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EXECUTIVE SUMMARY  

We have divided this report into four sections. In the first section we discuss the case for gold. 
Even as the gold price edges toward the US$1000/oz, we remain confident in the bullish outlook on 

gold. It has set recent new highs in Euro, Pound, CAD, and AUD currency terms. We believe that 

overall, gold will outperform.  In part, we attribute strength in the gold price due to its perceived safe 
haven status, and while global financial markets remain fragile, we believe this status will be 

maintained. In this first section we examine:  

 

Global deflation vs inflation  

 

Effect of deleveraging on gold equities  

 

The supply  demand fundamentals  

 

The rise of the Exchange Traded Fund (ETF)   

Reflationists believe that the massive injections of liquidity (printing money) by central banks into 
financial markets will spark higher inflation. On the other hand, deflationists, believe slumping 
commodity prices and the credit crunch will continue to see asset prices fall (deleveraging).   

Beyond all this uncertainty, what we do know is that not only is the US pumping the system with 
massive amounts of new money, the Eurozone, UK and Japan are also pumping money rapidly in 

the hope of reflating their economies. In our view, gold protects against the market risk of currency 

devaluations and therefore the demand for gold as an investment will continue, as the monetary 
base of major currencies around the world continues to expand exponentially to avoid deflation or 

depression.   

We have discussed the effect of de-leveraging on equities. We have seen a massive amount of de-

leveraging as an over debt-burdened western society has reduced debt levels, pulled in its 

spending and increased savings. Whilst the gold price too suffered in this process during 
September and October 2008, gold equities suffered more. We feel that gold company equities 

were hit harder through the deleveraging process than the gold price and we believe to some 

extent, are still playing catch up with the gold price.    

The latest figures from the World Gold Council (WGC) show a steep decline in jewellery 

consumption volumes for 2008 compared to 2007, as the effect of the higher gold price caused the 
very price conscious Asian market to stay away.  A corresponding 11% increase in dollar value tells 

the tale.  However, the reduction in jewellery demand was more than made up by increase in 

investment demand and included significant jumps in the volume of retail investment, bar hoarding 
and official coin sales that were up 87%, 60% and 44% y-o-y respectively.   

Demand for ETC s really took off in the first part of 2009 as the economic crises began to get 
worse. The demand for physical gold started to increase rapidly, with institutions like the Perth Mint 

and other refiners producing bullion and coin receiving unprecedented demand from investors, to a 

point where supply of coins was unable to keep pace with demand and stocks were reduced to 
zero.  

The second section looks at risks to the gold price going forward.  There are several, including the 
effect that a short term equities rally may have on the gold price.  However, the effect of jewellery 

demand, currency strength/weakness and possibly the most important aspect, the expiry of the 

European Central Bank s gold agreement which expires in late 2009, are also factors that need to 
be taken into consideration.    
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For our producers section, we have included 20 Australian listed gold producers in our database, 

each providing production figures and cost data for the December quarter.  We have chosen the 

major Australian domiciled gold producers whether they have projects domestically or overseas. 
We look at their resource/reserve base, cash operating costs and production profiles. Producers 

that we feel offer significant value are Newcrest Mining Limited (NCM), Medusa Mining Limited and 

Kingsgate Consolidated Limited.   

In our explorers section we have included 22 Australian listed gold explorers in our database. Our 

selection is broad in both a geographical and resource base perspective. We looked at pre-
producers such as Centamin Egypt who is in the process of transitioning from explorer to miner, all 

the way to junior explorers such as Ampella Mining Limited who has the potential for multi-million 

ounce discoveries in the West African country of Burkina Faso. Results show some startling 
comparisons, with a median EV/oz of only $24/ounce.   

We have flagged Emmersen Resources (ASX:ERM) as our best pick in the cash reserves 
category, since their existing cash position of $11.5m exceeds their market capitalisation which is a 

mere $9.7m. Our other best picks include Ampella Mining Limited (ASX:AMX), which has $3m in 

cash, only slightly less than their $3.4m market capitalisation.  Mid-tier picks would be Perseus 
Mining Limited (ASX:PRU) which has $3.63m in cash, which we feel will be enough to get through 

the next few months, but after that a capital raising or equity stake will be necessary to move 

forward.     
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Our Preferred Exposure  

Newcrest Mining Limited (NCM)    Producer 
NCM is a quality, low cost gold producer with growth and strong exploration upside. 
Almost all value has been generated organically through exploration. Predominantly 
Australian based, sovereign risk is low and Teething issues at Telfer seem to be slowly 
resolving. At the right price, NCM is a cornerstone gold exposure for a balanced portfolio.  
Management is not shy about its desire for acquisitions. NCM is looking for gold only 
plays, though we don t expect that to include Lihir (LGL). Part of NCM s appeal as a gold 
insurance play is its low sovereign risk compared to LGL. NCM remains the class act in 
gold mining,  

Medusa Mining Limited (MML)    Producer 
MML are a Perth based gold producer with a significant and very prospective land holding 
in Eastern Mindanao in the Phillipines.  It operates the high grade underground Co-O mine 
located centrally on its tenements, which has seen continued exploration success over 
the course of the last few years, to a point where total resource now stand at over 1.2Moz 
at over 13 g/t.  MML have taken a steady and deliberate approach to their expansion, 
taking considerable time to establish the development infrastructure.  Now the company 
has finally arrived at the point where production is set to rapidly expand.    

Kingsgate Consolidated Limited (KCN)  Producer 
KCN is an unhedged gold mining company which owns and operates the Chatree Mine 
located 280km North of Bangkok in Central Thailand and hosts a mineral resource of 
3.16Moz of Gold and 24.85Moz of silver. The Chatree mine has been in operation since late 
2001. The company has had a bumpy 18 months due to government setbacks. That s all 
been cleared up and KCN is back on track processing higher grade ores at Chatree North 
and is planning a doubling of capacity to over 5mtpa which would catapult them into being 
a  +200,000 oz per annum gold producer.   

Cortona Resources Limited (CRC)    Explorer 
CRC has a portfolio of gold assets in NSW and Western Australia.  In NSW the company 
has an existing resource of 286,000oz of gold grading 6.2g/t at its Majors Creek project 
200km southwest of Sydney. In Western Australia, the company is currently in Joint 
Venture with Barrick Australia to develop its North Monger project 

 

an 80,000oz near 
surface development which may commence mining in 4Q2009 and could capitalise on the 
current high gold price. CRC s North Monger project could prove to be the goose that laid 
the golden egg for CRC. The  agreement for a royalty based operation at Wombola means 
its almost a free carried interest for CRC. We estimate the value of this royalty to be in 
excess of $9m.   

Ampella Mining Limited (AMX)     Explorer 
AMX has gold exploration projects in Burkina Faso, West Africa.  Total land holdings of 
almost 2000km2 are divided into 4 project areas containing 10 exploration permits.  
Targeted commodities when listing in June 2007 included zinc and gold, with the zinc 
project at Doulina being the main focus.  However since then exploration for gold at Battie 
West and the appointment of a new CEO has focused the company on its Battie West Gold 
Project in southern Burkina Faso, close the Ghanaian border. We anticipate continued 
successful exploration and an initial resource to be delivered in the 3rd quarter of 2009.  
We rate the management highly and believe they have the right strategy and technical 
expertise to add significant shareholder value over time.     

Cornerstone Gold 
Investment         

Rapidly Expanding  
Production        

Rapidly increasing low 
cost ounces for 1Q2009         

+$9m in royalties in the 
pipeline          

Highly rated mine 
finders 
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The Case for Gold   

Even as the gold price edges toward the US$1000/oz, we remain confident in the prospects for 

gold. Gold has set recent new highs in Euro, Pound, CAD, and AUD currency terms.   

Gold traditionally has been viewed as a hedge against inflation and the decline of the US dollar 

against other major currencies. Interestingly, we note that the US dollar gold price has continued to 

increase despite the strength in the US dollar while inflationary expectations are subdued.  

In part, we attribute part of the strength in the gold price due to its perceived safe haven status. 

Overall global financial market conditions remain fragile and we believe the safe haven flight to gold 
can continue. In addition, not only is the US flooding the system with new money, the Eurozone 

and the UK are also pumping money rapidly in the hope of reflating their economies. Gold provides 

a hedge against the market risk of currency devaluation.   

Overall, we believe gold will outperform. We note that there has been a big spike in investment 

demand for gold through ETFs, while jewellery demand remains sensitive, due to the recent price 
rises.   

Global Deflation vs Inflation   

In 2008, the US gold price ended slightly up y-o-y, in an environment that saw a dramatic switch 
from an inflationary market environment to a deflationary one.   

The battle between the outlook for inflation continues. Reflationists believe that the massive 
injections of liquidity (printing money) by central banks into financial markets will spark higher 

inflation. On the other hand, deflationists, believe slumping commodity prices and the credit crunch 

will continue to see asset prices fall (deleveraging).   

As oil prices collapsed from US$147 in July to US$35 by December and measures of consumer 

prices started to fall, assumptions about inflation dropped dramatically. The US 10 year bond yields 
hit 50 year lows of 2% in December 2008, which suggests the market believed that inflation would 

be close to zero for the foreseeable future. The US 10 year bond at 2.9% suggest the market 

expects a deflationary outcome. 
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Figure 1 10 year US T-Bond yield                                             Source: St Louis Fed    
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The US will do everything it can to stop a deflationary outcome. Official interest rates were cut to 

zero, and they are flooding the system with new money at any opportunity. The amount of new 

money created is unprecedented as seen by the US adjusted monetary base graph below  
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Figure 2  Percentage change of US Adjusted Monetary Base                                        Source: St Louis Fed  

Meanwhile, the European Central Bank cut interest rates again to a record low of 1.5%. The ECB 
also hinted that quantitative easing (printing money) was on the agenda. The Bank of England cut 

rates to 0.5%, the lowest level since the bank was founded in 1694. The Governor also announced 

it would take the unprecedented step of printing money (150 billion pounds) and buy bank held 
assets to help free up credit.  

Global deflation more likely for now  

Why hasn t all this new money sparked inflation? Its because all this excess liquidity has not flowed 

into the real economy, but hoarded by the financial institutions that have been impaired by their 
toxic assets . Banks are also wary to who they lend out given the heightened risk of default. This 

hoarding by the banks is in itself deflationary. In fact, the US Govt sternly warned the banks 

executives to start lending the money it received from TARP to the general community.   

Indeed, the amount of losses already recognised may not be enough. So far, $1.1 trillion of bank 

writedowns and credit losses have been realised worldwide, but capital raising still lags.   

               

Figure 3  Global writedowns and credit losses vs capital raised                                        Source: NAB Capital 

Bank write-downs and credit losses

Total: $1147.4 bn

Americas
$776.5 bn

Europe
$340.3 bn

Asia
$30.5 bn

Capital raised by Banks

Total: $991.8 bn

Americas
$571.4bn

Europe
$351.7 bn

Asia
$68.8 bn
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While we believe the reflationists will eventually be correct, their concerns are premature. We first 

have to deal with the huge deflationary forces, and this will take some time. The money multiplier is 
falling because this severe recession is accompanied by a serious credit crisis.  

Nonetheless, whether we are headed for deflation or inflation and what this means for the gold 
price is a moot point.  We believe gold will outperform overall.   

Global financial conditions remain fragile  

Firstly, the flight to gold will continue as global financial conditions remain fragile in our opinion. The 

rise in the price of gold is a direct reflection of the dismal outlook for the economies of UK, Europe 
and the US. We will continue to hear of more overseas banking failures, overwhelmed by losses 

amid the recession and housing crisis.   

There has been news that the US Treasury will stress-test major US banks to determine if they are 

strong enough to meet a further downturn in the economy. If they can t, nationalisation may occur 

 

and Citigroup and Bank of America are prime candidates.   

We note that UK and US are still ruling out the full nationalisation of its banks, but they certainly 

have been increasing their stakes. The US Government recently increased its stake in Citigroup to 
36%, whilst Lloyds Banking Group, Britain s biggest mortgage lender, recently handing control to 

the UK government in return for state guarantees covering 260 billion pounds of risky assets 

(equating to a stake of up to 77%), making it the fourth U.K. bank to slip into state control since the 
run on Northern Rock Plc in September 2007.  

Its clear that policy makers cannot decide on the best way to tackle the credit crisis consuming the 
world. There have been many plans and variations talked about, but the market remains wary on 

the ability of the plans to work. The markets confidence remains weak, as Governments announce 

and tweak all the different plans. With all this uncertainty, the flight to gold will continue.  

Eastern Europe on shaky ground  

There has been increasing concerns about the state of Eastern Europe, with many likening the 

problems similar to those facing Asia in 1998, but perhaps even worse. Eastern European 

countries such as Latvia and Hungary have received IMF assistance, as have the non-EEC 
countries such as Serbia and the Ukraine. Bulgaria, Romania, Lithuania and Estonia are on a credit 

watch.  

Eastern European countries that had been growing fast, based on cheap foreign borrowing, are 

now hurting as the capital flow is reversing. Moreover, these countries must now repay their debts 

denominated in currencies that have appreciated relative to those in Eastern Europe.  

For instance Poland has recently stated that they may introduce currency trading restrictions in an 

attempt to prevent a worsening foreign exchange position since 70% of Polish mortgages in Poland 
are denominated in Swiss Francs and the Zloty has fallen by 34% against the Euro in the last few 

months.   

This in turn has placed additional pressure on the already injured European Banks that lent to 

these countries. Moody s said some of Europe s largest banks may be downgraded because of 

loans to Eastern Europe. The problems unfolding in Eastern Europe have the potential to 
destabilise credit markets further.  
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Global currency devaluation  

Beyond all this uncertainty, what we do know is that not only is the US pumping the system with 
massive amounts of new money, the Eurozone, UK and Japan are also pumping money rapidly in 

the hope of reflating their economies. In our view, gold protects against the market risk of currency 

devaluations and therefore the demand for gold as an investment will continue, as the monetary 
base of major currencies around the world continues to expand to avoid deflation or depression.    

Effect of De-leveraging on Equities  

We have seen a massive amount of de-leveraging as an over debt-burdened western society has 

reduced debt levels, pulled in its spending and increased savings. Whilst the gold price too suffered 

in this process during September and October 2008, gold equities suffered more.  The graph below 
shows the relationship between the spot gold price and gold equities using a common base over 

the last 12 month period. It shows how gold company equities were hit harder through the 

deleveraging process than the gold price and we believe to some extent, are still playing catch up 
with the gold price.    

   

Figure 3  Common Base graph for Gold Index and spot gold price     Source: DJC  

At higher gold prices, earnings, particularly for those with higher cash costs, can rise dramatically.  
We take the view that gold equities are generally suffering from a shun of the equities market in 

general, hence the rise of the exchange traded commodity funds, that provide direct exposure to 

the commodity without the market risk or business risk. 
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Supply  Demand Fundamentals  

  
2007 2008 % Chg 2007 2008 % Chg

(tonnes) (tonnes) '08 vs '07 (US$m) (US$m) '08 vs '07

Jewellery Consumption 2400.6 2137.5 -11% $53,605 $59,727 11%

Industrial & Dental 461.2 430.4 -7% $10,298 $12,095 17%

Identifiable Investment 663.7 1090.7 64% $14,796 $29,952 102%

Net Retail Investment 410.3 769.3 87% $9,017 $21,052 133%

Bar Hoarding 236.3 378.2 60% $5,171 $10,435 102%

Official Coins 137 197.7 44% $3,020 $5,453 81%

Medals/Imitation Coins 72.6 60.5 -17% $1,586 $1,680 6%

Other Identified Retail investment -35.6 132.8 - -$759 $3,484 -

ETF's & Similar Products 253.3 321.4 27% $5,778 $8,900 54%

Total Identifiable Demand 3525.5 3658.6 4% $78,699 $101,774 29%

  

Figure 4 Demand fundamentals       Source: WGC  

The latest figures from the World Gold Council (WGC) show a steep decline in jewellery 
consumption volumes for 2008 compared to 2007, as the effect of the higher gold price caused the 

very price conscious Asian market to stay away.  A corresponding 11% increase in dollar value tells 

the tale.  However, the reduction in jewellery demand was more than made up by increase in 
investment demand and included significant jumps in the volume of retail investment, bar hoarding 

and official coin sales that were up 87%, 60% and 44% y-o-y respectively.  

Total identifiable demand was up an overall 4% y-o-y, or a rise of 29% in dollar terms due to higher 

prices.  EFT volumes rose 27% y-o-y, but as detailed below, ETC demand really took off in the first 

part of 2009 as the economic crisis began to get worse.  

Supply has remained subdued in response to increased prices, with overall supply just lower at -

1% y-o-y.  Net mine supply was flat and official coin sales were down markedly as holders 
anticipated higher prices.  However, supply of scrap increased 17% y-o-y as holders sold some 

stock to take advantage of the higher prices.  

The Rise and Rise of the ETC  

During the early part of the financial crisis, when the process of deleveraging was just beginning to  

affect the market, the gold price started to wain.  In particular, the period between mid-July 2008 
and mid October the gold price in USD terms fell from a high of US$988 on 15th July, ending at 

US$681 on 24th October, realising a drop of 31%.  

Given that there was seriously bad economic news coming out of the US and Europe and a sharp 

fall in commodity prices, one would be forgiven for assuming that the gold price would rally.  The 

sharp rise in the value of the USD occurring simultaneously with a worsening US economy seemed 
counter-intuitive to many.  

However the scale of deleveraging process was so huge that any asset that could be moneterised 
was moneterised and that included gold holdings. In spite of the worsening outlook for the US 

economy, money was required in the form of US dollars to repay the significant debt levels held by 

US investors.  The European economies and especially the banks and financial institutions looked 
in even worse shape than the US and so parking excess cash in the Euro did not seem like a very 

good idea either.  This helped to fuel the flight to safety in the form of US T-Bills, even as yields fell 
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to very low, even negative levels.  Protecting capital became much more important that return on 

capital during the latter part of 2008.  

It wasn t until mid-October that the size and extent of the various government stimulus packages 

around the world became known.  From that point forward demand for physical gold started to 

increase as nervous investors took the view that, with the increase in money supply, the value of 
paper currency would decrease eventually.  Few assets, other than physical gold, would be seen 

as a real store of wealth.  

The frozen credit markets and very nervous stock markets also meant that investment into all but 

the very largest and most liquid gold equities was still seen as risky.  Even in the period of rising 

gold prices, many gold mining companies experienced working capital squeezes, for which there 
was no avenue for raising the required cash, or the ability to roll over maturing debt facilities.  

Several gold companies went into voluntary administration.  A new form of holding gold needed to 

be found without the operational risks.  

The demand for physical gold started to increase rapidly, with institutions like the Perth Mint and 

other refiners producing bullion and coin receiving unprecedented demand from investors, to a 
point where supply of coins was unable to keep pace with demand and stocks were reduced to 

zero.  

However a far easier way to invest in gold without the risk associated with equities or the concern 

or expense of holding physical gold is through ETC s (Exchange Traded Commodities).  For gold, 

ETC s are units that are tradable on stock markets in much the same way as shares.  However, the 
pricing is directly linked to the price of gold in the domicile currency, less a management fee.  Each 

unit is expressed as a redeemable preference share and is equivalent to holding 1/10
th of an ounce 

of gold in the local currency.  The units are backed by gold bullion physically held in vaults and in 
the case of GOLD.ASX, an ETC owned and operated by ETF Securities Limited, the gold is held 

with HSBC in London.  (See our section on GOLD.ASX in this note)  

The units are therefore exposed to currency risk with the USD, but free from business risk 

associated with gold equities.    

According to ETF Securities net inflows in ETC have been rising rapidly over the last 3 to 4 months.  

Gold holdings for the company now total over 7Mozs, with investors aggressively adding gold to 

their portfolios as a hedge against currency depreciation and longer term inflation risks.  Net inflows 
in most commodity ETC s have been rising week after week since the lows recorded in October.  In 

USD terms, the gold price has appreciated 44%. In AUD terms, the rise has been on par as a result 

of a very steady AUD:USD exchange rate.  

Other precious metal ETC s are also experiencing unprecedented demand.  Other precious metals 

such as platinum, palladium and silver are also receiving high demand, as are the base metals, as 
investors may be starting to think the price of metals has been driven too low and are wanting to 

place themselves in a good position should the USD start to depreciate. According to the latest 

figures released by ETF Securities, demand for Crude oil ETC s are also seeing very high net 
inflows.  
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Risks  

The gold to oil ratio   

Gold and Oil traditionally trade in tandem, falling and rising in sympathy with each other. The main 

historical reason for this according to popular opinion was the oil purchases were paid for in gold. 
Historically the ratio has been 10.57 barrels of oil per ounce of gold. Currently the ratio stands at 20 

barrels of oil per ounce of gold. There is always a risk that the price could return to the long term 

average, which would see the price of gold pull back, either through a much higher oil price, or a 
lower gold price or both.  

   

Figure 5 Gold to Oil price ratio                                     Source:DJC  

Currencies  

The current strength in gold prices is being bolstered significantly by a weak Australian dollar. 

Since many of our locally listed gold producers rely on strength in Australian Dollar denominated 
gold. Strength in our dollar or weakness in the US currency would negatively impact the Australian 

denominated gold price.   

Jewellery Demand  

Jewellery demand was always seen as the primary market for gold consumption. This has changed 
somewhat over the last 12 months with jewellery accounting for 58% of global demand in 2008, but 

still represents a significant market for the metal. Jewellery demand is mainly in the Asian, Indian 

and Middle Eastern Countries, and increases with growth in income and reduces in periods of price 
volatility. Crudely put, once the world financial crisis abates, we would expect the gold price to drop.    

Central Bank Gold agreement  

The Central Bank Gold Agreement (also known as the Washington Agreement on Gold) was 

announced on September 26, 1999. It followed a period when there was increasing concern that 
uncoordinated central bank sales of gold were destabilising the gold market and driving the gold 

price sharply down. The maximum amount of gold that the signatories can sell over the five years is 

2,500 tonnes, with annual sales not to exceed 500 tonnes. The current agreement expires on 
September 27th 2009 so we see potential risk for European Central Banks to sell off large volumes 

of gold creating downside movement in the price of the metal.  
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Long positions  

Increasing inflation expectations, a shift toward liquid assets, a rapid increase in credit risk, falling 

stock markets and a wave of monetary and fiscal policies are contributing factors in many investors 

taking up long positions on gold. If there is a short term equities rally, then we see an unwinding of 
these long positions which will be potentially negative for gold.  
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THE PRODUCERS   

We have included 20 Australian listed gold producers in our Producer database, each providing 
production figures and cost data for the December quarter.  We have chosen the major Australian 

domiciled gold producers whether they have projects domestically or overseas. Whilst we 

acknowledge the contribution companies like Barrack Gold, Newmont Mining Corporation and 
Anglogold Ashanti Ltd make to the Australian gold mining industry, they are foreign owned.   

Australian Gold Mining - A Polarised Sector  

Two gold companies stand head and shoulders above the pack (our Tier 1 companies). Newcrest 

Mining (NCM) and Lihir Gold Company Limited (LGL), who combined produce 59% of the total 
quarterly gold production in our database.  In some ways, this statistic shows how the Australian 

gold mining industry has changed over the years, with production being concentrated into relatively 

few, but large and often foreign owned hands.  

The next tier (Tier 2) of producers has essentially been reduced to just 3 or 4 companies with 

quarterly production between 80,000 and 40,000 ounces.  OGC, RSG, SBM and SGX are the only 
other companies with quarterly production figures in excess of 40,000 ounces.  

The Tier 3 companies number 14, or 70% of our population.  Production figures tail off from just 
over 30,000 ounces for NGF to less than 10.000 ounce for RMS. 

  

Figure 6 December Quarter Gold Production (ounces)                                 Source: Company Reports   

However several of these Tier 3 companies are expanding their production base and we would 

expect over the next 6 months a shift in the ranking of several of these companies with respect to 
their peers.  In particular, MML, KCN, DIO and TRY are all on expansion plans as development ore 

gets replaced by stoping ore for the underground miners and open pit miners access higher grade 

parts of the ore bodies.  

December Cash Costs  

Cash costs amongst our 20 producers ranged from a low of A$332 per ounce for MML to A$1,179 

for DIO.  The highest costs tend to be for those companies operating smaller low grade open pit 

mines and/or fledgling underground operations yet to achieve output capacity.  Both MML and 
TBR, the lowest cost producers, have high grade underground operations with low overhead costs. 

Average December quarter cash costs are A$682 per ounce.                                 

              Tier 1 Producers  

              Tier 2 Producers  

              Tier 3 Producers         

             



    

12th March 2009   15 

          CARMICHAEL RESEARCH 

     SPECIAL REPORT 

   

Figure 7  December Quarter Cash Costs  AUD                             Source: Company Reports  

Several gold mining companies were forced to curtail operations throughout 2008 as a result 
margin squeeze from rising costs, early in the year, and a static gold price in AUD terms.  It wasn t 

until mid September 2008 that the gold price in AUD terms started to increase in value and restore 

margins.  In USD terms, it wasn t until late October that the gold price reversed its downward trend 
from highs over US$1,000 per ounce in mid March, recording a low point on the 24th October at just 

US$681.  

Since then the gold price has improved 25%, and together with a reduction in input costs, 

particularly drilling, consumables and diesel have resulted in a restoration of healthy margins for 

most producers.  Even the very high cost producers are making reasonable operational profits at 
current prices.  

Grade is still king 
The low cost producers owe their margins to either grade or economies of size.  The highest grade 

producers tend to be those with the highest margins / lowest cash costs.  MML produces at the 

highest grade in our gold producer database and as a consequence of keeping its overhead costs 
relatively low, is the lowest cost producer, in spite of having only limited production to date.  
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Figure 8 December quarter production grades (g/t gold)                             Source: Company Reports 

Average cash cost A$ 682                

                
Underground Miners  

                
Open Pit Miners    

Open Pit & Underground  
Miners   

      

  

Avg open pit grade: 2.44g/t Au 

Avg underground grade: 10.31g/t Au 
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The average grade for the underground miners is 10.31 g/t, skewed slightly due to MML s high 

grade deposit.  The open pit miners have an average grade of 2.44 g/t.  The lower grade producers 
have historically struggled to maintain margins. However, KCN has the lowest grade out of all of or 

universe of stocks, yet operates in a low cost environment in Thailand with an increasing 

production profile and profits going forward.  

Producers  

Producers Statistics Tables 

 

Stock Code Qtr Prod Yearly Prod Production Cash Costs Cash Costs
Ozs Ozs Grade US$/Oz A$/Oz

Newcrest Mining NCM 382,584           1,781,182       1.73 261                  402                  
Lihir Gold Limited LGL 315,000           882,000          4.49 353                  544                  
OceanaGold OGC 74,816             265,000          1.66 640                  987                  
Resolute Mining RSG 73,140             293,000          1.14 448                  690                  
St Barbara Limited SBM 67,598             145,000          2.4 540                  770                  
Sino Gold Mining Ltd SGX 46,290             150,928          5.2 400                  617                  
Norton Goldfields NGF 31,820             125,526          1.53 516                  795                  
Avoca Resources AVO 27,856             150,000          3.31 292                  450                  
Dominion Mining DOM 25,014             109,326          8.54 280                  431                  
Allied Gold Limited ALD 20,989             80,000            1.91 401                  597                  
Dioro Exploration DIO 18,864             60,000            2.21 765                  1,179               
Intrepid Minerals IAU 18,713             78,252            7.4 407                  627                  
Troy Resources NL TRY 15,233             32,450            3.13 537                  742                  
Beaconsfield Gold BCD 15,143             80,000            7.9 736                  1,134               
Kingsgate Consolid. KCN 12,771             90,000            1.1 717                  1,105               
Medusa Mining Ltd MML 12,158             38,000            15.84 215                  335                  
Bendigo Mining BDG 9,180               -                  9.8 -                   -                   
Tribune Resources TBR 7,028               44,728            11 251                  387                  
Citigold Corp Ltd CTO 2,569               17,497            11.7 313                  482                  
Ramelius Resources RMS 2,456               16,000            1.9 -                   -                   

  

Figure 9  Producer Table  ranked by quarterly production, December 2008                  Source:DJC      

 

Stock Code Resources Resource Grade Reserves Reserve Grade
Total Oz g/t Total Ozs g/t

Newcrest Mining NCM 70,600,000       0.64                           40,000,000         0.80                          
Lihir Gold Limited LGL 40,890,000       2.30                           24,900,000         2.68                          
St Barbara Limited SBM 10,556,000       2.60                           3,069,000           5.00                          
Citigold Corp Ltd CTO 10,000,000       14.00                         330,000              13.00                        
OceanaGold OGC 8,610,000         1.25                           3,480,000           1.49                          
Resolute Mining RSG 7,990,000         1.70                           2,565,000           2.20                          
Norton Goldfields NGF 7,800,930         1.70                           1,052,200           1.80                          
Sino Gold Mining Ltd SGX 6,821,000         4.00                           4,414,000           4.80                          
Allied Gold Limited ALD 5,073,000         1.10                           
Kingsgate Consolid. KCN 3,160,000         1.20                           1,390,000           1.20                          
Dioro Exploration DIO 2,147,360         2.82                           516,000              3.69                          
Intrepid Minerals IAU 1,530,549         3.83                           445,026              6.42                          
Avoca Resources AVO 1,448,000         3.70                           581,000              5.30                          
Medusa Mining Ltd MML 1,203,000         13.26                         249,000              10.70                        
Dominion Mining DOM 1,160,000         9.10                           727,040              7.40                          
Tribune Resources TBR 579,191            14.30                         378,860              12.70                        
Troy Resources NL TRY 432,800            4.09                           255,980              6.51                          
Beaconsfield Gold BCD 416,000            31.20                         265,000              10.50                        
Ramelius Resources RMS 118,600            5.50                           -                      -                            
Bendigo Mining BDG -                    -                             -                      -                            

  

Figure 10  Producer Table  ranked by total resource ounces    Source: DJC  
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Producers Statistics Tables (cont)  

 
Stock Code EV/Resource Oz EV / Reserve Oz

Norton Goldfields NGF 3                                  24                              
Dioro Exploration DIO 10                                42                              
Tribune Resources TBR 43                                65                              
Troy Resources NL TRY 40                                68                              
OceanaGold OGC 28                                69                              
Resolute Mining RSG 29                                90                              
St Barbara Limited SBM 44                                150                            
Intrepid Minerals IAU 50                                172                            
Beaconsfield Gold BCD 114                              179                            
Kingsgate Consolid. KCN 110                              249                            
Lihir Gold Limited LGL 158                              259                            
Sino Gold Mining Ltd SGX 207                              320                            
Newcrest Mining NCM 191                              337                            
Dominion Mining DOM 307                              490                            
Citigold Corp Ltd CTO 18                                555                            
Medusa Mining Ltd MML 136                              659                            
Avoca Resources AVO 313                              780                            
Allied Gold Limited ALD 28                                -
Ramelius Resources RMS 933                              -
Bendigo Mining BDG - -

  

Figure 11 Producer Table  ranked by EV/Reserve Ounce               Source: DJC    
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Figure 12  Producers  ranked by Cash costs (A$/Oz), December quarter 2008  Source: DJC  

Average cash cost A$682 
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Producers Statistics Tables (cont)  
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Figure 13  Gold Producers  ranked by Reserve base                  Source: DJC    
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Figure 14  Gold Producers  ranked by EV / Reserve Ounce                   Source: DJC   
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Cortona Resources Limited (CRC)  

 
350,000 ounces and potential for $9m in royalties  

CRC has a portfolio of gold assets in NSW and Western Australia.  In NSW the company 
has an existing resource of 286,000oz of gold grading 6.2g/t at its Majors Creek project 
200km southwest of Sydney. In Western Australia, the company is currently in Joint 
Venture with Barrick Australia to develop its North Monger project 

 

an 80,000oz near 
surface development which may commence mining in 4Q2009 and could capitalise on the 
current highly leveraged gold price.  

   

Fig 1  Location Map of projects            Source: CRC  

New South Wales Projects  Dargues Reef  

CRC are exploring for gold in south-eastern NSW at its Majors Creek project.  The project 

includes an existing JORC indicated and inferred gold resource of 286,000 ounces grading 6.2 
g/t gold at Dargues Reef (JORC inferred and indicated - 1.44Mt @ 6.2 g/t Au for 286,000oz 

gold). The gold mineralisation at Majors Creek is solely hosted within the granodiorite intrusion, 

adjacent to a diorite unit and associated with silica-sericite-carbonate-potassic alteration.  
Typically, gossanous material can be seen at surface, with large relic pyrite cubes giving an 

indication of the sulphide mineralisation below the base of oxidation.  

In addition to successfully upgrading the Dargues Main Lode, CRC has had considerable 

exploration success with the discovery of the Plums Lode, ~250m along strike on the Dargues 

structure.  Initial drilling at Plums intersected significant gold mineralisation within 60m of the 
surface, including 9m @ 6.63g/t and 12m @ 6.27g/t. Deeper drilling returned an exceptional 

result of 28.7m @5.88g/t from 195.5m, confirming Main Lode style widths and grades are 

present both near surface and at depth. Recent advances in understanding the controls on 
mineralisation at Dargues have led to a further discovery of surface mineralisation at the new 

Chianti prospect, which is adjacent to Plums Lode, suggesting that Dargues may contain several 

lodes. Drilling is due to recommence imminently, with a 3,500m program of RC drilling planned to 
target extensions to Plums Lode and Main Lode, and preliminary drilling at Chianti. The program 

is likely to be extended should results continue to show promise.    

RECOMMENDATION:  

 
SPECULATIVE BUY   

ASX   CRC 
Share price  $0.18 
Mkt cap1                  $16.3m 
Ordinary shares on issue 90.77m 
1
 Undiluted                                                               

CRC 12 Month Performance    

$0.00

$0.02

$0.04

$0.06

$0.08

$0.10

$0.12

$0.14

$0.16

$0.18

$0.20

$0.22

$0.24

$0.26

$0.28

$0.30

Mar-08 May-08 Jul-08 Sep-08 Nov-08 Jan-09
  

  

     Source: IRESS 

 



   

62                  12th March 2009 

          CARMICHAEL RESEARCH 

 
     SPECIAL REPORT 

CRC has also undertaken metallurgical testwork which indicates the Dargues Reef gold is highly 

amenable to gravity separation, floatation and cyanidation with recoveries ranging from 92-98%.   

CRC has also undertaken resource upgrade work that has reduced the tonnes significantly, 

however it has doubled the overall grade to 6.2g/t gold with only a slight reduction in contained 

metal. The resource has also increased in confidence with over 40% of material being upgraded 
to JORC indicated category from inferred. We view this as an excellent result as it shows the 

potential for Dargues Reef to host in excess of 500,000oz of gold and the prospect of a 

development scenario, should the Plums and Chianti lodes bolster the ounces per vertical meter 
to a stage where CRC could move forward on an underground operation.   

  

Fig 2  Location Map and Dargues reef long section        Source: CRC  

Western Australian Projects  North Monger  short term development play  

The North Monger project is located approximately 45km south-east of Kalgoorlie within the 

Eastern Goldfields of WA. The project area hosts inferred Ni and Au resources that remain open, 
additional drill evaluation is required to determine the full extent of the identified mineralisation. 

The project area also presents numerous regional and adjoining gold targets that are still at an 

early stage of exploration.  

The project lies in close proximity to several significant gold resources and operating mills owned 

by some of the states major gold producers including Barrick, Dioro, KCGM, and Goldfields SA. 
Resources at North Monger comprise the Wombola Pit (inferred resource of 304,000t @ 2.7g/t 

for 26,800 oz Au) and Wombola Dam (indicated and inferred resource of 557,000t @ 3.0g/t Au 

for 53,500oz Au).   

CRC recently signed an agreement with Barrick Australia Limited to treat the Wombola ore. 

Under the mining agreement, Barrick has agreed to mine and process the ore from CRC s 
deposits. The deal includes carting a minimum of 300,000t and treatment of the ore, and to 

assume most of the administrative functions, government bonds and rehabilitation issues and in 
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return CRC is paid a A$6/t royalty up to A$932/oz. Above this price revenue is split 50:50. 

Roughly calculated for every A$100/oz increase in the gold price, CRC would receive an 

additional A$4/t in royalty. Due diligence is due to be completed by end of 1Q2009, and if the JV 
remains, we expect mining by early 2010.    

At current gold prices, the increased royalty payment equates to an additional $24/t 
bringing CRC s total royalty payment to ~A$30/t. If gold prices remain at the current level 

of A$1,460/oz, CRC stands to gain around $9m for the first 300,000 guaranteed contracted 

tonnes . If the entire deposit is mined, CRC could a minimum of $9m with very little risk on 
their part. It is by far an excellent deal for such a small gold company which will fund the 

company well into the future if the deal goes through.   

 


