
  
 

  
 

  

Deferred mining boosts profit 
 

LHG report a first half loss of US$2.2m, as expected. A change to
waste deferral (capitalised) will offset higher costs and lead to the 
reported full-year profit rising by 191% to US$32.5m. 
 

 

Key forecasts 

FY02A
 

FY03A
 

FY04F
 

FY05F
 

FY06F
 

EBITDA (US$m) 61.6 34.9 61.9% 85.6 94.6 

Reported Net Profit (US$m) 53.3 34.8 32.5% 58.7 69.8 

Adjusted Net Profit (US$m)* 31.8 3.70 32.5 58.7 69.8 

Normalised EPS (US$)* 0.03 0.00 0.03 0.05 0.05 

Normalised EPS Growth (%) -25.7 -88.7 705.9 80.4 19.0 

Dividend Per Share (US$) 0.00 0.01 0.00 0.01 0.02 

Dividend Yield (%) 0.00 1.45 0.00 1.54 2.76 

Normalised PE (x) 28.7 253.8 31.5 17.5 14.7 

EV/EBITDA (x) 16.7 25.9 14.4 9.94 8.72 

Price/Net Oper. CF (x) 47.0 34.5 9.85& 8.47& 9.70 

ROIC (%) 4.46 0.94 5.66 9.25 10.7 

Source: Company data, ABN AMRO forecasts 
* Adjusted Net Profit - Post goodwill amort. & pre exceptional items. 
  Normalised EPS - Pre goodwill amort. & exceptional items. 

 

year to Dec, fully diluted

 
 
 
 
 
 

First-half loss of US$2.2m 
The report loss of US$2.2m is a credible performance. It shows that the company  
can deliver a profit without the problem of unscheduled maintenance. We estimate  

that the 1Q NPAT was a loss of US$9.8m and the second quarter a NPAT gain of  
US$7.6m. However, a significant proportion of the gain was due to an increase in  
capitalised mining expenditure, a US$11.6m change qoq. The company also rolled  
out around 50koz of low priced forward sales. 

Change to waste deferral lifts provision to US$64m 

The company had previously indicated that deferred mining (costs incurred but  
capitalised) would be in the order of US$20-30m in 2004. A change in the method of 
calculating the deferred mining from phases of mining to individual pits will lift the  
provision to US$64m. It is worth noting that the costs will still be incurred but they  
will not be reflected in the profit and loss statement. The backing out of deferred  
mining and the rolling out a proportion of 3Q and 4Q hedging will more than offset  

any increase in operating costs in the second half of 2004. 

The promise of increases to come 
Management indicated that the expansion of processing capacity by means of a  
flotation plant has progressed through to final feasibility. The CEO indicated that  
production could be lifted by up to 100kozpa for an expenditure of around US$120m. 
Without the promise of these improvements we would have downgraded LHG to  

reduce on the back of 1H result and 2Q site costs. We believe that the potential  
increase in production will lead to the stock trading around current levels, while the  
impact of plant changes can be quantified. Price target upgraded to A$1.10 and Hold 
maintained while we assess the medium- to long-term fundamentals. 
  

52-week range: 1.83-0.88 

S&P/ASX 300: 3493.90 

BBG AP Mining: 130.50 
 

Mining 

Australia 
 

www.abnamromorgans.com.au

Priced at close of business 28 July 2004. Use of %&  indicates that the line item has changed by at least 10%.
 
This publication is intended for informational purposes only and the opinions set forth herein should not be
viewed as an offer or solicitation to buy, sell or otherwise trade futures and/or options. Past performance is
not necessarily indicative of future results. The risk of loss associated with futures and options trading can be 
substantial. Any recipient of this document wanting additional information or to effect any transaction in
futures markets in the U.S. should contact the registered futures commission merchant, ABN AMRO Inc, 
located at 208 S.LaSalle Street, Chicago, Illinois, 60604, Tel: (+ 1 312) 855 7600. 
Please refer to terms relating to the provision of this research and an explanation of recommendations and volatility at the 
end of this document.  
 

ABN AMRO Morgans Limited (A.B.N. 49 010 669 726)  AFSL235410   A Participant of ASX Group
Sourced from ABN AMRO Equities Australia Limited, ABN 84 002 768 701, AFS Licence 240530  

Price performance 
(1M) (3M) (12M)

Price (A$) 1.0 1.1 1.4

Absolute % 8.7 5.6 -20.4

Rel market % 9.8 4.3 -29.4

Rel sector % 8.1 9.4 n/a

Source: ABN AMRO 
 

Price 

A$1.12 (K2.73) 
Target price 

A$1.10 (K2.68) 
Market capitalisation 

A$1.44b (US$1.02b) 

Avg (12mth) daily volume 

A$12.93m (US$9.33m) 
Reuters 

LHG.AX 

Wednesday 28 July 2004 Change of forecast

Lihir Gold (LHG) Hold 
Important: The above 
recommendation has been made 
for shorter-term investors and may 
not suit your individual investment 
requirements. The recommendation 
structure is summarised on the last 
page of this report. PLEASE 
CONTACT YOUR ADVISOR 
 

Mod-High Volatility 
 

Kina Securities Limited
Level 2 Deloitte Tower, Douglas St
PO Box 1141 Port Moresby 121
Papua New Guinea

Ph: +675 308 3888
Shares: +675 308 3825
Fax: +675 308 3899

Email: shares@kina.com.pg
Online: www.kina.com.pg
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P&L benefit only, 4Q critical 

The increase in deferred mining will have a dramatic impact on profits and 

result in us upgrading our 2004 forecasts. However, delivering on an 

expected improvement in grade and plant performance in the December 

quarter is required if the mine is to generate any cash in 2004. 

Table 1 : Reported and forecast profit by half (US$m) 

 1H04A 2H04F 2004F

Sales Revenue 104 113 217

Cost of Sales 88 61 150

Depreciation/amortisation 16 17 32

Exploration 3 3 6

EBIT -3 33 30

Interest received 2 3 5

Interest paid 1 1 2

Pre-tax profit -2 35 33

Tax 0 0 0

Net Profit after Tax -2 35 33

Source: Company Data, ABN AMRO forecasts 

 

Profit revision 

Table 2 : Actual and forecast NPAT (US$m) 

 2003A 2004F 2005F 2006F

Previous 3.7 11.2 63.8 68.4

Current 3.7 32.5 58.7 69.8

Change US$m  21.3 -5.2 1.4

%  +191% -8% +2%

Source: Company Data, ABN AMRO forecasts 

■ Increase in gold sales versus production of 5koz. 

■ Change in deferred mining charge from US$22m to US$64m. 

■ Roll forward of additional hedging lifts gold price received in 2H by US$10/oz. 

■ We have increased the site operating costs and the overheads in the first and 

second halves to reflect the maintenance to be carried out in 3Q, additions to the 

mining fleet, ongoing fuel costs. 

■ The company will be providing greater detail on the future stripping rates in 

briefings associated with the CEO�s 1H presentation. However, at this point in time 

our forecasts look reasonable. 

Further revisions to come 

The company has provided updated guidance on the deferred mining for 2004, i.e. 

defer mining will be in the order of US$64m, up from US$20-30m. The data provided 

in the company�s presentation updates some of the information provided on past site 

visits but does not necessarily match-up with this year�s forecast. This may in part be 

due to the adjustments arising from the change in method of calculation. Further 

analysis and discussion with the company is required before we can fully revise our 

forecasts. The other area we need to address is the potential inclusion of a flotation 

circuit from 2007 onwards which could add up to 100kozpa of gold production. 
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March quarter improves but site costs up to US$55m from 
US$46m 

Chart 1 : Lihir gold production and cost - actuals and estimates 
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Source: Company Data, ABN AMRO forecasts 

 

Chart 2 : Lihir ore milled and headgrade - actual and estimates 
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Valuation and target price 

Our valuation of A$0.67/share has been reduced from A$0.71/share due to a 

reduction in the cash balance during the period. The mine generated no positive cash 

flow in the first half, capital expenditure continued (albeit at a slower than forecast 

rate) and will now be higher in the second half if the company�s full year target is to 

be maintained. Our target price of A$1.10/share is at a 64% premium to our 

valuation of A$0.67/share. The shares have traded at between a 10% discount and 

100% premium to the ABN AMRO NPV of discounted cash flows, reflecting LHG large 

resource base and option value in terms of expansion potential. The level of the 

premium is generally related to the momentum of the gold price. 

We have maintained our hold recommendation while we reviewing our forecasts and 

the impact of the addition of a flotation circuit, which could be commissioned in 2007. 

Besides gold price risk, risks to earnings and share price include the potential for the 

LHG to disappoint in terms of production and operating costs. Rio Tinto's stated plan 

to sell non-core assets, potentially including LHG although not specifically detailed, 

increases the chance of 14.5% of LHG hitting the market or weigh on the shares' 

performance as an overhang. A negative gold price outlook and poor cost 

performance would see the share price fall through our target. 

4Q is expected to be good 
with higher grades, higher 
recoveries, higher 
treatment rates and less 
maintenance. 
 
However, it will have to 
improve if the company are 
to come close to its 
budgeted site costs of 
US$200m for the full year 
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Chart 3 : Price to NPV (x) 
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Table 3 : Summary of production, costs, and earnings 

Capital Profile Price Multiples

Share Price $1.10 December Year End 2002A 2003A 2004F 2005F 2006F

No. of shares (m) 1284.2 Net Profit (US$m) 31.8 3.7 32.5 58.7 69.8

Free Float (m) 1284.2 Net Profit (A$m) 58.4 5.7 46.3 86.1 104.1

Market Cap A$1,413m US$983m EPS (A¢) 5.1 0.5 3.6 6.7 8.1

Enterprise Value A$1,394m US$971m CFPS (A¢) 3.1 3.5 11.5 13.8 12.3

Ave. Daily Volume (m) 5.0 DPS (A¢) 0.0 1.8 0.0 1.8 3.5

52 wk range: $0.88-$1.83 P/E (x) 21.5 228.4 30.5 16.4 13.6

Shareholders Rio Tinto 14.2%, Lihirian Trust 5.2% P/CF (x) 35.3 31.1 9.5 8.0 9.0

Reserves (moz) 16.7 Resources (moz) 41.1 EV/EBITDA (x) 13.6 28.8 17.5 12.3 10.9

EV/Reserve Ounce A$83.5 M.Cap/Reserve Oz A$84.6 EPS Growth -29% -91% 649% 86% 21%

EV/Resource Ounce A$33.9 M.Cap/Resource Oz A$34.4 Yield (%) 0.0 1.6 0.0 1.6 3.2

Reserves hedged (moz) 2.337 Mk to Mkt (US$m) -142.8 Production and Costs

Valuation WACC 9.7% A$/US$ 0.70 December Year End 2002A 2003A 2004F 2005F 2006F

NPV (after tax) US$m US$/sh A$/sh Lihir (koz) 607 551 604 742 683

Lihir 322.2 0.27 0.39 Gross Cash Cost (US$/oz) 244 319 342 237 192

Total Operations 322.2 0.27 0.39 Price/NPV Cash Cost (US$/oz) 224 293 234 203 186

Hedging -2.1 0.00 0.00 1.64x Total Cost (US$/oz) 271 340 283 248 231

Net debt 87.7 0.07 0.11 Cash Cost (A$/oz) 413 449 333 298 277

Exploration/Addl Resources 152.2 0.13 0.19 Total Cost (A$/oz) 499 521 404 364 345

TOTAL VALUATION 551.2 0.47 0.67 Earnings forecasts and assumptions

US$ NPAT Gold Sensitivity 2003A 2004F 2005F December Year End 2002A 2003A 2004F 2005F 2006F

+10% Change from forecast 0% 470% 60% Exchange Rate (US$/A$) 0.54 0.65 0.70 0.68 0.67

+10% Change from forecast 0.0 52.6 38.2 Gold Price (US$/oz) 310 364 383 343 333

+US$10/oz from forecast 0.0 13.7 11.2 Gold Price Received (US$/oz) 335 360 380 339 332

Earnings forecasts and assumptions % hedged 91% 59% 25% 58% 48%

6 Months to 03H1 03H2 04H1A 04H2F Profit & Loss (US$m) 2002A 2003A 2004F 2005F 2006F

Sales Revenue 106 109 104 113 Sales Revenue 213 215 217 247 227

Cost of Sales 91 78 88 61 Cost of Sales 142 169 150 157 127

Depreciation/amortisation 14 15 16 17 Depreciation/amortisation 27 29 32 33 31

Exploration 6 5 3 3 Exploration 10 11 6 5 5

EBIT -5 11 -3 33 EBIT 34 6 30 52 64

Interest received 0 1 2 3 Interest received 1 1 5 8 8

Interest paid 2 2 1 1 Interest paid 4 4 2 2 2

Pretax profit -7 10 -2 35 Pretax profit 32 4 33 59 70

Tax 0 0 0 0 Tax 0 0 0 0 0

Net Profit after Tax -7 10 -2 35 Net Profit after Tax 32 4 33 59 70

Minorities 0 0 0 0 Minorities 0 0 0 0 0

Net Profit Attributable -7 10 -2 35 Net Profit Attributable 32 4 33 59 70

Abnormals 0 31 0 0 Abnormals 21 31 0 0 0

NPAT after abnormals -7 42 -2 35 NPAT after abnormals 53 35 33 59 70

Valaution sensitivity to discount rate (US$/share) Profitability Analysis

Margins  - pretax profit/sales 15 2 15 24 31

                   - EBIT/sales 16 3 14 21 28

                   - op profit/sales 29 17 29 35 42

Tax  - effective rate 0 0 0 0 0

Growth  - profit attrib. -26 -88 779 80 19

                 - E.P.S. -29% -91% 649% 86% 21%

Return on funds  - EBIT/assets 6 1 4 6 8

                                  - NPAT/eq 7 1 5 9 10

Simplified Cashflow and Balance Sheet

Cashflow (US$m) 2002A 2003A 2004F 2005F 2006F

EBIT 34 6 30 52 64
Costs vs Price (US$/oz) Depreciation & Other Items -15 21 74 69 42

Cash from Operating Activities 19 27 104 121 106

Capital Expenditure & Expln -26 -38 -96 -63 -49

Acquisitions & Other 2 0 0 0 0

Free Cashflow -5 -10 8 58 57

Cash provided by Financing -4 147 -14 -17 -31

Net Change in Cash -9 137 -6 41 25

Balance Sheet (US$m) 2002A 2003A 2004F 2005F 2006F

Cash + S.T. Investments 34 153 153 193 219

Assets 577 694 746 811 850

Long Term Debt 41 34 20 20 20

Net Debt 7 -119 -133 -174 -199

Shareholders Equity 426 572 605 646 685

Net Debt/Net Debt + Equity 2% -26% -28% -37% -41%
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LIHIR GOLD: KEY FINANCIAL DATA 

 
Income statement 

US$m  FY02A FY03A FY04F FY05F FY06F

Revenue 213.2 214.5 217.2 247.1 226.6

Cost of Sales n/a n/a n/a n/a n/a

Operating Costs -151.6 -179.6 -155.2 -161.5 -132.0

EBITDA 61.6 34.9 61.9 85.6 94.6

DD&A (Ex GW) -27.1 -28.6 -32.1 -33.4 -30.8

EBITA 34.5 6.24 29.8 52.2 63.8

Goodwill Amort (Pre-EBIT) n/a n/a n/a n/a n/a

EBIT 34.5 6.24 29.8 52.2 63.8

Net Interest -2.69 -2.54 2.71 6.50 5.97

Associates (Pre-Tax) n/a n/a n/a n/a n/a

Other Pre-Tax Items 0.00 0.00 0.00 0.00 0.00

Reported PTP 31.8 3.70 32.5 58.7 69.8

Taxation 0.00 0.00 0.00 0.00 0.00

Minority Interests 0.00 0.00 0.00 0.00 0.00

Exceptionals (Post-Tax) 21.5 31.1 0.00 0.00 0.00

Other Post-Tax Items 0.00 0.00 0.00 0.00 0.00

Reported Net Profit 53.3 34.8 32.5 58.7 69.8

Exceptionals (Total) 21.5 31.1 0.00 0.00 0.00

Adjusted Net Profit 31.8 3.70 32.5 58.7 69.8

Source: Company data, ABN AMRO forecasts year to Dec

 
Balance sheet 

US$m  FY02A FY03A FY04F FY05F FY06F

Cash and Liq Assets (1) 33.8 152.6 152.5 193.1 218.5

Other Current Assets 58.2 80.9 64.6 68.6 60.3

Tangible Fixed Assets 435.7 468.9 516.1 536.7 550.0

Intang Assets (Incl GW) 0.00 0.00 0.00 0.00 6.70

Oth Non-Curr Assets 49.0 46.5 46.5 46.5 46.5

Total Assets 576.7 748.9 779.7 844.9 881.9

Short Term Debt (2) 3.51 3.51 3.51 3.51 3.51

Trade & Oth Current Liab 24.0 56.8 63.6 67.4 64.8

Long Term Debt (3) 37.0 30.0 16.0 16.0 16.0

Oth Non-Current Liab 85.7 197.2 197.2 197.2 197.2

Total Liabilities 150.3 287.5 280.3 284.1 281.5

Total Equity (Incl Min) 426.4 461.4 499.4 560.7 600.4

Total Liab & Sh Equity 576.7 748.9 779.7 844.9 881.9

Net Debt (2+3-1) 6.74 -119.1 -133.0 -173.6 -199.0

Source: Company data, ABN AMRO forecasts year ended Dec

 
Cash flow statement 

US$m  FY02A FY03A FY04F FY05F FY06F

EBITDA 61.6 34.9 61.9 85.6 94.6

Change in Working Capital 38.3 -23.8 23.1 19.9 0.00

Net Interest (Pd) / Rec -2.42 -1.97 2.71 6.50 5.97

Taxes Paid 0.00 0.00 0.00 0.00 0.00

Other Oper Cash Items -1.50 18.1 16.2 9.00 5.00

Cash Flow from Ops (1) 19.4 27.2 103.9 120.9 105.5

Capex (2) -21.0 -27.1 -89.8 -58.0 -44.0

Disposals/(Acquisitions) 1.54 0.20 0.00 0.00 0.00

Other Investing Cash Flow -5.00 -10.5 -5.70 -5.00 -5.00

Cash Flow from Invest (3) -24.4 -37.4 -95.5 -63.0 -49.0

Incr / (Decr) in Equity 0.00 156.2 0.00 0.00 0.00

Incr / (Decr) in Debt -3.78 9.49 -14.0 0.00 0.00

Ordinary Dividend Paid 0.00 -14.2 0.00 -17.3 -31.1

Preferred Dividends (4) n/a n/a n/a n/a n/a

Other Financing Cash Flow 0.00 -4.77 0.00 0.00 0.00

Cash Flow from Fin (5) -3.78 146.8 -14.0 -17.3 -31.1

Forex & Disc Ops (6) 4.74 -17.8 0.00 0.00 0.00

Inc/(Decr) Cash (1+3+5+6) -4.09 118.8 -5.61 40.6 25.4

Equity FCF (1+2+4) -1.61 0.14 14.1 62.9 61.5

Source: Company data, ABN AMRO forecasts. Lines in bold can be derived from the immediately preceding lines year to Dec
  



 

 
 

L I H I R  G O L D  2 8  J U L Y  2 0 0 4 7

  

LIHIR GOLD: PERFORMANCE AND VALUATION 

 
Standard ratios Lihir Gold  Newcrest Mining  Oxiana 

Performance FY02A FY03A FY04F FY05F FY06F FY04F FY05F FY06F FY04F FY05F FY06F

Sales Growth (%) -8.56 -6.27 8.67 13.8 -8.28 15.8 87.9 7.81 0.29 186.5 40.7

EBITDA Growth (%) -22.1 -43.4 77.6 38.1 10.5 48.1 121.9 9.36 -3.97 131.6 78.5

EBIT Growth (%) -26.8 -81.9 378.1 75.0 22.3 88.7 147.5 6.60 -22.6 168.4 121.3

Normalised EPS Growth (%) -25.7 -88.7 705.9 80.4 19.0 72.5 148.3 6.68 -36.6 137.8 123.3

EBITDA Margin (%) 28.9 17.4 28.5 34.6 41.7 40.2 47.5 48.2 57.0 46.1 58.4

EBIT Margin (%) 16.2 3.12 13.7 21.1 28.2 25.1 33.0 32.6 27.7 25.9 40.8

Net Profit Margin (%) 25.0 17.4 15.0 23.7 30.8 16.1 20.5 21.1 27.1 22.5 35.8

Return on Avg Assets (%) 9.47 5.50 4.02 6.70 7.63 5.72 11.8 12.3 6.44 10.8 21.5

Return on Avg Equity (%) 11.5 7.84 6.77 11.1 12.0 12.2 25.0 23.0 8.01 13.1 25.2

ROIC (%) 4.46 0.94 5.66 9.25 10.7 9.55 16.6 16.3 13.6 13.0 25.5

ROIC - WACC (%) -5.34 -8.86 -4.14 -0.54 0.92 1.33 8.35 8.06 0.00 0.00 0.00

 year to Dec year to Jun year to Dec

Valuation 

EV/Sales (x) 4.83 4.53 4.10 3.44 3.64 7.70 4.04 3.54 9.63 3.40 2.09

EV/EBITDA (x) 16.7 25.9 14.4 9.94 8.72 19.1 8.51 7.35 16.9 7.37 3.58

EV/EBITDA @ Tgt Price (x) 16.4 25.4 14.1 9.72 8.53 19.9 8.85 7.66 21.6 9.41 4.72

EV/EBIT (x) 29.9 145.1 29.9 16.3 12.9 30.7 12.2 10.8 34.8 13.1 5.13

EV/Invested Capital (x) 2.38 2.64 2.43 2.20 2.05 2.94 2.67 2.61 1.69 1.51 1.40

Price/Book Value (x) 2.14 2.22 2.05 1.83 1.71 4.66 3.80 3.19 2.37 2.08 1.78

Normalised PE (x) 28.7 253.8 31.5 17.5 14.7 39.3 15.8 14.8 40.4 17.0 7.60

Norm PE @Tgt Price (x) 28.1 249.2 30.9 17.1 14.4 41.2 16.6 15.5 53.0 22.3 9.98

Dividend Yield (%) 0.00 1.45 0.00 1.54 2.76 0.59 1.38 2.03 0.00 0.00 5.00

Dividend Franking (%) 0.00 0.00 0.00 0.00 0.00 100.0 100.0 100.0 0.00 0.00 0.00

 year to Dec year to Jun year to Dec

Per share data FY02A FY03A FY04F FY05F FY06F Solvency FY02A FY03A FY04F FY05F FY06F

Tot Adj Dil Sh, Ave (m) 1142.3 1177.8 1284.3 1284.3 1284.3 Net Debt to Equity (%) 1.58 -25.8 -26.6 -31.0 -33.1

Reported EPS (USD) 0.05 0.03 0.03 0.05 0.05 Net Debt to Tot Ass (%) 1.17 -15.9 -17.1 -20.5 -22.6

Normalised EPS (USD) 0.03 0.00 0.03 0.05 0.05 Net Debt to EBITDA (%) 11.0 -341.5 -214.7 -202.8 -210.5

Dividend Per Share (USD) 0.00 0.01 0.00 0.01 0.02 Current Ratio (x) 3.34 3.87 3.24 3.69 4.08

Equity FCF Per Share (USD) 0.00 0.00 0.01 0.05 0.05 Operating CF Int Cov (x) 9.00 14.8 -37.4 -17.6 -16.7

Book Value Per Sh (USD) 0.37 0.36 0.39 0.44 0.47 Dividend Cover (x) 0.00 0.26 0.00 3.38 2.24

 year to Dec  year to Dec

Source: Company data, ABN AMRO forecasts 
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GOLD COAST (07) 5592 5777 WOLLONGONG (02) 4227 3022 
HERVEY BAY (07) 4128 2288 MELBOURNE (03) 9612 1478 
IPSWICH (07) 3202 3995 BERWICK (03) 9796 2676 
MACKAY (07) 4957 3033 BRIGHTON (03) 9592 4555 
ROCKHAMPTON (07) 4922 5855 CAMBERWELL (03) 9813 2945 
SUNSHINE COAST (07) 5479 2757 GEELONG (03) 5222 5128 
TOOWOOMBA (07) 4639 1277 CANBERRA (02) 6232 4999 
TOWNSVILLE (07) 4771 4577 ADELAIDE (08) 8464 5000 
UNDERWOOD (07) 3841 4011 PERTH (08) 9261 0888 
SYDNEY (02) 8259 6400 BUNBURY (08) 9791 9188 
ARMIDALE (02) 6772 1288 DARWIN (08) 8981 9555 
BALLINA (02) 6686 4144 HOBART (03) 6236 9000 
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