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Mining IPOs might float, might sink 
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PORTFOLIO POINT: As a dozen resources companies line up to list on the ASX, we offer a brief guide to the speculative, and very speculative.

If cigarettes come with a health warning it is reasonable to ask why most initial public offerings (or floats, to be more succinct) do not come with a wealth warning.

Subscribers to the re-floating of the Myer retail chain are certainly entitled to hold that view after paying $4.10 a share, losing 5.4% of their investment at the first sale on November 2 when the stock opened at $3.88, and finding themselves still out-of-pocket two weeks later.

With that poor performance in mind it is remarkable to see that a logjam of floats is cluttering up the Australian Securities Exchange where 15 companies – 12 of them resource-focused – have lodged applications to list.

They are, to be sure, a world away from the upcoming float of Clive Palmer’s Resourcehouse business in Hong Kong, which is being valued at somewhere between $11 billion and $16 billion. As the 100% owner of the business, Palmer is expected to emerge from the IPO as Australia’s richest individual.

Back in Australia, it is the 12 exploration and mining companies of the 15 slated to list that I feel most comfortable assessing, having spent the past 40 years looking at hundreds of similar companies and wondering how most of them managed to disappear a few years (or days in one memorable flop) after listing.

Perhaps asset quality and management competence had something to do with it?

Undeterred by the historic track record of resource floats, but fully aware that most sink quickly, I embarked on an assessment of what’s on offer at the ASX today.

It will not surprise anyone to read that in my opinion only five of the 12 are worthy of a detailed examination (and possible subscription to the float, if it’s still open), and the other seven fall into the category of caveat emptor (let the buyer beware).

Before offering an opinion on a float-by-float basis, a few general observations:

· Most of the floats being offered today were priced at least a month ago when optimism, apart from gold, was at a higher level than it is today. The Myer experience is an example of what happens when a float is over-priced.

· All of the resource floats are either speculative, or highly speculative – an unavoidable fact given that they are still exploring.

· All of the floats fall into a category that has the potential for a total loss of investment by subscribers if exploration is not successful, therefore they are only for your “play money” – the stuff you can afford to lose.

The five floats I believe deserve a closer look are:

Australian Minerals and Mining (AKA). Seeking a relatively modest $5 million and with December 10 as the proposed listing date, Australian Minerals and Mining is attempting to succeed where BHP Billiton failed, which is not as silly as it sounds. Two of the projects in the float are ex-BHP. Top of the priority list is the Constance Range iron ore project in Queensland, which might have been developed in the 1950s if the vast iron deposits of the Pilbara in WA had not killed that plan, as it did for all small iron ore deposits around Australia.

The second “close-to-BHP” project is a prospective mineral sands deposits near Augusta in Australia’s extreme south-west corner, and adjacent to the failed Beenup mineral sands project. A grab-bag of other assets offer exposure to gold, and gypsum, which is perhaps trying to do too much with $5 million in fresh capital, but the number of exploration targets can always be cut later.

Gascoyne Resources (GCY). Seeking $6 million and with a December 11 listing date, Gascoyne is a pure gold play, which is just what the market wants at a time of record gold prices. The other appeal of Gascoyne is its “provenance”. Most of its assets have germinated inside the technically smart Giralia Resources (GIR), a company that has made money for its shareholders by assembling and floating (or selling) exploration assets rather than taking the more risky step of actually mining anything. Gascoyne starts life with 203,000 ounces of gold in the resource category and with four priority targets, all in Western Australia.

Raisama (RAI) is seeking $12.25 million and with a November 30 listing date, all earmarked for uranium exploration at targets in WA, South Australia, and the remote but richly mineralised central Asian country of Kyrgyzstan. The most interesting of its Australian assets is Sunday Creek, which, if you believe the theory of “near-ology” (being close to something good adds value to your asset) is well positioned by being about 30 kilometres east of the Kintyre uranium deposit, which was sold last year by Rio Tinto to a joint venture of Canada’s Cameco Corporation and Japan’s Mitsubishi for $US500 million. Near enough is often not good enough in geology, but the combination of uranium and Kintyre as a neighbour will help attract attention.

Winchester Resources (WCR). This company seeking a lowly $2 million and is expected to list later this week, which almost certainly means the float is closed. However, it might be one to keep an eye on after its scheduled November 17 listing date because it is a pure gold play with three priority exploration areas in the Ora Banda and Paddington area of WA’s Eastern Goldfields, and less than 100 kilometres north-west of Kalgoorlie. The location of the assets, plus a management team steeped in mining, will attract interest.

MetroCoal (MTE). Seeking $10 million with December 4 as its listing date. MetroCoal has conventional coal mining and underground coal gasification in Queensland as its key objectives. It is closely associated with the listed Metallica Minerals (MLM) with that company’s shareholders getting priority entitlement to the MetroCoal float. Unlike most of the floats at the ASX, MetroCoal has an underwriter in Paterson’s which has taken responsibility for $8.4 million of the raising, a positive sign in itself.
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