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Wednesday, 2 September 2020

De Grey Mining (DEG)

A Falcon swoops in — Another new zone for Hemi
Analysts: Matthew Keane | Michael Eidne

Quick Read

De Grey Mining (DEG) has discovered yet another major zone of gold mineralisation at
Hemi (100% DEG). The new northwest-southeast trending Falcon Zone sits to the west of
the Aquila Zone. Falcon consists of altered brecciated intrusion, analogous to Aquila, and
has been defined over 1.8km. This is already 800m longer than the Aquila Zone, for which
Argonaut estimates a current endowment of ~¥1.2Moz @ ~2.1g/t (see previous research).
Better drill results from Falcon include; 58m @ 2.1g/t Au from 64m, 21m @ 3.4g/t Au (RC)
from 40m (AC) and 19m @ 2.1g/t Au (AC). The Hemi discovery continues to surprise with
new mineralised lodes. Today’s announcement follows the confirmation of a higher grade

sub-vertical lode in the Crow Zone last week, which included a RC drill intercept of 64m @
13.4g/t Au from 141m. SPEC BUY recommendation maintained with a $1.35 target price.

Event: New discovery at Hemi | View: Positive

A Falcon swoops in: The newly discovered Falcon Zone already has a 1.8km strike based
on prospective intrusive geology, which is almost twice the length of the Aquila Zone. AC
drilling has confirmed gold mineralisation over 1.5km and RC drilling in the northernmost
240m has intercepted gold to a depth of 200m. Falcon remains open to the south and at
depth.

Better AC drill results include:

e 21m @ 3.4g/t Aufrom 40m and 19m @ 2.1g/t Au from 68m

e 12m @ 2.0g/t Aufrom 93m

e 29m @ 1.3g/t Au from 56m

Better RC drill results include:

e 58m @ 2.1g/t Au from 64m

e 11m @ 1.2g/t Au from 199m

e 24m @ 0.8g/t Au from 167m (finishing in ore with a diamond tail)

Strong newsflow to continue: DEG has six rigs operating in and around Hemi. One AC rig
is chasing the Falcon intrusive further to the south, while a second ACrig is testing regional
Hemi lookalikes including Shaggy, Scooby and Antwerp. A RC rig is drilling north to south
at Falcon, with a diamond rig following up with deeper tails. A second RC rig is testing
northwest extensions to the Crow subvertical lode and a second diamond rig is drilling out
depth extensions to the main Aquila and Crow zones. This will maintain a steady stream
of newsflow leading up to a maiden Indicated and Inferred Resource for Hemi, which we
expect to be released in H1 2021. Metallurgical work is ongoing, and the Company is
testing a number of established methods to liberate gold from sulphides.

Recommendation

Our revised valuation for DEG is $1.50 (from $1.45), applying a DCF model for a 7.5Mtpa
throughput operation. We increase our target price to $1.35 (from $1.16, detailed on Page
4). Argonaut maintains a Speculative Buy recommendation.
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Falcon is a new zone of intrusive
mineralisation...

...with an estimated strike of
1.8km...

...which remains open to the south
and at depth...

...with the best RC intercept to
date of 58m @ 2.1g/t Au

A Falcon swoops in

DEG has discovered yet another major zone of gold mineralisation at Hemi. The new
northwest-southeast trending Falcon Zone was previously considered to be an extension
of the Aquila Zone (as noted in our research report “Aquila turns the corner”), but is now

understood to be a separate intrusion, albeit with similar geological and mineralisation
characteristics. Falcon consists of an altered brecciated intrusion, which has been defined
over 1.8km. This is already 800m longer than the Aquila Zone, for which Argonaut
estimates a current endowment of ~1.2Moz. We estimate the total inventory for Hemi
could be up to 3.9Moz @ ~1.6-1.8g/t.

Better AC drill results from Falcon include:

e 21m @ 3.4g/t Aufrom 40m and 19m @ 2.1g/t Au from 68m

e 12m @ 2.0g/t Au from 93m

e 29m @ 1.3g/t Au from 56m

Better RC drill results from Falcon include:

e 58m @ 2.1g/t Au from 64m

e 1lm @ 1.2g/t Aufrom 199m

e 24m @ 0.8g/t Au from 167m (finishing in ore with a diamond tail)

Figure 1. Plan view map of drill intercepts in the newly discovered Falcon Zone
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Figure 2. Cross section showing a long shallow RC intercept into the north of Falcon
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Figure 3. Diamond drill core from hole HERC233D (shown in Figure 2 above, labelled assays
pending). The strong sulphide rich alteration and brecciation is similar to mineralisation in
the Aquila Zone.

...but core shows similar
characteristics to Hemi style gold
mineralisation

Source: DEG
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Argonaut applies a DCF valuation,
using a similar plant scale to the
Gruyere project

Variations to our model include;
higher average grades, a shorter
mine life, higher capex for POX and
slightly lower recoveries

Our target price increases from
$1.16/sh to $1.35/sh

Valuation

Argonaut applies a DCF based valuation using Gold Road Resources, Gold Fields (50:50 JV)
7.5Mtpa Gruyere Project as a basis for some of our assumptions. Gruyere is the last large-
scale open pit gold development constructed in Western Australia. Variations to our
model include slightly higher grades, reflecting our most recent estimate for gold
mineralisation (3.9Moz @ 1.6-1.8g/t), more conservative overall recoveries of 92%
(previously 94%, versus initial Pressure Oxidation tests which achieved up to 96%) and a
shorter mine life (reducing 15 to 12 years to be more in line with our tonnage estimates).
Our capex estimate for a POX plant also increases from $150m to $200m.

Table 1. Argonaut Hemi DCF assumptions

Metric Measure  Value
Mine Life Yrs 12
Throughput Mtpa 7.5
Ave. Head Grade g/t 1.5
Ramp-up Time Yrs 1.0
Stage 1 Grade g/t 2.0
Stage 1 Years Yrs 3
Stage 2 Grade g/t 13
Stage 2 Years Yrs 6
Stage 3 Grade g/t 1.0
Stage 3 Years Yrs 6
Ave. Recovery % 92%
Ave. Gold Production kozpa 332
Preproduction Capex ASm 450
Sustaining Capex ASmpa 6
POX Capital ASm 200
Ave. AISC AS/oz 960
Average Gold Price Us$/oz 1,500
FX AUD/USD 0.70
Post Tax NPV ASb 15

Source: Argonaut

Argonaut continues to value the existing resources at the Mallina Project on an
EV/Resources basis (A$85/0z), however we acknowledge that they would likely be
processed through a central mill at Hemi. A further $150m is allocated to exploration
upside, largely based on the prospectivety of potential Hemi repeats in areas such as
Scooby, Shaggy and Antwerp. With the change above, our NAV for DEG increases from
$1.45/sh to $1.50/sh. Given the increasing likelihood that Hemi will progress to
development, given its scale, proximity to major infrastructure/services and favourable
mining geometry, we have reduced our risk discount from 20% to 10% to achieve a
$1.35/sh target price (previously $1.16/sh).

Table 2. Argonaut’s sum of parts valuation for DEG

Sum of Parts Valuation Methodology Value (ASm  Value ps (ASps)
Hemi DCF 1482 1.24
Existing Mallina Resources AS85 per Resource Ounce 184 0.15
Exploration Upside Est. Transactional value of Tenure 150 0.13
Corporate Overheads 15 year DCF -44 -0.04
Cash Reported cash at 30 June 20 0.02
Debt Reported debt at 30 June 0 0.00
Total 1792 1.50
Discount 10%
Target Price 1.35

Source: Argonaut
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Important Disclosures
Argonaut acted as Joint Lead Manager in respect of the Placement that raised $31.2M in April 2020 and received fees
commensurate with this service. Argonaut holds or controls 124,000 DEG Shares.

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).

For U.S. persons only

This research report is a product of Argonaut Securities Pty Limited, which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s)
is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing
requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Argonaut Securities Pty Limited only to "Major Institutional Investors" as
defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof
by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a
Major Institutional Investor as specified above, then it should not act upon this report and return the same to the sender.
Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major
Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof
by the SEC in order to conduct certain business with Major Institutional Investors, Argonaut Securities Pty Limited has
entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Transactions
in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker
dealer.

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.

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
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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.

Copyright

© 2020. 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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