
 

 09 August 2019 
Ticker: PGM CN Cash SCPe: ~C$54m Project:  Madsen, Red Lake 
Market cap: C$218m Price: C$0.61/sh Country: Ontario, Canada 
RECOMMENDATION(UNC): BUY TARGET PRICE(↓): C$1.00/sh RISK RATING: HIGH 

With the announcement of Pure Gold’s recent debt and stream finance package of US$90m, the 
company is now fully financed through to production. The US$65m of senior debt comes at very low cost 
of an SCPe 11-12% lender IRR, and the US$25m stream was sold a SCPe 0.75xNAV of DFS ounces, an 
accretive result for Pure. The upsized equity now leaves a comfortable SCPe buffer of ~C$30m, and 
enables exploration to continue, with one rig at Wedge and 8 Zone up-dip drilling already. Further, the 
debt should give equity investors technical confidence in the project given the diligence undertaken. 
While the additional equity is dilutive, the stream is accretive, but should enable Pure to more rapidly 
expand the mill from 800tpd to permitted 1,089tpd, providing capacity to treat satellite ounces. We 
estimate that Pure trades at 0.63xNAV5% at LT US$1,350/oz (0.48xNAV1500), while 1xNAV lifts by ~15c/sh 
for each 100koz of satellite ounces that can be brought on. Similarly, Pure will seek to lift mill throughput 
to 1200tpd in due course, which could offer further upside once permits are granted and sufficient 
satellite feed is delineated. As such, we maintain our BUY rating, and lower our 0.9xNAV5%-1350 PT from 
C$1.25/sh to C$1.00/sh primarily on additional dilution. As a high-grade domestic producer with M&A, 
exploration and expansion potential, we see good upside in the name going forward. 

Build funded with C$47.5m equity, US$65m senior debt and US$25m callable stream 

Following the C$47.5m equity financing closed in July, a US$90m debt and streaming package was 
secured this week. Combined with the recently signed First Nations agreement this enables the mine-
build to start for targeted 4Q20 first pour. Market demand for the equity was strong from strategics and 
investors alike. The initial C$32.5m at 55c/sh with half a three year 85c warrant was upsized to C$47.5m, 
including C$6.5m from both AngloGold Ashanti and Sprott, and C$20m from Eric Sprott. Senior debt 
comprises US$65m at LIBOR + 5.5-6.75%, with a 2% draw down, $10/oz for the first 500koz, with a 35% 
bullet at year seven including 2.25% repayment fee (SCPe ~11% lender IRR). A further US$25m callable 
gold stream was sold in exchange for 5% of gold production for the first 50koz delivered to the streamer 
(ie ~Madsen reserve), then 2.5% of production thereafter, both to be sold to the lender at 30% of spot 
price. The stream is callable for US$35m on June 30 2021 or US$38m on June 30th 2022. 

Our view 

Funding package: the quality of investors in the equity is a key positive   with both strategics and 
sophisticated mining investors participating, a technical and commercial vote of support. We also think 
the senior debt is extremely cheap, reflecting the advantage of a Canadian asset over frontier market 
peers. In fact, a lender IRR of just ~11% on the senior debt in exchange for an extremely covenant light 
package negotiated in a short period (no hedging, no cash sweeps so expansions can be funded) is 
excellent in our view. Assuming Pure refinances this to single-digit cost once in production, the overall 
cost of capital to the company is on par with far slower and more restrictive project-finance debt. In our 
view the stream is also a good deal for equity holders – we estimate 1xNAV5%-1350 at US$33m on DFS 
case implying it was sold at ~0.75xNAV or again around 11% lender IRR. The callable feature is excellent 
in our view, enabling Pure to maintain upside exposure In the event of gold price rises or ounce growth. 
Specifically we estimate that with satellite ounces per the PEA, and +100koz at 8 Zone, the stream would 
be worth around US$35m in 2021, the buy-back price.   

Cash buffer: Total outflows comprise C$95m of pre-production capex, SCPe C$12m of G&A and finance 
cost during build (excludes capitalised interest, includes fees), and C$21m of working capital. Given the 
increased funding we expect the company will swap out C$12m of equipment leasing in the early years 
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for outright purchase, for C$140m cash requirement. This compares to C$50m cash plus equity net of 
fees, C$87m of senior debt and C$33m of stream funds for C$170m funding, giving a buffer of ~C$30m. 
The implications of this are no requirement for a cost over-run facility, the ability to fund exploration 
over the coming years, and very simply a reasonably large buffer in the event of cost over runs.  

M&A is often talked about in Red Lake, whether it be sale, acquisition or consolidation. There are 
natural homes for the Masden ore in both the Rubicon and Newmont / Red Lake mills. We see two 
implications to M&A from Pure’s decision to push ahead. Firstly, consolidation isn’t off the table for the 
coming 6-9M, with minimal expenditure on long-lead time items only. Thereafter the spend on Masden 
mill refurbishment would detract from any consolidation synergies, albeit mill spend is relatively small 
given the existing mill. Secondly, while many think of Pure as the target, we do see potential for the 
group/vehicle to act as an acquirer of Red Lake assets as well. At this stage this is speculative of course. 
What we like about Pure is that as of right now their destiny is firmly in their own hands as a fully-
funded self-builder, meaning M&A offers equity investors optional upside rather than being a necessity. 

Table 1 Sources and uses of proceeds and ‘buffer’ / exploration budget 

 
Source: SCP estimates 

Valuation  

We model Pure on a DCF basis, adding 100koz to the 8 Zone, and modelling satellite ounces contributing 
to production 18M after restart in a mill expanded from the 800tpd run rate utilizing Masden UG ore 
only to the permitted 1,089tpd throughput. Our prior NAV5%-1325 drove a C$429m NAV, or C$1.56/sh 
1xNAV. Firstly we make minor changes to our operational model now that the satellite 43-101 is lodged 
on SEDAR, which lowers our NAV to C$390m based on the more front-weighted timing of sustaining 
capital and dropping UG freed from 9.4g/t to 9.0g/t with slightly higher tonnes. Lifting our LT gold price 
assumption to US$1,350/oz, reducing there over two years from spot takes this to C$411m (C$520m at 
spot). We previously modelled a C$135m financing (C$41m equity, C$95m debt) – this has lifted to 
C$165m (C$47.5m equity, US$90m debt/stream). We previously modelled a C$70m debt package in Y1 
of production to fund the development of the satellite underground operations, but now reduce this to 
a requisite C$30m given the larger than expected financing package and stronger gold price. Rolling our 
model forward to the current quarter, we account for the new debt package, and shift from an asset 
valuation (ie ex central costs) to a group NAV net of finance and G&A. Of note, this includes substantial 
and partially dilutive warrants (14m @ 85c) and options (41m @ 85c). This drives an asset valuation of 
C$407m, and a group NAV of C$418m (central costs net off by option cash), or 1xNAV5% of C$0.97/sh.  

Recommendation: Maintain BUY rating, lower price target from C$1.25/sh to C$1.00/sh  

We maintain our BUY rating, adopting a 0.9xNAV5%-1350 valuation for Madsen one-year-forward for a 
C$1.00/sh price target. This equates to 0.77xNAV5%-1500 discount to today. While 0.9xNAV is a relatively 
high valuation for a developer, we currently hold no value for satellite feed above the 271koz PEA 
ounces, and see ounce addition as a key upside metric. Specifically, as shown below, every 100koz 
satellite feed has the potential to add ~15c/sh to the NAV. Similarly any mill expansion to 1200tpd 
coming on the back of increased satellite feed would also lift our NAV but hasn’t been modelled here. 

Build spend Cash and funding buffer

Pre-production capex (C$m) C$95m Pro-rata cash (C$m) C$50m

DFS leases now purchased (C$m) C$12m Mine debt (C$m) C$87m

G&A in build (C$m) C$12m Stream (C$m) C$33m

Working capital (C$m) C$21m Total funding available (C$m) C$170m

Total build spend (C$m) C$140m Buffer / drilling budget (C$m) C$30m



 

Page 3  
 

Table 2. Project and group per share NAV valuation sensitivities 

  
Source: SCP estimates 

Why we like Pure Gold 

1. Existing 1Moz @ 9g/t reserve in favourable jurisdiction 
2. Satellite PEA with of 271koz @ 6.7g/t mineable and open at depth with excellent vertical 

continuity in the camp (see Red Lake mine) 
3. Exploration upside from Wedge satellite and high-grade 8 Zone up-dip 
4. Existing permits to expand mill throughput from DFS 800tpd to 1,089tpd 
5. Future potential to lift to 1,200tpd 

Catalysts 

• 2H19: Wedge and 8 Zone up-dip drill results 
• 2020: Permitting for 1200tpd 
• 4Q20: First pour 
• 2021-2022: Satellite development 

 

Brock Salier 
Partner, Sprott Capital Partners 
T:  +44.207.659.0841 
M: +44.7400.666.913 
bsalier@sprott.com 
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Ticker:         PGM CN Price /  mkt cap: C$0.61 C$218m Market P/NAV Asset: Madsen

Author:        Brock Salier Rec  /  0 .9xNAV PT: BUY C$1.00 PT /  0 .9xNAV1Q20 FF FD: Country: Ontario, Canada

Commodity  price CY19E CY20E CY21E CY22E CY23E Resources Au (koz) Au (g/t) Rsvs Au (koz) Au (g/t)

Gold price (US$/oz) 1,350 1,350 1,350 1,350 1,350 Madsen global 2,098koz 8.93g/t Madsen 1,000koz 9.0g/t

SO TP project valuation Satellites global 431koz 7.6g/t

C$m O /ship NAVx C$/sh Share data

Madsen (3Q19) 407 100% 1.0x 0.95 Basic shares (m) 357.5 FD with mine equity (m) 429.7

Net cash (2Q19) 3.4 - 1.0x 0.01 Build  spend Cash and funding buffer

Central costs (46.8) - 1.0x (0.11) Pre-production capex (C$m) C$95m Pro-rata cash (C$m) C$50m

Cash from options 54.0 - 1.0x 0.13 DFS leases now purchased (C$m) C$12m Mine debt (C$m) C$87m

1xNAV5% 1Q19 US$1350/oz 418 0.97 G&A in build (C$m) C$12m Stream (C$m) C$33m
+ Shares diluted for options, not DFS / mine build Market P/NAV5% 0.63x Working capital (C$m) C$21m Total funding available (C$m) C$170m

Project NPV @ build  start (C$m, ungeared)* Total build spend (C$m) C$140m Buffer / drilling budget (C$m) C$30m

NPV (+350koz, C$m) $1150oz $1250oz $1350oz $1450oz $1550oz Ratio analysis CY18A CY19E CY20E CY21E CY22E

9% discount 145 216 289 361 423 Average shares out (m) 238.5 429.7 429.7 429.7 429.7

7% discount 184 262 344 422 492 EPS (C$/sh) (0.13) (0.03) 0.01 0.09 0.14

5% discount 231 317 407 495 573 CFPS before w/c (C$/sh) (0.13) (0.09) (0.29) (0.12) 0.03

Ungeared project IRR: 0% 0% 0% 0% 0% EV (C$m) 141.2 213.1 315.5 363.9 346.0

NAV5% (C$m) $1150oz $1250oz $1350oz $1450oz $1550oz FCF yield (%) - - - - 4%

Sat ounces 7g/t: 271koz 231 317 407 495 573 PER (x) -           -           104.7x 7.1x 4.3x

Sat ounces 7g/t: 371koz 280 371 465 557 639 P/CF (x) -           -           -           -           23.4x

Sat ounces 7g/t: 471koz 330 424 523 619 705 EV/EBITDA (x) -           -           56.4x 7.7x 4.0x

*Project level NPV, excl. grp SG&A & fin. cost, discounted to build start Income statement CY18A CY19E CY20E CY21E CY22E

SO TP compa ny valuation^ 3Q19 3Q20 3Q21 3Q22 3Q23 Revenue (C$m) -           -           26.7 112.2 166.1

Madsen - group (C$m) 407 514 590 659 620 COGS (C$m) -           -           14.9 61.1 75.6

Central costs (C$m) (46.8) (70.8) (68.9) (64.9) (53.9) Gross profit (C$m) -       -       11 .8 51.1 90.5

Net cash (C$m) 3.4 (13.2) (64.7) (110.6) (57.2) D&A (C$m) 0.0 0.0 1.4 8.0 19.1

Cash from options (C$m) 54.0 54.0 54.0 54.0 54.0 Admin + share comp (C$m) 4.6 4.6 4.6 4.6 4.6

NAV (C$m) 418 484 510 537 563 Finance cost (C$m) 0.1 0.8 1.1 1.8 6.2

1xNAV5%/sh FF FD (C$/sh) 0.97 1.13 1.19 1.25 1.31 Expl'n + eval'n (C$m) 27.0 8.2 2.2 -           -           

ROI (% pa) 85% 40% 27% 21% Tax (C$m) (0.8) -           -           -           -           

Exit value: 1xNAV/sh compa ny  @ 1Q21 post ramp up (C$m, geared)^ Net income (C$m) (30.9) (13 .6) 2 .5 36.7 60.6

1xNAV (C$/sh) $1150oz $1250oz $1350oz $1450oz $1550oz Cash f low statement CY18A CY19E CY20E CY21E CY22E

9% discount 0.53 0.71 0.90 1.08 1.24 EBITDA (C$m) (30.4) (12.2) 5.6 47.1 86.4

7% discount 0.61 0.80 1.00 1.20 1.37 Less tax (C$m) (0.8) -           -           -           -           

5% discount 0.69 0.91 1.13 1.34 1.53 Less finance costs (C$m) 0.1 (0.8) (1.1) (1.8) (6.2)

1xNAV5% ($1350/oz, C$/sh) $1150oz $1250oz $1350oz $1450oz $1550oz Less change in wrk cap (C$m) 0.6 (0.4) (20.6) (3.0) (6.8)

Sat ounces 7g/t: 271koz 0.69 0.91 1.13 1.34 1.53 Cash f low ops (C$m) (30.5) (13 .4) (16 .1) 42 .3 73.4

Sat ounces 7g/t: 371koz 0.82 1.04 1.27 1.49 1.69 PP&E - build / maint (C$m) (0.1) (23.0) (86.3) (90.7) (55.4)

Sat ounces 7g/t: 471koz 0.94 1.17 1.41 1.64 1.85 Cash f low inv. (C$m) (0 .1) (23 .0) (86 .3) (90 .7) (55 .4)

^Project NPV less grp SG&A & fin. cost, +net cash, 30% equity at spot Share issue (C$m) 20.9 81.0 -           -           -           

P roduction CY20 CY21 CY22 CY23 CY24 Debt draw (repay) (C$m) -           40.0 46.7 30.0 (6.6)

Madsen production (000oz) 14.3 62.2 81.3 89.5 86.1 Cash f low f in. (C$m) 20.9 121.0 46.7 30.0 (6 .6)

Satellite production (000oz) -           -           13 20 23 Net change in cash (C$m) (9.6) 84.5 (55.7) (18.5) 11.4

C1 cost (US$/oz) 757 721 598 544 542 Balance sheet CY18A CY19E CY20E CY21E CY22E

AISC cost (US$/oz) 1,112 1,209 898 766 763 Cash (C$m) 4.3 89.0 33.3 14.8 26.2

C3 cost (US$/oz) 830 816 750 716 736 Acc rec + inventories (C$m) 0.3 -           25.5 28.9 36.8

AISC = C1 + sustaining capex, C3 = C1 + depreciation PPE + exploration (C$m) 14.4 37.6 122.4 205.1 241.4

Other (C$m) 1.9 2.0 2.0 2.0 2.0

Total  assets (C$m) 20.9 128.6 183.2 250.9 306.4

Debt (C$m) -           40.0 86.7 116.7 110.0

Acc pay + others (C$m) 3.5 3.9 8.8 9.2 10.4

Total liabilities (C$m) 3.5 43.9 95.4 125.9 120.4

Share capital account (C$m) 108.0 189.3 189.8 190.3 190.8

Retained earngs + rsrvs (C$m) (90.6) (104.6) (102.1) (65.4) (4.8)

Total equity (C$m) 17.4 84.7 87.7 125.0 186.0

Liabi l i ties + equity  (C$m) 20.9 128.6 183.2 250.9 306.4

Source: SCP estimates
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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 YES 

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 

YES 

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  NO 

 

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 Recommendations as of August 2019


