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August 02, 2010

Market Fundamentals Move In Favour Of Gunson, As It Presses Ahead With Its Zircon And Copper Projects

By Alastair Ford

According to recent analysis by old industry hand Malcolm Southwood at Goldman Sachs JB Were in Australia, the best three commodities to be in right now are platinum, copper and zircon. Gold comes in at number four, on the basis of its defensive qualities. That’ll be music to the ears of investors in Gunson Resources, a company which has exposure to three of those four, and which has been undergoing something of a market renaissance this year. Platinum is the one Gunson doesn’t have, so we’ll dispense with that straight away. As a company with a geographical focus in Australia, there’s not that much in the way of platinum opportunities in any case, however supply constrained Malcolm Southwood reckons the price is, and however strong investment demand. Copper, zircon, and gold are different matters. Those Gunson does have, and quite possibly in abundance, so any research which forecasts likely strength in these metals is music to the ears of Gunson managing director David Harley.

On the phone from Australia he explains how, for the time being at least, zircon is the company’s primary focus, through the ongoing development of its Coburn project in Western Australia. The timing of this looks propitious, because, after years of over-supply, the market in zircon looks to be turning, on the back of increased demand from China and a tailing off of production from South Africa. At JB Were Malcolm Southwood reckons that zircon will still be in surplus this year and next, but that as the ever burgeoning Chinese and Indian middle classes continue to fit out their kitchens and bathrooms, requiring zircon for tiling and other basic ceramics, the price risk has now shifted to the upside. 

Price forecasts are another matter, but then zircon is a commodity for which pricing is notoriously opaque. “Zircon prices are done in a bit of an exclusive club”, concedes David Harley. He offers the website of Australian industry leader Iluka as a possible starting point, but concedes that it’s not much in the way of help to interested retail investors trying to get a handle on real industry trends. Which brings us back to Malcolm Southwood. With no spot market to turn to, the opinions of the likes of Malcolm Southwood assume an extra weight, and indeed virtually the only way the likes of Gunson has of communicating the coming strength in zircon to a wider audience. Hence it’s no surprise when David Harley says: “the instiutions are waking up to it, but the retail traders are a bit behind”. It may take a little while yet, and Gunson’s shares have yet to really take off this year, but David Harley reckons it will come. “The message will start getting through”, he says, confidently enough. 

He can afford to be confident, too, because, even if zircon prices don’t strengthen too much, the company’s definitive feasibility Study, completed at the end of 2009, showed that the Amy Zone on Coburn can support a high volume, low cost, long life mining operation producing quality mineral products. Specifically, the study modelled a 23.5 year mine life delivering total revenue of $A2.2 billion, and throwing off an operating cash surplus of A$37 million per year, all for an initial capital cost of A$168 million. Since then commodities prices have strengthened somewhat, and exchange rates have shifted too, so in its latest quarterlies Gunson did a bit of tinkering too. The basic parameters of the project remain the same, but as negotiations with interested off-take parties continue under the auspices of RFC Corporate Finance, Gunson can hardly be blamed for pointing out the US$150 uplift in the zircon price, not to mention the recent strength in ilmenite too. 

Meanwhile, as all eyes are on the zircon, work continues apace at the company’s Mount Gunson copper project. In the case of copper, opinions have been mixed this year, as some fear the effects of the slight slowdown in Chinese growth, while others look out to the longer term with consistent optimism. For what it’s worth, Malcolm Southwood argues that “the long-term structural bull market for commodities is intact”, and that with copper likely to go into deficit next year, the outlook for the red metal is strong in the near term too. 

Mount Gunson is located in Australia’s most prolific copper region, the Olympic copper-gold province. The project is currently the subject of a bankable feasibility study, due for completion next March. At this stage the big selling point, reckons David Harley, is the quality of the end product, which is likely to grade 33% copper and 10 ounces of silver per tonne, with no deleterious elements. We’ll know more once the bankable study comes out, but for now it’s just worth recording that the pre-feasibility study carried out on just one of the Mount Gunson deposits and completed at the end of last year showed a 1.1 million tonne deposit grading 1.7% copper and offering payback within two years on the basis of US$2.70 copper. The current price is comfortably higher that US$3.00. 

Finally, bringing up the rear at this stage is the Tennant Creek gold project in Northern Territory. This has recently had one drill hole punched into it, though the results were inconclusive. The company will now come round for another pass, provided it can find the time, and bearing in mind Malcolm Southwood’s view that gold is now a defensive play. The only other real worry on the horizon is the possibility that Australia’s government might re-invent its mining tax to the detriment of the sector in general. But within a matter of weeks Australia might have a whole new government altogether. And if that turns out to be the case, all the local juniors might be in for a lift, Gunson included. 
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