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East Africa Metals Inc. 
(TSXV: EAM)  
 
Attracts Partners to Fully Fund Its Projects – Resuming Coverage  

 

BUY 
Current Price: C$0.43 
Fair Value: C$0.68 
Risk: 4 

Sector / Industry: Junior Resource                                             Click here for more research on the company and to share your views 
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Price Performance (1-year) 

 
 
 
 
 
 
 
 

 
Company Data  

 
 

                                                                          

Key Financial Data (FYE - Dec 31)   

($) 2020 2021 (6M) 

Cash  $182,184 $2,485,766 

Working Capital $1,684,337 $3,004,981 

Mineral Assets  $16,697,911 $16,250,919 

Total Assets $23,116,537 $24,717,952 

Net Income (Loss) -$2,668,492 -$1,863,979 

EPS -$0.01 -$0.01 
*See last page of this report for important disclosures, rating and risk definition. All figures in C$ unless otherwise specified. 

Highlights  

 East Africa Metals (EAM) has found partners for its projects in Ethiopia and 
Tanzania.  

 Tibet Huayu Mining (SHSE: 601020) is advancing the Mato Bula and Da 
Tambuk deposits in Ethiopia to production, with a projected CAPEX of 
US$54M (Mato Bula) and US$34M (Da Tambuk).  

 Negotiations are underway with Zijin Mining (SEHK: 2899) for a joint 
venture on the Terakimti project in Ethiopia. If completed, EAM will hold a 
15% interest in the project. Zijin will fund the project to production.   

 We commend management’s ability to form partnerships despite the 
ongoing civil war in Ethiopia, which broke out last November. EAM and its 
partners’ development timelines are contingent on conditions stabilizing in the 
country.  

 EAM retains a 30% streaming interest in the Handeni project in Tanzania. Its 
partner recently started processing tailings, and EAM received US$275k in 
proceeds from produced gold. Note that tailings will not be a steady stream of 
cashflows, as EAM’s partner is focused on transitioning to hard rock mining. 

 The three projects mentioned above have a combined resource of 679 Koz 
AuEq M&I, and 552 Koz inferred, net for EAM.  

 EAM retains exploration rights on areas outside the Mato Bula, Da Tambuk, 
and Terakimti mining licenses. The company is planning a $2.7M exploration 
program on these areas.  

 In-the-money options and warrants can bring in $7M.  
 We expect gold prices to strengthen in the near-term, as inflation kicks in 

from a global economic recovery. We also believe that rising political 
tensions between China and other developed economies will support gold 
prices.   

 Near-term catalysts include commencement of project development once 
conditions stabilize in Ethiopia, exploration drilling, and commencement of 
hard rock mining in Tanzania.  

 YTD 12M 

Ret. 72% 187% 

TSXV -2% 29% 

52 Week Range $0.14 - $0.58 

Shares O/S 203M 

Market Cap. $87M 

Current Yield N/A 

P/E (forward) N/A 

P/B 5x 

Sid Rajeev, B.Tech CFA, MBA 
Head of Research  
 
Nina Rose Coderis, B.Sc (Geology) 
Equity Analyst 

 

September 22, 2021 

 -

 200,000

 400,000

 600,000

 800,000

 1,000,000

 1,200,000

 1,400,000

 1,600,000

 1,800,000

 2,000,000

0

0.05

0.1

0.15

0.2

0.25

0.3

0.35

0.4

0.45

0.5

SP (LHS)  Vol (RHS)



Equity Research 
Page 2 of 9 

 
 

2021 Fundamental Research Corp.            “18 Years of Bringing Undiscovered Investment Opportunities to the Forefront”           www.researchfrc.com                                    

 

 
 
 
 

30% interest in 
Adyabo  

 
 
 
 

70% interest in 
Harvest  

 
 
 

30% streaming 
interest in 

Magambazi  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Mining permits 
issued for Mato Bula 

and Da Tambuk 
projects; these 

projects are 4km 
apart 

 
 
 

Portfolio Summary 

Harvest  & Adyabo 
Projects, Ethiopia

Magambazi Project ,
Tanzania

 
Source: Company 

 

 

Source: Company/FRC 

 
The ongoing civil war in Ethiopia’s Tigray region has been a major cause of 
concern for EAM’s projects in Ethiopia. Conflict between government troops and 
the Tigray People’s Liberation Front (TPLF) erupted in November 2020. Violence 
has spilled over from the Tigray region to the neighboring regions of Amhara and 
Afar. In a statement this month, the United Nations (UN) stated that the situation 
could worsen.  
 
Adyabo Property, Ethiopia (30% interest, carried to production) 
In May 2019, the company received mining permits for the Mato Bula and Da 
Tambuk projects. Tibet Huaya/THM is funding the project to production. 
Metallurgical work has been completed, and a mining plan has been prepared. 
Project engineering has been completed, and construction and development will 
commence when conditions stabilize.  
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Negotiations with 
Zijin  

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

US$275k in revenue 
in Q2 

 
 
 
 
 
 
 
 
 
 

 
Based on the 

production targets 
mentioned above, 
we are expecting 
EAM to generate 

$5.76M in cash flows 
from this project by 

year four 
 
 
 
 
 
 
 
 

Harvest Property, Ethiopia (70% interest; LOI with Zijin) 
In July 2021, the company entered into a LOI with Zijin Mining, wherein Zijin can 
acquire a 55% interest in the project for US$0.90M in cash, and fund 100% of 
EAM’s share of development costs related to the Terakimti oxide mine. If this 
transaction is finalized, EAM’s interest will decline from 70% to 15% (carried to 
production).  
 
Handeni Property, Tanzania (30% streaming interest) 
EAM can purchase 30% of produced gold for 115% of production cost. PMM has 
agreed to produce at least 10 Koz in year 1, 20 Koz in year 2, 30 Koz in year 3, 
and 40 Koz per year thereafter. If PMM is unable to meet these figures, PMM will 
pay EAM US$0.2M in year 1, US$0.4M in year 2, US$0.6M in year 3, and 
US$0.7M per year thereafter if minimum production is not achieved. In Q2-2021, 
PMM processed 9,721 tonnes (from an estimated 32,000 tonnes of stockpiled 
tailings) to produce 533 oz. EAM’s 30% share of 160 oz generated US$275k for 
EAM.   
 

 
Source: Company 

 

 
Source: FRC 
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Consolidated 
resource of 679 Koz 
indicated + 552 Koz 

inferred gold 
equivalent 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Base-case AT-

NPV8% of US$83M 
at US$1,325/oz gold 

 
Low AISC of 

US$620-US$649/oz 
 

 
Total initial CAPEX 

of US$105M 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

Resource / PEA  
 

Consolidated Resources 

 
Source: FRC/Company 

2018 PEA 
 

2018 PEA Highlights (100% interest)   
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AT-NPV8% 
increases to 
US$95M at 

US$1,379/oz gold 
 

 
 
 
 
 
 
 
 
 
 
 
 

The company has 
earmarked $2.7M for 

exploration in 
Ethiopia 

 
 
 
 
 
 
 
 

 
 

At least five targets 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Metal Price Sensitivity (After-Tax) 

 
Source: Company 

 
Exploration 
EAM retains exploration rights on areas outside the Mato Bula, Da Tambuk, and 
Terakimti mining licenses in Ethiopia. EAM has started a Phase 1 exploration 
program, which includes 8,000 m of diamond drilling, 115-line km of geophysical 
surveys, environmental and metallurgical studies.  

 
Harvest’s Target Areas  

 
Source: Company 
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At least seven 
targets 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
$2.49M in cash at 

the end of Q2 
 
 
 
 

 
 

 
In-the-money 

options and warrants 
can bring in up to 

$7.32M 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Mato Bula’s Target Areas 

 
Source: Company 

 
Financials 
 

 
Source: FRC / Company  

 

Stock Options and Warrants – 25.88M options (weighted average exercise 
price of $0.23 per share), and 3.85M warrants ($0.35 per share) outstanding. All 
of the options and warrants are in-the-money, implying a potential to raise 
up to $7.32M.  
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Valuing EAM’s 

interest in Adyabo & 
Harvest at $0.52 per 

share  
 
 
 

 
 
 

Valuing Handeni and 
Harvest (sulphides) 
based on the sector 

average of $49/oz 
for gold juniors in 

Africa 
 

 
 

Sensitive to gold 
prices and discount 

rates; our base-case 
discount rate of 

13.49% includes a 
country risk-premium 

for Ethiopia 

 
 
 
 
 
 
 

Multiple catalysts 
 

 
 
 
 
 

 
Assigning a risk 

rating of 5 
 
 
 
 

Valuation and Rating 
 

 
 

 

 
Source: FRC 

 
We are resuming coverage on EAM with a BUY rating, and a fair value 
estimate of $0.68 per share. Upcoming catalysts include: 

 
 Commence construction and development of Adyabo when conditions 

stabilize in the Tigray region.  
 Closing of the JV agreement with Zijin 
 Phase 1 exploration program in Ethiopia 

 Commencement of hard rock mining in Tanzania  
 

Risks 
We believe the company is exposed to the following key risks (not exhaustive): 
 

 The value of the company is highly dependent on gold prices. 
 Exploration and development risks.  
 Political risks and changes to mining laws in Ethiopia and Tanzania may 

negatively impact the company.  
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 Security risks in Ethiopia. 
 Access to capital and share dilution.  
 Exchange rate. 
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Fundamental Research Corp.  Equity Rating Scale: 
Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk 
Hold – Annual expected rate of return is between 5% and 12% 
Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk 
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events. 
 
Fundamental Research Corp.  Risk Rating Scale: 
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated 
industry.  The future outlook is stable or positive for the industry.  The company generates positive free cash flow and has a history of profitability.  The capital 
structure is conservative with little or no debt. 
 
2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive.  The industry and company are relatively less 
sensitive to systematic risk than companies with a Risk Rating of 3.  The company has a history of profitability and has demonstrated its ability to generate positive 
free cash flows (though current free cash flow may be negative due to capital investment).  The company’s capital structure is conservative with little to modest use 
of debt. 
  
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk.  The industry may be cyclical.  Profits and cash flow are 
sensitive to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow.  Debt use is in line with industry 
averages, and coverage ratios are sufficient. 
 
4 (Speculative) - The company has little or no history of generating earnings or cash flow.  Debt use is higher.  These companies may be in start-up mode or in a 
turnaround situation.  These companies should be considered speculative. 
 
5 (Highly Speculative) - The company has no history of generating earnings or cash flow.  They may operate in a new industry with new, and unproven products.  
Products may be at the development stage, testing, or seeking regulatory approval.  These companies may run into liquidity issues and may rely on external 
funding.  These stocks are considered highly speculative. 
 
Disclaimers and Disclosure 
The opinions expressed in this report are the true opinions of the analyst about this company and industry.   Any “forward looking statements” are our best 
estimates and opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to 
truth or correctness.   There is no guarantee that our forecasts will materialize.   Actual results will likely vary.   The analyst and Fundamental Research Corp.  
“FRC” does not own any shares of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any 
investment banking business with the subject company.    Fees were paid by EAM to FRC.   The purpose of the fee is to subsidize the high costs of research and 
monitoring.   FRC takes steps to ensure independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and 
Standards of Professional Conduct.   Additionally, analysts may not trade in any security under coverage.  Our full editorial control of all research, timing of release 
of the reports, and release of liability for negative reports are protected contractually.  To further ensure independence, EAM has agreed to a minimum coverage 
term including an initial report and three updates.   Coverage cannot be unilaterally terminated.   Distribution procedure:  our reports are distributed first to our web-
based subscribers on the date shown on this report then made available to delayed access users through various other channels for a limited time.   
 
The distribution of FRC’s ratings are as follows:  BUY (68%), HOLD (7%), SELL / SUSPEND (25%). 
To subscribe for real-time access to research, visit https://www.researchfrc.com/website/subscribe/ for subscription options. 
 
This report contains "forward looking" statements.   Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and 
uncertainties that could cause actual results to differ from such forward-looking statements.  Factors that would cause or contribute to such differences include, but 
are not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product 
lines/services; competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other 
risks discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities 
regulators.  By making these forward-looking statements, Fundamental Research Corp.  and the analyst/author of this report undertakes no obligation to update 
these statements for revisions or changes after the date of this report.   A report initiating coverage will most often be updated quarterly while a report issuing a 
rating may have no further or less frequent updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to 
quarter.    
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS 
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE.   ANYONE USING THIS REPORT ASSUMES 
FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.    ALWAYS TALK TO YOUR 
FINANCIAL ADVISOR BEFORE YOU INVEST.   WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S RISK TOLERANCE, 
OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC.   ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR UNIQUE CIRCUMSTANCES 
CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN YOUR PORTFOLIO.    This REPORT 
is solely for informative purposes and is not a solicitation or an offer to buy or sell any security.  It is not intended as being a complete description of the company, 
industry, securities or developments referred to in the material.  Any forecasts contained in this report were independently prepared unless otherwise stated and 
HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report.  Additional information is available upon request.   THIS 
REPORT IS COPYRIGHT.   YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION.   Please give proper credit, including citing 
Fundamental Research Corp and/or the analyst, when quoting information from this report. 
 
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or 
entity in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction. 
 


