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FY Results: Steady as She Goes. Price Target 14p  

Petropavlovsk have released a solid set of full year results following the release of 
production numbers in January’s trading update. 2017 EBITDA was US$197 million, broadly 
in line with 2016, and net cash from operating activities increased threefold to US$124 
million. Net debt has reduced slightly to US$585 million. The company had lifted cost 

guidance in their Q4 production report due to currency strength and came in towards the 
top end of their guidance. See below for more details. 

The investment case for Petropavlovsk remains intact: a strong and growing resource base 
supporting a steady production rate of over 400kozpa. This should deliver free cashflow of 
c.US$150 million from 2019 onwards resulting in a compelling debt to equity story. At the 
same time the delivery of POX due for commissioning in Q4 2018 should transform the 
company in a number of ways; increasing production, substantially increasing the amount 
of accessible ore and increasing the attraction of Petropavlovsk to industrial predators in 
our view. Meanwhile the increasing success of IRC improves the overall valuation case not 
only due to the underlying cashflow generated but also due to growing likelihood of a 
resolution on the debt guarantee.  

Key points: 

P&L - A relatively clean set of numbers. Underlying EBITDA was essentially flat at c.US$200 
million. The company’s operating profit was up 45% to US$112 million principally due to a 
reversal in impairment at the company’s IRC’s K&S mine. Net profit as a result rose to 
US$41.5 million vs US$31.7 million in 2016. 

Operations – The company produced 440koz vs 400koz in 2016, in line with guidance. 
Total cash costs rose to $740/oz and AISC rose to $963/oz – the latter was affected by the 
additional sustaining capital as the company went underground at Pioneer and Malomir as 
well as central admin costs due to various issues. Note too that at every mining hub the 
grade went down. The company is guiding to essentially flat TCCs for 2018 with a US$700-
750/oz range and a reduction in AISC to US$800-850/oz. 

Notably, the company has also successfully developed the underground workings at both 
Pioneer and Malomir broadly on time and budget. They are guiding to full capacity from 
these workings in 2018. This will deliver higher grade and lower cost ounces and again 
increases the optionality on production ounces within the business.  

Balance sheet and cashflow - Net debt came down a little to US$585 million. Capex 
remains relatively high in 2018 – guidance is US$105 million vs US$88.1 million in 2017 as 
the company completes the POX plant so net debt only falls US$14 million according to our 
forecasts for 2018. Thereafter it quickly reduces to US$427 million in 2019 and US$278 
million in 2020 as capital expenditure slows and the company starts to materially generate 
cashflow. The company does not have to refinance/redeem the bonds until 2022.  

IRC - There is commentary in the release reflecting Petropavlovsk’s increasing effort in 
renegotiating the terms of the ICBC loan to IRC for which POG has given a guarantee over 
US$234 million. Given the increasing success of the IRC business we would imagine that 
should become easier to facilitate and again would provide a material lift to the investment 
case if the company could remove the guarantee.  

Valuation - Our NAV (11.6%) for the company remains 14p or US$878 million. We use 
this as our price target comfortably supported by current P/E multiples for 2018 and 2019 
of 14.9x and 3.9x respectively and EV/EBITDA multiples of 4.5x and 3.2x. As mentioned 
the free cashflow yield in 2019 is set to grow to 42% in the first full year of POX at steady 

state production.   
 

Analyst: David Butler 

Summary  

Last price: 7.2p 

Target price (GBp) 14p 

Projected return (%) 94% 

  

Project Details  

Project name Amur Region 

Commodity Gold 

Production (koz Au) c.500 

Operating NPV11.6% (US$m) 2,014 

Company NAV11.6% (US$m) 878 

  

Share Data  

Shares o/s (mm) 3,302 

52 week high/low (GBP) 0.06 / 0.09  

3-mth avg. daily vol (mm) 3.35 

3-mth avg. daily vol (GBPm) 2.59 

Market cap (US$) 336 

Net cash/(debt) (US$m) (585) 

Enterprise value (US$m) 921 

 (US$m) 

Financial Data 2018 2019 2020 

Revenue  610 774 754 

EBITDA  206 289 286 

Net income  23 85 97 

EPS 0.01 0.03 0.03 

P/E 14.9 3.9 3.5 

EV/EBITDA 4.5 3.2 3.2 
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Petropavlovsk released it’s 2017 full year results this morning. The key highlights are as follows: 

Figure 1 – Key Highlights 

  2017 Actual 2017 Forecast Δ 2016 Δ 

Gold Production 439.6 439.6 - 400.2 10% 

Gold Sales 439.8 439.6 0% 399.9 10% 

Revenue 587.4 606.1 (3%) 540.7 9% 

EBITDA 196.8 217.4 (9%) 200.1 (2%) 

Net profit 41.5 45.6 (9%) 31.7 31% 

      
Total Cash Costs 741.0 700.0 (6%) 660.0 (12%) 

All in sustaining Cash Costs 963.0 869.8 (11%) 807.0 (19%) 

      
Net cash from operating activities 124.0 152.9 (19%) 37.0 235% 

      
Capital Expenditure 88.1 99.4 11% 29.4 (200%) 

Exploration 5.8 16.1 64% 7.4 22% 

      
Cash  11.4 9.9 15% 12.5 (8%) 

Debt Outstanding (596.5) (600.0) 1% (611.5) 2% 

Net Cash (585.1) (590.1) 1% (599.0) 2% 
 

Source:  Tamesis 

 

Revenue was broadly in line with Tamesis forecasts, whilst EBITDA was lower due to higher costs associated with a stronger rouble 

and cost inflation in-country. That said, EBITDA of US$196.8 million was in line with 2016 EBITDA of US$200.1 million. This had a 

flow-on effect through to the bottom line, with a net profit of US$41.5 million versus our forecast of US$45.6 million but substantially 

higher than 2016 net profit of US$31.7 million. 

Capital expenditure of US$88.1 million was lower than our forecast of US$99.4 million. 2018 capital expenditure is estimated by the 

company to be US$105 million of which US$62 million is for the POX hub. Exploration expenditure of only US$5.8 million is particularly 

impressive given the addition of 0.67Moz Au in reserves and 1.17Moz Au in resources in 2017 (prior to depletion), of which 80% is 

non-refractory – see our note dated 5 March 2018 for more information on the resource upgrade. The company is expecting to spend 

US$15 million in exploration in 2018. 

  

Figure 1 – Pioneer production and cash costs 

 

Source: Capital Drilling, Tamesis 

 

Pioneer achieved higher than expected gold production of 161.8koz due to a reduction of gold in the processing circuit, which we 

are treating as a one off event. Petropavlovsk believe that they will be able to maintain the same level of production through starting 

to mining the 263koz of underground reserves. In 2017, cash costs were higher than 2016 as a result of currency inflation and the 

blending of lower grade material from stockpiles. As the underground development ramps up over 2018 we expect Pioneer to be 

able to achieve lower cost on a unit basis through improved recoveries as a result of not having to process lower grade stockpiles. 

 

Figure 1 – Albyn Production and Cash Costs 
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Source: Tamesis 

 

Albyn continues to be the largest producing mine in the company, mining entirely non-refractory ore. Impressively, costs were 

significantly down on 2016 to US$541/oz despite pressures from currency and local inflation. The current open pit is entering the 

final stages of its life and production is expected to transition to satellite pits at Elginskoye and Unglichicanskoye. At this stage there 

is no plan for underground development – the company is looking at the exploration potential below the main pit. 

 

Figure 1 – Malomir Production and Cash Costs 

 

Source: Tamesis 

 

Malomir produced 65.6koz in 2017, a 20% increase from 2016 production of 54.9koz. The increase is attributable to increased 

throughput, both through higher grade underground ore, open pit ore and lower grade stockpiles. Costs increased 13% to US$929/oz 

as a result of higher strip ratio and lower recoveries of the non-refractory ore. Looking forward, as Malomir commissions its floatation 

plant producing concentrate through a floatation plant for the POX Hub, the RIP processing plant will reduce its capacity from 3.0Mtpa 

to 0.65Mtpa and focus on selectively mining and processing higher grade ores to maintain doré production whilst also producing a 

concentrate. 

 

Figure 1 – Pokrovskiy Production and Cash Costs 

 

Source: Tamesis 

 

Pokrovskiy has now come to the end of its life and the surrounding infrastructure will be converted into use for the POX hub. In 2017 

it produced 30.6koz at a cash cost of US$1,236/oz.  
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Figure 1 – Petropavlovsk Total Production and Cash Costs 

 

Source: Tamesis 

 

The most exciting element about the Petropavlovsk production profile is scheduled to be commissioned this year with the completion 

of the POX hub at Pokrovskiy. The POX hub will allow the company to process previously uneconomic refractory ores whilst also 

maintaining the resin-in-pulp processing circuits at the individual mines. Commencing in Q4 2018, the first phase of the POX hub will 

process ore from Malomir, followed by an expansion in 2023 to process ore from Pioneer. The floatation concentrator at Malomir is 

nearly ready for commissioning, this concentrate will then be trucked 670km for processing at the POX hub. Including these ounces 

from the POX hub, we expect production to reach over 500koz for the next 10 years. 

Most importantly, this will be the last year of material expansion capital until the second POX expansion in 2023. 

 

Figure 1 – Debt schedule 

 

Source: Tamesis 

 

The successful issuance of US$500 million in senior secured notes in November has given the company flexibility whilst completing 

its main capital project, the POX hub, and expanding into underground mining at Pioneer and Malomir. Given we are forecasting 

US$140 million cashflows following the commissioning of the POX hub, it is certainly possible to envisage the company repaying the 

notes in full in 2022. However, given the drastically improved operating and financial status of the company by this point in time, 

and the scheduled capital expenditure on the expansion at the POX hub, there should be no reason why Petropavlovsk could not 

refinance all or part of the notes at even better terms. 

Petropavlovsk compares favourably to its London listed peer group: 
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Figure 1 – London listed gold comps 

      EV/EBITDA P/E 

  Market Cap 
Enterprise 

Value 2018 2019 2020 2018 2019 2020 

Acacia 851 839 4.7x 4.0x 3.3x 11.9x 12.3x 8.7x 

Centamin 2,493 2,134 7.4x 7.0x 6.6x 21.5x 21.1x 20.1x 

Highland Gold 717 923 8.0x 7.6x 6.6x 14.6x 13.9x 12.5x 

Pan African 213 161 3.8x 2.5x 2.0x 22.9x 11.5x 5.5x 

Randgold 7,893 7,551 15.5x 15.4x 15.6x 33.0x 31.3x 31.6x 

Polymetal 4,445 6,027 10.3x 8.8x 7.5x 14.8x 11.9x 9.7x 

Average 2,769 2,939 8.3x 7.6x 6.9x 19.8x 17.0x 14.7x 

Petropavlovsk 336 921 4.5x 3.2x 3.2x 14.9x 3.9x 3.5x 
 

Source: Tamesis 

 

On a multiples basis, Petropavlovsk trades at a substantial discount to its London listed peers. Whilst historically some of this discount 

could be explained through a difficult corporate history and a looming debt schedule, this is less of the case as the refinancing of the 

debt and the recent stability of the company. We expect the company to trade closer to its peer group.  
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Appendix: Block Model  

   

 

Petropavlovsk PLC POG CASH FLOW ANALYSIS - USDm

LSE 2017E 2018E 2019E 2020E 2021E

As at 27-Mar-18

Cash Flows From Operating Activities 120 79 153 168 165

Cash from Operations 78 50 122 133 129

Share Price (GBp) 0.072 Target Price (GBp) 0.14 Non-Cash Items 107 106 118 112 112

Net Interest (33) (50) (50) (41) (41)

Tax (32) (27) (36) (36) (35)

Model Derived: Model Derived:

NAV (US$m, 12%) 618.2 NAV (GBP/share, 12%) 0.14 Cash Flows From Investing Activities (116) (121) (60) (60) (60)

Acq.of Property, Plant and Equip. (99) (105) (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 (530) - - - -

Market Cap (US$m) 336 Market Cap (GBPm) 262 Proceeds from Equity Offering - - - - - 0

Enterprise Value (USm) 921 Enterprise Value (GBPm) 714 Net Change in Borrowings (530) - - - -

Dividends Paid - - - - -

Other - - - - -

Price Assumptions Net Increase In Cash Held (3) 8 143 149 145

2017E 2018E 2019E 2020E 2021E Cash At End of Year 10 18 161 310 456

US$:RUB Exchange Rate 59 59 59 59 59

Realised Price (US$/oz Au) 1262 1300 1309 1342 1342

BALANCE SHEET ANALYSIS - USDm

2017E 2018E 2019E 2020E 2021E

Current Assets

Cash and cash equivalents 10 18 161 310 456

Trade and other receivables 90 90 90 90 90

FINANCIAL SUMMARY - USDm Other assets 199 334 340 336 (205)

2017E 2018E 2019E 2020E 2021E

Revenue 606 610 774 754 745 Non-Current Assets

EBITDA 217 206 289 286 281 Mining tenements & PP&E 1012 1026 969 918 866

Profit before Tax 78 50 122 133 129 Other assets 83 69 126 177 229

Profit after Tax 46 23 85 97 94

Earnings per Share 0.01 0.01 0.03 0.03 0.03 Current Liabilities

Operating Cashflow per share 0.04 0.02 0.05 0.05 0.05 Trade and other payables 56 56 56 56 56

Free Cash Flow (unlevered) per Share 0.01 0.00 0.04 0.04 0.04 Current debt - - - - -

Other liabilities 2 2 2 2 2

P/E 7.4x 14.9x 3.9x 3.5x 3.6x

EV/EBITDA 4.2x 4.5x 3.2x 3.2x 3.3x Non-Current Liabilities

Price / Operating Cash Flow 2.6x 3.9x 2.0x 1.8x 1.9x Long term debt 600 600 600 600 500

Price / unlevered FCF 8.3x 38.9x 2.2x 2.1x 2.1x Other liabilities 169 169 169 169 169

Equity 567 709 858 1004 708

Net Cash/(Debt) (646) (637) (494) (345) (100)

PROFIT AND LOSS STATEMENT - USDm

2017E 2018E 2019E 2020E 2021E

Sales Revenue 606 610 774 754 745 DIVISIONAL CASHFLOW - USDm 2017E 2018E 2019E 2020E 2021E

Operating Costs (359) (374) (455) (438) (433)

Gross Profit 247 236 319 316 311 Pioneer 65 59 54 59 59

Administration Costs (30) (30) (30) (30) (30) Pokrovskiy 8 4 - - -

EBITDA 217 206 289 286 281 Malomir 14 6 12 13 13

Depreciation (107) (106) (118) (112) (112) Albyn 128 108 94 95 95

EBIT 110 99 171 174 170 POX - - 72 62 59

Finance Charges and Other (33) (50) (50) (41) (41) Total 214 177 232 230 226

Pre-Tax Profits 78 50 122 133 129

Less Tax (32) (27) (36) (36) (35) Note: excludes working capital, S&GA, corporate tax

NPAT 46 23 85 97 94

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

VALUATION US$m Pioneer 162 161 161 152 152

Pokrovskiy 31 10 - - -

Operations 2014 Malomir 66 69 68 63 63

Net Debt -585 Albyn 182 189 175 168 168

IRC 25 POX - - 148 141 134

SG&A -249 Total 440 429 552 524 517

Tax -327

TOTAL NAV 878 Cash Cost (US$/oz Au) 700 751 732 740 740

All in Sustaining Cost  (US$/oz Au) 819 870 914 862 877

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.   

MiFID II Disclosures 

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. 

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 
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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 
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. © 2018 

 

 

 


