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RESEARCH INTO THE FINANCIAL
HEALTH OF AUSTRALIAN-LISTED
EXPLORERS
QUARTER ENDED 30 JUNE 2020
GOLD EXPLORERS STRIKE GREEN
XX Financing cash inflows for the exploration sector increase by 60%;
XX 28 companies raised funds of $10 million or more, up from 12 companies in the
March 2020 quarter with gold companies leading the field once again;
XX The cash position of explorers has strengthened, which will provide the
impetus for future exploration spending and investment; and
XX Total exploration expenditure decreased by 17% with the remaining economic
uncertainty, restricted site access and limited supply of contract mining
services and equipment restricting expenditure.

BDO’s report on the financial health and cash position of Australian-listed explorers
for the June quarter of 2020 (based on quarterly Appendix 5B reports lodged with
the Australian Securities Exchange (‘ASX’)) provides mixed signals for the exploration
sector, with a generally positive outlook for explorers in terms of financing, but some
uncertainty around spending on investment, operations and exploration.
A key highlight from the data for the June 2020 quarter is the 60% increase in financing
inflows, bouncing back from the four-year low experienced during the March 2020
quarter. We observed in our previous update that the economic uncertainty stemming
from the global coronavirus pandemic (‘COVID-19’) had led to the tightening of debt
and equity markets for exploration companies. However, the financing inflows recorded
this quarter has not only indicated a recovery of financial markets, but a possible
growth in the ability for exploration companies to raise funds, with financing inflows
this quarter exceeding the five-year average.
Our observation of stronger capital markets is supported by the increase in the number
of companies raising funds of $10 million or more (which we have termed ‘Fund
Finders’) from 12 companies in the March 2020 quarter to 28 companies in the June
2020 quarter. It comes as no surprise that this has been led by the gold sector, which
has historically performed well amidst global economic uncertainty, and particularly
so in recent quarters due to the strong performance of the gold price. Oil and gas
companies, however, appear to have fallen out of favour in the June quarter, reporting
a lower-than-usual level of funds raised due to the low level of demand experienced by
the sector resulting from COVID-19 and the significant fall in oil prices in March 2020.
Corresponding to the overall rise in financing, is the improved cash position of the
exploration sector with 62% of companies reporting a cash balance at 30 June 2020 of
$1 million or more, up from 57% in the March quarter. However, this has not translated
to an increase in spending by exploration companies, with net investing cash outflows
decreasing by 21%, net operating cash flows decreasing by 27% and exploration
expenditure decreasing by 17% in the June 2020 quarter.
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Although this may be indicative of a time lag between the money raised
and money spent, we also understand that residual economic uncertainty
remains and that many exploration companies are still in “cash preservation
mode”, conserving capital and only carrying out exploration that is required
to keep operations running in the short term. Furthermore, COVID-19
measures are still ongoing, which means travel restrictions, supply
constraints on contract mining services and equipment and restricted
access to sites continue to limit the ability of companies to spend on
investment and exploration. We do however expect this trend to unwind
in coming quarters with explorers moving to invest newly available capital
into the ground.
The number of companies that lodged Appendix 5B reports for the June
2020 quarter was 646, which is four less than the 650 in the March 2020
quarter. We observed only one successful Initial Public Offering (‘IPO’) in
the June 2020 quarter (that lodged an Appendix 5B), which was by gold
company, Manuka Resources Limited. However, we expect the number of
IPOs in the next two quarters to rise based on the number of upcoming
listings we have already observed on the ASX, our strong pipeline of IPOs,
and the current favourable market conditions. This in turn means that we
expect to observe an increase in the number of companies lodging Appendix
5Bs in the September 2020 quarter.
BDO expects that in the absence of another disruption to financial markets,
the favourable financing conditions for exploration companies will continue
to prevail through to the next quarter and that we will see a surge in
the number of IPOs and capital raises by exploration companies. Our
observation of a “two-speed” economy is also likely to persist as investors’
appetite for risk remains subdued and as they continue to favour larger
explorers and developers with advanced-stage projects, perceiving them
as lower risk investments, with a better ability to support environmental,
social and corporate governance (‘ESG’) initiatives. We consider this to
still hold true for the gold industry, albeit to a lesser extent, with funds
also flowing to those smaller exploration companies with less advanced
projects, as opportunistic investors look to capitalise on the current high
price environment.
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FINANCING CASH FLOWS
Financing cash inflows increased by 60% in the June 2020 quarter to $1.34 billion, offsetting the four-year low of $834 million
observed in the March 2020 quarter. This also represents a 12% increase from the $1.20 billion financing inflows recorded in the
June 2019 quarter.

The increase in financing inflows is in line with the steady recovery of Australian capital markets since their drastic
decline in February and March 2020 at the onset of the COVID-19 pandemic. This can be observed from the
performances of the S&P/ASX 200 Index and the S&P/ASX 200 Resources Index, which increased by 12% and 22%
respectively, over the June 2020 quarter.

FINANCING CASH FLOWS ($M)
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Against a five-year backdrop, we observe that the level of financing inflows recorded this quarter
was not just a recovery from the dampened financing environment, but was also a strong
performing quarter by any normal standards, exceeding the five-year average of $1.22 billion
per quarter. This may imply that investor sentiment towards the exploration sector is not just
recovering, but could actually be improving beyond pre-COVID-19 levels. Interestingly, we note
from the five-year graph that financing inflows from June quarters are often higher, indicating a
potential seasonality in fundraising.

FINANCING CASH FLOWS ($M)
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Large equity and debt raises of $10 million or more continue to be the primary driver of the rise in financing cash
flows. As shown in our Fund Finders section below, the number of companies that raised $10 million or more increased
from 12 in the last quarter to 28 this quarter and the funds raised by these 28 companies accounted for approximately
68% of the total financing inflows.

(500)
(1,000)

Inflows

Outflows

Net Cash flows

Five-year average

Improved access to financing appeared to be experienced by a large proportion of exploration companies with 51% of
companies recording net financing cash inflows in the June 2020 quarter, up from 40% in the March 2020 quarter and
45% in the June quarter last year. It is noteworthy that this was also above the three-year average of 47% since the
quarter of June 2017, which is an indicator that the current June quarter has recorded strong financial support even by
normal standards. This supports our notion that even the smaller exploration companies, in particular gold explorers,
are beginning to more easily attract capital.
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The chart below shows a fall in the number of companies with nil net financing cash flows and a rise in the number of
companies with financing inflows of $1 million or more between the March and June quarters of 2020. This supports
the observation from our March update in which many companies with less than two quarters of funding indicated that
they were contemplating capital raises for the quarter ending 30 June 2020. Broadly, the data below suggests that the
execution of these capital raises were successful.
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Examples of such companies include 3D Resources Limited (‘3D Resources’) and Consolidated Zinc Limited
(‘Consolidated Zinc’) that both recorded less than two estimated quarters of funding available in their Appendix
5Bs for the March 2020 quarter but indicated plans to undertake a capital raise in the following June quarter. On 11
May 2020, 3D Resources completed a $2.16 million share placement to finalise the acquisition of the Adelong Gold
Project in Southern New South Wales (‘NSW’) and for general working capital. On 29 May 2020, Consolidated Zinc
completed a $1.73 million entitlement offer, of which $0.60 million was proposed to be used for gold exploration at
its Plomosas Project in Mexico, $0.54 million for general working capital and $0.40 million for the repayment of loans.
Both capital raises were oversubscribed, affirming that access to funds has improved in the June 2020 quarter and not
just for those companies with more advanced projects seeking large amounts of construction/development capital.
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FUND FINDERS
At the larger end of the market, 28 companies raised $10 million
or more in the June 2020 quarter, up from 12 companies in
March. Of the 28 companies, 11 were gold companies, 3 were
oil and gas companies, and the remaining 14 companies were
across 10 different sectors such as sulphate of potash, lithium,
uranium and nickel-copper.
Gold producer, Red 5 Limited (‘Red 5’), had the largest
financing inflow for the June 2020 quarter of $125 million
raised through a two-tranche placement to sophisticated and
professional investors for the development of the company’s
open pit and underground mining operation at its King of the
Hills Gold Project in Western Australia.
Emerald Resources NL (‘Emerald’) recorded the second largest
financing inflow for the second time in a row as the company
continued the development of its Okvau Gold Project (‘Okvau’)
in Cambodia. Funds raised by Emerald in the previous March
2020 quarter were from a share placement, while funds raised
this quarter were primarily from the drawdown of its US$60
million debt facility obtained by the company on 28 April 2020.
Dacian Gold Limited (‘Dacian’) came in a close third for the
quarter from its successful completion of its institutional and
retail entitlement offers, raising approximately $98 million
before costs. The funds raised from the entitlement offers are
intended to be used for the partial repayment of Dacian’s Mt
Morgan Gold Project debt facility, further mine development
work, exploration activities, and for general working capital.
The companies that raised funds (through debt and/or equity)
greater than or equal to $10 million during the June 2020
quarter are set out on the next page.
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Company Name

Commodity

Mechanism of Raising

Red 5 Limited

Gold

$125.00 million in proceeds from the issue of shares

Emerald Resources NL

Gold

$92.85 million in proceeds from borrowings, $5.98 million in proceeds
from the issue of shares, and $0.03 million in proceeds from the exercise
of options

Dacian Gold Limited

Gold

$98.35 million in proceeds from the issue of shares

Kalium Lakes Limited

Sulphate of
Potash

$61.00 million in proceeds from the issues of shares and $27.56 million in
proceeds from borrowings

New Century Resources
Limited

Zinc

$50.56 million in proceeds from the issue of shares

Peninsula Energy Limited

Uranium

NickelCopper**

$39.82 million in proceeds from the issue of shares and $0.75 million in
proceeds from borrowings
$31.80 million in proceeds from the issue of shares and $3.30 million in
proceeds from the exercise of options
$30.05 million in proceeds from the issue of shares and $0.17 million in
proceeds from the exercise of options

Byron Energy Limited

Oil and Gas

$27.05 million in proceeds from the issue of shares

De Grey Mining Limited

Gold

$25.82 million in proceeds from the issue of shares and $0.97 million in
proceeds from the exercise of options

Nusantara Resources
Limited

Gold

$25.83 million in proceeds from the issue of shares

Northern Minerals Limited

Rare Earth
Metals

$22.27 million in proceeds from the issue of shares

Legend Mining Limited

Nickel-Copper

AVZ Minerals Limited

Lithium

Salt Lake Potash Limited

Sulphate of
Potash

$20.00 million in proceeds from the issue of shares

Piedmont Lithium Limited

Lithium

$18.94 million in proceeds from the issue of shares

White Energy Company
Limited

Coal

Otto Energy Limited

Oil and Gas

Atrum Coal Limited

Coal

$15.57 million in proceeds from the issue of shares

Flinders Mines Limited

Iron Ore

$13.74 million in proceeds from the issue of shares

Orecorp Limited

Gold

$13.50 million in proceeds from the issue of shares

Warrego Energy Limited

Oil and Gas

Rox Resources Limited

Gold

Silver Mines Limited

Silver

Titan Minerals Limited

Gold

DGO Gold Limited

Gold

Predictive Discovery
Limited

Gold

Genesis Minerals Limited

Gold

American Pacific Borates
Limited
Chalice Gold Mines
Limited

Borate*

$20.00 million in proceeds from the issues of shares and $0.40 million in
proceeds from the exercise of options
$14.14 million in proceeds from the issue of shares and $5.86 million in
proceeds from the exercise of options

$15.49 million in proceeds from the issue of shares and $0.68 million in
proceeds from borrowings
$11.55 million in proceeds from the issue of shares and $4.37 million in
proceeds from borrowings

$12.33 million in proceeds from the issue of shares and $0.58 million in
proceeds from borrowings
$12.75 million in proceeds from the issue of shares and $0.06 million in
proceeds from other
$12.00 million in proceeds from the issue of shares and $0.05 million in
proceeds from the exercise of options
$10.74 million in proceeds from the issue of shares and $0.75 million in
proceeds from borrowings
$11.38 million in proceeds from the issue of shares
$9.63 million in proceeds from the issue of shares and $0.56 million in
proceeds from the exercise of options
$10.00 million in proceeds from the issues of shares and $0.09 million in
proceeds from the exercise of options

*American Pacific Borates Limited’s primary commodity is boric acid or borate, but also has a targeted production of Sulphate of Potash at its Fort Cady Borate Mine.
** Placement proceeds of $30 million by Chalice Gold Mines Limited are primarily for the advancement of exploration at the Company’s Julimar Nickel-Copper Project,
but will also be used to advance exploration at the Pyramid Hill Gold Project.
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It is apparent that the view on gold as a safe haven asset and investors’ appetite for gold stocks continues to grow
amidst the prevailing economic uncertainty. This appears to be the case for both the larger, advanced-stage gold
companies such as Red 5, Emerald and Dacian, as well as for gold exploration and early-stage development companies
such as De Grey Mining Limited (‘De Grey’), Titan Minerals Limited (‘Titan’), DGO Gold Limited (‘DGO’), Predictive
Discovery Limited (‘Predictive Discovery’) and Genesis Minerals Limited (‘Genesis’).
In the March 2020 explorer update, we expected that a “two-speed market” between larger companies with nearer
term projects and early stage explorers would continue to persist in line with dampened risk appetites of investors
from current market uncertainty. However, we also expected to observe an increase in funding for early-stage gold
exploration companies, as new post COVID-19 investors may view small gold exploration stocks as an opportunity for
“lower risk” returns in view of a low base for investment as well as the high-performing gold price. Certainly, this has
been the case with the increase in the number of gold exploration companies in our Fund Finder data set and is further
supported by the chart below showing that companies with gold exposure accounted for 57% of the total financing
inflows in the June 2020 quarter.

FINANCING INFLOW BY COMMODITY - FUND FINDERS - JUNE QUARTER 2020
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FINANCING INFLOW BY COMMODITY - TOP 12 EXPLORERS MARCH 2020 QUARTER
In total, the funds raised by the 28 companies above accounted for $904 million or 68% of the $1.34 billion total
financing inflows recorded during the June 2020 quarter. Of the $904 million raised, gold companies accounted for
49% of the financing inflows, while capital raises by Kalium Lakes Limited (‘Kalium Lakes’) and Salt Lake Potash Limited
(‘Salt Lake Potash’) resulted in the Sulphate of Potash sector accounting for 12% of inflows.
It comes as no surprise that gold companies accounted for the largest proportion of funds raised for the second
consecutive quarter given the continued strength in the performance of the gold sector and with gold prices reaching
a high of US$1,781/oz (A$2,580/oz) in the June 2020 quarter. Furthermore, the gold price has continued to increase,
reaching a high of US$2,064/oz (A$2,852/oz) on 6 August 2020 meaning that we are likely to see the same trend for
gold companies in the September quarter as well.
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INFLOWS - JUNE 2020
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HISTORICAL FUND FINDERS
Gold has always been one of the top commodities in our Fund Finder analysis, often second to,
or just ahead of the oil and gas sector. This financial year (‘FY20’) has been particularly friendly to
gold companies with total raisings at approximately $1.1 billion, almost double the annual average
of $593 million from FY17 to FY19.
Oil and gas appears to have had a reasonable year raising a total of $831 million in FY20,
approximately 4% higher than the annual average of $802 million from FY17 to FY19. However,
this was primarily driven by a few large capital raises such as the $284 million capital raise by
Karoon Energy Limited (‘Karoon’) and the $157 million capital raise by FAR limited (‘FAR’), which
represented the largest financing inflows for the December 2019 quarter and March 2020 quarter,
respectively.
The intended use of the funds raised by Karoon and FAR in relation to their oil and gas projects
both experienced difficulties due to the challenging economic conditions of the oil and gas sector
stemming from the demand side impacts of COVID-19 and the drastic fall in oil prices. Karoon
has only recently finalised, in July, the revised terms for its acquisition of the Baúna Oil Field.
The terms were amended to remove the requirement for Karoon to obtain debt funding prior to
completion. Karoon originally anticipated to complete the acquisition in the first quarter of 2020.
FAR has experienced similar funding issues in that it has been unable to fund its portion of the
Sangomar Oil Field Development after its debt arrangements fell through and like many of its
joint venture partners, is currently exploring a full or partial sale of its interest in the project.
In contrast, West African Resources Limited (‘West African Resources’), which appeared in the
top five Fund Finders in the last two quarters, commenced gold production in the June quarter at
its Sanbrado Gold Project in Burkina Faso, generating $86 million in gold sales for the June quarter
of 2020.
The chart below shows the breakdown of Fund Finder data by commodity for the last four
financial years. Apart from gold and oil and gas, other commodities such as lithium, coal, zinc and
more recently sulphate of potash, have raised significant funds over the last four financial years.

HISTORICAL FUND FINDERS (FINANCING>$10M)
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OUTLOOK FOR FINANCING
BDO expects that the current positive trend in financing for
junior explorers will persist and even grow in the next quarter.
This positive outlook on financing appears to be shared
by many exploration companies based on their Appendix
5B reports. This June quarter, we observed 175 companies
reporting less than two estimated quarters of funding
available (based on section 8 of the Appendix 5Bs), of which
149 (85%) indicated that they have already taken or propose
to take steps to raise further cash to fund ongoing operations.
We have already started to observe the success of many
capital raises early in the September quarter at both the larger
and smaller ends of the market, such as:
XX Bellevue Gold Limited’s share purchase plan and
oversubscribed placement raising a total $135 million;
XX Salt Lake Potash’s institutional offer raising $71 million
with a $27 million retail offer currently underway;
XX Gascoyne Resources Limited’s oversubscribed placement
and accelerated institutional component raising a total
of $61 million with a $24 million retail offer currently
underway, and the obtaining of its $40 million debt
facility; and
XX Galena Mining Limited’s oversubscribed placement raising
$12 million and the obtaining of its US$110 million debt
facility.
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JUNE QUARTER CASH POSITION
The average cash balance for exploration companies increased from $6.00 million in the March 2020 quarter to $6.26
million at the end of June 2020. Companies with a cash balance of over $1 million accounted for 62% of companies that
lodged an Appendix 5B for the June 2020 quarter, which is higher than the last five quarters.
A positive indicator of the cash position of explorers for the June 2020 quarter is the reduction in the number of companies
with cash balances between $0.1 million and $0.5 million since the March 2020 quarter, which suggests that companies with
previously low cash balances had managed to source funds over the June 2020 quarter.
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NUMBER OF COMPANIES LODGING APPENDIX
5B REPORTS: JUNE 2013 - JUNE 2020
646 companies lodged an Appendix 5B for the June 2020 quarter, a reduction of only four companies since the previous quarter.
As continually noted in our explorer update, there has been a declining trend in the number of companies lodging an Appendix
5B since June 2013. In June 2013 (when we commenced our analysis), there were 860 companies that lodged quarterly cash flow
reports, with a peak over the period of 865 companies in September 2013. This was before the sharp decline from the March
2014 quarter to the December 2016 quarter, when we observed many exploration companies either being delisted or being used
as listing vehicles for backdoor listings, primarily by technology and biotechnology companies.

NUMBER OF COMPANIES LODGING APPENDIX 5B REPORTS FROM JUNE 2013 TO JUNE 2020
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Company Name

Reason

Commentary

Cougar Metals NL

Suspended

Placed in administration during the June quarter.

Empire Oil & Gas NL

Delisted

Suspended for more than 2 years.

Global Petroleum
Limited

Delisted

Voluntary removal from ASX Official List due to the company’s decision
to streamline listing and compliance costs and lack of Australian Investor
Interest. The company's shares will continue to be listed on the
Alternative Investment Market (‘AIM’).

Hawkley Oil and Gas
Limited

Delisted

Suspended for more than 2 years. Prior to delisting, the company
attempted to raise funds to acquire a 33% interest in the North Dakota
Project, which was not adequately subscribed.

Spectrum Metals
Limited

Acquired

Acquired by Ramelius Resources Limited.

Winmar Resources
Limited

Delisted

Suspended for more than 2 years.

Wolf Minerals Limited

Suspended

Currently no mining operations.

XCD Energy Limited

Acquired

Acquired by 88 Energy Limited.
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This decrease in the number of companies lodging Appendix 5Bs in the June quarter was largely offset by:
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A total of eight companies that reported Appendix 5Bs in the March 2020 quarter did
not report Appendix 5Bs in the June 2020 quarter for the following reasons:

XX Three companies that did not lodge or were late to lodge Appendix 5Bs in the March 2020 quarter (and were therefore
excluded from our analysis) were captured in the June 2020 data.
We expect to see an increase in the number of companies lodging Appendix 5Bs in the September quarter or at least for this
number to remain the same. We believe that many junior exploration companies will capitalise on the strong equity markets to
raise funds and that we will see a rise in the number of successful IPOs of junior explorers. We have already started to observe
this from the potential upcoming listings on the ASX such as Montem Resources Limited (‘Montem’), North Stawell Minerals
Limited (‘North Stawell’) and Pan Asia Metals Limited (‘Pan Asia Metals’), not to mention the number of other exploration
IPOs in our pipeline.
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NET INVESTING CASH FLOWS

INVESTING CASH FLOWS (%)

Despite an increase in financing inflows during the June 2020 quarter, this has not translated directly to an increase in investment
spending. Net investing cash outflows experienced a further 21% decrease from $168 million for the March 2020 quarter to $133
million for the June 2020 quarter.
Furthermore, the proportion of companies with net investing outflows in the June 2020 quarter was 34%, lower than the twoyear average of 39%.
A possible reason that we have observed for this decrease, is that companies have found it difficult to make acquisitions of new
mining properties and other plant and equipment with the ongoing travel restrictions. These restrictions have limited their ability
to perform site visits and due diligence, therefore, reducing the level of investment expenditure in the quarter.
For consistency across all quarters, we note that our analysis of net investing cash flows for the June 2020 quarter excludes
exploration and evaluation expenditure that is capitalised. We have instead included this under net operating cash flows.
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The largest investing outflow was by West African Resources of $27.7 million (excluding capitalised exploration and
evaluation), which primarily related to spending on property, plant and equipment at its Sanbrado Gold Project of $25.9
million.
The second largest investing outflow was by Salt Lake Potash of $25.7 million, which related to mine development
expenditure on its Lake Way Sulphate of Potash Project as well as the acquisition of other property, plant and equipment.
We expect the declining trend of net investing outflows to reverse in coming quarters, as anecdotally we are hearing
that there is a shortage of mining and drilling equipment, which is increasing costs for exploration and development
companies. As the supply of this equipment catches up with demand and in a rising cost environment, we expect these
investment outflows to increase in coming quarters. The availability of funding should also help to ignite investment
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NET OPERATING CASH OUTFLOWS
Similar to investing cash flows, total net operating cash outflows have also decreased in the June 2020 quarter, by 27%
from $766 million in the March 2020 quarter to $558 million in the June 2020 quarter. Median net operating cash
outflows also decreased by 27% from $0.48 million in the March 2020 quarter to $0.35 million in the June 2020 quarter.
Net operating cash outflows primarily comprise of exploration and evaluation expenditure (both expensed and capitalised)
as well as administration costs. Therefore, the decrease in net operating expenditure was primarily driven by the decrease
in exploration expenditure and administration expenditure over the June quarter, which is discussed further in the sections
below.
For consistency across all quarters, we note that our analysis of net operating cash outflows for the June 2020 quarter includes
exploration and evaluation expenditure that is capitalised, which is recorded as a net investing cash outflow in the new format
of Appendix 5Bs.
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In addition, the proportion of companies that are able to fund their current ongoing operating expenditures with their
cash reserves for more than two years, has increased from 16% in the March 2020 quarter to 22% in the June 2020
quarter, which bodes well for the financial health of exploration companies over coming quarters.
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Given the relatively low operating expenditure coupled with the recent increase in financing inflows, the proportion of
companies that will burn through their cash reserves in one quarter or less, has decreased significantly from 29% in the
March 2020 quarter to 17% in the June 2020 quarter.

OPERATING EXPENSES - CASH BURN RATE
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The largest net operating cash outflow for the June 2020 quarter was by Kalium Lakes of $50.8 million relating to
operating expenditure on its Beyondie Sulphate of Potash Project.
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ADMINISTRATION EXPENDITURE
Total administration expenditure decreased from $147 million in the March 2020 quarter to $141 million in the June
2020 quarter. The median administration expense incurred by exploration companies decreased from $0.14 million to
$0.12 million over the same period.
This may reflect the floor in administration costs for exploration companies, which comprises the basic listing fees,
audit fees, director fees and other corporate costs.
In our previous updates, we observed that exploration companies had been streamlining their operations by reducing
their administrative function as much as possible. This was particularly the case for the March 2020 quarter, in which
most companies were in “cash preservation mode” keeping administration costs to a minimum in response to the
economic uncertainty stemming from COVID-19.
It appears that exploration companies have continued to maintain and further reduce this minimal administrative
function in the June 2020 quarter and that the current level of administration expenditure represents a floor that is
unlikely to reduce further. In fact, with the rise in financing inflows and our expectation that we will see an increase
in the number of companies lodging Appendix 5Bs in the September 2020 quarter, an increase in administration
expenditure may be observed in the next quarter.

0.24

Total Administration Expenditure
($M)

300
229

245

229

0.20
193

179

200

0.16

183

159

147

141

100

0.12
0.08
0.04

0

0.00
Jun 18

Sep 18

Dec 18

Mar 19

Jun 19

Total Administration Expenditure

Sep 19

Dec 19

Mar 20

Jun 20

Median Administration Expenditure

Median Administration Expenditure
($M)

ADMINISTRATION EXPENDITURE ($M)

25

26

Q4 - BDO EXPLORER QUARTERLY CASH UPDATE

Q4 - BDO EXPLORER QUARTERLY CASH UPDATE

27

The graph below shows that the primary drivers for exploration expenditure falling below the two-year average was the
decrease in exploration spending in the middle of the market, with 69 companies spending between $0.3 million and
$0.5 million (6 companies below the two-year average), 71 companies spending between $0.5 million and $1.0 million
(20 companies below the two-year average) and 44 companies spending between $1.0 million and $2.0 million (19
companies below the two-year average).
Interestingly, exploration spending at the largest end of the market exceeded historical levels, with nine companies
spending more than $6 million on exploration, exceeding the two-year average by two companies. This is likely a result
of the two-speed market, with the larger companies with projects that are near development/production being able to
attract capital and therefore investing more of this newfound capital into the ground. Notwithstanding, we also expect
there to be a time lag between when funding is received and when it is invested into the ground. This time lag can be
extended when exploration companies have difficulty in sourcing equipment and personnel for additional exploration.
This provides further indication that exploration expenditure should recover over the coming quarters.

EXPLORATION EXPENDITURE
After averaging $473 million over the last three quarters, total exploration expenditure experienced a significant decline to $391
million in the June 2020 quarter, which is also below the two-year average of $450 million. Median exploration expenditure was
$0.16 million for the June 2020 quarter, which was a 20% decrease to the median exploration expenditure of $0.20 million for
the March 2020 quarter.
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Based on discussions with our clients and other industry participants, the reduction in exploration expenditure was primarily
due to the prevailing economic uncertainty from COVID-19. In particular this has caused a decrease as a result of the restricted
access to site as well as the limited supply of contract mining services and drilling equipment both stemming from tighter travel
restrictions. Also, in many instances, minimum expenditure commitments to maintain tenure have been relaxed or extended as a
result of COVID-19.
However, the general consensus is that exploration spending is likely to increase in the next quarter, as companies grow more
confident in the current financial markets and accelerate spending on exploration activity. Furthermore, with the limited supply
of contract mining services and equipment, exploration costs have also risen in the current period, which may drive exploration
expenditure up even further in the September 2020 quarter.
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Fortunately, we have observed a well-needed strengthening in capital markets
this quarter that has significantly improved the cash position of many exploration
companies amidst the global pandemic. The increase in financing inflows this quarter
is an interesting result but not necessarily a surprising one when considering the
current low interest rate environment, which has resulted in investors turning to the
stock market in pursuit of higher returns.
We observed the successful completion of many capital raises at both the larger and
smaller ends of the market, with many of these raises being oversubscribed, especially
when gold was involved. This could be indicative of the effectiveness of temporary
relief measures for listed companies implemented by the ASX and Australian
Securities & Investments Commission (‘ASIC’), which included the increased
placement capacity limit from 15% to 25%, the increased allowable suspension for
‘low doc’ offers to 10 days and the removal of the 1-for-1 limit for non-renounceable
entitlement offers.
Although, we note that financing inflows have been skewed particularly to companies
with gold operations, we recognise from our Fund Finder data that companies in other
commodities with prospective projects and positive exploration results have also
benefitted from the surge of funds on the market.
According to Australia-Africa Minerals & Energy Group (‘AAMEG’), the reality
for those at the junior end of the market who are trying to stay afloat during the
pandemic is that a capital raising may not be an option in this time. Therefore, the
organisation has worked to support junior explorers by lobbying the ASX and ASIC for
further temporary waivers on annual charges.
Similarly, organisations like the Association of Mining and Exploration Company
(‘AMEC’) have worked hard to advocate for junior explorers and have achieved
outcomes such as providing exemption for exploration expenditure for the 12 months
in Western Australia and South Australia as well as a deferral of exploration fees,
rentals and levies across most Australian states.
The results from this explorer update suggests that the combination of the
strengthened capital markets and the initiatives implemented by the regulators and
organisations such as AAEMG and AMEC have been generally effective in improving
the financial health of the exploration sector.
We expect that this trend will continue through the next quarter as commodity
prices remain healthy, Australia continues to keep COVID-19 in check, and that
the dampening in expenditure on investment, operations and exploration will also
gradually recover.
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After witnessing the adverse impact of turbulent market conditions on the exploration
sector in our March 2020 update, the outlook for explorers in the June 2020 quarter
was uncertain, with major concerns around whether junior explorers would be able to
withstand the effects of depressed commodity prices, operational challenges and the
lack of access to financing.
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