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FND is currently producin g copper cathode at a rate of 1.8ktpa  and plan s to 
increase production to 23kt pa for ~ 9 years . This involves a 2 stage ramp up at 
its Wetar Island operation (FND ï 94%) in Indonesia over the next two years. Beyond 
the current mine plan, FND has several near mine exploration targets at Wetar and 
substantial gold exploration tenements in eastern Sumatra where a gold resource of 
138koz has already been defined. We have recently visited the Wetar Island 
operations and believe the upside risks to our valuation outweigh the 

downside risks.  
 

Investment view.  FNDôs Demonstration Plant at Wetar produced 453t of copper 
cathode in the March quarter 2010. In our view, the extensive Demonstration Plant 
goes a substantial way in de-risking the project. Subject to final permitting, the Wetar 
project is set to expand to 23ktpa for est imated capital and operating costs of 
US$118m and US$1.00/lb respectively. At 23ktpa, FND will generate ~$60m in 
free cash annually assuming a US$2.50/l b Cu price.  We view FND as 
considerably undervalued on the current Wetar mine plan alone and believe near mine 
exploration and the Ojolali gold project are effectively free upside options for 
investors. 
 

Copper outlook . Despite short term volatility in global markets placing downward 
pressure on commodity prices in recent weeks, we believe the medium term 
fundamentals for the copper market are positive, driven largely by continued growth 

in China and a slow but steady economic recovery in the US. Our long term copper 
price assumption is US$2.50/lb and our long term AUD/USD assumption is 0.80. 
 

Valuation.  Our funded DCF valuation for FND is $0.68/share and our year -forward 
valuation is $0.73 /share . We assume three equity raisings over the next 18 
months at various prices from $0.40-$0.80/share and an equity/debt ratio of 40:60. 
The bulk of our valuation is derived from FNDôs Wetar Copper Project which we value 
at $0.65/share and $0.70/share one year-forward.  
 

Recommendation. We initiate on FND with a  Buy recommendation and a 
price target of $0.75 /share , reflecting our year -forward DCF valuation. The 
key short term catalyst is the issuing of the final Mining Licence which we anticipate is 
imminent. 
 

Year to Dec ($m)  2H09a  20 10e  20 11 e 201 2e 201 3e 

Revenue 3.1 12.1 28.1 73.4 148.8 

% change nm nm 131.5 161.3 102.8 

EBITDA -2.4 -4.9 3.8 29.8 79.3 

EBITDA margin nm nm 13.7 40.5 53.3 

NPAT rep -3.3 -3.5 -1.0 10.3 37.6 

NPAT adj#  -3.1 -3.5 -1.0 10.3 37.6 

EPS adj#  (c) -2.3 -1.7 -0.4 3.6 13.2 

% change nm nm nm nm 266.7 

Dividend (c) - - - - - 

PER (x) nm nm nm 8.0 2.2 

EV/EBITDA (x) nm nm 39.8 4.5 1.0 

Yield (%)  - - - - - 

#Figures adjusted for NRIs and amortisation of intangibles.  

Source: Company, Foster Stockbroking 
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INVESTMENT THESIS   

 
 Our positive  investment case for  FND is driven largely by the inherent 

value at the Wetar Project that has been proven at a Definitive Feasibility 
Study level  and is poised for commercial production pending final mining approval 
and funding. 

 
 We draw comfort from the Boardôs significant Indonesian and 

international experience.  The Managing Director, Mr. Chris Farmer, has 19 
years experience on Indonesian mining projects and resides in Jakarta. Mr Robert 
Thomson, Executive Director ï Development, is a mining engineer with more than 
30 years experience including roles as GM Development, Chatree Gold Mine and 
Project Director, Sepon Gold Mines in Laos. 

 

 FND has a quality share register  with five substantial s including Resource 
Capital Fund 9.9% (12.8% fully diluted); Acorn Capital Ltd 10.5%; Straits 
Resources Ltd 10.0%; Taurus Resources Ltd 9.4%; and Lujeta Pty Ltd 7.7%.  

 
 Our funded DCF valuation for FND is $0.68/share and our year -forward 

valuation is $0.7 3/share . We assume equity raisings over the next 18 months 
at various prices from $0.40-$0.80/share and an equity/debt ratio of 40:60. The 
bulk of our valuation is derived from FNDôs Wetar Copper Project which we value at 
$0.65/share and $0.70/share one year-forward.  

 
 We initiate on FND with a Buy recommendation and a price target of 

$0.75/share, reflecting our year -forward DCF valuation.  
 
 

We see the full permitting of Stage 1 and 2 of the operation, which we suspect is 

imminent, as a major catalyst for the stock.  Other short term catalysts should be 
further news regarding progress on optimising the Wetar DFS and exploration results. 
 
FND plans to ramp up to 23ktpa Cu production in a 2 stage process: 
 

 Stage 1 involves expanding the Demonstration Plant from 1.8ktpa to 
7ktpa.  While the DFS anticipated Stage 1 production of 5ktpa for a capital cost of 
US$12m, the higher production rate will likely increase Stage 1 capital 
requirements (FSBe = US$25m including working capital). Detailed engineering for 
Stage 1 is expected to be completed by June 2010 with construction commencing 
shortly afterwards subject to final permitting and funding. Construction of Stage 1 
is expected to take up to 9 months. 
 

 Stage 2 involves ramping up to 23ktpa for a capital cost estimated in the 
DFS of US$91m.  The DFS also allowed for US$15m in working capital. Detailed 
design for Stage 2 is expected to be completed in CY10 with production from Stage 
2 scheduled to be reached within 12 months of Stage 1 completion. Total Stage 1 
and 2 capital estimates in the DFS are US$118m.  

 
Upside potential on Wetar Island include s the Meron deposit (2km from the 
current project and not included in the DFS) of ~1mt @ 2.3%  (Non JORC) and some 
interesting exploration results at the Batu Duri prospect which includes a 10m intersection of 
4.5% copper.  While the latter intersection is attractive, logistically it is a long way from the 
current mine infrastruct ure and already identified near mine targets provide the best 
opportunity to add value to the Wetar project in the short to medium term.  
 
FNDôs Ojolali gold -silver project in Southern Sumatra, while relatively early days, 
offers investors considerable upsi de.  The Jambi resource currently stands at 138koz 
(99koz ï FND share). 
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BACKGROUND & INTRODUCTION  

FNDôs primary asset is its 94% owned Wetar project located on the north coast of the 
sparsely populated Wetar Island, in the Maluku Province of the Republic of Indonesia. Wetar 
Island is broadly 100km by 40km and has a population of approximately 7,000 people which 
reside around a few key villages. 
 

FNDôs Wetar Project Location  

 
Source: Company 

 
The Wetar Project was acquired by FND in cooperation with its Indonesian partner, PT 
Batuta Kharisma Permai (BKP), by means of an Exploration KP licence granted in 2004. FND 
originally had a 55% interest in the project  in 2004 but has earned ~94% via explo ration 
expenditure. The deposits were discovered by CSR Ltd during a regional exploration 
program in 1986. Billiton purchased the assets in 1988 and carried out extensive drilling at 
Kali Kuning, Lerokis and Meron. The deposits were characterised by gold-silver-barite ores 
overlying clearly delineated copper ore zones. Billiton mined the gold from shallow open pits 
at Kali Kuning and Lerokis between 1990 and 1997 but left the copper sulphide ore.  
 
Prior to FND and its partners purchasing the assets, Billiton conducted metallurgical testwork 
on the copper ore which indicated it was amenable to conventional flotation. However, the 
resulting concentrate contained relatively high levels of arsenic and mercury. The testwork 
led to a PFS by Fluor Daniel in 1997 based on a mining Reserve of 2.4mt grading 3.6% Cu 
using a 2% cut -off. Despite the PFS showing positive economics based on the production of 
a high arsenic concentrate, Billition had since merged with Gencor and the operation was 
considered non-core and ceased operations after the gold rich ore  was mined out. 

 
FND also attempted to produce a saleable concentrate when it purchased the asset but 
decided to pursue other processing avenues after a 20% concentrate with 1 -2% Arsenic 
was produced. 
 
In 2006 a Scoping Study was performed based on utilising the Albion Process which 
produced saleable copper metal with no impurity problems. However, the capital costs were 
prohibitive and the study involved combining three different technologies ï fine grinding, vat 
leaching and SX-EW, that had not (to FNDôs knowledge) been combined previously. The 
high capital costs and perceived market risk led FND to pursue another avenue. 
 
Following receipt in mid 2006 of data that indicated potential for good recoverie s from 
conventional biological leaching, two independent test programs were commenced. Samples 
of ore were sent to Hydrometallurgical Research Laboratories (HRL) in Brisbane and 
BioHeap Ltd in Perth. Results for BioHeap Ltd were encouraging, with amenability test work 

showing copper yields of 88% from Kali Kuning and 65% for Lerokis.   
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THE WETAR COPPER PROJECT 

Resources, Exploration & Geology  
 
The Wetar copper resource is contained in two  separate massive sulphide 
deposits, Kali Kuning and Lerokis . The resource base has been independently estimated 
by Hellman & Schofield Pty Ltd and reported according to the JORC Code and Guidelines. 
The combined Resource estimate for Kali Kuning and Lerokis at a 0.5% copper cut -off is 
9mt at 2.4% copper, or 218 kt of contained copper, of which +98% is classified as JORC 
Measured and Indicated categories. Given the nature of the orebody, the vast majority of 
these Resources were converted to Reserves as shown below. 
 
Wetar Ore Reserves  

 Tonnes (m)  Grade % Cu  Contained Cu 
(kt)  

Contained Cu (kt) 
FND share ï 94%  

Kali Kuning Pit 5.76 2.5 142 133 
Lerokis Pit 2.42 2.4 58 55 

Total  8.18  2.5  205  193  
     

Source: Company, FSB research 

 
An aspect of the operation we were unaware of prior to our site visit is the grade of copper 
in the Reserve vs the grade which was mined for trial processing. While various ore grades 
were utilised for trial processing, in all circumstances the grade stacked was higher than the 
reserve grade. According to the company, the loosely conglomerate nature of the ore 
resulted in losing a lot of the fines from the drill holes. The mineralogy is such that the 
higher grade ore is largely contained in the finer material, part of which is not recovered 
from drilling. While we only model the 2.5% stated in Reserves, we believe a combination of 

high grading in the initial years and the necessary conservatism in calculating Reserves, 
gives us increased comfort there is substantial upside here. 
 
The deposits are Volcanic Massive Sulphides (VMS deposits) and Kali Kuning and Lerokis 
both contain ~90% pyrite and ~7% barite. The specific gravity of the ore is a very high 
~4.5.  
 

Mining &  Processing at Wetar  
 
The Wetar copper deposit comprises two high grade (2.5% Cu) deposits, Kali Kuning and 
Lerokis, which are located 3km from the coast (and within 5km of each other) and are 
suitable to open cut mining with a strip ratio of 1:1. Mining and crushing the ore wi ll be by 
conventional methods. 
 
The dominant copper containing minerals are chalcocite (Cu2S) and covellite (CuS), which 

are both amenable to bacteria assisted leaching, and chalcopyrite which generally leaches 
slower than chalcocite and covellite but leach rates increase significantly at higher 
temperatures. Other copper containing minerals present in the ore are enargite  (Cu3AsS4), 
tenanntite (Cu12As4S13) and bornite (Cu5FeS4). It is the A rsenic (As) in the enargite and 

tenanntite that largely precludes conventional flotation but poses no issues in an SX-EW 
operation as it generally does not leach into solution. The As that does leach into the 
Pregnated Leach Solution (PLS) that enters the SX-EW stage of the process re-circulates 
back into the heaps and forms a ferric arsenate solid. After processing is completed, heap 
leach pads will be capped and the residual material including the inert ferric arsenat e will be 
trapped. 
 
After recoveries up to 80% were proven achievable in lab conditions (Wetar DFS assumes 
71% as lab recoveries are invariably higher than actual recoveries), FND obtained a permit 
for a demonstration plant with heaps in similar height to those that are envis aged at full 
production. Heap leach recovery times and processes are where most of the technical 

learning has occurred. The table overleaf has been taken from FNDôs March 2010 quarterly 
and shows the latest heap recovery performance. We understand some of the key 
interrelated variables around recoveries are heap height, crushed ore sizing and irrigation. 
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The heaps are currently operating at ~80°C and air and acid are used to control the heap 
temperatures and also effect leach rates. 
 
FND ï Recent Heap Leach Recovery Performance  

 
Source: Company 

 
While the above results may appear to indicate a significant leach time to achieve 70% 
recoveries, constant optimising of the process is improving recovery times and part of the 
US$15m in working capital FND budgeted in the DFS is to allow for this. Consistent 
budgeted production is managed by sequencing the leaching of different leach pads so that 
delivery of sufficient copper in solution is delivered to the process plant.  
 
Wetar Heap Leach Pads  with Ore Crushing Facilities in the Background  

 
Source: FSB research 

 
Besides optimising the heap performance, the balance of the SX-EW process is conventional 
technology. We note ~25% of the worlds copper production is derived from SX -EW 
operations. 
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Project Ramp Up 
 
While the current pl ant is producing at a rate of 1.8k t Cu per year,  the ramp up to 
7ktpa (the Extended Demonstration Plant ï EDP) involves almost negligible 
technical risk in our view.  In effect , FND is quadrupling the current plant and will be 
drawing on all the efficiencies learnt to date to assist in maximising the EDP performance. 
The only technical risk we see is the unknown grade of ore and recovery rates which are 
only ever really known once mining and processing commences. Engineering and associated 
budgets and timing are also risks which, in our view, are well mitigated given the  extensive 
experience management have already on site. FND intends on using local contractors, which 
they have previously used, to assist in building the 7ktpa capacity.  
 
While the DFS indicated the EDP would cost US$12m, the production capacity has since 
increased to 7ktpa and we estimate the costs for the first stage will be in the order of 

US$25m plus some working capital requirement. Construction of the EDP has been flagged 
by the company to take 9 months from commencement of construction.  
 
Beyond the E DP, FND plan s to ramp up to 23ktpa for ~9 years.  While the Wetar 
Island environment is notable for its challenging topography in the context of mining, 
appropriate areas have been identified in the mine plans for the necessary heap leach pads. 
While current heap leach pads have only been 6m high, FND does intend to óstackô these 
pads up to 24m high. We discussed the issues of losing recovery in heaping these pads and 
the dangers of the bottom layers of the pads ósquashing upô and losing porosity. While 
significant lab scale testing has indicated this will not happen, the company has taken 
precautions and come up with simple engineering solutions to alleviate this risk. The density 
of the pyrite dominant ore is a high 4.5 which also reduces the heap footprint  relative to 
tonnes. The other advantage of SX-EW process is there is no tailings dam and associated 
costs and infrastructure. This is particularly appealing in the topographically challenged 
environment that is Wetar.  

 
Electro -winni ng (EW) T ankhouse  

 
Source: FSB research 

 
Upside beyond the two orebodies in the current mine model should not be dismissed. While 
we thought the 10m intersection @ 4.5% Cu on the other side of Wetar Island was 
interesting, it is the near mine exploration targets that can add re al value and extend mine 


