Metro Mining
Stage 2 DFS Published

MMI AU

22 QOctober 2019

TAMESIS

PARTNERS LLP

Last price: A$0.14
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Metro Mining (ASX: MMI) has announced that it has completed the Definitive Feasibility
Study (DFS) for the Stage 2 Expansion to 6 million Wet Metric Tonnes (WMT) of annual
bauxite production from its Bauxite Hills mine in North Queensland, that was commissioned
last year.

On the runway to 6Mtpa, share price has to rerate surely

Bauxite markets clearly remain a key element of the Metro investment case but it's a lot
more than that. EBITDA is set to rise fourfold in the next two years from the debottlenecking
of the free dig mining operation, effectively doubling original nameplate output to 6 million
WMT (out to 2037). The expansion also delivers bottom quartile cash costs adding margin
protection to Metro’s existing geographical advantage. Even at current earnings level Metro
looks good value, trading at 4.4x 2020 EBITDA and 2.0x 2021 EBITDA following the capital
spend. We value the company based on our 1x NAV (8%) of A$562 million or A$0.41/share,
a 2.9x multiple on the current share price.

Floating Terminal to load larger vessels, increase throughput, reduce unit costs

The key capital item of the DFS is a floating terminal which is able to load larger Ocean-
Going Vessels than the current transhipping operation will allow — up to and including Cape
Size vessels. The floating terminal consists of a 100 metre long barge, two cranes, and a
stacking system using a conveyor and is capable of moving 40kt/day. The capital
expenditure requirement is now A$51 million (including 10% contingency), higher than
previously estimated, however the addition of the conveyor system provides significantly
higher throughput (up to c.9Mtpa run rate) — debottlenecking this part of the process,
providing operational flexibility and opportunities for further future expansions without major
incremental capex.

Alongside the floating terminal, Metro will upgrade on site logistics and increase the size of
the transhipping barges to meet the 6 million WMT production rate. As a result, unit costs
are expected to fall 18% once commissioned (to c.US$29/t), leaving Bauxite Hills in the
lowest seaborne cost quartile.

Financing not expected to be challenging

Whilst the A$51 million capital will not be funded entirely from mine cashflows, we do not
see any difficulty in the mine obtaining additional debt funding to bring the Stage 2
expansion online with no dilution to shareholders. We estimate a further US$30 million
facility is required, bringing total gross debt to A$80 million, comparing well with our
estimated 2021 EBITDA of A$111 million.

2019 operating performance to date strong

Bauxite shipped numbers continue to improve, and Metro is targeting production and
shipping guidance of 3.3 — 3.5 million WMT in 2019 before the start of the wet season in
December, despite weather-related setbacks during the year. Consistency has improved with
the move to owner-operated fleet, and the additional crushing and screening circuit has
improved availability of ore for the transhipping barges. Given the high fixed cost nature of
the business, we expect to see unit costs decrease as production levels increase.

Bauxite market still strong

Chinese bauxite demand has been strong through 2019, with the 75Mt of bauxite imported
in the year to August 30% higher than the comparative period in 2018. Guinean volumes

have replaced lower quality Indonesian exports, however Malaysia, once the top bauxite cvaughan@tamesispartners.com

supplier to China, is putting in procedures to restart exports following shutdowns caused by

environmental violations. We are taking a conservative approach to Metro’s realised prices, rgreenfield@tamesispartners.com

assuming US$41/t CFR China over the life of mine.
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DFS Confirms Move to 6 Million Tonne Annual Production

The Stage 2 expansion to 6 million WMT production is now ready for execution, subject to funding
and final detailed design and engineering work. We expect the majority of the construction to take
place next year, ready for commissioning and implementation in 2021.

Accordingly, we estimate production of 3.4Mt this year, at the midpoint of guidance, 4Mt in 2020
and 6Mtpa thereafter. An increased reserve to 109.5Mt increases our life of mine by three years
to 2037.

Figure 1 — Production and Costs
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Total costs would reduce from our estimate of A$52.6/t in 2019 to A$41.1/t in 2021 — reflecting
the impact of economies of scale on site costs and transportation.

Ocean freight is the single largest cost element, representing 37% of costs over the Bauxite Hills
life of mine. A move to potentially using larger vessels (up to Cape Size) would clearly have a
material positive impact on costs. The next two largest cost elements, on site costs (20%) and
transhipping (18%) will also benefit from unit cost reductions

Figure 2 — Operating Cost Split
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We have a high level of confidence in these operating cost estimates given that Metro are in the
second year of operations at Bauxite Hills. Once the 6Mt expansion is completed, Metro are
expected to be in the lowest quartile of the Chinese seaborne cost curve.

Prepared by Tamesis Partners LLP
See final two pages for important disclosures



TAMESIS

PARTNERS LLP

Figure 3 — China Seaborne Bauxite Supply Cash Cost Curve 2021 — US$/DMT (CFR)
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Financing

Additional financing is expected to fund the proportion of the A$51 million capital expenditure that
cannot be funded from mining free cash flow.

Whilst the precise commercial terms would need to be agreed, we estimate that a US$30 million
facility would be sufficient to cover the capital requirement and working capital needs. This would
take gross debt to c.A$80 million, not unreasonable given our EBITDA estimate of A$52 million in
2020 and A$111 million in 2021.

In all likelihood we expect the existing facilities would be consolidated, in collaboration with the
current lenders, so that the repayment schedule matches closer the cash generation profile. In
particular, the A$20 million bullet repayment to Ingatatus (a related party to major shareholder
Balanced Property) would expect to be reprofiled.

Another alternative for financing could be through the Northern Australia Infrastructure Facility
(NAIF). NAIF has A$5 billion of government backed funding available for infrastructure benefiting
the North of Australia. We note that NAIF has already committed to funding towards mining
projects, including Sheffield Resources’ (ASX: SFR) Thunderbird mineral sands project and at
Kalium Lakes’ (ASX: KLL) Beyondie potash project.

Valuation Sensitivities

Unsurprisingly, the company is most sensitive to a change in Bauxite price, with a 33% change in
our valuation given a 10% movement. Our valuation is also particularly sensitive to exchange rates
given the majority of costs are in Australian dollars and revenues in US dollars or Chinese Renminbi,
with a 26% movement in target price after a 10% change. Other key variables have a lesser
impact on our target price

Figure 4 — Valuation Sensitivities
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Metro Mining MMI CASH FLOW ANALYSIS - A$m
ASX (December Year end) 2018A 2019E 2020E 2021E 2022E
As at 22-Oct-19
Profit / (loss) (A$m) (0.3 195 435 1011 933
Depreciation (A$m) 4.4 3.3 8.3 9.9 10.0
Share Price (AUD) 0.14 Target Price (AUD/sh) 0.41 Interest received (A$m) 0.3 0.1 0.3 0.2 0.4
Interest paid (A$m) 4.7) (4.6) 7.7) (5.6) 3.7)
Foreign exchange (A$m) - - - - -
Model Derived: Movement in working capital (A$m) (8.9) 24 (7.0) (7.9 15
NAV (A$m, 8%) 562.1 Corporate tax (A$m) - (2.6) (14.4) (31.8) (29.5)
Cash flow from operations (A$m) (9.4) 18.2 23.0 65.7 72.0
Ordinary Shares (M) 1383 Capital expenditure (PP&E) (A$m) (1.0) (22.6) (36.5) (2.0 (2.0
Market Cap (A$M) 194 Environmental bond (A$m) (3.0) - (3.0) - -
Enterprise Value (A$M) 226 Cash flow from investing (A$m) (4.0) (22.6) (39.5) (2.0) (2.0)
Proceeds of equity offering (A$m) 16.6 - - - -
Borrowings / (repayments) (A$m) - 43.7 (21.4) (16.9) (19.3)
Cash flow from financing (A$m) 16.6 43.7 (21.4) (16.9) (19.3)
Price Assumptions
(December Year end) 2018A 2019E 2020E 2021E 2022E Net change in cash (A$m) 3.3 39.3 (37.8) 46.8 50.7
Cash balance (A$m) 23.2 14.5 52.6 335 84.7
AUD:USD Exchange Rate 0.75 0.69 0.67 0.67 0.67
CBIX Reference Price (US$/t) 45 52 50 48 48 BALANCE SHEET ANALYSIS - A$m
Net Realised Price (A$/t) 56 62 62 60 59 (December Year end) 2018A 2019E 2020E 2021E 2022E
Current Assets
Cash and Liquids 28.5 67.8 30.0 76.8 1274
Inventory, Prepaid and Recievables 12.9 8.8 20.9 33.4 30.9
FINANCIAL SUMMARY - A$m Other 0.0 0.0 0.0 0.0 0.0
(December Year end) 2018A 2019E 2020E 2021E 2022E
Revenue 105.7 209.9 2469 364.3 353.8 Non-Current Assets
EBITDA 8.9 22.9 51.8 1109 103.3 Investments 0.0 1.0 2.0 3.0 4.0
Profit before Tax (0.3) 195 435 1011 93.3 Fixed Assets 119.2 1353 166.5 158.7 150.7
Net Income (4.8) 12.4 21.7 63.8 60.5 Other 13.4 51.4 51.4 51.4 51.4
EPS (A$ cents/sh) (0.44) 0.97 1.69 4.96 4.70 Current Liabilities
CFPS (A$ cents/sh) 0.26 3.06 (2949 364 3.94 Borrowings 0.8 21.4 16.9 19.3 0.0
FCF yield (%) - - - 35% 39% Creditors 5.8 4.0 9.1 13.7 12.8
Other 0.0 1.0 2.0 3.0 4.0
P/E - 14.5x 8.3x 2.8x 3.0x
EV/EBITDA 25.3x 9.9x 4.4x 2.0x 2.2x Non-Current Liabilities
Borrowings 40.4 61.7 44.8 255 0.0
Other 0.0 1.0 2.0 3.0 4.0
Equity 127.9 1383 160.0 223.8 284.3
Net Cash/(Debt) -12.7 -15.2 -31.7 32.0 1274
PROFIT AND LOSS STATEMENT - A$M
(December Year end) 2018A 2019E 2020E 2021E 2022E
Revenue 111.1  208.0 2469 3643 353.8 DIVISIONAL CASHFLOW - A$m 2018A 2019E 2020E 2021E 2022E
COGS (90.0) (156.9) (161.6) (204.8) (203.3)
Operating profit 21.1 51.1 85.4 159.5 150.4 Bauxite Hills (2.0) 7.0 (4.0 74.2 78.3
Admin (5.0) (5.0) (5.0) (5.0) (5.0)
Depreciation (4.4) (3.3) 8.3) (9.9) (10.0)
Royalties (12.1) (23.2) (28.5) (43.6) (42.2) Total (2.0) 70 (40) 742 783
PBIT (0.3) 195 435 1011 933
Interest (4.5) (4.5) (7.4) (5.5) 3.3)
Tax - (26) (14.4) (31.8) (29.5)
Net income 4.8) 12.4 21.7 63.8 60.5
EBITDA 8.9 22.9 51.8 1109 103.3
VALUATION A$m BAUXITE PRODUCTION (kt) 2018A 2019E 2020E 2021E 2022E
Bauxite Hills 616 Bauxite Hills 2,047 3,400 4,000 6,000 6,000
Cash 11
Debt (44)
SG&A (21) Total 2,047 3,400 4,000 6,000 6,000
TOTAL NAV 562
Operating margin (%) 10% 14% 23% 32% 31%
NPV per Share 0.41 Total site costs (A$/t) 25.7 27.9 235 19.9 19.8
Total operating costs (A$/t) 47.3 52.6 47.9 41.1 41.1
Prepared by Tamesis Partners LLP 4

See final two pages for important disclosures



TAMESIS

PARTNERS LLP

Copyright and Risk Warnings

Metro Mining Limited (“Metro” or the “Company”) is a corporate client of Tamesis Partners LLP.

Metro is a corporate client of Tamesis Partners LLP (“Tamesis”). Tamesis will receive compensation for providing corporate broking and other services
to the Company including the publication and dissemination of marketing materials from time to time. Tamesis may receive additional compensation
for providing investment banking services to the Company and has received compensation for such services in the last 12 months.

MiFID II Disclosures

This document, being paid for by a corporate issuer, is a Minor Non-monetary Benefit as set out in Article 12 (3) of the Commission Delegated Act
(C2016) 2031. It is produced solely in support of our corporate broking and corporate finance business.

Tamesis Partners does not offer a secondary execution service (in the UK).

This note is a marketing communication and NOT independent research. As such, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and this note is NOT subject to the prohibition on
dealing ahead of the dissemination of investment research.

Not an offer to buy or sell

Under no circumstances is this note to be construed to be an offer to buy or sell or deal in any security and/or derivative instruments. It is not an
initiation or an inducement to engage in investment activity under section 21 of the Financial Services and Markets Act 2000.

Note prepared in good faith and in reliance on publicly available information

Comments made in this note have been arrived at in good faith and are based, at least in part, on current public information that Tamesis considers
reliable, but which it does not represent to be accurate or complete, and it should not be relied on as such. The information, opinions, forecasts and
estimates contained in this document are current as of the date of this document and are subject to change without prior notification. No
representation or warranty either actual or implied is made as to the accuracy, precision, completeness or correctness of the statements, opinions
and judgements contained in this document.

Tamesis’ and related interests

The persons who produced this note may be partners, employees and/or associates of Tamesis. Tamesis and/or its employees and/or partners and
associates may or may not hold shares, warrants, options, other derivative instruments or other financial interests in Metro and reserve the right to
acquire, hold or dispose of such positions in the future and without prior notification to Metro, or any other person.

Information purposes only

This document is intended to be for background information purposes only and should be treated as such. This note is furnished on the basis and
understanding that Tamesis is under no responsibility or liability whatsoever in respect thereof, to Metro, or any other person.

Investment Risk Warning

The value of any potential investment made in relation to companies mentioned in this document may rise or fall and sums realised may be less than
those originally invested. Any reference to past performance should not be construed as being a guide to future performance.

Investment in small companies, and especially mineral exploration companies, carries a high degree of risk and investment in the companies or
minerals mentioned in this document may be affected by related currency variations. Changes in the pricing of related currencies and or commodities
mentioned in this document may have an adverse effect on the value, price or income of the investment.

Distribution

This note is not for public distribution, nor for distribution to, or to be used by, or to be relied upon by any person other than the Company. Without
limiting the foregoing, this note may not be distributed to any persons (or groups of persons), to whom such distribution would contravene the UK
Financial Services and Markets Act 2000 or would constitute a contravention of the corresponding statute or statutory instrument in any other
jurisdiction.

Disclaimer

This note has been forwarded to you solely for information purposes only and should not be considered as an offer or solicitation of an offer to sell,
buy or subscribe to any securities or any derivative instrument or any other rights pertaining thereto (“financial instruments”). This note is intended
for use by professional and business investors only. This note may not be reproduced without the prior written consent of Tamesis.

The information and opinions expressed in this note have been compiled from sources believed to be reliable but, neither Tamesis, nor any of its
partners, officers, or employees accept liability from any loss arising from the use hereof or makes any representations as to its accuracy and
completeness. Any opinions, forecasts or estimates herein constitute a judgement as at the date of this note. There can be no assurance that future
results or events will be consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an indication or guarantee
of future performance, and no representation or warranty, express or implied is made regarding future performance. This information is subject to
change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information concerning
the company and its subsidiaries. Tamesis is not agreeing to nor is it required to update the opinions, forecasts or estimates contained herein.

The value of any securities or financial instruments mentioned in this note can fall as well as rise. Foreign currency denominated securities and
financial instruments are subject to fluctuations in exchange rates that may have a positive or adverse effect on the value, price or income of such
securities or financial instruments. Certain transactions, including those involving futures, options and other derivative instruments, can give rise to
substantial risk and are not suitable for all investors. This note does not have regard to the specific instrument objectives, financial situation and the
particular needs of any specific person who may receive this note.

Tamesis (or its partners, officers or employees) may, to the extent permitted by law, own or have a position in the securities or financial instruments
(including derivative instruments or any other rights pertaining thereto) of any company or related company referred to herein, and may add to or
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dispose of any such position or may make a market or act as principle in any transaction in such securities or financial instruments. Partners of
Tamesis may also be directors of any of the companies mentioned in this note. Tamesis may, from time to time, provide or solicit investment banking
or other financial services to, for or from any company referred to herein. Tamesis (or its partners, officers or employees) may, to the extent permitted
by law, act upon or use the information or opinions presented herein, or research or analysis on which they are based prior to the material being
published.

Further Disclosures for the United Kingdom

This note has been issued by Tamesis Partners LLP, who is regulated by the Financial Conduct Authority. This note is not for distribution to private
customers.

This note is not intended for use by, or distribution to, US corporations that do not meet the definition of a major US institutional investor in the
United States or for use by any citizen or resident of the United States.

This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed
to another party, without the prior written consent of Tamesis. Securities referred to in this note may not be eligible for sale in those jurisdictions
where Tamesis is not authorised or permitted by local law to do so. In particular, Tamesis does not permit the distribution or redistribution of this
note to non-professional investors or other persons to whom disclosure would contravene local securities laws. Tamesis expressly disclaims and will
not be held responsible in any way, for third parties who affect such redistribution. © 2019
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