Blencowe Resources (BRES.L)* 5 Oct 2023

US Government Funding to Set Blencowe onto Mining Path?

Blencowe Resources (BRES.L) recent announcement it had secured a $5m Technical
Assistance Grant (TAG) from the Development Finance Corporation (DFC) to provide
funding for the Definitive Feasibility Study (DFS) for its Orom-Cross graphite project is a
significant milestone for the Group. In this updated note we consider what impact this has
on our risked project valuation and Blencowe share price target.

- The $5m DFC grant provides funding for a sizeable portion of all DFS costs. The grant
is only repayable if the project is funded into production.

- Orom-Cross is the first graphite project in the world to be financed by a US government
grant through the DFC. Moreover, it is a non-dilutive equity source of funds that also
preserves Blencowe’s 100% project interest in Orom-Cross.

- DFC also has first right of refusal to project finance Orom-Cross which could provide all
or most of the CAPEX required to move into the mining stage.

By using DFC funds Blencowe will be able to evaluate if a downstream processing
facility can be added to produce 99.95% uncoated battery-ready SPG (spheronised,
purified graphite). An SPG end-product, would command a much higher price in the order
of 3x to 4x that of ordinary concentrate with offtake customers.

Underlying the potential size of Orom-Cross and one of the many upside opportunities,
is the fact that the current JORC resource of 24.5 Mt @ 6% total graphite content,
represents only around 2% of the licence area drilled to date. A significant portion of DFS
funds will be used for further drilling to increase the JORC resource.

Blencowe owns 100% of Orom-Cross, which provides an opportunity and option to bring
in a JV partner to share development costs ahead if required. The Project also benefits
from a 21-year mining licence (granted in 2019).

Orom-Cross end-product has been through several international graphite metallurgy
experts who have all confirmed it upgrades to a pure concentrate that will likely attract
end users. The pre-qualification process to ultimately secure binding offtake contracts is
underway.

Opinion & Recommendation - The securing of a $5m grant from the DFC is a
commendable achievement for Blencowe and significantly reduces financing risks at Orom-
Cross. We have re-calibrated the PFS published last year from a NPV8 to NPV10 to reflect a
higher cost of borrowing world (from $482m to $402m) and applied certain
development/resource (30%), finance (12%) and country (25%) risk factors. The impact of
the DFC grant and potential for it to lead to securing project construction funds has resulted
in our finance risk being slashed from 40% to 12%. By applying all these risk factors to
our NPV10, we calculate a valuation of $185.7m, an increase of 46% on our previous
$126.5m estimate.

Using the current no of shares in issue and 100% project interest this would imply a price
per share of 73p (prev. 59p). If we factor in the impact of possible share dilution over the
next 24-months, we arrive at a 46p valuation. Taking an even more prudent approach and
assuming Blencowe ends up with a 51% project interest if a JV partner was bought in, then
a 23p value is calculated. Although if the DFC provides significant debt funding to construct
a mine, such a severe project dilution may not be needed, instead a smaller valuation
adjustment would be made according to the impact on future cash flows from whatever
potential funding solution is provided.

Further upside, which is not factored into our estimates could come from an improvement
in the resource size to increase mine life, higher p.a. production volumes and building of a
downstream processing facility. The latter of these enhancements is the most exciting and
possible now with the financial muscle of the DFC, whose involvement now has potential to
elevate the project nearer a telephone number style valuation. With all the above thoughts
in mind, we recommend the shares as a ‘Buy’, with a price target range of 23p to 46p per
share, both of which are much higher than the current share price of around 5p.
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Section A: Valuation Tables
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Key Parameters

PFS Parameters

Notes

Life of Mine

Initial 14 years

Can be extended with further drilling

Average Annual Production

101,000 tpa

Start-up 36,000 tonnes per annum (tpa), moving to 147,000

tpa by Year 7 operation.

Initial Capital Cost $62m | Plant, all infrastructure, vehicles and camp. PFS includes a
7.8% contingency.

Cash Operating Costs $499 p/t | End-products exported via Mombasa port as concentrate.

Weighted Average $1,307 p/t | 5 different end-products produced of varying mesh sizes.

Selling Price

EBITDA $100m | Average pre-tax earnings over life of mine.

Cumulative Free Cash $1,073m | Total over mine life, after repayment of debt.

Fig 1: PFS Parameters (Source: Blencowe Resources plc, RNS 19 July 2022).

FEQ Est. Risk % Est Est Notes

Risked NPV (prev. est.) (05/10/23) (19/07/22)

NPV (post-tax) $402.0m $482.0m Est from PFS, calculated on NPV10 basis than NPV8

(NPV10) (NPV8) due to higher global borrowing cost environment.

Development 30% $281.4m $337.4m JORC Resource proving up, mine development and

/ Resource Risk (unchanged) processing risks. PFS publication has lowered risk
since PEA.

12% $247.6m $168.7m Risk of not securing off-take partners and raising mine

Finance Risk 40% - 1/23 finance CAPEX. DFC funding significantly reduce such

50% - 7/22 risks.
Country Risk 25% $185.7m $126.5m Geo-political risks of operating in Uganda, low for
(unchanged) Africa, with table government, same ruling party and
president in power since 1986.

Est Risked Value £153.5m £105.4m (£/US$1.21 ex rate)

Base Valuation Per Share 73p 59p 209.4m current shares in issue (prev. 177.9m)

(100%)

Valuation on Projected Dilution Estimate 331m shares in issue in 24-months,

Per Share (100%) 46p n/a assuming 70% options/warrants exercised and some
funds raised for corporate overheads and other
requirements.

At 75% Project Value 35p n/a Price per share at potential 75% and 51% project
interests if JV partner secured to assist in CAPEX or
ramp-up fundings.

At 51% Project Value 23p n/a

Fig 2: Risked based estimates for Orom-Cross (Source: First Equity Limited).
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Section B: Anticipated Timelines and Strategy

Year Milestone / Potential News Event

2023 Q3 - DFS commencement.

2024 Q4 - Completion of DFS and decision to mine (main plant).
Development of main plant and infrastructure (Phase 1).

2025

End of 2025 - First Mining and then ramp up in 2026.

2026 to 2028

Assuming tests during DFS are positive, then development of a SPG plant to deliver 50,000 tpa of
uncoated SPG for battery-ready product (Phase 2) and then ramp up to 3.2 Mtpa plant to deliver
200,000 tpa concentrate (Phase 3).

Fig 3: Estimated forward strategy and anticipated timelines (Source: Blencowe Resources plc - September 2023

Presentation).
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Regulatory Disclaimers and Disclosures

This document is non-independent research and a marketing communication under the FCA Conduct of Business
Rules. It has not been prepared in accordance with legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of the dissemination of the investment
research. FEQ does have procedures in place to manage any conflicts which might arise in the production of
investment research, including Chinese Wall procedures.

This research note is designed for information purposes only and does not constitute a personal recommendation,
offer or invitation to buy or sell any investment referred to within it. Investors should form their own conclusions
and/or seek their own advice to determine whether any particular transaction is suitable for them in the light of
their investment objectives, the benefits and risks associated with the transaction and all other relevant
circumstances.

The views expressed in this note are those of First Equity’s analyst. They are based on information believed to be
reliable from mainly primary sources but no warranty or representation, express or implied, is made about the
accuracy or completeness of this information, which may be subject to change without notice. Any opinion given
reflects the analyst’s judgement as at the date of this document’s publication. Any or all statements about the
future may turn out to be incorrect.

This document is not for distribution into the United States, Canada, Australia or
Japan

Neither this document nor any copy of it may be taken or transmitted into the United States of America, or
distributed, directly or indirectly, in the United States of America or to any US person as defined in Regulation S
under the United States Securities Act of 1933. Any failure to comply with this restriction may constitute a violation
of United States securities laws.

Neither this document nor any copy of it may be taken or transmitted into Canada or distributed in Canada or to
any individual outside Canada who is a resident of Canada, except in compliance with applicable Canadian securities
laws.

Neither this document nor any copy of it may be taken or transmitted into or distributed in Australian or to any
resident thereof except in compliance with Australian securities laws. Any failure to comply with this restriction may
constitute a violation of Australian securities laws.

Neither this document nor any copy of it may be taken or transmitted into or distributed in Japan or to any resident
thereof for the purpose of solicitation or subscription or offer for sale of any securities. Any failure to comply with
this restriction may constitute a violation of Japanese securities laws.

Important Risk Warning

There is no guarantee the share price will trade at or near to the share price target valuation
estimates quoted in this report at any time in the future, as this will depend upon on a number
of factors for example prevailing sentiment towards the company, its sector, country of
operations and project commodity being mined or developed, investor risk appetite and total
amount of investor funds capable of being allocated towards this type of investment.

Important Declarations
First Equity Limited acts as Broker to Blencowe Resources plc.

First Equity Limited clients and employees hold shares and warrants in Blencowe Resources plc.

First Equity Limited is a member of the London Stock Exchange

Salisbury House,
London Wall,
London, EC2M 5QQ
UK

Tel:020 7374 2212 www: firstequitylimited.com tw:FirstEquitylLtd

Authorised and regulated by the Financial Conduct Authority
(FCA No. 124394)
Registered in England and Wales, No: 2019652 / VAT No: 283 0100 45

Blencowe Resources plc - FEQ Broker Note
5 October 2023


http://www.firstequitylimited.com/

