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“Investors are betting that the rise of electric cars will drive
a period of rapid growth for lithium miners and battery producers.”
—Financial Times, “Bets on electric vehicles light up lithium miners
and battery makers” by Henry Sanderson, 22 July 2021
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“It is forecast lithium demand could triple by 2025 to one million tonnes
per year and then double again to two million tonnes per year by 2030.”
—Sky News, “Global lithium shortage could put brakes on
UK electric car sales acceleration,” 3 August 2021

The price of minerals needed to fuel the move to net-zero is similarly on the rise. Lithium, for
example, is found in a number of places across the world (although much of it comes from Chile,
Argentina and Bolivia) and its price has seen a significant hike over the past 12 months. In addition,
minerals in the lithium-ion battery value chain (such as manganese, iron-ore, nickel and titanium,
which are mined in South Africa) are projected to a see significant growth in extraction.

Reuters, “Game of Mines”
by Sirui Zhu, 7 June 2019
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“The UK, for instance, wants all new cars to go electric from 2030. But to switch
Britain’s 31.5 million petrol and diesel vehicles over to a battery-electric fleet would
take an estimated 207,900 tonnes of cobalt, 264,600 tonnes of lithium carbonate,
7,200 tonnes of neodymium and dysprosium, and 2,362,500 tonnes of copper.”
—BBC, “Move to net zero ‘inevitably means more mining” by Jonathan Amos, 24 May 2021

TYPES OF INVESTMENT
Investors looking to engage in mining finance have two main options:
also called net smelter
return (NSRs), provide the royalty holder
a percentage of the mine’s revenue from
production, typically around 1-3%. There are
also other kinds of royalty agreements like
net profits interests (NPIs), where the royalty
holder receives a percentage of the profits
rather than the revenue.”

“R OYALTY AGREEMENTS,

provide the right to purchase a
certain percent (typically 5-20%) of metal
production directly from the mine. Typically,
streams will have an already decided
purchasing price for the metal, which is
usually either a fixed dollar amount or a fixed
percentage of the spot price.”

“S TREAMS

Visual Capitalist, “How precious metals royalty and streaming companies create value,” 25 February 2021

Up-front payment for
royalty or future stream

ROYALTY COMPANY

OPERATING COMPANY

Royalty payment or
stream delivery
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ECONOMICS AND STRUCTURING
In royalty agreements, the basis for return on the royalty can be either production-linked or profit-based:
Net Smelter Returns Royalty/Gross
Revenue Royalties are calculated by
reference to a percentage of sales revenues
(to the smelter or purchaser, respectively,
and subject to applicable deductions).

Production Royalties provide
a fixed payment per tonne
of production and without
reference to market prices or
operating costs.

Profit-Based Royalties are
determined by reference to
the net profits on sale of
the minerals, subject to
deductions.

Royalties in Kind provide the
option to receive payments in
minerals, rather than cash.

How royalty returns might look:
Net Smelter Returns royalties are commonly used, as they provide certainty on return. The royalty is based
on a percentage of sale revenue, less costs (i.e., transportation, insurance, penalties, refining, smelting or
marketing). As an example, “if a mine operator sells gold for $900 per ounce to a smelter and its cash costs
are $300 per ounce, the holder of a 2-percent NSR would receive roughly $12 per ounce. If the price of gold
is projected to increase to $1,300 per ounce, the NSR holder then receives $22 per ounce.”
Investing News Network, “The Value of Net Smelter Royalty Returns,” 23 November 2017

WHY ENGAGE IN ROYALTY FINANCING?
Unlike in streaming contracts, investors in royalty financing can take a return on investment without taking
responsibility for the physical assets produced. Royalty financing arrangements have the following features:
n

n

Equity-like instrument: The investor takes a
non-participating interest in the mine. Investors
provide up-front funding in return for an
interest in the upside of the mine’s production.
Diverse portfolio: Alongside a wide investment

portfolio generally, investors can diversify their
mining investments across multiple jurisdictions
and metals to minimise risk. Investors may also
negotiate with the mining company to ensure
that all minerals recovered at a site are
included when calculating return (rather than
being limited to only one mineral at a site
where multiple minerals may be recovered).
n

n

Stable investment: Diligence of a mine’s

production history can provide investors with
a clear view on potential return and enable
them to negotiate agreements and returns
accordingly. As the graph below shows, return
on royalty financing is often more stable than
gold or silver investments.

Limited costs: By engaging in pure financing
arrangements, investors have limited overheads
for their own employee or operational costs.
Moreover, investors are insulated from the
potential costs of the mine itself.
Late-stage investment: Investors provide

funding once a mine is already in production,
with funding often needed to finance new
projects or expansions, and so see a quick
return on their investment.
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Visual Capitalist, “How precious metals royalty and streaming companies
create value,” 25 February 2021
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WHY STRUCTURE AS A ROYALTY RATHER THAN AS A TRADITIONAL FORM OF DEBT?
In addition to the benefits of royalty financing for an investor, outlined above, royalty financing
offers an attractive means of alternate finance for a mining company. Royalty financing is flexible in
comparison to traditional finance, as it is focused on revenue return. There is no fixed obligation on
payment or deliveries, meaning any temporary delay in production or commodity price fluctuation
is of less relevance in royalty financing arrangements.
However, there are certain downside protections that an investor can put in place in the royalty
financing agreement:
n

Protection against extinguishment: Sale

or transfer of the mine to a new owner, or
insolvency of the existing mine owner, may
result in a royalty agreement no longer
having effect. An investor should look to
agree up front that their royalty interest runs
with the land (i.e., it will pass to any new
owner and will remain vested in bankruptcy).
In the alternative, if an investor does not
wish to hold a property interest, the investor
can pre-bake a consent to transfer into the
royalty agreement.

n

Security: An investor may take security over

assets of the mining company. However, this
is less common and can be challenging for two
different reasons. First, it will likely be necessary
to agree a liquidated damages amount up front,
as calculating loss on projected revenues may
be time consuming and expensive. Second,
interplay with traditional lenders will likely
need to be managed through an intercreditor
agreement (assuming they are willing to share
senior security). It is also worth bearing in mind
that, given the jurisdictions in which mining
operations typically take place, the time and cost
of enforcement may be a significant hurdle.
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