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Discovery Zone deal adds value for Avalon
Michael Quinn, 17 October 2012

THE well-performed team now installed at Avalon Minerals (AVI) is already
engaged in the sort of logical initiatives that should increase shareholder
value. And given the raison d’etre for the equity market is adding
shareholder value, many of their peers might do well to pay close
attention.
Avalon this week reported acquisition (subject to due diligence) of ironcopper resources just 10km from its Viscaria project, with the Discovery Zone prospect’s 10.9 million
tonnes grading 0.31% copper and 38.7% iron potentially adding significant life to Avalon’s current base
case scenario in northern Sweden.
The corollary of the increase project life is a significantly enhanced value aka NPV for Viscaria – and
Avalon et al.
Avalon managing director Jeremy Read pointed out that the Discovery Zone potentially added in the
order of $US80-90-100 million to the base-case NPV of $US61 million outlined last week. He is hoping
that an upcoming 25-30,000m drill program on Avalon’s current portfolio will boost that NPV by another
$US100-150 million.
However, as well as the risk that drilling doesn’t come up quite as well as expected, there’s the fact the
work will cost some $US10 million. Hence the attractiveness of the $A4 million deal with Discovery Zone
vendor Hannans Reward.
“It is a low risk way of securing the project,” Read said. “I mean, even if were not to extend any more of
the project resource with the Discovery Zone and what we have we’ve already got a project.”
Read said the scoping study had been well received by shareholders he had spoken to.
“They like the fact that we’ve attempted (and been able) to quantify the value-add by extending the
resources,” he said. “Do this, and we can add value, and so we’ve got people understanding that we’ve
got very clear goals.
“We’ve been able to line up the building blocks now to deliver a project that has got an NPV of in excess
of $US300 million. Now we have to go and execute it, but the base case we’ve been able to extend from
$US60 million to $US150 million.”
The main queries centred on how the drilling would be financed, and the magnetite price used (in the
scoping study). On the former Read suggested clarity in “coming weeks” – and on that score it could
perhaps be noted the company recently got shareholder approval for undertaking a raising in the short
term.
Brokers have commented that the track record of Read and his team means there will be likely plenty of
interest to assist with the next round of financing.
With regards the magnetite price, Read suggested a pellet price of $US150/t approximated the midpoint of the magnetite price range over the past couple of years.
Avalon was capitalised at less than $A30 million this week, with cash estimated at about $A2.2 million.
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