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Market Cap ($m): 293.8

Cash Estimate ($m): 37.0

Enterprise Value ($m): 256.8

52 wk High/Low: $0.48 $0.29

12m Av Daily Vol (m):

Mineral Inventory

Mt g/t Moz
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$/oz
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Martin Pyle Non-Executive Director

Substantial Shareholders:

Platypus 8.0%

Van Eck 6.0%

RCF 9.0%

Share Price Graph

1.20

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

10.0

$0.00

$0.05

$0.10

$0.15

$0.20

$0.25

$0.30

$0.35

$0.40

$0.45

$0.50

Feb-15 May-15 Aug-15 Nov-15 Feb-16

Monday, 8 February 2016 

Gold Road Resources 
The time is ripe 
Analysts | Patrick Chang, CFA | Matthew Keane 

Quick Read 

Gold Road (GOR) released a Pre-Feasibility Study (PFS) on its 100% owned, 5.6Moz 

Gruyere Project. A maiden Reserve of 3.2Moz @ 1.22g/t (estimated at A$1,400/oz) was 

also announced. The outstanding results reaffirmed the project’s status as one of the 

best undeveloped gold projects in Australia, given scale (265koz pa), low cost (AISC 

A$960/oz) and long project life (12 years). These attributes, combined with a low risk 

jurisdiction and a competitive cost environment will ensure the project continues to 

attract corporate and market attention. A plethora of regional targets to test, highly 

prospective geology, early encouraging results and a A$10m exploration budget could 

offer the potential for a multi-million ounce discovery while delivering steady newsflow 

during CY16. With the project de-risked further with the delivery of a PFS, Argonaut 

upgrades the stock to a BUY (was SPEC BUY) with A$0.73 target price (was A$0.70). 

Event & Impact | Positive 

PFS result: The study reaffirmed a quality project, key metrics include: 

 Scalable production of 265koz pa 

 Long life asset boasting 12 years of project life 

 High endowment of 9,000 Reserve ounces per vertical metre 

 Competitive AISC of A$960/oz and AIC of A$1,115/oz 

 Conventional mining of a single pit 

 Conventional processing with a coarse grind of P80 125 µm 

 Start-up capex of A$455-470m (<A$150/Reserve oz) 

 

Enhanced corporate appeal: The stock’s corporate appeal has arguably increased in 

recent times due to 1) reduced technical risks with the delivery of a PFS, and 2) widening 

valuation differentials with existing ASX gold producers. Whilst the Australian gold 

producers trade at a discount to global peers (see Argonaut note “Aussie gold in a global 

context” dated 6 Jan 2016), a key explanation is the difference in mine life. A peer 

comparison (see page 6) has demonstrated Gruyere as one of the longest life gold assets 

in Australia. Acquiring Gruyere would provide a centre of gravity and could enable an 

ASX gold producer to achieve better valuations compared to global peers. 

 

Regional exploration momentum: GOR’s >A$10m exploration budget will see numerous 

camp scale targets tested in CY16. Prospective geology, a systematic approach, generous 

budget and GOR’s track record of discovery could translate to the discovery additional 

multi-million ounce deposits within the under-explored Yamarna Belt. 

Recommendation 

Argonaut upgrades the stock to a BUY (was SPEC BUY) with A$0.73 target price (was 

A$0.70). 
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Gruyere PFS 

Long life, high margin, scalable asset 

The PFS highlighted a scalable, long life, high margin project that is a rarity in the 

Australian gold space. 

 

The study results are largely in-line with Argonaut’s estimate, with a slightly higher 

stripping ratio offset with lower processing costs and start-up capex. 

 
Table 1: Gruyere PFS key parameters v Argonaut expectation 

 
Source: Argonaut, GOR 

 

The unit mining cost of ~A$3.4/t is in-line with peer project parameters (see Table 2 

below) with similar ore hardness. There is scope for further reduction considering the 

scale of the operation (7.5Mtpa) and simplicity (one single pit). The processing costs are 

lower, reflecting the economies of scale of an upsized plant. 

 
Table 2: Gruyere PFS v peer projects 

 
Source: Argonaut, Company reports 

 

Maiden Reserve 

A maiden Reserve of 3.2Moz @ 1.22g/t was declared, implying a high conversion rate of 

77% (from M&I Resource). The Reserve is estimated with a gold price of A$1,400/oz and 

form >99% of the proposed production ounces in the PFS.  

 
Table 3: Gruyere PFS  

 
Source: Argonaut, Company reports 

 

Key project assumptions, PFS v Argonaut estimate PFS Argonaut E
Mine physicals
Ore milled Mtpa 7.5 7.5
Head grade Au g/t 1.2 1.2
Recovery % 91-93 91
Production koz Eq pa 265 263
Project Life yrs 12.0 13.0
Strip ratio (post stripping) : 2.9 2.5
Operating costs
Mining Cost A$/t ore 13.7 13.9
Processing Cost A$/t 15.9 19.0
"All-in" sustaining cost A$/oz 960 1086
Pre-production Capex A$m 455-470 500

Unit cost comparisons Gruyere (GOR) Thunderbox (SAR) Jupiter (DCN)
Mining cost A$/t 3.4 3.6 3.3
Milling cost A$/t 15.9 20.6 18.0
Power Gas  Dual gas/diesel Gas
Plant throughput Mtpa 7.5 2.5 2.5
Study date 8/02/2016 23/03/2015 30/09/2015
Type of Study Pre-Feasibility Feasibility Scoping

Reserve and Resource

Mt g/t Moz

Gruyere Proven 1.6 1.32 0.1

Gruyere Probable 79.6 1.21 3.1

Gruyere total Reserve 81.2 1.22 3.2

Gruyere Measured 1.6 1.41 0.1

Gruyere Indicated 93.5 1.35 4.1

Gruyere Inferred 33.3 1.40 1.5

Gruyere total Resource 128.4 1.36 5.6

 

 

The PFS highlighted a scalable, 

long life, high margin asset… 

 

 

 

 

 

…producing ~265koz @ AISC 

A$960/oz for 12 years 

 

 

Unit costs are in-line with peers 

with deposits with similar ore 

hardness… 

 

 

…with scope for further reduction 

given economies of scale 

 

 

 

A maiden Reserve of 3.2Moz @ 

1.2g/t was declared 

 

 

 

 

 

 

Comments here 
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Further Resource update expected 

Argonaut anticipates a Resource update in H1 CY16, which is expected to convert an 

additional ~10-15Mt (up to 2 years) of Indicated material to Measured status following 

the completion of a 25m x 25m drilling program. 

 

This will further enhance the confidence on the Resource, particularly in the early years. 

 

Mining 

The operation will be a conventional truck and shovel operation, utilising contract 

mining. Technical inputs (mine design and schedule, grade control, etc) will be carried 

out by GOR employees. 

 

The Gruyere deposit will be mined in four stages, with peak material movement at ~9Mt 

per quarter. The mine will use 5m benches and maximum vertical advance rate (towards 

the bottom of the pit) is ~50m pa. 

 

The operation is moderately selective with a Selective Mining Unit (SMU) of 5m x 12.5m 

x 5m. Ore loss of 3.4% and dilution of 4.3% have been factored in. 

 

Figure 1: Quarterly material movement  

 
Source: GOR 

  

 

A Resource update is expected in 

H1 CY16… 

 

 

 

…further enhance confidence in 

the early years 

 

 

 

The operation will utilise a 

conventional truck and shovel 

operation… 

 

 

 

…and contract mining 

 

 

 

 

The deposit will be mined in four 

stages, in five-metre benches 
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Processing 

The 7.5Mtpa operation will utilise a conventional gravity / CIL circuit. The grind size is 

relatively coarse at P80 125 µm with high recoveries ranging from 91% (in the fresh) to 

93% (in oxide). 

 

Figure 2: Proposed process flowsheet  

 
Source: GOR 

 

Infrastructure 

The project will utilise infrastructure including: 

 The Great Central Road, a small section will require construction 

 On-site 40MW gas-fired power generator with a gas pipeline from the Eastern 

Goldfields Pipeline 

 Water from the Yeo (25km away) and Anne Beadell (21km away) borefields 

 Supporting infrastructure, including tailings dam, air strip and an accommodation 

village will be constructed on site 

 

Further upside 

The strip ratio at Gruyere is slightly above our expectation, potentially due to lower than 

anticipated pit wall angle. Further geotechnical drilling and studies during the Feasibility 

Study phase could enhance this metric. Every degree of increase to pit walls enhances 

operational cash flow by ~A$50m. 

 

The study does not incorporate the Attila trend or Central Bore deposits, leaving further 

upside. Exploration success on GOR’s ~5,000km
2
 tenements in the highly prospective 

Yamarna Belt could provide additional satellite feed. 

 

 

The 7.5Mtpa operation will 

utilise… 

 

 

 

 

 

…a conventional gravity / CIL plant 

 

 

 

 

 

Relatively coarse grind size at 125 

µm 

 

 

 

 

 

 

 

Potential upside include more 

favourable pit wall angle, and 

incorporation of satellite deposits 
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Corporate appeal 

The stock’s corporate appeal has arguably increased in recent times due to 1) reduced 

technical risks with the delivery of a PFS, and 2) widening valuation differentials with 

existing ASX gold producers.  

 

Figure 3: Recent relative share price performance 

 
Source: Argonaut, IRESS 

 

Given the relative valuation differentials, business combination scenarios can be 

accretive in terms of production and Reserve expansions. Figure 4 below has factored in 

the pre-production capex at Gruyere to key metrics of existing producers. A potential 

acquirer with development expertise could further enhance these metrics by reducing 

pre-production capex. 

 

Figure 4: GOR’s FF EV, production and Reserve in percentage terms 

 
Source: Argonaut 

 

Whilst the Australian gold producers trade at a discount to global peers, a key 

explanation is the difference in mine life. A peer comparison highlights Gruyere as one of 

the longest life gold assets in Australia. Acquiring Gruyere would provide a centre of 

gravity and could enable an ASX gold producer to achieve better valuations compared to 

global peers. Given the current cost advantage of Australian assets, Gruyere could also 

attract the attention of larger scale, international mining companies. 
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The stock’s corporate appeal has 

arguably increased… 

 

 

 

 

…given the PFS has de-risked the 

project… 

 

 

 

 

 

…and widening valuation gap with 

gold producers 

 

 

 

 

Business combination scenarios 

can be accretive 

 

 

 

 

Acquiring Gruyere could enable an 

ASX gold company to achieve 

better valuation 
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Peer comparison 

EV / Reserve 

The stock trades at ~50% discount on a FF EV / Reserve base when compared to larger 

Australia domiciled producers (blue). GOR’s EV has been fully funded for pre-production 

capex. This metric is equally compelling when comparing to global peers (red), factoring 

in the margin advantage. 

 
Figure 5: EV / Reserve, ASX and global golds 

 
Source: Argonaut, GOR’s EV has been fully funded for pre-development capex, as at 08/02/2016 

 

Scalable, long life asset 

In terms of scale and mine life, Gruyere is significant in the Australian context, rivalling 

many gold assets in the hands of majors. The asset remains one of the few with >10 year 

mine life and one of the very few scalable assets in the hands of a junior company. 

 
Figure 6: Reserve life v Production rate, selected ASX operations 

 
Source: Argonaut, Company report. Excludes Boddington, Fimiston (Superpit) and Cadia 
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The stock is trading competitively 

on FF EV / Reserve v FCF margin… 

 

 

 

 

 

…at ~50% discount to mid-tier ASX 

producers 

 

 

 

 

 

Gruyere is a significant deposit in 

the Australian context… 

 

 

 

 

 

…one of the few with >10 years 

mine life 

 

 

 

 

 

 

Comments here 
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Valuation 

Argonaut’s valuation post the PFS is A$0.73 (was A$0.70). Key assumptions are 
presented in Table 4 below. 
 

Table 4: Key project assumptions 

 
Source: Argonaut 

 
Argonaut retains A$100m valuation attributed to regional exploration. 
 

We recognise potential upside to our valuation on Gruyere including: 

 Further geotechnical work leading to steeper pit-wall / lower strip ratio 

 Using a higher gold price assumption for Reserve estimation 

 Reduced mining unit costs resulting from the scale of operation 

 Incorporation of Attila-Alaric deposits and Central Bore 

 Regional exploration success providing satellite deposits 

  

Valuation Summary A$m A$/sh
Gruyere (funded basis) 724.1 0.63
Unmined Resources 23.0 0.02
Yamarna Exploration 100.0 0.09
Corporate -39.8 -0.03
Cash Estimate 37.0 0.03
Debt 0.0 0.00

Total @8% discount rate 844.3 0.73

Key project assumptions
Gruyere
Ownership % 100
Ore milled Mtpa 7.5
Head grade Au g/t 1.2
Recovery % 91
Production koz Eq pa 243
Mine Life yrs 11.5
Strip ratio (post stripping) : 2.9
"All-in" sustaining cost A$/oz 998
Pre-production Capex A$m 485
Sustaining Capex A$m pa 16

Long term Pricing
Gold price US$/oz 1200
Exchange rate : 0.75

Fiscal
Royalties % 3.5
Tax Rate % 30
Discount Rate % 8
Debt / Equity : 60/40

 

Argonaut’s valuation is 73c 

following the delivery of a PFS 

 

 

 

 

 

Potential upside include… 

 

 

 

 

…more favourable pit wall angle 

resulting in a lower strip ratio 

 

 

 

 

 

 

…and regional exploration success 
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Important Disclosure 
Argonaut acted as Joint Lead Manager to the Placement to raise up to $40M in June 2015 and received fees 
commensurate with this service. 
 
Information Disclosure 
Each research analyst of this material certifies that the views expressed in this research material accurately reflect the 
analyst's personal views about the subject securities and listed corporations. None of the listed corporations reviewed 
or any third party has provided or agreed to provide any compensation or other benefits in connection with this 
material to any of the analyst(s). 
 
General Disclosure and Disclaimer 
This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) or by Argonaut 
Securities (Asia) Limited (“ASAL”) for the use of the clients of ASPL, ASAL and other 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 License No. 274099 and is a Market Participant of the Australian Stock Exchange 
Limited. ASAL has a licence (AXO 052) to Deal and Advise in Securities and Advise on Corporate Finance in Hong Kong 
with its activities regulated by the Securities and Futures Ordinance (“SFO”) administered by the Securities and 
Futures Commission (“SFC”) of Hong Kong. 
 
Nothing in this report should be construed as personal financial product advice for the purposes of Section 766B of 
the Corporations Act 2001 (Cth). 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 and ASAL have 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, ASAL, 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 and ASAL, 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 
and / or ASAL’s overall revenues. 
 
Hong Kong Distribution Disclosure 
This material is being distributed in Hong Kong by Argonaut Securities (Asia) Limited which is licensed (AXO 052) and 
regulated by the Hong Kong Securities and Futures Commission. Further information on any of the securities 
mentioned in this material may be obtained on request, and for this purpose, persons in the Hong Kong office should 
be contacted at Argonaut Securities (Asia) Limited of Unit 701, 7/F, Henley Building, 5 Queen’s Road Central, Hong 
Kong, telephone (852) 3557 48000. 
 
Copyright 
© 2016.  All rights reserved. No part of this document may be reproduced or distributed in any manner without the 
written permission of Argonaut Securities Pty Limited and / or Argonaut Securities (Asia) Limited.   Argonaut Securities 
Pty Limited and Argonaut Securities (Asia) 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. 
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