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Guidance drop as production slowed on lower prices; Market cap 26-Oct-23 (ASm) 76.4
shares trade on a 41% discount to cash plus NWC Share price 26-0ct-23 (AUD) 0.18
Target price 31-Dec-24 (AUD) 0.78

Sierra Rutile Holdings Ltd (“Sierra Rutile”; “SRX”) has released its Q3 results with
operations impacted by an ongoing slump in rutile markets, although the Company
continues to operate profitably. Rutile production in Q3 was 27kt, 17% below H&Pe,
partly on the back of SRX’s decision to reduce production levels to protect pricing and
contain absolute costs. Ore excavation rates in Area 1 were lowered by more than would
normally have been expected due to wet season impacts, falling 55% YoY to 1Mt, 62%
below H&Pe. Rutile sales were just 11kt, with SRX choosing to stockpile rather than sell
finished product. SRX is facing tough market conditions with a hiatus in titanium
feedstock demand mainly due to destocking in the downstream pigment sector;
however, we believe longer-term fundamentals remain positive with demand linked to
global economic growth and a lack of investment in new natural rutile supply. SRX’s
shares continue to offer an attractive entry point, in our view, trading at a 41% discount
to cash plus net working capital. Updating for new 2023 guidance and a cut in 2024
realised price assumptions, we lower our FY23 and ‘24E EBITDA estimates by 47% and
20%, respectively, as shown on pg.3. Rolling back our target price date to Dec’24, our
risked valuation for SRX remains at AS0.78/share, offering 333% upside.

A slowdown in Q3 results

Mining was intentionally slowed down on Q2, with 1Mt of ore excavated in Area 1, 55%
lower than Q3'22. However, rutile production increased 8% QoQ to 27kt (still 17% below
H&Pe) as SRX was able to process stockpiled ore after suffering power issues in H1. Rutile
sales were 11kt, a reduction of 61% QoQ and 67% YoY, with SRX choosing to stockpile
finished product, including 8kt of standard grade rutile (‘SGR”) warehoused offshore in
Amsterdam in anticipation of improved pricing. SRX’s Q3 realised rutile price came in at
USS$1,268/t, 4% lower QoQ, due to demand weakness, as high interest rates, and
inflationary pressures, continue to dampen property market activity. Q2 rutile pricing
was also positively impacted by a higher proportion of sales going to the better
performing titanium sponge market. We note SRX expects shipments to be in-line with
production in Q4 and pricing to be similar to Q3. Please see pg.2. for further detail on Q3
results. Guidance for 2023 has also been cut as detailed on pg.3.

Catalysts: Sembehun DFS advances; tax uncertainty delaying Mogbwemo
During the quarter, US$2.2m was invested in progressing the Sembehun Definitive
Feasibility Study (“DFS”), due to complete at the start of 2024. We also expect another
Area 1 Reserve update by year end. These events should be positive catalysts for SRX, in
our view, providing evidence of sustainability and potential growth in profit. The
Mogbwemo Tailings Project, which could both cut costs and extend mine life by
reclaiming historical waste, remains pending the resolution of Area 1's tax arrangements
(“Third Amendment Agreement”), although substantial engagement took place in Q3. A
USS$25m Revolving Credit Facility from Nedbank Limited was approved at the end of Q3,
which would provide SRX greater financial flexibility, enabling it to push forwards with
the Mogbwemo Tailings Project, should Third Amendment renegotiations be successful.

Stock offers deep value on multiple fronts; A$0.78/sh TP offers 333% upside
We believe the long-term market fundamentals for SRX products remain strong, with
global rutile supply tightening and growing titanium demand. We update our model for
the new 2023 guidance (see pg.3 for summary of changes). SRX remains cheap in the
short and long-term, in our view, with cash plus working capital of US$81.6m versus a
market capitalisation of US$48.1m. This suggests the market currently places negative
value on the company’s existing fixed assets, let alone its high-returning growth options.
Beyond this, we see potential for a cyclical recovery in rutile prices and other near term
catalysts to close the 77% discount to our target price of AS0.78/sh.
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Q3 results

Production,salesvolumes,and prices remained depressed in Q3, impacted by macro
conditions and SRX’s decision to ship 8kt of Standard Grade Rutile (“SGR”) to its
overseas warehouse in Amsterdam, in expectation of rutile demand and pricing
picking up. Mining performance was intentionally slowed down on Q2, with 1Mt of
oreexcavatedinAreal, 55% lowerthan Q3’22 and rutile sales of 11kt, a reduction of
61% QoQ and 67% YoY. Intermediate ore stocks built up ahead of the wet season
were intended to be drawdown over the quarter to level out production; however,
depletion of stockpiles was lower than anticipated, and so we expect to see ore
stocks worked down furtherin Q4. Along with a rebound in by-product sales, we
expect thisto help to offset costs in Q4 (H&Pe US$1,032/t net operating costin Q4 vs
USS$1,147/tin Q3). SRX’s Q3 realised rutile price came in at USS$1,268/t, 15% lower
QoQdue to weaker pigment markets and a shift in the sales mix away from better
performing titanium sponge market.

Q3 Production (27th Oct 2023)

Q32023A Q32023E AVvsE%
Safety
TRIFR /mwhrs 0.77 - NA
LTIFR /mwhrs 0.44 - NA
Mining
Ore Mined Mt 1.0 261 -62%
HMC grade % 2.30 2.85 -19%
Rutile grade % 1.40 1.35 4%
Production
Rutile kt 27.0 32.62 -17%
IImenite kt 11.0 18.75 -41%
ZIC/GIC* kt 6.0 8.47 -29%
Total output of final products kt 44.0 59.8 88.6%
Sales
Rutile kt 11.0 32.12 -66%
IImenite kt 10.0 15.75 -37%
ZIC/GIC* kt 0.0 797 -100%
Total shipments kt 21.0 55.8 285.7%
Revenue & Cash Costs
Revenue - Rutile UsSm 14.0 4176 -66%
Unit price - Rutile UsS/it 1,268 1,300.00 -2%
Revenue - Ilmenite/ZIC/GIC UsSsSm 4.0 792 -50%
Operating Cash Costs ussm 35.0 4137 -15%
Net Operating Cash Costs - Rutile uUSSm 31.0 33.45 -1%
Unit Operating Cash Costs - Rutile USS/t 1,295 1,268.17 2%
Net Unit Operating Cash Costs - Rutile  USS/t 1,147 1,025.33 12%
Capex UsSm 7.0 711 -2%

Source: Company Reports, H&Pe.

%chQoQ Q32022A %chYoY
-33% 14 -47%
-24% 0.3 52%
-71% 2.2 -55%

-8% 2.7 -15%
0% 13 8%
8% 28.0 -4%

22% 14.0 -21%

20% 7.0 -14%

-13% 49.0 -10%
-61% 33.0 -67%
-38% 11.0 -9%
-100% - NA
-65% 44.0 -52%
-66% 51.0 -713%
-15% 1,535.0 -17%
-73% 2.0 100%
-15% 43.0 -19%
19% 41.0 -24%
-21% 1,531.0 -15%
10% 1,464.0 -22%
-13% 8.0 -13%
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Changes to H&P estimates

New production guidance driven by softnessin pigment market outlook
Following the weaker Q3, SRX has cutits FY23 rutile guidance further, from 124kt-

126kt to 115kt-120kt (vs initial guidance of 140kt-144kt). This implies increased

outputin Q4, but we still see a 5% cutin ourrutile production estimate to 118.4kt.
After higher-than-forecast net unit operating cash costs in Q3 of US$1,147/t, due to
lower rutile output and reduced by-product sales, SRX’s cost guidance for the year
increased to US$1,075/t-USS$1,125/t (vs new H&Pe US$1,096/t). While uncertainty
remains in the pigment market, longer-term, a lack of high-quality natural rutile
projects suggests an emerging deficitin supply, supporting future prices for SRX’s
products. Theimpactofthe revised guidance on our estimates is shown below. Our
TPis unchanged at AS0.78/sh, with the rolling back of the target by 12 months to
Dec’24E offsetting the downgrades to near-term earnings and cash flow estimates.

Changes to H&P estimates (Dec year-end)

2023E 2024E 2025E
New Prev % ch New Prev % ch New Prev % ch
Total excavated ore Mt 10.8 124 -13% 10.4 10.3 1% 11.5 11.5 0%
Rutile Grade % 1.39% 1.38% 1% 1.35% 1.35% 0% 1.33% 1.33% 0%
HMC Grade % 2.6% 2.6% -3% 2.8% 2.9% -1% 3.1% 3.1% 0%
Total HMC produced kt 286 339 -16% 305 304 0% 371 371 0%
Total HMC processed kt 286 339 -16% 305 304 0% 371 371 0%
Rutile recovery from HMC (est) % 41.3% 36.6% 13% 40.5% 40.5% 0% 40.5% 40.5% 0%
llmenite recovery from HMC (est) % 17.5% 17.1% 3% 17.9% 18.3% 2% 202%  20.2% 0%
Zircon recovery from HMC (est) % 2.4% 2.9% -16% 2.2% 2.2% 2% 3.1% 3.1% 0%
Rutile production kt 118 124 -5% 123 123 0% 150 150 0%
[lmenite production kt 50.1 579 -13% 544 55.8 2% 75.0 75.0 0%
ZIC/GIC production kt 279 394 -29% 26.7 27.1 -2% 45.5 455 0%
Rutile shipments kt 103 124 -17% 138 123 12% 150 150 0%
[lmenite shipments kt 55.1 579 -5% 494 55.8 -11% 75.0 75.0 0%
ZIC/GIC shipments kt 319 394 -19% 22.7 27.1 -16% 455 455 0%
Total product shipments kt 190 221 -14% 211 206 2% 271 271 0%
Rutile realised price S/t 1,347 1,350 0% 1,330 1,468 -9% 1,401 1,436 -2%
llmenite realised price (Est) S/t 338 301 12% 290 254 14% 245 220 11%
Zircon realised price (Est) S/t 2,001 1,837 9% 1,712 1,499 14% 1,394 1,361 2%
Revenue/t shipped Rutile S/t 1,679 1,636 3% 1,504 1,666 -10% 1,629 1,649 -1%
Revenue Sm 174 203 -14% 208 205 1% 245 248 -1%
EBITDA Sm 30 58 -47% 34 43 -20% 39 53 -28%
EBITDA margin % 18% 28% -11% 16% 21% -4% 16% 22% -6%
D&A Sm 13 17 -26% 26 27 -1% 30 30 -2%
Net finance cost Sm 3 3 0% 1 2 -30% 3 4 -26%
Tax credit/(expense) Sm (1) (4) -80% 2) (5) -48% (3) (7) -56%
FX/revaluations/other Sm (29) (29) 0% (0) - NM 0 - NM
Net income Sm (8) 11 NM 7 14 -48% 9 20 -56%
EPS US cps 2) 3 NM 2 3 -48% 2 5 -56%
Operating cash flow pre-WC Sm 30 57 -48% 36 45 -20% 42 57 27%
Dec/(inc) in working cap Sm (1) (3) -70% 29 34 -14% 15 14 5%
Cashflow from operations Sm 29 54 -47% 65 78 -18% 57 72 -21%
Interest & tax paid Sm (0) (4) -88% 2) (5) -48% (3) (7) -56%
Capex Sm (26) (29)  -11% (19) (18) 1% (68) (68) 0%
Other Sm 2 2 0% (1) 2) -30% (3) (4) -26%
Free cash flow Sm 5 24 -78% 42 53 21% (18) (7) 138%
Net cash/(debt) - unadjusted Sm 43 62 -30% 87 117 -26% 72 114 -37%
Source: H&Pe
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Key Charts

Area 1 and Sembehun ore mined mine plan; potential for
Mogbwemo extension to fill the gap as Sembehun ramps up
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SRX currently trades on very low multiples with cash + NWC of
US$82m vs. market cap of US$48m
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Disclaimer

This Document has been prepared by H&P Advisory Limited (“H&P”). It is protected by international copyright laws and is for the recipient’s use in
connection with considering a potential business relationship with H&P only. This Document and any related materials are confidential and may not
be distributed or reproduced (in whole or in part) in any form without H&P’s prior written permission.

By accepting or accessing this Document or any related materials you agree to be bound by the limitations and conditions set out herein and, in
particular, will be taken to have represented, warranted and undertaken that you have read and agree to comply with the contents of this disclaimer
including, without limitation, the obligation to keep information contained in this Document and any related materials confidential.

This Document does not represent investment research for the purposes of the rules of the Financial Conduct Authority (“FCA Rules”). To the extent it
constitutes a research recommendation, it takes the form of NON-INDEPENDENT research for the purposes of the FCA Rules. As such it constitutes a
MARKETING COMMUNICATION, has not been prepared in accordance with legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of dissemination of investment research.

The information contained herein does not constitute an offer or solicitation to sell or acquire any security or fund the acquisition of any security by
anyone in any jurisdiction, nor should it be regarded as a contractual document. Under no circumstances should the information provided in this
Document or any other written or oral information made available in connection with it be considered as investment advice, or as a sufficient basis on
which to make investment decisions. This Document is being provided to you for information purposes only.

The distribution of this Document or any information contained in it and any related materials may be restricted by law in certain jurisdictions, and
any person into whose possession this Document or any part of it comes should inform themselves about, and observe, any such restrictions.

The information in this Document does not purport to be comprehensive and has been provided by H&P (and, in certain cases, third party sources)
and has not been independently verified. No reliance may be placed for any purposes whatsoever on the information contained in this Document or
related materials or in the completeness of such information.

The information set out herein and in any related materials reflects prevailing conditions and our views as at this date and is subject to updating,
completion, revision, verification and amendment, and such information may change materially. H&P is under no obligation to provide the recipient
with access to any additional information or to update this Document or any related materials or to correct any inaccuracies in it which may become
apparent.

Whilst this Document has been prepared in good faith, neither H&P nor any of its group undertakings, nor any of its or their respective directors,
members, advisers, representatives, officers, agents, consultants or employees makes, oris authorised to make any representation, warranty or
undertaking, express or implied, with respect to the information or opinions contained in it and no responsibility or liability is accepted by any of
them as to the accuracy, completeness or reasonableness of such information or opinions or any other written or oral information made available to
any party or its advisers. Without prejudice to the foregoing, neither H&P nor any of its group undertakings, nor any of its or their respective directors,
members, advisers, representatives, officers, agents, consultants or employees accepts any liability whatsoever for any loss howsoever arising, directly
or indirectly, from use of this Document and/or related materials or their contents or otherwise arising in connection therewith. This Document shall
not exclude any liability for, or remedy in respect of, fraudulent misrepresentation.

All statements of opinion and/or belief contained in this Document and all views expressed and all projections, forecasts or statements regarding
future events or possible future performance represent H&P’s own assessment and interpretation of information available to it as at the date of this
Document. This Document and any related materials may include certain forward-looking statements, beliefs or opinions. By their nature, forward-
looking statements involve risk and uncertainty because they relate to events and depend on circumstances that will occur in the future. There can be
no assurance that any of the results and events contemplated by the forward-looking statements contained in the information can be achieved or
will, in fact, occur. No representation is made or any assurance, undertaking or indemnity given to you that such forward looking statements are
correct or that they can be achieved. Past performance cannot be relied on as a guide to future performance.

This document is directed only at persons who: (i) are Qualified Investors within the meaning of Article 2(e) of Regulation (EU) 2017/1129, as it forms
part of UK law by virtue of the European Union (Withdrawal) Act 2018, (as amended); and (ii) have professional experience in matters relating to
investments who fall within the definition of "Investment Professionals" contained in Article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (as amended) (the "Order") or are persons falling within Article 49(2)(a) to (d) (High Net Worth Companies,
Unincorporated Associations, etc.) of the Order, or fall within another exemption to the Order (all such persons referred to in (i) and (ii) above together
being referred to as "Relevant Persons"). Any person in the United Kingdom who is not a Relevant Person must not act or rely on this document or any
of its contents. In the United Kingdom, any investment or investment activity to which this document relates is available only to Relevant Persons and
will be engaged in only with Relevant Persons. By accepting receipt of this document, each recipient is deemed to confirm, represent and warrant that
they are a Relevant Person. This Document is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation. In particular, the information contained in this Document is not for publication,
release or distribution, and may not be taken or transmitted into: (i) the United States or its territories or possessions, or distributed, directly or
indirectly, in the United States, its territories or possessions or to any U.S. person as such term is defined in Regulation S of the Securities Act; or (ii)
Australia, Canada, Japan, New Zealand or the Republic of South Africa. Any failure to comply with this restriction may constitute a violation of United
States, Canadian, Japanese, New Zealand or South African securities law. Further, the distribution of this document in other jurisdictions may be
restricted by law, and persons into whose possession this Document comes are required to inform themselves about, and observe, any such
restrictions.

H&P may from time to time have a broking, corporate finance advisory or other relationship with a company which is the subject of or referred to in
the Document.

This Document may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s.
Reproduction and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third
party content providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not
responsible for any errors or omission (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third
party content providers give no express or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular
purpose or use. Third party content providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees or losses (including lost income or profits and opportunity costs or losses caused by negligence)
in connection with any use of their content including ratings. Credit ratings are statements of opinions and are not statements of fact or
recommendations to purchase, hold or sell securities. They do not address the suitability of securities or the suitability of securities for investment
purposes, and should not be relied on as investment advice.

H&P Advisory Ltd is registered in England No.11120795. Registered Office: 3rd Floor, 7-10 Chandos Street, London W1G 9DQ. H&P Advisory Ltd is
authorised and regulated by the Financial Conduct Authority (Firm Reference Number 805667).
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