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$13m funding package and porphyry drilling
Not rated

3 month average volume / day 364K
12 month share low
$0.025
12 month share high
$0.099
Market Risk
Liquidity Risk
Infrastructure Risk
Country Risk

High
High
Low
Low

We believe it may be time to look once again at Hot Chili Ltd (HCH-AU). HCH has announced
a $13m unsecured Convertible Note funding package from its major shareholders and
released the first results from its 2017 porphyry drilling program at its Productora copper
project. HCH believe that a successful program into the cluster of porphyry targets east of
the main deposit could materially change the scale and economic metrics of the project.
The funding package also removes all finance encumbrances on HCH, its subsidiaries and
its assets and significantly de-risks the company in our view. HCH offers exceptional
leverage to an increase in the copper price and to exploration success.

IRESS & DJC Research

Key Points
ISSUED CAPITAL
ASX
Share price
Mkt cap1
Ordinary shares on issue1
Options (various)

HCH
$0.03
$16.3m
543.1m
19.0m

•

A $13m funding package, led by Sprott Capital Partners and affiliates, includes support from
major shareholders, Taurus Funds Management and CAP, the parent company to HCH’s JV
partner at Productora. Funds will in part be used to payout the outstanding Sprott US$6.5m
loan. This is important as it will extinguish all finance encumbrances remaining on HCH, its
subsidiaries and its assets.

•

The 2017 drilling program has begun with a number of reconnaissance RC holes directed
towards several porphyry targets east of the main Productora Zone. Diamond drilling will
commence once the analysis of the reconnaissance holes has been completed. The 2017 drill
program is being conducted by Blue Spec Sondajes Chile, a drilling company associated with
HCH’s Chairman, Murray Black, at no risk and at no cost to HCH.

•

The first drill results have been successful in extending the known mineralisation at the Alice
porphyry copper deposit. A 64m intersection of 64m at 0.5% copper, 0.1g/t gold and
185ppm molybdenum, was recorded from 200m to end-of-hole at 264m before difficult drilling
conditions terminated the hole prematurely. This will change the interpretation of the Alice
deposit.

•

Success at Alice would be incrementally positive for the Productora Project. However, the main
game remains the large IP/resistivity/conductivity targets being tested by the RC and diamond
drill program. Success from the porphyry copper program would materially change the nature
and scale of the project and in our view, be one of the catalysts for CMP to consider its
position with respect to the option to acquire more of the Productora Project.

•

The next step forward for HCH will largely be determined by the success of this program. We
anticipate that diamond drilling follow-up to the reconnaissance RC drilling will start in a few
weeks’ time. We therefore believe that early results from the program will be announced around
late June or early July.

•

A recap of the metrics from the 2016 PFS shows how sensitive the Productora Project is to the
copper price. A $0.50/lb increase from US$3.00/lb (Base Case) to US$3.50/lb more than
doubles the NPV to just over A$1.0 billion.

•

Due to its size, Productora offers HCH exceptional leverage to both exploration success and to
an increasing copper price.

Source: IRESS
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$13m funding package with a ‘no risk’ drilling program to HCH
A $13m funding package, led by Sprott Capital Partners and affiliates, includes support from major
shareholders, Taurus Funds Management and CAP, the parent company to HCH’s JV partner at
Productora. Funds will in part be used to payout the outstanding Sprott US$6.5m loan. This is
important as it will extinguish all finance encumbrances remaining on HCH, its subsidiaries and its
assets.
Our view was that the finance encumbrances were a major influence on the perception of risk
around HCH and we think that the removal of those encumbrances is a positive step for the
company.
The package is via an unsecured convertible note structure ($100 per Note), with an annual 8%
coupon charged on a quarterly basis in cash or shares, at the election of HCH. The notes have a
5-year maturity and were issued at a $0.03333 per share, a premium to the share price of $0.025
at the time of the announcement. The issue of the Notes is still subject to shareholder approval,
which we anticipate around early June. Sprott will also nominate a Non-Executive Director to the
HCH Board.
Two points are worth mentioning about the Notes:
i)

Notes will automatically convert to shares on maturity or earlier conversion by the Note holder.
However, on maturity, the Notes will automatically convert to shares at 95% of the 10-day
VWAP of shares traded on the ASX immediately prior to the Maturity date, or the conversion
price, whichever is lower; and
ii) That HCH will apply to have the notes listed on the ASX and, in time, take reasonable
commercial steps to have its ordinary shares listed on the TSX-V.
We view a TSX-V listing positively, despite the likelihood of increased administration costs to HCH.
The ability to access a new group of potential retail and institutional shareholders with more
experience in South America than Australian-based investors could be advantageous.
The remaining funds, after re-payment of the Sprott debt facility, will be used for exploration
purposes and general working capital however the 2017 drilling program is being undertaken at no
cost to HCH. See below.

Reconnaissance RC drilling to be followed up by diamond
The drilling program is being undertaken and paid for by Blue Spec Sondajes Chile, a drilling
company associated with HCH’s Chairman, Murray Black, with no risk and no cost to HCH.
Existing drilling, conductivity and geophysical data have been used to target the 2017 porphyry
program.
A reconnaissance RC drilling program is being conducted east of HCH’s large Productora copper
deposit in the coastal cordillera of Chile. A cluster of seven porphyry targets is being drilled with
the aim to extend mine life which will be incorporated into a DFS.
A number of RC holes program have already been completed on the porphyry cluster. Lithological
and alteration information from the RC holes is being compiled to vector deeper diamond drilling
on the most prospective targets.

2

Subsequent to the results from the RC reconnaissance program, Blue Spec has agreed to
undertake the diamond drilling program on the same basis as the RC program.
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Figure 1. Conductivity, Magnetics and hole location for the porphyry drilling

Source: HCH

Extension of Alice mineralisation to the east
First drill results from the 2017 RC reconnaissance program have been successful in extending the
known mineralisation at the Alice porphyry copper deposit. The RC intersection resulted from an
extension of a previous hole (PRP0930) that recorded mineralisation at the bottom of the hole at
200m.
A 64m intersection of 64m at 0.5% copper, 0.1g/t gold and 185ppm molybdenum, was recorded
from 200m to end-of-hole at 264m before difficult drilling conditions terminated the hole
prematurely.

Figure 2. Cross-section with new mineralisation at Alice

2 May 2017

Source: HCH
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The intersection confirms that mineralisation dips to the east, towards the main Productora deposit.
HCH postulate that the two mineralised zones could coalesce at depth. Analysis of the
molybdenum (Mo) data shows that the Mo assays are four times the tenor of other Mo results at
Alice and more akin to the Mo grades at the main Productora deposit.
The implication for Alice is that the current west dipping interpretation on the copper zones may be
incorrect. If so, this may have significant ramifications for Alice and the design of the reminder of
the program.

Main Game remains the big targets

Figure 3. Porphyry IP targets and Productora deposit

Source: HCH

Success at Alice would be incrementally positive for the Productora Project. However, the main
game remains the large IP/Resistivity/conductivity targets being tested by the RC and diamond drill
program. Figure 3 above shows the IP targets next to the existing Productora resource and pit
shell envelope.

Catalysts
Success from the porphyry copper program would materially change the nature and scale of the
project and in our view, be one of the catalysts for CMP to consider its position with respect to the
Additional Purchase Option on the Productora Project.
CMP took an additional 2.5% interest in the Productora Project for US$1.5m, with funds applied to
help reduce the Sprott debt from US$9.5m to US$6.5m, CMP’s stake in the project rose from
17.5% to 20%.
CMP’s Additional Purchase Option (APO) re-cap
The APO, should CMP exercise it and if the terms remain the same, would see CMP take a 50.1%
ownership stake in the Productora Project. The first tranche, due 90 days after the results of a PFS
and independent experts’ valuation report, is for US$26m and will represent between 7.71% (on
maximum valuation of US$110m) and 10.6% (on minimum valuation of US$80m) of Productora,
depending on the value placed on the project in the independent valuation. Tranche Two will be
the remaining balance, and is due on completion of a DFS, project financing terms and decision to
mine.
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Therefore, as CMP has already acquired an additional 2.5%, the APO, if existing terms remain,
would allow CMP to take an additional 30.1%, for between US$74m and US$102m.
The terms of a revised agreement are not yet known, but suffice to say much has changed since
January 2015 when the MoU between HCH and CMP was ratified. Not least the copper price.
The next step forward for HCH will largely be determined by the success of this program. We
anticipate that diamond drilling follow-up to the reconnaissance RC drilling will start in a few weeks
time. We therefore believe that early results from the program will be announced around late June
or early July.

Updated capital structure and implied value of APO
HCH currently has 543.08m shares on issue, giving HCH a market capitalization of $16.3m at
$0.03 per share. HCH has 8m 2018 and 11m 2019 dated options at exercise prices of $0.10 and
$0.30 respectively.
•

HCH intend to issue 85,000 $100 Notes to Sprott and its Affiliates

•

HCH intend to issue concurrently an additional 45,000 $100 Notes to major shareholders
Taurus and CMP, for a total of 130,000 Notes.

•

If all the Notes were converted to shares prior to Maturity, an additional 390m shares would be
issued, resulting in a total 933.1m FPO shares, excluding interest paid as shares.

•

At full dilution, the APO would be worth between $0.114 to $0.157 per share to HCH and imply
the value of HCH’s remaining equity (49.9%) in the project at between $0.186 and $0.258 per
share, for a total of $0.299 to $0.414 per share, determined by the valuation of the project at
between US$74m to US$102m for an additional 30.1% ($US$80m to US$110m for 32.6%) and
assuming a USD:AUD FX rate of 0.75

Original PFS metric re-cap
The original PFS used a copper price assumption of $3.00/lb and showed that the project was
highly sensitive to copper price.

Table 1. March 2016 PFS metrics at US$3.00/lb

2 May 2017

Source: HCH
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Table 2. PFS metrics at various copper prices

Source: HCH

HCH offers exceptional leverage to an increase in the copper price
•

An increase from US$3.00/lb (US$6,615/t) to US$3.50/lb (US$7,715/t) more than doubles the
pre-tax NPV7% from US$360m to US$760m, or A$1.01b (USD:AUD 0.75).

•

The current copper price is US$5,688/t or US$2.58/lb.

In our view, the copper price would have to be higher than todays for CMP to consider exercising
the APO. At least US$3.00/lb, which was the Base Case used in the PFS. However successful
drilling in 2017 could materially change the value of the project. Large copper development
projects are currently highly sought after by major mining companies and are the focus of
exploration and acquisition for companies such as BHP, RIO and other large to mid-tier copper
miners. HCH offers exceptional leverage to 2017 exploration success and a copper price rebound.

Figure 4. Copper Price (US$/t) – 10 Year Performance
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Disclosure Disclaimer

RCAN1394

This Research report, accurately expresses the personal view of the Author.
DJ Carmichael Pty Limited, members of the Research Team; including authors of this report, its directors and employees advise that they may hold
securities, may have an interest in and/or earn brokerage and other benefits or advantages, either directly or indirectly from client transactions in stocks
mentioned in this report. The author of this report holds securities in Hot Chili Limited.
DJ Carmichael Pty Limited is a wholly owned subsidiary of DJ Carmichael Group Pty Limited ACN 114 921 247.
In accordance with Section 949A of the Corporations Act 2001 D J Carmichael Pty Limited advises this email contains general financial advice only. In
preparing this document D J Carmichael Pty Limited did not take into account the investment objectives, financial situation and particular needs
(‘financial circumstances’) of any particular person. Accordingly, before acting on any advice contained in this document, you should assess whether the
advice is appropriate in light of your own financial circumstances or contact your D J Carmichael Pty Limited adviser. D J Carmichael Pty Limited, its
Directors employees and advisers may earn brokerage or commission from any transactions undertaken on your behalf as a result of acting upon this
information. D J Carmichael Pty Limited, its directors and employees advise that they may hold securities, may have an interest in and/or earn
brokerage and other benefits or advantages, either directly or indirectly, from client transactions. D J Carmichael Pty Limited believe that the advice
herein is accurate however no warranty of accuracy or reliability is given in relation to any advice or information contained in this publication and no
responsibility for any loss or damage whatsoever arising in any way for any representation, act or omission, whether express or implied (including
responsibility to any persons by reason of negligence), is accepted by DJ Carmichael Pty Limited or any officer, agent or employee of D J Carmichael
Pty Limited. This message is intended only for the use of the individual or entity to which it is addressed and may contain information that is privileged,
confidential and exempt from disclosure under applicable law. If you are not the intended recipient or employee or agent responsible for delivering the
message to the intended recipient, you are hereby notified that any dissemination, distribution or copying of this communication and its attachments is
strictly prohibited.
The Author of this report made contact with the Hot Chili Limited for assistance with verification of facts, admittance to business sites, access to
industry/company information. No inducements have been offered or accepted by the company.
The recommendation made in this report is valid for four weeks from the stated date of issue. If in the event another report has been constructed and
released on Hot Chili Limited, the new recommendation supersedes this and therefore the recommendation in this report will become null and void.
Recommendation Definitions
SPECULATIVE BUY – Anticipated 10% or more outperformance, high risk
BUY – Anticipated 10% or more outperformance
HOLD – Anticipated 10% underperformance to 10% over performance
SELL – Anticipated 10% or more underperformance
Period: During the forthcoming 12 months, at any time during that period and not necessarily just at the end of those 12 months.
Stocks included in this report have their expected performance measured relative to the ASX All Ordinaries index. DJ Carmichael Pty Limited’s
recommendation is made on the basis of absolute performance. Recommendations are adjusted accordingly as and when the index changes.
To elect not to receive any further direct marketing communications from us, please reply to this email and type 'opt out ' in the subject line. Please allow
two weeks for request to be processed.
© 2017 No part of this report may be reproduced or distributed in any manner without permission of DJ Carmichael Pty Limited .
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