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Jerooy update and proposed tax changes in Uzbekistan 

Investment Opinion 
• Oxus Gold’s hopes of re-securing the mining license for the Jerooy 

mine in Kyrgyzstan appears as remote as ever at this point in time, 
despite apparent support from the Kyrgyz parliament.  

• Last week, the government of Uzbekistan cancelled a number of tax and 
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Float (MM): 296 Debt-to-Cap: 19%
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Tr. 12 ROE: 14.83% 3-Yr Est. EPS 115.86%
Trading Volume (000s): 1164
Strategic Shareholders: RAB Capital 26.2%

(FY Month) 2004A 2005A 2006E 2007E
EPS $0.05 $0.01 $0.09 $0.11
P/E 14.6 81.1 7.9 6.8
CFPS ($0.00) ($0.02) $0.10 $0.12
P/CFPS n.m. -45.2 7.0 6.2
EPS 1H 2H
2004A ($0.01) $0.06
2005A $0.01 ($0.00)
2006E $0.03 $0.07
Cash Flow
2004A ($0.01) $0.00
2005A $0.01 ($0.02)
2006E $0.03 $0.10
Prod'n ('000oz)
2004A 0
2005

30
A 44 39

2006E 46 45
All values in U.S. unless otherwise noted.

customs privileges for the international gold mining companies operating 
in the country and proposed raising the revenue royalty rate from 2% to 
6% and the corporate tax rate from 12% to 18% (although this is will 
partially offset by canceling the excess profits tax, which kicks in with the 
gold price above US$450/oz). Oxus Gold has received legal advice that 
the proposed tax changes in Uzbekistan will not affect the Group’s 
operations (including Khandiza) due to a 10-year protection agreement 
against adverse tax changes.  

• Valuation. Our (new) base-case net asset value  (@6.8%) valuation is 
£0.90 per share, which excludes Jerooy and values Oxus’ holding in 
Marakand at a heavily discounted NAV. This compares to our previous 
net asset value of £1.43 per share, which included Jerooy and excluded the 
proposed tax changes. The proposed tax changes alone would have 
negatively affected our net asset value by 3.5%, or £0.05 per share. A 
worst case scenario, which assumes no value for any of the non-operating 
assets, returns a value of £0.25 per share.  

• We believe that the problems faced by Oxus Gold over the past couple of 
years primarily reflects the high investment risk in the former Soviet 
Union, particularly outside Russia, and suggests that government policy in 
the region remains a deterrent for investors despite the prospectively of the 
region and identification of high quality deposits. 

• We derive a new 12-month target price of £0.90/sh, arguing a “fair” price 
to NAV multiple of 1x, on the assumption that the Amantaytau and 
Khandiza projects will be released over the next 12-months. This 
compares with our previous target price of £1.12 per share, which was 
based on 1x NAV and placed a 50% discount on the value of Jerooy 
because of the risk of the company not being re-awarded the license. We 
remain with an Outperform, Speculative Risk rating. 

• Commodity prices, production risk, political and fiscal risk, mineral right 
ownership, environmental regulations. We have applied a Speculative 
Risk ranking to our valuation on Oxus Gold Plc.  The most prevalent risks 
are mineral right ownership; operational license and production risks as it 
progresses with the development of the Amantaytau underground mine.   
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Details 
Jerooy: Oxus Gold’s hopes of re-securing the mining license for the Jerooy mine in Kyrgyzstan seems as remote as ever 
at this point in time. Although the company began international arbitration proceedings earlier this month in Stockholm 
following the Kyrgyz government’s failure to resolve the issue by the end of June, this process could take up to three years to 
resolve and is unlikely to affect short term developments at Jerooy.  

An Austrian-registered private equity vehicle, Global Gold, managed by the US-based private equity management company, 
Strategic Investment Group (SIG), which specializes in Russian and Ukrainian investments, signed a 60-40 joint venture 
agreement with the State mining company, Kyrgyzaltyn on May 30 to develop the Jerooy mine. On Friday (July 21), the 
mining license for Jerooy was apparently awarded to the joint venture according to Kyrgyzaltyn, although Oxus have not 
yet been informed of the move. 

The situation in Kyrgyzstan has become extremely messy after the Kyrgyz parliament issued an Order instructing the 
government to rescind any agreements made between Kyrgyzaltyn and Global Gold on May 29, and a local court ruled in June 
preventing Kyrgyzaltyn from pursuing discussions with other parties.  

Although Oxus Gold are disputing the Kyrgyz government’s reasons for annulling the license in the first place in October 2004 
through the Kyrgyz parliament and through the Kyrgyz judicial system, the Kyrgyz government seems to be acting 
independently from parliament and the courts, and seems to have the ultimate say in the destiny of the project. The 
government’s intent to pursue without Oxus Gold leaves the company with international arbitration and political pressure from 
the British Government as its last remaining avenues to retain its interests in the project. 

The stakes are clearly high for all parties. We value Oxus Gold’s 67% interest in the project at US$339m (£0.62/sh), using a 
longer-term gold price of US$625/oz. Oxus Gold proposed a revised agreement, granting Kyrgyzaltyn 50% of the project and 
increased contributions to the Talas Development Fund. However, this proposal seems to have been ignored. Despite having no 
apparent mining expertise behind them, Global Gold have recognized a high value proposition and, in the absence of any 
competition from recognized mining companies (scared off by the complication of the situation as well as the risks in operating 
in the region), have negotiated directly with the government and Kyrgyzaltyn.    

Where does this leave Oxus Gold? Oxus continues to employ 21 “ex-pats” and 150 locals on site, principally to protect its 
equipment. Global Gold has offered to reimburse Oxus Gold for the capital spent on the site to date, subject to an audit. Oxus 
claims to have spent US$50m to date constructing the mine and is opposed to the sale of its equipment due to the “opportunity 
cost” to replace the equipment. The company has signaled its intent to remove all its equipment from the country, subject to the 
failure of its last two avenues to re-secure the asset.   

Proposed Tax Changes in Uzbekistan: Last week, the government of Uzbekistan cancelled a number of tax and customs 
privileges for the international gold mining companies operating in the country: effectively targeting Newmont Mining and 
Oxus Gold. In addition, the government proposed raising the revenue royalty rate from 2% to 6% and the corporate tax rate 
from 12% to 18% (although this is will partially offset by canceling the excess profits tax, which kicks in with the gold price 
above US$450/oz). Oxus Gold has received legal advice that the proposed tax changes will not affect the Group’s 
operations (including Khandiza) due to a 10-year protection agreement against adverse tax changes. We believe that the Uzbek 
parliament has the power to amend this agreement but it will take at least six to nine months to push through. 

Valuation 
Exhibit 1: Estimated Share Valuation 
Projects % Ownership US$MM US$/Shr GBP/Shr
Amantaytau O/P (NPV @6.8%) 50% 52.1 0.18 0.09
Amantaytau U/G (NPV @6.8%) 50% 238.4 0.81 0.43
Vysokovoltnoye (NPV @6.8%) 50% 28.3 0.10 0.05
Jerooy O/P (NPV @ 6.8%) 67% 98.2 0.33 0.18
Jerooy U/G (NPV @ 6.8%) 67% 240.6 0.81 0.44
Marakand Minerals (NAV) 82% 59.0 0.20 0.11
Net Operating Assets 716.6 2.42 1.31
Exploration  Assets 50-100% 45.3 0.15 0.08
Hedge 50% 0.0 0.00 0.00
Working Capital 9.3 0.03 0.02
Debt 0.0 0.00 0
Management Fees 100% 31.8 0.11 0.06
Corporate G&A 100% -18.5 -0.06 -0.03
Net Asset Value (@6.8%) 784.5 2.65 1.43

.00

 
Source: RBC Capital Markets  
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Including Jerooy and excluding the proposed tax changes, we determine a net asset value per share  (@6.8%) of £1.43 against a 
current share price of £0.39 (Exhibit 1). The proposed tax changes would negative affect our net asset value by 3.5%, or £0.05 
per share, reducing the net asset value per share to £1.38. 

Oxus Gold’s only two currently operating assets are Amantaytau openpit (oxide) operations and the small Vysokovoltnoye 
silver-gold heap leach operation. The openpit mine is now hedge-free (since November 2005) but is currently processing lower 
grade ore (~2.5 g/t), producing gold at a rate of approximately 10,000 ounces per month. It remains in a free cash flow position 
and will start treating higher grade ore in 2007. There is still a US$30m shareholder loan at the mine level outstanding to Oxus 
Gold. Vysokovoltnoye has recently started smelting silver after securing the export permit and, operationally, the mine is 
exceeding plan. A US$14m shareholder loan at the mine level remains outstanding to Oxus Gold. 

The high value projects for Oxus Gold (excluding Jerooy) are the Amantaytau underground sulphide project and the 
polymetallic (zinc/silver/lead) Khandiza project, held by Marakand Minerals. 

We are expecting the Amantaytau underground sulphide project to be released by the end of September after the submission of 
the Wardell Armstrong feasibility study to the Uzbek government in February. We continue to wait for an agreement between 
the Uzbek government and Marakand (Oxus Gold) with regards to the final terms for the development of the Khandiza project 
in the South-East corner of the country. We have heavily discounted the value of this project in our financial model to reflect 
the risks to the timing and the final terms for the project. 

Due to the risks attached to the development projects, we are often asked about the “worst case scenario” for Oxus Gold 
shareholders: 

Exhibit 2: Worst Case Scenario Estimated Share Valuation 
Projects % Ownership US$MM US$/Shr GBP/Shr
Amantaytau O/P (NPV @6.8%) 50% 52.1 0.18 0.10
Amantaytau U/G (NPV @6.8%) 50% 0.0 0.00 0.00
Vysokovoltnoye (NPV @6.8%) 50% 28.3 0.10 0.05
Jerooy O/P (NPV @ 6.8%) 67% 50.0 0.17 0.09
Jerooy U/G (NPV @ 6.8%) 67% 0.0 0.00 0.00
Marakand Minerals (NAV) 82% 0.0 0.00 0.00
Net Operating Assets 130.4 0.44 0.24
Exploration  Assets 50-100% 0.0 0.00 0.00
Hedge 50% 0.0 0.00 0.00
Working Capital 9.3 0.03 0.02
Debt 0.0 0.00 0
Management Fees 100% 15.9 0.05 0.03
Corporate G&A 100% -18.5 -0.06 -0.03
Net Asset Value (@6.8%) 137.1 0.46 0.25

.00

 
 Source: RBC Capital Markets   

The worst case scenario assumes no value for the Amantaytau underground sulphide project and the polymetallic Khandiza 
project, held by Marakand Minerals, no value of the exploration assets, and assumes the imposition of the higher tax charges in 
Uzbekistan. In this case, we determine a value of £0.25 per shares against a current share price of £0.39 (Exhibit 2). 

It must be stressed that it is a worst case scenario for the Group. The development of the sulphide project is not in dispute 
although we are concerned about the “go-slow” at Khandiza. We are also concerned about the company’s ability to retain its 
very competent managers in the medium to long term should the decision on Khandiza and the sulphide project drag on. 

Given the high likelihood that Oxus Gold will not be re-awarded the license for Jerooy and will not be compensated beyond the 
US$50m sunk capital in the project, we have adjusted our base case valuation for the company accordingly. 

We calculate a new base case NAV (@6.8%) of £0.90 per share valuing Oxus’ holding in Marakand at the calculated NAV for 
Marakand as per our note (see RBC Capital Markets note, “H1-2005 Financial Results – Waiting While The Commodity Cycle 
Races By”, dated March 7, 2006). This compares to our previous net asset value of £1.43 per share. To be conservative, we 
have not given any value to the attributable gold inferred resource ounces of the prognostic resources of 29.6Moz, nor the recent 
resources from the Kosmananachi silver/gold deposit (20Moz Ag, 0.135Moz Au attributable), although we do place a value of 
US$45m on the exploration assets in general (£0.08/sh) by placing a value of US$15 per ounce on the JORC resources not 
captured in our financial models of the assets. 
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Exhibit 3: Base Case Estimated Share Valuation 

Projects % Ownership US$MM US$/Shr GBP/Shr
Amantaytau O/P (NPV @6.8%) 50% 52.1 0.18 0.10
Amantaytau U/G (NPV @6.8%) 50% 238.4 0.81 0.44
Vysokovoltnoye (NPV @6.8%) 50% 28.3 0.10 0.05
Jerooy O/P (NPV @ 6.8%) 67% 50.0 0.17 0.09
Jerooy U/G (NPV @ 6.8%) 67% 0.0 0.00 0.00
Marakand Minerals (NAV) 86% 62.1 0.21 0.11
Net Operating Assets 430.8 1.46 0.79
Exploration  Assets 50-100% 45.3 0.15 0.08
Hedge 50% 0.0 0.00 0.00
Working Capital 9.3 0.03 0.02
Debt 0.0 0.00 0.00
Management Fees 100% 24.8 0.08 0.05
Corporate G&A 100% -18.5 -0.06 -0.03
Net Asset Value (@6.8%) 491.7 1.66 0.90  
Source: RBC Capital Markets 

Investment Opinion 
We believe that the problems faced by Oxus Gold over the past couple of years primarily reflects the high investment risk in 
the former Soviet Union, particularly outside Russia, and suggests that government policy in the region remains a deterrent for 
investors despite the prospectively of the region and identification of high quality deposits. The reluctance of major mining 
companies to operate in the region is a direct reflection of the poor investment climate of the region. The investment case for 
Oxus Gold has been a difficult call for us over the past couple of years, with a constant need to balance the political risks 
against the prospectively of its mining prospects. The company holds the rights to three high quality projects in Uzbekistan and 
Kyrgyzstan. To date, Oxus has successfully developed a short-life oxide mine at Amantaytau and a short-life silver-gold heap 
leach operation nearby. The right to develop the oxide mine was secured while the gold price languished near its all time low. 
As commodity prices have rallied, the company has found it increasingly difficult to secure the right to mine the higher value 
deposits. The Jerooy mine was scheduled to come on stream in 2006, followed by the Amantaytau sulphide and Khandiza mines 
in 2007. 

Today, Oxus Gold is essentially a call-option on the improvement of the investment environment of the region as a whole. 
Without the Jerooy project, the Amantaytau Sulphide project and Khandiza (through Marakand), we calculate that Oxus is 
worth about £0.25 per share. Including all three projects, the company’s value increases to £1.43 per share, without aggressively 
valuing the company’s exploration potential. Centerra Gold (TSX: CG; C$9.51; Outperform, AA), which has been operating in 
the region for over 10 years, and has arguably less exploration potential than Oxus Gold, until recently traded on a multiple of 
1.4-1.5x NAV, suggesting significant upside for shareholders beyond £1.43 per share if the mining licenses can be secured. 

Given the difficulties in Kyrgyzstan, and the delay in securing the final terms for Khandiza, we question the ability for any 
Western company to operate in the former Soviet Union without a politically connected local partner. With the obvious 
risk-reward in the Oxus Gold shares at current levels, we would not be surprised if the company attracted the interest of local 
partners. 

Realistically, we believe that Oxus Gold should now be valued sans Jerooy. That places a fair value of £0.90 per share on the 
assets held by the company. Given its recent history in getting projects released, the market will be reluctant to place full value 
on the Amantaytau and Khandiza projects. However, we remain optimistic that the company will make progress at both projects 
over the next six months. We derive a 12-month target price of £0.90/sh, down from £1.12/sh, after stripping out Jerooy and 
arguing a “fair” price to NAV multiple of 1x (unchanged), on the assumption that the release of the Amantaytau and Khandiza 
projects over the next 12-months will close the discount to NAV. Our previous target price of £1.12 per share, placed a 50% 
discount on the net asset value of Jerooy because of the risk of Oxus not being re-awarded the license. We remain with an 
Outperform, Speculative Risk rating.   

Price Target Impediments 
Commodity prices, production risk, political and fiscal risk, mineral right ownership, environmental regulations. We have 
applied a Speculative Risk ranking to our valuation on Oxus Gold Plc.  The most prevalent risks are mineral right ownership, 
operational license and production risks as it progresses with the development of an underground mine at Amantaytau.   
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Company Description 
The Oxus group was established in 1996 and quoted on the Alternative Investment Market (AIM) in London in July 2001.  
Oxus Gold (OXS.L – AIM Listed) is a holding company for a group of companies whose main focus are the exploration, 
development and mining of precious metals in Central Asia.  Oxus currently has attributable gold resources (JORC; M,I,I) of 
5.391 million ounces and reserves of 2.984 million ounces.  The company owns interests in three principal assets; the 
Amantaytau gold mine in central Uzbekistan, the Jerooy gold project in north-central Kyrgyzstan (subject of a dispute), and a 
82% holding in Marakand Minerals (MKD.L – AIM Listed), owner of the polymetallic (Zn-Cu-Pb-Ag) Khandiza project in the 
south-eastern corner of Uzbekistan.  
 

LSE: OXS Share Price: $0.72 £0.39 Stock Rating: Outperform 1 Yr Target: $1.66 £0.90
Market Cap: (US$MM) $210.2 £113.6 Risk Qualifier: Speculative

Fiscal Year Ended Jun 30
RATIO ANALYSIS FY2004A FY2005A FY2006E FY2007E BALANCE SHEET FY2004A FY2005A FY2006E FY2007E
Gold Price US$/oz 389 423 528 651 Cash & equivalents US$MM 5.5 34.8 29.8 60.5
Shares outstanding-FD MM 220.3 256.3 291.3 295.6 Other current assets 7.1 6.0 6.0 6.0
Net profit US$MM 10.9 2.3 26.6 31.5 Net fixed assets 79.2 103.5 135.2 136.0
EPS US$ 0.05 0.01 0.09 0.11 Total assets 91.8 144.3 170.9 202.5
P/E x 14.60x 81.01x 7.89x 6.76x Current liabilities 0.7 2.6 2.6 2.6
CFPS US$ 0.00 -0.02 0.10 0.12 Long-term debt 17.6 6.1 6.1 6.1
P/CF x n.m. -45.13x 6.97x 6.16x Other non-current liabilities 0.0 0.0 0.0 0.0
Dividend per share US$ 0.00 0.00 0.00 0.00 Total Liabilities 18.4 8.7 8.7 8.7
Dividend yield % 0.00% 0.00% 0.00% 0.00% Total shareholder's equity 73.4 135.6 162.2 193.8
Book value per share US$ 0.42 0.56 0.59 0.68 Total liabilities & equity 91.8 144.3 170.9 202.5
P/Book value x 1.73x 1.28x 1.23x 1.05x ATTRIB. MINE STATS FY2004A FY2005A FY2006E FY2007E
R.O.E % 15% 2% 16% 16% Attributable Gold Production 000oz 29.84 83.16 90.50 75.65
R.O.A % 12% 2% 16% 16% Cash Costs US$/oz 0 189 220 288
EBITDA US$MM 0.0 0.0 0.0 0.0 Reserves MMoz 3.0 2.9 2.8 2.7
EBITDA per share US$ 0.00 0.00 0.00 0.00 Adj. Market Cap/Reserve oz US$ 72
PROFIT & LOSS FY2004A FY2005A FY2006E FY2007E Resources MMoz 6.4 6.4 6.4 6.4
Mining revenue US$MM 5.7 27.8 53.5 58.7 Adj. Market Cap/JORC Resource oz US$ 33
Gold production costs 0.0 17.7 23.0 24.7 Adj. Market Cap/Total  Resource oz US$ 12
Mine Operating Profit 5.7 10.1 30.5 34.0 Hedge Comitted Oz-50% 000oz 0.0 0.0 20.9 0.0
DD&A 0.0 2.8 3.5 3.1 % of Annual Production 0.0 0.0% 11.6% 0.0%
Other Expenses 6.5 2.6 2.4 2.4 Total Commited Ozs 000oz 20.9
Investment Income 0.8 2.1 3.4 4.7 PRODUCTION PROFILE
Interest expense 0.0 0.5 0.0 0.0
Exceptional Gain(loss) 11.5 -0.1 0.0 0.0
Taxation 0.0 0.0 0.1 0.5
Minority interests 0.5 1.2 1.2 1.2
Net Profit After Tax 10.9 5.0 26.6 31.5
Dividends 0.0 0.0 0.0 0.0
EPS US$ 0.05 0.02 0.09 0.11
DPS US$ 0.00 0.00 0.00 0.00
CASH FLOWS FY2004A FY2005A FY2006E FY2007E
Net Cash From Operations -11.0 3.3 30.2 34.6
Capital expenditure US$MM -3.3 -28.1 -35.2 -3.9
Changes in other non-cash items 4.8 -6.8 0.0 0.0
Net cash in investments 1.5 -34.9 -35.2 -3.9
Debt issued (repaid) 1.8 0.0 0.0 0.0 ESTIMATED SHARE VALUATION
Dividends 0.0 0.0 0.0 0.0 Projects % Ownership US$MM US$/Shr GBP/Shr
Shares issued 9.4 60.9 0.0 0.0 Amantaytau O/P (NPV @6.8%) 50% 52.1 0.18 0.10
Other non-current liabilities 0.0 0.0 0.0 0.0 Amantaytau U/G (NPV @6.8%) 50% 238.4 0.81 0.44
Net cash from financing 11.2 60.9 0.0 0.0 Vysokovoltnoye (NPV @6.8%) 50% 28.3 0.10 0.05
Net change in cash 1.7 29.3 -5.1 30.8 Jerooy O/P (NPV @ 6.8%) 67% 50.0 0.17 0.09
Beginning cash 3.9 5.5 34.8 29.8 Jerooy U/G (NPV @ 6.8%) 67% 0.0 0.00 0.00
Ending cash 5.5 34.8 29.8 60.5 Marakand Minerals (NAV) 86% 62.1 0.21 0.11
CFPS US$ 0.00 -0.02 0.10 0.12 Net Operating Assets 430.8 1.46 0.79

Exploration  Assets 50-100% 45.3 0.15 0.08
Hedge 50% 0.0 0.00 0.00
Working Capital 9.3 0.03 0.02
Debt 0.0 0.00 0
Management Fees 100% 24.8 0.08 0.05
Corporate G&A 100% -18.5 -0.06 -0.03
Net Asset Value (@6.8%) 491.7 1.66 0.90
*JORC M,I oz not mined = Measured & Indicated Resources not mined
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Source: Company Reports; RBC Capital Markets estimates 
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