
Mineral Deposits Limited 

In the right place at the right time 

MDL AU 

27 June, 2017 

 

 
Last price: A$0.61/share 

Target price: A$1.00/share 

 

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

1 
 

Initiating Coverage. Price Target: A$1.00/share 

Mineral Deposits Limited (“MDL”) is a vertically integrated zircon and titanium feedstock 
producer with a mine in Senegal and an upgrading facility in Tyssedal (TTI) in Norway 
through a 50:50 JV (TiZir) with ERAMET. Following teething issues at both assets, the 
company is now in a position to deliver production growth and unit cost savings. This 
productivity turnaround is well-timed  to meet rising prices for all of the company’s products. 
We initiate with a near term price target of A$1.00/share, a level to which we believe the 
market will push the shares quite quickly when the above investment case becomes clear 
during this year. There is further upside to this target in the longer term under a classic 
progression from debt to equity value release. Key points: 

A rare combination of assets and timing 

The Grande Côte (GCO) mine in Senegal is a long life asset (26 year life of mine) with a high 
quality product suite (including premium zircon) in a relatively stable geography. Ownership, 
which includes key infrastructure, is straightforward. TTI has a long track record (30 years), 
valuable intellectual property (only 6 such facilities globally) and know how (operational 
expertise) with abundant cheap hydropower. There is no more capital to be sunk building 
GCO and TTI has just been through an upgrade so these are effectively two new assets on 
the cusp of hitting optimal performance. 

In a rising market  

Pricing for all MDL’s products is on the rise (Zircon +15%, pigment feedstock +30% in last 
6 months). Every 10% increase in product prices adds 20% to 2018 EBITDA. China 
consumes 50% of the world’s c.1.2Mtpa of zircon; used mainly in tiling/construction. MDL’s 
high quality zircon fetches a price premium and accounts for 20% of revenue. China is not 
as dominant in the c.6Mtpa pigment market consuming c.25% with Europe c.20% and US 
c.20% - as such it is a global GDP driven demand base. Moreover, we understand China is 
clamping down on sulphate pigment production which has clear benefits for MDL’s products. 

With a turnaround story 

There have been typical commissioning issues for MDL at the Grande Côte mine mainly with 
the dredge and in particular, the pump; and at TTI which suffered a fire post the furnace 
upgrade. These are both behind the company, with the dredge now through 80% utilisation 

rates and no major shutdowns for 15 months and the upgrading facility going well. It is 
worth noting TTI has 30 years of operating history behind it. We have the mine hitting peak 
production in 2018 and with 75% of costs fixed, we model a 21% fall in unit costs between 
2016 and 2018 alongside the 18% increase in heavy mineral production (zircon, ilmenite, 
rutile and leucoxene).  

At a compelling valuation 

We estimate the NPV for MDL is A$1.23/share on a SotP basis i.e. 50% of TiZir. The current 
US$275 million bond at TiZir restricts cashflow to MDL but even a straight DCF of MDL 
attributable cash flow delivers a NPV of A$1.25/share (the bond’s redemption date is 
September 2017 but we expect it to be refinanced on similar terms). Attributable Free 
cashflow growth is material, rising from an attributable negative 3% yield in 2017 to 38% 
yield in 2018. Likewise EBITDA growth of 137% and 123% YoY in 2017 and 2018 (based on 
improving market conditions). This delivers a see-through EV/EBITDA of 9.2x in 2017 and 
4.1x in 2018 based on look-through TiZir numbers which leaves it clearly undervalued in its 
own right and compares well with its, albeit limited, peer group.  

Analyst: David Butler 

 

Summary 

 

Last price: 0.61 

Target price (A$) 1.00 

Projected return (%) 64% 

  

Asset Summary  
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TTI  
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Tamesis NAV US$184m 
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Executive Summary 

Mineral Deposits Limited (“MDL”) is a vertically integrated mineral sands company producing zircon and titanium feedstocks via its 

50% stake in TiZir; a 50:50 JV with French multinational mining company ERAMET. The operations are integrated and comprise a 

large, long life operating mine, Grande Côte, in Senegal (West Africa) and an ilmenite upgrading facility (one of only 6 such facilities 

in the world) in Norway that produces a titanium slag suitable for chloride pigment manufacturing. The mine itself is now going 

through an optimisation phase that should see further improvements in productivity. This is happening in a tightening market with 

rising prices for all of MDL’s products.  

Key Points 

1. Large homogenous resource base. The Grande Côte mining concession is situated north of Dakar and comprises a 

106km stretch of coastline featuring a linear series of sand dunes ranging between 5m and 35m in height. The mineralised 

zones are essentially flat lying and average 15m in thickness. The Minerals Resource estimate comes to 1,900Mt containing 

27.1Mt of Heavy Minerals equivalent to a 1.4% grade. Within this there is a 21.7Mt reserve grading 1.5%. On current 

projections, this delivers a mine life of 26 years out to 2043.  

2. Production approaching steady state. Management have opted for one (very large) dredging operation rather than 

several operating in separate ponds. Following various discrete commissioning challenges which have been resolved, partly 

with the help of ERAMET’s technical laboratory, utilisation rates are moving through 80% towards 90% in an ongoing 

process to reach full and steady state production.  

3. As a result, costs coming down. c.75% of costs are fixed with the main components comprising labour, 50% of which 

is contracted, maintenance and consumables. We believe the company will be able to hold total costs flat at US$85-90 

million at the mine which delivers a 21% decrease in unit costs by 2018.  

4. Integration a key competitive advantage adding to the overall high quality product offering. The company produces 

a “54” and “58” chloride ilmenite product which it sells direct from Senegal; likewise the premium zircon product. Most of 

the 54 ilmenite is sent straight to Norway for upgrading into Titanium slag (for pigment production via the chloride use) 

and high purity pig iron. This removes any issue with marketing the “54”, improves the overall margin of the business (TTI 

is one of the lowest cost smelters in the world) and generally reduces price risk. It is also a key competitive advantage for 

MDL – there are only 6 operating upgrading facilities in the world that produce a feedstock for the more environmentally 

friendly and lower power intensive chloride pigment process and only two that produce a slag for third party consumption 

(the other being Rio Tinto). Meanwhile the Chinese are curtailing sulphate capacity and looking to replicate the chloride 

process domestically. That said, the technology is valuable and difficult to replicate: Cristal has experienced numerous 

technical issues commissioning its ilmenite plant at Jazan. 30 years of IP in this arena is a very valuable differentiator.  

5. Valuation appears compelling. We derive an NPV of US$187 million or A$1.25/share looking at the cashflow up to MDL. 

We have then cross checked that against a Sum of the Parts valuation for the two assets which gives a value of US$184 

million or A$1.23/share – this would be our preferred valuation technique. At the TiZir level operating cash build in 2017 is 

US$8.8 million post a US$39 million working capital outflow followed by US$77 million in 2018 on a 100% basis or c.US$38 

million effectively attributable to MDL.  

6. Pivot point in cashflow approaching. Grande Côte cost US$650 million to build and came on stream in 2014 but has 

only started reaching full potential. Tyssedal went through an upgrade and expansion in 2015 but then suffered from a fire 

in 2016 – the plant has returned to original levels but is planning to move to expanded capacity post the Norwegian summer 

holidays. Also in Q1 this year at Grande Côte there was a crossover in the dredge path (i.e. it had to pass through an area 

of already mined ground) which is not expected to happen again. Cash was sunk or constrained by these events but now 

the company should start to see strong positive cashflow ex working capital. Overall we estimate the operating cashflow 

after capital expenditure at TiZir  to increase from a negative US$1.7 million and negative US$2.1 million in 2016 and 2017 

respectively to US$66.8 million and US$74.3 million in 2018 and 2019 respectively reflecting a 38% and 42% attributable 

yield to MDL. 
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Figure 1 – Relative Share Price Performance 

 
Source: Bloomberg 

 

7. Market conditions good and improving for now, moreover this is not all about China. Product pricing for most of 

the minerals in the assemblage is on the rise following the surge in construction in China. Firm housing markets and 

reasonably stable economic growth in Europe and US adds to the positive outlook. Issues remain over capacity and inventory 

levels in the industry although right now conditions appear to be tight. The premium quality zircon the company produces 

also fetches a premium price. The clear majority of the pigment feedstock the company produces goes down the chloride 

pigment path used by the US and Europe client base rather than the sulphate route to China. The company should therefore 

be a beneficiary of the current clamp down on the sulphate pigment capacity in China. It should also be remembered in the 

pigment market consumption is spread more equally globally with Europe (c.20% of demand), US (20%) and China (25%).  

8. Risks: one of the lowest grade mineral sands projects in the world with the single largest mineral sands dredge in the 

world, in Senegal; what could possibly go wrong? The company’s reserve and resource grades are 1.5% and 1.4% 

respectively. This is low by comparison to other projects and leaves GCO more leveraged to price swings. However, the 

uniformity of the ore allows the company to process 7,000t per hour which grossed up is equivalent to c.55Mtpa. This is 

done via a single pump which brings the risk of operations coming to a standstill in the event of an unexpected shutdown. 

Having said that, a pump is not complex technology and parts are easily replaced; moreover, it’s been running for nearly 

three years now and any commissioning issues have been resolved. Our recent site visit confirmed the company is 

conducting a best in class operation at Grande Côte.  

Senegal, one could almost say is newsworthy due to lack of news that has affected other parts of West Africa, such as 

attempted coups as well as Islamic extremism (95% of the population is Muslim). The country continues to operate as the 

region’s most stable democracy, with the next election due in 2019. The Muslim communities appear to be strong 

brotherhoods that are anti-extremism. The resources industry is fairly nascent with some production of gold and phosphates. 

That may change soon as the potential for offshore oil and gas appears to be growing fast with recent finds and investment. 
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History 

MDL was established in 1994 and subsequently purchased a mineral sands project in Eastern Australia from BHP in 1998. Whilst this 

project was in operation, management spread its wings looking increasingly at West Africa and Senegal in particular for new mining 

ventures. The company focussed on two projects – the Sabodala gold project and the Grande Côte mineral sands concession that  

was previously discovered by a subsidiary of DuPont. The company initially focussed on the Sabodala gold project progressing it from 

exploration, to construction and into production from 2004 before spinning it out as Teranga Gold Corporation on the Toronto Stock 

Exchange in 2010.  

Following the demerger of Sabodala, management focussed its attention on Grande Côte. Initially seen as a zircon project, Chinese 

appetite for commodities brought the project’s large ilmenite reserves into play but pricing risk associated with product specification 

meant that the ilmenite needed to be upgraded in order to be used in the chloride process. At that time ERAMET owned a Norwegian 

company called Tinfos primarily for its manganese and nickel business but with it came the Tyssedal ilmenite upgrading facility. After 

lengthy negotiations, the two companies agreed to set up TiZir as a “down-the-middle” 50:50 JV through which the companies raised 

a US$275 million bond to help pay for the development of Grande Côte.  

The original strategy underlying the establishment of TiZir was the integration of the two operations where Grande Côte ilmenite 

would be upgraded by Tyssedal to produce a titanium slag that could be used in the chloride pigment process. In 2015, Tyssedal 

undertook a furnace reline and capacity expansion project in order to realise that strategy along with increasing the capacity of the 

furnace by 15%. As such they are now one of only two companies, the other being Rio Tinto, that produce and sell a titanium slag 

suitable for use in the chloride process (Tronox produces a chloride process titanium slag but consumes all its product internally). In 

August 2016 a fire broke out in the furnace but following a successful repair operation the furnace was restarted in January 2017.  

Corporate Structure 

MDL is quoted on the Australian Stock Exchange under the ticker MDL. The company is incorporated in Australia. The corporate 

structure is fairly straightforward, with MDL owning a 50% interest in the TiZir incorporated joint venture. Its joint venture partner, 

ERAMET, is listed on the Euronext Paris exchange under the ticker ERA and has a market capitalisation of c.US$1.2 billion. TiZir 

Limited is incorporated in the United Kingdom and holds 90% of Grande Côte Operations in Senegal alongside the 10% owned by 

the Government of Senegal, and 100% of the TiZir Titanium & Iron Operations in Norway. 

Figure 2 – Simplified Corporate Structure 

 
 

Source: Public Disclosures 
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Valuation 

Overview – Initiating with a Target Price of A$1.00/share 

The value in MDL is held within its 50% share of TiZir, comprising its Senegalese mineral sands operations and the TiZir ilmenite 

upgrading facility in Norway. We are using a traditional Sum of the Parts (“SotP”) valuation where we have totalled the Net Present 

Values of the discounted cashflows for both of TiZir’s assets and also adjusted for corporate costs, debt and cash. We have also 

looked at a vanilla discounted cashflow coming into MDL’s balance sheet. And then we show the valuation metrics the shares are 

currently trading on a look-through basis to TiZir. Under all three techniques the shares look materially undervalued.  

Figure 3 – MDL Valuation Summary 

 SotP NPV MDL Cashflow 
2018 

EV/EBITDA 
2018 
P/E 

2018 
FCF Yield 

US$ million 184 187 4.1 5.3 38% 

A$ per share 1.23 1.25    
 

 
Source: Tamesis,Company Filings 

 

Sum of the Parts Valuation – A$1.23/share 

Our base-case DCF model of TiZir derives an NPV of US$542 million for the company’s 90% shareholding in GCO, and US$345 million 

for TTI. We have two different discount rates derived from a CAPM reflecting the different risk profiles of a 30yr, “constant margin”, 

technologically superior plant in Norway (8.4%) and a well-run mine in Senegal (11.8%). It delivers a weighted average discount 

rate of 10.6% which is slightly higher than the 9% coupon on the TiZir senior secured corporate bonds.  

The TiZir valuation is given in Figure 4 – TiZir Valuation. The present value of TiZir’s estimated US$3.5 million annual SG&A costs is 

equal to US$34 million, the company has US$10 million in cash and US$321 million in senior secured corporate bonds and working 

capital facilities across both projects.  

We consider shareholder loans to TiZir as equity, however to account for the uneven economic interest we are treating them 

separately for the purposes of the SotP valuation. The total shareholder loan principal and accumulated interest outstanding as of 

31 March 2017 is estimated to be US$202 million. This implies a total valuation of TiZir of US$244 million.  

Figure 4 – TiZir Valuation 

TiZir SotP Valuation O/ship % NPV US$m 

Tyssedal 100% 249 

Grande Côte 90% 542 

SG&A 100% (34) 

Cash 100% 10 

External debt 100% (321) 

Shareholder loans 100% (202) 

Total   244 
 

 
Source: Tamesis,Company Filings 

 

MDL’s 50% stake of the US$244 million TiZir valuation is worth an attributable US$122 million to MDL, or A$0.82/share.  

We then adjust for cash, US$10 million (A$0.10/share) as of 31 March 2017, and add back MDL’s attributable share of the shareholder 

loans due from TiZir to the joint venture partners, US$81 million (A$0.54/share). The present value of MDL’s corporate costs, also 

estimated at US$3.5 million per annum, is negative US$34 million (A$0.23/share). 
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Figure 5 – MDL Valuation 

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

TiZir stake 50% 244 1.0x 122 0.82 

Cash 100% 15 1.0x 15 0.10 

Debt 100% - 1.0x - - 

Loans to TiZir 100% 81 1.0x 81 0.54 

SG&A 100% (34) 1.0x (34) (0.23) 

Total   306   184 1.23 
 

 
Source: Tamesis,Company Filings 

 

This derives a SotP valuation for MDL of US$184 million or A$1.23/share – a premium of 101% to the current share price of 

A$0.61/share. 

Discounted Cashflow Valuation – A$1.25/share 

As a sense-check to our TiZir then MDL SotP valuation, we have also modelled the value of MDL’s expected share of cash upstreamed 

from TiZir. We have assumed that distributions will take place against the shareholder loan initially. We expect no initial corporate 

tax liability at the TiZir level as the majority of funds repatriation will be through loan repayments. Following this we are assuming 

UK corporate tax of 19% on dividends, and then no further tax liabilities for MDL at the Australian holding company level through 

dual tax treaties. 

We are assuming in this valuation that cash distribution will be limited by covenants on the senior secured bonds to 50% of TiZir 

NPAT, assuming the bond is financed under similar terms. Once the bonds are repaid (2022 – Tamesis estimate) then TiZir can return 

cash to the joint venture partners at an accelerated rate through the remainder of the outstanding shareholder loans and then 

through dividends. We are assuming that TiZir maintains a minimum cash balance of US$5 million for general corporate and working 

capital purposes. 

Figure 6 – Expected TiZir cashflow, attributable to MDL 

  

 
Source: Tamesis 

 

We calculate that MDL could receive c.US$300 million of cash from TiZir by 2030 and over US$850 million over the life of the mine 

to 2043. The present value of these cashflows at a 10% discount rate is US$187 million or A$1.25/share, a 105% premium to the 

current share price. 

Clearly there is opportunity to increase the ability to return cash to shareholders if the bonds are negotiated or subsequently 

renegotiated on more favourable terms than present. 
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Comparative Valuation 

There are two tricky elements when it comes to standard comparative valuation metrics. The first is that MDL only really has two 

main competitors in the producing mineral sands space, Base Resources (BSE:ASX) and Kenmare Resources (KMR:LSE) – however 

neither Base nor Kenmare beneficiate their product. The two other indirect competitors are Iluka Resources (ILU:ASX) and Tronox 

(TROX:NYSE). Iluka is potentially a closer comparable, but clearly much bigger and more advanced; whereas Tronox is a traditional 

titanium pigment business that became vertically integrated through the acquisition of Exxaro’s (EXX:JSE) mineral sands properties. 

The second issue is the accounting of MDL’s P&L which uses an equity based joint venture accounting method.  

As such, there is no EBITDA to speak of at MDL level. However, for the sake of comparison, we have used the owner adjusted TiZir 

forecasts. This gives an EBITDA for 2017 and 2018 of US$29 million and US$64 million respectively, meaning the shares are trading 

on 9.2x and 4.1x respectively and the PE multiple is 5.3x in 2018 which are attractive multiples in their own right and on a relative 

basis – see figures below. 

Figure 7 – Financial Comparables 

(all US$m) Market Cap EV 2016 Revenue 2016 EBITDA 
2016 Cash from 

Operations 

Mineral Deposits 91 76 80 12 (4) 

Base 163 304 132 55 72 

Kenmare 348 393 142 6 (6) 

Iluka 2,714 3,079 576 11 (96) 

Tronox 1,620 4,651 2,093 273 270 

 

 EV*/EBITDA P/E 

 2017E 2018E 2017E 2018E 

Mineral Deposits  9.2 4.1 - 5.3 

Base 3.4 2.8 7.3 2.6 

Kenmare 5.6 2.9 14.2 6.3 

Iluka 13.3 8.6 52.5 18.1 

Tronox 8.9 7.7 - 30.7 
 

 
Source: Tamesis, Company Filings 

 

To calculate an adjusted EV for MDL, we have taken the current market capitalisation of US$90 million, and adjusted for cash at MDL 

of US$15 million. To account for MDL’s net economic interest in the shareholder loans we have deducted the MDL receivable (US$81 

million) and added back 50% of the total TiZir shareholder loan balance (MDL attributable US$101 million). We have then added half 

of TiZir’s US$321 million senior secured bonds and outstanding working capital facilities and half of the US$10 million cash at TiZir. 

Figure 8 – MDL Enterprise Value calculation 

MDL Look-through Enterprise Value US$m 

MDL Market Cap 91  

MDL Cash (15) 

MDL Receivable from TiZir (81) 

MDL Share of TiZir Shareholder Loan 101 

MDL Share of TiZir Cash 5  

MDL Share of TiZir External Debt 161 

MDL look-through Enterprise Value 261  
 

 
Source: Tamesis,Company Filings 
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Operational Comparison 

To get an idea of the relative value of the ore and cost of production we have looked at very simple metrics as per below. Whilst it’s 

somewhat promotional to project for MDL and not for the others it provides an indication of where the cost base is going. This is  

quite a useful for comparison with Base for instance, which has been operating Kwale (higher grade but lower life of mine) for a year 

longer and which exceeded design production in 2015/16. It also shows that even under the depressed pricing conditions of 2016 

MDL would have made a c.30% gross margin if it had been up and running earlier.  

Figure 9 – Production Comparables 

 Base 
2016 

Iluka 
2016 

Kenmare 
2016 

MDL (GCO) 
2016 

MDL (GCO) 
2018E 

Revenue per tonne (US$t sold) 302 1,015 138 179 321 

Cash Cost per tonne (US$t sold) (146) (565) (141) (174) (141) 

Margin (US$t sold) 156 450 (2) 5 179 

Margin (%) 52% 44% (2%) 3% 56% 
 

 
Source: Tamesis, Company Filings 

 

In terms of its closest competitors, we feel like MDL is only being valued on the mine at GCO, with no value attributed to TTI, along 

with the downside protection and upside exposure it brings. Looking at the companies on a straight EV/t basis, MDL is trading at the 

same or similar levels to companies which do not have the same level of vertical integration. 

Figure 10 – Enterprise Value per tonne of heavy metal mined 

 2016 Ore 
Mined (Mt) 

2016 HM% 
HMt Mined 
(kt, 100%) 

EV EV/t 

Mineral Deposits 17.6 1.57% 276 75 272 

Base Resources 10.1 7.9% 802 304 379 

Kenmare Resources 30.0 5.06% 1,518 393 259 
 

 
Source: Tamesis, Company Filings 

 

In terms of comparable deposits – Grande Côte is a large, low grade deposit. Contained heavy minerals comes to 27Mt making it the 

2nd biggest in the producer group database that we have access to. It is worth noting that there is no publicly available information 

on the size of the Rio Tinto operations and limited recent information on the Tronox deposits.  
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Figure 11 – Selected Mineral Sands Deposits 

      HM Content (%) 

Deposit Operator Country 
Project 
Status 

Resource 
(Mt) 

HM Ilmenite Zircon Leuc Rutile 

Grande Côte MDL Senegal Production 1,900 1.4% 1.0 0.15 0.04 0.04 

Moma Kenmare Mozambique Production 6,507 2.9% 2.4 0.05  0.16 

Kwale Base Kenya Production 103 4.6% 2.7 0.25  0.55 

Sierra Rutile Iluka Senegal Production 719 1.2% 1.0 0.07  0.11 

Eucla Basin Iluka Australia Idle 386 4.9% 2.5 1.4  0.1 

Murray Basin Iluka Australia Production 189 17.5% 9.5 1.9  2.3 

Perth Basin Iluka Australia Production 1,041 5.5% 3.1 0.6  0.3 

Atlantic Seaboard Iluka USA Idle 119 4.4% 2.9 0.5   

Sri Lanka Iluka Sri Lanka Development 690 8.2% 5.5 0.3  0.3 

Namakwa Sands* Tronox South Africa Production 875  2.8 0.7   

Fairbreeze* Tronox South Africa Production 221  3.8    

Tiwest Cooljarloo* Tronox Australia Production 540 1.8%     

Dongara* Tronox Australia Development 156 3.7%     

Thunderbird Sheffield Australia Development 1,050 12.2% 3.3 0.93 0.53  

Richards Bay Rio Tinto** South Africa Producer - - - - - - 

QMM Rio Tinto** Madagascar Producer - - - - - - 
 

*from the 2015 Exxarro Resource Statement prior to acquisition 
** little to no disclosure on Rio Tinto global operations 

 
Source: Tamesis, Company Filings 

 

Sensitivities 

MDL is most sensitive to changes in commodity prices. A 10% move upwards or downwards in our life of mine price forecasts results 

in a US$101 million change in NPV, equivalent to A$0.68/share or 55% in NPV terms.  

Figure 12 – NPV and share price sensitivity to Commodity Prices 

 
 

Source: Tamesis, Company Filings 

 

A change in commodity prices has a less drastic effect on MDL’s 50% share of TiZir 2018 EBITDA. A 10% increase or decrease in 

commodity prices has a US$14 million or 23% change in 2018 EBITDA.  
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Figure 13 – 2018 EBITDA sensitivity to Commodity Prices 

 
 

Source: Tamesis, Company Filings 

 

Given the integrated nature of the business, MDL is also sensitive to the price received for titanium slag for pigment feed. A 10% 

increase or decrease in the price of TiO2 slag is has a c.US$65 million impact on NPV which equates to a A$0.44/share impact on 

share price.  

We forecast that the same 10% increase or decrease in pricing would have a US$8 million impact on MDL’s 2018 attributable EBITDA. 

Figure 14 – NPV. share price and EBITDA sensitivity to TiO2 Prices 

 

 

 
Source: Tamesis, Company Filings 

 

Additionally, there is a high level of sensitivity to the zircon price received for production at GCO. A 10% increase or decrease in the 

price of zircon has a c.US$22 million impact on NPV which equates to a A$0.15/share impact on share price.  

We forecast that the same 10% increase or decrease in pricing would have a US$4 million impact on MDL’s 2018 attributable EBITDA. 
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Figure 15 – NPV. share price and EBITDA sensitivity to Zircon Prices 

 

 

 
Source: Tamesis, Company Filings 

 

MDL is not particularly sensitive to ilmenite prices due to the integrated nature of its business. 

Share Price Discussion 

MDL’s share price performance has lagged its most obvious peer, Base Resources, because of the operational issues at both TTI and 

Grande Côte. However, we think as the company now delivers operational performance so it should close the share price under-

performance. 

Figure 16 – Relative Share Price Performance 

 
 

Source: Tamesis, Company Filings 
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Operational Review 

Summary 

MDL’s assets comprise the Grande Côte Mine in Senegal and the TiZir Titanium and Iron upgrading plant in Norway. GCO owns or 

controls the rail between the mine and Dakar port, at which GCO has secure mole access, warehousing and ship loading facilities. 

We visited the Senegal operations and think it’s fair to say they were being run to a standard that could be expected from BHP 

Billiton. Moreover it is difficult to convey on paper, but worth noting, the positive culture that exists at the mine with a local workforce 

keen to learn from an enthusiastic and highly skilled expatriate workforce. We provide details of the property below: 

Grande Côte Operations (“GCO”) 

History of discovery and licensing 

In September 2004, MDL was selected by the Government of the Republic of Senegal to explore and develop the Grande Côte Mineral 

Sands Project. The company had also been awarded the license for the Sabodala Gold Project which it has developed successfully 

before spinning out the operation into a separate company – Teranga – in 2010. A Presidential Decree was granted in 2007, providing 

MDL a 25 year mining concession. The Government of the Republic of Senegal retains a 10% interest in the operations. 

In 2011, the company entered into a 50/50 joint venture with ERAMET. Under the joint venture agreement, MDL contributed its 

interest in GCO and ERAMET contributed its interest in TTI. Construction of GCO began in 2011 and was completed in March 2014 

at a cost of US$650 million. 

The concession is a straightforward license which is renewable, situated approximately 50km NE of Dakar and stretches 106km along 

the coast and is c.4.5km wide. 

Figure 17 – Grande Côte location 

 
 

Source: Public Disclosures 

 

Reserves and Resources 

The table for reserves and resources is shown below along with the assemblage.  
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Figure 18 – Mineral Resource Estimate 

        Assemblage 

  
Ore 
(Mt) 

In Situ HM 
(Mt) 

HM 
(%) 

Ilm 
(%) 

Zir 
(%) 

Leu 
(%) 

Reu 
(%) 

Measured 1,509 21.8 1.4 72 10.7 3.2 2.5 

Indicated 350 4.8 1.4 72 10.7 3.2 2.5 

Inferred 41 0.5 1.2 72 10.7 3.2 2.5 

Total 1,900 27.1 1.4 72 10.7 3.2 2.5 
 

 
Source: Public Disclosures 

Figure 19 – Mineral Reserve Estimate 

        Assemblage 

  
Ore 
(Mt) 

In Situ HM 
(Mt) 

HM 
(%) 

Ilm 
(%) 

Zir 
(%) 

Leu 
(%) 

Reu 
(%) 

Proved 1,122 16.6 1.5 72 10.7 3.2 2.5 

Probable 343 5.1 1.5 72 10.7 3.2 2.5 

Proved & Probable 1,465 21.7 1.5 72 10.7 3.2 2.5 
 

 
Source: Public Disclosures 

 

Some key points to note: 

• The 1.9Bt ore body contains 27.1Mt of heavy minerals equivalent to a 1.4% HM grade. Within that there is a slightly higher 

grade reserve. The LoM currently stretches out to 2043.  

• Whilst Grande Côte may be one of the lowest grade deposits in the world, the operation leverages on the efficiencies and 

economies of scale produced by its high throughput dredge and wet concentrator plant which has theoretical design capacity of 

7,000tph.  

• Grande Côte also takes advantage of the higher proportion of zircon in the assemblage which enhances operational economics. 

The company produces a premium zircon product which not only commands a price advantage but also a loyal customer base.  

• The HM presence, whilst varying in assemblage, is homogenous allowing continuous mining from the one pond which is simply 

moved forward at the rate of c.30m per day.  

• The overburden is mainly free from intrusion. Vegetation is relatively sparse. The dunes themselves range from 5m to 35m in 

height.  

• The mineralogy is mixed in terms of contaminants. It contains a low percentage of thorium. This has a number of advantages 

including the easy and safe disposal of the tailings. The ore body also contains some areas of peat which can hinder throughput 

of the dredge but is, annoyingly, associated with higher grade zones. We believe it may be possible for the company to skim 

this high grade material from the top of peat intrusions – generally, though, mining in peat zones results in lower throughput of 

higher grade so the overall effect is somewhat immaterial. 

• As part of grade and quality control, the company’s objective is to infill drill up to 24 months ahead of the face so at any given 

time management know both the overall grade and the assemblage ahead of the dredge. The HM grade is remarkably consistent 

although the mineral content can vary at any given time. Overall we do not see any variance in annualised production split by 

mineral. We show a pie chart by revenue below.   
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Figure 20 – GCO resource by volume and value 

 
Source: Tamesis, Company Filings 

Production 

The mine comprises the single largest mineral sands dredge in the world capable of pumping at a rate of 7,000tph. This feeds the 

wet concentrator plant (WCP) which separates the heavy minerals from the sand. This in turn supplies the mineral separation plant 

(MSP) from which the company produces 4 products, primarily zircon and ilmenite. The separated minerals are then freighted by rail 

to the company’s dedicated berth at the Port of Dakar from where they are either sold directly to customers – mostly zircon and 

ilmenite 58 – or shipped to Norway from which chloride slag and pig iron are produced.  

The company commenced production in 2014 and is now closing in on design capacity targets generally. The dredge is through 80% 

utilisation rates and heading towards 90%. Meanwhile the WCP is running at near design recovery rates with the company looking 

at implementing further cost effective efficiency initiatives in order to increase heavy mineral recovery. 

The production profile is shown below with full production reached in 2019 according to our estimates. The company launched a 

mine optimisation programme in October 2016 which has examined a number of initiatives relating to increasing the grade and 

efficiency of mineral extraction which includes widening of the dredge path and pushing high grade material into the dredge path. 

Management feel the latter has more potential. Overall we would argue the profile is conservative.  

Figure 21 – GCO grade and tonnage ramp up 

 
Source: Tamesis, Company Filings 

 

This production tonnage ramp up shows peak production in Q1/2019, declining marginally as we assume that the grade profile 

returns to the reserve grade of 1.5% and consistent heavy metal recoveries of 85%.  
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Figure 22 – GCO production profile 

 
Source: Tamesis, Company Filings 

Cost of Production 

Without wishing to state the obvious, the clear trick for management here is to move as much material through the system as 

possible without breaking down, thereby leveraging off a 75% fixed cost base. It should be noted that the company has a new mine 

manager in Michael Rose who has worked on some of the biggest iron ore mines in the world. The byword at BHP Billiton under CEO 

McKenzie has been “productivity” and it was clear Mr Rose was a keen advocate. He was particularly keen to use the vast amount 

of data being produced by the monitoring systems to improve the efficiency of the mine. 

As aforementioned he is also leading the first real mine optimisation programme since the definitive feasibility study and everywhere 

we went there were examples of where improvements can be made. These included general areas such as SG&A expenditure as 

well as specifics including rope type for dredge positioning, tailings stacking even down to the footings for the electricity pylons. We 

believe the company can achieve a flat fixed cost of production over the next two years whilst output from the mine increases. 

Broadly the main components of the cost base are reasonably under control: 

Figure 23 – GCO Operating Cost Split 

 
Source: Tamesis, Company Filings 

 

• Labour. The company employs approximately 1,700 people on site of which c.50% are contractors. Included in this number are 

58 expatriate employees. As with many projects in Africa we would expect the proportion of expats to shrink. Generally though, 

management are not expecting big inroads here but rather producing more from the same contingent.  

• Power. Power is provided by the company’s own power station. This has the capacity to produce 36MW vs 22MW which is the 

constant requirement. We estimate the cost of power to be approximately 12c/kwh.  

It’s clear they MDL making inroads already with cost of production numbers which we show below. We also show what this means 

for unit cost of production per tonne of heavy minerals.  
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Figure 24 – GCO Nominal Cost and Unit Costs 

 

Source: Tamesis, Company Filings 

 

We model operating costs pre-royalties and Government production share to remain steady at US$85-$90 million for the medium 

term. So the additional costs seen in the charts are price/production participation by the Government.  

Figure 25 – Revenue split by metal and overall operating costs 

 

Source: Tamesis, Company Filings 

Capex 

The capex to build Grande Côte came to $650 million which was given the green light at the peak of the commodity price cycle where 

there was a significant supply deficit in the market due primarily to the Chinese construction boom. There is no expansion capex left 

to spend in order to reach design capacity. The company had been guiding to c.US$7 million p.a. to be spent on sustaining capital 

items but we believe this can be reduced further to c.US$5 million.  

There are some specific projects which the company has identified as part of this figure which are being spent to improve the 

efficiency of mineral extraction and recovery. Two areas of focus in particular: 

• Installation of infrastructure to increase dredge utilisation rates and decrease the number and duration of shutdown periods 

• Commissioning of mineral separation equipment to increase concentrate yields 

 

HSE and Other Issues 

It reflects well on site management that there have been very few incidents at all with respect to health and safety. In 2016 for 

instance there was zero lost time incidents.  

Environmental management appears strong and has been commended by governmental environmental authorities. The mine path 

is not covered with much top soil or flora and fauna but the company is pursuing a rigorous reseeding programme to ensure that 

rehabilitation of the affected areas is completed shortly after the area is mined.  
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It should also be noted that the company taps a large, deep, aquifer to fill the pond and keep it at the right level which is a key part 

of the overall operation. 

Perhaps the biggest risk to the operations from an HSE perspective is the movement of the indigenous population and in particular 

the anticipated requirement to relocate a village which is in close proximity to the mine path in 2019. The company has already built 

a new village with school, medical clinic and mosque which has been opened and is being inhabited by some affected families. They 

are deep into consultation with key resettlement stakeholders of the 1,200 population and appear confident that the move can be 

completed with minimal effect on the operations. The fact they are already addressing this issue two years ahead of the actual event 

also bodes well.  
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Tyssedal 

The TiZir Titanium and Iron Ilmenite Upgrading Facility (“TTI”), located in Tyssedal, Norway, is one of only six such facilities in the 
world and the only one in Europe.  
 

Figure 26 – TTI Location 

 

Source: Tamesis, Company Filings 

 
Operations commenced in 1986 and then in 2015 the company completed a furnace reline and capacity expansion project to increase 

output by 15% from 200ktpa to 230kt (over what we estimate to be a one year period). In conjunction with this project, TTI also 

changed production to chloride slag in line with the company’s strategy of vertical integration which utilises GCO ilmenite. It has not 

all been plain sailing however as in August 2016 there was an operational incident which halted production until early January 2017. 

The company has now completed the rebuild and the operation has completed its ramp up to pre-incident production levels. 

Figure 27 – TTI production historical and forecast 

 

Source: Tamesis, Company Filings 

 
 
The basics of the process are shown below however as the number of these facilities would suggest the technical and operational 

experience from running operations for the last 30yrs is valuable and as a result we understand it is the lowest cost plant in the 
world (not possible to verify though). It certainly has the pre-requisite natural advantages of deep water shipping facilities and 
abundant, inexpensive hydro-sourced electric power and is also well located to service its key customer base in Europe and North 
America.  
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Figure 28 – TTI production process 

 

Source: Tamesis, Company Filings 

 
The key advantage for MDL is that TTI has relative surety of supply from GCO and GCO has guaranteed offtake of the majority of 
its ilmenite production. This, in addition to selling a chloride slag rather than a sulphate slag in turn allows the company to maximise 
margins for its production. There is also a reduction in logistics costs as well as helping with quality control and market understanding 
too.  
 

Cost of Production 

TTI’s forecast sales revenue and cost of production is outlined below. We are forecasting that nominal costs are broadly in line with 

the revenue from Titanium feedstock sales, effectively getting the pig iron production for free. 

Figure 29 – TTI Sales and Production costs 

 

Source: Tamesis, Company Filings 
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Financials 

Profit and Loss 

MDL accounts are set out under IFRS which require joint venture entities to be accounted for using equity accounting as shown 

below. The company also presents the consolidated JV accounts for TiZir in its annual report and we have supplied a summary table 

for discussion purposes.  

The MDL P&L per se is relatively redundant in terms of providing a picture with respect to business progression operationally. Most 

of the valuation metrics bar earnings can be taken from the TiZir data and simply halved see fig. 32.  

Figure 30 – MDL Profit and Loss Statement  

MDL P&L 2015 2016 2017 2018 2019 
 Share of net loss of equity accounted joint venture  (46,325) (31,893) (17,277) 17,170 18,689 
 Other income  3,505 5,228    
 – interest on bank deposits  211 95 98 252 282 
 – interest on subordinated loan to TiZir 2,454 4,159 5,711 6,383 6,462 
 – management fees charged to TiZir  500 500 500 500 500 
 – rental received  96 121 121 121 121 
 – recharges and recoveries  221 353 353 353 353 
 – other  23     
 Administration expenses  (3,682) (4,003) (4,003) (4,003) (4,003) 
 Finance costs   (749)    
 Disposal of non-current assets    0 0 0 
 Impairment of financial assets  (1,973)  0 0 0 
 Gain on disposal of investment in listed company   3,431 0 0 0 
 Net foreign exchange gains  6,448 863 0 0 0 

Profit/(Loss) before tax  (42,031) (27,123) (14,498) 20,776 22,404 
Income tax expense       
Profit/(Loss) for the year  (42,031) (27,123) (14,498) 20,776 22,404 

 

 
Source: Tamesis, Company Filings 

 

Key points to note are: 

• TiZir revenue growth for 2017 and 2018 is 66% and 57% respectively as we model the effect of increased pricing and 

production. It tapers off in 2019 for the same reason.  

• We assume a 4.5% royalty in the modelling at Grande Côte. The Senegalese official royalty rate is 3% but management 

settled at 4.5% in return for favourable concession terms.  

• EBITDA. The effects of the above deliver a 53% CAGR in EBITDA out to 2020. 

• SG&A we suspect will edge down as part of the general  optimisation drive despite an increase in production. 

• D&A calculation is linked to mine production. 

• At Grande Côte there is a tax free holiday out to 2022.  

• There is a 10% minority at Grande Côte with the Senegalese Government.  
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Figure 31 – Summary of TiZir’s P&L 

 TiZir P&L   2015 2016 2017 2018 2019 

       
Sales   168,951 160,594 267,531 393,860 390,667 

Cost of goods sold    (168,294) (159,318) (206,898) (259,510) (261,525) 

Gross profit   657 1,276 60,633 134,350 129,142 

Other revenue/(expense)   (441) 25,718 0 0 0 

Administration expenses    (6,910) (2,855) (3,500) (3,500) (3,500) 

Operating profit   (6,694) 24,139 57,133 130,850 125,642 

Finance costs   (34,628) (45,906) (52,132) (43,613) (43,075) 

Foreign exchange (losses)/gains   961 (408) 0 0 0 

Depreciation and amortisation expense   (31,744) (33,552) (37,983) (44,643) (46,357) 

Other operating income and expenses    (7,122) 0 0 0 

Impairment of mine development expenditure   (26,710)  0 0 0 

Amortisation of assets recognised on acquisition    (2,720) (2,720) (2,720) (2,720) (2,720) 

Profit/(Loss) before tax   (101,565) (65,569) (35,702) 39,874 33,491 

Income tax (expense)/benefit   1,850 (1,404) (1,572) (5,375) (5,279) 

Amortisation of deferred tax liability   1,170 870 0 0 0 

Profit/(Loss) for the year   (98,545) (66,103) (37,274) 34,499 28,212 

Attributable to non-controlling interest    5,895 2,317 1,864 (1,725) (1,411) 

Profit/(Loss) attributable to JV partners   (92,650) (63,786) (35,410) 32,774 26,802 

Attributable to MDL shareholders   (46,325) (31,893) (17,705) 16,387 13,401 
 

 
Source: Tamesis, Company Filings 

 

We provide a basic financial split for GCO and TTI below.  

We are modelling an increase in revenue at GCO from US$138 million in 2017 to US$200 million in 2018 as throughput increases. 

Whilst we are modelling lower revenues in future years as a result of grade reverting to the reserve grade, we are confident in 

management’s ability to maintain fixed costs at current level, expanding EBITDA to US$96 million in 2018 and US$100 million in 

2019. 

Figure 32 – GCO Revenue, EBITDA, and Free Cash Flow forecast 

 

Source: Tamesis, Company Filings 

 

At TTI, now that the relining for capacity  expansion is complete we are forecasting that the plant is nearly break even on a standalone 

basis in 2017, but expands to US$36 million of EBITDA and US$19 million of free cash flow in 2018. We are forecasting this financial 

performance to be maintained over the life of the operation. 
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Figure 33 – TTI Revenue, EBITDA, and Free Cash flow historical and forecast 

 

Source: Tamesis, Company Filings 

 

Cashflow Statement 

The cashflow statement is clearly more relevant and reflects the way cash builds in the system.  

Figure 34 – MDL Cashflow Statement  

MDL Cashflow Statement 2015 2016 2017 2018 2019 

Cash flows related to operating activities         
Receipts from customers  386 449 449 449 449 

Payments to suppliers and employees  (3,737) (4,475) (4,475) (4,475) (4,475) 

Net cash used in operating activities  (3,351) (4,026) (4,026) (4,026) (4,026) 

       
Proceeds from sale of property, plant and equipment  2     
Payments for purchase of property, plant and equipment  (3) (13) (13) (13) (13) 

Payments for investment in listed company  (607)     
Proceeds from sale of investment in listed company   4,912    
Interest received  252 101 98 252 282 

Repayments/(loans) to TiZir JV (12,500)  (3,500) 5,299 7,472 

Dividend from TiZir JV   0 0 0 

Net cash provided by/(used in) investing activities  (12,856) 5,000 (3,415) 5,538 7,741 

      
Cash flows related to financing activities       
Issue of shares   29,228   
Repayment of borrowings   (4,000) (14,100)   
Net cash used in financing activities  0 (4,000) 15,128 0 0 

      
Net increase/decrease in cash (16,207) (3,026) 7,687 1,512 3,715 

Cash at beginning of financial period  25,302 8,036 4,893 12,580 14,092 

Effect of exchange rates (1,059) (117) 0 0 0 

Cash at end of financial period  8,036 4,893 12,580 14,092 17,807 
 

 
Source: Tamesis, Company Filings 

 

We show the cashflow statement for TiZir below. We model an annual cash provision for TiZir to repay the refinanced US$275 million 

corporate bond in Q3/2022 - see Figure 39. From 2018, we expect TiZir to distribute cashflows through repayment of the shareholder 

loans, of which MDL’s attributable share is c.40%. Following the repayment of the shareholder loans, cash can be distributed through 

dividends. 
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Figure 35 – MDL Cashflow Statement  

TiZir Cashflow Statement   2015 2016 2017 2018 2019 

       
 Operating activities        
 Loss for the year   (98,545) (66,103) (35,410) 32,774 26,802 

 Elimination of non-cash income and expenses:        
 – Depreciation and amortisation   34,494 36,272 40,703 47,363 49,077 
 – Impairment of mining concession and convention 
costs  26,710  - - - 

 – Accrued interest   7,535 11,341 45,689 15,759 15,663 

 – Deferred tax   (3,126) 530 - - - 

 – Loss on disposal of non-current assets    6,051 - - - 

 – Unrealised foreign exchange losses/(gains)    (9,366) 1,429 - - - 

 Cash used in operating activities   (42,298) (10,480) 50,982 95,896 91,541 

 Decrease in inventories   251 11,841 (9,363) (3,953) (200) 

 Decrease in recievables and prepayments  (11,668) 11,463 (13,323) (9,733) (92) 

 (Decrease)/increase in trade payables   12,352 (10,277) (15,126) 2,635 133 

 Increase in prepaid income    8,965 - - - 

 Increase in other liabilities   3,140 1,210    
 Increase in provisions   83 89 - - - 

 (Decrease)/Increase in income tax payables   173 (66) - - - 

 Amortisation of borrowing costs   1,087 5,863 - - - 

 Interest received   (2) (6) - - - 

 Tax paid   (1,614) (102) (1,572) (5,375) (5,279) 

 Net change in current operating asset  3,802 28,980 (39,383) (16,426) (5,437) 

 Net cash generated by/(used in) operating 

activities  (38,496) 18,500 11,598 79,470 86,104 

 Cash flows from investing activities        
 Payments for non-current assets   (51,783) (23,003) (11,000) (10,000) (9,000) 

 Proceeds from disposal of non-current assets    2,810 - - - 

 Interest received    2 6 - - - 

 Net cash used in investing activities   (51,781) (20,187) (11,000) (10,000) (9,000) 

 Cash flows from financing activities        
 Proceeds from borrowings   88,861 49,897 325,373 - - 

 Repayment of borrowings   - (38,613) (278,186) (8,111) (10,706) 

 Payment of borrowing costs   (8,253) (1,120) (38,569) - - 

 Net cash generated by financing activities   80,608 10,164 (6,382) (8,111) (10,706) 

 Net increase/(decrease) in cash held   (9,669) 8,477 (5,784) 61,359 66,398 

 Cash and cash equivalents at beginning of the period   8,401 2,653 10,411 16,907 75,546 

 Effect of exchange rates  3,921 (719) - - - 

Cash and cash equivalents at end of the period   2,653 10,411 4,627 65,986 132,384 
 

 
Source: Tamesis, Company Filings 
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Balance Sheet 

MDL does not have any operating assets per se, the value in the company is its 50% shareholding in the TiZir Joint Venture and its 

share of the shareholder loans made to TiZir. 

Figure 36 – MDL Balance Sheet  

MDL Balance Sheet 2015 2016 2017 2018 2019 

 Current assets         
 Cash and cash equivalents  8,036 4,893 12,580 14,092 17,807 

 Trade and other receivables  176 418 418 418 418 

 Other financial assets  1,481     
 Other  68 92 92 92 92 

 Total current assets  9,761 5,403 13,090 14,602 18,317 

 Non-current assets       
 Investment in joint venture  200,815 172,066 157,568 178,344 200,748 

 Receivables  61,381 80,727 87,438 88,521 87,511 

 Property, plant and equipment  368 260 260 260 260 

 Intangible assets  0 3 3 3 3 

 Total non-current assets  262,564 253,056 245,269 267,128 288,522 

 Total assets  272,325 258,459 258,359 281,731 306,839 

 Current liabilities       
 Trade and other payables  938 1,213 1,213 1,213 1,213 

 Borrowings  2,500 13,813 0 0 0 

 Provisions  713 200 200 200 200 

 Total current liabilities  4,151 15,226 1,413 1,413 1,413 

 Non-current liabilities       
 Provisions  20 31 31 31 32 

 Total non-current liabilities  20 31 31 31 32 

 Total liabilities  4,171 15,257 1,444 1,444 1,445 

 Net assets  268,154 243,202 256,915 280,287 305,394 

 Equity       
 Issued capital  390,255 390,255 390,255 390,255 390,255 

 Reserves  42,595 44,766 44,766 44,766 44,766 

 Accumulated losses (164,696) (191,819) (178,106) (154,734) (129,627) 

Total Equity 268,154 243,202 256,915 280,287 305,394 
 

 
Source: Tamesis, Company Filings 

 

We show the balance sheet for TiZir below:  
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Figure 37 – TiZir Balance Sheet  

TiZiR Balance Sheet   2015 2016 2017 2018 2019 

       
 Current assets        
 Cash and cash equivalents   2,653 10,411 4,627 65,986 132,384 

 Trade and other receivables   38,400 25,811 39,134 48,867 48,959 

 Deferred tax asset   1,629     
 Inventories   58,935 47,738 57,101 61,054 61,253 

 Total current assets   101,617 83,960 100,862 175,907 242,597 

 Non-current assets        
 Receivables   200 364 364 364 364 

 Other financial assets – investments   91 81 81 81 81 

 Property, plant and equipment   813,843 797,000 770,017 735,374 698,017 

 Mine development expenditure   20,742 20,360 20,360 20,360 20,360 

 Mining convention and concession costs   2,425 2,354 2,354 2,354 2,354 

 Intangible assets recognised on acquisition   16,302 14,490 11,770 9,050 6,330 

 Other intangible assets   1,809 858 858 858 858 

 Total non-current assets   855,412 835,507 805,804 768,441 728,364 

 Total assets   957,029 919,467 906,666 944,348 970,961 

 Current liabilities        
 Trade and other payables   53,781 53,193 38,067 40,702 40,835 

 Borrowings   64,104 314,684 79,566 57,131 46,569 

 Current tax liabilities   97     
 Derivative financial liabilities   7,427 1,633 1,633 1,633 1,633 

 Total current liabilities   125,409 369,510 119,267 99,467 89,037 

 Non-current liabilities        
 Provisions    105 105 105 105 

 Deferred tax liabilities   5,438 5,637 5,637 5,637 5,637 

 Borrowings   439,882 217,640 484,351 491,415 488,432 

 Total non-current liabilities   445,320 223,382 490,093 497,157 494,174 

 Total liabilities   570,729 592,892 609,359 596,624 583,211 

 Net assets   386,300 326,575 297,307 347,724 387,750 

 Equity        
 Issued capital   621,741 621,741 621,741 621,741 621,741 

 Reserves   (46,308) (40,020) (40,020) (40,020) (40,020) 

 Accumulated losses   (173,803) (237,589) (264,994) (216,301) (177,686) 

  401,630 344,132 316,727 365,420 404,035 

       
 Non-controlling interest  (15,330) (17,557) (19,421) (17,696) (16,285) 

 Total equity   386,300 326,575 297,307 347,724 387,750 
 

 
Source: Tamesis, Company Filings 

 

Corporate Activity and MDL liability to ERAMET 

The company’s joint venture partner, ERAMET, had funded MDL’s share of loans to TiZir on a short term basis. ERAMET had the 

ability to dilute MDL’s interest in the joint venture but opted not to enforce that right. Following MDL’s A$39.2 million fundraising in 

March 2017, all outstanding liabilities to ERAMET have been settled. MDL had a cash balance of US$14.5 million as of 30 March 2017. 

 

Figure 38 – MDL Corporate Actions 

Date Transaction Type Proceeds 

17 March 2017 Equity Fundraising A$39.2 million 

15 January 2014 Divestment of Teranga Gold shareholding US$20 million 

13 December 2013 Equity Fundraising A$40 million 
 

 
Source: Tamesis, Company Filings 
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TiZir Corporate Bond 

TiZir has a US$275 million corporate bond due to expire on 28 September 2017. The original offering was for US$150 million of 

senior secured bonds in October 2012. This was then extended in May 2014 through a US$125 million tap issue to fund an expansion 

at TTI and for general working capital purposes. 

Given that TiZir does not have the funds to repay the bondholders, the company has started refinancing discussions. We assume 

that the bond will be refinanced under broadly similar terms: 

• Duration: 5 years 

• Coupon: 9% 

• Commission: 2.75% 

• Other restrictions: No repayment of shareholder loans, maximum dividend payment of 50% of NPAT  

 

Figure 39 – TiZir Cash Balance and External Debt 

  

Source: Tamesis 

 

As it stands, cumulative cash generation is scheduled to exceed the bond repayment in 2022, allowing for a distribution towards the 

repayment of the MDL and ERAMET shareholder loans (c.US$81 million MDL attributable economic interest) once the corporate bond 

is repaid. It is possible that TiZir may look to renegotiate the covenants on the corporate bond if the company has an excess of cash 

that it would look to return to shareholders. 
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Market Review 

Introduction to the Mineral Sands Industry 

The mineral sands industry consists of two main products: titanium feedstocks and zircon. Titanium feedstocks (titanium slag, 

ilmenite, rutile, leucoxene) are mostly used for pigments and plastics, whereas zircon is used in the production of ceramics and other 

foundry products including the manufacture of jet turbine blades. The zircon industry is well consolidated, with the three major 

producers (Rio Tinto, Tronox, and Iluka) accounting for two thirds of global production.  

Mineral sand deposits are formed from the erosion of rock and they are concentrated due to their high specific gravity. These deposits 

are often found on beaches or dunes where the water or the wind that was carrying the minerals lose energy and the minerals 

accumulate.  

The general production flow sheet and use for these products is shown below: 

Figure 40 – Production flow sheet and uses  

 

Source: Iluka 

 

Our price assumptions for the company’s products are given in the table below. The vast majority of the titanium containing product 

goes into pigments, mainly via the chloride process. The company produces a small amount of rutile that heads to the titanium 

sponge market. Leucoxene, which is basically high grade ilmenite, can be considered as synthetic rutile. Zircon overall equates to 

c.20% of revenue. There is also a high quality pig iron output. We briefly assess market conditions for zircon and titanium pigments 

whilst acknowledging that they are opaque in nature and as a result somewhat backward looking. We get our information mainly 

second hand through company reportage.  

The basic trend at the moment is positive. Prices of all MDL’s products are going up which is obviously powerful. Indeed perhaps the 

biggest question of the investment case is: how long will this last? We look briefly at market conditions below for the company’s 

major commodities.  
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Figure 41 – Tamesis Mineral Sands Price Deck 

 2016 2017 2018 2019 2020 2021 2022 2023 

Ilmenite 58% (US$/t) 150-160 168 195 195 195 195 195 195 

Ilmenite 54% (US$/t) 85-110 165 203 203 203 203 203 203 

Rutile (US$/t) 710-780 755 905 905 905 905 905 905 

Leucoxene (US$/t) 400-430 440 544 544 544 544 544 544 

Premium grade zircon (US$/t) 900-1,050 965 1,155 1,155 1,155 1,155 1,155 1,155 

Standard grade zircon (US$/t) 800-900 850 1,085 1,085 1,085 1,085 1,085 1,085 

Chloride TiO2 slag (US$/t) 570-600 635 760 760 760 760 760 760 

Chloride TiO2 fines (US$/t) 350-380 395 490 490 490 490 490 490 

High purity pig iron (EUR/t) 220-270 244 282 282 282 282 282 282 
 

 
Source: Tamesis 

 

We are conservatively modelling a small price increase for mineral sands products in 2017 and 2018, before using flat pricing for 

2019 and beyond. This is broadly in line with historical rutile, zircon and ilmenite prices: 

 

Figure 42 – Historical Rutile, Zircon and Ilmenite prices 

 
 

Source: Base Resources 
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Zircon 

Introduction 

Zircon (ZrSiO4) is naturally resistant to temperature and corrosion and is primarily used in the ceramics industry as an opacifier in 

the production of sanitary ware (toilets, sinks etc), domestic and industrial tiles, glazed bricks, and kitchenware. Zircon is more 

recently being used for zirconium metal and chemicals, and also has more traditional industrial uses in TV screens, and in the foundry 

and refractory industries, where zircon reduces erosion, and resists reaction and penetration with other metals.  

Zircon Supply/Demand 

The world market for zircon is currently c1.2Mtpa, of which China consumes c.50% and Europe 12% and it falls away from there. 

As with all things supercycle the market was unprepared for the arrival of Chinese demand and then overbuilt capacity in anticipation 

that demand growth would continue at extraordinary levels for longer. Pricing conditions aligned with technology improvement also 

resulted in thrifting by Chinese tile producers. As a result, at the end of 2015 a large stockpile had developed globally which, with a 

pessimistic outlook from the industry, saw capacity withdrawal and project shutdown. Most notably Iluka shut down its Jacinth-

Ambrosia operation, but is now scheduled to restart in December 2017 in response to improved market conditions. We are not certain 

that Rio has the ability to increase supply, but is has been clear recently that supply has tightened resulting in observed price 

increases.  

On the demand side the massive injection of credit into Chinese infrastructure and housing in the last 18 months suggests a lagged 

but very powerful demand reaction for tiles. Residential construction was growing strongly into 2017 too, although as we entered 

Q2 cooling measures had finally started to take effect. There has also been some improvement in the housing markets in the US and 

to a lesser extent Europe. Mineral sands consultant TZMI are forecasting a tightening market by 2019 due to reduced production 

capacity, inventory drawdown and stronger ceramic market growth, particularly in India and the Middle East. It seems unlikely to us 

that we will see a return to the price levels of 2012 but equally standard zircon pricing around US$1,100/t feels a comfortable level 

to assume going forward.  

One twist to the MDL story is the fact that they produce a premium zircon. This has a number of advantages including a loyal 

customer base; less volatility in demand and a premium that we estimate ranges from US$50/t to US$300/t the tighter the market. 

So again, current conditions look propitious. 

Titanium Dioxide 

The other main product of the mineral sands industry is titanium dioxide (TiO2), which is used primarily as a pigment feedstock for 

paint, paper and plastic. The most common form of titanium dioxide is contained in rutile, but can also be found in synthetic rutile, 

ilmenite, leucoxene and titanium slag. Synthetic rutile and titanium slag are beneficiated products created from upgrading ilmenite. 

Generally, the value of the minerals is determined by the contained TiO2 content, which can vary greatly. 

Figure 43 – TiO2 Content of Titanium Dioxide Products  

 Form of Titanium TiO2 (%) 

Rutile 95 – 97% 

Synthetic Rutile 88 – 95% 

Leucoxene 70 – 91% 

Ilmenite (Sulphate) 52 – 54% 

Ilmenite (Chloride) 58 – 62% 
 

 
Source: Tamesis, Iluka 

Rutile 

Rutile is the most common form of TiO2 mineral and is used for pigment feedstock because of its high refractive indices and high 

light dispersion. Rutile also has uses in the cosmetic industry (e.g. sunscreen) due to its strong UV light absorbing capabilities and 

resistance to discolouration. Most of the demand for rutile is the production of paints, varnishes and the manufacture of paper and 

plastics.  

Synthetic Rutile and Leucoxene 

Synthetic rutile (SR) is an upgraded ilmenite product where most of the non-titanium elements have been removed, leaving an 88-

95% TiO2 product. SR is produced by heating ilmenite in rotary kilns for up to 12 hours and carbon monoxide from the coal heating 

source is passed through to scavenge oxygen molecules from the ilmenite. The iron present in the ilmenite is then magnetised and 

subsequently separated with any other impurities. There is a both a premium SR process and a SR enhancement process (SREP) 
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which add additional reagents and processing steps to increase the quality of the produced rutile. Leucoxene is naturally upgraded 

ilmenite and as such it can be considered as a natural synthetic rutile (oxymoron intended). 

Ilmenite 

Ilmenite is used for titanium production through synthetic rutile and titanium slag, as it generally cannot be used for pigment 

production without undergoing additional processing – Chemours are the only company which has this technology. Accordingly, it is 

significantly cheaper than rutile. 

Titanium Slag 

Titanium slag is produced from ilmenite and typically contains between 70-90% TiO2 depending on the process used. The smelting 

process at TTI involves the reduction of the iron oxides from the ilmenite with everything else reporting to the slag. The separation 

of the iron lifts the titanium dioxide content from approximately 54% in the ilmenite to approximately 87% in the slag. The 

refurbishment of the facility in Norway in 2015 and GCO 54% ilmenite now allows for the production of a pigment suitable for the 

Chloride process. They also produce a high grade pig iron.  

The company sells some ilmenite and other titanium based product straight from Dakar port as well as all the zircon. The rest of the 

ilmenite goes to TTI. Nearly all the titanium slag goes into pigment production.   

Feedstock/Pigment Supply & Demand 

There are two main processes used to transform the titanium dioxide product into pigments, chloride and sulphate. The chloride 

process is typically used in the USA and Europe, whereas the sulphate process is most commonly used in China which has changed 

the face of the industry as it has with most other commodities. The chloride pigment industry is relatively consolidated with around 

50-60% of pigment production in the hands of five large producers: Chemours, Huntsman, Kronos, Tronox, and Cristal; now four 

following the merger of Tronox and Cristal.  

Importantly from a price perspective we understand the Chinese are looking to scale back their pigment production for what seems 

to be the same reasons behind the curtailment in other smoke stack industries i.e. over capacity leading to inefficiency and power 

wastage, indebtedness and environmental concerns. They have done this in coal, steel, and are clearly thinking about it in aluminium 

and other commodities. If the Chinese government goes hard down this route then the price dynamics for the whole product chain 

improve. Note that China has the capacity (c.2.4Mt) to produce more than it consumes (c.1.3Mt) so it has become an increasing 

exporter which is why the recent cutback could be material globally. 

Interestingly, while China has delivered the entirety of pigment demand growth since 2000 (most of which came in the first ten 

years), it is not the dominant consumer like it is in zircon or other industrial metals. Of the c.6Mt p.a. global industry China consumes 

c.25%, Europe 20% and North America 20%. This demand diversity should deliver in our mind a valuation premium over other 

commodities. It should be noted it becomes slightly less balanced at the c.7.5Mt p.a. feedstock level (China c.30%, Europe c.20%, 

US c.20%) but it will be the end demand for pigments which should be considered dominant.  

We briefly describe the chloride and sulphate process below:  

Chloride Process 

Chloride pigment plants are a newer technology and need to be fed with higher grade ores (typically rutile, synthetic rutile, or higher 

titanium content ilmenite) which are chlorinated with coke and chlorine to form a titanium chloride. The chloride is then burnt with 

oxygen to produce TiO2 which is washed and dried as part of the finishing process. The chloride process has lower cost of production 

and capital requirements and is considered to be the more environmentally friendly of the two processes.  

Sulphate Process 

This process involves the ilmenite ore being treated with sulphuric acid to form sulphates. The sulphate is then purified, calcinated 

and finished to produced titanium dioxide pigment. There is additional cost in this process due to the treatment of the sulphuric acid 

waste. The sulphate process is a relatively older technology compared to the chloride process, and is typically higher cost.  

Refining 

Both the chloride and sulphate processes require further refining to suit the requirements of the specific customer. The finishing 

process and surface treatment of the pigment is a critical part of the product performance. 
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Senegal 

Introduction 

The Republic of Senegal is the westernmost country in Africa, achieving independence from France in 1960. The country has a 

population of 15 million people and the primary religion is Islam, practised by approximately 95% of the populace. The official 

language is French. The currency is pegged to the Euro.  

Politics 

Senegal is widely considered one of the most stable democracies in Africa having never experienced a coup d’etat and plays a strong 

role in regional politics and mediation. Many foreign embassies and international organisations’ headquarters are located in Senegal 

for this reason. The President of Senegal is Mr Macky Sall, who was democratically elected in April 2012, defeating incumbent 

Abdoulaye Wade. The next presidential election is due in 2019, while legislative elections are planned for 2017. 

Economic and Social Issues 

Senegal’s economy is dominated by services, comprising more than half of total GDP according to the World Bank. Most recently, 

the highest growth sector of the economy has been the primary industry, with sizable agriculture and fishing industries targeted for 

growth by the government. The Plan Senegal Emergent (Emerging Senegal Plan) was announced by the Senegalese government to 

drive reforms to improve the business environment, the legal and regulatory framework, and transparency in the public sector. Public 

owned debt is a reasonably low 60% of GDP. 

The absence of modern energy generation means that Senegal is dependent on expensive crude oil imports, primarily from Nigeria. 

Refining is done in country through a joint venture between the government, Shell and Total. One solution could be in the discovery 

of an offshore gas field by Kosmos (KOS:NYSE), however, these are typically complex projects with long lead times to production.  

Poverty is high in Senegal, estimated at 47% of the population by the World Bank. Inequality is most noticeably seen in rural areas 

and access to non-religious dominated education is still a challenge for many. Increased public sector investment is likely dependent 

on continued lower oil prices and increased taxation revenues.  

Mining in Senegal 

History 

Unlike most of its West African neighbours, Senegal does not have a rich history of mining. Historically, Senegal was one of the 

world’s largest producers of phosphate rock through the founding of the Compagnie Sénégalaise des Phosphates de TAÏBA (CSPT) 

in 1957 and the startup of the first phosphoric acid plant in 1984. Phosphate exploration and development continues in country; 

Avenira (AEV:ASX) are looking to develop the Baobab Phosphate project to feed the plant owned by Industries Chimiques du Senegal. 

More recently, gold mining began in 2009 at the Sabodala mine in the south-east of the country, currently owned and operated by 

Teranga Gold (TGZ:TSX/ASX). Teranga was spun out from MDL in 2010, following MDL exploration, construction and early production 

efforts. The Falémé iron ore project has remained on hold since 2010 following a dispute and subsequent settlement between Kumba 

Iron Ore (KIO:JSE) and the Senegalese government after the exploitation rights were awarded to ArcelorMittal. Private company 

Toro Gold is developing the Mako Gold Mine in the south east of the country. Mako has a reserve of 1.0Moz of gold at 2.22g/t and 

is forecast to average 140koz of production for the first five years of operation. 

Mining Code  

The Senegalese government approved a new mining code in 2016 which followed regional trends of more control and profit share 

to the state, but also increased the length of permits for exploration and exploitation. Royalties on exports of iron ore, phosphate 

and gold concentrates are 5%, with discounts for processing in country. Royalties on all other materials are 3%.  
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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 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.   

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 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 
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 
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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. © 2017 

 

 

 


