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INVESTMENT POINTS 

♦ Growing resource base: More than 30,000m of drilling has been completed 
at the Cue project, with an upgraded resource at Break of Day (BOD) and 
Lena of 3.55Mt @ 3.1g/t Au (352koz) released in July 2017 (including 200koz 
@ 7.2g/t Au at BOD). The current 352koz at BOD/Lena may surpass 500koz 
by 1H18, with upside towards 1Moz over time.  

♦ Mining Lease: All gold deposits at Cue are within granted mining leases, 
hence the timeline to production is likely to be less than permitting a 
greenfields project. 

♦ High operating margin: We envisage a potential combined open-cut and 
underground mine at a cost (AISC) of <A$1000/oz, potentially in the lowest 
quartile of Australian producers, largely depending on reserve grade. 

♦ Development options: With several mills nearby to the resources at Cue, a 
stand-alone plant, toll-treatment or combination of both is a possibility, clarity 
may emerge in 2018 as the resource grows and scoping work is undertaken. 

♦ Low capital potential: Due to the high potential underground grades, a 
small-capital development in the order of 250ktpa may be an option, with 
capital costs an order of magnitude below that of peers. Once the mine is 
functioning, modular expansion can be considered at a later date.   

♦ EV/oz cheap on comparable metrics:  Pre-development gold companies on 
the ASX typically trade between US$20 to US$50/oz resources. High grade 
resources can at a premium to lower grade. Applying a metric of US$50/oz to 
our expectation for a 750koz resource for MGV in 2018 we achieve a 
valuation of US$38M or A$0.175/share. Applying the peer-average of 
A$53/oz to this target resource achieves a valuation of A$0.155/share which 
is a bit more conservative. Our target price is hence A$0.16/share. 
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52 week range (A$/share) 0.06 to

Cash (A$m): Dec '31 Est.
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Jetosea Pty Ltd (6.1%)
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Market capitalisation (undiluted) (A$M) 18.1
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14.3

40

2.3

Major shareholders: 

Share price (A$) 0.065

0.10

0.160

MUSGRAVE MINERALS LIMITED        
High grade gold project unfolding at Cue, Western 
Australia, with near-term production and 1Moz potential  

Share Price: $0.065 Speculative Buy 

Resource base of 441koz at Cue is expected to continue to 
grow, surpassing 650koz by 2018 (MGV, 100%).  

Granted mining leases with four mills nearby, and good 
metallurgy indicate a profitable operation is likely due to grade 
(>7g/t at Break of Day). 

We envisage a high grade UG mine at Break of Day/Lena could 
produce over 60kozpa at low cash cost. RCR's MGV NAV is 
$0.096/share currently with a 2018 price target of A$0.16/share. 
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COMPANY COMMENT 
 
Overview: Musgrave Minerals (ASX: MGV) is focused on 
the Cue project in Western Australia where a rapidly 
growing, high grade gold resource has been delineated on 
granted mining leases close to existing gold mines and 
infrastructure.   

MGV will be considering project development options in 
2018 including potential for toll-treatment or a stand-alone 
development. 

Company History: MGV listed in early 2011 after raising 
A$20M, initially focused on a large tenement holding in the 
Musgrave province in the state of South Australia. Both 
BHP and RIO Tinto have been active exploring in the 
Musgrave area in the past. 

Cue Project: (MGV 100%). MGV entered into a Joint 
Venture Agreement with Silver Lake Resources (ASX: SLR) 
in November 2015 for the Cue Project in WA. 

Situated around 620km north-east of Perth, near the towns 
of Cue and Mt Magnet in the Murchison District of Western 
Australia, MGV has completed over 30,000m of drilling and 
now owns the project 100% following payment of A$1.5M in 
July 2017 for SLR’s remaining 20% interest.  

The current JORC 2012 resource at Break of Day is 868kt 
@ 7.2g/t Au (200koz, 55% indicated). Lena is 2.68Mt @ 
1.8g/t Au for 153koz (46% indicated). 

An updated resource is anticipated 1H18. 

The 3.0g/t cutoff grade, 80g/t top-cut and 2.5m mining width 
modelled for the Break of Day resource is considered 
conservative. Increasing the cutoff to say, 4g/t Au and 
decreasing the assumed mining width to 2.0m, we would 
expect the resource grade to be above 8g/t Au with only a 
moderate drop in ounces (10-20%) which indicates a robust 
resource grade to us (to be confirmed through mine 
scheduling work in 2018). 

Mineralisation has been defined over more than 400m of 
strike, and down-dip over 300m at BOD. We expect this 
resource can continue to grow towards 500koz in the short 
term (6 months) with potential to be >1Moz over time. In the 
district, similar deposits can continue to over 1km depth. 

In our opinion MGV did a good deal farming into the SLR 
ground, and has moved quickly to cement 100% owned, 
gold-rich (thus valuable) tenements in the central Murchison 
area. The resource potential of 1Moz is attractive, 
particularly in light of the grade seen to date, along with four 
large and hungry mills in the district, and a fifth being 
constructed at Dalgaranga by Gascoyne Resources (ASX: 
GCY).  

Westgold (ASX: WGX) and Ramelius (ASX: RMS) could 
benefit substantially from the potential A$20-40M in annual 
cashflow even a modest scale mine (250ktpa) may achieve. 
Particularly as the grade could be a nice sweetener to the 
low-grade feedstock abundant in their own tenement areas. 

Tuckabianna/Eelya: A JORC (2004) resource of 2.0Mt @ 
2.0% Cu (>90% Indicated) has been published at 
Tuckabianna, including a “reserve’ of 442kt @ 3.3% Cu 
(15kt Cu). A gold resource of 689kt @ 1.53g/t Au is also 
estimated (34koz). Higher grade portions include drilling 
results such as 9.3m @ 15.4% Cu, 2g/t Au and 29g/t Ag 
from 61m (11HOD009). 

At the Eelya prospect, MGV conducted maiden drilling in 
2017 with encouraging intercepts including 2m @ 18.1% Zn 
and 0.5% Cu from 17m (17EPRC005) and 4m @ 8.1% Zn, 
1.5% Cu, 0.6g/t Au and 21g/t Ag from 17m (17EPRC004). 

There are untested geophysical and geochemical targets 
such as Colonel deeps which have been suggested for 
follow-up. We expect only a small exploration expenditure 
here as not a focus for MGV at present. 

 

Fundraising: MGV spent A$3.9M on exploration in FY17, 
with the majority allocated to the Cue Project. A placement 
and SPP in July 2016 raised A$2.7M (A$0.059). A further 
placement was conducted in May 2017 raising A$3M 
(A$0.075/share) with an additional A$3.6M raised in 
October 2017 (A$0.062/share). The cash balance 
estimated at the end of December 2017 is A$3.8M. 

Mining Potential: Based on the apparent grade, and 
robust resource at higher cutoff (reducing width and lifting 
cutoff only reduces the total ounces slightly) we believe a 
profitable mining project is taking shape. For valuation 
verification reasons we conceptually modelled a 250ktpa 
mine producing 60kozpa at AISC <A$1000/oz based on a 
340koz reserve (pre-recovery factors). Key variables 
include head grade, costs and development capital, further 
clarity on which we expect to be forthcoming in 2018. 

The ultimate scale of the project will depend on how quickly 
the resource can continue to expand in 2018, and the trade-
off between early production and the capital requirements 
of a full feasibility which can take several years to complete 
with potential for ongoing call on shareholders. 

Mineralisation: The Break of Day deposit is hosted by a 
shear-zone, within a basaltic stratigraphic sequence. 
Vertical to steeply dipping semi-parallel shear hosted quartz 
veins known as the Velvet and Twilight Lodes contain the 
gold. The separation of the lodes varies from 10m to 60m. 
Quartz veining is both parallel and oblique to the main 
shear zone. The deposit is open at depth and along strike. 
Additional high-grade shear zones have been identified at 
Lena and the recent Louise Discovery, 750m from Break of 
Day, demonstrates the potential for further high grade reefs 
to be located within the 22km district scale shear-zone. 

The near-term speed of resource growth will depend on the 
discovery of further near-surface deposits, as deeper 
drilling below say 350m at BOD may not be warranted at 
this stage. We believe critical mass for a mining operation 
has already been identified. Along strike the recent Louise 
discovery is an example of how shallow high grade ounces 
can quickly change the project dynamics if continuity is 
demonstrated. 

Valuation: Our target valuation for MGV is A$43.1M 
($0.155/share) based on the assumption of group 
resources of 750koz in 2018, applying average multiples of 
EV/oz for MGV’s peer group (A$53/oz). Based on the 
current resource, we value the company at A$26.5M or 
A$0.096/share. 

Our conceptual scoping level DCF model also confirms the 
reasonableness of the target valuation for 2018. 

Upside to our valuation may be through further discoveries 
and confirmation of a mine-plan in 2018 verifying our thesis 
of a 7-9g/t underground development.  

The need to develop a mining operation near-term will be 
dictated largely by the market support for ongoing 
exploration efforts compared to the potential for near-term 
cashflow from early mining operations. 

 

 

 

 

 

 

 
 
 
 
 
 

 

 

Investment Comment:  
 
RCR's 12 month share price target is 16cps. MGV has 
upside leverage to the growing high grade resource at 
Cue, which is trading at a substantial discount to peers. 
Over time we expect the resource at Cue could grow to 
1moz or more, and we anticipate 650koz by 1H18. 

With potential in our opinion for production of >60kozpa 
at low cost (AISC <A$1000) from 2019, we expect 2018 
to be a definitive year for MGV as this conceptual 
production strategy begins to take shape. 

The recent expansion by Westgold (ASX: WGX) by 
acquiring the Tuckabianna Mill, and presence of 
Ramelius 40km south, adds to the inherent value in MGV. 
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RESERVES AND RESOURCES
 

Note: JORC (2012) for BOD and Lena, JORC (2004) for remainder
 

 

Figure 1) Cross section of Break of Day Deposit showing Louise discovery (Nov’17)
 

Source: MGV, 2017 
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RESERVES AND RESOURCES  

Note: JORC (2012) for BOD and Lena, JORC (2004) for remainder 
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ection of Break of Day Deposit showing Louise discovery (Nov’17) 
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Figure 2) Tenement location map 

Source: MGV, 2017 
 

 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
 
 
 
 

 

Key Investment Thesis 
 

The investment thesis for MGV is driven by the expectation of ongoing exploration success, and the outlook 
for a low capital cost and high margin gold project, potentially in the lowest quartile of costs on the ASX, in 
coming years. 

MGV has rapidly grown the 441koz resource at Cue in the last 18 months, and with the expectation that 
resources at the Cue Project can push through 650koz next year, and potentially 1Moz over time, 
shareholders should be rewarded, particularly if the high grades discovered to date continue. 

The 22km of prospective Break of Day/Lena shear zone (including 12km under salt lakes with no bedrock 
gold drilling), and recent discovery at the Louise prospect (2m @ 30g/t Au from 79m, 17MORC112) 
demonstrate the prospectivity of the region to host major gold deposits (such as the Hill 50 deposit, 5.1Moz 
reserves in 1999). Until 1990, average grade produced at Mt Magnet was 10g/t Au, including 12.6g/t Au at 
Hill 50. We see distinct geological similarities with the Break of Day discovery. 

With the potential for a low capital cost stand-alone development, or toll-milling deal in a shorter time frame, 
we expect MGV to move towards project development in 2018 with potential toll milling early in 2019 or 
potentially stand-alone plant construction from 2019 onwards. 

With pre-development peers typically trading at around A$50/oz on average, with a higher-than average 
grade and lower capital options than peers, we expect MGV is a good candidate for re-rating in 2018.  
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Figure 3) Regional location map showing strategic location of MGV ground 
 

 
 Source: MGV, 2017 
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Figure 4) Strike length and depth of orebodies shown 
 

 
      Source: MGV, June, 2017 
 

Exploration History & Geology 
 

At Break of Day, a historical record indicates 16koz was extracted by old-timers at 46g/t Au. Modern 
exploration began in the 1980’s, before being acquired by Silver Lake Resources (ASX: SLR) and 
predecessors in the early 1990’s. 

A resource of 820kt @ 8.5g/t Au (224koz, inferred) at Cue/Lena was carried from listing through to 2010, 
when further drilling was conducted. The geology was not well understood by SLR, and the nature of the 
high grade structures did not hang together when further infill drilling was carried out at Cue in 2010/11. 
Some encouraging intercepts at Break of Day were reported in 2011 (mostly below 10g/t over narrow 
intervals) including 5m @ 14.7g/t Au (from 85, 11MORC063) however the resource at Cue was downgraded 
(in terms of grade) to 3.55Mt @ 3.2g/t Au for 350koz (75% inferred). 

A resource of 3.2Mt @ 3.0g/t Au (313koz) at Lena was articulated as a planned open-cut down to 65m 
however never mined. With the failure of the wider Murchison project in 2014, Silver Lake then focused on 
their core assets at Mt Monger and the Cue Joint Venture with MGV was signed in November 2015. 

The Cue project consists of four separate deposits, Break of Day, Lena, Leviticus and Numbers. MGV 
began drilling in August, 2016 and has since completed over 30,000m of drilling in the area. Numerous high 
grade intercepts have been reported at >20g/t Au including 6m @ 46.5g/t Au (17MORC050, from 99m), 
21m @ 21.5g/t Au (from 157m in 16MORC026) 15m @ 16.6g/t Au (17MORC50 from 170m) and 5m @ 
53.5g/t Au (from 138m in 16MORC041).  

Mineralisation has now been defined at more than 400m of strike, and down-dip over 300m at BOD with the 
current resource of 868kt @ 7.2g/t Au (200koz, 55% Indicated) expected to have grown to over 1Mt now 
(>250koz) and still open at depth and along strike. Since July, further down-dip results such as 11m @ 54g/t 
Au (from 217m , 17MORC084, including 5m @ 110g/t Au), 11m @ 13.8g/t Au (17MORC108, from 120m) 
and 2m @ 21g/t Au (17MORC117, from 86m) have been reported. 

Additional targets include Louise (recent result of 2m @ 30g/t from 79m from only 2 drillholes) which 
represents a 500m x 250m wide soil anomaly, 600m south of Break of Day. Lady Stardust, Laterite and 
Vostock are other identified prospects that require drill-testing. In all, 22km of prospective strike length. 
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Figure 5) Australian underground mines, cost vs grade 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   

   Source: Ulrich, 2017. 13th AusIMM Underground Operators Conference, 16-18 October, Gold Coast, 2017 

Development Potential 
 

We anticipate Scoping Studies will be run in conjunction with an expanded resource model in 1H18, with a 
move to project detailed design stage by 2H18. 

Due to the high-grade nature of Break of Day (and later, Lena with further drilling on high-grade zones) a 
large reserve is not likely to be required to justify a decision to mine. In addition, the location of two large 
mills within 40km means a tolling arrangement may be the preferred development solution in the near-term, 
assuming a satisfactory agreement can be reached. 

The cash from a short-term tolling deal could be put back into exploration, thus limiting further drawdown 
from investors in 2018. 

The 3.0g/t cutoff grade, 80g/t top-cut and 2.5m mining width modelled for the Break of Day resource is 
considered conservative. Increasing the cutoff to say, 4g/t Au and decreasing the width to 2.0m, we expect 
the resource grade to be closer to 9g/t Au.  We have modelled an UG grade of slightly above 8g/t Au for 
Break of Day/Lena at a rate of 250ktpa nameplate capacity, taking into account mining dilution of 10%.  

For assessment purposes we modelled a conceptual reserve at Break of Day of 1.26Mt @ 8.0g/t with 93% 
recovery (200kt open-cut), delivering an average of 61koz over a five year life (304koz produced). AISC of 
<A$1000/oz may be possible, depending on mining method and development required. Once detailed mine 
scheduling and preliminary modelling is conducted as part of scoping work, we expect more clarity on 
indicative costs will be forthcoming. Similar shallow, small-tonnage underground mines in Western Australia 
are typically anywhere from A$150/t to A$250/t inclusive of sustaining capital. 

As shown in the diagram below, once grade drops below around 6g/t Au, the cost per ounce can escalate 
quite dramatically though we note this chart is not reflective of mine size with smaller mines carrying higher 
overheads 

MGV UG? 



 
EQUITY RESEARCH 

RCR December 2017 Disclaimer & disclosure attached. Copyright
©
 2017 by RCR Pty Ltd. All rights reserved. 8 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 6) Eelya project, showing Colonel Deeps target, drilling planned in 2018 

 

 
                Source: MGV, July 2017 

 
 
 
 
 
 
 
 
 
 

Other Projects: Tuckabianna & Eelya  
 

Gold was initially discovered in 1915 at Tuckabianna, around 30km north of Break of Day in WA. It is 
believed over 50koz was extracted at a grade of 18g/t Au from gold-rich BIFs in the area. Between 1988 
and 1997 around 6Mt of ore was processed for extraction of 0.5Moz of gold. 

Current resources consist of both gold and copper at Hollandaire, part of a moderately dipping, 10m thick 
tabular VMS orebody discovered by SLR in 2011 (starting 50m from surface).  

A JORC (2004) resource of 2.0Mt @ 2.0% Cu (>90% Indicated) has been published, including a reserve of 
442kt @ 3.3% Cu (15kt Cu). A gold resource of 689kt @ 1.53g/t Au is also estimated. Higher grade portions 
include drilling results such as 9.3m @ 15.4% Cu, 2g/t Au and 29g/t Ag from 61m (11HOD009). 

At the Eelya prospect, MGV conducted maiden drilling in 2017 with encouraging intercepts including 2m @ 
18.1% Zn and 0.5% Cu from 17m (17EPRC005) and 4m @ 8.1% Zn, 1.5% Cu, 0.6g/t Au and 21g/t Ag from 
17m (17EPRC004). 

At the nearby Colonel prospect, EM conductors extending over 600m have not been tested, with one hole 
by MGV in 2017 revealing 6m @ 1.0% Cu, 1.7g/t Au from 67m (17EPRC001). 

We expect a limited amount of expenditure on this project in the near-term, as the main priority for MGV is 
continued resource expansion and mine planning for the Cue project. 
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Figures 7, 8) Regional satellite showing salt lakes, and recent Louise Discovery (RHS) 

 

Source: MGV, July 2017 
 
 
 
  

District-scale Potential 
 

The recent confirmation of high-grade gold at Louise (2m @ 30g/t Au from 79m, 17MORC112), 750m to the 
south of Break of Day, was validation of the theory that narrow, high grade gold may be present along a 
large portion of the 22km shear-zone, much of which has not been drill-tested. 

The 12km of salt-lakes to the north of Break of Day will be tested below cover in due course, with no testing 
yet conducted of bedrock gold potential. 

A nearby example of a high-grade deposit was Hill-50, closed in 2007 following production of over 2Moz 
from the underground mine to a depth of 1500m. The mine operated for many decades and at one stage in 
the 1990’s had a 5Moz reserve. 

MGVs’ strategy of testing soil anomalism with RC drilling along the shear-zone appears to be working, and 
further drill-testing of soil anomalies will be conducted in coming months, along with drilling in areas which 
may host buried gold mineralisation (such as between BOD and Louise) that is not detected through 
geochemistry. 
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Figure 9) Peer comparison & target valuation 
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Peer Comparison & Valuation 
 

The valuation of mining and development companies is dependent on perception of future revenues, or 
value accretion through the building of an asset, which has potential for future revenue. 

Many factors will influence a valuation such as project scale, profitability (position on cost curve), expansion 
potential, capital cost ratio to enterprise value, normal stockmarket dynamics, project structure, risk 
interpretation and a host of variables and factors which are normally addressed as part of feasibility work. 

With the presentation of a conceptual financial model a little premature for the purposes of this report 
(without even a Scoping Study), based on the grades discovered, and proximity to processing plants, it 
would appear the Cue project has economic potential. 

Most reserves and resources currently being developed and delineated by peers, are low grade (around 
2.0g/t or less in many cases). Whilst many are open-cut at these grades, as we have seen from recent 
examples in the market of companies struggling to generate sufficient cashflow, the higher the margin, the 
greater the level of comfort and flexibility for project development and financing. Margin is often driven by 
grade. 

As shown in the chart below, the grade of the growing MGV resource appears superior to peers. Applying 
the peer average around A$53/oz (US$40) to a conceptual 2018 resource of 750koz for MGV, we obtain a 
A$0.155 (A$43M) valuation target for MGV. Adding say a 30% premium the benefit both grade and deposit 
positioning (grade, mills, mine lease granted) gives us A$52.6M (A$0.20/share). Our current valuation is 
A$0.096/share based on the existing JORC resource with a A$0.16/share price target. 

Our conceptual DCF scoping model (not presented in detail for the purpose of this report) confirms this 
valuation range is appropriate, considering the early stage of the development concept. 

Upside to our valuation may come from a faster-than anticipated increase in the resource, or additional 
discovery which is not currently factored in. As mentioned previously, this project has many benefits 
compared to the large-scale, low-grade open-pits being considered by several peers at the resource and 
feasibility stage shown in the graphic below. We would expect, assuming the resource has integrity for 
mining at around 7-9g/t gold underground, that the return on capital (particularly if a tolling option is pursued 
in the near term) would be well above industry average and the large-capex greenfields mills planned or 
under construction by peers. 

The table following, is a highlight of the value potential for tenement neighbours Westgold (ASX: WGX) and 
Ramelius (ASX: RMS) as they both suffer from low grades, and large tonnage mills (high milling 
costs/ounce).  

The proximity of up to 1Moz of relatively high grade feed nearby for MGV (target ounces on a say 2yr view) 
may prove attractive to these larger listed groups. 

 

Source: RCR Estimates, Nov’17  
 
*Share prices as at 4/12/2017. BRB- No published resource, estimate only 
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DISCLOSURE AND DISCLAIMER 
Important Information 

Resource Capital Research Pty Limited (referred to as “we”, “our”, or “RCR” herein) ACN 111 
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