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Partnership discussions advancing

Raising A$4m: STM has announced it has raised A$4m via an institutional
placement at 0.5cps. The price reflects a discount of 17% to the last traded
price and 19% to the 10-day vwap. With a post-raise pro-forma cash balance
of ~$5-6m, STM is well funded to the conclusion of its strategic process. 

Strategic process delivering: STM has provided an update on its strategic
process, through which it is seeking to bring on partners for its Bramaderos
and/or El Palmar projects in Ecuador. The update noted several parties were
in the dataroom and have undertaken site visits, with one proposal close to
finalising a non-binding indicative offer (NBIO).  A successful conclusion to
this process will be a key catalyst for STM, set to unlock the value of its 4Moz
gold-equivalent resource base across its two projects.   There has been
elevated corporate interest in Ecuadorian mining assets in recent years,
suggesting interest in the STM asset base should be strong.

Considering acquisition of near-term gold asset: The corporate update
also noted STM is considering a business transaction related to a nearer
term gold asset. We think such a transaction, subject to asset quality and
price, would be a strong strategic fit with the larger-scale, longer-dated
opportunities that STM are currently pursuing.

Investment Thesis
Building a Resource base that cannot be ignored: Sunstone has a proven
management team that is well on its way to developing a resource base of
significant scale that we expect to ultimately be of interest to major miners.
The current 4Moz resource is all pit constrained, so is literally just scratching
the surface of the potential scale at Bramaderos and El Palmer. Limon adds
material value as either a stand-alone operation or as potential higher-grade
feed to a larger Bramaderos porphyry development. The H1 2025 strategic
partnership process will be a key valuation marker in our view, with STM
turning to accelerating its resource development once this is concluded.

Valuation: Base case 2.8c, upside case 3.9c
We have valued STM on an EV/oz basis identifying a peer group of +1Moz
ASX listed explorers who are yet to conclude studies. STM is currently
trading on 11x EV/oz vs these peers on an average of 55x. Applying a bottom
of the peer group multiple of A$5/t to the STM Exploration Target lifts our
valuation to 3.9c as an upside case. We see STM moving towards this as the
Exploration Target is converted to resource 

Risks
Key risks include exploration success, commodity prices, funding, currencies,
environmental factors, and jurisdiction.
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Sunstone Metals is advancing two major gold-copper
projects in Ecuador - Bramaderos and El Palmar. It has
already established a 4Moz Au-equivalent resource base,
with clear potential to continue to grow well beyond that as
reflected in the significant JORC compliant Exploration
Targets Sunstone has established across the projects. It
has a proven management team, responsible for major
porphyry discoveries in Indonesia and Ecuador, as well as
bringing mines in Australia and New Caledonia into
production. The company has established a portfolio that is
on track to deliver a large-scale gold-copper resource base
that will be of interest to major miners globally.

Valuation A$0.028 (from A$0.023)

Current price A$0.008
Market cap A$41m

Cash on hand ~A$6m (31 Dec 24 plus
A$4m raise)

Upcoming Catalysts / Next News

Period
H1 2025 Strategic partnership process
2025 Establish maiden resource at Limon
2025 Grow El Palmar resource
2025 Grow Bramaderos porphyry resource

Share Price (A$)

Source: FactSet, MST Access

NEED TO KNOW
STM has provided a corporate update highlighting positive
developments with its strategic processes to bring on a partner
for its Bramaderos and/or El Palmar projects. 

It has also advised that it is considering a transaction related to a
nearer term gold development asset

Raising A$4m, well-funded to conclude strategic process

Sunstone Metals Ltd
STM.AX

31 March 2025
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Figure 1: Financial Summary

Source:  MST, STM
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Capital Raising & Corporate Update
Sunstone has been engaged in a process to seek development or financing partners for its
Bramaderos and El Palmar gold-copper projects in Ecuador. It has provided an update on this process
flagging interest from several parties including dataroom access and site visits. The final structure
could be any of either a corporate transaction, project level JV earn-in, or an asset combination with
complementary near-term development assets. The update outlined that with regard to one
opportunity, it has advanced to a point where an NBIO is expected to be finalised. As part of the
update, STM has also flagged that it is separately advancing its own due diligence on a potential
business combination with a near-term gold development asset currently held privately. 

Strong recent precedent for deals in Ecuador
This strategic process is not without risk, in that there is no certainty any deal will be concluded.
However, there is recent precedent for such a transaction with a number of deals taking place over
mining assets in Ecuador through 2024 including:

Silvercorp's US$146m acquisition of Adventus, to secure the permitted and funded El Domo
project, from which first production is expected in 2026,

Hancock Prospecting entering into a JV with the Ecuadorian government mining entity ENAMI in
a US$120m deal earning a 49% interest in six exploration concessions,

Hancock Prospecting earn-in with Titan Minerals over its Linderos copper project, under the deal
Hancock can earn up to 80% of the project through spending US$120m,

Barrick's acquisition of the Valle de Tigre exploration assets off Somerset Minerals for US$320k,

China's Zijin Mining Group attempting to acquire a 15% stake in explorer Solaris Resources for
US$97m in order to advance its Warintza project, ultimately Canada's restrictive critical minerals
policy saw this deal rejected by Canadian regulators.

Alongside these transactions, global majors including BHP, Newmont, Codelco, and FMG are all active
in Ecuador, primarily focused on exploration and earlier stage pre-production assets. We look for a
deal to conclude by around mid-year. 

Raising A$4m
Alongside the corporate update, STM has announced that it has completed a A$4m raise via an
institutional placement at 0.5cps. This represents a discount of 17% to the last traded price and 19% to
the 10-day vwap. Post the raise, the pro-forma cash balance will be approximately A$6m (31 Dec 2024
cash was A$2.4m). This ensures the company is well funded to see its corporate process through to
the conclusion, likely around mid-year.

Once the strategic process is concluded and the partner and deal structure is known, this will clarify the
optimal pathway forward for the STM assets. In turn, this will see activity on the ground step up again
in a manner that is aligned with that optimal development pathway.  

Valuation - 2.8cps base case; 3.9cps upside case
Our valuation approach is based on peer comparison EV to resource ounce multiples. We have
chosen a peer group based on ASX listed mining companies that have a resource base that exceeds
1Moz gold, but are yet to undertake feasibility studies on their projects. This group is aligned with
Sunstone's position as a large scale, early-stage exploration company. The average EV/oz multiple for
this peer group is 53x (up from 41x in our last note). We adopt a multiple of 55x for use in our equity
valuation resulting in a base case valuation of 2.8c per share.
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Large scale Exploration Target underpins upside case valuation of 3.9cps 
We have conservatively ignored STM's JORC compliant Exploration Target in our valuation. If we take
a bottom of the range EV/oz peer multiple of 5x and apply it to the bottom end of the Exploration Target
range in terms of ounces of contained gold, this would add A$0.011c to our valuation. Adding this to
our base case valuation results in an upside case valuation of 3.9cps. This highlights the material
upside if STM is able to convert even some of this Exploration Target into resource. 

Overall, we see significant potential upside to our valuation as the company concludes the strategic
partnership process, grows its resource base, and advances its projects.

Figure 2:  Sunstone Metals valuation

Source: MST, STM

Figure 3:  Exploration Target - Upside case valuation addition

Source:  MST, STM
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Key Catalysts 
Strategic partnership: The next key catalyst for Sunstone will be securing a partner for its
projects. This will be an important validation step for the company and likely provide a valuation
benchmark that we would expect to be well above its current market capitalisation. Global majors
have been active in the country, with companies including Barrick, Newcrest, Codelco, Fortescue
and Hancock Prospecting all acquiring exploration assets and tenements in the areas that STM
operates. This gives us confidence that interest will be material. We expect a conclusion to the
process during the first half of 2025.                                                                        

Limon maiden resource: Once the strategic partnership process is concluded, we expect the
focus to return to project development. The most immediate value accretive opportunity we see
would be to establish a maiden resource at the Limon epithermal deposit. This will require
additional drilling which we would expect to commence by mid-year, likely enabling a resource to
be in place by year end.                                                                        

Grow El Palmar resource: Alongside Limon, we see growing the surface resource at El Palmar
as an additional strongly value accretive opportunity for Sunstone. This is likely to be advanced in
the second half of the year once the strategic process has concluded.

Key Risks                                                        

Exploration Success: Sunstone is still at an early stage of its overall development pathway.
Adding scale to the existing resource base will require ongoing success with drilling. While results
to date have been very encouraging, and there is evidence of broader mineralisation and
potential scale across the prospects, there is no guarantee ongoing exploration will be
successful.

Commodity prices: As a junior explorer, Sunstone is subject to commodity price driven volatility
in its share price. Material weakness in the gold or copper price would likely have an impact on
the share price.    

Financing: In the near term, Sunstone remains reliant on equity market funding for its exploration
activities. This is likely going to be addressed through the strategic partnership process, however,
if there are delays or no agreeable outcome is reached, ability to raise funds remains a risk for
Sunstone as it is for all non-cash generating exploration companies.

Currency: Currency movements can impact Sunstone in a number of ways. Ecuador operates
with the US$ as its national currency. Significant swings in the value of the US dollar vs the A$,
will impact A$ cash burn and asset valuations.

Development risks: All exploration and development companies face timing and cost risks as
they advance projects and ultimately look to transition into production. While Sunstone's focus
remains exploration, this still brings cost and timing risks, delays with project advancement will
likely impact market sentiment towards the stock.                                                                        

Environmental risks: Ecuador is home to extensive rainforest and associated biodiversity which
makes it a relatively environmentally sensitive jurisdiction. We would expect some degree of
opposition to any mining project in Ecuador, however, mining companies are used to such
opposition and are very capable of working in environmentally sensitive areas. Development of
the projects to strict global standards such as the Equator Principles and the IFC Standards will
ensure environmental management is given an elevated focus.                                                
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