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Ticker: ASO LN/CN Net debt 1Q19: US$131m Project:  New Liberty, Youga 
Market cap: £53m / C$97m Price: 65p / C$1.19/sh Country: Liberia, Burkina Faso 

RECOMMENDATION (UNC): UNDER REVIEW PRICE TARGET (UNC): UNDER REVIEW RISK RATING: HIGH 

2Q18 financials: when it rains it pours with floods and debt covenant breach 

Following pre-reported production down 24% QoQ after work stoppages during the switch from owner- 
to contractor-mining, financials reported today show US$1,291/oz AISC, 23% ahead of our forecast. This 
drove a US$10m and $13m beat on CFO and EBITDA, respectively, albeit high depreciation drove an 
attributable loss of US$18m, in line with our US$17m forecast. Of note, net cash ‘only’ fell by US$2m 
against our US$12m forecast. The company also reported a post-period estimated 10 day shut-down at 
New Liberty to dewater the pit after heavy rainfall, it is expected this can be caught up with no changes 
to be made to guidance. Further, late filling of accounts and falling equity value has triggered a technical 
default lender Nedbank allowing the bank to accelerate repayment of the debt – Avesoro is negotiating 
with the bank on this, in the event of unsuccessful negotiations accelerated repayment may be required, 
but the company reports that given the largely non-cash breaches it doesn’t expect lenders to have 
‘meaningful concerns’ so is hopeful of a successful negotiation. 

Table 1 2Q18 production metrics against prior quarter and SCP estimates 

 
                                Source: Avesoro, SCP estimates 

Our view: it is not all over 

This could not have been a worse year for Avesoro. However, one must separate fundamental issues 
with temporary ones, then assess the impact of the current gold price. Fundamentally, there were issues 
with mining which should have been resolved by the switch to contractor mining, with some final risk 
remaining at New Liberty with the addition of underground mining. Although unclear if these are a 
cause or a symptom, all other hurdles, being stoppage and flood-cause funding issues, are temporary in 
our view. Stepping back, once the company can prove that mining is now back on track, the high gold 
price should enable strong cash generation to resume and debt to be progressively repaid. However, the 
chief unknown is how many shares will be on issue at that time in the event that debt cannot be 
renegotiated.  

Valuation and recommendation 

Our 1xNAV7% at LT US$1,350/oz is 303p/sh, or 436p/sh at US$1,500/oz. At the higher gold price we do 
still see a funding shortfall, but not until 2020 at the time of peak burn while moving New Liberty 
underground. Ahead of that we estimate cash flow from operations would average US$12.5m a quarter 
at spot gold prices over the coming six quarters. More importantly, this lifts to US$20m a quarter for the 

PRODUCTION 1Q19A 2Q19E 2Q19A QoQ vs. SCPe

GROUP production (koz)* 45.1 34.4 34.4 -24% -

GROUP AISC (US$/oz) 1,155 1,676 1,291 12% -23%

FINANCIALS 1Q19A 2Q19E 2Q19A QoQ vs. SCPe

Revenue (US$m) 59.9 45.5 48.0 -20% 5%

Cash flow from ops. (US$m)** 7.6 (1.4) 8.8 16% -710%

EBITDA (US$m) 9.6 (1.4) 11.6 21% -910%

Attr. profit (US$m) (12.0) (16.8) (18.5) 54% 10%

EPS (USc/sh) (14.8) (20.3) (23.0) 56% 13%

Change in net cash (US$m) (5.9) (12.2) (2.0) -66% -84%

Net cash at end (US$m) (129) (142) (131) 1% -8%

Source: SCP estimates, company data; *pre-reported ex. costs; **before working capital
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subsequent seven years. Our point is that these operations are not ‘going away’ and have strong 
underlying value, albeit this would lessen if mining issues are a symptom of underlying hurdles, although 
asset-wise we see no  ‘show stoppers’. However, this doesn’t answer the question of where short-term 
funds will come from. Hence, we maintain our ‘under review’ recommendation pending clarification of 
funding / debt against an estimated US$10-15m 2H19 cash shortfall (down from US$25-30m). 

Investment thesis 

1. Youga offers potential long-life operation with expansion potential to offset lower grade 
2. New Liberty offers extended life with satellites and a move underground 
3. In-house drilling enables US$50-60/oz drill costs, 26 rigs for ounce additions 
4. M&A ambitions with in-house construction team once on firm financial footing 
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Disclosures & Disclaimers  

This research report (as defined in IIROC Rule 3400) is issued and approved for distribution in Canada by Sprott Capital Partners LP (“SCP”), an 
investment dealer who is a member of the Investment Industry Regulatory Organization of Canada (“IIROC”) and the Canadian Investor 
Protection Fund (“CIPF”). The general partner of SCP is Sprott Capital Partners GP Inc. and SCP is a wholly-owned subsidiary of Sprott Inc., which 
is a publicly listed company on the Toronto Stock Exchange under the symbol “SII”. Sprott Asset Management LP (“SAM”), a registered 
investment manager to the Sprott Funds and is an affiliate of SCP.  

This research report is provided to retail clients and institutional investors for information purposes only. The opinions expressed in this report 
are the opinions of the author and readers should not assume they reflect the opinions or recommendations of SCP’s research department. The 
information in this report is drawn from sources believed to be reliable but the accuracy or completeness of the information is not guaranteed, 
nor in providing it does SCP and/or affiliated companies or persons assume any responsibility or liability whatsoever. This report is not to be 
construed as an offer to sell or a solicitation of an offer to buy any securities. SCP accepts no liability whatsoever for any loss arising from any 
use or reliance on this research report or the information contained herein.  

Past performance is not a guarantee of future results, and no representation or warranty, expressed or implied, is made regarding future 
performance of any security mentioned in this research report. The price of the securities mentioned in this research report and the income 
they generate may fluctuate and/or be adversely affected by market factors or exchange rates, and investors may realize losses on investments 
in such securities, including the loss of investment principal. Furthermore, the securities discussed in this research report may not be liquid 
investments, may have a high level of volatility or may be subject to additional and special risks associated with securities and investments in 
emerging markets and/or foreign countries that may give rise to substantial risk and are not suitable for all investors.  

SCP may participate in an underwriting of, have a position in, or make a market in, the securities mentioned herein, including options, futures 
or other derivatives instruments thereon, and may, as a principal or agent, buy or sell such products.  

Dissemination of Research:  
SCP’s research is distributed electronically through email or available in hard copy upon request. Research is disseminated concurrently to a 
pre-determined list of clients provided by SCP’s Institutional Sales Representative and retail Investment Advisors. Should you wish to no longer 
receive electronic communications from us, please contact unsubscribe@sprott.com and indicate in the subject line your full name and/or 
corporate entity name and that you wish to unsubscribe from receiving research.  

Research Analyst Certification:  
Each Research Analyst and/or Associate who is involved in the preparation of this research report hereby certifies that:  

 The views and recommendations expressed herein accurately reflect his/her personal views about any and all of the securities or 
issuers that are the subject matter of this research report; 

 His/her compensation is not and will not be directly related to the specific recommendations or view expressed by the Research 
analyst in this research report; 

 They have not affected a trade in a security of any class of the issuer within the 30-day period prior to the publication of this 
research report; 

 They have not distributed or discussed this Research Report to/with the issuer, investment banking group or any other third party 
except for the sole purpose of verifying factual information; and  

 They are unaware of any other potential conflicts of interest.   

UK Residents:  
Sprott Partners UK Limited is an appointed representative of PillarFour Securities LLP which is authorized and regulated by the Financial 
Conduct Authority. This document has been approved under section 21(1) of the FMSA 2000 by PillarFour Securities LLP (“PillarFour”) for 
communication only to eligible counterparties and professional clients as those terms are defined by the rules of the Financial Conduct 
Authority. Its contents are not directed at UK retail clients. PillarFour does not provide investment services to retail clients.  
 
PillarFour publishes this document as non-independent research which is a marketing communication under the Conduct of Business rules. It 
has not been prepared in accordance with the regulatory rules relating to independent research, nor is it subject to the prohibition on dealing 
ahead of the dissemination of investment research. It does not constitute a personal recommendation and does not constitute an offer or a 
solicitation to buy or sell any security. Neither Sprott nor PillarFour nor any of its directors, officers, employees or agents shall have any liability, 
howsoever arising, for any error or incompleteness of fact or opinion in it or lack of care in its preparation or publication; provided that this 
shall not exclude liability to the extent that this is impermissible under the law relating to financial services. All statements and opinions are 
made as of the date on the face of this document and are not held out as applicable thereafter. This document is intended for distribution only 
in those jurisdictions where PillarFour is permitted to distribute its research.  
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Sprott Capital Partners Explanation of Recommendations: 

Should SCP issue research with recommendations, the research rating guidelines will be based on the following recommendations:  

BUY: The stocks total returns are expected to be materially better than the overall market with higher return expectations needed for more 
risky securities markets 

NEUTRAL: The stock’s total returns are expected to be in line with the overall market  

SELL: The stocks total returns are expected to be materially lower than the overall market  

TENDER: The analyst recommends tendering shares to a formal tender offering 

UNDER REVIEW: The stock will be placed under review when there is a significant material event with further information pending; and/or 
when the research analyst determines it is necessary to await adequate information that could potentially lead to a re-evaluation of the rating, 
target price or forecast; and/or when coverage of a particular security is transferred from one analyst to another to give the new analyst time 
to reconfirm the rating, target price or forecast.  

NOT RATED (N/R): The stock is not currently rated  

 

Research Disclosure Response 

1 SCP and its affiliates collectively beneficially owns 1% or more of any class of the issuer's equity securities1 NO 

2 
The analyst or any associate of the analyst responsible for the report or recommendation or any individual directly 
involved in the preparation of the report holds or is short any of the issuer's securities directly or through derivatives  

NO 

3 
An SCP partner, director, officer or analyst involved in the preparation of a report on the issuer, has during the preceding 
12 months provided services to the issuer for remuneration other than normal course investment advisory or trading 
execution services  

NO 

4 
SCP has provided investment banking services for the issuer during the 12 months preceding the date of issuance of the 
research report or recommendation 

NO 

5 
Name of any director, officer, employee or agent of SCP who is an officer, director or employee of the issuer, or who 
serves in an advisory capacity to the issuer  

NO 

6 SCP is making a market in an equity or equity related security of the issuer  NO 

7 The analyst preparing this report received compensation based upon SCP's investment banking revenue for the issuer NO 

8 The analyst has conducted a site visit and has viewed a major facility or operation of the issuer  YES 

9 The analyst has been reimbursed for travel expenses for a site visit by the issuer  YES 

 

Sprott Capital Partners Equity Research Ratings: 

 

                                                           
1 As at the end of the month immediately preceding the date of issuance of the research report or the end of the second most recent month if 
the issue date is less than 10 calendar days after the end of the most recent month 

BUY: 13

HOLD: 2

SELL: 0

UNDER REVIEW: 1

NOT RATED: 1

TOTAL 100%

Summary of Reccomendations as of August 2019


