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August 15, 2024 

South Star Battery Metals Corp.  
(TSXV: STS / OTCQB: STSBF)  

 

Commencing Production Next Month / Trump Win May 
Propel Graphite Stocks 

BUY 
Current Price: C$0.59 
Fair Value: C$1.47 
Risk: 5 

 
Sector: Junior Mining                                                                   Click here for more research on the company and to share your views 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 YTD 12M 

   STS -19% 20% 

TSXV 1% -5% 

 
 
 

52 Week Range C$0.49 - C$0.82 

Shares O/S 53M 

Market Cap. C$31M 

Yield (forward) N/A 

P/E (forward) N/A 

P/B 1.9x 

                                               

 
*See last page for important disclosures, rating and risk definitions. All figures in C$ unless otherwise specified. 

Highlights 
➢ Since our previous report in April 2023, STS has made substantial progress on its 

graphite projects, including the open-pittable Santa Cruz graphite project (Brazil), 
and the BamaStar project (a historic producer with an open-pittable deposit) in 
Alabama. 

➢ Santa Cruz is set to begin phase one production next month,  targeting an annual 
output of 12 Kt of flake graphite. 

➢ STS has secured the necessary permits and licenses for a three-phase development 
plan, and has entered into initial sales agreements with U.S. clients for its graphite 
concentrate. 

➢ Phase one development was partially funded by a US$10M streaming finance 
agreement with Sprott Resource Streaming and Royalty Corp., which has also 
committed an additional US$9-US$18M for phase two. 

➢ At BamaStar, a recent drill program returned significant graphite intercepts, and 
extended mineralization at depth. Metallurgical tests yielded impressive 
concentrate grades of up to 99.5% Cg. STS aims to complete a  Preliminary 
Economic Assessment (PEA) next month,  and initiate a feasibility study in Q4. In 
late 2023, the U.S Department of Defense  offered to fund 50% of the feasibility study, 
or US$3.2M. 

➢ Graphite prices are down 20% YoY, amid slower EV sales growth and higher supply. 
That said, we remain optimistic about long-term prices as the sector is anticipated 
to face a significant supply deficit towards the end of this decade. Note that graphite 
and lithium are the only two primary inputs used in all major types of batteries.  

➢ We believe the U.S. has a pressing need for domestic graphite production, as it 
imports 100% of its graphite consumption, and has designated graphite as a critical 
mineral. With China supplying 75% of the global market, the U.S. aims to cut its 
dependence on Chinese imports, as evidenced by the recent announcement of a 25% 
tariff on Chinese natural graphite starting in 2026. 

➢ Upcoming catalysts include commercial production at Santa Cruz, a resource 
update and a PEA on BamaStar. We believe a potential Trump win could escalate 
trade tensions between the U.S. and China, potentially triggering a rally in graphite 
stocks. 

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

 

Price Performance (1-year) 

Company Data  
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Advancing two 

graphite projects in 
the Americas 

towards production 
 
 
 

The U.S. is a 
leading importer of 

graphite  
 
 

Brazil is the fourth 
largest graphite 
producer in the 

world  
 
 
 
 
 

 
 
 
 
 
 

 
 

 
Located in one of 

the most active 
graphite producing 

regions in the world, 
with a track record 
of over 70 years of 

production 
 

Excellent  
infrastructure in 

place - 1.3 km from 
a paved highway; 

power, gas, and 
water within 5 km; 

270 km from a port 
 
 

 
 

 
 

Portfolio Summary 

 

 
Source: Company 

 
Santa Cruz Graphite Project, Brazil (100% ownership) 
STS has completed construction and development activities, and aims to start 
phase one production next month, targeting 12 Ktpa of natural flake graphite. 
 

Project Location 

 
Source: Company 
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A mid-

sized/relatively low-
grade resource; 

however, resources 
are shallow and 

open-pittable, 
implying relatively 

low OPEX 
 

In addition, there is 
no need for crushing 

or blasting, and the 
strip ratio is 

relatively low 
 

We believe another 
major advantage is 

that 63% of 
resources are large 
flake; the type used 
for anode materials 

in EV batteries 
 
 
As resources remain 

open along strike, 
and at depth, we 

believe there is 
potential for 

resource expansion; 
note that 95% of the 
project area remains 

untested 
 
 

The 2020 PFS was 
based on a 12-year 

mine life 
 

Relatively low initial 
CAPEX and OPEX 

 
AT-NPV5% of 

US$81M, and a high 
AT-IRR of 35%, 

using US$1,287/t 
graphite vs the spot 
price of US$1k/t for 
large flake graphite 

(93%-95% Cg) 
 
 

 
 

Resources and Reserves  

 

 

 
Source: Company 
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Fully permitted  

 
 
 

 
 
 
 
 
 

A historic producer, 
grading 3%-5% Cg 

(medium grades) 
 
 
 
 
 

Located on the 
Alabama Graphite 

Belt 
 

 
 
 

 
 

 
 

 
 

Open-pit resources 
 
 
 
 
 

Relative to Santa 
Cruz, BamaStar has 
higher tonnage, but 

similar grades 
 
 
 
 
The deposit remains 

open in multiple 
directions 

 
 
 
 
 
 

The company is set to begin phase one production next month.  Additionally, STS 
is planning a 4,000-5,000 m resource expansion drill program, followed by a 
feasibility study, in 2025. 

 

BamaStar Graphite Project, Alabama (Option to earn 75%) 
 

Project Location 

 
 

Resource Estimate 

 

 
Source: Company 
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All holes intersected 
material graphite 

intercepts of up to 
3.34% Cg 

 
 
 
 
 
Drilling has revealed 

a deeper 
mineralized zone 

beneath the 
previously identified 
area; while it is too 

early to quantify the 
potential upside, we 

believe this 
discovery will 

positively impact the 
upcoming resource 

update and PEA 
 

 
 
 
 
 
 
 
 

 
 

 
Metallurgical tests 

yielded concentrate 
grades of up to 
99.5% Cg, with 

relatively high 
recoveries 

 
 
 
 
 
 
 

Since our previous report, STS has completed an infill/resource expansion drill 
program (totaling 15 holes/1,900 m), and additional metallurgical tests, in 
preparation for an upcoming PEA. 

 
2023 Drill Highlights 

 
 

Metallurgical Results 

 
Source: Company  
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Aiming to complete 
a PEA next month 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Multiple near-term 
catalysts 

 
 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
Strong cash position 

 
 
 
 
 
 
 
 
 
 

 

STS is considering the option of mining oxide and transitional materials before 
processing fresh ore, with the aim of potentially reducing initial CAPEX and 
OPEX. Management plans to complete the PEA next month, and initiate a 
feasibility study in Q4. The U.S. Department of Defense has offered to fund 
approximately 50% of the feasibility study, or US$3.2M, which is expected to take 
about 18 months. 
 

Upcoming Catalysts 
 

 
Source: Company 

 
Financials 
 

 
Source: FRC / Company 
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Can raise up $0.5M 
from in-the-money 

options and 
warrants 

 
 
 
 
 
 
 
 

STS is trading at 
$34/t (previously 

$29/t) vs the sector 
average of $23/t 

(previously $30/t)  
 
 

Given that STS is a 
near-term producer, 
and more advanced 

than most other 
juniors on our list, 

with a higher 
percentage of large 

flake graphite, we 
believe STS should 

trade at a significant 
premium 

 
 
 
 

Our revised 
valuation on Santa 

Cruz is $1.16/share, 
down from 

$1.72/share, due to 
share dilution since 
our previous report, 

partially offset by the 
higher present value 
of future cash flows 
as the project nears 

production 
 
 
 
 
 
 
 

 
Source: FRC / Company 

 

FRC Valuation 
 

 
Source: FRC / S&P Capital IQ / Various 

 
 

 
Source: FRC 
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Using a sum-of-
parts valuation, we 

are arriving at a 
revised fair value 

estimate of 
$1.47/share 
(previously 

$2.01/share)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
 
We are continuing to 

assign a risk rating 
of 5 (Highly 

Speculative) 
 
 
 
 
 
 
 
 

 
 

 
Source: FRC 

 

We are reiterating our BUY rating, and adjusting our fair value estimate from 
$2.01 to $1.47/share. Upon commencing production, STS will become the second 
publicly traded junior flake graphite producer in North America. 
 

Risks 
We believe the company is exposed to the following key risks (not exhaustive): 
 
➢ The value of the company is dependent on flake graphite prices 
➢ Projects might not be advanced to production within management’s expected 

timeframe 
➢ Development  
➢ Permitting  
➢ FOREX 
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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 STS 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, STS has agreed to a minimum coverage term including five 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 (67%), HOLD (3%), SELL / SUSPEND (30%). 
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. 
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