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Rye Patch Dilutes Guerrero; Sets Stage For 
Rerating 
March 20, 2018 

ALO announced the proposed acquisition of Rye Patch Gold (RPM-TSX, NOT 
RATED) in an all-share transaction, a ~35% premium to the 20 day VWAP.  At 
the proposed exchange ratio of 0.48, the purchase price is C$1.57/share or 
C$128 MM.  While RPM’s flagship 1.1MM oz Florida Canyon project has had a 
challenging restart primarily as a result of balance sheet issues, Q4 operating 
results indicate that a corner has been turned that should see the asset 
generating positive FCF of ~US$14MM in 2018.  We see the transaction 
positively as we believe that the increased asset diversification from Guerro 
and higher cash flow generation should derisk the development of the high 
margin Ana Paula project.  In our view, this should ultimately see ALO garner a 
higher multiple.  We have revised our model to incorporate Florida Canyon 
estimates resulting in our revised target price of $8.50 per share (was 
$10.25/share).  On our pro-forma estimates ALO trades at 3.8x 2018E P/CF 
and 0.27x NAV, providing a significant opportunity for rerating with 
management execution.  We maintain our BUY rating at our new target price 
of $8.50 per share (was $10.25/share). 

TRANSACTION HIGHLIGHTS:  Based on an exchange ratio of 0.48 per RPM 
share, ALO would issue ~39 MM shares, effectively paying C$1.57 per RPM 
share or a total consideration of ~C$128 MM (~US$98.5 MM).  On a pro-forma 
basis, we expect ~84 MM in basic shares outstanding for ALO.  The offer 
represents a ~35% premium based on the 20-day VWAP for RPM shares.  The 
transaction will require a 2/3 votes of the RPM shareholders and a 50%+1 
vote of ALO shareholders.  On a pro-forma basis, existing ALO and RPM 
shareholders will own ~53% and 47% of the combined company, respectively.  
The purchase price implies a multiple of 0.41x NAV and C$30/oz (global 
resource), significantly below recent precedents at 0.89x and C$103/oz. 

FLORIDA CANYON – SIMPLE HEAP LEACH IN NEVADA:  Florida Canyon is 
a heap leach operation in Nevada with >2MM oz in historical production.  
After acquiring the asset in 2016, Rye Patch restarted the operations and 
achieved commercial production in Q4/17.  The project has a global resource 
of ~1.1MM oz at a grade of 0.45 g/t and a low expected strip ratio of 1.47 to 1.  
The 2016 PEA envisages production of >75k oz/year at a LOM AISC of 
~US$885/oz over a ~9 year mine life.  The Lincoln Hill and Wilco satellite 
deposits that are 30km and 50km from Florida Canyon have the potential to 
provide an additional combined 30k – 50k oz annually.   

VALUATION ADJUSTMENTS:  We have adjusted our model to add Florida 
Canyon to our estimates and a post-transaction share count of 84 MM shares 
(prior ~44 MM shares).  Our Florida Canyon model reflects an average annual 
production of 69k oz at total cash costs of US$792/oz over an ~9 year mine 
life.  We estimate ~33k oz in attributable production post June 1 at 
~US$764/oz mine site AISC. This takes our companywide estimate to 128k oz 

Alio Gold Inc. 
ALO-TSX: $2.83 
Rating: Buy 
Target: $8.50 (was $10.25) 

Estimates

2017A 2018E 2019E 2020E

CFPS 0.66 0.57 0.88 1.35
P/CFPS 3.3x 3.8x 2.5x 1.6x
EPS 0.32 0.23 0.39 0.47
P/E 6.75 9.41 5.48 4.63
Au Production (koz) 84 128 192 284
Gold Price ($/oz) $1,261 $1,300 $1,300 $1,300
Costs (US$/oz)
Total Cash Costs ($/oz) $832 $889 $773 $776
Sustaining Capex ($/oz) $108 $25 $25 $67
G&A ($/oz) $94 $60 $60 $60

Exploration Expense ($/oz) $0 $5 $5 $5

All-In Sustaining Costs (AISC) $1,034 $979 $863 $908

Market Data
Price C$2.83
Potential Return (%): 200%
Market Cap. (C$MM): C$236
Shr. O/S-Basic (MM): 84
Shr. O/S-FD (MM): 86
Management and Directors (%): 6.72%
Enterprise Val. (C$MM): C$202
NAVPS: $8.0
Cash (US$MM): $64.0
Debt (US$MM): $32.0
Price/NAV: 0.27x
Fiscal Year End 31-Dec

Top Holders (Source: Bloomberg)
Goldcorp 5.5%
Sentry Investments 2.2%
Connor, Clark & Lunn Investment Management Ltd 2.1%
Renaissance Technologies LLC 2.1%

Company Information
Flagship Project/Location: San Francisco / Mexico
Att. Global Gold Resource (MMoz): 2.90
AMC/oz Valuation (C$/oz) $20
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at US$979/oz AISC (prior 95k oz at US$1,030/oz AISC) in 2018 and 192k oz at US$863/oz in 2019.  Our revised 
corporate NAV is US$689 MM or US$ 8.04/share (prior US$511 MM or US$10.94/share) and our 2018E CFPS to 
US$42 MM or US$0.57/share (prior US$27 MM or US$0.60/share).  The net impact is a reduction in our target 
price to $8.50 per share (was $10.25/share). 

CONCLUSION:  We view the transaction positively as it provides geographical diversification reducing 
Guerrero exposure from 65% to 47% in our revised estimates.  Despite the dilution to our NAVPS and 
2018E CFPS, we believe that the increased cash generation will diversify the Company’s operations, 
scale up cash flow generation and derisk the development/funding of the high margin Ana Paula 
growth asset.  This in turn should see ALO garnering higher multiples.  In our view, the project is a good 
strategic fit given management’s operational expertise in heap leach operations.  Management has 
indicated that they believe Florida Canyon project has turned a corner with commercial production 
declared in Q4/17 and significant further ramp up progress in Q1/18.  On our pro-forma estimates, ALO 
trades at 3.8x 2018E P/CF and 0.27x NAV, a significant discount to peers trading at an average of 0.71x 
and 5.9x.  We believe this offers a significant re-rating potential with management execution. 

Summary of Transaction 

• Based on an exchange ratio of 0.48 per Rye Patch share, ALO will issue ~39 MM shares, 
effectively paying C$1.57 per share or a total consideration of C$128 MM (US$97 MM). This 
implies a 35% premium based on the 20-day volume weighted average prices of both 
companies. 

• The purchase price implies a multiple of 0.41x NAV and C$30/oz (global resource), as 
compared to recent precedent transactions averaging 0.89x and C$103/oz.   

• Post transaction 84 MM in pro-forma shares outstanding for ALO with the current Rye Patch 
shareholders owning 47% of ALO shares post closure of the transaction. 

• The transaction is dilutive to both our NAVPS (-26%) and 2018E CFPS (-5%). 

Asset Summary – Florida Canyon 

• Heap leach operation with >2MM oz in historical production from continuous operations since 
1986 to Q2/2015.   

• RPM acquired the asset in 2016.  The Company refurbished the mining fleet, relocated the 
crusher, built a new leach pad and restarted the mine, achieving commercial production in 
Q4/17 for a capex of $29MM. 

• The asset has a global resource of ~1.1MM oz at 0.45 g/t.  LOM strip ratio of 1.47 and 
expected recoveries of 71% support solid margins and strong project economics.  The 2016 
PEA envisages production of >75k oz/year at a LOM AISC of ~US$885/oz over a ~9 year mine 
life.   

• We see potential for exploration upside at Florida Canyon with mineralized trends open to 
the NE and SW; and optionality from the Wilco and Lincoln Hill satellite deposits that are 
within a 50km trucking distance from Florida Canyon and have a combined global resource of 
~2MM oz. 
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Figure 1: Alio - Rye Patch Pro Forma 

 
Sources: Company Reports; Clarus Securities 

Figure 2: Oreana Trend and RPM Mines 

 

Sources: Company Reports; Clarus Securities 
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Proforma Estimates and Valuation Adjustments 

We have adjusted our model to include Florida Canyon estimates.   

Our mine model for Florida Canyon reflects an average annual production of 69k oz at total cash costs of 
US$792/oz over an ~9 year mine life.  At this point, our model does not include any value for the Lincoln 
and Wilco deposits which have the potential to add 30-50k oz in annual production. 

Our model includes ~33k oz (pro-rata – June 1, 2018) in production at ~US$764/oz mine site AISC for 
Florida Canyon which drives our companywide estimate of 128k oz in production at ~US$979/oz AISC 
(prior 95k oz at US$1,030/oz AISC) in 2018 and 192k oz in production in 2019 at US$863/oz. 

While the transaction boosts our estimated NAV and CFO, it is dilutive on a per share basis.  
Incorporating Florida Canyon in our mine model for ALO, boosts our companywide corporate NAV to 
US$689 MM (prior US$511 MM).  NAVPS declines to US$8.04/share (prior US$10.94/share).  Our 2018E 
CFO increases to US$42 MM (prior US$27 MM) while our 2018E CFPS declines to US$0.57 (prior 
US$0.63/share). 

The changes drive our revised target price of $8.50 per share (was $10.25/share). 

 
Figure 3: Florida Canyon - Modelled Assumptions 

 
Sources: Company Reports; Clarus Securities 

 

 
Price Target Calculator: We value Alio Gold on a blended 50-50 NAV and P/CF based valuation.  Our 
project NAV (50% weighting) incorporates our discounted cash flow valuation for the San Francisco 
mine at a 3% discount rate and the Ana Paula project at an 5% discount rate. Our P/CF valuation (50% 
weighting) is based on our estimate of 2018E cash flow per share to which we apply a 8.0x multiple. 

Key Risks to Target Price: Please refer to the risks disclosed in the initiating report dated April 19, 2017. 
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Clarus Securities Equity Research Disclosures 

The analyst has visited the Company’s mining operations in Mexico.  Partial payment or reimbursement was received from the issuer for the 
associated travel costs. 
Within the last 24 months, Clarus Securities Inc. has managed or co-managed a public offering of securities of this company. 
Within the last 24 months, Clarus Securities Inc. has received compensation for investment banking services with respect to the securities 
of this company. 
General Disclosure 

The information and opinions in this report were prepared by Clarus Securities Inc. (“Clarus Securities”).  Clarus Securities is a wholly-
owned subsidiary of Clarus Securities Holdings Ltd. and is an affiliate of such. The reader should assume that Clarus Securities or its affiliate 
may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein.   

The opinions, estimates and projections contained in this report are those of Clarus Securities as of the date of this report and are subject 
to change without notice.  Clarus Securities endeavours to ensure that the contents have been compiled or derived from sources that we 
believe are reliable and contain information and opinions that are accurate and complete.   However, Clarus Securities makes no 
representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein 
and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents.  Information may be 
available to Clarus Securities or its affiliate that is not reflected in this report.  This report is not to be construed as an offer or solicitation to 
buy or sell any security. No part of this report may be reproduced or re-distributed without the written consent of Clarus Securities. 

Conflicts of Interest  

The research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall 
profitability of Clarus Securities and its affiliate, which includes the overall profitability of investment banking and related services.  In the 
normal course of its business, Clarus Securities or its affiliate may provide financial advisory and/or investment banking services for the 
issuers mentioned in this report in return for remuneration and might seek to become engaged for such services from any of such issuers in 
this report within the next three months.  Clarus Securities or its affiliate may buy from or sell to customers the securities of issuers 
mentioned in this report on a principal basis.  Clarus Securities, its affiliate, and/or their respective officers, directors or employees may 
from time to time acquire, hold or sell securities discussed herein, or in related securities or in options, futures or other derivative 
instruments based thereon.   

Analyst’s Certification 

Each Clarus Securities research analyst whose name appears on the front page of this research report hereby certifies that (i) the 
recommendations and opinions expressed in the research report accurately reflect the research analyst’s personal views about the 
Company and securities that are the subject of this report and all other companies and securities mentioned in this report that are covered 
by such research analyst and (ii) no part of the research analyst’s compensation was, is, or will be directly or indirectly, related to the 
specific recommendations or views expressed by such research analyst in this report. 

Equity Research Ratings 

Buy:  Attractively valued and expected to appreciate significantly from the current price over the next 12-18 months. 
Speculative Buy:  Expected to appreciate significantly from the current price over the next 12-18 months. Financial and/or operational risk 
is high in the analyst’s view.  
Accumulate: Attractively valued, but given the current market price, is expected to appreciate moderately over the next 12 -18 months. 
Hold:   Fairly valued and expected to trade in line with the current price over the next 12-18 months. 
Sell:  Overvalued and expected to decline from the current price over the next 12-18 months.  
Under review:  Pending additional review and/or information. No rating presently assigned. 
Tender: Company subject to an acquisition bid: accept offer. 
A summary of our research ratings distribution can be found on our website.  

Dissemination of Research 

Clarus Securities’ Equity Research is available via our website and is currently distributed in electronic form to our complete distribution list 
at the same time.  Please contact your Clarus institutional sales or trading representative or investment advisor for more information.  
Institutional clients may also receive our research via THOMSON and REUTERS.   

 

For additional disclosures, please visit our website http://www.clarussecurities.com.  
 © Clarus Securities Inc. All rights reserved. Reproduction in whole or in part without permission is prohibited. 
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George Topping | george.topping@iagto.ca | 1.647.943.7617 
Associate: Alex MacIsaac | alex.macisaac@iagto.ca | 1.647.943.7620 

Passing the Baton to a Better Equipped Miner, Tender to Offer 

Event 
This morning, Rye Patch Gold announced a business combination with Alio Gold 
Inc. (ALO-T, Not Rated), whereby Alio Gold will acquire all outstanding Rye Patch 
shares in a friendly deal. A conference call will be held today at 11:00am EDT 

(call 1.855.427.9509 or click here for the link). 

Highlights 
 Deal Pricing: Rye Patch shareholders will receive 0.48 common shares of Alio 

Gold in exchange for one Rye Patch share, a 35% premium over the 20-day 
VWAP (equivalent to $1.57/sh or $128M total undiluted). The offer is 25% 
above Friday’s close. Rye Patch shareholders will own 47% of the combined 
entity. The deal is expected to close on May 25, 2018. As seen in Exhibit 1, 
Rye Patch is very cheap on a dollars-per-ounce in the ground metric.  

 Upside for Rye Patch: While the Florida Canyon project has been derisked 
following the $20M financing in January, having additional support from 
Alio’s cash flow generating assets and experienced technical team will help 
overcome any hurdles while the ramp-up continues. Alio’s $51.6M cash 
reserve further mitigates risk.  

 Alio Gold Profile: Alio is a junior producer with one production asset, one 
development-stage asset, and one exploration asset, all in Mexico. Their Ana 
Paula Project hosts 1.5Moz Au in M&I resources, while the San Francisco 
Mine hosts a 1.3Moz Au M&I resource (inclusive of reserves). 2017 
production totalled 83.5Koz, with 2018 guidance of 90-100Koz. Goldcorp  
(G-T, Not Rated) and the Lundin Group are both major shareholders.  

Valuation 
We use a long-term gold price of US$1,600/oz, and have accordingly adjusted 
costs higher. We used a 7% discount for the producing Florida Canyon Mine, and 
a 10% discount for the Lincoln Hill Mine (start production in 2020) and the Wilco 
Mine (start production in 2022) to reach our former NPV valuation of $3.25/sh.  

Bottom Line 
While the offer for Rye Patch’s recently commissioned mine in Nevada (with a 
200Koz Au p.a. plant), is highly undervalued, Alio brings a lot to the table in terms 
of cash, technical ability, and risk reduction. We note that many Rye Patch 
shareholders were disenchanted, and some of the larger holders have already 
agreed to tender their shares, as have management. Additionally, the 15.3M 
warrants with an exercise price of $1.65 are a deterrent to a materially higher 
offer. While a competing offer is possible, it appears unlikely. 

We are changing our recommendation to Tender from Buy and reducing our 
target price to C$1.60/sh to reflect the offer, down from $3.25/sh previously. 
Our prior target was based on the successful build up at Rye Patch and a gold 
price increasing to US$1600/oz. With 47% ownership of Alio going forward, Rye 
Patch shareholders will still enjoy the growth in production and gold prices, but 
at a much reduced technical, managerial and financial risk.  

Rating: TENDER (from BUY)

Price Target: $1.60 ↓ (from $3.25)

Market Data

Target return (incl. dist.): 27.0%

Distribution/yield: $0 / 0%

Units outstanding (M, FD): 81.1

Market capitalization ($M):

Net Asset Value (NAV) ($/sh): 3.25

52-week range ($): 1.05 - 2.37

Last fiscal year ended:

CAD

Forecasts F17E F18E F19E

(0.02) 0.23 0.19

Previous n/c n/c n/c

(0.02) 0.28 0.24

Previous n/c n/c n/c

Company Profile

Rye Patch Gold Corp. is a junior gold and silver mining 

and development company in central Nevada, US.

Rye Patch's Florida Canyon mine is expected to start

commercial production soon, with cash flow from the 

project funding development of the Lincoln Hill and

Wilco projects. 
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Dec. 31, 2017

492,639

Last Price: $1.26

Ticker: RPM-V

Average weekly volume:

Currency (unless otherwise indicated):
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Exhibit 1: Resource and Production Valuation 

 

Source: iA Securities 

Exhibit 2: Prior Target Price Calculation (US$1,600/oz Gold) 

 

Source: iA Securities 

  

PRB WDO OSK KOR RPM Current RPM Offer SBB BGM ALO

US$/oz (P&P + M&I) $119 $71 $101 $66 $22 $31 $50 $533 $25

US$/oz 2018E Production - $3,048 - - $1,058 $1,497 - - $738
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Investment Recommendation Rating System  

Strong Buy:  Expected to provide a substantial return over the next 12 months, with a lower level of risk than comparable investments.   

Buy:  Expected to provide a reasonably positive return over the next 12 months.   

Speculative Buy: Expected to provide a positive return over the next 12 months, but with a high level of risk, or based on a future uncertain 
event.  

Hold:  Expected to remain in a trading range near the current share price for the next 12 months. 

Sell:  Expected to deliver a negative return over the next 12 months. 

Under Review:  Currently available information is inadequate to provide an investment rating. 

Tender:  Investors should tender their shares to the current offer. 

Company related disclosures:  

Issuer Company Ticker Applicable Disclosures 

Rye Patch Gold Corp. RPM-V 1, 3, 7, 9 

See legend of Disclosures on next page. 

 
General Disclosures 
Please note that Industrial Alliance Securities Inc. merged with MGI Securities Inc. on April 1, 2014 and continued their operations as Industrial 
Alliance Securities Inc.  As a result, the enclosed disclosures may relate to either Industrial Alliance Securities Inc. or to MGI Securities Inc. for the 
period prior to April 1, 2014. All appropriate disclosure will be included until no longer needed. 
  
The information and opinions contained in this report were prepared by Industrial Alliance Securities Inc. Industrial Alliance Securities Inc. is 
controlled by Industrial Alliance Insurance & Financial Services Inc.  Industrial Alliance Insurance & Financial Services Inc is a TSX Exchange listed 
company (IAG-T) and as such, Industrial Alliance Securities Inc. is an affiliate of Industrial. The opinions, estimates and projections contained in this 
report are those of Industrial Alliance Securities Inc. as of the date of this report and are subject to change without notice. Industrial Alliance Securities 
Inc. endeavours to ensure that the contents have been compiled or derived from sources that we believe to be reliable and contain information and 
opinions that are accurate and complete. However, Industrial Alliance Securities Inc. makes no representations or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from 
any use of, or reliance on, this report or its contents. Information may be available to Industrial Alliance Securities Inc. that is not reflected in this 
report. This report is not to be construed as an offer or solicitation to buy or sell any security. The reader should not rely solely on this report in 
evaluating whether or not to buy or sell securities of the subject company.  
  
Definitions 
“Research Analyst” means any partner, director, officer, employee or agent of Industrial Alliance Securities Inc. who is held out to the public as a 
research analyst or whose responsibilities to Industrial Alliance Securities Inc. include the preparation of any written report for distribution to clients 
or prospective clients of Industrial Alliance Securities Inc. which includes a recommendation with respect to a security. 
  
"Research Report" means any written or electronic communication that Industrial Alliance Securities Inc. has distributed or will distribute to its clients 
or the general public, which contains an analyst's recommendation concerning the purchase, sale or holding of a security (but shall exclude all 
government debt and government guaranteed debt). 
  
Conflicts of Interest 
The research analyst and or associates who prepared this report are compensated based upon (among other factors) the overall profitability of 
Industrial Alliance Securities Inc., which may include the profitability of investment banking and related services. In the normal course of its business, 
Industrial Alliance Securities Inc. may provide financial advisory services for the issuers mentioned in this report. Industrial Alliance Securities Inc. 
may buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. 
  
Analyst’s Certification 
Each Industrial Alliance Securities Inc. research analyst whose name appears on the front page of this research report hereby certifies that (i) the 
recommendations and opinions expressed in the research report accurately reflect the research analyst’s personal views about the issuer and 
securities that are the subject of this report and all other companies and securities mentioned in this report that are covered by such research analyst 
and (ii) no part of the research analyst’s compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by such research analyst in this report. 
  
Analyst’s Ethics 
As a condition of employment, analysts are required to adhere to the Code of Ethics and Standards of Professional Conduct of the CFA Institute 
(formerly Association for Investment Management and Research). 
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Analyst Trading 
Industrial Alliance Securities Inc. permits analysts to own and trade in the securities and or the derivatives of the issuer under their research coverage, 
subject to the following restrictions. No trades can be executed in anticipation of coverage for a period of 30 days prior to the issuance of the report 
and 5 days after the dissemination of the report to our clients. For a change in recommendation, no trading is allowed for a period of 24 hours after 
the dissemination of such information to our clients. A transaction against an analyst’s recommendation can only be executed for a reason unrelated 
to the outlook of the stock for the issuer and with the prior approval of the Director of Research and the Chief Compliance Officer. 
  
Research Dissemination Policy   
Industrial Alliance Securities Inc. makes its research available in electronic and printed formats and makes every effort to disseminate research 
simultaneously to all eligible clients. Research is available to our institutional clients via Bloomberg and First Call as well as through our sales 
representatives via email, fax or regular mail. Electronic versions are distributed in PDF format. Additionally, the research is only intended to be 
distributed in jurisdictions where Industrial Alliance Securities Inc. is licensed. 
  
For Canadian Residents: This report has been approved by Industrial Alliance Securities Inc. which accepts responsibility for this report and its 
dissemination in Canada. Canadian clients wishing to effect transactions in any such issuer discussed should do so through a qualified salesperson of 
Industrial Alliance Securities Inc. in their particular jurisdiction.  
  
For US Residents: Industrial Alliance Securities Inc. is not a U.S. broker-dealer and therefore is not governed by U.S. laws, rules or regulations 
applicable to U.S. broker-dealers.  Consequently, the persons responsible for the content of this publication are not licensed in the U.S. as research 
analysts in accordance with applicable rules promulgated by the U.S. self-regulatory organizations.  Any U.S. institutional investor wishing to effect 
trades in any security referred to herein should contact Industrial Alliance Securities Inc. (USA) Inc., a U.S. broker-dealer affiliate of Industrial Alliance 
Securities Inc. 
  
Disclosure Legend  
1. Within the last 12 months, Industrial Alliance Securities Inc. has received compensation for investment banking services or has provided 

investment banking services with respect to the securities of the issuer. 

2. iA Securities expects to receive or intends to seek compensation for investment banking services from the issuer covered in this report within 

the next three months. 

3. In the past 12 months, Industrial Alliance Securities Inc. has managed or co-managed a public offering of securities for the issuer. 

4. Industrial Alliance Securities Inc. makes a market in the securities of the issuer. 

5. Industrial Alliance Securities Inc. beneficially owned 1% or more of the common equity (including derivatives exercisable or convertible within 

60 days) of the issuer as of the month end preceding this report. 

6. The Industrial Alliance Securities Inc. research analyst(s), who cover the issuer discussed, members of the research analyst’s household, 

research associate(s) or other individual(s) involved directly or indirectly in producing this report: 

a. have a long position in its common equity securities. 

b. have a short position in its common equity securities. 

7. The analyst has visited the issuer’s operations. No payment or reimbursement was received from the issuer for the associated travel costs. 

8. In the past 12 months, the issuer is (or has been) a client of Industrial Alliance Securities Inc. and received non-banking and non-securities 

related services for which Industrial Alliance Securities Inc. received or expects to receive compensation.  

9. In the past 12 months, neither Industrial Alliance Securities Inc., its officers or directors, nor any analyst involved in the preparation of this 

report have provided services to the issuer for remuneration other than normal course investment advisory or trade execution services. 

10. An officer or director of Industrial Alliance Securities Inc., outside of the Equity Research Department, or a member of his/her household is 

an officer or director of the issuer or acts in an advisory capacity to the issuer. 

11. The analyst has relied in the preparation of the recommendation on material provided by a third party which will be disclosed on request. 

  
Copyright 
All rights reserved. All material presented in this document may not be reproduced in whole or in part, or further published or distributed or referred 
to in any manner whatsoever, nor may the information, opinions or conclusions contained in it be referred to without in each case the prior express 
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Industrial Alliance Securities Inc. is a member of the Investment Industry Regulatory Organization of Canada and the Canadian Investor Protection 
Fund. 
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Mining | Precious Metals - Gold 

Rye Patch Acquisition Dilutes Mexico, But Also Shareholders 

Event – Alio Gold announced the acquisition of Rye Patch Gold Corp. (RPM-TSX-V). 

 
Analysis – Our initial impression of the transaction to acquire Rye Patch Gold is 
negative. While we welcome the geographical diversification given the recent challenges 
in Guerrero, it comes at the cost of substantial share dilution and the addition of debt to 
the balance sheet. Furthermore, with Rye Patch’s Florida Canyon underperforming 
significantly in 2017, there will be questions around asset quality that may present an 
overhang until more operating data is presented through 2018. Although there appears 
to be potential value to unlock through production growth opportunities within Rye 
Patch’s portfolio, with the transaction dilutive on both a NAV and cash flow basis (based 
on consideration of Rye Patch consensus estimates), these opportunities may not get 
rewarded by investors immediately. We will evaluate the proposed transaction to 
determine the impact to our estimates. 
 
Details 

 Alio will acquire Rye Patch Gold Corp. (RPM-TSX-V) in an all equity transaction that 
values Rye Patch at C$128 mln. Rye Patch is currently operating the Florida Canyon 
heap leach project in Nevada and had recently announced a strategic review 
process. Based on consensus estimates, the transaction values Rye Patch at 0.40x 
NAV and 7x 2018 CFPS. This compares to Alio’s current trading multiples of 0.31x 
NAV and 4.7x 2018 CFPS based on RJL estimates. 

 Key components of the transaction include:  

- Each common share of Rye Patch will be exchanged for 0.48 common shares of Alio 
Gold. This implies a value of C$1.57 per Rye Patch share, a 35% premium to Rye 
Patch shareholders, based on the 20-day VWAP. 

- Alio is expected to issue 39.0 mln shares and existing Alio shareholders will own 
53% of the combined company, with the remaining 47% going to Rye Patch 
shareholders. 

- The combined company will have US$74 mln in cash, US$29 mln of debt. Rye 
Patch’s primary debt holder, Macquarie Bank Ltd., has agreed to not exercise its 
right to require immediate repayment on the ~US$25 mln Florida Canyon project 
loan. Discussions on the restructuring of the loan are currently ongoing, and the 
expected principal outstanding is expected to be reduced to US$15 mln at the 
closing on the transaction due to repayments. 

- The deal is subject to a Rye Patch shareholder vote with 66 2/3% approval. The 
transaction has been unanimously approved by the board of directors of both 
companies and some shareholders of Rye Patch have entered into lock-up and 
support agreements with Alio to vote in favour. Although the amount locked-up 
was not specified, we note that there are a number of common shareholders which 
may help support the transaction being approved. 

- The transaction is expected to close on May 25, 2018  
- A break-up fee of C$4.0 mln will be paid to either side should the transaction be 

terminated.  

 Based on consensus production estimates, Alio expects that the merged company 
will produce 165 koz Au in 2018, with the pro-forma cost profile lowered. While 
performance at Florida Canyon has improved in recent quarters, the project 
struggled through much of 2017 due to a number of operating issues, resulting in 

Alio Gold Inc. March 19, 2018 | 11:30 am EDT 

ALO-TSX | ALO-NYSE MKT Company Brief 

Rating Underperform 
Target Price C$7.25 
Current Price (Mar-16-18) C$3.17 
Suitability High Risk/Growth 
 

 

 

Valuation 

Our C$7.25 target is derived by applying a 50 – 
50 weighting on 6.0x NTM CFPS estimate and 
1.0x NAV (see Exhibit 1). These multiples are 
based on consideration of historic and current 
multiple of 6.6x for Alio’s junior producing  
peers, with our CFPS multiple below peers to 
reflect the higher cost structure and shorter 
mine life. 
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annual production of 28 koz Au and 20 koz Ag, well below forecasted production of 
79 koz Au (based on January 2017 PEA).  

 Rye Patch has addressed a number of the operating issues and as a result, Alio 
believes that the project will add incremental cash flow to support the build of Ana 
Paula. Alio also highlighted the potential for expansion at Florida Canyon. Rye 
Patch’s current corporate presentation forecasts production growth from 
approximately 80 koz Au to approximately 125 Koz Au by 2020 with further growth 
from two additional satellite deposits. 

 Importantly, the transaction will provide geographical diversification for Alio, which 
is a key consideration given the recent increased risks in Guerrero.  

 Alio will hold a conference call this morning at 11:00 am EST (8:00 am PST) 
today. Dial-in is (855) 427-9509 and conference ID is 5577778. 

  
Exhibit 1: NAV Breakdown 

 
Source: Raymond James Ltd. 

 

 
 
 
 
 

Projects (Cdn$mln) Per Sh. Multiple Adj. Per Sh. NAV Waterfall

Net Asset Value - DCF

San Francisco $129.5 $2.45 1.00x $2.45 San Francisco $2.45 $0.00

Ana Paula $311.3 $5.88 1.00x $5.88 Ana Paula $2.45 $5.88

Ana  Paula Exploration $54.1 $1.02 1.00x $1.02 Ana  Paula Exploration $8.32 $1.02

Project NAV $495.0 $9.35 $9.35 Working Capital $9.35 $1.50

Working Capital $79.2 $1.50 $1.50 Corp. Adjustments $10.39 $0.45

Long Term Debt $0.0 $0.00 $0.00 Cash from Options, Warrants$10.39 $0.15

Corp. Adjustments -$23.6 -$0.45 -$0.45 Corporate NAV $10.54 $0.00

Cash from Options, Warrants $7.9 $0.15 $0.15 $10.54 $0.00

NAV $558.5 $10.54 $10.54 $10.54 $0.00
$10.54 $5.88

$2.45

$10.54

$5.88

$1.02
$1.50

$0.45

$0.15

$0.00

$2.00

$4.00

$6.00

$8.00

$10.00

$12.00
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IMPORTANT INVESTOR DISCLOSURES 
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in 
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, 
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities which are responsible for 
the creation and distribution of research in their respective areas; In Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia 
Street, Vancouver, BC V6C 3L2, (604) 659-8200; In Europe, Raymond James Euro Equities, SAS, 40, rue La Boetie, 75008, Paris, France, +33 
1 45 61 64 90, and Raymond James Financial International Ltd., Broadwalk House, 5 Appold Street, London, England  EC2A 2AG, +44 203 
798 5600. 

This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in 
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation.  The securities discussed in this document may not be eligible for sale in some jurisdictions.  This research is not an offer to 
sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It does not 
constitute a personal recommendation nor does it  take into account the particular investment objectives, financial situations, or needs 
of individual clients.  Information in this report should not be construed as advice designed to meet the individual objectives of any 
particular investor.    Investors should consider this report as only a single factor in making their investment decision. Consultation with 
your investment advisor is recommended. Past performance is not a guide to future performance, future returns are not guaranteed, and 
a loss of original capital may occur. 

The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell 
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such 
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available 
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute 
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

With respect to materials prepared by Raymond James Ltd. (“RJL”), all expressions of opinion reflect the judgment of the Research 
Department of RJL, or its affiliates, at this date and are subject to change. RJL may perform investment banking or other services for, or 
solicit investment banking business from, any company mentioned in this document.  

Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously via electronic 
publication to RJ's internal proprietary websites (RJ Investor Access & RJ Capital Markets). Not all research reports are directly distributed 
to clients or third-party aggregators. Certain research reports may only be disseminated on RJ's internal proprietary websites; however 
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability 
rating. Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic 
communication distribution is discretionary and is done only after the research has been publically disseminated via RJ’s internal 
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various 
factors including, but not limited to, the client’s individual preference as to the frequency and manner of receiving communications from 
Research Analysts. For research reports, models, or other data available on a particular security, please contact your RJ Sales 
Representative or visit RJ Investor Access or RJ Capital Markets. 

Links to third-party websites are being provided for information purposes only.  Raymond James is not affiliated with and does not 
endorse, authorize, or sponsor any of the listed websites or their respective sponsors.  Raymond James is not responsible for the content 
of any third-party website or the collection or use of information regarding any website’s users and/or members. 

In the event that this is a compendium report (i.e., covers 6 or more subject companies), Raymond James Ltd. may choose to provide 
specific disclosures for the subject companies by reference. To access these disclosures, clients should refer to: 
http://www.raymondjames.ca (click on Equity Capital Markets / Equity Research / Research Disclosures) or call toll‐free at 1‐800‐667‐
2899. 

ANALYST INFORMATION 

Analyst Compensation:  Equity research analysts and associates at Raymond James are compensated on a salary and bonus system. 
Several factors enter into the compensation determination for an analyst, including i) research quality and overall productivity, including 
success in rating stocks on an absolute basis and relative to the local exchange composite Index and/or a sector index, ii) recognition from 
institutional investors, iii) support effectiveness to the institutional and retail sales forces and traders, iv) commissions generated in 
stocks under coverage that are attributable to the analyst’s efforts, v) net revenues of the overall Equity Capital Markets Group, and vi) 
compensation levels for analysts at competing investment dealers.    
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The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject securities. No part of said 
person's compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this 
research report. In addition, said analyst has not received compensation from any subject company in the last 12 months. 

RATINGS AND DEFINITIONS 

Raymond James Ltd. (Canada) definitions:  Strong Buy (SB1)  The stock is expected to appreciate and produce a total return of at least 
15% and outperform the S&P/TSX Composite Index over the next six months. Outperform (MO2)  The stock is expected to appreciate and 
outperform the S&P/TSX Composite Index over the next twelve months. Market Perform (MP3)  The stock is expected to perform 
generally in line with the S&P/TSX Composite Index over the next twelve months and is potentially a source of funds for more highly 
rated securities. Underperform (MU4)  The stock is expected to underperform the S&P/TSX Composite Index or its sector over the next 
six to twelve months and should be sold. 

Raymond James & Associates (U.S.) definitions:  Strong Buy (SB1)  Expected to appreciate, produce a total return of at least 15%, and 
outperform the S&P 500 over the next six to 12 months. For higher yielding and more conservative equities, such as REITs and certain 
MLPs, a total return of at least 15% is expected to be realized over the next 12 months. Outperform (MO2)  Expected to appreciate and 
outperform the S&P 500 over the next 12-18 months. For higher yielding and more conservative equities, such as REITs and certain MLPs, 
an Outperform rating is used for securities where we are comfortable with the relative safety of the dividend and expect a total return 
modestly exceeding the dividend yield over the next 12-18 months. Market Perform (MP3)  Expected to perform generally in line with the 
S&P 500 over the next 12 months. Underperform (MU4)  Expected to underperform the S&P 500 or its sector over the next six to 12 
months and should be sold. Suspended (S)  The rating and price target have been suspended temporarily.  This action may be due to 
market events that made coverage impracticable, or to comply with applicable regulations or firm policies in certain circumstances, 
including when Raymond James may be providing investment banking services to the company.  The previous rating and price target are 
no longer in effect for this security and should not be relied upon. 

Raymond James Europe (Raymond James Euro Equities SAS & Raymond James Financial International Limited) rating definitions:  
Strong Buy (1)  Expected to appreciate, produce a total return of at least 15%, and outperform the Stoxx 600 over the next 6 to 12 
months. Outperform (2)  Expected to appreciate and outperform the Stoxx 600 over the next 12 months. Market Perform (3)  Expected to 
perform generally in line with the Stoxx 600 over the next 12 months. Underperform (4)  Expected to underperform the Stoxx 600 or its 
sector over the next 6 to 12 months. Suspended (S) The rating and target price have been suspended temporarily. This action may be due 
to market events that made coverage impracticable, or to comply with applicable regulations or firm policies in certain circumstances, 
including when Raymond James may be providing investment banking services to the company. The previous rating and target price are 
no longer in effect for this security and should not be relied upon. 

In transacting in any security, investors should be aware that other securities in the Raymond James research coverage universe might 
carry a higher or lower rating.  Investors should feel free to contact their Financial Advisor to discuss the merits of other available 
investments. 

Suitability Ratings (SR) 

Medium Risk/Income (M/INC)  Lower to average risk equities of companies with sound financials, consistent earnings, and dividend 
yields above that of the S&P 500. Many securities in this category are structured with a focus on providing a consistent dividend or return 
of capital. 

Medium Risk/Growth (M/GRW)  Lower to average risk equities of companies with sound financials, consistent earnings growth, the 
potential for long-term price appreciation, a potential dividend yield, and/or share repurchase program.  

High Risk/Income (H/INC)  Medium to higher risk equities of companies that are structured with a focus on providing a meaningful 
dividend but may face less predictable earnings (or losses), more leveraged balance sheets, rapidly changing market dynamics, financial 
and competitive issues, higher price volatility (beta), and potential risk of principal. Securities of companies in this category may have a 
less predictable income stream from dividends or distributions of capital.  

High Risk/Growth (H/GRW)  Medium to higher risk equities of companies in fast growing and competitive industries, with less 
predictable earnings (or losses), more leveraged balance sheets, rapidly changing market dynamics, financial or legal issues, higher price 
volatility (beta), and potential risk of principal. 

High Risk/Speculation (H/SPEC)  High risk equities of companies with a short or unprofitable operating history, limited or less predictable 
revenues, very high risk associated with success, significant financial or legal issues, or a substantial risk/loss of principal. 

Note that Raymond James Ltd. (RJL) has developed a proprietary algorithm for risk rating individual securities. The algorithm utilizes data 
from multiple vendors, and all data is refreshed at least monthly. Accordingly, Suitability Ratings are updated monthly. The Suitability 
Rating shown on this report is current as of the report’s published date. In the event that a Suitability Rating changes after the published 
date, the new rating will not be reflected in research materials until the analyst publishes a subsequent report. 

 



Alio Gold Inc. Canada Research | Page 5 of 7 

Raymond James Ltd. | 2100 – 925 West Georgia Street | Vancouver BC Canada V6C 3L2  

RATING DISTRIBUTIONS 

 Coverage Universe Rating Distribution* Investment Banking Distribution 

 RJL RJA  RJEE/RJFI RJL RJA  RJEE/RJFI 

Strong Buy and Outperform (Buy) 68% 54%  51% 40% 23%  0% 

Market Perform (Hold) 28% 41%  34% 21% 12%  0% 

Underperform (Sell) 4% 5%  15% 25% 7%  0% 

* Columns may not add to 100% due to rounding. 

 

RAYMOND JAMES RELATIONSHIP DISCLOSURES 

Raymond James Ltd. or its affiliates expects to receive or intends to seek compensation for investment banking services from all 
companies under research coverage within the next three months. 

Company Name Disclosure 

Alio Gold Inc. Raymond James Ltd. has managed or co-managed a public offering of securities within the last 12 
months with respect to ALO. 

Raymond James Ltd. has provided investment banking services within the last 12 months with respect 
to ALO. 

Raymond James Ltd. has received compensation for investment banking services within the last 12 
months with respect to ALO. 

STOCK CHARTS, TARGET PRICES, AND VALUATION METHODOLOGIES 

Valuation Methodology:  The Raymond James methodology for assigning ratings and target prices includes a number of qualitative and 
quantitative factors including an assessment of industry size, structure, business trends and overall attractiveness; management 
effectiveness; competition; visibility; financial condition, and expected total return, among other factors.  These factors are subject to 
change depending on overall economic conditions or industry- or company-specific occurrences.   

Target Prices: The information below indicates our target price and rating changes for ALO stock over the past three years. 

 
Valuation Methodology: Our target prices is based on a 50/50 blend of our fully funded NAV5% and NTM OCF. 
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RISK FACTORS 

General Risk Factors: Following are some general risk factors that pertain to the businesses of the subject companies and the projected 
target prices and recommendations included on Raymond James research: (1) Industry fundamentals with respect to customer demand 
or product / service pricing could change and adversely impact expected revenues and earnings; (2) Issues relating to major competitors 
or market shares or new product expectations could change investor attitudes toward the sector or this stock; (3) Unforeseen 
developments with respect to the management, financial condition or accounting policies or practices could alter the prospective 
valuation.  

Risks - Alio Gold Inc. 
Gold Price and Currency Risk – A decline in the gold price or strengthening of the Mexican Peso could impact cash flow from San 
Francisco and impact project economics at Ana Paula. Negative movements could be detrimental to Alio Gold's ability to fund 
construction of Ana Paula or complete further capital investment at San Francisco.  
 
Cost Inflation Risk – Our outlook assumes certain operating costs for both San Francisco and Ana Paula. Although we believe these 
estimates are conservative, there is a risk that we have understated these costs or that these costs may increase in the future. 
 
Resource Risk – Geological models and mineralization are interpretative and the current resource may be more complex (or different) 
than modeled, which could result in lower grade or tonnage than estimated using the current NI 43-101 resource/reserve statement. 
 
Exploration Risk – There is no certainty that Alio will be able to convert resources in line with our assumptions, nor is there certainty 
surrounding the discovery of new zones. 
 
Geopolitical Risk – The area in which Ana Paula is located has experienced heightened security risks and threats at various points over the 
last number of years.  
 

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability 
categories, is available for Raymond James at rjcapitalmarkets.com/Disclosures/index and for Raymond James Limited at 
www.raymondjames.ca/researchdisclosures. 

INTERNATIONAL DISCLOSURES 

FOR CLIENTS IN THE UNITED STATES:  

Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are listed on a U.S. exchange.  This 
report is being provided to you for informational purposes only and does not represent a solicitation for the purchase or sale of a security 
in any state where such a solicitation would be illegal.  Investing in securities of issuers organized outside of the U.S., including ADRs, may 
entail certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting requirements of, the 
U.S. Securities and Exchange Commission.  There may be limited information available on such securities.  Investors who have received 
this report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.  Please ask 
your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state. 

Raymond James Ltd. is not a U.S. broker‐dealer and therefore is not governed by U.S. laws, rules or regulations applicable to U.S. broker‐
dealers. Consequently, the persons responsible for the content of this publication are not licensed in the U.S. as research analysts in 
accordance with applicable rules promulgated by the U.S. Self Regulatory Organizations. 

Any U.S. Institutional Investor wishing to effect trades in any security should contact Raymond James (USA) Ltd., a U.S. broker‐dealer 
affiliate of Raymond James Ltd. 

FOR CLIENTS IN THE UNITED KINGDOM: 

For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates 
is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients 
as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies, 
unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or any 
other person to whom this promotion may lawfully be directed.  It is not intended to be distributed or passed on, directly or indirectly, to 
any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who 
would be classified as Retail Clients. 

For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and 
is not intended for use by clients. 

http://www.rjcapitalmarkets.com/Disclosures/index
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For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of 
interest management. RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated  by the Financial Conduct 
Authority in  the United Kingdom. 

FOR CLIENTS IN FRANCE: 

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, 
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement 
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of 
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be 
classified as Retail Clients. 

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle 
Prudentiel et de Résolution and the Autorité des Marchés Financiers. 

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:  This document (and any attachments or 
exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted. 

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows: 

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by 
Raymond James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or 
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior 
express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose. 

This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other 
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and 
criminal penalties for copyright infringement. No copyright claimed in incorporated U.S. government works. 

Additional information is available upon request. This document may not be reprinted without permission. 

RJL is a member of the Canadian Investor Protection Fund. ©2018  Raymond James Ltd. 
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