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Initiating Coverage: Price Target 14p  

Potential upside comes into focus  

We believe Petropavlovsk has begun a much anticipated recovery after several tumultuous 
years having issued too much debt into a downturn, managing the imminent cessation of 
its most profitable mine and introduce a POX processing system, whilst suffering changes 
in senior management and board, a group restructuring and facing up to an agitated 
shareholder base.  

At its core though lies an engine room of well-run assets, producing half a million ounces 
of gold a year at a mid-range cash cost probably into perpetuity in our view given the 
prospectivity of the Amur gold region. If left alone, as new Chairman Ian Ashby insists will 
be the case, these operations and their management should deliver enough cash to allow 
the refinancing and removal of the debt saddling the company. It should also result, 
alongside the successful delivery of the POX processing plant next year, in a substantial 
revaluation of the shares. Our near-term price target is 14p but with a further horizon of 
23p as the debt profile changes and POX comes on stream in Q4/2018.   

20Moz R&R base with more likely to come  

The company has 13.5Moz of measured and indicated gold resources plus 6.6Moz in the 
inferred category. POG has been built on exploration success with 31Moz of gold discovered 
since 2002. This exploration discipline continues to build value on the company’s 
approximately 3,562km2 of exploration licenses through recent discoveries like Katrin near 
Pioneer. It is also clear that the source of the gold mined from the placer deposits in the 
Amur region (85% of the total mined so far) comes from deeper sources and that the 
grade rises notably at depth as the company is continuing to find at Malomir and Pioneer. 
Consequently, we see our NPV estimate as conservative.  

Production and costs under control 

The company is targeting 420-460koz of gold production this year. The arrival of POX 
should see that grow to 550koz in 2019 and stay over 500koz for the foreseeable future. 
This production should be achieved at US$650/oz total cash cost and US$750/oz AISC, 
repositioning POG in the middle of the cost curve. Whilst a majority of cost efficiencies 
have already been realised (depending on the currency, with 75% of costs Ruble 
denominated) we are intrigued by the effects on unit costs of mixing in 5g/t+ underground 
material at Pioneer and Malomir. At the moment, the company is guiding towards 15-20% 
of output coming from these underground sources.  

POX is a positive 

We believe anxiety over the introduction of Pressure Oxidation to recover the 9.3 Moz of 
refractory resources is misplaced. This is a tried and tested technology used around the 
world. Alongside the clear benefits to current reserves it materially increases the option 
value of the company’s exploration programmes. On delivery, we believe it will catch the 
eye of industry consolidators in Russia (disputably the basis for Renova’s presence on the 
register). 

Resultant cashflow leaves company in a strong position 

We estimate c.US$160 million of 2018 post tax cashflow from operations to service 
c.US$50m of interest and c.$90 million of capex. The capex then falls away as the POX 
plant is delivered next year such that the 2019 free cashflow yield is 11% which we believe 
is sustainable. We estimate an unlevered NPV of US$1,128 million or 34pps on an undiluted 
basis. This falls to 14pps when taking into account the US$520 million of nominal net debt, 
other liabilities and SG&A. We believe that presents a classic debt to equity investment 
case with a near term price target of 14pps equivalent to 4.4x EV/EBITDA for 2018.  
 

Analyst: David Butler 

Summary  

Last price: 8p 

Target price (GBp) 14p 

Projected return (%) 75% 

  

Project Details  

Project name Amur Region 

Commodity Gold 

Production (koz Au) c.500 

Operating NPV11.6% (US$m) 1,665 

Company NAV11.6% (US$m) 608 

  

Share Data  

Shares o/s* (mm) 3,302 

52 week high/low (GBP) 0.06 / 0.09  

3-mth avg. daily vol (mm) 5.7 

3-mth avg. daily vol (GBPm) 5.4 

Market cap (US$) 359 

Net cash/(debt)* (US$m) (520) 

Enterprise value (US$m) 946 

 (US$m) 

Financial Data 2018 2019 2020 

Revenue  610 734 697 

EBITDA  252 311 295 

Net income  69 117 123 

EPS 0.02 0.04 0.04 

P/E 5.1 3.0 2.9 

EV/EBITDA 3.7 3.0 3.2 
 

   

Share Price Performance 

 

Contact Details 

David Butler 

dbutler@tamesispartners.com 

Charlie Bendon 

cbendon@tamesispartners.com 

Charles Vaughan 

cvaughan@tamesispartners.com  

Richard Greenfield 

rgreenfield@tamesispartners.com 

Mitch Limb 

mlimb@tamesispartners.com 

David Baker 

dbaker@tamesispartners.com  
 

0

20

40

60

80

100

0.00

0.02

0.04

0.06

0.08

0.10

mailto:dbutler@tamesispartners.com
mailto:cbendon@tamesispartners.com
mailto:cvaughan@tamesispartners.com
mailto:rgreenfield@tamesispartners.com
mailto:mlimb@tamesispartners.com
mailto:dbaker@tamesispartners.com


 
 

 

 

Prepared by Tamesis Partners LLP 
See final two pages for important disclosures 

2 

 

 

Table of Contents 

Initiating Coverage: Price Target 14p ..................................................................................................................................... 1 

Executive Summary .............................................................................................................................................................. 3 

Valuation ............................................................................................................................................................................. 7 

Operational Review ............................................................................................................................................................. 12 

IRC Limited – An Asset and a Liability ................................................................................................................................... 19 

Financials........................................................................................................................................................................... 23 

Appendix: Block Model ........................................................................................................................................................ 26 

 

 

  



 
 

 

 

Prepared by Tamesis Partners LLP 
See final two pages for important disclosures 

3 

 

Executive Summary 

Background 

We may finally be entering a period of stability for Petropavlovsk. In some ways the last 10 or so years have been no different for 

the company than for the mining sector at large. The company’s shares rocketed in the first surge of the supercycle before 

management, urged on by the market, made promises on growth it could not keep, overleveraged to try and achieve them and 

subsequently watched the share price collapse from 2011 onwards (larger sized examples of this would include BHP Billiton, Rio 

Tinto, Anglo American etc). However, such was the extreme debt at Petropavlovsk that recovery was not possible; only a series of 

refinancings, that saw the shareholder register rotate and which resulted in the ousting of founders Peter Hambro and subsequent 

resignation of Pavel Maslovsky. During this time, the company created a business called Aricom in which it housed and developed its 

ferrous resources. Since its creation Aricom has been spun out twice and is now listed on the Hong Kong Stock Exchange as IRC ltd. 

It’s important for the investment case in Petropavlovsk not only because of its 31% stake but also because of the guarantee the 

company has given on the US$340 million debt facility with ICBC of which US$233.75 million is outstanding. As an aside we believe 

that IRC are able to service that debt down to a received price of US$55/t Fe, equivalent to a benchmark price of c.US$30/t CFR at 

current price premium levels – see page 19 for more detail. 

The other key driver behind the troubles that Petropavlovsk found itself in was, ironically, the success of their first mine Pokrovskiy 

which ran at 3g/t+, operating a heap leach with 60%+ recovery and US$159/oz total cash costs1. With a reserve and resource grade 

of c.1g/t there was always going to be a “day of reckoning”. The other issue with the development of the large 20Moz reserve and 

resource was, and still is, that 46% of it is refractory. The company took the decision in 2010 to engage Outotec to design a POX 

plant at Pokrovskiy and flotation concentrators at Malomir and Pioneer in Q4/2010 capable of processing the 9.3Moz reserves and 

resources of refractory gold. The project was abandoned in 2015 due to problems with financing, but has now restarted with a 

US$120 million remaining capex bill and commissioning due Q4/2018.  

Meanwhile, the large resource base, asset infrastructure including 4 processing plants with a capacity of c.16Mtpa, geotechnical and 

political understanding on how to operate in Amur plus nearly half a million ounces of annual production has attracted a big Russian 

investment house onto the register. Renova controls 22.3% and has one seat on the board. The company is a Russian investment 

house backed and chaired by Victor Vekselberg the founder of the SUAL group that was merged into Rusal before the listing of the 

latter.  The key strategy of Renova is the “Acquisition of assets in industries with significant growth and consolidation potential”. In 

the run in to this year’s AGM Renova were instrumental in the removal of Peter Hambro as Chairman and the installation of Bruce 

Buck and Vladislav Egorov as non-executive directors.  

So where does this history leave the business: 

Investment Case 

Petropavlovsk owns 3,562km2 of exploration licenses in the Amur region of South East Russia. The company has drilled out and 

defined a reserve and resource base of just over 20Moz, including inferred resources. The company is targeting 420-460koz of gold 

production this year. The arrival of POX should see that grow to 550koz in 2019 and stay over 500koz for the foreseeable future. We 

believe this is sustainable for the next 15yrs at least and should reach over 650koz at the peak of POX production. Indeed, as the 

company continues to explore, bid for and acquire additional licensing we believe LoM estimates will prove to be conservative. This 

operational engine currently delivers over US$160 million of cashflow from operations at the current gold price allowing the final 

payments for the POX build out and servicing and reducing the US$520 million of net debt. As long as this continues equity holders 

should enjoy the benefits of a debt to equity value transferral and a reduction in cost of capital. This is what we assume in our 14pps 

price target.  

A large and growing resource base 

The company last updated the market on its reserves and resources in December 2016 with a 1.55Moz increase in JORC non-

refractory reserves. This included additions to the Albyn project at Elginskoye; which is a near surface ore body grading 1.3g/t with 

1.24Moz of non-refractory gold (and a further 2Moz refractory), a first underground JORC reserve at Pioneer with 165koz grading 

4.46g/t and further underground resources at Malomir with 207koz grading 5.85g/t. The company will be mining the former by the 

end of the year. On our site visit earlier this year Chief Geologist Nikolay Vlasov was also extremely excited about the discovery of a 

new ore body in the Pioneer district, Katrin; which appears non-refractory, near surface and 2g/t plus or as recorded in the June 

exploration update with a “4g/t average grade structure”. Our point here is that there is plenty more where that came from (and the 

share price didn’t move on the announcement).  

                                                      
1 2005 Annual Report 
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Delivering stable production in the middle of the cost curve 

Operations have turned a corner. Having struggled with the falling output of original mine Pokrovskiy and resultant general grade 

decline, the delay in the POX plant, a headwind of stronger currencies etc, we believe 2016 marked a floor in output with some near 

term growth from the arrival of the POX plant and its processing of Malomir concentrate and beyond that, Pioneer. We don’t believe 

there is a strong case for costs to come down yet but the more high grade material from underground, combined with operational 

experience, will help contain costs. We also think central costs should come down from current levels given the upheaval of the last 

two years. On the capex front this will decline markedly with the delivery of POX.   

Figure 1 – Petropavlovsk Production Profile (koz Au) 

 
Source: Tamesis, Bloomberg 

Allowing asset improvement and debt repayment 

The stabilising and improving operational performance should deliver reasonable growth in revenue, EBITDA and earnings as per 

below.  

Figure 2 – Petropavlovsk Financial Performance  

 
Source: Tamesis, Bloomberg 

 

More importantly we believe at our current gold price assumption of $1,275/oz, it can generate enough cash to allow the development 

of the POX processing business and the pay down of debt. In the next three years we believe the company can still generate some 

headroom i.e. US$43 million in 2017, US$35 million in 2018 and US$51 million in 2019 equivalent to a cashflow yield, after debt 

servicing, of 12%, 10% and 15% respectively. 

0

100

200

300

400

500

600

700

800

900

0

100

200

300

400

500

600

700

800

900

2016 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E

Pioneer Pokrovskiy Malomir Albyn POX Cash Costs (US$/oz, RHS)

541

610 621

734
697 697

770 759

915

197

266 252
311 295 297

332 327
379

22
74 69

117 123 137
179 182

228

0

100

200

300

400

500

600

700

800

900

1000

2016 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E

Revenue (US$m) EBITDA (US$m) Net Income (US$m)



 
 

 

 

Prepared by Tamesis Partners LLP 
See final two pages for important disclosures 

5 

 

Figure 3 – Petropavlovsk Cashflow Evolution (US$m) 

 
Source: Tamesis, Bloomberg 

 

Which should deliver a material valuation uplift. 

We believe the recent c.12% increase in the share price in the last month i.e. post the interims is a result of the message of stability 

being delivered by new Chairman Ian Ashby. As this is increasingly backed by operational performance so we would expect the share 

price to move towards our NAV of US$608 million or 14pps, and ultimately towards our unlevered NAV which we estimate is US$1,128 

million or 34pps on an undiluted basis. We believe this is a conservative price target, based on a 11.6% WACC and 16.6% cost of 

equity, implying a c.50% upside. It gives no option value on the exploration nor indeed on the potential for the POX plant.  It is 

supported by near term earnings multiples with the shares currently trading on near term EV/EBITDA multiples of 3.5x and 3.7x and 

PE ratios of 4.6x and 5.1x for 2017 and 2018 respectively. This is assuming a gold price of $1,275/oz into perpetuity, taking into 

account the outstanding hedge book of 500koz as of 30 June 2017 priced at US$1,252/oz. 

As the company repays debt we see no reason why, assuming a constant enterprise value, the share price should not move to the 

theoretical equity value per share of 21p. 

Figure 4 – Petropavlovsk Equity Value assuming constant Enterprise Value (US$m) 

 
Source: Tamesis, Bloomberg 

 
Management Discussion 

Peter Hambro and Pavel Maslovsky have left. The company’s board is now as shown in table 5.  
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Figure 5 – Petropavlovsk Board and Management 

Board of Directors Role 

Ian Ashby Independent Non-Executive Chairman 

Sergey Ermolenko Acting CEO 

Andrey Maruta CFO 

Bruce Buck Senior Independent Director 

Garrett Soden Independent Non-Executive Director 

Vladislav Egorov Non-Executive Director 

 

Other Executive Management Role 

Valery Alekseev Group Head of Construction and Engineering 

Dmitry Chekashkin COO 

Sergey Ermolenko General Director 

Alexey Maslovskiy Head of Business Development 

Alya Samokhvalova Deputy CEO 

Anna Karolina Subczynska Head of Legal 

Andrei Tarasov Deputy General Director 

Nikolai Vlasov Chief Geologist 
 

 
Source: Tamesis, Bloomberg 

 

Despite this upheaval at the top, the executive management appears stable. The company has launched an official global hunt for 

the next CEO. However, as far as we can tell, all other key executives have remained including in London Andrey Maruta (CFO) and 

Alya Samokhvalova (deputy CEO) and all Amur based management including Nikolai Vlasov (Chief Geologist), Sergei Ermolenko 

(General Director, Russia) and Valery Alekseev (Group Head of Construction and Engineering). 

The new chairman Ian Ashby presented the recent interim results and also conducted the post results roadshow including a meeting 

with analysts. We were impressed with his clear understanding of the issues facing the company and, as importantly, the need for 

stability. His presence and the implementation of this stability strategy are key to the investment case.  

Shareholders 

The register of Petropavlovsk is not what one might expect of a gold company. There are very few sector specialists and it is instead 

a mix of either Renova and affiliates, management and hedge or distressed debt funds that have acquired the shares through recent 

refinancings and the debt to equity swap. We would anticipate some register rotation is likely. 

 Figure 6 – Petropavlovsk Key Shareholders 

Top 5 Shareholders (as of October 2017) % 

Renova Group and related entities 22.3 

Sothic Capital Management 10.6 

Vailaski Holdings 9.6 

D.E. Shaw & Co 7.8 

Prudential (M&G) 6.9 
 

 
Source: Tamesis, Bloomberg 

 

Renova is an investment vehicles of Viktor Vekselberg. Renova, according to their website has stakes in businesses across the 

spectrum of telecoms through real estate to manufacturing. The assets they own that catches the eye are under the company Zoloto 

Kamchatki. There is little known about these gold mines on the Kamchatka Penninsula other than obviously their remoteness and 

we have seen estimates that they produce c.250koz of gold p.a. Clearly the destiny of these assets with respect to Petropavlovsk 

depends on the board and shareholders.   
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Valuation 

Overview – Initiating with a Target Price of 14p/share 

We have used a number of valuation methodologies to derive a value for Petropavlosvsk starting with standard DCF methodology. 

We have then cross checked against financial comparative metrics to derive a price target.  

Sum of the Parts NAV  

Our base-case DCF model of Petropavlovsk models the company on an asset-by-asset basis, treating the POX hub as a separate 

entity for valuation purposes. Malomir has a greater percentage of the POX valuation versus Pioneer due to the nearer-term 

production. The conventional circuit at Albyn is the single largest business unit by NPV, due to its large scale and low-cost ounces.  

To calculate the NAV, we deduct net debt, the present value of the company’s head office costs and the present value of the group’s 

corporate tax. We discuss IRC in more detail later in the note – we are using the US$78 million market value of Petropavlovsk’s 31% 

equity stake in the company with a US$26 million discount reflecting our view of the cost of providing a guarantee against IRC’s 

project finance facility. 

Figure 7 – Petropavlovsk Sum of the Parts Valuation 

Valuation NPV (US$m) 

Pioneer 393 

Pokrovskiy 13 

Malomir 101 

Albyn 692 

POX 467 

Malomir 330 

Pioneer 139 

NPV Total 1,665 

Net Debt (520) 

Corporate SG&A (239) 

Russian Corporate Tax Liability (351) 

IRC Equity Stake 78 

IRC Loan Guarantee (26) 

NAV Total (US$m) 608 

NAV Total (GBP) 468 

NAV (GBP/sh) 0.14 

  

Convertible Outstanding 100 

NAV post-convert (GBP/sh) 0.11 

  

POG LN Share Price 0.08 

P/NAV 0.6x 

P/NAV fully diluted 0.7x 
 

 
Source: Tamesis, FactSet 
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NAV Progression 

We show the NAV progression chart below. NAV theoretically rises to 27pps over the next three years as the business generates 

cash and improves its net debt position. 

Figure 8 – Petropavlovsk NAV progression 

 
 

Source: Tamesis, Bloomberg 

 

Financials 

We forecast revenue growing from US$612 million in 2017 to nearly US$800 million in 2022, with EBITDA rising to over US$300 

million. On a multiples basis in today’s terms (3.7x 2018 EV/EBITDA, 5.1x 2018 P/E), this improves as the company starts to generate 

cash and unwinds it debt position. On a forward basis, we would expect the shares to re-rate in 2018 on a forward mutiples basis 

(3.0x 2019 EV/EBITDA, 3.0x 2019 P/E). 

Figure 9 – Petropavlovsk Financials Summary 

Key Financials FY-2017 FY-2018 FY-2019 FY-2020 FY-2021 FY-2022 

Revenue (US$m) 610 621 734 697 697 770 

EBITDA (US$m) 266 252 311 295 297 332 

Net Income (US$m) 74 69 117 123 137 179 

Free Cash Flow (US$m) 42 35 50 (49) 24 31 

EV/EBITDA (x) 3.5 3.7 3.0 3.2 3.2 2.8 

P/E (x) 4.7 5.1 3.0 2.8 2.6 2.0 

EPS (US$/share) 0.02 0.02 0.03 0.03 0.03 0.04 

CFPS (US$/share) 0.01 0.01 0.01 -0.01 0.01 0.01 

FCF Yield (%) 12% 10% 14% -14% 7% 9% 
 

 
Source: Tamesis, Company Filings 

 
Assumptions 

Discount rate 

We have derived a discount rate of 11.6% from a CAPM assuming a Russian risk-free rate of 7.70%, an equity risk premium of 

7.72% and a beta of 1.16x. The company’s US$620 million of nominal debt outstanding has an average interest rate of 9%, of which 

we are not discounting for tax purposes as Russian taxation is done at a mine level, not the group level. This feels right given the 

relatively low technical risk but elevated geographical and financial risk. 
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Figure 10 – Discount Rate 

 Inputs 

Equity (US$m) 334 

Risk-free rate – Russia 7.70% 

Equity risk premium – POG:LON 7.72% 

Beta 1.16x 

Cost of Equity 16.6% 

Debt (US$m) 640 

Cost of Debt 9% 

Corporate Tax Rate Adjustment - 

Net Cost of Debt 9% 

WACC 11.6% 
 

 
Source: Tamesis, Bloomberg 

Sensitivity 

We vary a number of input parameters by 10% to see the effect on our base case NPV. Naturally the most sensitive factor is the 

US$ gold price (26% change) as Petropavlovsk only has direct exposure to that single commodity, ironically it has an indirect exposure 

to iron ore. With an estimated 75% of costs denominated in Russian Roubles – the exchange rate is the second most sensitive input 

(18%), followed by operating costs (16%). Changes to recovery and grade have a near linear impact on valuation, both with 11%. 

Figure 11 – Petropavlovsk Sensitivity Analysis 

 
  

Source: Tamesis, Bloomberg 

 

Comparative Analysis 

Comparative Earnings Multiples 

We have chosen a selection of London listed gold companies for comparison and included two Russian companies Polymetal and 

Highland Gold. London is often the home for those with African assets. Those with Tanzanian exposure have suffered for obvious 

reasons but generally we feel this is as good a set of companies as any with which to compare Petropavlovsk.  It is noticeable that 

Petropavlovsk is by far the most geared.  
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Figure 12 – London Listed Gold Producers Financials (US$m) 

   EBITDA Net Income Free Cash Flow 

 

Market 
Cap 

Enterprise 
Value 2018 2019 2020 2018 2019 2020 2018 2019 2020 

Acacia 990 899 302 275 297 125 109 123 199 145 241 

Centamin 2,150 1,853 291 319 306 117 122 124 142 159 202 

Highland Gold 646 851 142 146 164 61 55 58 44 21 58 

Pan African 397 315 64 80 109 35 41 64 (43) 11 66 

Randgold 9,111 8,820 523 512 456 274 260 254 391 406 438 

Polymetal 5,100 6,682 676 783 854 358 434 500 279 412 505 

Average 3,066 3,237 333 353 364 162 170 187 211 192 252 

Petropavlovsk  
(Tamesis estimate) 

349 936 252 311 295 69 117 123 55 160 166 
 

Source: Tamesis, FactSet 

 

It is also noticeable the discount with which Petropavlovsk’s shares trade versus the peer group. The valuation metrics are skewed 

by the industry leader Randgold. Even taking that into account, Petropavlovsk’s valuation metrics are lower including versus Highland 

Gold and Polymetal. There is a significant reduction in the P/E multiple from 2019 onwards due to a contribution of both the production 

growth from the POX enabled Malomir and debt repayment.  

Figure 13 – London Listed Gold Producers Comps 

 EV/EBITDA P/E P/FCF 

 2018 2019 2020 2018 2019 2020 2018 2019 2020 

Acacia 3.0x 3.3x 3.0x 7.9x 9.1x 8.0x 4.1x 6.3x 3.3x 

Centamin 6.4x 5.8x 6.1x 18.4x 17.6x 17.3x 11.6x 10.6x 8.0x 

Highland Gold 6.0x 5.8x 5.2x 10.7x 11.8x 11.1x 11.1x 11.7x 8.1x 

Pan African 4.9x 3.9x 2.9x 11.4x 9.6x 6.2x - 25.9x 4.4x 

Randgold 16.9x 17.2x 19.3x 33.3x 35.0x 35.9x 17.6x 16.5x 15.6x 

Polymetal 9.9x 8.5x 7.8x 14.3x 11.7x 10.2x 13.1x 8.9x 7.2x 

Average 7.8x 7.4x 7.4x 16.0x 15.8x 14.8x 11.5x 13.3x 7.8x 

Petropavlovsk  
(Tamesis estimate 

3.7x 3.0x 3.2x 5.1x 3.0x 2.8x 6.4x 2.2x 2.1x 
 

Source: Tamesis, Bloomberg 

 

Anyone who follows the gold sector at all will recognise the size of the resource base is anomalous with the market cap of the 

company given it is a proven producer. So it is no surprise to find out that on an EV/Reserve comparison Petropavlovsk is trading at 

less than half the peer group average and nearly a third on EV/Resource. It is clear to us too that the company has the ability to 

exploit these ounces as well if not better than most operationally.   
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Figure 14 – EV per resource and Reserve Ounce Comparable 

 

Enterprise Value 
(US$m) 

Reserves  
(Moz) 

Resources  
(Moz) 

EV/Reserve 
(US$/oz) 

EV/Resource 
(US$/oz) 

Acacia 899 7.6 19.9 118 45 

Centamin 1,853 8.8 11.1 211 167 

Highland Gold 851 3.5 15.1 242 56 

Pan African 315 11.2 34.4 28 9 

Randgold 8,820 14.4 25.4 613 347 

Polymetal 6,682 19.8 36.3 337 184 

Average    258 135 

Petropavlovsk 936 8.0 20.2 118 46 
 

  
Source: Tamesis, Bloomberg 

 

Relative share price performance discussion  

Generally all London names without Tanzanian exposure have outperformed Petropavlovsk’s share price performance over the last 

two years. This is probably attributed that to the recent management disruption and announcements from shareholders. As discussed 

earlier we feel like there is scope for the company’s share price to move in line relative to other comparable companies following a 

period of stability. It is noticeable how well the market reacted to Ian Ashby’s message of stability even in a declining gold price 

environment.  

Figure 15 – Comparable share price performance (2 year history, rebased to 100) 

 
  

Source: Tamesis, Bloomberg 
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Operational Review 

Summary 

After a number of years of hiatus in which production fell and costs rose dramatically, stability seems to have returned to the 

operations. There are effectively three operational hubs: Pioneer, Malomir and Albyn plus the POX plant – see map below. (Pokrovskiy 

is coming to the end of its life).  

Figure 16 – Petropavlovsk asset map 
 

 
 

Source: Company Filings, Tamesis Partners 

 

Each has its own plant and feeder zones with interesting exploration and development prospects both on surface and underground.  

On a recent site visit we were reminded once again of the experience and technical expertise of the workforce which we believe is a 

material competitive advantage for Petropavlovsk. We discuss each hub in more detail and show the split production profile below. 

There are two jumps in production associated with the two stages of POX. The first is the processing of Malomir the second with 

Pioneer.  

Figure 17 – Petropavlovsk production profile 
 

 
Source: Company Filings, Tamesis Partners 
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Reserves and Resources 

The Geology division of Petropavlovsk, headed by the inveterate enthusiast Nikolay Vlasov, have discovered 31.4Moz of JORC 

Resources through exploration activities. Noone understands the nuances of the Amur gold province better. This is the second most 

productive province in Russia from which c.40Moz of gold has been extracted to date, 87% from placer deposits2. Because the 

placers were formed as a result of erosion of primary gold deposits the potential for further discoveries is high. The concern we 

would have is that the gold deposits tend to be small i.e. less than 10t contained gold or c.320koz. However, with approximately 

3,500km2 of exploration licences, we believe it is safe to say that Petropavlovsk’s LoM is considerably longer than the current Reserves 

and Resource table – see below – would imply especially given the arrival of the POX plant next year.  

Moreover it is clear and logical that the deeper the ore bodies go, the higher grade they become, offsetting additional cost which 

would normally be in the form of labour where they have a competitive advantage. At the moment, the company is only pointing to 

15-20% of production from underground but we believe that is conservative.  

Figure 18 – Petropavlovsk Reserves and Resources 
 

 Resources  Reserves 

Pioneer    

Category 
Tonnage 

(Mt) 
Avg. Grade 

(g/t) 
Contained 

Metal (Moz) 
Category 

Tonnage 
(Mt) 

Avg. Grade 
(g/t) 

Contained 
Metal (Moz) 

Measured 19 0.68 0.43 Proven 16 0.68 0.34 

Indicated 161 0.75 3.89 Probable  87 0.82 2.29 

M+I 180 0.74 4.32 P+P 102 0.80 2.63 

Inferred 57 0.66 1.2     

 

Malomir               

Category 
Tonnage 

(Mt) 
Avg. Grade 

(g/t) 
Contained 

Metal (Moz) 
Category 

Tonnage 
(Mt) 

Avg. Grade 
(g/t) 

Contained 
Metal (Moz) 

Measured 8.6 1.21 0.33 Proven 8.4 1.15 0.31 

Indicated 136 0.91 3.99 Probable  87 0.97 2.7 

M+I 144 0.93 4.33 P+P 95 0.98 3.01 

Inferred 119 0.71 2.73     

 

Albyn               

Category 
Tonnage 

(Mt) 
Avg. Grade 

(g/t) 
Contained 

Metal (Moz) 
Category 

Tonnage 
(Mt) 

Avg. Grade 
(g/t) 

Contained 
Metal (Moz) 

Measured 5 0.53 0.09 Proven 5 0.51 0.08 

Indicated 74 1.13 2.69 Probable  52 1.18 1.98 

M+I 79 1.09 2.78 P+P 57 1.12 2.06 

Inferred 60 1.02 1.99     

 
 
 
 
 
 
 
 

                                                      
2 “Analysis of the Productivity of Gold Deposits of Amur Province” Doklady Earth Sciences, 2016, Vol. 470, Part 2, pp. 1027–1030. © Pleiades 
Publishing, Ltd., 2016 
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Pokrovskiy               

Category 
Tonnage 

(Mt) 
Avg. Grade 

(g/t) 
Contained 

Metal (Moz) 
Category 

Tonnage 
(Mt) 

Avg. Grade 
(g/t) 

Contained 
Metal (Moz) 

Measured 6.8 1.01 0.22 Proven 1.1 0.55 0.02 

Indicated 32 0.83 0.84 Probable  1.5 0.74 0.04 

M+I 38 0.86 1.06 P+P 2.6 0.66 0.06 

Inferred 10 0.99 0.33     
 

Source: Company Filings, 

 

Mine comparison 

We have constructed a table below that gives a comparison of each mine and provide a brief description below: 

Figure 19 – Petropavlovsk asset summary  
 

 
R&R Grade 

Non-
Refractory 

Mill 
Capacity 

2016 
Prod. 

2020 
Prod. 

LoM TCC AISC NPV 
Comments 

 Moz g/t Moz Mtpa koz Koz 
Tamesis 

est. US$/oz US$/oz US$m  

Malomir 4.33 0.93 0.29 3.0 57 59 
882koz 

14 years 
917 1085 101 

The grade and sparse non-refractory 
reserves have been difficult to handle 
plus smallest plant. Should be 
transformed with POX and 
underground 

Albyn 4.77 1.06 1.99 4.7 173 154 
2,281koz 
13 years 

419 569 692 
Most valuable asset. Non-refractory. 
Prospective new resources at 
Elginskoye and Unglichikan exciting 

Pioneer 5.52 0.72 1.84 6.7 180 1574 
2,346koz 
17 years 

698 853 393 

Currently second most valuable due 
to resource and plant size plus 
prospectivity as evidenced by Katrin 
discovery. POX stream to start in 
2023. 

Pokrovskiy 1.06 0.89 1.06 1.8 38 - 
71koz 
1 year 

900 945 13 End of life 

POX - - - 5.4 - 141 
2,991koz 
17+ years 

736 780 467 

Transformational new plant. The NPV 
does not account for the huge 
amount of option value inferred on 
the whole company 

 

 
Source: Company Filings, Tamesis Partners 

 

Pokrovskiy 

This was the original mine that the founders brought on stream in 1999. A surface operation that at one time was processing a head 

grade of over 5g/t, there was clear reasons why it was behind the meteoric rise of the POG share price.  The company is now running 

down the heap leach as the gold has pinched out at depth. It will now be the site of the POX plant. 

Pioneer 

Pioneer was acquired as a greenfield licence in 2001 with an exploration area of 1,331km2. It has a 180Mt, 4.32Moz M&I JORC 

resource of which 2.6Moz is reserves and 60% of that is refractory. The mine has a 6.7Mtpa resin-in-pulp (RIP) plant and heap leach 

processing facility. The mining unit has comprised a series of pits extracting non-refractory ore to fill the plant in recent years – see 

chart below.  
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Figure 20 – Pioneer Mines and Deposits 

 
 

Source: Company Filings, Tamesis Partners 

 

Over the next three years they will continue with this strategy while introducing high grade underground material at NE Bakhmut 

and developing the recently discovered non-refractory Katrin deposit which is at surface and is so recent that it was not included in 

the map above which we took from the capital markets day in March. Further out the intention is to copy Malomir and build a 6Mtpa 

float plant. This will effectively allow production of c.150koz p.a. for the foreseeable future. We believe an average TCC of US$703/oz 

is perfectly achievable.  

Figure 21 – Pioneer production profile 

 
 

Source: Company Filings, Tamesis Partners 

Malomir 

Malomir is similar in many ways to Pioneer albeit 670km away which is an issue for the company once they start sending the float 

concentrate to Pokrovskiy to be treated by POX (there are both rail and road options for this with road being the preferred choice at 

the moment). It was acquired as a greenfield asset in 2005 with a license area of 820km2. As table 18, shows the resource base is 

considerable at 6.8Moz but over 90% refractory. It has a 3.8Mtpa RIP plant. The mine is ahead of Pioneer with the development of 
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its flotation plant which is due to come on stream in Q4/2017. Thereafter we expect it to move quickly to deliver production growth 

from the current c.70koz p.a. to 250koz p.a+. Again like Pioneer we expect over 10% of this to come from underground.  

Mining is happening at both Quartzitovoye and Malomir although it will be at the latter where the near term growth will be delivered. 

The company is going underground now at Quartzitivoye where drilling continues to intersect attractive grade of 5g/t plus.  

Figure 22 – Malomir Cross Section 

 
Source: Company Filings, Tamesis Partners 

 

Figure 23 – Malomir production profile (ex-POX) 

 
 

Source: Company Filings, Tamesis Partners 

Albyn 

Production from Albyn has clearly been critical in the last two years as it is both higher grade and non-refractory. The assets sit in 

the north of the state and within another 1,053km2 license area. The 4.7Moz of JORC resource, 3.6Moz JORC reserves are likely to 

deliver 15 yrs + of mine life via a 4.7Mta plant. Key to future plans is the Elginskoye deposit with 2.8Moz of resource grading 1.3g/t, 

all of which is non-refractory. Further out the company is looking at Unglichikan which appears similar to Elginsoye if not higher 

grade – see map below. 
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Figure 24 – Albyn mines and deposits  
 

 
Source: Company Filings, Tamesis Partners 

 

We are forecasting Albyn to produce in the range of 150koz per annum for the next 15 years. 

Figure 25 – Albyn production profile 

 
 

Source: Company Filings, Tamesis Partners 

POX Development 

The company has been planning a POX plant for many years and had put together a feasibility study in 2010. The subsequent 

financial difficulties meant it was put on ice until after the 2016 refinancing. However they did continue with a pilot plant from 2013-

2015 which confirmed the feasibility of the technology generating high recoveries for both Malomir (92-95%) and Pioneer (98%). 

Once that happened the company set about immediately updating the study and construction restarted.  

The rationale for the POX plant is obvious; the company has 9.3Moz of non-refractory resource of which 4Moz is proven and probable 

reserves. It should deliver at least 15yrs of production at capacity of 500kt of concentrate p.a. or c.220koz p.a. That is what we know 

now; It will only be the second POX plant built in Russia and therefore gives Petropavlovsk a strong competitive advantage and 

potential insight into the development of refractory reserves outside the company.  

The POX plant is due for commissioning in Q4/2018 and to ramp up in 2019. It will treat the Malomir float first which itself comes on 

in two stages. The commissioning of the first floation plant is now essentially complete and we expect the company to start stockpiling 
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Malomir concentrate ahead of the POX plant commissioning. The POX plant will have cost US$320 million to complete including the 

Malomir floatation circuit – of which US$216.8 million has been spent as of 30 June 2017. It is intended that the Pioneer plant will 

be commissioned much later, from 2023 presumably due to financial constraints. If the company manages to improve the terms of 

its financing then it may be possible to bring the commissioning at Pioneer forward – clearly accretive from a valuation perspective. 

Figure 26 – POX production profile 

 
 

Source: Company Filings, Tamesis Partners 

 

But will it work? Generally there is nothing to suggest otherwise especially given the pilot testwork. We understand there are nine 

POX plants globally and all appear to be running well. We understand there is nothing especially revolutionary about the plant – the 

grade of the feed into the float plants is relatively low, but then it floats well so the mass pull is high. The size, power consumption 

and throughput are all within the boundaries of the range of other operating plants identified by Tamesis research.  

SG&A and Capex profile 

Petropavlovsk employs over 8,000 people. Having a listing and office in London and operations in the Russian Far East is not exactly 

convenient. Moreover, the assets in Amur are not bunched either. So central costs are naturally relatively high especially recently 

with the various refinancings, changes in management etc. We believe the c.US$30 million guided, down from US$45 million, this 

year is sustainable for central costs. As for sustaining capital at the operations, the company is guiding to US$42m plus a further 

US$16 million a year for exploration. We feel this is about right but would note generally this is going to be quite high.  

Figure 27 – Capex Profile 
 

 
Source: Company Filings, Tamesis Partners 
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IRC Limited – An Asset and a Liability 

Background 

Whilst Petropavlovsk was bringing on its first mine, Pokrovskiy, in 2001 it had also been continuing to explore in the region and 

had found/acquired a number of iron ore and titanium deposits in the Amur region and next door in the Jewish Autonomous 

Region. In 2003 Peter Hambro bundled these assets together and spun them out in a business called Aricom. It then bought the 

company back under its fold in 2009 and spun it out again in October 2010. Its main assets are shown in the map below. 

Figure 28 – IRC key assets 
 

 
Source: Company Filings, Tamesis Partners 

 

IRC owns two iron ore projects in the far east of Russia, an ilmenite project, a steel slag reprocessing plant in China and a mining 

services company in St Petersburg. 

Figure 29 – IRC Project Portfolio 

Project Products/Service Location 

Garinskoye (100% owned) Iron ore concentrate Amur Region, Russia 

Kostenginskoye (K&S Resource Base) (100%) Iron ore concentrate Jewish Autonomous Region, Russia 

Bolshoi Seym (100%) Ilmenite Amur Region, Russia 

SRP (Steel Slag Reprocessing Plant) (46%) Vanadium Pentoxide Heilongjiang, China 

Giproruda (70% owned) 
Technical mining research and  
consultancy  services 

St. Petersburg, Russia 
 

Source: Company Filings, Tamesis Partners 

 

IRC is listed on the Hong Kong Stock Exchange with the ticker 1029-HK with a market capitalisation of US$250 million. Petropavlovsk 

is the largest single shareholder, holding 31.1%. At current market prices Petropavlovsk’s equity stake in IRC is worth US$78 million. 

Other material shareholders include General Nice 18%, a trading company based in Hong Kong, and Full House Asset Management 

11%.  
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Figure 30 – IRC shareholders 

 
 

Source: Company Filings, Tamesis Partners 

 

Recent share price performance has been linked to iron ore, with more exposure on the downside due to its sensitivity to cash 

margins required to service the company’s forthcoming debt repayment schedule (to be discussed later on). 

Figure 31 – IRC Share Price vs Iron Ore CFR Price 

 
 

Source: FactSet  

 

The Asset 

The company’s key asset is the K&S mine. It is a large (862.6Mt) magnetite iron ore deposit grading a typical 31.4% which the 

company upgrades to a 65% concentrate. The ore is processed through a plant that can handle 10Mt RoM p.a. to produce 3.2Mtpa. 

There are options to increase this output. We would also point out that the premium for higher Fe content product over benchmark 

62% iron ore has increased in the last year as China has clamped down on inefficient steel production. We would expect this premia, 

currently c.US$20/t, to hold going forward.  

Commissioning was completed through 2016 and K&S operated at 75% of production capacity through H1/2017 and generated 

US$14 million of EBITDA over the same period. 

The company is targeting US$40/t cash cost or below at full capacity which it is on target to reach next year. Further out, the 

delivered cost of the concentrate should fall further with the construction of the Amur River Bridge due for completion in 2019. We 

believe this is achievable assuming a relatively stable Rouble going forward. 

The Liability 

IRC Balance Sheet Impact 

IRC entered into a US$340 million project finance facility in December 2010 with the Industrial and Commercial Bank of China (ICBC), 

first drawing down funds in December 2011. Construction delays pushed back commissioning of K&S, and IRC has repeatedly sought 

waivers from covenants on the facility. Most recently, IRC negotiated a debt service holiday where a total of US$42.5 million in 
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repayment instalments in 2017 were waived and incorporated into the subsequent five repayment cycles, the first of which is in June 

2018. The current principal outstanding is US$233.8 million and the facility incurs an interest rate of 6.3%. 

On our forecasts, based on IRC ramping up to full production from H2/2017, cash costs of c.US$40/t and a constant exchange rate 

of 58 RUB:USD, IRC should be able to service the revised debt schedule at realised iron ore prices of greater than US$55/t (a implied 

benchmark price of US$30-35/t based on estimated US$20/t product premia). Below this price we forecast the company may need 

to further renegotiate its repayment schedule. 

Figure 32 – IRC Share Price vs Iron Ore CFR Price 

 

 
Source: FactSet  

 

Petropavlovsk Balance Sheet Impact 

As part of obtaining waivers for breeches of financial covenants by Petropavlovsk and IRC, Petropavlovsk pledged its shares against 

the IRC facility with ICBC. Further, Petropavlovsk is restricted from disposing of its shares in IRC below a 15% shareholding whilst 

the guarantee is in place.  

Obviously, the worst case scenario is that IRC defaults on the facility and Petropavlovsk is exposed to the full outstanding liability. 

We view this situation as unlikely as IRC has been consistently able to enter into productive negotiations with ICBC following historical 

construction delays and setbacks. Moreover, we believe the terms of the debt Petropavlovsk has with its lenders means that it will 

be impossible for POG to deliver on the guarantee. The new Petropavlovsk board has announced that its strategy is to try to unwind 

the guarantee. 

We have, however, attempted to quantify the impact of the guarantee on the value on Petropavlovsk. As such we are treating the 

IRC guarantee as a credit default swap (CDS). To “hedge” this facility you would short the risky loan and take a long position in a 

risk-free loan. Accordingly, the value of the CDS should be equivalent to the difference between the present value of the facility 

cashflows at the market rate (6.3%) and the risk-free rate (2.2% current 10-year US$ treasury bill rate). We calculate a value of 

negative US$25.5 million to Petropavlovsk for the value of the loan guarantee to IRC. 

Figure 33 – Value of IRC Loan Guarantee 

 
 

 US$m 

PV of facility cashflows (r = 6.3%) 230.5 

PV of facility cashflows (r = 2.2%) 256.1 

Value of the loan guarantee (25.5) 
 

Source: Tamesis  
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IRC Valuation 

Our NPV for IRC is shown below assuming a base level of production at K&S only which we feel is a conservative approach. For our 

Sum of the Parts NAV calculation we deduct our forecast 2017 net debt outstanding of US$189 million and the present value of IRC’s 

c.US$10 million of SG&A (US$81 million). This derives an NAV of US$222 million, of which US$69 million would be attributable to 

Petropavlovsk. 

Figure 34 – IRC Sum of the Parts Valuation 

Valuation NPV (US$m) 

K&S 491 

Kuranakh 0 

NPV Total  491 

Net Debt (189) 

Corporate SG&A (81) 

NAV Total  222 

NAV (Petropavlovsk Attributable) 69 
 

 
Source: Tamesis 

 

On a base case we will use IRC equity value less the calculated debt guarantee (approximately US$45 million value attributable to 

Petropavlovsk. On an upside case we would use 0.8-1.0x P/NAV for IRC, but clearly this has leverage to the realised iron ore price. 
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Financials 

We show our summary projections for Petropavlovsk’s P&L, Balance Sheet and Cash Flow Statement below. 

P&L  

Figure 35 – P&L 
 

  2017 2018 2019 2020 2021 2022 2023 2024 

Production  koz Au 440 443 532 506 499 556 546 668 

Gold Price US$/oz 1265 1265 1266 1275 1275 1275 1275 1275 

Revenue US$m 610 621 734 697 697 770 759 915 

Operating Costs US$m (314) (338) (392) (372) (370) (408) (402) (506) 

Operating Profit US$m 296 282 341 325 327 362 357 409 

SG&A US$m (30) (30) (30) (30) (30) (30) (30) (30) 

EBITDA US$m 266 252 311 295 297 332 327 379 

Depreciation US$m (93) (91) (103) (103) (103) (102) (101) (100) 

EBIT US$m 173 161 208 192 194 230 226 279 

Interest US$m (56) (55) (49) (30) (18) (5) 1 2 

Profit Before Tax US$m 117 106 159 162 176 224 227 281 

Tax US$m (42) (37) (42) (39) (40) (46) (45) (53) 

Net Profit After Tax US$m 74 69 117 123 137 179 182 228 
 

Source: Tamesis, Petropavlovsk 

 

We would make the following points with respect to the P&L: 

• There are two jumps in revenue associate with the two stages of POX as mentioned in the operations section. We assume 

a price received of between US$1,264/oz and US$1,275/oz as shown in the table below. Note this is a blend of the hedge 

price of $1,254/oz and an assumption of $1,275/oz into perpetuity. There are 500koz hedged  

• The company generated c.US$50 million of revenue through subsidiary businesses in 2016. This is primarily attributable to 

sales generated by the Group’s engineering and research institute, Irgiredmet, who provide engineering services and the 

procurement of materials, consumables and equipment for third parties. We do not see these businesses as generating 

material earnings for the company going forward so have included an equivalent cash costs charge to match the revenue 

• The company has had a two year holiday from the 6% mining tax (effectively a production royalty) provided to regional 

mining companies. We are forecasting this tax to come back after 30 June 2018.  

• The effective Russian corporate tax rate is 20% - we are not forecasting any tax deductability from interest on group debt 

at operating company level,  

• We do not assume a dividend although clearly there is a chance for this as the company gets more on top of its debt 

position.  

Cash Flow Statement 

Figure 36 – Cash Flow Statement 
 

    2017 2018 2019 2020 2021 2022 2023 2024 

Profit/Loss before tax US$m 117 106 159 162 176 224 227 281 

Interest expense US$m 56 55 49 30 18 5 0 0 

Depreciation US$m 93 91 103 103 103 102 101 100 

Other US$m 0 0 0 0 0 0 2 4 

Cash generated from operations US$m 266 253 312 295 297 332 330 385 

Interest paid US$m (56) (55) (49) (30) (18) (5) 0 0 
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Income tax paid US$m (42) (37) (42) (39) (40) (46) (45) (53) 

Net cash from operating figures US$m 168 161 221 226 240 281 285 332 

Capex US$m (99) (90) (44) (44) (44) (114) (44) (44) 

Exploration US$m (16) (16) (16) (16) (16) (16) (16) (16) 

Net cash used in investing activities US$m (115) (105) (60) (60) (60) (130) (60) (60) 

Proceeds from borrowings US$m 0        

Repayments of borrowings US$m (10) (20) (110) (215) (155) (120) 0 0 

Net cash used in financial activities US$m (10) (20) (110) (215) (155) (120) 0 0 

Net (decrease)/increase in cash and cash equivalents US$m 43 35 51 (49) 25 31 227 274 

Cash at beginning of period US$m 7 50 85 136 87 112 143 371 

Cash at end of period US$m 50 85 136 87 112 143 371 647 
 

Source: Tamesis, Petropavlovsk 

 

On a Tamesis base case we expect the company to generate enough cash to satisfy its debt service requirements. Indeed the cash 

from operations at US$200-300 million is powerful. The requirement for a US$215 million bullet payment in 2020 leaves the company 

requiring with a net cash outflow but we believe there will be enough liquidity in their overall bank facilities to work their way through.  

Balance Sheet 

We show the summary balance sheet below. It is a reasonably straightforward operating company directly held by a UK based 

company. We are not modelling any provisions for rehabilitation; these are treated as a cash item when incurred by the company 

and are financed by way of an insurance bond with local insurance companies. 

Figure 37 – Balance Sheet 
 

    2017 2018 2019 2020 2021 2022 2023 2024 

Cash and cash equivalents US$m 50 85 136 87 112 143 371 647 

Trade and other receivables US$m 90 90 90 90 90 90 90 90 

Other assets US$m 226 242 142 216 222 418 467 468 

Total current assets US$m 366 417 368 393 424 651 927 1205 

Mining tenements & PP&E US$m 1025 1039 996 953 910 938 897 857 

Other assets US$m 70 55 99 142 185 156 197 237 

Total non-current assets US$m 1095 1095 1095 1095 1095 1095 1095 1095 

TOTAL ASSETS US$m 1461 1511 1463 1488 1519 1746 2022 2300 

Trade and other payables US$m 56 56 56 56 56 56 56 56 

Current debt US$m 20 110 115 155 120 - - - 

Other liabilities US$m 2 2 2 2 2 2 2 2 

Total current liabilities US$m 78 168 173 213 178 58 58 58 

Long term debt US$m 600 490 375 220 0 0 0 0 

Other liabilities US$m 169 169 169 169 169 169 169 169 

Total non-current liabilities US$m 769 659 544 389 169 169 169 169 

TOTAL LIABILITIES US$m 847 827 717 602 347 227 227 227 

NET ASSETS US$m 614 684 746 886 1172 1519 1795 2073 

  
Source: Tamesis, Berkeley Energia 
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Petropavlovk’s balance sheet has improved since the company announced a 157 for 10 rights issue in December 2014 when net 

debt peaked at US$924 million. The company was kept afloat by investment from key executives, existing shareholders, and debt 

to equity conversion.  

We are assuming US$520 million of bank debt outstanding at the end of 2017 alongside the US$100 million convertible note due to 

be repaid in 2020. 

Financing 

In November 2016, Petropavlovsk agreed a refinancing of their entire bank debt, which stood at US$530 million at the time. The 

loans, provided by Sberbank (75%) and VTB (25%) are now due to be repaid under a new schedule through to 2022. This repayment 

schedule is better suited to Petropavlovsk’s forecast cash on hand: 

Figure 38 – Debt repayment schedule 
 

  
Source: Tamesis, Berkeley Energia 
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Appendix: Block Model  

  

 

Petropavlovsk PLC POG CASH FLOW ANALYSIS - USDm

LSE 2017E 2018E 2019E 2020E 2021E

As at 17-Oct-17

Cash Flows From Operating Activities 111 105 171 196 222

Cash from Operations 117 106 159 162 176

Share Price (GBp) 0.08 Target Price (GBp) 0.14 Non-Cash Items 93 91 103 103 103

Net Interest (56) (55) (49) (30) (18)

Tax (42) (37) (42) (39) (40)

Model Derived: Model Derived:

NAV (US$m, 12%) 467.6 NAV (GBP/share, 12%) 0.14 Cash Flows From Investing Activities (115) (105) (60) (60) (60)

Acq.of Property, Plant and Equip. (99) (90) (44) (44) (44)

Exploration (16) (16) (16) (16) (16)

Ordinary Shares (M) 3,302.1

Options + Notes (M) 0.0 Cash Flows From Financing Activities (10) (20) (110) (215) (155)

Market Cap (US$m) 351 Market Cap (GBPm) 262 Proceeds from Equity Offering - - - - - 0

Enterprise Value (USm) 938 Enterprise Value (GBPm) 714 Net Change in Borrowings (10) (20) (110) (215) (155)

Dividends Paid - - - - -

Other - - - - -

Price Assumptions Net Increase In Cash Held 43 35 51 (49) 25

2017E 2018E 2019E 2020E 2021E Cash At End of Year 50 85 136 87 112

US$:RUB Exchange Rate 59 59 59 59 59

Realised Price (US$/oz Au) 1265 1265 1266 1275 1275

BALANCE SHEET ANALYSIS - USDm

2017E 2018E 2019E 2020E 2021E

Current Assets

Cash and cash equivalents 50 85 136 87 112

Trade and other receivables 90 90 90 90 90

FINANCIAL SUMMARY - USDm Other assets 226 242 142 216 222

2017E 2018E 2019E 2020E 2021E

Revenue 610 621 734 697 697 Non-Current Assets

EBITDA 266 252 311 295 297 Mining tenements & PP&E 1025 1039 996 953 910

Profit before Tax 117 106 159 162 176 Other assets 70 55 99 142 185

Profit after Tax 74 69 117 123 137

Earnings per Share 0.02 0.02 0.04 0.04 0.04 Current Liabilities

Operating Cashflow per share 0.03 0.03 0.05 0.06 0.07 Trade and other payables 56 56 56 56 56

Free Cash Flow (unlevered) per Share 0.02 0.02 0.05 0.05 0.05 Current debt 20 110 115 155 120

Other liabilities 2 2 2 2 2

P/E 4.7x 5.1x 3.0x 2.9x 2.6x

EV/EBITDA 3.5x 3.7x 3.0x 3.2x 3.2x Non-Current Liabilities

Price / Operating Cash Flow - - - - - Long term debt 600 490 375 220 -

Price / unlevered FCF - - - - - Other liabilities 169 169 169 169 169

Equity 614 684 746 886 1172

Net Cash/(Debt) (606) (460) (295) (188) 57

PROFIT AND LOSS STATEMENT - USDm

2017E 2018E 2019E 2020E 2021E

Sales Revenue 541 610 621 734 697 DIVISIONAL CASHFLOW - USDm 2017E 2018E 2019E 2020E 2021E

Operating Costs (314) (338) (392) (372) (370)

Gross Profit 296 282 341 325 327 Pioneer 95 70 64 56 56

Administration Costs (30) (30) (30) (30) (30) Pokrovskiy 10 15 - - -

EBITDA 266 252 311 295 297 Malomir 18 16 14 14 14

Depreciation (93) (91) (103) (103) (103) Albyn 140 131 114 109 115

EBIT 173 161 208 192 194 POX - - 66 63 59

Finance Charges and Other (56) (55) (49) (30) (18) Total 123 101 78 70 70

Pre-Tax Profits 117 106 159 162 176

Less Tax (42) (37) (42) (39) (40) Note: excludes working capital, S&GA, corporate tax

NPAT 74 69 117 123 137

PRODUCTION (koz Au) 2017E 2018E 2019E 2020E 2021E

VALUATION US$m Pioneer 180 171 171 152 152

Pokrovskiy 26 45 - - -

Operations 1665 Malomir 59 59 59 59 59

Net Debt -520 Albyn 175 175 161 154 161

IRC 52 POX - - 148 141 134

SG&A -239 Total 265 275 230 211 211

Tax -351

TOTAL NAV 608 Cash Cost (US$/oz Au) 623 638 633 633 630

All in Sustaining Cost  (US$/oz Au) 819 729 775 766 775

NPV per Share (diluted) 0.14
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Copyright and Risk Warnings 

Petropavlovsk PLC (“Petropavlovsk” or the “Company”) is a corporate client of Tamesis Partners LLP. 

Petropavlovsk is a corporate client of Tamesis Partners LLP (“Tamesis”). Tamesis will receive compensation for providing corporate broking and other 
services to the Company including the publication and dissemination of marketing materials from time to time. Tamesis may receive additional 
compensation for providing investment banking services to the Company and has received compensation for such services in the last 12 months.   

This document, being paid for by a corporate issuer, is a Minor Non-monetary Benefit as set out in Article 12 (3) of the Commission Delegated Act 
(C2016) 2031. It is produced solely in support of our corporate broking and corporate finance business.  

Tamesis Partners does not offer a secondary execution service (in the UK). 

This note is a marketing communication and NOT independent research. As such, it has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research and this note is NOT subject to the prohibition on 
dealing ahead of the dissemination of investment research. 

Not an offer to buy or sell 

Under no circumstances is this note to be construed to be an offer to buy or sell or deal in any security and/or derivative instruments. It is not an 
initiation or an inducement to engage in investment activity under section 21 of the Financial Services and Markets Act 2000. 

Note prepared in good faith and in reliance on publicly available information 

Comments made in this note have been arrived at in good faith and are based, at least in part, on current public information that Tamesis considers 
reliable, but which it does not represent to be accurate or complete, and it should not be relied on as such. The information, opinions, forecasts and 
estimates contained in this document are current as of the date of this document and are subject to change without prior notification. No 
representation or warranty either actual or implied is made as to the accuracy, precision, completeness or correctness of the statements, opinions 
and judgements contained in this document. 

Tamesis’ and related interests 

The persons who produced this note may be partners, employees and/or associates of Tamesis. Tamesis and/or its employees and/or partners and 
associates may or may not hold shares, warrants, options, other derivative instruments or other financial interests in Petropavlovsk and reserve the 
right to acquire, hold or dispose of such positions in the future and without prior notification to Petropavlovsk, or any other person. 

Information purposes only 

This document is intended to be for background information purposes only and should be treated as such. This note is furnished on the basis and 

understanding that Tamesis is under no responsibility or liability whatsoever in respect thereof, to Petropavlovsk, or any other person. 

Investment Risk Warning 

The value of any potential investment made in relation to companies mentioned in this document may rise or fall and sums realised may be less than 

those originally invested. Any reference to past performance should not be construed as being a guide to future performance. 

Investment in small companies, and especially mineral exploration companies, carries a high degree of risk and investment in the companies or 
minerals mentioned in this document may be affected by related currency variations. Changes in the pricing of related currencies and or commodities 
mentioned in this document may have an adverse effect on the value, price or income of the investment. 

Distribution 

This note is not for public distribution, nor for distribution to, or to be used by, or to be relied upon by any person other than the Company. Without 
limiting the foregoing, this note may not be distributed to any persons (or groups of persons), to whom such distribution would contravene the UK 
Financial Services and Markets Act 2000 or would constitute a contravention of the corresponding statute or statutory instrument in any other 

jurisdiction. 

Disclaimer 

This note has been forwarded to you solely for information purposes only and should not be considered as an offer or solicitation of an offer to sell, 
buy or subscribe to any securities or any derivative instrument or any other rights pertaining thereto (“financial instruments”). This note is intended 

for use by professional and business investors only. This note may not be reproduced without the prior written consent of Tamesis. 

The information and opinions expressed in this note have been compiled from sources believed to be reliable but, neither Tamesis, nor any of its 
partners, officers, or employees accept liability from any loss arising from the use hereof or makes any representations as to its accuracy and 
completeness. Any opinions, forecasts or estimates herein constitute a judgement as at the date of this note. There can be no assurance that future 
results or events will be consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an indication or guarantee 
of future performance, and no representation or warranty, express or implied is made regarding future performance. This information is subject to 
change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information concerning 

the company and its subsidiaries. Tamesis is not agreeing to nor is it required to update the opinions, forecasts or estimates contained herein.  

The value of any securities or financial instruments mentioned in this note can fall as well as rise. Foreign currency denominated securities and 
financial instruments are subject to fluctuations in exchange rates that may have a positive or adverse effect on the value, price or income of such 
securities or financial instruments. Certain transactions, including those involving futures, options and other derivative instruments, can give rise to 
substantial risk and are not suitable for all investors. This note does not have regard to the specific instrument objectives, financial situation and the 
particular needs of any specific person who may receive this note. 

Tamesis (or its partners, officers or employees) may, to the extent permitted by law, own or have a position in the securities or financial instruments 
(including derivative instruments or any other rights pertaining thereto) of any company or related company referred to herein, and may add to or 
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dispose of any such position or may make a market or act as principle in any transaction in such securities or financial instruments. Partners of 
Tamesis may also be directors of any of the companies mentioned in this note. Tamesis may, from time to time, provide or solicit investment banking 
or other financial services to, for or from any company referred to herein. Tamesis (or its partners, officers or employees) may, to the extent permitted 
by law, act upon or use the information or opinions presented herein, or research or analysis on which they are based prior to the material being 
published. 

Further Disclosures for the United Kingdom 

This note has been issued by Tamesis Partners LLP which is authorised and regulated by the Financial Conduct Authority. This note is not for 

distribution to private customers. 

This note is not intended for use by, or distribution to, US corporations that do not meet the definition of a major US institutional investor in the 
United States or for use by any citizen or resident of the United States. 

This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed 
to another party, without the prior written consent of Tamesis. Securities referred to in this note may not be eligible for sale in those jurisdictions 
where Tamesis is not authorised or permitted by local law to do so. In particular, Tamesis does not permit the distribution or redistribution of this 
note to non-professional investors or other persons to whom disclosure would contravene local securities laws. Tamesis expressly disclaims and will 

not be held responsible in any way, for third parties who affect such redistribution. © 2017 

 

 

 


