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RESEARCH   
 Orion Minerals (“ORN”) recently published a bankable feasibility study (“BFS”) on 

its Prieska copper project indicating a post-tax real NPV8% of AUD380m. Orion’s 
BFS highlights low capital intensity, short lead time, low costs and exceptional 
returns. 

 Our valuation confirms the ZAR4bn valuation for a 10 year project, but building a 
mine with a 10 year life is not the investment case, in our view. Our interviews 
with the executive team, together with our interpretation of the near mine 
exploration results and the already demonstrated potential to find additional 
satellite orebodies lead us to believe that the Prieska project may have a life 
exceeding 20 years. 

 We believe the orebody will sustain free real cash flows of ZAR1.2bn per annum 
for at least 20 years at the projected production, grades, costs, and recoveries.  

 The investment case, in our view, is therefore the potential future FCF yield of 
more than 100%, even after allowing for a doubling of the shares in issue. 

 A capital raise to develop the mine may result in the number of shares doubling 
in the near term, which results in a one-year target price of ZA60cps and we 
estimate the fair value of the company to be ZA150cps, BUY 

 

  
  
  

  

Prieska mine estimated FCF 

Source: VS estimates 
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DISCLAIMER 
Vunani Securities (Pty) ltd is a registered financial services provider. The above material was produced by one of the companies in the Vunani Group. A Group Company and/or persons connected 
with it may effect or have effected a transaction for their own account in the investments referred to in the above material or any related investments before the material is published to any Group 
Company’s customers. A Group Company, persons connected with it and their respective directors and/or representatives and/or employees may have a position in the securities or any related 
investment and may make a purchase and/or sale, or offer to make a purchase and/or to buy any securities. The information and opinions contained in this document have been compiled or arrived at 
by the relevant Group Company’s judgment as of the date of this document and are subject to change without notice. The information contained in this document is published for the assistance of 
recipients, but is not to be relied upon as authoritative or taken in substitution for the exercise of judgment by any recipient. No Group Company accepts any liability whatsoever for any direct or 
consequential loss arising from any use of this document or its contents. 
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EXECUTIVE SUMMARY 
Orion Minerals is a JSE- and ASX-listed base metal exploration company. It owns exploration assets 
in Australia, where its partner, the Independence Group, is actively expanding its exploration efforts 
into Ni-Cu and Cu-Zn prospects.  

In South Africa, it owns 70% of the Prieska project, where the company recently completed a BFS 
that indicates robust returns, short lead times and significant upside to the first stage of the project. 
The company also has significant prospecting rights in the Northern Cape. 

The Prieska project centres on the establishment of a 200ktpm Cu-Zn mine in the shadow of the 
former Prieska Copper Mine, which mined the same orebody from 1971 to 1991, delivering 2.5x 
dividend returns, despite persistent low copper and zinc prices over the duration of the mining 
activity. 

Copper prices are now almost 3 times higher in real ZAR-terms than in the period 1971 to 1991, 
while real ZAR-Zinc prices have more than doubled when compared to those achieved from 1971 to 
1991. Critically, the first mine closed not for economic reasons or lack of ore reserves, but because 
of technical constraints. Modern mining techniques, now commonly used across the globe, are 
ideally suited to extract the extensions of the orebody previously left unmined. 

The new Prieska mine will not only have higher metal prices in its favour, but also short lead times 
and relatively low capital cost. This is because the bulk of the previously developed underground 
infrastructure can still be used.  

The project has a lot of usual project risk already mitigated. It can be argued that a massive bulk 
sample has already been mined, with recoveries well understood. Importantly, the quality of the 
concentrate is known and it attracts premium prices. 

In addition to the above, the project will benefit from well established regional infrastructure. The 
mine can be reached on tar roads and the nearest railway siding is 48km away. In addition, a link to 
the national power grid is on site, while 175MW of operational solar power plants is established in 
the immediate vicinity to the mine. A bulk water pipeline is already installed to the mine site.  

The new mine will be built in the footprint of the old mine, which minimises the environmental 
sensitivity. 

The BFS estimates capital costs of around ZAR4bn to develop the mine over a three-year period. The 
capital intensity as measured by capital cost per equivalent annual copper production will be 
amongst the lowest of current projects in the world. Operating costs will also be in a competitive 
position in the lower half of the global copper cost curve, with optimisation projects moving it 
further down the curve in time. Our estimates suggest the mine will deliver free cash flows (“FCF”) 
of ZAR1.2bn per annum at full production at our projected metal prices. 

We estimate the NPV of the project at ZAR7.4bn (after tax) at an 8% real discount rate. 

Strategically, Orion secured a significant exploration footprint around the Prieska project. It is known 
that these volcanic massive sulphide deposits (“VMS”) occur in clusters. At 80mt of ore, the Prieska 
deposit ranks among the largest VMS deposits known on earth. These deposits usually have satellite 
deposits associated with it, usually adding up in volume of ore to the main orebody. The Northern 
Cape has seen virtually no exploration over the past 40 years and Orion aims to find these satellite 
deposits to supplement the existing ore resource already declared. The first hole it drilled into a 
newly generated target resulted in a new VMS discovery. 

Valuing exploration companies is difficult. Our DCF valuation of ZAR7.4bn and the possibility almost 
100% FCF yield when fully ramped up results in our BUY recommendation, with a one year target 
price of ZA60cps and a fair value of ZA150cps. 
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INVESTMENT CASE 
Orion will be able to provide investors on the JSE with the only direct exposure to the global base 
metal markets.  

We believe copper markets will do well in the medium-term and that Orion’s start of production 
may coincide with the period of strengthening copper prices. Copper supply is set to come under 
pressure with a lack of investment in new mines, new mines being developed taking a long time to 
come on line and grades of existing operations falling as the best reserves are mined out first.  

Demand, on the other hand, is expected to grow significantly due to the electrification of passenger 
vehicle powertrains, a shift to renewable sources of electricity, as well as energy storage. Intensity 
of use of copper will increase as a result and demand growth is expected to outstrip global GDP 
growth by a large margin. 

We are optimistic on zinc prices and its main application in galvanising will ensure that demand 
tracks global GDP. Chinese investment in ageing infrastructure, which used poor quality steel in the 
past, may be Zinc’s most important source of demand over the next two decades. Many new mines 
are currently being built and planned, which may put downward pressure on long-term prices. It 
should be noted, however, that these new mines come at a very significant price tag of USD8bn over 
the next five years and most of these projects have already announced delays in start-up of up to 
five years. The market may therefore remain tight for a long time. In addition, Orion’s zinc 
concentrates will remain in demand due to its superior quality. It will therefore be bought in 
preference to many of its peers’ concentrates. 

The Orion orebody is world-class and ranks in the top VMS deposits ever found. The superior quality 
is best illustrated by the 5x dividend return to its original owners, Anglovaal, despite the low copper 
and zinc prices that persisted for almost the duration of the 20 years the mine was in operation. 

Orion plans to mine the depth extension of this orebody, which was not possible using 1980s 
technology. 

Orion will benefit from access to already developed shaft and development infrastructure. This 
lowers the capital costs and shortens lead times significantly. Payback is estimated at shorter than 
three years, and this may be shorter if the company decides to start with the open cast operation 
and extracting pillars.  

The executive team delivered on all milestones to date, despite exceptionally difficult capital 
markets and uncertain political and regulatory environment in SA. 

The short lead times and low capital intensity leads to exceptional returns and we estimate the 
project to be worth ZAR7.4bn. At ZAR600m, Orion is undervalued on an absolute basis. It is also 
undervalued relative to its peers, with a smaller Botswana based peer, MOD Resources, recently 
sold for ZAR1.7bn to another Australian peer, Sandfire Resources. 

The geological model suggests satellite orebodies, which can be treated using the same 
infrastructure, are likely to be found in the near vicinity. This part of the Northern Cape has not seen 
significant exploration activity for the past 40 years. These satellite orebodies may have combined 
ore resources equal to the 80mt of ore already known to exist at the main ore body. Orion has 
already started to explore for these orebodies and discovered a new orebody with its first borehole 
into a target generated using modern technology. This is unprecedented on a global scale and 
provides significant upside to Orion. In addition, the group is also actively involved in exploration in 
Australia.  

We conclude that Orion presents a unique, undervalued, base metal investment opportunity to 
South African investors. We believe the company is significantly undervalued and we have a one-
year target price of ZA60cps and a fair value of ZA150cps share, BUY. 
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METAL PRICE OUTLOOK 

COPPER 
We believe many underlying drivers of supply and demand for copper will likely result in copper 
prices rising in real terms in the medium term. For us, the key aspects are: 

 South American supply dominates the market, but mines in those countries have seen 
declining grades as the mines mature. Deeper pits mean higher costs, lower margins and 
declining capacity to finance new investments. Globally, mine development costs are rising 
fast and projects take longer to complete, mainly due to stricter regulatory environments. It 
is unlikely that this can be reversed in the medium-term. 

 Critically, lower grades are exacerbated by higher levels of impurities, since the “cleanest” 
ore is mined out first. These less-desirable concentrates attract higher refining charges, 
compounding declining profitability and lower levels of investment. 

 China accounts for around 50% of global refined copper demand and its economy continues 
to expand, albeit at a slower pace, but also from a higher base. Key to this growth remains 
the urbanisation of rural population into lower tiered cities, with concomitant increase in 
demand for electric goods.  

 The electrification of the passenger vehicle fleet will also lead to higher copper intensity of 
use in vehicles. We believe the largest growth will come from hybrid vehicles, where intensity 
of use of copper is high. It is estimated that electric cars use 4-10 times more copper than 
internal combustion only cars. Charging infrastructure required by electric cars will further 
grow demand. 

Copper content by type of electric vehicle 

Source: MOD resources 
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 Renewable energy is rapidly expanding across the globe at ever increasing rates. Solar is 
especially copper intensive and estimates suggest solar consumes 10 to 40x more copper 
than fossil fuels per electricity generation unit. 

 We use a long-term price of USD7000/t for valuing the Prieska project. This is in line with 
projections by CRU 

Copper supply/demand balance and projected copper price 

Source: MOD resources based on CRU projections 

ZINC 
The outlook for zinc is good, albeit not as good as that of copper. Zinc’s link with industrial 
production will remain intact. Expanding global economies will therefore positively impact demand, 
but the metal will not be immune to cyclical economic downturns. Key drivers for us: 

 Galvanising remains the largest application for Zinc and Chinese demand in construction, 
whitegoods and cars continue to rise. More efficient coating and painting may cap demand 
growth to below GPD growth, however.  

 Zinc per capital use is declining in most industrial countries and China is likely to follow suit 
in time. Indian demand may become a more prominent consumer of Zinc, which may lead to 
overall Zinc demand continuing to grow 

 New agricultural applications for Zinc may become more prominent with climate change 
impacting crops, which can be offset by adding zinc to fertilisers. 

 New mining capacity is forecast to continue to come on-line, albeit poor quality concentrate 
in many instances. Critically, however, is the USD8bn price tag associated with the new mines 
in the pipeline, as well as announced delays of up to five years in some instances. This funding 
mountain and commissioning delays may result in a tighter zinc market than current supply 
and demand models suggest. 
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Zinc supply and demand and project delays 

Source: New Century resources based on Wood Mackenzie 2018 

 Smelting bottlenecks over the next couple of years may further compound refined metal 
shortages. 

 Current zinc concentrate may remain in abundance, which will result in a continuation of 
current high smelting and refining charges, impacting the profitability of Zinc miners in the 
immediate future. 

 We use a Zinc price of USD2800/t to value the Prieska project. 

PRIESKA COPPER MINES – A GEOLOGICAL GIANT 
Prieska Copper mine was started in 1971 with ore reserves of 47mt, grading 1.74% Cu and 3.87% Zn. 
When the mine closed in 1991, it had mined 46mt of ore, at average grade of 1.11%Cu and 2.62% 
Zn. The latter grades included significant dilution due to the mining method used, as well as the 
milling of low-grade stockpiles towards the end of the mine. 

A commercial success…. 
The mine was a commercial success, returning five times the original investment in dividends. This 
was despite prolonged low metal prices.  

Copper prices halved over the period of the mine’s existence and was trading near historical lows 
when the mine was closed in 1992.  
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Real (December 2016) Copper prices in ZAR-terms 1971 to date 

 

Source: Iress, VS calculations 

Zinc prices was similarly unspectacular, as depicted in the next graph. 

Real (December 2016) Zinc prices in ZAR-terms 1971 to date 

 

Source: Iress, VS calculations 

…,but engineering challenges could not be resolved. 
The key reason the mine was closed in 1992 was engineering challenges, in our view.  

Despite termed a mechanised mine, the mine was mostly using labour intensive mining methods. 
The near-vertical orebody was mined using long hole stoping, but the drill holes were drilled using 
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hand-held equipment. In addition, ore was moved using 15t trucks. The change in dip of the orebody 
to a horizontal one meant the existing mining method could no longer work. Anglovaal, with the 
technology and its experience at the time, had not settled on a satisfactory method to mine the 35m 
thick, near horizontal orebody.  

The fact that remaining ore was below shaft bottom also meant significant additional capital 
expenditure at a time when political uncertainty was also a consideration.  

It was therefore decided that the mine should close. The last blast was in 1989 and all operations 
ceased in January 1991. 

We conclude that the differentiating factor resulting in the superior returns for the Prieska mine, 
despite stagnant prices and inefficient mining methods was the quality of the ore body. This remains 
unchanged to date. 

WHAT MAKES ORION’S PRIESKA PROJECT DIFFERENT? 

GEOLOGY WELL UNDERSTOOD 
All ore bodies are unique and the geology, mineralogy, grade distribution, mining conditions and 
many other factors are difficult to predict at the outset of a mining project. Miners depend on a small 
sample, mostly exploration boreholes, for their assumptions and the risk for getting it wrong is high. 

In ORN’s case, the Prieska mine was in operation for 20 years from 1971 to 1991. The ORN team 
therefore has a significantly better understanding of what is ahead of it than most miners at the 
same stage of their project. 

RECOVERIES ARE PROVEN 
Metal recoveries, especially those where flotation is involved, is difficult to estimate. The chief 
reason being the fact that the flotation process is only optimal when steady state throughput is 
achieved.  

Many mines only reach optimal recoveries some time into the life of the operation, often resulting 
in disappointing performances in early years. ORN has the benefit of 20 years’ past production 
records to optimise recoveries from the start. 

UNDERGROUND INFRASTRUCTURE ALREADY IN PLACE 
ORN has the benefit of access to mining and shaft infrastructure already developed.  

The mine will have access to a vertical shaft down to 1000m, plus roadways and associated 
development to the reef horizon from surface down to the deepest mining levels.  

Geotechnical conditions are known and understood. We witnessed the competency of the host rock 
first-hand in our underground visits and have no doubt the 40-year old excavations will require 
minimal work to become operable again. 

REGIONAL INFRASTRUCTURE ALREADY ESTABLISHED 
AND IN DAILY USE 

Access 
The mine has tar roads to the mine connecting with the regional road infrastructure. A rail siding is 
40km away, also by tar road. The nearest town is Prieska, 60km away. 
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Services 
The mine site has an Eskom substation on site and potable water is available via a pipeline from the 
Orange river. 

Healthcare, schooling and other social infrastructure 
Orion workers will be housed in Prieska in single accommodation facilities while they are working 
and will not rely on the local municipality to provide social fabric. Workers will probably stay in 
regional town such as Kimberly, or even as far as Cape Town. 

NO LOCAL COMMUNITIES 
The mine site is in the Northern Cape dessert, with very few people permanently living in the area. 
The nearest communities are those of Prieska and Marydale. Many South African mines are regularly 
disrupted by local communities, mainly due to a lack of service delivery by local municipalities. We 
believe Prieska service delivery is also not on par, but it is unlikely to impact mining operations. 

SUPERIOR QUALITY CONCENTRATE 
Prieska mine concentrates are highly sought by base metal traders across the globe. This is because 
the concentrates contain very little, if any, deleterious impurities. The concentrating process not 
only concentrates the valuable metals, but also increases the concentration of unwanted elements, 
such as celenium, bismuth, lead, manganese, fluor and chlorium.  

Metal traders have already approached Orion with a view of securing offtake agreements of 
concentrate and are willing to provide project finance in return for the security of such contracts. 

Prieska mine’s copper concentrates will probably receive close to 100% of contained copper value, 
compared to other companies receiving around 90% of contained copper value. Orion’s copper 
concentrate is projected to contain 2.6 g/t of gold and 140 g/t of silver, which may offset the usual 
treatment and refining charges. 

Orion’s zinc concentrate is equally sought-after and we believe it may be used by metal traders to 
“upgrade”less attractive zinc concentrate from Vedanta’s Gamsberg mine, which contains high levels 
of deleterious impurities. 

A TOTALLY “GREEN” MINE? 
Mining companies are often seen as having a negative impact on the environment. Prieska mine will 
be different to the norm in many respects. 

NO NEW ENVIRONMENTAL IMPACT 
Prieska mine will be developed in the footprint of the closed Anglovaal mine. The old mine was fully 
rehabilitated and a closure certificate was issued to the mine when it closed. This is one of the very 
few mines that have ever received this certification of compliance. 

NO WATER POLLUTION PROBLEMS 
Prieska mine is a dry mine, which means it has no influx of ground water. The high water evaporation 
rates of the dessert terrain will ensure that water pollution will be little, if any.  

ACCESS TO RENEWABLE POWER 
The Prieska project is in the middle of an area of the Northern Cape with the highest incidence of 
sun and wind. Numerous independent power producers have already established solar 
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infrastructure totalling 175MW and plans are well advanced to add significant wind generation 
capacity in the near-term as well. 

It is possible that Prieska mine can be run completely off the national power grid, using only 
renewable sources of electricity. 

PROJECT DEVELOPMENT 
Prieska mine’s development will follow a unique path, mainly because most of the shaft sinking and 
underground development have already been done.  

The next schedule depicts the development plans 

Prieska mine development schedule 

 

Source: ORN BFS 

Four main phases of development are foreseen. 

Permanent infrastructure 
Importantly, the mine is planned on the Australian model where employees will not reside 
permanently on the mine. Single status accommodation facilities will be built in Prieska (60km by 
tar road). Mine workers will be transferred to and from the mine daily for two weeks, where after 
they can return to their homes for nine days. 

Permanent infrastructure will consist of water supply works, mine substation, surface ventilation 
fans, mining offices and change rooms. 

Shaft dewatering and water evaporation 
The underground mine workings are currently flooded to a depth of 330m below surface, containing 
8.7 million m3 of water. This is rainwater that accumulated over the past 20 years into the mine. The 
mine is otherwise dry. A dewatering dam and mechanical evaporators will be constructed to empty 
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the mine workings of water over a 14-month period. The company is also investigating water 
purification, which means the water may simply then be pumped to nearly rivers. 

Processing plants 
Ore processing plants planned are conventional differential froth flotation, based on the historical, 
highly efficient flowsheet. Fresh ore recoveries are estimated at around 85-84% for both metals, in 
line with historical recoveries. A new addition will be a backfill plant to enable higher extraction 
rates with the planned mining method 

Refurbishing of underground infrastructure 
Existing underground infrastructure consists of a concrete lined shaft and roadways from surface 
down to around 1000m below surface.  

Orion believes most of the shaft infrastructure will be reused. Test work on the shaft metal 
equipment, including metal under water, indicate little metal deterioration. When we visited the 
underground mine, we witnessed the low level of corrosion present on the shaft infrastructure first-
hand. 

Our underground visit also included travelling down to the water level and witnessed the 
competency of the host rock, with virtually no deterioration of the haulages seen. 

The underground activities will therefore be mostly associated with re-equipping and the provision 
of services such as water and electricity. 

Construction activities will include crushers and logistics of getting ore to the main shaft. 

PRIESKA MINING PLAN 

PRODUCTION 
A 200ktpm mine is planned, which is conservative in our view. This number supports the capital 
expenditure planned and the current ore reserves. The original mine operated at 250ktpm, which 
means upside exists in the case where the reserve base grows. The main mining method will be long 
hole open stoping combined with paste fill to ensure optimal extraction rates. Drift and fill mining 
methods will be used where appropriate. 

The orebody is estimated to be 2400m wide on strike, which means numerous points of attack can 
be used to ensure mining flexibility. The orebody is already accessible along strike at depth through 
the pre-established network of roadways. 

GRADE 
Ore reserve grades are 1.1% copper and 3.2% zinc. We used 1.1% copper and 3.4% zinc grades in 
line with the grades used in the BFS. We assumed recoveries of 85% and 84% for copper and zinc, 
respectively, which is in line with historical returns. We believe these recoveries have upside, given 
technological advances in flotation technology. 

NET SMELTER RETURNS 
We used net smelter returns of 95% and 71% for copper and zinc, respectively. We believe Orion 
will get better returns, with significant precious metals credits in the case of copper concentrate, 
while the medium-term outlook for zinc returns is set to increase, with smelter bottlenecks resulting 
in a glut of zinc concentrates at present.  
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OPERATING COST AND AISC 
ORN’s projected cash operating cost is at ZAR800/t milled and AISC at ZAR940/t. We believe the 
sustaining capital expenditure of ZAR830m, which equates to 5% of cash operating cost is too low, 
and we increased it to 15% of cash operating cost, resulting in AISC closer to ZAR1000/t. 

CAPITAL EXPENDITURE 
We used the ZAR4bn indicated in the BFS. Our discussions with management suggest this is broadly 
ZAR1bn for shaft refurbishment, ZAR1 billion for the plant and ZAR1 billion for working capital, plus 
contingencies.  

FURTHER UPSIDE 
Volcanic Massive Sulphide (“VMS”) deposits are known to occur in clusters. World-wide, the main 
deposit usually adds up to the total of the other “satellite” deposits. 

The Prieska VMS is significant in global terms. Known mined and unmined resources now stand at 
80mt, with the ore body still open at depth and along strike. It is postulated that similar tonnages 
may be found near the mine, as is the case elsewhere in the world.  

Orion is actively exploring for these satellite deposits and has vast prospecting rights in the area. The 
next map depicts Orion’s prospecting areas near the Prieska project. 

The area is underexplored for two reasons.  

Firstly, a thick calcrete layer masks the underlying geology, making exploration difficult. Modern 
geophysical exploration tools were not available to exploration geologists when the mine was in 
operation.  

Secondly, the hurdle rate for developing new mines rose significantly when the Copperton mine 
closed in 1991. This led to the whole area receiving less attention than the area’s prospectivity 
suggests. 
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Orion prospecting rights in the Northern Cape 

 

Source: Orion 

ORN has plans to significantly increase its exploration near the mine and in its other tenements, 
using modern exploration techniques. 

ORN’s first efforts have already resulted in the finding of a new VMS zinc-copper bearing massive 
sulphide body at the Ayoba prospect, which is 5.3km away from the proposed Prieska mine. This 
success rate is unprecedented in global terms. 
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Further spending on exploration will follow once the Prieska project finance is finalised. The 
executives’ view is that exploration should be funded separately from the mining project and it may 
involve ORN’s JV partners in Australia, the Independence group.  

The Independence Group is conducting exploration for similar deposits in the Fraser Range and they 
share Orion’s view that the Northern Cape is one of the most prospective regions in the world for 
VMS deposits. The Independence Group has stated that similarly prospective areas in Australia 
would receive orders of magnitude larger levels of attention and exploration spend.  

PEER COMPARISONS 
Orion has no direct peer comparison in SA and will, when fully developed, be the only base metal 
miner on the JSE. Phalaborwa copper mine was delisted in 2014. 

A very similar peer, however, is MOD Resources, an ASX and LSE listed exploration company with its 
main assets in Botswana. 

MOD RESOURCES 
MOD resources has been exploring for copper in Botswana and recently (April 2019) finalised a BFS 
on one of its projects. MOD’s project areas are shown in the next map. 

MOD resources project areas 

 

Source: MOD resources 

MOD discovered its T3 copper deposit in March 2016 and declared a maiden resource of 350kt 
copper in September 2016. What made the project attractive was the fact that it could be mined 
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using open cast mining methods and that the capital intensity of developing the project was very 
low when compared to its peers. 

BFS key findings 
 343kt copper reserve 

 AISC USD3440/t or USD1.56/lb 

 USD182m capex 

 Pretax NPV8% of USD369m with 33% IRR 

 Payback 3.7 years 

 Capital Intensity USD6500/t Cu eq pa 

MOD project development capital intensity 

 

Source: MOD resources 
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MOD position on the Copper AISC cost curve 

 

Source: MOD resources 

MOD resources comparison to Prieska mine project 
The following statistics depict the Prieska BFS findings: 

 357kt Cu equivalent sales 

 AISC USD3798/t 

 Capex USD 279m 

 Pretax NPV8% of USD574 and 38% IRR 

 Payback 2.9 years 

 Capital Intensity USD7540/t Cu eq pa 

CONCLUSION 
MOD Resources’ T3 project BFS and the Orion Prieska project BFS are similar in many ways, most 
notable indicating low cost, quick payback, high margin operations. The main difference is that the 
Prieska project is worth more at USD574m versus USD369m in the case of MOD Resources. 

A key difference, however, is the lack of regional infrastructure at the T3 project. Critically, the 
project does not have access to sealed roads, power or water.  

Significantly, Sandfire Resources NL, on 25 July 2019, made an offer to acquire MOD resources for 
AUD 167m. 

On a peer analysis we conclude that Orion is significantly undervalued at a market capitalisation of 
around AUD60m. 
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THE EXPLORATION/RESOURCE COMPANY VALUE 
CURVE 

Exploration/resource companies usually increase in value as the project matures, more information 
becomes available and the risk reduces. 

The share price typically follows a value curve, which peaks initially with the publication of the BFS, 
before it declines during the build stage and finally increases again as the project is commissioned. 

Orion has seen none of the value uplift, despite the company already publishing its BFS. 

The next graph depicts Orion share price, together with a typical resource company value curve. 

Orion share price and the mining value curve 

 

Source: Iress, VS interpretation 

Orion’s share price is only marginally higher than the levels it was when it was still drilling to establish 
ore reserves. The publication of its pre-feasibility study in December 2018 as well as the publication 
of the feasibility study in June 2019 had no impact on the share price whatsoever. 

We therefore believe there is a large mismatch in the value of the company and the increase in 
information and reduction of risk. 

This mismatch cannot be ascribed to the lack of meeting milestones, but perhaps the market is not 
fully appreciating the short timeframe in which these milestones have been reached.  
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PRIESKA MINE CASH FLOW PROJECTIONS 
We modelled the Prieska mine project using the parameters outlined earlier. Our estimates are 
presented in the next graph. 

Prieska mine estimated FCF 

Source: ORN BFS, VS estimates 

For the BFS ORN used only a portion of the ore resource indicated by the surface drilling. Further 
drilling would have resulted in a larger project, but it would have increased cost significantly and 
delayed the completion of the BFS. The BFS, using the smaller portion of the reserve already 
indicated a positive outcome, without significant returns. 

We are of the view that ORN will mine the Prieska mine for substantially longer.  

The drilling results outlined significant further inferred resources with the ore body open in many 
directions. In addition, 8mt of pillars were left behind in the old mine, which can now be mined using 
paste fill. Finally, it is likely that additional satellite deposits will be found in the vicinity of the mine, 
in line with proven VMS depositional models. 

We included the 8mt of pillars in the drilled resource and added another 10% to the overall resource, 
in anticipation of finding satellite VMS deposits. We therefore model the project using 40mt of 
mineable material, giving a 20-year life. 

We estimate a cumulative after tax FCF of ZAR22bn, which compares to the AUD 819m estimated in 
the Orion BFS. 

Discounting these cashflows at 8% real we calculate an NPV of ZAR7.4bn, which compares to the 
AUD408m calculated by Orion BFS. 

FCF at steady state is estimated at ZAR1.2bn in real August 2019-terms. 
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CONCLUSION 
The Prieska ore body is world class, as witnessed by the total volume of mineralisation already 
identified and mined. This is the key foundation of significant returns achieved from past mining 
activities from 1971 to 1991 and will also underpin the future mining planned by Orion. 

Critically, the superior returns of the past were achieved at a time when copper and zinc prices were 
significantly lower than the present and those projected for the future.  

Junior miners have found it increasingly difficult to attract investment into South African mining 
projects. Uncertainty regarding the regulatory framework, the impact of communities, inflexible 
labour practices, margin eroding utility cost increases and lack of skills have been highlighted as the 
main impediments to investment.  

Orion minerals, despite regular updates and meeting all the required milestones, remains largely off 
the investment radar screen in South Africa. 

We therefore believe the quality of the project, for the reasons outlined above, remains 
unappreciated and presents a rare investment opportunity. 

It will be the only direct base metal exposure for investors on the JSE. 

Our analysis confirms the recently published BFS that suggest low costs, low capital intensity, short 
lead times, superior returns and many mining project risks already mitigated. 

Our modelling suggest the Prieska project is worth ZAR7.4bn, a significant multiple to the current 
market value of ZAR600m. Global comparisons suggest costs at least in the lower half of the cost 
curve and capital intensity in the lowest quartile. 

Significantly, peer comparisons and the recent sale of MOD Resources to Sandfire Resources 
confirms the upside in valuation that our analysis highlight. 

For us, the most important metric that attracts our attention is the mine’s ability to generate large 
amounts of free cash. Our estimates suggest the 200ktpm mine may be able to generate FCF of 
ZAR1.2bn per annum. 

Finally, the executive team delivered on all the key deliverables within a very tight timeline. They 
mobilised a significant share of available drilling capacity in SA, while consulting widely with a large 
spectrum of engineering and project management firms to deliver a BFS in a very short time frame. 

We believe the share price at around SA30cps, presents an excellent investment opportunity. We 
believe the share may at least double to SA60cps on a one-year view, but that the fair value of the 
company, taking its cash generation capacity into account, is ZA150cps. BUY 
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APPENDICES 

BFS dashboard 

Source: Orion 

Prieska project Mineral resources 

Source: Orion 
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Prieska project Mineral reserves 

Source: Orion 

BEE structure 

Source: Orion 
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Corporate structure 

Source: Orion 
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