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Hartleys Brief Investment Conclusion

Chairman & MD
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Norman Seckold (Chairman) 8.4%

OCJ Investments              5.6%

Company Address
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  - fully diluted

Market Cap

  - fully diluted
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EV/Resource Au eq oz A$62/oz

EV/Reserve  Au eq oz A$144/oz

Prelim. (A$m) FY12e FY13e FY13e

Prod (koz Au) 0.0 38.0 76.0

Op Cash Flw -3.1 33.0 80.9

Norm NPAT -9.0 34.4 80.5

CF/Share (cps) -1.0 2.8 6.2

EPS (cps) -0.9 2.8 6.7

P/E -22.4 7.8 3.4

Ag Au

Resources (Moz) 35.4 1.7

Reserves (Moz) 15.3 0.7

Trent Barnett

Head of Research

Ph: +61 8 9268 3052

E: trent_barnett@hartleys.com.au

Hartleys has assisted in the completion of a capital

raising in the past 12 months for Cerro Resources

Limited for which it has earned fees. See back page

for details.

796.7m

A$160.9m

A$171.3m

A$140.0m

12 Jul 2011

$0.215

Gold & Silver developer/explorer in Mexico.

Anthony (Tony) McDonald (MD)

Suite 1, 895 Ann St, 

Fortitude Valley, QLD, 4006

Undervalued but yet to determine funding for Cerro del 

Gallo project. There is significant potential exploration 

upside at Namiquipa and Mt Phelp.

Norman Seckold (Chairman)

 

CERRO RESOURCES NL 

Gallo on the block to develop and explore 
Cerro Resources NL (“Cerro”, “CJO, “Company”) is a gold & silver 

developer and exploration company.  It was formally known as Kings 

Minerals Ltd (KMN).  It has three main assets – a gold/silver development 

(Mexico), silver/base-metal exploration (Mexico) and iron ore exploration 

(Queensland, Australia). 

Cerro del Gallo silver/gold development 

The Company acquired the Cerro del Gallo project (a gold/silver/copper 

porphyry) in 2004.  The Company recently released a feasibility study to 

mine low grade gold/silver in two stages and leave the copper in-situ.  The 

first stage is a 4.5Mtpa heap leach operation and the second stage is a 

3Mtpa CIL operation.  Including stage 2, the mine life is expected to be ~15 

years.  The grade is low (0.69g/t Au and 14.8g/t Ag), however, because the 

ore body is a hill, and mineralisation extends to the surface, the strip ratio is 

very low (less than 1 for life of mine).  Consequently, C1 costs are expected 

to be ~$500/Au equivalent.  Cash costs in the early years are much lower 

(we have FY12 of $348/Au eq oz).  Goldcorp owns 35% of the project but 

we assume will be diluted upon a decision to mine.  We expect a decision to 

mine will be made in the next six months, with construction beginning in 

early CY12 and production around a year later (ie by March 2013). 

Namiquipa silver exploration project 

CJO acquired the Namiquipa project (also located in Mexico) on 11 March 

2011.  The project consists of concessions totalling 4,400ha. It includes the 

La Venturosa silver mine, which was the site of small underground mining 

operations for silver, lead and zinc. A 10,000m drill program has begun 

using one diamond rig with another rig expected to join it shortly.  2,000m of 

drilling has been completed to date with assay results expected in the next 

four to six weeks.   

Mt Philp iron ore exploration 
Mount Philp is located in Queensland and is a potential small DSO iron ore 

project. Resource drilling has been on-going this year and an inferred 

resource estimate on the northern part is targeted by year end. Drilling for 

the rest of the calendar year will allow completion of a resource estimate on 

the whole ~3.7km strike length.  There are currently two rigs on site.  

Valuation  
We have a base case valuation for CJO of 23cps.  We assume that 

Goldcorp is diluted to a zero shareholding in the Cerro del Gallo project in 

exchange for a 10% profit share.  In our view, the economics for CJO are 

better in this circumstance despite the higher equity capital requirement for 

CJO shareholders.  We assume a fifteen year mine life, ~90koz pa gold 

equivalent and total capex of US$160m in two stages and life of mine C2 

cash costs of $560/oz.   We use a 12% discount rate.   

Initiating coverage with Accumulate  
We are initiating coverage on CJO with an Accumulate recommendation, 

with the main near term risk being funding certainty for Cerro del Gallo.  We 

have a $0.30 twelve month price target.   

Hartleys Limited ABN 33 104 195 057 (AFSL 230052)             141 St Georges Terrace, Perth, Western Australia, 6000 

Hartleys does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the 

firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 

factor in making their investment decision. 
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SUMMARY MODEL  

 

 

Cerro Resources NL Share Price

CJO $0.215 Accumulate

Key Market Information Directors Company Information
Share Price $0.22 Norman Seckold (Chairman) Suite 1, 895 Ann St, 
Market Capitalisation - ordinary A$161m Anthony (Tony) McDonald (MD) Fortitude Valley, QLD, 4006
Net Debt (cash) -$21m James Crombie (Executive Vice Chairman)  +61 7 3252 0122

Market Capitalisation - fully diluted A$171m Craig McPherson +61 7 3252 0166

EV A$140m Richard Keevers
Issued Capital 748.2m Robert Bell www.cerroresources.com 

Issued Capital (fully diluted inc. all options) 796.7m John Cook

Options 48.6 Nicholas Tintor

Valuation 0.23 1 Top Shareholders m shares %
12month price target $0.30 2 Norman Seckold (Chairman) 62.5 8.4%

3 OCJ Investments              42.0 5.6%

P&L Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14 4

Net Revenue A$m 0.0 0.0 66.0 133.8 5

Total Costs A$m -7.8 -2.8 -20.4 -41.8 6 Reserves & Resources Mt g/t Au Koz g/t Ag Moz Cu% Moz Au eq*
EBITDA A$m -7.8 -2.8 45.6 92.0 7 Cerro Del Gallo (attrib 66%) 77     0.67 1,663   14.24 35.4     0.10 2,481       
 - margin 69% 69% 8     Measured 39.9  0.66 850      14.32 18.4     0.11 1,275       
Depreciation/Amort A$m -3.4 -6.7 -11.9 -13.5 9     Indicated 5.1    0.61 100      10.07 1.7      0.11 138          

EBIT A$m -11.2 -9.5 33.7 78.6     Inferred
Net Interest A$m 0.3 0.5 0.6 2.0 10     Reserve 32.2  0.69 712      14.82 15.3     1,067       

Pre-Tax Profit A$m -10.9 -9.0 34.4 80.5 * Gold & Silver only

Tax Expense A$m 0.0 0.0 0.0 0.0

Normalised NPAT A$m -10.9 -9.0 34.4 80.5 Production Summary Unit Jun 11 Jun 12 Jun 13 Jun 14
Abnormal Items A$m 0.0 0.0 0.0 0.0 Mill Throughput Mt 0.0 0.0 2.3 4.5

Reported Profit A$m -10.9 -9.0 34.4 80.5 Gold (koz) 0.0 0.0 38.0 76.0
Minority (Goldcorp) A$m 0 0 -3.2 -9.3 Silver (koz) 0.0 0.0 428.0 790.0
Profit Attrib to CJO A$m -10.9 -9.0 31.2 71.3 Gold Equiv (at 43x ratio) (koz) 0.0 0.0 47.9 94.3

Gold Equiv (at 58x ratio) (koz) 0.0 0.0 45.3 89.5

Balance Sheet Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14
Cash A$m 14.9 29.7 38.3 117.2 Costs Unit Jun 11 Jun 12 Jun 13 Jun 14
Other Current Assets A$m 0.0 0.0 16.3 33.0 C1 Gold equiv. Cash Cost $US/oz 316.0 348.2

Total Current Assets A$m 14.9 29.7 54.6 150.2 C2 Gold equiv. Cash Cost $US/oz 371.8 403.5
Property, Plant & Equip. A$m -2.9 66.5 79.0 66.5 C3 Gold equiv. Cash Cost $US/oz 573.4 515.9
Exploration A$m 31.7 31.7 31.7 32.7 C1 Silv. equiv. Cash Cost $US/oz 7.1 7.2
Investments/other A$m 1.4 1.4 1.4 1.4 C2 Silv. equiv. Cash Cost $US/oz 8.4 8.3

Tot Non-Curr. Assets A$m 30.2 99.5 112.0 100.6 C3 Silv. equiv. Cash Cost $US/oz 12.9 10.7

Total Assets A$m 45.1 129.2 166.6 250.8
Price Assumptions Unit Jun 11 Jun 12 Jun 13 Jun 14

Short Term Borrowings A$m - - - - AUDUSD US$/A$ 0.99 1.03 0.98 0.93
Other A$m 1.3 0.5 3.5 7.1 Gold A$/oz 1383 1459 1394 1306

Total Curr. Liabilities A$m 1.3 0.5 3.5 7.1 Silver A$/oz 32 38 33 28
Long Term Borrowings A$m - 10.0 10.0 10.0 Gold/Silver ratio x 43 38 42 46
Other A$m - - - - Hedging Unit Jun 11 Jun 12 Jun 13 Jun 14
Total Non-Curr. Liabil. A$m - 10.0 10.0 10.0 none

Total Liabilities A$m 1.3 10.5 13.5 17.1
Net Assets A$m 43.8 118.8 153.1 233.7
Net Debt A$m -14.9 -19.7 -28.3 -107.2 Sensitivity Analysis

Valuation
Cashflow Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14 Base Case 0.23
Operating Cashflow A$m -6.7 -3.6 32.3 78.9 Operating Costs +/-10% 0.21 / 0.25 (-8.2% / 8.1%) 77.1 / 84.0 (-4.3% / 4.3%)
Income Tax Paid A$m 0.0 0.0 0.0 0.0 Spot Prices +/-10% 0.30 / 0.30 (29.1% / 29.1%) 83.8 / 83.8 (4.0% / 4.0%)
Interest & Other A$m 0.3 0.5 0.6 2.0 AUDUSD +/-10% 0.18 / 0.30 (-24.5% / 27.9%) 68.5 / 67.4 (-15.0% / -16.3%)

Operating Activities A$m -6.4 -3.1 33.0 80.9 Gold +/-10% 0.27 / 0.19 (17.3% / -17.4%) 91.3 / 69.8 (13.4% / -13.3%)
Silver +/-10% 0.24 / 0.23 (3.1% / -3.1%) 83.0 / 78.1 (3.0% / -3.0%)

Property, Plant & Equip. A$m 0.0 -76.1 -24.4 -1.0 Grade +/-10% 0.27 / 0.19 (14.0% / -20.4%) 66.2 / 67.5 (-17.8% / -16.2%)
Exploration and Devel. A$m 0.0 0.0 0.0 -1.0
Other A$m -1.0 0.0 0.0 0.0 Spot USD/AUD 1.06, Gold $1554/oz, Silver $36/oz (ratio 43x)

Investment Activities A$m -1.0 -76.1 -24.4 -2.1
Unpaid Capital

Borrowings A$m 0.0 10.0 0.0 0.0 Year Expires No. (m) $m Avg price% ord
Equity or "tbc capital" A$m 18.0 84.0 0.0 0.0 30-Jun-12 4.3 1.4 0.33 1%
Dividends Paid A$m 0.0 0.0 0.0 0.0 30-Jun-13 14.2 3.6 0.25 2%

Financing Activities A$m 18.0 94.0 0.0 0.0 30-Jun-14 6.3 1.2 0.18 1%
30-Jun-15 3.9 0.6 0.16 1%

Net Cashflow A$m 10.6 14.8 8.6 78.9 30-Jun-16 20.0 3.7 0.19 3%

TOTAL 48.6 10.5 0.22 6%
Shares Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14
Ordinary Shares - End m 748.2 1124.7 1138.8 1145.1 Share Price Valuation (NAV) Risked Est. A$m Est. A$/share
Ordinary Shares - Weighted m 610.9 936.4 1131.8 1142.0 100% Cerro del Gallo (pre-tax NAV at disc. rate of 12%) 194 0.23
Diluted Shares - Weighted m 659.5 982.8 1169.0 1169.0 Other Exploration 56 0.05

Forwards 0 0.00

Ratio Analysis Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14 Corporate Overheads -35 -0.03
Cashflow Per Share A$ cps -1.0 -0.3 2.9 7.1 Net Cash (Debt) 21 0.02
Cashflow Multiple x -20.5 -64.2 7.4 3.0 Tax (NPV future liability in credits) -51 -0.04
Earnings Per Share A$ cps -1.8 -1.0 2.8 6.2 Options & Other Equity 10 0.01
Price to Earnings Ratio x -12.1 -22.4 7.8 3.4 Total 195 0.23
Dividends Per Share AUD - - - -
Dividend Yield % 0% 0% 0% 0%
Net Debt / Net Debt + Equity% -52% -20% -23% -85%
Interest Cover X 38.0 19.7 na na
Return on Equity % na na 22% 34%

Analyst: Trent Barnett
+61 8 9268 3042
"tbc capital" could be equity or debt.  Our valuation is risk-adjusted for how this may be obtained.
Sources: IRESS, Company Information, Hartleys Research

12 July 2011

Last Updated:  12/05/2011

FY14 NPAT
80.5
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BUSINESS OVERVIEW 
Cerro Resources NL (“Cerro”, “CJO, “Company”) is a dual listed (ASX & TSXV 

code CJO) gold & silver developer and exploration company.  It was formally 

known as Kings Minerals Ltd (KMN).  The Company‟s two main assets are the 

Cerro del Gallo gold/silver development (~90Koz pa gold equivalent production 

from CY13) and the Namiquipa gold/silver/base metal exploration ground.  Both 

are in Mexico.  The Mt Philp iron ore project in Australia is the third project in the 

portfolio. 

Fig. 1: Mexican Project locations 

 

Source: Google Earth 

DEVELOPMENT PROJECTS 

Cerro del Gallo, San Anton, Mexico (66%, potential to 

100%) 
The Cerro del Gallo (English translation “Hill of the rooster”) project is the 

development of a gold/silver/copper porphyry system in San Anton, Mexico (at 

various times the Company has called it the “San Anton” project).  CJO bought an 

interest in the project in 2004, and since then has drilled out a resource and 

completed several studies, with the latest a completed feasibility study (a BFS is in 

progress). 

The grade is relatively low and economics were low at lower commodity prices, 

which is why the project has not been built to date (it was close just before the 

GFC).  The Company recently completed a feasibility study for the project which is 

based on mining the gold/silver belt and assumes the copper is uneconomic (some 

previous studies had included copper).  Because the ore body is a hill, and 

mineralisation extends to the surface, the strip ratio is very low (less than 1 for life 

of mine).  The intention is to mine the deposit via a large open pit with the recent 
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feasibility study based on a 4.5Mtpa heap leach with three stage crushing (the 

Company calls this Stage 1). 

Stage 2 (which has had a scoping study completed) involves the addition of a 

carbon-in-leach (CIL) plant to process the fresh ore and some of the partly 

weathered ore and increasing plant size to 7.5Mtpa.  

Combined (stage 1 & 2) a 14 year mine life is anticipated with 1.1Moz Au and 

10Moz Ag recovery with a decision to mine to be undertaken in second half 2011. 

Note that the mine life is based on a resource of 1.1Moz Au + 10Moz Ag based 

upon Au of US$1,020 and Ag US$16.40, so there is some potential to increase 

reserves and resources and have an extended mine life. The Company believes 

mine construction could potentially commence early 2012 with production targeted 

for twelve months later.   

For „Stage 1‟, capex is estimated to be US$87.6m (plus an additional ~$20m if 

mining is owner operated).  „Stage 2‟ is anticipated to commence operation in 2016 

for an additional $US83M capex. 

In our model, we assume both „Stage 1‟ and „Stage 2‟.  Cash costs are low in the 

first few years but we anticipate they rise when the fresh sulphides are mined and 

processed. 

The project is owned jointly with Goldcorp (66% Cerro Resources and 34% 

Goldcorp). Goldcorp acquired an interest in the project when it merged with 

Wheaten River Mineral in 2005.  We assume Goldcorp is diluted at decision to 

mine. 

Fig. 2: Plan to mine the gold/silver domain and leave copper  

 

Source: CJO 
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Fig. 3: Cerro del Gallo from Google Earth – showing drill access tracks 

 

Source: Google Earth 

Fig. 4: Cerro del Gallo from Google Earth 

 

Source: Google Earth 
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Fig. 5: Structure allows for low strip ratio  

 

Source: CJO 

Fig. 6: Low strip ratio improves economics and overcomes low grade  

 

Source: CJO 

  

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Strip ratio

Year

 

 

Because the structure 

is a hi l l ,  with 

mineralisat ion to the 

surface, the str ip rat io 

is very low ( less than 

1 for l i fe of  mine).   

Consequently, C1 

cash costs are 

expected to be ~$500 

including si lver (Au 

equivalent).   Cash 

costs in the early 

years are expected to 

be even lower (we 

have FY14 C1 of 

$348/Au eq oz).      

.  

 

T

h

e

 

p

r

o

j

e

c

t

 

i

s

 

o

w

n

e

d

 

j

o

i

n

t

l

y

 

w

i

t

h

 



 

Hartleys Limited    Cerro Resources NL 12 July 2011 
 

Page 7 of 29 

EXPLORATION TARGETS 

Namiquipa, Mexico (100%) 
CJO acquired the Namiquipa project (located in Chihuahua State, Mexico) on 11 

March 2011.  The project consists of concessions totalling 4,400ha. It includes the 

La Venturosa silver mine, which was the site of underground mining operations for 

silver, lead and zinc.  

The first mining claims in the Namiquipa District were staked in 1916. It has been 

mined intermittently since 1929 with operations halted over the years by 

commodity prices, labour shortages and costs.  

The technical report (“Namiquipa Silver Property Mexico, Technical Report”, 7 

March 2011) provides a good summary of the project in their conclusion: 

“The Namiquipa Mine is the site of a vein-hosted silver- zinc- lead deposit that has 

been mined by several different companies between 1929 to 2002. The most 

recent underground mining operation by Compania Minera de Namiquipa ceased 

in 2002 because of inability to pump water fast enough to keep the workings dry. 

The potential at Namiquipa for the discovery of additional resources is considered 

to be high.  Namiquipa and the tenements held by Minera Tasmania S.A. de C.V. 

represents an attractive target for Fresnillo style Pb-Zn rich Ag mineralisaton. 

Mineralisation is hosted by a series of northerly trending, east dipping veins. The 

veins roll which creates variations in strike direction and dip.  The long section 

plans found in the former Geology Office give a good idea of the extent and tenor 

of mineralisation mined from the America and Princesa Veins. The America Vein 

which has been the site of most of the silver, zinc and lead production has a strike 

extent of 1,400 meters and has been mined to a depth of 250 meters. The 

average thickness of the vein was 2.1 meters with variations from 0.6 to 8.8 

meters. 

The second most prolific producer, the Princesa Vein, has a strike length of 1,100 

meters and has been mined to a depth of about 100 meters below surface. Vein 

thickness averaged 0.6 meters with maximum width 2.9 meters. Most of the 

production in the 1978 to 1992 phase of mining came from the Princesa Vein and 

was hauled to surface from the Princesa Shaft. However, this data is based on a 

map dated August 1987, and workings on the Princesa Shaft continued until 

1992. The full extent of Princesa workings will need to be determined as part of 

the full examination of the archive of old mine records.” 

The recent mining operation was small (averaged ~10Koz pa of Au equivalent), 

however there appears to a prospect for significant exploration success.   

Fig. 7: Production from 1990 to 1992 

 

Source: CJO Technical report 

 

Ore Ag grade Pb grade Zn grade Ag metal Ag metal Au eq* Pb metal Zn metal Total Au eq

kt (g/t) % % t Moz Moz t t Moz

OXIDE 1990 to 2000 341.5 281 1.40% 0% 99 3.2 0.08 4892 0 0.088        

SULPHIDE 2000 to 2002 80.1 225 3% 8.20% 18 0.6 0.01 2433 6591 0.028        

Total 421.6 270 1.7% 1.6% 117 3.8 0.09 7325 6591 0.116        

Average pa 35.1 9.8 0.31 0.01 610 549 0.010        

* current prices
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The technical report suggested the priority exploration targets should be (in order 

of priority): 

1) Depth extension of the Princesa Vein below the old workings (which appear not to 

have been developed deeper than about 100 meters below surface).  

2) The area between the Princesa Shaft and the St Augustin shaft strike length of 

approximately 400m.  

3) The Princesa Vein at 70 to 80 metres below the surface, the three Esmeralda 

Veins, and other „horsetail‟ structures off the America and Princesa Vein (this may 

present open pit mining opportunity). 

4) The Mexico Vein, which has had little exploration because of its distance from the 

main shaft. 

Based on this, the Company has begun an initial 10,000m drilling program.  

We note that the former mine geologist is still working in the region and may 

be able to be hired by CJO for his historical knowledge. 

Note, in the event that CJO proceeds to develop a mine within the America 

Concession, or within the private property, CJO will be obliged under the terms of 

the Option Agreement to buy the private land from Minera Rio Tinto for an amount 

equal to the market value of the land at the time. 

We assume an unrisked valuation for Namiquipa of $265m, based on the potential 

to define a ~150Moz-250Moz Ag resource.   This assumption is highly speculative 

and hence we only attribute $56m to our valuation. 

Technical report 
The technical report can be found at 

http://www.cerroresources.com/index.cfm/investor/technical-reports/  

Fig. 8: View across old mine operations (explosive storage sheds in foreground)  

 

Source: CJO Technical report 

 

 

http://www.cerroresources.com/index.cfm/investor/technical-reports/
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Fig. 9: Tenament boundaries and old working locations  

  
 

Source: CJO Technical report 

Fig. 10: Abandoned mill  

 

Source: CJO Technical report 
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Fig. 11: Surface picture of old workings 

 

Source: Technical report   
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Fig. 12: Old workings 

 

Source: CJO Technical report 
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Cerro del Gallo, Mexico (65%) 
The Cerro del Gallo project includes a 253 sq km tenement package across 

central-southern segment of the Mexican Gold-Silver Belt and includes the old 

mines formerly worked for high grade vein-hosted gold-silver mineralization.   

Mt Philp, Australia (100%) 
Mount Philp is located 57km south east of Mt. Isa in Queensland and consists of a 

50 metre high ridge of ironstone that strikes south-southwest.  The ironstone 

changes from massive haematite (Zone 1) through a transitional phase of 

interbedded massive haematite with banded siliceous haematite (Zone 2) into 

massive and banded siliceous haematites in Zone 3. 

Along the strike of the deposit the distance weighted average surface grades vary 

from 53% Fe in Zone 1 to 46% Fe in Zone 2 and 29% Fe in Zone 3.   

Beneficiation testwork (sighter flotation) showed a higher grade product (67.5-

68% Fe) could be produced. There are two small rigs drilling with an intention for 

an inferred resource in the December quarter. 

Fig. 13: Mt Philp 

 

Source: CJO 

Kalman JV,  Mt Isa, Australia. (40-0%) 
The Kalman Project contains a 60.8Mt (0.05% Mo/ 0.32% Cu/ 1.19g/t Re/ 0.15g/t 

Au) JORC inferred mineral resource (cut-off grades open-pit 0.2% Cu, 0.02% Mo 

and underground 0.5% Cu, 0.05% Mo), situated approximately 60km south east 

of Mt Isa.    In May 2011 CJO entered an agreement with Syndicated Metals 

(ASX: SMD) whereby SMD can earn up to 100% of the project if certain 

milestones are met (the first stage involves SMD holding 60%).   

 

For the Kalman 

project, we attr ibute 

the value of  SMD 

shares in our  sum-of-

parts valuat ion.   
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To earn the first 60% interest SMD issued shares to Cerro to the value of $2m 

plus undertook a minimum exploration spend of $4 million within two years.   SMD 

can elect to earn a further 20% (move to an 80% interest) by issuing shares to 

CJO to the value of $1 million with the price being equal to the 10 day VWAP at 

the time of election, plus sole fund further exploration expenditure of $7 million 

over a maximum of 3.5 years. SMD can elect to stop sole contributing at 60% or 

at any time during the second earn-in period, at which time the Joint Venture 

allows for joint contribution towards annual work programmes and budgets or 

dilution by either party.  At the decision to mine (assuming the project reaches that 

stage), SMD can purchase the remaining stake. 

We attribute the value of SMD shares in our sum-of-parts valuation. 
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Fig. 14: Mount Philp and Kalman locations 

 

Source: Independent expert report 
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PEERS AND COMPETITORS 
The technical report said Namiquipa “represents an attractive target for Fresnillo 

style Pb-Zn rich Ag mineralisaton”.  Fresnillo is the world‟s largest primary silver 

mine (see http://www.fresnilloplc.com for a more detailed description). 

Fig. 15: ASX Gold developer JORC Compliant Resources  

  
Source: Company Reports.  CJO is gold equivalent 

Fig. 16: ASX Gold Developer EV/ Resource Oz 

 
Source: Hartleys Estimates. CJO is gold equivalent 
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CJO has a mid-sized 

resource amongst the 

developers we watch  

 

 

 

 

 

 

 

 

 

 

On an EV/resource 

measure, CJO is 

below the median of  

peers 
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INDUSTRY EXPOSURE 
CJO has a near term gold/silver development project and prospective exploration 

ground for gold, silver, base metals and iron ore.   

GEOGRAPHIC EXPOSURE 
CJO‟s main assets are in Mexico, although it also has some exploration assets in 

Australia. 

KEY SUPPLIERS & CUSTOMERS 
Major drilling has been contracted to drill at Namiquipa.  Sedgman contributed to the 

recent feasibility and is currently completing a bankable feasibility.  A local contractor 

is likely to be used for mining operations at Cerro del Gallo. 

 

Sedgman (SDG) is 

completing the BFS 

 

A local contract  

mining f irm is l ikely to 

be appointed the 

mining contract  
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MANAGEMENT, DIRECTORS AND 

MAJOR SHAREHOLDERS 

 
The following is from the Company’s website 
Norman Seckold - Non-Executive Chairman  

Norman Seckold graduated with a Bachelor of Economics degree from the 

University of Sydney in 1970. He has spent over 25 years in the full time 

management of natural resource companies, both in Australia and overseas. 

Mr Seckold has been the Chairman and Director of a number of publicly listed 

companies including Moruya Gold Mines (1983) N.L., which acquired the Golden 

Reward heap leach gold deposit in South Dakota, USA, Pangea Resources Limited, 

which acquired and developed the Pauper's Dream gold mine in Montana, USA, 

Timberline Minerals, Inc. which acquired and completed a feasibility study for the 

development of the MacArthur copper deposit in Nevada, USA, Perseverance 

Corporation Limited, which discovered and developed the Nagambie gold mine in 

Victoria, Valdora Minerals N.L., which developed the Rustler's Roost gold mine in the 

Northern Territory and the Ballarat East Gold Mine in Victoria, Viking Gold 

Corporation, which discovered a high grade gold deposit in northern Sweden and 

Mogul Mining N.L., which drilled out the Magistral and Ocampo Gold deposits in 

Mexico. He was also the Chairman of Palmarejo Silver and Gold Corporation and 

Bolnisi Gold NL, which successfully merged with Coeur D'Alene Mines in 2007. Mr 

Seckold was Chairman and Director of San Anton Resource Corporation Inc which 

completed a Business Combination with Cerro Resources NL in September 2010. 

Mr Seckold is currently Chairman and Director of Cockatoo Coal Limited, Augur 

Resources Ltd and Planet Gas Limited.  

James A Crombie  - Executive Vice Chairman 

Jim Crombie graduated from the Royal School of Mines, London, in 1980 with a 

B.Sc. (Hons) in Mining Engineering, having been awarded an Anglo American 

scholarship. 

Economic Exposure of Board and key management Total

Total Options Shares Economic

# Exposure

Position millions rank

Directors

Norman Seckold Non-Exec Chairman 1,500,000 62,533,907 64,033,907 1

James Crombie Executive Vice Chairman 10,000,000 0 10,000,000 4

Anthony McDonald Managing Director 10,000,000 13,500,000 23,500,000 2

Craig McPherson Alternate Director, Corporate Secretary and CFO 2,750,000 4,854,099 7,604,099 5

Richard Keevers Non-Exec Director 1,000,000 3,010,667 4,010,667 7

Robert Bell Non-Exec Director 1,000,000 15,223,397 16,223,397 3

John Cook Non-Exec Director 4,750,000 220,312 4,970,312 6

Nicholas Tintor Non-Exec Director 750,000 187,500 937,500 8

Key Management Personnel

John Skeet Chief Operating Officer undisclosed undisclosed

Source: CJO
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Mr Crombie has held various positions with DeBeers Consolidated Mines and the 

Anglo American Corporation in South Africa and Anglo between 1980 and 1986. He 

spent the next thirteen years as a mining analyst and investment banker with 

Shepards, Merrill Lynch, James Capel & Co. and finally with Yorkton Securities. Mr 

Crombie was Vice President, Corporate Development of Hope Bay Mining 

Corporation Inc. from February 1999 through May 2002 and President and CEO of 

Ariane Gold Corp. from August 2002 to November 2003. He was President, CEO 

and a director of Palmarejo Silver and Gold Corporation until the merger with Coeur 

d'Alene Mines Corporation. He was a director of Sherwood Copper Corporation until 

its business combination with Capstone Mining Corp. 

Currently, Mr. Crombie is a director of Arian Silver Corporation, President, CEO and 

a Director of Reunion Gold Corporation, Avala Resources, Sutter Gold and Odyssey 

Resources Limited. He is also CEO, Executive Vice Chairman, and Director 

of Queensland Minerals Limited.  

Anthony J McDonald -  CEO and Managing Director 

Tony McDonald graduated from the Queensland University of Technology, Brisbane, 

in 1981 with a Bachelor of Laws degree and was admitted as a solicitor in 1982. 

Mr McDonald has been involved in the natural resources sector in Australia and 

internationally for many years and in the past 10 years has been actively involved in 

management in the resources sector. He was an Executive Director of Cerro 

Resources NL from 1996 until March 2007. 

Currently, Mr McDonald is a non-executive director of Industrea Limited and Planet 

Gas Limited. 

Craig J McPherson - Alternate Director, Corporate Secretary and CFO  

Craig McPherson graduated with a Bachelor of Commerce degree from the 

University of Queensland and is a member of the Institute of Chartered Accountants 

in Australia. 

Prior to joining Cerro Resources, Mr McPherson spent 10 years in senior 

management positions as a chartered accountant. Over this time he developed 

extensive experience in areas of business, financial and strategic management. 

Mr McPherson was a Director of San Anton Resource Corporation Inc which 

completed a Business Combination with Cerro Resources NL in September 2010. 

Richard E Keevers - Non Executive Director  

Richard Keevers is a geologist by training, having held senior positions with BH 

South Limited and Newmont during his 20 years in the mining industry. Later he 

entered the stockbroking industry for 13 years, initially as a mining analyst, and then 

as a major shareholder and executive director of Pembroke Josephson Wright 

Limited, which business was sold to Hartley Poynton Limited in 1998. Today Mr. 

Keevers is Chairman of Electrometals Technologies Ltd, a Gold Coast based 

designer and manufacturer of electrowinning equipment for the recovery of metals in 

the mining, metals refining and industrial waste industries. Mr Keevers was the CEO 

of Electrometals Technologies Ltd until May 2011 and a director of Pacrim Energy 

Ltd from November 1992 to February 2007 and Zicom Group Ltd from November 

2004 to September 2007. 
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Robert M Bell - Non Executive Director  

Bob Bell graduated from Birmingham University in 1960 and moved to Australia in 

1964, working as a geologist on the Roma gas fields. After a time with the 

Queensland Government Mines Department in the late 1970‟s he established his 

own consultancy business, specialising in oil and gas exploration in Australia and 

overseas. He was one of the first geologists in Australia to recognise the enormous 

potential of coalbed methane (CBM) in Queensland. 

Mr. Bell is currently a Non-Executive Director of Planet Gas Ltd and Green Invest 

Ltd. 

John F Cook - Non Executive Director 

John Cook has been the President of Tormin Resources Limited, a private mining 

company, since May 1995 and was the former President and Chief Executive Officer 

of San Anton Resource Corporation from April 2008 until it completed a Business 

Combination with Cerro Resources NL in September 2010. Mr Cook graduated 

from Sheffield University in Mining Engineering in 1962 and has more than 45 years 

of experience in the mining industry. 

Mr Cook is currently a director of Nord Resources Corporation Inc, FL Master 

Sherman Ltd, Homeland Uranium Inc, Southern Andes Energy Inc, GLR Resources 

Inc, MBMI Resources Inc and TB Mining Ventures Inc. 

Nicholas Tintor - Non Executive Director 

Nick Tintor is President and CEO of Homeland Uranium Inc and Southern Andes 

Energy Inc. He was a former director of San Anton Resource Corporation from 

December 2006 until it completed a Business Combination with Cerro Resources NL 

in September 2010. Mr Tintor graduated from the University of Toronto (B.Sc., 

Geology) and has more than 25 years of experience in the mining industry. He has 

been involved with all aspects of mining company management, finance and project 

acquisition.  

Mr Tintor is currently a director of DNI Metals Inc, Homeland Uranium Inc and 

Southern Andes Energy Inc. 

John S Skeet - Chief Operating Officer  

John Skeet graduated from the University of Ballarat with a Bachelor of Applied 

Science (Metallurgy) degree in 1986 and has almost 25 years experience in the 

mining and resources sector.  

Mr Skeet initially worked in operations including The Granites, Mt. Leyshon and 

Cosmo Howley gold mines before joining Valdora Minerals NL as the Project 

Manager for the Ballarat East Open Pit Gold Project, then as General Manager for 

the Australian operations.  He was Project Development Manager for Bolnisi Gold 

NL, developing the gold heap leach operation in the Republic of Georgia and 

managing the Palmarejo Silver and Gold Project in Mexico, prior to the successful 

merger with Coeur D‟Alene in 2007.  

 Mr Skeet has been involved with the Cerro del Gallo project as a consultant since 

June 2005 prior to his current full time position with Cerro Resources NL. 
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Bill Fleshman - Project Manager, Mexico  

Bill Fleshman graduated from Western Washington State University with a Bachelor 

of Science degree in Geology in 1973. Mr. Fleshman is a geologist with 36 years of 

continuous experience in the mining industry, managing exploration and 

development projects in the United States, Australia, Myanmar, Mexico and Norway. 

He has previously been involved with five exploration projects that were brought 

successfully into production. 

Mr. Fleshman is a Fellow of the Australian Institute of Mining and Metallurgy as well 

as being a „chartered professional‟ (FAusIMMCP).   

Trevor Leahey - Project Manager QLD  

Trevor Leahey graduated from Sydney University in 1977 with a Bachelor of Science 

(Hons) in Applied Geology and Exploration Geophysics. He has worked continuously 

for 33 years in exploration, project development and mining, both as a geologist and 

as a mining consultant specializing in data analysis and resource estimation. 

Mr Leahey commenced exploration with Cerro Resources in 2005 and has 

supervised the exploration of the Kalman and Mount Philp projects. 

MAJOR SHAREHOLDERS 
There are two substantial shareholders, the Chairman (Norman Seckold) with 8.4% 

and OCJ investments with 5.6%. 

OPTIONS, CONVERTIBLES AND UNPAID CAPITAL 
There are 48.5m options with a weighted average price of 21.5cps.  Expiry dates 

vary out to 2016.  The main holders of the options are directors and management. 
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FINANCIALS

PRODUCTION / PROFIT & LOSS 

Hartleys Forecasts 
Our forecasts assume that both „Stage 1‟ and „Stage 2‟ of the Cerro del Gallo 

progress. 

Fig. 17: Profit and Loss 

  

Source: Hartleys Research Estimates 

Fig. 18: Production and Profit and Loss 

  

Source: Hartleys Research Estimates 

 

BALANCE SHEET 

Fig. 19: Balance Sheet 

 

Source: Hartleys Research Estimates 

Debt 
Given the long mine life, we believe some proportion of debt funding is possible. 

 

P&L Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14
Net Revenue A$m 0.0 0.0 66.0 133.8
Total Costs A$m -7.8 -2.8 -20.4 -41.8
EBITDA A$m -7.8 -2.8 45.6 92.0
 - margin 69% 69%
Depreciation/Amort A$m -3.4 -6.7 -11.9 -13.5

EBIT A$m -11.2 -9.5 33.7 78.6
Net Interest A$m 0.3 0.5 0.6 2.0

Pre-Tax Profit A$m -10.9 -9.0 34.4 80.5
Tax Expense A$m 0.0 0.0 0.0 0.0

Normalised NPAT A$m -10.9 -9.0 34.4 80.5
Abnormal Items A$m 0.0 0.0 0.0 0.0
Reported Profit A$m -10.9 -9.0 34.4 80.5
Minority (Goldcorp) A$m 0 0 -3.2 -9.3
Profit Attrib to CJO A$m -10.9 -9.0 31.2 71.3

Production Summary Unit Jun 11 Jun 12 Jun 13 Jun 14
Mill Throughput Mt 0.0 0.0 2.3 4.5
Gold (koz) 0.0 0.0 38.0 76.0
Silver (koz) 0.0 0.0 428.0 790.0
Gold Equiv (at 42x ratio) (koz) 0.0 0.0 48.1 94.6
Gold Equiv (at 58x ratio) (koz) 0.0 0.0 45.3 89.5

Balance Sheet Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14
Cash A$m 14.9 29.7 38.3 117.2
Other Current Assets A$m 0.0 0.0 16.3 33.0

Total Current Assets A$m 14.9 29.7 54.6 150.2
Property, Plant & Equip. A$m -2.9 66.5 79.0 66.5
Exploration A$m 31.7 31.7 31.7 32.7
Investments/other A$m 1.4 1.4 1.4 1.4

Tot Non-Curr. Assets A$m 30.2 99.5 112.0 100.6
Total Assets A$m 45.1 129.2 166.6 250.8

Short Term Borrowings A$m - - - -
Other A$m 1.3 0.5 3.5 7.1

Total Curr. Liabilities A$m 1.3 0.5 3.5 7.1
Long Term Borrowings A$m - 10.0 10.0 10.0
Other A$m - - - -

Total Non-Curr. Liabil. A$m - 10.0 10.0 10.0
Total Liabilities A$m 1.3 10.5 13.5 17.1
Net Assets A$m 43.8 118.8 153.1 233.7
Net Debt A$m -14.9 -19.7 -28.3 -107.2

 

 

Our forecasts assume 

that both „Stage 1 ‟ 

and „Stage 2‟  of the 

Cerro del  Gallo 

progress.  

 

 

 

 

 

 

 

 

We est imate CJO has 

a cash balance of 

circa $15m at the end 

of June.  Our 

forecasts assume 

dilut ion for  a capi tal  

rais ing 
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Hedging 
We do not assume any hedging, although some may be required if the project is 

funded with debt. 

 

CASH FLOW  

Fig. 20: Cash Flow Statement 

 

Source: Hartleys Research Estimates 

Capex requirements 
Capex for stage 1 is ~$85m plus an additional ~$20m if the Company chooses 

owner operated mining.   

Free cash flow 
We do not anticipate the company will be free cash flow positive until 2013. 

Dividends 
We do not anticipate any dividends to shareholders.  However, if CJO moves to 

100% ownership of Cerro del Gallo, which we assume will happen, it will pay 10% of 

NPAT to Goldcorp.   

Cashflow Unit 30 Jun 11 30 Jun 12 30 Jun 13 30 Jun 14
Operating Cashflow A$m -6.7 -3.6 32.3 78.9
Income Tax Paid A$m 0.0 0.0 0.0 0.0
Interest & Other A$m 0.3 0.5 0.6 2.0

Operating Activities A$m -6.4 -3.1 33.0 80.9

Property, Plant & Equip. A$m 0.0 -76.1 -24.4 -1.0
Exploration and Devel. A$m 0.0 0.0 0.0 -1.0
Other A$m -1.0 0.0 0.0 0.0

Investment Activities A$m -1.0 -76.1 -24.4 -2.1

Borrowings A$m 0.0 10.0 0.0 0.0
Equity or "tbc capital" A$m 18.0 84.0 0.0 0.0
Dividends Paid A$m 0.0 0.0 0.0 0.0

Financing Activities A$m 18.0 94.0 0.0 0.0

Net Cashflow A$m 10.6 14.8 8.6 78.9

 

 

Capex for stage 1 is 

~$85m  

 

 

 

 

 

 

 

 

I f  CJO moves to 100% 

ownership of  Cerro del 

Gal lo, i t  wi l l  pay 10% 

of NPAT to Goldcorp.  
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EQUITY ISSUANCE 
Our model and valuation are diluted for a future capital raising.  

Fig. 21: Funding valuation scenarios 

 

Source: Hartleys Research 

SENSITIVITIES 

FX exposure 
We model CJO in USD and translate it to AUD.  The Company will have Mexican 

peso operating costs. 

Interest Rate exposure 
CJO currently has no interest rate exposure. 

Commodity price exposure 
CJO is exposed to gold and silver prices.  Movements in gold prices are more 

important than silver prices.  

Funding risk valuation scenarios
CJO 66% CJO 100%

Pre-tax NPV (A$m) - 100%, unfunded 244.0 206.0

Cost of Equity 12% 12%

Startup Capital Requirement (A$m) +  cont. 67.3 102.0

Capital spending begins Mar-12 Mar-12

100% funded with debt

 - assumed interest rate 8% 8%

 - NAV (A$m) project 151.0 195.2

 - NAV (A$m) all CJO assets 151.7 195.9

 - new shares - -

 - NAV / share  (A$) 0.19 0.25

 - NAV / share  (A$) 1yr fwd 0.22 0.29

50% funded with debt & 50% equity

 - Assumed capital raising price (A$) 0.215 0.215

 - NAV 181.4 240.1

 - NAV (A$m) all CJO assets 182.0 240.8

 - new shares 147.7 223.8

 - NAV / share  (A$) 0.19 0.24

 - NAV / share  (A$) 1yr fwd 0.23 0.28

100% funded equity at current prices

 - Assumed capital raising price (A$) 0.215 0.215

 - NAV  (A$m) 211.7 285.0

 - NAV (A$m) all CJO assets 212.4 285.6

 - new shares 295.4 447.5

 - NAV / share 0.19 0.23

 - NAV / share  (A$) 1yr fwd 0.23 0.27

100% funded equity at 20% discount to 1yr ahead NAV

 - Assumed capital raising price (A$) 0.189 0.239

 - NAV  (A$m) 211.7 285.0

 - NAV (A$m) all CJO assets 212.4 285.6

 - new shares 356.5 427.1

 - NAV / share 0.18 0.23

 - NAV / share  (A$) 1yr fwd 0.22 0.27

Assumed probabilities

100% funded with debt 90% 10%

50% funded with debt & 50% equity 10% 10%

100% funded equity at current prices 0% 40%

100% funded equity at 20% discount to 1yr ahead NAV 0% 40%

 

 

Our base case 

valuation impl ies 

$85m is raised at 

~22.5cps and CJO 

moves to 100% 

ownership of  Cerro del 

Gal lo  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CJO is more sensit ive 

to movements in gold 

prices than si lver  

prices.  
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Fig. 1: Hartleys Gold Price assumptions 

 
Source: Hartleys Estimates, IRESS 

Fig. 2: Hartleys Silver Price assumptions 

 
Source: Hartleys Estimates, IRESS 

Fig. 3: Implied Gold/Silver price ratio  

 
Source: Hartleys Estimates, IRESS 
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These prices are the 

assumpt ions we use in 

al l  our equi ty 

valuation models (not 

our forecasts for 

commodity pr ices) and 

consequently tend to 

be c lose to sell -side 

consensus 
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VALUATION CONSIDERATIONS AND 

PRICE TARGET METHODOLOGY 

VALUATION 
We have a base case valuation for CJO of 23cps.  We assume that Goldcorp are 

diluted down to a zero shareholding and instead retain a 10% share of profit interest.  

In our view, the economics for CJO are better in this circumstance despite the higher 

capital requirement.  We assume a fifteen year mine life, ~90koz pa gold equivalent 

and total capex of US$160m.   

For Namiquipa we attribute $53m of value.  However, if a large resource can be 

defined (15-25Mt Ag) over the next two years, we would expect to attribute 

significantly more value for the project. 

Fig. 4: Valuation assumptions 

 

Source: Hartleys Research 

Fig. 5:  Base Case Valuation 

 

Source: CJO 

 

 

Life of mine (heap 

leach + CIL)

Capex - Total 185

 - Stage 1 100

 - Stage 1 85

Pit Mined Ore + Waste (mt pa) 9.0mt pa

Pit Waste (mt pa) 4.2mt pa

Pit Strip Ratio (x) 0.9x

Pit Mill Feed (mt pa) 4.8mt pa

Total Silver Mined 34.0Moz

Total Gold Mined 1.4Moz

Total Silver Mined g/t 14.5g/t

Total Gold Mined g/t 0.6g/t

Total Silver Recoveries 29%

Total Gold Recoveries 77%

Total Silver Sold 9.9Moz

Total Gold Sold 1.1Moz

Total Gold eq Sold 1.3Moz

Total Gold eq Sold pa 88.2k oz pa

Current Assumed Mine Life (yrs) 15.0yrs

Re-Commencement Date Feb-13

Life of mine avg selling price (USD/gold eq oz) US$ 1224 /oz

Life of mine avg C1 cash costs (USD/gold eq oz) US$ 511 /oz

Life of mine avg C2 cash costs (USD/gold eq oz) US$ 560 /oz

Life of mine avg C3 cash costs (USD/gold eq oz) US$ 725 /oz

Life of mine annual net cash flow (US$m pa) US$ 52.8m pa

Unrisked Risked Risked Unrisked Risked Risked

Corporate Valuation A$

100% Cerro del Gallo (pre-tax NAV at disc. rate of 12%) 194.3 194.3 0.23 307.6 307.6 0.27

Other Exploration 279.5 55.9 0.05 335.3 67.1 0.06

Forwards 0.0 0.0 0.00 0.0 0.0 0.00

Corporate Overheads -34.6 -34.6 -0.03 -34.6 -34.6 -0.03

Net Cash (Debt) 20.9 20.9 0.02 19.7 19.7 0.02

Tax (NPV future liability in credits) -51.0 -51.0 -0.04 -56.1 -56.1 -0.05

Options & Other Equity 9.6 9.6 0.01 10.2 10.2 0.01

Total 418.6 195.0 0.23 582.1 313.8 0.28

Spot 12 Month Target

 

 

We assume a 15 year 

mine l i fe and 1.1Moz 

gold and 9.9Moz si lver  

sold based on l i fe of  

mine gold recover ies 

at 77% and si lver 

recoveries of 29%.  

 

We assume a l i fe of 

mine str ip rat io of 0.9x 

and C1 cash costs of  

US$511/oz Au eq.  

Over the 15 years, we 

expect average annual 

net cash f low of 

US$53m pa based on 

an average sell ing 

price of US$1224/oz  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CJO is more sensit ive 

to movements in gold 

prices than si lver  
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Fig. 6: Summary of Proven & Probable Reserves and In-pit Measured & Indicated Resources 

for Cerro del Gallo 

 

Source: CJO 

PRICE TARGET 
We have a twelve month price target of 30cps, which is risk weighted based on a 

number of potential scenarios.  We put the largest weighting on our base case 

valuation.  There is significant upside potential if exploration success at Namiquipa 

shapes up to be a significant deposit. 

 

K Tonnes  g Au/t K Ozs Au  g Ag/t K Ozs Ag

g/t Au eq K Ozs Au eq g/t Au eq K Ozs Au eq

Feasibility Proven 28,246 0.71 643 15.05 13,664 1.06 959 0.97 877              

Feasibility Probable 3,971 0.54 69 13.2 1,685 0.85 108 0.77 98                

Feasibility Proven and Probable 32,217 0.69 712 14.82 15,349 1.03 1067 0.94 975              

PA Measured 39,888 0.66 850 14.32 18,358 0.99 1275 0.91 1,164           

PA Indicated 5,125 0.61 100 10.07 1,659 0.84 138 0.78 128              

PA M&I 45,013 0.66 951 13.83 20,017 0.98 1414 0.89 1,294           

Total Resource and Reserve* 77,231 0.67 1,663 14.24 35,366 1.00 2481 0.91 2,269           

Gold Equiv. at ratio 43 Gold Equiv. at ratio 58

*includes only the subset Measured and Indicated resources included in the second stage mining and are constrained using a US$1020 gold and 

US$16.40 silver optimized pit and used gold equivalent cutoff grades of 0.21, 0.29, and 0.35 g/t for weathered, partially oxidized, and fresh material 

respectively.

Price Target Methodology Weighting Spot 12 mth out

62% $0.23 $0.28

NPV base case at spot commodity and fx prices 25% $0.30 $0.36

NPV base case at discount rate of 0.0% 1% $0.57 $0.63

NPV retaining 66% interest but funded with project equity 10% $0.23 $0.28

2% $0.42 $0.46

Risk weighted composite $0.25

12 Months Price Target $0.30

Shareprice - Last $0.215

12 mth total return (% to 12mth target + dividend) 39%

Source: Hartleys Estimate

NPV base case (moving to 100% of Cerro del Gallo)

NPV base case and significant Namiquipo exploration success
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  RECOMENDATION & RISKS 

INVESTMENT THESIS & RECOMENDATION 
We are initiating coverage on CJO with an Accumulate recommendation.  In our 

view the Company is undervalued, however we have an Accumulate 

recommendation until the funding for the Cerro del Gallo project has been finalised. 

Due to the long mine life, the Company is sensitive to our discount rate assumption. 

We use a 12% discount rate (consistent with what we use for our coverage universe) 

but as the project is derisked we would expect to lower our rate (we use 8% for 

producers with a stable production history).  This could cause a significant uplift in 

our valuation. 

Additional to the Cerro del Gallo project, there is significant potential for exploration 

success at Namiquipa.  This project has the potential (partly given to its early stage) 

to add significant value should exploration success be achieved.   

Finally, additional value could also be realised at Mt Philp. 

RISKS 
Low grade heap leach operations often have perception of being high risk.  Other 

risks include obtaining funding, construction and commissioning, commodity prices 

and exploration risk. 

SIMPLE S.W.O.T. TABLE 
Strengths Near term gold/silver producer 

Low cash costs 
Low strip ratio 
Good exploration portfolio 
Long mine life 
 

Weaknesses Low grade heap leach operation 
Relatively low production levels 
 

Opportunities Acquisitions in Mexico 
Divestment of non-core exploration 
Copper in the ore 
 

Threats Commissioning of Greenfield operation 
Weather related delays to construction and 
subsequently operations 
Copper in the ore  
Funding 

Source: Hartleys Research

 

The bottom l ine is 

CJO is undervalued 

with the main short  

term r isk being the 

funding solution for 

Cerro del  Gallo.  

Because of  th is r isk, 

we have an 

Accumulate rather 

than a Buy 

recommendation  
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Hartleys Research Coverage Hartleys Hartleys 

Name Ticker Last M. CAP Status Research Name Ticker Last M. CAP Status Research

Price* (A$m) Recommendation Price* (A$m) Recommendation

Resources Oil & Gas

Gold Conventional Oil & Gas

1. Intrepid Mines Limited IAU 1.61 838 Explorer Speculative Buy 1. Woodside Petroleum Ltd WPL 39.78 31,034 Major Buy

2. Beadell Resources Limited BDR 0.815 536 Developer Accumulate 2. Nexus Energy Ltd NXS 0.31 297 Developer / Explorer No Rating

3. Gold One International Limited GDO 0.500 404 Producer No Rating 3. Tap Oil Ltd TAP 0.83 200 Producer / Explorer Buy

4. Integra Mining Limited IGR 0.460 387 Producer Accumulate 4. Carnarvon Petroleum Ltd CVN 0.21 141 Producer / Explorer Accumulate

5. Silver Lake Resources Limited SLR 2.08 372 Producer Buy 5. FAR Ltd FAR 0.10 122 Explorer / Producer Speculative Buy

6. Tanami Gold NL TAM 0.960 251 Producer Accumulate 6. Cooper Energy Ltd COE 0.38 111 Producer / Explorer Buy

7. Catalpa Resources Limited CAH 1.37 244 Producer Buy 7. Otto Energy Ltd OEL 0.09 98 Explorer / Producer Buy

8. Focus Minerals Ltd FML 0.068 234 Producer Buy 8. Amadeus Energy Ltd AMU 0.23 69 Producer / Explorer Neutral

9. Cerro Resources NL CJO 0.215 161 Developer / Explorer Accumulate 9. Hawkley Oil and Gas Ltd HOG 0.29 56 Producer / Explorer Buy

10. YTC Resources Limited YTC 0.635 158 Developer Buy 10. WHL Energy Ltd WHN 0.03 25 Explorer / Producer Speculative Buy

11. Northern Star Resources Ltd NST 0.470 141 Producer Buy 11. Sun Resources NL SUR 0.02 9 Explorer / Producer Neutral

12. PMI Gold Corporation Limited PVM 0.650 129 Developer Speculative Buy

13. Papillon Resources Limited PIR 0.540 110 Explorer Speculative Buy 12. Aurora Oil and Gas Ltd AUT 3.19 1,288 Producer / Developer Reduce

14. Emmerson Resources Limited ERM 0.140 32 Explorer Speculative Buy 13. Samson Oil & Gas Ltd SSN 0.130 225 Developer / Producer Buy

15. Cortona Resources Limited CRC 0.150 29 Developer Speculative Buy 14. Transerv Energy Ltd TSV 0.03 88 Developer Buy

16. Ausquest Limited AQD 0.105 24 Explorer Speculative Buy 15. Oilex Ltd OEX 0.33 84 Explorer / Producer Speculative Buy

17. Southern Gold Limited SAU 0.055 13 Explorer Speculative Buy 16. European Gas Ltd EPG 0.39 77 Producer / Explorer Speculative Buy

18. Canyon Resources Limited CAY 0.320 13 Explorer Speculative Buy 17. Strike Energy Ltd STX 0.20 66 Explorer / Producer Buy

19. Geopacific Resources NL GPR 0.205 7 Explorer Speculative Buy 18. Entek Energy Ltd ETE 0.17 49 Producer / Explorer Speculative Buy

Iron Ore Sub-Total 34,037

19. Atlas Iron Limited AGO 3.750 2,049 Producer Buy Industrials

20. Centaurus Metals Ltd CTM 0.077 65 Explorer Speculative Buy Resource Services - Capital Intensive

Coal 1. Ausdrill Limited ASL 3.20 975 Contract Drilling Buy

21. Riversdale Mining Limited RIV 16.200 3,052 Developer No Rating 2. NRW Holdings Ltd NWH 2.65 743 Contract mining Accumulate

Base Metals 3. Mermaid Marine Ltd MRM 3.24 690 Oil & Gas Services Accumulate

22. Independence Group NL IGO 5.440 1,102 Gold, Ni, Zn, Cu 

Producer/Explorer

Buy 4. Fleetwood Corporation FWD 11.33 649 Accomodation Neutral

23. Aviva Corporation Limited AVA 0.210 29 Explorer Speculative Buy 5. Matrix Composites & Engineering 

Limited

MCE 7.08 517 Oil & Gas Services Buy

Other metals 6. Imdex Ltd IMD 2.37 474 Drilling Supplies Buy

24. Kasbah Resources Limited KAS 0.200 73 Tin Developer Buy 7. Macmahon Holdings Limited MAH 0.54 396 Contract mining Neutral

25. Shaw River Resources Limited SRR 0.170 43 Manganese: Developer Speculative Buy 8. MACA Ltd MLD 2.35 353 Contract mining Buy

26. Hazelwood Resources Ltd HAZ 0.145 38 Tungsten Developer Speculative Buy 9. Pacific Energy Ltd PEA 0.45 156 Remote Power Buy

Uranium 10. Swick Mining Services Ltd SWK 0.39 92 Contract Drilling Speculative Buy

27. Peninsula Energy Ltd PEN 0.073 153 Developer Buy Resource Services - Labour Intensive

28. Impact Minerals Limited IPT 0.065 8 Explorer Speculative Buy 11. Monadelphous Group Limited MND 18.78 1,616 Construction Buy

Sub-Total 10,694 12. Decmil Group Limited DCG 2.66 329 Construction Buy

13. Lycopodium Limited LYL 6.41 248 Engineer. & Constr. Accumulate

14. RCR Tomlinson Ltd RCR 1.67 220 Engineer. & Constr. Buy

15. LogiCamms Limited LCM 1.10 73 Engineer. & Constr. Speculative Buy

16. VDM Group Limited VMG 0.16 34 Engineer. & Constr. Speculative Buy

Other Industrial Companies

17. Seven West Media Limited SWM 3.93 3,029 Media Accumulate

18. Austal Limited ASB 2.83 532 Civil and Military Vessels Buy

19. iiNet Limited IIN 2.53 385 Telecommunications Buy

20. Cash Converters Internat. Limited CCV 0.74 296 Unsecured Finance Buy

21. Amcom Telecommunications 

Limited

AMM 0.37 262 Telecommunications Buy

22. RedHill Education Ltd RDH 0.16 4 'For profit' education Neutral

Sub-Total 12,072

69. GRAND TOTAL 56,803

Source: IRESS, Hartleys Research.  * 12 Jul 2011

Non Conventional Oil & Gas
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Hartleys Recommendation Categories 

Buy Share price appreciation anticipated. 

Accumulate Share price appreciation anticipated but the risk/reward is 

not as attractive as a “Buy”. Alternatively, for the share 

price to rise it may be contingent on the outcome of an 

uncertain or distant event. Analyst will often indicate a 

price level at which it may become a “Buy”. 

Neutral  Take no action. Upside & downside risk/reward is evenly 

balanced. 

Reduce / 

Take profits  

There is unlikely to be further gains over the investment 

time horizon but there is a possibility of some price 

weakness over that period. 
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Speculative 
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Share price could be volatile. While it is anticipated that, 
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investment is considered high risk. 
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Disclaimer/Disclosure 

The author of this publication, Hartleys Limited ABN 33 104 195 057 (“Hartleys”), its Directors and their Associates from time to time may hold 

shares in the security/securities mentioned in this Research document and therefore may benefit from any increase in the price of those 

securities. Hartleys and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of a transaction arising 

from any advice mentioned in publications to clients. 

Hartleys has assisted in the completion of part of capital raising in the past 12 months for Cerro Resources NL, for which it has earned fees.  In 

addition, Hartleys has a beneficial interest in 1,000,000 CJO options.   

Any financial product advice contained in this document is unsolicited general information only. Do not act on this advice without first consulting 

your investment adviser to determine whether the advice is appropriate for your investment objectives, financial situation and particular needs. 

Hartleys believes that any information or advice (including any financial product advice) contained in this document is accurate when issued. 

Hartleys however, does not warrant its accuracy or reliability. Hartleys, its officers, agents and employees exclude all liability whatsoever, in 

negligence or otherwise, for any loss or damage relating to this document to the full extent permitted by law. 

 


