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TRANS-SIBERIAN GOLD
Striving to return cash
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TSG is a high-grade, low-cost gold miner with a strong track record of returning
cash to shareholders. Since the end of 2015, the company has returned $21.5m in
ordinary and special dividends. The acquisition of the Rodnikova deposit for $3.0m
has added an additional 1.01m oz of low-cost resources, and represents a first step
towards transforming TSG from a single asset to a potentially multi-asset gold
producer. TSG’s valuation on EV/resources is at the low end of the peer group,
and a sustainable $3m p.a. dividend payout provides a yield of 4.9% – with
significant upside potential in a gold bull market.
►

Strategy: TSG’s strategy is to become a premier mid-tier gold miner that
generates industry-leading returns via operating excellence. It will achieve this
by enhancing the current operations at the Asacha gold mine and using them
as a platform for further growth, including accretive M&A transactions.

►

Low-cost production: The Far East Russia jurisdiction provides subsidies to energy
costs and lower taxes/royalties from being located in a special economic zone.
Resources at the Asacha mine are high-grade, with Measured & Indicated at 14g/t
and Inferred at 20g/t. Guidance for FY 2020 cash costs is $780-$860/oz.

►

Growth opportunity: TSG acquired the licence to the Rodnikova deposit for
$3m and published a JORC-compliant resource estimate of 1.01m oz at 5g/t. A
scoping study is due shortly, exploration is planned to delineate additional
resources, and there are plans to fast-track the project towards production.

►

Risks: TSG faces the normal risks for a junior miner, albeit without the funding
risk faced by explorers. These risks include volatility in gold and silver prices,
political risks, environmental risks, and operational risks in successfully
executing the mining plan and operating downstream processing facilities.

►

Investment summary: On EV/resources, TSG’s valuation of $54.50/oz is at the
low end of the peer group, which has an average of $72.50/oz. TSG is
committed to paying a “base level” of sustainable dividends of $3m p.a., with
special dividends as appropriate. This gives a sustainable yield of 4.9% and
potential for a much higher yield in a gold bull market.

Description
Trans-Siberian Gold (TSG) operates
the low-cost, high-grade Asacha goldsilver mine in Far East Russia. The
recently acquired Rodnikova deposit,
50 km away, gives TSG further
growth opportunities.
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11.30
11.30
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Trans-Siberian Gold

Overview and strategy
Kamchatka peninsula in Far East Russia

TSG is a low-cost, high-grade gold mining company with a strong track record of
returning cash to shareholders. The company operates the Asacha gold mine in the
Kamchatka peninsula in Far East Russia. Asacha is an epithermal gold-silver deposit.
While high ore grade is key, TSG’s low-cost status is helped by its location in Far
East Russia. It benefits from subsidised energy costs that aim to reduce costs for
industrial consumers and increase investment in Kamchatka and other regions.

Strategy is to generate industry-leading
shareholder returns

Strong track record of returning cash

TSG’s strategy is to become a premier mid-tier gold producer that generates
industry-leading shareholder returns within a framework of operational excellence
and meeting its social/environmental responsibilities. It aims to achieve this by
enhancing its current operations and using them as a platform for further growth,
including the pursuit of accretive M&A transactions.
The company has a proven track record of returning high levels of capital to its
shareholders. Between 2015 and 1H’19, the company returned $21.5m cash to
shareholders, which compares with a current market cap. of $61.68m (£48.19m).
TSG will pay special dividends over and above a steady “base level” dividend
payment of ca. $3m p.a. over the cycle.

Asacha mine & Rodnikova project
Two zones of mineralisation at Asacha

The Asacha deposit has two zones of known mineralisation. The “Main Zone”
consists of two primary veins, which are the largest and most continuous, and four
additional veins. In the “East Zone”, there are three additional veins. The Main Zone
has a strike length of 1,500m and the East Zone 400m.
The Main Zone is currently being mined, with ongoing work to commence
production on Vein 25 in the East Zone. Ore is processed by a conventional
crushing, grinding, cyanidation and CIL (carbon-in-leach) route.
In 2019, TSG achieved a 3.2% rise in gold production to a record of 43,479 oz
(42,128 oz in 2018), which was at the upper end of the 40,000-44,000 oz guidance.
Guidance for 2020 gold production is in the range 38,000-42,000 oz.

Trans-Siberian Gold – gold production, 2012-10 (oz)
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Trans-Siberian Gold
In January 2020, a new JORC-compliant resource estimate was published after
recent drilling and internal estimates indicated that the existing in-situ resource from
2018 could have been over-estimated. A complete re-evaluation of the resource
model, including new drilling data, vein interpretations (lower mineralisation at
depth) and concerns about stability, led to the following resource estimate (Au =
gold, Ag = silver).

Restated resources estimate at Asacha

Asacha mine – mineral resource estimate (JORC-compliant)
Measured
Indicated
Indicated
Total M& I
Inferred
Inferred
Total inferred
Total resources

Mine life currently 6.8 years

Zone
Main
Main
East

000 tonnes
72
124
43
239
101
211
313

Main
East

Au g/t
12
10
31
14
14
23
20

Ag g/t
37
48
39
43
30
36
34

Au (000 oz)
28
40
42
111
45
157
202
313

Ag (000 oz)
85
193
54
332
98
245
343
675

Source: Hardman & Co Research

Compared with the resource estimate of December 2018, the reduction in total gold
resources was 240,494 oz, or 182,446 oz (33.0%) net of mine production in the
intervening period. The new resource of 312,558 oz represents a resource base of
6.8 years, based on 2019 gold production of 43,479 oz and 95% recovery.
TSG’s mining consultant, SKUL, also published tentative resource targets for the
QV18 and QV25 veins in the East Zone:
►

QV18: 33,000-270,000 tonnes of ore at a gold grade of 3.5-5.0 g/t; and

►

QV25: 30,000-60,000 tonnes of ore at a gold grade of 15.0-35.0 g/t.

Using this range of outcomes for tonnage and grade, and a recovery rate of 95%,
potential recoverable gold reserves from near-term exploration could amount to an
additional 17,000-105,000 oz., i.e. up to about one third of the current resource.
Very high gold grades

In 2019, TSG’s production returned an average processed gold grade of 7.8 g/t. The
very high gold grades differentiate the company from its peers.

Trans-Siberian Gold – gold grade versus peers (g/t)

Source: TSG, company reports
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In 1H’19, total cash costs fell by 24.6% to $672/oz ($891/oz in 1H’18) and AISC
(All-In Sustainable Cost) declined by 38.0% to $850/oz ($1,370/oz). Higher grades
and the weaker Rouble had a positive impact. Guidance for 2020 for cash costs and
AISC is $780-860/oz and $900-1,000/oz, respectively.
Rodnikova has more than 1.0m oz of
JORC-compliant resources

In April 2019, TSG acquired a 20-year exploration and development licence for the
Rodnikova deposit for $3.0m. Rodnikova is also a high-grade gold-silver deposit with
similar geology to Asacha. In February 2020, a JORC-compliant resource estimate
was released of 1.01m oz of gold at 5.0g/t. TSG aims to publish a scoping study in
2Q’20, delineate additional resources and fast-track the project to production.

Valuation, management and shareholders
Low valuation on EV/resources

TSG’s valuation on EV/total resources (Measured, Indicated and Inferred) of
$54.50/oz is at the low end of the peer group, which has an average of $72.50/oz.

TSG – EV/total resource valuation comparison
US$/oz
Anglo Asian Mining
Caledonia Mining
Petropavlovsk
Serabi Gold
Highland Gold
Shanta Gold
Hummingbird Resources
Average
TSG

Base level of sustainable dividends of $3m
p.a.

122.8
99.7
68.0
64.0
62.7
61.8
28.4
72.5
54.5

Source: Hardman & Co Research

TSG’s commitment to paying a “base level” of sustainable dividends of $3m p.a. (with
special dividends as appropriate) gives a sustainable yield of 4.9% at the current
market price. In a gold bull market, there is obviously significant upside.
The non-executive Chairman, Charles Ryan, is chairman of TSG’s major shareholder,
UFG Asset Management, which is one of the largest western-owned asset managers
focused on Russia. CEO, Alexander Dorogov, was appointed on 13 July 2018, and
is the former CEO of the Alumina division of UC Rusal. Sergey Kryazhevskih was
appointed CFO on 12 July 2019. Kryazhevskih was the former CFO of JSC Pavlik,
another gold miner operating in Russia’s Far East.

Free float now 24.3%

2 March 2020

In May 2019, TSG agreed to buy back ca.20.8% of its shares from two major
shareholders, Destin Investment Management and UFG PE Fund (having reached
maturity) for £7.6m. A further ca.10.4% of its shares were sold by the same
shareholders to other members of UFG, directors and new shareholders. This
reduced UFG’s stake from 86.2% to 75.2%, increasing the free float to 24.3%.
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Disclaimer
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained from
use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the information
which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or wilful misconduct.
In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any other
damages of any kind even if Hardman & Co has been advised of the possibility thereof.
This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/researchdisclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.
Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.
Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.
The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country.
Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.
This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).
No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.
(Disclaimer Version 8 – Effective from August 2018)

Status of Hardman & Co’s research under MiFID II
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II.
In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’
The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.
The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation2016-2031.pdf
In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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