Mining Research
When I want to research a mining company, I usually start off with by taking a quick look at the company’s latest presentation.  This is a good tool to scan a number of different companies in a relatively short period of time and hone in the better looking companies to put on your short list for further due diligence.  The presentation is a good place to start as it should provide the highlights of the company in the best possible light since it is prepared by the company and will highlight the best aspects of the company and its projects.  You won’t get a more rose coloured view than this.
If this presentation does not impress you straight away, move on and look for something else.

If it does impress you, then you must realise that this is probably the most optimistic view of the company and you have to dig further into the detail.  Put in on your short list for further investigation.

Company presentations are not only good for scanning junior mining companies.  If you are short of time, they are also a good way to get a quick picture of a company’s results, albeit a very biased view from the company’s perspective, as well as some very interesting industry research.
As an example, over the weekend I conducted a very quick review of the latest results from  Barrick, Newmont Kinross and Goldcorp came across the following very interesting charts.  These charts often show you a different way of looking at the same data you have been looking at previously.
The first image was copied from the Newmont presentation.  It shows what we have all been hearing – cash costs of miners are increasing.  It can be seen that globally, mining cash costs increased from about $270/oz in 2005 to $500/oz in Q2 2008, an increase of about 85%.  
To the un-initiated, this would imply that mining costs have increased by 85%, but this is incorrect and needs some explanation.

From my experience, the main causes of the cost increases over that period include higher energy costs, higher cost of reagents and consumables and higher labour costs.  One reason for the higher labour cost is due to higher salaries and wages resulting from a shortage of skilled labour in the mining boom.  The second reason is due to the increased amount of regulation and scrutiny on the mining industry.  The mining industry has been very proactive in cleaning up it’s poor image in terms of health and safety as well as environmental and social impact.  At the same time there has been a dramatic increase in regulation of these various aspects of the industry.  Additional professional staffing and consultants has been required at both mine and corporate levels to ensure compliance with corporate strategy and regulators, adding significant costs.
The interesting part of this chart is that over the same time period that indicates cost/oz increasing, the average head grade has decreased from an average of about 1.56 g/t in 2005 to about 1.29 g/t for Q2 2008.  This is decrease in head grade of about 17%.  This tells us that for the same amount of effort, 17% less gold is being produced, increasing cash cost per ounce by 17%.  Therefore we can see that operating costs per tonne have really increased about 68% from 2005 to Q2 2008 and head grade has decreased by approximately 17% resulting in an overall 85 % increase in cost per ounce. 
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The next chart shows that Newmont expects long term gold strength to result from the global fiscal and monetary efforts to stimulate growth.
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The last of the selected Newmont slides highlights increasing demand from ETFs being partially offset by decreasing Indian jewellery demand.
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The following images are from the Barrick AGM and Barrick Quarterly results presentations.  
The first image shows how the barrack cash costs have increased from $225/oz in 2005 to $443/0z in 2008. An increase of 96% and comparable to the data above indicating an 85% increase over a similar time period.  This image also highlights that the cash margin has also been growing due to the higher gold price.  Over the same period 2005-2005, the cash operating margin increased from $214/oz to $427/oz, an increase of 99%.

At the same time the gold price has increased from $439/oz to $870/oz, an increase of 98%.

Some would argue that the performance of gold miners has been less than satisfactory as they are expected to be leveraged to the gold price, but the above numbers have shown that their operating margins are only just keeping pace with the gold price because their operating costs have increased at about the same rate as the increase in gold prices.

This is true and you cannot argue with the facts.  The upside however is that cost pressures are easing for the mining companies.  Energy costs are lower and skilled labour is more readily available.  Head grades may still decrease, but overall cash costs should stabilize or even abate slightly.  So any future increases in the gold price should see operating margins grow at a greater rate than the gold price.  For example, if gold price increases from $870/oz to $1,000/oz an 11% increase while the cash cost remains at $443/oz, then margins increase from $427/0z to $557/oz, an increase of 30%.  This augers well for gold company share prices compared to gold price in an increasing gold price environment as suggested by Bill and others.
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The next image shows the same information, but this time includes the effect of by-product credits.  In the case of Barrick, the majority of these by-product credits come from copper.  In this case, the cash cost per ounce in 2008 is reduced to $337/oz and the operating margin increased to $533/oz.

As would be expected, in 2007, when the copper price was at it’s peak, the copper credits reduced the cash costs from $345/oz to $228/oz or 34%.  When copper prices were lower in 2006 and 2008, the by-product credits lowered cash costs by 28% and 24% respectively. 
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The next image is just interesting as it show the growth in ETF holdings of gold.  The million dollar question that many have alluded to is whether this is physical gold or just paper gold?
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The last slide is interesting in that it shows Barrick’s prediction for future gold production.
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The next 2 slides from Kinross show a similar picture.  The first slide shows increasing demand and the second slide shows decreasing supply.  In the second chart you can see that gold supply is decreasing in the big 4 gold producing countries while increasing elsewhere with a net overall decrease.  China is now the world’s largest gold producer.
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The next chart provides a bit more of a breakdown, showing the change in production from each area.  Unfortunately there is no scale on the chart[image: image10.png]global production by region
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The next 2 charts highlights Kinross’s increasing cash margin over the years and in relation to the other major gold producers.[image: image11.png]margins expanding
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The Goldcorp presentation highlights it’s production growth over the next 3 years as well as it’s position in the industry as a low cash cost producer.
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The next chart provides a good comparison of the major gold producers.
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These larger companies have separate Investor Relations departments that conduct research for marketing purposes.  So you have to be careful in that they have a vested interest and are only showing data and information that supports their cause.  As an example, Goldcorp shows it has the greatest cash and gross margins while Kinross highlighted that they have the fastest growth in margins.  They will all be looking for a marketing edge over their peers.  Nevertheless, there are some interesting charts and sometimes show a different ways of looking at data.

Chris Start

