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Gascoyne Resources (GCY AU, $0.52, market cap $131m)
Recapitalisation delivers an NPV8 of $1.00/share with a strong balance sheet
and free cashflow to allow a significant exploration spend
•

•

•

•
•
•
•

•

•

Gascoyne Resources is a mid-sized, single mine WA gold producer. In mid-2019 underperformance of the
mineral resource estimate (MRE) at its Dalgaranga mine and poor mine planning forced major
management change. The company was placed into voluntary administration (VA) to sort out its problems
and under a new board has recently recapitalised an over-geared balance sheet with an equity raising of
A$85m. Net debt to equity at relisting will be under 10%.
A review of the mine’s performance against the earlier MRE led to a major re-estimation/reconciliation
study, which saw resource ounces drop significantly. The MRE grade declined some 35% in part by a new
estimation method, in part by a lower cut off grade.
Since adoption of the new MRE, an updated life of mine plan has provided better access to the main GMZ
orebody. Grade streaming with the processing of +1gpt ore for the first 3-4 years is forecast to produce
70-80kozpa and 25-35kozpa for 3 years, processing low grade stockpiles.
The mine has been consistently achieving >6,000oz/month for the past 9 months. 20.3koz gold was
produced in the September 2020 quarter, up 24% YoY.
Life of mine cash costs (AISC basis) are forecast at A$1400-1500/oz (ca. US$980 – 1050/oz) positioning the
mine around the midpoint of the global cost curve.
Our NPV8 for the mine is A$224m, based on what we judge to be conservative mine planning assumptions
and with an A$2500/oz gold price, flat for the life of the current 7 year reserve.
To this we add an appraised value of $44m for an advanced exploration/pre-development project,
Glenburgh (WA), and a modest increment for an extensive suite of orebody targets within the ‘shadow of
the headframe’ at Dalgaranga. Collectively this delivers a valuation of $1.00/share. Based on the issue
price, GCY’s EV/EBITDA is under 2x for the current year and also for 2021/22.
Significant valuation leverage will emerge from exploration success to deliver additional resource tonnes
to extend the 70-80kozpa mine life. Further exploration and an updated PFS could elevate Glenburgh’s
valuation and ultimately position GCY as a +120kozpa producer.
We see progressive rerating of GCY as confidence builds that the current life of mine plan is not only
deliverable but possibly conservative, and as exploration delivers more reserve ounces.
EXPLORATION UPDATE. GCY just have announced several significant drill intercepts from a drilling
undertaken during recent weeks. Results are summarised in more detail in the report, but include:
• 11m at 4.2gpt at the southern end of the GMZ in the main pit.
• Several potentially economic hits beneath the base of the nearby Sly Fox open cut.
• 20m at 2.6gpt within the Plymouth deposit, adjacent to the main pit.
We can already see potential for an additional 9-12 months of mine life with this modest drill
programme. We see the addition of 1 year of average cashflow could conceptually add around $30m
to our NPV8 (or around 12c/share).
MiFID II compliance statement: Bridge Street Capital Partners acted as co-manager to the recent $85m raising and receive fees for services
provided. See disclaimer/disclosure for more detail. By downloading this report, you acknowledge receipt of our Financial Services Guide,
available on our web page www.bridgestreetcapital.com.au.
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Investment overview
•
•

•
•
•
•

•

•

The recapitalisation of GCY provides an excellent opportunity for investors to access inexpensive
cashflow and strong leverage to not only the A$ gold price, but also the very real exploration potential
of the Dalgaranga tenements. (See Appendix 1 for the project’s location).
Based on guidance provided by GCY, our valuation of the Dalgaranga mine is around A$224m (NPV8
at A$2500/oz gold price long term; current spot is over A$2600). To this we add a heavily discounted
value for the Glenburgh gold project which holds the potential to become a 50-80kozpa operation
within the next 2 years. In total, our NPV8 now totals $254m.
With the recent capital raise, the number of shares on issue expands dramatically to 251m (on a
consolidated basis). This delivers an NPV8/share of $1.00, twice the issue price.
The refinancing of corporate debt together with the recent equity raise has substantially derisked
GCY’s balance sheet, with gearing (net debt/equity) dropping from over 200% at December 2019 to
our forecast of around 9% at December 2020.
We suggest that the $40m in gross debt could be repaid during 2021, if the board choses to do that.
Note that dividends can’t be paid until the debt drops to under $25m. See our cashflow analysis on
the following pages which demonstrates the emerging strong free cashflow into 2021.
At the issue price of 50c, GCY’s EV is A$139m. At this level, GCY is trading at ca. 1.5x EV/EBITDA for
the current year and 1.9x for 21/22, so particularly inexpensive. Estimated earnings multiples are
significantly higher (5.1x and 4.7x respectively) reflecting high D&A over the current relatively short
mine life. However, future expansion of reserves should see D&A reduce significantly.
GCY’s exploration appeal remains as attractive as it did before mine construction started 3-4 years
ago. We consider the opportunity to add ounces as excellent as GCY geologists have been starved of
exploration funding for several years. The Dalgaranga tenements retain numerous walk-up drill
targets within a short trucking distance of the plant. Drilling has already started, and encouraging
results have been reported.
Furthermore, the depth potential of existing resources has hardly been tested with only a very few
exploration drill holes extending beyond 100m depth.

Background
•

•

•
•
•
•

•
•

GCY was placed into VA in June 2019 driven by a significant under-call of grades at Dalgaranga and
by what emerged as an excessive waste moving task. This generated a significant cashflow shortfall
for an already highly geared small cap miner. This saw a change-out of the board (in October 2018)
and major changes to operational management.
At the heart of the issue – as is too often the case – was the quality of the resource and reserve model.
The near-surface oxide/transition ore at the main Dalgaranga orebody and a satellite (Golden Wings)
proved to be far more troublesome that originally anticipated, and orebody reconciliations proved
disappointing.
Severe cashflow shortfalls saw significant new equity raised in mid-2019. A working capital loan was
provided by NRW, the earthmoving contractor.
Despite efforts by the new management group, GCY’s debt burden and an ongoing grade under-call
saw the company move into VA in June 2019.
With the banks and creditors off their backs, a refreshed management team went back to basics with
a full review of Dalgaranga’s resource base and developed a workable life of mine plan.
A re-working of the MRE saw resource grades drop from around 1.25gpt to 0.8gpt in the 2019
estimate. A new life of mine plan allowed the selective mining of higher grade ore (around 1gpt). An
investment of some $10m in earthmoving provided access to the full 800m strike length of the main
GMZ orebody, which has provided a more reliable source of ore to the plant.
Considerable attention was also given to the 2.5mtpa mill, eliminating troublesome black shale ore
from the feed and improving gold recoveries (including gravity gold).
Progressively this has allowed the mine to move to its revised operating goal of 70-80kozpa gold at
cash costs of A$1400-1500/oz.
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Cashflow analysis
From construction, first gold, then into VA.
The chart below shows graphically the demise of GCY’s cashflows, the timing of its move into VA and the
operational turning point as cash began to build. With underperformance from the mine, the company’s net
debt position was becoming unsustainable. GCY’s liabilities were enhanced with a working capital facility put
in place by the earthmoving contactors during the March quarter 2019. Despite a $24.5m equity raise in April
2019 it became clear to the board that the company was on the path to bankruptcy, and it was placed into
VA less than 2 months later.

Post debt restructure and an $85m equity raise
Mid-2020 saw GCY’s Administrators and management confident enough to recapitalise GCY to allow it to
resume its ASX listing. An $80m+ debt was re-financed with a $40m facility. $85m in new equity was raised
to allow cutbacks of the main mine (based on the GMZ orebody) to continue. Creditors were paid out with
shares and cash. The following cashflow analysis demonstrates that free cashflow is forecast to increase
strongly from late next year. This, combined with low gearing, has significantly reduced balance sheet risk,
and allows surplus cash to be applied to debt repayment (amortised over 3 years), much needed exploration,
development of the Glenburgh project and eventually to dividends (possibly from mid-2021).
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Dalgaranga: the new Resource and Reserve Models
•

•

•

•

•

•

The basis for the new life of mine plan was a major work-over of the Dalgaranga ore resource and
reserve model. As so often happens in the resources sector, projects that look good on paper can be
let down by incorrect resource estimation procedures. This was the case at Dalgaranga. Initial grades
of over 1.2gpt were expected in the first 12-18 months of the mine, but these were not achieved.
Confirmation that the mine was in trouble came with an ASX release in March 2019 which showed
that the mine was significantly behind earlier guidance, seemingly down to grade reconciliations.
Guidance was dropped from 40-45koz for 1H19 to 29-34koz. But, there was no change to guidance
for 2H19 which remained at 52 to 57koz. Previous management clearly refused to believe the ore
body model was not working. There would be chocolates tomorrow, as the saying goes.
But there were none. In the company’s efforts to find the elusive higher grades, the earthmoving
task proved unsustainable. Despite GCY’s recognition that the stripping ratio for 2019 was high (14:1)
and a consistent underperformance of grade, the mine marched ahead, borrowing $12m from NRW
the earthmoving contractor and then issued new shares to raise $24.4m. Two months later the
company was placed into the hands of the administrators with significant unpaid bills.
New management then took a hard look at the resource model to assess the problem. There were
no doubt many issues, but as far as we can understand the following were the most important:
o Production grades were not reconciling with the resource model (the so called OK or ordinary
kriged model - kriging is a statistical method of extrapolating grade). A new model was
constructed by another consulting group which employed “localised uniform conditioning”
(LUC) to extrapolate grades.
o The orebody is quite complex and a large number of wireframes had been contracted to
attempt to constrain the assay data. A much simpler wire frame model was built by the
geologists such that is became more of a bulk mine, so less selective. This resulted in lower
resource/reserve grades.
o The near surface ores were shown to have been particularly problematic, especially several
of the smaller lodes in the main Dalgaranga pit and a satellite pit named Golden Wings.
Golden Wings looks to have been very troublesome and it looks to us that this was hoped to
have been the source of higher grades and strong cashflow to pay for the cutback of the
previously mined Dalgaranga pit.
o Finally, a significant proportion of the quoted resource ounces (an impressive 1.2Moz)
actually sits outside a A$2400/oz conceptual pit shell (or Optishell, referred to below).
The following waterfall chart shows how surgery on the resource model was conducted. The bulk of
the lost ounces came from mineralisation at the base of the pit which would not have been economic
at A$2400/oz. Other than this issue, the differences were relatively minor. So, why did the mine
have problems?
Some 90% of the resource sits within a single orebody, the so-called Gilbeys Main Zone (GMZ)
accessible by the main Dalgaranga open cut. This had been previously (and successfully) mined by
Equigold in the 1990’s and major cutbacks and pit dewatering had to be completed before the
orebody could be accessed. GCY’s mine had been relying on peripheral lodes which were difficult to
mine and did not deliver the required grade.
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Source: GCY ASX release 31 July 2020

•

•

In early 2020, GCY reported its new resource model, containing some 800koz at a grade of 0.84gpt
(at a 0.3gpt cut off grade) down from the previous resource estimate of 1.6gpt (at a 0.5 cut off grade).
As well, tonnes had also been added from a highly successful 10 hole drilling programme at the
southern end of the GMZ. Furthermore, a gold price of A$2800/oz was used to define the broad
resources pit shell (against $2400/oz in the previous model).
The lower cut off grade reflected a higher A$ gold price and the ability of the project to process 0.3
to 0.5gpt ore at the end of the project’s life.

Source: GCY release, 31/7/20

•

The mine had been kept running under the eagle eye of the Administrators. A sustainable plan was
put in place to allow the mine to keep producing gold and modest cash to allow the new managers
to develop a new life of mine plan.
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•
•

This allowed the geologists to undertake reconciliations of what was mined against the new (LUC)
resource model. Two large bulk samples were taken and the results were very encouraging.
As summarised in a mid-year release by GCY, ore mined in these bulk samples delivered 48% more
gold than predicted in the new resource model suggesting the re-estimation might well be
conservative. GCY urges caution about extrapolating this outperformance, but it does suggest that
we might see the mine delivering a little above resource/reserve grade.

The operational turn-around of Dalgaranga under Administration
•
•

•

•

•
•

•

Ex Evolution Mining GM, Richard Hay was reappointed as CEO in July 2019. (He had left when the
administrators were appointed). Mike McCracken was appointed as site GM.
The mine’s turnaround become evident from July 2019, and record monthly production levels were
achieved (and, importantly, maintained). The company noted that an increased proportion of feed
was likely to come from the main Dalgaranga open cut, and within that the main Gilbeys Main Zone
(GMZ). Some 90% of the project’s reserves sit within the GMZ.
Key issues diving this turnaround included:
o Reduced stripping, balancing surplus cash with the earth moving task.
o Much better grade reconciliation against the new block model.
o Mill production in line with budget: 275kt at 0.84gpt and 88.7% recovery, which delivered
6561oz gold for the month of June 2019.
o Importantly the mine was cashflow positive in June, also assisted by a rising A$ gold price.
In August 2019, GCY delivered further positive news:
o Production of 6012oz for the month of July with an increasing proportion of ore from the
GMZ.
o 12 days averaging 1gpt.
o 2% call factor.
o Blast balls had been employed to improve mining accuracy and reduce dilution.
o Excellent reconciliation had been obtained against the new LUC resource model (105%
tonnes, 100% grade).
Importantly a decision had been made to develop a new life of mine plan.
Since 3Q19, the mine has been consistently producing over 6000 ounces of gold per month with the
new mine plan. This trend in improving performance is undoubtedly attributable to an increased
proportion of ore from the wide and higher grade Gilbeys Main Zone. As well it is clear that
management has established procedures to deal with this structurally controlled, relatively low grade
orebody, and minimise dilution.
Recently release figures for the September quarter illustrates the strong turn-around in the mine’s
performance. This is certainly a credit to the new management team (and the administrators, who
held the chequebook very tightly), and vindicates the aggressive approach to rectifying past problems
with the resource and mine plan.

Source: GCY ASX update, 6 October 2020
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The New Life of Mine Plan
•
•

In mid-2020 GCY announced a new life of mine plan (LOMP). Key elements of this plan are described
are based on the updated resource/reserve model which has been tested against production with
two large bulk samples.
The revised reserve (at 4/2020) is now as follows:

Source: GCY release 31/7/20

•
•

The updated LOMP is based on mining and processing around 18.5mt at 0.8gpt delivering ca. 400koz
gold over a 7 year period. Around 88% of this production is derived from proven and probable
reserves with the balance from resources (which no doubt will eventually fall into a reserve).
The mine will use a ‘grade streaming’ strategy, selectively processing +0.5gpt ore to maximise gold
production (ca. 75-80kozpa) and cashflows in the first four years. Low grade ore (ca. 7mt at 0.3 to
0.5gpt) will be stockpiled and processed in the final three years of the current mine plan. This is
illustrated in the following chart.

Source: GCY ASX release 31/7/20

•

The following table summarises the new mine plan for Dalgaranga, compared with earlier guidance
(provided by previous management in late 2018):
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Source: GCY various ASX releases

•

•

•
•
•

The differences from the mine plan proposed prior to GCY’s ‘meltdown’ in 2019 are quite obvious,
and include the following:
o A significantly weaker production level in 2020, driven by inaccessibility to the higher grade
GMZ ore within the Dalgaranga pit.
o Thereafter slightly lower production levels driven by lower grades, for a total production
inventory some 15% lower than suggested by the earlier reserve model.
o What we estimate to be an LOM stripping ratio of around 5:1. The 3.5:1 strip in the current
LOMP excludes a significant pre-strip which is capitalised (estimated at $70-75m in 2021 and
$40-45m in 2022).
o Lower metallurgical recoveries, partly influenced by small tonneages of a black shale ore
which was not recognised in the previous resource model.
o Mill throughput has been factored in at nameplate capacity (2.5mtpa)
o As a consequence of lower gold production the all-in-sustaining costs (AISC) are up around
20% on the previous assumptions.
We have compiled a mine model which encompasses the guidance provide by GCY, and have used a
US$1750/oz gold price and FX of 0.70 (A$2500/oz). Outputs from the model are summarised in
Appendix 2. Under our assumptions the project produces strong operating cashflows (A$63m to
$107m) over the four higher grade years (2021 to 2024).
This generates a pre-tax NPV8 for the new LOMP of A$224m, which we have used in our valuation for
GCY.
Clearly the valuation is very sensitive to a number of factors, and we present those sensitivities below.
In our mind, those areas to focus on for Dalgaranga are grade (where we see modest risk to the upside
should the new reserve model prove conservative) and mine life.
Following recapitalisation of the company there should be ample funds to put into drilling in ‘the
shadow of the headframe’. There has been little exploration at Dalgaranga for 4 years driven by the
mine’s cashflow crisis. A discussion of the exploration opportunities for Dalgaranga is summarised
below.
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Moving out of VA: rebuilding the GCY balance sheet
•
•

GCY’s ‘near-death’ experience in 2019, and the subsequent re-planning of the mine’s future,
required additional equity capital, and refinancing the unsustainable debt burden.
In August 2020, GCY issued a prospectus to raise around A$85m as part of the proposed
recapitalisation of the company. In summary it was as follows:

Source GCY 2020 Annual Report

•

The new capital structure is as follows:

Recap Summary
Cash Equity Required (A$m)

85

Raise price (A$/share)

0.025

New shares issued (m)

3,408

NRW debt to equity conversion (m)

480

Large Creditors (m)

120

Bonus Shares (m)

10

Total New Shares Issued (m)

•
•

4,018

Pre Recap SOI (m)

1,005

Post Recap SOI (m)

5,023

20:1 Consolidation (m)

251

Simultaneously GCY entered into an A$40m amortising debt facility with Investec (replacing the
previous $80m loan). This will be fully drawn and is to be repaid over a period of 3 years (from 12/20).
Interest rates are a modest BBSY + 5.25% (or around 5.35%).
The debt facility has a hedging requirement with at least 40% of production to be locked in on a rolling
18 month basis (with a minimum initial hedge price of A$2400/oz).

Sensitivities at the project level
Gold price A$/oz
Costs
A$m
Grade
gpt
Mine life*

Base (A$m)
224
224
224
224

+10% (A$m)
300
183
300
315

%
34%
-18%
34%
41%

-10% (A$m)
149
266
149
-

%
-50%
45%
-50%
-

* An example (see text)

•

Gold price (and grade): A 10% rise in the A$ gold price translates to a 34% increase to our pre-tax
NPV for Dalgaranga. Typical of mid-cost producers, the sensitivity is higher on the downside, with a
10% drop in the gold price translating to a 50% drop in project NPV. Note these estimates of
sensitivities exclude the impact of gold hedging.
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•
•
•

Costs: Leverage to cost savings is similarly skewed with a 45% increase in NPV with a 10% drop in
costs, but only an 18% decline in NPV should costs rise 10%.
Note these are our estimates only, and based on a fairly simple mine model, which undoubtedly does
not account accurately for fixed and variable costs.
Mine life: We have used an arbitrary example to illustrate the strong leverage of Dalgaranga’s NPV
to mine life. In the example above we have simply assumed 3 years of cashflow from 2024 at the
average of the preceding 3 years (ca. $52m/year) then applied the cashflows from the low grade
stocks for a further 3 years. In this example, our pre-tax valuation expands by 40% to over $300m.
We consider this to be quite a realistic scenario, for reasons described in detail below.

Valuation of GCY and sensitivities

•
•
•

•

Our $1/share valuation is based on our Base case NPV8 for Dalgaranga, described above and a 50%
risked NPV for Glenburgh (discussed below).
Note that we have incorporated significant tax losses into our valuation and do not have the
company paying taxes within the current life of mine plan.
We have incorporated Dalgaranga project valuation sensitivities into the following table:

The requirement to hedge at least 40% of production (we have assumed 40% at our A$2500/oz
price assumption) restricts leverage to the gold price to the upside and downside. Unhedged we
estimate that GCY’s NPV8 leverage to a +10% move in the gold price would be +35% and -52% with
a 10% drop in A$ gold. For a mid-cost curve producer, we think this level of hedging is prudent.
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Extending the mine life at Dalgaranga
•
•

•

•
•

We believe the current life of mine plan has been conservatively engineered, from what we think is
also a conservative re-estimation of resources and reserves.
One of the best valuation leverage points for the mine is to extend the existing 3-4 year life at 7080kozpa production rates. We believe this can be done in a number of ways, notably:
o Extending the strike and down dip extent of the main GMZ orebody.
o Opportunities for satellite orebodies ‘in the shadow of the headframe’.
o Regional exploration, within say a 100km radius
We believe GCY will allocate an annual $3-4m budget to exploration with an aim of expanding higher
grade resources and pushing back the need to treat low grade stockpiles. Given the paucity of
exploration since mine commissioning we think there is an excellent opportunity to add perhaps 2 to
3 years mine life (5-7.5mt in reserves) quite quickly. There are never ‘no brainers’ in exploration, but
this goes close.
The regional exploration potential was one of the reasons we were drawn to the GCY story 5 years
ago. With the demise of “version 1” of the Dalgaranga mine plan, only limited funds were available
to advance the numerous exploration opportunities.
As discussed above, additional reserve ounces will flow through to our valuation for GCY and to GCY’s
P&L. Our D&A estimate currently averages over $500 per ounce, quite high against its gold mining
peers.

Extending the main GMZ orebody
• The current reserve is defined by an A$2100/oz gold price assumption, some 25% lower than the
current spot price. At this stage of the mine’s redevelopment this conservative assumption is
appropriate. However it does highlight the potential to further deepen the main GMZ open cut.
• In the 2019 resources review, one section highlighted this potential with resources highlighted inside
and outside a A$2400/oz pit shell. These of course would be quite high cost ounces, but it does
highlight the potential for further mineralisation at depth.

Source: GCY ASX release, 28 August 2019
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•
•

A 10 hole exploration programme conducted in early 2020 effectively replaced ounces depleted
during the previous 12 months and has focussed the geologists’ attention on the GMZ at the southern
end of the pit for further resources.
More recently a small drill programme (announced on 19 October) identified an 11m (downhole)
intercept at a very attractive grade of 4.2gpt, possibly representing a plunging high grade shoot.
Nearby a lower grade intercept is interpreted to have intercepted a fault.

Source: GCY ASX release, 19 October 2020

•

GCY believes that the southern extension of the GMZ orebody appears to offer the greatest potential
for additional reserves with a further cutback. The northern end of the pit may have some
underground potential with short runs of quite high grade gold were intercepted in deeper drilling.

Nearby satellite deposits – “shadow of the headframe”
• There have been a number of prospects of economic potential identified within a few hundred metres
of the Dalgaranga plant. These are shown on the plan, below:
• Small resources have already been defined at Plymouth and Sly Fox, with reasonable potential to
expand these modestly. We understand a common structure trends to the SE towards Seagrams,
which has shown some promising early drill intercepts.
• Mineralisation at Plymouth has been intersected in multiple drill holes, yet there is a resource of just
7.8koz identified. Mineralisation has been encountered over a 250m strike and width of perhaps
100m. A single drill hole beneath the current resource delivered 20m at an impressive grade of 2.6gpt
(including 13m at 3.8gpt). It is not possible to conclude with one drill hole that grades might be
increasing with depth, but it is a tempting thought.
• At the Sly Fox deposit (400m E of main pit) four economic width/grade intercepts were recently
obtained at depth, chasing a lone 40m at 2gpt from history. Best results are 26m at 1.8gpt, 19m at
1.4gpt and 21m at 1.2gpt all within 100m of the base of the old open cut. Eyeballing it, this could
be perhaps 800kt at 1.2gpt for perhaps 30koz: all in fresh rock and away from the troublesome
oxide/transition.
• In our review of the historical exploration results close to the plant, we believe that the area around
the southern end of the main pit to Plymouth and Sly Fox has excellent resource potential and could
(with further success) aggregate into a single pit. We look forward to the rigs rolling back into
Dalgaranga.
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•

So, in summary, a very modest drill programme completed over recent weeks, in our view has added
indications of a further 9-12 months mine life to the Dalgaranga operations. Exploration is never
easy, but the area is very underexplored. GCY is now cashed up and early results are very
encouraging.

Source: GCY release, 19 October 2020

Potential for satellite orebodies
• There are also numerous targets within a short trucking distance of the Dalgaranga plant. The
following stood out in our prowl through historic releases:
o Greencock: Series of impressive drill holes have been intercepted over a 250m strike. We
believe these have not been followed up as yet, but as shown of the section below, the
geometry of a potential orebody is starting to emerge. Furthermore, air core drilling has
identified gold anomalism over a 1.5km strike, which has yet to be followed up by RC drilling

14

Source: GXY release, September 2018

Source : GCY 2019 Annual Report

o

o

Tanqueray, located some 1.8km to the NW of the plant yielded GCY’s best-ever intercept of
8m 374gpt, but follow up drilling failed to deliver any volume. Regional air core drilling has
identified gold mineralisation 200-300m to the west. This area is very underexplored.
The Hendricks prospect, 3km to the east of the plant, was identified with air core drilling.
There looks to be quite a reasonable chance that a modest resource will be identified here.

Source: GCY 2016 annual report
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Dalgaranga’s depth potential: paucity of deep drilling
• The following plan highlights how little deep drilling has occurred around Dalgaranga with deeper
drilling largely confirmed to the known resources at the time (GMZ and Golden Wings).
• History has shown that gold can be variably distributed in the near-surface oxide and transition so
areas cannot be written off without deeper RC or diamond drilling
• We therefore consider the entire Dalgaranga region to be very underexplored, given negligible drilling
beneath 100m. Many of the tenements are covered with surficial sediments which are likely to be
masking primary gold targets beneath. GCY geologists will therefore need to undertake rigorous
soil/auger geochemical surveys in conjunction with regional geophysics. This will likely be followed
up by inexpensive air core drilling, then RC and diamond drilling of significant anomalies.

Source: GCY presentation at Precious Metals Investment Symposium, October 2018
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The Glenburgh gold project
•

Glenburgh is GCY’s second project. The Glenburgh and Mt Egerton gold deposits are located in the
southern Gascoyne province of WA, some 250km east of Canarvon. The deposits consist of gold
mineralised systems hosted in interpreted remnants of Archaean terrain in a Proterozoic mobile belt.

Source: Gascoyne Resources website

•

Prior to the acquisition of the Dalgaranga project, the key asset within Gascoyne (and its predecessor,
Helix Resources) was the Glenburgh project. A Preliminary Feasibility Study was completed during
2013, based on the following resource. It also incorporated resources at the small but high grade Mt
Egerton project.

Source: Gascoyne Resources Annual Report 2016

•

The study was completed by a number of independent consultants and investigated several
development options based around a carbon in leach (CIL) treatment facility processing
approximately 1.2 mtpa. The project included a number of conceptual mill feed sources including
eleven open pits at Glenburgh, a high grade open pit at the Mt Egerton project and an underground
development at the Zone 126 deposit at Glenburgh.
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•

•
•
•
•
•

A summary of the project metrics as thy were seen in 2013 were:
o An Initial Mining Inventory of 4.9Mt @ 2.0g/t gold for 316,000oz of contained gold
o 1.2Mtpa processing rate producing 73,000ozpa
o Mine Life of over 4 years with exploration potential not included
o Metallurgical recoveries of 94.5
o Capital cost of $60.4 million (assuming a second hand plant)
o Pre-production working capital of $10 million
o All-in sustaining costs of $994/oz
The Glenburgh project then shifted to permitting. A mining lease has now been issued and mining
approvals are now in place.
Exploration continued at Glenburgh over the next 3 to 4 years. However, the PFS and then BFS for
Dalgaranga slowly saw the project move back to second place. As far as we can see, there was very
little achieved in advancing Glenburgh toward production.
Studies were conducted on a higher grade underground at Zone 126 (which has a resource of 63koz
at 4.6gpt).
Extensive metallurgical testwork was completed, which delivered encouraging recoveries (93 to
97%).
Our A$98m valuation for Glenburgh is based on the scoping study parameters released by the
company in 2013, using a US$1750/oz gold price forecast. We concede there is a good deal of
uncertainty attached to this project, but we have no doubt it is high on the priority list for new
management at GCY. To account for this uncertainly we have risk adjusted our valuation by 50%.

Exploration and resource upside at Glenburgh
• The failure of the Dalgaranga project starved GCY of capital to advance exploration at Glenburgh.
Commentary in the 2016, 2017 and 2018 annual reports from GCY remained optimistic regarding the
potential for additional ounces.
• Over the course of 2017 and 2018 a modest exploration budget achieved a number of successes,
which included:
o The identification of a 6km gold geochemical anomaly to the NE of the Glenburgh trend
(already over 12km in strike length).
o Limited deeper drilling of the Chevelle discovery within this NE trend. The best recorded
intercept was 4m at 8.4gpt, which we believe has not been followed up.
o Infill drilling of the Central Deposits delivered the Cobra oreshoot with best intercepts
including 7m at 7.8gpt from 84m (including 4m at 12.6gpt) and 9m at 5.5gpt from 50m
(including 4m at 9.5gpt).
o And to the south west, exploration identified two very prospective zones, Torino and
Thunderbolt
o The 2018 annual report tabulated several quite encouraging intercepts from Torino, obtained
over a 900m strike length. As far as we are aware there has not been a resource estimated
at Torino.
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As well, several wide intercepts of modest grade were obtained from Thunderbolt:

As far as we are aware the 2017 and 18 drilling has not been incorporated in the Glenburgh resource.
There clearly ample potential to expand the current resource, especially to the NE (beneath the
geochemical anomaly and toward Chevelle) and to the SW, encompassing Torino and Thunderbolt.
The discovery of the Cobra deposit suggests there is additional potential within the strike extent of
Glenburgh mineralisation. The only constraint to the delineation of additional ounces seems be the
ability of the geologists to access a drilling budget.

Source: GCY 2019 annual report. Stars indicate deposits referred to in the text
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The Mt Egerton deposit: incremental high grade ounces for Glenburgh
•

The Egerton deposit is located some 150km to the east of Glenburgh and has been suggested as the
source of higher grade feed for the mill. The resource is modest, just 24koz, but the grade well above
that of the Glenburgh deposits.

Source; GCY 2018 Annual Report

•

Mt Egerton consists of two granted mining leases and two granted exploration licences covering
approximately 180km² of the Lower Proterozoic Egerton inlier in the Gascoyne Region of Western
Australia.

•

West of the Hibernian deposit the Gaffney’s Find prospect lies on another granted mining lease where
a number of shallow historic workings lie on a north east trending shear zone extending over 4km,
with drill intercepts including 4m @ 72.3 g/t gold and 5m @ 15.9 g/t gold. Elsewhere within the
project there are a number of prospects aligned along the 8km long poorly tested Hibernian shear.

Source; GCY 2018 Annual Report

•

To us the Mt Egerton project looks very underexplored, and as Glenburgh, only constrained by the
lack of funds for a drilling budget. There appear to be numerous walk-up drill targets within
tenements which have not seen a rig for many years.
20

•
•

The Hibernian trend to the south west of the high grade Hibernian deposit appears to be poorly tested
as does the shear zone that hosts the high grade Gaffney’s Find prospect
As with Glenburgh, there might also be the opportunity of consolidating other tenements and
resources near to the Mt Egerton project.

Other exploration opportunities held by GCY
• GCY’s recent presentation presents a number of other gold exploration projects held 100% by the
company. Their location is shown on the plan in Appendix 1. Most are only lightly explored and
present excellent opportunities for regional exploration when budgets allow.
• The key projects include:
o Mumbakine Well – located adjacent to Capricorn Metals Ltd’s Karlawinda project in WA;
prospects have been subject to limited historic exploration
o Beebyn – located 45km north of Cue in WA. The Big Bell lineament passes through the middle
of the tenements and previous exploration has identified arsenic anomalies that have not
been tested for gold.
o Base metal prospects – within the northern portion of the Dalgaranga tenements is the
previously discovered Lasoda VMS prospect with drill intercepts of 6.4m at 17.5% zinc (plus
minor lead and copper) and 6m at 7.4% zince (again, minor lead, copper, silver). Little work
has been conducted for over 10 years.

Management
Core to the management group is the ‘mine rescue team’ of Richard Hay (CEO) and Michael McCracken* (GM
Dalgaranga) who, under the watchful eye of the administrators managed to resuscitate the earlier mine plan,
deliver a strongly cashflow positive outcome. Mr Hay and CFO David Coyne (with the assistance of the
Administrators and the refinancing bank, Investec) led the charge to recapitalise GCY.
On the board Mr Hay is supported by Chairman George Baulk, an ex MD of Northern Minerals and a WMC
veteran, and Rowan Johnson, an experienced mining engineer from the WA goldfields.

*Note that Mr McCracken is now on extended leave following a 6 month stint at the mine site, a result of
COVID-19 restrictions.
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Comparables
•

•
•
•
•

Even with its relatively short mine life, GCY features quite well on our small-mid cap advanced
exploration/devco table for the WA golds. And as we’ve discussed at length above, we see ample
opportunity for additional ounces at Dalgaranga and its satellites and also at the Glenburgh gold
project.
With GCY’s EV of around $121m, it tends to group more with the advanced explorers, such as
Bardoc and Rox. To take nothing away from these companies, they are still a long way and many
millions of dollars away from cashflow.
With an EV per resource ounce of $66/oz, GCY compares again with the likes of Rox and Breaker,
both a long way from production, and neither with particularly outstanding assets.
We would see the peer group as consisting of the likes of Dacian, Red 5 and Ora Banda, which offer
resources in the $110 to 120/resource ounce. GCY’s share price needs to nearly double to get into
this range.
GCY looks less inexpensive on a $/reserve ounce, given that the Glenburgh project is yet to deliver
reserves. We can see good opportunity for GCY to expand its reserve position over the next 12 – 18
months, at both Dalgaranga and at Glenburgh.
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Appendix 1. Location plan

Source: GCY presentation, August 2020
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Appendix 2. Dalgaranga mine model summary

Source, BSCP estimates
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General Advice Warning
By downloading this report you acknowledge receipt of our Financial Services Guide, available on our web page
www.bridgestreetcapital.com.au.
Bridge Street Capital Partners Pty Ltd is licensed to provide financial services in Australia; CAR AFSL 456663; Level 14, 234 George
Street, Sydney NSW 2000
Bridge Street Capital Partners Pty Ltd is providing the financial service to you.
General Advice Warning
Please note that any advice given by Bridge Street Capital Partners Pty Ltd or its authorised representatives (BSCP) is GENERAL advice,
as the information or advice given does not take into account your particular objectives, financial situation or needs. You should,
before acting on the advice, consider the appropriateness of the advice, having regard to your objectives, financial situation and
needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant
Prospectus, PDS or like instrument.
Disclaimers
BSCP provides this financial advice as an honest and reasonable opinion held at a point in time about an investment’s risk profile and
merit and the information is provided by BSCP in good faith. The views of the adviser(s) do not necessarily reflect the views of the
AFS Licensee. BSCP has no obligation to update the opinion unless BSCP is currently contracted to provide such an updated opinion.
BSCP does not warrant the accuracy of any information it sources from others. All statements as to future matters are not guaranteed
to be accurate and any statements as to past performance do not represent future performance. Assessment of risk can be subjective.
Portfolios of equity investments need to be well diversified and the risk appropriate for the investor. Equity investments, made by
less experienced investors, in listed or unlisted companies yet to achieve a profit or with an equity value less than $50 million should
collectively be a small component of a balanced portfolio, with smaller individual investment sizes than otherwise. Investors are
responsible for their own investment decisions, unless a contract stipulates otherwise. BSCP does not stand behind the capital value
or performance of any investment. Subject to any terms implied by law and which cannot be excluded, BSCP shall not be liable for
any errors, omissions, defects or misrepresentations in the information (including by reasons of negligence, negligent misstatement
or otherwise) or for any loss or damage (whether direct or indirect) suffered by persons who use or rely on the information. If any
law prohibits the exclusion of such liability, BSCP limits its liability to the re-supply of the Information, provided that such limitation
is permitted by law and is fair and reasonable.
Disclosures
Dr Chris Baker, an authorised representative of BSCP, certifies that the advice in this report reflects his honest view of the
company. He has 29 years investment experience in wholesale capital markets. He worked as a mining analyst for brokers BZW and
UBS for 11 years and has a further 16 years’ experience as a mining analyst and portfolio manager with Colonial First State and
Caledonia Investments. He now provides independent financial advice on a part time basis. He may own securities in companies he
recommends but will declare this when providing advice. He currently owns shares in GCY. He is remunerated by BSCP but is not paid
a specific fee for providing this report. BSCP, its directors and consultants may own shares and options in GCY and may, from time to
time, buy and sell the securities of GCY.
BSCP earned fees from the recent capital raising undertaken by GCY and were co-managers to the issue.
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Appendix 1
US Disclaimer: This investment research is distributed in the United States by Bridge Street Capital Partners Pty Ltd and in certain
instances by Enclave Capital LLC (Enclave), a U.S.-registered broker-dealer, only to major U.S. institutional investors, as defined in Rule
15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities
and Exchange Commission. This investment research is not intended for use by any person or entity that is not a major U.S.
institutional investor. If you have received a copy of this research and are not a major U.S. institutional investor, you are instructed
not to read, rely on or reproduce the contents hereof, and to destroy this research or return it to Bridge Street Capital Partners Pty
Ltd or to Enclave. The analyst(s) preparing this report are employees of Bridge Street Capital Partners Pty Ltd who are resident outside
the United States and are not associated persons or employees of any U.S. registered broker-dealer. Therefore, the analyst(s) are not
subject to Rule 2711 of the Financial Industry Regulatory Authority (FINRA) or to Regulation AC adopted by the U.S. Securities and
Exchange Commission (SEC) which among other things, restrict communications with a subject company, public appearances and
personal trading in securities by a research analyst. Any major U.S. institutional investor wishing to effect transactions in any securities
referred to herein or options thereon should do so by contacting a representative of Enclave.
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