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Doornfontein and Venterspost higher mill
throughputs were accompanied by reduced
costs per ton milled while at the West Drie
section of Drie Cons a reduction was
achieved on an unchanged mill throughput
The reason 1s something of a mysterv It
may have been achieved by cutting develop-
ment rates — 1t 1s impossible to tell as the

group has decided to cease disclosing devel-
opment results on a quarterly basis

As I understand 1t, the group as a whole
has become a lot tougher with 1ts suppliers
and 1s succeeding 1n squeezing better terms
and keener prices out of supphers of con-
sumables In addition, costs have apparent-
ly been helped by lower training costs
Black contract employees are now return-
ing to the mines more quickly than in the
past

Of course, the mines were not affected by
administered cost increases nor wage rate
hikes 1n the last quarter, so some slowing of
cost 1ncrease rates was to be expected It
now remains to be seen whether the GFSA
cost experience 1s reflected by the rest of
the industry If so, the break 1n cost 1ncrease
rates, which for several quarters have been
higher than general inflation rates, may
have taken place

The GFSA mines have, as usual, paid
Interim dividends well below the level of
first-half earmings As this 1s normal prac-
tice, 1t 1s not possible to tell whether 1t
reflects management fears that capital
spending programmes could be affected by
substantially lower March and June quarter
earnings Management will not be drawn on
the hkely dividend policy 1t will adopt when
the finals are declared at mid-year
Deelkraar The next few quarters should be
watched with a hyper-critical eye The
mine’s major problem 1s establishment of
adequate ore reserves and that, judging by
the last quarter’s mull throughput reduction,
may not be an easy matter In Deelkraal’s
case, full and detailed disclosure of develop-
ment sampling results should be provided
on a quarterly basis until operations are
established in the longwall areas If good
values are not disclosed 1n the deeper long-
wall mining zones, the mine can almost
certainly be written off as a sound 1nvest-
ment Investors should take that ito consid-
eration untill ore reserves are finally
proved
Drie Cons. Combined rll throughput has
reached the full rate of 475000 t/month
Though recovery grade was shghtly lower
at the East Drie section — 12,6 g/t against
12,7 g/t 1n the September quarter — grades
should soon start receiving support irom the
mimng of the boundary pillar between the
two properties

The interim dividend of 100c was very
disappointing, though it is 1n line with the
house's policy of low half-way payments
First-half retentions were 50.2c¢ a share
which, even though the mine has a R224m
unexpended balance of capital expenditure
(equvalent to 236c a share), seems some-
what excessive Drie Cons should have no

.

Balancing gostﬂ@
“Nothing old mtt‘i% %ﬁ — but I

plan to start buymng bullion and gold shares
when the price gets down to $370 ' That was
the view of the manager of ome of the
world's top precious metals funds this week
as the gold price finally decided to properly
breach the $400 support level And, for the
present 1t 1s difficult to fault his theory
Gold remains under pressure on all
fronts The Soviet Union 1s stepping up its
sales to raise the foreign exchange needed
to shore up a collapsing Polish economy
That 1n itself might only have depressed
vulhion markets for a few months But now
it 1s possible that the Soviets will be steady
sellers until the latter part of this year Bad
weather conditions, 1t 1s feared, will be dis-
astrous for the winter wheat now being
planted and on which Russia will rely forits
1982 harvest The obvious inference 18 that
Russia will need to sell gold late 1n the year
to finance gramn imports
If, as seems likely, 1982 15 a poor year for
gold prices while, at the same time, the SA
authorities successfully implement internal
economic policies to maintain the rand 1n a
fairly narrow trading range around current
levels, the outlook for gold mine earnings 1S
not particularly attractive This 1s despiie
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Gold mining .

difficulty funding capital spending from
current earnings and has no need to retain
profits The final dividend should be at least
200c
Kloof Unlikely though it might seem, the
mu1il tonnage reduction because of an under-
ground fire in the December quarter did not
send unit costs through the roof The cost of
milling each ton of ore rose by only 2,6% to
R53,57 from R52,20 Apparently, resultant
savings 1n timber, power and consumables
costs were largely responsible for unit costs
not galloping away This quarter production
will again suffer some effects of the fire, but
there should he a steady return to earher
average recovery grades of about 14,5 g/t
Despite the temporary setback, Kloof re-
mains one of the soundest gold shares at this
stage of the gold market And once the gold
price starts to rise again, Kloof's inability to
drastically reduce grades wiil ensure that
the mine remains among the better divi-
dend performers Capital spending appears
to be lagging behind schedule, with R28m
needed to be spent in the second half if the
vear's R43m planned total 1s to be met
Even so. that should not unduly restrain the
final dividend Following the 120c interim,
first-half retentions were 51c a share
Venterspost Exploration 1s still being car-
ried out in the Middelvler area. but 1t re-
mains to be seen how long 1t will continue
Development sampling grades have been
almost unmformly poor and have failed to
confirm results from surface drilling For
the present, unproductive development 1in
Middelvlel 1s not having an nsupportably
adverse effect on umt costs By sharply
boosting mll throughput 1in the December
quarter, umt costs were cut to R43,8%/t from
R46,14/t There may well be room for fur-
ther mll throughput increases, although the

. 1mproving efficiencies and cost control

plant 1s operating at full rated capacity
However, maintaining and improving re-
covery grade 1s now the most important
factor in mine planning That will be par-
ticularly so if the gold price continues to
perform dismally and the rand stabilises
against the dollar
Libanon' It seems unlikely that the R34m
capital spending target slated for the cur-
rent year will be met Only R12,7m had been
spent by end-December though reteniions
after capex and dividends of R5.4m would
seem to allow a rapid capital spending ad-
vance 1n the remaining two quarters
Operations are now steady, but 1t 1S un-
likely that management will be overly gen-
erous with dividend declarations In this and
the next four years, R132m 1s to be spent on
capital projects pointing, perhaps, to divi-
dend caution at the end of June Following
the 80c interim, 1t 1s probably safest to
estimate a final of not much more than 100c
Doornfontein Management appears to be
taking advantage of the possibilities of min-
ing lower-grade ore 1n the original lease
area It resulted in a higher mull throughput,
and slightly lower grade last quarter could
allow some deferral of capital spending nec-
essary to reach deeper ore 1n the lease area
extension The 80c interim dividend appears
to have erred on the cautious side as reten-
tions at the halfway stage were 57,3¢ a
share The final should be at least 120c
Vlakfontein. The December quarter saw a
reversal of the September quarter’s cutback
on milling ore from the company’s own
dumps Switching to and from the com-
pany’s own reserves will follow gold price
shifts Management has nothing to say on
the drilling programme to probe Kimberley
reef on the property
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= Marking time 2”‘“1
IGnld’s apparent stabﬂl%s-mﬂ?lba' %L?{] is be-
1ng interpreted by some analysts as
signalling the bottom of the market From
now on, they believe, the gold price can do
nothing but improve At these levels so the
theory goes, central banks are buying and
effectively putting a floor under the price

They were said to be dotng that when
gold was dithering at $400 The fact 1s that
gold appears to be 1n a period of structural
weakness And though central bank pur-
chases may be made from time to time,
they almost certainly form part of a buving
programme which 1s based on long-term
objectives In effect, gold's price continues
to be determined by economic interplays in
the market — 1t has long since ceased to be
affected by political or security
considerations

For investors, perhaps the most 1mpor-
tant constderation for the next few quarters
will be how well the mines can mamtan
profit margins if, as seems possible, domes-
tic economic measures succeed In stem-
ming the rand's decline against the dollar
Gold mines of the JCI, Anglovaal and Rand
Mines groups have confirmed the Decem-
ber quarter trends indicated by those man-
aged by GFSA Unit costs came under
better control than has been seen ali year

el T L S, RS T NI TS g N =
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Steadily weakemng rand meant that 1and-
denominated gold revenues generally
1mproved

The question now 1s whether 3 repeat
performance 1s possible On the face of
things, 1t appears that this quarter will re-
sult in events beyond the munes' control
cutiing into revenues

If the rand dollar exchange rate remains
at substantially the same level as at
present and gold does no more than dither,
gold revenues this quarter could be at least
10% lower than in the December gquarter
Pre-tax profits should be under even great-
€r pressure, with losses likely at some of
the marginal mines which cannot make
rapid compensatory recovery grade adjust-
ments The situation will probably be wors-
eted by the round of admmistered Steel,
electricity and cement price increases
which generally takes place this quarter
That will be followed neat quarter by the
partial effect of wage increases to white
mineworkers and, in the September quar-
ter, by a full three months of higher wages
for the industry s entire workforce

Though the December quarter resulted,
In some cases, in reductions in unit Costs,
the general view among mining executives
remams that working costs this year will
continue to outpace mflation The rate ex-
pected 15 somewhere 1n the region of 16%
over the current 12 months Escaping from

of the lease area 15 at full capacity In the
meantime, grade 1s being helped by stead-
1ly reducing the amount of ore treated from
low-grade surface stockpiles With revenue
and costs per ton 1n close balance, deciding
on which ore should be drawn involves
some fine tuning Thes 1s all relatively aca-
demic as far as the share's investment mer-
1ts are concerned There 18 no chance of a
dividend for several yearsand certainly not
until the present heavy capital spending
programme 1s complete, loans have been
repaid and the gold price 1s putting in a
respectable performance

ET Cons Capital spending 1s building up
presumably as an adjunct to increasing ca-
pacity at the Sheba mme The main prob-
lem 1n the remaining two quarters of the
mine’s current financial vear will be con-
taining cost increases Unit costs soared in
the September quarter as the full impact of
higher black wages was felt And thongh
the rate of increase 1n the December quar-
ter was much lower with a 1% advance to
R41,56/t, the next two quarters will have to
take mmto account higher power and con-
sumable stores costs, as well as this year's
white wage increases It 1s unhkely that
mull throughput can be increased signifi-
cantly as a means of containing costs per
ton milled Once additional capacity 1s 1n-
stalled at Sheba, the next development
could be addition of capacity at Agnes
That could result in an increase in muil
throughput to between 30 000t and
35 000 t/month

Western Areas This year will see a sub-
stantial reduction 1n gold recovery grade
from last year’s 4,1 g/t average Treatment
of Middle Elsburg ore for urammum has
started and should build up this year to a
monthly rate of 80000t — equivalent to
more than 20% of total muill throughput
The result should be a drop 1n gold recov-
ery grade to about 3,5 g/t as uramum treat-
ment builds up to full capacity Ore
reserves on the Middle Elshurgs average
2,8 g/t, while the average on the VCR and
Upper Elsburgs 1s 6,1 g/t What now re-
mains to be seen 1s whether uranmm prof-
Its can compensate for loss of gold profiis
Capital expenditure should start to de-
cline now that the uramum plant has been
commissioned, though the mine 1s engaged
In a comprehensive programme of shaft
sinking The SV3 sub-vertical shaft 1s being
sunk to give access to deep ore n the south-
ern part of the lease area As 1s the case
with sister mine Randfontetn, capital ex-
penditure will be adjusted as far as possible
lo optimise tax saving possibilities Even
80, the current year will be difficult from
the cash flow point of view unless the gold
price stages an unexpectedly strong
recovery
Randfontein In the December quarter, a
large 1ncrease 1n ore milled from surface
stockpiles masked the underlying trend of
-~erating cost increases Surface ore made
i+ 37,3% of the quarter’s total mill through-
-t against 258% 1n the September quar-
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Western Areas . uramium up
— gold down

ter The mine will continue to draw zbout
40% of 1ts ore from these surface accumu-
lations of sands, slimes and rock for an-

other year or so This will result 1n some
depression of recovery grades, with this
year likely to see an average of less than
the 5 g/t recorded in the last quarter of
1980

Also contributing to the December quar-
ter’s 9,8% cut i umt costs to R29.922/t
milled was a sharp reduction in develop-
ment charged to working costs Only
1016Z2m of development was charged to
working costs in the quarter against
12063m 1n the September quarter Both
these adjustments were one-off situations
Development cannot be cut further if ore
reserves are to be maintained at adequate
levels, while a quantum 1ncrease m the
milling of surface ore will not occur agam
This quarter, as increases 1n the adminis-
tered prices of consumables affect oper-
ations, 1t will not be surprising 1f unit costs
revert to the current pattern of increases
at an annual rate of about 16%
Harmony. Gold recovery grade has been
maintamed at just over 4,1 g/t for the last
two quarters, presumably because mining
has concentrated on the higher grade Basal
reef rather than the lower grade Leader
reef It 1s unlikely that much of an improve-
ment is possible 1f gold revenue declines
over the next quarter or so That 1s particu-
larly so as the mining plan envisages exten-
sion of Leader reef mining operations

Though the mine has fixed long-term
uranum sales contracts, uranium revenue
remains disappointingly low, with occa-

e, SV VLY Ly g Ly

LIS Loslprice squeeze 1s unlikely to be easy
or rapid And even it gold starts to Improve
meaningfully in the current six months, at
least part of the resultant earmmngs 1m-
provement could be absorbed by spending
on previously delayed capital projects All
in all, there seems to be Iittle to get excited
about

Harties The general trend of reducing gold
recovery grade has been resumed Further
Cuts are 1n prospect n this and the Jupe
quarter as the average grade 1s planned at
98g.t for the year to end-June Ore re-
maining on the mine 1s fully payable, which
should permit a greater mining flexibihity
than at some other producers Because of
this costs are apparently well under con-
trol — unit costs dropped by 2% to R56,23/1
last quarter So though grade 1s set to fall
further and the rand price of gold weaken
over this and the June quarter, earnings
should remain reasonably healthy Some
catch-up capital spending 1s planned for the
next two quarters, which will restramn divi-
dends to an extent However, there should

be no difficulty in paying a final dividend of
at least 300c even if gold wallows at Cur-
rent levels

Loraine Gold recovery grade 1s rising
slowly and 1t will be another year to 18
months before the mine reaches its planned
recovery grade of 6 g/t This 1s expected to
be achieved when exploitation of the high-
er-grade Elsburg reef 1n the northern part

sional fillips as deliveries bunéhi™fi=us
quarter There should be an improver =-t
Ln uranium production once teething prob-
lems at the Merriespruit plant are sorted
out There 1s a strong chance that the final
dividend to be declared this quarter will be
less than the 120¢ interim
Blyvoor The December quarter's recovery
grade 1ncrease to 9.2 g, t was an aberration
In what 1s a general long-term grade de-
cline As mining moves westwards, grades
decline on the Carbon Leader reef And
with commussioning of the A5 sub-vertical
shaft, which will improve mining facilities
In the western part of the mine, the general
tenor of dechmng grades should be appar-
ent 1n this year’s results Exploitation of the
low-grade Main and North Leader reefs 1s
becoming increasingly unattractive as the
gold price slithers and costs continue their .
upward march

In the current quarter there should be an
Improvement 1n mull throughput which
may do something to contain umt cost in-
creases In the December quarter the cost
of milling each ton rose by 7.8% to R52.41
Part of that increase is explained by the
lower mull throughput, but it also under-
lines the fact that, as a whole, costs are n 2
strong structural upswing
ERPM Capital expenditure has exeeeded
after-tax earnings in each of the past four

quarters And though the mine should have
ended the year with net current assets of
about R46m and capital commitments of
R25,7m, management 1s taking no chances
on funding this year's capital programme
Last year’s final dividend was passed The
original intention was to spend about
R300m over five years to both extend the
mine’s life and expand output That plan
appears to be 1n some jeopardy unless, and
until, the gold price improves sharply And
particularly as far as the expansion pro-
gramme 1s concerned, State aid will not be
forthcoming

This year there will probably be no diy:
dend payments The share, though, reiia -
one of the betfer gold price speculatin:s
avallable Whether 1t should be bought a#
current levels 1s another matter
Durban Deep The drop i mll thronghn
and 1ncrease In recovery grade indicac.
that less ore was drawn from the Kimber
ley reef in the December quarter It 15 nes
clear, though, whether there was an =
crease in tonnages drawn from the **-
and South reefs Had there been, betie
unit cost control should have been possihle
Umt costs rose by 5,7% to R38.22/t m -
quarter in which there were no imereases 1
price controlled consumables

As yet, no firm proposals have been nnf
forward for exploiting Main reef 1n +--
western part of the mine Doing so we -
call for additional shafts, surface faciit =-
and, possibly, a new mil! For the PTEsern
the mine 1s not retamning cash to fund du,
capital spending programme Last yeay
earnings were 182c a share and the d:=:
dend total 185¢ Jim Jones
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GOLD QUARTERLIES
Improving tr
A change of sentiment app Eﬁ t%ihl&%’

oping 1n the gold market London brokers
particularly, who until recently were rec-
ommending the sale of almost any gold
share, are now saymg that the market 1s
oversold and that share prices are
signalling an 1mprovement 1n gold prices

On Wednesday this week gold was show-
ing signs of life, but whether that provides
sufficient grounds for believing that a
change 1n price direction has taken place 1s
another matter Certainly gold’s demand-
supply position seems to be in better hal-
ance than 1t has been for several months

Demand for bullien for industrial and
jewellery usage 1s now strong and there 1s
the expectation that some supply side tight-
ness might be generated And, so the theory
goes, Russia, which has had enough of shd-
1ng geld prices, 18 reducing 1ts sales to the
West and has even entered the market as a
buyer as a means of bolstering the metal’s
price The gold market being what 1t 1s,
such a development could easily swing sen-
timent back to a more bullish direction Of
course a short-term reversal in the Soviet
Union’s gold sales policy would not be suffi-
cient to change bullion’s direction on its
own Something more fundamental 1s need-
ed 1f a sustained improvement is to be
possible

The major factor affecting gold in the
past year has bheen mgh American interest
rates which have encouraged investment
flows into dollar stocks and away from non-
interest bearing gold This pattern of high
Interest rates — part of the Reagan admin-
1stration’s weaponry agamnst inflation —
has been accompanied by a slowing of the
US economy and unemployment figures
which, at the start of this year, threatened
to become more pressing political prob-
lems And if unemployment takes over
from inflation as Public Enemy No 1, the
Reagan administration 1s likely to veer to-
wards stimulatory economic measures, 1n-
cluding lower interest rates At the very
least that should remove some of the all-
pervasive gloom which has surrounded
gold for the past few months

This Wednesday Some change in senti-
ment seemed to have taken place, though
whether gold’s $7 rise to $385 1s merely due
to market techmealities might only become

clear i a week or so

For those investors willing to stick their
necks out a bit further from the rest of the
herd, this could weil be the time to get back
into the gold market
Vaal Reefs: The trend of declining gold re-
covery grades in the northern section and
improvements in the southern section is
continmng It will almost certainly end
within the next few months, but 1t 18 result-
ing In a greater proportion of total profit
heading Southvaal’s way Development
samphng on the VCR continues to give me-
diocre resuits and capital spending to es-
tabhish operations on the reef was slated to
cost about R20m last year A similar
amount will probably be spent this year

In the December quarter, 22 000 t of VCR
from the Nos 6 and 7 shafts were milled at
the Afrikander Lease gold plant Eventual-
ly 60000 t/month of VCR 1s to be treated
That will reduce overall recovery grade
but will be accompanied by a higher output
of gold
Western Deep Levels: Exploitation of low-
er-grade ground near No 3 shaft 15 taking
1ts toll of overall recovery grades There
was a drop to 118 g/t in the December
quarter and a further deterioration could
take place over the next few months Low-
er development rates appear to have con-
tributed to good cost control Unit costs fell
to RH3,55/t from R57.39/t 1n the September
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quarter — and that was despite a lower
mill throughput There 18 no reasonable ex-
planation for this and what probably has
happened 1s that certain of the December
quarter’s costs were ncurred n the Sep-
tember quarter Capital expenditure 18 un-
likely to fall from last year’s figure of
almost R120m for a year or so This will be
an mereasing restraint on distributions un-
less and until gold starts to improve While
gold 1s 1n the doldrums Western Deep
shares are among the most comfortable to
be 1nvested 1n
Erfdeel: Sinking of the sub-vertical shaft
continues, with the aim of gaining access to
what 1s expected to be a block of relatively
deep but higher grade ore in the southern
part of the mine In the meantime, sam-
pling on the upper levels continues to re-
veal nothing of any great merit The mine
1s mcapable of generating suffictent funds
to cover 1ts own operating costs let alone
capital expenditure at current gold prices
And unless gold recovers strongly and soon,
further cash will have to be found some-
where The share 1s not for the faintheart-
ed It 1s one of the house’s poorest
mvestments, though some brokers are try-
ing to generate some speculative appeal
with talk that the mine 1s to be taken over
by neighbouring Western Deep
Ergo: Gold recovery grade should have
fallen 1n the December quarter — 1t rose
However, the'trend over the next quarter
or so should be downwards as a greater
tonnage of lower-grade material 1s treated
Capital spending will now start building up
at Simmer & Jack The main equipment for
the gold plant has been ordered Last quar-
ter there was a sharp increase 1n costs per
ton treated which cannot be explamned en-
tirely by the fact that a lower tonnage was
milled Unit costs rose by 10,3% to R2,04 on
the quarter A final dividend of 70c seems
feasible after the 60c interim
Western Holdmmgs: The annual report 1ssued
in December contained an estimate that
the current financial year would result in
an average gold recovery grade of 5.3 gt
In the first quarter it was 4,98 g/t which
means that recovery has to average 54 g/t
m this and the next two quarters if the an-
nual report’s target grade 1s to be met This
level of recovery will, of course, not be
maintained forever Once the low-grade
Erfdeel division kicks in further grade
drops should be expected

There has been a re-think of Erfdeel’s
viabiity The project was imtially expected
to cost R400m in unescalated terms and
monthly mill throughput to be 200000t
The revised cost 18 now reckoned at R524m
and muall throughput 225 000 t The addition-
al cost will have little effect on Western
Holdings’ distributable income — a lhttle
extra will have to be found {o pay for the
company’s proportional contribution to
East Hold’s funding
President Brand: This year’s capital expen-
diture was estimated at R51m 1n the annual
report and to remain at that sort of level

—_—
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until 1986 when the No 5 shaft 1s completed
In the first quarter capex was only R8,3m,
indicating there will be a sharp 1ncrease 1n
the final nine months of this financial year
A lower mull throughput was accompaniled
by lower recovery grade in the December
quarter and the mine operated slightly be-
low the average grade planned for the
whole year Next year a further grade re-
ducticn 1s 1n prospect

President Steyn This year's average recov-
ery grade was estimated at 6,4 g/t in the
annual report It was 7 g/t 1n the December
quarter and, with exploitation of Video, the
year’s outcome might well be higher than
expected The effects of the higher grade
were, however, offset by greater costs
Lower mull throughput contributed to a
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Western Holdings ... looking

to higher grades

102% unit cost increase to R46,83/t If the
first quarter’s capital spending is repeated
in each of the remaining three quarters,
management’s capital estimate will be ex-
ceeded this year No let-up 18 tn sight for at
least three years

The mine 1s the largest contribution to
the JMS but the share of profit 1s relatively
low It 1s likely to stay that way for several
years
Free State Geduld The annual report said
that this year’s gold recovery grade was
planned to be little different from last
year's 9,3 g/t So the December quarters
grade increase to 9,2 g/t should have come
as no surprise The reason, perhaps, lies in
the fact that profits had to be supported by
higher recovery as costs were aifected
badly by preparations tor stoping oper-
ations 1n the Nos 7 and 9 shaft areas As it
was unit costs rose by 19,2% to R56,25/1
during the quarter Presumably they will
move against the industry trend and be

———— e

better controlled this quarter Recovery
grade 1S unlikelv to remain at current lev-
els for very long The northward shift of
mining operations 1s leading the mine 1nto
lower grade ground But for the current
vear, while capital expenditure remains
relatively high, 1t 1s probably best to expect
pre-tax profits to be maximised
Stilfontein The 1nvestment 1n the uranium
production facihity Chemwes 1s starting to
pay off Its profits seem strangely unatfect-
ed by the weakness of the world’s uranium
market As capital spending slows down
and loans are repaid Stilfontein can expect
a reasonably steady income from its 85%
interest 1 the slimes retreatment venture

Gold recovery grade fell last quarter
probably because of less selective mimng
as mill throughput was increased to contain
cost advances Unit costs fell from R54.92/t
to R53.29/t, but 1t 1s unlikely that this will
be repeated Though the VCR has contrib-
uted some tonnage 0 ore reserves sam-
pling grades on the reef are unattractive
Buffelsfontemn Lower mill throughput con-
tributed to a 4,8% increase 1n unit costs to
R55,62/t 1n the December quarter Mining
of the tribute areas 1s steadily increasing —
last quarter royalties increased despite vir-
tually unchanged revenue figures Capital
expenditure 15 relatively heavy and set to
rise to some extent The mine remains,
however, a sound dividend payer
St Helena Developmernt of Beisa 15 being
hampered by water intérsections The new
mine’s shaft has been sunk in an area of
relatively high grade ore to give early ac-
cess to this material This 1s being reflected
1n itial development sampling results
which should not be construed as represen-
tative of the lease area as a whole Beisa 1s
unlikely to have any effect on St Helena's
earnings for several years The mine’s own
grade appears to have stabilised just above
7g/t

Development sampling continues to re-
veal relatively low grade but payable gold
values on the Leader reef This could mean
additional Leader reef being included in
this year’s ore reserve calculations
Umisel Mill throughput is advancing stead-
1ly towards the 110 000 t/month planned tor
next year Sampling of the large area of
potential interest on the Middle reef has
started Initial sampling grades were
89g/t and 1030 cm g/t The sampling and
development programme should continue
for several quarters though extraction of
the reef is not necessarily planned for the:
near future
Kmross. Development necessary to provide |
additional working places in the No 2 shatt
area 18 showing no signs of slowing Similar .
rates can be expected for the rest of the.
year and until sufficient stope face has
been established to allow an increase In.
rmll throughput to 165 000 t/month mn 1983
Once that 15 achieved, unit costs should he
better controlled Capital spending got off
to a slow start in the December quarter
and the rate should increase as the year

it
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Gold _ - _ _ tramum Profit EPS after "
Uranium capex |
Cost Revenue Vhlled Recavery VMhilled Recovery Gold & other
R/kg  $/0z *t R/kg $/0z ¢ *000 t g/t* *000 t *hyg't R 000 R 000 c |
ANGLO AMERICAN
Efandsrand 12922 416 (418) 13142 423 312 {325) 4,3 {4,2) 233 1832 (8,1} |
Ergo 132080 421 41578 (4777) 0.3 {0,3) 4578 (a777) 0,15 (D 16) 17 278 14,1 |
Free State Goeduld 6114 197 (176} 13257 427 735 {795) 9,2 (8,8) 1637 {648} 0,09 (0,09) 50 458 5 128 137,8 |
President Brand 5896 190 (181} 13203 42% 815 {845) 7,6 (7,8} 5475 {389) 0,16  {0,15}) 45 649 6777 133,9 |
President Steyn 6725 217 (219) 13168 4az4 207 {967) 7,0 {6,4) 82874 {2910 0,09 {0,08) 40 180 10 153 120,71 §
Vaal Reefs 5736 184 {168} 13132 422 2044 (2160 8,4 (8,8 2004 (2119) 0,12 (0,200 129400 7814 246,4 |
Western Deep 4525 146 {153} 13188 42% 805 {825) 118 (12,4} 587 (609) ,08 (0,10} 83 204 5117 95,1 |
Western Holdings 7869 253 (244) 13200 425 1922 {1972) 50 (52) 52149 (2222 0,11 {0,312} 50 565 6231 135,6
ANGLOVAAL
ET Cons 5595 181 (181} 12916 41§ 78 {77) 7,4 (7,5) 4 255 186 40,4 |
Hartebeestfontein 2680 184 ({186) 13194 427 759 {750) 9,9 {10,2) 759 {750) 0,14  {0,15) 56 452 3 564 196,3 &
Lorame 12112 392 (404} 13110 424 410 (411) 4,5 (4,4) 1847 679¢ (7,5) |
GENCOR
Bracken 8854 287 (265) 13172 4325 260 {255) 3,3 (3,5} 3721 211 10,2
| Buffelsfonten 6377 206 (203) 13154 425 816 {840) 8,7 (8,8) 773 (788) 0,21 {0,19) 48 441 3614 161,0
| Grootvie: 7372 23% (237) 13107 423 435 {435) 3,8 (3,8) 9 737 (59) 57,5
I Kinross 2749 186 (175) 13207 426 420 {420) 58 (6,0} 17 998 761 38,2
| Leshe 9878 316 {281) 13174 a24 300 (305} 3,1 (3,4 3175 a5 8,0
Marrevale 9761 316 (336) 13522 438 165 {174) 1,8 (1,7 1119 12 15,9
St Helena 4809 155 {151} 13104 4275 540 (540) 7.3 (7.4 32812 4 921 223,0
Stilffonten 7052 227 (235 12692 410 495 {485) 7.6 (7.8) 860 {886) 0,19  (0,19) 21 265 2372 100,0
Unisel 4811 155 (172) 13082 423 300 {270) 7,2 (6,9) 17 923 191 29,9
WR Cons 17034 551 (823} 13212 427 532 {484) 1,5 {1,3} — (133) — {0,18) (2 947} 5488% 44,2
Winkelhaak 4 355 140 {138) 13126 423 535 (535} 6,5 (6,5) 30619 1645 23,2
GFSA
Deelkraal 10853 351 (340} 13310 431 306 (320} 4,6 (4,6) 3432 849 {0,5)
Doornfontein 6278 203 (207) 13286 430 366 {360} 8,0 (8,1) 20 580 2572 68,5
Drie Cons 3429 111 {112} 13237 428 1425 (1420 13,3 (13,3} 340 {336) 0,177 {0,19) 191 865 15 121 78,4
Kloof 3589 116 (118 13276 429 485 {520) 14,9 {14,6) 70 135 5 286 83,9
Libanon 6768 218 (217) 13281 430 4290 {420) 6.1 (6,1) 16 719 2 009 73,5
Venterspost 11401 369 {373) 12271 429 375 {349} 3,8 {4,1) 2 701 1302% 33,2
Viakfonten 11445 370 ({356} 13151 42% 192 (180) 1,2 {1,2) 397 393 8,3
Jei
Randfonten 5846 177 (207) 13566 439 1283 (1 198) 50 (5,2) 778 {862) 0,16  {0,18) 49 499 7 760 212,4
Waestern Areas 11158 3617 ({343} 13477 436 1061 {1070) 3.9 (4,1} 9589 1812 {2,2)
RAND MINES
Blyvoor 5683 184 (181} 13152 426 515 {555) 9,2 (8,9) 429 (503} 0,17 (0,16} 35 477 (1 398) 52,2
Duzrban Deep 9587 310 (318} 12153 425 560 {602) 4,0 (3,8} 7976 821 44,8
ERPM 12785 410 (383) 13126 421 635 {657) 4,3 (4.4) 922 7885¢ (124,71
Harmony 131920 427 1862 (1941) 41 4,2) 18622 {1742} 0,09 (0,09) 41140 __ 57,4
INDEPENDENT .
South Rood 18985 614 (817) 12863 418 52 (60) 2,6 {2,2) {772} 49 {46,3}
Wit Nigel {493} (76} (3,6)

GOLD QUARTERLIES-

*Figures in parentheses refer to previous quarter tCalculated at R1=$1 04 when figure not given by mine
Fincludes State Assistance §Delivenies to Joint Metallurgical Scheme

wears on The mterim dividend could be as
low as 50c

Wmkelhaak. For the present grade appears
to be holding up but 1t 1s likely to fall espe-
cially when the higher milling rate 1s
achieved next year Development rates are
relatively high 1n preparation for the pro-
duction increase The interim dividend
should come 1n at about 150c as manage-
ment 15 not being unduly cautious over
retentions

Bracken' The mine 1s at a stage where sus-
tamned gold price weakness could Glt the
balance in favour of premature closure
There would be no justification for State
ald at this point 1n the mine’s life Though
gold recovery shipped to 3,3 g/t last quar-
ter, there 1s probably room for an improve-
ment 1if that 1s necessary on gold price
considerations But the effect on life expec-
tancy could be pretty drastic

Leshe The annual report's prediction that
grade would slip shightly this year has been
confirmed by the December quarter’s re-
sults State assistance may well be re-
cerved this year, partrcularly if the gold
price weakens further The outlook for the
interim dividend 1s not particularly bright
West Rand Cons: Uranium production has
ceased and the plants are treating only ore

—_—
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irom the mine’s gold sections Even that
was insufficient to provide an operating
profit 1n the December quarter A profit 1s
still being made from uranium as material
Is being bought from other producers to
honour sales contracts The gold recovery
grade was lowered because some 35% of
the ore treated came from surface dumps
Some 1improvement may take place if 1t 1s
possible to provide a greater proportion of
mull throughput from underground sources
That, however, could be hmited by avail-
able shaft capacity, and the strong possibil-
1ty that underground mining 1s unattractive
as far as profit generation 1s concerned
One broker has recently been recommend-
Ing the share as a break-up proposition

Grootvles This year capital expenditure
will be high as the facilities are provided to
allow mll throughput to be increased from
a monthly 145 0060 t to 160 000 t 1n 1983 And
1f the gold price continues 1ts present per-
formance, that could mean a fairly hefty
restraint on distributable earmings even
though the tax bill should be minimal Re-
covery grade should be maintained at the
3,8 g/t of the December quarter Limited
development sampling on the Black reef
has indicated attractive values, but more
sampling 1s needed before anything certain

can be saird of the reef’s potential The
better the Black reef, the more attractive
become mineral rights on the old East
Geduld and East Dagga properties
Marievale The mine 1s now very vulner-
able to a further gold price decline Main
reef reserves are exhausted and those on
the Kimberley reef are sufficient for only a
couple more quarters’ operations At cur-
rent gold prices there 1< no justification for
opening new underground areas and the fu-
ture must now depend aimost entirely on
what tonnages are available 1n surface
dumps Buying the shares would be an act
of faith in the gold price

South Rood The mine’s future 1s hanging on
a fine thread At current gold prices 1t 1s
impossible to operate profitably, let alone
fund the necessary capital spending needed
to refurhish plant and equipment and es-
tablish mimng places 1n payable areas
London stockbrokers Lamng & Cruickshank,
who may have to underwrite any further
fund raising by the mine, are examining a

new geological appraisal of the property
At this stage the shaies should not be In

other than speculative portfolios Manage-
ment 18 planning to sell some freehold pro-
perty to raise funds for development

i Tones

‘l‘



—— e e

_THE gold+price slump

has claimed 1ts first
viectim East Rand
marginal producer
Witwatersrand Nigel 18
curtailing 1ts oOper-
ations “forthwith”, and
the winding-down will
be measured 1n months
not years

The 43-vear-old 1ndepen-
dent low-grade producer 18
the last surviving mine in the
ymmediate vicimty of Heidel-
berg, and has leaned heavily
on the State assistance
gscheme over the past year

The mine's fortunes de-
clined rapidly 1n the second
hali of 1981, and the taxed
loss for the six months to De-
cember 31 was R953 364, ef-
fectively wiping out the
R750 00010 net current assets
at June 30 last year

Compounding Wit Nigel's
problems late last year was a
change 1n the State aid pay-
ment procedure Where pre-
viously quarterly payments
were recewved, based on the
cumulative results at the end
of each quarter the new poli-
cy allowed for payment only
once a year

The revised State aid pro-
cedure placed a strain on the
mine’s financial resources,
and the directors warned 10
the quarterly report last
week that 1f results for the
second half of the year did
not show an early marked
improvement 1n cash flow,
Josses for the year would be
greater than recoupment

through State aud

However, the directors
said that R1 860 000 11 State
a1d had accrued for the siX
months to December, and
would not be paid before the
end of June

The mune’s total loss after
capital expenditure for the
g1Xx months was R2 107 790,
showing that even if the State
a21d was paid 1n full the mine
would have a negative cash
flow

One theory expressed by
an analyst yesterday 3was
that the Government Mining
Engmneer and the Depart-
ment of Inland Revenue had
derided to adopt a stronger
line on State aid for Wit Ni-
gel, and had withdrawn 1ts
qualification 1n terms of the
Gold Mines Assistance Act

The Government Mimng
Engineer was unavailable
for comment yesterday, and
the mine’s directors refused
to add to their closure
announcement

The directors say 1t 18 1m-
possible to forecast with any
accuracy the length of time
the mune will be operational
before total closure

However, a cash-flow anal-

ysis of a variely of mimng
possibilities has shown that
there 1s “no way”’ Wit Nigel
can operate at 1its present
rate without falling short of
expenditure by the end of
June this year

By JOHN MULCAHY

i

Most of the easily mined
ore has been exploited, and
the directors say the histori-
cal protracted run-down of
closing mines will probably
not apply

They add that within the
Iimits prescribed by posiive
liqmdity, operations will be
carried out to lmit total
withdrawal to as few areas
as possible to take advantage
of any improved gold price

The directors have estl-

mated that for the year to

June 30 Wit Nigel will re-

quire an average gold price
of R14 965 a kg (with State
va1d) or $484 an ounce to break

even, or $548 an oz without
assistance

COMMENT In spite of the
downward trend over the
past six months, the severe
action taken comes as a sur-
prise, particularly if viewed
against statements made as
.recently as September 1981

In the annual report pub-

hshed on September 30 Wit
Nigel’s chairman, Mr G Ab-
dinor, said if the mmprove-
ment 1n fortunes did not ma-

teriahise by the third quarter
of the current financial year
“the capital projects will be
shelved or only partially 1m-
plemented until more propi-
tious times”

In announcing the suspen-
sion of the R10-millhion shaft-
smking programme, the di-
rectors said resumption of
the project could not be de-
ferred bevond 2%z vears in

treated about 8-mulhon tons, Shape of things
so a reasonable amount of headlines Janua

gold should be recovered 1n a
clean-up of the mill

There is also the surface
property, totalling 4 690 hect-
ares, on the borders of Hel-
delberg, which could he sold
off as farming land, but it is
impossible to assess the like-
ly market value

The equipment at the mine
s old, and would probably
not raise much

The market took a suffi-
ciently bearish attitude to the
announcement to slash the
share price by 30% yesterday
to 100c from 143c

advance of the estimated de-
pletion of reserves that could
be economically mined

This statement carried no
portent of 1mminent closure,
although 1t was qualified by a
warning that an ncreasmg
gold price was a cructal as-
pect of continuing opera-
tions

Assuming that the curtail-
ment does lead to closure,
and with gold-price expecta-
tions flat it seems 1mevitable,
thoughts must turn to the
mine’s break-up value,

Wit Nigel started millin
i 1939, and in 1its life wmm

to come ... Business Mail
ry 28, 1982 (above) and Octo-

-

ber 27, 1981 (below) u

NBS offer
to elderly

on the full range of fixed
posits

@i3e% for 12 to
months

and dver

THE Natal Building Society
13 offering people OVer the
age of 60 an extra 1% 1nterest

® 14 % for 18 to 23 months
e 14.% for 24 months

de-
17 |
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SA’s gold (219

output lowest 2
in 22 years

By ADAM PAYNE

SOUTH Africa’s gold output last year at 21 120 000 oz
compared with 21 670 000 oz 1n 1980 was*the lowest for

22 years

And the first figures for
1982 show that January’s pro-
duction at 168000 oz was
down from last January's
17300000z

If this trend continues the
total for 1982 will be the low-
est for 23 years but people 1n
the industry expect produc-
tion to be marginally up

The 1981 total, equal to
656,9 tons, compares with 674
tons in 1980 showing a dechine
of 3%

It 18 the lowest since 1959
when 624 tons were produced
The peak production was

1 000 fons 1n 1970
The iall in production has
been brnu‘fht ahout by rises
price which have

1 the gol

brought lower-grade ore into
payability

The gold price averaged
only $125 an oz 1n 1576 when
gold production was 697 tons
when payability was hmited
to hgher grade ores resulting
in greater ountput although
milling capacity was not as
great as it 1s now

The price was only a little
better 1n 1977 but rose by $45
{0 an average of 2193 in 1978
and was then on the escala-
tor, before easing to $457 last
year

Last vear the average gold
grade of ore milled fell to
just under 7 g/t compared
with 9,22 g/t in 1977

Scuth Afrnca’s production
of 656,9 tons last year com-
pares with estimated Rus-
s1an production of 300 tons

Russian sales to the West
fell from an estunated 200
tons 1n 1979 to only 90 tons In
1980 but they rose to possibly
as much as 300 tons last year

Total supples of gold to
the West 1 1979, mcluding
official sales by the US Trea-
sury and the IMF, totalled
1704 tons After aliowing for
central bank purchases, the
total fell to 803 tons 1n 1980
and 1s thoughPto have been
lower last vear

Sales of Russian gold to the
West this year are hikely to
remamm at high levels be-
cause of the Sovie{ need for
foreign exchange to pay for
grain purchases

On the demand side, sales
of gold for jewellery and In-
dustral purposes are rising

They more than halved In
1980 to 521 tons hecause of
the lugh price but could have
risen to 900 tons last year

With the price now in the
$370-$380 ranpe demand 1s
expected to remain strong,
particularly from the Middle
and Far East ‘

Japan last year imported
167 tons of gold, excluding
coins, compared with 31,8
tons mm 1980 The previous
peak was 127,8 tons m 1973

Overall, buying for indus-
trial purposes could rise this
year to 1 000 tons

These figures have given
rise to comment 1n London
that because of the basic situ-
ation the fall 1n the gold price
could have run its course,

Mr Peter Fells, Consoli-
dated Gold Fields executive
director for economic re-
search, told an international
conference 1 Rome that
South African gold preduc-
tion was hkely to be about
675 tons a year by 1985 but
could decline to 350 tons a
year by the end of the
century.

Outside South Africa, pro-
duction in other non-Commu-
nist countries was likely to
rise by about 170 tons a year
in the four years ending in
1985, he said
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From Page 9

They have no fridge —
not even an ice-box So
they mainly eat fresh fruit
and vegetables, tinned
food and boerewors,
which, Peta says, can last
for a number of days with-
out going bad.

Food 1s cooked over an

 open fire or on a tiny pri-
mus stove,

There are no bathing fa-
cilities, so Peta and Damel
wash 1n the nearby river.

Without electricity,
hghting 1s another prob-
lem — so Iit’s off to bed as
soon as the sun goes down.

Of course, they have
very little social life,
though they do come
across some very interest-
ing people — gold men of
the old school with tales
that inspire them to carry
on working when the going
gets tough

And because of gtheir
modern dredge, oYffers

! coming pourmg in — for
work on other claims, for

L

-
-..\_‘.r -
- n

—_— =

the dredge, for their
services.

But Damel and Peta
have other plans.

They’d love to be able to
buy a claim of their own
“But this isn’t very easy,
as all the claims here are
taken — and they’re
gassed down through the
amily on a 99-year lease
basis,” Daniel explains

“However, we do have a
shght chance The only
money an owner pays on
his claim is 20 cents rent a
month. If he forgets to pay
that ‘rent’ for three
months, someone else can
buy his claim ”

If that doesn’t happen,
the Fowlers hope to go
back to Argentina, buy

land and prospect for gold
there

They have youth, a
sense of adventure and an
amazing abihty to adapt
to any situation.

There’s no going back
now.

They’ve got gold 1n their
velns.
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CLAIM TO FAME AND FORTUNE... And a gold

| claim like this could be
month!

“yours for only 20 cents a
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in dang

THE gold price has
sunk to a level be-
low the breakeven
point for 10 South
African gold mines,
and five other pro-
ducers are in the
danger area.

Based on costs for the De-
cember quarter, and assum-
g a rand exchange rate of
$1,02, the gold price for pro-
ducers has fallen to R324 an
ounce

The 15 affected mines, with
costs an ounce, are

Bracken — R283
Cons Modder — R480
Deelkraal — R345
Durban Deep — R305
Elandsrand — R410
ERPM — R406
Harmony — R304
Leslie — R314
Lorame — R384
Marievale — R310
South Roodepoort — R579
Venterspost — R363

~ Vlakfontein — R364
Western Areas — R332
Wit Nigel — R469

The declimng rand-dollar
exchange rate last year al-
most negated the drop in the
gold price While the average
London fixing fell from an
average of $519 an ounce m
the first quarter to $421 i the
fourth quarter — a drop of
18,9% — the rand receipts by
gold mines rose to R13 200 a
kg 1z the December quarter
from R13110 m the first
quarter

This substantial protection
15 unlikely to be repeated,
however, and the mines are
having to look at capital ex-
penditure programmes and
cost-cutting exercises to im-
prove profitability

The rand was effectively
devalued last year, but the
1mplications of a further sub-
stantial devaluation for sec-
tors other than gold mining
have to be considered

Durban Beep, ERPM, Ven-
terspost and Wit Nigel all
qualify for State assistance 1n
terms of the Gold Mines As-
sistance Act, and are eligible
ior a certain amount of cush-
10ning, but they are neverthe-

——r

less commuitted to reducing
costs and 1improving
profitability

All mining houses have
embarked on “management
1n terms of a low gold price”,
which 1s one of three broad
areas of development, the
other two being geared to a
“reasonable” gold price and
to fairly optimistic
projections

Iromically, mining houses
with a record of good house-
keepmg — good cost control

— have httle scope for add:-
tional cost curtailment while
those with a less impressive
cost record have a greater
facility for improvement

The two main cost items 1n
gold production are labour
and electricity, which togeth-
er contributed R1 921-milhion
of the industry’'s total work-
ing costs of B3 438-mullion 1n
1981

Immediate reductions in
costs can be achieved by re-
ducing the labour comple-
ment on a mine to a mmi-
mum, either by natural
wastage or by retrenchment

There 15 no evidence of re-
trenchment, but many pro-
ducers have dispensed with
employing contract artisans
from third parties

The skills short{age led to
small contractors supplying
artisans to the mines at a
premium to the cost of em-
ploying staff tradesmen

Although this system was
undesirable there was often
ne alternative to using con-
tractors to complete an es-
sential job, especially with
development the prime
objective

Any reduction 1n labour

must be carefully considered,
however, and Mr Peter Jan-
1sch, charrman of Venter-
spost and Vlakfontemn, says it
must be borne in mind what
the consequences are of re-
ducing manpower

“Manpower 1s not used
only in present production
but n preparing for future
production through
development ”

If development 1s neglect-
ed now, the consequences can
be serious

Significant savings can he
achieved In the cost of elec-
tricity, for which mines pa
In terms of a special tarif
system under which Escom
bases 1ts unit cost of power
on peak use 1n any month

While httle can be done
about overall power use, 1t 18
possible to reduce the tarif
by controlling peak-period
use

This 18 a lighly comphicat-
ed engineering exercise, and
mines can generally conirol
peak use effectively only by
using a computer

Mr Jamsch says one GFSA
mine has reduced 1ts tariff by
19%

The three areas of develop-
ment strategy relate also to
capital expenditure, and one
mining analyst describes the
three categories of capital
expenditure as expansion,
Improvement and survival

The industry last year
spent more than R1 4uu-ml-
hon on capital works, and
many mines are sinking or
planning to sink shafts 1n-
volving large sums of capital
over the next few years

While there may be cuts in
expenditure which may
the short term be regarded as
non-essential, most of the
shaft-Sinking and major ex-
ansion pians have been
ased on long-term regquire-
ments, and assume a later
improvement in the goid
price

Of the 10 mines operating
at below breakeven levels,
ERPM has the most exten-
Slveé expansion programme
~ R300-mmllion — but expen-
diture related to increasing
the mne’s production capac-
ity 1s being delayed, and the
whole project 158 under con-
tinuous review

Mr Jamsch says GFSA has
been criticised for its conser-
vative dividend policy, but its
mines have built up consider-
able reserves, so that thetr
capital expenditure pro-
grammes can contihue
through gold-price weakness

The group may trim ex-
penditure on some items, but
its programime will be large+

ly unaffected by the gold
slump

A popular mmsapprehen-
s10n 1s that gold mines can
qumk]{ switch grades when
the gold price demands

While those mies with
fluctuating pay limts ecan
change grades within weeks,
not all mnes operate on a
fluctuating pay limit basis,
and even 1f they do 1t 1s not
always practical to shift
stoping operations

n addition, with the shift
ta,longwalling at many of the
bigger mines, 1t 18 out of the
queshion fo re-establish a
stope 1n an area with a shight-
ly higher grade

In the final analysis, cost
reductions can have only a
limited impact, and without a
gold-price 1mprovement
more than a third of the Jo-
hannesburg Stock Ex-
change’s gold board will start
reporting losses
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Financial Reporter

ERPM gold mine is
postponing most of
its R300-million
modernisation pro-
gramme — and
there is virtually no
chance of any divi-
dend this year.

The final dividend
was passed last year
and the total was
slashed from 370c¢ to
a0c.

Durban Deep also looks
certain not to make any n-

terim payment

The two marginal mines,
which are in the Barlow
Rand group, are particularly
vulnerable to the gold-price
slump

Mr D T Watt, who 1s chair-
men of botk, says m the annu-

al reports that he does not
expect any sigmficant im-
'r:(»ruvement in the gold mar-
et over the next six months

“Forecasting the future
trend m gold prices has
become an entirely new exer-
cise with confusing features
that have caused even the so-
called experts to make pre-
dictions which have proved
to be inaccurate

“Considerable caution
must, therefore, be observed
m the Light of indications that
Soviet gold sales could con-
tinue at a substantial rate 1n
1982~

The directors of ERPM
are seeking an increase 1n
horrowing powers from R6-
mullion to R30-rmilion

An accompanying state-
ment says, however, that the
move 1s a contingency plan to

give access to funds as a last
resort

It says the directors would
“probably opt for delaying
aspects of the capital pro-
gramme rather than borrow

at current at mgh interest
rates”

In ms ERPM report Mr
Watt says “Unless there 1s a
dramatic and most unexpect-
ed increase in the price of
gold I beheve that 1n the im-
mediate future capital ex-
penditure appropriations
will have to be severely
limited and that only the
most important projects can
he allowed to proceed
unchanged ”

Thss follows the announce-
ment last September that
R50-mllion of the R300-mm)-
lion expansion and moderni-
sation programme was to he
postponed

Mr Watt explans that the
full programme was started
In 1980 and was based on the
assumption of an average
gold price of $600 (or its
equivalent when the rand de-
preciation is allowed for)
would continue in the first
eight years of the pian

In 1980 ERPM raised more
than R47-milhion through a

rights 1ssue, but the gold slide
since has again put the
mine’s finances under severe
pressure

Mr Watt says “The expan-
sion phase of the capital ex-
penditure programme was
terminated during the year
as the first step 1n the conser-
vation of financial resources

“This has, however, not re-
duced the cash outflow suffi-
ciently It might become nee-
essary to curtail the
modermsation phase of the
programme 1n the near
future ”

Mr Watt’s statement is
dated March 3 when gold was
11t the $360-$370 range

The further sharp fall
smce then suggests that the

robable cutback must now

€ a certamty

Looking at Durban Deep
Mr Watt says that should the
gold price continue de-
pressed “there 1s little pros-
pect of a dividend distribu-
tion 1n June 1982”
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Members of the Barlow Rand Group

Randl Duly i, Thursok 0 IE, [
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“The working profit achieved by both companies, for the year ended 31st December 1981, was adversely affected by the lower gold prices received
and escalations in working costs. Bullion markeis are in a state of acute flux and it is impossible to predict how the price of gold will vary in the

immediate future.” - D. T. Watt.

Gold

Bullion markets are in a state of acute flux and it 1s impossible to predict how the price of gold will vary in the iImmediate
future At the time of writing, gold was trading in the region of U S $340 per ounce which, in terms of the prevaling U S
Dollar/Rand exchange rate corresponds to a Rand price of approx:mately R10700 per kilogram

The high interest rates in the United States, introduced as a key component of the US Administration s anti-inflation
package, coinciding with a large increase in the volume of gold sales emanating from the Soviet Union are currently
considered to be the most important factors influencing the gold market Moreover, gold trading recently has become
relatively insensitive to major political events which would have had a destabilising effect tn preceding years Considerable
caution should be observed in the light of these conditions and the indications that Soviet gold' sales could continue at a
substantial rate in 1982 It would be unwise to expect any significant real growth In the gold price 1n the short term

Personnel

The long awaited report on the mining industry by the Wiehahn Commission was published in the second half of 1981 The
recommendations contained in this report will, when implemented, have a significant and beneficial effect on the mining
Industry in that it will then be possible to make greater use of all suitably qualified persons regardless of racial classification

However, the Government's acceptance of these recommendations has not unexpectedly, been very cautious and guarded

Employer orgamisations and trade unions have been directed to take the initrative to reach a compromise, “within a
reasonable period of time’, on the implementation of the recommendations As yel no new legislatton has been introduced

it 1s the duration of this “'reasonable period of ime’™ which 1s now the critical factor Early signs of the stand most likely to be
taken by trade umons would seem to indicate that agreement on the int-oduction of the recommended new labour
dispensation may not be achieved in the near future Itis hoped that negotiations will not be so prolonged as to require the
Intervention of the Government

i




Durban Roodepoort Deep, Limited

Year ended 31st December

1981 1980
Operating resulits
Ore milled tons 2245000 2 132000
Gold produced - kilograms 8248 7278
Yield — grams per ton 3,67 3,40
Financial resulits
Working revenue R107 460 000 R112 446000
Working revenue per ton milled R47.87 R52,57
Working expenditure R83 374000 R6&8 237 000
Working expenditure per ton milled R37,14 R31,90
Working profit R24 086000 R44 209 000
Working profit per ton milled R10,73 R20,67
Pyrite revenue R20000 R185 000
Tota! working profit R24 106000 R44 394 000
Other income (net) R2 130000 R&29000
Takation R985000 R15782 000
Profit after taxation R25 251000 R29 241000
Profit appropriations
Mining assets (net) R21 823 000 R14933 000
Dividends 4 302000 10695000
No 115 of 85 cents per share 1977000 —
No 116 of 100 cents per share 2325000 —
No 113 of 160 cents per share — 3720000
No 114 of 300 cents per share — 6975000
Transfer to general reserve 7000 o
Retained surplus at 31st December 1981 R11 271000 R12 152000

The earnmings for the year ended 31st December 1981 compare unfavourably
with the previous year mainly because of the decline in the gold price and the
increase 1n working costs The company’s very essential capital expenditure
programme had to be continually reviewed against such decreasing earnings
and the prospect of further decreases n the gold price in the shortterm On the
other hand, 1t 1s gratifying to note that the adverse effect of the lower gold price
and higher costs were to some extent offset by the improved gold output
achieved by the mine Further relief was obtained as a result of the lower tax
charge incurred this year The effect of the change in the Rand/US Dollar
exchange rate also had a favourable effect on financial results

Operations
Total ore milled for,the year was 2 245000 tons, whaih was 106 000 tons more
than the previous year During October, 1981 217 000 tons were mitled which 1s

the highest monthly production ever achieved in the history of the mine As a
result of the increased tonnage milled together with the improved yield, the
company was able O increase gold production by 13 per cent from 7278
kilograms 1n 1980 to 8248 kilograms in 1981 This improvement in the yield 1s
expected to continue during 1982 as operations on Kimberley Reef are further
reduced and correspondingly operations on Main and South Reef are expanded

Members can therefore expect the average yield to increase to approximately
3,8 grams per ton this year

Financial results

The average gold price received by your company for the year under review was
25 per cent lower at US $460 per fine cunce compared with US $617 per fine
ounce in 1980 However, the averge pnce receved in Rand terms dropped by
only 16 per cent from R15393 per kilogram recewved in 1980 to R12997 per
kilogram in 1981 due in a weakening in the average Rand/U S Dollar exchange
rate from R1 =12878 to R1 = $1,1371 This movement in the Rand/Dollar
exchange rate together with the increase in ore milled at an improved average
yield helped to reduce the dispanty in revenue between 1880 and 1981, so that
working revenue for 1981 at R107.5 million was only slightly lower than the
record figure of R112,4 million achteved during the previous year

Working costs rose from R31,90 per ton milled 1n 1980 to R37,14 per ton milled in
1081, an increase of 16 per cent While the increase in tonnage milled assisted in
keeping the unit cost increase down to this figure it 15 doubtful whether
substantial further relief can be obtained from this source because of the mited
capacity of the treatment plant Cost escalations continue to be a major problem
and curbing the rate of increase in costs remains one of management’s most
important challenges

The large increase in working expenditure from R68,2 million 1n 1980 to RB3.4
million in 1981 was significantly influenced by the larger proportion of higher cost
ore being mined from the Main and South Reef horizons

Tota! working profit for the year amounted to R24 1 million compared with R44,4
miliion 1n 1980 COther income rose substantially over the previous year to R2,1
milion mamnly as a result of the higher interest received on deposits with
financial institutions The company’s tax habiity dropped to RB1,0 mullion
compared to R15,8 million in 1980, as a result of the lower working profit and the
relatively mgh rate of capital expenditure Net profit after taxation was H25,2
mithion compared with R29,2 million in 1980

Appropnations for net expenditure on mining assets amounted to R21,8 millicn
compared with R14.9 million during 1980 Dividends absorbed R4,3 mullion
compared to R10,7 million duning 1980 The retained surplus at the year end was
R11.3 milhion, as compared with R12,2 milhon at the end of 1980

State assistance

The company did not quahfy for assistance in terms of the Gold Mmes
Assistance Act for the year under consideration in view of the very limited
proportion of the company's capital expenditure programme which has been
allowed to rank as a cost for State assistance purposes

Capital expenditure

In accordance with the policy adopted in 1980 to modernise and refurbish the
mine to ensure its future operations, capital expenditure increased to R21,8
million during the year under review

Capital expenditure to ensure the continuation of mining operations in the future
will continue during 1982 However, 1t 1s 1important to note that the rate of
spending 1s cntically dependent on financial resources and the capital
expenditure programme will be continually reviewed against the gold price
received from time to tme together with projected future trends This 1s
obviously unsatisfactory when one 1s concerned with iong term projects but 1s
unavoidable, given the company s present financtal resources

Personnel

The availabihity of labour, both black and white, was generally satisfactory during
the year However, shortages were expenenced in certain engineering trades A
general shortage of trained artisans continues to plague the mining industry and
the country as a whole and n our efforts to alleviate this problem the average
number of apprentices employed was further increased from 29 1n 1980 to 40 1n
1981 In collaboration with other mines in the Barlow Rand Group it 1s hoped to
commence with the trairing of a hmited number of black apprentices in 1982
This will be achieved via the new Group Apprentice’s Training Centre which will
become operational 1n the near future

During 1981, the management and staff at the mine continued to give effect to the
Barlow Rand Group Code of Employment Practice, which appltes equally to all
racial groups To this end the quality of life of our employees will be enhanced by
new hostels and houses now under construction The Consultative Committees
established some time ago have functioned well during the year and the lIines of
commumication and personnel contact will be further improved during 1982 by
the appointment of a senior industrial relations officer

Gold
The gold prices received by the company, averaged on a quarterly basis, were
as follows

Goldprice US $ Approximate Gold price
per fine ounce exchange rate R per kilogram

US $perR
1st Quarter 524 1,29 13040
2nd Quarter 478 1,19 12878
3rd Quarter 429 107 12208
4th Quarter 425 1,04 13 169

This table illustrates how the weakening US Dollar/Rand exchange rate
resulted in the gold price in Rand terms remaming relatively constant in spite of
the marked decrease in the price of goid in US Dollar terms To a large exient

the company was thereby insulated against the fall in the gold price inU S Dollar
terms

Dinidends

A fina! dividend of 100 cents per share was declared in December 1881, making a
total distribution for the year of 185 cents per share The average gold price
recewved in Rand terms remains the single most important factor in forecasting
the company's performance in the year ahead and of course in the longer term
Members should also note that capital expenditure wili also have a signiticant
effect on dividends, partcularly at low gold prices Capital expenditure on
enhancing the quabty of iife of our unskilled employees must also be accorded a
hugh prionity rating but appropriations on this account will have to be considered
in relation to profitability and the financial resources of the company

Shoutd the gold price continue, in Rand terms, at the level of R10700 per

kilogram, which prevasled at the time of writing and in the absence of any
unforeseen developments, there 1s Iittle prospect of a dividend distnibution in

June 1982
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East Rand Proprietary Mines, Limited

Year ended 31st December

1981 1980
Operating resulls
Tons milled 2624000 2378000
Gold produced - kilograms 11632,3 117723
Yield — grams per ton 4,43 4,95

Financial resulls

Working revenue R151 165000 R184 412000
Waorking revenue per ton milled R57.61 R77.55
Working expenditure R132 549 000 R108 375000
Working expenditure per ton milled R50,52 R45,57
Working profit R18616 000 R76 037 000
Working profit per ton milled R7,09 R31,98
State assistance receivable R8 409000 —
Other income net R10047 000 R1160000
Taxation and State's share of profit R146 000 R21928 000
Profit after taxation, State's share
of profit and forfeited dividends R36 926 000 R55 262000
Profit appropriations
Mining assets ]46 322 000 R35 566 000
Mining assets — net R49 6093 0600 R35 566 000
Deduct Capital expenditure not
appropriated R3 287 000 —
General reserve R8 000 —
LDvidends R2772000 R17 741000
No 119 of 50 cents per share, June R2772000 —
No 118 of 195 cents per share,
December —_ R10811000
No 117 of 175 cents per share, June — R6 930000
Retained suplus at 31st December —_ R12 176 000

The most important feature of operations for the year i1s that capital expenditure
exeeeded working profit by a significant amount The deficit between capital
expenditure and profits has been financed from retained profits and the
proceeds of the rnights 1ssue in 1980 resulting In a severe and unexpected drain
on the company's cash resources

The expansion and moderrisation programme commenced 1n 1980 was based
on the assumption that an average gold price equivalentto U S $600 per ounce
1in mid-1980 terms would continue to be received during the first eight years of the
pragramme The 1980 rights 1ssue was designed to raise sufficient additional
cash resources to allow the expansion programme to proceed unhindered in the
event of temporary down-turns in the price of gold The average gold price was
shghtly above U S $500 per ounce for the past twelve months in mid-1980 Dollar
terms and the company's cash resources could soon be completely eroded at
current gold prices unless the modernisation programme 1s now revised

The expansion phase of the capital expenditure programme was terminated
during the year as the first step in the conservation of financial resources This

has, however, not reduced the cash outflow sufficiently It might become

necessary to curtait the modernisation phase of the programme n the near
future Unless there 1s a dramatic and most unexpected increase n the price of

gold | beheve that for the immediate future capital expenditure appropriations

will have to be severely limited and that only the most important projects can be
allowed to proceed unchanged

Operations

The ore milled improved by 246 000 tons on last year to 2624 000 tons but this
was insufficient o olfset the lower grade of ore milled Consequently, 11632
kilograms of gotd were sold giving a yield of 4,43 grams per ton mulled, compared
with 11772 kilograms sold in 1980 at a yield of 4,95 grams per ton milled The

addibonal ore milled was derived mainly from the newly reopened low grade
upper workings The mix of ore milled should have contained a greater

proportion of higher grade matenal from 'K’ shaft, which would have resulted in
a higher average grade for the year, but unfortunately, mining operations in this
area were hampered by the effects of an underground fire

w.:m:n_m_ results

Working revenue at R151,1 milhion was down by R33,2 mithon compared
with 1980 )

The average price recewed for gold during the year was R12971 per kilogram
(US $463 per ounce atR1 = US $1,15), some R2651 per kilogram lower than
the previous year, and this accounted for a decrease in revenue of R31 million for
the year The decrease in gold production accounted for a further drop n
revenue of about R2 million

Total working expenditure increased on average by 22 per cent during the year
to R132,5million The increase, however, was offset to some extent by the milling

of an additional tonnage of ore and consequently unit costs increased by only 11
per cent

Working profit was thus R18,6 million for the year under review compared with
R76 million the year before In addition the company claimed R8,4 million 1n the
form of State assistance

Other income of R10 milhion included R2,4 million claimed from the insurers as a
result of underground fires and B6,6 miliion interest received on funds invested

Profit after taxation, State's share of profits and forfeited dividends for the year
amounted to R36,8 million which, when added to the retained surplus of R12,2
milion, made R49,1 million avallable for appropnation R2.8 mithion was
appropnated for dividends and the balance of R46,3 million was appropnated for
the major part of the capital expenditure incurred during the year

Because of the company’s deteriorating cash position no final dividend for 1981
was declared

Borrowing powers, modernisation and expansion programmes

As a result of the low gold price and the resultant inability to generate surplus
cash sufficient to fund the full capital expansion and modernisation projects the
board of directors took a decision in September 1981 to stop all further
expenditure related to the increase in mine capacity from 245000 to 325 000 tons
milled per month This decision will hold untll such time as an improved gold

price and an adequate cash flow to fund the expansion are obtained Atthe time
of this decision it was considered correct to continue with the programme related
to the modermisation of the mine

The subsequent further dechne in the gold price has necessitated a more drastic
slow-down 1n capital expenditure which has since been restricted to work
related to the most essential aspects of the programme In might, however,
become necessary to borrow money to provide funds so that this work may
proceed at a steady and unbroken pace To this end members will be asked at
the forthcoming annual general meeting to Increase the directors’ borrowing
powers from R6 mithon to an amount of R30 million 1n total

Personnel

Plans are under way to extend the existing five consuitative councils on the mine
duning 1982, to include all employees irrespective of race, in the counci! system
The company continues to be constrained in pursuing its industral relations
objectives by certain legislation and legally enforceable industnal agreements

The rates of pay for black employees were increased on average by 17 per cent
at the beginning of July 1981 Wages and henefits paid to our white employees
were also increased durning the year |t i1s pleasing fo note that our unskilled
employees are tending on average to work longer periods on the mine than they
did in the past This, together with other recent developments, would seem to
Indicate the acceptance of miming as a career on the part of these employees

Gold

The gold prices received by the company, averaged on a quarterly basis, were
as follows

GoldpriceUS $
per fine ounce

Approximate
exchange rate

Gold price
R per kilogram

. US $perR
1st Quarter 525 1,31 12918
2nd Quarter 485 1,19 13084
3rd Quarter 422 1,06 12768
4th Quarter 421 1,03 13126

This table illustrates how the weakenming US Dollar/Rand exchange rate
resulted in the gold price in Rand terms remaiming relatively constant in spite of
the marked decrease in the price of gold in U S Dollar terms To a large extent
the company was thereby insulated against the tall in gold prices in US Dollar
terms

Dividends

The mterim dividend of 50 cents per share was the only dividend declared during
the year ended 31st December 1981

The gold price received in Rand terms remains the single most important factor
In forecasting the company’s performance and profits in the year ahead

Appropriations for capital expenditure will be determined in the light of the gold
price received and 1t can be assumed that they will fully absorb any profit
generated at the gold price levels currently indicated

Thus, unless there is a very significant and sustained increase in the price of goid
received, | can see littie prospect of any dividends being declared in 1982

The annual financial statements and chairman’s statements may be obtained from Rand Registrars Limited, 49 Jorissen Street, Braamfontein, 2001 or
Charter Consohdated PLC, P O Box 102, Charter House, Park Street, Ashford, Kent TN 24 8EQ
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 WESTERN Areas
Gold Mines has de-
nied that it has ap-
plied for State aid,
and has raised
questions on how
the mine intends to
fund continuing
operations.

London brokers this
week speculated that
Western Areas had ap-
phed for State aid, and
that the application
had been turned down.

But a spokesman for Jo-
hannesburg Consolidated In-
vestments said yesterday
this was incorrect

The spokesman could not
comment on the possibility of
an application beng made
because an official announce-
ment would be made if such a
decision was taken

Western Areas 1s facing se-
vere cash flow problems with
‘the gold price below 1ts
breakeven level, and the
mine’s management has sev-
eral options

In the December quarter
the mine suffered a loss of
R886 000 after capital expen-
diture, and working costs
were equivalent to $359 for
every ounce of gold
produced

Converting this breakeven
level back fo rands at the
prevailling exchange rate of
$104, 1t cost R345 to produce
an ounce of gold

Yesterday’s $316 gold price
1s equvalent to R329 an
ounce at the current ex-
change rate of 96 US cents to
the rand, reflecting a loss of
R16 an ounce before capital
expenditure

The options open {0 West-
ern Areas are
& State aid
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State aid denial poses money query

By JOHN MULCAHY

@ A righits 1ssue

® Amalgamation with
Randfontein Estates

® Loan financing, either
from JCI or from banks

® Immediate suspension of
capital expenditure

® Mothball the uranium
operation

©® Closing the mine

Starting with the final op-
tion, closure must at this
stage be inconceivable as al-
most R200-mmilion has been
spent on the mine in the past
four years, and the mord:-
nately low gold price must be
temporary

Under the 1968 State Assis-
tance Act, the Government
Mining Engmeer (GME) can
decide, within certain para-
maters, whether a mine
qualifies for aid -

It 1s 1mEusmb1e to predict
whether the GME would al-
low aid for Western Areas
Many factors must be consid-
ered by s depariment be-
fore a decision 1s made

There are restrictions on
the categories of capital ex-
penditure qualifying for as-
sistance, and 1t 1s unhkely
that Western Areas current
programme would be accept-
ed 11 1ts entirety

In addition, State aud
would take some {ime to
work through the official
channels, and would be of hit-
tle benefit to the mine 1n cop-
ing with 1ts immediate
difficulties

As a lo-grade producer,
Western Areas has no flexi-
bility on grade, unlike var-
sous producers which can
switch to hugher grade mate-
rial when the gold price
demands

A rights 1ssue in the cur-
rent climate would have
scant chance of success AS
there are already 40-rmllion
shares in 1ssue, and the un-
derwriters would probably
be left with most of the new
shares, defeating the object
of the exercise

A merger with Randfon-
temn has been the subject of
speculation for some (ime,
and given different circum-

_stances could be feasible

- — -

Johnnies must alse be un- |
willng to tamper with the }
flagship of 1ts gold and uran:-
um division at this stage

Another factor mhtating
against a merger must be the :
Inland Revenue Depart-
ment’s concern about the loss
of mcome from gold mines .-

Apart from the unavoid-
able 1mpact of the low gold
Bnce on taxes, the Erfdeel-

ankbaarheid, Driefontein
and St Helena-Beisa mergers
last year cost the receiver
more than R100-rmillion in
revenue, and there 1s little
doubt that any further merg-
er attemnpts will be met with
opposition from the tax
authorities ’

It 15 possible that Western
Areas wili raise a short-term
loan from either Johnnes or
from a bank

While bank financing of
gold-rmmng has been con-
fined mainly to plant and oth-
er saleable assets, it 18 be-
lieved that some banks have
seen the present predicament |
of some mines as a lucrative |
business opportumty, espe-
cially with inferest rates at_
record levels }

An extreme but effective
measure would be to stop all
capital expenditure immed:-
ately 1n the hope that 1t could
be resumed soon

The mne 15 desperately
short of stope face, and the
major sinking programime to
open up deeper sections to "
ease the shoriage 1s regarded
as a prionty ;

However, this priority may |
well be overtaken by cashre- *
quirements, and smking de- ,
layed until the gold price
improves

Given the current state of
the uranium market, and the
substantial stockpiles held by
many producers, Western
Areas should be able to buy
enough material to fulfil its
contractual requirements at |
prices ensuring profitabihty

There would be a saviing 1n
the cost of runming the new,
uranium plant, and mimng n
the wramum-rich Middle Els-
burgs could then be suspend-
ed while efforts were concen-
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Total profit of gold mines

fell by 33,3% last year

By JOHN MULCAHY

JOHANNESBURG. — The
value of gold exports in
1981 was RS$ 557m, down
17,6% from the previous
year’'s R10 3'70m, while the
total value of mineral ex-
poris last year fell 11,7% to
R11 655m from R13 204m

The Minerals Bureau
commod:ty summary for
1581 shows that the vol-
ume of diamond produc-
tion rose to 9525 876
carats from 8420000 car-
ats, but the collapse in
the market over the past
year reduced the value of
these exports to R340m
from R560m 1n 1980

Minerals Bureau fig-
ures reflect 1981 gold pro-
duction of 65353,7 tons,
compared with 1980’s 674
tons

That 1981 was a difficult
vear for gold mines
emerges clearly from a
Chamber of Mines survey
of gold mines last year,
released yesterday, 1n
which total profit for the
industry s given as
R4 890m, a 33,3% fall from
the R7330m earned in
1980

The chamber notes that
1981 was only the second
year 1n the last 10 years —
the other was 1976 —
when the gold price
dropped 1n nominal rand
{erms

The gold price averaged
R402,61 an ounce last
year, compared with

R479,57 1n 1980, a fall of
16%

The dollar price fell
25% to %462,15 an ounce
from £615,89, highlighting
the buffer of the rand's
deprectation since the be-
ginning of 1981

The gold mining indus-
try’s capacity expanded
again last year, with total
tonnage milled 2,2% high-
er at 91680m tons com-
pared with 89915m tons
i 1980 '

The capacity expansion
was partially responsible
for the 32,5% 1increase 1n
capital expenditure by
gold mines last year, to
R1222m from R922m

However, average grade
slid by 5% to 6,92 g/t from
7,28 ght, reflecting the in-
creasing number of South
African mines which now
have only low grade re-
serves, says the chamber

It 1s also a result of the
industry’'s poliecy of min-
ing the lowest economi-
cally payable grades to
extend the lhife of the
mines and the “inevitable
time lag before mining
can be shifted to higher
grades of ore to compen-
sate for lower gold
prices”

The upward trend 1n
the gold price over the
past 10 years has allowed
the 1industry fo switch
from mining ores of an
average grade of 1311 g/t
in 1971 to last year’s 6,92

git

According to the cham-
ber this has significantly
enhanced the utilization
of SA’s most vaiuable re-
source, but the increased
capacity last year was not
enough to fully compen-
sate for lower grades, and
production fell by 17 tons

The 1ndustry’'s working
revenues fell to R8 301m
last year from R10 193m
in 1980, and the impact of
the gold price plunge was
compounded by a 17.9%
hike 1n average working
costs to R41,89 a ton
milled from R35,53

The high inflation rate
was the main contributor
to the working cost 1n-
crease, and the higher
cost of mining lower
grade ores and at greater
depths added to overall
costs

Tax and State’'s share of
profits in calendar 1981
plummetted 45% to
R2 099m from R3 838m the
year before, and the
State’s contribution to
marginals 1n the form of
aid surged to R26 900 000
from R1 500000

Total ocutflows, through
tax, capital expenditure
and dividends amounted
to R5006m, which result-
ed 1n a net depletion of
R115m 1n the i1ndustry’s
capital reserves

State aid was claimed
by five mines, and the
total claimed represented
1,2% of the industry’s tax
bill, while the mines

21 NDavwra® W72

claiming assistance pro-
duced 27 tons of gold,
worth R362m

Shareholders did not
escape the effects of the
gold price decline, and
dividends were 26,1%

lower at R1685m com-
pared with R2 279m

Meanwhile, the Miner-
als Bureau notes that coal
exports rose last year to
R977m from R638m 1n
198C, a 42% 1ncrease
which partly offset the
tumble i gold revenue

Coal production rose to
130m tons from 115m tons,

but exports were only
marginally higher, at
29 900 000 tons against
29 200 000 tons in 1980

In a recent forecast for
1982 the Minerals Bureau
estimated gold produe-
tion of 670 tons this year
and diamond production
about 5% lower than last
vear

Coal exports are set to
exceed R1000m for the
first time this year, as
unit exports are expected
to 1increase by a million
tons, and the small 1n-
crease 1n negotiated con-
tract prices, together with
the lower rand, should
add around R150m to the
total export value

Overall, the Minerals
Bureau estimates that the
value of mineral exports
will rise to R11 857m,
which 1ndicates a real de-
cline of around 12% if 1n-
flation continues at its
present level
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THE value of gold ex-
ports in 1981 was
R8 557-million — down
176% from the pre-
vious year’s R10370-
million — and the val-
ue of all mineral
exports last year fell
11,7% to R11 655-mil-
lion from R13 204-
million.

The Minerals Bureau com-
modity summary for 1981
shows that diamond produc-
tion rose to 9525 876 carats
from 8 420 000 carats, but the
collapse 1n the market over
the past year reduced the
value of these exports to
R340-mtllion from R560-mil-
11on 1 1980

Minerals Bureau figures
show 1981 goid production of
655,7 tons compared with
1980’s 674 tons

That 1981 was a diffrcult
year for gold mines emerges
from a Chamber of Mnes
survey last year in which to-
tal profit for the industry 1s
given as R4 890-nmullion —
33,3% dwon on the R7 335
million earned 1n 1980

The chamber says 1981
was only the second year 1n
the past 10 years — the other
was 1976 — when the gold
price dropped 1n nominal
rand terms

The gold price averaged
R402,61 an ounce last year
against R479,57 in 1980 — a
fall of 16%

The dollar price fell 26% to
£462,15 an ounce from
$615,89, highlighting the buff-
er of the rand’s depreciation
since the beginning of 1981

The gold-mining industry’s
capacity expanded again last

year, with tonnage milled §

2,2% higher at 91 680-milhon

compared with 89 915-milhion

n 1980 .
The capacity expansion
was partially responsible for

the 32,5% mcrease 1n capial §

expenditure by gold mines
last year {o R1222-mullion
from R922-mnmllion

However, average grade
shd by 5% to 6,92 g/t from
7,28 g/t, reflecting the in-
creasitng number of mines
which now have only low-
grade reserves, says the
chamber .

It 15 also a result of the
industry’s policy of mining
the lowest econemically pay-
able grades to extend the life

of the mines and the “inevita- )
ble time lag before mmng |

can be shifted to mgher
grades of ore to cnmPensate
for lower gold prices’

The upward trend, mn the

13,11 g/t 1n 1971 to last year’s
6,92 g/t

According to the chamber
this has significantly en-
hanced $A’s most valuable
resource, but the increased
capacity last year was not
enough to fully compensate
for lower grades, and gold
production fell by 17 tons

The industry’s working
revepues feli to R8 301-mmi-
lion last year from R10193-
million 1n 1980, and the 1mm-
pact of the gold price plunge
was compounded by a 17,9%
increase In average working
costs to R41,89 a ton milled
from R35,53

Inflation was the main
contributor to the working
cost merease, and the higher
cost of mining lower grade
ores and at greater depths
added to overall costs

Tax and State’s share of
profits 1n calendar 1981
plummeted 45% to R2089-
mithon from R3 838-mullion
the year before, and the
State’s contribution to mar-
ginals 1n aid surged to
R26 900 000 from R1 500 000

Total outflows, through
tax, capital expenditure and
dividends amounted to
R5 006-mutlion, which result-
ed mm a net depletion of R115-
million m the mdustry’s cap-
1tal reserves

State aid was claimed by
five mnes, and the total
claimed represented 1,2% of
the industry’s tax bill Mines

claiming assistance pro-
duced 27 tons of gold worth
R362-million

Shareholders did not es-
cape the effects of the gold-
price dechne, and dividends
were 26,1% lower at R1 685-
million compared with
R2 279-mlhion

The Minerals Bureau says
coal exports rose last year to
R977-milhion from R688-mil-

lion 1n 1980 — a 42% 1ncrease ;

which partly ofiset the tum-
ble 1n gold revenue

Coal production rose to
130-million tons from 115-
million tons, but exports
were only marginally higher
at 29900000 tons against
29 200 ¢00 tons 1n 1980

In a recent forecast for
1982 the Minerals Bureau es-
timated gold production of
670 tons this year and dia-
mond production about 5%
lower than Jast year

Coal exports are set to ex-
ceed Rl 000-rmllion for the
first time this year as unt
exports are expected to in-

v
crease by a million tons, and

the small increase 1n negoti-
ated contract prices, togeth-
er with the lower rand,
should add Ri50-ruibon to
the export value

The Minerals Bureau est-
mates that the value of min-
eral exports will rise to
R11 857-million, which ndi-
cates a real decline of around
12% 1f inflation continues at
its present level
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ue to grapple with a
serious recession and
stubbornly high interest
rates

A few economists had
believed prices 1n Febru-
ary might actually decline
for the first time since
1965, but food, housing
and medical care showed
little change, while cloth-
itng costs 1ncreased dur-
ing the month, — Sapa-
Reuter
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JOHANNESBURG. —
total non-event” was how
one broker aptly described
trading on the stock ex-
change yesterday when 1n-
vestors took time-out to
await the Budget
Turnover was well
down and not even a firm-
ing hullion price could in-
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(R14,700 m) to 140 000-mal-
laion francs (R22 000m)
foreign exchange dealers

are worried about accel-
erating 1nflation, whieh is
currently near 14 percent

“The franc was already
suspect well before the
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Fehruary, have burdened
the French franc The
currency has tumbled to
1its lower limit of 2,62
against the mark and ef-
forts to support 1t have 1n
turn whipsawed other
currencles, especlally the
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3m oz already unprofitable (zu,

Crisis looms
for gol

AT a gold price of
$325 and a rand ex-
change rate of $0,96
about 3-million
ounces of South Af-
rica’s annual gold
production is
unprofitable.

Below this price the

profitable proportion
drops dramatically

Gold production capacity
of major SA gold mines —
those managed by mining
houses — is 21-million ounces
a year, and at an mcome of
R350 an ounce, working costs
and capital expenditure
would render 14,3% (3-muil-
lion oz) of this output
unprofitable

the gold price dropped to
$300, the exchange rate
would have to fall to $0,85 to
ensure receipts to the gold
mines of R350 an oz

At a gold price of $240,
which at an exchange rate of
$0,96 1s R250 an ounce, only

13-million oz of total produc-
tion would be profitable.

These figures indicate that
the gold-mumng mndusiry 1s
on the brink of a crisis

Research by a Johannes-
burg mmng analyst has
shown that at an effective
gold price of R600 an ounce
the entwre output would be
payable

The profitable quantity
tails off gradually as the gold
%gce falls — until below

50 it plumimets

The predicament 1S exac-
erbated by the generai state
of the South African economy
as balance of payments prob-
lems and inflation have
caused a serious slowdown

Any 1ntentional and sub-
stantial mampulation of the
exchange rate, while benefit-
ing the gold munes, would
only twist the inflation screw
further, with serious reper-
cussions for the rest of the
econom

The hgures for gold In-
clude capital expenditure,
which last year soared to
R1 222-mallion as prepara-
tions were made for large-
scale expansion

An mmediate measure,

which has been applied by a
number of producers, 1s sus-
pension of all capital expen-
diture, and there 1s no doubt
that in the absence of an ear-
Iy surge m the ﬁnld price
ERPM will be cnly one ex-
ample of expansion cutbacks

The unexpected jolt from
the Budget only served to
Eush gold mines @loser to the

rnk. Although it 18 argued
that the marginals are not

| on the Examination Paper)

Whale 1t 18 within the power
of the authorities to vary the
tax rate for gold mimes, the
Budget had a message that
there were to be no excep-
tions when applying the big
squeeze

The %nld rice 18 the key to
the outlook for the mming in-
dustry and for the SA econo-
my, and experts are hope

that there will not be a fur-
ther fall .

Dr Joep de Loor, the Direc-
tor-General of Finance, said
ot Friday the gold price
could be within 10% of the

bottom, and DBudget esti-
mates were based on tins

The gold price on Friday
was $322, showmg that the
Department of Finance was
looking for a floor of about
$£300 an oz

Dr De Loor saud the gold
price could be cted to
move sldeways for some
time, at least until there

d min

By JOHN MULCAHY
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1ienced by Eastern bloc, Euro-
pean and Middle Eastern
countries were bringing gold
into the market, and there

was hitle prospect of an 1un-
provement before 1933, he
said

Gold mines are being
forced to cut back in every
direction, and any further
downward movement i the
gold price could precipitate a
real danger of retrench-
ments

If last week’s Budget was

seen to have a distinct aura

were real signs of an emer-
2 of electioneering, 1t would be

gence from the world

recession nothing compared with the

High real interest rates pohtical depth-charge that
and severs balance of pay- could be dropped if employ-
ments problems being exper- ment were threatened

3
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Costs are a
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N thortions dwarfing those

Exami-
ners’

will  become

Low gold prices and rising
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By NEIL BEHRMANN

LONDON — The gold-
mining mndustry 1s pay-
ing the penalty for fail-
mg to hedge some of its
production on the fu-

tures market
Had the mnes hedged

against fatling prices in the
bear market that has now
lasted for 26 months there
would have been far more
money 11 the State's coffers
So much so that increased
gold-mining tax would have
been unnecessary Infact, de-
pending on the propoertion of
gold hed%m%, the overall ef-
fects of last week’s Budget
would have been less onerous
on the mines than they are

In June 1980, the semor
Deputy Governor of the Re-
serve Bank, Dr Chris Stals,
said gold mines could insure
themselves by selling pro-
duction forward

In the second half of that
year, gold rose from $600 to a
peak of $720 In that time the
mines could have sold geld
up to 24 months forward at
high prices

Here 1s what could have
happened had the mines
hedged only 15% of their pro-
duction to insure hgh-cost
margtnal producers in an un-
certain gold market. The
15%, or 3 500 000 ounces, of
SA production would have
covered about a dozen of the
mghest-cost producers The
average price of gold was
$638 1n the second half of 1980
and the average premium for
one-year forward sales on the
US markets was about 14%
This means the mines could
have sold one-year gold fu-
tures in Chicago or New York
at an average price of $727
They could have sold 24
months ferward at $817 an
ounce It was easy then to
arrange sales because the
markets were active

The current ﬁﬂ]d price 1s
about $320 In the two years
the mines couid have covered
their hedge at a profit of any-
where between $400 to $500
an ounce depending on the
time scale of the contracts

Assuming the profit on the
hedge transaction was $400
an ounce, the hedge sales on
only 15% of South Africa’s
production would have gen-
erated about R1 44:0-rmillion
Analysts estimate that the
tax take would have been
R900-rnillion

Many people, including
mining-house executives,
still appear to be confused
about hedging For some odd

reason, they believe 1t to be
speculation It 1s insurance

pr Fred Collender, mining
consultant of Strauss Turn-
bull, esttimates that ERPM
produces about 335 000
ounces of Fuld a year

It could have hedged
300 000 ounces by sethng two
yvears forward

Say, the transaction was
carried out 1n August 1980
when the mine announced a

capital expenditure pro-
gramame of R300-million The
spot price 1n August 1980 was |
$650, so the 24-month futures
price was about $830 with the
gold due to be delivered in
Aungust 1982 By selling gold §
at $830, ERPM could have
guaranteed 1ts production at
a price well a%ove cost of
output

If ERPM covered this
hedge and bought back
August 1982 futures at $350,
the profit on the sale would
have been $480 an ounce, or

Rr144-mullion

ERPM would have sold the
physical gold to the Reserve
Bank at $320 an ounce and
because the cash price of
gold has fallen by $330 from
the August 1580 level of $650,
the loss In revenue from this
transaction woilld have been
R98-milhon

The profit on the futures
transaction would bhave more

than offset the lower revenne | §

resulting from the falling
gold price because the
August 1982 futures price
was at a 28% premium over
the August 1980 price

This premium reflects the
mterest factor and it works
in favour of a producer, espe-
cially during times of high
Interest rates because 1t 1s a
seller

Had gold shot up to $1 060
and stayed there, the mne
would have lost on the fu-
tures transaction But 1t
would have made higher
profits from sales of physical
gold to the Reserve Bank

The hedging transaction
ensures a profit

In practice, the mines
wouid have hedged their pro-
duction at monthly mtervals

And m this bear market,
prices gould have been lower
But the principle remains
The mines would have been
locked 1n at a certain price
and profit

The mmng houses became
more and more reluctant to
hedge on a falling market,
fearing that 1t would soon
bottorn out

The market 1s still uncer-
tain, so mines can hedge 1f |
they are assured a profit

It 15 more difficuit to as-
sess whether unprofitable
mnes should hedge

Dr Collender beheves 1t 15
now pointless and the Gov-
ernment should close the
mnes which are receiving
State aid He does not believe
that the taxpayer should fi-
nance mines such as ERPM
Their labour could be divert-
ed to the rest of the industry

and this would improve the

overall cost structure Strug-
gling mines could be merged

with stronger producers
For example, Western
Areas could be combined
with Kloof, Loramme with
Free State Geduld and Ven-
terspost with Lithanon
All these problems could

have been postponed if the
rmnes had guaranteed them-
selves a profit by hedging
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The dollar price of gold declined ..ore or less
continuously throughout 1981, confirming the trend
that was estabilshedg during the latter half of 1980 As
the financial year opened, the gold price stood at $470
per ounce, but it decreased by 22 8 per cent to $363 at
the year end Over calendar 1981 the average price
was $460, some 25 per cent below 1980’s average
price The impact on the Industry of this substantal fall
in the dollar price of gold was cushioned by the
average depreciation of the rand against the dollar of
10,6 per cent, so that the rand price received by the
Industry was R400 per ounce compared with R477 n
1980 and R258 in 1979 Consequently, neither the
gold mining industry, nor the company, repeated the
spectacular results achieved 1n the previous period
Amgold’s equity earnings at R246,3 miliion were 21,8
per cent below the record level of the tnancial year to
February 1981 However, the company’s profits, while
only about three-quarters of the previous year's, were
still  almost double those achieved in 1980 As
foreshadowed last year, a higher proportion of
earnings was distributed so that dividends totalling
1000 cents were declared, a reduction of only 13 per
cent on the previous year

Investment income declined from R321,4 million to
R249,9 million, but interest earned increased to R9,4
milhon from R4,2 mullion m 1981 Administration,
donations, prospecting, interest and other charges
were R8,6 million (R8,0 million) so that pre-tax profit
amounted to R250,7 mullion compared with R317.6
million Whereas no tax was payable in 1981, 3 tax
charge of R2,3 million was incurred this year
Preference dividends reduced to R2,1 million (R2,6
mullion), as a result of the redemption of a portion of
the preference shares, leaving equity earnings of
R246,3 million or 1 122,2 cents per share of which
R219,5 mithon or 1000 cents per share was declared
as ordinary dividends Retained earnings for the year
amounted to R26,8 million (R62,5 million)

Over the year there was a net increase n the book
cost of investments of R48,3 million resulting mainly
from subscriptions for shares In Elandsrand Gold
Mining Company Limited and The South African Land
& Exploration Company Limited, Western Deep Levels
Limited convertible deﬁentures and also from further
investment in Vaal Reefs Fxploration and Mining
Company Limited The value of mnvestments dechned
from R2 335 milhon at the beginning of the financal
year to R7 892 million at the year end The company’s
net asset value at February 28 1982 was 8 717 cents a
share compared with 10 829 cents a share last year

GOLD

The gold price, which had ended 1930 at $589, shpped
relatively quickly to $500 and below 1n the first quarter
of 1981, before rallying briefly to around $530 fate
March and early ‘Apni Thereafter, the shde was
resumed and the price moved down quite sharply to
hold at around $400 in the middie of the year
Subsequently, the market rallied and gold recovered
to touch $460 towards the end of September The
price held within the $420-$450 range until November
when 1t subsided once more and the $400 leve) was
tested again Although some firmness was apparent
during December, gold closed the year at precisely
$400 and then dropped to below $370 1n mid- January
A subsequent rally proved to be short-ived and a new
wave of selling from the end of February forced the
price down to $323 at the time of writing

The fleeting revivals 1n the market that have been
noted are not without significance They represent
peniods when there were expectations that the world
€conomy would not remari depressed, or that
financial conditions would not continue to be as tight
as they have proved to be However, the dollar
remained very strong, dollar interest rates in both real
and nominal terms persisted at unprecedented levels
and projections of world economic recovery were
continuously shifted forward into 1982-83

The frustration of beliefs that the worst of the
monetary squeeze In the United States was over, in
addition to a significant increase Soviet gold sales,
was seen towards the end of 1981 and in the early
weeks of this year Prior to this the gold price had
responded to the renewed downward movement of
US interest rates and to the decline in the dollar that
occurred in the fourth quarter of Jast year But the
greater flow of Russian gold to the market In
November and December, and then the sharp
resurgence, once again, of real interest rates in the US
became overwhelming These factors have reasserted
themselves recently and have been compounded by
other unfavourable influences The impact has been
felt particularly in the investment segment of the

e 7

market, with the consequence that the price has
sagged to a 30 month low

It 15 clear that economic and tinancial influences
dominated the gold market during the period under
review, completely overshadowing distu rbing pohitical
events which included, for example, the assassination
of President Sadat, continued tension 1n the Middle
East and the Polish crisis with all 1ts adverse
Implications for east-west detente The intmical effects
of the non-political factors can be seen by taking a
broad perspective of developments over the past 10
years Over this decade the o price increased
sevenfold in real terms as a resylt of sharp adjustments
to posted prices in 1973-4 and 1979-8g These events
In themselves helped to take the gold price t0 new
peaks in 1974 and 1980 However, before the first o]
price shock, and in the Intervening years, the oil price
remained on a relatively stable or sightly declining
trend In most of these years conditions had been
favourable for gold, erther for fabrrcation usage or
Investment purposes This was so because of
accelerating economic growth in the OECD countries
aganst a background of a weakening real o1l price,
with inflation within pohtically tolerable levels (a5
1971-3 and 1976-9) Only in 1974-6 was there a
combmation of a falling real o1l price and deep
economic recession, together with an eventual Fise In
real interest rates, albeit from a substantially negative
posttion In this period the gold price fell to its relative
low of $103 in September 1976, but the eCoONomIC
adjustment prior to that, and comparatively
accommodating official pohctes, led to 3 sharp
recovery from 1976-9

The most recent phase has beer very different
Although industrial production in the OECD are;
since 1979 has not decreased nearly as much as 1t did
In 1975-6, stagflation has become the crucial issue
The beneficial impact of another dechne in the real oil
price, which reflects on this occasion the loosening of
the previously strong hnk between economic activity
and  energy censumptton,  could, n  other
Circumstances, have led by now to g resurgence of
real growth However, n this episode much more
determined anti-inflationary polictes have been
pursued, especially in the United States, and the weak
recovery in output has not been mamntamed While
real growth in GNP remained marginally positive on
average duning these past two years, the slowdown 1n
wealth creation, the reduced Opec surplus and the
conspicuously attractive returns on financial assets
were hardly conducive to investment in commoadities,
Including precious metals and gold in particular

Yet despite this increasingly hostile environment,
which dampened speculative activity and encouraged
bearish  positions  on the futures markets,

' abproximately the same physical quantity of gold was

absorbed 1n 1981 a5 in 1980 While prices were
generally declining, the average dollar price was
nevertheless 50 per cent higher than In 1979 But total
supply was much less Furthermore, In comparmng

1981 with the previous year's out-turn, the underlying
mprovement in the statistical position s seen i the
reaction of flows of scrap gold on the supply side, and
jewellery fabrication on the demand side, to the lower
price Prehminary estimates are that the sharp fall i
secondary recovery, given a shght reduction in mine
production, compensated to a constderable extent for
the surge n sales from the communist bloc The
broadly similar total supply was absorbed largely
because the demand from the Jewellery mdustry 1s
thought to have almost doubled from the 1980 low,
although other fabrication usage remained roughly
the same Offtake for official coins improved
somewhat as Krugerrand sales absorbed 3559518
ounces compared with 3142500 ounces In the
previous year Central banks apparently remarned net
buyers of gold, although on a reduced scale, and the
major drop occurred in the area of net hoarding and
Investment

In assessing the outlook for the gold market, it
appears that supplhes are ltkely to reman relatively
tight at around 1981 levels, allowing for the
Maintenance of strong Russian sales but excluding the
possibility of swap transactions from this source One
Must assume also that major central banks in the West
and the IMF will abstain from selhng This seems to
accord with the attitude expressed by the majonity of

members of the US Cold Commission and
authoritative international opmnion Indeed, the
distribution of monetary gold holdings s st very

uneven In the light of this scenario, the price will be
determined largely by the impact of fabrication and
Investment demand

Perseverance by the US Administration to finance the
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mounting budget datict without ¢ ccessive money
creation will mean a further reduction in inflation, and
the maintenance of relatively high real interest rates
The technical and other difficulties that this significant
readjustment, with its inevitably delayed 'supply-side’
response, implies for the US and European economies
are well known and are the subject of intense debate
It could be that success will be assured 1n the longer
term If Western electorates perceive this to be to their
advantage In one sense, such an outcome 15 NoOt
propitious for gold But to the extent that it will place
the Western economies back on the path of sustained
growth, 1t will have positive effects on fabrication
demand and result ulumately n lower real interest
rates which should make gold more attractive as an
investment medium

However, success is by no means certain and political
strains are becoming more evident In any case, If past
patterns are a guide, some improvement in growth
and a less buoyant dollar can be expected later this
year, although a permanent abatement of inflation
may require structural adjustments of much longer
duration Policy options are complex and confused
but it 1s not unreahstic to hope that present conditions
will not remain as difficult for the gold market While
the price may languish 1n the near future, gold’s
ultimate role rematns unchallenged, irrespective of
arguments for or against any return to a gold standard
In a world likely to be marked by political, economic
and financial uncertainties, there are grounds for
believing that gold will regain its importance among
other forms of wealth

URANIUM

The uranium market weakened further during the
year although the dramatic decline in spot prices seen
during 1980 eased markedly and it1s possible that they
are at or near their lows South African producers sell
almost exclusively under long-term contracts but
contract prices have also come under pressure The
depreciation of the rand relative to the US dollar, the
currency 1n which most contracts are denominated,
has, however, alleviated the drop n prices

MINING OPERATIONS

Working costs continued to rise at a high rate during
1981, increasing on average for the gold mining
industry by 17,9 per cent compared with 17,7 per cent
the previous year The increase over the production
orice index, which rose by 13,6 per cent for the year,
was greater than the previous year A number of
factors contributed to this the increasing depths of
mining operations, the growing distance of working
areas from shafts on the older mines and, therefore,
the rising cost of transporting matenals and rock, and
the steadily nising costs of stores, In particular imber
and steel Efforts to close the wage gap also
contributed significantly earmings of black workers
which constitute 28,5 per cent of the costs, went up by
22 per cent

The shortage of skilled labour remains a problem
although the situation has improved shghtly with the
recruttment of skilled workers from abroad As the
real solution to this problem les in the maximum
development of our own manpower resources,
traiming programmes are being reviewed and a major

. new aspect, the Employee Development Programme,

has been introduced to enable employees to achieve
greater proficiency in their work

The final report of the Wiehahn Commussion which
was devoted to the mining industry has given greater
urgency to the need for the mining industry and the
trade unions to develop a structure for industrial
relations which will be able to cope with rapidly
changing circumstances Discussions are proceeding
hetween the Chamber of Mines and the officials
assaclations arid trade urnions to this end

NEW DEVELOPMENTS

The industry 1s involved 1n a major capital expenditure
programme with more shafts being sunk or
commissioned than at any other ume over the last few
decades In view of the current gold price, which s
lower than when many of these programmes were
embarked upon, capital projects are being kept under
constant review and some may well be deferred
During the year, Amgold participated In Australian
Anglo American’s acquisttion of a 40 per cent interest
in a tallings reclamation project at Mount Morgan,
Queensland About 35 million tons of tailings will be
processed over a perod of 10 years at a capital cost
estimated at A$25 million

EXPLORATION AND DEVELOPMENT
Expenditure on gold prospecting was higher than n

191 dand (s nkery thao UNis rend sy O L 0 L
future Uramum prospecting has, however, been
reduced to a mintimum in view of the weak market
The gold exploration programme Is most intensive In
the Doornrivier area of the Orange Free State As
mentioned last year, suffictently encouraging resuits
had been obtained in two blocks in this area to justify
embarking on closer-spaced dnilling to define
reserves Detailed drilling 15 now tn progress to the
north of Beatrix mine and the results continue to be
promising but additional drilling 15 required to
evaluate this area fully Results gmm close-spaced
drlhing to the north of Beisa mine reman
encouraging, particularly with respect to uranmum, but
this area 1s unlkely to be explotted before the
uranium market improves Exploration has also
commenced in a third area and the initial results are
interesting
In the Klerksdorp area exploratory dnlling south-west
of Vaal Reefs mine -has delineated hmited reserves
which may be exploited in due course, and deep
drilling in"a structurally complex area south of the
mine has confirmed the high gold and uranum
grades encountered in previous boreholes A low
grade deposit occurning at shallow depth has been
outlined to the north of Klerksdorp and dnlling to
determine extensions 1s under way Prospecting for
uranum farther to the north has been discontinued
Results mn the block south of Western Areas mine
continue to show promise but much more fill-tn
drilling will be necessary to confirm the gold values as
the gold reefs are located at substantial depths
Further afield, in the Barberton distnct, follow-up
searches for gold anomalies have so far yielded
disappointing results
Gold prospecting has been extended td many areas of
South Africa and deep driling 1s 1n progress on the Far
West Rand, West Rand and East Rand but at this stage
it 1s too early to comment on the potential of these
ventures Joint prospecting programmes have deen
undertaken with other mining houses but results to
date have been mixed Outside of the Witwatersrand
Basin, utanium exploration has been substantially
curtasled
In Brazil, where we participate through Mineracao
Morro Velho, drilling to delineate additional reserves
within the mining leases 1s continuing and a study to
evaluate the feasthility of a major ncrease In
production 15 neanng completion Satisfactory
Erogress, both underground and in construction, has
een achieved in the opening up of the Jacobina
mine in the state of Bahia
In Australia and New Zealand our gold exploration
activites have been stepped up and we are
participatng with Charter Consolidated PLC n
evaluating a gold deposit in Spain The prospecting
programmes in Chile and Argentina are continuing

CONCLUSION ‘

The nising gold price over the last decade led the
mining ndustry into embarking on substantial capial
expenditure as It brought into payabihity lower grades
of ore both within and outside current lease areas so
that the lives of many of the mines have been
prolonged However, the United States has continued
to pursue tight monetary policies In its endeavours to
reduce the rate of inflation so that the gold price 1s
presently being subjected to tremendous pressures
The lower gold price will call for regular review of
capital expendsture programmes, continued attention
to working costs and productvity and, wherever
possible, an increase 1n the grade of ore mined The
average rand price of gold so far this year 1s R363 per
ounce compared with R400 for the whole of last year
so that with continuing tnflation the combined impact
on profits and dividends 1s self evident

It 15 to be hoped that the problem of world-wide
inflation will at least partly be solved so that interest
rates can come down and satisfactory economic
growth can resume In this event | believe that stabihity
will return to the gold market and confidence will be
restored in this ultmate investment medium

] Ogilvie Thompson
March 12 1982

The annual general meeting of members will be held
at 44 Main Street, johannesburg on Friday, Apnl 23
1982 at 09h00

The annual report and chamrman’s review may be

obtained from Consolidated Share Registrars Lirited,
62 Marshall Street, Johannesburg 2007
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By-JOHN MULCAHY

"THE lower gold price will
| call for regular review of

capital expenditure pro-
grammes, continued at-
tention to. working costs
and ‘productivity andg,
where possible, and 1n-
crease in the grade of ore

mined

Mr Jul:an Ogilvie Thomp-
son; chairman of Anglo
American - Gold Investment
Company (Amgold) notes 1n
his annual review that “the

1s R363 an ounce compared
with R400 for the whole of

‘last year so that with con-

tinumg nflation the com-
bmed impact on profits and
dividends 1s self-evident”

He says the miming 'indus-
ry 1s involved mm a major

| capifal expenditure pro-

gramme with more shafts be-
ing sunk or commissioned
than at any other time over
the last few decades

“In view of the current

| gold price, winch 1s lower
7| than when many of these pro-

jects were embarked upon,
capital Jaru]ects are being
kept under constant review
and some may well be
deferred”

In assessing the outlook for
the gold market, says Mr
Ogilvie Thompson, 1t appears
that supplies are hikely to re-
main relatively tight around
1981 levels, allowing for the

~mamtenance of strong Rus-

s1an sales, but excluding the
possibiity of swop transac-
tions from this source

“One must assume also
that major central banks in
the West and the INMF will
abstain from selling,” which
accords with the attitude ex-
pressed by most members of
the US Gold Commission and
authoritative mternational
opinion

The distribution of mone-
tary gold holdings 1s still
very uneven, says Mr Ogilvie
Thompson, and the price wilk
be determined largely by the
impact of fabrication and m-
vestment dermnand

If the US Government per-
saveres with its policy to fi-
nance the budget without ex-
cessive money creation there
wili be a further réduction
inflation and a maintenance'
of mgh real interest rates

“While the price may lan-
gmsh 1 the near fature,
gold’s ultimate role remains
unchallenged, irrespective of
arguments for or against any
return to a gold standard

“In a world likely to be
marked by political, econom-
1¢c and financial uncertam-
{1es, there are grounds for be-
lteving that gold will regain
1its 1mportance among other
forms of wealth ”

‘mining glg.i
costs 2

|

on searching:

By JOHN MULCAHY

ANGLO American’s con-
certed exploration eifort
1in the Orange Free State
and mn the Klerksdorp
area 1s still showing posi-
tive results, and the high-
er trend m gold prospect-
ing expenditure 15 hkely
to continue.

Anglo American Gold In-
vestment Company’s chair-
man, Mr Julian Ogilvie
Thompson, says 1 his annual
review the group’s gold ex-
ploration programme 1s most
intensive in the Doornrivier
area of the Free State

In last year’s annual report
Mr Ogilvie Thompson said
sufficiently encouraging re-
sults had been obtamned in
two blocks 1n the area to jus-
tify embarking on closer-
spaced drilling to defie
reserves

He now says detailed drill-
1Ng 1S 1N Progress to the north
of Beatrix mine, and resulis
are still promising, but add1-
tronal drifling 1s required to
full‘y evaluate the area

“Results from close-
spaced drilling to the north of
Beisa mine remain encourag-
1ng, particularly with respect
to uramum, but this area iIs
unlikely to be exploited be-
fore the uramum market

Amgold goes

my,

o
Wi
e
.
-
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mmproves ”

Exploration has also com-
menced 1n a third area, says
Mr Ogilvie Thompsen, and
the inmitial results are
encouraging

In the Klerksdorp area
drilhng south-west of Vaal
Reefs has indicated himited
reserves, which may be ex-
ploited 1n due course, and
deep drilling south of the
mne has confirmed the mgh
gold and uramum grades en-
countered 1n previocus
boreheles L

A low grade deposit at
shallow depth has been found
north of Klerksdorp and drill-
ing to determine extensions
1§ under way

Promising results have
been achieved south of West-
ern Areas mine, but more
fill-in dritling will be neces-
sary to confirm the gold val-
ues, as the gold reefs are at
substantial depths, says Mr
Ogilvie Thompson

Disappointing results have
been found 1n the Barberton
area, where follow-up
searches for gold anomaiies
were carried out

Meanwhile, gold prospect-
g has been extended to
many areas of South Africa,
says Mr Ogilvie Thompson,
and deep driling 1S in pro-
gress on the Far West Rand,
West Rand and East Rand,

—




JOHANNESBURG. — BEgol; Cnnsohdated INes 1s not pbaying a

dividend for the yegay ended February 28, but the “prellmmary,

Unaudited Operating results” do not ineclude all 1ncome
nt, *

0
R2,08, and 896 g6 tons February, 1981, and gold slimes gg well as sand
were treated during the revenye dropped to

yYear, mdwatmg total Ry 739711 from  “The effect of the afore.-
Working brofit of Rg 170 498 g0Ing 15 that this plant
R1449 679 for the year The new West Rand will have an improved

The average grade at Operation started milling leve]l of prnﬂtab:hty in
the East Rand Operations in Octnner, and the the future »
~ Which 15 §A Lands re. monthly throughput roge : "
duction piap; fell to Steadily from 57 800 tons
1,10 gt from 1,36 the pre. In the firgt month to }

VIoUs year ap 48266 tons February, z
£ 16% f; o,

In the first thre "
Months of the West Rang
Oberation there were net
pre-eummlssmnmg oper-
ating costg of R375 128,
While January and Febry.-
ary Produced 4 total
WOrking prof;t of R29 398

The direetors 5ay there
1S a high Percentage golg
lock-up during the first
year of Operation of any
new plant “The amount
of gold should, hnwever,

InCrease »

Although there 15 some
detai] of oberating resylg
the announcement glves
0 1ndication of bottom
line Profits or losses,
other than the decision to
bass the dividend

Last yeay Egol1 pag
dividends totalling 90 a
Share, Consisting of 5 7,

dend wag based op the
Uncertain trend in the
gold price “and the fact
that dye to a high rate of
Inflation and the provi.
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 SA mines earning more from gold as rand value slides
214,

The result of the rand’s crash was

TH Africa’s gold mines are earning
as much an ounce produced as they
were at the beginning of February last
year when the price was just below
$500

This 1s because of the huge devalu-
ation of the rand agamst the doilar —
more than 30% — 1 the past 15 months
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Financizl Editor 2t a@ Lﬂg} When gold was fixed at $493,50 at the

beginming of February 1981 the rapd
was worth §1.317

That gave the South African mines 3
price of R374,70 an ounce

Gold was fixed at $362,75 mn London
on April 16

By then, however, the sustamed shide
1n the rand had taken 1t down to 2 value
of only 94,55 US cents

that an ounce of gold was worth R383,60
to the mines

In other words, the effective price of
gold went u{p by nearly R10 an ounce to
the mines although the formal interna-
tional price had tumbled by more than

$130
® See Page 15
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, :Wﬁ!:]RE has all the

cost, control gone?

- That is the question

investors are ask-
ing after the latest
round of gold

forced to EdJUBt lns estimate combined operation was low- cup’s moving pav Iimit s - EI
quarterlies. upwards to between 16% and  er than ou put from St He- tg;m ?s pruvmgg E:: }l;e a grgat
) 20% lena alone in the December advantage
Working costsfor the ~ Some mining house execu-  quarter

gold mines rose by
45% to R1 056-million
in the March quarter
from R1 010-milhon m
December — 18% an-
nualised. This bodes 1l
for the industry for
1982

Analysts describe the lack
of adeguate control 1n a de-
pressed gold-price climate as
disappomnting, ard question
whether gold nunes have
managed to adjust from the
free siﬂendm days of 1980
when the gold price averaged
more than $600 an cunce

The financial results were
not at great variance to what
the market had been expect-
mg as the impact of the
sharply lower gold price
could be foreseen

Taxed profit for the indus-
try felf by 3156% to
R505 339 00 from
R737 685 000, but distribut-
able earmings plummeted
433% to R218 042000 from
R3084 557 000, a reflection of
proportionately higher cap-
ital expenditure

The overall impact of the

" mcreased tax surcharge 1s

difficult to assess, as only two
groups — Gold Fields and
Rand Mines — quantified the
effect

The higher {ax 1s expected
to cost Gold Fields R33-mil-
hion for the ?’Eﬂl‘, and at Rand
Mines the etfect 1s felt only at
Blyvoor and Harmony, the
group’s two taxpayers

The cost spiral was clearly
uppermost 1n analysts’

head for 18%

By JOHN MULCAHY

minds, and one had been fore-
casting overall cost in-
creases of between 12% and
14% for the industry ths
year, but said he had been

relief at the gold-price weak-
ness — “It gives us a chance

to get control of our mines
again,” said one last week

The figures, however,
paint a different picture, and
If they are a reflection of the
best that can be achieved
when the belts are tight the
mdustry 1s 1 for a rougher
ride this year than expected

It 15 said that the March
quarter 1s less preductive
than later periods in the year
as mines tgke some time to
get back nto gear after the
Christmas season, but total
throughput actually in-
creased from the December
quarter, which tends to dis-
pute this maxim

Mill production rose by
1,3% to 23714 000 tons from
23 407 000 tons, with the re-
sult that average umit work-
Ing costs for the mdustry
were 3,2% higher at R44,52 a
ton miled against R43,15

Another area for concern
— there were few bright
spots 1n the March quarter —
18 the apparent mability of
most mines to adyust grades
upwards to offsef lower gold
prices

It would have been surpris-
g if grades were static n
the past quarter as the gold

price received fell by about
11,5% from R13000 a kg to
R11 500, but the widespread
reduction mn grades is puz-
zling, to say the least

A stunmng example 15 St

Helena, which had its aver-
age grade chopped to 6,0 g/t
‘from 7,3 g/t The figures are

tives have ressed some
exp

Raly bt
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combined for the first tyme
with mput from Besa, which
18 obviously at a far lower
grade than St Helena, but to-
tal gold Ernductmn from the

Another example of appar-
ent lack of grade contro] was
alt President Steyn, where
average yield over the past
four quarters has gone from 6
g/t to 6,4 g/t, then up to 6,96
g/t and back to 6,4 g/t

There has been a welcome
reversion at Hartebeestfon-
tein to a hugh level of sorting,
which has lifted the grade to
104 g/t from 9.9 g/t.

Inordinate pressure on
cost control 1n the December
quarter brought about a re-
duction 1 the sorting rate,
whick had a favourable im-
pact on costs, but at the ex-

pense of grades

What 1s clear from the
March quarter’s results 1s
that the mine has recogmised
grade as a priority While
cost control is to be enconr-
aged, ore sorting 1s not an
area with which to tamper

Switching to higher-grade
areas cannot be carried out
overnight as the logistics are
considerable, but at least one
would have expected to see a
patlern of grades creeping
higher

Libanon 1s a good example
of mmng according to pay
limit, and m the latest quar-
ter yield rose shightly to 6,2
g/ttrom 6,1 g/t, after 6 g/t in
the June quarter Iast year

One analyst believes the
gold mines made httle at-
tempt to put across to inves-
tors the serrousness of their
predicament, and at margin-
al producers there appeared
to have been only a token
attempt at reducing
spending
. While, there are penalties
mvolved~in stopping con-
tracts in md-stream, the out-
flows (and cash depletion) re-
sulting from the relatively
lhigh level of capital expendi-

ture m the’ March quart<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>