EQUITY RESEARCH

BCI Minerals (BCI)
FY20 Result: Lifting FY21 forecasts

KEY POINTS

e As BCI had already guided, its result of EBITDA of $8.3m and the
result was in line.

e The highlight of the FY20 result was that BCl was able to increase
cash by $7.8m in FY20 to $41.5m. This was done while it spent
$18.7m on progressing Mardie. The benefit of having a high cash
generating business (lron Valley) to fund Mardie through to FID is
under appreciated, in our opinion.

e At 30" June 2020, benchmark iron ore pricing was US$101.5/t.
Today it is US$126.5/t, up 25% in FY21 to date. BCI has a sliding
scale royalty rate that equates to the EBITDA generated from Iron
Valley. The higher the iron ore price, the higher the royalty rate. We
forecast that Iron Valley will post a new record result for BCl in FY21.

e Our forecasts for BCl incorporate US$105/t for benchmark iron ore in
FY21, some US$21/t below current pricing. In addition, Mineral
Resources is forecasting 7.5-8.5mt of shipments (we are at 7.5mt) for
FY21. We believe itis likely that BCI will beat our Iron Valley forecasts
in FY21 at this point in time.

e Our forecast changes have lifted EBITDA for FY21/23 by $11.9m /
$11.5m and $4.9m respectively. Due to the extra $28m of EBITDA
forecast, we have lowered the amount of equity raised to fund Mardie
from $325m to $315m.

INVESTMENT VIEW

Due to the long lead time to reach steady state production (FY28), we use
DCF to value BCI. We factor in a $315m capital raising at $0.20/share in
late FY21. This results in an un-risked valuation of $0.58/share (from
$0.50). We factor in a 25% discount to account for the project’s
development stage. This results in a price target of $0.44/share (from
$0.37), 100% above the current share price. We retain our Speculative Buy
recommendation.

We see the progress of American Pacific Borates (Borate and SOP project)
as a good example of the re-rate available as milestones are achieved.
ABR’s share price has increased >200% since the release of its DFS in
mid-April 2020 and it recently secured the remaining approvals. We see
two potentially large near-term catalysts for BCI being:

e Achieving environmental approval; and

e Securing a tranche of funding from NAIF (equity conditions
precedent likely).

Relative to ASX listed SOP peers, BCI looks materially undervalued. We
expect it has high near-term re-rating potential and should attract investors
looking for immediate share price growth. Longer term, BCl is forecast to
generate ~$200m pa of EBITDA. With a very long life and an endless
resource, it should be on the radar for value funds.
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Recommendation Speculative BUY
Previous Recommendation Spec. Buy $0.37

Risk Rating High

Current Share Price $0.

12 Month Price Target $0.44/share

Price target Methodology DCF

Total Return (Capital + Yield) 100%

Mardie steady state EBITDA $200m pa

Market Capitalisation $m

Liquidity $0.1m/day

Financial Forecasts & Valuation Metrics

BCI Y/E Jun A$m FY20A FY21F FY22F FY23F
Revenue 77.3 96.6 81.2 66.6
EBITDA 8.3 8.5 12.8 4.9
EPS Adj (c) 47 1.3 0.5 0.0
EPS Growth 266% 2% 66% -98%
DPS (c) 0.0 0.0 0.0 0.0
Yield (%) 0.0% 0.0% 0.0% 0.0%
EV/EBITDA (x) 55 (30.4) (6.3) 30.8
PE Underlying (x) 4.6 16.5 48.8 19914
Gearing (%) -66%  -538% -68% 13%

Source: PAC Partners estimates
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Key Milestones

ey

DFS publication, just released.
Achieving environmental approval, expected Q1 2021
Achieving FID, expected in late Q1 2021

Announcing the amount of support (long term funding) to be
provided from NAIF

Raising equity and commencing construction (target Q2
2021)

Further trial work and optimisation studies reducing the risk
of cost overruns

Re-rating as the prospect of Mardie gets factored in

The information contained in this report is provided by PAC Partners to Wholesale Investors only.
The information contained in this report is to be read in conjunction with other important disclosures at the end of this document.
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FY20 Results Summary

The FY20 result was already guided, hence it was in line with expectations, see Figure 1. There
were a few abnormal items, being:

e Profit on the sale of Buckland of $10.2m;

e Impairment of the relinquished Cape Preston East port rights of $5m (linked to the
Buckland sale); and

e $18.7m of costs against Mardie, which arguably could have been capitalised. We
understand Mardie costs will be capitalised post FID.

Due to BCI not being about the FY20 result, we have left our analysis on a statutory basis to
reduce complications and keep it in line with what BCI have indicated as its results, but note
that underlying EBITDA could have been higher than indicated if treatment of Mardie had been
different.

Figure 1: FY20 result summary

2H20A
($m) 1H20A  2H20A 1H20A %| FY19A FY20A YoY Chg
Iron Valley 39.1 37.7 (4%) 54.2 76.8 42%|
Mardie 0.0 0.0 NM 0.0 0.0 NM
Himinations 0.3 0.7 131% 0.0 0.5 NM
Operating Revenue 39.4 38.3 (3%) 54.2 77.3 43%
Divisional EBITDA
Iron Valley 10.9 121 11% 12.3 23.0 87%
Mardie (11.2) (7.5) (33%) (8.2) (18.7) 128%
Unallocated Expenses (2.7) 7.0 (359%) (4.2) (5.9) 40%
Total EBITDA (3.2) 1.5 (461%) (2.6) 8.3  (422%)
Depreciation & Amortisation (1.1) (7.3) 551% (3.2) (8.4) 162%
Total EBIT (4.3) 4.3  (199%) (5.8) (0.1) (99%)
Net Interest 0.0 0.4 NM 0.6 04 (32%)
Profit before tax (4.3) 4.7  (209%) (5.2) 04 (107%)
Tax 0.0 0.0 NM 1.5 0.0 (100%)
NPAT (4.3) 4.7  (209%) (3.7) 04 (110%)
Abnormals Net of Tax 0.0 0.0 NM 16.0 0.0 (100%)
Tax on abnormals 0.0 0.0 NM 0.0 0.0 NM
Reported NPAT (4.3) 4.7  (209%) 12.3 0.4 (97%)
UNPAT excl. Amort. (4.1) 4.5 (209%) (3.1) 04 (112%)
NPATA (4.3) 4.7  (209%) (3.7) 04 (110%)
EPS (1.0) 11 (209%) (0.8) 0.1 (112%)
DPS (cps) 0.0 0.0 0.0 0.0 NM
Operating Cashflow 2.6 1.8 (31%) (6.2) 44  (171%)
Op. CF/ EBITDA -81% 15% 237% 53%
Gearing (ND/ND+E) -52% -66% -66% -66% P

BCl and PAC Partners

KEY FEATURES OF THE RESULT

Iron Valley EBITDA of $23m (pre rebate in Q4) is a record. This was produced off 6.7mt of
sales.

Net cash increased by $7.8m to $41.5m. With no debt, BClI is well capitalised to fund further
activities on Mardie through to FID.

The result was clean and the outlook for Iron Valley is promising, more on this in forecast
changes over the page.
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Forecast Earnings Changes

Our Mardie forecasts remain unchanged and don’t impact earnings until FY25.

Our Iron Valley forecasts reflect what we forecast for MIN in terms of revenue generated and a
royalty paid to BCI. The recent increase in the benchmark iron ore price (currently US$125.5/t,
from US$101/t at 30" June) led us to upgrade our FY21 forecast iron ore price by US$18/t. As
BCI has a sliding scale royalty rate (it is higher when the A$ iron ore price is higher), we have
lifted assumed royalty rate received by BCI, increasing EBITDA forecasts.

Our forecast changes impact EBITDA for FY21 to FY23 by $11.9m / $11.5m and $4.9m
respectively, see Figure 2.

Figure 2: Forecast Changes

Old New Difference

$m FY21F FY22F FY23F| FY21F FY22F FY23F| FY21F FY22F FY23F
Revenue
Iron Valley 72.3 59.5 511 96.6 81.2 66.6 24.3 21.7 15.5
Mardie 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Revenue 72.3 59.5 51.1 96.6 81.2 66.6 24.3 21.7 15.5
Iron Valley 12.0 7.0 6.0 24.2 18.7 111 121 11.7 5.1
Mardie (10.0) 0.0 0.0 (10.0) 0.0 0.0 0.0 0.0 0.0
Corporate (5.5) (5.7) (6.0) (5.7) (5.9) (6.2) (0.2) (0.2) (0.2)
EBITDA (3.4) 1.3 0.1 8.5 12.8 4.9 11.9 11.5 49

Depreciation (0.1) (0.3) (0.7) (0.6) (0.5) (0.6) (0.5) (0.1) 0.0

Amortisation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total EBIT (6.0) (1.6) (3.2) 5.3 9.8 1.8 11.4 11.4 5.0
Net Interest 1.7 0.2 (2.4) 3.0 2.6 (1.5) 1.3 24 0.9
Tax 0.0 0.0 0.0 (2.3) (3.5) (0.1) (2.3) (3.5) (0.1)
Abnormals 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Reported NPAT (4.4) (1.4) (5.6) 6.0 9.0 0.2 104 104 5.8
UNPAT Adj. Mardie 5.6 (1.4) 0.0 16.0 9.0 0.2 10.4 10.4 0.2
Underlying EPS (cps) 0.5 (0.1) 0.0 13 0.4 0.0 0.9 0.5 0.0
Iron Valley Assumptions
V. Tonnes Sold mt 7.5 7.5 7.5 75 75 7.5 0.0 0.0 0.0
Benchmark Iron Ore US$/t 87 80 70 105 90 80 18.0 10.0 10.0
LV. Total Revenue 669.3 582.9 501 805 693.8 616.7 135.7 110.9 115.7
BCl Royalty Rate 3.0% 2.0% 2.0% 5.0% 4.5% 3.0% 2.0% 2.5% 1.0%

Source Pac Partners

The impact of the iron ore changes to BCI near term cash generation is material and in theory
the longer the iron ore price remains high, the lower the amount of equity required to fund the
Mardie project. In total, we assume Iron Valley contributes an extra $28m of EBITDA over its
estimated life. We assume Iron Valley operations cease at the end of FY23 (unchanged).
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Investment view and valuation

We use DCF to value BCI. DCF captures Mardie, Iron Valley and also ascribes a value for future
iron ore royalties not yet in operation.

DCF

Since Mardie has a very detailed DFS published, but is still to reach FID and secure all the
necessary approvals, we discount our DCF valuation by 25% to represent risks around its stage
of development on Mardie. We model BCI for 10 years, then use a terminal value. We use a
terminal growth rate of 2.5%, which is likely to represent commodity price increases due to
predicted supply shortfalls. We leave our DCF assumptions unchanged, though roll our DCF
forward.

The amount of equity raised and the price at which it is raised influences the DCF valuation. We
still assume BCI raises at $0.20/share (several major catalysts are likely to occur before they
raise). With the extra $28m of EBITDA secured from Iron Valley, we lower the estimated amount
of equity to raise to $315m (from $325).

Figure 3: DCF valuation

Present value of cashflows FY21 to FY30 (464)
Present value of terminal year cashflow 1,555
Net Cash at FY20A 42
NPV of royalties, risk discounted 75% 19
Present value of equity 1,152
Diluted Shares on issue (post raisings) 1,973
Present value per share $0.58
25% discount factor -$0.15
Dis counted DCF Valuation $0.44

Source: PAC Partners

We set our price target in line with our discounted DCF valuation, which results in a price target
of $0.44/share (from $0.37). This is 100% higher than the current share price. We retain our
Speculative Buy recommendation. The extra earnings from Iron Valley and the lower forecast
number of shares on issue required to complete the Mardie project increase our valuation.

INVESTMENT VIEW
BClI has two large near term catalysts, being:
e Environmental approval; and
¢ A potential indication of the size of NAIF funding that could be provided.

Both could help re-rate BCI. We would also look to remove 25% discount to our DCF valuation
post Mardie achieving FID.

Relative to Australian listed SOP companies, BCI is a standout in terms of valuation, plus it has
a cash generating operation (Iron Valley) that appears to have more upside risk (both volume and
price) than downside relative to our forecasts. In our opinion, now is an excellent time to start
building a position.
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BCI Minerals

Financial Model

BCI Minerals Share Price ($) 0.220 Mkt Cap: ($m) 88 Speculative Buy
PROFIT & LOSS ($m)  FY19A FY20A| FY21F FY22F FY23F KEY RATIOS FY19A FY20A| FY21F FY22F FY23F
Operating Revenue 54.2 77.3 96.6 81.2 66.6 EBITDA Margin (%) -48% 10.8%| 88% 158% 7.4%
EBITDA (2.6) 8.3 8.5 12.8 4.9 EBIT Margin (%) -96% -01%| 81% 152% 6.5%
Depreciation (0.1) 0.0l (0.6) (0.5) (0.6) NPAT Margin (%) 23.8% 05%| 88% 141% 4.1%
Amortisation 0.0 0.0 0.0 0.0 0.0 ROE (%) y/e -3.0% 04%| 14% 21% 0.1%
EBIT (5.2) (0.1) 7.9 12.3 4.3 ROA (%) yle -5.4% -01%| 53% 3.6% 04%
Net Interest 0.6 0.4 29 26  (1.5) ROIC (%) Av. -6.5% -01%| 6.9% 59% 0.5%
Income tax expense 1.5 0.0 (2.3) (3.5) (0.1) NTA per share ($) 0.20 0.21 0.98 1.00 1.00
UNPAT pre abnormal (3.1) 0.4 8.5 11.4 2.7 Eff Tax Rate (%) 32.9% 0.0%| 28.0% 28.0% 28.0%
Abnormal ltems 16.0 0.0 0.0 0.0 0.0 EBIT Interest Cover (x) NM NM nm nm 1.1
Reported NPAT 12.9 0.4 8.5 11.4 2.7 Gearing ND/ND+E (%) (48%) (66%)| (538%) (68%) 13%
Normalised NPATA 5.1 19.1 15.9 8.9 0.2 OPCF / EBITDA (%) 237% 53%| 107% 22% 81%
BALANCE SHEET ($m) FY19A FY20A| FY21F FY22F FY23F VALUATION METRICS FY19A FY20A| FY21F FY22F FY23F
Cash 33.7 41.5| 3453 168.9 8.9 Dil. Normalised EPS (c) 1.3 4.7 1.3 0.5 0.0
PP&E 0.2 0.7 21 1809 4346 Dil. Reported EPS (c) 3.3 0.1 0.5 0.5 0.0
Debtors & Inventory 223 16.2 20.9 15.9 1.4 Dil. Normalised PE (x) 17.0 4.6 16.5 43.8 19914
Intangibles 23.5 18.5 18.5 18.5 18.5 Dil. Reported PE (x) 6.8 235.5 44.2 48.8 19914
Other assets 50.7 59.1 59.3 56.8 36.3 Enterprise Value ($m) 54 46 -258 -81 151
Total Assets 1304 136.1| 446.2 4411 509.7 EV / EBITDA (x) -20.8 55| -30.4 -6.3 30.8
Borrow ings 0.0 0.0 (0.0) 0.0 72.3 EV / EBITA (x) -10.4 -888.8| -32.8 -6.6 35.2
Trade Creditors 18.1 18.3 21.3 16.2 12.0 EV / EBIT (x) -10.4 -888.8| -32.8 -6.6 35.2
Other Liabilities 8.7 13.7 15.5 6.4 6.7 Price / NTA (x) 1.1 1.0 0.2 0.2 0.2
Total Liabilities 26.8 32.0 36.7 22.6 91.0 DPS (c) 0.0 0.0 0.0 0.0 0.0
Shareholder Equity 103.6 104.1| 409.5 4184 4187 Dividend Yield (%) 0.0% 0.0%| 0.0% 0.0% 0.0%
Franking (%) 0% 0% 0% 0% 0%
CASHFLOW ($m) FY19A FY20A| FY21F FY22F FY23F Payout Ratio (%) 0% 0% 0% 0% 0%
Operating EBITDA (2.6) 8.3 8.5 12.8 4.9 Free Cash / Share (cps) 5.2 1.9 0.4 (8.9) -11.7
Interest & Tax Paid 21 0.5 0.6 (0.9) (1.6) Price / FCF PS (x) 4.2 11.3 57.2 -25 -1.9
Working Cap. (5.7) (4.4) 0.0 (9.1) 0.6 Net Debt / EBITDA (x) 13.0 (5.0)] (40.8) (13.2) 12.9
Operating CF (6.2) 44 9.1 2.8 4.0
Maintenance Capex (0.2) (3.3) (2.0) (0.2) (0.2) GROWTH PROFILE (YoY) FY19A FY20A| FY21F FY22F FY23F
Expansion Capex 27.0 6.8] (2.5) (179.1) (236.2) Sales ($m) 62% 43% 25% -16% -18%
Free Cashflow (FCF) 20.6 7.8 4.6 (176.4) (232.3) EBITDA ($m) -82% -422% 1% 51% -62%
Ord & Pref Dividends 0.0 0.0 0.0 0.0 0.0 EBIT ($m) -710%  -99% nm 57% -65%
Net Other 0.0 0.0 299.3 0.0 0.0 Adj. NPAT ($m) -137%  273%| -17% -44%  -98%
Net Cas hflow 20.6 7.8| 303.8 (176.4) (232.3) Adj. EPS (c) -136%  266% 72% 66% -98%
DPS (c) 0% 0% 0% 0% 0%
DIVISIONAL P&L ($m) FY19A FY20A| FY21F FY22F FY23F
Iron Valley 54.2 76.8 96.6 81.2 66.6 DCF VALUATION
Mardie 0.0 0.0 0.0 0.0 0.0 PV of Cashflows FY20-29  (464)[Risk Free Rate 5.0%
Other 0.5 0.5 29 2.6 0.2 PV of TermYear Cashflow  1,555(Equity Risk Premium 5.0%
Total Revenue 54.7 77.3 99.5 83.8 66.8 Other 0|Equity Beta (x) 1.10
Net Cash at FY20A 42| Cost of Equity 10.5%
DIRECTORS % % PV of Equity 1,152|WACC 7.0%
Brian O'Donnell 0.2%  Jenny Bloom 0.0% PV of Equity per share  $ 0.58 [Terminal Grow th 2.5%
Alwyn Vorster 1.3% Michael Blakiston 0.0%
SUBSTANTIAL HOLDERS % %
Total 1.5% Wroxby Pty Ltd 29.2% Sandon Capital 5.5%
% P A C Page 5
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RECOMMENDATION CRITERIA

Investment View e
PAC Partners Investment View is based on an absolute Buy Hold Sell

1-year total return equal to capital appreciation plus yield.
Y d pria” app PLsY | >20% | 20%-5% | <5% |

A Speculative recommendation is when a company has limited
experience from which to derive a fundamental investment view.

Risk Rating
PAC Partners has a four tier Risk Rating System consisting of: Very High, High, Medium and Low. The Risk Rating is a subjective rating based
on: Management Track Record, Forecasting Risk, Industry Risk and Financial Risk including cash flow analysis.

Disclosure of Economic Interests
The views expressed in this research report accurately reflect the personal views of Heath Andrews about the subject issuer and its securities.
No part of the analyst's compensation was, is or will be directly or indirectly related to any recommendation or view expressed in this report.

The following person(s) Hold an economic interest in the securities covered in this report or other securities issued by the subject issuer which
may influence this report:
L]

Disclaimer
PAC Partners Securities Pty Ltd. (“PAC Partners”, “PAC” or “PPS”) is a Corporate Authorised Representative of PAC Asset Management Pty
Ltd holder of an Australian Financial Services Licence (AFSL No. 335 374).

The information contained in this report is provided by PAC Partners to Wholesale Investors only. Retail investor and third party
recipients should not rely, directly or indirectly, on this report. Users of this research report should not act on any content or
recommendation without first seeking professional advice. Whilst the report has been prepared with all reasonable care from sources which we
believe are reliable, no responsibility or liability is accepted by PAC Partners, for any errors or omissions or misstatements however caused. Any
opinions, forecasts or recommendations reflect our judgement and assumptions at the date of publication or broadcast and may change without
notice. This report is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. This publication contains general securities advice. In preparing our Content it is not possible to take into consideration the
investment objectives, financial situation or particular needs of any individual user. Access of this report does not create a client relationship
between PAC Partners and the user. Before making an investment decision on the basis of this advice, you need to consider, with or without the
assistance of a securities adviser, whether the advice in this publication is appropriate in light of your particular investment needs, objectives
and financial situation. PAC and its associates within the meaning of the Corporations Act may hold securities in the companies referred to in
this publication. PAC believes that the advice and information herein is accurate and reliable, but no warranties of accuracy, reliability or
completeness are given (except insofar as liability under any statute cannot be excluded). No responsibility for any errors or omissions or any
negligence is accepted by PAC or any of its directors, employees or agents. Any content is not for public circulation or reproduction, whether in
whole or in part and is not to be disclosed to any person other than the intended user, without the prior written consent of PAC Partners.

Disclosure of Corporate Involvement

PAC Partners does not own securities of the Company described in this report. PAC Partners associates do not own securities of the Company
described in this report. PAC Partners does and seeks to do business with companies covered in the research. PAC may receive commissions
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from dealing in securities associated with the Company. As a result, investors should be aware that PAC Partners may have a conflict of interest
that could affect the objectivity of this report.

For more information about PAC Partners please visit www.pacpartners.com.au
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