Tuesday, 7 July 2020

SPEC BUY
Current Price
Target Price

$0.057
$0.10

Ti cker:
Sector:

GMD
Meta l s a nd Mi ni ng

Sha res on Is s ue (m):
Ma rket Ca p (A$m):
Debt (A$m)
Ca s h (A$m)
Enterpri s e Va l ue (A$m):

1,822.1
107.5
0
21.0
86.5

52 wk Hi gh/Low:
12m Av Da i l y Vol (m):
Income Statement (A$m) 2017A
Revenue
11.016
EBITDA
(0.767)
Net Income
(0.718)

0.061

0.020
2.331

2018A
(5.626)
(5.573)

2019A
(7.100)
(7.037)

Balance Sheet (A$m)
Ca s h & Equi va l ents
Tota l As s ets
Short Term Debt
Current Lia bi l i ties
Long Term Debt
Tota l Lia bi l i ties
Tota l L. & Stk. Equi ty

2017A
4.156
5.291
0.930
0.930
5.291

2018A
5.105
5.198
1.216
1.216
5.198

2019A
2.610
2.680
0.841
0.841
2.680

Cash Flow (A$m)
Opera ting CF
Inves ting CF
Fi na nci ng CF
Cl os i ng Ca s h

2017A
1.682
0.108
1.653
4.156

2018A
(3.874)
(0.001)
4.825
5.105

2019A
(7.256)
4.761
2.610

Projects
Ul ys s es Gol d Project
Min Resources

Stage
FS
Mt
17

Directors
Tommy Da vi d McKei th
Mi cha el John Fowl er
Cra i g Bra ds ha w
Gera rd F. Ka czma rek
Ni c Ea rner

Grade (g/t)
2.34

Au(Moz)
1.28

Non-Executive Cha i rma n
CEO, MD & Di rector
Non-Executive Di rector
Non-Executive Di rector
Non-Executive Di rector

Share Price Graph

Genesis Minerals (GMD)
Transformational Acquisition
Analysts: Michael Eidne | Matthew Keane

Quick Read
GMD recently acquired a parcel of ground which abuts the Ulysses Project to the south
called the Kookynie Gold Project for $13.5m in cash and a 1% NSR royalty capped at $5m.
GMD recently completed a $19.5m capital raising at $0.042 per share. The acquisition
increases GMD’s resources to 17Mt @ 2.34g/t Au for 1.28Moz. Importantly, this
acquisition cements GMD’s status as a standalone developer and Argonaut has now
created a conceptual mining scenario using the 2018 Scoping Study as a basis. The greater
Ulysses project has excellent exploration upside along the Ulysses-Orient Well Shear
corridor with widespread near-surface gold anomalism and limited deep drilling. A large
majority of the current Ulysses and Kookynie resources are open at depth. We maintain
our Spec Buy recommendation and price target of $0.10.

Event & Impact: Kookynie Acquisition - Positive
Kookynie Acquisition: GMD has entered into a binding option agreement to acquire the
Kookynie Gold Project for $13.5m in cash and a 1% NSR capped at $5m. GMD will pay $3m
upfront and a final cash payment of $10.5m in 6 months. The project contains a JORC 2012
Indicated and Inferred Mineral Resource of 8.53Mt @ 1.5g/t for 414koz across six
deposits. The acquisition has increased the total Mineral Resources at the greater Ulysses
Project to 17Mt @ 2.34g/t for 1.28Moz.
Stand Alone Developer: This transaction has cemented the potential for GMD to develop
a standalone mining operation at Ulysses, where previously the project was more suited
to tolling ore at an existing mill in the region. The additional open pittable resources and
further exploration provide the critical mass to warrant the construction of a new
processing facility. While, GMD published a positive Scoping Study for a standalone
operation at Ulysses in late 2018, the operation only had a four-year mine life. In contrast,
the ongoing growth in high-grade Ulysses resources and now the addition of Kookynie,
coupled with near-mine exploration upside, materially improves the potential for a longer
life operation of over eight years.
Argonaut Mining Scenario and Valuation: Using the 2018 Scoping study as a basis,
Argonaut has developed a scenario which includes a larger plant and the addition of the
open pit mining at Kookynie. We have generated a high-level DCF model to value the
greater Ulysses project. Our key assumptions include; an annual production rate of 108koz
with a 70/30 split between Ulysses underground and the Kookynie open pits, $125m
preproduction capex for a 1.4Mt/pa plant and a conservative six-year mine life. We
assume 50/50 split between debt and equity funding and an average 46% conversion of
current resources to mining reserves. Based on these inputs to our model, we value GMD
on a fully-funded basis at $254m or $0.10 a share.

Please refer to important disclosures
at end of the report (from page 9)

Recommendation
We maintain our Spec Buy recommendation and price target of $0.10.
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Growing up to a Producer
Kookynie Acquisition
GMD has entered into a binding option agreement to acquire the Kookynie Gold Project
for $13.5m in cash, and a 1% NSR capped at $5m. GMD will pay $3m upfront and a final
cash payment of $10.5m in 6 months.
GMD has entered into a binding
option agreement to acquire the
Kookynie Gold Project

The project contains a JORC 2012 Indicated and Inferred Mineral Resource of 8.53Mt @
1.5g/t for 414koz across six deposits. This increases the total Mineral Resources at the
greater Ulysses Project to 17Mt @ 2.34g/t @ 1.28Moz.
Figure 1: The Greater Ulysses Project

This transaction has cemented the
potential for GMD to develop a
standalone mining operation at
Ulysses

Source: GMD

This transaction has cemented the potential for GMD to develop a standalone mining
operation at Ulysses, whereas we believe previously the project was more suited to tolling
ore to an existing mill in the region (i.e. St Barbara’s Gwalia facility). We estimate that
Ulysses could produce north of 100koz gold per year.
The acquisition also increases GMD’s exploration potential as there are a number of walkup drill targets along the Ulysses-Orient Well structural corridor. The Kookynie tenure is
under-explored and we fully expect GMD to apply its geological understanding of the
region to make further discoveries and add incremental ounces to the greater Ulysses
Gold Project.
2018 Scoping Study
The acquisition also increases
GMD’s exploration potential….

In 2018, GMD completed a Scoping Study for a 0.8Mt pa plant fed by an underground
operation into the Ulysses ore body. This study outlined the parameters that would
support a four-year mine life at an ASIC of $A1,000-1,100/oz with project capex of $84.4m.
GMD stated the outcomes were financially robust at the then gold price of circa
US$1,200/oz.
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The additional ore sources also
allow GMD to develop a longer life
operation…

The original Ulysses mine plan as per the Scoping Study was an underground operation
with two declines. The addition of the Kookynie tenements with pre-existing minable
open pits and potential for further open pit development will allow GMD to mitigate single
mine risk with both open pit and underground operations. The Kookynie open pits are
close to the likely plant location on the Ulysses Mining Licence, and pre-existing haul roads
will reduce development time and capital.
The additional ore sources also allow GMD to develop a longer life operation with an
enhanced production profile. The Scoping Study envisaged a four-year operation
producing total ounces of 356koz LOM with an average production of ~89koz per year.
Drilling since 2018 has grown the Ulysses resource from 7.1Mt @ 4.7g/t Au for 628koz to
8.48Mt @ 3.2 g/t Au for 867koz. The addition of the Kookynie ounces will allow for a
material increase in production and improved mine economics. Argonaut believes that
GMD will be able to develop the greater Ulysses project into a + 100koz per year producer
with a mine life between 8 and 10 years when taking into account the near-mine
exploration opportunities and the current resource base.

The additional ore from the open
pits will supplement the plant
feed…

The Ulysses orebody sits at an angle of ~35° and is therefore not conducive to a high
production rates if ore dilution is to be limited. The additional ore from the open pits will
supplement the plant feed allowing the Ulysses underground to be mined at a more
manageable rate, which will help maintain a higher head grade (less diluted), thereby
supporting robust mine economics.
Figure 2: Cross-section of Ulysses West showing ore body geometry

Source: GMD
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Exploration Upside

GMD has a history of putting
money into the ground…

GMD has a history of putting money into the ground, and over the last five quarters from
early 2019, the Company has spent $6.4m on exploration activities and only $1.3m on
corporate overheads. We can therefore conclude that GMD will use the bulk of its funds
to grow its project via the drill bit.
The acquired tenements offer exploration upside as most of the current resources are
open at depth and minimal drilling has been done below 100m.
Figure 3: Aeromagnetic survey showing the numerous structural targets and existing
resources along the shear zone.

The acquired tenements offer
exploration upside….

Source: GMD

Figure 4: Regional Aeromagnetic survey showing Ulysses-Orient Well Shear zone.

Source: GMD
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The newly acquired ore bodies, Admiral, Clark and Butterfly (4.6Mt @ 1.7g/t Au for
246koz) are all open at depth and display similar characteristics to Ulysses per figure 5
below. This figure shows limited drill holes testing down dip extensions.

There is limited drill holes testing
down dip extensions

Figure 5: Cross section showing the Admiral, Clark and Butterfly ore bodies.

Source: GMD

GMD is planning both confirmatory
and extensional drilling

The Orient Well ore body (1.51Mt @ 1.3g/t Au for 61koz) is in a different setting to the
other Ulysses style ore bodies but is poorly understood with limited down-dip drilling.
GMD is planning both confirmatory and extensional drilling. The latter will test resource
extensions along strike and below the current known mineralisation where most of the
historical drilling is less than 120m deep.
Figure 6: Cross-section of orient well

Source: GMD

GMD also has a green fields
prospect, Orient Well NW…

GMD also has a green fields prospect, Orient Well NW which is situated 10km to the east
of the main Ulysses Gold Project. Drilling has begun to delineate shallow oxide gold
mineralisation with better intercepts including:
• 20m @ 9.1 g/t Au from 50m
• 28m @ 0.69 g/t Au from 62m, including 5m @ 1.52g/t Au from 73m
• 8m @ 1.8 g/t Au from 108m
This was the first satellite prospect to be drilled outside of the existing resource and has
returned encouraging results that will more likely be followed-up.
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Argonaut Mining Scenario and Valuation

GMD is currently working on a
Feasibility Study

We have constructed
financial model based

a

GMD is currently working on a Feasibility Study which it intends to publish in Q1 20201.
In the absence of a representative study Argonaut has constructed a mining scenario
which we regard as most probable. This is based on the expanded resource base and uses
the 2018 Scoping Study as a starting point. Subsequently, we have constructed a DCF
financial model based upon our scenario outlines below.
Figure 7: The Ulysses Scoping Study mine plan showing the Eastern Decline and the
Western Decline

DCF
Source: GMD

Argonaut’s mining scenario
Table 1: Comparison between Argonaut Scenario and the 2018 Scoping study
Metric
Unit
Argonaut Scenario
2018 Scoping Study
Mt
Mining Inventory
8.1
3
%
Resource/Reserve Dilution
46%
42%
g/t
Diluted Grade
2.69
4.13
y
Mine Life
6
4
Mt/pa
Mill Throughput
1.4
0.8
%
Recoveries
92%
89%
Koz/pa
Gold Production
108
89
$/oz
AISC
1,279
1,046
$m
Pre-production Capex
125
84.4
$m
Sustaining Capex
97
72
US$
Gold Price
1,600
Not disclosed
AUDUSD
AUD/USD FX
0.72
Not disclosed
$m/pa
Exploration
5
Not disclosed
$m/pa
SG&A
6
Not disclosed
$m/pa
Average LOM EBITDA
104
Not disclosed
$m
NPV7
254
Not disclosed
Source: GMD, Argonaut Estimates
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Mine Production Profile and plant size

We have assumed a 70/30 split
between underground and openpit production

We have assumed a 70/30 split between underground and open-pit production. This
translates to circa 560kt per year from the underground and circa 800kt from the open pit
for a total annual throughput rate of 1.36Mt. Therefore, based on these assumptions, we
assume GMD will need a 1.4-1.5Mt plant. We have factored in a slower underground
mining rate to account for the ore body geometry.
Head Grade

We have assumed an open-pit head
grade of 1.4g/t

We have assumed an open-pit head grade of 1.4g/t and an underground head grade of
4.5g/t. When Ulysses was mined (open pit) on a tolling basis in 2016, the predicted head
grade of 2.5g/t overcalled by 0.7g/t to 3.2g/t, so we believe a mined underground grade
of 4.5g/t to be feasible. We acknowledge this is higher than the Scoping Study estimated
LOM grade of 4.13 g/t.
Mine Life

We have assumed a 6-year mine
life…

We have assumed a 6-year mine life which represents a 46% conversion of the current
resources to a mining reserve, which we believe is a conservative view.
Capital Costs

We have assumed $125m in total
pre-production capex

We have assumed $125m in total pre-production capex, which is an increase of over the
Scoping Study estimate of $84.4m for a 0.8Mt plant and mining infrastructure. We
reviewed several mining studies from other Gold Fields based developers and believe the
$125 pre-production capital for a 1.4Mt per year operation to be feasible. This represents
a 48% increase in pre-production capital requirements over the previous study.
Operational Cost

We have assumed a LOM blended
open pit and underground mining
AISC of $1,279/oz

We have assumed a LOM blended open pit and underground mining AISC of $1,279/oz,
which is higher than the Scoping Study LOM AISC of $1,046/oz for underground only. This
represents a 20% increase.
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Valuation
On this basis, applying a 7%
discount rate, we value the Ulysses
Project at $254m on a fully-funded
basis or $0.10 per share.

On this basis, applying a 7% discount rate, we value the Ulysses Project at $254m on a
fully-funded basis or $0.10 per share. We have included exploration and overheads in our
DCF valuation. Our $125m capital spend is funded via a 50/50 debt-equity split with a
$0.06 capital raising price.
Table 2: GMD Valuation
NAV Valuation
Ulysses Gold Project
Cash
Total

AUD
254m
21m
275m

AUD / Sh
0.09
0.01
0.10

Source: Argonaut Estimates

We maintain our SPEC BUY recommendation and a $0.10 price target.
GMD is well funded with $21m
cash, thanks to the recently
completed capital raising

GMD is well funded with $21m cash, thanks to the recently completed capital raising. We
are expecting the Company to continue its drilling program across its project to grow its
resource base and convert Inferred Resources into Indicated and Measured, as well as
Converting to an Ore Reserve. Feasibility Studies and permitting are ongoing and
completion is expected Q1 2021. Production is expected to start in 1H CY2022.
Figure 8: GMD forward program for the next 9 months

Feasibility Studies and permitting
are ongoing and completion is
expected Q1 2021

Source: GMD
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investments, such as currency fluctuations and international stock market or economic conditions, which may adversely
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