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S E C T I O N S

Let's talk 
By Michael Quinn, 7 May 2007  

CASHED up Perilya Ltd is loitering “with intent” after management 

received board approval to set up a dedicated merger and 

acquisition team that’s being aided and abetted by investment 

bank UBS. 

According to Perilya’s chief executive officer Len Jubber, the ideal 

partner is seen as an established Australian-zinc (lead), copper, or 

nickel producer, with Perilya keen to add a second, “material” 

cashflow stream to that generated by its Broken Hill operations. 

The rationale is that that should immediately create a company 

that will occupy the sparsely furnished investment space featuring 

resource companies capitalised at $A2-3 billion. The ambition from 

there is to use the relatively stable cashflow to push on and further 

expand and become a major mining company with a world-class 

asset.  

“I think there is growing realisation amongst companies of our size (about $A1 billion size), 

that there is an opportunity to consolidate and leverage into the $A2-3 billion type size … 

where there is a vacant capital market,” Jubber told HighGrade. 

“There are other companies like ourselves that have come from very small market-caps. 

They’ve run up to $A1 billion or so and they’ve got their own development pipeline etc, and I 

think there is an opportunity there for companies of our ilk to consider consolidation. 

“We’re looking for operations, either by the company or the asset, that will give us stable 

cashflows in the current commodities market (and a) better foundation as a company to go 

and invest in assets further afield, or assets with a higher risk profile, because we have a very 

stable cash flow.” 

An added advantage seen by Jubber in the strategy is the increased skills capability that will 

be created by bringing together two operating companies; this element being especially 

valuable at present given the skills shortage bedevilling the mining industry. 

“Teams, cash, assets, in a market that is looking for investment opportunities: you are 

positioning yourself well to get investors coming into the stock because they can see 

capability, cash, assets, and an investment vehicle in a very buoyant market,” he said. “But 

I’m not claiming that to be easy. We are competing.” 

He believes Perilya offers plenty in any such deal, having strong cashflow, no debt, significant 

cash holdings, and an inexpensive organic project pipeline now coming into development. And 

he senses the market is waiting to see “who might be able to sit down and sensibly put 

together a [corporate] play” to create such a company. 

“There is a process. The skill here is to engage with other companies in a way where the 

companies want to engage, and are saying, ‘I can see the benefit of putting these two entities 

together’,” Jubber said. He wasn’t going to be drawn on naming possible company matches. 

Base metal producers in Australia include Kagara Zinc, CBH 
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Resources (which has assets in Broken Hill), Jabiru Mines, Aditya 

Birla, Straits Resources, and nickel companies such as Jubilee 

Mines, Independence Group, Mincor Resources, Sally Malay Mining 

and Western Areas. For its part, Perilya has for some time been 

taking a hard-nosed, disciplined business approach that is not 

often assigned as a stereotypical attribute to companies in the 

mining sector. This has been reflected, for example, in it taking out 

some hedging positions (or price protection as some now like to 

dub it), when prices were at historically high levels; though like all 

good miners when spot prices are high, the company is keen to 

reassure all concerned that it retains unhedged exposure to the 

bulk of its output with about 77.5% of its zinc production for the 

next two years unhedged. 

As well as reducing revenue risk, Jubber said the company had 

also put a real focus on ensuring the company’s operational 

capabilities to ensure it could drive future growth. 

“[Our strategy] has been about developing a sustainable long-term company,” he said. 

“Investing in our capability, our people, our ability to permit assets on time and with the 

flexibility we need to operate them. And with a focus on a capability to drive growth, rather 

than, as often happens with small companies, finding capability is always lagging growth – 

where you are taking on more than you can handle. What we’re looking for is building the 

capability so we can drive growth.” 

Naturally, the CEO thinks Perilya is undervalued. Jubber claims the situation is in part 

attributable to perceptions of the company’s flagship Broken Hill operation being low margin 

and on its last legs. However, he points out that the operation remains a very significant metal 

producer (and cash generator), and that mine life is still around the 4-5 year-mark it was 

when the operation was acquired in 2002. He also points out the significant advantages 

enjoyed by the Broken Hill locale given the current workforce and cost pressures, including a 

resident workforce and grid power. 

Perceptions aside, markets ultimately acknowledge cash, consistency, and growth.  

Notwithstanding a recent fatal accident at Broken Hill, Jubber maintains Perilya’s operational 

performance continues to consolidate and grow. 

Development of additional operations at Potosi (Broken Hill) and Flinders will add output to 

Perilya’s profile in fiscal 2008, with the company already holding cash and short-term deposits 

of $A155 million at the end of the recent March quarter. 

A research note published last month by Goldman Sachs JBWere forecast earnings (NPAT) in 

fiscal 2007 of $A98 million, $A175 million next year and $A165 million the year after. 

Production this year was flagged at 100-110,000t of zinc and 60-65,000t of lead. Chinese 

walls notwithstanding, UBS is unsurprisingly another fan of the company, claiming this week 

that Perilya’s “earnings growth profile underpins an excellent value proposition”.  

Behind the Potosi and Flinders zinc developments, Perilya has hopes for the Mt Oxide copper 

deposit near Aditya Birla’s receding Mt Gordon operation in Queensland, with extension drilling 

of the four-million-tonne oxide resource (grading 2.8%) copper underway. The long-held 

Tambang copper-gold porphyry in Malaysia is also in line for field work once permits are 

finalised. Also of note, Perilya recently appointed the experienced Bruce Hooper to head its 

exploration team. 

“We have been building a company that can invest in assets now [and] can drive production, 

but we are also starting to look at what you need to do in ‘x’ years time when prices start to 

come off,” Jubber said. “So looking beyond cycles, but very much at the moment, [at] how we 

exploit this unique position.” 

Not over the hill ... new 

technology a key to 

uncovering more metal 

riches at Broken Hill in 

New South Wales. 
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