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AIM

PXC has consolidated the former Empire mine (which recovered a phenomenal
3.64% copper before WWII suspension), and five other former mines and deposits
into a potentially world-class copper/precious metals project located in one of the
most favourable mining regions, Idaho, US. The planned initial silver mine will
provide cashflows to develop the extensive copper-gold-zinc mineralisation in the
rest of the ore body. Our estimated DCF valuation (based on silver mine only) is
31p/share. Substantial development work has been done on a first-stage (shallow
oxide ore) copper mine, for which we estimate a £17.3m NPV if greenlighted today.
►

Strategy: PXC focuses on near-term cashflow and will maximise returns/minimise
risk to shareholders by developing the Empire system in stages. The project’s
polymetallic nature has enabled PXC to change the phasing of mine development,
substituting a silver mine for the previously planned open pit copper mine.

►

Silver mine: Careful mine planning has reduced the capital cost to $31.8m, versus
the $51m cost for the first copper mine. The new plan sees 23.0m oz silver
equivalent (Ag Eq.) during 2022-31, with cash production costs of $7.60/oz Ag
Eq. Permitting is under way, and commissioning is expected in 2022.

►

Major upside potential: Only ca.1% of Empire’s potential ore system has so far
been explored. Geologically, the deposit shows similarities with Antamina in Peru,
the world’s largest skarn-hosted copper mine. Further work will confirm whether
there are additional copper-tungsten-molybdenum porphyry resources at depth.
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►

Risks: PXC is subject to the normal risks for a junior miner, including volatility in
silver prices, identifying additional ore resources, operational risks in executing
the mining plan, running processing facilities, and funding risks. However, we
believe that jurisdictional risk is significantly reduced in PXC’s case.
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►

Investment summary: Our DCF valuation is 31p/share, based solely on the
silver mine, a cautious (for now) 15% discount rate and a long-term silver price
of $19.00/oz. PXC’s share price is highly geared to the upside thesis for silver
(and copper), with each $1.00/oz adding an estimated 6.2p-6.3p/share.

*As defined by AIM Rule 26

Description
Phoenix Copper (PXC) is developing
the former Empire deposit, and the
surrounding area in central Idaho, into
a potentially world-class copper and
polymetallic mine. First production is
expected in 2022.
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Financial summary and valuation
Year end Dec ($m)
Sales
Underlying EBIT
Reported EBIT
Underlying PTP
Statutory PTP
Underlying EPS (p)
Statutory EPS (p)
Net (debt)/cash
Shares issued
P/E (x)
Dividend yield
FCF yield

2017
0
-1.058
-1.058
-1,056
-1,056
-8.20
-8.20
1.904
16.498
n/a
n/a
n/a

2018
0
-1.654
-1.654
-1.652
-1.652
-5.82
-5.82
0.113
28.121
n/a
n/a
n/a

2019
0
-1.105
-1.105
-1.128
-1.128
-2.76
-2.76
-0.589
40.862
n/a
n/a
n/a

2020E
0
-1.282
-1.282
-1.380
-1.380
-2.44
-2.44
-0.953
56.436
n/a
n/a
n/a

2021E
0
-1.313
-1.313
-5.069
-5.069
-3.30
-3.30
-26.530
82.086
n/a
n/a
n/a

2022E
48.800
0.787
0.787
-2,708
-2,708
7.15
7.15
-8.895
82.086
5.2
n/a
64.6%

Source: Hardman & Co Research
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Overview – the Empire “system”
PXC floated on AIM in 2017 with clear
strategy

Historical copper grades were
phenomenal

Mineralisation currently extends for
5.4km

PXC was floated on London’s AIM market in June 2017, with a clear goal to execute
the phased development of the former Empire copper mine and nearby ore bodies in
central Idaho. PXC’s management team had screened numerous opportunities before
identifying Empire as having the lowest manageable risks, combined with the greatest
upside – specifically the potential for a world-class copper and precious metals project.
Grasping PXC’s potential requires an understanding of the historical context of the
Empire mine. Before its closure due to WWII, mining at Empire focused on high-grade
sulphide mineralisation. During 1901-42, 694,000 tons of ore were extracted, with the
copper recovery at 3.64%. By purchasing adjacent claims, the company has enlarged
the original 818-acre Empire property into 5,717 acres. PXC’s portfolio now includes:
►

three other former mines – Horseshoe, Bluebird and the White Knob Mining
Group (White Knob), which produced copper, gold, silver, lead, zinc and tungsten;

►

the Red Star sulphide deposit – the site of the proposed silver mine – which is
located north west of the Empire copper oxide deposit; and

►

the Carlin-type (sediment-hosted hydrothermal) Navarre gold zone.

Mineralisation at Empire extends along a 5.4km strike that trends north west from
the Empire open pit (oxide deposit) via Red Star to the Horseshoe mine.

Phoenix Copper – Empire and nearby mines and deposits

Source: PXC

Empire part of mineralised “system”

It is becoming increasingly likely that Empire, and the surrounding mines and
deposits, are part of a much larger mineralised “system”. The mineralisation
identified and exploited so far is hosted in garnet-pyroxene endoskarn.
The key issues for PXC’s ongoing exploration programme going forward are:

Most of world’s largest copper mines
based on porphyry mineralisation
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►

the scope of the endoskarn-hosted mineralisation, which is above, below and
adjacent to the historical Empire mine workings; and

►

whether there is also a large and accessible copper-tungsten-molybdenum
porphyry ore body at depth.

Finding porphyry mineralisation could be highly significant, as most of the world’s
largest copper mines are located on porphyry deposits. They are also the dominant
source of molybdenum and a major source of gold production. Furthermore, it is
estimated that less than 1% of the Empire system has been “exploited and explored”
so far, and the entire 5.4km of current strike length is open at depth.
2
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Silver lining to short-term strategy change
Initial plan was for open pit copper mine

In autumn 2019, PXC was working on a Feasibility Study for an open pit copper
mine, based on near-surface oxide ore. This was to be a low-cost “starter mine”,
which would:
►

provide returns to PXC’s shareholders; and

►

generate cashflows to develop the much larger and higher-grade sulphide
endoskarn and (potentially) porphyry ore bodies beneath the oxide ore.

The intensification of US-Chinese trade tensions in the second half of 2019 and the
sharp decline in the copper price towards $2.50/lb necessitated an alteration in
PXC’’s near-term strategy, while the longer-term goal remains unchanged.
Polymetallic nature of ore body was key
to flexibility…new strategy focuses on Red
Star silver mine

The change in strategy was facilitated by the polymetallic nature of the ore body at
Empire and the zoned character of the mineralisation. Instead of starting with the
copper from the oxide open pit, the new strategy focuses on mining silver-lead
mineralisation in the Red Star discovery, with two advantages:
►

The outlook for the silver price is looking considerably more upbeat. Silver is a
monetary metal, as well as an industrial metal, and the Federal Reserve has
joined other central banks in reverting to easier/unconventional monetary
policies.

►

The capital cost of the initial silver-lead underground mine with a flotation
process plant is below $30m, much lower than the $51m cost for the copper
mine.

Our new model for Phoenix Copper is based on the development of the Red Star
deposit. The publication of a maiden inferred resource estimate for Red Star in May
2019 was based on the results of three drill holes. Nevertheless, it amounted to
103,500 tonnes of ore and more than 0.5m oz of contained silver.

Empire – mineral resources and reserves (May 2019)
Inferred (t)
103,500

Ag (oz)
577,000

Au (oz)
2.800

Cu (oz)
338

Pb (t)
3,988

Zn (t)
957

Ag (g/t)
173.4

Au (g/t)
0.85

Cu (%)
0.33

Pb (%)
3.85

Zn (%)
0.92

Source: Phoenix Copper
Current plan is to extract 1.6m tonnes of
ore over 10 years

Further exploration work at Red Star has shown that the primary vein, extending
south west to north east, is now measured at 320m and is open at both ends. The
mineable width is estimated at 5m-7m. Channel sampling has reinforced PXC’s
optimism that the 103,500-tonne resource can be enlarged to well over 1.0m
tonnes. Indeed, the current Red Star mine plan incorporates 1.6m tonnes of ore over
a 10-year life of mine (LOM), over two phases, as follows.

Red Star mine – two phases of ore production (tonnes)
Phase 1 - 2022-26
Phase 2 – 2026-31
Total ore production

639,000
958,500
1,597,500
Source: PXC

This year will see 20 drill holes and
1,500m along primary venin
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The 2020 drilling programme at Red Star began on 28 April 2020, and involves an
additional 20 holes and 1,500m of drilling along the primary vein. The twofold aim is:
►

to enlarge the current 103,500-tonne resource to at least 650,000 tonnes at
silver and lead grades that are equal or better than the existing resource; and

►

to categorise as much of the new resource as possible in the “Measured”
category.
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PEA likely to follow 2020 drilling
programme…

…with development decision by year-end

If the 2020 exploration is successful in enlarging the Red Star resource, we expect
that PXC will undertake a Preliminary Economic Assessment (PEA), possibly followed
by a Feasibility Study, although the latter might be skipped, as the underground mine
will be straightforward. PXC is budgeting $0.75m/p.a. of exploration expenditure in
2022-25 to develop a further 950,000-1.0m tonnes of ore for phase 2 production.
A development decision for the Red Star mine is expected by the end of 2020. Going
forward, the deeper sulphide, and potential porphyry ore body and targets, will be
the main focus of the ongoing exploration programme. This will allow PXC to
evaluate multiple stages of mine development in the coming years.

Key assumptions and valuation
Our current assumptions for Red Star’s development include the construction of an
underground silver mine with a flotation process plant, mine production of 450
tonnes of ore per day, and nearly 1.6m tonnes over a 10-year mine life. Annual
production, in terms of silver equivalent ounces, is forecast at slightly over 2.4m oz.

Red Star mine – key PXC assumptions
Initial mine life
LOM ore production (tonnes)
Silver average head grade (oz/tonne Ag Eq.)
Silver recovery
Recovered silver equiv. p.a. (m oz)
LOM average silver price ($/oz)
Royalty
LOM average cash op. cost ($/oz.)
Initial capital cost incl. working cap ($m)
LOM sustaining capital ($m)
Discount rate

10.0 years
1,597.500
16.0
90.0%
2.410
19.00
5.0%
7.60
29.240
16.0
15.0%
Source: PXC

We assume mine is financed 80:20 on
debt:equity basis

We estimate free cashflow generation will
be $13m-$18m p.a.

Our 31p/share valuation currently based
on $19.00/oz silver price and 15%
discount rate

After raising ca.$2.54m in equity finance in 2019, we expect PXC to raise a further
$3.0m in 2020 and $6.5m in 2021. In terms of financing mine construction/working
capital and corporate expenses in 2021, we are assuming that the ca.$32.5m
aggregate cost is financed on an 80:20 debt:equity basis.
When Red Star is commissioned, PXC should generate substantial free cashflow, i.e.
ca.$13m-$18m p.a. during 2022-32. We estimate that PXC will be able to repay the
$27.3m of debt by the end of 2024, i.e. after three years.
We have valued PXC using a DCF model based on the silver mine only. It
incorporates a cautious discount rate of 15% (which we will reduce on exploration
success), mine production to 2031 and a long-term silver price of $19.00/oz. On
these assumptions, our fair value for the company is 31p/share, versus the current
price of 29.96p.
Our valuation currently excludes the open pit copper mine, where development work
is ongoing. We have previously estimated a £17.3m NPV, versus a current PXC market
cap. of £18.7m, using copper and zinc prices of $3.00/lb and $1.20/lb, respectively.
Recent small-scale testing of samples from the open pit using non-toxic ammonium
thiosulphate reagent (instead of cyanide) resulted in high gold recoveries of 98% and
silver of 70%-78%. If larger-scale testing is also successful, the mine’s economics could
be transformed – precious metals revenue streams could be incorporated into the
mine plan from the beginning, without the need for lengthy permitting. The gross value
of Measured & Indicated gold and silver resources in the open pit at a price of
$1,600/oz and $19.00/oz for gold and silver, respectively, is £385.2m ($477.7m).
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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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