
`

August 14, 2024

THE LONG PULL: Earnings Update (APM & MSA.V)
& Watchlist Failures
Happy Wednesday, Operators! Here’s what we got today.

Our two junior precious metal producers, Andean Precious Metals (APM.V) and
Mineros S.A. (MSA.V), reported earnings this week.

We analyze each earnings report and update our priors/models with the new
information.

Then, we discuss a new workflow to help us avoid missing the next Harrow Health
(HROW).

Let’s get after it.

Earnings Updates: Andean Precious Metals (APM.V)

APM.V is a multi-asset gold/silver producer. They operate a silver mine in Bolivia (San
Bartolome) and a gold mine in California (Golden Queen).

You can read our original write-up here.

Q2 2024 was a “show me” quarter. And the company delivered. Here are the highlights
(on a YoY basis):

➢ Silver Equivalent (AgEq) ounces sold increased by 305% to 2.5Moz
➢ Revenue increased by 357% to $69.8M
➢ Gross Profit increased by 494% to $14.5M
➢ Net Cash From Operations increased from -$5.3M to +$13M
➢ EBITDA increased by 570% to $24.5M (35% margin)
➢ Total Cash & Equivalents increased by 16% to $87M

APM exceeded my expectations. The company tripled AgEq production, generated
30%+ margins, and sits with ~$21M in net cash on the balance sheet.

That last part is critical because APM bought the Golden Queen mine with 85% debt
financing (a $66.6M deal with $5M upfront cash and another $5M contingency
payment).

https://operators.macro-ops.com/wp-content/uploads/2024/01/The-Long-Pull_-Andean-Precious-Metals-APM.V.pdf
https://wp-andeanpm-2023.s3.ca-central-1.amazonaws.com/media/2024/08/14015103/Q2-2024-APM-MDA-vfinal-clean-2024-08-13.pdf


So, within a year, APM turned an 85% debt-funded gold mine into a profitable
operation and flipped its balance sheet into a net cash position.

Incredible.

Here’s a detailed view of this quarter's Golden Queen operation (see below).

Check out the $1,752/oz AISC. We knew Golden Queen was a higher-cost mine with
short-term issues like fire and weather.

But management said they’d fix those issues, and the mine would return to profitability.
And it did.
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Golden Queen produced ~17Koz during the quarter for an annual run-rate production
of 68Koz. That’s 8Koz higher than the company’s 2024 production guidance of 60Koz.

Golden Queen will produce ~$11M in operating profits next quarter at the current
production rate and gold price (17Koz * ($2,400 - $1,750).

I want to end APM’s earnings review with its balance sheet and future capital allocation
decisions.

The company has $21M in net cash on the balance sheet, excluding the $61M in
precious metals inventory (you could argue this is also liquid cash equivalents).

Since the company used all of its NCIB, there are now 149.5 M shares outstanding for
a CAD 150M market cap ($111M in USD).

Subtracting net cash gets you ~$90M in enterprise value for a company growing
production, generating increasing profits, and hoarding cash on its balance sheet.

Let’s do some quick estimates for 2025 and assume a ~$4/oz margin on its silver
business, $2,450/oz gold, and 68Koz in annual gold production from Golden Queen
with $1,750/oz AISCs.

APM would end 2025 with $53M+ in pre-tax operating profits for a 58% yield on
today’s EV. Another way to think about it is ~$0.36/share in pre-tax profits versus the
current USD share price of $0.74.

That cash won’t sit on the balance sheet, either. I listened to APM’s earnings call this
morning and tried to read between the lines on capital allocation.

Here’s my interpretation.

Management will renew its NCIB within the next 1-2 quarters for 2.5% - 5% of shares
outstanding (versus its previous 10%).

They’ll then use the extra cash to buy another operating mine. I have no idea which
one they’ll buy. However, CEO Alberto Morales said, “We have enough cash and a
strong enough balance sheet to make another transformational acquisition.”

My gut says they’ll buy another US-based mine. As long as the country has less coup
risk than Bolivia.

I’m also more excited about an acquisition after seeing APM.V negotiate the Golden
Queen deal and manage the early AISC hiccups.

COPYRIGHT 2024 MACRO OPS — ALL RIGHTS RESERVED // DO NOT DISTRIBUTE Chop wood, carry water… 3



The market liked the report, too. As of this writing, APM stock is up 6%, while silver is
down 1%.

We’ll increase our position if the stock closes strong this week.

Onto Mineros (MSA.V).

Earnings Updates: Mineros S.A. (MSA.V)

While MSA.V generated higher revenues, gross profit, and EBITDA than the prior year,
there are reasons to be concerned going forward.

Here’s what I mean.

Revenues increased by 14%, but COGS increased by 22%. So gross profit only grew
by 1%. Meanwhile, MSA’s average gold price increased by 18% … but AISCs
increased by 24%.

Ouch.

Management mentioned three reasons for the cost increase:

1) Higher gold prices paid to artisanal miners (+$7.82M)
2) Higher depreciation and amortization on current operations (+$1.75M)
3) 13% devaluation of USD/Colombian Peso, creating higher prices for

maintenance, materials, and labor (+$5.3M)

The company increased dividend payments by 43% to $7.43M or $30M annualized
(12% yield).

We’re up ~35% in this name and bought our initial stake at a 20%+ shareholder yield.

MSA.V is still on track to hit its 2024 production and cost outlooks (see below).
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Q3 will be MSA’s “show me” quarter. I don’t want to make snap decisions based on
one quarter’s data. However, we have many ideas with higher shareholder yields for
recycling our capital.

APM.V may deserve this capital.

MSA is on a short leash. We’ll exit the position if we get another poor quarter. Until
then, we’ll collect our dividends and await management’s earnings call tomorrow.

How To Avoid Missing Another Harrow Health (HROW)

I know hindsight is 20/20, and you should avoid putting too much weight on one event,
etc.

But this is important.

I’m talking about Harrow Health (HROW). I flat-out missed this stock. Not in the “oh, I
wish I had found that before it broke out” sense. But in the “I did the work on this
name, put it on my watchlist, told some Collective members about it, and then
completely forgot about it” sense.

Which is way worse.
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Let’s start from the beginning. On September 13, 2022, I pitched HROW to Alex and
Octavio. You can read my Slack message below.

There it is, timestamped and everything … I want to throw up just looking at that.

If that wasn’t bad enough, I kept writing about it.

And writing about it …
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And writing about it …

I even shared it with the #ideas-equities group, too …

But I never bought a position!
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Why? I don’t know. I got distracted with another company, shifted my focus to mining
stocks, or some other company looked shiny, so I chased it down the alley.

Whatever the reason … I missed it. And not because I didn’t see it but because I didn’t
follow a structured process.

I hung HROW on a watchlist like a childhood toy, never to be played with again.

HROW was a slap-in-the-face reminder that I needed a better process for following up
on new ideas.

So, I started with my ever-growing list of watchlists.

That’s 34 watchlists with anywhere from 5 - 400 names in each list. It’s too much bloat.
Nobody has time to monitor all of those stocks. No wonder HROW fell through the
cracks.
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Plus, I’ve neglected to audit these watchlists regularly. So, instead of constantly
trimming each list to only my best ideas, I add new shiny objects.

The bad news is that this is the worst way to manage a watchlist of stocks. The good
news is that it can’t get worse than this, and there are easy ways to improve.

The first step is to schedule “Watchlist Maintenance” time on my calendar … physically
adding it to my calendar. I chose Monday morning.

In other words, I spend 1-2 hours reviewing my watchlists once a week to reduce the
names to only my favorite ideas.

This brings me to an important question … “What constitutes a favorite idea?”

It’s a good question because, to some degree, the point of a watchlist is to say, “I
found this company two minutes ago, and it might be interesting, so let me put it here
so I can do more work later.”

If you don’t have rules around “interesting,” you end up where I am, with 30+ watchlists
and thousands of potential ideas.

The solution? Circle of competence.

It sounds obvious, but I have hundreds of ideas on watchlists outside my competence
circle. Why? Because they were cheap, or in a country with relative outperformance, or
because one of my friends pitched it to me.

There are 50,000+ global stocks. I can spend a lifetime analyzing ideas within my small
circle of competence. I don’t need to add that Japanese pharmaceutical company or
Mongolian IT services business.

Maybe none of this resonates with you because you have a perfect process for
identifying new ideas, systematically culling your watchlists, and only focusing on the
best situations.

Congrats.

But writing this has helped me identify where I need to improve. And it holds me
accountable.

Alex and I now have a rule where I check in with him at the end of every Monday to
confirm that I’ve curated my watchlist.

COPYRIGHT 2024 MACRO OPS — ALL RIGHTS RESERVED // DO NOT DISTRIBUTE Chop wood, carry water… 9



I don’t want to lose another Harrow Health (HROW) because of a failed
watchlist/research process.

Let me know if you have any ideas on improving this process further. I’d love to make
this a recurring conversation.

Until next week,

Your Value Operator

Brandon
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