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FYI Resources Ltd (FYI.ASX)  

Alcoa Effectively Provides Full Finance   

Event:  

 HPA Refining Project binding term sheet with Alcoa.   

Investment Highlights:  

 Binding term sheet signed with Alcoa: FYI recently announced its eagerly 
anticipated term sheet with Alcoa for its HPA Refining Project.  FYI will retain a 
35% interest, with Alcoa to cover the overwhelming majority of the proposed 
capital expenditure to acquire its 65% interest.   

 Project now contemplates phased developments: although presented 
sequentially, management noted concurrent development of phases 2 and 3. 
Phase 1 is design of 1,000tpa demonstration facility, phase 2 is construction of 
the 1,000tpa demonstration facility and design of 8,000tpa full scale plant, and 
phase 3 is construction of the 8,000tpa full scale plant.   

 HPA Project is effectively fully funded, and the financing conversation settled. 
Alcoa will effectively pay almost all (93%) of the US$257M capex, even though 
the message was not well articulated in the 1 October announcement.  

 FYI will earn ~$70M EBIT for 25 years for less than $25M. Assumes US$6,400/t 
cash cost, and we note metrics remain very attractive. Once again, we think this 
important message was lost in FYI’s most recent announcement.  

 Alcoa will contribute US$238M of the first US$250M capex; FYI is only up for 
US$18.5M for its 35% interest in the HPA project. 

 Significant Project De-risking: FYI has mapped a funding path for the HPA 
Project, and subject to phase FIDs, Alcoa will effectively cover almost all of the 
contemplated capex, absent cost escalation. Alcoa both as JV partner and with 
carriage of product marketing significantly removes any counterparty risk for 
potential offtakers associated with FYI.  The company currently has cash of $9M 
(FSBe) and no debt.  

Earnings and Valuation:  

 We have a decreased risked valuation of $1.19/share (prior $1.52) with 
increased 0.73x P/NAV (prior 0.65x). This is a consequence of reverting Kwinana 
production output to 8ktpa 4N HPA (prior 10ktpa, 85% 4N HPA), with first 
production from the full scale plant pushed to FY25e (prior FY24e), offset by 
lower risk factor and financing certainty. We retain unchanged commodity and 
currency assumptions.   

 We continue to see upside potential from both 5N HPA option and Cadoux 
extension, both of which remain in our risked valuation (0.6x and 0.4x)  

Recommendation: 

 We continue to recommend FYI as a Buy with a decreased PT of $1.19/share 
(prior $1.52), due to lower production and minor delay, offset by funding 
certainty and risk unwind. Cadoux-Kwinana is a long life, high grade kaolin 
asset and low-cost refinery aiming to become a single source HPA producer 
from a tier 1 jurisdiction, now with Alcoa’s validation and balance sheet.  

 Catalysts for the stock include: 1) FEED and FID decisions and commencement 
of the HPA project; 2) customer offtake MOUs and marketing relationships; 3) 
updates on financing arrangements; 4) further updates on the Alcoa JV; and 5) 
updates on LOM extension, capacity upgrade, 5N option, and/or by-products.      

Disclosure
The analyst does not own FYI securities.
Foster Stockbroking and associated entities (excluding 
Cranport Pty Ltd) own 1,060,758 FYI shares and 1,000,000
FYI options with $0.30 exercise price and December 2022
expiry. Cranport Pty Ltd does not own FYI securities. 
Foster Stockbroking acted as Sole Lead Manager to the 
$6M placement of 30M FYI shares at $0.20 in December
2020 and received fees for this service. 
Refer to end of report for details. 
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FYI Resources Ltd (FYI) 

KEY TAKEAWAYS FROM ALCOA DEAL  

 Binding term sheet with Alcoa: FYI announced its eagerly anticipated deal and term sheet with 

Alcoa on 1 October. FYI will retain 35% interest in the HPA project, with Alcoa to cover the 

overwhelming majority of the proposed capital expenditure to acquire a 65% interest.   

 Project now contemplates phased developments: although presented sequentially in the 

announcement, management noted phases 2 and 3 will be developed concurrently.   Phase 1 is 

design of 1,000tpa demonstration facility; phase 2 is construction of the 1,000tpa demonstration 

facility and design of 8,000tpa full scale plant; phase 3 is construction of the 8,000tpa full scale 

plant.   

Figure 1: Cadoux-Kwinana Project  

Phase  
 
Development  

Capex,  
US$M 

Alcoa Share, 
US$M   

FYI Share, 
US$M 

 
Comment 

1 Design of 1,000tpa demonstration facility. 7 7 0 
Alcoa to reimburse FYI’s 
share. 

 
2 

Construction of 1,000tpa demonstration facility 
and design of 8,000tpa full scale plant.  

 
50 

 
37.5 

 
12.5 

 
Concurrent with Phase 3. 

3 Construction of 8,000tpa full scale plant.  200 194 6 
Alcoa finances first 
US$194M of Stage 3 capex. 

Total  257 238.5 18.5  

Source: Company, Foster Stockbroking estimates.  

 

 Base case production has been reset to 8,000tpa of 4N HPA at Kwinana (prior 10,000tpa, 85% 

4N, balance 5N). An additional 1,000tpa 4N HPA demonstration or starter / small scale 

production facility will also be designed and constructed with location to be decided, but very 

likely in North America. We note there are now two plants contemplated, with the smaller plant 

to be located somewhere in North America proximate to meaningful markets.     

 Significant Project De-risking: FYI has mapped a funding path for the HPA Project, and subject to 

phase FIDs, Alcoa will essentially cover all of the contemplated capex, absent cost escalation 

which will be pro rata along JV interests. FYI’s effective share of phase 1 capex will be nil, since it 

will be reimbursed by Alcoa.  Similarly, Alcoa will bear the cost of the first US$194M of capex in 

phase 3, leaving FYI’s contribution to a mere US$6M. For phase 2, Alcoa will bear the cost of the 

first US$14M of phase 2 capex, while FYI’s contribution is at most US$12.5M.  Management has 

noted US$50M capex for phase 2 is a significantly conservative estimate.    

 FYI’s HPA Project is essentially fully funded, and the financing conversation settled. Alcoa will 

effectively pay almost all (93%) of the US$257M capex, even though this message was not well 

articulated in the 1 October announcement. Alcoa will contribute US$238M of the first US$250M 

capex; FYI is only up for US$18.5M for its 35% interest in the HPA project. 

 FYI will earn ~$70M EBIT for 25 years for a capital contribution of less than $25M. This assumes 

US$6,400/t cash cost, and we note metrics remain very attractive. Once again, we think this 

important message was lost in FYI’s most recent announcement.  

 Alcoa, both as JV partner and with carriage of product marketing, significantly removes any 

counterparty risk for potential offtakers associated with FYI.   

 FYI has cash of $9M (FSBe) and no debt.  
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FYI Resources Ltd (FYI) 

VALUATION – $1.19/SHARE, RISKED (PRIOR $1.52) 

 We have a decreased risked valuation of $1.19, (prior $1.52).  We have made a number of 

changes to our assumptions to reflect a raft of changes from the recently announced deal.  

 We revert Kwinana to 8,000tpa 100% 4N HPA production (prior 10ktpa, 85% 4N). We include the 

1,000tpa 4N HPA production.  

 We have unwound our risk factor to reflect the Alcoa deal and the certainty around financing it 

provides, and we now use P/NAV of 0.73x, prior 0.65x, reflecting the increased 0.8x NPV (prior 

0.7x) for the base case DCF of Cadoux-Kwinana. We have removed the debt finance and future 

equity assumptions and limit future equity to A$30M to provide working capital, closer to 

production start.  

 We have moved first production of the 8,000tpa plant to FY25e (prior 24e), however the newly 

introduced 1,000tpa plant will contribute to FY24e.     

 We retain both Cadoux extension and 5N optionality, noting both of these options will continue 

to be explored by the JV, and note their potential to add significantly to valuation.  

 We have unchanged LT price and currency assumptions of US$24,000/t for 4N HPA, US$40,000/t 

for 5N HPA, and AUDUSD 0.75.   

Figure 2: FYI Valuation  

 Unrisked  Risked   
Company Valuation, FYI 35% interest  A$M A$/sh A$M A$/sh Risk Factor 
HPA Project, base case (FYI 35% interest)  602 $1.32 482 $1.06 80% 
Cadoux expansion (35%) 105 $0.23 42 $0.09 40% 
5N HPA extension (35%) 48 $0.11 29 $0.06 60% 
Corporate -59 -$0.13 -47 -$0.10 80% 
Cash (debt) 9 $0.02 9 $0.02 100% 
Cash, equity raise 30 $0.07 24 $0.05 80% 
Options  5 $0.01 4 $0.01 80% 
Valuation DCF, WACC 10% 740 $1.62 542 $1.19 73% 

Ordinary shares, M  349     
Options, M  23     
Shares, future issue, M 83     
Fully diluted shares, M  456     

Source: Company, Foster Stockbroking estimates, FYI 35% project interest excluding initial capex.     

 

MAINTAIN BUY RECOMMENDATION, PRICE TARGET $1.19/SHARE (PRIOR $1.52)  

 We maintain our Buy recommendation for FYI with a decreased price target of $1.19/share (prior 

$1.52), in line with our risked 0.73x NPV valuation, which is due to lower production and minor 

delay, offset by funding certainty and risk factor unwind. Cadoux-Kwinana remains a long life, 

high grade kaolin asset and low-cost processing refinery aiming to become a single source HPA 

producer from a tier 1 jurisdiction, now with Alcoa’s validation and balance sheet.  

 We see a number of upcoming catalysts for FYI, including 1) FEED and FID decisions and 

commencement of the HPA project; 2) customer offtake MOUs and marketing relationships; 3) 

updates on financing arrangements; 4) further updates on the Alcoa JV; and 5) updates on LOM 

extension, capacity upgrade, 5N option, and/or by-products.   
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PARTICIPANT OF ASX GROUP 

Foster Stockbroking recommendation ratings:  Buy = return >10%; Hold = return between –10% and 10%; Sell = return <-
10%.  Speculative Buy = return > 20% for stock with high risk.  All other ratings are for stocks with low-to-high risk.   Returns 
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Disclaimer & Disclosure of Interests.  Foster Stockbroking Pty Limited (Foster Stockbroking) has prepared this report by way 
of general information. This document contains only general securities information or general financial product advice. The 
information contained in this report has been obtained from sources that were accurate at the time of issue, including the 
company’s announcements and pathfinder prospectus which have been relied upon for factual accuracy. The information 
has not been independently verified.  Foster Stockbroking does not warrant the accuracy or reliability of the information in 
this report.  The report is current as of the date it has been published.  
 
In preparing the report, Foster Stockbroking did not take into account the specific investment objectives, financial situation 
or particular needs of any specific recipient. The report is published only for informational purposes and is not intended to 
be personal financial product advice. This report is not a solicitation or an offer to buy or sell any financial product. Foster 
Stockbroking is not aware whether a recipient intends to rely on this report and is not aware of how it will be used by the 
recipient. Before acting on this general financial product advice, you should consider the appropriateness of the advice having 
regard to your personal situation, investment objectives or needs. Recipients should not regard the report as a substitute for 
the exercise of their own judgment. 
 
The views expressed in this report are those of the analyst named on the cover page.  No part of the compensation of the 
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partly based on Foster Stockbroking revenues, including any investment banking and proprietary trading revenues, as well as 
performance measures such as accuracy and efficacy of both recommendations and research reports.  Any views and opinions 
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FYI Resources Ltd (FYI) 

 

expressed in the report are those of the research analyst and have not been influenced by corporate advisory, the issuing 
company, or its other advisers.  
 
Foster Stockbroking believes that the information contained in this document is correct and that any estimates, opinions, 
conclusions or recommendations are reasonably held or made at the time of its compilation in an honest and fair manner 
that is not compromised. However, no representation is made as to the accuracy, completeness or reliability of any estimates, 
opinions, conclusions or recommendations (which may change without notice) or other information contained in this report. 
To the maximum extent permitted by law, Foster Stockbroking disclaims all liability and responsibility for any direct or indirect 
loss that may be suffered by any recipient through relying on anything contained in or omitted from this report. Foster 
Stockbroking is under no obligation to update or keep current the information contained in this report and has no obligation 
to tell you when opinions or information in this report change.  
 
Foster Stockbroking seeks to do business with companies covered in research. As a result investors should be aware that the 
firm may have a conflict of interest which it seeks manage and disclose.   
 
Foster Stockbroking and its directors, officers and employees or clients may have or had interests in the financial products 
referred to in this report and may make purchases or sales in those the financial products as principal or agent at any time 
and may affect transactions which may not be consistent with the opinions, conclusions or recommendations set out in this 
report. Foster Stockbroking and its Associates may earn brokerage, fees or other benefits from financial products referred to 
in this report. Furthermore, Foster Stockbroking may have or have had a relationship with or may provide or has provided 
investment banking, capital markets and/or other financial services to the relevant issuer or holder of those financial 
products.     
 
For an overview of the research criteria and methodology adopted by Foster Stockbroking; the spread of research ratings; 
and disclosure of the cessation of particular stock coverage, refer to our website http://www.fostock.com.au.    
 
Specific disclosure:  The analyst does not own FYI securities at the time of this report.  Diligent care has been taken by the 
analyst to maintain honesty and fairness in writing the report and making the recommendation.   
 
Specific disclosure: Foster Stockbroking acted as Sole Lead Manager to the $6M placement of 30M FYI shares at $0.20 in 
December 2020.  Foster Stockbroking received fees for this service.     
 
Specific disclosures: As at close of business on 6 October 2021, Foster Stockbroking and associated entities (excluding 
Cranport Pty Ltd) own 1,060,758 FYI shares and 1,000,000 FYI options with exercise price $0.30 and expiry 31 December 
2022. Cranport Pty Ltd does not own FYI securities.  The position may change at any time and without notice.  Foster 
Stockbroking and its employees may from time to time own securities the subject of the report, and trade them in ways 
different from those discussed in research.  Foster Stockbroking may also make a market in securities the subject of the 
report, including buying and selling securities on behalf of clients.   
 
Review disclosure:  The report was authored by the analyst named on the front page of the report and was reviewed and 
checked by Mark Fichera, Research.     
 
Disclosure review.  All the disclosures in the report have been reviewed and checked by Keith Quinn, Compliance.  
 

http://www.fostock.com.au/
http://www.fostock.com.au/

