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Friday, 17 August 2018
Metro Mining
Offtake locked in — site visit

Analysts | Matthew Keane | James Wilson

Quick Read

Argonaut visited Metro Mining’s (MMI) Bauxite Hills Project in Northern Queensland.
The project is ramping up strongly after commencing mining in April 2018. MMl is
producing comfortably at the 2Mtpa 2018 guidance rate and ratcheting up to the
3Mtpa 2019 guidance rate. The Company recently executed additional offtake
contracts with 90% of 2018 production and 80% of 2019 production now committed
to Chinese customers. While Bauxite Hills is still technically in ramp-up mode, we
expect positive cash flow in the September Q. We model ~A$9/t EBITDA margins for
H2 2018, increasing to A$20/t as the project achieves the target 6Mtpa rate by 2021.
BUY recommendation maintained with a $0.40 target price.

Event & Impact | Positive

Ratcheting up production: MMI is ramping-up with operations in key areas including
mining and shipping steadily increasing month on month. The Company is on track to
meet 2018 guidance of ~2Mtpa and has proven the designed capacity of 3Mtpa from
installed infrastructure. Argonaut believes MMI may debottleneck a few areas to increase
production capacity. This may include an additional screen ahead of barge loadout (est.
capex <$1.5m) and additional barge(s) to better manage tidal constrains (minor additional
leasing costs). Overall, we were impressed with the speed at which Bauxite Hills has been
developed and commissioned, which is a testimony to the project’s simplicity.

Sales de-risked by further offtake contracts: MMl recently announced it has entered into
further off-take agreements with Chinese customers, committing ~90% of remaining 2018
production and ~80% of 2019 production. Two new contracts for a total of 780kt have
been signed. Chinese demand remains high, driven by new alumina/aluminium capacity
and declining domestic bauxite reserves (both in volumes and quality). Recent
environmentally motivated mine closures have opened up a new target market for MMI
in inland China (namely Henan Province).

High margins: MMI reported sales of A$25.2m for 399wmt shipped in the June Q. This
equates to ~US$53/dmt CIF. We believe the realised price will decrease in the coming
quarters (est. US$46-48/dmt), primarily due to a lower portion of sales into the higher
priced Xinfa contract. However, this should still generate ~A$8-10/t EBITDA margins,
resulting is positive cashflow from the September Q.

Recommendation

Our revised target price of $0.40 (from $0.43) incorporates dilution from the recent equity
raise ($17.5m at $0.20/sh). We have increased forecast shipping costs to US$10/wmt and
decreased long term realised prices to US$44/dmt (previously USS$S8.5wmt and
US$48/dmt respectively). BUY recommendation maintained.
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Metro Mining (MMI)

Recommendation BUY
Current Price 0.22
Target Price 0.40

Profit & Loss (ASm) 30 June 2017A 2018E 2019E 2020E
Sales revenue (CIF) 0.0 25.1 136.5 174.9
+ Other income 9.0 0.5 0.8 0.9
- Operating costs 1.2 15.0 106.8 126.6
- Exploration and evaluation 0.0 1.0 1.0 1.0
- Corporate & marketing 0.5 8.3 8.0 8.0
- Other Expenses 5.3 4.4 0.0 0.0
EBITDA 2.1 -3.0 21.6 40.2
- D&A 0.0 0.0 1.6 21
EBIT 2.0 -3.0 20.0 38.1
- Impairments 0.0 0.0 0.0 0.0
- Finance Costs 4.4 22 3.8 3.0
- Tax expense 0.0 0.0 0.0 7.6
+ Changes in Foreign Exchange 0.0 0.0 0.0 0.0
+ Abnormal Items 0.0 0.0 0.0 0.0
NPAT -2.4 -5.2 16.1 27.5
Normalised NPAT -2.4 -5.2 16.1 27.5
Cash Flow (ASm) 2017A 2018E 2019E 2020E
Operating Cashflow -3.3 -36.2 249 29.6
- Capex 4.6 30.0 9.5 20.9
- Exploration & evaluation 4.3 0.0 0.0 0.0
- Asset purchases (+ asset sales) 34.4 -0.7 0.0 0.0
+ Other -9.5 0.0 0.0 0.0
Free Cashflow -55.9 -65.5 15.5 8.7
- Dividends 0.0 0.0 0.0 0.0
+ Equity raised 60.7 52.4 3.4 0.0
+ Debt drawdown (- repaid) 8.2 23.8 -5.0 -10.0
+ Other Investing Activities 0.0 -6.8 0.0 0.0
Net Change in Cash 13.0 3.9 13.9 -1.3
+ Effects of exchange rate 0.0 0.0 0.0 0.0
Cash at end 15.3 19.3 33.2 31.9
Balance Sheet (ASm) 2017A 2018E 2019E 2020E
Total assets 102.3 175.9 206.5 216.9
Total debt 15.6 40.6 34.7 24.7
Total liabilities 215 52.2 58.5 51.3
Shareholders funds 80.8 1237 148.0 165.6
Production Summary (Mt) 2017A 2018E 2019E 2020E
Bauxite Hills Sales Bauxite Mt 0.0 0.4 25 33
All-in Sustaining Costs UssS/t 0.0 28.4 321 28.0
Realised Price (USS$/t CIF) NA 52.6 45.3 42.4
Exchange Rate Assumptions (AUD/USD) 0.79 0.78 0.74 0.72

Attributable Reserves & Resources

Reserves Mt Total Al,O; Total SiO,
Total Resources 92.2 49.4 13.2
Resources Mt Total Al,0, Total SiO,
Total Resources 144.8 49.2 139
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Analyst: Matthew Keane

Sector Metals & Mining

Issued Capital (m) 1,384.2

Market Cap (m) $297.6

Date 16-August-2018
Financial Summary 2017A 2018E 2019E 2020E
Reported earnings
Net profit (US$m) 2.4 5.2 16.1 27.5
EPS (AScps) 0.2 0.4 1.2 2.0
PER (x) -125.3 -57.5 18.5 10.8
Normalised earnings
Net profit (US$m) 2.4 5.2 16.1 275
EPS (AS$cps) 0.2 0.4 1.2 2.0
EPS growth (%) NA NA -411.3 70.9
PER (x) -125.7 -57.5 18.5 10.8
Cashflow
Operating cashflow ($m) -3.3 -36.2 24.9 29.6
GCFPS (AScps) -0.2 -2.6 1.8 2.1
PCF (x) -91.5 -8.2 11.9 10.0
Dividend
Dividend (AScps) 0.0 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0 0.0
Balance Sheet Ratios
Total Debt / Equity (%) 476 337 353 423
Interest cover (x) 0.5 -1.4 5.2 12.8
Acid test ratio (x) 0.0 0.4 0.3 0.4
Profitability Ratios
Net profit margin (%) NA =21 12 16
Return on assets (%) 2 -2 12 21
Return on equity (%) -3 -4 11 17
Bauxite Hills (100%) 595 0.43
Corporate Valuation -65 -0.05
Unmined Resources 20 0.01
Non-Core Assets 5 0.00
Cash est. 35 0.03
Debt est. -41 -0.03
Total @ 10% discount rate 549 0.40
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Simon Finnis Managing Director and CEO
Philip Hennessy Non-Executive Director
Mark Sawyer Non-Executive Director

Non-Executive Director
Non-Executive Director

Dongping Wang
George Lloyd
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Greenstone Managament 18.0%
Balanced Property Fund 14.5%
Blackrock Group 9.7%
DADI Engineering 5.5%
Renaissance Small Companies Fund 5.3%
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Argonaut recently visited MMI’s
Bauxite Hills Project...

...Which is in ramp-up mode...

...but rapidly reaching designed
production and shipping rates

Average shipping rates are
meeting the target rate of
10kt/day

We saw no fatal flaws in the
operating process...

...which would inhibit metro
achieving 3Mtpa in 2019 from
installed infrastructure

Site Visit

Argonaut recently visit MMI’s Bauxite Hills Project in the Cape York Peninsula,
Queensland, Australia. The visit encompassed a tour of the mine and barge loadout facility
as well as boat trip along the Skardon River into the Gulf of Carpentaria to view the barging
and transhipping operations. The project began commissioning in April 2018, and while
still technically in ramp-up, is achieving key milestone targets, including mining and ship
loading rates of >10kt per day and ship loading times of <6 days. MMI has guided 1.980-
2.075Mt mined and shipped in CY18. This increases to 3Mt in 2019 then further increases
to 6Mtpa by 2021 following an expansion (est. capex $37m).

Figure 1. Bauxite Hills mining production weekly rates (tonnes per week)
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Figure 2. Average daily ship loading rates (tonnes per day)
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Key site visit takeaways

Following the site visit our key takeaways are as follows:

Ramp-up is on track and all key metrics are trending in the right direction

We see no fatal flaws in the operating process and believe installed infrastructure can
meet the designed 3Mtpa run rate

We would like to see some additional capacity, or sprint capacity, to offset the risk of
a major disruptive event. This should not be difficult to install via minor, low cost
debottlenecking initiatives

Site management is very capable and focussed on the right areas of the business to
meet 2018/2019 guidance, reduce costs and grow production at a measured rate
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Bauxite Hills has a simple e Thetwo key risks identified by Argonaut prior to production were quality control, given

operating process incorporating... the relatively thin bauxite profile, and achieving required transhipping rates. We are

satisfied that both of these areas are effectively de-risked.

Figure 3. Mining from the BH1 pit

..free dig, low strip ratio mining...

Source: Argonaut

Figure 4. Barge Loadout infrastructure: Top - screening and feeder, Bottom - barge loader

...crushing and screening...

...barge loading on the Skardon
River...

...then transhipping in the Gulf of
Carpentaria

Source: Argonaut
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Earlier in the year, MMI attained a
larger 7kt capacity dumb barge to
bolster the existing fleet of 3kt
barges (adjacent)

Adjacent: Ship loading of 13t
vessel from the project

Argonaut forecasts MMI to be cash
flow positive in the September Q

Operating cost will decline with
increased production rates,
expanding margins to est. $90-
100mpa

Figure 5. Barge loading (new large 7kt capacity dumb barge)

Source: Argonaut

Figure 6. Transhipping — barge alongside ~60kt Supermax vessel

Source: Argonaut

Turning to positive cashflow

Argonaut estimates that MMI will be marginally cash flow positive in the September Q.
We forecast a received price of ~USS47/dmt (AS63/dmt) with $8-10/t EBITDA margins
generating ~$4.5m free cashflow (FCF). Post 2021, once the 6Mtpa run rate has been
achieved, we forecast EBITDA margins of ~$20/t generating $90-100m pa FCF (assuming
USS$44/dmt CIF, 0.72 AUD/USD FX and US$10/wmt shipping rates).

Opportunities for operating cost savings

Bauxite Hills is still in ramp-up mode so costs are running higher than steady state
forecasts. We estimate current all-in cash costs at ~A$45-50/wmt. These costs will come
down as the operation achieves economies of scale incorporating upsized haulage trucks
(potential to go from ~100t to ~150t payloads), larger barges, floating cranes to load ships
and larger freight vessels. In addition, we see cost saving opportunities from increased
mining efficiency, fuel hedging and optimised personnel rosters.
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Two key areas for low cost
debottlenecking of the operations
include...

An additional screen before the
barge loadout and additional
barges

Debottlencking

Presently, the two main bottlenecks of the operation are screening ahead of the barge
loadout and moving barges over a sandbar at the mouth of the Skardon River. While
neither of these is likely to be an impedance to achieving the 3Mtpa run rate, we believe
the operation would be largely destressed by removing them. We believe a second screen
could be added to the ROM for just ~$1.2m. MMl is already increasing the size of the ROM
to accommodate additional ROM stocks.

An additional barge(s) with mooring points on either side of the Skardon River mouth
would enable faster transhipping rates and remove any issues associated with barge cycle
times (i.e. ocean swell, tidal fluctuations or barge sequencing). Effectively, multiple loaded
barges could be moored on the sea-side of the river mouth ready to be transported to
ships, removing the risks associated with river mouth bathymetry. An additional barge(s)
would result in increased leasing costs, but only marginally increase overall opex.

Figure 7. Bauxite Hills operations schematic
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Important Disclosure

Argonaut acts as Financial Adviser to MMI and will receive fees commensurate with this service. Argonaut acted as Sole
Lead Manager to the Placement that raised $38M in July 2017 and received fees commensurate with this service.
Argonaut acted as Sole Lead Manager to the Placement that raised $17.5M in June 2018 and received fees
commensurate with this service. Argonaut currently holds or controls 100,000 MMl shares, 4M MMI Options exercisable
at $0.08 on or before 23 Dec. 2019 and 10M MM I Options exercisable at $0.15 on or before 27 Aug. 2019.

Information Disclosure
Each research analyst of this material certifies that the views expressed in this research material accurately reflect the
analyst's personal views about the subject securities and listed corporations. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this material
to any of the analyst(s).

For U.S. persons only

This research report is a product of Argonaut Securities Pty Limited, which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s)
is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing
requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Argonaut Securities Pty Limited only to "Major Institutional Investors" as
defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof
by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a
Major Institutional Investor as specified above, then it should not act upon this report and return the same to the sender.
Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major
Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof
by the SEC in order to conduct certain business with Major Institutional Investors, Argonaut Securities Pty Limited has
entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Transactions
in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker
dealer.

Hong Kong Distribution Disclosure

This material is being distributed in Hong Kong by Argonaut Securities (Asia) Limited which is licensed (AXO 052) and
regulated by the Hong Kong Securities and Futures Commission. Further information on any of the securities mentioned
in this material may be obtained on request, and for this purpose, persons in the Hong Kong office should be contacted
at Argonaut Securities (Asia) Limited of Unit 701, 7/F, Henley Building, 5 Queen’s Road Central, Hong Kong, telephone
(852) 3557 48000.

General Disclosure and Disclaimer

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) or by Argonaut
Securities (Asia) Limited (“ASAL”) for the use of the clients of ASPL, ASAL and other related bodies corporate (the
“Argonaut Group”) and must not be copied, either in whole or in part, or distributed to any other person. If you are not
the intended recipient you must not use or disclose the information in this report in any way. ASPL is a holder of an
Australian Financial Services License No. 274099 and is a Market Participant of the Australian Stock Exchange Limited.
ASAL has a licence (AXO 052) to Deal and Advise in Securities and Advise on Corporate Finance in Hong Kong with its
activities regulated by the Securities and Futures Ordinance (“SFO”) administered by the Securities and Futures
Commission (“SFC”) of Hong Kong.

Nothing in this report should be construed as personal financial product advice for the purposes of Section 7668 of the
Corporations Act 2001 (Cth). This report does not consider any of your objectives, financial situation or needs. The
report may contain general financial product advice and you should therefore consider the appropriateness of the
advice having regard to your situation. We recommend you obtain financial, legal and taxation advice before making
any financial investment decision.

This research is based on information obtained from sources believed to be reliable and ASPL and ASAL have made every
effort to ensure the information in this report is accurate, but we do not make any representation or warranty that it is
accurate, reliable, complete or up to date. The Argonaut Group accepts no obligation to correct or update the
information or the opinions in it. Opinions expressed are subject to change without notice and accurately reflect the
analyst(s)’ personal views at the time of writing. No member of the Argonaut Group or its respective employees, agents
or consultants accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use
of this research and/or further communication in relation to this research.

Nothing in this research shall be construed as a solicitation to buy or sell any financial product, or to engage in or refrain
from engaging in any transaction. The Argonaut Group and/or its associates, including ASPL, ASAL, officers or employees
may have interests in the financial products or a relationship with the issuer of the financial products referred to in this
report by acting in various roles including as investment banker, underwriter or dealer, holder of principal positions,
broker, director or adviser. Further, they may buy or sell those securities as principal or agent, and as such may effect
transactions which are not consistent with the recommendations (if any) in this research. The Argonaut Group and/or
its associates, including ASPL and ASAL, may receive fees, brokerage or commissions for acting in those capacities and
the reader should assume that this is the case.
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There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security
may even become valueless. International investors are reminded of the additional risks inherent in international
investments, such as currency fluctuations and international stock market or economic conditions, which may adversely
affect the value of the investment.

The analyst(s) principally responsible for the preparation of this research may receive compensation based on ASPL’s
and / or ASAL’s overall revenues.

Copyright

© 2018. All rights reserved. No part of this document may be reproduced or distributed in any manner without the
written permission of Argonaut Securities Pty Limited and / or Argonaut Securities (Asia) Limited. Argonaut Securities
Pty Limited and Argonaut Securities (Asia) Limited specifically prohibits the re-distribution of this document, via the
internet or otherwise, and accepts no liability whatsoever for the actions of third parties in this respect.
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