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Impala Platinum Holdings Ltd 
A more flexible future with Zimplats 
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Year End - Jun 2002 2003E 2004E 2005E 
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• Implats has offered Zimplats minorities A$4.08/share in order to increase its control over the 

Hartley Orebody in Zimbabwe. This follows its recent acquisition of ABSA's 14.8% stake 
which increased Implat's effective holding in Zimplats to 50.8%. 

• If successful, the acquisition will give Implats control over a resource containing 165moz of Pt 
and 140moz of Pd, which is amenable to inexpensive open cut and trackless bord and pillar 
mining methods, and strategically give the group greater flexibility 

• Assuming an improving political environment in Zimbabwe, this note explores the possibility 
of Implats unlocking value from its Lonmin investment as well as realising BEE targets, while 
giving it greater leverage in negotiations with the Royal Bafokeng. 

• Moreover, greater operational flexibility could allow the simplification of its complex 
corporate structure while still positioning the company to deliver long-term volume growth and 
lower earnings volatility. 

• By our calculations, Impala offers value, with a base-case DCF valuation of R530/share and 
more attractive comparative valuation metrics than AngloPlat. The potential for growth in 
Zimplats and greater corporate flexibilty add to its appeal. 

 
Introduction 
Implats proposes to offer Zimplats minorities A$4.08 per share in order to increase its level of 
control over the Hartley orebody in Zimbabwe, which contains some 165mozs of platinum and 
140mozs of palladium, as well as smaller quantities of rhodium and substantial quantities of nickel 
and copper. Having agreed with Absa to acquire its 14.8% stake for A$2.20 per share, Implats 
effectively now controls Zimplats, with some 50.8% of the shares in this ASX-listed stock. 
The offer to minorities implies a cost of R10 per platinum resource ounce. This compares 
favourably to acquisition costs of R80 and R120 per platinum resource ounce, which it has paid in 
the past couple of years for Winaarshoek (Marula) and Two Rivers, respectively. In our view the 
capital cost of developing the potential of Zimplats over the next twenty to thirty years should be 
significantly lower than exploiting the balance of the resources at Impala's existing Rustenburg 
mine (at its current production rate). 
At the end of June 2002, Impala reported platinum resources of 35mozs to a depth of 1,700m (or 
1/5th those of Hartley). We estimate the average depth of the Zimplats resource to be well over 
1,000m. Hartley measures some 100km from north to south - 10km from east to west. The reef, 
known as the Main Sulphide Zone (MSZ), is 2.5m thick and outcrops over a front of 200km. It is 
shaped like the hull of a canoe. Some 80% of the orebody being shallower than 400m, the whole 
less than 700m. It lends itself perfectly to inexpensive open cut outcrop and trackless bord and 
pillar underground mining. Capex and mining economics are potentially more attractive than those 
inherent in extracting the balance of the Implats resource, in our opinion. 
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Some interesting new options open up before Implats 
What all this means to us is that with Zimplats, Implats would have some interesting options that 
previously did not exist as to how it could structure its future growth profile. Greater operational 
flexibility could allow the simplification of its complex corporate structure and assist it in attaining 
BEE targets, while still positioning the company to deliver long-term volume growth and lower 
earnings volatility. And we believe this could be good news indeed for shareholders. Clearly 
though inherent in Zimbabwe is a level of political risk that is not thus far apparent in South Africa 
– but for the purpose of this work we assume the risk will diminish with the eventual demise of the 
current ruling regime. We outline what we consider to be a value enhancing future for Implats 
below: 
•        First, we believe the group could release the value trapped in what we view as a passive 

investment in LonPlats. Numerous attempts at a merger have failed over the past eight years. 
And Lonmin is seeking an empowerment opportunity that will entrench its future and allow it to 
retain control. It currently owns 73%, Implats the rest. We believe that Lonmin could be 
motivated to pay a healthy premium to eliminate Implats from the equation. Despite only 
holding 27%, Implats has 50% voting rights and has pre-emptive rights in the event of a change 
of control, over Lonmin's 73%. And we believe this limits Lonmin's options. If Implats were to 
sell its holding, say 15/27 to a BEE investor and 12/27 to Lonmin, both Lonmin and Implats 
shareholders could benefit. Implats would derive empowerment credits and possibly a premium 
to our R5.4m valuation for its stake – which could be passed back to Implats shareholders in the 
form of a special dividend. And Lonmin would be free at last to manage its assets as it sees fit. 

•      Then with this done, Implats could justifiably claim that it would, in the South African context, 
be well on its way to being Mining Charter compliant – even without the Royal Bafokeng as an 
empowerment partner. And with Lonplats heading quickly to being a one million platinum 
ounce producer (the same as Implats is now), by passing 15% of its 27% holding to an 
empowerment producer, theoretically it could possibly apply for a new-style mining licence for 
the Impala lease. This is simplistic, but we assess that this scenario would give Implats more 
leverage with the Royal Bafokeng Nation. 

•      We wonder if Implats may not be able to maintain the current royalty, rather than convert it 
into equity. This would be more tax efficient because the existing royalty is not taxed. 
Moreover, both the Bafokeng and Implats have confirmed that the royalty payment is not 
contingent on ownership of mineral rights – merely a part of a commercial agreement entered 
into in the mid-1990s, when the old royalty agreement was renegotiated. And if this royalty 
were maintained, we believe that in terms of the emerging Money Bill, Implats could earn some 
exemption from the proposed state royalty. 

After this, we see that control of Zimplats may allow Implats to divest some of its subsidiaries and 
associates – which we view as low quality. Our model shows that Barplats' (83% holding) 
operations are NOT viable under current economic circumstances. Ideally Implats could 
maintain life of asset metal off-take agreements – meaning that through IRS, the group could 
maintain a no-risk exposure to the assets, while extracting value through either a sale or 
distribution of Barplats' shares.  Another asset we see as marginal right now is Two Rivers. 
Again perhaps exposure might be better through a perpetual, and no-risk, off-take agreement 
with IRS. Perhaps more empowerment kudos could be another bonus in this case. 

•      Other holdings of the group include its holdings in unlisted Aquarius South Africa limited 
(25%) and London-listed Aquarius Platinum plc (9%).  

•        

We can envisage an Implats left with three major nodes of mining production: 
•        The existing Impala lease, which might be scaled down to minimise capex as depth increases 

(and reduce exposure to royalty payments) 

•        The developing Marula mine, which we reckon is ultimately good for up to 350koz pa of 
platinum production by 2012/15. And… 
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•        Zimplats, which we believe could ultimately (by about 2020/25) be good for production of 
between 2 & 3moz pa of platinum production. 

Hence Implats would be positioned to deliver volume growth from higher quality, long-life 
mining assets, while possibly returning cash to shareholders through disposals in the 
short/medium-term. Moreover, the IRS business could continue to contribute low-risk, 
margin business that would continue to reduce earnings volatility. 
Conclusion 
If Implats succeeds in closing the Zimplats deal, we believe it will be strategically placed to 
create significantly more value for its shareholders than otherwise would be the case. 
Management's vision and mettle will be tested over the next year or two, in our view. Will it be up 
to reshaping the group in order to create the considerable potential value that we can see? 
In the scenario we envisage, the group would reduce both its operating costs and considerably 
reduce shareholder exposure to capacity creation. Modelling such a future is difficult. But our 
Zimplats model indicates that capacity creation in Zimbabwe will yield returns in excess of those 
generated at Implats in Rustenburg – and heavy investment there will be needed just to stand still. 
There is little or no volume growth available from that lease area. And IRS's capacity can be 
efficiently grown, in our view, to accommodate most if not all of the growth we envisage 
•        Implats is our preferred major platinum sector exposure. It has significantly more attractive 

prospective P/E and dividend yield metrics than AngloPlat – and our base-case (conservative) 
DCF valuation of around R530 per share indicates the shares are still in value territory. 
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