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Background


HGO’s principal asset is a 197,000 tonne contained
copper resource at Kanmantoo (51km East of
Adelaide) in South Australia. Last week HGO
moved to prefeasibility for developing a mine which
could produce 25,000 tonnes of copper, a minor
amount of gold and garnets for industrial
consumption from Qtr 1 CY 2008.
HGO also has 32.5% of the Gunnedah gas project
with initial production from this field expected late
this calendar year.
Finally, HGO has just sponsored the float of its
uranium assets in Intermet which will have a market
capitalisation of +$4 million. Its assets are
principally in the Gawler Craton in South Australia.



Kanmantoo copper (90% HGO)
We have been looking for an “unhedged blob” of
copper that can be developed economically and in a
relatively short space of time and within a junior;
we believe we’ve found it at Kanmantoo.
Where the bloody hell is that? Over the Adelaide
Hills, about 50 kms adjacent to the main freeway
and railway with the deposit sitting on a mine lease
with no native title. The present JORC resource is
197,000 tonnes but this may soon be lifted to
around 230,000 tonnes of contained copper with
about +130,000 ounces of gold. The present copper
grade is 1.1%, but it’s likely, given the exploration
results, this grade will move beyond 1.2%,
providing (with the gold) a robust deposit.
Kanmantoo was an open cut mine which ceased
production in 1976 and due to a convoluted
ownership structure, remained in limbo until 2½
years ago when HGO became involved.
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The present open pit has at least 2 million tonnes
of 1% copper ready for mining; and previous drill
data indicates copper mineralisation – extends down
to $600m.
Based on the information derived from this trip, we
have updated our model of the prospective
Kanmantoo mine and made the following key
assumptions: Capex A$80m, hedging zero, LT copper
price US$0.95/lb, LT exchange rate US 73c with a
mine life of 8 years with a start in Q1 2008. If we
include an imputed value for its CBM asset of A$14m
and its uranium interests of A$4m, our first pass base
valuation is $0.45 per share. We understand that the
mine can be financed using straight bank debt while,
in terms of equity contributions, the current listed
options (expiry 31/12/06) will fund $7.6m and we
would expect the company to raise a further $10m
(the latter could be achieved from selling its CBM
interests).

 Hillgrove has been aggressively exploring in and
around the current resource and has found the
area to be pregnant with copper targets but also
has recently found an area (Venetia Star) which
has yielded significant gold mineralisation (see map
over). Importantly, this area was the result of
targeting a coincident magnetic and IP response. The
follow up to the discovery hole was drilled 80 metres
away and identified similar mineralisation, assays are
awaited.
 What staggered me on the visit was the extent of
HGO’s mineral tenement area, 1974 sq km of the
base metal prospective Kanmantoo Trough which
one can see on the maps overleaf. The real
difficulty for HGO is to stop its geologists wanting
to drill more targets! However, we are assured that
the current drill program, as part of the
prefeasibility study, is primarily targeted at
converting inferred resource to measured resource
for the basis of the final feasibility. It’s too early to
get excited about the exploration upside but there is
a prospect to the south called Wheel Ellen which is
in the same rocks, same stratigraphy as Terramin’s
Angus zinc project. We would expect any
subsequent resource/reserve at W. Ellen to be
treated at the Angus plant.
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