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Sierra Rutile 
H1 results & model update: inventory build 
weighing on cash flow; Area 1 extension boosts TP 

Sierra Rutile Holdings Ltd (“Sierra Rutile”; “SRX”) released H1 results showing 
profitability remained intact despite a tough period operationally, as reported in 
the July trading update. Sales fell 12% vs H1’22 on a 15% fall in shipments, with 
realised rutile prices broadly flat. Underlying EBITDA (calculated by H&P) was 
~US$29m, +1.6% YoY, although a ~US$13.4m inventory build ahead of the Q3 
wet season meant H1 operating cash flow was down 80% to US$7m, with a free 
cash outflow (post capex) of US$12m vs US$2m in H1’22. However, SRX still has 
a solid US$32.6m net cash balance and, in spite of a soft rutile market, we expect 
free cash flow to improve modestly in H2 as stockpiles are worked down. We also 
now include updated Area 1 Reserves, a single-phase development of Sembehun 
and a weaker A$, driving a 22% uplift in our DCF-based target to A$0.78, ~4x 
the current share price. SRX remains cheap, in our view, with the market cap 
roughly 60% covered by net cash and ~2x covered by net current assets.  

New production guidance a low bar to clear, with rutile demand the key variable 
SRX cut its FY23 rutile guidance from 140kt-144kt to 124kt-126kt on 28th July. 
We have, therefore, cut our full year estimate by 13% to 124kt. Net unit cost 
guidance was increased to US$990/t-US$1,055/t from US$950/t-US$1,025/t 
(new H&Pe $1,054/t). However, SRX expects ore and HMC inventories to fall in 
Q3, as mining slows during seasonal rains and power issues at the mineral 
separation plant improve. As such, based on historical recovery rates, we believe 
updated guidance is easily achievable, with the caveat that SRX may throttle back 
on rutile output if weak market conditions persist. SRX’s near-term pricing 
outlook was subdued as weakness in global TiO2 pigment demand has impacted 
downstream capacity utilisation, particularly ex-China. However, we note Iluka 
recently announced a four-month shutdown of two synthetic rutile kilns, which 
could help balance rutile markets. Longer-term, a lack of high-quality natural 
rutile projects suggests an emerging deficit in supply, supporting prices. 

Catalysts: Sembehun decision due Q1’24; tax uncertainty delaying Mogbwemo 
The Sembehun Definitive Feasibility Study (“DFS”) is on track to be complete in 
Q4’23, followed by an investment decision during Q1’24. We also expect another 
Area 1 Reserve update by year end. These two events should be positive catalysts 
for SRX, in our view, providing evidence of sustainability and potential growth in 
profits. Post Sierra Leone’s elections in June, we see scope for progress in the re-
negotiation of Area 1’s tax arrangements (“Third Amendment Agreement”), with 
dialogue with Government commencing in Q3. Fiscal clarity would unlock 
opportunities within Area 1, including the Mogbwemo Tailings Project, which 
could both cut costs and extend mine life by reclaiming historical waste. SRX’s 
internal study estimated an IRR for Mogbwemo of 40% from initial capex of 
US$20m, albeit contingent on market conditions and the revised tax terms. 

Changes to H&Pe for FY23E & longer term 
Including H1 results, we cut our FY23E underlying EBITDA and EPS by 11% and 
64% to US$58m and USc2.6/sh, respectively, on the back of lower rutile 
production guidance and realised prices (see details on pg. 3). Longer-term, we 
have increased the ore mined at Area 1 following SRX’s Reserve update in March. 
SRX also announced on 18th May that it would pursue a single phase ramp up 
instead of a two-phase development at Sembehun, providing a further boost to 
our DCF, with our unrisked NPV for SRX’s assets rising 70% to US$218m. 

Uplift in target: stock offers deep value on multiple fronts 
Partially offsetting the uplift to our NPV, we have reduced our target P/NPVs to 
0.8x from 1.0x on Area 1 and 0.6x from 0.7x on Sembehun, to account for 
increased uncertainty on both timing and funding due to the lack of clarity on 
fiscal arrangements. Still, combined with a weaker A$/US$ exchange rate we see 
a 22% increase in our risked sum-of-the-parts to A$0.78/sh, ~4x the current 
share price. SRX stock continues to offer deep value, in our view, with the 
current US$55m market cap sitting at a 44% discount to the book value of cash 
plus net working capital. This suggests the market currently places negative value 
on the company’s existing fixed assets, let alone its high-returning growth 
options. SRX’s current P/BV and EV/invested capital ratios sit at ~0.40x and 
~0.19x, respectively. We calculate EV/EBITDAs of 0.3x and 0.4x in FY23 and 
FY24E, with a cumulative FCF yield over FY23-25E of 250% (excl. Sembehun). 
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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 

 Rutile end product output with unit cost for rutile, net of 
ilmenite and zircon by-products 

 

 

 

Source: Company reports, H&P estimates  Source: Company reports, H&P estimates 

Rutile end product output with unit cost for rutile, net of 
ilmenite and zircon by-products 

 SRX currently trades on very low multiples with cash + 
NWC of US$98m vs. market cap of US$55m 

 

 

 

Source: Company reports, H&P estimates  Source: Company reports, H&P estimates, Capital IQ 

Area 1 and Sembehun FCF (US$m)  Price target derivation (A$c per share) 

 

 

 

Source: Company reports, H&P estimates  Source: H&P estimates 
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Model updates 
We have updated our model to incorporate H1’23 results, revised 2023 

operational guidance, alignment with recent reserve updates, and the removal of 

the Phased Sembehun development. The table below details the changes to our 

estimates for FY23-25E, with cuts in FY23E on downgraded guidance and lower 

pricing, but increases in FY24-25E post Area 1’s updated Reserve. The inclusion 

of the Pejebu and Ndendemoia zones in the Area 1 Reserve boosts ore excavated 

and grades in FY25E, significantly adding to production and increasing EBITDA 

almost five-fold vs our prior estimate to US$53m. Our headline net income 

assumption for the full year has been reduced mostly on the back of the 

US$28.8m impairment charge against the Area 1 property. 

 
Source: Company Reports, H&Pe  

Changes to H&P estimates (Dec y ear-end)

2 0 2 3 E 2 0 2 4 E 2 0 2 5 E

N e w P re v % c h N e w P re v % c h N e w P re v % c h

To ta l excava ted o re Mt 12.4 11.5 8% 10.3 9.2 12% 11.5 5.7 100%

Rutile  Grade % 1.38% 1.42% -3% 1.35% 1.42% -5% 1.33% 1.42% -6%

HMC Grade % 2.6% 3.0% -11% 2.9% 2.9% -1% 3.1% 2.7% 17%

To ta l HMC pro duced kt 339 351 -3% 304 274 11% 371 159 133%

To ta l HMC pro ces s ed kt 339 351 -3% 304 274 11% 371 159 133%

R utile  reco very fro m  HM C (es t) % 36.6% 40.5% -10% 40.5% 40.5% 0% 40.5% 40.5% 0%

Ilm enite  reco very fro m  HM C (es t) % 17.2% 17.7% -3% 17.0% 16.4% 4% 20.2% 12.1% 67%

Zirco n reco very fro m  HM C (es t) % 2.9% 2.6% 10% 2.2% 2.6% -13% 3.1% 2.3% 34%

Rutile  pro ductio n kt 124 142 -13% 123 111 11% 150 64 133%

Ilmenite  pro ductio n kt 58.5 62.2 -6% 51.9 44.9 15% 75.0 19.2 290%

ZIC/GIC pro ductio n kt 39.4 37.0 6% 27.1 28.0 -3% 45.5 14.6 212%

Rutile  s hipments kt 124 142 -13% 123 111 11% 150 64 133%

Ilmenite  s hipments kt 58.5 62.2 -6% 51.9 44.9 15% 75.0 19.2 290%

ZIC/GIC s hipments kt 39.4 37.0 6% 27.1 28.0 -3% 45.5 14.6 212%

To ta l pro duct s hipments kt 222 241 -8% 202 184 10% 271 98 176%

Rutile  rea lis ed price $ /t 1,350 1,481 -9% 1,468 1,460 1% 1,436 1,436 0%

Ilm enite  realis ed price  (Es t) $ /t 301 298 1% 255 255 0% 220 220 0%

Zirco n realis ed price  (Es t) $ /t 1,837 1,746 5% 1,499 1,505 0% 1,361 1,361 0%

Revenue/t s hipped Rutile $ /t 1,638 1,725 -5% 1,658 1,658 0% 1,649 1,579 4%

Revenue $ m 203 245 -17% 204 184 11% 248 102 144%

EBITDA $ m 58 65 -11% 42 38 10% 53 11 371%

EBITDA margin % 28% 26% 2% 20% 21% 0% 22% 11% 10%

D&A $ m 17 29 -42% 27 24 12% 30 15 100%

Net finance  co s t $ m 3 1 393% 2 1 39% 4 (0) NM

Tax credit/(expens e) $ m (4) (10) -57% (4) (7) -37% (7) (1) 1129%

FX/reva lua tio ns /o ther $ m (29) 5 NM - 12 NM - 6 NM

Net inco me $ m 11 31 -64% 13 21 -37% 20 2 1129%

EP S US cps 3 7 -64% 3 5 -37% 5 0 1129%

Opera ting cas h flo w pre-WC $ m 57 70 -19% 44 51 -14% 57 17 229%

Dec/(inc) in wo rking cap $ m (3) 19 NM 34 23 47% 14 10 45%

Cas hflo w fro m o pera tio ns $ m 54 89 -39% 78 74 5% 72 27 163%

Inte res t & tax pa id $ m (4) (10) -58% (4) (5) -20% (7) (1) 1039%

Capex $ m (29) (36) -20% (18) (153) -88% (68) (149) -54%

Other $ m 2 (6) NM (2) (15) -86% (4) (6) -35%

Free  cas h flo w $ m 24 38 -36% 53 (99) NM (7) (128) -94%

Net cas h/(debt) - unadjus ted $ m 62 81 -24% 117 (2) NM 113 (125) NM
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Valuation – steep discount to A$0.78/sh target 
We believe SRX offers compelling risk-reward dynamics at the current share 

price, with FY23/24E EV/EBITDAs of 0.3x/0.4x, despite positive cash flow and a 

healthy capital buffer. Our sum-of-the-parts valuation is based on a DCF model 

which incorporates the Area 1 Reserves and the Sembehun PFS mine plan, albeit 

with a shorter ramp up based on SRX’s revised development approach. We apply 

a 12.8% WACC and US$1,223/t long-term rutile price, with Sembehun production 

assumed to commence in 2027. This generates a NPV of US$218m, including 

US$106m for Sembehun. We apply a P/NPV multiple of 0.8x on the Area 1 and 

0.6x on Sembehun, revised from 1.0x and 0.7x previously. This accounts for the 

Area 1 extension with Pejebu and Ndendemoia, as well as the faster phased 

Sembehun development now not directly supported by a study, prior to the 

feasibility study due later this year. We also adjust for forecast net cash to derive a 

Dec’23E target price of A$0.78 per share, 290% above the current price. 

Estimated Net Present Value per share / Price Target derivation       

  US$m P/NPV US$m AUDc/sh 

Area 1 - Reserves 112.7 0.8 90.1 33 

Sembehun - PFS stage 105.7 0.6 63.4 23 

SRX operations - DCF 218.4 0.7 153.5 55 

Dec'23E net cash/(debt) 61.9 1.0 61.9 22 

Valuation / Price target 280.2   215.4 78 

Source: H&Pe 

Sembehun peak funding requirement pushed out and slightly 
reduced, despite single-phase development approach 
SRX announced in May that it has adopted a full development approach for its 

proposed Sembehun project, to optimise project value and widen debt funding 

capacity. This is updated from the Pre-Feasibility Study which outlined a two-

phase approach with phase 1 lasting two years. 

This implies the estimated ~US$340m initial capex budget will be spent over a 

compressed time-frame, increasing the Company’s peak funding requirement, all 

else equal. However, with a final investment decision expected around the end of 

Q1’24, we do not expect the company to start incurring capex until after the 2024 

wet season, effectively pushing the timeframe for first production back by ~12 

months. Combined with the extension of the Area 1 operations on the back of 

SRX’s updated Reserves, this should allow the Company to build a larger cash 

buffer from its existing operations. Overall, this suggests a smaller funding gap to 

be bridged for the Sembehun development in our updated model, as shown in the 

chart on the right below. 

Area 1 and Sembehun Capex update (US$m)  Area 1 and Sembehun cumulative FCF update (US$m) 

 

 

 
Source: H&P estimates  Source: H&P estimates 
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Financial Summary 

 
Source: H&Pe 

Income statement

Year end December 2021A 2022A 2023E 2024E 2025E

Rev enu e US$ m 184.2 254.5 209.4 204.4 247.9

Cost  of Sa les US$m (1 4 8 .0) (1 8 6 .1 ) (1 4 1 .4 ) (1 6 2 .6 ) (1 9 4 .5 )

Depr ecia t ion US$m (2 7 .4 ) (2 .5 ) (1 6 .8 ) (2 6 .6 ) (3 0.5 )

Gross profit /(loss) US$ m 8.8 65.9 51.1 15.2 22.9

Oth er  in com e US$m 1 .8 0.2 0.6 - -

Oth er  oper a t in g  costs US$m 5 .2 1 2 .5 (3 9 .7 ) - -

Opera t ing profit /(loss) US$ m 15.8 78.6 12.1 15.2 22.9

Un w in din g  of discou n t  on  r eh a bilita t ion  a n d m in e closu r e pr ov isionUS$m (0.8 ) (0.5 ) - - -

Oth er  fin a n ce costs US$m (4 .0) (1 .3 ) 3 .4 2 .1 3 .9

Profit /(Loss) before t a x US$ m 11.0 76.9 15.5 17.3 26.9

Ta x  cr edit/(ex pen se) US$m (3 .4 ) (1 .3 ) (4 .4 ) (4 .3 ) (6 .7 )

Net  profit /(loss) US$ m 7.5 75.6 11.1 13.0 20.1

EBIT DA US$ m 19.0 57.7 57.7 41.8 53.4

Ratios and per share data

Year end December 2021A 2022A 2023E 2024E 2025E

Yr  en d sh a r es in  issu ed m 4 2 4 .2 4 2 4 .2 4 2 4 .2 4 2 4 .2 4 2 4 .2

Rev en u e g r ow th % Na 3 8 % -1 8 % -2 % 2 1 %

EBITDA  m a r g in % 1 0% 2 3 % 2 8 % 2 0% 2 2 %

ROCE % 1 6 0% 5 7 % 4 9 % 3 7 % 0%

ROE % 1 4 3 % 5 4 % 8 % 8 % 0%

EPS US¢/sh 1 .3 1 7 .4 2 .6 3 .1 4 .7

EPS g r ow th % Na 1 2 1 6 % -8 5 % 1 7 % 5 5 %

Fr ee ca sh  flow US$m 8 .7 (7 .6 ) 2 4 .0 5 2 .9 (7 .5 )

FCF/sh a r e US¢/sh 2 (2 ) 6 1 2 (2 )

Net  ca sh /(debt) US$m 1 0.0 3 7 .7 6 1 .9 1 1 6 .9 1 1 3 .4

Cu r r en t  EV  / EBITDA x 0.9 0.3 0.3 0.4 0.3

Cu r r en t  EV  / Sa les x 0.1 0.1 0.1 0.1 0.1

Production volumes

2021A 2022A 2023E 2024E 2025E

Ru tile kt 1 2 9 1 3 6 1 2 4 1 2 3 1 5 0

Ilm en ite kt 5 2 5 9 5 9 5 2 7 5

Zir con kt 4 9 1 0 7 1 1

Shipment volumes

2021A 2022A 2023E 2024E 2025E

Ru tile kt 1 2 9 1 4 2 1 2 4 1 2 3 1 5 0

Ilm en ite kt 5 2 6 2 5 9 5 2 7 5

ZIC kt 1 6 4 8 3 9 2 7 4 6

Mineral sands price assumptions (nominal)

2021A 2022A 2023E 2024E 2025E

Ru tile - spot US$/ton n e 1 ,3 8 2 1 ,5 00 1 ,4 8 1 1 ,4 6 0 1 ,4 3 6

Ru tile - r ea lised US$/ton n e 1 ,3 3 4 1 ,5 00 1 ,3 5 0 1 ,4 6 8 1 ,4 3 6

Ilm en ite - spot US$/ton n e 2 8 3 3 5 0 3 1 3 2 6 9 2 3 2

Ilm en ite - r ea lised US$/ton n e 1 5 0 2 6 1 3 01 2 5 5 2 2 0

Zir con  - spot US$/ton n e 1 ,6 1 3 2 ,1 02 1 ,8 3 8 1 ,5 8 4 1 ,4 3 2

Zir con  - r ea lised US$/ton n e 9 3 1 1 ,5 7 1 1 ,8 3 7 1 ,4 9 9 1 ,3 6 1

Cash Costs

2021A 2022A 2023E 2024E 2025E

Ca sh  costs/t  fin ish ed pr odu ct  (n et  of by -pr odu cts) US$/ton n e 9 8 5 9 3 8 1 ,05 4 1 ,1 2 9 1 ,08 1

Tota l Ca sh  Cost US$m 1 3 9 1 6 3 1 6 7 1 6 3 1 9 5

Cost  of sa les (P&L) US$m 1 7 5 1 8 9 1 5 8 1 8 9 2 2 5
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Source: H&Pe  

Cash flow statement

Year end December 2021A 2022A 2023E 2024E 2025E

Pr ofit/(loss) befor e ta x US$m 1 1 .0 7 6 .9 1 5 .5 1 7 .3 2 6 .9

Depr ecia t ion US$m 2 7 .4 2 .5 1 6 .8 2 6 .6 3 0.5

Oth er  n on -ca sh  item s/a dju stm en ts US$m (2 1 .0) (1 7 .8 ) 2 4 .7 - -

Opera t ing ca sh  inflow/(ou t flow) US$ m 17.4 61.6 57.1 43.9 57.3

Wor kin g  ca pita l ch a n g e US$m (6 .5 ) (1 6 .1 ) (2 .6 ) 3 3 .9 1 4 .3

Net  in ter est  (pa id)/r eceiv ed US$m 0.0 0.7 0.8 - -

Ta x  (pa id)/r eceiv ed US$m (3 .8 ) (1 .6 ) (4 .9 ) (4 .3 ) (6 .7 )

Oth er US$m (3 .1 ) (1 .2 ) 0.0 0.0 -

CFO US$ m 4.0 43.3 50.4 73.5 64.9

Su sta in in g  ca pex US$m - (2 0.0) (2 4 .2 ) (1 0.5 ) (1 2 .0)

Gr ow th  ca pex US$m - - (5 .0) (8 .0) (5 6 .5 )

Oth er US$m - (4 4 .8 ) 3 .0 - -

CFI US$ m - (64.8) (26.3) (18.5) (68.5)

CFF US$ m 6.2 33.4 - - -

Net  ch a nge in  ca sh US$ m 10.2 11.9 24.2 55.0 (3.6)

Beg in n in g  ca sh  & equ iv a len ts US$m 1 6 .6 2 6 .0 3 7 .7 6 1 .9 1 1 6 .9

En din g ca sh  & equ iv a lent s US$ m 26.0 37.7 61.9 116.9 113.4

Balance sheet

Year end December 2021A 2022A 2023E 2024E 2025E

Ca sh US$m 2 6 .0 3 7 .7 6 1 .9 1 1 6 .9 1 1 3 .4

Receiv a bles US$m 4 3 .4 5 3 .9 4 7 .3 2 9 .1 2 4 .7

In v en tor y US$m 4 0.5 3 5 .0 4 0.0 2 9 .1 2 4 .7

Oth er US$m - 2 .5 - - -

Cu rrent  A sset s US$ m 109.9 129.2 149.2 175.1 162.8

PPE US$m 3 .5 5 3 .4 3 6 .4 2 8 .3 6 6 .3

Oth er US$m 0.1 4 0.9 4 2 .0 4 2 .0 4 2 .0

Fixed A sset s US$ m 3.6 94.3 78.4 70.3 108.3

Pa y a bles US$m 2 2 .8 2 9 .0 2 4 .7 2 9 .5 3 5 .1

Oth er US$m 2 4 .0 6 .3 5 .9 5 .9 5 .9

Cu rrent  Lia bilit ies US$ m 46.8 35.3 30.6 35.4 41.0

Non  Cu rren t  Lia bilit ies US$ m 61.9 53.2 51.4 51.4 51.4

T ot a l  Equ it y US$ m 4.8 135.0 145.6 158.6 178.7

Market cap, net debt & enterprise value

Year end December 2021A 2022A 2023E 2024E 2025E

Ma r ket  Ca p (Yr  en d) US$m 5 4 .9 5 4 .9 5 4 .9 5 4 .9 5 4 .9

Net  Debt/(Ca sh ) US$m (1 0.0) (3 7 .7 ) (6 1 .9 ) (1 1 6 .9 ) (1 1 3 .4 )

EV  US$m 4 4 .9 1 7 .2 (7 .0) (6 2 .0) (5 8 .5 )

Estimated Net Present Value per share / Price Target derivation

US$m P/NPV US$m AUDc/sh

Area 1  - Reserv es $1 1 2 .7 0.8 X $9 0.1 3 3

Sem behun - PFS stage $1 05 .7 0.6 X $6 3 .4 2 3

SRX operations - DCF $ 218.4 0.7X $ 153.5 5 5

Dec'23E net cash/(debt) $6 1 .9 1 .0X $6 1 .9 2 2

Valuation / Price target $ 280.2 $ 215.4 78
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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 
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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.  
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materials or in the completeness of such information. 
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advisers, representatives, officers, agents, consultants or employees makes, or is 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, 
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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 
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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 
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