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Gunson’s Zircon Project Should Eventually Throw Off Plenty Of Cash, But In The Short-Term It May Be A Nickel Discovery That Drives The Shares

By Our Man in Oz

Not many mining companies have “made” A$1 million a day just by sitting still. Gunson Resources has. Between October and January the net present value (NPV) of Gunson’s undeveloped Coburn zircon project in Western Australia increased by A$75 million, as a result of the rising price of zircon. And the NPV has probably kept rising into February, thanks to continued strong demand for zircon, especially from Asia. For Gunson chief executive, David Harley, a shortage of zircon, which is used in ceramic tiles and bathroom fittings, and the rising price means, that the next few months will be the perfect time to do a long-awaited joint venture deal to transform Coburn from a concept into a world-class mine.

“We’re getting closer”, Harley told Minesite in his Perth office. “Feasibility work is complete, and all we need now is to finalise financing, with the preferred model being the introduction of a partner as a minority shareholder”. That means that between now and mid-year Gunson will be conducting a series of “beauty parades” to find the most acceptable partner for the development of a mine which is likely to be one of only two major new sources of zircon that will be developed anywhere in the world during the next three-to-five years. What that means in business terms is that zircon customers will be beating a path to Gunson’s door, if only because the world’s biggest supplier of the mineral, Iluka Resources, will have ruled-off its sales book. 

“The outlook for zircon, and titanium minerals, is exceptionally positive”, Harley said. “Despite the higher value of the Australian dollar we have seen the NPV of Coburn increase by 53 per cent between October and January and the forecast internal rate of return increase by 29 per cent.” Investors seem to have woken to what sharply higher zircon prices mean to Gunson, and have run the shares up from the technical status of penny dreadful in October, when you could have snapped up a large parcel for less than A10 cents, to recent trades at around A25 cents. That’s a 150 per cent profit for three months “work”. 

The numbers could get even better if it turns out that the analysts at Resource Capital Research have crunched their numbers correctly. In a report released in the early part of February the analysts set a valuation for Gunson of A67 cents per share, largely because of Coburn, but also because the company has other irons in the fire, including a previously unheard off nickel exploration project which will be drill tested for the first time in the next few weeks. 

Most of the numbers behind Coburn are well known, as is the history of development delays. These were caused by environmental hurdles, and because the company was led up the garden path by a potential Chinese project partner. History aside, Coburn today can only be described as a project in waiting - having passed all feasibility studies it’s now ready for the deployment of the anticipated A$169 million in capital that’s needed to start mining. The proposed operation will have a minimum production life of 23.5 years and annual output of 40,000 tonnes of zircon, 90,000 tonnes of ilmenite, 9,000 tonnes of rutile, and 7,000 tonnes of leucoxene. Those output numbers point to Coburn generating total revenue of A$2.25 billion across the life of the mine, incurring total operating costs of A$1.3 billion, and leaving the best part of A$1 billion in Gunson’s accounts. 

So Coburn offers a clear demonstration, if any were needed, that throwing off cash is what zircon and ilmenite projects do best, given that they are not particularly exciting mines. But Gunson shareholders may not have long to wait, if it’s excitement that they crave. Over the next few months, drilling will get started on the Fowlers Bay nickel project near the South Australian coast. Very little has been said about this nickel prospect, partly because it has been tied up in a native title skirmish which has now been resolved, and partly because Gunson owes its original identification to its bigger zircon rival, Iluka. 

Iluka had been in the area using an airborne detection system looking for water for its new Jacinth zircon project in South Australia. It found very salty water, which is a good conductor of electricity, but it also collected other data, some of which was from Gunson’s ground. Amongst this data was a showing for another electrical conductor, which definitely wasn’t water. The thinking is that it might well be a sulphide-rich nickel deposit. Followers of nickel exploration in the Kambalda region of Western Australia will be familiar with the use of electrical conductivity as a tool in finding nickel orebodies. 

“Iluka did the right thing and handed over the data it had gathered, so we started looking in what is officially a conservation reserve”, David said. “We had to wait a year to get permission to drill, and resolve the native title issue, but now we’re ready, with the rig scheduled to start work around the middle of the month.” David said an earlier search in the area by BHP Billiton had failed because of the 60-to-70 metres of sand cover. This has subsequently been penetrated using modern techniques. “It is a potentially very interesting drilling programme, because we can see a definite shape in the structure we’ll drill”, David said. “It’s actually quite spectacular… and seems to be more akin to Canadian nickel structures than Kambalda, in the style of Voisey’s Bay” – a remark which will surely cause the ears of nickel watchers to prick up.

