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Graphite developer in Tanzania

Brief description  

EV1 is developing the coarse flake graphite project in Tanzania (84% EV1, Govt free carried
on 16%);

The project is very advanced with a DFS released in March 2023 (capex US$120m + WC);

The business plan is to 

Initially produce ~57ktpa graphite concentrate;

In year 2 incorporate a micronized capability (growing to ~8ktpa);

In year 3, move to toll treat concentrate to take advantage of expandable graphite
margins (1.5ktpa growing to 12ktpa);

At some stage move into CSPG (coated spherical graphite), likely in the USA;

Why we like it

1. Large proportion of coarse flake graphite (for industrial use) means the mine is
profitable without downstream operation (coarse flake graphite prices are higher than
fines);

2. The fines (for battery anodes) are uncommitted and have a very low implied opex.  This
positions the company very well to pursue a low cost battery anode downstream business;

3. Management are very experienced in graphite;

Valuation

Our valuation is $1.10.  We assume ~A$70m of new equity for Chilalo and then nominal
value for a proportion of a small CSPG facility in USA.  Our valuation also includes 60cps of
growth beyond what's envisaged in the DFS & small downstream business.  This seems
very likely given the industry tailwinds.  Removing the growth potential from our valuation,
we arrive a 51cps; 

We estimate that EV1 enterprise value at 25cps would be ~A$250m fully financed to
production at Chilalo.  We assume ~A$65m EBITDA in FY27 which puts the stock on
around 4x currently.  Our price target implies the stock can trade to 8.5x FY27 EV/EBITDA,
which we view as reasonable given at that time, we expect EV1 to be articulating further
earnings growth via expansions or new business;

Key Risks

Key risks are financing, approvals, graphite pricing and meeting offtakes;

Recommendation

We initiate coverage on EV1 with a Speculative Buy recommendation;

Key Catalysts

Drill results - imminent

Renegotiated offtake deadline for first production - CY23

Study on CSPG - tbc

Share Price 0.25  A$/sh
Price Target 0.76  A$/sh
Valuation 1.10  A$/sh
    
    
Shares on issue 252  m, dil
Market Capitalisation 63  A$m
Enterprise Value 53  A$m
Debt (31 Dec 22a) 0  A$m
Cash (31 Dec 22a) 10  A$m
    
    
Production F'cast FY24 FY25 FY26
Mining rate 0 0 375
ktpa concentrate. 0.0 0.0 35.3
ktpa anode. 0.0 0.0 0.0
    
    
Assumptions FY24 FY25 FY26
Concentrate 1615 1615 1615
Micronised 2922 2922 2922
Small Flake -100 1000 1000 1000
BAM/USPG 3500 3500 4000
Expandable 6000 6000 6000
Medium Anode 6000 6000 7500
Premium Anode 11000 11000 12000
AUDUSD 0.71 0.73 0.74
    
Key Financials FY24 FY25 FY26
Revenue (A$m) 0 0 91
EBITDA (A$m) -8 -10 40
NPAT (A$m) -7 -17 7

Performance

Source: Euroz Hartleys
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Figure 1:  Model Summary

Source:  EV1
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Chilalo Mine Project

EV1 is developing the Chilalo graphite mine in Tanzania;

The company recently released a DFS.  The mine plan is to begin selling a concentrate (sells
for ~US$1.6k/t) and then move production to a micronized product (sells for ~US$3k/t) and
toll treating expandable graphite (sells for US$6k/t).  

The capex to achieve the increase in selling prices described above is minimal - US$3m for
the micronisation and none (due to toll treating) for the expandable graphite.  However, the
ramp-up to meaningful production from both products is slow.

 

Figure 2:  Reserves and Resources

Source:  EV1

Figure 3:  Flake Size

Source:  EV1
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Figure 4:  Chilalo DFS (March 2023)

Source:  EV1

Figure 5:  Outcrop from Euroz Hartleys Site Visit Figure 6:  Euroz Hartleys Site Visit

Source:  Euroz Harleys Source:  Euroz Harleys
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Battery Anode Downstream Potential

The battery anode downstream strategy is not yet fully articulated by EV1, but we see an
obvious pathway given the potential for improved economics.  The fines are not under
offtake, and hence could be used as feedstock for an integrated operation.  The obvious
pathway would be for a USA downstream anode facility, similar to SYR.asx.   We incorporate
a highly speculative NPV14 downstream operation assuming ~6ktpa of anode.  This would
be a very small facility, but matches the fines production from our Chilalo model.

Industry exposure

EV1 is developing a coarse flake graphite mine.  Most of the graphite is heading into the
industrial market (expandable graphite).  Some of the graphite will be able to head into the
battery market, but it is a smaller proportion of production than many other mines.  

Most proposed graphite mines are barely economic, because the price of fines is too low to
justify an economic return that justifies the inherent risks in mining.  We expect fines prices
need to rise significantly to incentivise the supply required to meet industry demand.  We
note that battery use of graphite is due to dominate the market, which in other
commodities (lithium, cobalt) was a big catalyst for prices to increase.   

Figure 7:  Potential catalyst for graphite prices to run - when batteries dominate
demand

Source:  EV1
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Figure 8:  Graphite Outlook

Source:  EV1

 

Geographic exposure

The EV1 mine project is in Tanzania. 

The customers are currently Chinese.  

We believe that a downstream anode production facility  is likely in USA

Figure 9: Tanzania

Source:  EV1
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Peers and Competitors

This is a list of graphite peers on the ASX. 

Figure 10:  Graphite ASX Stocks

Source:   IRESS, *Market cap is quoted ordinary shares from IRESS.  It does not dilute for
options, escrow shares, performance shares, convertible notes, recent placements etc.
 These can be meaningful adjustments that should be taken into account.

 Key suppliers & Customers

EV1 has a binding offtake agreement with Yichang Xincheng Graphite Co Ltd (YXGC), for the
sale of 30,000 tpa of coarse flake graphite for a minimum of three years.  The market price
of flake graphite concentrate under the Offtake Agreement is to be determined by the
parties at least 30 days prior to the beginning of each quarter.  The offtake is conditional,
including first production by 31 March 2024; 

Figure 11:  Offtake strategy

Source:  EV1
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Management, Directors and Major Shareholders

Henk Ludik, interim Chairman

Henk Ludik is a mining engineer with a career spanning over 20 years in mining with
expertise in engineering, feasibility, mine optimisation, ESG and corporate finance. Mr Ludik
has worked on a number of landmark transactions in the resource sector since 2006. Mr
Ludik holds a BEng in Mining Engineering, MSc in Oil and Gas Engineering and an MBA.

Phil Hoskins, Managing Director

Mr Hoskins commenced his career at a large international accounting firm and has since
gained corporate experience with both Australian and international listed companies. He is
a senior executive with broad finance and commercial experience across resources
exploration, project development and production as well as large-scale property
developments requiring debt and equity financing. Phil has a Bachelor of Commerce, a
Graduate Diploma of Applied Finance and is a Chartered Accountant.

Michael Bourguignon, Executive Director

Mr Bourguignon is a project management professional with extensive experience providing
strategic direction and leadership in the successful delivery of projects, within the mining
industry both in Australia and internationally. Michael was the Project Manager for the
construction of Syrah Resources’ Balama graphite project in Mozambique, for Glencore’s
3.6Mtpa copper concentrate facility at the Mopani Copper Mine in Zambia, and General
Manager of the Tiger Resources development team delivering a world-class SX/EW Plant at
Kipoi, in the DRC. Euroz Hartleys Limited. All information and advice is confidential and for
the private information of the person to whom it is provided and is provided without any
responsibility or liability on any account whatsoever on the part of Euroz Hartleys Limited or
any member or employee thereof. Refer to full disclaimer at the end of this document.

Amanda van Dyke,  Non-executive director, ARCH nominee

Ms van Dyke is currently the Managing Director of ARCH Sustainable Resources Fund LP.
Amanda has over 20 years of experience in commodity markets, first in mining-focused
roles at Dundee Securities, Ocean Equities (now Pareto Securities) and GMP Securities, and
later as the manager of an UCITS Gold and Precious Metals Fund at South River Asset
Management, as well as other multi-asset and fixed income funds. Amanda has raised over
US$500 million in debt and equity related finance for junior mining in her investment
banking career in the United Kingdom and Canada and has covered projects worldwide.
Amanda has been appointed to the Board as ARCH’s nominee.

 

 

 



PAGE 9EVOLUTION ENERGY MINERALS LTD | INITIATION OF COVERAGE | PUBLISHED ON 14 APRIL 2023

Euroz Hartleys Limited. All information and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or
liability on any account whatsoever on the part of Euroz Hartleys Limited or any member or employee thereof. Refer to full disclaimer at the end of this document.

Major Shareholders

There are two major shareholders.  Arch Sustainable Capital (25%) and MVL.asx (25%);.

Financials

Production and Profit and Loss

We assume first production in FY26.  Our earnings estimates are significantly lower than the
DFS to err on the side of conservatism.

Balance Sheet

We assume significant gearing is available. 

Debt

We assume ~A$160m of debt to finance the mine.

Hedging

We assume there is no hedging or fixed prices.

Cash flow

On our estimates EV1 will generate ~$50-60m pa of operating cash flow.

Capex requirements

We assume EV1 funds 100% of the capex, but receives only 84% of the earnings (Govt is
free carried).  

Free cash flow

We assume first free cash flow in FY27, although it is likely that the company will use that
free cash flow for further growth.

Dividends

We don't assume any dividends for the foreseeable future.

Equity Issuance

We assume A$60m of new equity for the concentrator.  Further equity may be needed for
the downstream business.

FX exposure

EV1 revenue will be in USD.  We model costs in USD.

Interest Rate exposure

We expect that EV1 will be able to obtain low cost debt.

Commodity price exposure

EV1 is exposed to graphite prices, both for industrial uses and battery anodes;
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Valuation

Our valuation is based on NPV12 with first production in FY26.  We dilute for another
~200m shares.   We assume speculative value for a proportion of a small downstream
operation based on NPV14 but assume it can be internally funded.  This gives a EV1
valuation around $0.51/s.

However, if our base case is achieved, then we see potential for future expansions ⁄
acquisitions given the very high industry growth rates.  Consequently, we add another
60cps for expansion ⁄ growth potential, for a valuation of $1.10.  Our price target is 76cps,
given the risks around achieving the assumptions embedded in our valuation.

Risks

The key risks for EV1 (like most mine companies in development) is obtaining the necessary
funding to complete the project.  Other risks are earnings disappointments given the
industry is volatile and earnings can disappoint due to cost overruns, project delays, cost
inflation, environmental regulations, plant and mine design mistakes or lower production.
Although some earnings disappointments can be short term and are only a timing issue,
other disappointments can be materially value destructive and can sometimes overhang
stocks for a long period of time (for example metallurgy problems). Such disappointments
can be very difficult to predict and share price reactions can be severe and immediate upon
disclosure by the company.  High financial leverage (if it exists at that time) would add to
the problem.

Price Target

Our price target is a weighted average of various scenarios

Figure 12:  Price Target

Source:  Euroz Hartleys 

 

.
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Company disclosures

The companies and securities mentioned in this report, include:

Evolution Energy Minerals Ltd (EV1) | Price 0.25 | Target price 0.76 | Recommendation Speculative Buy;

Price, target price and rating as at 14 April 2023 (* not covered)

Additional disclosures

Euroz Hartleys declares that it has acted as underwriter to, and/or arranged an equity issue in, and/or been engaged in a capital raising during the last year. Euroz Hartleys has received
a fee for these services from: Evolution Energy Minerals Ltd (EV1)

This report was prepared solely by Euroz Hartleys Limited. ASX Limited ABN 98 009 642 691 and its related bodies corporate (“ASX”) did not prepare any part of the report and has not
contributed in any way to its content. The role of ASX in relation to the preparation of the research reports is limited to funding their preparation, by Euroz Hartleys Limited in
accordance with the ASX Equity Research Scheme. ASX does not provide financial product advice. The views expressed in this research report may not necessarily reflect the views of
ASX. To the maximum extent permitted by law, no representation, warranty or undertaking, express or implied, is made and no responsibility or liability is accepted by ASX as to the
adequacy, accuracy, completeness or reasonableness of the research reports for: Evolution Energy Minerals Ltd (EV1)

Other disclosures, disclaimers and certificates

Copyright & Distribution

The material contained in this communication (and all attachments) is prepared for the exclusive use of clients of Euroz Hartleys Limited (ACN 104 195 057) only.

Euroz Hartleys Limited is the holder of an Australian Financial Services Licence (AFSL 230052) and is a participant of the Australian Securities Exchange Group.

The information contained herein is confidential. If you are not the intended recipient no confidentiality is lost by your receipt of it. Please delete and destroy all copies, and
contact Euroz Hartleys Limited on (+618) 9488 1400. You should not use, copy, disclose or distribute this information without the express written authority of Euroz Hartleys
Limited.

Disclaimer & Disclosure

Euroz Hartleys Limited, and their associates declare that they deal in securities as part of their securities business and consequently may have an interest in the securities
recommended herein (if any). This may include providing equity capital market services to the issuing company, hold a position in the securities, trading as principal or agent and
as such may effect transactions not consistent with the recommendation (if any) in this report.

You should not act on any recommendation issued by Euroz Hartleys Limited without first consulting your investment adviser in order to ascertain whether the recommendation (if
any) is appropriate, having regard to your objectives, financial situation and needs. Nothing in this report shall be construed as a solicitation to buy or sell a security, or to engage
in or refrain from engaging in any transaction.

Euroz Hartleys Limited believes that the information and advice contained herein is correct at the time of compilation, however we make no representation or warranty that it is
accurate, complete, reliable or up to date, nor do we accept any obligation to correct or update the opinions in it. The opinions expressed are subject to change without notice. No
member of Euroz Hartleys Limited accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this material.

We cannot guarantee that the integrity of this communication has been maintained, is free from errors, virus interception or interference. The author of this publication, Euroz
Hartleys Limited, it’s directors and their associates from time to time may hold shares in the security/securities mentioned in this Research document and therefore may benefit
from any increase in the price of those securities. Euroz Hartleys Limited, and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of
transactions arising from any advice mentioned in publications to clients.
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