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February 27, 2023  

ADD (no change) 

Stock code: SRX AU 

Price: 
 

A$0.24 

12-month target price: A$0.55 

Previous target price: A$0.45 

Up/downside to target price: 129.2% 

Dividend yield: 0.0% 

12-month TSR*: 129.2% 

Market cap: A$101.8m 

Average daily turnover: A$0.64m 

Index inclusion: ALL ORDINARIES 

* Total stock return – Up/downside to target price + 12-month 
forward dividend yield. 

 
Price performance 

(%) 1M 3M 12M 3Y 

Absolute 14.3 -2.1   

Rel ASX/S&P200 17.9 -1.6   

 

Source: Bloomberg 
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Sierra Rutile Holdings  
SRX’s maiden result delivers improved performance 

 A solid FY22 result, driven by a relentless focus on operating performance, 
maximising life of Area 1, and a constrained rutile market. 

 SRX reported revenue of US$254m (vs MorgE US$241m), +38% over the prior 
year, driven by increased production levels and improved rutile prices.  

 EBITDA was US$57.8m (vs MorgE US$69.7m), +180% vs prior year, and NPAT 
was US$75.6m (vs MorgE US$61.3m), +902% vs prior year. EBITDA trailed our 
estimate on higher costs, while NPAT outperformed on the impairment reversal. 

 Robust operating cashflows of $44.3m with net tangible asset (NTA) of 
A$0.46/share.  

 Strong cash position of US$37.7m as of 31 December, in addition to US$42.5m 
rehabilitation trust and no debt. 

 Sembehun DFS is on track with outcomes expected in late 2023. 

 Our target price moves to A$0.55/share (from A$0.45/share). We maintain our Add 
rating. 

Event  

▪ Maiden FY22 result post Iluka demerger.  

Analysis  

▪ FY22 witnessed an improved operating performance at Area 1 with an increase in 
rutile, ilmenite and zircon concentration production. A solid operating performance 
drove revenue, EBITDA and NPAT on the back of improved rutile prices, while 
operating costs increased due to inflationary pressures, fuel prices and increased 
throughput. The result reflects the operational turnaround and ability of the 
business to operate as a stand-alone entity. 

▪ We view SRX’s strategy to maximise cashflows from the remaining Area 1 
operations through the pursuit of efficiency gains and mine life extension as sound. 
This enables SRX to build significant balance sheet strength to help fund the 
Sembehun development.  

▪ In addition, the reversal of the prior impairment of Sembehun has given an 
increased level of confidence in the project as Sembehun continues to represent 
the long-term opportunity for SRX. We will keep a close watch on the Sembehun 
DFS, due late 2023. 

Forecast and valuation update  

▪ We update our near-term forecast on today’s results based on improved 
operational performance, balance sheet strength and improved rutile prices. Our 
target price transitions to A$0.55/share (from A$0.45/share) and we maintain an 
Add rating.  

Investment view 

▪ We see the business as well positioned to generate attractive returns for relatively 
low risk via development of the Sembehun project. This undervalued business 
commands a sizable market share (20% to 25%) of the global natural rutile market. 
In addition, SRX has a sound balance sheet with cash (US$37.7m) representing 
~53% of its market cap (low risk).  

▪ SRX is trading at a sharp discount to our risk adjusted conceptual DCF of 
A$0.55/share, highlighting the upside potential of this undervalued business.  

Price catalysts  

▪ Area 1 Mine life extension program. 

▪ Updates to resource and reserve statement. 

▪ Sembehun DFS and financing outcomes. 

Risks  

▪ Sovereign and political risk.  

▪ Commodity price risk. 

▪ Funding risk (securing capital) to develop Sembehun project. 

▪ Operational and execution risk. 

Dec-21A Dec-22A Dec-23F Dec-24F

Revenue (US$m) 184.2 254.5 253.6 247.8

EBITDA Norm (US$m) 20.50 83.25 69.32 63.51

Net Profit (US$m) 6.10 79.51 55.10 45.32

EPS Norm (US$) 0.19 0.13 0.11

EPS Growth Norm (%) -30.7% -17.7%

P/E Norm (x) 0.86 1.25 1.52

DPS (US$) 0.000 0.000 0.000 0.000

Dividend Yield (%) 0% 0% 0% 0%

EV/EBITDA (x) 2.86 0.37 -0.03 0.79

Gearing (Net Debt/EBITDA) -0.49 -0.45 -1.02 -0.29

https://url.avanan.click/v2/___http://www.efa.biz/___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6NjpiMWFkOmEzYzFjOTRjZjRhMmJjOTY5OTZhYmI2MjZjYTYzNzI2NzViY2I3MDBkYjcyMGY2Y2M3MDZjMGQ1MjJjYWVmM2U6cDpU
https://url.avanan.click/v2/___https://my.morgans.com.au/research/E5555491-4E4A-46D3-AC22-723D0A749957.pdf?u=9b6e4620-b777-4faa-824c-18d547e2ca31___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6Njo1MGNmOjBjZTNhZmMwZDA2YzY4ZTc0MTJkZGQ1YWRiYjgxMWNkOTU5NzUwNjM3MDNkMDI1OGViMDhjZmZkNmI4MzA2ZTE6cDpU
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Sierra Rutile Holdings 

ADD  
 

 as at February 27, 2023 

Price (A$): 0.24 
 

12-month target price (A$): 0.55 

Market cap (A$m): 101.8 
 

Up/downside to target price (%): 129.2 

Free float (%): 100.0 
 

Dividend yield (%): 0.0 

Index inclusion: ALL ORDINARIES 
 

12-month TSR (%): 129.2 

 Sierra Rutile (SRX), one of the significant natural rutile produces based in Sierra Leone. SRX owns and operates multi-mine mineral sands 
operation at Area 1 and a development project, Sembehun, 30km from Area 1 operation  
 
 

 
 
 
 
 
  

Bull points Bear points

Forecast revenue by commodity - CY23 Forecast Revenue, EBITDA, FCF (US$m)

Source: Morgans forecasts Source: Morgans forecasts

Forecast rutile production and cost profile Forecast free cash flows (US$m)

Source: Morgans forecasts Source: Morgans forecasts

Leader in Australian lotteries and Keno markets

TLC operates the leading lottery brands in Australia. It is one of the highest performing 

lottery operators globally. It has exclusive or long-dated lottery licences and approvals 

to operate nationally (except WA). The average duration of lottery licence is c.30 

years.

High profile brands with extensive distribution capability

TLC operates Powerball, Oz Lotto and other highly recognised brands. It has a strong 

omni-channel offering with a retail distribution of nearly 4,000 outlets and a digital 

platform.

Infrastructure-like cash flow generation

Cash flows are stable and predictable. There is limited sensitivity to economic cycles 

and low maintenance capex requirements. 

255 254 248 263

58 69 64 80
38 34

-51
-28

-300

-200

-100

0

100

200

300

CY22 CY23 CY24 CY25

Revenue EBITDA Free cash flow

Country risk: While currently stable, Sierra Leone remains a country with social, 
political, and economic challenges. ASX-listed mining companies tend to see a market 
discount applied to their African assets.

Funding: Sembehun DFS is in progress, capital structure and funding arrangement to 
support development of Sembehun is unclear (evolving).

Execution: Mine construction, and associated processing and infrastructure risks, 
along with engineering and technical uncertainties associated with product qualities, 
and mineral recoveries.

Pigment market risk: Demand softening influenced by macroeconomic conditions.

Strategic asset: SRX has world-scale, long life minerals asset. It is a long 
established producer of high-quality natural rutile for Ti markets. Substantial 
Sembehun resources support clear extension and expansion upside.

Constrained supply: Supplies 20% to 25% of global natural rutile to Ti pigment and 
metals market. It has long-standing customer relationships with strong demand for 
premium natural rutile in declining supply.

Robust financial position and attractive valuation: Cash of US$37.7m at 25 
January and no debt. Trading at a sharp discount, offers capital upside.

Funding growth: Opportunity to generate attractive returns for relatively low risk via 
development of Sembehun. Low expasion (brownfield) risk.
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Figure 1: Financial summary 

 

Source: Morgans estimates, company data 

  

Year to 31 Dec (US$m) Unrisked Unrisked Risked Risked

Income statement 2021A 2022A 2023F 2024F 2025F Valuation summary A$m A$ps A$m A$ps

Revenue 184.2 254.5 253.6 247.8 262.7 Area 1 246 0.41 246 0.41

Other Income 2.1 0.2 - - - Sembehun (50% risked) 58 0.10 29 0.05

Total Operating Costs -165.8 -188.8 -178.0 -178.0 -176.0 Total operations 304 0.51 275 0.46

Other Costs 0.0 -7.9 -5.0 -5.0 -5.0 Net Cash (/Debt) 53.80 0.09 53.80 0.09

EBITDA 20.5 57.8 69.3 63.5 80.3 Total valuation 304 0.60 328 0.55

D&A -32.1 -2.5 -12.9 -12.9 -7.6 WACC 14%

Net interest -0.5 0.0 0.0 -4.0 -12.0 Price target (A$) 0.55

Impairment reversal 0.0 23.4 0.0 0.0 0.0 AUD (DCF) 0.70

Financing 0.0 -1.8 0.0 0.0 0.0

Tax expense -3.4 -1.2 -1.3 -1.3 -1.3 Production & Costs 2022A 2023F 2024F 2025F

Underlying NPAT 6.1 75.6 55.1 45.3 59.4 Rutile - kt 136 142 142 142

Abnormals - post-tax 0.0 0.0 0.0 0.0 0.0 Ilmenite - kt 59 55 55 55

Reported NPAT 6.1 75.6 55.1 45.3 59.4 Zircon in concentrate (ZIC) - kt 34 35 35 35

Total Product sales - kt 229 232 232 232

Cash flow statement 2021A 2022A 2023F 2024F 2025F Rut. Cost : US$/t net co-products 941.5 987.5 983.6 969.5

Cash receipts 20.5 248.3 253.6 247.8 262.7

Payments to suppliers 0.0 -204.1 -183.0 -183.0 -181.0 Assumed Benchmark pricing 2022F 2023F 2024F 2025F

Net interest -0.5 0.7 0.0 -4.0 -12.0 Rutile - US$/t FOB 1500 1520 1475 1580

Income tax paid -3.4 -1.2 -1.3 -1.3 -1.3 Ilemenite - US$/t FOB 290 290 305 315

Operating cash flow 16.6 43.3 69.3 59.5 68.3 Zircon in concentrate (ZIC) - US$/t FOB 600 600 600 600

Purchase of PP&E -16.0 -17.3 -34.0 -109.0 -95.0 AUD 0.77 0.77 0.74 0.73

Sale of PP&E 0.0 0.0 0.0 0.0 0.0

Other Investing Cash Flow  (e.g. Exploration, rehab)0.0 -47.5 -2.5 -2.5 -2.5 Per share data 2022A 2023F 2024F 2025F

Investing cash flow -16.0 -64.8 -36.5 -111.5 -97.5 No. shares 424.2 424.2 424.2 424.2

Issue of share proceeds 0.0 45.0 0.0 0.0 0.0 EPS (normalised, US$ cps) 0.19 0.13 0.11 0.14

Debt raised 0.0 0.0 0.0 25.0 50.0 DPS (cps) 0.0 0 0 0

Debt paid 0.0 0.0 0.0 0.0 0.0 Dividend yield (%) 0 0 0 0

Dividend paid 0.0 0.0 0.0 0.0 0.0

Financing Cash flow 0.0 33.4 0.0 25.0 50.0 Operating performance 2022A 2023F 2024F 2025F

Cash  at beginning 25.8 37.7 70.5 43.5 EBITDA margin (%) 32.7% 27.3% 25.6% 30.6%

Inc/(decr) cash at end 9.4 37.7 70.5 43.5 64.4 EBIT margin (%) 31.7% 22.2% 20.4% 27.7%

EV/ EBITDA 1.2 2.1 2.3 1.9

Balance sheet 2021A 2022A 2023F 2023F 2023F Revenue to cost 1.24 1.21 1.18 1.27

Cash & deposits 9.4 37.7 70.5 43.5 64.4

Receivables 43.4 53.9 53.9 53.9 53.9

Inventories 40.5 35.0 35.0 35.0 35.0

Fixed assets 26.9 24.0 70.9 192.8 295.4

Total Assets 166.3 223.5 276.3 371.2 494.6

Payables 22.8 29.0 29.0 29.0 29.0

Interest bearing debt 0.0 0.0 0.0 25.0 50.0

Total Liabilities 84.8 88.4 80.7 105.7 130.7

Share capital 545.4 135.0 195.6 265.5 364.0

Other reserves 0.0 0.0 0.0 0.0 0.0

Retained earnings 0.0 0.0 0.0 0.0 0.0

Minority interest 21.6 204.1 281.5 273.0 256.0

Total Equity 80.5 135.0 195.6 265.5 364.0
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Disclaimer  

The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an individual’s 
relevant personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, authorised 
representatives and agents (“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not taken on the 
basis of information contained in this report, or for any errors or omissions contained within. It is recommended that any persons who wish to act upon this report 
consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own risk.  

This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The 
contents of this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from 
sources which Morgans believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this 
date and are subject to change. Morgans is under no obligation to provide revised assessments in the event of changed circumstances. This report does not 
constitute an offer or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever. 

Sustainalytics disclaimer 

Part of this publication may contain Sustainalytics proprietary information that may not be reproduced, used, disseminated, modified nor published in any manner 
without the express written consent of Sustainalytics. Nothing contained in this publication shall be construed as to make a representation or warranty, express or 
implied, regarding the advisability to invest in or include companies in investable universes and/or portfolios. The information is provided “as is” and, therefore 
Sustainalytics assumes no responsibility for errors or omissions. Sustainalytics cannot be held liable for damage arising from the use of this publication or 
information contained herein in any manner whatsoever. 

Disclosure of interest 

Morgans may from time to time hold an interest in any security referred to in this report and may, as principal or agent, sell such interests. Morgans may previously 
have acted as manager or co-manager of a public offering of any such securities. Morgans affiliates may provide or have provided banking services or corporate 
finance to the companies referred to in the report. The knowledge of affiliates concerning such services may not be reflected in this report. Morgans advises that 
it may earn brokerage, commissions, fees or other benefits and advantages, direct or indirect, in connection with the making of a recommendation or a dealing by 
a client in these securities. Some or all of Morgans Authorised Representatives may be remunerated wholly or partly by way of commission. 

Regulatory disclosures 

Analyst owns shares in the following mentioned company(ies): Sierra Rutile Holdings 

Morgans Corporate Limited was engaged as an adviser by Sierra Rutile in relation to the proposed scheme of arrangement and demerger from Iluka Resources 
and may receive fees in this regard. 

Recommendation structure 

For a full explanation of the recommendation structure, refer to our website at morgans.com.au/research_disclaimer 

Research team 

For analyst qualifications and experience, refer to our website at morgans.com.au/research-and-markets/our-research-team 

Research coverage policy 

For an overview on the stock selection process, refer to our website at morgans.com.au/research-and-markets/company-analysis/Research-Coverage-Policy 

Research independence statement  

morgans.com.au/Research-Independence-Statement 

Stocks under coverage 

For a full list of stocks under coverage, refer to our website at morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-coverage 
and  
morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage 

If you no longer wish to receive Morgans publications please contact your local Morgans branch or write to GPO Box 202 Brisbane QLD 4001 and include your 

account details. 

morgans.com.au 
 

https://url.avanan.click/v2/___http://www.morgans.com.au/research_disclaimer___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6NjowNGNlOjYzZDc2NzUyNDc5ZmEwMTFhYTBlMDBjMzdiOThlMjEyZmUzZDE1ZDdiNmRhNzI5YmVhOGZkYjVhYzc4YjRmNTc6cDpU
https://url.avanan.click/v2/___http://www.morgans.com.au/research-and-markets/our-research-team___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6NjplNzNjOmMwMzcwODRlZTI0ZGVmMzk0MDI2NDI1OTlhNmJlYmI5MGM1YWQ1NWU3MmQxMzg5Yjk0MDNhZGFiNjdmYTA3MGQ6cDpU
https://url.avanan.click/v2/___https://www.morgans.com.au/research-and-markets/company-analysis/Research-Coverage-Policy___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6NjoyYjNkOjU2NDcxMGY1Y2YzNmM4MTIwYWJmNzNkZTc5M2UyNzFkMjBhMTFjZmRlMmM5MDQwYzhmNmU1NDI3YjIwMzg3NmE6cDpU
https://url.avanan.click/v2/___https://www.morgans.com.au/Research-Independence-Statement___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6NjoyYzE5OjQ2MGRlODMxMTZlNjczN2I2MzJiNjkwYzhkNmJhODI3OTJhM2E5MzQ2YTA5MmI4ZTk0NTFhNjM5NjZkYmRlNzk6cDpU
https://url.avanan.click/v2/___http://www.morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-coverage___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6Njo4NzE2Ojg0YTM2N2UzZTdjOTMwNmVjODFhOWQ2ZmViOTVhYmIxNjgyYWI0NzkyZTMzMjEzYmRiNzk5ZjYyMTYwYWJkY2M6cDpU
https://url.avanan.click/v2/___http://www.morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage___.YXAzOnNyeDphOm86OWIzZDQ4YTE4MWI4MDQ1YjRkOTBhN2FmYzk0ZWM0MTg6NjpjMzQ5OjIwNWFiNGFjNjVkNzRmOWNiZDY0ODE4YThkZDY1MGNiNGNiMzljYWUxZDRjNzk5ZTFkYWI5YTc1NDllZGFkNjE6cDpU


 
 

 

 

SRX AU │ Mining │ Australia │ February 27, 2023 5 
 

 

 


