
PAGE 1

PUBLISHED ON 03 FEBRUARY 2023

STA.ASX | STRANDLINE RESOURCES LIMITED | MINERAL SANDS | ZIRCON / CHL ILMENITE

PRICE

A$ 0.42 /sh
TARGET PRICE

A$ 0.80 /sh
(FROM A$ 0.74 /sh)

RECOMMENDATION

SPECULATIVE BUY
(FROM SPECULATIVE BUY)

ANALYST

TRENT BARNETT
TBARNETT@EUROZHARTLEYS.COM

Euroz Hartleys Limited. All information and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or
liability on any account whatsoever on the part of Euroz Hartleys Limited or any member or employee thereof. Refer to full disclaimer at the end of this document.

STA: Commissioning on track

Event

STA is commissioning the Coburn mineral sands project;

The company has shipped ~15kt of HMC concentrate (~A$14.5m revenue);

The HMC concentrator is still ramping up to nameplate (229ktpa, 19kt/mth), with the
recent reported shipments implying current rate about 60% of nameplate.  However, we
expect nameplate HMC to be reached very soon.  That will give a better indication on
operating costs versus DFS;

The MSP (to convert HMC to final products) is commissioning this quarter.  Remember,
STA can sell HMC whilst the MSP is commissioning; 

Impact

We estimate the company is around breakeven with HMC sales at current utilisation and
has almost $100m of cash and facilities, with capex almost all spent.  Hence, the balance
sheet risks appear minimal as STA finishes commissioning.  Net debt was A$150m at end
December;

It won't be until nameplate production is achieved (mid CY23) that unit costs are known, in
our view.  Our cost assumptions are already well above the DFS, and so our valuation will
not be affected should costs be higher than DFS.  To date, there is no evidence costs will
be higher, but in our experience of watching the commissioning of mines, it is rare that
DFS costs estimates are ever achieved in the real world; 

So even though there has been no update on costs since the DFS, we assume FY24
cost/product of A$482/t, well above the the DFS of A$361/t.  This is hopefully a very
conservative assumption, but we believe it is prudent to assume higher costs given cost
inflation across the industry since the DFS.

Spot A$ selling prices are rebounding again.  Spot prices are well above our base valuation
estimates (or spot valuation is $1.25/shr, versus our base valuation of $0.52);

Action

We maintain our Speculative Buy through commissioning.  If the plant achieves planned
performance (which will be known by the September quarter), there is significant re-rating
potential if we moved from NPV12 to NPV8. Using spot prices increases our valuation by
more again;

Catalyst

Commissioning MSP – March Qtr 2023;

First final product shipments – March / June Qtr 2023;

Tajiri FS – 2H CY23;

FID on potential Coburn expansion – early CY24;

 

 

 

Share Price $0.42   
Price Target $0.80   
Valuation $0.52   
    
    
Shares on issue 1278   
Market Capitalisation 540   
Enterprise Value 691   
Debt (31 Dec 22a) 253   
Cash (31 Dec 22a) 102   
    
    
Production F'cast 2023F 2024F 2024F
Zircon 8 32 32
Rutile / HiTi 5 20 20
Ilmenite 26 105 105
Zircon Conc. 21 53 53
    
Assumptions 2023F 2023F 2023F
Chloride Ilmenite 290 280 270
Zircon 1800 1600 1600
Rutile 1400 1350 1350
AUDUSD 0.66 0.71 0.73
    
    
Key Financials 2023F 2023F 2023F
Revenue (A$m) 73 208 201
EBITDA (A$m) 29 106 99
NPAT (A$m) 14 89 57
Cashflow (A$m) 16 89 76
    
CFPS (Ac) 1 7 8

Performance

Source: Euroz Hartleys
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P&L Jun 23e Jun 24e Jun 25e  Coburn Production Summary  Jun 23e Jun 24e
Net Revenue 73.2 208.1 200.8  Mining Inventory Mt 801.5 778.1
Total Costs -43.9 -101.7 -101.6  Grade % 1.1% 1.1%
EBITDA 29.3 106.4 99.3  Mill Throughput Mt 9.6 23.4
- margin 40% 51% 49%  HM grade % 1.1% 1.1%
Depreciation/Amort -15.7 -17.7 -17.9  Zr production kt 8.1 32.4
EBIT 13.6 88.7 81.3  Rutile / Hi-Ti production kt 4.9 19.6
Net Interest 0.0 0.0 0.0  Chlor. Ilmenite production kt 26.3 105.0
Pre-Tax Profit 13.6 88.7 81.3  Zr conc kt 21.3 53.3
Tax Expense 0.0 0.0 -24.4  Ilmenite % rev. 15.1% 19.0%
Normalised NPAT 13.6 88.7 56.9  Zircon % rev. 29.6% 34.4%
Abnormal Items 0.0 0.0 0.0  Zircon conc. % rev. 42.9% 31.0%
Reported Profit 13.6 88.7 56.9  Rutile / Hi-Ti production % rev. 12.4% 15.6%
Minority 0.0 0.0 0.0  Fungoni Production Summary  Yr3 Yr4
Profit Attrib 13.6 88.7 56.9  Mining Inventory Mt 10.5 8.5
     Grade % 3.3% 2.9%
Balance Sheet Jun 23e Jun 24e Jun 25e  Mill Throughput Mt 2.0 2.0
Cash 84.3 169.0 246.8  HM grade % 5.5% 4.2%
Other Current Assets 13.0 37.1 35.8  Zr production kt 18.5 16.6
Total Current Assets 97.4 206.1 282.6  Rutile / Hi-Ti production kt 4.2 3.7
Property, Plant & Equip. 293.4 275.7 257.8  Chlor. Ilmenite production kt 41.8 37.5
Exploration 13.4 17.4 21.4  Ilmenite % rev. 20.9% 20.9%
Investments/other 1.6 1.6 1.6  Zircon % rev. 59.2% 59.2%
Tot Non-Curr. Assets 308.4 294.7 280.8  Rutile / Hi-Ti production % rev. 12.2% 12.2%
Total Assets 405.8 500.8 563.3  Monazite % rev. 7.8% 7.8%
     Price Assumptions (at Geraldton) Jun 24e Jun 23e Jun 24e
Short Term Borrowings 0.3 0.3 0.3  AUDUSD USD/AUD 0.66 0.71
Other 5.1 11.4 11.4  Chloride Ilmenite US$/t 255 245
Total Curr. Liabilities 5.4 11.7 11.7  Zircon US$/t 1765 1565
Long Term Borrowings 210.8 210.8 216.5  Rutile US$/t 1365 1315
Other 1.9 1.9 1.9  Leucoxene US$/t 1015 978
Total Non-Curr. Liabil. 212.8 212.8 218.4  Monazite US$/t 1965 1965
Total Liabilities 218.2 224.5 230.1    - -
Net Assets 187.6 276.3 333.2    - -
Net Debt 126.8 42.1 -30.0  Valuation  $m /shr
     Coburn (NPV12)  606 0.47
Cashflow Jun 23e Jun 24e Jun 25e  Fungoni (discount to NPV12)  105 0.08
Operating Cashflow 16.3 88.7 100.6  Tajiri (discount to NPV12)  261 0.20
Income Tax Paid 0.0 0.0 -24.4  Other Assets/Exploration  5 0.00
Interest & Other 0.0 0.0 0.0  Forwards  0 0.00
Operating Activities 16.3 88.7 76.2  Corporate Overheads  -36 -0.03
     Net Cash (Debt)  -151 -0.12
Property, Plant & Equip. -61.0 0.0 0.0  Tax (NPV future liability)  -124 -0.10
Exploration and Devel. -4.0 -4.0 -4.0  Options & Other Equity  2 0.00
Other 0.0 0.0 0.0  Total  667 0.52
Investment Activities -65.0 -4.0 -4.0  Spot  379 1.25
         
Borrowings 0.0 0.0 5.6      
Equity or "tbc capital" 0.0 0.0 0.0      
Dividends Paid 0.0 0.0 0.0      
Financing Activities 0.0 0.0 5.6      
         
Net Cashflow -48.7 84.7 77.8      
         
Shares Jun 23e Jun 24e Jun 25e      
Ordinary Shares - End 1243 1243 1257.8      
Ordinary Shares - W'ted 1238 1243 1250.4      
Diluted Shares - W'ted 1258 1258 1257.8      
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Figure 1:  DFS cost estimates...we are much higher in our model

Source:  STA

Figure 2:  DFS production estimates at steady state

Source:  STA

 

Our price target is increased to $0.80 (from $0.74)

Figure 3:  Price Target

Source:  Euroz Hartleys

 
 Per Annum Per Mth

Stead State Production (Mt)
 

 23.4 2.0
- HM Grade
 

 1.11% 1.11%
HMC (kt)
 

 229 19.1
Premium Zircon (kt)
 

 34 2.8
Rutile (kt)
 

 24 2.0
Ilmenite (kt)
 

 110 9.2
Zir Con (kt)
 

 54 4.5
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Personal disclosures

We hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or their securities, and we are not
in possession of, nor does this Research contain any inside information.

No part of our compensation was, is or will be directly or indirectly, related to the specific recommendations or views expressed by the authoring analyst in this research, nor has any
attempt been made to influence this Research.

Company disclosures

The companies and securities mentioned in this report, include:

Strandline Resources Limited (STA.ASX) | Price A$0.42 | Target price A$0.80 | Recommendation Speculative Buy;

Price, target price and rating as at 03 February 2023 (* not covered)

Additional disclosures

Euroz Hartleys declares that it has acted as underwriter to, and/or arranged an equity issue in, and/or been engaged in a capital raising during the last year. Euroz Hartleys has received
a fee for these services from: Strandline Resources Limited (STA.ASX)

Other disclosures, disclaimers and certificates

Copyright & Distribution

The material contained in this communication (and all attachments) is prepared for the exclusive use of clients of Euroz Hartleys Limited (ACN 104 195 057) only.

Euroz Hartleys Limited is the holder of an Australian Financial Services Licence (AFSL 230052) and is a participant of the Australian Securities Exchange Group.

The information contained herein is confidential. If you are not the intended recipient no confidentiality is lost by your receipt of it. Please delete and destroy all copies, and
contact Euroz Hartleys Limited on (+618) 9488 1400. You should not use, copy, disclose or distribute this information without the express written authority of Euroz Hartleys
Limited.

Disclaimer & Disclosure

Euroz Hartleys Limited, and their associates declare that they deal in securities as part of their securities business and consequently may have an interest in the securities
recommended herein (if any). This may include providing equity capital market services to the issuing company, hold a position in the securities, trading as principal or agent and
as such may effect transactions not consistent with the recommendation (if any) in this report.

You should not act on any recommendation issued by Euroz Hartleys Limited without first consulting your investment adviser in order to ascertain whether the recommendation (if
any) is appropriate, having regard to your objectives, financial situation and needs. Nothing in this report shall be construed as a solicitation to buy or sell a security, or to engage
in or refrain from engaging in any transaction.

Euroz Hartleys Limited believes that the information and advice contained herein is correct at the time of compilation, however we make no representation or warranty that it is
accurate, complete, reliable or up to date, nor do we accept any obligation to correct or update the opinions in it. The opinions expressed are subject to change without notice. No
member of Euroz Hartleys Limited accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this material.

We cannot guarantee that the integrity of this communication has been maintained, is free from errors, virus interception or interference. The author of this publication, Euroz
Hartleys Limited, it’s directors and their associates from time to time may hold shares in the security/securities mentioned in this Research document and therefore may benefit
from any increase in the price of those securities. Euroz Hartleys Limited, and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of
transactions arising from any advice mentioned in publications to clients.
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