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Ticker GEM:AIM
Mining

Shares in issue (m) 1,169.8
Next results FY Mar
Price 18.5p
Target price 25.0p
Upside 35%
Market cap £216.Am
Net debt/(cash) -£48.1m
Other EV adjustments £0.0m
Enterprise value £168.2m
What's changed? From To
Adjusted EPS 2.3 n/c
Target price 25.0 n/c
Share price performance
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Company description

The company mines for rubies in
Mozambique and emeralds in Zambia.
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* denotes corporate client of finnCap

PP GEMFIELDS*

Exceptional emerald auction result

Gemfields has announced an outstanding commercial quality (CQ) emerald result of USS42m. It
is an all-time Kagem record and nearly double the revenue of the most recent CQ emerald auction
in August. Management’s description of a step-change in the market has now been evidenced by
four consecutive record-breaking auctions.

The stronger demand (and pricing) is due to >10 years of consistent Gemfields supply — volumes,
quality and grading. This enables a wider range of jewellery retailers, potentially including large
General Retailers, to develop emerald and ruby jewellery lines.

This morning’s result also shows the probable value of future CQ ruby auctions. Gemfields doesn’t
yet sell CQ rubies. but will do once the second wash plant is built (commissioning targeted 1Q23).
Given rough ruby prices are generally higher than emerald, we see potential for CQ ruby auctions
of a comparable size or even larger.

- Four records in a row: Gemfields has now delivered four consecutive auction records — August’s
CQ emerald auction was a short-lived record of US$23.1m, December’s HQ record emerald
revenue was US$37.8m and December’s MQ ruby auction generated a record US$88.4m.

- 56 companies bid: the announcement notes that 56 companies placed bids, demonstrating a
positive trend, more than doubling the participants over three years. The number of companies
bidding at the last six CQ emerald auctions were 22 (July 2018), 24, 34, 29, 49 and 56.

- Adrian Banks statement: This auction “represents one of the most momentous outcomes I've
experienced in my 23-year career”. Referring to Gemfields” improving market: “today’s result
underscores just how big that step-change is”.

- Revenue forecast unchanged: Despite higher-than-expected revenue, it is a bit too early in the
year to increase our USS251m full-year revenue forecast. The risk is clearly to the upside.
Gemfields has six auctions planned for FY22 (Y/E Dec).

- A second Montepuez plant will produce larger volumes of medium and high-quality rubies, as
well as a new commercial quality product. The second plant will also allow lower grade (carats
per cubic metre of gravels) areas to be mined, while ensuring high gross profit margins are
maintained. Capex for the 2nd wash plant is cUS$50m, mostly invested this year.

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 9.4 6.3 -4.1 2.2 3.1
P/E (adj) X -7.5 21.4 -3.8 6.1 10.5
Dividend yield % 0.0% 0.0% 0.0% 0.0% 7.1%
Free cash yield % -10.8% 0.9% -11.2% 29.4% 9.1%
Pre-tax ROCE % 3.9% 5.5% -10.0% 17.2% 12.1%

This research cannot be classified as objective under finnCap research policy. Please visit www.finncap.com or the Research Portal
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Ticker SCE:AIM
Industrial Engineering

Shares in issue (m) 195.2
Next results H1 Sept
Price 55.5p
Target price 80.0p
Upside 44%
Market cap £108.3m
Net debt/(cash) -£11.4m
Other EV adjustments £0.0m
Enterprise value £96.9m
What's changed? From To
Adjusted EPS 0.3 0.3
Target price 69.0 80.0

Share price performance
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Company description
Manufacturer of carbon fibre
reinforced brake discs for automotive
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PP SURFACE TRANSFORMS*
FY2021 in line, all eyes now on FY2022 and beyond

SCE has announced full year results to end December 2021, which are very much in line with
expectations. Revenue increased +21% y-o-y largely due to an increasing flow of prototype parts
to prospective OEMs and start of production of the Aston Martin Valkyrie. The year end order
book was £115m (since increased to £185m), while year end gross cash was £13m. This leaves the
business in a strong position to execute on the rapid ramp up in revenues now forecast. We are
not materially changing forecasts, but given we now perceive much reduced commercial risk we
are increasing our target price to 80p/share (from 69p/share).

- FY2021 results essentially as expected: Revenue for the year increased +21% to £2.4m, largely due to
increasing flow of prototype parts to prospective OEMs and initial volumes to the Aston Martin
Valkyrie, while near-OEM and retrofit continued to hold up well. The order book increased to £115m
at year end (from £45m at December 2020), but has already increased substantially from there in
FY2022 thanks to the recent contract award from OEM 8. SCE recorded an EBIT loss of £4.3m, in line
with our expectations. After adjustments of -£300k and receipt of an R&D tax credit of £600k, the net
loss was £4.0m. The company ended the year with gross cash of £13m, £2m ahead of our expectations
(due to capex phasing), leaving it in a strong position to execute on its capacity growth plans.

Strong recent commercial progress: On 17 August 2021, SCE announced that it had been selected as
a tier one supplier of carbon ceramic brake discs to an OEM now known as OEM 10 with lifetime
revenues of £20m. On 2 September 2021, SCE announced it had received a follow-on contract from
OEM 5 with lifetime revenue of c.€5m. On 16 December 2021, SCE announced a tier 1 supply contract
with OEM 6 with lifetime revenues of £45m. Subsequent to the year end, on 24 March 2022, SCE
announced a £100m contract with OEM 8 (replacing a £27.5m contract previously announced in
September 2020). This has taken the order book to £185m.

- Valuation increased to 80p/share: We continue to value the business using a DCF on the assumption
of the factory filling to capacity over time (E50m revenue on the current footprint). Previously, the
valuation was predicated on the perception of two significant residual risks in the business: i)
commercial risk based on limited revenue and order intake to date; and ii) manufacturing scale-up
risk, given the business has only produced in small volumes to date. With the large order from OEM 8
(and important follow-ons from OEM 5 and OEM 6), we feel it is now time to drop the commercial risk
component, increasing our fair value to 80p/share.

Clear pathway for valuation to increase beyond 80p/share: As SCE demonstrates, its ability to scale
volumes during FY2022, we should be able to drop this component of risk as well, which would drive
the valuation to 100p/share. We calculate that adding (and filling) capacity to £75m revenue would
drive the valuation to 150p/share, with plenty of scope to grow well beyond this level.

Key estimates 2020A 2021A 2022E pLirk13 2024E
Year end: Dec Dec Dec Dec Dec
Revenue £m 2.0 2.4 14.5 19.9 30.0
Adj EBITDA £m -2.3 -3.6 13 3.4 8.3
Adj EBIT £m -2.8 -4.3 0.1 1.2 5.8
Adj PBT £m -2.9 -4.3 -0.1 1.1 5.6
Adj EPS p -1.4 -1.9 0.3 0.9 2.6
DPS p 0.0 0.0 0.0 0.0 0.0

Key valuation metrics

EV/EBIT (adj) X -34.5 -22.7 1,100.2 78.7 16.8
P/E (adj) X -38.3 -28.5 169.8 60.8 21.4
Dividend yield % 0.0% 0.0% 0.0% 0.0% 0.0%
Free cash yield % -1.5% -6.9% -10.3% -1.5% 3.4%
Pre-tax ROCE % -45.3% -19.0% 0.4% 4.6% 18.1%

This research cannot be classified as objective under finnCap research policy. Please visit www.finncap.com or the Research Portal
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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 “MIl”) 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 MIl 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,
changesin 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.





