
Great Project, Superb Economics, 
the Right Jurisdiction

Now is the time to be investing in mining projects. This 
means investing in the junior mining companies who are 
responsible for most new discoveries (and multi-bagger 
opportunities). Sentiment is average-to-weak across 
most mining sectors. Conversely, mining opportunities 
are plentiful.

On the one hand, advances in technology have created 
new and important applications for many metals/miner-
als, along with (in many cases) dramatic spikes in demand. 
On the other hand, poor investor sentiment has been a 
drag on development.

Putting these two dynamics together, we have large devel-
opment and investment opportunities materializing in 
several metals and minerals markets. But we have a mining 
industry that has been responding in a sluggish manner to 
these bullish supply/demand equations because of dif-
ficulty in attracting capital. This also means that valuations 
for these companies are at especially attractive levels.

In the current climate, one company that stands out as a 
strong investment candidate is South Star Mining Corp. 

(TSX: V. STS, , OTCQB: [CNGZF], Forum). Its flagship prop-
erty, the 100%-owned Santa Cruz Graphite Project, boasts 
fundamentals that separate it from nearly all peers.

South Star is already advancing Santa Cruz to production 
in one of the world’s premier jurisdictions for graphite 
mining (more on that later). Yet this is a Company sitting 
with – at present – a tiny market cap of only $11 million [as 
of this writing]. A terrific value proposition for investors.

Graphite is very important in the electric vehicle/battery 
metals market, with roughly 100 kilograms of graphite 
required for each new EV. By now, most mining investors 
are familiar with a 2016 Elon Musk quote (“Our cells should 
be called Nickel-Graphite…”). There is much more graphite 
used in lithium-ion batteries than lithium.

Forget about the fundamentals for the moment, for both 
the Santa Cruz Project and the graphite market itself. What 
should be near the top of any investor check-list in evalu-
ating this company is jurisdiction. In a strong mineral mar-
ket, with a very robust project, Brazil is arguably the best 
nation on Earth to be developing a new graphite project.
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•	 Major graphite producing nation (3rd overall, 2nd in “large flake” 
production)

•	 under-explored versus most major mining jurisdictions
•	 5th largest nation and a global leader in mineral production

Brazil is currently at a sweet-spot for mining activity. Its mining industry 
is developed to the point where there is abundant mining infrastructure 
and an experienced labour pool, yet there are still tremendous explora-
tion/development opportunities.

Then there is the business climate for mining. While many jurisdictions 
are tightening constraints on mining and/or adding additional royalties 
and taxes, Brazil is moving in the opposite direction. The nation is offer-
ing incentives to attract mining investment. Meanwhile, the only added 
levy to mining operations is a 2% NSR that the government reserves 
for itself on all projects.

While Brazil is an excellent jurisdiction for mining operations in general, 
it is especially prospective for graphite mining. This is a function of two 
factors: robust graphite production and favorable geology. This requires 
digging a little deeper into the graphite market.

Traditionally, the strongest source of graphite demand has been in 
“refractory” applications, due to both graphite’s strong thermal and elec-
trical conductivity. Right behind this are the metallurgical applications 
for graphite in the steel industry. For such applications, any production 
will suffice.

The lithium-ion battery/electric vehicle market requires higher quality 
graphite. In the graphite industry, “quality” is almost entirely a function 
of flake size. As a carbon-based mineral, graphite is extracted from its 
host rock (or earth) in the form of flakes.

For highly technical reasons, larger flakes of graphite produce supe-
rior properties as a manufacturing input. Thus graphite producers and 
(lithium-ion battery) end-users are both seeking sources of the largest 
graphite flakes.

Brazil is known for its “large flake” graphite and is currently the world’s 
second largest supplier of flake graphite. Equally important, however, 
is the geology.

Most graphite production is from typical hard-rock geology. Mining 
the graphite requires drilling and blasting. This brute-force extrac-
tion tends to fracture these graphite flakes, reducing their value. the 
underlying geology for South Star’s Santa Cruz Project is soft rock, 
known as saprolite.

unlike hard-rock graphite mining, the mineral-bearing ore at Santa Cruz 
only needs to be scooped out of the ground – no blasting of any kind is 
required. This tends to leave the large graphite flakes intact, providing 
a superior output for the electric vehicle industry. This soft-rock geol-
ogy also translates into lower cap-ex and lower operating costs for any 
potential mining operation. Win, win, win.

That’s the Big Picture for South Star Mining and its Santa Cruz Project. 
But when investors pull out their magnifying glasses and begin their due 
diligence, this Project (and Company) looks even better.
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Santa Cruz is located in the state of Bahia, Brazil’s primary region for 
graphite production for over 70 years. A preliminary economic assess-
ment (PEA) is already in place, calculated in August 2017 and released 
in December 2017.

The Santa Cruz deposit is currently composed of an Indicated Resource 
of 14,990,400 tonnes @ 2.70% graphite, equating to 404,741 tonnes 
of graphite. In addition, there is an Inferred Resource of 3,572,100 
tonnes @ 2.90% (103,591 tonnes of graphite). Mineralization remains 
open in several directions.

In terms of economics, the PEA lays out a mining operation that would 
produce graphite at an initial rate of 18,900 tonnes per annum. By 
Year 5, output would decline to ~16,000 t.p.a for the remainder of the 
19-year mine life.

Average operating costs are estimated at uS$413 per tonne. The 
(selling) price assumption for the graphite produced is uS$1,354 per 
tonne, translating into very strong margins. Currently, the price of 
graphite ranges from uS$1,000 per tonne at the low end (“medium 
flake” graphite or less) to uS$1,950 per tonne at the high end (extra-
large flakes).

This leads to an examination of the quality of the resource at Santa 
Cruz. In general terms, Bahia is known for being second in the world in 
large flake production. More specifically, metallurgical testing at Santa 
Cruz has revealed that 63% of the concentrate produced will yield large 
to jumbo flake sizes – making the price assumption in the PEA appear 
quite conservative.

Further enhancing project economics is that this is at-surface mineral-
ization. This means that mining at Santa Cruz will be an open pit opera-
tion for the life of the mine. But the economics get better yet.

Due to the favorable geology, the estimated cap-ex to move to pro-
duction on this model would be a very minimal uS$20.5 million. With 
robust throughput and strong margins, this equates to a post-tax IRR 
of 78% -- meaning payback of capital within two years. That’s “Plan A”, 
with a calculated post-tax Net Present Value of uS$117 million.

This is how the Santa Cruz Project looks today, but only about 5% of this 
13,000-hectare land package has been explored. With the main Santa 
Cruz deposit open in several directions, there is abundant potential for 
resource expansion and/or new discoveries. In a conference call with 
Stockhouse Editorial, the CEO for South Star, Eric Allison, elaborated 
further on the exploration potential.

“Our initial resource in the PEA is defined on only about 1% of our land 
holdings at Santa Cruz and the mining plan only encompasses miner-
alization to a maximum depth of 40 meters.  We have well over 100 
positive drill holes that were not included in the current resource and 
extend along several kilometers of strike.  A number of these holes pen-
etrated to depths of 80 meters or more. Together with other geological 
reconnaissance work, this points to tremendous potential to expand 
our resource base.”

This is a management team with both an abundance of general exper-
tise in mining as well as extensive knowledge (and connections) within 
the Brazilian mining industry.
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Over the next 12 months, STS is planning on 2,000 – 4,000 meters 
of additional drilling at Santa Cruz, building off of the main resource. 
Another 1,000 – 3,000 meters of drilling is forecastfor satellite targets 
in the future. Further geophysics work is also a strong possibility.

Then there is Plan B: a “trial mining” operation. To help facilitate mine 
development (especially for junior operators), the Brazilian government 
offers mining companies the option to seek a trial mining license.

This is mining on a somewhat smaller scale, with a total allowable 
output of 5,000 tonnes per year per license. This allows for whatever 
throughput is necessary to achieve that level of output. Because of the 
smaller scale, permitting for trial mining is more expedited than for a 
larger scale mining operation.

For both the Company and investors, what is immediately attractive 
about starting a trial mining operation at Santa Cruz is the greatly 
reduced cap-ex. The estimated cost to commence a 5,000 t.p.a. 
graphite mining operation is a mere uS$4-5 million.

Even in the challenging conditions for raising capital, this is a sum that 
is clearly within the reach of a junior mining company. South Star can 
move to production on this high-margin Project without needing to 
bring in either a larger operational partner or financial backer.

What de-risks this Project still further is that South Star has already run 
a 30-tonne sample of ore through its pilot plant, meaning a very low 
probability of any “surprises” once commercial mining operations com-
mence. From a capitalization standpoint, the Company is well-funded 
and well-structured. With already a Canadian and German listing, South 
Star will soon also add a u.S. listing.

What are mining investors looking for when they evaluate a company/
project? They’re looking for a great project, with strong economics, in 
the right jurisdiction. Based on those criteria, South Star’s Santa Cruz 
Graphite Project has it all.

appendix: detailed images of Santa Cruz deposit, geology

SouthStar_Appendix1_2.png
SouthStar_Appendix2_2.png
SouthStar_Appendix3_2.png
SouthStar_Appendix4_2-(1).png

*Includes certain statements that constitute “forward-looking statements”, and “forward-
looking information” within the meaning of applicable securities laws (“forward-looking 
statements” and “forward-looking information” are collectively referred to as “forward-
looking statements”, unless otherwise stated). These statements appear in a number of 

places in this presentation and include statements regarding our intent, or the beliefs or 
current expectations of our officers and directors. Such forward-looking statements involve 
known and unknown risks and uncertainties that may cause our actual results, performance 
or achievements to be materially different from any future results, performance or achieve-
ments expressed or implied by such forward-looking statements. When used in this pre-
sentation words such as “believe”, “anticipate”, “estimate”, “project”, “intend”, “expect”, “may”, 
“will”, “plan”, “should”, “would”, “contemplate”, “possible”, “attempts”, “seeks” and similar 
expressions are intended to identify these forward-looking statements. Forward-looking 
statements may relate to the Company’s future outlook and anticipated events or results 
and may include statements regarding the Company’s future financial position, business 
strategy, budgets, litigation, projected costs, financial results, taxes, plans and objectives. 
We have based these forward-looking statements largely on our current expectations and 
projections about future events and financial trends affecting the financial condition of our 
business. These forward-looking statements were derived utilizing numerous assumptions 
regarding expected growth, results of operations, performance and business prospects 
and opportunities that could cause our actual results to differ materially from those in the 
forward-looking statements. While the Company considers these assumptions to be rea-
sonable, based on information currently available, they may prove to be incorrect. Accord-
ingly, you are cautioned not to put undue reliance on these forward-looking statements. 
Forward-looking statements should not be read as a guarantee of future performance or 
results. To the extent any forward-looking statements constitute future-oriented financial 
information or financial outlooks, such statements are being provided to describe the cur-
rent anticipated potential of the Company and readers are cautioned that these statements 
may not be appropriate for any other purpose, including investment decisions. Forward 
looking statements are based on information available at the time those statements are 
made and/or management’s good faith belief as of that time with respect to future events, 
and are subject to known and unknown risks and uncertainties, including those risks and 
uncertainties outlined under “Risk Factors” in our most recent AIF, that could cause actual 
performance or results to differ materially from those expressed in or suggested by the 
forward-looking statements. To the extent any forward-looking statements constitute 
future-oriented financial information or financial outlook, such statements are being 
provided to describe the current anticipated potential of the Company and readers are 
cautioned that these statements may not be appropriate for any other purpose, including 
investment decisions. Forward-looking statements speak only as of the date those state-
ments are made. Except as required by applicable law, we assume no obligation to update or 
to publicly announce the results of any change to any forward-looking statement contained 
or incorporated by reference herein to reflect actual results, future events or developments, 
changes in assumptions or changes in other factors affecting the forward- looking state-
ments, except as required by law. If we update any one or more forward-looking statements, 
no inference should be drawn that we will make additional updates with respect to those 
or other forward-looking statements. You should not place undue importance on forward-
looking statements and should not rely upon these statements as of any other date. All 
forward-looking statements contained in this presentation are expressly qualified in their 
entirety by this cautionary statement.

FULL DISCLOSURE: South Star Mining Corp is a paid client of Stockhouse Publishing.
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