / equity 0.0% 39.8% 53.2% 54.7% 27.5%

Net debt / equity (43.1%) 23.1% 42.0% 452% 14.1%

Interest cover 10.0 x na 274x 274x 344x
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Disclaimer

In accordance with section 949A of the Corporations Act 2001, any recipient of the information contained in this document should note that
information is general advice in respect of a financial product and not personal advice. Accordingly the recipient should note that: (a) the advice
has been prepared without taking into account the recipient's objectives, financial situations or needs; and (b) because of that, the recipient
should, before acting on the advice, consider the appropriateness of the advice, having regard to the recipient's objectives, financial situation and
needs.

Although Lodge Partners Pty Ltd ("Lodge") consider the advice and information contained in the document is accurate and reliable, Lodge has not
independently verified information contained in the document which is derived from publicly available sources. Lodge assumes no responsibility
for updating any advice or recommendation contained in this document or for correcting any error or admission which may become apparent after
the document has been issued. Lodge does not give any warranty as to the accuracy, reliability or completeness of advice or information which is
contained in this document. Except in so far as liability under any statute cannot be excluded, Lodge, its employees and consultants do not
accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting
loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of this document or any other person.

Lodge, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Act 2001 may receive commissions
from transactions involving financial products referred to in this document and may hold interests in financial products referred to in this document.

General Securities Advice Warning

This report is intended to provide general securities advice. In preparing this advice, Lodge did not take into account the investment objectives,
the financial situation and particular needs of any particular person. Before making an investment decision on the basis of this advice, you need
to consider, with or without the assistance of a securities adviser, whether the advice is appropriate in light of your particular investment needs,
objectives and financial circumstances.

Explanation of Lodge Partners recommendation system:

Recommendations are assessments of each Lodge Partners Analyst's view of potential total returns over a 1 year period.
Expected total Return is measured as (capital gain (or loss) + dividend)/purchase price

We have divided our recommendations into three main Categories’:

Buy: Expected Total Return in excess of 15% over a 1 year period.

Hold: Expected Total Return between 0% and 15% over a 1 year period.

Sell: Expected Total Return less than 0% over a 1 year period.

Analyst Verification

Iverify that | Stephen Cleugh haveprepared this research report accurately and that any financial forecasts and recommendations that are
expressed are solely my own personal considered opinions. In addition, | certify that no part of my compensation is or will be directly or indirectly
tied to the specific recommendation or financial forecasts expressed in this report.

Contact Lodge Partners:

Melbourne
Level 5,60 Collins St
Melbourne Vic, 3000

Phone: +61 3 9200 7000
Fax: +61 3 9200 7077
www.lodgepartners.com.au
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