Strandline Resources (STA)
Rating: Buy | Risk: High | Price Target: $0.52
Coburn funding on track, momentum building
Event
Strandline has raised $18.5m of equity via a placement to institutional and retail investors
(85.9m shares at 21.5cps). The equity raise has two important implications; firstly, it
provides Strandline with capital to commence early works on the Coburn project, and
secondly, it strengthens the share register ahead of the Final Investment Decision which we
expect in Sep/Oct this year.

Highlights

•

•
•

•
•

•

•

Coburn is a world class project with a reserve of 523Mt at 1.11% Total Heavy
Mineral grade. It will produce approximately 230kt of Heavy Mineral Concentrate
(HMC) per annum with a mine life of 22.5 years. Coburn will supply about 5% of
world zircon demand.
The DFS forecasts that Coburn will generate ~A$100mpa of EBITDA over a 22.5yr
mine life – the market capitalisation of Strandline is only $104m post the equity
raise.
Strandline has secured binding take-or-pay offtake agreements, covering 72% of
revenue for the first 5-7 years of production from Coburn with Chemours
(ilmenite), Bitossi (premium zircon), Sanxiang-Nanjing (zircon concentrate and
HMC) and Chilches (premium zircon). Only rutile and a small proportion of
premium zircon remains to be committed to off-take agreement. Our
understanding is that Strandline may use the rutile off-take to leverage a
strategic equity stake with the off-take partner.
Funding for the $300m Coburn project is well on track. $130m will provided by
the Northern Australia Infrastructure Facility (NAIF), with the balance from a
combination of commercial debt, strategic equity and capital markets equity.
The combination of the NAIF facility, strong support from equity markets and the
high quality offtake agreements provide Strandline with significant flexibility in
its discussions with commercial debt partners. We expect news on the
commercial debt package in coming weeks.
Strandline recently awarded a $23m bulk earthworks construction contract to
Macmahon. The contract is for construction of the 43km access road connecting
the mine with the North West Coastal Highway, installation of other site roads,
bulk earthworks pads, dams and drainage. The capital raise will allow
construction to commence.
Whilst all the focus is understandably on the Coburn project in WA, we do note
that Strandline is continuing to progress its Tanzanian projects at Fungoni and
Tajiri. The market is ascribing no value to Tanzania and is likely to be surprised as
these projects progress. Strandline is expected to release a scoping study for
Tajiri in 2H20.

Recommendation
We retain our Buy recommendation and $0.52ps price target. Strandline is enjoying strong
momentum following a series of positive announcements and we expect that trend to
continue as the Coburn approaches FID.
Upcoming catalysts include the remaining offtake agreements, potential strategic equity
investments, and finalisation of the project finance debt facilities.
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We also think it is possible for a strategic partner such as Iluka to become involved, either
as a JV partner at the asset level or as a strategic investor in Strandline.
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Strandline Resources Ltd. engages in the exploration and
evaluation of mineral properties. The company holds
interests in the Tanzania Heavy Mineral Sands (HMS),
Coburn HMS, and Fowlers Bay Nickel projects. It operates
through the Australia and Tanzania geographical segments.
The company was founded in May 2000 and is
headquartered in West Perth, Australia.
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Key risks
•

Strandline Resources is not currently in production and there are design,
construction and start-up risks with the Coburn and Fungoni projects. These
projects may cost more, and may not operate as expected.

•

Strandline faces a significant financing challenge with the A$300m Coburn
project. There is a risk that capital markets are not willing to fund the project
although that risk has significantly decreased post the recent $18.5m share
placement.

•

Forecasting future commodity prices and operating costs has considerable
uncertainty. Our forecasts may prove to be too optimistic on both. If mineral
sands prices are weaker than forecast and/or Strandline Resources’ costs are
higher than we expect then our cash flow forecasts will be too high

Core drivers and catalyst
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•

Zircon and rutile markets remain tight, and the pipeline of new projects to supply
steady demand growth is limited. We expect prices to remain elevated whilst the
market is in an incentive pricing environment.

•

Coburn is a world class project with a reserve of 523Mt at 1.11% Total Heavy
Mineral grade. It will produce approximately 230kt of Heavy Mineral Concentrate
(HMC) per annum with an initial mine life of 22.5 years.

•

We anticipate a major recapitalisation of the company in 3Q20 which is likely to
include a significant (A$50-120m) equity raise. Additional funding is likely to come
from a combination of the Northern Australia Infrastructure Facility, project
finance, debt markets and potential sell down to a strategic partner.

•

Strandline also has a smaller, development ready project in Tanzania at Fungoni.
Once developed, Fungoni should pave the way for larger projects in Tanzania,
including the Tajiri project.

•

We value the Coburn project at A$240m (post-tax DCF at 10%) but note this
increases to A$500m on the more bullish TZMI mineral sands price deck. We also
note Strandline values the project at A$705m (pre-tax DCF at 8%) for the first 22.5
years of the project, with potential to extend the mine-life by 15 years.
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Rating Classification
Buy

Expected to outperform the overall market

Hold

Expected to perform in line with the overall market

Sell

Expected to underperform the overall market

Not Rated

Shaw has issued a factual note on the company but does not have a recommendation

Risk Rating
High

Higher risk than the overall market – investors should be aware this stock may be speculative

Medium

Risk broadly in line with the overall market

Low
Lower risk than the overall market
RISK STATEMENT: Where a company is designated as ‘High’ risk, this means that the analyst has determined that the risk profile for this company is
significantly higher than for the market as a whole, and so may not suit all investors. Clients should make an assessment as to whether this stock
and its potential price volatility is compatible with their financial objectives. Clients should discuss this stock with their Shaw adviser before making
any investment decision.
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Disclaimer
Shaw and Partners Limited ABN 24 003 221 583 (“Shaw”) is a Participant of ASX Limited, Chi-X Australia Pty Limited and the holder of Australian
Financial Services Licence number 236048.
ANALYST CERTIFICATION: The Research Analyst who prepared this report hereby certifies that the views expressed in this document accurately
reflect the analyst's personal views about the Company and its financial products. Neither Shaw nor its Research Analysts received any direct financial
or non-financial benefits from the company for the production of this document. However, Shaw Research Analysts may receive assistance from the
company in preparing their research which can include attending site visits and/or meetings hosted by the company. In some instances, the costs of
such site visits or meetings may be met in part or in whole by the company if Shaw considers it is reasonable given the specific circumstances relating
to the site visit or meeting. As at the date of this report, the Research Analyst does not hold, either directly or through a controlled entity, securities
in the Company that is the subject of this report. Shaw restricts Research Analysts from trading in securities outside of the ASX/S&P100 for which
they write research. Other Shaw employees may hold interests in the company.
DISCLAIMER: This report is published by Shaw to its clients by way of general, as opposed to personal, advice. This means it has been prepared for
multiple distribution without consideration of your investment objectives, financial situation and needs (“Personal Circumstances”). Accordingly, the
advice given is not a recommendation that a particular course of action is suitable for you and the advice is therefore not to be acted on as investment
advice. You must assess whether or not the advice is appropriate for your Personal Circumstances before making any investment decisions. You can
either make this assessment yourself, or if you require a personal recommendation, you can seek the assistance of your Shaw client adviser. This
report is provided to you on the condition that it not be copied, either in whole or in part, distributed to or disclosed to any other person. If you are
not the intended recipient, you should destroy the report and advise Shaw that you have done so. This report is published by Shaw in good faith
based on the facts known to it at the time of its preparation and does not purport to contain all relevant information with respect to the financial
products to which it relates. The research report is current as at the date of publication until it is replaced, updated or withdrawn. Although the report
is based on information obtained from sources believed to be reliable, Shaw does not make any representation or warranty that it is accurate,
complete or up to date and Shaw accepts no obligation to correct or update the information or opinions in it. If you rely on this report, you do so at
your own risk. Any projections are indicative estimates only and may not be realised in the future. Such projections are contingent on matters outside
the control of Shaw (including but not limited to market volatility, economic conditions and company-specific fundamentals) and therefore may not
be realised in the future. Past performance is not a reliable indicator of future performance. Except to the extent that liability under any law cannot
be excluded, Shaw disclaims liability for all loss or damage arising as a result of any opinion, advice, recommendation, representation or information
expressly or impliedly published in or in relation to this report notwithstanding any error or omission including negligence.
DISCLOSURE: Shaw will charge commission in relation to client transactions in financial products and Shaw client advisers will receive a share of that
commission. Shaw, its authorised representatives, its associates and their respective officers and employees may have earned previously or may in
the future earn fees and commission from dealing in the Company's financial products. Shaw acted for the company in a corporate capacity within
the past 12 months for which it received a fee.

RESEARCH TEAM: For analyst qualifications and experience, refer to our website at http://www.shawandpartners.com.au/about/ourpeople/research
RESEARCH POLICY: For an overview of our Research policy, refer to our website at https://www.shawandpartners.com.au/media/1267/
researchpolicy.pdf
If you no longer wish to receive Shaw research, please contact your Financial Adviser to unsubscribe.
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