Kieron Hodgsoon
+4
44 (0)20 7886 27 73
kieron.hodgson@panmure.coom

INITIATTION OF COVVERAGE

Ariana Resourcess

6 Septe
ember 20166

d

Equity Research

Time ffor the (re
ed) rabbitt to run

Target Price: 2.71p

Ariana R
Resources is se
et to complete the final staage of what has
h been a lon
ng hard
journey from an exploration comp
pany, receivinng essential permits,
p
licencces and
successfuully concludin
ng funding negotiations to the conclusio
on of the final stage,
the consstruction of a gold mine. Ariana
A
is duee to announce
e the first golld pour
before thhe end of the year, placing it alongside otther small, low
w‐cost and pro
ofitable
gold prodducers. We initiate with a Buy
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Ariana Resources  Company Overview

C OMPANY O VERVIEW
Ariana Resources is a gold exploration and development company that is on the cusp of
joining the ranks of gold producers. The company seeks to identify and develop mineral
resources, primarily focussing on gold, then seeking joint venture partners to advance
them cost‐effectively towards production.
Ariana’s primary focus lies within the
Western
Anatolian
Volcanic
and
Extensional (WAVE) Province in western
Turkey.

Ariana’s primary focus lies within the Western Anatolian Volcanic and Extensional (WAVE)
Province in western Turkey. This province hosts the largest operating gold mines in
Turkey and remains highly prospective for new porphyry and epithermal deposit
discoveries. In this region, Ariana has advanced the Red Rabbit Gold Project from
exploration to first gold pour (expected in Q4 FY2016) as well as identifying multiple
additional resources. Management believe the region surrounding the projects, named
the WAVE Project Area contains an aggregate resource of in excess of 1 million ounces of
gold recoverable.

Ariana also has a joint venture in place
with Eldorado Gold Corp (TSX: ELD) to
further advance the exploration portfolio
in North Eastern Turkey.

In addition, Ariana also has a joint venture in place with Eldorado Gold Corp (TSX: ELD) to
further advance the exploration portfolio in North Eastern Turkey that has already been
credited with over 1Moz of indicated and inferred gold equivalent ounces. Ariana also
holds external investments providing exposure to the growing technology‐metal
commodity industry.

Location of Ariana’s primary operations

Source Ariana Resources
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I NVESTMENT C ASE
Ariana Resources is a gold exploration and development company that is on the cusp of
joining the ranks of gold producers. The company seeks to identify and develop mineral
resources, primarily focussing on gold, then seeking joint venture partners to advance
them cost‐effectively towards production.
Ariana is now in the final stage of its
transformation from an exploration
company to a gold production company
with first gold pour anticipated to be in
Q4 FY2016.

 The final stage of evolution – Ariana is now in the final stage of its transformation from
an exploration company to a gold production company with first gold pour anticipated to
be in Q4 FY2016. The final stage of construction at the processing plant is currently
underway with office and accommodation buildings already in use and initial ore
stockpiling now taking place.

 Initial plant design offers considerable expansion potential ‐ The initial objective for

Initial plant design offers considerable
expansion potential.

Kiziltepe was a throughput rate of 150ktpa, producing ~20koz Au and ~100koz Ag per
annum for 8 years at cash costs of $600/oz. We have anticipated a further investment of
$1m through to FY2019 to increase processing capacity to 200ktpa and the potential for a
significantly larger resource base following the new drill programme and updated mineral
resource. This will result in Kiziltepe achieving a throughput rate of at least 200kpta
producing ~22koz Au and 150koz Ag p.a. by FY2020, at an all‐in cost, including credits of
~$750/oz for >10 years.

 Internationally recognised Joint Venture partner reduces construction risk – The Red
Rabbit Gold Project is being developed with joint venture partner, Proccea Construction,
within the JV Company Zenit Madencilik San ve Tic A.S. (Zenit). Proccea is a major
engineering, procurement, construction and management (EPCM) company operating in
Turkey, Saudi Arabia, Afghanistan, Iraq and Libya and has been involved in various Turkish
precious metal operations including the Kişladağ gold mine and the Gumuskoy silver
mine. Proccea will earn a 50% interest in Zenit via an $8 million cash investment. The
investment has been used to fund the DFS and EIA as well as providing $4.5m towards
construction costs.
Project financing of $33 million has been
secured against the assets of the JV
Company Zenit Madencilik from Turkish
Investment Bank, Turkiye Finans Katlim
Bankasi A.S.

 Project financing secured and funded for the near term ‐ Project financing for the Red

Strategic Investment Status will provide
significant savings.

 Kiziltepe granted Strategic Investment Status ‐ On 8 June 2015, the Turkish government

Rabbit Gold Project has been secured against the assets of the JV Company Zenit
Madencilik from Turkish Investment Bank, Turkiye Finans Katlim Bankasi A.S. The 5 year,
$33 million credit facility (based upon a total principle of $24 million available to Zenit)
carries a 7.5% interest charge and will see interest charges roll up during the first two
years prior to repayments commencing in the final 36 months of the loan. The loan is
expected to be fully drawn at the point of plant commissioning. Within our valuation, we
have assumed the project commences loan repayments in Q3 FY2018 and continues to
repay at a rate of approximately $2.0m every quarter until Q3 FY2021.
granted Strategic Investment status to the Kiziltepe project from which Ariana estimates
a significant savings. At this time we continue to model the standard 20% corporate tax
rate, but the classification provides for a 90% reduction in corporate tax to a limit of 50%
of the capital investment, effectively meaning the company will pay a corporation tax
rate of 2% in the initial years of operation. However, the Turkish Parliament is due to vote
on a new investment incentive package that could see Turkish corporation tax reduced by
100% by up to 10 years. Once confirmed we anticipate a significant uplift in our valuation
for Kiziltepe. In addition, the joint venture partners will be exempt from VAT and customs
duties on machinery and equipment purchases. Further incentives include social
insurance contributions for all mine employees paid by the Turkish Government for the
first seven years and interest repayment support on any Turkish Lira or foreign currency
loan, although the mechanics of this last benefit may not be feasible. The Joint Venture
has been granted a primary mining licence and permits secured for a further 20 years.
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Turkey is currently home to eight
operational gold mines. The region is
host to 11 major deposits with an
estimated resource of 23 million ounces,
around 718 tonnes.

 Turkey is already a significant gold producer – As Europe’s largest gold producing nation,
Turkey is currently home to eight operational gold mines. The region is host to 11 major
deposits with an estimated resource of 23 million ounces, around 718 tonnes. Whilst
significant, some geological models suggest the potential for up to 6,500 tonnes. The
reason for such optimism is that Turkey lies within the globally significant Tethyan
Eurasian Metallogenic Belt (TEMB), formed with the closure of the Tethys Ocean during
the Cretaceous period (145‐66Ma) and has evolved during subsequent events. The
convergence of the Eurasia and Arabian tectonic plates resulted in the formation of three
tectonic provinces: the Anatolides, the Pontides and the Taurides.
Ariana operations, located primarily in the West of Turkey are dominated by the Western
Anatolian Volcanic and Extensional (WAVE) province. The province hosts Turkey’s largest
operational gold mines whilst remaining highly prospective for new discoveries.

Ariana has non‐exclusive access to
Newmont Mining Corp’s extensive
exploration database.

 Exploration upside within the Sindirgi Gold Corridor ‐ In addition to the company’s own

To benefit from other commodity classes,
Ariana has a 100% owned subsidiary,
Asgard Metals and stakes in various small
cap exploration companies.

 External Investments ‐ Whilst focused on developing their primary objectives in Turkey,

exploration activities from which it uses its own in‐house database, the company has
non‐exclusive access to Newmont Mining Corp’s extensive exploration database. Whilst
the database is an important tool in the expansion exploration activities within
prospective and underexplored regions of Turkey, the primary focus will be to source
additional gold deposits in the region of the Red Rabbit project, potentially within
trucking distance of the Kiziltepe plant.
management are mindful of the opportunities available in other commodity classes, most
notably in the technology‐metals space. This segment incorporates multiple commodities
but the most exciting at this time is undoubtedly lithium. To benefit from these potential
opportunities, the company has a 100% owned subsidiary, Asgard Metals and stakes in
various small cap exploration companies.

 Further investment opportunities – As is the case in mining, the continued search for the

Significant opportunities remain within
Ariana’s own licences and Joint Ventures.

next big opportunity is a feature of smaller companies, and one that investors continue to
support. Ariana, we believe, can use the profitable Kiziltepe operation as a valuable
source of capital to further explore the significant opportunities already contained within
its portfolio of licences, such as at Tavşan. We have assumed at least $0.5m in exploration
pa as well as $1 million in expansion capital at the Kiziltepe processing plant but should
an opportunity arise that can further enhance shareholder returns we would anticipate
further opportunities for shareholders to acquire investment positions.

 Conservative valuation with considerable upside – We have taken a highly conservative

We have attributed a highly conservative
valuation approach to every aspect of the
Ariana portfolio.

approach to our outlook for Ariana Resources. The company has already targeted a
production rate of 50koz/pa by FY2020. Despite the huge potential, we only anticipate
the company maintaining a base case target of 22koz/pa by FY2020. We assume no
improvement in grade despite the potential for significant exploration success. We also
attribute a highly conservative valuation of $5 million for all of the remaining exploration
assets, including the Eldorado JV which contains the highly prospective Salinbaş project
with a project NPV8 of $108 million, producing 50koz/pa for 10 years at an average gold
price of $1,250/oz. We conclude that Ariana’s portfolio of assets, using an 8% discount
rate, offers significant upside potential in the long term.

CATALYSTS
 First production expected before the end of 2016.
 Incremental production increases as previously identified resources are accessed.
 Eldorado Joint Venture advancement to offer significant opportunity.
6 September 2016
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I NVESTOR C ONCERNS
The risks to our forecasts are listed below; we have identified the key areas to which
shareholders should be aware of.
Production risk

 Production risk – The risk of the company missing guidance given to the market is a
concern for all investors; we have attempted to provide our own conservative estimated
production profile based upon the guidance disseminated by the company. There are
considerable risks in ramping up production at new facilities and we do not assume 100%
success at all projects, thus allowing some leeway with future production numbers
especially as production at Red Rabbit could also be subject to the occasional disruption
posed from heavy snowfall. Despite these risks, the Red Rabbit Gold Project has been
delivered to date and budget so far.

Guidance changes

 Guidance changes ‐ We remain mindful that longer term assumptions can, and probably
will, change as the company continues to evaluate their projects to provide the market
with a confirmed decision and planning proposal for production increases.

Changes to foreign exchange rates

 Changes in foreign exchange rates – The impact of currency movements can have a
significant impact on the valuations attributable to potential and existing production. The
Company’s exposure to the Turkish Lira for operational costs will be affected by the
strength in the US Dollar as gold sales are typically denominated in US Dollars. We also
anticipate influence from any strength or weakness in Sterling when considering the
translational and valuation multiples applied to the company’s reporting currency.

Further licence permissions

 Further forestry permissions – Securing new forestry permits could delay future
expansion plans if not received in a timely fashion. However, following the granting of the
major forestry permit in June 2015, the scale, efficiency and collaborative relationship
with the regional authorities in the mass clearing operation exceeded many expectations
resulting in significant goodwill on both sides that undoubtedly will benefit the company
in the long run.

Turkey

 Turkey – As a region, Turkey is a relatively unknown quantity despite the considerable
mineral wealth contained in the region. Despite being Europe’s largest gold producer and
the region currently enticing significant exploration efforts, recent geopolitical events
have brought the region less favourable headlines. Acknowledging the long standing
disputes in the South East of the country as well as the countries that share a border with
Turkey, Ariana’s main operating assets are located in the more stable Western region of
the country whilst Kiziltepe has been granted Strategic Investment Status by the Turkish
Government.
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P ROJECT O VERVIEW
RED RABBIT PROJECT
Ariana’s are dominated by the Western
Anatolian Volcanic and Extensional
(WAVE) province.

Ariana’s primary operations are in the West of Turkey within the Western Anatolian
Volcanic and Extensional (WAVE) province. This province is host to Turkey’s largest
operational gold mines such as Kişladağ (Eldorado Gold) and Çöpler (Alacer Gold) in the
immediate vicinity. Ariana’s flagship project, the Red Rabbit Project, comprise of the
Kiziltepe and Tavşan operations, which are held in a joint venture with Proccea
Construction, an internationally recognised engineering, procurement, construction and
management (EPCM) company. In addition, Ariana holds several 100% owned exploration
licences within and in the vicinity of this project area, notably the Kizilçukur project.
Kizilçukur is currently a high priority target as the resource can easily be transported to
the Kiziltepe mine providing valuable satellite pit production.

Red Rabbit project
Definitive Feasibility Study Summary*
Mine Life :

Mine Site Layout: Primary Infrastructure
8 years (up to 15 year)

Cash Costs :

US$600/oz

Processing :

CIC/CIL

Production Rate:
JORC Reserve :
In‐pit grade :

20,000 oz Au/annum
1.19Mt for 140,000 oz Au (Proven &
Probable)
3.1 g/t Au; 39.8 g/t Ag

Net Present Value (8%):

$34m

Internal Rate of Return :

38%

Payback :

2.4 years on US$31.1m

Note *base case at US$1,304/oz as at June 2013

Ariana recently commenced a new
drilling programme focussed on Arzu
Central, a target that has the potential to
add an additional 92koz of gold and
1.1Moz of silver.

Source Ariana Resources

The Kiziltepe project area contains the primary mining infrastructure for the Red Rabbit
Gold Project, including the planned open pits at five mineralised zones including Arzu
South, Arzu North, Banu, Derya and Kepez. Arzu South is currently the largest known of
the mineralised zones and trial mining was undertaken in this area during 2009. In 2012
the company announced “bonanza gold and silver grades” following a drilling programme
between the Arzu South and Arzu North veins at the Kiziltepe sector. Ariana recently
commenced a new drilling programme in part to test Arzu Central, a target that has the
potential to add an additional 92koz of gold and 1.1Moz of silver to the resource base.
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Arzu Central Exploration Target

Source Company presentation

Arzu Central will significantly increase in
the current mine life beyond the original
Definitive Feasibility Study from 8 years
to >10 years at Kiziltepe.

If successful, Arzu Central could significantly increase the current mine life beyond the
original Definitive Feasibility Study from 8 years to >10 years at Kiziltepe with the
resource potentially being open ended at depth.
Additionally, we note that only 6% (2km) of the total vein system across the entirety of
the Kiziltepe sector (34km) defined to date has been drill‐tested within the current
resource base. We believe that there is significant opportunity to grow the resource base,
considerably improving the long term economics of the Red Rabbit Gold Project.

Kiziltepe mineral resource estimate (June 2013)
Kiziltepe Area

Tonnes (t)

Grade Au (g/t)

Grade Ag (g/t)

Au (oz)

Ag (oz)

Au Equiv. (oz)

1,051,491

3.2

43.7

108,009

1,476,700

132,621

Vein Zones
Measured
Indicated

512,422

2.2

40.6

35,650

668,490

46,792

1,563,913

3.3

47.0

143,659

2,145,190

179,413

872,402

2.8

42.7

51,545

1,008,906

68,360

Indicated

352,819

1.6

25.8

18,430

293,007

21,770

Inferred

76,059

1.4

33.7

3,544

82,341

4,483

Measured & Indicated
Inferred
Alteration Halo

Subsidiary Veins
Inferred
Global

115,941

1.5

51.3

5,505

191,446

7,687

2,552,256

2.5

40.8

200,709

3,345,542

255,460

Tavşan Area

JORC Category

Tonnes (t)

Grade Au (g/t)

Grade Ag (g/t)

Au (oz)

Ag (oz)

Au Equiv. (oz)

Main

Indicated

1,700,000

1.6

4.2

87,460

229,582

92,051

Main & Sivri

Inferred

1,300,000

1.0

3.6

41,801

150,482

44,810

Satellite

Inferred

Global
Global Total

1,900,000

1.2

3.7

73,312

226,045

77,833

4,900,000

1.26

3.85

202,573

606,109

214,694

3,951,651

470,154

403,282

Source Company Annual Report 2016
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Local geology
The gold mineralisation identified in the
Sindirgi region is classified as a low‐
sulphidation epithermal type including
quartz veins, vein breccias and
stockworks.

The Kiziltepe area is dominated by Miocene volcanic rocks, which host mineralised quartz
veins. The gold mineralisation identified in the Sindirgi region is classified as a low‐
sulphidation epithermal type including quartz veins, vein breccias and stockworks. Silver
mineralisation is present with the gold in both the mineralised quartz veins and the
stockwork mineralised envelope around the veins. The Ag:Au ratio can reach 5:1 but
more commonly the resource has averaged between 15:1 and 30:1.

Kiziltepe Resource Definition

Source Company presentation

6 September 2016
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COUNTDOWN TO PRODUCTION
Within the Red Rabbit Gold Project, the Kiziltepe area contains the primary mining
infrastructure as well as the primary open‐pit mine at Arzu South. Construction of the
mine infrastructure commenced in September 2015.
Initial design capacity at Kiziltepe is
150ktpa, producing 20k gold equivalent
ounces per annum for oz/pa, for a total
of 8 years.

The final stage of construction at the processing plant is currently underway with office
and accommodation buildings already in use during our site visit in July 2016 with
commissioning expected in Q4 FY206. Electricity for the project is being provided from
the local grid, ensuring lower power costs whilst water requirements are anticipated to
be fully satisfied through the boreholes established at the operation.
The initial design capacity at Kiziltepe is 150ktpa, producing ~20k Au and ~100k Ag pa at
cash costs of $600/oz for 8 years. However, this was based upon the 2013 resource base
and excludes the now widely anticipated additional processing capacity which could be
achieved by an additional ball mill and significantly increased resource base.

CIC/CIL plant with CIL Tanks in place

Overview of process plant with ore stockpiles in place

Source Panmure, Company

The tailings storage facility (TSF) has been
designed to handle higher production
rates for more than 15 years.

Source Panmure, Company

Importantly, management specifically designed the tailings storage facility (TSF) to be
able to handle higher production rates for more than 15 years, thus providing
considerable latent capacity to facilitate an increase throughput rates.
Mining will commence within the Arzu South pit followed by Arzu North, Derya and Banu.
In light of the nature of the narrow vein mineralisation, stripping ratios will be higher in
the upper benches and reducing as mining progresses bringing dilution risk into the
operation. In order to mitigate this risk as much as possible, smaller mining equipment
will be utilised along with a strict grade control process.

6 September 2016
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Drilling and blasting in Arzu South

Drilling Arzu Central within current drill programme

Source Panmure, Company

Source Panmure, Company

Red Rabbit project

Source Ariana Resources
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TAVŞAN
LOCATION
Tavşan
STAGE OF DEVELOPMENT
Scoping
CURRENT RESOURCE
87,000 oz Au Ind, 117,000 oz Au Inf
MANAGEMENT TARGET
300,000 oz Au Inferred
AVERAGE GRADE
1.3 g/t Au, 3.9 g/t Ag

In addition to the production zones at Kiziltepe, Ariana plan to bring the Tavşan Project
area into production. Ariana acquired the Tavşan project for $500,000 and 3m shares in
the Company at 5p per share from Odyssey Resources with a retained royalty of up to 2%
on future gold production payable to Teck Resources, in 2006.
Odyssey’s 100% owned subsidiary company in Turkey acquired the Tavşan property from
Cominco who themselves acquired the property in 1996. Odyssey explored the project
and following an extensive drilling programme completed an initial resource estimate and
Preliminary Economic Assessment prior to the acquisition by Ariana, however given the
time since this assessment was undertaken, we anticipate Ariana to commence a scoping
study at Tavşan as soon as possible.
Tavşan currently consists of five mineralised zones; Main, West, East, North and Far
North. Management believe the project can produce up to 30koz/pa to the Red Rabbit
Joint Venture via the development of a stand‐alone heap‐leach operation.
The Tavşan prospect contains 4km of outcropping gold mineralised jasperoid. The
outcropping jasperoid occurs in an area covering 4km by 4km. Individual segments of
jasperoid are exposed at surface for 500m and are up to 20m thick. Due to the gently
dipping nature of the jasperoid much of the mineralisation is open‐pittable at a very low
strip‐ratio.
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PARTNERS
P
A
AND PROJECT INVESTME
ENTS
Procccea is a major engineering,
procu
urement,
cconstruction
and
manaagement (EPCM
M) company.

In
I order to reeduce the riskks associated with the connstruction and the inclusion
n of a
Turkish
T
Joint vventure partner, Ariana ope
erates with Prroccea Constru
uction. Procceea is a
major
m
interna tional enginee
ering, procure
ement, construuction and management
m
(EEPCM)
company
c
withh a long history of providing
g building, infrrastructure and
d industrial seervices
to
t public and private clientss. Proccea operates in Turkeey, Saudi Arabiia, Afghanistan
n, Iraq
and
a Libya andd whilst offeriing a global footprint has bbeen involved
d in various Turkish
precious
p
metaal operations including the Kişladağ
K
gold m
mine (Eldorado
o Gold Corporration)
and
a the Gumuuskoy silver mine, owned by Eti Gümüş andd is one of the
e largest silver mines
in
i the world.

Organisation
O
Review

Source Compa
any Annual Report 2015

Procccea are set to earn‐in to theeir 50%
owne
ership upon reeaching $8 million of
expen
nditure.

At
A the Red Ra bbit Gold Projject, Proccea are
a set to earnn‐in to their 50
0% ownership
p upon
reaching
r
$8 m
million of exp
penditure, exp
pected to occcur at the com
mmissioning of
o the
project.
p
Procccea currently have a 42% stake
s
from pro
roviding $3.5 million to fun
nd the
Definitive
D
Feaasibility Studyy and Environ
nmental impaact Studies. Proccea havee also
separately
s
funnded the remaiining freehold land acquisitioons for the pro
oject.
Proccea
P
comm
mitment schedu
ule:
P
1: DFS & EIA ‐ initial co
ommitment off US$3.5m
 Phase
P
2: Consttruction ‐ furth
her commitment of US$4.5m
m
 Phase
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EXPANDING THE RED RABBIT GOLD PROJECT
In addition to the existing project areas, at Kiziltepe and Tavşan, the company is also
evaluating multiple 100% owned exploration licences that have the potential to
significantly increase total production at Red Rabbit through satellite pit production.

Red Rabbit: Sindirgi Gold Corridor

Source Company Presentation

KIZILÇUKUR
LOCATION
22km NE from Kiziltepe
STAGE OF DEVELOPMENT
Resource Drilling
CURRENT RESOURCE
30,000 oz Au Inf +Ind resource
AVERAGE GRADE
Au 2.39 g/t, Ag 48.5 g/t

The 100% owned Kizilçukur exploration licence is currently a top priority for the company
as the resource can easily be transported to the Kiziltepe mine. Ariana has targeted a
drilling program to test the full strike length of the mapped veins covering an area of over
15km². Management believe that a definition of an open pittable resource could provide
additional feed for the planned Kiziltepe plant. At this time, 2km of mineralised quartz
veins containing gold and silver have been delineated after Forestry permits were
received during 2013.
The Kizilçukur deposit shows features of low sulphidation epithermal style mineralisation
with the potential for porphyry nearby. Rock chip sampling along the outcrop of the main
vein has returned bonanza‐grade assay results of up to 152 g/t Au and 1,320 g/t Ag.
Dogu Akdeniz Mineralleri San. ve Tic. Ltd, a local landowner has retained the rights to a
royalty of 2% Net Smelter Return on future commercial production from Kizilçukur.

Kizilçukur Recent Resource Definition

Source Company Presentation
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LOCATION
6km NE from Kiziltepe
STAGE OF DEVELOPMENT
Exploration Drilling
CURRENT RESOURCE
9,000 oz Au Inferred
AVERAGE GRADE
4.5 g/t Au, 22.5 g/t Ag

LOCATION
27km from Sindirgi
STAGE OF DEVELOPMENT
Targeting and Exploration Drilling
CURRENT RESOURCE
None
TOTAL DRILLING
Zero

KEPEZ
Kepez is another one of the main mineralised zones within the Kiziltepe Project area, split
into three targets, Kepez South, Kepez North and Kepez West. Kepez is a low sulphidation
epithermal gold deposit influenced by high‐level sub volcanic porphyry. High‐grade gold
veining at Kepez is located on the Kepez Fault. The quartz varies from a texture
dominated by amorphous milky and finely banded opal‐chalcedony to crystalline (comb)
quartz, indicative of low temperatures of formation. Old undated, albeit likely to be
Roman, workings have been discovered with some exceptional grades being recorded.

KARAKAVAK
Karakavak is another target located along the Sindirgi Gold Corridor, which contains the
Kiziltepe Sector of Ariana’s Red Rabbit Gold Project. Karakavak is located 27km by road
from Kiziltepe and represents a high‐priority resource development area. Management is
planning to drill test this deposit at the end of the current drill programme. Many of the
targets identified are located in areas outside of forestry and can be drill‐tested without
delay.
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A DDITIONAL OPPORTUNITIES
ELDORADO GOLD JV
LOCATION
Artvin, NE Turkey
STAGE OF DEVELOPMENT
Scoping
CURRENT RESOURCE
1.09 Moz Au equivalent
AVERAGE Ag GRADE
10.2 g/t
AVERAGE Au GRADE
2.03 g/t
TOTAL METRES DRILLED
11,709 (Salinbaş only)

Ariana currently holds 49% of the Eldorado Gold Joint Venture in North‐East Turkey which
now incorporates the Salinbaş and Ardala projects. The joint venture was established in
2008 with European Goldfields (now Eldorado Gold).
The region continues to attract a significant level of interest following the discovery of
the 3Moz Hot Maden deposit. The JV was established to enable both parties to undertake
exploration activities in the Artvin Province, a region that constitutes part of the Eastern
Pontides province. The Ardala Project was acquired by the Company in 2007 and the
Salinbaş project zone was discovered in 2010. The two projects differ noticeably, with the
Salinbaş project the larger of the two and containing higher and more consistent grades.
Similar to the Red Rabbit project, Salinbaş is an epithermal gold‐silver deposit whereas
the Ardala hosts Copper‐Gold‐Molybdenum porphyry and is the smaller of the two.
In 2013, Ariana announced a maiden JORC resource of a combined 1.09 million oz gold
equivalent (Inferred and Indicated). This was followed up with the completion of a
scoping study for the Salinbaş project estimating a project NPV8 of $108 million,
producing 50koz/pa for 10 years at an average gold price of $1,250/oz and cash costs of
production of $768/oz. Capital expenditure costs were estimated at $53.3 million with a
payback period of less than four years.
Eldorado maintains management control and has funded approximately $8 million
towards the exploration of the Joint Venture properties since 2008.

LOCATION
70km from Sindirgi
STAGE OF DEVELOPMENT
Resource Drilling
CURRENT RESOURCE
11,000 oz Au Inferred
AVERAGE Au GRADE
1.65 g/t

IVRINDI
Ivrindi was one of the first licences acquired by the company in 2004. The project was
discovered by the Ariana exploration team using remote‐sensing targeting methods
developed by the Company. Located around 70km from Sindirgi, Ivrindi comprises of one
licence with a 10‐year operational status. With management focussing their efforts
elsewhere, we see this as a low priority target at this time.
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E XTERNAL I NVESTMENTS
Whilst focussed on developing their primary objectives in Turkey, the management team
are mindful of the opportunities available in other commodities, most notably in the
technology‐metals space incorporating multiple commodities but the most discussed at
this time is undoubtedly lithium. To benefit from these potential opportunities, the
company has a 100% owned subsidiary, Asgard Metals and stakes in various small cap
exploration companies. The total value of these investments is approximately $600,000
and we assume a 25% discount in our valuation assumptions.

Asgard Metals
Asgard Metals is a 100%‐owned
Australian subsidiary of Ariana.

Asgard Metals is a 100%‐owned Australian subsidiary of Ariana, which was established by
Ariana to focus specifically on technology‐commodities used in renewable energy
applications. Asgard has interests in a lithium pegmatite project in the Pilbara region of
Western Australia and area gaining interest as a hard‐rock lithium resource. In December
2015 the company agreed to vend its licences at Pilgangoora to Dakota Minerals Limited
in exchange for A$147,000 in cash and 22,500,000 shares. Additional performance shares
are to be issued should the project achieve specific milestones. Asgard will separately
provide 12 months of consulting input to Dakota in exchange for a fixed fee payment of
A$98,000 during 2016.
Ariana currently retains 10,238,261 shares in Dakota.

Royal Road Minerals Ltd
Ariana was a founding and strategic
investor into Royal Road Minerals.

Ariana was a founding and strategic investor into Royal Road Minerals, previously Tigris
Resources, in 2010. Royal Road is a TSX‐V gold and copper exploration company which
was focused on a highly prospective yet under explored part of the Tethyan Metallogenic
Belt in southeast Turkey. However, since late 2015 the company has focussed on copper‐
gold exploration opportunities in Colombia. Ariana holds 875,000 shares in Royal Road.

Kingston Resources
Ariana currently holds 6,600,000 shares in Kingston Resources, an ASX‐listed exploration
company with four lithium projects in Australia. 50% of the company’s holding is held in
voluntary escrow for 12 months, ending June 2017.
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W HAT IS A RIANA WORTH ?
In line with our efforts to reappraise our gold company coverage universe and in light of the
strong share price performances so far in 2016, our concern is whether or not the market
underappreciates the risks to the investment case and/or is applying long term gold prices that
are, in our view, unattainable.
As a result, we have undertaken a review of Ariana’s portfolio of assets. Using an 8% discount
rate (we believe that anything lower significantly underestimates the inherent country risks in
which the company operates), we estimate that Ariana is currently trading on a P/NAV of
0.85x compared to an intuitive multiple of 1.0x NAV (this assumes our NPV for the Kiziltepe
asset includes the anticipated growth in production, improved efficiencies and subsequent
reduction in costs). Even excluding the potential for significant exploration success in the short
term and subsequent capital expenditure requirements, we estimate that at our 8% cost of
capital, the long term price of gold to justify the current equity valuation remains below the
current spot price of gold, unlike many larger peers.

At an 8% cost of capital, the long term
price of gold that can justify the current
equity valuation remains at a discount to
spot.

In light of the diverse range of views on both appropriate risks and longer term gold prices, we
have provided a share price target matrix for investors to apply their own variables and derive
an appropriate valuation to the main Kiziltepe asset at this time.
Gold price
Discount rate

1x NAV

1000

1100

1300

1400

1500

12%

1.12

1.39

1.67

1.94

2.20

2.47

11%

1.16

10%

1.20

1.45

1.74

2.02

2.30

2.58

1.51

1.81

2.11

2.40

2.70

9%

1.25

1.57

1.89

2.20

2.51

2.82

8%

1.30

1.64

1.98

2.30

2.63

2.96

7%

1.36

1.72

2.07

2.41

2.76

3.10

6%

1.42

1.80

2.17

2.53

2.89

3.26

5%

1.49

1.89

2.27

2.66

3.04

3.42

1200 PG Long term est.

Source Panmure Gordon

We conclude that Ariana offers an exciting opportunity for investors to gain exposure to a new
and increasing production profile to which the benefits of cost reductions will flow through
once steady state production is achieved in FY2017. We believe the partnership with Proccea
also offers investors the confidence that future development projects will also be managed
professionally with a lower risk of delays and additional capital costs.

Free cash flow yield and net cash balances

Production and cost profile
21.1

20.0

800

60.0
50.0

15.0
10.8
10.0

40.0
30.0
20.0

5.0

3.1
0.3

0.3

0.0
2016
2017
2018
Net Cash/(Debt)

10.0
0.0
2019
2020
Free cash flow yield

4.5
4.0

70.0

Free cash flow yield

Net Cash/(Debt)

1000

80.0

3.5
3.0

600

2.5
2.0

400

1.5
1.0

200

Ounces produced (koz)

25.0

Costs (US$m)

Increasing free cash flow could see
increasing shareholder returns.

0.5
0.0

0
Q4
Q1
Q2
Q3
Q4
Q1
Q2
Q3
Q4
2016 2017 2017 2017 2017 2018 2018 2018 2018
Ounces produced
Cash costs ‐ net of by product revenue
AISC

Source Panmure Gordon, Company
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U NDERLYING A SSUMPTIONS
The principle assumptions behind our valuation of Ariana Resources are as follows:

Basic model assumptions
2016E

2017E

2018E

2019E
19.5

Total production (koz))
Average Grade (g/t)
Average Gold price received ($)
Cash costs ($/oz)*
All‐In Sustaining Costs ($/oz)*

0.5

7.9

14.5

0.63

3.5

3.75

3.75

1,268

1,250

1,200

1,200

808

685

547

461

1,049

831

700

579

Source Panmure Gordon

*Costs include Ag credits

We have taken a highly conservative
approach to our outlook for Ariana
Resources.

We have taken a highly conservative approach to our outlook for Ariana Resources. The
company has already indicated its desire to increase production beyond the original mine
plan and we believe that with some fairly low cost modular improvements to the
processing plant, output could easily be significantly increased.
We have also assumed minimal improvement of grade although we believe the current
drilling programme as well as the previously evaluated resources can offer notable grade
improvements in the long term.

Gold price assumptions
PG price deck

2016

2017

2018

Long term

1,275

1,250

1,200

1,200
Source Panmure Gordon

Macro assumptions
Long Term £/$ rate

1.35

Normalised Tax Rate

20%

Applied Discount rate:

8.0%
Source Panmure Gordon

INCORPORATION OF ESTIMATES
Summary of estimates
New FY16

New FY17

New FY18

Sales ($m)

0.54

8.02

14.24

PBTA ($m)

‐0.20

0.95

3.63

EPS (£p)

‐0.02

0.02

0.24
Source Panmure Gordon

We have provided a summary of our estimates following the initiation of coverage.
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V ALUATION S UMMARY
Price target reflects the valuation of
future cash flows from current
production rates.

Our price target generated by using a blended average of NAV per share, earnings per share
and cash flow per share implies a price target of 2.71p and we initiate coverage on Ariana with
a Buy recommendation. Despite the strong performance from the underlying gold sector
during 2016 we see Ariana as a special situation in that it is now evolving from an exploration
and development company to a low‐cost gold production company.
At this time we ascribe no value to the current drilling programme that we believe will
continue to enhance the economics of both the Red Rabbit Gold Project and the additional
prospects within the Ariana portfolio.
We have attributed a highly conservative valuation of $5 million for all of the remaining
exploration assets, including the Eldorado JV. To date, Eldorado has fully funded the JV’s
investment of $8 million and established a JORC compliant resource of 1.09Moz gold
equivalent and announced a scoping study for the Salinbaş project concluding a NPV8 of $108
million at $1,250/oz gold.
We have also taken a 25% discount on the mark to market value of the company’s external
investments to allow for liquidity risks should they be realised further.

Valuation summary
$ Value

Attrib

Attributable value

Attrib value/Sh ($)

33,971,415

50%

16,985,708

2.02

Tavşan

‐

100%

‐

‐

Kizilcuker

‐

100%

‐

‐

16,985,708

2.02

Kiziltepe

Total

33,971,415

Exploration / Other

5,000,000

100%

5,000,000

0.59

External investments

616,898

75%

462,673

0.05

Net cash FY+1

460,692

100%

460,692

0.05

Total

40,048,934

GBPUSD X Rate
Shares in issue
NAV (£)

2.72

1.35

1.35

841,541,783

841,541,783

29,665,869

2.02

1.0x NAV

1.98

1.5x NAV

2.72

15x FY+2 EPS

3.60

10x CF/Share FY+2

(Post Capex)

3.30

Price Target (50:50)

NAV/EPS

2.79

Price Target (50:50)

NAV/CF

2.64

Target price

(50:50 weight)

2.71
Source Panmure Gordon
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Capital structure, as at 17 August 2016
Quoted securities
841,541,783

fully paid ordinary shares

Share options and warrants
12,500,000 Options

exercisable at 5p

expiring 21 March 2018

5,000,000 Warrants

exercisable at 2p

expiring 19 April 2018

16,666,666 Warrants

exercisable at 1.8p

expiring 4 February 2018

11,111,111 Warrants

exercisable at 1.8p

expiring 7 April 2018

8,333,333 Warrants

exercisable at 1.8p

expiring 30 June 2018

766,667 Warrants

exercisable at 1.8p

expiring 29 July 2018
Source Company

Major shareholders ( > 3% ) as of 7 July 2016
Shareholder

Ordinary Shares

Issued Share Capital (%)

Hargreaves Lansdown Ltd

109,932,794

14

Barclayshare Nominees Ltd

101,391,880

13

TD Direct Investing

50,142,117

6

Beaufort Nominees Ltd

37,218,819

6

JIM Nominees Ltd

32,372,503

4

Eldorado Gold Corporation

30,737,503

4

HSDL Nominees Ltd

27,076,933

3

Mr Michael de Villiers

25,000,000

3

Mr Ronald Bruce Rowan

24,400,000

3

Proccea Construction

22,602,021

3
Source Company

Management Shareholding
Shareholder

Ordinary Shares

Issued Share Capital %

Michael de Villiers

25,000,000

3.09%

Dr Kerim Sener

12,410,201

1.53%

William Payne

4,468,289

0.55%
Source Company
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BOARD & MANAGEMENT
Michael de Villiers ‐ Executive Chairman & Company Secretary
Michael qualified as a Professional Accountant with Ernst & Young in Cape Town. Michael
gained his experience as financial manager at mining and chemicals operations in
Namibia, Botswana, Ghana, Bulgaria and the United Kingdom. He is currently CFO of
Eurasia Mining plc, and was previously the Finance Director of Mercator Gold (now ECR
Minerals plc), Oxus Gold plc and Navan Mining plc. Michael is Chairman of the Audit
Committee and serves on the Company's Remuneration Committee.

Kerim Sener ‐ Managing Director
Kerim graduated from the University of Southampton with a first‐class BSc (Hons) degree
in Geology in 1997 and from the Royal School of Mines, Imperial College, with an MSc in
Mineral Exploration in 1998. After working in gold exploration and mining in Zimbabwe,
he completed a PhD at the University of Western Australia in 2004 and worked on a
variety of projects in Western Australia and the Northern Territory. Since then he has
been responsible for the discovery of over 3.8Moz of gold in Eastern Europe. In 2009, he
completed his military service in Turkey and since 2012 has been based in Perth,
Australia.
He is a Fellow of The Geological Society of London, Member of The Institute of Materials,
Minerals and Mining, Member of the Chamber of Geological Engineers in Turkey and a
member of the Society of Economic Geologists. Kerim is a director of a number of private
companies including Matrix Exploration Pty. Ltd., a mineral exploration consultancy. He is
also an Adjunct Research Fellow at the Centre for Exploration Targeting, University of
Western Australia.

William Payne ‐ Non‐Executive Director & Chief Financial Officer
William studied Accountancy at Exeter University before training and qualifying as a
Chartered Accountant with KPMG in London. In 2003, he became a partner in top‐twenty
accountancy practice Wilkins Kennedy at their London office. His role ranges from audit
and assurance to planning, reporting and compliance. William is also a director of a
number of companies, including Sprue Aegis plc, a company listed on AIM. William is
Chairman of the Remuneration Committee and serves on the Audit Committee.

Christopher Sangster ‐ Non‐Executive Director
Chris is a mining engineer with over 35 years’ experience in the mining industry. He has a
BSc (Hons) in Mining Engineering from the Royal School of Mines, Imperial College in
London, and a GDE in Mineral Economics from the University of Witwatersrand and is a
Fellow of the Institute of Materials Minerals and Mining. His career covers extensive
production and technical experience at senior levels in both junior and multi‐national
companies in gold, diamonds and base metals in Africa, UK and Canada and covers a wide
range of mining applications. Between 1996 and 1999 Mr Sangster was General Manager
for Caledonia Mining Corporation for the Cononish Gold Project and a Director of
Fynegold Exploration, where he was responsible for all aspects of the project including
feasibility study preparation, project due diligence, finance negotiations, exploration
initiatives and planning permission applications. After 1999, Mr Sangster moved to the
Zambian Copper Belt with Anglo American plc / KCM plc where he attained the position
of Vice President Mining Services and in 2005 joined Australian Mining Consultants as a
Principal Mining Engineer. In 2007, Chris co‐founded ASX and AIM listed Scotgold
Resources and was its Managing Director until October 2014. He remains a non‐Executive
Director and Technical Consultant to Scotgold and is also an Associate Consultant for Bara
Consulting Ltd.
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T HE N UMBERS
Profit & loss account ($m)

Turnover and operating margin
22

25

40

19

20

14

15
8

10
5
1
0
2016

2017

2018

2019

Turnover

0.5

8.0

14.2

‐0.3

‐4.7

‐7.2

‐8.7

25

Gross profit

0.0

0.0

0.2

3.3

7.0

10.7

20

Administrative expenses

‐0.8

‐1.4

‐0.4

‐2.3

‐3.1

‐4.1

15

Other operating expenses

0.0

0.0

0.0

0.0

0.0

0.0

10

EBITDA

‐0.8

‐1.4

‐0.2

1.1

3.9

6.5

5

Depreciation & amortisation

0.0

0.0

‐0.0

‐0.1

‐0.3

‐0.5

0

Operating profit

‐0.8

‐1.4

‐0.2

1.0

3.6

6.0

Associates & other income

0.0

0.0

0.0

0.0

0.0

0.0

Finance costs

‐0.1

‐0.0

0.0

0.0

0.0

0.0

PBT normalised

‐0.9

‐1.5

‐0.2

1.0

3.6

6.0

Abnormal items

0.0

0.0

0.0

0.0

0.0

0.0

PBT reported

‐0.9

‐1.5

‐0.2

1.0

3.6

6.0

Taxation

0.0

0.0

‐0.0

‐0.8

‐1.6

‐2.5

0.0

0.0

0.0

2020

Minorities & preference dividends

0.0

0.0

0.0

Profit attributable to shareholders

‐0.9

‐1.5

‐0.2
0.2
2.0
3.6
Source Panmure Gordon, Company

2014A

2015A

2016E

2017E

2018E

2019E

Operating profit

‐0.9

‐1.5

0.2

3.2

6.9

10.5

Operating profit discontinued

0.0

0.0

0.0

0.0

0.0

0.0

Depreciation & amortisation

0.0

0.0

0.0

0.1

0.3

0.5

Other non‐cash movements

0.0

0.7

‐0.0

‐0.1

‐0.3

‐0.5

Summary cash flow Statement ($m)

0.2

Year to December

0.2
0.0
0.0
2018

2019

2020

‐0.0
EPS (basic)

Source Panmure Gordon, Company

Free cash flow and net cash/(debt)
25

70

20

60
50

10.8
15

0.3

2016

2017

0
2018

Net Cash/(Debt)

2019

‐0.4

‐0.2

‐1.2

‐0.6

‐0.9

0.0

0.0

0.0

0.0

0.0

Operating cash flow

‐0.7

‐1.1

‐0.0

2.0

6.2

9.5

Taxation paid

0.0

0.0

‐0.0

‐0.5

‐0.5

‐0.4

Net Investment Income & Other Funding

‐0.1

‐0.0

0.0

0.0

0.0

0.0

Capital expenditure (net)

0.0

‐0.3

‐0.4

‐1.5

‐3.0

‐1.5

‐0.8

‐1.4

‐0.4

‐0.0

2.8

7.7

0.0

0.0

0.0

0.0

0.0

0.0

Dividends paid

0.0

0.0

0.0

0.0

0.0

0.0

Shares issued/(repurchased)

0.0

0.0

0.0

0.0

0.0

0.0

10

Other financing

0.0

0.1

0.0

0.0

0.0

0.0

0

Movement in net cash/(debt)

0.1

0.3

0.0

‐0.0

2.8

7.7

Net Cash/(Debt)

0.0

0.3

0.3
0.3
3.1
10.8
Source Panmure Gordon, Company

2014A

2015A

2016E

2017E

2018E

2019E

Goodwill and intangibles

2.1

1.7

1.7

1.7

1.7

1.7

Tangible fixed assets

0.4

0.3

0.7

2.0

4.7

5.7

Working capital

0.6

1.0

0.2

1.4

2.1

3.0

Assets employed

3.1

3.0

2.5

5.1

8.4

10.3

20

5

0.1
0.1

Free cash flow

30
3.1

Change in working capital
Other cash movements

(Acquisitions)/disposals

40

10

Free cash flow yield

21.1

0.3

19.3

0.0
0.0

0.4

DPS

2019E

0.0

0.6

2017

2018E

0.0

0.8

2016

2017E

Cost of sales

1.0

0.4

2016E

Sales

EPS normalised and DPS

Net Cash/(Debt)

2015A

30

Source Panmure Gordon, Company

‐0.2

2014A

35

Margin

0.6

Year to June

2020

Free cash flow yield

Source Panmure Gordon, Company

Balance sheet ($m)
As at end December

Bull Points
Production to commence in 2016
Long life resource base
Prospective exploration pipeline
Low cost operational cost profile

Other assets/(liabilities)

3.3

2.8

2.9

2.9

2.9

2.9

Net cash/(debt)

0.0

0.3

0.3

0.3

3.1

10.8

Risk of production shortfalls

Provisions

0.0

0.0

‐0.0

‐0.3

‐1.4

‐3.5

Weakness in gold price

Net Assets (REPORTED)

6.5

6.1

5.8

8.1

13.0

20.5

Conversion of exploration opportunities

Shareholders’ Funds

6.5

6.1

5.8

8.1

13.0

20.5

Labour or partner disputes

Minority Interests

0.0

0.0

0.0

0.0

0.0

0.0

Bear Points
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