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Chaarat Gold is an AIM-listed gold mining company with the operating polymetallic Kapan
mine in Armenia as well as the construction ready Tulkubash project and late exploration
Kyzyltash deposit in the Kyrgyz Republic.
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The Company has gone through transformational 24 months with new Board and new
management team coming in and setting a new business strategy for developing a leading
mid-tier FSU based gold producer focused on consolidation opportunities in the sector
and organic growth within the portfolio of existing assets.
Chaarat’s strategy builds on both organic as well as acquisitive growth to deliver value
from ‘Five Steps’ including disciplined M&A, exploration upside, operational efficiencies,
geographical/operational synergies and a reduction in cost of capital.
The $55m acquisition of the polymetallic Kapan underground operation closed in Jan/19
is an example in case of the management team’s ability to source and execute on a
successful M&A transaction. The acquisition was completed at an attractive price (0.5x
P/NPV on c.$110m NPV8% estimate using spot commodity prices) and included minimum
dilution ($5m cash, $10m convertibles, $40m bank loan) while adding a producing and
FCF generating asset to the Group (66koz Output19e, $25m EBITDA19e and $19m
FCF19e). Kapan accounts for c.30% of our target NAVPS.
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The fully permitted $130m/100kozpa Tulkubash oxide gold project is an organic growth
opportunity with significant exploration upside potential. The latest round of drilling
added c.0.65moz in Measured and Indicated (MI) Resource (+67%yoy) over 1km drilled
strike with some +20km of the structural trend not yet drill tested. Project funding is
expected to close in Q3/19 for first gold pour in H2/21.
Mining contractor signed and agreed to earn in 12.5% of the Tulkubash and Kyzyltash
projects in return for a $31.5m investment providing development equity capital as well
as putting a minimum value of $252m (100%, NAV) on the Chaarat assets in Kyrgyzstan.
Tulkubash and Kyzyltash account for c.70% of our target NAVPS.
The Kyzyltash sulphide rich refractory deposit hosting 4.5moz at 3.6g/t in MI resources is
an earlier stage project offering a second phase development option for incremental 200300kozpa. More feasibility study level work is planned at Kyzyltash to de-risk the project
and unlock the value of refractory ounces that account for 60% of MI and c.50% of
Measured, Indicated and Inferred resources (MII) that are currently overlooked given low
EV/MI and EV/MII multiples of $34/oz and $25/oz, respectively.
Board/management strong M&A track record and years of operating in the region will
help the Group to execute on the growth strategy leveraging off a broad network of
contacts within the business community and among capital providers.
We initiate coverage on Chaarat Gold with a buy recommendation supported by our
sum-of-the-parts valuation of $266m or 42p/share, offering a 40% upside potential to
30p share price, comprised of $91m NAV or 14p/share for Kapan (post $50m in debt)
and $221m NAV or 35p for assets in Kyrgyzstan while adjusting for corporate expenses
and the remaining net debt position.
Valuation
Kapan
Tulkubash and Kyzyltash
Project Value
Adjustments
Net Debt
Corporate overheads
Company NAV

Interest
100%
88%

Att US$m
141
221
361

GBp/shr
22.2
34.8
57.0

-73
-22
266

-11.6
-3.4
42.0

GBPUSD exchange rate 1.4, 452m shares used
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NAV Valuation
We are using a combination of a discounted cash flow based NAV for an operating mine in
Armenia and a transaction implied valuation for a portfolio of exploration and development
assets in the Kyrgyz Republic to arrive at our target price for Chaarat Gold. We value the
Company at NAV of $266m or 42p per share with a c.30/70 value exposure between
Armenia and Kyrgyzstan.
Valuation
Kapan
Tulkubash and Kyzyltash
Project Value
Adjustments
Net debt
Corporate overheads
Company NAV

Method
DCF
Ciftay tx

Interest
100%
88%

Att US$m
141
221
361

GBp/shr
22.2
34.8
57.0

-73
-22
266

-11.6
-3.4
42.0

Long term GBPUSD exchange rate of 1.40 is used
Source: SP Angel

In Armenia, Chaarat owns an 100% interest in an operating underground polymetallic Kapan
mine that is expected to produce 66koz and 70koz GEO in 2019/20 yielding $25m and $30m
in EBITDA and $19m and $23m in FCF for two years. The mine was acquired for $55m ($50m
debt including $40m bank loan and $10m 2021 convertible) in Jan/19 turning Chaarat from
purely late stage explorer/developer into a producer. The mine benefits from good
infrastructure and $35m invested by previous owners with the new management having
identified a number of operational efficiencies at the mine and processing plant that are
currently being implemented. The life of mine runs to 2023 on current mineral reserves
(0.6moz at 4.4g/t GEO), although, there is some 1.7moz at 6.3g/t GEO in the Inferred
category (outside of the mine plan) with the orebody remaining open at depth and the
management expecting to extend the LoM by +10 years. We have used an 8% discount rate,
our internal gold/silver/copper/zinc price estimates (check p.10 of the report) and 2029 as
the end of LoM in our DCF model to arrive at $141m NPV or $91m NAV1.
In Kyrgyzstan, the Company is developing the greenfield $130m/100kozpa Tulkubash oxide
gold project that is due to become the second operating mine in the portfolio with project
funding expected to be closed in Q3/19 (updated feasibility study targeted in Q2/19) and
first gold pour is expected in H2/21. The team expanded the mineral resource by 67% to
1.6moz at 1.2g/t (Measured and Indicated category, MI) last year after completing 20km of
drilling with only 4km of 24km structural trend drill tested to date with the Company
targeting more than 2moz in mineral resources before the start of production. Additionally,
the area hosts a rich sulphide Kyzyltash gold mineralization (4.5moz at 3.6g/t in MI) offering
a second phase development option adding 200-300kozpa in production to the Group. In
Mar/19, Chaarat signed a binding term sheet to enter into a JV with a Turkish mining and
construction Group (Ciftay) for an earn-in agreement to the tune of $31.5m for 12.5%
interest in Tulkubash and Kyzyltash projects. The deal provides development equity capital,
brings an experienced mining Group as a partner as well as values the portfolio of assets in
the Kyrgyz Republic at least at $252m (NAV). This implies the respective Chaarat interest of
87.5% in projects is valued at $221m accounting for c.70% of our target NAV per share
estimate.

1

Accounting for $50m in debt used to acquire Kapan (including $10m in 2021 convertibles).
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Investment case
Building a major mid-tier FSU based gold producer focused on a pipeline of value accretive
M&A and organic growth opportunities
Chaarat business strategy is focused on organic and acquisitive growth in production profile
from a portfolio of long life assets with a view of establishing one of the leading gold
producers in the FSU region. The Company has identified ‘Five Steps’ in delivering the
strategy including:
1. Disciplined M&A (criteria: FSU region, gold, production/near term production status,
appropriate capital structure to minimise dilution);
2. Exploration upside
3. Operational efficiencies
4. Geographical/operational synergies (regional hub development strategy)
5. Reduction in cost of capital (diversified asset base, cheaper debt funding is available
for pre-production/production assets)
Kapan (65kozpa GE), an example in case of successful M&A development strategy
The Kapan operating polymetallic mine was acquired for $55m in Jan/19 and ticked all boxes
for Chaarat including production status, FCF generation (estimated $19m and $23m in
FCF19 and FCF20, refer to page 10), attractive acquisition price (0.5x P/NPV on c.$110m
NPV8% estimate using spot commodity prices), upside potential (Kapan is expected to
deliver +10y LoM v 2023 on current reserves, operational improvements in underground
mining and processing facilities), capital structure involving little dilution ($5m in cash and
$50m in debt). The deal is a testament to the team ability to deliver on the value accretive
M&A activity.
The Chaarat Gold Project – Tulkubash (+100/130kozpa) and Kyzyltash (200/300kozpa), –
yet to reveal its full potential
The Chaarat Gold Project is an organic growth opportunity with full potential yet to be
revealed as exploration continues to grow resource ounces. The latest Tulkubash Mineral
Resource Estimate released in Jan/19 showed a 15% improvement on the Aug/18 estimate
and a 67% improvement on the 2017 estimate (at better grades as well). The current
estimate of 1.6moz at 1.2g/t in MI resource is hosted within the 3.2km drilled strike length
which is a subset of the 24km long structural trend with Tulkubash mineralisation (as well
as Kyzyltash) remaining open along strike. Given that the latest round of drilling added some
c.0.65moz in MI resource over 1km drilled strike, the +20km of structure not yet tested
offers significant potential to grow the existing mineral inventory. Put differently, with the
Company planning to continue to aggressively drill out the property and budgeting 20,000m
in 2019 and 15,000-20,000m per annum thereafter, the team should be adding a
considerable number of ounces assuming the 20-30oz/m drilled rate is maintained.
Board/Management is a major asset in the Group
The management team’s strong M&A track record and years of operating in the industry
provide an exciting opportunity to execute on the Group growth strategy using extensive
expertise of operating in the region and broad network of contacts within the business
community and among capital providers.
Board/Management ability to secure funding with minimum dilution to shareholders
The team managed to secure c.$135m in liquidity in a little less than year including $40m
bank loan (Kapan acquisition), $10m (short term loan), c.$40m in 2021 convertible notes
converting at a premium 37p price), $15m standby working capital facility from Labro (not
yet undrawn) as well as $32m project level equity with Ciftay. This compares to $2.7m raised
in equity in the last 12m (excluding $9m in old convertible notes converted into shares in
Sep/18 at 30p).
SP Angel
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Management incentives aligned with shareholders
Board members and senior management have been buying Chaarat shares (the CEO bought
>100% of annual remuneration worth since re-admission in Feb/19) while 59m of new
BoD/management post re-admission options carrying a strike price of 42p per share offer
further incentive for key personnel to deliver shareholder value.
Busy newsflow ahead as the Group continues to de-risk its Kyrgyz assets and the team
remains on the lookout for M&A opportunities
Chaarat newsflow will provide a number of share price catalysts in the near term with most
immediate ones being the release of the updated Feasibility Study and Mineral Reserves
statement on the Tulkubash oxide project in Q2/19, Kapan Mineral Reserves and mine plan
update in Q2/19, and the announcement on the closure of the development funding
package due in Q3/19 as well as more drilling results and news on the corporate
development front also expected to be announced in the meantime.
Chaarat Gold portfolio of assets development plan

Source: Company
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Risks
We touch on a number of risks below which are by no means exhaustive that typically
involve exploration and mining related risks including geological, operational, political,
environmental, financial and market issues.
Exploration risk
Project economics at Kapan and Tulkubash rely significantly on the life of mine extension.
Drilling to date has been successful in adding new ounces into the mineral resource while
exploration is yet to completely delineate limits of the mineralisation. Failure to continue
to expand the resource base and convert respective ounces into the mine plan will
significantly reduce economic potential of Chaarat asset base.
Environmental risks
In Kyrgyzstran, around 20% of the Chaarat License Area is included in the Sandalash
Preserve established in 2006 and marking the area prohibiting any exploration and mining
works. The boundaries of the exploration license should be adjusted accordingly.
Additionally, with the Sandalash river running through the valley and into the Besh-Aral
State Reserve demands safe design of heap leaching pads, waste rock dumps, the
processing plant as well as tailings storage facility in case of the sulphide ore processing
from the Kyzyltash deposit, especially, in the view of high seismic activity and avalanches
risks in the region.
In Armenia, the Geghanush tailings dam is located upstream of the Kapan city and will need
to have embankment walls strengthened to avoid failure in case of high seismic activity in
the region. The management is well aware of the risk and has already started buttressing
the walls with capital commitments budgeted accordingly.
Social license
In Armenia, issues with local communities have hampered progress at one of the
development projects recently, while Kapan operations have seen a strike among local
workforce demanding a pay rise last year. In Kyrgyz Republic, Kumtor, the nation’s largest
mining operation, has seen a number of protests and state environmental damages claims
over the years. In May/19, parliament voted to ban uranium exploration and mining in the
country despite previously granting licenses to foreign companies following a series of
protests and a petition signed by 30,000 people opposing start of mining and processing
operations at the Naryn and Issyk-Kul regions.
Respective cases highlight occasional challenges of developing/operating a project in the
region, although, risks may potentially be managed by continuous engagement with all
stakeholders, promoting environmentally and ethically responsible as well as safe mining
practices while informing local communities of economic benefits of a new/existing
operation. Local authorities should also aim to work closer with mining companies and
promote foreign investment that diversifies sources of economic growth, raises
employment, improves living standards of the population as well as reduces risk premiums
of operating in the region.
Credit risk
Debt funded growth raises credit risk of operations should planned commissioning, ramp
up and steady state production or commodity prices underperform estimates. The 2021
convertible bonds will need to be refinanced unless converted. Exposure to interest rate
risk is limited with $40m of bank loans currently linked to floating rate (ie additional 1pp
increase in Libor costs only $0.4m in incremental interest).

SP Angel
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Gold price risk
Under the terms of the $40m bank loan, Kapan needs to hedge at least 50% of projected
revenues protecting the <$1,000/oz price downturn over the next 2-3 years. The Company
retains exposure to commodity price upside.
Stock overhang
Martin Andersson, an Executive Chairman of Chaarat, owns 34% of Chaarat with the large
block of shares representing a potential stock overhang should the major investor decide to
scale back his position. Although, it should be highlighted that Martin Andersson has been
maintaining his position remaining an active supporter of the Company as a shareholder as
well as providing the Group with a stand-by working capital facility ($15m, currently
undrawn).
The Company has c.$40m in 2021 convertible bonds outstanding representing around 110m
of shares that may potentially be issued in regards of the nominal and accumulated interest
(37p conversion price, 1.28 GBPUSD rate). This represents approximately 27% of current
issued share capital which, in turn, depending on how concentrated holdings of those
shares are going to be at the time of conversion may represent additional stock overhang
risk to the share price.

8
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Chaarat Gold Financials
Market data
Ticker
Last price
GBPUSD
Mkt cap
EV
# of shares in issue
Av # traded, 100d
Prices 17/05/19

GBp
GBPm
USDm
GBPm
USDm
mln
mln

CGH LN
30.00
1.28
120.6
154.4
178.0
227.9
402.1
0.3

$m unless stated (YE Dec)
Operating parameters

FY15

FY16

FY17

H1/18

USDAMD
USDKGZ
Gold price
Silver price
Copper price
Zinc price
Gold production (GE)
AISC
Income Statement ($m)

478
64
1,160
16
5,501
1,941
FY15

480
70
1,249
17
4,872
2,100
FY16

483
69
1,259
17
6,197
2,888
FY17

482
68
1,318
17
6,950
3,247
H1/18

Revenues
EBITDA
margin
EBIT
Net Interest
PBT
Tax
PAT
EPS basic, $c
EPS diluted, $c
Cash flow ($m)

-4.1
-4.7
0.1
-4.6
-4.6
-1.69
-1.69
FY15

-4.1
-4.5
0.0
-4.5
-4.5
-1.52
-1.52
FY16

-16.3
-16.6
-1.5
-18.1
-18.1
-5.14
-5.14
FY17

-3.6
-3.7
-1.4
-5.1
-5.1
-1.38
-1.38
H1/18

CFO
Interest paid
Tax paid
Net CFO
Capex (incl Exploration)
CFI
Issue of shares
Dividends paid
Proceeds from borrowings
Repayment of borrowings
CFF
Net cash flow
Cash cf
Balance Sheet ($m)

-3.9
-3.9
-1.4
-0.9
-4.7
2.8
FY15

-4.2
-4.2
-2.1
-0.8
5.2
5.2
0.2
3.3
FY16

-5.0
-5.0
-10.6
-10.5
3.6
15.7
19.3
3.8
7.5
FY17

-3.2
-3.2
-5.2
-5.2
3.0
4.0
7.0
-1.5
6.0
H1/18

Cash
Receivables/prepayments
Inventories
Current assets
Exploration & PPE
Non-current assets
Total assets
Payables, provisions
Borrowings ST
Convertible
Current liabilities
Borrowings LT
Convertible
Non-current liabilities
Total liabilities
Net assets
Key financial metrics

2.8
0.2
0.3
3.4
31.3
31.3
34.6
0.4
0.4
0.4
34.2
FY15

3.3
0.4
0.2
3.9
34.3
34.3
38.2
0.6
0.6
0.6
37.6
FY16

7.5
0.2
7.7
34.6
34.6
42.3
0.6
1.0
15.4
17.0
17.0
25.3
FY17

6.0
0.7
6.7
39.9
39.9
46.6
1.3
21.5
22.8
22.8
23.7
H1/18

Net debt/(cash)
Av # of sh (diluted)
EV/EBITDA
PER
FCF (NCFO-Capex)
FCF yield
ROA
P/BV
Interest coverage
Net Debt/EBITDA

-2.8
273
-5.3
1.05
-

-3.3
293
-6.4
0.78
-

9.0
352
-15.6
3.27
-

15.6
369
-8.5
4.38
-

US$/oz
US$/t
US$/t
US$/t
koz
US$/oz

Source: SP Angel, Company
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Kapan (100%) – Production FCF generative asset with LoM
extension potential
Kapan gross revenue b/d (‘19e)

Source: SPA

The Polymetallic Shahumyan underground deposit and Kapan flotation processing facility
were acquired in Jan/19 adding an operating mine to the Group portfolio of late exploration
and development assets. The narrow vein high grade deposit is estimated to host 4.1mt at
4.4g/t gold equivalent (GE)2 for c.580koz GE in JORC-compliant mineral reserves and 14.7mt
at 6.1g/t GE for 2,870koz GE in total resource (c.60% in Inferred).
The operation benefits from good infrastructure and $35m invested by previous owners.
The previous owner (Polymetal) replaced the mining fleet and mechanised underground
drilling significantly improving productivity of the mine as evidenced by a ramp up in
development meters and mining rates. The new team has identified further improvements
at Kapan operations including adjustments to the mining method that should further reduce
dilution rates as well as tweaking processing plant circuit that should help metal recoveries.
Throughput rates are expected to increase to 700kt and 750kt in 2019 and 2020 producing
66koz and 70koz GE (payable) at c.$870/oz TCC and c.$990/oz AISC (development tonnages’
costs included in TCCs) and generating $25-30m EBITDA that would cover
development/exploration capex, interest and bank debt repayments as well as leaving FCF
to cover a share of Chaarat costs elsewhere. Measured and Indicated category accounts for
only c.40% of the total resource offering a potential to expand the life of mine from 2023
currently subject to further infill drilling. The orebody remains open at depth as confirmed
by step out drillholes. We have assumed +10y LoM in our estimates (ie 2029), in line with
management guidance.

Kapan parameters
Gold price
Silver price
Copper price
Zinc price
Ore
Throughput
Grade
- Au
- Ag
- Cu
- Zn
Recoveries
- Au
- Ag
- Cu
- Zn
Production (payable metal)
Cu con
Zn con
TCC
AISC
EBITDA
EBITDA margin
Capex
FCF
NPV8%
NAV contribution (post $50m debt)

US$/oz
US$/oz
US$/t
US$/t
kt
kt
g/t GE
g/t
g/t
pp
pp

2017
1,259
17
6,197
2,888
526.6
529.9
4.38
2.23
38.55
0.30
1.61

2018
1,270
16
6,550
2,896
637.4
635.5
3.70
1.94
29.82
0.30
1.29

2019
1,301
15
6,368
2,863
700.0
700.0
3.89
2.00
35.00
0.30
1.50

2020
1,350
16
7,000
2,885
750.0
750.0
3.88
2.00
35.00
0.30
1.50

2021
1,350
15
7,000
2,950
750.0
750.0
3.89
2.00
35.00
0.30
1.50

2022
1,350
15
7,500
2,950
750.0
750.0
3.93
2.00
35.00
0.30
1.50

2023
1,350
15
7,500
2,950
750.0
750.0
3.93
2.00
35.00
0.30
1.50

pp
pp
pp
pp
koz GE
kt
kt
US$/oz
US$/oz
US$m
pp
US$m
US$m
US$m
GBp

84
83
92
88
51.6
7.0
11.2
850
1,266
20.7
0.31
-24.1
-7.0
140.5
14.3

78
82
93
85
53.1
8.3
10.3
976
1,121
12.2
0.19
-7.3
-5.3

84
84
93
90
65.6
10.5
14.0
872
994
25.2
0.31
-5.0
18.7

84
84
93
90
70.3
11.3
15.0
876
990
30.3
0.33
-5.0
22.7

84
84
93
90
70.4
11.3
15.0
875
989
30.5
0.33
-5.0
22.6

84
84
93
90
71.1
11.3
15.0
868
1,051
31.3
0.34
-10.0
18.0

84
84
93
90
71.1
11.3
15.0
868
980
31.3
0.34
-5.0
22.9

Source: Company, SP Angel

2

PP reserve grades: 2.09g/t Au, 40g/t Ag, 0.43pp Cu, 1.66pp Zn; SPA commodity price forecasts used for conversion to gold
equivalent are: $1,350/oz Au, $15.0/oz Ag, $7,500/t Cu, $3,000/t Zn
10
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Location
The Shahumyan polymetallic deposit, part of the 90.7km2 land package held by the
Company, is located 320km by road (4-5h drive) to the south east of the capital Yerevan in
Armenia and next to the city of Kapan (36,000 population), the capital of the Syunik
province. The province borders Nakhchivan Region of Azerbaijan in the west, disputed
territories of Nagorno-Karabakh in the east and Iran in the south. Mining accounts for a
major share of the regional economic output with a massive copper-molybdenum porphyry
Kajaran operation located only 25km away from Kapan. The Kajaran mine majority owned
by a German group Cronimet is estimated to host 2.24bn tons of ore running at a 20mtpa
mining rate at 0.25% Cu and 0.03% Mo grades3 accounting for c.60% of Armenia’s mineral
production. Additionally, the area produces various building materials, of sand, aggregate,
marble and polished granodiorite.
Kapan mine (Shahumyan polymetallic deposit) location with other mining projects

Source: Centre for Responsible Mining (operating/development projects as of Dec/15)

Geology
The Shahumyan polymetallic deposit is found within the well-known Tethyan Mineral Belt
extending from Eastern Europe through Turkey and across Asia. The mineralization is a
controlled carbonate base metal epithermal system fed by an underlying felsic intrusive
body. Host rocks comprise a suit of intermediate tuffs, flows, breccias and sub-volcanic
intrusions. The precious and base metals mineralization is characterized by narrow (0.22.0m) steeply dipping (70-85’), sub parallel and EW striking vein complex (+200 veins) with
grades and widths varying along strike and down dip. The deposit is ranked #3 (out of 4) by
geological complexity of the orebody. The Company invests heavily in definition drilling to
confirm the position of the vein and minimize dilution. Mineralization strike ranges between
50m and 800m with two major faults cutting the orebody off on the east and west;
although, the mineralization is reported to remain open at depth beyond the 400m horizon.
3

http://documents.worldbank.org/curated/en/289051468186845846/pdf/106237-WP-P155900-PUBLIC.pdf

SP Angel
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Main ore minerals are sphalerite, chalcopyrite, galena and pyrite with gold, silver, zinc and
copper being main economic products while the lead grade in the ore is too low to enable
a saleable concentrate to be produced.
History
Industrial underground mining operations at the Shahumuan polymetallic deposit started
in 1929. The Kapan processing plant feed was expanded to 1,000ktpa by early 1970s with
35-45% of the material sourced from an open pit which was depleted by 1985. The
underground operation was put on care and maintenance in 1997 having produced a
combined mill feed of 29.5mt and some 2.2mt of 18-20% copper concentrate. In 2006 the
operation was acquired by Dundee Precious Metals that ran the mine from 2006 to 2016,
except for a two quarter pause at the height of global financial crisis when commodity prices
collapsed in 2008-09. In 2016, Polymetal completed purchase of the Kapan project for $38m
(including $9m fair value of the NSR royalty on future gold production) aiming to set up a
regional production hub, invested $35m into mining and processing facilities including
mechanizing underground drilling that improved productivity and replacing mining fleet,
but ultimately reconsidered development plans and sold operations for $55m to Chaarat in
2018. Polymetal retains a slight exposure to Chaarat holding $10m worth of 2021
convertible bonds.
License
The Shahumyan Polymetallic Mine operates under the mining license held by the wholly
owned subsidiary Kapan Mining and Processing CJSC issued by Minister of Energy and
Natural Resources and expiring in 01 April 2050.
Mining
The underground operation is targeting a 700-750ktpa mining rate in 2019-2020 from
c.640kt mined in 2018 benefiting from improved productivity primarily coming from the
replacement of mining equipment (80% of current equipment has been updated in the last
three years with total equipment availability currently at 80%) as well as a switch from
manual to more efficient mechanized drilling. Replacement of manual drilling saw
development meters increasing to 50-60m/day, up from 25m/day, with mining rates
climbing to 700ktpa from 400ktpa recorded previously as well as improving the accuracy of
drilling.
An acceleration in the pace of underground development will help
flexibility and planning of mining operations

Debottlenecking of mining operations helps to ramp up of the
processing plant feed rate (annualised mining rates per quarter)

Source: Company

Mining is carried out using narrow vein longhole open stoping with a single vein ore drive
for drilling, blasting and loading. Broken ore is loaded onto diesel powered 20/32t trucks
hauling the material to a surface ROM stockpile using the main decline. Up to 15 mine faces
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are opened up improving the flexibility of mining operations. At the moment, mining
operations use predominantly more dilutive top-down long hole stoping below the 780m
horizon (ie meters elevation above the sea level with surface elevation ranging between
900-1,000m) accounting for around 90% of production with the remaining 10% mined
bottom-up (above the 780m level). This will change as the Company targets 40/60 split (topdown/bottom-up) to be reached by 2020 which in turn will help reduce unplanned dilution
from the material self-mining from the void above the active stope.
Mined out stopes being refilled to provide base for development of
the next sublevel (top down view)

Ore drive development highlighting narrow nature of vein deposit

Source: SP Angel

In general, dilution runs high at 65-70% reflecting narrow vein nature of the deposit. Veins,
while high grade (GE grades may reach up to 40g/t), are narrow, averaging around 1m in
width versus 2.2m minimum mining widths. Additional dilution results from the top down
mining method highlighted above which currently accounts for 20-25pp while the Company
aims to bring it down to 10-15pp implementing several initiatives including mining more
stopes bottom-up, using accelerated backfilling of mined out sublevels as well as applying
more cablebolt grouting to support exposed hanging wall. Reducing dilution will not only
help to deliver haulage savings and higher ROM grade to the processing plant but should
also help metallurgical recoveries that show positive correlation with the feed grade. The
Company is also studying changes to the drilling and blasting in stopes trying to decrease
mining widths from current 2.2m.
Processing
The Kapan plant capacity is defined by the milling circuit able to operate at c.110tph
equivalent to c.900ktpa allowing to accommodate planned ramp up of mining rates to 700750ktpa as well as offering spare capacity for incremental feed from other sources/third
parties should those become available.
The processing circuit involves three stage crushing, two-stage milling (P80=75µm) and a set
of copper and zinc flotation cells, thickeners and filter presses powered from the grid
supplying low cost electricity (6c/kWh) from a hydroelectric power station. The Company is
installing a fourth stage crusher to reduce mill feed size allowing to increase throughput
rates and improve recoveries that are budgeted at 84% for gold/silver (combined in copper
and zinc concentrates), 88% copper and 80% zinc for this year

SP Angel

13

Chaarat Gold* – Building major FSU based gold producer

May 2019

Kapan processing facilities including two crushing lines, milling and flotation building, and thickeners

Source: MassisPost

Under the latest offtake agreements, Trafigura contracted to purchase 15kt (wmt, +/-5%)
of zinc concentrate in 2019 and Glencore agreed to buy 10kt (wmt, +/-10%) of copper
concentrate from Kapan.
Milling circuit with hydrocyclones at the back

Copper and zinc flotation cells

Source: SP Angel

Royalty and corporate tax
The royalty is charged on gross revenue has got two parts to it including flat 4% and a
profitability linked add-on that is estimated using the following formula:
R = 4 + (PBT / (Gross Revenue x 8)) x 100 (in percentage points), where
PBT is profit before tax (excluding financial costs) and Gross Revenue is metal value
contained in the concentrate (no deductions for smelter losses or smelting costs are
included).
We used 8% royalty in our earnings estimates.
General corporate tax is charged at 20%.
Infrastructure
The mine and processing plant benefit from access to good infrastructure.
14
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Operations are power grid connected drawing electricity from a hydroelectric power station
at a low 6USc/kWh rate.
The Company operates surface workshop as well as an on-site laboratory testing channel
and underground drill samples and assisting with mine planning and exploration.
The Kapan mine and processing plant is easily accessible by bitumen road all year round.
The Geghanush tailings dam is located in a steep sided north-south valley and is undergoing
reinforcement of walls in line with recommendations of the latest audit which found that
the facility is fit for static environment but is exposed to a risk of failure under higher seismic
activity assumptions. Both the northern and southern embankments will be rock fill
buttressed with works on the northern part currently in progress which has the largest
surface exposure of the two and faces the city of Kapan downstream.
View over the northern wall of the Geghanush TSF where embankment support works started and the
city of Kapan downstream

Source: SP Angel

Armenia and the Kapan area, in particular, appear in a ‘High’ to ‘Very High’ risk seismic area,
according to the Global Seismic Hazard Map. In terms of capital commitments, tailings
storage facility (TSF) is a priority to the management with the pace of development works
to be determined by the supply of waste rock from the underground.
Global seismic hazard of the region (from ‘green’ for low to dark red for ‘very high’)

Source: Global Seismic Hazard Assessment Program (GSHAP)

SP Angel

15

Chaarat Gold* – Building major FSU based gold producer

May 2019

In the mine, the Company has recently expanded ventilation capacity by c.20% to 450m3 at
underground operations following an accident in 2018.
The team currently operates two existing water pumping stations with development works
in progress for a third one in line with the mine plan; although, the mine is not considered
wet and current setup can accommodate higher levels of water inflows. Process water is
sourced from the recirculation of water from the TSF and from underground with the
balance taken from the Voghdji river, when required.
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Chaarat Gold Project (88%) – Tulkubash first, Kyzyltash to follow
Tulkubash – pre-production asset to add 100-130kozpa and establish
regional base to leverage future development/exploration work off
The Chaarat Gold Project located in the north-western region of the Kyrgyz Repubic
accounts for the major share of the NAV of the Group and represents the opportunity to
grow production, grow the resource base and move closer to the Group aim of becoming a
leading mid-tier gold producer in the FSU region.
The Project covers two gold mineralisation domains including the Tulkubash zone hosting
oxide material (1.6moz at 1.2g/t in MI resources, JORC-compliant) and much larger and
higher grade Kyzyltash mineralisation (the Main and Contact Zone, 4.5moz at 3.6g/t in MI),
which is sulphide-rich refractory material. The plan is for a phased development programme
starting off with the open pit and heap leaching operation at Tulkubash while continuing
with evaluation and engineering work on the potential underground refractory gold
operation at Kyzyltash.
The Company completed nearly 40,000m of drilling over 2017-18 with encouraging results.
Tulkubash MI mineral resource was more than doubled (+137% in ounces) including an
increase in grades (+48%). The plan is to drill 20,000m in 2019 followed by 15,000-20,000m
of drilling per annum thereafter with the aim of extending the footprint of the orebody and
targeting to exceed 2moz in mineral resources before the start of production H2/21. To
date, only c.4km of a 24km structural trend has been drill tested offering a good chance the
team will achieve and improve on the target potentially proving up new emerging gold
province.
Chaarat Gold Project location

Source: Company

Development of the fully permitted Tulkubash oxide gold project may add 100-130kozpa to
Group production at $770-970/oz AISC (2nd/3rd quarter global AISC costs) and generating
$45-85m in annual EBITDA (numbers used 0.9g/t and 1.2g/t feed grades; latest feed grades
will be reported in the updated feasibility study and mineral reserve statement due Q2/19).
Funding is expected to close in Q3/19 with equity contribution to the c.$130m project
secured from the Turkish mining contractor Ciftay in Mar/19 agreeing to put in $31.5m for
SP Angel
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12.5% interest in Tulkubash and Kyzyltash projects. The first gold pour is targeted for Q34/19.
Kyzyltash represents a long term development opportunity to organically add 200-300kozpa
to the production profile. However, the project is at a much earlier stage compared to
Tulkubash and needs more systematic and representative metallurgical testwork to be
completed to identify best processing route to treat refractory ore. The preliminary
development schedule involves a collection of fresh metallurgical sample (Q3/19), met tests
(H2/19), pilot scale test work (2020), an updated Feasibility Study (2020-21), detailed
engineering (2021) and start of the c.3y construction period (2022).
Location
The Chaarat License Area covering both the Tulkubash and Kyzyltash projects comprises
75km2 located in the north western Jalal Abad region of the Kyrgyz Republic. The project is
hosted within the Sandalash Range of the Alatau Mountains with the topography ranging
from 2,000masl in the Sandalash River Valley to 4,200masl at mountain ranges’ peaks
stretching on both sides of the valley.
The Sandalash River flowing through the valley confluences with the Chatkal River south of
the project that in turns flows through the Besh-Aral Nature Reserve into the Chark
Reservoir in Uzbekistan.
View over Sandalash River Valley hosting the Chaarat Gold Project

Source: Company

The site is accessible virtually year-round via a combination of paved and unpaved roads
(760km from the capital city of Bishkek equivalent to 15-18 hours journey).
Temperatures range from an average low of -20⁰C to an average high of +26⁰C in winter
and summer periods, respectively, with an average annual precipitation of 650mm, a little
over what you would expect in London. At lower elevations the snow-free period lasts from
March to December.
Geology
The Chaarat Gold Project is hosted within the Middle Tien Shan province, one of the three
east-west-trending tectono-stratigraphic units of the Tien Shan Belt that in turn contains
such major gold deposits as Muruntau, Zarmitan, Jilau and Kumtor.
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Chaarat Gold Project relative to other major gold deposits in the region

Source: Company

The mineralisation and associated hydrothermal alteration at Chaarat is genetically
associated with igneous intrusive rocks and is structurally controlled by a series of
subparallel brittle shear zones resulted from a predominantly sinistral strike-slip motion of
the Sandalash Fault Zone located 35km southwest of the major 2,000km long Talas-Fergana
Fault. The mineralisation occurs on the northwest limb of the Sandalash River valley hosted
in sedimentary rocks striking north-east along the valley and dipping 40-75’ north-west.
Chaarat Gold Project mineralisation is divided into two style of mineralisation including the
Tulkubash oxidised type and the Kyzyltash sulphide rich and refractory type (the Main and
Contact zones), both running in parallel to each other.
Chaarat Gold Project geology

Source: Company
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The Tulkubash zone strikes northeast-southwest and dips at 55’-75’ to the northwest. The
mineralisation occurs within zones of intense silicification and quartz flooding forming
individual gold-bearing lodes ranging from 5 to 45m in widths (true thickness) separated by
barren rock. Mineralised zones reach up to 250m in width, are continuous, although do
pinch and swell along the strike. Silver content is low (c.1g/t in mineral reserves). The low
arsenic and consistently low arsenic-to-antimony ratio along with the deep oxidation profile
and widespread silicification are distinct features of the Tulkubash zone versus the Kyzyltash
zone.
The Kyzyltash zone is a series of sulphide-bearing orebodies comprised of the Main zone
and Contact zone mineralisation. The Main zone mineralisation strikes northeast-southwest
within sedimentary rocks of the Chaarat Formation on the lower slope of the Sandalash
River Valley and includes seven discreet ore bodies discovered to date. The Contact zone is
a shear zone developed between the Tulkubash and Chaarat Formations subparallel to the
Main zone, dipping at 50-60’ northwest and intruded by a number of igneous dykes along
the fault. The Kyzyltash mineralisation is associated with antimony and arsenic bearing
sulphide minerals.
Both zones remain open along strike and at depth offering exciting exploration potential to
grow the Company’s resources/reserves base.
One of the cross sections depicting three mineralised zones at Tulkubash and Kyzyltash orebodies
(Tulkubash resources has grown to 1.7moz since the graphic has been prepared; Kyzyltash is accurate)

Source: Company

History
The property was originally discovered by Soviet-era soil and stream-sediment sampling
followed upon by the Kyrgyz Geological Expedition post 1992 that identified antimony,
arsenic, gold, silver and tungsten anomalies. In particular, strong antimony mineralisation
was identified in the Tulkubash and Main zone areas with three exploration adits driven into
the zone for 660m. In 1996 the property was taken over by Apex that together with
Newmont completed a geophysical survey and a short drilling programme for c.1,800m.
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In 2002 Chaarat acquired licenses and launched systematic mapping, sampling and drilling
programme intersecting the Main and Contact zones in 2004 with one hole (CCH003)
returning 8.3m at 7.0g/t and intersecting the Tulkubash zone in 2005 with one hole
returning 17.1m at 4.61g/t. After early metallurgical test work indicated that Tulkubash
mineralisation is susceptible to low cost heap leaching, development drilling was
reprioritised towards less metallurgically challenging oxide deposit. In total, nearly 80,000m
of drilling has been completed on the Chaarat Gold Project (with around 1,100m completed
from underground adits) as of 2018, most of which was done in 2017-18. The Company has
been consistently expanding the mineral resource base after accelerating the pace of
drilling in 2017 with the latest Mineral Resource Estimate released in Jan/19 reporting
1.6moz at 1.2g/t in MI resource category at Tulkubash. This marks a 67% increase on MI
Resources the latest Feasibility Study was based on implying a significant future revision to
current Mineral Reserves (an update and new FS are expected Q2/19).
Licences
The 75km2 Chaarat License Area comprises 7km2 mining license (expires 25 Jun/32) and
68km2 exploration permit (7 Oct/23) issued by the State Committee for Industry, Energy
and Subsoil Management (SCIESM). The SCIESM is flexible regarding terms of the license
but in general exploration license is issued for a period of up to of 4 years and may be
extended up to a maximum of 3 years while mining license is valid for 20 years, but may be
extended subject to the available mineral reserves/resources.
Mining
The open pit mining schedule envisaged c.4.5mtpa of ore mined at an average 4.1x waste
stripping ratio yielding just under 4 years LoM based on the old Feasibility Study numbers
and 16mt at 0.91g/t in Mineral Reserves. As highlighted before, the life of mine and Mineral
Reserves are expected to grow reflecting more drilling completed on the project and
updated MI resources of 1.6moz at 1.2g/t versus Jan/18 estimate of 1.0moz at 0.9g/t
current reserves are based on. Better grades are of separate significance as higher gold
content per ton of ore mined will flow directly through into EBITDA number without
incurring much of additional costs.
Ciftay has been appointed as the construction and long-term mining contractor in Mar/19.
The Turkish contractor has an extensive experience in the industry having managed
operations at Copler gold mine of Alacer Gold, Mastra underground gold mine of Koza Altin,
Caldag opencast nickel mine of VTG Holding as well as civil construction services at Oksut
gold project of Centerra among others.
Processing
The Tulkubash processing plant is designed to heap leach oxide ore involving conventional
treatment flowsheet. The ore will undergo three-stage crushing (P100=12.5mm) followed by
heap leaching (no agglomeration) using diluted cyanide solution with pregnant solution
pumped to the adsorption-desorption recovery (ADR) plant for gold and silver recovery.
Precious metals adsorbed onto activated carbon would then be stripped off and redissolved into a solution ahead of electrowinning and follow-up smelting into dore gold
bars. The barren solution will be dosed with cyanide and recirculated back to the heap leach
pad.
Based on the latest testwork, the life-of-mine gold and silver metallurgical recoveries are
estimated at 73% and 63%, respectively. Tetra Tech used 77% in the latest Feasibility Study
(May/18) which is due to be updated in Q2/19.
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Standard HL plant flowsheet

Source: Company

Location of the heap leaching pads, processing plant and waste dumps (tailings storage
facilities in case of a potential Kyzyltash refractory ore processing) will need to take into
account the rugged topography as well as geohazards including high seismic activity in the
region and risks of avalanches.
Royalty and corporate tax
Mineral royalties on precious metals follow a price-linked system starting from 8% for
<$1,300/oz gold price and adding 2pp for an incremental $100/oz increase in the price over
the $1,300/oz mark (see below). Corporate tax rate is charged at 10%.
KGZ royalties (%)
Federal
Regional
5%
2%
5%
2%
5%
2%

Total Fixed
7%
7%
7%

Price linked
1%
3%
5%

Total
8%
10%
12%

Gold price bands
0-1,300
1,301-1,400
1,401-1,500

Infrastructure
The project is located in a remote part of Kyrgyzstan which in turn implies the need for
upgrading of the road infrastructure and on-site power generation.
Goods and fuel are expected to be road trucked from the nearest railway station at
Shamaldy-Say (300km by road) through Ala-Buka and three mountain passes. The last
section of the Kumbel Pass is in an area of high avalanche and rockfall activity which is
reported to be affecting regular access to the site. A construction of a new all-weather
access road from the Chatkal Station through the Kumbel Pass to project area gates is
currently in progress that will make site access more reliable.
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Tulkubash operation is expected to be powered by on-site diesel generators for a total
capacity of 5MW
Water supply to be sourced from two groundwater wells with the detailed hydrological
study to be completed testing the sustainability of the supply for project requirements.
Labour is expected to be locally sourced with most of the team coming from the Chatkal
province with more senior positions to filled in with people outside the local region or
expatriates, if required.
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Kyzyltash (100%) – early stage asset potentially contributing 200-300kozpa
The Kyzyltash orebody comprises larger and richer gold mineralization running sub-parallel
to the Tulkubash ore zone and represents a further organic growth opportunity. The deposit
hosts 40mt at 3.6g/t for 4.5moz in MI Resources with a potential to improve on those
numbers subject to more drilling as the orebody remains open both at depth and along
strike. The mineralization is refractory in nature requiring a pre-treatment of sulphide
minerals using one of established technologies like BIOX or POX before a conventional
cyanide leaching. The project is expected to be developed once Tulkubash is up and running.
The Kyzyltash project including Main and Contact zones plan view showing the mineralisation
continuing past the major fault in the north east part of the graph

Source: Company

Economic studies
Kyzyltash selected economic/financial parameters
Mining method
Reserve base
mt
Grade
g/t
Contained gold
koz
Processing method
Plant throughput
ktpd
Metallurgical recoveries
Production (av over LoM)
kozpa
AISC
$/oz
Development capex
$m
NPV8%
$m

Underground*
53
2.79
4.7
Concentrate BIOX**
8-12
77%***
211
605
470
615

* Nov/18 FS prepared by Nerin based on a mix of open pit and underground mining methods, Chaarat has since restated resources
using selective underground mining assumption;
** Nerin FS used high-tonnage BIOX concentrate processing circuit and did not look at alternative scenarios, including POX
concentrate/whole ore treatment; among risks of refractory processing mentioned in the CPR are lack of local limestone source for
neutralisation and challenging operating environment for BIOX at high altitudes due to low oxygen saturation levels;
*** Testwork is limited and scoping study level with tests run on the Contact zone mineralisation only and none carried on the Main
zone part of the deposit, despite most of the mineralisation contained within the latter.
Source: Chaarat

Financial and operating parameters provided above have been prepared by Chinese Nerin
Engineering in 2015 as part of the Internal Feasibility Study. Estimates are non-JORC or NI
43-101 compliant and more work is expected to be completed including geotechnical,
hydrological and metallurgical studies to feed future detailed engineering and economic
24
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reports. This will help to de-risk the project and contribute to unlocking the value of
refractory ounces that account for 60% of MI and c.50% of MII resources and are currently
overlooked as evidenced by low Chaarat EV/MI and EV/MII multiples of $34/oz and $25/oz,
respectively, when compared to peers.
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Mineral reserves and resources
B/d of 1.1moz in mineral reserves b/n assets (100% based, koz GE)

B/d of 7.4moz in MI resources b/n assets (100% based, koz GE)

Source: SP Angel

Kapan, Armenia
The latest JORC-compliant mineral reserve stands at 4.1mt at 4.4g/t GE for 0.6moz,
according to Polymetal numbers (Jan/18). Upside potential to improve on current reserves
is reflected in the Inferred category that stands at 8.25mt at 6.3g/t GE for 1.7moz and
accounts for nearly 60% of total resources (in terms of ounces). The 2018 drilling budget
amounted to 65,000m (2017: 61,671m in 659 holes) with another 50,000m for 2019 with a
primary purpose to confirm the positioning of interpreted mineralized veins and to convert
Inferred ounces into Measured and Indicated category and ultimately into the mining
schedule.
The team is currently adjusting the block model to account for a weaker reconciliation
between mined (0.3%) and modelled copper grades (0.4%) before releasing an updated
Mineral Resources and Reserves statement.
Kapan
Proven&Probable (PP)
Measured&Indicated (MI)
Inferred (I)
MII

Interest
100%

Ore
mt
4.1
6.4
8.2
14.7

Au
g/t
2.09
2.78
2.89
2.84

Ag
g/t
40
52
63
58

Cu
pp
0.43
0.57
0.67
0.62

Zn
pp
1.66
2.18
2.30
2.25

GE
gt
4.40
5.82
6.30
6.09

Au,
koz
274
575
764
1,339

Ag,
koz
5,194
10,853
16,522
27,375

Cu,
kt
17
37
55
91

Zn,
kt
68
141
189
330

AuGE,
koz(att)
576
1,206
1,664
2,870

SPA long term commodity prices used for GE conversion: $1,350/oz Au, $15/oz Ag, $7,500/t Cu, $3,000/t Zn; Reported as of Jan/18, COG 2.5g/t
Source: Polymetal

Chaarat Gold Project, Kyrgyzstan
Tulkubash oxides
The latest JORC-compliant mineral reserve stands at 16.0mt at 0.9g/t for 0.5moz (as of
Apr/18, IMC) based on old Jan/18 mineral resource of 1.0moz at 0.9g/t in Measured and
Indicated category (MI). This is due to expand significantly as the team continues to prove
up Tulkubash mineralization along the strike with the latest Mineral Resource released in
Jan/19 showing an improvement on grades (+40% to 1.2g/t) and tonnages (c.+20% to 42mt)
yielding nearly a 70% increase to 1.6moz in contained ounces in the MI category. The
Company is currently updating the Feasibility Study that should include new Mineral
Reserves Estimate.
Chaarat Gold Project
(Tulkubash)
Proven&Probable (PP)
Measured&Indicated (MI)
Inferred (I)
MII

Interest
88%

Ore
mt
16.0
42.0
2.3
44.3

Au
g/t
0.91
1.20
0.44
1.16

Ag
g/t
1.13
-

Au,
koz
468
1,624
33
1,657

Ag,
koz
581
-

AuGE,
koz(att)
415
1,421
29
1,450

Reserves are reported as of Apr/18, COG 0.3g/t; Resources are reported as of Dec/18
Source: IMC, Chaarat
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Kyzyltash sulphides
The Kyzyltash mineralization hosted within Main and Contact zones over 3km of a 24km
trend represents a larger and higher grade orebody when compared to Tulkubash, although,
it involves more complicated metallurgy requiring pre-treatment (BIOX/POX) of mined
ores/concentrate before conventional cyanide leaching. The block model was developed by
GeoSystems International consultants in Nov/14. MI resources are estimated at 40mt at
3.6g/t for 4.5moz with the mineralization remaining open down dip and along strike.
No JORC or NI 43-101 compliant mineral reserves4 are currently estimated on the Kyzyltash
part of the Chaarat Gold Project.
Chaarat Gold Project
(Kyzyltash)
Proven&Probable (PP)
Measured&Indicated (MI)
Inferred (I)
MII

Interest
88%

Ore
mt
39.5
6.6
46.1

Au
g/t
3.58
3.91
3.63

Ag
g/t

Au,
koz
4,545
832
5,377

Ag,
koz
-

AuGE,
koz(att)
3,977
728
4,705

Resources are reported as of Nov/14 of Nov/14, COG 2g/t
Source: GSI

4

The most recent economic study completed on Kyzyltash was an internal Feasibility Study prepared by Chinese Nerin Engineering in 2015 (not JORC or NI 43-101 compliant) envisaging a
combination of open pit and underground mining methods for a total reserve of 58mt at 2.8g/t for 4.7moz of which 47mt at 2.8g/t planned to be processes via BIOX plant (77% recoveries).
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Board and senior management
Senior Management
Artem Volynets CEO (member of
the Board)
Appointed:
Mar/18

Mr Volynets brings more than 20 years of deal making experience having led private and public
transactions worth more than $30bn and held senior management roles in the metals and
mining industry. From 2003 to 2013 Artem held executive positions in the Russian
aluminium/energy sectors including CEO of En+ Group, Deputy CEO and Director Corporate
Strategy at UC RUSAL, and SVP Strategy at SUAL International. He has been an Independent
Director on the Board of Norilsk Nickel since Jun/18. He is also a founder of ACG Amur Capital
Group Ltd, an advisory and investment management firm for the CIS region. He holds degrees
from Moscow State University, Georgetown University and INSEAD Business School.
Darin Cooper
COO
Mr Cooper is a metallurgist with more than 30 years’ experience in the industry with the most
Appointed:
recent role being Head of Mining at Fusion Capital, a Swiss investment firm. Before that Darin
Jun/19
held senior roles at Nyrstar, the global multi-metals business, from 2012-2017, latterly as Vice
President, Zinc Smelting. He has also served as COO of Talvivaara Mining Company (Finland)
where he worked with the Finnish government, creditors and investors to secure financing
options during their restructuring. Darin started his career at the Rio Tinto-Zinc Corporation.
Chris Eger
CFO
Mr Eger has extensive financial, M&A and commercial expertise in the mining sector gained
Appointed:
over a 20-year career in investment banking, metals trading and private equity including roles
Jul/18
with Nyrstar (CFO), Trafigura (M&A Director) and Bank of America Merrill Lynch (Director,
Metals and Mining) among others.
Dorian (Dusty)
VP Exploration
Mr Nicol is a geologist by background with over 40 years of experience at every stage of mining
Nicol
Appointed:
process ranging, from exploration to construction and development. Dusty is managing
Nov/17
exploration strategy across Chaarat assets.
Board of Directors (in addition to CEO)
Martin
Executive
Mr Andersson has an extensive experience of operating in the region having co-founded and
Andersson
Chairman
run Brunswick Brokerage, a Moscow based investment bank that later was sold to UBS. Martin
Appointed:
worked in M&A at Booz Allen Hamilton and advised the Russian Government on its
Oct/16
privatization programme in the 1990s. Mr Andersson manages an active portfolio with an
interest in real estate, financial services and IT. His significant operational experience in the
FSU region as well as contacts from an extensive network is expected to be instrumental in the
Group development strategy.
Mr Andersson is the major shareholder (34%) in Chaarat through Labro investments as well as
a provider of a $15m committed revolving term loan facility to the Group. Martin first invested
in Chaarat in 2011 and he intends to be a long term and supportive shareholder.
Robert Benbow Executive
Mr Benbow held COO and CEO positions at Chaarat since joining the Company in 2017
Director
overseeing Group operations and project development. During his 45 year career, Mr Benbow
Appointed:
has taken three green field gold projects through development and into production, including
Jul/18
Alacer Gold Corp.’s Çöpler Gold Mine in Eastern Turkey which has produced over one million
ounces as one of the lowest cost producers in the world. The Çöpler refractory ore processing
circuit has been recently successfully commissioned. The respective experience of developing
projects with compacted metallurgy will be helpful with regards to the Kyzyltash project
development.
Gordon Wylie
Sr Independent Mr Wylie has over 42 years of experience in the mining industry with nearly a decade spent as
Director and
a member of AngloGold Ashanti’s senior management team, responsible for their global
Deputy
exploration programme including operations in higher risk geographical regions. Gordon held a
Chairman
number of non-executive director roles with junior exploration companies and previously acted
Appointed:
as Chairman of Lydian International.
Nov/17
Robert
Independent
Mr Edwards is a mining engineer with a degree from the Camborne School of Mines with
Edwards
NED
nearly 30 years of operating in the natural resources industry, primarily in frontier and
Appointed:
emerging markets. Robert is a former chairman of Global Mining at Renaissance Capital and
Sep/18
has also worked at HSBC and RBC. He is currently acting as Independent NED on the Board of
Norilsk Nickel as well as adviser to several private natural resource companies.
Dr Hussein
Independent
Dr Barma has significant FTSE-50 senior executive experience having worked 15 years at
Barma
NED
Antofagasta as CFO. Hussein currently acts as an Independent NED on the Board of Atalaya
Appointed
Mining, a dual listed copper producer with operations in Spain. Dr Barma is a qualified lawyer
Dec/18
and chartered accountant with a doctorate in corporate law from the University of Oxford.
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Mr Gilman is a mining engineer and co-founded Global Mining Group at CIBC in 1988. During
his 26 years at CIBC he ran the mining investment banking teams in Canada, Australia and Asia,
serving as MD and Head of the Asia Pacific region for 10 years and latterly as Vice Chairman for
CIBC World Markets. He acted as advisor to BHP, Rio Tinto, Anglo American and other major
miners. He is also a Board member at NexGen, Niobec.

Source: Company

Shareholders
The Company had 402.1m shares in issue following a £2.1m equity placing (6.9m at 30p
closed in May/19) with nearly 50% categorized as free float. Martin Andersson, an Executive
Chairman and a long term shareholder in the Company, holds nearly 34% interest in Chaarat
through Labro Investments. CEO, CFO and COO (Robert Benbow) hold modest 0.5%
between them, but top management has been buying shares lately with CEO accumulating
0.4% or $0.6m worth of shares since re-admission accounting for more than annual
remuneration, that in turn signals management confidence in the Chaarat business strategy
outlook.
Major shareholders (Mar/19)

Source: Company

As per the re-admission document, the Board considered granting one-off goodwill shares
to key personnel to the amount of 19.7m (4.9% of outstanding shares) with another 18.0m
shares (4.5%) contingent shares to be granted to top management subject to CEO
completing ‘one M&A transaction’ before 30 Jul/20. Directors and their related parties are
subject to a 12m lock-in period regarding their shareholding in Chaarat post Feb/19 readmission.
81.6m options and warrants (20.3%) are currently outstanding including proposed 59.2m
options to the BoD and top management with a three year vesting period and 42p exercise
price and 22.4m warrants held by Labro that expire in Dec/19 at 15p exercise price. Options
are vested over a three year period (unless subject to operational/financial milestones) with
the delivery of vested shares managed on the basis of 50% of the annual entitlement at the
date of vesting with the remaining part delivered at the end of year three, further aligning
management and shareholders’ incentives. Old 19.1m of options that are all currently in the
money (maturities and exercise prices range between Dec/19-Jul/25 and 15-27p,
respectively) are being replaced by 6.5m new shares (1.6%).
Around 110.1m shares (27%) may potentially be issued with regards to 2021 convertible
bonds and accrued interest (37p/47USc conversion price).
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On a fully diluted basis, the potential number of shares stand at c.640m shares 5 with
currently issued shares representing 63% of that.
In our NAV per share estimates we used 452m as number of outstanding shares including
6.5m in new shares replacing old options, 22.4m shares from Labro warrants, 19.7m of oneoff goodwill shares and 1.6m in shares to be issued should Chaarat drawdown on Labro
working capital facility.

Balance sheet
The Company had an estimated of $89m of debt outstanding as of the date of this report
(including committed $10m in 2021 convertible bonds, see the breakdown below). The
Company had $3m in cash (estimated as of mid-May/19), raised $3m in equity in May/19,
secured $10m convertible bond commitment as well had $15m stand by revolving working
capital facility from Labro Investments (yet undrawn). Additionally, the Company may get
£3.4m in on exercise of warrants held by Labro that expire in mid-December.

5

Debt
2021 Convertibles

$m
39.2

Bank loans (re
Kapan acquisition)
Short term loan

40.0

Total debt

89.2

Available liquidity
Cash
May placing
2021 Convertible
Labro loan
Total

$m
3.0
2.7
10.0
15.0
42.8

10.0

Comments
37p conversion price; 10%pa and 12%pa 18m before repayment; 31Oct/21 maturity; secured by
100% in Kyzrgyzstan's assets (Zaav Holdings Limited); early repayment allowed
4 year term and straight line amortization; 3m LIBOR + 800bp; cash sweep schedule applicable;
covenants applicable; guaranteed by Kapan and Chaarat Gold International Limited
13%pa; borrowed in Nov/18; 6-9m term; guaranteed by wholly owned Kyrgyzstan subsidiary
(Zaav Holdings Limited)
Comments
est. mid-May/19
6.9m shares at 30p
Committed and expected to be made available end of May
10%pa, 19m post Feb/19 term; not drawn yet

Including 1.6m shares issued to Labro should Chaarat draw on the $15m available loan revolving facility.
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Appendix I – Armenia – Country profile
Armenia
Capital
Population
Official language
Political system

Economy

Currency regime

Corruption

Investment
attractiveness
Infrastructure

Mining industry

Tax and royalties

Yerevan (1.1m population)
3.0m, making Armenia the smallest country population-wise among 12 CIS nations6 (although, more than
twice that number of ethnic Armenians live abroad including some 1.2m in Russia and 0.5m in the US).
Armenian
The system is described as a parliamentary republic with the unicameral National Assembly representing the
legislative branch. Parliament nominates Prime Minister (currently Nikol Pashinyan) who forms the
government.
The National Assembly seats 132 MPs with My Step Coalition, the current ruling party block led by Nikol
Pashinyan, having secured 88 seats during the latest snap elections in Dec/18. The National Assembly term is
for five years with next elections expected in 2023.
Armenia is the smallest country by area as well as population among its 12 CIS neighbours.
The nation is ranked #6 on GDP per capita (again among CIS countries) coming in front of Ukraine (#7).
GDP growth rates deaccelerated over the last decade and averaged 4.3% CAGR over 2011-18, in line with the
dynamics for the CIS region but down (2.1% CAGR) but underperforming the equivalent measure for other
emerging economies (5.0%).
Following a change in parliament and the government, new administration has committed to reduce
corruption and demonopolize the economy that should attract investment and help to accelerate economic
growth rates. EBRD expects the economy to grow 5.0% in 2019 (2018: 5.5%) while highlighting a number of
downside risks including strong exposure to fluctuations in commodity prices (for copper exports, in particular)
as well as impact on major economic partners (remittances from Armenians abroad make up a significant
share of the nation’s income accounting for >10% of GDP on World Bank (2016) data).
The government has been consistently running budget deficits that reached c.5% of GDP in the 2015-2017
period and led public debt to hit 50% of GDP. The government implemented a new fiscal rule in Jan/18 that
adjusts public spending according to the level of debt-to-GDP ratio.The landlocked country has only two open
trade borders (Iran and Georgia) while Azeri and Turkish borders remain closed since 1991 and 1993. Russia
is a major trading partner accounting for 25-30% of exports/imports.
Inflation is well contained at 2.5%, below the central bank 4% target offering monetary authorities scope to
follow pro-growth monetary policy. Central bank repo rates are at their lowest levels since early 2010 (5.75%).
Armenian Dram (AMD) is the national currency that follows the freely floating exchange rate regime. No
capital controls are in place. The rate has been oscillating between 480-490 levels against the US$ over the
last 12 months.
Armenia is ranked #105 of 161 countries according to the Transparency International Corruption Perception
Index, and #3 among its CIS neighbours (Georgia is #1 and #41 globally). The ranking is likely to improve
following 2018 events.
The Fraser Institute does not break out Armenia in the Investment Attractiveness Index, but does so for
Kazakhstan and Russia which we used as proxies for the CIS region. Fraser ranked Kazakhstan and Russia at
#24 and #33 of 91 countries in the survey, respectively.
The country has good supply of power with nearly everybody having access to the grid, although, generating
capacities require significant amounts of maintenance capital.
On the IMF road per capita metric, Armenia ranks below the CIS region in general as well as Emerging and
Developing Europe. Road network also in need of considerable maintenance and upgrading.
Mining is a major industrial sector of the economy accounting for c.$550m in exports, making it the top
industry in terms of overseas shipments (c.25%) and top FX earner. Main commodities produced are copper,
molybdenum, gold, silver and zinc with industrial minerals including cement, diatomite, gypsum, limestone
and perlite. Mining industry accounted for 10% of people employed in the industrial sector (2014).
20% corporate tax. The royalty is charged on gross revenue has got two parts to it including flat 4% and a
profitability linked add-on.

6

The sample includes Ukraine, Georgia and Turkmenistan that are not members of the CIS but forms part of the dataset for reasons of geography and similarity in economic structure, in line
with IMF categorisation.
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Armenia held a referendum in 2015 designed to move the nation from a semi-presidential political system to
a parliamentary republic. Many viewed the referendum as a way for incumbent President Serzh Sargsyan to
stay in power following the end of his second and last five year term in the office. Demonstrations and protests
kicked off in March 2018 and gained pace through April same year after then PM Karen Karapetyan resigned
and the Republican Party of Armenia (RPA) that held 58 seats of 105 in parliament proposed and later
approved Serzh Sargsyan as new PM, despite his pledge not to run for the office. In the wake of growing
national discontent Sargsyan filed his resignation in the end of April while the leader of protests, MP and
former journalist, Nikol Pashinyan, was elected by the majority of the National Assembly as new PM the
following month. Snap elections in December 2018 saw the ruling party (RPA) losing all the support, not
clearing the 5% barrier and having been replaced by My Step Alliance, a coalition of Civil Contract (53), Mission
Party (4) and Independents (31) led by Nikol Pashinyan, that received 2/3s of seats securing the major political
mandate.
The Economist named Armenia as ‘Country of the Year’ in 2018 praising a peaceful replacement of a corrupt
and incompetent authoritarian government and holding what are widely considered first fair democratic
elections in years following a series of nationwide protests that, fortunately, avoided any casualties.
PM Pashinyan made the first international visit to Sochi, Russia, where he met President Putin trying to
convince Russian leader that Armenia remained a close ally of its neighbour despite latest political
developments. Securing partnership relations with Kremlin is important both economically (including access
to cheap gas supply as well as remittances from Armenian migrants in Russia) and militarily given the fact that
Russia operates a military base in the country helping to secure borders with Turkey and Iran as well as
maintaining a balance against Azerbaijan which has been technically in the state of war with Armenia since
1988 over disputed territories of Nagorno-Karabakh.
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Appendix II – Kyrgyzstan – Country profile
Kyrgyz Republic
Capital
Population

Official language
Political system

Economy

Currency regime

Corruption

Bishkek (0.9m population)
6.3m with the majority living in rural areas (eg population of Osh, the second largest city after Bishkek and
regional centre in the south, is only 0.2m); Kyrgyzstan is one of the least densely populated countries with
just 27 people per km2 placing it #176 in the world.
Kyrgyz and Russian
The system is described as a parliamentary republic with the unicameral Supreme Council seating 120 MPs
and appointing Prime Minister, head of the government. Currently Mukhammedkaliy Abylgaziyev acts as PM
after having been nominated by the Social Democratic Party in April 2018.
The parliament is currently controlled by a coalition led by the Social Democratic Party (led by former
President Atambayev) holding 38 seats (32% of 120). The opposition includes the second most popular party
Respublika-Ata-Zhurt (28 seats/ 23% of 120) led by Omurbek Babanov, a former PM in the Atambayev
government and one of the richest people in Kyrgyzstan. The parliament is elected for a five year term with
next elections expected in H2/20.
The president is elected for a single six year term and acts as a head of state. Sooronbay Zheenbekov, a
ruling coalition nominee and a former PM, took office in November 2017 after winning 55% of votes in
presidential elections same year.
The governance system is categorised as ‘hybrid regime’7 (the Economist) with the nation ranking #98 in
Democracy Index (of 167 countries with Norway being #1) measuring the country’s democratic values (i.e.
free/fair elections, civil liberties, political pluralism).
Kyrgyzstan is a low income country ranking one before the last among CIS neighbours on PPP-based GDP per
capita (c.$3,400 v c.$12,400 for CIS average). Around 80% of the population lives below $5 a day highlighting
urgent need for pro-market government reforms. The Kyrgyz Republic is among top 20 countries with the
largest share of young population boding well for economic growth prospects while also involving less social
security liabilities.
More than half of the population is employed in the agricultural sector. Mining and power generation are
the two largest industrial sector contributors.
GDP increased 3.5% in 2018 and averaged 4.7% since the start of the decade which is above the average for
the CIS region (2.1%) but below the average rate for other emerging economies (5.0%). The IMF expects the
economy to grow 3.8% in 2019.
The economy is poorly diversified and is highly leveraged to overseas markets as remittances (mostly from
Russia) account for 30% of GDP while gold exports (almost entirely from the Kumtor gold mine) make up
38% of exports. For instance, GDP dropped in 2012 on the back of a c.50% decline in Kumtor production
same year.
The budget deficit averaged a high 4.2% since the start of the decade, which is above the IMF Extended
Credit Facility condition of 2.5%, and suggests some fiscal consolidation is required. Total debt now stands at
56%, the second highest among 12 CIS nations (Ukraine is #1 with 64%).
Inflation is low (1.5% in 2018) with central bank following an accommodative monetary policy (benchmark
rate is at 4.5%).
The country’s main trading partners are Eurasian Economic Union members (Russia, in particular – c.25% of
imports and c.15% exports) and China (c.35% of imports).
Kyrgyz Som (KGS) is the national currency claimed to follow the free floating rate regime, although, the
central bank looks to be committed to keep the rate below the 70 KGS/USD mark. No capital controls are in
place. The rate oscillated in the 68-70 range over the last twelve months. The last major depreciation came
in 2014-15 when the som went from 50 to 75 after new parliament was elected in October 2015 as well as
currencies in neighbouring Russia and kazakhstan went through a period of rapid depreciation.
Kyrgyzstan is ranked #132 of 161 countries according to the Transparency International Corruption
Perception Index, and #7 among its CIS neighbours (Georgia is #1 and #41 globally).

7

Hybrid regimes are nations where consequential irregularities exist in elections, regularly preventing them from being fair and free. These nations commonly have governments that apply
pressure on political opponents, non-independent judiciaries, widespread corruption, harassment and pressure placed on the media, anemic rule of law, and more pronounced faults than
flawed democracies in the realms of underdeveloped political culture, low levels of participation in politics, and issues in the functioning of governance. Hybrid is ranked lower than ‘full
democracies’ and ‘flawed democracies’ but above ‘authoritarian regime’ (Source: Wikipedia)
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The Fraser Institute does not break out Kyrgyzstan in the Investment Attractiveness Index, but does so for
Kazakhstan and Russia which we used as proxies for the CIS region. Fraser ranked Kazakhstan and Russia at
#24 and #33 of 91 countries in the survey, respectively.
The 2017 IMF survey showed that infrastructure was only the #9 most pressing issue (out of a list of 16) for
doing business in Kyrgyzstan with corruption, policy and government instability as top three.
The 2018 Global Competitiveness Report (IMF) placed Kyrgyzstan at #107 (of 140 countries) and at the
bottom of the list among CIS peers8 largely reflecting low road connectivity index and poor quality of roads.
This, however, is likely to change as China is seen investing heavily as part of the One Belt One Road (OBOR)
programme with four road infrastructure projects (c.$1.3bn) funded by China, the largest creditor to the
economy.
Hydropower accounts for the majority of electricity generated in the Republic (c.90%) thanks to its
mountainous terrain and abundant water resources. Although, underinvestment led to generating capacities
that were mostly built in Soviet era to stagnate and fail to keep pace with growing energy demands that saw
the nation turning into net importer of power in recent years. The nation ranks the last in terms of the
quality of power transmission infrastructure in the CIS region. Nevertheless, the Kumtor gold mine draws
power from the grid with the supply proved to have been stable in the past.
The mining industry represents strategic importance to Kyrgyzstan. Among major mining projects in the
country are:
The Kumtor mine, wholly owned by TSX-listed Centerra Gold (Kyrgyz Government holds 26.5% in Centerra
through Kyrgyzaltyn as well as receiving 14% royalty), is the major mining operation in Kyrgyzstan running at
0.5-0.6mozpa in gold production and accounting for c.10% of GDP. The mine is currently expected to deplete
by 2026 (although, c.3.4moz at 7.3g/t in the Inferred resource may potentially be developed from the
underground) highlighting urge for the government to promote the sector and attract investments in the
industry.
Kaz Minerals operates Bozymchak mine in the western Jalal-Abad region running at c.7.5ktpa in copper
cathode and 40kozpa gold production (c.5% of KAZ 2018 turnover). The operation has been running
continuously since 2015 apart from a one-day suspension in November 2017.
The Jerooy gold project, owned by private company Russian Platinum, located in the north western Talas
region is currently in development with the 1.3mtpa CIL plant targeted commissioning in late 2019. the
deposit is estimated to host some 2.7moz at 3.6g/t. Production expected to run at 4-5t gold (130-160kozpa).
Highland Gold holds a 100% interest in the advanced exploration Ukurtash gold project hosting estimated
2.9moz (1.8g/t) in Measured and Indicated categories (IMC, 2013).
Among Chinese gold operators present in the country are China Gold and Zijin Gold.
Despite strategic status of the sector, occasional disputes with authorities and local communities have been
delaying the rerating of the region for foreign investors. Among latest developments is the parliament led
ban on all uranium exploration and mining (excluding re-processing of Soviet era uranium tailings) in May
2019 following a series of protests and a petition signed by 30,000 people opposing start of mining and
processing operations at the Naryn and Issyk-Kul regions.
10% corporate tax. Royalties are gold price linked starting from 8% for the gold price range of $0-1,300/oz.
The nation has gone through a volatile period in recent years having seen two violent protests in 2005 and
2010 that toppled Askar Akayev and Kurmanbek Bakiyev, respectively, while the constitution has been
changed 10 times since the adoption of the first post-Soviet version in 1993. In 2010, an interim government
was established following a series of violent protests that saw 85 killed while clashes with Uzbeks in the
southern parts of the country, home to most of 0.9m of Uzbeks in Kyrgyzstan (the largest ethnic minority
group in the country) saw 400,000 people of Uzbek origin being displaced and over 400 killed. The situation
has stabilised since then while the referendum held in 2010 limited executive branch powers in favour of the
parliament. In October 2017, Uzbekistan and Kyrgyzstan ratified an agreement to demarcate 85% of the
shared border reflecting improving bilateral ties. Uzbekistan has also expressed support for the large-scale
hydroelectric dam on the Naryn river dissuading previous concerns that the project may limit water flow to
the Uzbekistan’s agricultural sector.

The sample excludes Belarus, Turkmenistan and Uzbekistan since countries did not feature in the report.

34

SP Angel

Chaarat Gold* – Building major FSU based gold producer

May 2019

Disclaimer – Non-independent Investment Research
This note is a marketing communication and comprises non-independent research. This means it has not been prepared in accordance with the legal requirements
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination.
This note is intended only for distribution to Professional Clients and Eligible Counterparties as defined under the rules of the Financial Conduct Authority and is not
directed at Retail Clients.
This note is confidential and is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any
other person or published in whole or in part, for any purpose.
This note has been issued by SP Angel Corporate Finance LLP (‘SPA’) to promote its investment services. Neither the information nor the opinions expressed herein
constitutes, or is to be construed as, an offer or invitation or other solicitation or recommendation to buy or sell investments. The information contained herein is
based on sources which we believe to be reliable, but we do not represent that it is wholly accurate or complete. All opinions and estimates included in this report
are subject to change without notice. It is not investment advice and does not take into account the investment objectives and policies, financial position or portfolio
composition of any recipient. SPA is not responsible for any errors or omissions or for the results obtained from the use of such information. Where the subject of the
research is a client company of SPA, we may have shown a draft of the research (or parts of it) to the company prior to publication to check factual accuracy,
soundness of assumptions etc.
Distribution of this note does not imply distribution of future notes covering the same issuers, companies or subject matter.
Where the investment is traded on AIM it should be noted that liquidity may be lower and price movements more volatile.
SPA, its partners, officers and/or employees may own or have positions in any investment(s) mentioned herein or related thereto and may, from time to time add to,
or dispose of, any such investment(s).
SPA is registered in England and Wales with company number OC317049. The registered office address is Prince Frederick House, 35-39 Maddox Street, London W1S
2PP. SPA is authorised and regulated by the UK Financial Conduct Authority and is a Member of the London Stock Exchange plc.
MiFID II - Based on our analysis we have concluded that this note may be received free of charge by any person subject to the new MiFID II rules on research
unbundling pursuant to the exemptions within Article 12(3) of the MiFID II Delegated Directive and FCA COBS Rule 2.3A.19.
A full analysis is available on our website here http://www.spangel.co.uk/legal-and-regulatory-notices.html. If you have any queries, feel free to contact our
Compliance Officer, Tim Jenkins (tim.jenkins@spangel.co.uk).
SPA research ratings – Based on a time horizon of 12 months: Buy = Expected return of more than 15%, Hold = Expected return between -15% and +15%, Sell =
Expected return of less than 15%
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