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Recommendation: BUY
® Australian manganese producer self-funded to triple production at a 300%+ IRR
® PFS on high-purity manganese for battery markets due this quarter

® High quality management team with a history of delivery
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Share Price: $1.91
Target Price: $3.98
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October 2021 CAPITAL
Element 25 Limited (E25) Buy Share Price: A$1.91
A manganeseficent opportunity Target Price: A$3.98
Element 25 Ltd (E25) is an ASX-listed manganese Company Data
concentrgte prpduger thro.ugh its  100% owngd Shares — ordinary (M) 148.8
Butcherbird project in the Pilbara, Western Australia. Market capitalisation ($M) 282 7
Management have delivered Butcherbird into production P } '
this year. With organic, self-funded expansions over the 12 month low/high (3) 0.73/2.9
Average monthly turnover ($M) 16.2

next 12 months to triple output, we see strong earnings
growth. In addition, E25 concentrate has been confirmed
to be suitable for upgrading to high purity manganese
sulphate (HPMSM) and studies are underway to
determine the economics of investing in downstream
production for battery material markets. With supply
constraints indicating a tight manganese market, we see
E25 re-rating as expansions are completed and the
pathway to supplying battery material markets becomes
clearer. We initiate coverage with a BUY and A$3.98/sh
price target (1XP/NPVs).

A simple, scalable project in a tier one jurisdiction

e E25 delivered first Mn conc shipments from the 300ktpa
Butcherbird Stage 1 to customers in the Sept Q 2021

e The open pit operation is shallow and mainly free dig,
with the 13 year Reserve life likely to grow materially

e Concentrate is produced via a simple crush/screen/sort
circuit and is trucked to Port Hedland for export via a
sealed highway that passes through the mining lease

e Production expansion to 1Mtpa is expected by 1H 2022
and, at a low capex of A$20m, it will be self-funded

e The Mn concentrate operation has EBITDA margins of
40% with annual EBITDA moving from an average of
A$18m for Stage 1 to A$92m post expansion from FY24

Battery market exposure will add further value

e Manganese is the cheapest and most abundant of the
NMC cathode materials (nickel/manganese/cobalt). Use
is increasing as other materials become difficult to source

¢ High purity manganese (HPMSM) is required for cathode
use. E25’s concentrate is suitable as feedstock for an
upgrade facility, with a PFS to be released this quarter

e We incorporate a 50ktpa HPMSM facility in our base
case, with A$200m capex generating A$50m/yr EBITDA
from early 2024; additional circuits may be added in time

Significant upside to our A$3.98/sh price target

e Our fully diluted A$3.98/sh target is based on 1.0x NPVs

e We assume average benchmark manganese prices of
US$6.20/dmtu and a 0.75 AUDUSD

Key Dates Ahead
e Dec 2021 — Stage 1 production run-rate achieved
e Dec 2021 — PFS on manganese sulphate expected

e 1H 2022 — Expansion to 1Mtpa Mn conc complete
e 1H 2024 — First production from HPMSM plant

GICS Industry Metals & Mining

Financial Summary (fully diluted/normalised)

Year end June 2021A 2022F 2023F 2024F 2025F
Revenue ($M) 1.3 59.8 163.7 227.2 310.6
Costs ($M) 75 55.4 106.3 1348 1815
EBITDA ($M) -6.3 4.4 57.4 924 129.2
NPAT ($M) -6.5 4.3 40.9 625 80.1
EPS (¢ps) 4.4 2.9 25.0 376 482
EPS growth (%) 72.0 2493 7539 50.5 28.3
PER () -43.6 65.2 7.6 5.1 4.0
Op. Cashflow ($M) -3.7 7.1 57.9 67.6 98.8
OCFPS (¢ps) -2.5 4.8 38.9 454  66.4
POCFPS (x) -77.3 40.0 4.9 4.2 2.9
EV ($M) 249 244 233 281 216
EV / EBITDA (x) -39.7 55.4 4.1 3.0 1.7
Payout ratio (%) 0.0 0.0 0.0 0.0 0.0
Dividends (¢ps) 0.0 0.0 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0 0.0 0.0
Franking (%) 0.0 0.0 0.0 0.0 0.0
Board
Director Position Executive Independent
Seamus Cornelius  Chairman No Yes
Justin Brown MD Yes No
John Ribbons Director No Yes
E25 — performance over one year
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Analysis

Element 25 Limited (E25)

Year end 30 June
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E25.ASX e ASX 200

ASSUMPTIONS 2021A 2022E 2023E 2024E  2025E
A$/US$ exchange rate $ 0.75 0.76 0.76 0.75 0.75
Mn Conc ref price (44%) US$/dmtu 6.35 5.40 5.80 6.10 6.20
Realised price As$/dmtu 6.06 6.47 6.81 6.94
High Purity Mn price US$/t 1,500 1,558 1,673 1,760 1,788

BUTCHERBIRD MINE LIFE

Contained Mn Grade (%) Years

Reserves 4.3 10.3% 13

Resources 21.6 10.0% 65

Petra Mining Inventory 6.0 10.3% 20

PRODUCTION & COSTS 2021A 2022E 2023E 2024E  2025E
Tonnes processed Mtpa 1.2 29 3.9 3.9
Grade alt 10.3% 10.3% 10.3% 10.3%
Recovery % 83% 83% 83% 83%
Mn Conc Production kt - 297 755 1,007 1,007
Mn Conc Sales kt - 297 755 1,007 962
HP Mn Production kt - - - 38

REVENUE BY PRODUCT

200 A
150 1
100 o

2022 2023 2024 2025 2026 2027

High Purity Manganese (A$m) B Manganese Concentrate (A$m)

CASH GENERATION

150
100
50
(50)
(100)
(150)
2022E 2023E 2024E 2025E 2026E 2027E
= Operating Cashflow A$m === Capex A$m Exploration ASm —— Free Cash Flow A$m
VALUATION (8% real discount rate) A$m A$/Sh %
Butcherbird Manganese Conc 604 3.05
High Purity Manganese 178 0.90
Exploration 10 0.05
Net Cash 35 0.18
Corporate (39) (0.20) PINPV
Group NPV 788 3.98 0.48

Source: Petra Capital
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Executive Summary

A manganese producer in atier 1 jurisdiction

Element 25 Limited (E25) is an ASX-listed, manganese producer through its Butcherbird project, located
in the Pilbara region of Western Australia. Butcherbird’s Dec 2020 PFS outlined a staged project
capable of producing 1Mtpa of manganese concentrate at costs of US$2.65/dmtu. The company has
successfully commissioned Stage 1 of the project, with two maiden shipments sold in the Sept Q 2021.
We expect the A$20m in additional expansion capital to achieve a 1Mtpa production rate by 2023, to
be self-funded. The Reserve underpins a 13-year life at these rates, although the ultimate mine life is
expected to be longer given the Reserve represents just 20% of the Resource base. Now the asset is
in production, management focus is on execution of production expansion as well as defining the
pathway to high purity manganese sulphate production for use in the battery sector.

Strong economics driven by a simple operation near great infrastructure

The geology of Butcherbird is simple. The deposit occurs as a wide ore body close to surface, with a
high proportion of low cost free dig mining and a strip ratio of 0.36:1. Concentrate production is both
simple and low cost, with Stage 1 capex of A$20m and only a further A$20m required to expand
production to 1Mtpa of manganese concentrate. This asset will generate over A$200m in revenue at
~40% EBITDA margins. The mining lease is intersected by the Great Northern Highway, which has
sealed access all the way to Port Hedland, where E25 ships concentrate to its customers under existing
offtake agreements.

A$3.98/sh Price Target underpinned by low risk expansions

Our Buy recommendation and A$3.98/sh price target is set in-line with our fully diluted NPV at an 8%
discount rate. This assumes average life-of-mine manganese prices of US$6.20/dmtu (44% benchmark
price) and $30m of new equity funding at $1.71/sh.

Our A$716m valuation for E25’s manganese business is primarily attributed to E25’s manganese
concentrate business (A$604m). Our estimates largely reflect the Dec 2020 PFS metrics, after
accounting for recent cost inflation in shipping and transport. Management has demonstrated an ability
to deliver to guidance and the concentrate business alone represents A$3.05/sh, or 60% upside from
the current share price. The current share price is factoring in no production growth, which provides a
material opportunity for investors given the high confidence of the Reserves, the proven product quality
and path to market, as well as scalable infrastructure with minimal expansion capital.

Battery materials exposure could deliver meaningful upside

Manganese is the cheapest and most abundant of the NMC cathode materials (nickel, manganese and
cobalt). These types of cathodes are in the majority of battery designs expected to be in production over
the next two decades. There are sufficient manganese units in global supply to satisfy cathode demand
however there is insufficient High Purity Manganese Sulphate Monohydrate (HPMSM) facilities.

When E25 expands production above 400ktpa, it will have excess material above its offtake
arrangements. The company is investigating investing in a high purity manganese facility that would be
fed by Butcherbird concentrate. We expect a PFS reviewing the potential for a 50ktpa HPMSM facility
using E25 ore by the end of 2021. This could lead to a DFS during 1H 2022 and first production in 2024.
Our base case forecasts assume a 50ktpa HPMSM operation is operational by 2024, for A$200m in
capital and generating operating margins of 45%. We include a A$178m valuation for a HPMSM
operation in our base case forecasts, noting the large resource base and modular nature of these plants
could lead to E25 growing this business, as battery growth drives increased Mn sulphate demand..

Manganese supply becoming tight in the medium term

Manganese is the fourth most used metal globally, with the majority of mined material used to strengthen
steel. Australian ore production has declined over the last two years, while South Africa, the largest
global producer, has remained steady. Our review of manganese markets leads us to conclude that
large scale mines in tier one jurisdictions are in production decline and Butcherbird manganese is likely
to be in strong demand over the medium to long term, especially as battery demand grows materially.
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Disclosure

This document has been prepared in Australia by Petra Capital Pty Ltd which holds an Australian Financial Services License AFSL 317 944. Petra Capital
Pty Ltd is an ASX and Chi-X Market Participant. Petra Capital Pty Ltd and its associates, officers, directors, employees and agents, from time to time, may
receive brokerage, commissions, fees or other benefits or advantages, hold securities in companies researched by Petra Capital Pty Ltd and may trade in
these securities either as principal or agent.

Disclaimer

The information or advice contained in this report has been obtained from sources that were accurate at the time of issue, however the information has not
been independently verified and as such, Petra Capital Pty Ltd cannot warrant its accuracy or reliability. Persons relying on this information do so at their own
risk. To the extent permitted by law, Petra Capital Pty Ltd disclaims all liability or responsibility for any direct or indirect loss or damage (including consequential
loss or damage) caused by any error or omission within this report, or by persons relying on the contents of this report.

This report is published by Petra Capital Pty Ltd by way of general information or advice only. This report does not take into account specific investment
needs or other considerations that may be pertinent to individual investors. Before making any investment decisions based on this report, parties should
consider, with or without an investor adviser, whether any relevant part of this report is appropriate to their financial circumstances and investment objectives.
Petra Capital Pty Ltd is a licensed institutional/wholesale stockbroking firm. The report is only intended for institutional and sophisticated clients to whom
Petra Capital Pty Ltd has issued the report. Petra Capital Pty Ltd is not licensed to advise retail investors — retail investors should contact their own stockbroker
or financial adviser/planner for advice.

Ratings

Information regarding the scope and expertise of our research services, processes for selection for coverage, and the management of conflicts of
interest can be found on Petra Capital’s website at http://www.petracapital.com.au/research-disclosures.

Petra Capital uses the following ratings system and definitions: Buy - Forecast to outperform the Market by more than 5%; Hold - Forecast to perform up to
5% above or below the Market; Sell - Forecast to underperform the Market by more than 5%; Speculative Buy - Speculative Investment; Take Profits -
Recommend taking short term profits in a stock we remain fundamentally positive on a medium term view; Accept Offer - For a company under takeover
where we see the offer as a fair price with low risk of a competing offer; No Rating - No rating at this time. Market performance is relative to the S&P/ASX
Small Ordinaries Index which we assume generates a neutral return on a 12 month basis.

US Investors

This material is intended for use in the US only by major US Institutional Investors, as that term is defined by the SEC Rule 15a-6. Transactions with US
Institutional Investors and major US Institutional Investors, as those terms are defined by SEC Rule 15a-6, are chaperoned by Global Alliance Securities,
LLC, (“Global Alliance”), a SEC-registered broker-dealer and FINRA member (web: www.globalalliancesecurities.com) in accordance with the agreement
between Global Alliance and Petra Capital Pty Ltd. The information upon which this material is based was obtained from sources believed to be reliable, but
has not been independently verified. Therefore, its accuracy is not guaranteed. Additional and supporting information is available upon request. This is not
an offer or solicitation of an offer to buy or sell any security or to make any investment. Any opinion or estimate constitutes the preparer’s best judgement as
of the date of preparation and is subject to change without notice. Petra Capital Pty Ltd or Global Alliance and their associates or affiliates, and their respective
officers, directors and employees may buy or sell securities mentioned herein as agent or principal for their own account.

Other International
International investors are encouraged to contact their local regulatory authorities to determine whether restrictions apply in buying/selling this investment.
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