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ASX Announcement (ASX- CMC)

8 November 2011

ACQUISITION OF ESTABLISHED FERROSILICON PRODUCER
Highlights:






Agreement to acquire a stand-alone, profitable ferrosilicon producer in China.
Entry into the ferro-alloy industry
Secures access to the main cost input for magnesium production (approximately 40%)
Expected to contribute approximately A$1.6m and A$3.3m to FY2012 and FY2013
NPAT respectively
Placement of shares agreed at a 6% premium to the last closing price

SUMMARY INFORMATION
China Magnesium Corporation Limited (CMC or the Company), announces that it has
entered into an agreement to acquire a stand-alone, profitable ferrosilicon producer in
China’s Ningxia province.
This bolt-on acquisition represents exceptional value to CMC by;
a) securing a raw material supply of the single largest cost input in the Magnesium
manufacturing process, and
b) adding an additional market in ferro-alloys which complements CMC’s existing
magnesium and magnesium alloy markets.
The purchase price (expected to be circa A$6 million) is intended to be funded by a
combination of debt and equity. The Company announces that it has agreed to place
approximately 4 million shares at $0.35 per share to raise approximately A$1.4 million to
fund the proposed equity component. The balance of the purchase price is intended to be
debt-funded.
The replacement cost of the ferrosilicon production facility has been estimated at
approximately A$15 million. It is expected to contribute approximately A$1.6 million to net
profit after tax for the current financial year and approximately A$3.3 million for the year to
June 2013 (refer to “Financial Information” below for further information and assumptions)
In commenting on the proposed acquisition, Mr Tom Blackhurst, Managing Director of CMC
said:
“The proposed acquisition is another significant milestone in CMC’s business strategy. This
very attractive opportunity was brought to the attention of CMC’s executive director, Mr
Xinping Liang, as a result of his long-term relationships and connections within China.”
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DETAIL

Location of the CMC China’s magnesium production operations in Pingyao, B
and ferrosilicon plant acquisition in Zhongwei, C northern China

Terms of Acquisition
CMC has agreed to purchase 100% of the shares in Ningxia Tianjing Tianda Metallurgical
Smelting Co Ltd (NTTMS), which operates a ferrosilicon plant located in the Ningxia province
of northern China. The vendor is a subsidiary of a state-owned provincial electricity
company.
The agreement is conditional upon local regulatory approvals and the acquisition is expected
to be completed within 60 days.
The purchase price is to be finalised by reference to the net tangible assets of the NTTMS
and is expected to be approximately RMB39million (A$6M) based on current indications and
prevailing exchange rates. CMC has already completed technical and legal due diligence on
the NTTMS and its operations.

Funding
The purchase price is intended to be funded by a combination of debt and equity. Funding
for the proposed equity component has been arranged by the proposed issue of
approximately 4 million shares at $0.35 per share to raise approximately A$1.4 million from
wholesale (institutional and sophisticated) investors, including clients of Lodge Corporate Pty
Ltd.
Completion of the placement and allotment of the shares is expected to occur on
11 November 2011.
The balance of the purchase price is intended to be debt-funded.
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The Ferrosilicon Business and Plans
NTTMS supplies ferrosilicon to CMC’s existing magnesium production operations.
Ferrosilicon is used primarily in the steel and magnesium industries. It represents the largest
input cost of magnesium production (approximately 40%), making this acquisition a very
important step in the Company’s plans to secure supply and deliver value through vertical
integration.
The ownership of NTTMS will be a direct investment by CMC. NTTMS will continue to
operate in its current form, supplying CMC plus other existing local and export markets
(currently exporting around 70% of its production).
NTTMS employs about 400 qualified and experienced personnel, whom CMC intends to
retain going forward.
The ferrosilicon plant has been operated successfully by NTTMS for 10 years and has
recently been upgraded to increase capacity. Recent upgrades enable it to produce almost
60,000 tonnes per annum from four electric furnaces.
This is sufficient feedstock for CMC’s intended phase one and phase two magnesium
production expansions to approximately 55,000tpa of magnesium alloy. Ferrosilicon not
required by CMC for magnesium production will continue to be sold to existing customers.
NTTMS has more than 10 years of experience in ferrosilicon production and its operational
procedures meet the ISO GB/T2272-2009 standard. It has its own independent electricity
sub-station which gives it a competitive advantage over its peers by lowering its cost of
electricity.
CMC will continue to run the new plant as a profitable stand-alone ferrosilicon producer and
it does not intend to make any major changes to NTTMS’s production processes. It will,
however, conduct a full review of operations after completing the acquisition, and preliminary
investigations indicate several areas where further plant upgrades could improve plant
economics.

Financial Information
The replacement cost of the ferrosilicon production facility has been estimated at
approximately CNY100 million (A$15 million).
Assuming NTTMS’s current production and profit trends continue, a settlement date of
31 December 2011, no changes to Chinese income tax rates and no material CNY:AUD
exchange rate movements (assumed to be CNY:AUD 6.5 :1 for this purpose), the new
ferrosilicon plant is expected to contribute, after tax, approximately A$1.6 million to CMC’s
net profit for the current financial year and approximately A$3.3 million for the year to June
2013.

Proposed Corporate and Asset Structure
CMC’s current and proposed corporate and asset structure (pending completion of the
proposed dolomite quarry and ferrosilicon plant acquisitions) is set out below:
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Ferrosilicon Plant Images

Offices and employee accommodation

Furnace building

4|P a g e

For personal use only

Silica stock-pile and raw material loading system

Top of furnace electrodes
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Loading raw materials into furnace

One of four electric furnaces
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Pouring ferrosilicon onto cast bed

Ferrosilicon cooling in cast beds
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Electrical Sub Station

Quality control laboratory

Empty cast beds ready for the next pour of ferrosilicon
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For further information, please contact:
Tom Blackhurst, Managing Director +61 (07) 5531 1808
Garry Edwards, Chief Financial Officer +61 (07) 5531 1808
Paul Lodge, Lodge Partners +61 (03) 9200 7000
Forward looking statements
Certain statements in this announcement are forward looking statements, which are current only
as at the date of this announcement and, by their nature, are subject to a number of known and
unknown factors that could cause the actual results, performances and achievements to differ
materially from any expected future results, performance or achievements expressed or implied
by such forward looking statements. No representation, warranty or assurance (express or
implied) is given or made – by CMC, its related companies and their respective directors,
employees and advisers – that the forward looking statements contained in this announcement
will be achieved or prove to be correct.
About CMC
CMC, through its 90.7% interest in CMC China which owns a China based magnesium
processing plant, plans to exploit the growing demand for magnesium and magnesium alloy by
becoming one of the largest producers of pure magnesium and magnesium alloy in the world
within three years. CMC China is strategically positioned in the major magnesium producing
Shanxi province of Northern China.
The three phases of magnesium production expansion are;
 Phase One to 20,000tpa on budget and scheduled for completion by 30 December 2011
 Phase Two to 55,000tpa
 Phase Three to 105,000tpa
 Phase Two and Three expansions will be funded from cashflow and local debt and the
timing of completion will be subject to demand and funding availability.
CMC, through its interest in CMC China, has a number of competitive advantages including an
environmental permit to produce up to 105,000tpa of magnesium and magnesium alloy, access to
key land, ownership of operational plant using proven minerals processing technology, access to
skilled labour, close proximity to feedstock and strong local demand for products including a new
automobile production plant under construction in the area.
CMC has assembled a management team and commercial partners with significant expertise in
minerals processing and conducting business in China, and these key personnel have aligned
their interests with shareholders by having material shareholdings in CMC. The local community
also has a vested interest in ensuring CMC’s success, with the project receiving Preferred Project
status by local authorities.
CMC plans to increase vertical integration of its magnesium and magnesium alloy production
whenever opportunities are available at favourable entry levels. The pending purchase of a
dolomite quarry (ASX announcement 4 May 2011) and the current proposal to acquire a
ferrosilicon producer account for two of the three primary upstream components. CMC will also
integrate downstream by combining the production of magnesium alloy with the production of
pure magnesium when Phase One of its plant is completed late in 2011.
-ENDS-
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