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Quick Read 

Mallina output plans continue to expand. Costs have been on the rise too, but gold always 

wins longer term. Maintain buy recommendation. 

Main points 

PFS: De Grey has completed a pre-feasibility study for the Mallina project. 

Changes from the October 2021 scoping study include:  

• The PFS mine plan, including the regional deposits, assumes a 6.8Moz inventory, 

compared to 5.1Mozs used in the scoping study.  

• Within the total inventory, Hemi’s estimated inventory is up from 95Mt at 

1.42g/t at 4.9:1 waste:ore, to 114Mt at 1.54g/t at 6.1:1 waste:ore. The increase 

in strip ratio is driven mainly by geotechnical considerations.  

• The Hemi inventory includes 103Mt at 1.55 g/t (5.1Mozs) in probable reserves, 

estimated for the first time.  

• Capital costs are up from $893M to $1,053M including a $68M pre-strip. 

• Estimated processing costs are down 10% to $24/t, due mainly to the 

identification of reduced neutralisation requirement. Mining costs are up from 

$21/t to $31/t, due to the strip ratio change and industry cost increases seen in 

the last 12 months. 

• Instead of 470kozspa over the first five years, De Grey is looking at 550kozspa, 

with some grade streaming taking the early head grade average up to 1.75 g/t. 

Metallurgical recovery projection has increased from 93% to 93.6%. 

The planned ore processing rate has been maintained at 10Mtpa. Open pit only is 

considered at this stage. 

A schedule is set for completion of a DFS in 2023, construction from 2023 to 2025 and 

production from 2025.  

No net change under our assumptions: In our model Mallina’s post tax NPV is essentially 

unchanged as cost increases offset higher output assumptions.  

Making light of POx: The projected flotation performance, and oxidation/CIL recoveries 

from all ore types and sources are very good at a very tolerable costs, and that may be an 

area that potential financiers or acquirers will want to bed down. 

Recommendation 

Mallina passes the second study iteration with no backward steps and withstands some 

market-imposed inflation. We think a group will eventually pay up for control of De Grey, 

because Hemi’s long-life, high-volume potential transcends gold price and cost inflation 

concerns. Our valuation and recommendation are unchanged at $1.40/share and buy, 

respectively. 
Please refer to important disclosures 

at the end of the report (from page 5) 

Code: DEG

Sector: Materials

* All figures in AUD unless stated otherwise

Shares on Issue (M):

Market Cap ($M):

Net cash ($M June 2022) 65

Enterprise value ($M):

52 wk High/Low (ps): $1.44 $0.74

12m av. daily vol. (Mshs): 6.57

Key Metrics 

FY25e FY26e FY27e

P/E (x) 0.0 3.4 3.3

EV/EBITDA (x) -46.5 2.2 2.1

Financials:

FY25e FY26e FY27e

Revenue ($M) 0 1,144 1,271

EBIT ($M) -28 505 524

NPAT (A$M) -27 398 414

Net assets ($M) 609 944 1,187

Op CF ($M) -27 518 517

Per share data:

EPS (c) -1.9 28.2 29.4

Dividend (cps) 0.0 0.0 7.0

Yield (%) - - -

CF/Share (cps) -1.9 36.8 36.7

Prod (koz Au) 0 474 527

Share Price Graph and trading volumes (msh)

1,409

1,367

1,302
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De Grey Mining Equities Research

Analyst: John Macdonald

Recommendation Buy Sector Metals & Mining

Current Price $0.97 Issued Capital (Mshs) 1,409

Valuation $1.40 Market Cap (M) $1,367

Profit & loss ($M) 30 June 2022E 2023E 2024E 2025E Financial ratios 2024E 2025E 2026E 2027E

Sales Revenue 0 0 0 0 GCFPS A¢ -1.7 -1.9 36.8 36.7

+ Other income/forwards 0 0 0 0 CFR X 0.0 0.0 2.6 2.6

- Operating costs 0 0 0 0 EPS A¢ -1.7 -1.9 28.2 29.4

- Royalties 0 0 0 0 PER X 0.0 0.0 3.4 3.3

- Corporate & administration -10 -28 -28 -28 DPS A¢ 0.0 0.0 0.0 0.1

Total Costs -10 -28 -28 -28 Yield % 0.0% 0.0% 0.0% 7.2%

EBITDA -10 -28 -28 -28 Interest cover x -18.7 -5.1 66.9 82.5

- margin 0% 0% 0% 0% ROCE % -4% -2% 43% 47%

- D&A 0 0 0 0 ROE % -5% -6% 53% 44%

EBIT -10 -28 -28 -28 Gearing % 70% 112% 59% 37%

+ Finance Income/Expense 0 0 -2 -6

PBT -10 -28 -30 -34 Operations summary 2024E 2025E 2026E 2027E

- Tax expense 1 6 6 7 Mallina project

- Impairments and other Ore processed (Mt) 0.0 0.0 9.0 10.0

NPAT -9 -22 -24 -27 Head grade (g/t) 0.00 0.00 1.75 1.75

Met. recovery 0.00 0.00 0.94 0.94

Cash flow ($M) 2022E 2023E 2024E 2025E Gold prodn (kozs) 0 0 474 527

+ Revenue 0 0 0 0

- Cash costs -10 -28 -28 -28 Cost per milled tonne (A$/t) 0 0 53 56

- Forwards 0 0 0 0 Cash costs pre royalty (A$/oz) 0 0 1097 1168

-Tax payments 1 0 6 7 All in sustaining costs (A$/oz) 0 0 1223 1292

+ Interest & other 0 0 -2 -6 Growth capital ($M) 493 560 3 6

Operating activities -10 -28 -24 -27

- Property, plant, mine devel. -89 -42 -493 -560 Valuation summary  A$M A$/sh

- Exploration -4 -32 -20 -20 Mallina project 7% real after tax DR 1891 1.34

Investment activities -93 -74 -513 -580 Exploration, all sites 284 0.20

 + Borrowings 0 0 400 400 Corporate overheads -147 -0.10

- Dividends 0 0 0 0 Cash 75 0.05

+ Equity 126 135 360 0 Debt 0 0.00

Financing activities 126 135 760 400 Tax benefit 60 0.04

Cash change 24 33 224 -207 Hedging 0 0.00

Option/equity dilution -186 -0.13

Balance sheet 2022E 2023E 2024E 2025E NAV 1,977 1.40

Cash & bullion 85 118 341 134

Other Current Assets 0 0 0 0 Directors, management

Total current assets 85 118 341 134 Simon Lill Non-Executive Chairman

Property, plant & equip. 167 209 702 1262 Glenn Jardine Managing Director

Investments/other 0 0 0 0 Andy Beckwith Executive Director

Total non-curr. assets 167 209 702 1262 Peter Hood Non-Executive Director

Total assets 252 327 1043 1396 Ed Eshuys Non-Executive Director

Trade payables 12 13 6 40 Samantha Hogg Non-Executive Director

Short term borrowings 0 0 0 120 Paul Harvey Non-Executive Director

Other 12 13 68 68

Total curr. liabilities 24 26 74 107 Top shareholders M shs %

Long term borrowings 0 0 400 680 Gold Road Resources 280 19.9

Other 0 0 0 0 State Street Corporation 110 7.8

Total non-curr. liabil. 0 0 400 680 Jupiter Investment Management 99 7.0

Total liabilities 24 26 474 787 Invesco Australia 71 5.0

Net assets 228 301 570 609

Resources June '22 Mt g/t Au Kozs Mkt cap/oz

Shares 2022E 2023E 2024E 2025E Mallina gold project 251.0            1.32 10,635          129

New shs issued/exerciseable 118 152* 301* 3     Measured & indicated 158.0            1.34 6,808            

Average issue price 1.07 0.89* 1.19* 0.00     Inferred 93.0              1.28 3,828            

Ordinary shares - end 1409 1561 1862 1865 Includes probable reserves 103.0            1.55 5,133            266

Diluted shares - end 1415 1565 1865 1865 

*Argonaut assumption

Argonaut model Jun '22 Mt g/t Au Kozs 

Price assumptions 2022E 2023E 2024E 2025E TOTAL INVENTORY 139.0            1.55 6,931            197

AUDUSD 0.726 0.725 0.725 0.725 Hemi open pit 114.0            1.54 5,645            

Gold 1819 1810 1775 1750 Satellite open pit 25.0              1.60 1,286            

Gold 2504 2497 2448 2414

Thursday, 8 September 2022
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Market expectations, as at 8 September 2022 

Fig. 1: Check model run at spot gold, DEG share price of $0.97 (as at 8 September 2022). 

Argonaut estimates the market expects 30% margin above total costs, and 4.6Mozs to be 

produced. 

 
Source: Argonaut research 

 

Valuation 

Argonaut’s De Grey valuation is based on a discounted cash flow valuation of the Mallina 
project, and an informal estimate of exploration assets value and nominal assessment of 

De Grey’s other assets and liabilities, as at June 2022. Assumptions about Mallina’s future 
development and cash flows are based on De Grey’s September 2022 pre-feasibility study, 

with differences in timing and price settings. A real, after tax discount rate of 7% is used. 

Future tax benefits are added back as an estimate of present value. Argonaut’s base case 
commodity and currency forecasts, set out in the summary table, are used to estimate the 

base case NAV. 

 

Fig. 2: Valuation summary, projected June 2022 

 
Source: Argonaut research 

  

Gold price A$/oz 2625 2625 2625

US$/oz 1799 1799 1799

Exch rate 0.685 0.685 0.685

De Grey June  2022 Post construction 1st quarter

Gold production per quarter kozs 125

Reported AISC A$/oz 1350

Net cash & bullion (EOP) $M 75 -1175 -1107

Cost to get to first prodn $M 1250

Total costs $M 260

CAIC A$/oz 2077

S/holder cash build/qtr $M 68

AISC/CAIC 65%

Market Capitalisation $M 1367 1367 1367

EV $M 1292 2542 2473

Cash banked/EV 2.8%

Margin 26%

Expected margin 30% 30% 30%

Expected reserve kozs 4561 4561 4438

Par quarter $M 77

Valuation summary  A$M A$/sh

Mallina project 7% real after tax DR 1891 1.34

Exploration, all sites 284 0.20

Corporate overheads -147 -0.10

Cash 75 0.05

Debt 0 0.00

Tax benefit 60 0.04

Hedging 0 0.00

Option/equity dilution -186 -0.13

NAV 1,977 1.40
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Key risks to valuation 

Mineable inventory 

Argonaut’s estimates of mineable inventories at Mallina are based on De Grey’s pre-

feasibility study figures, including inferred resources as per De Grey’s mine plans.  

Metallurgy 

De Grey’s early tests indicate high rates of recovery using conventional pressure oxidation 

processes. Other large scale operations with successful operating records use the 

technologies available to and being considered by De Grey. 

Gold price  

Our estimates of De Grey cash flows are sensitive to the gold price. Each 10% change in 

the Australian dollar gold price changes our valuation by 20%. 

Costs  

Cost assumptions are based on pre feasibility study estimates. Study cost accuracy is +-

15-25%. 

Equity dilution 

De Grey may seek to finance its activities by issuing new shares. The number of shares and 

the price at which new shares are issued affect our valuation of the existing shares. We 

have assumed 150M new shares issued in FY 2023 at $0.90 per share and 300M new 

shares issued in FY24 at $1.20 per share. 

Exploration success 

De Grey may invest its cash and any future free cash flows in exploration and/or other 

mineral asset acquisitions. Valuation assumes that future exploration and investments 

achieve acceptable returns. Subjective value is attributed to exploration assets at Mallina. 

Interest rates/discount rates 

Argonaut takes cash flow risk into account when choosing discount rates for different 

projects. Our valuation is sensitive to the discount rate used. A 2% change in the (after 

tax) discount rate makes a 16-20% difference to our De Grey valuation. 
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Important Disclosure 

Argonaut Securities Pty Limited acted as Joint Lead Manager & Joint Bookrunner and Argonaut PCF Limited acted as 

Joint Underwriter to the $125M Placement announced 20 October 2021 and received fees commensurate with these 

services. 

 

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. 

 

General Disclosure and Disclaimer 

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) for the use of the 
clients of ASPL 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. 

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 has 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, 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, 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 
overall revenues. 

 

Copyright 

© 2022.  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.  Argonaut Securities Pty 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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