


Disclaimer 

Argonaut Capital Limited (ABN 18 099 761 547) (“Argonaut”) has prepared this confidential presentation (the “Presentation”) for the exclusive use for the Mines and Money Hong Kong 2013 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 Presentation in any way. Argonaut 
Capital Limited is a holder of an Australian Financial Services License (“AFSL”) No. 221476. 

This Presentation and all of the analysis contained herein is confidential and non-public and should be held in the strictest confidence by the recipient. In particular, the recipient should not reproduce 
or distribute this Presentation in whole or in part to others at any time without the express consent of Argonaut. 

This Presentation is based on information obtained from sources and publicly available information including filings with stock exchanges, press and broker research. Argonaut has not independently 
verified any of the information or assumptions contained herein.  They are believed to be reliable and Argonaut have made every effort to ensure the information in this Presentation is accurate, but 
we do not make any representation or warranty that it is accurate, reliable, complete or up to date. All dollar figures are in Australian dollars unless otherwise indicated and any recommendation is 
made in the context of current market conditions. 

Argonaut 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 Presentation and/or further communication in relation to this Presentation. 

Nothing in this Presentation 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, officers or employees may have interests in the financial products or a relationship with the issuer of the financial products referred to in this Presentation 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 Presentation. The Argonaut Group and/or its associates, may receive fees, brokerage or commissions for acting in 
those capacities and the reader should assume that this is the case. 

Hong Kong Distribution Disclosure 

This material is being distributed in Hong Kong by Argonaut Securities (Asia) Limited (“ASAL”), which 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. ASAL may only conduct business with 
Professional Investors (as defined). 

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. 
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Is gold on the nose? 

Gold, S&P 500, All Ords and major gold equities % return (past six months) 

In the past six months, gold equities have fallen significantly out 
of favour despite only a modest decline in gold prices 
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1. Major Gold Equities Index weighted by market capitalisation and includes AngloGold Ashanti, Barrick, Harmony, Kinross, Goldcorp, Gold Fields, 
Newmont and Newcrest 
Source: Bloomberg 
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Is the party over for gold equities? 

Gold, S&P 500, All Ords and major gold equities % return (2005-2013) 

Since 2005, gold equities have failed to match the performance 
of the physical 

4 

1. Major Gold Equities Index weighted by market capitalisation and includes AngloGold Ashanti, Barrick, Harmony, Kinross, Goldcorp, Gold Fields, 
Newmont and Newcrest 
Source: Bloomberg 
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The reason is costs of production have increased, grade decreasing and investors wanting to  
get exposure to the physical could also buy listed gold funds/ETFs 



There is still value out there… 

 Investors now focused on: 

 Cash generation, specifically free cash flow 

 Return on investment 

 Dividends 

 A major issue facing investors is the lack of transparency and uniformity in disclosure 
of real costs 

 Most companies disclose C1 “cash” costs only 

 A consequence of the disclosure of C1 costs only rather than the total cost of 
production, has governments believing that gold producers are making significant 
windfall profits resulting in increasing royalties and taxes 

 Some companies are now disclosing their real cost of production  

However they are more difficult to find 
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Comparing apples with oranges? 

Traditional mining cost methodology (Illustrative) 

Lack of uniform cash cost reporting has made analysis difficult 
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How much money are gold companies 
really making? 

 When looking at solely C1 cash 
costs, cash margins appear to have 
increased significantly in a rising 
gold price environment, however… 

 …the real cost of producing gold 
also includes other components 

 Total cash cost should incorporate 
direct cash costs, royalties, 
exploration and sustaining capex 

To analyse the true profitability of a gold producer, a total cash 
cost approach should be used 
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Peer average C1 cash costs of US$790/oz1… 

Global industry cash cost curve and Argonauts’ producer peer group position on the curve 

Low end of cash cost curve dominated by producers with grade and 
scale while the high end largely comprises miners with mature assets 
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1. Based on FY13 C1 cash cost for the peer group of gold producers covered by Argonaut Research: Regis Resources, Endeavour Mining, Troy 
Resources, Alacer Gold, Northern Star, Teranga, Resolute, Silver Lake, Perseus, Saracen Mineral and Ramelius Resources 
Source: Argonaut Research 

Average C1 cash cost: US$790/oz 



However the average total cash cost is 40% higher 

FY13 total cash costs forecasts 

Gold producers peer group total cash cost is US$1,140/oz once 
other key cash cost factors are included 
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Increasing costs – more structural than cyclical 
 
 

 Global economy remains short of energy 
 Labour shortages and lack of workforce quality 
 Different sovereign jurisdictions have difference cost structures 
 In Australia, labour and energy cost increases are exacerbated by remote project locations 

The resources boom, competition for labour and the shortage of 
energy has posed threats to cash margins 
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Global gold industry cost breakdown Global power tariffs vs. gold price vs. oil price (Rebased) 
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Operating cost vs gold yield1 

‘Margin Squeeze’ has been exhibited in producers’ recent 
financial results: Flat gold price & increasing cost = lower margins 
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Source: Gold Fields Limited 
1. Based on  AngloGold Ashanti, Barrick, Harmony, Kinross, Goldcorp, Gold Fields, Newmont and Newcrest 
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Declining grades causing cost increases  

 Grade is the biggest driver of a gold deposit’s economic performance 

 Lower grades  => less gold output for a given amount of capital, labour, energy, 
consumables & services => high US$/oz costs 

 “Investment quality” grades have shifted downwards 

 From high 5’s g/t to low 4’s g/t for underground 

 From low 3’s g/t to mid 1’s g/t for open pit 

Decline in grade and mining costly lower grade deposits causing 
structural cost shift 
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Quality new discoveries are few & far between... 

Despite high expenditure on exploration as the gold price 
boomed, less high grade world-class discoveries have been made 
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Source: MinEx Consulting, Newcrest 



Global gold production remains static despite  
rising gold prices  

 Global mine production has remained constant at ~80-85Mozpa  

 Key challenge for producers is adding low cost ounces to replenish reserves 

 Discovery cost increasing as unexploited targets become deeper and more challenging 

 Marginal projects to come under greater strain as focus turns to cash generation and 
return on investment 

 New gold production developments are less attractive as governments look to 
increase royalties and taxes 

 The current pricing of gold equities, particularly companies needing to fund 
development, means that M&A is a real option to acquire cheap reserves 

 Recycled assets may be an attractive option but carry significant risks 

Converting exploration into mineable reserves is becoming more 
difficult 
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Key takeaways 

 Gold industry going through difficult times notwithstanding the high gold price 

 A range of different approaches are applied to report production costs typically to 
“pump up” the share price 

 An industry standard approach is required to calculate total “all in” costs so that 
investors can make informed investment decisions 

 Higher costs are likely to remain a “structural cost change” has occurred 

 Large economic gold discoveries are becoming rare 

 The quest for production at any cost is likely to change as investors focus on project 
economics delivering consistent free cash flow, return on investment and dividends  
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What now? 

Gold is good – Grade is King 
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 Investors in gold equities want to know what the “real” cost of production is 

 Standard reporting will mean that management will come under increased scrutiny  

 Investors will become “stock pickers” not commodity investors 

The market is demanding an international JORC-type cost 
disclosure standard 

While central banks continue to print money and Europe 
continues to experience “crises” the gold price will remain strong 

 
Well managed, low cost and cash generating gold equities will be 

attractive  



Contact 

Argonaut | Perth 

Level 30, 77 St Georges Terrace, 
Perth, Western Australia 
 
telephone +61 8 9224 6888 

facsimile +61 8 9224 6899 

email clientservices@argonaut.com 

Argonaut | Hong Kong 

Suite 701, Level 7, Henley Building 
5 Queen’s Road Central, Hong Kong 
 
telephone +852 3557 4888 

facsimile +852 3557 4889 

email clienctserviceshk@argonaut.com 

www.argonaut.com 
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