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Polymetal
Analyst and Investor day takeaways

Polymetal International (LSE:POLY) provided update on its
core projects Kyzyl, Amursk POX, and Nezhda during its
Investor day. Polymetal confirmed its strategic goals to deliver sustainable
dividend and ensure profitable growth. The dividend comes first, according to the
Group CEO Vitaly Nesis, followed by the expansion program to maintain the
growth pipeline. The company paid $0.37 per share in 2016, and $0.32 per share
in 1H17. The next special dividend may be announced in February 2018. Major
expansion projects are Kyzyl project in Kazakhstan, debottlenecking in Russia
including Amur POX expansion, and Nezhda project, once the company decides
to execute the option to acquire the control in it. The main Polymetal production
targets of 1.4moz GE in 2017 and 1.8moz GE in 2020 were confirmed, as well as
on track execution of Kyzyl, which should contribute into the growth. Kyzyl
construction is from 70% to 95% completed, except for railway siding with fuel
storage. The unit cost of stripping and heap re-handling are below planned levels
due to the cheaper utilized equipment. There is a cost upside versus the
feasibility study, according to the management. The company already spent on
the project $217mn and remaining cost is $101mn (as of 01/07/2017). The
concentrate sale contracts for Kyzyl are expected to be signed with partners from
China in 1Q18. The management confirms robust economics of Kyzyl with
$488/0z ECC and $518/0oz AISC that implies 33% IRR at $1200/0z gold price and
$750mn NPV. Another important project is Amursk POX debottlenecking, which
should add hydrometallurgical plant and oxygen plant capacities as well as
additional infrastructure. The total remaining cost is $29mn out of the total $61mn.
Nezhda, the fourth largest Russian gold deposit, is a promising asset for
Polymetal. The deposit with 2moz of GE at 4g/t has at least 8.9moz upside at 5g/t
grade. Nezhda will have 150koz of gold annual production capacity with 11 years
open pit followed by underground production. The project is estimated at
$249mn, including open pit, flotation and pre-stripping. The estimated cost is
$590-640/0z TCC and $650-710/0z AISC. The NPV of the project is $132mn.
Polymetal has 24.7% in this project. Polymetal has purchased an option to buyout
the remaining 75.3% stake at $12mn premium, according to which it has the right
to acquire the remaining stake for $100/0z of attributable JORC reserves (or
$75.3/oz of total reserve ounces). The consideration is within $105-180mn,
capped at the top. The probability of the option execution is high, according to the
management. The production may start in 1H2022, if the stake purchased,
however, Nezhda project will not be executed until the Kyzyl ramp up completion.
Another growth potential is in Prognoz project, the largest undeveloped primary
silver deposit in Russia. Polymetal owns 5% stake in it and has an option to
increase its stake up to 50% until 2Q2020. The mineral resources of Prognoz are
292moz at 586 g/t silver, 3% lead. The production at Prognoz is expected at
20moz of silver per year. The estimated capex is $250mn. The total capex of
Polymetal is $370mn in 2017, $370mn in 2018, and $300mn in 2019, including all
major expansion projects.

Projects pipeline support the investment case. The project
portfolio of Polymetal is well diversified to provide at least stable production. The
company will likely to rebalance the asset portfolio selling some of non-desirable
assets already in 2018. Another flexibility will be achieved via rebalancing the
volumes of concentrate sold to China versus the processing of third parties
concentrate at own capacities. According to the Group CEO, the processing of
the third parties concentrate brings healthy margin. Overall, the company builds a
pipeline of projects with rather attractive grade per reserves and low risk profile,
based on already reported JORC reserves. The option execution price may leave
little upside, however the stable cash flow will likely be a trade-off. That strategy is
in line with the company’s position to focus on a stable cash flow and dividend
payout.
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Description:

Polymetal International is a leading silver and gold
producer with assets in Russia, Armenia, and
Kazakhstan. The company is listed on LSE and is
a part of FTSE-250. Polymetal has an impressive
pipeline of projects under developments and
targets essential production growth in 2017-2020.
The company meets high ESG standards, being
top ranked among its peers by Sustainalytics,
RobecoSAM and others.
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