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September Quarterly Report

Avoca (AVO) poured the first gold bar from the Trident project in July. The operational
ramp-up is well underway with the following physicals reported for the quarter:

e  Gold production of 21.7koz

e Average price received of A$993/0z

. Plant running in excess of 1Mtpa nameplate rate

e Recoveries of 96.7% (feasibility study 97%)

e Approximately 60% of gold production was recovered from the gravity circuit
. Stoping contribution to mine production increasing to 75% by quarter end

. Developed ore stocks total ~500,000t (~6 months production) (shown in grey in
Figure 1)

Throughput grade averaged 2.9g/t for the September quarter due to the treatment of low
grade commissioning material. As the quantity of higher grade stoping ore increases
relative to lower grade development ore, the grade will move towards the 5.3g/t reserve
estimate. Argonaut anticipates that AVO will report maiden cost data in the December
quarter when the ramp-up stabilises and representative average ore grades are fed into
the plant.

AVO announced a 58% increase in the Inferred Resource at Chalice to 123koz at an
average grade of 5.2g/t. The resource sits in two underground shoots - Atlas and Olympus.
Following completion of a pre-feasibility study demonstrating a robust IRR of >50%
Chalice is shaping up as AVO'’s second underground operation. The deposit is located 30km
from the new 1mtpa Higginsville gold plant with mine road and highway access in place. In
the 1990’s Chalice yielded 556koz predominantly from open pit mining.

Gold prices have held up better than most during the recent market turmoil. Despite
depreciating by almost 4% over the last 12 months in US$ terms, in A$ terms gold has
risen 33% to ~A$1130/0z (Figure 2). The gold price is expected to remain firm. Last week
Argonaut revised its metal price and exchange rate forecasts. The short term outlook for
each metal was adjusted downwards except for gold, which remains unchanged at
US$900/0z in FY09, US$850/0z in FY10 and US$800/0z in FY11.

AVO has cash of $8.0m and interest bearing liabilities of ~$95m. Argonaut’s positive view
on the stock is justified by:

. Quality management

e High grades

3 Exploration upside

e Lack of domestic gold competition
e Unhedged

e Value - AVO is trading at a 27% discount to NAV

BUY
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Figure 1: Status of completed development

Source: AVO

Figure 2: Gold price AUD v USD (rebased)
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Avoca Resources

Recommendation
Current Price
DCF Valuation

All Ords (XAO)

BUY
$1.33
$1.82

3,893

Profit & Loss ($m) 30 June 2009E 2010E 2011E
Sales Revenue 179.2 189.1 178.0
Other Income 0.9 1.9 2.3
Operating Costs 103.8 102.6 102.4
Depn & Amort 34.2 33.4 22.3
Exploration Written Off 2.0 2.0 2.1
Corporate/Admin 5.0 5.1 5.2
Other 0.0 0.0 0.0
EBIT 35.1 47.9 48.3
Interest Paid 6.9 3.9 1.0
Operating Profit 28.2 44.0 47.4
Tax expense 11.5 13.2 14.2
Minorities 0.0 0.0 0.0
NPAT 16.8 30.8 33.2
Normalised NPAT 16.8 30.8 33.2
Cash Flow ($m) 2009E 2010E 2011E
Operating Cashflow 47.4 56.0 47.1
- Capex 13.0 6.1 4.2
- Exploration & Evaluation 10.0 10.2 10.4
- Asset purchases (+ asset sales) 0.0 0.0 0.0
Free Cashflow 24.4 39.6 32,5
- Dividends 0.0 0.0 0.0
+ Equity raised 0.0 0.0 0.0
+ Debt drawdown (- repaid) (40.0) (31.8) 0.0
Net Change in Cash -15.6 7.8 32.5
Cash at End Period 36.0 45.8 56.9
Balance Sheet ($m) 2009E 2010E 2011E
Total Assets 200.7 193.3 191.9
Total Debt 75.8 35.8 4.0
Total Liabilities 92.7 54.6 20.0
Shareholders Funds 108.0 138.8 171.9
Production Summary 2009E 2010E 2011E
Trident (koz) 152 174 174
Total 152 174 174
Gold Cash Cost (US$/0z) 535 461 460
Gold Total Cost (US$/0z) 711 611 560
Gold Price Realised (US$/0z) 900 850 800

Reserves & Resources
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Equities Research
Analyst: Troy Irvin

Sector Materials
Issued Capital (m) 222.9
Market Cap (m) $296.4
Updated 30-October-2008
Financial Summary 2009E 2010E 2011E
Reported Earnings
Net Profit ($m) 16.8 30.8 33.2
EPS (cents) 7.2 13.2 14.2
PER (x) 17.7 9.6 8.9
Normalised Earnings
Net Profit ($m) 16.8 30.8 33.2
EPS (cents) 7.2 13.2 14.2
EPS Growth (%) 83.8 7.7
PER (x) 17.7 9.6 8.9
Cashflow
Operating Cashflow ($m) 47.4 56.0 47.1
GCFPS (cents) 20.3 23.9 20.1
PCF (x) 6.6 5.6 6.6
Dividend
Dividend (cents) 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0
Franking % 100 100 100
[Financial Ratios ___________________________2009E _2010E _2011E|
Balance Sheet Ratios
Total Debt / Equity (%) 70 26 2
Interest Cover (x) 5.1 12.1 50.2
Acid test ratio (x) 1.1 1.4 1.7
Profitability Ratios
Net Profit Margin (%) 9.3 16.3 18.6
Return on Assets (%) 21.3 32.5 35.8
Return on Equity (%) 15.5 22.2 19.3
Valuation Summary ________________________Asm________A$/sh |
Trident 292.6 1.31
Forwards 0.0 0.00
Corporate -8.6 -0.04
Non Trident Resources 68.2 0.31
Exploration 130.0 0.58
Unpaid Capital 11.1 0.05
Cash (30 June 2008) 8.0 0.04
Debt -95.8 -0.43
Total @ 7% discount rate 405 1.82

Name Position
Robert Reynolds Non-Executive Chairman
Rohan Williams Managing Director
Stephanie Unwin Non-Executive Director

Reserves Mt g/t Moz David Quinlivan Non-Executive Director
Trident 3.4 5.3 0.58 Jan Castro Non-Executive Director
Resources Mt g/t Moz
Trident including stockpiles 5.2 5.8 0.98
Fairplay 3.6 1.8 0.21 Substantial Shareholders %
Palaeochannels 1.4 2.0 0.09 Pala Investment Holdings 18.9%
Chalice 0.7 5.2 0.12 Commonwealth Bank 7.7%
Other 1.3 1.2 0.05 JP Morgan Chase and Co 6.2%
Total 12.3 3.7 1.45
GOLD PRODUCTION REALISED PRICE AND COST PROFILE
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Important Disclosures

General Disclosure and Disclaimer

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330
650) ("ASPL") for the use of the clients of ASPL and its related bodies corporate (the
“Argonaut Group”) and must not be copied, either in whole or in part, or distributed to
any other person. If you are not the intended recipient you must not use or disclose the
information in this report in any way. ASPL is a holder of an Australian Financial
Services Licence No. 274099 and is a Market Participant of the Australian Stock
Exchange Limited.

Nothing in this report should be construed as personal financial product advice for the
purposes of Section 766B of the Corporations Act. This report does not consider any of
your objectives, financial situation or needs. The report may contain general financial
product advice and you should therefore consider the appropriateness of the advice
having regard to your situation. We recommend you obtain financial, legal and taxation
advice before making any financial investment decision.

This research is based on information obtained from sources believed to be reliable and
ASPL has made every effort to ensure the information in this report is accurate, but we
do not make any representation or warranty that it is accurate, reliable, complete or up
to date. The Argonaut Group accepts no obligation to correct or update the information
or the opinions in it. Opinions expressed are subject to change without notice and
accurately reflect the analyst(s)’ personal views at the time of writing. No member of
the Argonaut Group or its respective employees, agents or consultants accepts any
liability whatsoever for any direct, indirect, consequential or other loss arising from any
use of this research and/or further communication in relation to this research.

Nothing in this research shall be construed as a solicitation to buy or sell any financial
product, or to engage in or refrain from engaging in any transaction. The Argonaut
Group and/or its associates, including ASPL, officers or employees may have interests
in the financial products or a relationship with the issuer of the financial products
referred to in this report by acting in various roles including as investment banker,
underwriter or dealer, holder of principal positions, broker, director or adviser. Further,
they may buy or sell those securities as principal or agent, and as such may effect
transactions which are not consistent with the recommendations (if any) in this
research. The Argonaut Group and/or its associates, including ASPL, may receive fees,
brokerage or commissions for acting in those capacities and the reader should assume
that this is the case.

There are risks involved in securities trading. The price of securities can and does
fluctuate, and an individual security may even become valueless. International
investors are reminded of the additional risks inherent in international investments,
such as currency fluctuations and international stock market or economic conditions,
which may adversely affect the value of the investment.

The analyst(s) principally responsible for the preparation of this research may receive
compensation based on ASPL’s overall revenues.

© 2008. All rights reserved. No part of this document may be reproduced or
distributed in any manner without the written permission of Argonaut Securities Pty
Limited. Argonaut Securities Pty Limited specifically prohibits the re-distribution of this
document, via the internet or otherwise, and accepts no liability whatsoever for the
actions of third parties in this respect.
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