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Strandline Resources 

2019 – a year of news and development 

 We initiate formal coverage of Strandline Resources (STA) with a Speculative Buy 
rating and a target price of A$0.38ps. Our rating is based on SOTP valuation 
methodology. Key risks are securing full project finance, development cost and 
overruns and commodity price risk.  

 Activity has lifted across STA’s mineral sands portfolio with fully approved 
developments in Tanzania and Australia. We visited Tanzania to review the local 
asset base and evaluate country issues. We came away with the view that the 
Tanzanian government has resolved the fiscal and regulatory status.   

 Fungoni, 25km south of Dar es Salaam, is a fully permitted, small-scale but high-
grade zircon-rich project ready for development. The Tajiri project in the north is 
developing into a significant resource. Rio Tinto has farmed into STA’s tenements 
in the south of Tanzania.  

 The release of the West Australian Coburn mineral sands project Definitive 
Feasibility Study (DFS) in April 2019 confirmed that it should generate strong 
financial returns over 22 years, with financing the next step for this world-class 1.6 
billion tonne resource.  

Fungoni – a low-risk start-up project 
Fungoni is located 25km south of Dar es Salaam, the capital and major port of Tanzania. 
The Measured and Indicated mineral resource (to JORC Code 2012 standards) is 21.7 
mt @ 2.8% total heavy mineral (THM) using a cut-off grade of 1.0% THM, with 22% 
slimes and 7% oversize. A US$26m credit facility with Nedbank is pending final credit 
approval for the zircon-rich US$32m project, with a mine life of +6 years.   

Tajiri – a significant step-up in production 
The Tajiri project, south of the Kenyan border, has a reported resource of 147Mt at 3.1% 
THM with a titanium mineral dominated suite of minerals in 6 deposits. The largest, Tajiri 
North, holds 61Mt at 2.8% THM, and the Tajiri deposit holds 36Mt at 3.7% THM. An 
additional exploration target of 73-133Mt at 2.8-4.4% THM was announced. This 
expanded resource would rank with Base Resources’ (ASX:BSE) Kwale project, to the 
north in Kenya, with a reported resource in 2015 of 146Mt at 4.89% THM. Successful 
development of Fungoni would de-risk the Tajiri development. 

Coburn – potentially a world-class project 
Coburn is construction ready, with all approvals for development received. The DFS, 
delivered April 2019, evaluated two options: (1) an A$207m project producing a high 
value Heavy Mineral Concentrate and (2) an additional A$50m to construct a Mineral 
Separation Plant producing separate product streams. Both projects are financially 
robust, with a mine life of +22.5 years from the reserves (to JORC Code 2012 
standards) of 523Mt. Finalisation of project financing remains the key to development. 

Share price key and key risks – finance and development 
The immediate key and key risk to realising value for shareholders is funding Fungoni, 
with the debt component now in place. With two fully approved development projects we 
expect potential off-takers and industry players could participate in de-risking STA’s 
funding requirements. Project delivery on time and budget, ramp-up and production 
carry some risk, but the technology is in common use at this scale. Longer term 
commodity prices – higher or lower – provide risk, as do the geographies of the projects.  
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Financial Summary Jun-17A Jun-18A Jun-19F Jun-20F Jun-21F

Revenue (A$m) -                  -               -              -              -              

Operating EBITDA (A$m) (5.05) (4.32) (3.00) (3.00) 2.92

Net Profit (A$m) (4.96) (4.71) (3.00) (3.00) 0.26

Normalised EPS (A$) (0.001) (0.002) (0.009) (0.009) 0.001

Normalised EPS Growth 75% 322% 2%

FD Normalised P/E (x) NA NA NA NA 175.0

DPS (A$) -                  -               -              -              -              

Dividend Yield 0% 0% 0% 0% 0%

EV/EBITDA (x) NA NA NA NA 26.59

P/FCFE (x) NA NA NA NA NA

Net Gearing (25%) (30%) 137% 513% 647%

P/BV (x) 52.78 4.35 5.74 9.32 8.84

ROE (93.1%) (43.9%) (32.2%) (47.5%) 5.2%

% Change In Normalised EPS Estimates   

Normalised EPS/consensus EPS (x)   1.01 3.12 0.27

SPECULATIVE BUY 

Current price: A$0.14 

Target price:   A$0.38 

Previous target: A$ 

Up/downside: 184.1% 

Reuters: STA.AX 

Bloomberg: STA AU 

Market cap: US$30.03m 

 A$43.29m 

Average daily turnover: US$0.01m 

 A$0.02m 

Current shares o/s 289.3m 

Free float: 40.4% 
   

 
 

 
Price performance 1M 3M 12M 

Absolute (%) 35 39.2 0 

Relative (%) 35.2 36.2 -1.7 
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Figure 1: Financial summary 

 
SOURCE: MORGANS RESEARCH, COMPANY   

 

  

Strandline Resources Year end June Closing price (A$) 0.14 0.38
Income statement (A$m) 2017A 2018A 2019F 2020F 2021F Valuation metrics
Divisional sales 0.0 0.0 0.0 0.0 0.0 Preferred methodology Valuation 0.38
Total revenue 0.7 0.4 0.0 0.0 14.5
EBITDA (5.1) (4.3) (3.0) (3.0) 2.9 Multiples 2018A 2019F 2020F 2021F
Associate income 0.0 0.0 0.0 0.0 0.0 Enterprise value (A$m) 42 42 56 70
Depreciation (0.0) (0.0) 0.0 0.0 (2.7) EV/Sales (x)
EBITA (5.1) (4.3) (3.0) (3.0) 0.3 EV/EBITDA (x) (9.8) (13.9) (18.5) 23.8
Amortisation/impairment 0.0 0.0 0.0 0.0 0.0 EV/EBIT (x) (9.7) (13.9) (18.5) 271.2
EBIT (5.1) (4.3) (3.0) (3.0) 0.3 PE (normalised) (x) (64.6) (15.3) (15.0) 175.0
EBIT(incl associate profit) (5.1) (4.3) (3.0) (3.0) 0.3 PEG (normalised) (x) (0.9) (0.0) (6.1) (1.6)
Net interest expense 0.1 0.1 0.0 0.0 0.0 Price/Book (x) 4.35 5.74 9.32 8.84
Pre-tax profit (5.0) (4.7) (3.0) (3.0) 0.3
Income tax expense 0.0 0.0 0.0 0.0 0.0 At target price 2018A 2019F 2020F 2021F
After-tax profit (5.0) (4.7) (3.0) (3.0) 0.3 EV/EBITDA (x) (24.9) (40.5) (45.2) 49.2
Minority interests 0.0 0.0 0.0 0.0 0.0 PE (normalised) (x) (177.1) (42.0) (41.0) 479.3
NPAT (normalised) (5.0) (4.7) (3.0) (3.0) 0.3
Significant items 0.0 0.0 0.0 0.0 0.0 Per share data 2018A 2019F 2020F 2021F
NPAT (reported) (5.0) (4.7) (3.0) (3.0) 0.3 No. shares 336 321 321 321

EPS (normalised) (cps) (0) (1) (1) 0
Cash flow (A$m) 2017A 2018A 2019F 2020F 2021F EPS (dil. normalised) (cps) (0) (1) (1) 0
EBITDA (5.1) (4.3) (3.0) (3.0) 2.9 Dividend per share (cps)
Change in working capital 1.0 (0.8) 0.1 0.0 0.0 Franking (%) n.a. n.a. n.a. n.a.
Net interest (pd)/rec 0.0 0.0 0.0 0.0 0.0 Dividend payout ratio (%)
Taxes paid 0.0 0.0 0.0 0.0 0.0 Dividend yield (%)
Other oper cash items 0.0 0.0 0.0 0.0 0.0
Cash flow from ops (1) (4.1) (5.1) (2.9) (3.0) 2.9 Growth ratios 2018A 2019F 2020F 2021F
Capex (2) (9.7) (11.0) (11.0) (11.0) (11.0) Sales growth - - - -
Disposals/(acquisitions) 0.0 0.0 0.0 0.0 0.0 Operating cost growth -16.7% -36.8% 0.0% 286.5%
Other investing cash flow 0.0 0.0 0.0 0.0 0.0 EBITDA growth -14.5% -30.6% 0.0% -197.4%
Cash flow from invest (3) (9.7) (9.1) (11.0) (11.0) (11.0) EBITA growth -14.7% -30.8% 0.0% -108.6%
Incr/(decr) in equity 7.8 4.0 0.0 0.0 0.0 EBIT growth -14.7% -30.8% 0.0% -108.6%
Incr/(decr) in debt 0.0 0.0 0.0 0.0 0.0 Reported NPAT growth -5.0% -36.4% 0.0% -108.6%
Ordinary dividend paid 0.0 0.0 0.0 0.0 0.0 Normalised NPAT growth -5.0% -36.4% 0.0% -108.6%
Preferred dividends (4) 0.0 0.0 0.0 0.0 0.0 Reported  EPS growth 75.3% 321.6% 2.4% -108.6%
Other financing cash flow (0.6) (0.0) 0.0 0.0 0.0 Normalised EPS growth 75.3% 321.6% 2.4% -108.6%
Cash flow from fin (5) 7.3 4.0 0.0 0.0 0.0
Forex and disc ops (6) (1.5) 0.2 0.0 0.0 0.0 Operating performance 2018A 2019F 2020F 2021F
Inc/(decr) cash (1+3+5+6) (8.0) (10.1) (13.9) (14.0) (8.1) Asset turnover 0.0% 0.0% 0.0% 0.0%
Equity FCF (1+2+4) (13.8) (16.2) (13.9) (14.0) (8.1) EBITDA margin

EBIT margin
Balance sheet (A$m) 2017A 2018A 2019F 2020F 2021F Net profit margin
Cash & deposits 3.3 4.3 15.3 16.3 8.2 Return on net assets -40.1% -38.4% -62.2% 5.1%
Trade debtors 0.0 0.0 0.2 0.2 0.2 Net debt (A$m) -3.3 10.7 24.7 32.9
Inventory 0.0 0.0 0.0 0.0 0.0 Net debt/equity -30.1% 136.6% 513.2% 647.3%
Investments 7.1 7.3 7.3 7.3 7.3 Net interest/EBIT cover (x) 67.0
Goodwill 0.0 0.0 0.0 0.0 0.0 ROIC -484.2% -1043.3% -26.7% 1.2%
Other intangible assets 0.0 0.0 0.0 0.0 0.0
Fixed assets 0.0 0.0 11.1 22.1 30.5 Internal liquidity 2018A 2019F 2020F 2021F
Other assets 1.0 0.4 0.0 0.0 0.0 Current ratio (x) 3.9 15.0 15.9 8.0
Total assets 11.3 12.0 33.9 45.9 46.1 Receivables turnover (x) 0.0 0.0 0.0
Short-term borrowings 0.6 1.0 1.0 1.0 1.0 Payables turnover (x)
Trade payables 0.0 0.0 0.0 0.0 0.0
Long-term borrowings 0.0 0.0 25.0 40.0 40.0
Provisions 0.0 0.0 0.0 0.0 0.0
Other liabilities 0.1 0.1 0.0 0.0 0.0
Total liabilities 0.7 1.1 26.0 41.0 41.0
Preference shares 0.0 0.0 0.0 0.0 0.0
Hybrid equity 0.0 0.0 0.0 0.0 0.0
Share capital 62.4 66.4 66.4 66.4 66.4
Other reserves 2.0 2.8 2.8 2.8 2.8
FCTR 0.0 0.0 0.0 0.0 0.0
Unrealised gains/losses 0.0 0.0 0.0 0.0 0.0
Retained earnings (53.7) (58.4) (61.4) (64.4) (64.2)
Other equity 0.0 0.0 0.0 0.0 0.0
Total equity 10.7 10.8 7.8 4.8 5.1
Minority interest 0.0 0.0 0.0 0.0 0.0
Total shareholders' equity 10.7 10.8 7.8 4.8 5.1
Total liabilities & SE 11.3 12.0 33.9 45.9 46.1

Target price (A$)

SOTP
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Tanzania 

Background and fiscal regime 

STA has been exploring for mineral sands in Tanzania since 2014, with deposits 
extending from Kenya (Kwale) down through Mozambique. STA was the early 
mover. Strong local relationships enabled acquisition of an extensive tenement 
package. Uncertainty over the fiscal and regulatory regime surfaced in 2016, 
limiting the appetite for exploration, but these issues are now resolved.  

Income tax is 30%. VAT is imposed at 18% on imported goods and locally 
supplied services. Under changes announced in 2017, the royalty on mineral 
sands was adjusted to 3%. Tanzania also introduced regulations such that the 
government receives 16% of dividends paid from an operating company or 
operation paid up to its parent or holding company.  

Dividends paid to non-controlling non-resident shareholders are subject to a 
10% withholding tax.  Tanzania ranked 79 out of 91 jurisdictions in the Fraser 
Institute survey for 2017. We believe the drop in ranking (from 64 in 2016) was 
in large part due to the concern over the dispute with Acacia Mining. Australia 
doesn’t have a Tax Treaty with Tanzania.  

Figure 2: Tanzania - proposed development, evaluation and Rio Tinto JV 

 
SOURCE: Strandline Resources – 2018 Annual Report, September 2018 
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Evaluation and exploration and the Rio JV in Tanzania 

STA’s most advanced project is Fungoni, 25km south of Dar es Salaam, where 
a DFS was completed which confirmed a robust project. It offers a low-risk 
option to production and the ability to develop an experienced operational team 
ahead of the larger-scale Tajiri development.  

The Tajiri project has a reported resource of 147Mt at 3.1% THM with an 
ilmenite-dominated suite of minerals. An additional exploration target of 73-
133Mt at 2.8-4.4% THM was announced.  Exploration air core and auger drilling 
at Bagamayo, 40km north of Dar es Salaam, has shown the presence of a high 
unit value mineral sands assemblage, with an exploration target in the range of 
78-156Mt at 3.0-4.5% THM reported by Strandline.  

In June 2017 STA finalised an exploration JV with Rio Tinto for heavy minerals 
on STA’s southern Tanzanian tenements, with a two-stage earn-in plus cash 
payments, totalling up to US$10.75m with Rio Tinto moving to a 51% interest. 
STA announced discovery of significant mineral sands intersections in May 2018 
at Sudi, near the port of Mtwara, on the JV area. Laboratory results are pending 
from a second round of air core drilling.     

Fungoni – fully permitted and waiting on funding 

The metrics from the Fungoni DFS are shown in Figure 3 below. The Fungoni 
HMS deposits, with a high zircon content, are located 25km south of Dar es 
Salaam in central eastern Tanzania. The Measured and Indicated mineral 
resource (to JORC Code 2012 standards) is 21.7 mt @ 2.8% THM using a cut-
off grade of 1.0% THM, with 22% slimes and 7% oversize. The reserves, defined 
in five pits, are flat dipping, with an average depth of 12m. STA has executed a 
mandate for a US$26m facility with Nedbank for the development of the 
US$32.1m project.  

It is proposed that the five Fungoni pits will be mined sequentially by excavator 
and truck fleet over approximately six years, with in-pit wet plant tailings 
deposition to minimise the project footprint. Initial production is from higher 
grade zircon areas. Testwork shows that gravity separation in a wet concentrator 
plant (WCP) should produce a high grade heavy mineral concentrate (HMC) 
containing >95% of the zircon and >90% of the titanium minerals.  

  

Figure 3: Fungoni DFS Metrics – news flow from development 

 

SOURCE: Strandline Resources – ASX Announcement, November 2018   
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Initial evaluation of the mineral separation plant (MSP) options considered 
producing an ilmenite product and a rutile+zircon product. Subsequent work 
evaluated four separate product streams – ilmenite, rutile, zircon and monazite. 
There is strong demand from some Chinese offtakers for a high-grade 
zircon+monazite product (with the associated rare earths). Such a product would 
simplify the operation of the MSP, which would retain the flexibility to meet the 
demands of offtakers. Binding offtake agreements have been secured for 100% 
of product from the Fungoni project for the life of the mine.  

Figure 4: Fungoni Mine Site layout – Pit 1 is higher grade Zr 

 
SOURCE: Strandline Minerals – ASX release October 2017 

 

Tajiri - a Kwale-sized project 

The Tajiri project – shown on Figure 2 as Tanga South - has a reported resource 
of 147Mt at 3.1% THM with an ilmenite-dominated suite of minerals in six 
deposits. The largest, Tajiri North, holds 61Mt at 2.8% THM, with the Tajiri 
deposit 36Mt at 3.7% THM.  

The current Mineral Resource defined at Tajiri is a rutile enriched, ilmenite 
dominant mineral assemblage with zones of elevated zircon and garnet 
mineralisation within some of the mineralogical domains. The mineralisation also 
shows strong geological and grade continuity along and across strike. Titanium-
rich mineral assemblages with elevated zircon grades are generally observed in 
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the upper part of the drill holes, gradually diluted by garnet at depth. The 
titanium-rich domain extends to a depth of 30m from surface.  

An additional exploration target of 73-133Mt at 2.8-4.4% THM was announced. 
This expanded resource would rank with Base Resources’ (ASX:BSE) Kwale 
project, to the north in Kenya, with a reported resource in 2015 of 146Mt at 
4.89% THM.   

Western Australia 

Australian corporate income tax is currently charged at 30.0%, with a 1.5% levy 
to be paid above that. A Goods and Services Tax (GST) is imposed at 10% on 
goods and locally supplied services. An ad valorem royalty of 7.5% applies to 
bulk material, with 5.0% applied to concentrate. In the Fraser Institute survey for 
2017, WA ranked 5 out of 91 jurisdictions, and has been in the top 5 for the past 
5 years. Australia ranks 13, with a score of 79 on the Transparency International 
rankings for 2016, with the score having fallen from 85 in 2012.  

STA released an updated mineral resource (to JORC Code 2012 standards) for 
the Coburn, WA, mineral sands project of 1.6 billion tonnes at 1.2% THM, with 
45% (726Mt) in the Measured or Indicated categories. The resource estimate 
was completed for the DFS which was released in April 2019. The valuable 
heavy mineral assemblage is 22% zircon (4.3Mt contained), 7% rutile (1.4Mt 
contained) and 5% leucoxene (1.0Mt contained), with ilmenite (9.4Mt contained) 
forming 48% of the VHM.  

STA released the results of a definitive feasibility study into development of 
Coburn in April 2019, as noted above. Given the scale of the project, this 
involved an evaluation of the market, as well as the project. Market research 
indicated interest in the separate mineral product streams (titled Final Products 
Case) – particularly given the high grade of the ilmenite, above 60% TiO2 – there 
was also interest in a valuable heavy mineral concentrate (titled HMC Case). 
Production of an HMC would obviate the requirement for the MSP, with an 
additional cost of A$50m, above the A$207m for the mine development and the 
wet concentrator to produce HMC. Both cases are shown below.   
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Figure 5: Coburn DFS metrics – fully permitted, awaiting finance 

 

Notes:  
1 The NPV has been calculated using project related costs only and does not consider Strandline’s corporate costs. DFS capital and 
operating costs have been developed in accordance with a ±10% accuracy  
2 Pricing assumptions for ilmenite, rutile and zircon were obtained from TZ Mineral International Pty Ltd’s (TZMI) mineral sands 
marketing report, titled Titanium Feedstock Price Forecast February 2019. TZMI pricing was then adjusted where appropriate to 
account for quality characteristics of the Coburn product. In the case of concentrate product (zircon concentrate), pricing was adjusted 
further to consider downstream handling costs  
3 DFS contemplates two viable development options: (1) HMC Case producing a high-grade +95% heavy mineral concentrate (HMC) 
product (which can be sold to the downstream global processing market); (2) Final Products Case building an additional mineral 
separation plant to separate the valuable zircon and titanium minerals into final product form.  

SOURCE: Strandline Resources – ASX Announcement, April 2019   

 

 
Key project approvals are in place including mining and environmental 
approvals, and native title and heritage agreements. The construction licence to 
“take water” from Department of Water and Environmental Regulation (DWER) 
has been received, and STA is actively monitoring flora, fauna and water under 
the approvals from the Environmental Protection Authority.   
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Figure 6: Coburn Mineral Sands project, WA  

 
SOURCE: Strandline Resources– ASX Release April 2019 

 

As part of the current DFS process, STA completed further metallurgical 
testwork on bulk samples to confirm the zircon rich tenor of the deposit, the 
optimum process design, and the high quality of the product characteristics, with 
the ilmenite +60% TiO2 and suitable for Chloride route processing. Coburn has a 
low strip ratio, and a very low level of slimes and oversize material. Dry mining is 
expected to use the dozer trap technique, with co-disposal of tailings and slimes, 
pumped back into the void. The WCP and the MSP will use conventional 
technologies.  

Key risks 

STA is an exploration, evaluation and development company with no income 
other than for the exploration and evaluation of the southern Tanzanian 
tenements in the Rio JV. STA ended the March 2019 quarter with A$2.1m in 
reported cash, and no debt. The management team has extensive and 
successful project development and construction expertise, and a committed 
shareholder base which speaks for approximately 40% of issued capital.  

The Nedbank project finance facility should provide US$26m of the proposed 
US$32.1m pre-production development cost for Fungoni (which excluded taxes, 
levies and financing fees). STA will likely need to finance other costs, working 
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capital and cost over-run issues, should they arise, and advancing its other 
projects.  

We see the major risks for STA as the cost of development funding, by issuing 
equity, mezzanine finance, offtake agreement financing or ceding a direct equity 
interest in one or all of its projects, or a combination of these.  

Project development is subject to the usual risks, although limited by the terms 
of the Engineering, Procurement and Construction (EPC) contract with the well-
regarded GR Engineering (GRES), who have experience with construction and 
commissioning of mineral sands projects. Risk also comes with commissioning 
and ramp-up, and ongoing production.  

The Managing Director and other members of the Board have extensive 
experience at senior levels with engineering firms responsible for EPC and 
EPCM contracts for project development, including construction, commissioning 
and production ramp-up. The MD was previously involved with Coburn when the 
engineering firm Sedgman Engineering reviewed the Coburn DFS in 2013.  

As with all minerals operations, profitability is subject to the various relevant 
commodity price and exchange rate movements, and to changes in the fiscal 
regimes in Tanzania and WA.  

Valuation – A$0.38ps 

The level of support for the junior resources sector, and mineral sands in 
particular is critical for the market’s perception of value and support.  

We have valued STA on a sum-of-the-parts basis. STA’s DFS for Fungoni 
reported an NPV at an 8% discount rate, and using industry-standard price 
forecasts from consultancy TZMI, of US$48.7m, approximately A$70m - 22 cps - 
at the current AUD:USD exchange rate. This project is fully permitted, but our 
WACC is 11.69% given the geographic risk, and the status of the development. 
We also use a marginally lower price deck than used by STA, and have allowed 
for the government taking 16% of dividends paid from the operation. Our 
valuation of STA’s interest in Fungoni, on this conservative basis, is A$18.1m, or 
6 cps. We would expect the discount rate to drop to the 8% level our valuation to 
lift as the project is developed. The Tajiri project resource in Tanzania is 
currently more than 5x the size of Fungoni, and we hold the view that further 
drilling may move the resource base to 10x the size. We value the Tajiri project 
at an arbitrary A$20m.  

The recently released Coburn DFS reports an NPV of A$481m – A$1.50ps – for 
the Mineral Concentrate case, and A$551m – A$1.72ps – for the different 
product streams case. As with Fungoni, STA used the TZMI price deck and an 
8% discount rate. Coburn is also fully permitted, as is Fungoni; however, the 
capital cost is projected at A$207m for an operation producing a heavy mineral 
concentrate, and A$257m in total if a mineral separation plant is rebuilt. We 
have modelled Coburn using the same discount rate (11.69%) and price deck as 
for Fungoni. With a long +22 year mine life, the higher discount rate has a 
significant effect on the NPV, reducing our number to A$160m – 49 cps. Given 
the current status of funding options, we have discounted this by 50% to 
generate a value of A$25 cps. With net cash (A$2.1m) and a net corporate 
charge of A$20m, our valuation is A$0.38ps, which is also our target price. 
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