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Investment case
ORN has made excellent progress at Prieska. Its ambition to create a modern
day mining operation remains intact. The potential scale, infrastructure and
exploration upside is impressive. Financing, without significant equity dilution
remains the key, but there are few projects of this scale and life currently
controlled by juniors. We expect a significant portion of the capital will be debt
funded. The DFS and mining rights are positive catalysts in the next few months
and we still see potential for ORN to become a mid-cap base metal producer
and be worth multiples of its current price.

Key points
yyWe visited Prieska on the 3rd of Feb’19, as one of four site visits that
straddled the Annual Indabba African Mining Conference.
yyIt was hard not to be impressed with the scale, infrastructure, location, site
personnel, work completed and exploration upside. Whilst many companies
talk about ‘belt scale opportunities’, ORN genuinely has it.
yyA scoping study, released just prior to Xmas, confirms the economic viability
of redeveloping Prieska. The study envisaged a 2.4mtpa operation producing
70-80kt of Zn and 22kt of Cu in concentrate for 10yrs with AISC costs of
US$0.55/lb (zinc metal sold). Peak funding of $300-330m is estimated and
an NPV12.5 of $400-440m pre tax.
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yyWhat was very clear from the site visit is that the mine life is highly likely to
extend. Mineralisation remains open beyond the current resource and the
most SE drilled hole in the Vardocube Deep Sulphide Resource returned
11.3m @ 4.4% Zn, 3.7% Cu, 0.51 g/t Au and 32.7 g/t AG from 1071m.
yyIn addition, the current resource of 30.5mt @ 3.77% Zn and 1.2% Cu excludes
any historical pillar extraction (~ 8mt of ore in pillars). The scoping study
assumes a 72% conversion of the total resource.
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yyWe went ~ 240m below surface via the decline and were able to inspect the
8.8m diameter shaft which is sitting above the water table. At first glance, the
shaft and pipeworks looks in bad condition but this is due to the protective
coating applied to the steel at construction. Once cleaned up it looked fine
and tests revealed only a 7% degradation in the past thirty years. ORN has
done extensive testing of the steel in the shaft both above and below the
water table.
yyGround conditions underground were excellent with no sign of rock stress in
areas that were last mined more than 25 yrs ago.
yyThe scoping study assumed 30% of the shaft will need to be refurbished.
yyThe site personnel were particularly impressive. COO, Walter Shamu, is ex
WASM and has extensive operational experience throughout Africa and the
team has achieved a lot (drilled 85,000m, completed a detailed scoping
study, consolidated the ground position) in ~ 2yrs.
yyThe level of community engagement for a project at this stage of
development was pleasing to see and ORN will introduce some skills training
programs over 2019 to help prepare some of the Prieska residents (60km
from site and a town of 16,000) ready for operations.
yyThe exploration package ORN has consolidated is excellent with little
exploration in the past 30yrs. Prieska is rated as one of the top five VMS
deposits in the world (historical mining + remaining resource) yet there has
been no other deposits found. This is an anomaly in VMS deposits with the
rule of thumb that the clusters (other deposits) will add up to the total of the
major deposit.

Analysis
ORN’s ambition to create a modern day mining operation at Prieska remains on
track. With no township nearby or requirement to relocate communities and no
legacy employment contracts, ORN is starting with a clean slate. However, it can
leverage off the existing infrastructure which includes;
–– Primary shafts and underground decline roadways
–– Sealed access roads, 48km via bitumen to existing rail siding
–– 175MW operational solar power plants
–– 800km rail link to major bulk commodity ports
–– Bulk water pipeline supplies to site
The reality is the entrenched large miners like Anglo etc couldn’t do what ORN
are proposing.
The BFS study is due in the 2nd Q CY’19 and we believe any changes to the
scoping will be minimal as the detail in the scoping study is probably more at a
PFS level than a true scoping study. In addition, ORN are hopeful of the mining
rights in the next 2-3 months as well.
The key is to fund Prieska without massive dilution to existing holders. We
understand that ORN has had significant interest from development banks and
Sth African banks and recently appointed Endeavour Capital to assist with the
financing.
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ORN has set itself a ambitious timetable to fast track Prieska into production and
is board approved decision in Sept/Oct’19 as outlined in the figure below

The exploration package is significant with little exploration activity over the
past 30 years and now consolidated under ORN for the first time. The first drill
hole at Ayoba, 5.3km SW of Prieska intersected 9.5m of massive sulphides
grading 0.93% Zn and 0.63% Cu. This hole tested an EM plate with a 1.1km strike
and 450m dip extent.
Our valuation, risk adjusted by 30% equates to $0.10/sh for its 73.3% interest in
Prieska. The key remains the ultimate funding package that ORN can negotiate.
We were impressed with the size, scale and opportunity at Prieska. There are
few projects of this size in the hands of juniors and whilst Sth Africa is a tough
place to do business, the progress and momentum that ORN has made puts
them in good stead to ultimately achieve its ambition.
We maintain our Speculative Buy and believe as ORN continues to deliver then
the discount to valuation will reduce.
Prieska - Euroz estimate of cashflow potential
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Figure 1: Steel before being cleaned Source: Euroz

Figure 2: Steel after being cleaned Source: Euroz
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Figure 3: Looking down the 8.8m diameter shaft Source: Euroz

Figure 4: Prieska underground - note no meshing/bolting and good ground conditions
Source: Euroz
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Figure 5: High grade drill core from Prieksa. Source: Euroz

Figure 6: Looking up the shaft winder Source: Euroz
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Copyright & Distribution
The material contained in this communication (and all attachments) is prepared
for the exclusive use of clients of Euroz Securities Ltd (ACN 089 314 983)
(“Euroz”) only. Euroz is the holder of an Australian Financial Services Licence
(AFSL 243302) issued by the Australian Securities and Investments Commission
(“ASIC”) and is a participant of the Australian Securities Exchange Group
(“ASX Group”).
The information contained herein is confidential and may be legally privileged.
If you are not the intended recipient no confidentiality is lost nor privilege
waived by your receipt of it. Please delete and destroy all copies, and contact
Euroz on (+618) 9488 1400. You should not use, copy, disclose or distribute this
information without the express written authority of Euroz.

Disclaimer & Disclosure
Euroz and its associates declare that they deal in securities as part of their
securities business and consequently may have a relevant interest in the
securities recommended herein (if any). This may include providing equity
capital market services to their issuing company, hold a position in the securities,
acting as principal or agent, or make a market therein and as such may effect
transactions not consistent with the recommendation (if any) in this report.
Euroz declares that it may have acted as an underwriter, arranger, co-arranger or
advisor in equity capital raisings, and will have received a fee for its services, for
any company mentioned within this report during the last 12 months.
You should not act on any recommendation issued by Euroz without
first consulting your investment advisor in order to ascertain whether the
recommendation (if any) is appropriate, having regard to your investment
objectives, financial situation and particular needs. Nothing in this report shall
be construed as a solicitation to buy or sell a security, or to engage in or refrain
from engaging in any transaction.
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