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$1.46/ share cash offer - Not nearly enough 

ERAMET has announced an all cash, unsolicited takeover offer of $A1.46 per MDL share 
valuing the equity of MDL at A$291m. ERAMET is MDL’s 50:50 JV partner in TiZir in 
which is housed the Grande Côte mine in Senegal, and the Tyssedal smelter in Norway. 
By way of background TiZir has spent US$720m building one of only three integrated 
mineral sands businesses in the world. It’s mine in Senegal and smelting complex in 

Norway produce c.6% and 16% of the world’s zircon and marketable titanium slag (used 
in the environmentally friendly chloride process for manufacturing titanium pigment) 
respectively. The bid comes at a time when operations are really starting to take off, as 
are the prices of titanium based products and, in particularly, zircon. We would strongly 
urge shareholders to resist an offer at this level due to the following reasons:  

Rarity value on two fronts – integrated chloride route titanium 
feedstock and premier quality zircon 

Right now there are only three companies in the world which have the technology and 
knowhow to produce titanium slag for the chloride process. Industry watchers will know 
that smelting metal of any type is complex by nature, smelting ilmenite to produce 
titanium slag is on a different level altogether as we have seen in the delays, fires and 
explosions at Jazan, Namakwa Sands etc. Meanwhile Grande Côte in Senegal produces 
c.70,000tpa of zircon including c60,000t of high quality zircon which we understand 
commands a premium over competing products. Both these factors imply a through-
the-cycle operating margin premium to the market which has not yet been tested.  

Operations really coming into full production 

Mining at Grande Côte is starting to settle down nicely as management optimise the 
extraction of the huge (1.9bnt, 33yr life) ore body via the biggest dredge operation in 
the world. There is further to go though we suspect with various optimisation and cost 
cutting programmes underway (see our initiation report). Meanwhile following the 
gearbox issues at the Tyssedal operation again management are looking at ways of 
improving/exceeding the capacity of producing 230,000t of titanium slag. We would 
envisage a further 10% productive capacity improvement at both mine and plant.  

Clear upside to commodity prices with force majeures at RBM 

Meanwhile we are in the midst of a full-blown commodity price boom in zircon and 
titanium feedstock minerals. This is down to a benign macroeconomic backdrop globally 
and more importantly a supply squeeze triggered by the problems at Richards Bay 
Minerals who control c.25% of the world’s supply of zircon and 15% of titanium 
feedstock). Spot pricing resides around $1,500/t for benchmark zircon and $750-800/t 
titanium feedstock. At the last peak prices reached $2,400/t and $1,400/t respectively 

Valuation lifted to A$1.82/sh  

As such we are lifting our base case NPV to A$1.82/share assuming spot commodity 
pricing into perpetuity which we think is justified given near term upside (and a longer 
term supply side response). We are surprised at the paltry 26% premium to the share 
price on offer given its unsolicited nature. We think this opportunistic offer is likely to 
be highly accretive to ERAMET trading on consensus c.17.5x FCF 2019 (vs MDL on 5.3x 
attributable free cash flow of US$42m in 2018). We believe simple synergies of closing 
the MDL head office would save US$3.5m p.a. or an NPV of A$24c/sh, representing 
approx. 83% of the current premium offered. Premiums elsewhere in the industry have 
tended to be higher and it is highly unlikely that the first offer under these circumstances 
is their last.  

Analyst: David Butler 

 

Summary 

 

Last price: 1.47 

Target price (A$) 1.82 

Projected return (%) 24% 

  

Asset Summary  

Project names Grande Côte & TTI  

Commodity Mineral Sands  

Tamesis NPV US$269m 

  

Share Data  

Shares o/s (m) 197 

52 week high/low (A$) 1.47 / 0.50 

3-mth avg. daily vol (m) 0.62 

3-mth avg. daily vol (A$m) 0.78 

Market cap (US$m) 217 

Net cash (debt) (US$m) 11 

Enterprise value (US$m) 206 

  

Financial Data* 2017 2018 2019 

Revenue (US$m) 140 184 212 

EBITDA (US$m) 40 63 79 

Net income (US$m) (9) 17 29 

EPS (A$c) (6.3) 11.3 19.6 

P/E - 13.0x 7.5x 

EV/EBITDA 9.7x 6.1x 4.9x 

*MDL Attributable share of TiZir 

    

Share Price Performance 
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Detail of the Offer - Unsolicited but not unexpected  

There was no forewarning of this offer although with management of the JV split 50:50 down the middle, it felt inevitable one side 

would put an offer on the table. Given MDL’s closer involvement in the business – TiZir is their only asset and their COO is currently 

managing director at the Grand Côte mine in Senegal – some had speculated it could be MDL who may seek to secure control of the 

joint venture.  

Notwithstanding, the all cash offer is at A$1.46/share. This is a 33% premium to the one-month VWAP price of A$1.10/share. Note 

that during this time MDL had a relatively minor issue with the roaster at Tyssedal (as announced 26/2/2018) forcing its closure for 

six weeks which we imagine would have an impact on investor sentiment and share price. The issue, basically the replacement of 

both gear boxes, has been corrected, lessons learnt, and we would imagine there will be compensation from the insurance company. 

The offer is an all cash transaction that values the equity at A$291m (EV of A$498m).  

As part of the offer ERAMET has acquired a relevant interest in 13.3% of MDL shares. This includes the acquisition of 8% via outright 

purchases at the same price as the offer price and the execution of a pre-bid acceptance agreement in relation to an additional 5.3% 

from a single shareholder (Ellerston Capital). There is, unsurprisingly, limited conditionality with no funding or due diligence 

conditions.  

Low Takeover Premium 

From just a technical perspective it feels like ERAMET should offer more (it would certainly be rare that the first bid in a unsolicited 

takeover situation is the last in our view). In its launch announcement ERAMET has highlighted that its cash offer represents a 26% 

premium to the last close of A$1.16/ share and a premium to longer dated VWAPs as follows: 

• 33% to the one month VWAP of A$1.10/ share 
• 30% to the three month VWAP of $1.13/ share 
• 37% to the six month VWAP of $1.07/ share 

 
As discussed above the gearbox problem at Tyssedal was only reported fixed on 12 April since when the share price has risen 16%. 

We would therefore consider the last close price as more relevant.  

The 26% control premium offered looks to be at the low end for an unsolicited takeover offer. Quite apart from the fundamental and 

strategic value we see in the company’s asset base, we expect many shareholders are likely to push for a higher control premium 

before accepting an offer.  

Offer subject to limited conditionality – shareholders in a strong position  

The ERAMET bidders statement contains the full details of the offer including conditions to be satisfied, which are limited. The offer 

is structured as an off-market takeover offer under ASIC and ASX rules so will not close unless all conditions are satisfied or waived. 

The acceptance condition has been set at 50.01% meaning that ERAMET requires at least a further 36.71% acceptances versus its 

current 13.3% interest. More likely though, ERAMET is likely to want to achieve at least the 75% it would need to be able to de-list 

the company from the ASX, and 90% at which point it can squeeze out minority shareholders at the offer price. With its launch 

position and MDL being its JV partner in TiZir, ERAMET appears to be half pregnant with the offer with shareholders having strong 

leverage to push for a higher offer. In our view there is a good chance they will get it before this situation finally plays out.  

Other conditions appear to be standard including typical prescribed occurrences and there being no regulatory actions. With the 

Grande Côte operations held by the joint venture, we do not anticipate change of control issues in Senegal. Other than Australian 

Foreign Investment Review Board approval, which ERAMET has already obtained, we do not expect other significant regulatory 

approvals to be required. If ERAMET can achieve its acceptance condition with the current or a raised offer, there should be little 

risk otherwise of the offer concluding.  

There is a powerful balance sheet behind the offer too 

ERAMET (PAR: ERA, market cap EUR4.0 billion) is one of the world’s leading producers of manganese and nickel, and parts and 

semi-finished products in alloys and high performance steels. The company employs around 12,600 people in 20 counties. ERAMET 

has benefited strongly from rising manganese and nickel prices which it reported in its latest quarterly update to be up 28% and 

29% respectively YoY. In its full year results for 2017 the company reported positive free cash flow of EUR 476 million. As a result 

net debt reduced to EUR 376 million from EUR 878 million a year earlier, resulting in a net debt to equity ratio of 19%. Total liquidity 

at 31 December 2017 stood at EUR 2.8 billion comprising EUR 1.8 billion of internal available cash and approx. EUR 1.0 billion of 

undrawn lines under an established revolving credit facility. ERAMET certainly has capacity to increase its offer. On announcing its 

full year 2017 results Christel Bories, Chair and CEO of ERAMET set out her vision for strategic transformation including “growth in 

businesses where we have a real competitive advantage”. The question was whether that included titanium feedstock and zircon 

through the TiZir JV, which the MDL takeover announcement has resoundingly answered.  
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Why shareholders should expect more from both a value perspective and commodity momentum 

There are unlikely to be material synergies here (often the case for mining M&A). MDL run a lean head office which we estimate to 

cost US$3.5m. However, this is equivalent to A$0.24/sh (at 10% discount rate) or 83% of the premium offered.  

But, this opportunistic offer clearly comes too early in the valuation cycle in our view. TiZir is only just fully up and running at both 

mine and smelter. From here we would expect management to start optimising production. This was confirmed on our site visit to 

Senegal where MDL were discussing the many ways in which they could cut costs and improve productivity. At Tyssedal we would 

also expect further tweaking of the recently converted smelting operation. 

 

Fig.1 Zircon reference price chart ($/t) 

 

 
Source: Iluka press releases, Tamesis 

 

Aside from this we believe it is highly unlikely that the steady rise in pricing of zircon and chloride route titanium feedstocks stops 

here. Apart from the macroeconomic backdrop and current supply disruptions, we understand that Chinese policy of shutting down 

inefficient and pollutive smokestack industries is affecting the production of titanium pigment via the sulphate route. In the zircon 

markets, the last time prices spiked we saw thrifting in the ceramic industry which will be more difficult this time. Plus new applications 

are hoving into few such as the use of zircon in the casing of spent nuclear fuel rods.  

All this points to higher pricing and sustainable for some time too given the lack of new projects coming on stream. As such we 

believe it is justifiable to move to adopt current spot pricing as our benchmark assumptions going forward. This delivers an NPV10% 

of A$1.82/share or A$359m – see table below. 

Figure 2 – MDL Valuation 

MDL SotP Valuation 
O/ship % NPV US$m NAV x US$m A$/sh 

TiZir stake 50% 407  1.0x 203  1.38  

Cash 100% 11  1.0x 11  0.08  

Debt 100% - 1.0x - - 

Loans to TiZir 100% 89  1.0x 89  0.60  

SG&A 100% (35) 1.0x (35) (0.24) 

Total   472    269  1.82  
 

 
Source: Tamesis,Company Filings 
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We also show below a matrix of different pricing for titanium slag and zircon and the resultant NPV and annualised cashflow. Note 

that aside from the commodity prices we are using an 8% discount rate for the Norwegian operations and 12% for Senegalese which 

we feel is conservative.  

Figure 3 – MDL NAV at different commodity price assumptions – A$/share 

  Zircon (US$/t) 

  1,300 1,400 1,500 1,600 1,700 1,800 2,400 

T
iO

2
 S

la
g

 (
U

S
$

/
t)

 

750 1.39 1.52 1.65 1.78 1.91 2.04 2.82 

800 1.67 1.80 1.93 2.06 2.19 2.32 3.10 

850 1.96 2.09 2.22 2.35 2.48 2.61 3.39 

900 2.25 2.38 2.51 2.64 2.77 2.90 3.68 

950 2.54 2.67 2.80 2.93 3.06 3.19 3.97 

1,000 2.83 2.96 3.09 3.22 3.35 3.48 4.26 

1,400 5.18 5.31 5.44 5.57 5.70 5.83 6.61 
 

 
Source: Tamesis 

 

 

Figure 4 – 2018 EBITDA (US$m) – TiZir 

  
Zircon (US$/t) 

  
1,300 1,400 1,500 1,600 1,700 1,800 2,400 
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/
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750 112.8 116.9 121.1 125.2 129.3 133.4 158.1 

800 120.8 124.9 129.0 133.1 137.2 141.4 166.1 

850 128.7 132.8 136.9 141.0 145.2 149.3 174.0 

900 136.6 140.7 144.9 149.0 153.1 157.2 181.9 

950 144.6 148.7 152.8 156.9 161.0 165.2 189.9 

1,000 152.5 156.6 160.7 164.9 169.0 173.1 197.8 

1,400 216.0 220.1 224.3 228.4 232.5 236.6 261.3 
 

Source: Tamesis 

 



 
 

 

 

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

5 
 

Figure 3 – 2018 Free Cash Flow (US$m) – TiZir 

  
Zircon (US$/t) 

  
1,300 1,400 1,500 1,600 1,700 1,800 2,400 

T
iO

2
 S

la
g

 (
U

S
$

/
t)

 

750 75.3 78.5 81.6 84.7 87.8 90.9 109.7 

800 79.2 82.3 85.5 88.6 91.7 94.8 113.6 

850 83.1 86.2 89.4 92.5 95.6 98.7 117.4 

900 87.0 90.1 93.2 96.4 99.5 102.6 121.3 

950 90.9 94.0 97.1 100.3 103.4 106.5 125.2 

1,000 94.8 97.9 101.0 104.2 107.3 110.4 129.1 

1,400 125.9 129.0 132.2 135.3 138.4 141.5 160.3 
 

Source: Tamesis 

 

Exit multiples are low and almost certainly accretive for ERAMET 

At the A$1.46/share offer level, MDL trades on an EV/EBITDA level of 6.1x and a free cashflow multiple of 5.3x for 2018 using our 

price deck of spot pricing. We believe this recognises no value at all for control. We note the one steady state comparative to MDL; 

industry leader Iluka is trading on 33.7x free cashflow according to Bloomberg consensus. Meanwhile ERAMET, whose shares barely 

reacted to the news in the European markets, is trading on 15.5x free cashflow according to Bloomberg consensus.  

Conclusion 

Overall we recommend shareholders do not accept this offer and push for higher valuation. Our base case NPV is lifted to 

A$1.82/share assuming spot commodity pricing into perpetuity which we think is justified given near term upside (and a longer term 

supply side response). Shareholders may expect a control premium and a share of the cost saving synergies on top of this.  
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Copyright and Risk Warnings 

Mineral Deposits Limited (“MDL” or the “Company”) is a corporate client of Tamesis Partners LLP. 

MDL is a corporate client of Tamesis Partners LLP (“Tamesis”). Tamesis has received receives compensation for providing fundraising and other 
services to the Company including the publication and dissemination of marketing material 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. 
 
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 MDL and reserve the right to 
acquire, hold or dispose of such positions in the future and without prior notification to MDL, 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 MDL, 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 
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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 
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, is an Appointed Representative of Arlington Group Asset Management Limited a firm authorised 

and 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. © 2018 

 

 

 


