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._ GOLD: the ancient
== relic shines

In the Australian stock market, the S&P/ASX Small Ordinaries Index is
comprised nearly one-third of resources and energy stocks. This corner
of the market offers a means for investors to gain exposure to arange
of different commodities, macro themes and potentially interesting

individual investment opportunities.

As we approach the end of 2024, we see a number
of themes emerging across the resources and
energy sector of the small caps market:

+ Select copper and uranium stocks, driven by
decarbonisation and compelling supply demand
fundamentals, are potentially attractive over the
next one to three years.

- Battery materials continue to be an exciting
space, and select stocks are supported by a
broad range of potentially high-margin mining
and downstream developments. However, there
is plenty of risk here too, and fast-changing
fundamentals.

» There is an emerging group of what we call
“specialty metals”. These ‘non-miners’ are
downstream value-added commodity plays that,
in the current moment of ‘strategic onshoring’,
‘critical minerals’ and ‘decarbonisation’ are
potentially well-suited.

But it is the gold segment where attention is
ultimately drawn. Here, multiple players vie

for potential selection, each offering differing
fundamentals and potential. Even without the
higher prices it is currently attracting, our view is
that gold stocks are as buoyant as we have seen for
select exposures.
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FIGURET DEEP DIVE
RESOURCES AND ENERGY EXPOSURE OF Gold: the ancient relic shines
THE S&P/ASX SMALL ORDINARIES INDEX BY
COMMODITY/GROUPS With the gold price recently hitting all-time highs!,

the Australian small cap gold sector shapes as
particularly interesting in terms of exploration,
growth, consolidation and cashflow generation. It is
the biggest segment within the small caps resources
sector, making up over 10% of the benchmark,
representing 14 companies.

\

What is driving this? Gold historically does well
when real interest rates are low, or even negative.
As shown in Figure 2, however, this relationship
broke down in early 2022.

In November 2024, Morgan Stanley introduced
multiple additional factors into its regression

M Gold 10.5% Speciality metals 1.53% analysis that help to explain gold’s recent and
M Energy 5.31% M Nickel 0.7% long-term price behaviour, including ETF flows,

I Steel/iron ore 3.34% B Copper 0.47% net futures positioning, Central Bank reserves, CPI
Lithium 2.62% Battery materials 0.4% index, US Dollar Index (DYX) and global risk. The
i Other metals 2.34% chart further demonstrates even what are oft-times

considered ‘the most reliable economic factors’ for

Source: Factset, IFM Investors, 18 November 2024
(Note that the % represent only the exposure of resources and energy predjcting go]d prices (inﬂationy US dollar, real US

ks in the index. ) ,
socksin the ndex) rates) work. Well, until they don’t.

FIGURE 2
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Source: Morgan Stanley, November 2024.

1 At the time of writing (20 November 2024) the gold price is close to all times highs in both US and Australian dollars (circa US$2,700/0z and A$4,000/0z respectively).
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GLOBAL CENTRAL BANK QUANTITATIVE EASING
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Source: Bell Potter, Macquarie, Macrobond, February 2024.

Nonetheless, in today’s environment, the macro
appears supportive for strong gold prices to
continue into the medium term. One persuasive
chart (Figure 3) shows the accumulation by global
central banks of quantitative easing (QE) over a
similar period. Total QE during the Global Financial
Crisis (GFC) increased ~50%, from ~US$4 to ~US$6
trillion. Over the four years from 2007-2011, gold
appreciated ~130% (conservatively) to ~US$1,400/
oz. Fast forward to 2020, the last four years from
pre-COVID to post-COVID, total QE has increased
~59%, from ~US$17 to ~US$27 trillion. So far, gold has
still underperformed relative to the GFC, being up a
relatively lower ~60% to US$2,700/0z. This analysis
aligns with Morgan Stanley’s observations above,
particularly in relation to central bank buying. Indeed,
both suggest gold could continue to go even higher.

The gold industry

Mining gold well is like watching Jack Nicklaus play
golf — it looks easy, but it’s not.

The industry has matured over the last few decades.
As a general observation, it is getting better at mining
the ground and relying less on mining the market.

Mining remains a capital intensive and risky
business. Ore bodies are necessarily getting deeper,

covip-19 [/
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and are increasingly mined from underground. But,
arguably, there is greater discipline around costs,
capex, productivity, appropriate capital management
and generating economic returns. Of course, a high
gold price provides a helpful tailwind.

Across the sector, mergers and acquisitions are in
vogue and, in some cases, it can be better to buy
than build. Over the last 12-18 months, we have seen
combinations of Westgold and Korora, Ramelius
and Musgrave Minerals, Silver Lake and Red 5,
Pantoro and Tulla, Perseus and Orecorp, to name
a few. In those combinations, we are seeing some
zero premium “mergers of equals”, some genuine
operating synergies being generated (which are
often hard to achieve) and the diversification of
operating risk. And, in doing so, we have seen
production growth, better liquidity in equity
markets and happier shareholders, which, in turn,
has attracted more investment.

Mark Clark Regis/Capricorn and Morgan Hart
Regis/Emerald, Bill Beament at Northern Star/
Develop, Jake Klein at Sino Gold/ Evolution, Raleigh
Finlayson at Saracen/Genesis are all industry
leaders. Each took risks — backed by the information
and insight from their geologists — by drilling 20
holes on just one prospect rather than on 5, and
they were not afraid of going underground. They
challenged conventional wisdom, asking critical
questions and seeking answers:
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+ “Does that fault really cut off mineralisation, or
just offset it?”

« “Is dolerite really the only good host lithology here?”

» “Nah, that area has already been drilled. There is
nothing there.”

In some cases, they sacrificed romance - “grade is
king” - for productivity by replacing airlegs and
single boom jumbos with two-boom jumbos and
bigger development drives. They took informed
risks and developed underground “exploration”
declines, which turned into production declines.
They took a chance on underground drill drives to
delineate orebodies more efficiently than drilling
from surface. Some plant builders managed to do so
for a fraction of the conventional cost.

These innovators are not cowboys. They trust their
experience, and the reliability of, in particular, West
Australian Archean lodes. They have also had the
humility to learn from those who have gone before
them. In that regard, there is a rich history, and it is
a truism that the best place to look is in the shadow
of a headframe.

Technical success has translated into commercial
and financial success. Whereas, in times gone by,
miners would push the button on a development
with three years mine life with the (justified) hope
of annual reserve replacement, now the threshold
for Final Investment Decision (FID) is much higher,

FIGURE 4
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approaching 10 years, giving engineers more robust
mine plans and flexibility, and giving lenders
greater comfort in sharing the funding load and

the risk. Track record for mines and miners is
everything, and there has been a sufficient critical
mass of successes in the past decade that the ASX
gold space is now one of the largest, with the most
players of any sector in the ASX small cap market.

Finally, the mining sector — possibly more than any
other sector — has needed to engage directly on all
aspects of sustainable investment. environmental,
social issues, especially safety and engagement with
traditional owners, and governance have become
critical. The industry has not always got it right,

in fact, far from it. But it will need to get things
increasingly and substantially right if it is going to
exist at all in the 21st century. And our world still
needs it to exist.

Despite many perceptions to the contrary, miners
are big users of technology to drive efficiency, be it
novel or more sophisticated exploration techniques,
ore sorting, autonomous trucks and equipment,
communication, and renewable energy solutions
including wind, solar and batteries. Smaller surface
footprints as miners go underground also helps.

So, for institutional investors, while there are inevitable
risks and failures — we're not all Jack Nicklaus! -
and the gold price is always tough to predict, the
legacy of this journey is that we believe ASX gold in
the small cap space is eminently investable.

GLOBAL GOLD INDEX 'V AUSTRALIAN GOLD INDEX
(Ag AND US$ GOLD PRICES)
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This thematic is not necessarily universal. North
America has a long, proud mining culture,
stretching back into the 19th century, at least as
long as Australia. Around 25 years ago, gold miners
on North American bourses typically traded at

a premium to those in Australia (Figure 4). The
arbitrage was too compelling, and, over a period

of five years, the market saw a multitude of big
deals where 70% of Australia’s gold production was
acquired by North American and South African
gold majors. Ultimately, the premium multiples and
growth were unsustainable for the global majors,
and investors struggled for returns. The Australian
gold industry rebuilt from a small base, including
prising back many of the assets from the majors
and giving them the attention that had been lacking
when absorbed into a big organisation. So, on top
of a long-term recovering gold price, the Australian
industry received a fresh start.

One modern day example of an Australian success
story is Ora Banda Mining (OBM.ASX). It’s a
Western Australian gold miner guiding to 100-
110koz of production in FY25. Arguably, some

FIGURE 5
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may suggest it is extravagantly valued for that
production base, with a market cap of $1.4bn. But
investors have seen this story before and are happy
to pay today for what the company might look like in
a year or more.

OBM occupies over 100km of strike along the
Zuleika shear/Ida fault west northwest of Kalgoorlie
(Figure 5), a major crustal feature stretching
hundreds of kilometres within the Archean granite
greenstone terrains in WA. The Kundana mine at
the southern end of the has been a prolific producer
for well over 20 years, operated by Goldfields,
AurionGold, Placer Dome, Barrick, Northern Star
and now Evolution. A veteran of that mine from
2000 could claim to have worked for six different
mining companies, including two North American
majors, and not moved once. It is still in production,
has a geological endowment of over 7 million ounces
(historically mined plus remaining resource base)
from just 12km of strike along the belt. So how did
OBM get to have 10 times that strike length over
underexplored and prospective geology to the north?

OBM ON THE ZULEIKA SHEAR / IDA FAULT
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Source: Ora Banda Mining
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As usual in the WA goldfields, the old timers

were there in the 19th Century, an historic town
called Davyhurst. In the 1980s, multiple different
companies operated mainly open pits, but, by the
1990s, the economics of the situation changed due
to lower gold prices, undercapitalised with short
mine lives and overburdened balance sheets.

Around 2014, OBM - known then as Eastern
Goldfields - consolidated multiple tenements and,
for the first time, one company occupied a major part
of the belt. After a poorly executed commissioning

of the mill and a near-death experience for the
company, enter current CEO Luke Creagh, an ex-
Northern Star mining engineer. He and his team
chose underground targets rather than open pits
and, empowered the company’s geologists, picked
Riverina, one of many targets on the belt, and drilled
it to either remove it from the list of potentials or
celebrate what they found. It was the latter, and Sand
King, another underground target, quickly followed.
Both were previously mined as pits. Now in growth
mode, and with cashflow, the company’s focus shifted
from survival to longer term growth, and most
importantly cashflow generation.
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Our view is Ora Banda’s ground position has the
organic potential to ultimately deliver sufficient
production and reserve growth to support an

ASX 100 gold company, despite OBM currently
not forming part of the ASX 300. This is not to
understate or oversimplify the challenges, or the
risks to that view, which are considerable. But

for sheer scale of a relatively well known but
underexplored geological belt in the shadow of the
headframe close to Kalgoorlie, we believe it does not
come much better.

The Australian gold industry will be tested, as it
has been, by cost pressures, volatile gold prices,
investor sentiment, competition for capital, labour
and technical skills, as well as ever demanding
sustainable investment criteria. Every deposit
brings its own geological nuance, which can trip
you up. So, institutional investors need to be
selective and shouldn’t assume a rising tide lifts
all boats. But, in our view, even in a flat gold price
environment, there are a lot of exciting exploration
and development opportunities, and the sector has
a long, bright future.
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