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VALUATION 

Recommendation   
Stock Price  $1.35 
1 Yr Target Price $1.60 
Company Valuation (A$/share) $2.48 
Market Risk 
Liquidity Risk 
Development Risk 

Low 
Medium 
Medium 

Source: MPS Research  

 
CAPITAL STRUCTURE 

ASX Code  ORE 
Market Cap* $102.0m 
Ordinary Shares 
Unlisted Options 

73.8m 
1.8m 

*fully diluted                                                          Source: ORE 

 
COMPANY DETAILS 

Level 1, 349 Coronation Drive 
Milton, QLD 4064 
Telephone: 
Facsimile: 
Email: 
Website: 

+61 7 3871 3985 
 +61 7 3729 8988 

mail@orocobre.com.au 
www.orocobre.com.au 

 Source: ORE 

 
1 YEAR PRICE CHART 

 
    Source: IRESS 
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Orocobre Limited 
An Emerging Lithium/Potash Producer 

 

• Orocobre Ltd (ORE) has acquired around 42,250 hectares (ha) of 

land at its Olaroz Project, increasing its total holdings to 64,250 ha. 

• This new land acquisition increases the likelihood of a resource 

upgrade and provides improved development options. 

• MPS expects that this will allow an increase in annual production 

from the previous estimate of 15kt p.a. to 20kt p.a. of Li2CO3. 

• MPS has increased the capital cost estimate from US$90m to 

US$107m and the A$/US$ exchange rate from 0.75 to 0.90. 

• As a result, the previous NPV valuation of the Olaroz Project has 

increased from A$1.35/share to A$2.48/share (10% discount rate). 

• MPS has increased its 1-year price target from A$1.20 to A$1.60. 

• Definitive Feasibility Study (DFS) is on track and completion is 

anticipated for mid-2010. 

• Production is still expected to commence in late 2011. 

 
ORE has acquired around 42,250 ha of land at its Salar de Olaroz Lithium-
Potash Project. The acquisitions cover land that is located around the 
existing project and increase ORE’s tenement holding to 64,250. 
Importantly, the tenements ORE has acquired are located directly 
adjacent to Olaroz’s resource area. The four main packages of land are 
called The Los Andes Group, Mercedes III, Viento Blanco and Cateo 498-
B-2006. 
 
The Los Andes Group is made up of a series of tenements to the west of 
Olaroz’s current resource area (see illustration 2 on the following page). 
As a result of this acquisition in particular, ORE has increased its 
development options. The previous restriction on the annual production 
capacity was the amount of suitable land for solar ponds, which allow 
the concentration of the brine solution through evaporation. 
 
Changes to MPS’ Model 
 
MPS believes that this new package of land will allow ORE to increase its 
annual production to 20,000 tonnes (20kt) of Lithium Carbonate (Li2CO3) 
per annum (p.a.). As such, MPS has changed this assumption in its 
model, increasing estimated annual production from 15kt p.a. to 20kt 
p.a. of Li2CO3 and from 36kt p.a. to 48kt p.a. of Potash. 
 
Under the previous assumptions, the cumulative production over the 20-
year mine life amounted to 295kt of Li2CO3 and 708kt of Potash. Under 
the new assumption that production will ramp up to 20kt of Li2CO3 and 
48kt of Potash by the fourth year of production, the cumulative 
production of Li2CO3 and Potash is 380kt and 912kt respectively. These 
cumulative production levels still seem small when compared to the 
project’s inferred resource of 1.49Mt of Li2CO3 and 4.4Mt of Potash. 

Investment Research Update
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The Olaroz Project’s Initial Resource 
 
By comparing illustration 1 with 2, the initial inferred 
resource estimate area can be seen to be limited by the 
extent of its tenements. ORE’s recent land acquisitions 
have increased its holdings of the central salt lake area (or 
‘salar nucleus’) by 35% to 10,000 ha. MPS believes that 
these new salar nucleus areas along the western side and 
to the south-west of the existing resource area (indicated 
by the black lines in illustration 1) have the potential to 
increase ORE’s resource substantially. 
 

Illustration 1: Initial Resource Area 

 
Source: ORE 

Valuation Update 
 
As a result of the increase in production, MPS has increased 
its capital cost estimate from US$90m to US$107m (+/- 
30%). This increase mainly reflects the increased cost from 
building more solar ponds and increasing plant capacity. 
Other capital expenditure items, such as road upgrades, 
have not been affected. 
 
Furthermore, to reflect the recent changes in currency 
markets, MPS has increased it’s A$/US$ exchange rate 
assumption by 20%. MPS has also increased the Li2CO3 and 
Potash prices by 9% to better reflect the prices needed to 
keep the marginal hard-rock Li2CO3/Potash producers in the 
market over the coming years. 
 

Main Assumptions of MPS’ Updated Model 
Li2CO3 Price (US$/t*) 6,000
Potash Price (US$/t) 600
Operating Costs** (US$/t*) 2,000
A$/US$ Exchange Rate 0.90
Project CAPEX (US$m) 107

*per t of Li2CO3 **including Potash credits 

 
The company has indicated, in recent announcements, that 
it expects its operating costs to be lower than those 
estimated as part of the scoping study. While MPS’ 
operating cost has decreased to US$2,000/t (from 
US$2,120), this is a result of the increase in Potash credits 
(from the increase in the Potash price) and not from a 
reduction in MPS’ estimate of operating costs. 

Illustration 2: Olaroz Lithium-Potash Project: Tenement Map

 
Source: ORE 

New Tenements 
 
• The Los Andes Group covers 3,600 

ha of salar nucleus and margins, 
adjacent to the current resource 
area. 

 
• Mercedes III covers 1,700 ha of 

salar margins prospective for 
mineralised brine solutions. 

 
• Viento Blanco, located to the east 

of the resource area covers 900 ha 
of salar nucleus and margins. 

 
• The Los Andes Group also covers 

large areas of land where a 
processing plant could be located,  

 
• The Los Andes Group also provides 

access to the port of Antofagasta 
through Provincial Route 70 and 
Route 40 (a sealed road). 
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Valuation Update – Continued 
 
Given all of the assumptions previously outlined, MPS has 
calculated the following results for the NPV and internal 
rate of return (IRR) for the Olaroz project: 
 

Olaroz Project NPV 
Discount  

Rate 
NPV 

(US$m) 
NPV  

(A$m) 
NPV 

(A$/share)* 
8% $312 $346 $3.00 

10% $245 $272 $2.35 
12% $193 $214 $1.86 
IRR 39%   

*Assuming that ORE issues 40 million in 
new share capital to finance the project. 

 
Taking into account the value of the 21 million shares in 
Elementos Ltd (ASX: ELT) currently held by ORE (at the 
listing price of A$0.25/share) and MPS’ estimate for ORE’s 
cash at bank, MPS has calculated the value of ORE. The 
following table shows that MPS has calculated a total value 
for the company of A$287 million, which equates to a value 
of A$2.48/share. 
 

Company Valuation 

  A$m A$/share* 
Olaroz NPV $272 $2.35 
Cash at bank $10^ $0.09 
ELT Shares $5.25 $0.05 
Total $287 $2.48 
^MPS estimate to include recent capital raising  

and expected cash outflow for Q4 09 

 
It should be noted that MPS’ NPV calculations do not take 
into account any value derived from ORE’s salar exploration 
assets in north Argentina, since very little information has 
been released on these assets. So further developments 
with respect to these assets would act as a re-rating trigger 
for the company. 
 
Li2CO3 Price (US$/t) and Company Value/Share (A$/Share) 

 
           Source: MPS Research 
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Valuation Update – DFS on track for mid-2010 
 
ORE has recently announced that The Definitive Feasibility 
Study (DFS) is on track for completion in mid-2010. The 
company has also confirmed that, subject to regulatory 
approvals and finance, development is expected to 
commence in 2010 and production is expected to start in 
late 2011. MPS has assumed in its model that production 
will start in 2012 and thatz it will ramp up to full production 
(20kt p.a. of Li2CO3 and 48kt p.a. of Potash) in 2013. 
 
Key elements of the DFS: 
 
• Pond processing test work: including brine extraction, 

long-term solar evaporation and processing test work. 
• Drilling: infill drilling to upgrade resource to “Measured 

and Indicated” categories. 
• Pump testing: to develop a better understanding of the 

hydrogeological properties of ORE’s resource. 
• Surface geophysical surveys: to map basin shape and 

extent of brine pools. 
• Plant process route planning, and 
• Economic analysis 
 
Valuation Update – Scope for further NPV increases 
 
MPS believes that there is further scope to increase the 
Olaroz Project’s NPV and that it lies in the following areas: 
 
• The potential to lower operating costs from scoping 

study estimates (as the company expects). 
• Increased resource size due to the 35% increase in salar 

nucleus from recent land acquisitions. 
• Extension of the mine life due to higher than expected 

recoveries. 
 
Major risks involved with the Olaroz project: 
 
• A lower than expected Li2CO3 price, due to higher than 

expected supply or low demand (lithium-based battery 
demand) growth. 

• Lower than expected recover rates: either in brine 
extraction or processing. 

 
As mentioned above, MPS has not taken into account any 
value derived from ORE’s salar exploration assets. So any 
major developments in that respect could increase the 
company valuation substantially. 
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General Securities – Advice Warning 
 

Martin Place Securities Pty Ltd (‘MPS’) makes no representation and gives no 
warranties to the accuracy or reliability of any information contained in this document 
and does not accept any liability for any loss caused by representations, errors or 
omissions on the part of Martin Place Securities Pty Ltd or by any of their respective 
officers, employees or agents. In preparing this information, Martin Place Securities 
Pty Ltd did not take into account the investment objectives, financial situation and 
particular needs of the reader.   
 

Before making an investment decision on the basis of this information, the reader 
needs to consider, with or without the assistance of an adviser, whether the advice is 
appropriate in light of their particular investment needs, objectives and financial 
circumstances. 
 

Analyst Verification 
 

We, Wen Jie He and Howard Humphreys, as the authors of this report, and Barry 
Dawes as the Managing Director of Martin Place Securities, hereby certify that the 
views expressed in this research accurately reflect our personal views about the 
subject securities or issuers and no part of analyst compensation is directly or 
indirectly related to the inclusion of specific recommendations or views in this 
research. The analysts principally responsible for the preparation of this research have 
received compensation based on overall revenues, including investment banking 
revenues, of Martin Place Securities Pty Ltd and we have taken reasonable care to 
achieve and maintain independence and unbiased objectivity in making any 
recommendations. 
 

Research Disclaimer 
 

Investment Research provided has been prepared for the general use of the clients of 
Martin Place Securities Pty Ltd and must not be copied, either in whole or in part, or 
distributed to any other person. If you are not the intended recipient you must not 
use or disclose the information in this research in any way. Nothing in this research 
shall be construed as a solicitation to buy or sell any security or product, or to engage 
in or refrain from engaging in any transaction. In preparing this research, we did not 
take into account the investment objectives, financial situation and particular needs 
of the reader. Before making an investment decision on the basis of this research, the 
reader needs to consider, with or without the assistance of an adviser, whether the 
advice is appropriate in light of their particular investment needs, objectives and 
financial circumstances. There are risks involved in securities trading. The price of 
securities can and does fluctuate, and an individual security may even become 
valueless. International investors are reminded of the additional risks inherent in 
international investments, such as currency fluctuations and international stock 
market or economic conditions, which may adversely affect the value of the 
investment. This research is based on information obtained from sources believed to 
be reliable but we do not make any representation or warranty that it is accurate, 
complete or up to date. We accept no obligation to correct or update the information 
or opinions in it. Opinions expressed are subject to change without notice. No 
member of Martin Place Securities Pty Ltd accepts any liability whatsoever for any 
direct, indirect, consequential or other loss arising from any use of this research 
and/or further communication in relation to this research. 
 

Disclosure 
 

Martin Place Securities Pty Ltd and its associates declare that as of Monday, 11 
January 2010, they may have a relevant interest in the securities recommended 
herein, in particular: 
 

• The author of this investment research update does not have a relevant interest 
in the securities mentioned herein. This position may change at any time. 

• Martin Place Securities Pty Ltd was the lead broker and underwriter to Orocobre 
Limited’s and Elementos Limited’s IPO and earned earn brokerage and other fees 
as result of these transactions. 

• The Directors of Martin Place Securities Pty Ltd, its directors or associates may 
hold securities in Orocobre Limited or Elementos Limited. This position may 
change at any time. 
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