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Avalon Minerals Ltd (AVI.ASX)
Fully funded for aggressive drill program at Viscaria
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DETAILS:
 AVI has completed a placement of 119.3m shares at $0.07/sh to institutional Risk
investors, raising a total of $8.4m. The placement has broadened the register with
institutions including Acorn Capital who have become a substantial shareholder Capital Structure
with a ~12% holding and diluted the existing substantial Malaysian shareholders Shares on Issue (m)
Market Cap (A$m)
from ~35% to ~25%.
 Following the completion of the placement, AVI will have ~$10m in cash and hence Net Debt/(Cash) (A$m)
be fully funded to complete the planned 25,000m drill program at Viscaria set to EV (A$m)
Options on issue (m)
commence in coming weeks.
 Further scoping study analysis has been completed by mining consultants Xstract on 12mth Av Daily Volume ('000)
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Avalon Minerals Ltd (AVI.ASX) recently completed an $8.4m equity raising.
Further scoping study analysis completed on Discovery Zone acquisition.

the Discovery Zone prospect, which is currently subject to due diligence and is to be
acquired from Hannans Reward Ltd for $4m. The economic assessment has
indicated that the existing resource at Discovery Zone has the potential to add
US$140m to the base case project NPV of ~US$60m to an updated NPV of
~US$200m on a stand-alone basis (i.e. excluding resource growth from planned drill
program). Based on the ‘Development Case D’ scenario which assumes resource
growth at the A and D Zones following the upcoming drill program and completion
of the Discovery Zone acquisition, the NPV increases to ~US$350m with a
production profile of 29ktpa Cu and almost 1Mtpa Fe over a 9 year mine life.
ANALYSIS:
 Broadening of institutional register a positive: In our view the pre-placement
register had previously acted as a deterrent to potential investors, with the limited
free float and the large investment by Malaysian shareholders whose names were
largely unfamiliar to the Australian resources investment community. Our
understanding is that, whilst the Malaysian shareholders were willing to provide
follow on support in the recent placement, they opted not to do so to enable the
introduction of new institutional investors to the register. We consider this to be a
positive and should also lead to increased liquidity over time.
 Fully funded to complete aggressive 25,000m drill program, expected to deliver
significant resource growth and value creation: A 25,000m drill program is
scheduled to commence in coming weeks targeting both the A and D Zone deposits
at Viscaria, prior to further resource upgrades in H1 2013, DFS commencement in
mid 2013 and ultimately first production in early 2016. The recently released
Scoping Study confirmed the technical and economic viability of Viscaria and
provided a clear pathway to deliver a 29ktpa Cu operation and NPV of up to
~$350m following the upcoming drill program and Discovery Zone acquisition.
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RECOMMENDATION:
$0.08
 We continue to rate AVI as a BUY with a price target of $0.20/sh.
$0.06
 We consider the current enterprise valuation of ~$25m to offer an attractive entry $0.04
point for investors wishing to gain leverage to exploration success over the coming $0.02
12 months in a mining friendly jurisdiction (Sweden) and with a proven $0.00
management team.
 Following the recent equity issue the financing risk and ‘cum-issue’ overhang has
been removed and we expect regular news flow over the coming 6-8 months as
drilling is carried to increase resources and associated valuation.
Analyst
 AVI management (Jeremy Read – MD) have a proven track record of exploration Mark Hinsley
success and have delivered significant shareholder value with previous vehicles
Discovery Metals and most recently Meridian Minerals.
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DISCLAIMER: Foster Stockbroking Pty Ltd does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Refer full disclosures at the end of this report.

AVALON MINERALS LTD

Fully funded for drill program at Viscaria post placement


Placement has broadened
the register with
institutions and fully funds
the drilling program at
Viscaria.

AVI recently completed an $8.4m equity capital raising, key features of which included:
-

Placement of 119.3m shares;

-

Priced at $0.07/sh which represented a ~5% discount to last close;

-

Broadened the register with institutions including Acorn Capital who have become a
substantial shareholder with a ~12% holding; and

-

Diluted the existing substantial Malaysian shareholders from ~35% to ~25%.



Following the completion of the placement, AVI will have ~$10m in cash and hence be fully
funded to complete the planned 25,000m drill program at Viscaria set to commence in
coming weeks.



In our view the pre-placement register had previously acted as a deterrent to potential
investors, with the limited free float and the large investment by Malaysian shareholders
whose names were largely unfamiliar to the Australian resources investment community.



Our understanding is that, whilst the Malaysian shareholders were willing to provide follow
on support in the recent placement, they opted not to do so to enable the introduction of
new institutional investors to the register. We consider this to be a positive and should also
lead to increased liquidity over time.

Discovery Zone assessment outlines pathway to production profile of 29ktpa Cu


Further scoping study analysis has been completed by AVI’s mining consultants Xstract on
the Discovery Zone prospect, which is currently subject to due diligence and is to be
acquired from Hannans Reward Ltd for $4m. Discovery Zone is within trucking distance
(~10kms) of the Viscaria Project and with similar mineralogy to D Zone at Viscaria.

Figure 1: Discovery Zone Prospect Location

Source: Avalon Minerals Ltd
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AVALON MINERALS LTD

Discovery Zone acquisition
will cost AVI $4m but is
expected to lead to
~$140m in NPV growth at
Viscaria.



The economic assessment has indicated that the existing resource at Discovery Zone has
the potential to add US$140m to the base case project NPV of ~US$60m to an updated
NPV of ~US$200m on a stand-alone basis (i.e. excluding resource growth from planned drill
program).



Based on the ‘Development Case D’ scenario which assumes resource growth at the A and
D Zones following the upcoming drill program and completion of the Discovery Zone
acquisition, the NPV increases to ~US$350m with a production profile of 29ktpa Cu and
almost 1Mtpa Fe over a 9 year mine life.



Figure 2 below highlights the various economics and scenarios analysed by Xstract,
including Development Case D which incorporates the Discovery Zone acquisition and
resource growth targeted upon completion of the upcoming drill program.

Figure 2: Scoping Study Scenarios
BASE CASE

DEVELOPMENT CASE B

DEVELOPMENT CASE C

DEVELOPMENT CASE D

D Zone deposit extended 35m
(depth) and 300m (strike)

Dev. case A + increase A Zone
underground resource by 3Mt @
2.5% Cu

Dev. case B + increase D Zone
underground resource by 1.75Mt
@ 1.6% Cu and 26% Fe

Dev. case C + Discovery Zone acquisition

11Mt @ 0.5% Cu and 22.2% Fe 15.5Mt @ 0.5% Cu and 23.1% Fe

18.5Mt @ 0.8% Cu and 19.4% Fe

20.2Mt @ 0.9% Cu and 20% Fe

28Mt @ 0.8% Cu and 25% Fe

A Zone and D Zone

A Zone, D Zone and Discovery Zone

Requirements
Tonnage and grade

DEVELOPMENT CASE A

Status quo

Deposits mined

A Zone and D Zone

A Zone and D Zone

A Zone and D Zone

Operation type

Open pit (A and D Zone)

Open pit (A and D Zone)

Open pit (A and D Zone)
Undergound (A Zone)

2.1Mtpa

3.0Mtpa

3.3Mtpa

3.1Mtpa

3.5Mtpa

9.4ktpa Cu and 0.4Mtpa Fe

13.5ktpa Cu and 0.6Mtpa Fe

26ktpa Cu and 0.5Mtpa Fe

26ktpa Cu and 0.5Mtpa Fe

29ktpa Cu and 1Mtpa Fe

5.5

5.3

5.6

5.6

9.0

LOM Capex (US$m)

155.0

194.0

315.0

350.0

369.0

Cash costs (US$/lb)

$0.65

$0.47

$1.03

$1.03

TBA

NPV @ 10% (US$m)

61.0

111.0

170.0

198.0

342.0

0.0

50.0

109.0

137.0

281.0

Throughput
Production profile (steady state)
Mine life (yrs)

Addition to NPV (US$m)

Open pit (A and D Zone) Open pit (A, D Zone and Discovery Zone)
Undergound (A and D Zone)
Undergound (A and D Zone)

Note: NPV based on US$3.25/lb Cu, US$150/t Fe
Source: Avalon Minerals, FSB Research

Figure 3: NPV’s and Production Profiles
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Source: FSB Research, Avalon Minerals Scoping Study
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FOSTER STOCKBROKING Pty Limited A.B.N 15 088 747 148 FSR Licence No. 223687
Level 21, 25 Bligh Street, SYDNEY, NSW 2000 Australia
Tel: +612 9221 8711 Dealing: +612 9221 8700 Fax: +612 9221 1031
Email: contact@fostock.com.au
PARTICIPANT OF ASX GROUP
Foster Stockbroking recommendation ratings: Buy = return >10%; Hold = return between –10% and 10%; Sell = return <-10%. Spec Buy = return > 20%
for stock with very high risk. All other ratings are for stocks with low-to-high risk. Returns quoted are annual.
Important Notice:
Disclaimer & Disclosure of Interests. Foster Stockbroking Pty Limited has prepared this report. This document contains general securities advice only. In
preparing the report, Foster Stockbroking did not take into account the specific investment objectives, financial situation or particular needs of any
specific recipient. The report is published only for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any
securities or related financial instruments. Foster Stockbroking is not aware that a recipient intends to rely on this report and is not aware of the
manner in which it will be used by the recipient. Investors must obtain personal financial advice from their investment advisor to determine whether the
information contained in this report is appropriate to the investor’s financial circumstances. Recipients should not regard the report as a substitute for
the exercise of their own judgment. The views expressed in this report are that of the analyst named on the cover page, and no part of compensation of
the analyst is directly related to inclusion of specific recommendations or views in this report. The analyst receives compensation partly based on Foster
Stockbroking revenues, including any investment banking and proprietary trading revenues, as well as performance measures such as accuracy and
efficacy of both recommendations and research reports. Foster Stockbroking believes that the information contained in this document is correct and
that any estimates, opinions, conclusions or recommendations are reasonably held or made at the time of its compilation in an honest and fair manner
that is not compromised. However, no representation or warranty is made as to the accuracy, completeness or reliability of any estimates, opinions,
conclusions or recommendations (which may change without notice) or other information contained in this document and, to the maximum extent
permitted by law, Foster Stockbroking disclaims all liability and responsibility for any direct or indirect loss or damage which may be suffered by any
recipient through relying on anything contained in or omitted from this document. Foster Stockbroking is under no obligation to update or keep current
the information contained herein and has no obligation to tell you when opinions or information in this report change. Foster Stockbroking, and its
directors, officers and employees or clients may have or had interests in the securities of the instruments referred to herein, and may make purchases or
sales in them as principal or agent at any time and may affect transactions which may not be consistent with the opinion set out in this report. Foster
Stockbroking and its Associates state that they may earn brokerage, fees or other benefits from securities referred to in this report. Furthermore, Foster
Stockbroking may have or have had a relationship with or may provide or has provided investment banking, capital markets and/or other financial
services to the relevant Company.
Specific disclosure: The analyst, Foster Stockbroking and/or associated parties have beneficial ownership or other interests in securities issued by AVI at
the time of this report. Diligent care has been taken by the analyst to maintain an honest and fair objectivity in writing the report and making the
recommendation. Foster Stockbroking acted as the Lead Manager and received fees for services provided in respect of the $8.4m equity capital raising
in November 2012.

13/11/2012

Level 21, 25 Bligh Street, Sydney | +61 2 9221 8711 | www.fostock.com.au

4

