
Sierra Rutile | Equity Research 
19th May 2023 

 
 

 
   

 

Sierra Rutile 
Sembehun development plan updated to full 
development approach for a greater debt capacity 

Sierra Rutile Holdings Ltd (“Sierra Rutile”; “SRX”) announced 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. The Definitive Feasibility Study (“DFS”) timeline remains unchanged and 
is anticipated to be completed by year end, followed by a Final Investment 
Decision (“FID”) early next year. Alongside the DFS, we expect another Area 1 
Reserve update by year end. These two events should provide further evidence 
of the sustainability of both operations, and as such profits from SRX, in turn 
closing the 69% discount to our A$0.64 target price. 

Adoption of full development approach at Sembehun project  
As outlined in the Jun’22 Pre-feasibility study (“PFS”), the Sembehun project 
was set to follow a two-phase approach, with two years in Phase 1, expanding to 
double the capacity in Phase 2. SRX commenced the Sembehun DFS in Sep’22, 
in line with the phased approach; however, SRX has today announced 
adjustments to the DFS basis. The company has moved away from the phased 
approach to full development, with the aim of maximising project NPV and 
improving debt funding capacity. The DFS timeline remains unchanged and is 
anticipated to be completed by year end, with an FID expected in early 2024.  

Equity dilution risk reduced  
While the project’s value should be boosted by accelerating the production 
ramp up and through capex efficiencies, the peak external funding requirement 
is likely to increase as construction capital will no longer be spread over several 
years. However, the Company expects that the increase in debt-carrying 
capacity should more than offset the increase in funding requirement, implying 
less equity will need to be contributed to finance the build. SRX has appointed a 
global mining finance advisor to advise on future debt financing. A simplified 
funding structure with more debt capital raised upfront should also leave the 
Company less reliant upon suboptimal, lower-margin Phase 1 output. Residual 
cash flows from Area 1 are also subject to a higher degree of uncertainty as 
grades naturally fall and as the Government of Sierra Leone recently announced 
that it was seeking to renegotiate the fiscal arrangements for its current 
operations.  

Rutile prices fell going into Q1, coinciding with lower sales 
SRX had maintained a steady increase in realised rutile prices from 2017 to 
2022 as they became a more prominent supplier known for quality and 
reliability. However, realised rutile price in Q1 came in at US$1,427/t, 4% below 
H&Pe US$1,481/t for 2023 and 8% lower QoQ, as downstream customers were 
squeezed by weaker pigment demand, particularly in Europe. While there were 
some endogenous factors, we believe pigment maker Venator’s filing for 
Chapter 11 Bankruptcy protection on 15th May is illustrative of the wider stress 
currently being felt downstream, especially in western markets. We expect this 
slack in demand to continue, exacerbated by recessionary fears, and we note 
SRX anticipates the slump in rutile markets is likely to persist for “some 
months” on demand weakness, with similar dynamics for sales to welding 
applications. Notwithstanding weaker product markets and lower shipments, 
SRX still delivered strong free cash flow of US$38m in Q1’23. 

Valuation – steep discount to A$0.64/sh target 
We believe SRX offers compelling risk-reward dynamics at the current share 
price, with a FY23E EV/EBITDA of 0.48x, despite positive cash flow and a 
healthy capital buffer. Our sum-of-the-parts valuation is based on a DCF model 
which matches the PFS mine plan, and uses a 12.8% WACC and US$1,223/t 
long-term rutile price, with Sembehun production assumed to commence in 
2026. This generates an asset NPV of US$129m, including US$65m for 
Sembehun. We apply a P/NPV multiple of 1.0x on the Area 1 and 0.7x on 
Sembehun, and adjust for forecast net cash, to derive a Dec’23E target price of 
A$0.64 per share, 167% above the current price.  
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GICS Sector Materials 

Ticker ASX:SRX 

Market cap 18-May-23 (A$m) 82.7 

Share price 18-May-23 (AUD) 0.20 

Target price 31-Dec-23 (AUD) 0.64 

 
+220% 
Upside from current share price to 
our A$0.64/sh target 

>500Mt 
Potential rutile resource at Sembehun 

 

The cost of producing this material has 
been covered by Sierra Rutile Holdings 
Limited as part of a contractual 
engagement with H&P Advisory Ltd. 
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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, 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, 

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). 
 


