Jack Lifton debunks the Lynas
and
Molycorp
rare
earth
leader myth
I note that the Australian press is reporting today that
Lynas Corp. (‘Lynas’) will move its administrative
headquarters to Kuala Lumpur, Malaysia, from Sydney and close
down its other two administrative centers in Australia to
consolidate operations in Malaysia. The company’s mine, the Mt
Weld deposit, of course cannot be moved, but it is not
expected to be called upon to produce any new material until
the end of 2015. It has accumulated an above ground inventory
sufficient for at least one year of full production by the
LAMP operation in Kuantan, Penang Province, Malaysia. I
believe that the Mt Weld ore concentrate is now shipped to
Malaysia for all downstream processing beginning with
roasting.
I think, as a cost savings, this administrative consolidation
is a very good idea. Malaysian infrastructure overheads and
office costs are far lower than those anywhere in Australia.
In addition shipping costs from Malaysia to existing Lynas’
customers in Japan and elsewhere in Asia are lower cost, which
is anyway one of the reasons that the LAMP was built in
Malaysia. I would also say it was a good move for Lynas’
public relations in Malaysia except for two things:
1. Given this new target location for Lynas HQ it must be
noted that the those Malaysians who vehemently oppose
Lynas operations in Kuantan, Penang Province, at the
LAMP are always going to be much more likely to stage
their protests in Kuala Lumpur than in Kuantan, because
Kuala Lumpur is Malaysia’s capital and is a far more
pleasant venue for protests than what the Australian
news media unfairly, in my opinion, call the “peat

swamps” of Kuantan, and
2. Because the new CEO of Lynas is a woman making 1.2
million dollars a year.
I was leaving Kuala Lumpur late last year after attending a
meeting of the Rare Earth Task Force sponsored by the
Malyasian Academy of Science, and when I stepped up to the
check-in counter for KLM, the Dutch owned international
airline, I was shown a notice that stated that the senior
pilot, the captain, of the airliner I was scheduled to fly
that evening from KL to AMS was a woman. I asked the check-in
person, a Dutch woman, why this notice was posted, since I had
never in my life seen any such notice, and she told me that
some Malaysians object to a woman having such a position of
authority over them. This was an aspect, I was told, of the
Moslem attitude towards women “working in men’s jobs” in
general. She pointed out that the airline would offer anyone
who objected a seat on another flight captained by a man.
I respect anyone’s right to live their life the way they want
to providing that they give me the exact same opportunity to
live my life as I want to. As I boarded the KLM airliner I
saluted the tall woman at the entry port wearing the uniform
of a senior captain for KLM.
Malaysia is a shining jewel of multi-cultural democracy with a
strong adherence to the rule of law and a regard for the
rights of personal property in a sea of much less developed
nations Malaysia is a country where the GDP is growing at 6% a
year. Malaysia is a beautiful country with warm charming
friendly people. Malaysia is also a country that although
officially secular is majority Moslem. To the best of my
knowledge it is the only Moslem country in the world that has
a large operational rare earth separation facility, and one of
only two countries, the other being the United States, where
domestic monazite was processed in the past, but is no longer
processed due to the co-production of thorium being considered
detrimental to the environment. As I told the Lynas

operational people in Kuantan two years ago when the Malaysian
Academy of Science asked me to participate in a survey of the
LAMP the Lynas problem is public relations and is exacerbated
by a bit of tone deafness. The Mt weld deposit is principally
monazite. The low thorium levels and the safe disposal of what
thorium is produced is what needed to be emphasized to the
Malaysian public from day one.
Good luck to Lynas in becoming a Malaysian company in all
name.

but

Next topic: A recent Reuter’s analytical article, “Rare earths
industry teeters as Australia’s Lynas heads to full ramp-up”
posted on InvestorIntel on July 3, 2014, struck me, in some
particulars, as misleading for investors of all sizes, and in
other particulars as just plain wrong.
I was struck by two quotations, in particular, in the article:
1. …“The pressure is on Lynas and Molycorp to demonstrate
that rare earths is a viable business,” said Dudley
Kingsnorth, a rare earths expert at Curtin University in
WesternAustralia, whose forecasts are widely used in the
industry…”
2. And — A sub-headline of the Reuters’article that reads
“[Lynas CEO] Says project profitable even at current
depressed prices”
This “projection” of profitability s only mentioned again in
the body of the article as follows: “…But more than two years
later it [Lynas] has yet to hit stage 1 capacity of 11,000
tonnes a year, racked by opposition to the project on
environmental grounds and by technical problems. Once it
reaches that rate, Lynas will be cash flow positive, CEO
Amanda Lacaze, who took the role in June, said on Wednesday….”
Let’s first look at Mr Kingsnorth’s statement.
I would say that:

In fact the pressure is on both Lynas and Molycorp, which are
two different companies with two different deposits and two
different business models, to demonstrate that either their
own particular or, in fact, any business model that projects a
competitive edge in the production and further downstream
processing of the light rare earths against the existing
Chinese producers in the Bayanobo region of Inner Mongolia
can, in fact, be profitable under current conditions of price,
existing supply and current and future demand.
Note that I am not saying that the Chinese projects have to be
profitable but that, to survive, any non-Chinese light rare
earth based project MUST be profitable while selling its own
products at or below the delivered cost of Chinese products in
whatever market they are being offered for sale. In short,
prices are set by the producers of the majority of the
products, who are today the Chinese. We assume that we know
Chinese costs but in fact we only know their selling prices.
We therefore MUST target their selling prices.
As I said here on InvestorIntel earlier this year (click
here) I believe that both Lynas and Molycorp are too big and
in the case of Molycorp, too congested by non-core,
irrelevant, inefficient, or non-performing “assets” for etiher
company to achieve competitive advantage over the existing
Chinese producers unless security of supply is taken into
consideration and heavily capitalized by long term customers.
Now as to the statement attributed to Ms. Lacaze, the new CEO,
of Lynas, it does not follow, logically, from the statement
printed in the article that a positive cash flow equals
profitability in the sense of ongoing profitability, or more
importantly that such positive cash flow would be or could be
sufficient to cover existing debts, working capital, or
retained earnings in the foreseeable future picture of rare
earth prices and demand.
The attempted (so far) revival of the rare earth industry
outside of China got its impetus
in 2007 when Chevron

divested itself of the moribund Molycorp that it had acquired
in 2004 when it bought Unocal.
Molycorp’s new owners were financial managers with one
exception, Traxys, which is a large resources trading company.
I believe that they, the new owners of Molycorp, chose to
promote the story that military demand for the rare earths was
critical, large, and growing. They may even have believed it.
It turns out that this story is not true. The US Military,
which by itself, accounts for at least one-half of the world’s
military budget and is the most technologically advanced
military in history has published figures showing that it uses
about 150 tons a year of neodymium iron boron rare earth
permanent magnets all of which are modified by dysprosium. By
contrast, just the US OEM automotive industry uses 7,500 tons
per year of that type of rare earth permanent magnet.
The fact is that today the world supply of the light rare
earths that are the only products of the mining operations of
both Molycorp and Lynas is in surplus. The Chinese company,
Baotou, has said publicly that by itself it could supply the
entire global demand for light rare earths indefinitely. Of
course it would ONLY continue to be able to do so if it
remains the lowest cost producer and if the Chinese government
allows export volumes to be determined by market forces.
If China adheres to the recent WTO decision then Baotou’s cost
structure at the moment, as reflected in its pricing, will
allow it to continue to dominate the global market. Note that
In the last reporting year even though prices for the rare
earths fell dramatically from their previous year’s levels
Baotou still made a small profit.
In fact though it has become obvious that the future geography
of the global rare earth supply chain will depend on deposits
that can produce mid-range (SEGs) and heavy rare earths
(HREEs).

[SEG is shorthand for Samarium, Europium and Gadolinium — the
mid-range rare earths all of which have product uses: magnets,
phosphors, and medicine.]
I am going to predict that those non-Chinese deposits being
developed to produce the most SEGs and HREEs, as a
percentage of their total production, have the best chance of
also becoming profitable producers of LREEs.
Almost all of the HREE developments can or would produce some
LREEs. The critical nature of the HREEs, even in the Chinese
domestic markets, makes it likely that SEG/HREE producers will
also be able to sell their LREEs to their customers using the
time-honored Chinese developed sales method of “if you want
dysprosium you must also take neodymium. If you want a better
deal or an assured supply then you must take lanthanum as
well.”
Molycorp’s original business model took no account of HREEs;
this flaw has dogged the company all along. Acquiring (or as
seems more and more likely being acquired by) Neo materials
gave Molycorp some Chinese HREE processing capability but no
HREE new material sourcing capability whatsoever. For whatever
reason this flaw has not, even now, been fixed although it
could have been easily fixed many times. It is probably now
too late, financially, for such a fix to rally the market.
Lynas is in a similar predicament. The company has, however,
among its Mt Weld properties significant HREE bearing
deposits. Even the Mt Weld material contains 5% of SEG/HREEs.
At 11,000 tons per annum the output of the LAMP would include
550 tons per year of SEG/HREEs. Neither Molycorp nor Lynas has
any non-Chinese capacity for downstream processing of
SEG/HREEs. But only Lynas would immediately have any to
process in any case.
Therefore I predict that end-users looking for non-Chinese
materials will focus on the total output of the right sized

producers now in late development. I think that North American
domestic demand for ALL rare earths will be filled by the
operations of one of or all of Rare Element Resources, Texas
Rare Earths, and Ucore. A successor-in-interest to today’s
Molycorp may well produce some light rare earths from its
dedicated mining operation if the separation facility at
Mountain Pass can be stripped of its global overheads and
accumulated debt. The facility there would be an ideal
location for tolling without those global overheads. It would
of course have to be upgraded to be able to process HREEs.
I think the LAMP, shorn of debt and global overheads, would
also be ideal as a central LREE tolling operation, but it
would, as would Molycorp, by the way, have to add a
hydrometallurgical engineering group to adjust the plant’s
operations for different feed stock compositions. Ideally a
Malaysian group might take over the LAMP or partner with
existing management and build a SEG/HREE downstream processing
facility on the property. In fact a total rare earth supply
chain could be constructed on the basis of the LAMP to serve
all of non-Chinese (Austral) Asia with hydrometallurgy,
separation, metal and alloy making, and magnet and specialty
alloy and chemical production. Australian HREE juniors such as
Northern Minerals might and should look towards a Malaysian
central processing facility I will go out on a limb and
predict that one or the other of the above scenarios will come
to pass. Perhaps even both.
I don’t want to leave out Europe, so let me say that it is
possible that Solvay might turn La Rochelle into a central
processing operation anchored upon the production from Tasman
in Sweden and from AMR in Turkey. It is more likely today than
in the recent past that a third party will set up a central
European processing (tolling) operation using not only Tasman
and AMR feed stocks but also some from Russia or Central Asia.
The common problem for all toll refiners is “normalizing the
feedstocks.” This is not a trivial problem, but it is not

insurmountable. It does, of course add cost. Lastly, my
Canadian friends (and relatives) might wake from their slumber
and promote the creation of a central Canadian tolling
facility for the rare earths. This would completely change the
dynamics of costing most of the Canadian located rare earth
junior mining ventures.
Did I mention that both Africa and South America can produce
the lowest cost LREE ore concentrates, and, in at least two
instances already do so as a consequence of existing very
profitable operations?
There’s a whole lot going on in the non-Chinese rare earth
sector that has nothing to do with the mining operations at
Mountain Pass or Mt Weld.
I think that the non-Chinese world is on the cusp of putting
into place the right ideas to process the right amounts of
rare earths from right-sized and right-proportioned rare earth
deposits. I won’t be too surprised if Chinese investors make
the first credible overtures to achieve this goal. I will be
surprised if non-Chinese governments make such investments
easy.
Please, please stop thinking that either Molycorp or Lynas
have the “right” model and that the entire rare earth industry
outside of China will rise or fall with their survival or lack
of it. In fact both companies are stuck in a rut. The rare
earth business model has not been static.
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