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Mozambique and emeralds in Zambia.
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P» GEMFIELDS*

Excellent results and maiden dividend

Gemfields has announced strong FY21 results to December, which include record financials and a
special dividend of US$20m to be paid in H1 (1.7 US cents, ex-date 21 April). Revenue of
USS257.7m, EBITDA of USS$131m, profit after tax of US$64.9m, which is reduced to US$50.7m net
of minorities, for EPS of 4.0p. This performance led to cash of US97.7m at December with
cUSS$54.5m of auction receivables and US$21m of tax to pay.

Looking forward, Gemfields has one more major capital project to complete. This year it will build
a new washplant at the ruby mine (Montepuez) for a 200% capacity increase and 50%+ (our
estimate) increase to ruby revenues. Based on FY21’s ruby prices and revenue of $147.4m, ruby
sales should breach US$200m in the medium term (2-3 years) and take group revenue to
>USS$300m. The plan is to commission the new plant in 1Q23.

- Strong balance sheet: Gemfields started this year in excellent financial health with net cash of
USS63m, allowing the maiden USS20m special dividend despite significant capex at Montepuez
(second washplant). We forecast USS50m capex in FY22 (Montepuez, Kagem and other).

- Confident outlook: There are various statements this morning which suggest market confidence
and minimal impact from the war: “none of the Group’s customers have raised any concerns
regarding the conflict, and the scheduled CQ auction commenced on 15 March 2022” and, “there
are no indicators that the current levels of gemstone pricing will not be achieved in 2022”.

- Six auctions scheduled: Gemfields will continue to use its new successful auction format (multi-
city/online) and has six planned for CY22, kicking off last week with the first commercial quality
(CQ) emerald auction.

- Cost increases: Costs are expected to increase significantly YoY. Fuel and consumables inflation
will be in-part exacerbated by the conflict. Also, G&A costs are expected to increase as
expenditure on marketing and travel normalises to pre-pandemic levels. Together these will
reduce the gross and operating profit margins. The effective tax rate will also remain high (FY21A
37.8%) due to continued strong mine-level performance and profits.

- Group capital expenditure will increase significantly in 2022 primarily due to construction of the
new Montepuez washplant. Management sees this as a “transformational development” and it’s
an important part of our investment case, as probably the main driver of revenue growth.

- Gemstone pricing underpins value: Resilient and rising ruby/emerald pricing over 10 years
differentiates Gemfields from other miners. Iron ore, copper, lead-zinc, gold, PGMs, speciality
metals, potash, diamonds (etc) are volatile and sensitive to global supply-demand dynamics,
which limits valuation multiples. We value Gemfields at US$402m for a 25p target price.

Key estimates 2018A 2019A 2020A 2021A 2022E
Year end: Dec Dec Dec Dec Dec
Revenue Sm 206.1 216.2 34.6 257.7 251.3
Adj EBITDA Sm 54.2 69.6 -33.2 125.2 101.6
Adj EBIT Sm 23.5 34.8 -54.2 99.8 70.1
Adj PBT Sm 14.7 30.3 -60.0 96.6 68.7
Adj EPS c -3.2 1.1 -6.3 4.0 2.3
DPS c 0.0 0.0 0.0 0.0 1.7

Key valuation metrics

EV/EBIT (adj) X 8.8 59 -3.8 2.1 2.9
P/E (adj) X -7.2 20.3 -3.7 5.8 10.0
Dividend yield % 0.0% 0.0% 0.0% 0.0% 7.4%
Free cash yield % -11.3% 0.9% -11.8% 30.9% 9.5%
Pre-tax ROCE % 3.9% 5.5% -10.0% 17.2% 12.1%
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Income statement

Year end:

Sales Sm
Gross profit Sm
EBITDA (adjusted) Sm
EBIT (adjusted) Sm
Associates/other $Sm
Net interest $Sm
PBT (adjusted) Sm
Total adjustments Sm
PBT (stated) Sm
Tax charge Sm
Minorities/Disc ops Sm
Reported earnings Sm
Adjusted earnings Sm
Shares in issue (year end) m
EPS (stated) c
EPS (adjusted, fully diluted) c
DPS G

2019A
Dec
216.2
91.6
69.6
34.8
0.0
45
303
37.1
67.4
-28.2
10.8
28.4
13.3
1,171.0
2.2
11
0.0

2020A
Dec
34.6
-24.5
-33.2
-54.2
0.0
-5.8
-60.0
-39.2
-99.2
6.0
=79
-85.3
-73.8
1,168.8
-7.3
-6.3
0.0

257.7
1455
125.2
99.8
0.0
22
96.6
7.9
104.4
=3E5
14.2
50.7
46.9
1,168.9
43
4.0
0.0

251.3
122.7
101.6
70.1
0.0
-1.5
68.7
0.0
68.7
-29.6
11.0
28.0
28.0
1,168.8
24
283
17

Growth analysis
Year end:

Sales growth
EBITDA growth
EBIT growth
PBT growth

EPS growth

DPS growth

% 4.9%
% 28.5%
% 47.7%
% 106.2%
% 135.2%
% n/m

25 March 2022

2020A

Dec
-84.0% 645.5% -2.5%
-147.7% 477.4% -18.8%
-255.9% 284.1% -29.7%
-298.0% 260.9% -28.9%
-656.7% 163.5% -42.4%
n/m n/m n/m

Profitability analysis

Year end:

Gross margin
EBITDA margin
EBIT margin
PBT margin

Net margin

% 42.3%
% 32.2%
% 16.1%
% 14.0%
% 6.1%

-70.9% 56.4% 48.8%
-96.0% 48.6% 40.4%
-156.8% 38.7% 27.9%
-173.6% 37.5% 27.3%
-213.4% 18.2% 11.1%

2019A

Dec

2020A

Dec

Cash flow analysis

Year end:

Cash flow

Year end:

EBITDA Sm
Net change in working capital Sm
Other operating items Sm
Cash flow from op. activities Sm
Cash interest Sm
Cash tax Sm
Capex Sm
Other items Sm
Free cash flow Sm
Acquisitions / disposals Sm
Dividends Sm
Shares issued Sm
Other Sm
Net change in cash flow Sm
Opening net cash (debt) Sm
Closing net cash (debt) Sm

67.4
=253
43
46.4
-3.3
£.7
-30.8

215)
352
0.0
-14.4
-7.8
15.6
9.8
25.4

=332
L3
-3.3
-5.2
-3.0
-15.0
-8.6

-31.8
0.0
0.0
-0.2
-6.0
-38.0
254

-12.6

1331
-28.6
3.4
107.9
-3.1
£.7
-11.7

834
0.0
0.0
0.1
-7.8
75.6
-12.6

63.0

99.6
6.0
0.0

105.6

-0.3
-29.6
-50.0

25.7
0.0
-10.0
0.0
-4.2
11.5
63.0
73.3

Cash conv'n (op cash / EBITDA)
Cash conv'n (FCF / EBITDA)
U/lying FCF (capex = depn)
Cash quality (u/I FCF / adj earn)
Investment rate (capex / depn)
Interest cash cover

Dividend cash cover

% 68.8%
% 3.8%
Sm -1.4
% -10.8%
X 0.9
X 141
X n/m

n/m 81.1% 106.0%
96.0% 62.6% 25.8%
-44.2 69.6 44.2
59.9% 148.5% 158.1%
0.4 0.5 1.6
n/a 34.8 414.1
n/a n/m 2.6

Working capital analysis

Year end:

Net working capital / sales
Net working capital / sales
Inventory (days)
Receivables (days)

Payables (days)

% 78.0%
days 285
days 187
days 148
days 50

385.8% 54.2% 53.2%
1,408 198 194
1,244 164 172

392 119 112
228 85 90

Balance sheet

Year end:

Tangible fixed assets Sm
Goodwill & other intangibles Sm
Other non current assets Sm
Net working capital Sm
Other assets Sm
Other liabilities Sm
Gross cash & cash equivs Sm
Capital employed Sm
Gross debt Sm
Net pension liability Sm
Shareholders equity Sm
Minorities Sm
Capital employed Sm

2019A
Dec
376.9
55.2
75.3
168.7
0.0
-122.5
78.2
631.8
52.8
0.0
494.3
84.7
631.8

2020A

2021A
Dec
342.6
50.0
53.6
139.7
0.0
-104.7
97.7
578.9
34.7
0.0
464.5
79.7
578.9

360.1
51.0
53.6

133.7

0.0
-104.7
84.0

577.7

10.6
0.0

480.5
86.5

577.7

Leverage analysis

Year end:
Net debt / equity
Net debt / EBITDA

Liabilities / capital employed

% net cash
X net cash
% 8.4%

3.1% net cash net cash
n/a net cash net cash
10.5% 6.0% 1.8%

Capital efficiency & intrinsic value

Year end:

Adjusted return on equity
RoCE (EBIT basis, pre-tax)
RoCE (u/lying FCF basis)
NAV per share

NTA per share

% 2.7%
% 5.5%
% -0.2%
c 42.2
c 37.5

-17.9% 10.1% 5.8%
-10.0% 17.2% 12.1%
-8.2% 12.0% 7.7%
353 39.7 41.1
30.9 355 36.8
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* finnCap is contractually engaged and paid by the issuer to produce this material on an ongoing basis and
it is made available at the same time to any person wishing to receive it.

A marketing communication under FCA Rules, this document 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 investment research.

This research cannot be classified as objective under finnCap Ltd research policy. Visit www.finncap.com

The recommendation system used for this research is as follows. We expect the indicated target price to
be achieved within 12 months of the date of this publication. A ‘Hold” indicates expected share price
performance of +/-10%, a ‘Buy’ indicates an expected increase in share price of more than 10% and a ‘Sell’
indicates an expected decrease in share price of more than 10%.

Approved and issued by finnCap Ltd for publication only to UK persons who are authorised persons under
the Financial Services and Markets Act 2000 and to Professional customers. Retail customers who receive
this document should ignore it. finnCap Ltd uses reasonable efforts to obtain information from sources
which it believes to be reliable, but it makes no representation that the information or opinions contained
in this document are accurate, reliable or complete. Such information and opinions are provided for the
information of finnCap Ltd's clients only and are subject to change without notice. finnCap Ltd’s
salespeople, traders and other representatives may provide oral or written market commentary or trading
strategies to our clients that reflect opinions contrary to or inconsistent with the opinions expressed
herein. This document should not be copied or otherwise reproduced. finnCap Ltd and any company or
individual connected with it may have a position or holding in any investment mentioned in this document
or a related investment. finnCap Ltd may have been a manager of a public offering of securities of this
company within the past 12 months, or have received compensation for investment banking services from
this company within the past 12 months, or expect to receive or may intend to seek compensation for
investment banking services from this company within the next three months. Nothing in this document
should be construed as an offer or solicitation to acquire or dispose of any investment or to engage in any
other transaction. finnCap Ltd is authorised and regulated by the Financial Conduct Authority, London E20
1JN, and is a member of the London Stock Exchange.
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Additional Information for U.S. Persons

To the extent that any finnCap research is furnished to U.S. recipients, it furnished in reliance on Rule 15a-
6 ("Rule 15a-6") under the U.S. Securities Exchange Act of 1934, as amended. The information contained
in this research is intended solely for certain “major U.S. institutional investors" (as such term is defined in
Rule 15a-6, an “MII”) and may not be used or relied upon by any other person for any purpose. Each U.S.
recipient of this research represents and agrees, by virtue of its acceptance thereof, that it is a MlIl and
that it understands the risks involved in executing transactions in such securities. Any U.S. recipient of this
research that wishes to discuss or receive additional information regarding any security mentioned herein,
or engage in any transaction to purchase or sell or solicit or offer the purchase or sale of such securities,
should contact a registered representative of Beech Hill Securities, Inc., a U.S. broker-dealer registered
with the Securities and Exchange Commission and a Member of FINRA, located at 880 Third Avenue, 16th
Floor, New York, NY 10022. Any transaction by a U.S. person (other than a registered U.S. broker-dealer
or bank acting in a broker-dealer capacity) must be effected with or through Beech Hill Securities, Inc.,
which may be contacted via telephone at +1 (212) 350-7200.

This research was prepared by the analyst named on the cover of this research, who is a non-U.S. research
analyst of finnCap and, as such, may not be subject to all requirements applicable to U.S.-based analysts.

All of the views expressed in this research accurately reflect the research analyst’s personal view about all
of the subject securities or research subjects and no part of such analyst’s compensation was, is, or will be
related to the specific recommendation or view contained in this research.

To the extent this research relates to non-U.S. securities, note that investing in non-U.S. securities may
entail particular risks. Such securities may not be registered under the U.S. Securities Act of 1933, as
amended, and the issuer of such securities may not be subject to U.S. reporting and/or other
requirements. Financial statements included in research with respect to such securities, if any, may have
been prepared in accordance with non-U.S. accounting standards that may not be comparable to the
financial statements of U.S. companies. Available information regarding the issuers of such securities may
be limited, and such issuers may not be subject to the same auditing and reporting standards as U.S.
issuers. Fluctuations in the values of national currencies, as well as the potential for governmental
restrictions on currency movements, can significantly erode principal and investment returns. Market
rules, conventions and practices may differ from U.S. markets, adding to transaction costs or causing
delays in the purchase or sale of such securities. Securities of some non- U.S. companies may not be as
liquid as securities of comparable U.S. companies.

The information contained herein may include forward-looking statements within the meaning of U.S.
federal securities laws that are subject to risks and uncertainties. Factors that could cause a company’s
actual results and financial condition to differ from expectations include, without limitation: political
uncertainty, changes in general economic conditions that adversely affect the level of demand for the
company’s products or services, changes in foreign exchange markets, changes in international and
domestic financial markets and in the competitive environment, and other factors relating to the
foregoing. All forward-looking statements contained in this research are qualified in their entirety by this
cautionary statement.

No finnCap party accepts any liability whatsoever for any direct or consequential loss of any kind arising
out of the use or reliance on the information given. Research does not take into account the specific
investment objectives and financial situation of any recipient, nor do they provide individually tailored
investment advice or offer tax, regulatory, accounting or legal advice. Prior to entering into any proposed
transaction, recipients should determine, in consultation with their own investment, legal, tax, regulatory
and accounting advisors, the economic risks and merits, as well as the legal, tax, regulatory and accounting
characteristics and consequences, of the transaction. Investors seeking to buy or sell any financial
instruments discussed or recommended in research, should seek independent financial advice relating
thereto.

The products discussed in research are not FDIC insured, may lose value and are not guaranteed by any
finnCap party.



