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THE BIG PICTURE  

o Argonaut last provided a comprehensive view on the gold 
sector in early December 2006.  Recent financial market 
events and the crumbling US dollar have brought the 
precious metal back into the spotlight.   

o From a macro perspective our views are little changed.  
We expect a strengthening gold price and as before, we 
believe that key support for gold comes from its role as a 
financial asset.  The factors that we expected would 
influence investment demand are still firmly in place: 

× USD weakness 

× Strong commodity prices (energy and base metals) 

× Economic and financial uncertainty 

× The perception of global inflation threats 

Table 1: Argonaut’s Gold View 

 Expected 
Trend 

Comment 

Demand   

 Investment  Weaker US$, inflation threats, 
high energy prices, financial 

uncertainty 

 Industrial  Steady increase (albeit 
relatively insignificant) 

 De-hedging  Major restructuring has taken 
place, future de-hedging to 

taper off 

 Jewellery  Demand to fall at higher prices 
(particularly if prices volatile) 

Supply   

 Central Banks  Looking for diversification 
away from US$ 

 Mines  Supply response forthcoming, 
but will take at least 2 years to 

kick in 

 Recycled  Will increase as price rises 

GOLDEN OPPORTUNITIES 
The top picks in our December 2006 gold sector report 
performed well, providing investors with substantial returns: 

o Agincourt (AGC) +85% 

o Avoca (AVO) +78% 

o Andean (AND) +383%   

Argonaut remains bullish on gold in 2008 with the following 
factors expected to continue to support high prices: 

o USD weakness 

o Strong commodity prices (energy and base metals) 

o Economic and financial uncertainty 

o The perception of global inflation threats 

Gold bulls have to be cautious though. The gold sector has 
been a tough one in recent times with companies delivering 
more bad than good news. Although winners have been 
difficult to pick, the above results demonstrate that it can be 
done. 

Going forward Argonaut’s ‘golden opportunities’ include: 

o Producer - Troy Resources (TRY) - BUY  

o Developer - Avoca Resources (AVO) - BUY  

o Explorer - Gryphon Minerals (GRY) - SPEC BUY 

o Explorer - Cortona Resources (CRC) - SPEC BUY 

-  
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TOP PICK PERFORMANCE  

o In our previous gold sector report (Gold Revisited, 8 
December 2006) we identified key stock picks in each 
category of producer, developer and explorer. 

 

o The figure below shows the subsequent performance of 
the stocks that were included in this analysis. 

 

Figure 1: Gold Stocks Performance 

GOLD STOCKS
Performance of Argonaut Top Picks (08/12/06 - 26/10/07) 
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Red Bars = Argonaut's pick in each category

Bought by OXR (0.65 
OXR for 1 AGC)

Bought by PSV (1.7 
PSV for 1 LVR)
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Merger w ith LGL (5 
LGL for 54 BGF)

Merger w ith IAU (1 IAU 
for every 4.25 EMP)

 

Source: IRESS, Argonaut, Company Information 

 

KEY FINDINGS  

o Our key picks within each category were sound, with: 

× Agincourt (AGC) shareholders gaining 85% 
(assuming conversion into Oxiana shares) 

× Avoca (AVO) up 78% 

× Andean (AND) climbing 383% 

o There has been a marked difference in average 
performance between categories, with: 

× Producers delivering returns of just over 4% 

× Developers on average up 19% 

× Explorers climbing a much more impressive 118% 

o With the gold price climbing 25% in US$ terms and 11% 
in A$ terms: 

× Producers underperformed the gold price in both A$ 
and US$ terms 

× Developers came close to matching the gold price 
increase in US$ terms and outperformed it in A$ 
terms 

× Explorers way outperformed gold price gains in 
either currency 

o Explorers’ projects tend to be offshore – of the 11 stocks 
on the chart, 8 of them have assets outside Australia. 

o As Argonaut predicted there has been consolidation 
within the sector, with a number of companies involved in 
M&A activity over the last 12 months. 
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PEER UPDATE  

o Argonaut has updated and expanded a peer comparison 
of 50 ASX-listed gold stocks within a market cap range of 
<A$1b.  Only companies with resource bases were 
included.  The companies have been classified as 
follows: 

× Producers - focused on gold production 

× Developers - focused on gold project development 

× Explorers - focused on expansion of resource / 
reserve base 

o Enterprise value (EV), cash held and classification of the 
companies is presented in Appendix A. 

CASUALTIES 

o In recent years the Australian gold sector has been 
littered with casualties. A number have been 
resuscitated, others are fighting for survival and some 
have flatlined.  

o A quick review of the ‘bad news’ from 2007 to date is 
presented in Appendix B. Causes can be lumped into 
four broad categories: 

× Rising costs 

× Resource estimation 

× Operational issues 

× Geopolitical issues 

o For bad news it was difficult to beat Emperor (EMP) who 
were hit with everything bar the kitchen sink: 

× According to the June 2007 Financial Report 
‘production and costs at Tolukuma were affected 
throughout the year by a series of unexpected 
incidents including a serious failure of the sag mill, a 
collapse of the Tinebar Decline, the flooding of the 
Gulbadi section, a 14 day weather event which 
prevented access, a helicopter crash, a lightning 
strike on the hydro power generation facility and an 
industrial dispute’ 

× Military forces of Fiji, claiming to be acting under 
orders from senior commanders in Suva, seized 
control of the Vatukoula mine in January 2007 

× Porgera’s production was affected by pit wall repairs, 
and a lightning strike on the power generation facility 
at Hides, which lowered production capacity during 
the March 07 quarter 

× Emperor has since sold Vatukoula and the 20% 
Porgera interest, and intends to divest Tolukuma. 
The company is currently merging with Intrepid 
Mines (IAU) 

WHAT MAKES A WINNER 

o Winning producers have been characterised by: 

× Track record of strong and consistent production 
results – ore tonnes, grade, costs and safety (e.g. 
DOM and EQI) 

× Value-accretive M&A activity (e.g. AGC’s purchase 
of the 5.8moz Martabe gold project from Newmont in 
July 2006, followed by Oxiana’s $415m takeover of 
AGC in January 2007) 

o Features of winning developers (e.g. AVO) include: 

× Formulation of appropriate financing arrangements 

× Recruitment of experienced operational 
management – good projects attract good people 

× Delivery of project development milestones on time 
and on budget 

o Success amongst the explorers has been driven by busy 
exploration, good drill hits and resource upgrades – scale 
and confidence (e.g. GRY, AND, PRU) 

o Hard work and steady news flow drive capital 
appreciation for all successful companies, but especially 
for developers and explorers. 

M&A TO CONTINUE 

o We expect M&A activity to continue for two main 
reasons: 

× The market rewards size in the gold sector – the 
larger the Company, the greater the premium.  
Possibilities in this space include: 

- Mid tier miners having a crack at the +$1 billion 
space 

- West African consolidation, where a number of 
companies, including the big producers, are 
active (especially in Ghana and Burkina Faso) 

× Different companies can bring together 
complimentary attributes: 

- A company with cash but with a short mine-life 
is an ideal fit with a high-potential, but cash-
poor, explorer 

- In many cases, Australian producers have 
limited brownfields exploration upside and high 
discovery costs.  The “elephants” are offshore in 
places like Africa and South America 

× For example Troy Resources (TRY) is cashed-up but 
with producing mines at the end of their lives.  They 
have acquired Andorinhas (Brazil), and with a strong 
operational history could be looking for the next 
addition. 
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TOP PRODUCER –  
TROY RESOURCES (TRY) 
 
SOLID GOLD 
 

Ordinary Shares (#m): 60.4 

Fully Diluted Shares (#m): 66.6 

Market Price (A$) 3.10 

Market Capitalisation (A$m): 187.2 

Cash & Liquid Assets (A$m): 82.3 

Equity Resources (koz): 1,100 

Resource Grade (g/t Au) 3.4 

EV/Resource oz (A$/oz): 95 

CEO: Paul Benson 
 
Figure 2. TRY 12 month share price and volume  
 

 
 
Source: IRESS 

o TRY is a profitable junior gold miner with projects in 
Australia, Brazil and Mongolia. FY07 results were solid: 

 
× Record A$20.1m NPAT 
 
× Production of 105,723oz at cash costs of A$330/oz  
 
× Increased cash dividend of A7.5cps and special 1:25 

bonus share issue 
 
Figure 3. FY07 results solid…but not a one-off  
 

 
 
Source: TRY 
 

o Although reserves at the Sertao and Sandstone gold 
mines are almost depleted, TRY has built up a significant 
amount of liquid assets. Management have the skills and 
experience to use the balance sheet to: 

 
× Pursue growth options 
 
× Fund aggressive exploration 

 
× Fund the new 50kozpa Andorinhas mine in Brazil 

 
o The ability of management to identify opportunities and 

build new gold mines is demonstrated by the Andorinhas 
development. From signing the purchase agreement in 
November 2006 to commissioning in December 2007 
TRY will deliver a new mine in 13 months for just 
US$20m.  

 
o Argonaut forecasts production from existing assets 

(Brazil and Sandstone) at: 
 

× FY08 - 60koz  
 
× FY09 – 75koz 

 
o With an annual exploration budget of A$6m exploration 

upside is offered by: 
 

× Andorinhas - All existing gold deposits are open 
down-plunge and along strike, plus there is iron ore 
potential (colluvial iron ore identified on the leases) 

 
× Sandstone - Ongoing treatment of low grade 

stockpiles provides time to make discoveries before 
mill closure 

 
× Mongolia - Promising coal and gold exploration 

assets 

o At Sandstone TRY recently entered into an attractive 
nickel exploration JV with Western Areas (WSA). WSA 
can earn a 51% interest in the nickel rights by sole 
funding A$4.0m on exploration over a 4 year period with 
a minimum first year expenditure of A$0.5m.  

o TRY should be on the radar for investors seeking: 
 

× An unhedged exposure to the gold price  
 
× Proven management 

 
× Exploration upside / growth opportunities 

 
× Limited downside based on a 1.1moz resource base, 

and liquid asset backing of $1.36 per share  

o The company is planning to gain exposure to the large 
North American market via a dual-listing on the TSX. 

o Argonaut’s target price of $3.67 is based on a flat spot 
gold price (US$783/oz) and flat spot AUD:USD exchange 
rate (US88c).  

 
BUY 
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TOP DEVELOPER  –  
AVOCA RESOURCES (AVO) 
 
FIRST STOPE ORE IMMINENT 
 

Ordinary Shares (#m): 218.9 

Fully Diluted Shares (#m): 231.6 

Market Price (A$) 2.34 

Market Capitalisation (A$m): 512.2 

Cash & Liquid Assets (A$m): 90.9 

Equity Resources (koz): 1,167 

Resource Grade (g/t Au) 3.5 

EV/Resource oz (A$/oz): 361 

MD: Rohan Williams 
 
Figure 4. AVO 12 month share price and volume 
 

 
 
Source: IRESS 

o AVO is developing the underground Trident project 
120km south of Kalgoorlie. The project offers: 

 
× Solid 5.3g/t reserve grade  
 
× Shallow depth  

 
× Sound ground conditions 

 
× Good key people installed 

 
× Infrastructure to support a 10 year mine life 

 
× Successful April 2007 $125m capital raising 

 
Figure 5. Trident long section 
 

 
 
Source: AVO, Argonaut 

o Argonaut visited the site after Diggers and Dealers in 
August and noted a very tidy, professional operation. 
First stope ore is imminent, followed by a ramp-up to 
steady state production of 170koz from a new plant in 
CY09.  

 
Figure 6. Trident access (old Poseidon South pit) 
 

 
 
Source: Argonaut 

o The AVO team has been greedy! Not only is the stock 
Argonaut’s preferred gold developer but the company 
also won the ‘Explorer of the Year’ award at the 2007 
Australian Mining Prospect Awards recently held in 
Sydney.   

o The award is well deserved. As well as building a mine 
AVO have delivered strong exploration results. Highlights 
this calendar year include: 

 
× Early March - Apollo discovery  
 
× Late March - High grade hits at Erin  

 
× Late March - High grade hits between Poseidon 

South / Trident decline  
 

× Early July - Extensions to Athena and Poseidon 
South  

 
× Late July - Wills discovery  

 
× Late September -  Further high grade results at 

Trident, and regional success at Vine, Fairplay and 
Challenger 

 
o During the year AVO consolidated the gold district with a 

number of acquisitions including:  
 
× The Chalice and Higginsville projects from Chalice 

Gold Mines 
 
× A key Higginsville tenement from Resolute 
 
× The Two Boys mine from FMR Investments  

o AVO offers an unhedged exposure to the gold price and 
low cash costs (life of mine forecast A$369/oz). 
Argonaut’s target price of $2.75 is based on a flat spot 
gold price (US$783/oz) and flat spot AUD:USD exchange 
rate (US88c).  

 

BUY 

Old Poseidon 
South Pit 

Apollo 

Eastern 
Zone 

Western 
Zone 

Athena 
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TOP EXPLORER  –  
GRYPHON MINERALS (GRY) 
 

+MILLION OZ POTENTIAL 
 

Ordinary Shares (#m): 81.5 

Fully Diluted Shares (#m): 112.3 

Market Price (A$) 0.71 

Market Capitalisation (A$m): 57.9 

Cash & Liquid Assets (A$m): 4.7 

Equity Resources (koz): 410 

Resource Grade (g/t Au) 2.1 

EV/Resource oz (A$/oz): 130 

MD: Steve Parsons 
 
Figure 7. GRY 12 month share price and volume 
 

 
 
Source: IRESS 

o In late November Argonaut visited GRY’s Banfora gold 
project in south west Burkina Faso. With gold exploration 
success rates declining in Australia, North America and 
South Africa, investors are turning to less well trodden 
parts of the globe. Burkina Faso is one such emerging 
hotspot. 

o The first pass shallow resource at Banfora is 410koz 
placing the stock on an EV/resource oz of A$130/oz. At 
first glance this is expensive however GRY is after 
elephants and the best place to look for elephants is in a 
zoo. With more than 20moz in three world class deposits 
within 90km of Banfora, GRY is looking in the right place. 
Given the opportunity for million oz deposits a substantial 
EV premium is deserved. 

 
o Positive share price motivators over the next six months 

include: 
 

× Resource upgrade 
 
× Regional exploration results from >15 priority targets 

 
× Deep diamond drilling at Nogbele in March 2008 

 
o GRY is well positioned to leverage off a strong West 

African network into other opportunities in this highly 
prospective location. 

 

SPECULATIVE BUY 

TOP EXPLORER  –  
CORTONA RESOURCES (CRC) 
 
DRILLING AT DARGUES 
 

Ordinary Shares (#m): 75.9 

Fully Diluted Shares (#m): 115.1 

Market Price (A$) 0.46 

Market Capitalisation (A$m): 34.5 

Cash & Liquid Assets (A$m): 6.1 

Equity Resources (koz): 390 

Resource Grade (g/t Au) 3.3 

EV/Resource oz (A$/oz): 73 

MD: Peter van der Borgh 
 
Figure 8. CRC 12 month share price and volume 
 

 
 
Source: IRESS 

o Argonaut recently visited CRC’s Majors Creek gold 
project near Canberra, including the 310koz Dargues 
Reef resource.  

o A focused exploration effort is underway, with strong 
news flow expected from a 6 month, A$1.5m drilling 
program. 

 
o Opportunities to add significant value to the project are 

immediately evident: 
 

× Addition of shallow ounces at Dargues Reef (open 
along strike to the east) 

 
× Addition of deeper ounces at Dargues Reef (open at 

depth) 
 

× Exploration success at a number of under-explored 
satellite prospects 

o CRC has the people and the budget to capture this value.  

o With an enterprise value of less than A$30m CRC is still 
cheap. 

 
SPECULATIVE BUY  
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APPENDIX A – PEER COMPARISONS 

ENTERPRISE VALUE 

GOLD STOCKS
Enterprise Value and Cash on Hand
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EV/RESERVES 

PRODUCERS and DEVELOPERS
EV per Reserve oz
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EV/RESOURCES 

GOLD STOCKS
EV per Resource oz
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APPENDIX B – ASX GOLD CASUALTIES 
 

 

 
Source: Argonaut 
 

Code Project Rising 
Costs 

Resource 
Estimation 

Operational  
Issues 

Geopolitical 
Issues 

Lowlights 

BDG Kangaroo Flats  X   January 07 – Ceased production after misinterpreting the reserve grade, announced 
plans to focus on exploration. 
 

BKG Gympie X  X  March 07 - Announced plans to scale down mining operations and focus on exploration. 
 

BMA Twin Hills  X   January 07 – Ceased production after misinterpreting the ore continuity, administrators 
appointed. 
 
December 07 – Recommenced trading on the ASX following a rights issue. Plans to 
focus on exploration. 
 

EMP Vatukoula, Tolukuma 
& Porgera 

 

   X See page 3. 
 

GLN Fortnum  X X  April 07 - Administrators appointed. 
 

HIG Kainantu   X  January 07 –22% drop in December quarter production due to a ground slippage and 
grade reconciliation problems. 
 
April 07 –13% drop in March quarter production due to excessive dilution. 
 
July 2007 – New management team appointed. 
 

MON Davyhurst  X   October 07 – The first pit in the mining schedule (Walhalla) returned “abysmal grades” 
when fed into the plant. Cash burn for the September quarter was A$21.5m.  
 

OGC Didipio    X October 2007 – Local Filipino villagers, backed by Oxfam Australia, claim a long 
campaign of intimidation into approving the mine and want the mine’s water supply to be 
cut off. 
   

PSV Fosterville X  X  April 07 – Followed up a difficult CY06 with a 19% drop in March quarter production. 
 
August 07 – Announced net loss of $19.7m for FY07. 
 

KCN Chatree North    X August 07 – Announced net loss of $12.6m for FY07 due to constraints on the 
availability of high-grade ore caused by delays to the granting of Chatree North mining 
leases. 
 
December 2007 – Enters into a trading halt while KCN investigates reports that key 
applications for gold exploration and production licenses in Thailand have been 
suspended. 
 

TAM Coyote   X  April 07 - Operations restarted after a 3 month halt. 
 

VRE Bronzewing   X  September 07 – Announced difficulties ramping up production. 
 

WTE Nullagine X    July 07 - Deferred project development. 
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Disclosures & Disclaimer  

Important Disclosures: 

° Argonaut acted as Manager to the placement of 30 million CRC shares @ $0.32 to raise $9.6m plan in June 2007. Argonaut 
received fees commensurate with this service 

° Argonaut owns and/or controls 1,250,000 CRC Fully Paid Ordinary Shares and 750,000 CRC options exercisable @ $0.45 expiring 
30 June 2010 

° Argonaut may receive brokerage income from clients who wish to buy and sell securities subject to this report 

° This report has been produced by Argonaut Securities research analysts, Ian Christie and Troy Irvin. Troy Irvin owns GRY shares. 

General disclosure and disclaimer. 

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) for the use of the clients of ASPL 
and its related bodies corporate (the “Argonaut Group”) and must not be copied, either in whole or in part, or distributed to any other 
person. If you are not the intended recipient you must not use or disclose the information in this report in any way.  ASPL is a holder of 
an Australian Financial Services Licence No. 274099 and is a Market Participant of the Australian Stock Exchange Limited. 

Nothing in this report should be construed as personal financial product advice for the purposes of Section 766B of the Corporations Act. 
This report does not consider any of your objectives, financial situation or needs.  The report may contain general financial product 
advice and you should therefore consider the appropriateness of the advice having regard to your situation. We recommend you obtain 
financial, legal and taxation advice before making any financial investment decision. 

This research is based on information obtained from sources believed to be reliable and ASPL has made every effort to ensure the 
information in this report is accurate, but we do not make any representation or warranty that it is accurate, reliable, complete or up to 
date. The Argonaut Group accepts no obligation to correct or update the information or the opinions in it. Opinions expressed are 
subject to change without notice and accurately reflect the analyst(s)’ personal views at the time of writing.  No member of the Argonaut 
Group or its respective employees, agents or consultants accepts any liability whatsoever for any direct, indirect, consequential or other 
loss arising from any use of this research and/or further communication in relation to this research. 

Nothing in this research shall be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from engaging 
in any transaction. The Argonaut Group and/or its associates, including ASPL, officers or employees may have interests in the financial 
products or a relationship with the issuer of the financial products referred to in this report by acting in various roles including as 
investment banker, underwriter or dealer, holder of principal positions, broker, director or adviser. Further, they may buy or sell those 
securities as principal or agent, and as such may effect transactions which are not consistent with the recommendations (if any) in this 
research.  The Argonaut Group and/or its associates, including ASPL, may receive fees, brokerage or commissions for acting in those 
capacities and the reader should assume that this is the case. 

There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even 
become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency 
fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. 

The analyst(s) principally responsible for the preparation of this research may receive compensation based on ASPL’s overall revenues. 

© 2007.  All rights reserved. No part of this document may be reproduced or distributed in any manner without the written permission 
of Argonaut Limited.   Argonaut Limited specifically prohibits the re-distribution of this document, via the internet or otherwise, and 
accepts no liability whatsoever for the actions of third parties in this respect. 


