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Generates operating cash flow, equipment
utilisation still in ramp-up process

Event

STA recently reported March quarter production.  The company shipped ~35.5kt of HMC
concentrate (~A$36m revenue).  The HMC concentrator is still ramping up to nameplate
(229ktpa, 19kt/mth).  MarQ production of 29.9kt and annualised mining of 13.4mt for the
quarter implies the site averaged 50%-60% of nameplate for the quarter.  Net debt was
$170m (up only slightly from A$150m at end December).  Capex was A$22.3m and is
almost finished.  Operating cash flow was $6.3m, which is very good considering the low
utilisation.  Average selling prices were ~A$1100/t HMC (sales 28.7kt).  Costs were
~A$800/t, which are higher than modelled given low equipment utilisation.  Operating
costs of ~A$25m per/quarter close to expectations. 

Impact

The quarter shows that the STA is slightly cash flow positive at current equipment
utilisation.   Remaining capex is low, and utilisation should increase towards nameplate by
the end of the September quarter.  Obviously the company is now in the hard part of
commissioning...ie moving from low utilisation (relatively easy) to very high utilisation
(much harder).  The positive is that STA is generating cash despite utilisation being low
(this has been helped by strong selling prices and weak AUD).  Consequently, the balance
sheet risk that has hit most other mine developers in recent years is far less likely for STA.  

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. With an EV of ~$630m, and assuming a fair
multiple would be 7x, we estimate the market is implying HMC utilisation will only achieve
~85% and the MSP will have no value uplift.  This would be a conservative assumption,
and obviously disappointing to management if that scenario occurred.  The point is that
market expectations are for a weaker than budgeted commissioning, which alleviates
some equity market risks.   

Catalyst

FY24 guidance – Sept Qtr 2023;

First final product shipments –  Sep Qtr 2023;

Achieve nameplate throughput - September/October

Figure 1:  Utilisation Scenarios, using March Quarter as starting point

Source:  Euroz Hartleys

 

 

 

Share Price 0.36   
Price Target 0.80   
Valuation 0.48   
    
    
Shares on issue 1278   
Market Capitalisation 460   
Enterprise Value 629   
Debt (31 Mar 23a) 219   
Cash (31 Mar 23a) 51   
Largest Shareholder   Tembo
    
Production F'cast  2024F 2024F
Zircon  31 32
Rutile / HiTi  19 20
Ilmenite  101 105
Zircon Conc.  51 53
    
Assumptions  2023F 2023F
Chloride Ilmenite  285 285
Zircon  1600 1600
Rutile  1350 1350
AUDUSD  0.71 0.73
    
    
Key Financials 2023F 2023F 2023F
Revenue (A$m) 79 201 203
EBITDA (A$m) 9 84 90
NPAT (A$m) -7 66 50
Cashflow (A$m) -2 67 68
    
CFPS (Ac) 0 5 7

Performance

Source: Euroz Hartleys
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Figure 2:  Summary Model

Source:  Euroz Hartleys
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Figure 3: DFS production estimates at steady state

Source:  STA

Figure 4: DFS cost estimates

Source:  Euroz Hartleys

Price Target
Our price target is unchanged at $0.80.

Figure 5:  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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Company disclosures

The companies and securities mentioned in this report, include:

Strandline Resources Limited (STA.ASX) | Price A$0.36 | Target price A$0.80 | Recommendation Speculative Buy;

Price, target price and rating as at 04 May 2023 (* not covered)

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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