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MRCõs growth is twofold as Tormin expands 
During March quarter MSR (MRCôs 50% owned South African subsidiary) concluded the 

financing arrangements (a loan facility provided by the GMA group ï MSRôs garnet off-take 

partner) for the garnet stripping plant (GSP) at its Tormin mineral sands project in SA. The 

plant has been budgeted at US$4.5m and is planned for an early Q3 2016 commissioning.  

The GSP, which will be installed in front of the existing secondary concentrator plant (SCP), 

will enable MRC to produce a higher-value garnet concentrate by stripping out the garnet 

prior to the SCP, improving the grade of non-mag feed into the SCP. That, coupled with the 

commissioning of the tailings scavenger plant (TSP ï will re-treat the PBC tailings stream 

increasing the PBCôs throughput by ~15%), will boost overall zircon recoveries to >75% from 

current levels of ~55% as well as yielding a higher grade garnet by-product. 

Moreover, the granting of the offshore prospects and the prospecting rights to the north of 

the current beach operations is an important step towards achieving an increase in the 

resource base, which in our view could re-rate the companyôs share price (see p4).  

New resource replaces tonnage mined 

MRC has recently announced (26 April) an updated inferred JORC resource of 2.7Mt which 

indicates that since mining started (early 2014) the action of the sea has replaced the entire 

mined volume (2.7Mt over a period of two years). However, resource replenishment is 

happening at a constantly diminishing grade particularly after the third time an area is mined. 

Thus, we have now adopted a declining grade profile for our Tormin model, which assumes 

a 15% annual reduction in the HM grade from 2017 onwards (see p5 - for 2016 we are 

maintaining our grade assumption). However, a further understanding of how the 

replenishment happens and its likely future pattern can only be confirmed after the 

finalisation of the offshore exploration (early 2017). 

Maiden dividend makes MRC more attractive 

As a result of the strong annual results, the company declared a maiden dividend of 

A$0.01/share which offers a very attractive yield of ~7% (based on MRCôs current share 

price). That would put MRC at the top of the select group of those few mineral sands 

producers paying a dividend. 

Valuation update 

We have updated our model mainly by adjusting our (more conservative) Tormin LoM grade 

profile according to the companyôs new resource estimate as well as our operating 

assumptions according to the Q1 2016 results. Our revised valuation has also been 

impacted by a short-term correction of our assumed product prices as well as by a ~9% 

strengthening of the A$ since our last note (2 September 2015). Our TP is now A$¢17.1 

(~4% down from A$¢17.9 previously) offering >20% upside to MRCõs current share 

price and we thus retain our stance on the stock at SPECULATIVE BUY. 

Summary forecasts 

Y/E-Dec  2015E 2016F 2017F 2018F 

Revenue US$m 46.5 37.5 76.8 93.6 
Costs US$m 26.4 22.2 43.0 56.6 
EBITDA US$m 13.7 15.1 29.2 31.4 
EPS US¢/sh 2.6 2.0 4.0 4.4 
Dividend yield % 7.1 7.1 7.5 15.0 

Source: Mirabaud Securities estimates                                                                                                   A$1=US$0.76                                                                                            
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 Upcoming catalysts 

TSP commissioning Q2 CY2016 

GSP construction completion end-June 2016 

GSP commissioning July 2016 

Q2 FY2016 production results end-July 2016 

Offshore exploration drill sampling campaign Q3 CY2016 

Source: Mirabaud Securities 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We are assuming a LT dividend policy of 
~40% of MRCôs net profit  

 
MRC offers a high dividend yield  

As a result of the strong annual production results, the company announced a 

maiden dividend (unfranked ï liable to income tax deductions) of A$0.01 per share 

(or a total distribution of ~A$4.05m) which yields a very attractive yield of ~7% 

(based on MRCôs current share price of A$0.01/share). That would put MRC at the 

top of the select group of those few mineral sands producers paying a dividend as 

well as at the upper end of the group of dividend-paying mining companies. 

Equally important is the fact that this high dividend yield comes with a 

comparatively high cover of ~3.4x for FY2015 (assuming an exchange rate of 

US$:A$ of 1.39), ~2.7x for FY2016 and ~4.9x for 2017 (based on our estimates). 

That indicates that MRC has the capacity to maintain its dividend pay-out at similar 

yields, even in FY2016 which is a transitional year with high capex spending being 

planned. 

In anticipation of the companyôs formal dividend policy to be announced, we are 

assuming a long-term average dividend pay-out of 40% of the companyôs net profit 

from 2016 (maintained at A$0.01 per share for FY2016), which even after 

adjusting for our reduced zircon prices (see p11) results in a substantial dividend 

increase by almost 100% to ~US$6.5m pa (or a dividend yield of ~15% at the 

companyôs current share price) from FY2017 onwards.  

MRCôs maiden dividend comes at a time when various mining companies are 

either cutting or abandoning their dividends, with the most recent in the sector 

being Anglo American, BHP Billiton, Rio Tinto and Tronox. From our selected 

group of mineral sands producers, currently only Iluka Resources (difficult to see 

this maintained at current levels as it represents 40% of FCF) and Tronox are 

paying a dividend (at lower dividend yields), with the latter having been recently 

cut by >80% (for FY2016) as the level was unsustainable.  

Dividend yield and earnings forecasts for key mineral sand producers (29 April 2016) 

Company Ticker 
Mkt Cap 

(US$m) 

EV 

(US$m) 
EBITDA (US$m) Dividend (US¢/share) Dividend yield (%) 

    
FY2015 FY2015 FY2016E FY2015 FY2016E 

Astron  ATR AU 18.6 14.9 5.6 na na na na 

Base Resources BSE LN 34.7 275.4 54.8 na na na na 

Kenmare KMR LN 32.9 360.5 (11.5)* na na na na 

Mineral Deposits MDL AU 22.8 17.3 (6.7) na na na na 

Sierra Rutile SRX LN 200.1 226.5 16.1# na na na na 

Tronox TROX US 845.6 3,737.6 272.0 1.00 0.18 13.7% 2.5% 

Iluka Resources ILU AU 2,046.2 2,040.2 275.4 0.25 0.20 4.0% 3.2% 

MRC MRC AU 43.1 42.9 17.9 0.8 0.8 7.1% 7.1% 

Avg (excl MRC) 

 
  

   8.9% 2.9% 

Source: companiesô reports and Mirabaud Estimates                                                                                                                                              £1=US$1.46, A$1=US$0.76 
*our estimate               # based on companyôs preliminary financial results           
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We do not yet give any credit to the 
company for the off-shore potential 

 

 

 

 

 
Near mine and offshore potential  

The factor that makes Tormin different from most of the other mineral sand 

projects is the fact that the deposit remains an active depositional environment, 

with the heavy minerals (HM) still being replenished and re-concentrated on the 

beach through normal tidal movements. 

However, the work to determine exactly how the beach is being replenished has 

not yet been finalised. The company advises that beach replenishment continues, 

with some areas having being mined up to five times over a year.  

Over the last two years the company has mined ~2.7Mt (comprising ~1.1Mt in 

2014 and ~1.6Mt in 2015), with almost the total mined volume having being 

replenished, though at a lower classification and ,more importantly, at a lower 

grade. 

Last November a new prospecting right was granted to MSR for an area up to 

10km offshore from the current mining area (~10,500ha in total), which is the 

source of HMS material replenishing the currently mined area (see pictures on the 

left below). In addition MSR has lodged a new prospecting and bulk sampling 

application along a 24km-long beach and surf zone to the north of its current 

mining operations which is currently under review for approval by the South 

African Department of Mineral Resources. 

The offshore area, which is adjacent to the existing shore break prospecting right 

and currently mined areas, is believed to contain significant heavy mineral sand 

concentrations and to be the source of the replenishment of the currently mined 

area. The exploration of this newly granted prospecting right will enable the 

company to further support the beach replenishment model (both in terms of grade 

and size) for its current mining activities and provide the opportunity to increase 

the resource base and thus the demonstrable mine life. 

Newly awarded prospecting area (in green - left) and area subject to a new prospecting application (right)  

  
Source: Mineral Commodities 
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The primary purpose of MSRôs exploration efforts would be to determine the 

deposition of valuable HM and develop a sampling and exploration technique 

which, in turn, would allow a resource categorisation. The exploration drill 

sampling campaign is based on the results of the bathymetric and sub-bottom sea 

floor profiling geophysical survey over the surf zone (the area between the low tide 

and the wave crest formation), conducted by MSR. 

The drilling campaign, which will be performed by an independent contractor 

(Enguftek) and assisted by a diving sea sledge and an undersea drill tower 

(currently being constructed in SA), will commence in June and will focus on 

defining a resource for the shore break area. 

 

 

 

 

 

 

 
MSR has also submitted a prospecting (and bulk sampling) application for heavy 

mineral sands over a 24km stretch of coast line, from the northern limit of the 

Tormin licence area to Jakkalshok, a few kilometres south of Tronoxôs heavy 

mineral sand mine. The area is known to host heavy mineral sand deposits and 

was previously explored by Trans Hex (see picture on the right above) which holds 

the right for mining diamonds only. Although the process is at a relatively early 

stage we believe that, if MRC gains access to that area, could unlock significant 

additional value by further extending the life of Torminôs plant.  

Impact of increasing resource (LoM) on TP at steady current levels (left) and diminishing (right) HMgrade assumptions (grade drops 5-15% pa) 

  

Source: Mirabaud Securities 

Near-mine potential could extend mine 
life and thus re-rate MRC 

 

 
The granting of the near-mine prospecting rights (to the north of the current 

operations) along with the exploration results of the underwater drill campaign, 

could increase Torminôs resource base and thus life-of-mine (beyond the current 

LoM), towards our base-case scenario of four years. We believe that should trigger 

a re-rating in the companyôs share price (see graph on the left above). 

 

 

 

 

 

 

 

 
Replenishment happens at a diminishing  grade 

MRC in its recently published (26 April 2016) Q1 2016 quarterly report, announced 

an updated inferred JORC resource of 2.7Mt for its Tormin HMS operation. The 

new resource indicates that since mining started (early 2014) MRC has 

successfully replaced the entire mined volume (2.7Mt over a period of two years).  
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Although tonnage replenishment seems to take place at a continuous pace, it is 

happening at a constantly diminishing HM grade particularly after the third time an 

area is mined. MRC advises that it can mine the same area up to five times a year 

(mining blocks have been mined up to ten times over the past two years).  

The HM grade has historically dropped from 49.4% (2011 resource update) to 

38.1% (2014 resource update) and to the current 28.0% (see table below). 

Although, the 2015 resource update is very similar to that of 2014 with regards to 

the percentage of individual minerals in the total HM grade, that is not sufficient to 

establish a general pattern of how grade is distributed among individual minerals. 

Tormin resource update (2011-2015) 

Category Resource (Mt) Total HM% Ilmenite HM% Zircon HM% Rutile HM% Garnet HM% 

Indicated resource 2011 2.70 49.4% 10.6% 3.4% 0.7% 25.3% 

2014 mining depletion 1.07 55.3% 16.9% 5.0% 0.7% 32.6% 

Inferred resource 2014 (December) 2.70 38.1% 10.1% 2.2% 0.5% 25.2% 

2015 mining depletion 1.62 49.8% 16.2% 3.9% 0.6% 28.9% 

Inferred resource 2015 (December) 2.70 28.0% 7.0% 1.6% 0.6% 18.5% 

Source: Mineral Commodities      

We are now assuming a 15% annual 
weakening of the HM grade from 2017 
onwards 

 Following the fall in grade for the second year in-a-row, we have now adopted a 

declining grade profile for our Tormin DFC model, which assumes a 15% annual 

weakening of the HM grade from current levels of 49.6% to the updated resource 

HM grade of 28.0%, from 2017 onwards (see graph below). For 2016 we are 

assuming a grade profile similar to that of the previous two years as the company 

advises that it continues to experience similar mined grades as in FY2015 (Q1 

2016 HM grade reported at 51.3%). 

However, a full understanding of how the replenishment happens can only be 

confirmed after the finalisation of the offshore exploration, the results of which 

could imply a more favourable approach for the depositôs replenishment compared 

with our assumption. It is worth noting that over the first two years of operation, 

MRC has consistently mined and processed material above the resource grade 

and thus our assumption should be considered as very conservative. 

Mirabaudõs HM grade forecast 

 
Source: Mirabaud Securities 
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Throughput increase balances a potential fall in grade 

In the event of a declining grade profile, MRC could maintain the final HMS 

concentrate output unchanged by increasing the PBC throughput capacity when 

the grade falls below a certain level. In our model we are assuming an increase in 

the PBCôs capacity when the total HMS grade falls below 40%, which we model 

from FY2017 onwards (see graph above). 

That could happen with the addition of a third concentrator, as part of Torminôs 

primary beach concentrator circuit (Torminôs PBC currently operates with two 

concentrators). This could increase the PBCôs nominal throughput capacity by 

~50% from ~2.3Mt in H2 2016 (after the commissioning of the TSP) to ~3.5Mt in 

2018 (or 2.6Mt, assuming a long-term utilisation of the primary concentrator of 

75% vs. >80% currently). In that way the company could increase the feed to the 

secondary concentrator by ~15% to a maximum 820kt (vs. the SCPôs nominal 

capacity of ~875kt, thus max utilisation is assumed at ~94% vs. a current 93% 

rate), while maintaining an unchanged zircon grade within the concentrate of 

~7.5%. 

We note that although the PBC throughput increase would come at the cost of an 

opex increase (we calculate it at ~15% of the total cash cost, as mining, 

processing and loading, transport & shipping cost is 60-70% of the total cash cost) 

as well as a small capex rise (the cost of the acquisition of the third concentrator 

which we estimate at ~US$1m and is incorporated in our 2016 capex numbers). 

Tormin, even at the current grade of 28%, is one of the highest grade mineral 

sands deposits in the world, with more than 9x the average grade of the main 

producers (see table below), thus retaining its strong economics even after a likely 

opex increase. 

That is why MRC remains one of the few profitable mineral sand producers in the 

current weak price environment, despite Torminôs diseconomies of scale, the result 

of a smaller-scale plant compared with other producers. The above, combined with 

the fact that the deposit is located in a relatively favourable African jurisdiction, 

makes MRC an excellent investment alternative to other mineral sand producers 

within the African mineral sands space. 

 Mineral sand producers resources and reserves 

Producer Resources (Mt) HM resource grade Reserves (Mt) HM reserve grade 

Iluka Resources 2,460.4 7.0% 407.3 5.7% 

Tronox - - 1,260.0 6.7% 

Sierra Rutile 895.6 1.1% 382.3 1.3% 

Kenmare Resources 8,015.0 3.0% 815.0 3.3% 

Base Resources 143.0 4.4% 110.4 5.0% 

MZI Resources 155.0 2.0% 72.1 2.2% 

Astron* 4,780.0 3.7% 461 5.9% 

Mineral Deposits# 861.8 1.4% 582.3 1.5% 

MRC 2.7 28.0% - - 

Average(excl. MRC)  3.1%  4.3% 
Source: Mirabaud Securities               
#Mineral deposits owns 50% of Tizir ltd, which in turn owns 90% of GCO  
*Astron reserves are reported as at December 2012 
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 2016 a transitional year 

The possible extension of the projectôs mine life has given MSR enough 

confidence to commit significant capital to the plant optimisation and expansion as, 

we believe, there is significantly more mineralised material than reflected in the 

current resource.  

The dismissal of the Blastrite court application and the resolving of the outstanding 

matters with Wogen have allowed MRC to conclude financing options for the 

garnet stripping plant (GSP) expansion. The GSP, including an upgraded ilmenite 

circuit, has been budgeted at around US$4.5m and is expected to take 

approximately two more months to complete (end of June 2016), with 

commissioning planned for Q3 CY2016. 

The GSP, which will be installed in front of the existing secondary concentrate 

plant (SCP), will enable MRC to produce a higher value garnet concentrate and 

also increase the grade of the non-magnetic concentrate feed. The latter will be 

achieved by stripping out the garnet prior to the SCP, improving the grade of non-

magnetic feed into the SCP while increasing secondary concentrator nominal 

throughput by ~15% to 825ktpa from ~700ktpa previously (and non-magnetic 

concentrate production from the current ~45ktpa up to ~70ktpa).  

Garnet production will also rise, improving at the same time the garnet 

concentrateôs quality as it will now contain over 85% of garnet (vs. 60% previously) 

which in turn could earn a premium pricing. The company also advises that the 

above amendments will more than double ilmenite concentrate production. 

The GSP follows the newly built (Q4 2015) tailings scavenger plant (TSP ï at a 

capital cost of ~US$1m), the first stage of MRCôs expansion initiatives, which when 

commissioned (as MRC reported in its Q1 2016 results, we expect this to happen 

earlier than expected in Q2) will re-treat the PBC tailings stream (previously 

discharged back into the beach), increasing PBCôs throughput by ~15% to 

~2.3Mtpa (nominal) vs. current rate of ~2.0Mtpa. Coupled with the installation of 

the GSP, this will increase overall zircon recoveries from ~70% (current SCP) to 

~85% (GSP/SCP), thus boosting overall zircon recovery (from both PBC and SCP) 

to >75% from current levels of ~55%. Finally, it will also produce a higher-quality 

non-magnetic concentrate product, increasing from 72% contained zircon and 11% 

contained rutile (SCP) to 80% zircon and 13% rutile (in the GSP/SCP). 

 Schematic of proposed location for GSP (in-front of the SCP) 

 
Source: Mineral Commodities 
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