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YTD 1m 3m 12m
Abs -12.2% 0.0% -1.3% -4.8%
Rel -17.5% -0.8% -3.3% -14.9%

Hillgrove Resources Ltd (Reuters: HGO.AX, Bloomberg: HGO AU)

Year-end Jan (A$) FY12A FY13A FY14A FY15E FY16E
Revenue (A$ mn) 12 115 139 187 175
EBITDA (A$ mn) (2) 19 37 49 29
Net Profit (A$ mn) (8) (11) 1 11 6
EPS (A$) (0.01) (0.01) 0.00 0.01 0.00
P/E (x) NM NM 56.0 8.3 16.8
EV/EBITDA (x) NM 6.0 3.1 1.8 2.3
DPS (A$) 0.00 0.00 0.00 0.00 0.00
Dividend Yield 0.0% 0.0% 0.0% 0.0% 0.0%
Normalised EPS (A$) (0.01) (0.01) 0.00 0.01 0.00
Normalised EPS Growth (28.3%) 38.1% (112.6%) 921.4% (50.2%)
Normalised PE NM NM 85.5 8.4 16.8
Source: Company data, Bloomberg, J.P. Morgan estimates.

Company Data
Shares O/S (mn) 1,182
Market Cap (A$ mn) 93.35
Market Cap ($ mn) 86.79
Price (A$) 0.08
Date Of Price 26 Aug 14
Free Float(%) -
3M - Avg daily vol (mn) 0.88
3M - Avg daily val (A$ mn) 0.07
3M - Avg daily val ($ mn) 0.1
ASX100 4679.40
Exchange Rate 0.93
Price Target End Date 31-Jul-15
Price Target (A$) 0.11

See page 5 for analyst certification and important disclosures, including non-US analyst disclosures.
J.P. Morgan 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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Price Performance

HGO.AX share price (A$)

ASX100 (rebased)

HGO reported a solid July quarterly production report. Key highlights: 1) the 
company remains on track to be net cash by early CY15, 2) operations 
continue to track along nicely, with quarterly copper production of 5.9kt ahead 
of our forecast, and 3) no major changes to guidance with the change of 
reporting to December-year end. Maintain Overweight.

 Solid July quarterly production. HGO produced 5.9kt Cu-in-concentrate, 
+2% vs. JPMe, with strong mill throughput (+12% vs. JPMe) offset by 
lower head grades and recoveries. Milling rates were strong despite planned 
maintenance and were helped by a draw down of coarse ore stocks. Rain 
over the quarter restricted access to mining areas within the open pits, which
resulted in lower-than-expected head grades delivered to the mill (0.76% vs. 
JPMe 0.83%); we expect grades to track back towards ~0.80% over the 
coming quarter. A new screening system was also installed over the quarter 
which will improve efficiencies in the primary / secondary circuit and 
concentrate grades are expected to tick up in the coming months from the 
utilisation of the flotation underflow stream in the re-grind circuit. Quarterly
C1 costs of US$1.94/lb were below JPMe US$2.06/lb, where lower-than-
forecast mining costs were offset by lower by-product credits. Guidance 
was updated for December-year end (change of reporting), with the 
company guiding to 20.5-22.5kt for the 11mth to December.

 De-risking of balance sheet continues. The company finished the quarter 
with cash of A$12.1m and gross debt (ex lease liabilities) of A$25.3m. We 
forecast ~A$20m of FCF generation over 2HFY, which will be ample to 
repay the ~A$13m in senior debt and ~A$2.3m of the gold loan; we forecast 
HGO will be net cash by early 2015. A track record of stable operating 
metrics gives us further confidence in the de-risking of the balance sheet. 
Additionally, HGO extended hedging coverage over 90% of production 
until November at an average price of ~A$3.47/lb.

 Retain Overweight. Notwithstanding operational risks around grade profile 
and the potential for elevated waste stripping over the next 12-18 months, 
we believe risks surrounding HGO’s ability to repay debt are subsiding and, 
as such, should help the equity re-rate over the medium-term.
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Changes to forecasts

We have factored in the July quarterly production report, updated our hedge book 
forecasts and made minor operational changes. The net impact to earnings and 
valuation is shown in the table below.

Table 1: Changes to HGO forecasts

NPV Underlying NPAT (A$m)
A$ps 2015F 2016F 2017F

Previous 0.11 15 4 3
Revised 0.11 11 6 3
Change 0.00 -4 1 0
Change -4% -25% 27% 6%

Source: J.P. Morgan estimates.

Investment Thesis, Valuation and Risks

Hillgrove Resources Ltd (Overweight; Price Target: A$0.11)

Investment Thesis 

We have an Overweight recommendation on HGO. The Kanmantoo operating 
performance has shown consistency and balance sheet risks have subsided which 
together warrant a re-rating towards NPV.

Valuation

Our Jan-15 price target of A$0.11ps is derived off our Jan-14 NPV of A$0.11ps, 
based on our DCF valuation of Kanmantoo using a 12% WACC.

Risks to Rating and Price Target

Key downside risks to our Overweight recommendation include: 1) worse-than-
expected grade profile at Kanmantoo; 2) weaker cost performance, and 3) higher 
than expected waste stripping over the next 12-18 months. 
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HGO Summary: Jan-yr end (A$m) Relative recommendation: OW

Profit & Loss (A$m) 2014A 2015E 2016E 2017E Valuation Summary A$m

Revenue 140 187 175 175 Current Market Capitalisation 92.2

Operating Expenses (102) (138) (146) (149) EV 76.1

EBITDA 37 49 29 26

Depreciation & Amortisation (29) (31) (21) (22) 12 mth price target (July 2015) 0.11

EBIT 8 18 8 3 Capital growth to price target 35%

Other (1) - - - 12 mth forecast DYld 0.0%

Interest (5) (2) 0 1 12 mth forecast total return 34.6%

PBT 2 16 8 4 WACC 12.0%

Tax (1) (5) (2) (1)

Minorities & other - - - - Current DCF (July 2015) A$m A$ps

NPAT - reported 1 11 6 3 Kanmantoo 128.7 0.11

Exceptional items (1) - - - Investments 0.2 0.00

NPAT - adjusted 1 11 6 3 Corporate costs (21.8) (0.02)

Sub-total 107.1 0.09

Shares outstanding (m) 1,176 1,186 1,186 1,186 Net cash/(debt) 16.1 0.01

Reported EPS (A¢ps) 0.1 0.9 0.5 0.3 Exploration potential 3.0 0.00

Normalised EPS (A¢ps) 0.1 0.9 0.5 0.3 Total 126.2 0.11

Normalised EPS grow th n/a 642% (50%) (44%)

DPS (A¢ps) 0.0 0.0 0.0 0.0

DPS grow th n/a n/a n/a n/a

DPS / EPS payout 0% 0% 0% 0%

Cashflow (A$m) 2014A 2015E 2016E 2017E Key Ratios 2014A 2015E 2016E 2017E

Cashflow  f rom operations 11 41 30 26 PE Ratio 61.3 8.3 16.6 29.6

Capex (19) (12) (7) (6) EV / EBITDA 3.1 1.8 2.3 1.8

Free cashflow (8) 29 23 20 Dividend yield 0% 0% 0% 0%

Investing cashflow (22) (12) (7) (6) ROE [Norm NPAT / Equity] 0% 5% 2% 1%

Dividends - - - - ROA [EBIT / (assets - cash)] 3% 6% 3% 1%

Financing casflow 0 (31) (10) - ROIC [EBIT / assets] 3% 6% 3% 1%

Change in cash (11) (2) 13 20 EBIT / net interest 1.5 8.6 na na

EBITDA / net interest 6.9 23.3 na na

Balance Sheet (A$m) 2014A 2015E 2016E 2017E Net Debt / EBITDA 0.7 na na na

Cash and cash equivalents 16 15 28 48 Gearing - net debt / equity 11% -2% -11% -19%

Property plant & equipment 226 207 192 176 Gearing - net debt / (net debt + equity) 10% -2% -12% -23%

Total assets 322 297 293 296 EBITDA margin 27% 26% 16% 15%

Debt 42 11 1 1 Effective tax rate 33% 30% 30% 30%

Total liabilities 94 58 48 48 CFPS (A¢) (0.7) 2.4 1.9 1.7

Total equity 229 240 245 248 FCF yield -9% 31% 25% 22%

Net debt / (cash) 25 (4) (27) (47)

Attributable Production 2014A 2015E 2016E 2017E

Half Yearly P&L (A$m) 1H14A 2H14A 1H15E 2H15E Concentrate (kt) 75.4 97.5 89.8 85.7

Revenue 58.8 80.7 92.4 94.4 Copper (kt metal in conc.) 17.2 22.5 20.1 19.2

Operating Expenses -40.4 -61.6 -65.9 -71.9 Gold (koz) 6.0 7.1 9.5 9.1

EBITDA 18.4 19.1 26.5 22.5 Silver (koz metal in conc.) 132.9 131.5 176.7 168.5

Depreciation & Amortisation -12.4 -16.7 -21.2 -9.8

EBIT 6.0 2.3 5.3 12.7 Cash Costs (C1) 2014A 2015E 2016E 2017E

Other 3.3 -3.9 0.0 0.0 US$/lb (post credits) 2.49 2.30 2.64 2.75

Interest -3.0 -2.4 -1.4 -0.7 A$/lb (post credits) 2.41 2.03 2.36 2.44

PBT 6.3 -4.0 4.0 12.0

Tax -2.3 1.5 -1.2 -3.6 Price Assumptions 2014A 2015E 2016E 2017E

Minorities & other 0.0 0.0 0.0 0.0 A$/US$ FX rate 0.88 0.89 0.89 0.85

NPAT - reported 4.0 -2.5 2.8 8.4 Copper (US$/t) 6,896 6,766 6,857 7,102

Exceptional items -3.0 2.5 0.0 0.0 Gold (US$/oz) 1,289 1,240 1,242 1,264

NPAT - adjusted 1.0 0.0 2.8 8.4 Silver (US$/oz) 20.43 20.18 19.51 18.75

Segmented revenue (A$m) 2014A 2015E 2016E 2017E

Copper 126.2 170.3 157.2 157.0

Gold 9.8 12.5 13.6 13.4

Silver 3.1 3.9 4.4 4.1

Source: J.P Morgan estimates, Company data, Bloomberg
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JPM Q-Profile
Hillgrove Resources Limited (AUSTRALIA / Materials)
As Of: 22-Aug-2014 Quant_Strategy@jpmorgan.com

Local Share Price Current: 4.22 12 Mth Forward EPS Current: 0.33

PE (1Yr Forward) Current: 0.2x P/E Relative to S&P/ASX 200 Index Current: 0.02

Earnings Yield (& Local Bond Yield) Current: 427% Dividend Yield (Trailing) Current: 1.72

ROE (Trailing) Current: 14.44 Price/Book (Value) Current: 2.1x

Summary
Hillgrove Resources Limited 84.68 As Of:
AUSTRALIA 0.063369 TICKER 1623 HK Local Price: 4.22

Materials Metals & Mining EPS: 0.33

Latest Min Max Median Average 2 S.D.+ 2 S.D. - % to Min % to Max % to Med % to Avg
12mth Forward PE 0.23x
P/BV (Trailing) 2.14 0.92 3.36 1.89 1.95 3.35 0.54 -57% 57% -11% -9%

Dividend Yield (Trailing) 1.72x 1.16 5.15 2.16 2.47 4.54 0.39 -33% 198% 25% 43%

ROE (Trailing) 14.44 7.60 50.00 17.48 22.40 50.08 -5.29 -47% 246% 21% 55%

Source: Bloomberg, Reuters Global Fundamentals, IBES CONSENSUS, JPMorgan Quantitative & Derivative Strategy

22-Aug-14
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research 
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document 
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views 
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of 
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per 
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or 
intervention.

Important Disclosures

  Beneficial Ownership (1% or more): J.P. Morgan beneficially owns 1% or more of a class of common equity securities of Hillgrove 
Resources Ltd.

  Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Hillgrove Resources Ltd.

Company-Specific Disclosures: Important disclosures, including price charts, are available for compendium reports and all J.P. Morgan–
covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing 
research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may 
screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail 
research.disclosure.inquiries@jpmorgan.com.

Date Rating Share Price 
(A$)

Price Target 
(A$)

12-Aug-11 OW 0.24 0.43

06-Oct-11 OW 0.22 0.42

08-Nov-11 OW 0.23 0.41

27-Apr-12 OW 0.26 0.44

01-Jun-12 OW 0.22 0.41

21-Jun-12 OW 0.12 0.41

16-Jul-12 OW 0.08 0.32

23-Aug-12 OW 0.09 0.32

12-Oct-12 OW 0.09 0.31

02-Nov-12 OW 0.09 0.31

30-Nov-12 OW 0.14 0.28

09-Apr-13 OW 0.09 0.13

24-May-13 OW 0.07 0.13

31-May-13 OW 0.06 0.10

21-Aug-13 OW 0.08 0.11

08-Oct-13 N 0.07 0.09

01-May-14 N 0.07 0.10

22-May-14 OW 0.08 0.10

01-Aug-14 OW 0.08 0.11

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire 
period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if 
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy 
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a 
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is 
compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear 
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Hillgrove Resources Ltd (HGO.AX, HGO AU) Price Chart

OW A$0.408OW A$0.41OW A$0.31OW A$0.1 OW A$0.11

OW A$0.416OW A$0.413OW A$0.324OW A$0.285OW A$0.128N A$0.09OW A$0.105

OW A$0.433OW A$0.438OW A$0.322OW A$0.307OW A$0.125OW A$0.11 N A$0.1

Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.

Initiated coverage Aug 12, 2011.
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in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research 
website, www.jpmorganmarkets.com. 

Coverage Universe: Nelson, Luke: Atlas Iron Ltd (AGO.AX), Grange Resources (GRR.AX), Hillgrove Resources Ltd (HGO.AX), 
Independence Group NL (IGO.AX), Mount Gibson Iron Ltd (MGX.AX), PanAust Limited (PNA.AX), Sandfire Resources (SFR.AX),
Western Areas NL (WSA.AX)

J.P. Morgan Equity Research Ratings Distribution, as of June 30, 2014

Overweight
(buy)

Neutral
(hold)

Underweight
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 11%
IB clients* 55% 49% 34%

JPMS Equity Research Coverage 46% 47% 7%
IB clients* 75% 66% 54%

*Percentage of investment banking clients in each rating category.
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affiliates and accepts responsibility for its contents. Periodic updates may be provided on companies/industries based on company specific developments or 
announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions through a J.P. 
Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise. 
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