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Patagonia Gold has brought its Argentinean gold projects to the Market Cap (Em): » 30
brink of production. It has announced an accelerated development ieCttor /Bloomb M'gg%aﬂiggtiﬁ
schedule that could see small-scale production by the end of 2009. Aﬁ\: ersisloomberg ' 402

We have raised our target price from 15p to 28p to reflect the NPV
impact of this production, currency movements and the gold price.

° Patagonia Gold has announced that it plans to proceed with a small-
scale trial heap leach operation at its Lomada project, which could see
the company becoming a gold producer by the end of 2009. We
believe this trial operation has the potential to generate gross profit of
up to US$8m over 2009E and 2010E and thus to contribute to the PGD £:000s
anticipated US$8.5m capex requirement for a larger 21,0000z pa Year end Dec 2008E 2009E 2010E

leach plant at Lomada.
Gold price

. ) ) Sloz 850 800 800
. We have remodelled a possible development scenario on the basis of
this accelerated development, which, when coupled with an
approximate 5p per share contribution from recent depreciation of the EBITDA (6.000)  (4992)  (1,692)
GBP, and another 4p per share lift from an increase in our gold price Net Earnings (5,889) (4.734) (1.810)
assumption, sees our NPV-based valuation increase from 15p to 28p EPSp (1.35) (0.85) (0.29)
per share. Cash flow
before (5,889) (5,618) (6,985)
. Following Lomada, the company then proposes to continue drilling gr;ir:;:fm
and development at its much larger and higher-grade Cap Oeste share issue 6,095 8,400
project to the south. While Lomada may provide proof of concept, we Cash from 10,000
see Cap Oeste as possibly a company maker; a high-grade project debt
with resource potential of upwards of 2Moz Au equivalent, capable of Cash at hand 868 3649 6,665
supporting a +200,0000z pa operation.
. The company has, historically, raised money on an annual basis, the
most recent occasion being in October 2008. With accelerated
development at Lomada and a focus on moving the larger Cap Oeste
project forward as quickly as possible, we see the need for a possible 52 week range 4.00-11.75
equity raising of cUS$12m in early 2009. In our view, these funds, Free float (%) 40
when coupled with projected cash flow from the Lomada trial, should Number of shares (m) 40.2
see the company through 2010, until a larger project at Cap Oeste can )
be considered in 2011. By this point, the company should, by its own | Daily volume (m) 023
projections, be a cash-positive gold producer; this, in turn, should —
make it possible to access the debt market. 104
. We compare PGD with its nearest geographical and geological peer, &
Andean Resources, with a market cap of £230m, some 8x that of & 89
PGD. We see the latter's Cerro Negro deposit being very similar in 1
style and size to Cap Oeste, but some two years ahead in drilling and 21
resource definition. On the basis of resources defined to date, we 0 g g 2 o o g © © g © o o
believe PGD warrants a share price of 14p to bring it into line with E % g g § E % 5 ;L) g) Zg E E E

Andean, with further uplift if we consider a more-than-doubling of the
company’s resource base that we expect by the middle of 2009.
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Gold producer by year end

Leap-frog approach to growth

Summary

We favour Patagonia Gold (PGD) not simply because of its defensive exposure
to gold (Au) and silver (Ag), but because it has taken the decision to move to
production as quickly and cheaply as possible, and to then grow incrementally.
The company has announced that it plans to develop a small trial heap leach
operation at its Lomada project that could produce 2,5000z of Au by the end of
the year and then an additional 6,0000z in 2010, for a very low capital and
operating cost of US$1.9m. Cash flow from this trial plant could be up to US$8m,
sufficient to make a significant contribution to the projected US$8.5m capex for a
21,0000z pa leach plant at Lomada that could be operating by the end of 2010.
This larger project could then, in turn, provide cash flow to develop what we
consider to be the company-making project at Cap Oeste.

We have remodelled PGD on the basis of this accelerated cash flow. When
coupled with an approximate 5p per share contribution from depreciation of the
GBP against the dollar, plus a 4p contribution from our increased long-term gold
price assumption from US$750/0z to US$800/0z, this results in our NPV-based
valuation increasing from 15p to 28p. The case for this short-term value could
also be argued by comparing PGD with its nearest peer, Andean Resources,
which is developing the Cerro Negro deposit nearby. We take the view that both
Cerro Negro and Cap Oeste have the potential to be of similar size; however,
Andean began work on Cerro Negro in 2005 and so has benefited from an
additional two years of drilling to expand its resource.

The company’s flagship project at Cap Oeste is currently the subject of an
ongoing drilling campaign that continues to produce bonanza Au and Ag grades.
The resource at Cap Oeste currently stands at 304,0990z Au and 6.9Moz Ag.
However, we have stated previously that on the basis of recent results, we would
expect to see this resource advance past 1Moz Au equivalent by mid-year, and to
have an ultimate potential of several times that, as only 1,200m of a total
identified strike length of 6km has been drilled, to date. The Cap Oeste structure
is very similar in size and style to the nearby Cerro Negro project of Andean
Resources that has been the subject of feasibility studies, suggesting a
production potential of upwards of 200,0000z pa. We believe Cap Oeste offers
the same ultimate potential.

In our note of 6 May 2008 (There will be gold), we discussed the potential of a
small mine at Lomada to provide cash flow that could be used to develop a larger
mine at Cap Oeste. We felt that such an approach provided a leveraged entry
into gold production that reduced the risk profile and the level of external funding
required. Since that time, the company has reached all the necessary milestones
and is now proposing to follow exactly this course of action.

In our view, this incremental approach to growth — with a focus on small-scale,
near-term production — reduces the risk profile of the company, as it provides
evidence of the company’s ability to develop a mining operation in Argentina. In
the past PGD has suffered from permitting issues in Argentina, when the
neighbouring Chubut province placed an embargo on all mining operations,
including the company’s Huemules project. Reaching the production milestone at
Lomada should remove any lingering concerns related to Argentinian political
risk.



Lower half of the cost curve

Concrete milestones

The global average cash cost for gold reached a peak of approximately
US$450/0z last year, but has since come back to roughly US$400/0z owing to
reductions in fuel and steel prices, and depreciation of most gold-producing
currencies. Scoping studies to date have indicated that Lomada could be
operated at a cash cost of roughly US$300/0z, while recently released studies by
Andean suggest that Cerro Negro (and thus by extension Cap Oeste) could be
sub-US$200/o0z. This is well below the global average; therefore it not only offers
a substantial margin of error during the development phase, but also makes any
subsequent operation less sensitive to the gold price and therefore offers a buffer
against revenue volatility.

We view PGD as a low-risk entry into the gold space for the following reasons:

e Leveraged production. Rather than developing its operation in one “big
bang”, with the associated risk of capital, incremental growth offers a
lower risk approach.

e Low cost. Recent pricing reductions in the base metal sector have shown
us the benefits of operating in the bottom half of the cost curve.

e Low liquidity risk. PGD’s major shareholder has, to date, shown a
willingness to support the company during difficult markets. While we
would view dilution of this major shareholding as a positive, the company
has demonstrated that it has a funding source of last resort.

e Heavy discount to nearest peer. On the basis of current in-situ
resources, PGD is trading at a 50% discount to its most comparable
peer, Andean Resources, with a greater discount being applied if the
potential resources are taken into account.

Our valuation is based upon our operating assumptions being met. However, the
company has now, in effect, set a series of distinct milestones over the next 12
months that should provide a regular flow of news and offer uplift triggers towards
our target price. We would expect such milestones to include:

e A possible capital raising in Q1 2009

e Final metallurgical testing, Q2 2009

e Lomada sterilisation drilling, Q2 2009

e Environmental impact study for Lomada, Q2 2009

e Upgraded resource statement for Cap Oeste,Q2 2009

e Purchase of trial plant equipment, Q3 2009

e Commencement of ground works for Lomada trial plant, Q3 2009
e Loading of pad, Q4 2009

e Lomada base-line environmental study, Q4 2009

e First gold production from trial plant, Q4 2009

e Full Lomada feasibility, end-2009



1Moz by mid-year and growing

Start small

Resources

Resource size

To date, the company has published two compliant resources, 237,0000z Au at
Lomada de Leiva; and 304,0990z Au plus 6.9Moz Ag at Cap Oeste. However, in
both cases we regard these resources as preliminary and open to expansion.

At Lomada, the company is discouraged from expanding the resource as it is
required to make a US$1.5m payment to Barrick once the indicated component
of the resource exceeds 200,0000z. We have previously stated that we see the
potential for 400,0000z here, and we maintain this view.

At Cap Oeste, the current resource is based upon drilling undertaken to the end
of last year’s field season. Later drilling has continued to intersect high-grade Au
and Ag, and we have previously stated that we see Cap Oeste surpassing 1Moz
by the end of the first half of 2009, with the potential to ultimately be a multi-
million-oz deposit once the full 6km strike length of the main structure is drilled.
However, we also note that PGD’s ability to expand the Cap Oeste resource is
restricted by a buy-back clause held by Barrick Gold, once the resource exceeds
2Moz. We have stated previously that we consider the most likely scenario could
see PGD ceasing further exploration work once the resource exceeds 1Moz, to
concentrate instead on development, with further resource expansion coming in
later years.

Resource nature

Size notwithstanding, the most salient point about these resources, in our view, is
their amenability to being brought into production quickly and cheaply.

While low grade, the Lomada deposit is a surface deposit on top of a hill in an
intensely fractured breccia zone where the gold is in the friable matrix material.
The economic significance of this is that the development of the deposit is likely
to require no pre-strip and no drilling and blasting, with all mined material then
being transported a short distance downhill.

The company’s proposal for a Run of Mine (ROM) leach pad is therefore an
extremely cheap and fast route to production, by virtue of the technical ease with
which it could be mined.

Cap Oeste, in contrast, is larger and high grade, and should be amenable to low-
cost production by grade, by-product credits and economies of scale.

Development scenario

The company has announced that it intends to pursue an accelerated
development programme at its Lomada project, based around a ROM heap leach
operation. The operation is scheduled to be developed in stages:

Trial plant

As the first plank of its development at Lomada, PGD has proposed to develop a
small trial plant, which we understand can be constructed under the current
exploration licence.

The company has announced that the forecast cost for testing, permitting,
construction and operation of a small ROM leach pad to produce 2,5000z of Au,
would be of the order of US$1.9m and could see this gold produced by the end of
2009. In addition, once the initial pad was exhausted, three more 6m loads could
be added to produce an additional 6,0000z during 2010.



Possible US$8m contribution from trial
plant

Cap Oeste could also be started
cheaply

Capex and opex guidance offered by
Andean

ROM means that ore is mined and then placed directly on the leach pad, with no
crushing or grinding. This is possible because tests have shown that the gold at
Lomada is contained within the loose and friable matrix of the breccia zone, and
can be freed up sufficiently by the earth-moving process to allow the leaching
liquor to penetrate. The benefit of this is a significant reduction in both capex and
opex, as no crushing or grinding plant is required.

Full development

Once the ftrial plant is operational, the company has then proposed to use this
cash to contribute to the development of a larger operation at Lomada, according
to the specifications of a scoping study that was released in November 2008.

This study calls for the development of a larger ROM heap leach operation,
developed at a capital cost of US$8.5m, and producing 21,0000z per year at a
cash cost of US$299/0z for a minimum seven-year mine life.

We anticipate PGD being able to develop this larger operation largely from cash
flow from its proposed trial mine, and therefore expect this operation to reach
production by early 2010.

Longer term — Cap Oeste

We have stated previously our view that Lomada is merely the stepping stone to
larger-scale production that could come from the Cap Oeste project to the south.
We see Cap Oeste ultimately having the potential to be a multi-million-oz deposit
that, in several years’ time, could offer the scope for PGD to move towards
annual production of more than 200,0000z Au pa.

We had originally modelled a large hard-rock mine and plant being developed
here, with production commencing in 2013. However, given that the vein comes
to surface and has been heavily weathered, and that a heap leach operation is to
be developed nearby at Lomada, we now see the potential for a small heap leach
to be developed at Cap Oeste as well, in advance of the main project. Much like
Lomada, therefore, we could see Cap Oeste being brought to production more
quickly than previously anticipated, thus offering the potential for an additional
leverage effect.

We have therefore adjusted our model to include a small level of production from
Cap Oeste being brought in during 2011.

Beyond that, we have obtained guidance from recently released feasibility studies
from Andean Resources, which is expanding its Cerro Negro deposit in the same
region as PGD. Cerro Negro is a similar geological feature to Cap Oeste, of
similar size and grade, and although PGD is several years behind in resource
definition, we see the two projects as roughly similar in size and scope. Andean
has indicated that cash costs of roughly US$200/0z could be achieved at Cerro
Negro, with the potential for this to be less now, owing to recent cost reductions
across the industry. Cash cost is, to an extent, a factor of the size and scale of
plant that is constructed, and so we cannot draw a direct analogue. However, this
low figure does give us comfort that Cap Oeste could be operated towards the
bottom of the cost curve.



Capital raising in early 2009

Financial

We have adjusted our model to reflect the company’s modified plans to bring
Lomada into production via a trial mining route.

On the basis of the cost estimates provided by the company, and our gold price
assumption for 2009 of US$850/0z we could see a US$2.2m gross operating
profit realised by this trial by the end of 2009E, with an additional US$6.4m
contributed in 2010E if the three further layers are added to the trial heap leach.
Increasing our gold price assumption to the current spot price of US$900/0z
could see these cash flows increase to US$2.3m and US$6.8m, respectively.

We have then modelled Lomada ramping up toward the end of 2010 to make a
contribution to an estimated 2010 production of 9,0000z and then to full
production of 21,0000z pa from Lomada in 2011E. The scoping study completed
for Lomada has defined a seven-year mine life, based on the small resource that
currently exists. However, we have previously stated that we see the potential for
400,0000z here, and have therefore pushed our production out to 12 years.

We have noted that we see the potential for Cap Oeste to also be brought
forward to production via the ROM leach pad route and have allowed for a
contribution of 15,0000z in 2011E, ramping up steadily from there to 200,0000z
pa by 2016E.

On these assumptions, we have forecast positive EBITDA by 2011 of £8m,
increasing quickly from there to almost £28m in 2012 and £35m in 2013.
Translation through to net earnings, however, is less certain, owing to the
potential for the company to claim accelerated depreciation concessions that
could significantly reduce taxable earnings in the major capex years of 2011 and
2013.

Funding requirements

PGD has, to date, followed a policy of funding its exploration requirements by
raising money on an annual basis, the most recent being £1.85m in October
2008.

In addition to the US$1.9m flagged by the company for the Lomada trial
operation, we see the need for a ramp-up of drilling and other activities at Cap
Oeste to increase this resource and move it closer to production. We have
therefore modelled an equity raising of US$12m in early 2009 at the current
share price. This is based on our assumptions of what may be required to bring
these projects forward:

US$2m for development and operation of the Lomada heap leach.
US$4m for continued drilling and assay at Cap Oeste and La Manchuria.

US$4m for overhead and technical studies related to further development of
Lomada and Cap Oeste.

US$2m for contingencies.

We concede this amount is somewhat arbitrary, but feel that such a raising, if
combined with cash flow from the Lomada trial heap, should see PGD becoming
self sufficient through development of the full Lomada project. The need for
further funding to develop a much larger operation at Cap Oeste will be based on
the size and timing of such an operation; however, we feel that credit markets
may have loosened by then, to allow a significant debt contribution to be added.



NPV increase as a result of three

factors

We expect solid earnings by 2012

Trading at
nearest peer

significant

discount

to

Valuation

NPV

Our primary valuation methodology is based on a discounted cash flow analysis
of our assumed development scenario. Using a discount rate of 12%, over a 12-
year operating life, we arrive at an NPV per share of 28p, an increase of some
85% from our previous NPV valuation of 15p per share.

This 13p per share increase stems from a combination of three factors:

e Gold price (4p). Our initial modelling used a gold price going forward of
US$750. We have increased our assumption to US$850/0z for 2009,
decreasing to a steady US$800/0z going forward.

e Currency (5p). Depreciation of the GBP against the USD has added
approximately 5p to our valuation. In addition, we raise the possibility of
operating-cost reductions owing to depreciation of the Argentine peso;
however, we have not factored these into our model.

e Accelerated production (4p). The likelihood of bringing revenue forward
by way of the trial plant at Lomada and potential trial plant at Cap Oeste.

PE

First-tier gold producers such as Barrick and Newmont have performed well in
recent months, and are currently trading at forward PE ratios of between 15x and
20x. We do not argue that PGD deserves such valuation; however, for the
purposes of illustration, our financial model suggests the potential for EPS of
more than 4p per share by 2012E if production ramps up as we have assumed. A
more conservative 10x PE would therefore equate to an ultimate target price of
40p per share, if milestones are reached.

EV/Resource oz

In general, we do not favour valuations based on a simple assessment of in situ
resources, as such comparisons take no account of the wide differences in
development and mining costs. However, in instances where a geographically
and geologically similar example is available, we believe the comparison is
instructive.

Andean Resources is advancing its Cerro Negro deposit in Santa Cruz province
that is geologically very similar to Cap Oeste, in similar terrain and in the same
political jurisdiction. The resource picture here is developing, but currently stands
at approximately 2.2Moz Au equivalent, compared with only 400,000z at Cap
Oeste. However, Andean has been drilling for an additional two years and so it is
likely to have tested a greater proportion of the Cerro Negro potential. We take
the view that both deposits are likely, ultimately, to be similar in size and thus be
able to support operations of similar scale.



We therefore have two companies with assets of similar scale in close proximity
to each other that may, in time, develop into gold operations of similar size; but
both are proposing to reach that objective via a different path — PGD proposes to
start mining on a small scale as quickly as possible and use cash flow to grow
incrementally, while Andean is proposing the “big bang” approach of a larger
development from scratch. PGD plans to be producing well in advance of Andean
(albeit on a small scale); in our view, this offers significant risk benefits over
Andean, primarily as it offers the company a mechanism to develop its
understanding of the various deposits, and offers the market an opportunity to
observe the company’s ability to move to producer status, both without huge risk
of capital.

The enterprise value (EV) of Andean is roughly US$350m, therefore suggesting
an EV/oz valuation of US$160/0z. PGD, in contrast, has a current EV of
approximately US$45m on a resource base of approximately 600,0000z, for a
valuation of US$80/0z.

Given the close similarity between Cap Oeste and Cerro Negro, we think it is not
unreasonable to argue that both companies deserve a similar EV valuation. On
this basis, it could be argued that PGD, even on its preliminary resource figure,
should be trading closer to 14p — twice its current price — simply to bring it into
line with Andean. However, should we consider the probability that recent drill
results have already more than likely doubled its resource base, then we believe
a case could be made for an EV valuation of 28p, to match its peer and
neighbour.
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Important Disclosures

General Disclosures

MCC is committed to publishing accurate but non-independent research reports. MCC may
provide financial advice to, and undertake corporate finance and other transactions on behalf of,
companies on which it publishes research. Therefore, research reports published by MCC have
not been prepared in accordance with legal requirements designed to promote the independence
of investment research; nor is MCC subject to any prohibition on dealing ahead of the
dissemination of investment research. Accordingly, this research report should be treated as a
marketing communication.

This report was first released on 09 February 2009.

Unless otherwise noted, the securities prices noted in this report were market prices on 09
February 2009.

We seek to update our research as appropriate, but various regulations may prevent us from
doing so. Our reports are published at irregular intervals as appropriate in the analyst's
judgement.

MCC's price targets are based on several methodologies, which may include, but are not
restricted to, analyses of market risk, growth rate, revenue stream, discounted cash flow,
EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of
the parts, net asset value, dividend returns, and return on equity over the next 12 months.

This report has been prepared by the individual(s) whose name(s) appear(s) on the front cover.
Unless it has been otherwise specified, the preparers are employed by MCC as research
analysts. Research analysts are paid in part based on the profitability of MCC, which includes
remuneration received from investment banking transactions.

Specific Disclosures

Company Disclosure
Patagonia Gold (PGD) Company Broker
MCC, its partners, employees and any affiliated undertaking may have a position or holding in
any of the securities mentioned in this report or in a related instrument.

Disclaimer

This report is issued by Matrix Corporate Capital LLP ("MCC") which is authorised and regulated
in the United Kingdom by the Financial Services Authority (FSA) and is a member of the London
Stock Exchange.

This report is not directed to, or intended for distribution to, or use by, any person or entity who 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 or which would
subject MCC to any registration or licensing requirement within such jurisdiction.

This report is for the use of the addressees only and is intended for use only by a person or
entity that qualifies as an authorised person or exempt person within the meaning of section 19
of the Financial Services and Markets Act 2000 (the "Act") or qualifies as a person to whom the
financial promotion restrictions imposed by the Act do not apply by virtue of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an
"intermediate customer" for the purposes of the Conduct of Business Rules of the FSA.
Consequently, this report is intended for use only by high net worth entities or by persons having
professional experience in matters relating to investments. This report is not intended for use by
other persons, in particular, "private customers" as defined by the rules of the FSA. Any such
person who receives this report should not act upon the contents of this report.



The information and materials presented in this report have been obtained or derived from
sources believed by MCC to be reliable. Such information and materials have not been
independently verified and MCC makes no representation as to their accuracy or completeness.
Neither MCC, nor any of its directors or employees accepts liability for any loss arising from the
use of material presented in this report.

Any forecasts or target prices shown for companies or securities noted in this report may not be
achieved due to multiple risk factors including, without limitation, market volatility, sector
volatility, corporate actions, the unavailability of complete and accurate information or
assumptions made by MCC or other sources relied on in the report subsequently transpiring to
be inapposite.

The information and materials presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer, or the solicitation of an offer, to
sell or buy or subscribe for securities or other financial instruments. This report was prepared for
general circulation and does not give investment advice or personal recommendations specific to
individual investors. As such, the companies and securities discussed in this report may not be
suitable for all investors who must make their own investment decisions based on their specific
investment objectives and financial situation utilising their own financial advisors as they deem
necessary. MCC will not treat recipients of this report as clients by virtue of their receiving it.

Past performance should not be taken as an indication or guarantee of future performance, and
no representation or warranty, express or implied, is made regarding future performance.
Information, opinions and estimates contained in this report reflect the preparer's best judgement
at the date of publication and are subject to change without notice. The price, value of, and
income from any of the securities or financial instruments mentioned in this report can fall as well
as rise. You may not get back as much as you invest. Fluctuations in exchange rates could have
adverse effects on the value or price of, or income derived from, certain investments.

None of the material presented in this report, nor its content, nor any copy of it, may be altered in
any way, transmitted, copied or distributed to, any other party, without the express prior written
permission of MCC.



Matrix Corporate Capital LLP

One Vine Street
London, W1J OAH
+44 (0) 20 3206 7000
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