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'Platinum: At rock bottom

outh African platinum shares

I tive on the sector”

have umderperformed a recovery |
in the dollarprice of the metal by |
ahout 2 4ilth so far this year. The |

]*.Lg'suggcsts that a recovery in the equities
is possible especially if assistance can be
provided by the mines themselves in the
form of comsistent production and cost con-
trol improvements,

The market has alveady shown a promis-
ing uptick. Tn dellars, the platioum price is
18% higher year to date, And despite the
strengthening in the rand against the dol
lar over that period, the price received for
platinum in rand 35 12% higher,

Still, there’s huge pessirmism. Says Simon
Kendal in a recent report for Morran Stan-
ley: “The platinem gronp merals sector 15
carrently a difficult sector. Econemic

uncertainty is likely to
continue to result in

fundamentals.
This weakness,
coupled with
industry-wide
operating chal-
lenges,
medns we
STAY NCfa-

1
]

weak demand

Unfortunately, production growth and
cost oontrols are not features easily associ-
ated with the likes of Impala Platinum
(Implars) and Angle American Platinum
(Amplats) lately. One analyst estimates
S5As platinum counters won't contain costs
Lvwer than 4% or 5% above CPI this year.

The outcome of this assessment is that
while the worst may be over for platinum
stocks, they will bump along the bottom
for most of this year, Yot in these particu
larly dhark days for plarinum shares, it per-
haps worth asking whether there’s a means
of playing the sector,

Broadly speaking, there are short-term
platinum opportunities, such as Implats,
which has defensive characteristics, and
medium- to longer-term prospects — those
shares with production growth potential
such as Armplats and Northam Platimam,
Froduction growth lowers unit costs, The
risk is the traclerecond, however: real pro-
duction growth has been very hard to
achieve [or platinum miners.

FProduction at our platinum miners,
heowever, has been hammered by the well-

documented section 54 safety stoppages, as

well s industrial sction,

unrcalistic to expect Government's min- |

eral resources department (MR o safi-
enils stance on stoppages, especially those
related to fatalities, although a task team
eomprising Government and industry rep-
resentatives may look at more judicious
ways of enforcing stoppages. For instance,
one compromise is to stop non-localised
shutdowns of mining areas ~ those not
directly connected with the accident -

which Amplats chairperson, Cynthin Car-
roll, estimated cost her company 100 000
ow in the last financial year.

Production has also been struck by
strikes, the most recent at Trplass™s [ease
area in Rustenberg, Analysts estimate the

| company will lose about three weeks of

provduction from the mine — alxut 80 000

o of output or, astonishingly, B1.7bn to

R1.8bn. Some of the lost production will
be offser by use of metal held in inventory,

[rmiplats was due 1o report its interim results

at the time of writing, but it’s expected to

guide second half production down to

B0 oz to Y15 000 0w ut the lease area

which, incidentally, accounts for about half
ol total growp production.

It isn't alone. Lonmin and Foyal Bafo-
keng Platinurm (BB Plars) have both strug-
gled with industrial relations, the latter
losing nearly 4 000 48 {four elements of
PGMs) ounces of production and earning
a downgrade from Morgan Stanley,

Amplats struggled to meet its praduction
target of 2, A o for its 2011 financial year
courtesy of metal in inventories, Aquarius

| Platinum is also unlikely to see production

growth from its Everest expansion as

i quickly as forecast, “Aquarius is cautious
Avcording to one analyst, it would be |
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aberut the short- and !Dng—l:n::.nn production
outlook in both South Afiican and ¥im-
habwean operations due to widespread sec-
tion 54 stoppages and increased regulatory
oversights,” stated BMO) in a recent report.

" Against this hackground, heres a best
cffort guess at what to think of SA%s most
prominent platinum stocks.

IMPLATS:
By the time you read this, lmplats will have

adjusted its guidance on second half plati- |
num production, possibly down Ty 60000 |

o7 from its lease area. Full-year carnings
could be hit by as much as a fifth. Butsince
it reacts the least to spot prices, its the most
defensive of our platinum stocks. Its expo-
sure to Limbabwean platinum reserves is
not really in the stock, so the downside of
nepative news relating 1o indipenisation is
not likely to knock the share. Current
CEQ Dhavid Brown is leaving the company
in June. Although an extremely scund
manager, he's being replaced by Metorex’s
Terence Goodlace, who's highly regarded
finr his meticulous operational nous,

MORTHAM PLATIMNUM:

It's all abour the company's project team.
Without its two growth projects, Zonde-
reinde and the K3 9ba Booysendal LIG2
project, Northam is ex growth. [fthe team
can deliver on project schedules and stay
within capex — it’s fully funded — then
Maortham will have achieved a first in the
SA platinum sector of near painless
growth. There’s difficult geology ar Zon-
dereinde. A crucial year, One last ohserva-
tion, Kazakh company ENEC has a bowrd
seat and a minerity shareholding which
could presage a takeover at seme future
point.

AMPLATS:
The gnawing problem at Amplats
— omee called “The Big A” Ly
Acprarius Platinam CEO, Stuart
Murray — is that roughly half of

western limb of the Bushveld
near Rustenburg, where the local |
Mines Inspectorare’s newly
estahlished office has been
ll'dlldi!t;g out wiork stop-
pages like fliers at a

set of traffic lights. 5o it’s most exposed o
regulatory risk of all of SA's platinum min-

ers. Much furns on ramping up production |

at Mokgalalowena on the eastern limb of
the Bushveld and Unki in Zimbabwe.
Ominously, Amplats CEO, Neville Nico-
Tau, seems 1o be battening down the hatch-
es. [le recently
announced a
KEi1bn cur in
capital spend-
ing to KBhn
and lower
sales of 2.5m
oy to 2.6m oz
compared to ini-
tial estimates of
2.7m ounces. Warth
avoiding,

ANCORAG
RESOURCES:
The company that can't
fil? Anglo Platinum helped
create Ancoranq by selling it
assers bacl in 2009 that ulti-
mately had to be repriced sev-
eral times, In ity latest financial
engineering exercise, Anglo Plati-
num's empoweriment gambde now
sports 2 new structure, a new halance
sheet and an accelerated project pipe-
line.

In Tawid Stander, Anooradgs Bokoni
Plarirum Mines in the northern part of the
Bushveld has 2 mine manager of some

repute. The share hasn't responded to the |

restrocturing as one would have thought,
Watch and wait.

It has been noted that platinum shares
are starting to behave like their geld coun-
terparts where returns are slim and yield is

poor 1o non-existent. Ay residual
capital 15 poured into the nexe
hole in the ground in an
"P?» inexorable race for market
% share. If thats the case, then
platinam shares become the
trading instruments of pro-
fessionals only, not the kind
of investment to be putting in
the hateorm dravwer.
But it’s a question

of perspective, 17
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platinuem shares have hit the bottom, it
might be worth stepping in cauticusly.
Consider the optimism of James Allan,
founder of AllanHochreiter, which is
standing behind the upeoming listing of
Sable Platinum. “We're listing at what we
think is the bottdm of the marker, there-
fore the timing is brilliant for our share-
holders,” says Allan. “It makes good
sense fo get in now and ride the share
upwards,” he adds.

Sable is also raising exploration
finance of some E40m, with
Allan hopeful it can be achieved.
That means at least some
investors think platinum has
long-term potential. It's
worth noting that Sabls s
being formed through o
reversal into Newcorp
Capital, a cash shell
consisting of some
Rasm that will com-

plement the pre-
TPO capital
T:!JHJHg.

Taking
Allar’s

approach,

the only way
is up lor the
platinum
shares. Bur if
you've been in the shanes
fram when the platinum price
was trading at $2 200 in 2007, you can be
forgiven & sense of déja vu, By the end of
2008, the price of platinum was down to
£800/0z. [t recovered to arsund 31 800 by
mid-2011 but has generally been on the
slide again amid eurozone debt erises and
a shiggish 1S recovery.

Of course, there’s always the view of
veteran analyst David Davis, an analyst at
Standard Group Securities. Although no
longer a platinum analyst, he’s an indefati-
gable student of supply and demand
dynamics in precious metals markers. He
recommends buying platinum metal in the
short term, possibly through an exchange-
traded fund, Why, after all, make the
stresses of munagement part of your port-
folio when all you wane is exposure o
renewed industrial demand?
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