
 

 26 November 2019 
Ticker: EMR AU 3Q19 cash: US$10m Project:  Okvau  
Market cap: A$125m Price: A4.1c/sh Country: Cambodia 
RECOMMENDATION (UNC): BUY TARGET PRICE (DOWN): A6.0c/sh RISK RATING (UNC): HIGH 

While Cambodia is new to mining, that Emerald has taken time to secure, and the government offered, a 
fiscal stability agreement once again demonstrates management’s focus on achieving per share value 
the ‘right way’. Stepping back, we see Emerald’s management team, as demonstrated by their track 
record in mine building, as second to none globally. As such, today’s revised NPV of US$238m, despite 
being well over the company’s current US$75m EV, represents just ‘step 1’, in our view, as we fully expect 
new mines to come via M&A, just as management did at Equigold and Regis. Management’s A$19m 
cash invested in the company, most recently at 3c vs. spot 4c price, doesn’t just add fiscal alignment with 
equity holders, but has enabled acceleration of the construction schedule with the RAP now complete 
and power lines well on the way to site. As such, with debt already in place, the MIA should enable final 
equity funding and subsequent early 2021 production. 

Fiscal stability agreement granted: green light for construction, NPV lifts to US$238m at spot 
Emerald Resources’ Mineral Investment Agreement (MIA) has been approved by the Cambodian 
Council of Ministers. This provides stability of the fiscal regime for governing the build of Okvau, 
including a 3% royalty, a five year reduction in tax to 25% before lifting to 30%, withholding tax of 0% for 
five years, and an exemption of all import taxes and duties on all assets assigned to the project (i.e. 
applying to contractors also). Stability clauses ensure that in the event of any law change, the 
government will negotiate an economically equivalent position, with provisions for arbitration in 
Singapore. This is the final regulatory milestone to allow development of Okvau. Emerald also updated 
their post-tax NPV5% from US$160m at US$1,250/oz Au to US$238m at US$1,450/oz. Changes also 
include grid power (11.8c to 11.4c/kwh), tax (30% to 25% in first five years), royalty (2.5% to 3.0%), and 
diesel (57c to 74c/ltr). Capex of US$98m and operating metrics remain unchanged, with LOM AISC of 
US$754/oz and 57% post-tax IRR. 

Our view 
We see two key positives to today’s news; firstly is of course the stability provided by the MIA. 
Combined with in-country political risk insurance at ~0.7%, we think this now largely de-risks the equity 
investment thesis. The second positive is that while the MIA took longer than management would have 
liked, its granting again demonstrates the prudence of this management team. Having invested A$19m 
personally at TopCo, management have demonstrated that ‘doing it right’ is not just a priority but a 
necessity. This now enables the company to finalise its equity requirements. Given debt is already in 
place, we expect construction to start in 1Q20 for 1Q21 commissioning. This is an aggressive timetable 
and budget for a 2Mtpa CIL, but with road access and RAP already complete following last year’s equity 
funding, and a team that has beaten their budgets (time and financial) for most of their last six builds as 
a group, this is in fact our core investment thesis: we back management. 

Funding 
Pre-production capex is US$98m; cash stands at US$10m and US$60m of debt has been agreed for the 
project. This leaves a cash requirement of US$28m, plus working capital, G&A, finance cost and any 
exploration spend during the build. As such, we model US$45m of equity, which gives a robust US$12m 
cash buffer in our model, although we expect the company to finalise and update budgets in coming 
weeks now that the MIA is signed. The attraction to potential future investors is that this equity 
requirement has been well flagged this year, meaning the stock didn’t re-rate with the gold price, 



 

Page 2  
 

effectively enabling one to invest at US$1,250/oz rather than spot of ~US$200/oz ahead of this. We 
estimate the NPV lifts by 60% on this delta, a very meaningful gain. 

Valuation 

Okvau: With a fiscal stability agreement and debt both in place, combined with quantitative risk-
indicator of political risk insurance being <1%, we move our DCF valuation from 8% discount to 5%, in 
line with our other covered gold names (DFS sensitivities are shown in Table 2). Our asset NPV5%-1250 at 
build start (i.e. ungeared ex central G&A and finance costs) previously stood at US$165m, in line with 
the DFS US$160m. We amend for the higher royalty (-US$3m), lower taxes (+US$9m), and this now lifts 
to US$235m at US$1,450/oz, in line with today’s published US$238m. Adjusting to our LT US$1,350/oz 
takes the NPV5%-1350 to US$192m / A$287m. Deducting LOM central G&A and finance costs lowers this to 
US$165m as at 1Q20. For our ‘exit valuation’ we roll this forward to first-pour in 1Q21, adding cash and 
debt at that time for an NAV of US$244m.  

Table 1. Old and new project and financial metrics 

 
     Source: SCP estimates 

Exploration: The most immediate potential gain comes from near-pit drilling earlier this year, with 
highlights of 8m @ 20g/t Au. We estimate this could add 50-100koz to reserves; +100koz would lift our 
project NPV5%-1350 by US$27m. Further, the company owns or is earning into 1,442km2 of exploration 
tenements in Cambodia over five discrete projects. With the MIA now granted, we maintain a nominal 
US$10m for the broader exploration portfolio, but add another US$10m to near-mine upside , a 
relatively conservative ~0.3xNAV or US$100/oz on 100koz, broadly in line with current EMR EV/reserve.  

Recommendation: maintain BUY rating, PT dropped from 6.2c to 6.0c/sh 

Adding cash, cash from options, and a nominal US$20m for exploration, and rolling forward to first pour 
‘exit valuation’ gives a group NAV5%-1350 of US$244m in 1Q21. We dilute the share count for mine-build 
equity of US$45m at the CY19 average share price of 4c/sh. Applying a 0.8xNAV5%-1350 we maintain our 
BUY rating and lower our PT from 6.2c to 6.0c. The project is of course geared to the gold price – our 
NAV and price target would stand at US$293m / 7.2c at spot US$1,455/oz. We show sensitivities to 
discount and gold price below in Table 2. 
  

O kvau (100%) projec t DFS NEW O LD NEW

Reserve (000oz) 907 907 908 908

Grade (g/t Au) 1.98 1.98 1.98 1.98

Strip ratio (x) 5.8 5.8 5.8 5.8

Recovery (%) 84% 84% 84% 84%

Throughput mill (000tpa) 2,000 2,000 2,000 2,000

Avg production (000oz Au pa) 106 106 107 107

Mine life (years) 7.25 7.25 7.00 7.00

Total production (000oz Au) 762 762 763 763

Opex AISC (US$/oz Au) 731 754 736 797

Total build capex (US$m) 98 98 98 98

Gold price (US$/oz) 1,250 1,450 1,350 1,350

Discount rate (%) 5% 5% 8% 5%

NPV (US$m) 160 238 184 192

IRR (%) 40% 57% 45% 41%

EMR SCP
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Table 2. Valuation metrics and sensitivities 

   
Source: SCP estimates 

Why we like Emerald 

1. First mine into production is vanilla open pit CIL 
2. Management have built six mines on time and on budget at Equigold and Regis 
3. Management aligned with shareholders given A$19m equity invested at TopCo 
4. Acquisition debt facility, and ‘low capex’ IP of management, should enable growth via M&A 

Catalysts 

• 4Q19/1Q20: Equity funding for mine build 
• 1Q20: Construction start 
• 1H21: First pour 

 

Brock Salier 
Partner, Sprott Capital Partners 
T:  +44.207.659.0841 
M: +44.7400.666.913 
bsalier@sprott.com 

Chris Tonkin 
Research Associate, Sprott Capital Partners 
T:  +44.207.659.0841 
M: +44.7470.766.724 
ctonkin@sprott.com 

 
  

Group-level  SO TP valuation

A$m US$m O /ship NAVx A$c/sh*

NPV Okvau - 1Q20 build start 283 192 100% 1.0x 9.07

NPV central & finance costs -          -          - 1.0x -          

Cash 3Q19 15.1 10.2 - 1.0x 0.48

Cash from options 2.9 2.0 - 1.0x 0.09

204 9.6

Asset value: 1xNPV project  today (US$m, ungeared)*

Asset NPV (US$m) $1250oz $1300oz $1350oz $1400oz $1450oz

9% discount 118 137 157 176 196

7% discount 132 153 174 194 215

5% discount 148 170 192 214 236

Ungeared project IRR: 0% 0% 0% 0% 0%

Asset NPV1350 (US$m) 76% rec 80% rec 84% rec 88% rec 92% rec

9% discount 103 130 157 184 211

7% discount 117 145 174 202 231

5% discount 132 162 192 222 253

Ungeared project IRR: 0% 0% 0% 0% 0%

*Project level NPV, excl finance costs and central SG&A, discounted to build start

1xNAV5% 2Q19 US$1350/oz

Group NAV5% over time Mar 20 Mar 21 Sep 21 Sep 22 Sep 23

Okvau - geared (US$m) 165 276 278 244 210

Net cash (US$m) 13.2 (54.1) (32.1) 10.2 53.7

Cash from options (US$m) 2.0 2.0 2.0 2.0 2.0

Nominal expl'n (US$m) 20 20 20 20 20

NAV (US$m) 200 244 268 276 285

0.8xNAV5%/sh FF FD (Ac/sh) 4 .9 6 .0 6 .6 6 .8 7 .0

ROI (% pa) 36% 31% 21% 16%

0.8xNAV/sh @ SQ20 vs gold, d iscount, recoveries (US$m, geared)^

4Q20 0 .8xNAV (A$/sh) $1250oz $1300oz $1350oz $1400oz $1450oz

11% discount 4.1 4.6 5.1 5.6 6.1

8% discount 4.5 5.0 5.5 6.1 6.6

5% discount 4.9 5.4 6 .0 6.6 7.2

4Q20 0 .8xNAV (A$/sh) 76% rec 80% rec 84% rec 88% rec 92% rec

11% discount 3.7 4.4 5.1 5.8 6.5

8% discount 4.0 4.8 5.5 6.3 7.0

5% discount 4.4 5.2 6 .0 6.8 7.6

^Project NPV less central SG&A & finance cost, plus net cash at the time

mailto:bsalier@sprott.com
mailto:ctonkin@sprott.com
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Ticker: EMR AU Price /  mkt cap: A$4c/sh, A$122m Group P/NAV today: Asset: Okvau

Author: Brock Salier Rec /0 .8xNAV5% PT: BUY, A$6c/sh 1xNAV7%3Q20 FF FD: Country: Cambodia

Commodity  price CY20E CY21E CY22E CY23E CY24E Resource Au (koz) Au (g/t) Reserve Au (koz) Au (g/t)

Gold price 1,453 1,390 1,350 1,350 1,350 Okvau M & I & Inf 1,141koz 2.01g/t Okvau P& 907koz 2.0g/t

Group-level  SO TP valuation Share data

A$m US$m O /ship NAVx A$c/sh* Basic shares (m) 3,048 Spot share price (A$c/sh) 4.0

NPV Okvau - 1Q20 build start 283 192 100% 1.0x 9.07 FD with options (m) 3,120 FF FD with mine equity (m) 4,779

NPV central & finance costs -          -          - 1.0x -          P rojec t f inanc ing Company f inanc ing

Cash 3Q19 15.1 10.2 - 1.0x 0.48 Build capex + strip (US$m) 98.0 Mine build equity (US$m) 45.0

Cash from options 2.9 2.0 - 1.0x 0.09 Drilling / working cap (US$m)+ 11.1 Raise price (A$c/sh) 4.0

204 9.6 G&A during build (US$m)% 2.3 Mine build debt (US$m) 60.0

Asset value: 1xNPV project  today (US$m, ungeared)* Build cash requirement (US$m) 111.4

Asset NPV (US$m) $1250oz $1300oz $1350oz $1400oz $1450oz Ratio analysis CY19E CY20E CY21E CY22E CY23E

9% discount 118 137 157 176 196 Average shares out (m) 3,914 4,779 4,779 4,779 4,779

7% discount 132 153 174 194 215 EPS (A$c/sh) (0.07) (0.16) 0.98 0.87 0.92

5% discount 148 170 192 214 236 CFPS (A$c/sh) (0.28) (3.05) 0.84 1.31 1.35

Ungeared project IRR: 0% 0% 0% 0% 0% EV (A$m) 143.3 262.9 222.6 160.3 95.6

Asset NPV1350 (US$m) 76% rec 80% rec 84% rec 88% rec 92% rec FCF yield (%) -          -          21% 33% 34% 

9% discount 103 130 157 184 211 PER (x) -          -          4.1x 4.6x 4.3x

7% discount 117 145 174 202 231 P/CF (x) -          -          4.8x 3.1x 3.0x

5% discount 132 162 192 222 253 EV/EBITDA (x) -          -          2.6x 1.7x 1.0x

Ungeared project IRR: 0% 0% 0% 0% 0% Income statement CY19E CY20E CY21E CY22E CY23E

*Project level NPV, excl finance costs and central SG&A, discounted to build start Revenue (A$m) -          -          196.9 212.9 212.9

Group NAV5% over time Mar 20 Mar 21 Sep 21 Sep 22 Sep 23 COGS incl. royalty (A$m) -          -          (111.6) (120.8) (120.8)

Okvau - geared (US$m) 165 276 278 244 210 D&A (A$m) -          -          (22.9) (25.0) (25.0)

Net cash (US$m) 13.2 (54.1) (32.1) 10.2 53.7 Gross profit (A$m) -       -       62 .4 67.1 67.1

Cash from options (US$m) 2.0 2.0 2.0 2.0 2.0 Finance cost (A$m) -          (4.0) (7.5) (5.1) (2.5)

Nominal expl'n (US$m) 20 20 20 20 20 Exploration (A$m) -          -          -          -          -          

NAV (US$m) 200 244 268 276 285 Admin + other (A$m) (2.8) (3.7) (3.7) (3.7) (3.7)

0.8xNAV5%/sh FF FD (Ac/sh) 4 .9 6 .0 6 .6 6 .8 7 .0 Tax (A$m) -          -          (4.3) (16.8) (16.8)

ROI (% pa) 36% 31% 21% 16% Net income (A$m) (2 .8) (7 .7 ) 46 .8 41.5 44.1

0 .8xNAV/sh @ SQ20 vs gold, d iscount, recoveries (US$m, geared)^ EBITDA (A$m) -         -         85.3 92.0 92.0

4Q20 0 .8xNAV (A$/sh) $1250oz $1300oz $1350oz $1400oz $1450oz Cash f low statement CY19E CY20E CY21E CY22E CY23E

11% discount 4.1 4.6 5.1 5.6 6.1 Receipts from gold sales (A$m) -          -          196.9 212.9 212.9

8% discount 4.5 5.0 5.5 6.1 6.6 Payments to supl./empl. (A$m) (10.0) (4.4) (122.5) (129.3) (126.7)

5% discount 4.9 5.4 6 .0 6.6 7.2 Change in working cap. (A$m) (0.9) 3.3 (25.2) 0.2 -          

4Q20 0 .8xNAV (A$/sh) 76% rec 80% rec 84% rec 88% rec 92% rec Others (A$m) 0.3 -          (4.3) (16.8) (16.8)

11% discount 3.7 4.4 5.1 5.8 6.5 Cash f low ops (A$m) (10.6) (1 .1 ) 44 .9 67.1 69.4

8% discount 4.0 4.8 5.5 6.3 7.0 PP&E (A$m) (0.5) (144.5) (4.7) (4.7) (4.7)

5% discount 4.4 5.2 6 .0 6.8 7.6 Cash f low inv. (A$m) (0 .5) (144.5) (4 .7 ) (4 .7 ) (4 .7 )

^Project NPV less central SG&A & finance cost, plus net cash at the time Net share issue proceeds (A$m) (0.1) 63.7 -          -          -          

P roduction (Y1  from 3Q20) CY21 CY22 CY23 CY24 CY25 Debt draw (repay) (A$m) -          88.5 (21.1) (28.1) (28.1)

Production (000oz) 96 107 107 107 107 Cash f low f in. (A$m) (0 .1) 152.2 (21 .1) (28 .1) (28 .1)

C1 cost (US$/oz) 724 706 706 706 706 Net change in cash (A$m) (11.2) 6.6 19.1 34.2 36.6

AISC cost (US$/oz) 819 796 796 796 796 Balance sheet CY19E CY20E CY21E CY22E CY23E

C3 cost (US$/oz) 948 925 925 925 925 Cash (A$m) 13.2 19.8 38.9 73.1 109.7

AISC = C1 + ug sustaining capex, C3 = C1 + depreciation Acc rec. + inv. (A$m) 0.4 -          31.4 31.2 31.2

PPE  (A$m) 0.2 144.7 126.4 106.1 85.8

Others (A$m) 45.1 45.1 45.1 45.1 45.1

Total  assets (A$m) 58.9 209.6 241.9 255.6 271.9

Debt (A$m) -          91.5 70.4 42.2 14.1

Accnts payable (A$m) -          2.9 9.2 9.1 9.1

Total liabilities (A$m) -          94.4 79.5 51.4 23.2

1 Shareholders equity (A$m) 116.1 180.2 180.5 180.9 181.2

Retained earnings (A$m) 2.6 2.6 2.6 2.6 2.6

Reserves (A$m) (59.8) (67.6) (20.8) 20.7 64.8

Liabi l i ties + equity  (A$m) 58.9 209.6 241.9 255.6 271.9

Source: SCP estimates; +net of 60 day payable line from contractor; % assuming debt PIK during build

1xNAV5% 2Q19 US$1350/oz

0.41x

A$7.5c/sh
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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.  
  

mailto:unsubscribe@sprott.com
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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: 15
HOLD: 2
SELL: 0
UNDER REVIEW: 1
NOT RATED: 1

TOTAL 100%
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