
 

 05 December 2019 
Ticker: ADT AU Est. Cash: US$23m Project:  Rupice/Veovaca 
Market cap: A$288m Price: A$1.62/sh Country: Bosnia 
RECOMMENDATION (UNC): BUY TARGET PRICE (UNC): A$2.25/sh RISK RATING (UNC): HIGH 

We believe today’s 16m @ 22% ZnEq intersection 60m to the east of the existing resource, beyond a fault 
previously thought to close the ore body, potentially demonstrates a step change in terms of resource 
potential. Coming coincidentally with Sandfire’s creeping ownership leads us to think the M&A window, 
previously expected by us to come post mining licence, may be more imminent. Despite gains of more 
than 20% today on the ASX, we estimate Adriatic still trades at just 0.30xNAV on what still presents itself 
to be a potentially high IRR / low capex operation. With excellent resource upside given today’s drilling, 
and good M&A upside given recent increase in shareholding by Sandfire, we continue to see this as a 
quality name to own and maintain our buy rating with a $2.25/share price target. 

Rupice high-grade points to fault offset, Sandfire creeps 

Adriatic has released assays from two drill holes; the main highlight being 16m at 5.3% Zn, 3.4% Pb, 0.5% 
Cu, 1.96g/t Au and 350g/t Ag for a 22% ZnEq or 10.45/t AuEq. When testing the thesis of a fault offset 
east of the known resources, the above drill intersection hit ore 322m below surface. In separate news, 
Sandfire has increased their ownership from 12.78% to 15.79% as at 2 December 2019, following on 
from some on-market buying in mid-2019. 

Our view 

Resource size: previous results showed the main core of the deposit being conformable to bedding, with 
a thickened portion around a north-plunging fold closure, and an overall strike of around 450m, ~100m 
down dip, up to 60m thick, and extending 300m below surface with an abrupt closure to the east. As 
such, today’s intersection 60m east of previous intersections are supportive of a fault offset, which 
could extend the ore body materially. In addition to this hole BR-43-19 is located far enough south to 
point to potential strike extension as well. We think Rupice’s existing resource is outstanding on its own, 
but the ore body has today, once again, presented itself as not just a top quality asset, but also a prime 
exploration target. Specifically, we see drill results as supportive of an increase in resource, not just on 
strike towards the Jurasevac-Brestic deposit but, less speculatively, to the east. With an in-situ value of 
>US$490/t at spot pricing, even our very conservative recoveries of 65-85% across streams for NSR of 
~50% payable-recoverable indicate the substantial margin available on this ore. Today’s intersection to 
the east shows strong conformity of these grades on what we believe to be the fault offset section. 

  Sandfire’s increase in shareholding is interesting. While our recent visit to Bosnia (Note here) 
highlighted a pro-mining country with safe tenure, we previously saw an acquisition window opening up 
post mining licence being granted, i.e. 2H20; however, we now see Sandfire’s creeping increase in 
shareholding as potential evidence that they may move on Adriatic earlier. With Adriatic still de-risking 
the asset via both permitting and engineering, and now adding resource growth, combined with 
the stock trading at just 0.30xNAV, we would expect a rigorous defense to any such move from Adriatic 
if it did happen in the short term. 

Valuation and recommendation: maintain BUY rating and A$2.25/sh PT 
We make no change to our valuation, maintaining our buy rating and 0.4xNAV10% A$2.25/sh price target. 
Adriatic is a high conviction name for us given the delta between the current US$186m fully diluted EV 
and our SCPe published NPV EV of US$662m. 

https://sprott.com/media/2663/adt-scp-site-visit-191023.pdf
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Why we like Adriatic 

1. World-class polymetallic deposit, highlights 72m @ 21g/t AuEq / 44.6% ZnEq (100% basis) 
2. Rupice resource of 4.6Moz @ 9.4g/t AuEq, or 1,057kt @ 6.9% ZnEq 
3. Starting with UG operation generates quick payback and high IRR 
4. Existing infrastructure, low opex, royalties and taxes 
5. Strong permitting history in Bosnia, low permitting hurdle from this and existing mines 

Catalysts 

• Year end: concession agreement  
• 4Q20: DFS 
• 2H20: Veovaca exploitation permit 
• 2Q21: Construction start 
• 2022: First production 
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Ticker: ADT AU Price/mkt cap: A162c/sh, A$280m Group P/NAV today: Asset: Rupice / Veovaca

Author: Brock Salier Rec/0.4xNAV PT: BUY, A$2.25/sh               1xNAV3 Q21 FD: Country: Bosnia

Commodity Price Recov. Payab. NSR % totl. Resource (ind + inf) Tonnes AuEq AuEq ZnEq ZnEq

Gold 1350 59% 80% 47% 12% Rupice 7.8Mt 3,894koz 15.48g/t  895kt 11.4%

Silver 16.5 87% 90% 78% 28% Veovaca 7.4Mt 705koz 2.96g/t  162kt 2.2%

Zinc 1.07 85% 58% 49% 35% Total 15.2Mt 4,599koz 9.40g/t  1057kt 6.9%

Lead 0.90 88% 75% 66% 21% SCPe Rupice reserve 7.2Mt 3,472koz 15.09g/t  798kt 11.2%

Copper 2.66 81% 30% 24% 3% Share data

Asset based SOTP valuation^ Basic shares (m) 172.6 Spot share price (A$/sh) A$1.62

US$m O/ship NAVx A$/sh* FF FD with options (m) 189.7

NPV Rupice 662 100% 0.4x 2.04 Ratio analysis CY19E CY20E CY21E CY22E CY23E

Net cash 2Q19 + raise 24.2 - 1.0x 0.19 Average shares out (m) 172.6 172.6 172.6 172.6 172.6

Cash from options (US$m) 3.3 - 1.0x 0.03 EPS (US$/sh) (0.05) (0.07) (0.15) 0.75 0.98

1xNAV10% 3Q19 $1350/oz 689 2.26 CFPS before w/c (US$/sh) (0.05) (0.07) (1.13) 0.84 1.12

*Asset only, build start, ex G&A and fin. costs Market P/NAV10%: 0.30x EV (US$m) 168.1 160.3 566.1 563.2 (191.0)

Asset NPV (US$m): 1xNPV project  today (US$m, ungeared)* FCF margin (%) -          -          -          76% 101% 

Grade / cmdty px: 80% 90% 100%^ 110% 120% PER (x) -          -          -          1.5x 1.1x

12% discount 383 505 627 749 871 P/CF (x) -          -          -          1.3x 1.0x

10% discount 424 557 689 822 954 EV/EBITDA (x) -          -          -          3.3x -          

8% discount 470 615 760 905 1,050 Income statement CY19E CY20E CY21E CY22E CY23E

Ungeared project IRR: 0% 0% 0% 0% 0% Revenue (US$m) -          -          -          217.2 281.2

Asset NPV (US$m) 5.0Mt 6.0Mt 7.0Mt 8.0Mt 9.0Mt COGS (US$m) -          -          (14.6) (44.1) (56.6)

Grade/px: +80% 424 424 424 424 424 D&A (US$m) -          -          -          (17.2) (25.2)

Grade/px: +90% 557 557 557 557 557 Gross profit  (US$m) -        -        (14.6) 155.9 199.3

Base case^ 689 689 689 689 689 Admin (US$m) (2.5) (3.4) (4.0) (4.0) (4.0)

Grade/px: +110% 822 822 822 822 822 Finance cost (US$m) 0.0 0.0 (3.0) (6.0) (5.4)

Grade/px: +120% 954 954 954 954 954 Expln, royalty, other (US$m) (5.8) (8.0) (4.0) (0.4) (1.4)

^Project level NPV, excl finance costs and central SGA, discounted to build start Tax (US$m) -          -          -          (16.5) (19.2)

Group NAV over t ime* Sep 19 Sep 20 Sep 21 Sep 22 Sep 23 Net income (US$m) (8.3) (11.4) (25.6) 128.9 169.4

Rupice and Veovaca - geared (US 574 631 790 957 798 Cash flow CY19E CY20E CY21E CY22E CY23E

Cash (US$m) 24.2 24.2 24.2 24.2 24.2 EBITDA (US$m) (8.3) (11.4) (22.6) 168.7 219.2

Cash from options (US$m) 3.3 3.3 3.3 3.3 3.3 Less working capital (US$m) -          -          0.6 33.5 (0.7)

NAV (US$m) 601 659 817 984 825 Less finance costs (US$m) 0.0 0.0 (3.0) (6.0) (5.4)

1xNAV10%/sh FD (A$/sh) 2.16 2.37 2.94 3.54 2.97 Less tax paid (US$m) -          -          -          (16.5) (19.2)

ROI (% pa) 59% 39% 32% 17% Cash flow ops (US$m) (8.2) (11.4) (25.0) 179.6 193.9

*Diluted for options but not mine-build equity, excludes central G&A and fin. costs PP&E - build (US$m) -          -          168.6 0.5 1.1

Production (Y1 from 3Q22) Y1 Y2 Y3 Y4 Y5 Cash flow inv. (US$m) (0.1) -        (168.6) (0.5) (1.1)

ZnEq production (000t) 121 123 118 105 84 Share issue (US$m) -          12.5 52.3 -          -          

AuEq production (000oz) 211 214 206 183 147 Debt draw (repay) (US$m) -          -          60.0 -          (15.0)

ZnEq AISC cost (US$/lb) 0.20 0.21 0.22 0.25 0.31 Cash flow fin. (US$m) 0.25 12.8 112.6 0.33 (14.7)

AuEq AISC cost (US$/oz) 248 270 280 315 393 Net change in cash (US$m) (8.1) 1.5 (83.5) 113.9 179.5

Balance sheet CY19E CY20E CY21E CY22E CY23E

Cash (US$m) 22.8 30.6 (195.1) (132.3) 584.4

Acc rec. + inv. (US$m) 1.7 1.7 9.0 106.1 172.9

Non-Current  (US$m) 17.5 17.6 439.1 666.9 548.9

Total assets (US$m) 42 50 253 641 1,306

Debt (US$m) -          -          180.0 240.0 202.5

Accounts payable (US$m) 0.8 0.8 0.8 18.8 39.2

Total l iabilit ies (US$m) 0.8 0.8 181 259 242

Shareholders equity (US$m) 73.8 125.1 230.9 336.8 338.1

Retained earnings (US$m) (33.5) (76.6) (159.4) 44.6 725.8

Liability + equity (US$m) 41.1 49 252 640 1,306

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: 15
HOLD: 2
SELL: 0
UNDER REVIEW: 1
NOT RATED: 1

TOTAL 100%

Summary of Recommendations as of October 2019


