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Vatukoula Gold Mines* # 
Production Update: Regression towards the mean?  

Vatukoula Gold Mines has, in recent quarters, experi enced operating setbacks that 
are not in our view systemic. Vatukoula is a high gr ade gold operation with a long-
established operating history in the relatively saf e political environment of Fiji. The 
recent operating picture has, in our view, clouded the true prospects of this 
resource rich operation. Clearly, recent production  setbacks have eroded 
confidence leading to a lowly valuation. However th e recent production update 
indicates that production may now be normalising. O ur cautious model is based on 
near term subdued gold head grade thus relatively h igh costs, deriving a fair value 
per share of 122p. Accordingly, we reiterate our Bu y recommendation. 

Vatukoula operates the historic Emperor Mine on the Fijian Island of Viti Levu, the mining 
licence area covering some 1255 hectares. The mine has been in almost continuous 
operation for over 75 years. The current JORC resource stands at some 4.2Moz at 8 g/t. 
Historic production from the mine is over 7Moz of gold and 2Moz of silver, meaning the 
total mineralisation system, pre-mine, contained in excess of 15Moz. The Emperor Mine 
sits within a true world class mineralisation system that is one of the 10 largest epithermal 
gold systems ever discovered. A discussion within this research note entitled gold 
resource debasement highlights the increasing rarity, thus growing value of these tier 1 
and 2 gold deposits globally.  
 
2011 could be described as a consolidation year for Vatukoula as the company faced a 
number of difficulties accessing and delivering to the mill high grade underground ore. For 
the two fiscal quarters ending August 2011, underground grade delivered to the mill 
averaged 4.18 g/t. This is significantly below the trifecta that ore body contiguity, reserve 
audit and historic head grade would suggest. The 2011 underground reserve statement is 
3.26Mt at 7.55 g/t and longer run historic production has ranged between 5.5 g/t and 9.5 
g/t. Thus Vatukoula has, for several quarters, been producing gold at a rate outwith its 
intrinsic operating parameters. 
 
Therefore, in our view it is not a matter of will production at Vatukoula return to historical 
norms but a question of when. When production returns to normal, profitability shall follow 
suite. The most recent quarter showed a head grade of 5.66 g/t from underground ore; 
things have improved but not yet normalised. As is common with all mining operations, 
Vatukoula has a high fixed cost base in terms of delivering tonnes to the mill thus a high 
degree of sensitivity to head grade. In essence, it costs a similar amount to deliver a tonne 
of lower grade ore to the mill as a tonne of high grade (for a fuller discussion see page 
19). The company has an experienced operational and executive management team. 
Today it was announced that a Non-Executive Director, David Lenigas, has resigned from 
the board.  

BUY 

Price 70.25p  

Target Price 122p 

 

Reuters/BBG VGM.L / LN 

Index FTSE AIM 
Sector Mining 
Market Cap £62.2m 
  
  

Performance (%)  vs AIM  

1 month:  -3.2 
3 months:  -12.5 
12 months:  -45.5 

High/Low 222p / 65.5p 
  
  

Last Results Op update - Dec 11 

Next Event Op update – Mar 12 
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FY11A FY12 FY13 FY14 FY15 
Revenue USD 72.3 119.6 115.9 117.9 117.2
EBITDA USD 3.4 24.4 22.8 24.4 23.6 
EBIT USD -3.6 18.6 17.0 21.5 20.8 
NPAT USD -3.6 18.8 17.6 22.0 21.3 
P/E* x 0.0 5.1 5.4 4.3 4.5
*Assuming a GBP/USD exchange rate of 1.54 
Source: WHI Estimates 

4 January 2012 NATURAL RESOURCES RESEARCH 

MINING 

*WH Ireland acts as Broker and Nomad.   
 
Marketing Communication   
This document has not been prepared in 
accordance with legal requirements designed 
to promote the independence of investment 
research. Please refer to important 
disclosures towards the end of this document. 
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Valuation Summary 
A detailed financial model has been produced which comprises both fixed and variable 
costs at different production levels. The model accounts for the industry standard 
sensitivities such as gold price, mining costs, recoveries and power costs inter alia. In 
terms of our gold price forecasts we have used an industry standard composite of historic 
and forward prices. 
 

 
Our NPV values after tax cash-flows at £116.3m (10%) or 122p per share fully diluted. 
Such a financial valuation cannot account for the fact that Vatukoula owns a mine that in 
all likelihood has decades of production ahead of it and the scarcity value that entails 
within the context of resource debasement globally (see the discussion within this 
research note entitled gold resource debasement). 
 
The valuation is also influenced by the difficulties accessing and delivering to the mill high 
grade underground ore over previous quarters. As a consequence of these difficulties, 
2012 forecasts in particular have additional built-in contingency for both head grade and 
costs. In the event post factum production data confirms continued reversion to the 
production mean, our scenario analysis indicates a substantial uplift in valuation is 
warranted. This uplifted valuation is the central case, and uses stated reserves as the 
proxy head grade. Our valuation in this scenario equates to circa 200p per share .   

 
 
 
 
 
 
 
 

Fig 1: Gold Price and Exchange Rate Assumptions 
Gold Price and Exchange-Rate Assumptions
Year End 31 August 2012F 2013F 2014F 2015F
Gold Price (US$/oz) 1700 1500 1500 1500
Silver Price (US$/oz) 30.0 30.0 30.0 30.0

FJD/USD 0.55 0.55 0.55 0.55
USD/GBP 0.65 0.65 0.65 0.65
AUD/USD 1.00 1.00 1.00 1.00  
Source: WH Ireland research  

Fig 2: Mining Assumptions 
Mining Assumptions
Year End 31 August 2012F 2013F 2014F 2015F
Mined Tonnages shafts + pit (000t) 450.0             458.00      501.94      501.94      
Underground mined grades (g/t) 5.0 6.5 6.5 6.5

Average underground met recoveries (%) 85% 85% 85% 85%

Average surface grade (g/t) 1.75               1.75          1.75          1.75          
Average surface metallurgical recoveries (%) 82% 82% 82% 82%  
Source: WH Ireland research  
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Company Background 
Vatukoula Gold Mines (VGM) is the owner of the longest producing gold mine in Fiji. 
Operating for over 75 years, the mine has produced in excess of seven million ounces of 
gold. VGM acquired the mine in 2008. The mine currently has 4.2 million ounces of 
Mineral Resources and 790,000 ounces of Mineral Reserves. 
 
The Vatukoula Gold Mine is located in the northern part of the main island in Fiji, 
approximately ten kilometres inland from the coast and within the Tavua Basin, situated 
within the extinct Tavua volcano. The mine is located at the foot of the hills that comprise 
the volcanic crater.  

 
The mine operates within three special mining leases which covers a total area of 1,255 
hectares. In addition, VGM can explore areas outside the current mining licenses via 
special prospecting licenses which cover over 19,000 hectares of the surrounding Tavua 
volcano. 
 

History of the Emperor Gold Mine 
Gold was original discovered in the region via alluvial deposits within the Nasiv River in 
the late 19th century. Prospecting to find the source resulted in a gold discovery at 
Lololevu Creek in 1932. The nearby Emperor gold deposit was discovered in 1933.  By 
1936, the deposit (as known today) was controlled by three companies. Management was 
consolidated into one company (Emperor Gold Mines Ltd) in 1956.  To date, the mine has 
produced approximately 7Moz of Au and greater than 2Moz of Ag. 
 

Regional Geology 
The Fijian archipelago contains over 300 islands and lies along the edge of the Pacific 
Ring of Fire. The Ring of Fire is a near continuous series of oceanic trenches, volcanic 
arcs/belts defining the edges of continental plate movements, accounting for around 90% 
of the world’s earthquakes. This tectonically active region is defined by an abundance of 
faulting, associated with numerous volcanoes and intrusives, which genetically is essential 
in the development of copper and gold deposits (as well as a range of other metals). 
 

Fig 3: Vatukoula Mill / Workshop Infrastructure 

 

Source: WH Ireland research  
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Viti Levu, the largest Fijian island, is located in a seismically active area within the Fiji 
Platform - a remnant island arc that lies in a diffuse plate boundary zone between the 
Pacific and Australian tectonic plates in the southwest Pacific.  The actual Vatukoula gold 
deposit is situated in a collapsed caldera on an extinct volcano in the north-western 
portion of Viti Levu.  The caldera is semi-elliptical in shape with the long axis trending 
north-easterly, occupying about 23km2 of an undulating basin. The caldera formed when 
Tertiary basalts collapsed after prolonged explosions from a central vent area.  The 
ensuing subsidence (which appears to have been cyclic) was accompanied by the 
deposition of andesitic volcanic material, rhyolitic tuffs, breccias and agglomerates, partly 
under lacustrine conditions.  The peripheral basalts were shattered during the stages of 
collapse forming a ring fault zone around the caldera. 
 

Fig 4: Mineral Resource Dept, Fiji. 

 

 
 

Source: WH Ireland research / Company data 
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Vatukoula Geology 
Vatukoula is a low-sulphidation epithermal gold vein deposit associated with alkaline type 
igneous rocks in a volcanic setting, typical of several other major gold mines in the 
southwest Pacific region including Grasberg, Porgera and Lihir.  Post caldera collapsing (a 
critical genetic feature) was the formation of a north-westerly shear system transecting the 
caldera, with flatly dipping structures within the peripheral basalts resulting from tectonic 
resettling.  Gold mineralisation is thought to have been set down between 3 and 7 million 
years ago, post-dating magmatism by around 400,000 years. As currently understood, the 
vast majority of the gold at Vatukoula is located within a two square kilometre fractured 
block, largely in the form of gold in arsenopyrite.  However between 10 and 50% of the 
gold is in the form of precious metal tellurides. In terms of exploration it is known high-
level epithermal mineralisation and alteration occur up to 4km from the Emperor gold 
mine, in an area which has a demonstrable present day hydraulic connection with the 
mine. 
 
Typically, gold mineralization occurs within steeply dipping dykes and shears, flat-dipping 
structures (sub 45°), known locally as “flatmakes”,  and the intersection of two or more 
structures, referred to as “shatter zones”.  An estimated 7Moz (8.5Moz pre-mined 
resources assuming an 80% extraction rate) of gold has been extracted since mining 
operations commenced. 
 
Gold bearing veins range from 1cm to 1.2m, at times dramatically over relatively short 
distances. Annualised gold grades have historicallly ranged from 5.5g/t to 9.5g/t Au.  
Historically, mining continued along the mineralised “flatmake”, absorbing good-grade and 
poor. 
 
Reducing production variability.  
Although there is a degree of variability associated with epithermal deposits and inherant 
engineering limitations, additional information from drilling should enable the creation of a 
more comprehensive geological model. This, in turn, should go a considerable way to 
resolving production variability; in turn increasing profitability. Historically as much as 30% 
of the ore delivered to the mill has been outwith reserves.  
 



 

 
 

WH Ireland 7

VATUKOULA GOLD MINES 

Exploration Prospectivity 
Among large epithermal and orogenic gold deposits, the relationship between gold 
endowment, shear-zone trends and geologic complexity (as measured by fractal 
dimensions), is directly proportional to those parts of the shear zone with greatest 
variance from the regional trend, typically coinciding with dilatational zones that 
encompass the majority of mineralisation. Importantly, the degree of geological complexity 
along any primary fluidising shear zone actually modulates gold endowment at any 
particular point along it, which in turn implies that certain areas have the potential to 
produce more interconnected pathways thereby enhancing the potential for significant 
gold mineralisation. 

 
Although more a qualitative rather than quantitative science, it possibly implies that if such 
a large mineralising system exists, it does not do so in isolation. Numerous studies have 
looked at fractal mineralisation distribution on a variety of base and precious metal 
systems around the world. Unsurprisingly, other than demonstrating highly significant 
statistical correlation between clusters of deposits (typically one or several large deposits 
surround by numerous smaller ones), as expected, no quantifiable relationship has yet 
been determined.  But given the significant scale of the mineralisation system that 
encompasses Vatukoula, it could be expected that several unknown mineralised shear  
zones exist.  

Fig 5: VGM Core Farm 

 

Source: WH Ireland research  
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Indeed the Nilsen discovery was announced in October 2011. This is the first new 
structure defined at Vatukoula since the discovery of the Prince William ore zone in the 
1980’s (which loosly mark the end of concerted exploration efforts). The subsets of this 
structure are sub-vertical and have been intersected between 300m and 700m below 
surface (11 and 23 level). The structure is roughly orientated in a north-east south-west 
direction and is consistent with local and regional controls. Intersections of  Nilsen to date 
have been about 300m north of current mine workings. Pending further definition work 
Nilsen clearly has scope to add significantly to audited resources. 

 
 

Fig 6: Core laid out for Logging 

 

Source: WH Ireland research  

Fig 7: Company owned diamond rig drilling in North lease area 

 

Source: WH Ireland research / Company data 
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Mineral Resources 
AMC Consultants (AMC) completed a Mineral Resource estimate for VGM using 
geological and assay data available at 30 March 2011. The data supplied by VGM allowed 
AMC to generate a constrained grade model and estimate a Mineral Resource. AMC 
estimated the Mineral Resources using June 2011 surveyed face positions.  

 
 
Based on the mine design generated by AMC and within the Measured and Indicated 
Mineral Resource portions of the underground VGM deposits, AMC estimated a Proved 
and Probable Ore Reserve of 3.3 Mt at 7.5 grams of gold per tonne for contained gold of 
0.79 Moz using a gold price of US$1400/oz with a 4.48 grams of gold per tonne cut-off. 
 

Fig 8: Mineral Resource Table 

 2011 2010 

Classification Tonnes 

(Mt) 

Grade 

(g/t Au) 

Contained 
Gold 
(Moz) 

Tonnes 

(Mt) 

Grade 

(g/t Au) 

Contained 
Gold 
(Moz) 

Total Measured Resource 7.4 6.0 1.4 7.8 5.6 1.4 

Total Indicated Resource 4.4 8.8 1.3 4.0 9.3 1.2 

Total Inferred Resource 4.6 9.7 1.5 4.2 9.9 1.3 

Total Mineral Resource 16.4 8.0 4.2 16.0 7.6 3.9 

  
Source: Company data 
 

Fig 9: Mineral Reserves Table 

 2011 2010 

Classification Tonnes 
(Mt) 

Grade 
(g/t Au) 

Contained 
Gold 
(Moz) 

Tonnes 
(Mt) 

Grade 
(g/t Au) 

Contained 
Gold 
(Moz) 

Total Proved Ore Reserve 0.59 8.96 0.17 0.60 10.40 0.19 

Total Probable Ore 
Reserve 

2.67 7.24 0.62 2.80 7.00 0.64 

Total Ore Reserve 3.26 7.55 0.79 3.40 7.60 0.83 

  
Source: Company data 
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The methodology used to determine the 2011 ore reserve estimate required stopes to be 
split into panels to allow some stopes to be partially mined such that only the panels with 
reserve classification were considered. Access development to the reserve stopes has 
been added to the mine plan if the panels meet the reserve classification.  
 

Power Generation 
Fiji has a deficit in indigenous fossil fuels and is heavily dependant on imported fossil fuels 
for its industrial, domestic, transport and power generation.  Due to the relative 
remoteness of the Vatukoula operation, power is via on-site diesel generators, making up 
approximately 30 to 40% (depending on oil price and production levels) of cash costs. It is 
both an expensive method of generating power and makes the operation particularly 
susceptible to future changes in the oil price.  Currently the base load requirements of the 
mill, ventilation systems, dewatering and ancillary are about 12MW (assuming throughput 
of 40,000t/m). 
 

Fig 10: Historic Production Source 
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The Fijian economy is very reliant on sugar as a commodity, the processing of which 
results in the generation of a substantial amount of organic waste which contains 
significant calorific value.  According to some estimates, one tonne of sugarcane can 
produce around 250kg of waste plant material that could be utilised within a co-generation 
plant.  VGM has signed a Memorandum of Understanding with the Fijian Sugar 
Corporation (FSC) to purchase energy from the proposed Rarawai Mill Bagasse co-
generation construction project.  If the project were to proceed, electricity costs could be 
approximately half of what they are presently.  If this were to occur, total cash costs have 
the potential to fall significantly.  
 

Fig 11:  Back up generators at VGM.   

 

Source: WH Ireland research  
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Mining Method 
Production at Vatukoula is sourced from four mining sections that are named according to 
shaft or drive access; Smith, Phillip, R1 and the Emperor Decline. The mine is 
predominately an underground operation serviced by a decline and three shafts. Most of 
the orebodies are relatively narrow flat dipping structures previously mined by room and 
pillar methods. They are now primarily mined by derivations of longwall stoping; drilled 
with pneumatic drills for production, with jumbos used in development. Levels have 
historically been driven on 40 metre vertical intervals, with reef drives being driven along 
orebody strike. A raise is developed up-dip and the ore is blasted, scraped and hosed for 
recovery below.  

 
 
Recently the company has introduced improved mining practices including split firing of 
strike drives (where possible), and the use of ore passes to loading points below. A 
system of staff incentives have also been introduced with the aim of reducing dilution. As 
geotechnical conditions at the mine generally appear to be very good, we are of the view 
that there are few intrinsic limitations to the reduction of dilution to within design 
parameters.  

 

Fig 12: Underground Bogger in Service Bay 

 

Source: WH Ireland research 

Fig 13: Stope ‘Raise’ at VGM 

 

Source: WH Ireland research  
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The Case for Gold 
The supply of gold increases at a far slower rate than that of paper money. Each year, the 
gold mining industry produces around 2500 metric tonnes of the metal. This quantity adds 
1% or 2% to the above ground supply of about 165,000 metric tonnes. There is little to 
suggest that this slow pace of production is likely to change in the foreseeable future. 
Unlike economically sensitive commodities (to which it is frequently and incorrectly linked) 
gold does not generally get used. 
 
Therefore traditional supply/demand and marginal production cost analysis does little to 
explain price movement. It is better to think of gold as a multi trillion dollar capital market 
asset. In theory, all of it (at least that which is held as investment) is potentially for sale at 
any given time. 
 
Price behaviour is therefore best explained by macroeconomic considerations and the 
wider investment climate rather than micro economic considerations such as mine 
expansions or jewellery consumption. Talk of a rising gold price is perhaps technically 
incorrect. What appears to be a rising metal price is an illusion that signifies the declining 
value of paper currency and more importantly, the wealth that it measures.  
A few fringe dwellers aside, gold does not excite the investment world. It has not changed 
its spots. What has changed is the perception of the world around it. What has come into 
view is the seemingly real prospect for the dollar and other paper currencies to lose future 
value at an accelerated rate (broadly speaking paper currencies have, throughout history, 
been debased, but recent events have taken it to a new level).  
 

 
 
Over the past ten years gold miners share prices, as measured by the XAU (Philadelphia 
Stock Exchange index of Gold and Silver stocks), have barely kept pace with the metal 
itself. Since early December 2010, gold stocks have lagged the metal substantially. The 
ratio of the XAU to the metal price stands near to an historic low (see below). 
 

Fig 14: S&P 500 Index in Gold grams 

 

Source:  pricedingold.com 
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Fig 15: Gold Prices 

 

Source: Philadelphia Stock Exchange 
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Gold Resource Debasement  
Pressure on gold mining margins is often mentioned as a reason for lacklustre stock 
performance. However, the facts do not appear to support that argument. In 2007, oil 
prices approached $150/bbl, and today are hovering in the $100’s. Energy, one of the key 
variable cost components of producing gold, has not kept pace with the gold price. Almost 
all of the other inputs that one could name - including steel, chemicals and labour have 
also not kept pace.  
 
Indeed the chart below shows that the spread of the global cash costs to revenues has 
widened significantly since 2008. 

 
Prior to 2008, margin pressure was a legitimate concern. The costs of production were 
outstripping the gold price. Thin margins translated into high potential shareholder dilution 
if the industry was to reinvest sufficient capital to maintain production/reserves. Following 
the credit implosion of 2008, profit margins on existing mines have incrementally 
expanded. If there is a legitimate margin or return on capital issue, it relates to mines of 
the future. The steady decline in head grades requires disproportionate and possibly 
logarithmic increases in capital to produce the same amount of gold. And more capital 
translates into heightened project risk and lower returns on capital employed. 

 

Fig 16: Global Cash Costs 

 
Source: Scotia Capital 

Fig 17: Sustaining Capex 

 

Source: Scotia Capital 
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The graphic below plots the size distribution of 706 primary gold deposits (>1 Moz) found 
since 1950. For much of the period, the weighted average size of these discoveries varied 
between 3 to 7 Moz. It should be noted that the annual figure is strongly influenced by a 
handful of giant deposits. Although there has been a modest decline in size over the last 
20 years (from 3.6 Moz in 1990-99 to 2.9 Moz in the period 2000-09) this may simply be a 
function of the time taken to fully delineate a discovery.  
 
In respect to ore grades, the downward trend over time is more apparent from over 2 g/t in 
the 1960s to 1980s to less than 1 g/t Au presently. This is due to a range of factors – 
including changes in gold prices and technological advances that make it economic to 
mine lower grade ore. Of more interest is the fact that the average head grade of ore 
mined (i.e. the red line) has dropped at an accelerated rate – suggesting that the inventory 
of high quality deposits is being depleted at a significant rate. 
 
In this context, it is interesting to note Vatukoula is a “World Class” gold deposit, with 
substantial latent potential, dependant of course on the assumptions made within future 
exploration scenarios. 

 

 
 

Fig 18: Average Global Gold Grades 

 

Source: University of Western Australia 

Fig 19: Gold Deposits 

 

Source: University of Western Australia 
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Fiji – Political Situation 
The first settlements in Fiji were started by voyaging traders and settlers from the west 
about 3,500 years ago.  Europeans settled on the islands permanently from the start of 
the nineteenth century.  The British granted Fiji independence in 1970. Democratic rule 
was interrupted by two military coups in 1987 because the government was perceived as 
dominated by the Indian community.  The coups and accompanying civil unrest 
contributed to heavy Indian emigration; the population loss resulting in economic 
difficulties, but ultimately ensured that Melanesian became the majority.  Free and 
peaceful elections in 1999 resulted in a government led by an Indo-Fijian, but a civilian-led 
coup in May 2000 ushered in a prolonged period of political turmoil.   
 
Parliamentary elections held in August 2001 provided Fiji with a democratically elected 
government, which was re-elected in May 2006, but was subsequently ousted in 
December 2006 by a military coup led by Commodore Bainimarama.  He initially 
appointed himself as president, before becoming prime minister.  Since taking office, he 
has effectively suspended democratic rule and steadfastly refuses to hold elections. 
 

Country Transparency 
According to the Wall Street journals 2010 Economic Freedom Index, Fiji is ranked 13th 
out of 41 countries in the Asia–Pacific region, and its overall score is slightly above the 
world average.  Fiji scores higher than the world average in seven of ten economic 
freedoms, particularly in two areas, government size and labour freedom. The flexible 
labour market operates with minor restrictions on hiring and firing.  Fiji is weak in 
investment freedom and property rights. All foreign investment is subject to government 
approval.  Although Fiji restricts foreign investment, it offers tax incentives to investors in 
preferred activities, such as mining.  
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Pro Forma Financials  
Profit & Loss (USD) 2011A 2012F 2013F 2014F 2015F

Operating Revenue 72.3 119.6 115.9 117.9 117.2
   Invest & other income 2.3 0.0 0.0 1.0 2.0
EBITDA 3.4 24.4 22.8 24.4 23.6
   Depreciation/Amortisation 7.0 5.7 5.7 2.9 2.9
EBIT -3.6 18.6 17.0 21.5 20.8
   Net Interest 0.0 0.2 0.5 0.4 0.5
   Pre-tax profit -3.6 18.8 17.6 22.0 21.3
   Tax expense 0.0 0.0 0.0 0.0 0.0
   Minorities/Assoc./Prefs 0.0 0.0 0.0 0.0 0.0
NPAT -3.6 18.8 17.6 22.0 21.3
   Non reoccurring items 0.0 0.0 0.0 1.0 2.0
   Reported Profit -3.6 18.8 17.6 23.0 23.3
   NPAT add Goodwill & Pref 0.0 0.0 0.0 1.0 2.0
Adjusted profit -3.6 18.8 17.6 24.0 25.3

Cashflow Summary (USD) 2011A 2012F 2013F 2014F 2015F

   EBITDA 3.4 24.4 22.8 24.4 23.6
   Working capital changes (0.6)           (0.6)           (0.4)           (0.2)           (0.2)           
   Provisions 0.0 0.0 0.0 0.0 0.0
   Other operating 0.0 0.0 0.0 0.0 0.0
Cashflow pre interest & tax -6.0 23.8 22.4 24.2 23.4
   Net interest 0.0 0.2 0.5 0.4 0.5
   Pref/con, dividends (debt) 0.0 0.0 0.0 0.0 0.0
   Income tax paid 0.0 0.0 0.0 0.0 0.0
Operating Cashflow -6.0 24.0 22.9 24.6 23.9
   Required capex (4.3) (4.3) (4.3) (2.1) (2.1)
Maintainable OCF -10.3 19.7 18.6 22.5 21.8
   Dividends 0.0 0.0 0.0 0.0 0.0
   Pref/con, dividends (equity) 0.0 0.0 0.0 0.0 0.0
   Acquisitions/expansionary capex 0.0 0.0 0.0 0.0 0.0
   Exploration cap./R&D (0.5) (0.7) (0.8) (0.5) (0.5)
   Disposals 0.0 0.0 0.0 1.0 2.0
Free cashflow -10.8 19.0 17.8 23.0 23.4

   Debt increase/(reduction) 0.0 0.0 0.0 0.0 0.0
   Pref./Conv.Capital (Equity) 0.0 0.0 0.0 0.0 0.0
   Pref./Conv.Capital (Debt) 0.0 0.0 0.0 0.0 0.0
   Equity 0.0 0.0 0.0 0.0 0.0
Net cash flow -10.8 19.0 17.8 23.0 23.4

Balance Sheet (USD) 2011A 2012F 2013F 2014F 2015F

   Cash & Deposits 10.5 15.4 26.4 33.5 39.8
   Trade & other debtors 11.9 9.1 9.1 9.1 9.1
   Inventories 12.3 6.3 5.9 6.3 6.3

   Investments 0.0 0.0 0.0 1.0 2.0
   Prepayments 0.0 3.8 3.8 3.8 3.8
   Other 0.0 0.0 0.0 1.0 2.0
Total current assets 34.7 34.6 45.3 54.6 63.0
   Trade & other debtors 0.0 0.0 0.0 0.0 0.0
   Investments 0.0 0.0 0.0 0.0 0.0
   Assoc. Co. Equity 0.0 0.0 0.0 0.0 0.0
   Inventories 12.3 0.0 0.0 0.0 0.0
   Total property, plant & equipment 35.4 39.0 42.6 46.2 48.0
   Intangibles (Goodwill) 0.0 0.0
   Intangibles (Exploration) 52.4 53.1 53.5 54.3 55.0
   Tax Benefit 0.0 0.0 0.0 0.0 0.0
   Other assets (Int in Gov Sec, Prepays etc) 0.0 0.0 0.0 0.0 0.0
Total non-current assets 100.1 92.1 96.1 100.4 103.0
Total Assets 134.8 126.6 141.3 155.0 165.9
   Borrowings/pref. debt 0.0 0.0 0.0 1.0 2.0
   Trade & other creditors 6.5 5.1 5.1 5.1 5.1
   Provisions (excl. tax and divs) 1.0 1.8 1.8 1.8 1.8
   Other Provisions (tax ) 0.0 0.0 0.0 0.0 0.0
   Other 0.0 0.0 0.0 0.0 0.0
Total current liabilities 7.5 6.9 6.9 7.9 8.9
   Borrowings 0.0 0.0 0.0 1.0 2.0
   Preference (Debt Type) 0.1 0.1 0.1 0.1 0.1
   Trade & other creditors 6.2 0.0 0.0 1.0 2.0
   Provisions 6.2 1.9 1.9 1.9 1.9
   Other 10.8 10.8 10.8 10.8 10.8
Total non-current liabilities 23.2 12.8 12.8 14.8 16.8
Total liabilities 30.7 19.7 19.7 22.7 25.7
Shareholder equity 104.1 106.9 121.6 132.3 140.2  
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Financial Sensitivities 
 
Georgious Agricola wrote the first real textbook on mining in 1550. Within he noted ‘the 
miner ignorant and unskilled in the art digs out the ore without careful discrimination while 
the learned and experienced miner first assays and proves it and, when he finds the veins 
either too narrow and hard or too wide and soft, he infers therefrom that these cannot be 
mined profitably and so works only the approved ones’. 
 
In the context of Vatukoula, the chart below demonstrates the economics of Agricola’s 
observation. There is a non linear relationship between profitability and tonnes at a given 
fixed cost and head grade. This graph shows the cash profit (loss) per ounce assuming 
production costs of $170/t at a given head grade at an assumed gold price of $1500oz. It 
can seen that break even is around 3.8g/t from underground at a c$170/t production cost. 
As grade rises, cash profits per ounce (and per tonne) rise quickly and substantially. 

 
 
 
 
This graph ties back to the reserve statement; AMC estimated a Proved and Probable Ore 
Reserve of 3.3 Mt at 7.5 grams of gold per tonne for contained gold of 0.79 Moz using a 
gold price of US$1400/oz with a 4.48 grams of gold per tonne cut-off.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig 20: Profitability/Tonne 
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Source: WH Ireland/company data 
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As Emperor is an established operation with a substantial history and a high fixed cost 
base, the valuation is relatively sensitive to the prevailing gold price, head grade, 
metallurgical recoveries and underground production levels. For the purposes of the 
sensitivity analysis all key variables were held at the central case whilst the subject key 
variable was tested independently. 
 
The results are tabulated below and illustrate that the operation is most sensitive to 
changes in the gold price followed by changes in gold grade and metallurgical recoveries. 
Also tabulated below are our modelling assumptions pertaining to costs for the 
underground component of production.  

 

Fig 21: Earnings Analysis 

Year End 31 August 2012F 2013F 2014F 2015F
Labour Costs (fixed) ($/t) 4.0 4.4 4.2 4.2
Labour Costs (variable) ($/t) 11.2 10.8 11.0 11.0
Engineering ($/t) 25.2 27.5 26.3 26.3
Mining ($/t) 64.0 60.9 60.9 60.8
Maintence capex ($/t) 1.3 1.4 1.4 1.4
Milling (fixed) ($/t) 10.2 11.1 10.6 10.6
Milling (variable) ($/t) 18.4 19.9 19.9 19.9

Capital development consumed within 12 months($/t) 1.4 1.6 1.5 1.5
Energy ($/t) 70.3 70.3 73.2 73.2
Admin & other ($/t) 3.3 3.6 3.5 3.5

Total Cost per tonne ($/t) 209.2 211.4 212.3 212.2  
 

Source: WH Ireland research  

Fig 22: NPV Sensitivities 
 

Factor

Gold Price 5% 13.5%

Gold Grade 5% 9.3%
Metallurgical Recoveries 5% 9.4%

Underground Production 5% 8.9%

Oxide Production 5% 0.5%
Labour (Fixed and Variable) 5% -0.3%

Power Generation Costs 5% -1.6%

Factor 
Variation (%)

Change in Company 
NPV (%)

 
 
 
Source: WH Ireland research / Company data 
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Share Price Target 
The share price target is the level the stock should currently trade at if the market were to accept the analyst’s view 
of the stock and if the necessary catalysts were in place to effect this change in perception within the performance 
horizon. 
 
Stock Rating Distribution 
As at the quarter ending 30 September 2011 the distribution of all our published recommendations is as follows: 
 

Recommendation Total Stocks Percentage % Corporate 

Buy 53 85% 32 

Speculative Buy 3 5% 3 

Outperform 4 7% 2 

Market Perform 2 3% 2 

Underperform 0 0% 0 

Sell 0 0% 0 

Total 62 100% 39 

 
 
This table demonstrates the distribution of WH Ireland recommendations.  The first column illustrates the distribution 
in absolute terms with the second showing the percentages. 
 
Conflicts of Interest Policy  
This research is classified as being “non-independent” as defined by the FSA’s Conduct of Business Rule 12.3. 
Please refer to www.wh-ireland.co.uk for a summary of our conflict of interest policy. 
 
Analyst Certification 
The research analyst or analysts attest that the views expressed in this research report accurately reflect his or her 
personal views about the subject security and issuer.  
 
WH Ireland has acted as manager in the underwriting or placement of securities of this company within the last 12 
months.  
 
Within the past 12 months, WH Ireland has received compensation for investment banking services from this 
company. 
 
WH Ireland acts as broker and NOMAD to this company. 
 
# WH Ireland acts as Market Maker in this security. 
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Share Price Date/Time 

Company Name Recommendation Price Price Date/Time

Vatukoula Gold Mines Buy 70.25p 3-Jan-12 @ close

 
Summary of Company Notes 

Headline Date

Final Results confirm management’s ability to regenerate 9-Mar-10

2Q10: Focus on Ramping up Production 22-Mar-10 

The Emperor is dead – long live the Emperor 25-May-10

1H10: Company Production Profile Matching Expectations 1-Jun-10

3Q10: Increasing underground production related to Development 30-Jun-10

 
Summary of Security Recommendations 

Recommendation From To Analyst*

Buy 9-Mar-10 4-Jan-12 PA

Buy 4-Jan-12 - CA

*Current Analyst (CA), Previous Analyst (PA) 

WH Ireland Recommendation Definitions 

Buy 
Expected to outperform the FTSE All Share by 
15% or more over the next 12 months. 

Outperform 
Expected to outperform the FTSE All Share by 
5/15% over the next 12 months. 

Market Perform 
Expected to perform in line with the FTSE All 
Share over the next 12 months. 

Underperform 
Expected to underperform the FTSE All Share 
by 5/15% or more over the next 12 months. 

Sell 
Expected to underperform the FTSE All Share 
by 15% or more over the next 12 months. 

Speculative Buy  
The stock has considerable level of upside but 
there is a higher than average degree of risk. 

Disclosures  

Disclaimer 
This research recommendation is intended only for 
distribution to Professional Clients and Eligible 
Counterparties as defined under the rules of the 
Financial Services Authority and is not directed at 
Retail Clients.   This note contains investment advice 
of both a general and specific nature.  It has been 
prepared with all reasonable care and is not knowingly 
misleading in whole or in part. The information herein 
is obtained from sources which we consider to be 
reliable but its accuracy and completeness cannot be 
guaranteed. The opinions and conclusions given 
herein are those of WH Ireland Ltd. and are subject to 
change without notice. Clients are advised that WH 
Ireland Ltd. and/or its directors and employees may 
have already acted upon the recommendations 
contained herein or made use of all information on 
which they are based. WH Ireland is or may be 
providing, or has or may have provided within the 
previous 12 months, significant advice or investment 
services in relation to some of the investments 
concerned or related investments. Recommendations 
may or may not be suitable for individual clients and 
some securities carry a greater risk than others. 
Clients are advised to contact their investment advisor 
as to the suitability of each recommendation for their 
own circumstances before taking any action. No 
responsibility is taken for any losses, including, without 
limitation, any consequential loss, which may be 
incurred by clients acting upon such 
recommendations. The value of securities and the 
income from them may fluctuate. It should be 
remembered that past performance is not necessarily 
a guide to future performance. For our mutual 
protection, telephone calls may be recorded and such 
recordings may be used in the event of a dispute. 
Please refer to www.wh-ireland.co.uk for a summary 
of our conflicts of interest policy and procedures. 
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