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Unlike most of the other new gold industry entrants over recent years, Avoca Resources has made a successful
start to production. The company’s commissioning process has been virtually painless and trouble-free,
without any of the stuff-ups or operational issues that have beset many of its peers. For a lot of gold investors
that have been scared off by a string of failed producers, Avoca is a welcome new face on the Australian gold
scene.  
 
 

Fat Prophets initially recommended buying AVO at 67 cents in February 2006 (Fat Mining14). Our last review
of this stock was in November (Fat Mining 148). 
 

 
 
Since our last review in November, Avoca has posted further gains, reaching a high $1.785 in mid December.
Since then, prices have moved sideways in a narrowing band of consolidation, above interim support at $1.47. 
 

While the rebound from October reflects firm investor support for the stock, we remain cautious while
resistance in the region of $1.70 to $1.80 caps prices. As evident on the daily chart, prices are yet to break
above this region.  
 

From a longer-term perspective, prices have been trending lower since the May all time high of $2.91. In our
opinion, a sustained break above $1.80 is required to signal a sustainable attempt to restore broader upward
momentum. 



 
 
As we have previously emphasised, in a gold sector dominated by a string of unfortunate failures resulting
from high costs and declining margins, Avoca Resources is a welcome new face on the Australian gold scene.  
 

Encouragingly, there has been a heap of positive corporate news since our last update; with the company
confirming the completion of a $30 million share placement to boost working capital and fund its ongoing
development activities, as well as confirmation by the company’s banking syndicate of the Higginsville
project’s operational credentials. 
 

To top it all of from an operational perspective, initial December quarter operating statistics show that all is on
track with respect to project ramp-up. 
 

First off from a production perspective, the initial December quarter production results from the company’s
Higginsville gold project in Western Australia are comfortably in line with expectations, as the ramp-up of
output continued during the period. Importantly, development commenced on what will be a nice production
‘sweet spot’, comprising the high-grade 1005 level of the Western Zone. 
 

This area comprises a 25-metre thick ore zone, which was mined at a very robust grade of 9.4g/t gold during
the quarter. In all, 242,655 tonnes of ore were mined during the quarter at an average grade of 3.92g/t Au for
30,645 contained ounces. The average gold price received was A$1,192/oz. 
 

Exploration-wise, work at Trident continues to deliver success, with the discovery of a new ore zone called
Eos, identified over a 200 metre strike length that lies adjacent to the Western Zone. Recent underground
drilling has also confirmed that the Western Zone and the previously-identified Apollo Zone merge to form the
same mineralised structure. 
 

In order to maximise the extraction of the high-grade Trident gold reserves, a cemented fill-media is required
to be placed into the stope void at the completion of mining of individual stopes. This process quite simply
allows for the maximum extraction of the gold-bearing ore, without compromising underground structural
integrity. 
 

Studies undertaken by Avoca have demonstrated that the most cost-effective life of mine stope-filling strategy
involves the construction of a paste-fill plant that will combine filtered tailings from the treatment plant with
cement, which in turn is then pumped underground to fill the open stopes. 
 



 

 
 
The capital cost of the paste-fill plant and associated infrastructure is $15 million, which will be financed
through the recently announced ~$30 million share placement, comprising 20.5 million shares at $1.47 each.
The residual funds will be used for general working capital. 
 

In other positive news late last year the company received confirmation from its major financiers, Société
Genéralé Australia and the Commonwealth Bank, that the Higginsville project had successfully passed all of
the requisite performance tests related to project financing. 
 

This means that the project met all of the appropriate criteria with respect to specified mining production and
mill throughput rates, ounces produced and cost profiles, during a continuous 30-day period prior to 31
December 2008. The successful completion of the performance tests is yet another key milestone and
reinforces the project’s operational soundness. 
 

As we have previously indicated, on both a market cap/resource ounce basis and a price/earnings basis, Avoca
is not the cheapest gold play on the market. However, there is also an old saying that you get what you pay
for.  
 

Avoca currently trades on a prospective price-earnings multiple of around ten times 2009 consensus earnings
estimates, falling to six times 2010 consensus forecasts. This premium however reflects the quality of the
company’s resource base and grade, operating cost profile and management capability. There are few
competitors that offer all these key attributes. 
 

The key for Avoca remains its capacity to demonstrate continued operational reliability and consistent ability to
meet production targets. We anticipate 2008/09 gold production at Higginsville of around 150,000 ounces at a
cash operating cost of around A$600/oz. With Avoca last year purchasing put options over 438,933 ounces of
production at a strike price of A$830 per ounce, this gives the company downside price protection over a 34-
month period. 
 

The company therefore has a sound financial footing, as well as robust operating margins and attractive
exploration upside, to make it the key emerging gold play on the Australian gold scene in recent memory. 
 

Avoca Resources will therefore remain firmly held within the Fat Prophets Mining & Resources
Portfolio.



Avoca Resources  

Avoca Resources is an emerging gold producer based in Perth. In the six years since listed in 2002, the company has successfully 
made the transition from junior explorer to producer status, with the recent commissioning of its Higginsville gold project in 
Western Australia. The Higginsville resource base currently stands at 1.45 million ounces and growing. Annual forecast gold 
production will be between 160,000 and 190,000 ounces initially over four years at a modest estimated life-of-mine cash operating 
cost of A$369 per ounce. In our view the Higginsville project has multi-million ounce resource potential. The company has just 
completed a positive pre-feasibility study that examined the economics of developing the Chalice satellite operation, just 30km 
away, and has elected to push ahead with a full feasibility study. 

Snapshot AVO

Market Capitalisation A$348m 

DISCLAIMER 

Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. 
Fat Prophets research is based upon information known to us or which was obtained from sources which we believed to be reliable and accurate at 
time of publication. However, like the markets, we are not perfect. This report is prepared for general information only, and as such, the specific 
needs, investment objectives or financial situation of any particular user have not been taken into consideration. Individuals should therefore 
discuss, with their financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all 
investments will be appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised 
representatives exclude all liability for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or 
reliance on, any information within the report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such 
liability, Fat Prophets hereby limits its liability, to the extent permitted by law, to the resupply of the said information or the cost of the said 
resupply. As at the date at the top of this page, Directors and/or associates of the Fat Prophets Group of Companies currently hold positions in ABB 
Grain (ABB), Aurora Minerals (ARM), Austal (ASB), Australian Wealth Management (AUW), Avoca Resources (AVO), Avexa (AVX), Argo Exploration 
(AXT), BHP Billiton (BHP), Babcock & Brown Japan Property Trust (BJT), Boart Longyear (BLY), Biota Holdings (BTA), Catalpa Resources (CAH), 
Catalpa Resource Options (CAHO), Coeur D'Alene Mines (CXC), Fat Prophets (FAT), Fat Prophets Options (FATO), Fosters Group (FGL), Global 
Mining Investments (GMI), Lihir Gold (LGL), Lion Selection (LST), Macarthur Coal (MCC), Maryborough Sugar Factory (MSF), Mundo Minerals 
(MUN), Mineral Securities (MXX), Mineral Securities Options (MXXO), Newmont Mining (NEM), Oil Search (OSH), Oz Minerals (OZL), Progen Options 
(PGLO), Platinum Australia (PLA), QBE Insurance (QBE), Rio Tinto (RIO), Roc Oil (ROC), St Barbara (SBM), Sirtex Medical (SRX), Territory Iron Ord 
(TFE), Telstra Corporation (TLS), Tox Free Solutions (TOX), View Resources (VRE), View Resources Options (VREO), Walter Diversified (WDS), 
Woodside Petroleum (WPL), Merrill Lynch Gold Fund, Platinum Japan Fund, Gold Bullion. These may change without notice and should not be taken 
as recommendations. The above disclaimer does not apply to investments held by the Fat Prophets Australia Fund Limited ACN 111 772 359 
(FPAFL). 


