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Chatham Rock Phosphate is a research client of Edison Investment Research Limited 

Chatham Rock Phosphate (CRP) continues to make significant de-risking 
strides with its New Zealand seafloor rock phosphate mining project. In 
particular, the environmental consenting process and timeline facing CRP 
are now much more certain. With front-end engineering making good 
progress, technical risk is also falling. The steps taken by CRP to add 
organisational mass are also positive. On an unrisked basis, we value CRP 
at NZ$2.00/share. As it continues to achieve milestones over the balance of 
2013 and into 2014, we expect the valuation gap to continue to narrow. 

Year end Revenue 
(NZ$m) 

PBT* 
(NZ$m) 

EPS* 
(c) 

DPS 
(c) 

P/E 
(x) 

Yield 
(%) 

03/11 0.0 (0.5) (2.1) 0.0 N/A N/A 
03/12 0.0 (0.8) (1.6) 0.0 N/A N/A 
03/13e 0.0 (1.8) (1.8) 0.0 N/A N/A 
03/14e 0.0 (2.6) (1.7) 0.0 N/A N/A 
*PBT and EPS are normalised, excluding intangible amortisation, exceptional items and 
share-based payments 

On-land de-risking gathering pace 
Since our Outlook report, CRP has continued to make strong progress on its pre-
development critical path. In particular, regulatory and consenting processes have 
gained substantial forward clarity. We expect CRP to lodge its marine consent 
application with authorities as soon as new regulations are in place in June, 
following which a decision would be required under law before January 2014. 

Q413 FID still on track, for Q115 commissioning 
With consenting processes increasingly in hand, focus is turning to technical and 
operational issues. Ownership and operatorship of the estimated US$300m of 
mining infrastructure required to support mining operations will rest with CRP’s 
mining partner and cornerstone shareholder, Royal Boskalis. Boskalis therefore 
serves as a pivotal CRP investment bellwether. Since Boskalis took its 20% stake 
in mid-2012, indications are increasingly encouraging. Detailed engineering design 
is reported to be moving positively towards Q313 completion, after which final 
commitment decisions can be taken. Q413 remains for now very much in play for a 
final investment decision (FID), as does an early 2015 start date for mining 
operations. 

Valuation: Upside aplenty on unrisked economics 
CRP has now raised US$17.5m of the US$25m it considers it needs to see it 
through to first production. CRP is considering a number of viable options to meet 
the balance. The commercial arrangements that will underpin long-term mining 
operations between CRP and Boskalis have yet to be agreed. While these are 
critical to CRP’s long-term economics, Boskalis’s cornerstone equity holding in 
CRP provides significant comfort that commercial incentives are aligned. While our 
DCF modelling concludes a base valuation of NZ$2.00/share, up from NZ$1.87, it 
sits within a backdrop of very sharp sensitivity to revenue (variable, determined 
largely by commodity prices and FX) and cost (fixed, made up primarily of contract 
mining) structures, of which investors must be cognisant. 
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Pre-development risk continues to ease 

Since we published our Outlook note on 26 September 2012, CRP has continued to make 
significant positive progress on its pre-development critical path, which centres on two key areas: 
clarifying and meeting the regulatory and consenting processes and timelines that define CRP’s 
proposed mining operations; and agreeing with mining partner and 20% shareholder, Royal 
Boskalis, to advance to FEED and enable detailed design work to be undertaken. 

Environmental approval process now very much more certain 
Our Outlook report corresponded with the final stages of a fundamental review of the legislative 
regime governing offshore activities in New Zealand’s sovereign territory, 96% of which lies beneath 
the sea. The Exclusive Economic Zone and Continental Shelf (Environmental Effects) Act 2012, 
passed in September 2012, effected a new regulatory regime to manage the environmental effects 
of activities undertaken in New Zealand sovereign waters. The Environmental Protection Agency 
(EPA) has responsibility for implementation, monitoring and enforcement under the Act. The 
Ministry for the Environment has been formulating the regulations that will give effect to the Act 
since before it was passed. The Act will only come into effect once regulations have been 
formalised. 

The Minister for the Environment advised that CRP’s proposed activities will be classified as 
‘discretionary’ under the Act, meaning that mining can be undertaken if a marine consent is 
obtained from the EPA. The process specified under the Act requires CRP’s application to be 
publicly notified, for public submissions to be invited and for hearings to be held if requested. 
Encouragingly, the Act also specifies that the EPA must issue a decision within 140 working days of 
an application being lodged. In other words, from the date an application is submitted, the EPA is 
required by law to reach a decision within seven months of application. While the Act includes a 
provision for the right of appeal to the High Court, grounds for appeal are confined to points of law. 

CRP in pole position to seek early EPA determination 

On 18 April, the Minister announced that the Act would come into effect in June. In practical terms, 
this means that CRP will be able to submit its full marine consent application immediately after 
confirmation that regulations are in place. Taking into account the turnaround provisions in the Act, 
the EPA is obliged to issue a decision on the application before the end of January 2014. 

The critical piece of information to support a marine consent application is an environmental impact 
assessment (EIA). Section 39 of the Act summarises the broad requirements for an EIA submitted 
with an application. On 30 April, CRP announced it had submitted a draft EIA to the EPA on a pre-
lodgement basis to seek EPA’s feedback on the acceptability and completeness of the draft EIA. 
The final EIA application will include a series of expert reports to address various issues, including 
the ecological and fishery-related implications of CRP’s proposed mining concept. CRP’s intention 
is to consult with EPA in May to identify and address any preliminary issues before submitting a 
final EIA with a full marine consent application once the regulations take effect in June. 

As CRP’s application may be the first discretionary activity application to be handled under the new 
regime, there will be strong incentives for officials, regulators and ministers to ensure a robust, 
efficient and transparent process. 
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Mining permit wheels also moving quickly 
Our Outlook report corresponded with CRP lodging a mining permit application seeking approval 
from the Crown (as title holder to New Zealand’s seabed) to mine the resource in its permit area. 
CRP’s application also coincided with a separate, but major review of the legislative and regulatory 
regime applying to offshore activities. While CRP’s application was lodged under the appropriate 
legislation at the time (the Continental Shelf Act 1964), subsequent amendments saw responsibility 
for offshore mining activities transfer to the Crown Minerals Act 2013 (CMA). Although the CMA 
legislation was passed by Parliament on 16 April, regulations have yet to finalised, and there was 
concern that CRP’s application may have been ‘lost’ between the two regimes, and that CRP might 
be forced to make a fresh application under the newly introduced CMA framework. 

In April, CRP received written advice from New Zealand Petroleum and Minerals (NZP&M), the 
government agency responsible for applying the CMA, setting out its approach to handling CRP’s 
application, which put this concern to rest. It said “Given the unique situation of Chatham Rock 
Phosphate’s mining application, consideration of it is being treated as a matter of priority. We 
appreciate the company has open lines of communications with NZP&M and we hope to process it 
quickly. We intend to make a final decision on your application after the amendment Bill becomes 
an Act and takes effect. We will continue to assess the application in anticipation. This means we 
are assessing the application against the criteria for permits under the amended CMA regime.” 

Although we consider NZP&M’s advice is positive for CRP’s forward timelines and critical path, in 
our view the process for the mining licence is likely to be largely procedural and of secondary 
importance to the environmental consent process. 

At-sea risk also easing 

Boskalis involvement continues to grow 
In our Outlook report, we described the growing involvement of global dredging major, Royal 
Boskalis (market cap €3.75bn), in the Chatham Rise project, which culminated in July 2012 when it 
resolved to take a 20% equity stake in CRP. Boskalis’s share subscription was to be funded 
following a then-future commitment to undertake final detailed design of the mining concept and 
infrastructure.  

Since then, Boskalis has taken an increasingly active role in CRP’s development. Senior Boskalis 
executives have continued to visit New Zealand regularly, matched with CRP representatives 
visiting Boskalis’s head office in the Netherlands to progress the technical and commercial pre-
development work programmes.  

In December 2012, Boskalis and CRP agreed to proceed with completing a FEED study, the €4m 
cost of which will be funded from Boskalis’s share subscription. We understand the study is 
progressing well and is likely to complete in July. Although still in development, we understand the 
at-sea concept would likely involve Boskalis modifying an existing vessel to house a trailing suction 
hopper dredge (TSHD) operation. Retrofitting an existing vessel would significantly reduce 
construction lead-time and is central to our assumption of a Q115 commissioning. 

We met senior representatives and advisors from Boskalis during recent visits to New Zealand. Our 
understanding from discussions during those visits is that the at-sea and submarine TSHD 
components of the mining concept would involve using technology already widely used by Boskalis 
and others internationally, albeit in a deeper setting. Boskalis’ representatives seem significantly 
more concerned about the regulatory and consenting aspects of CRP’s pre-development critical 
path than about the technical and operational issues.  

http://www.edisoninvestmentresearch.com/research/company/chatham-rock-phosphate
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Organisational mass also on the rise 
In February, CRP confirmed three new board appointments: Ko de Blaeij (Boskalis’ senior 
executive), Robert Gooden (subsea technical specialist) and Dr Robin Falconer (marine scientist). 
Each new director already has a significant involvement in the project across a variety of technical 
and commercial capacities, brings specific technical expertise to CRP’s decision making and adds 
significant depth to CRP’s governance and capability. 

In April, Ray Wood joined CRP in the newly created position of COO. He also has significant 
experience with the project through his previous role as a principal scientist with GNS Science. 

Critical path remains focused toward Q115 
As each of the regulatory and technical workstreams becomes increasingly defined and assuming 
each proceeds to current plan, we expect CRP and Boskalis will be in a position to consider FID in 
either late-CY13 or early-CY14. The single-most critical future milestone in respect of FID 
commitment will be Boskalis’ committment to the substantial investment (c US$300m) required to 
supply the TSHD vessel and supporting infrastructure. Ahead of this final decision point, following 
its completing of FEED in early-H2CY13, we expect Boskalis to continue advancing development 
plans in H2CY13 for long lead-time items to enable mining operations to start in Q115. While very 
tight, Boskalis is confident that a Q115 start can be achieved if front-end consenting timings 
proceed as planned. 

Financials 

Unrisked project economics 
As we noted in our Outlook report, CRP’s business model is notable for its lack of capital intensity. 
As Boskalis will provide the seaborne infrastructure necessary to undertake mining activities, 
assuming a positive FID, CRP’s capital requirements will be limited to the amount required for 
onshore and corporate operations. CRP’s business will be largely that of a commodity trader 
supported by a long-term, probably fixed-rate contract, mining agreement with Boskalis. 

As a result, CRP’s economics can be summarised as three core value drivers: rock price, currency 
and contract mining commercials. While rock price and forex are extraneous (determined by 
international markets), the contract mining rate CRP pays Boskalis will hinge on negotiations likely 
to take place during Q3CY12. Given the critical nature of the arrangements for CRP’s long-term 
business model and the potential conflict with Boskalis as both supplier to and shareholder in CRP, 
we understand CRP intends to engage specific international expertise to advise on commercial 
structures in contract mining arrangements. We consider this a very prudent step given its 
significance. 

Capital 
CRP continues to successfully tap the private market while it considers options to fill the balance of 
its funding requirements to first production. Since we initiated coverage of CRP, it has raised a 
further NZ$2.7m, priced in a range of NZ$0.25 to NZ$0.357/share. Just under half was raised via a 
share purchase plan at NZ$0.33/share, completed in February. In aggregate, CRP has raised 
US$17.5m of the minimum US$25m it considers it will need to reach first production. CRP is 
currently assessing options to bridge some or all its remaining funding gap. We understand a 
number of options are under consideration, ranging from a non-brokered public offer to New 
Zealand investors (a cheap option taking advantage of CRP’s high public profile), to a much larger 
(perhaps US$10-20m) private placement to international investors, which would provide CRP with a 
capital buffer to progress other development projects, such as its early-stage Namibian prospect. 
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CRP appears very conscious of dilution progressing its funding strategy. Our understanding is that 
CRP’s preference would be to continue targeting smaller amounts while the project continues on its 
de-risking path. We are also conscious of a tranche of 36.4m options on issue to CRP shareholder, 
Subsea Investments, which, with a strike price of NZ$0.30/share, would deliver a further NZ$11m in 
new capital if exercised in full. Although the options do not expire until March 2015, a full or partial 
early exercise could remove the need for CRP to raise further near-term capital, thereby avoiding 
the dilution that Subsea and other existing holders would suffer by further issuance to new 
investors. Despite this possibility, we do not provide for early conversion in our base funding case. 

We also understand a TSX-V compliance listing remains a priority later in CY13 after CRP has 
secured the minimum 12 months of forward working capital required under TSX listing rules. We 
note that since we initiated coverage in late-September, CRP’s share liquidity on the NZX has 
increased from c 5,000/day to >21,000/day. 

Valuation 

Our Outlook report concluded a base case unrisked, fully diluted NPV10 DCF valuation of 
NZ$1.87/share. We have updated our modelling and assumption set and conclude an unrisked 
valuation of NZ$2.00/share. We summarise the key assumption changes as: 
 Timing advance: advancing our point of valuation toward our unchanged production start date 

assumption of Q2CY15. 
 Forex: we assume current spot FX, NZ$/US$ (affecting NZ$ sales receipts) of 0.820 and 

NZ$/€ (affecting NZ$ contract mining costs) of 0.638. 
 Share price: CRP’s share price has risen nearly 50% since we initiated, significantly reducing 

the cost of raising subsequent and remaining equity tranches required to bridge to first 
production.  

While we have left our long-term base 32% P2O5 rock price and contract mining rate assumptions 
unchanged at US$150/t and €70/t respectively, we again emphasise the sensitivity of CRP’s 
economics to each variable. Valuation is also highly responsive to FX. Exhibits 2 and 3 refresh the 
sensitivity analysis in our Outlook report. In demonstrating valuation response to relevant current 
and/or historic price markers, we note two specific scenarios: 
 Raising in isolation our assumed long-term 32% P2O5 assumption to reflect the current spot 

price of US$170/t increases our valuation to NZ$2.55/share. 
 Reducing in isolation our assumed long-term US$ and € assumptions to 0.616 and 0.525 

(respectively the averages since the NZ$ was floated in 1985) lifts our valuation to $3.05/share.  

Exhibit 1: Rock phosphate prices, 32% P2O5, US$/tonne 

 
Source: Bloomberg 
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Exhibit 2: Valuation sensitivity to rock phosphate price and US$ 
  Long-term US$/NZ$ 
    0.65   0.70   0.75   0.82   0.85   0.90   0.95  

Ro
ck

 pr
ice

 U
S$

/t  $75.0   0.73   0.45   0.19  -  -  -  -  
 $100.0   1.60   1.27   0.98   0.63   0.49   0.28   0.07  
 $125.0   2.46   2.07   1.73   1.32   1.17   0.93   0.72  
 $150.0   3.32   2.86   2.47   2.00   1.82   1.55   1.31  
 $175.0   4.18   3.66   3.22   2.68   2.48   2.17   1.90  
 $200.0   5.04   4.46   3.96   3.36   3.14   2.79   2.49  
 $225.0   5.90   5.26   4.71   4.04   3.79   3.41   3.08  

Source: Edison Investment Research 

Exhibit 3: Valuation sensitivity to rock phosphate price and contract mining costs 
  Contract Mining Rate €/t 
    40   50   60   70   80   90   100  
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/t  $75.0   1.19   0.78   0.35  -  -  -  -  
 $100.0   1.88   1.46   1.05   0.63   0.17  -  -  
 $125.0   2.56   2.14   1.73   1.32   0.90   0.46  -  
 $150.0   3.24   2.83   2.41   2.00   1.59   1.17   0.75  
 $175.0   3.92   3.51   3.09   2.68   2.27   1.86   1.44  
 $200.0   4.60   4.19   3.78   3.36   2.95   2.54   2.13  
 $225.0   5.28   4.87   4.46   4.04   3.63   3.22   2.81  

Source: Edison Investment Research 
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Exhibit 4: Financial summary 
  NZ$'000s 2010 2011 2012 2013e 2014e 2015e 
31-Mar   UK GAAP IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS          
Revenue     0 0 0 0 0 0 
Cost of Sales   0 0 0 0 0 0 
Gross Profit   0 0 0 0 0 0 
EBITDA     (142) (529) (761) (1,800) (2,552) (3,547) 
Operating Profit (before amort. and except.) (142) (529) (761) (1,800) (2,552) (3,547) 
Intangible Amortisation   0 0 0 0 0 0 
Exceptionals   (91) (123) 8 0 0 0 
Other   0 0 0 0 0 0 
Operating Profit   (233) (652) (754) (1,800) (2,552) (3,547) 
Net Interest   0 0 0 0 0 0 
Profit Before Tax (norm)     (142) (529) (761) (1,800) (2,552) (3,547) 
Profit Before Tax (FRS 3)     (233) (652) (754) (1,800) (2,552) (3,547) 
Tax   0 0 0 0 0 0 
Profit After Tax (norm)   (142) (529) (761) (1,800) (2,552) (3,547) 
Profit After Tax (FRS 3)   (233) (652) (754) (1,800) (2,552) (3,547) 
         Average Number of Shares Outstanding (m)  17.3 25.2 48.1 99.7 148.9 181.5 
EPS - normalised (c)     (0.8) (2.1) (1.6) (1.8) (1.7) (2.0) 
EPS - normalised and fully diluted (c)   (0.4) (1.3) (1.4) (1.3) (1.4) (1.6) 
EPS - (IFRS) (c)     (1.3) (2.6) (1.6) (1.8) (1.7) (2.0) 
Dividend per share (c)   0.0 0.0 0.0 0.0 0.0 0.0 
         Gross Margin (%)   N/A N/A N/A N/A N/A N/A 
EBITDA Margin (%)   N/A N/A N/A N/A N/A N/A 
Operating Margin (before GW and except.) (%)  N/A N/A N/A N/A N/A N/A 
         BALANCE SHEET         
Fixed Assets     738 4,398 11,389 22,000 24,864 26,749 
Intangible Assets   440 4,283 11,374 21,980 24,864 26,749 
Tangible Assets   15 15 15 20 0 0 
Investments   283 100 0 0 0 0 
Current Assets     553 455 478 500 3,730 9,674 
Stocks   0 0 0 0 0 0 
Debtors   24 117 196 200 0 0 
Cash   508 231 270 300 3,730 9,674 
Other   21 107 12 0 0 0 
Current Liabilities     (132) (250) (3,621) (700) (211) (302) 
Creditors   (132) (250) (3,621) (700) (211) (302) 
Short term borrowings   0 0 0 0 0 0 
Long Term Liabilities     0 0 0 0 0 0 
Long term borrowings   0 0 0 0 0 0 
Other long term liabilities   0 0 0 0 0 0 
Net Assets     1,159 4,603 8,245 21,800 28,383 36,121 
         CASH FLOW         
Operating Cash Flow     (133) (493) (666) (1,750) (2,852) (3,586) 
Net Interest    17 17 10 5 11 131 
Tax   18 3 3 3 0 0 
Capex   (105) (819) (3,839) (7,399) (2,864) (1,885) 
Acquisitions/disposals   0 0 0 0 0 0 
Financing   367 1,016 4,539 9,250 9,135 11,284 
Dividends   0 0 0 0 0 0 
Net Cash Flow   163 (276) 48 109 3,430 5,944 
Opening net debt/(cash)     (344) (508) (231) (270) (300) (3,730) 
HP finance leases initiated   0 0 0 0 0 0 
Other   (0) 0 (9) 0 0 0 
Closing net debt/(cash)     (507) (231) (270) (378) (3,730) (9,674) 
Source: Company accounts, Edison Investment Research 
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 Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment 
banks worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Berlin, Sydney and Wellington. Edison is 
authorised and regulated by the Financial Services Authority (www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of 
Edison. Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment 
Research Inc (Edison US) is the US subsidiary of Edison and is not regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of 
Edison and is not regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com 
DISCLAIMER 
Copyright 2013 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Chatham Rock Phosphate and prepared and issued by Edison for publication globally.  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 research department of Edison 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 issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States 
by Edison US to major US institutional investors only. Edison US is not registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the 
definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised 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, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s 
solicitation to effect, or attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial 
advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). It is not intended for retail 
clients. 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. Edison has a restrictive policy relating to personal dealing.  Edison Group does not conduct any investment 
business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related 
securities mentioned in this report. Edison 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. For the 
purpose of the FAA, 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 “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” 
provided by Edison within the meaning of the FAA (ie 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, Edison, 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. FTSE International Limited (“FTSE”) © FTSE 2013. “FTSE®” is a trade mark of the 
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors 
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent. 
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