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How can mining companies 
best deploy cash?
The mining sector is beginning a 

recovery, but it is still fragile and not 

uniform across all commodities. And 

so there’s a determination amongst the 

world’s miners, developers and mineral 

explorers to hang on to their hard-won 

cost-cutting gains achieved during 

the last downturn, and not repeat the 

mistakes of the past that were laid bare 

when commodity prices started their 

fall six years ago.

Money is flowing back into the mining 

sector. More and more producers are 

closing substantial financings and 

announcing sustainable, positive cash 

flow, and mineral explorers are seeing 

an upswing in investment dollars, 

especially for gold, copper and lithium. 

But most mining companies large and 

small agree it’s time for prudence in 

how they allocate this new capital.

As we look ahead, how can mining 

companies best deploy cash? The short 

answer is: it depends. The long answer 

will be delved into in the following 

pages, as we gather a veteran group of 

Canadian mining executives around a 

table to get their frank opinions on the 

issue. Our diverse group represents 

many dimensions of the mining sector, 

including producers and explorers, gold 

and base metals companies, financial 

leaders from the buy and sell sides of 

the street, and consultants.

Our analysis is complemented with a 

unique study of trends in mining-related 

equity financings on Canadian stock 

exchanges in 2015, as we boil down 

data provided by PwC Canada, the TMX 

Group and IntelligenceMine. We look at 

how much money was raised, for what 

purpose it was used and the effect of 

this choice on subsequent share price 

performance.

We also share data and opinions 

gleaned from the survey of 105 

executive-level Northern Miner 

subscribers on the best ways to deploy 

cash in mining today. 

This multi-pronged research effort 

also includes two feature stories in 

The Northern Miner, and a special 

panel session at the Canadian Mining 

Symposium held at Canada House in  

the heart of London in May 2017.

Enjoy the back and forth discussion 

on this vital topic for miners.

John Cumming, Editor-in-Chief,   

The Northern Miner



4 | CASH DEPLOYMENT ROUNDTABLE

BY LIAM FITZGERALD AND  
STEPHEN R. MULLOWNEY 

Over the past year, miners have started 

to crawl out of a prolonged downturn 

that started in 2011, when commodity 

prices had peaked and started a slow, 

long decline. But miners have an innate 

ability to survive industry cycles, and 

now many are starting to generate 

positive operating cash flow again after 

almost five years of cost-cutting, cash 

conservation and recapitalization of 

balance sheets.

As the industry sees signs of recovery, 

our minds turn to the topic of cash. 

This brings us to the topic of this year’s 

Roundtable: what is the best use of 

excess cash by miners? Obviously the 

answer to this question will be different 

depending on the miner’s stage of 

development, its capital structure and 

investor expectations. With the lingering 

effects of the commodity downturn still 

fresh, many stakeholders are asking: 

Have miners learned lessons from 

the past, or will they repeat the same 

mistakes as the industry recovers?  

Will we again see cost inflation, project 

overruns, expensive mergers and 

acquisitions (M&A) and undercapitalized 

balance sheets?

In advising our clients, we’ve noticed 

miners are cautiously optimistic 

about future commodity prices and 

accompanying supply and demand 

metrics, but they aren’t yet outright 

bullish in their outlook. We see a 

tempered approach to decision making, 

particularly when it comes to how to 

spend cash. We’re also seeing green 

shoots in the equity and debt capital 

markets, investment by seniors in 

juniors, miners cautiously moving 

forward with long-term projects and 

constant rumblings of M&A activity. 

These are all positive signs that mark  

the return to a more “normal” global 

mining market.

Miners have done some heavy lifting 

during the downturn on the cost side  

of the equation and the majority of 

juniors — the plankton of the industry —  

have survived. We’re optimistic that 

miners have learned from the past 

and are making prudent decisions 

going forward that will add value for all 

stakeholders. This includes repaying 

debt, improving liquidity profiles by 

reissuing debt with laddered maturities, 

reinforcing their balance sheets with 

equity capital raises and raising capital 

to expand. Of course, there will be some 

mistakes — there always are in such 

an inherently risky business — but the 

sentiment in mining is improving daily. 

The discussions around what 

miners should do with excess cash are 

important, and all stakeholders will be 

watching and evaluating these decisions 

keenly. The seniors and intermediates 

will need to balance advancing their 

business in the long term, replenishing 

resources and giving cash back to their 

owners, while the juniors and small 

producers will have to prove they can 

move projects forward.

Let’s not kid ourselves: the discussion 

around what to do with excess cash is a 

great one to have. Many in the industry 

would have loved to have this discussion 

two or three years ago. We hope you 

enjoy the report.

— Liam Fitzgerald is PwC Canada’s 

National Mining Leader and is a Partner 

in its Tax Practice. Stephen R. Mullowney 

is a Partner and Managing Director in the 

Corporate Finance Group at PwC Canada, 

and is PwC Canada’s Deals Mining Leader.

Liam Fitzgerald

Introduction

Stephen R. Mullowney
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DUSTIN ANGELO, President and CEO, Anaconda Mining 
(Junior gold producer in Newfoundland)

DAVID D. CATES, President and CEO, Denison Mines 

(Uranium explorer and developer in Saskatchewan)

JOE FAZZINI, CFO and VP of Corporate Development,  
Eastmain Resources 

(Junior gold explorer in Quebec)

STEFAN IOANNOU, Base Metals Mining Analyst,  
Cormark Securities 

(Independent brokerage house)

ANDREW KAIP, Managing Director of Mining Equity Research, 
BMO Capital Markets 

(Major investment bank)

JOHN F. KEARNEY, Chairman, President & CEO, Canadian Zinc 
(Junior zinc developer in N.W.T.)

STEPHEN R. MULLOWNEY, Partner in Corporate Finance 
practice focusing on Mining, PwC 

(Major accounting and management consulting firm)

STEPHEN G. ROMAN, Chairman, President & CEO, Harte Gold 
(Junior gold producer and developer in Ontario)

ANNIE ZHANG, Associate at TD Asset Management,  
including co-manager of TD Precious Metals Fund,  

TD Resource Fund, and TD Energy Fund,  
TD Asset Management (Major Canadian bank)

Moderated by John Cumming, Editor-in-Chief,  
The Northern Miner, and Anthony Vaccaro, Publisher,  

The Northern Miner

Panelists
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ANDREW KAIP • Cash has been a 
focus for a couple of years now, ever 
since we saw metals turn from their 
moving-higher trajectory in about 2013. 
What it exposed was a lot of messiness 
within the industry. We had over a 
decade of expansion and with that kind 
of duration of expansion, costs got 
out of control with some companies. 
Inflation was a challenge. Input costs 
were rising.

When we saw revenues begin to 
collapse as metal prices retrenched, it 
really forced the mining companies and 
particularly, I’ll use the precious metal 

companies as an example, they had to 
begin cutting costs dramatically to bring 
the cost structure back into alignment 
with where metal prices were.

By virtue of the fact that precious 
metal companies went through the 
retraction first, they were effectively the 
leaders on the restructuring. In 2015 we 
saw the initial signs of that restructuring 
take hold. And now we see the diversified 
companies through 2016, broadly speak-
ing, clean up their balance sheets.

We’re seeing a lot of excess cash being 
generated by the sector and naturally the 
question is: how do you best deploy that 
cash?

STEFAN IOANNOU • Go back to 
last cycle when things were good and the 
euphoria of higher metal prices, and a lot 
of very good projects got financed and 
built. The unfortunate reality was that 
through the construction phase as they 
came to fruition, metal prices weren’t 
there anymore. Even though they were 
good projects on paper, they started off at 
the wrong time and found themselves in 
trouble immediately. And so there’s been a 
lot of catch up over the last few years.  

The market learned a pretty harsh 
lesson last time that you’ve really got to 
be careful on timing. You can’t control 
timing but you have to be aware of it 
because when even the best projects can 
end up underpinned by a tough balance 
sheet ... then look out.

ANNIE ZHANG • Shareholders 
learned from the last cycle and tried 
to figure out what works best. Free 
cash flow is definitely one matrix 
that we are looking into very closely. 
When you look at the drivers for 
company performance, historically, 
especially for the mining sector, what 
works is actually only a few factors 
including market capitalization, price 
momentums, and earning revisions. 
And the next one, probably the only  
one in a financial kind of matrix, is  
free cash flow. The best companies 
continue to generate free cash flow 
through the cycles. 

But how do you define free cash flow? 
People just generally use operating cash 
flow minus capex. But what’s the capex? 
Is it just near-term capex, or the capex 
required to maintain your production?

In our reader survey, we asked what companies wisely deployed 

excess cash in recent years. The most-cited names were Agnico Eagle 

Mines, Osisko Mining, Goldcorp and Teck Resources.

During the downturn in the mining 

sector from which we’re now 

emerging, mining companies large and 

small engaged in dramatic cost-cutting 

across all areas of their businesses, 

with exploration budgets taking a 

particularly hard hit. 

Today as money flows back into the 

sector and more companies achieve 

positive cash flows, the options 

of what to do with this money are 

opening up again. It’s become a hot 

topic of discussion in the boardrooms 

of miners, explorers and financiers 

alike as to how best to deploy this 

capital, and how to avoid the costly 

mistakes miners made during previous 

boom times.

A fresh look at cash

1
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JOHN KEARNEY • Excess cash or 
excess cash flow, it’s just not a concept 
that I’ve ever been familiar with in 45 
years in this business. It’s strange to me. 

I do think we have to differentiate 
on the topic between the top end of 
the industry —  the integrated or large 
producers with the large market caps — 
and the developers and explorers. The 
answers to the questions are different 
depending on which level you’re at, 
which is pretty obvious.

Cash doesn’t get properly valued. Cash 
generally trades at a discount. And when 
you have a lot of cash, you find it’s not 
patient and it can burn a hole in your 
pocket. 

It can take time to do things like due 

diligence properly, but investors are not 
patient. 

ANNIE ZHANG • There’s definitely 
a window opening right now in terms 
of seeing commodity prices going up 
while production costs are still under 

control. This is a sweet window for the 
mining companies. I’m also optimistic 
longer-term and as an investor. Partially 
because through conversations like this, 
we will keep asking companies the right 
questions, and hopefully companies will 
learn lessons from the last cycle.  

“WE’RE SEEING A LOT 
OF EXCESS CASH BEING 

GENERATED BY THE 
SECTOR AND NATURALLY 
THE QUESTION IS: HOW 
DO YOU BEST DEPLOY 

THAT CASH?”

—ANDREW KAIP
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STEPHEN MULLOWNEY • We’ve 
gone through a cycle where a lot of bal-
ance sheets were stressed and companies 
were searching for access to cash in 
order to survive. Raising capital on the 
down part of the market is much more 
difficult than raising capital in a better 
market. Over the last six months, a lot 
of companies have been looking at their 
balance sheet and attempting to forecast 
their cash needs probably better than 
they did before, understanding that they 

do not want to be in a liquidity crunch.
Over the last three months there’s been 

a lot of refinancing in the high yield 
market. And part of that refinancing isn’t 
about the cost of the debt, it’s about the 
liquidity profile of the company going 
forward, pushing up and even laddering 
maturities, so the market can get a much 
better sense of the company’s ability to 
repay those coming maturities as they 
become due.

We’re seeing that as a trend and it’s 
a prudent one of cleaning up balance 
sheets. For instance instead of having a 
big bullet at 2020, you now have two or 
three laddered maturity dates.

The ability to raise a prudent amount 
of cash is relevant when the markets are 
open, in order to survive the particular 
down cycles that will come and having 
a liquidity buffer. But you’ve also got to 
make sure that you’re budgeting appro-
priately and telling the market what 
you’re going to spend it on and that you 
won’t get into a liquidity crunch if it 
downturns again.

STEPHEN ROMAN • You really have 
to differentiate existing large cap mining 
companies from juniors that are basically 
starting from scratch.

The way I got Harte Gold going was 
the typical friends and family, and a flow 
through that we managed to spend on 
the property over the down cycle, which 
lasted for a few years. We progressed to 

where we said, “We don’t want to come 
back to the market anymore,” because we 
were diluting and diluting. 

We had a little deposit called the Sugar 
Zone and we put this into production 
and start generating some cash flow. It 
will allow us to then finance our own 
exploration, because we have a big 
property that needs to have a lot of work 
done on it. That was the right decision. 

The point is you have to kick things 
off whichever way you can do it.  

During the commodity supercyle 

that reigned from 2000 to 2011 

for miners, growth became the 

primary goal of most major mining 

companies. It ultimately led to 

poor choices of developing large, 

economically marginal projects, grossly 

underestimating capital costs and over-

paying for assets in the M&A arena.

By 2012, many large miners were 

facing crushing debt levels, which led 

to new teams of mining executives 

slamming the brakes on development 

projects and refocusing on debt 

reduction through a series of asset 

sales, cost-cutting and elaborate 

financial restructuring. 

These moves have widely been 

successful, ushering in a new era of 

financial probity among miners. But 

will it last? 

Debt repayment & 
rainy day funds

2

FINANCING PURPOSE 

Toronto Stock Exchange

Money raised in 2015 by mining companies  
in the S&P/TSX Composite Index* was 
primarily directed to:

41.4%
Development
$679 million

36%
Debt reduction

$590 million 
17%

Exploration
$280 million  

5.6%
Asset  

acquisition
$92 million 

(Total raised in 2015: $1.641 billion in 75 equity 
financings)
*capped at $3 billion market capitalization, and for 

financings above $700,000.
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We should be in commercial production 
within a year, and the mine will be kick-
ing out cash flow at that time, and we 
have no debt.

I agree that you should be loaded up 
with cash when you can get it. Because 
there will be down cycles again and you 
may not have the ability to get cash. So 
now is the time to really make some hay.

DUSTIN ANGELO • When I started 
the company about seven years ago, 
we had close to $10 million worth of 
interest-bearing debt. We spent the first 
couple of years selling a non-core asset, 
generating a lot of cash flow and the 
choice was made for us. We had to pay 
all of it off, within the first two and a half 
years. It was very helpful with the gold 
price at the time as well and production 
was increasing.

JOE FAZZINI • I agree to a certain 
point that free cash flow is essential in 
terms of the way that investors look at 
businesses. But if we do start to see metal 
prices really start to spike, that discipline 
that comes with looking at free cash flow 
starts to whither, and people start to look 
for leverage and torque and enhanced 
returns. 

And those typically come from 
indebted companies with challenged bal-
ance sheets or mediocre projects. We are 
starting to see some people come back 
to some of the lower quality projects and 

higher risk investments because they are 
chasing better returns.

JOE FAZZINI • We’re just coming out 
of a bear market, and a bear market is an 
opportunity for the streamers and royalty 
companies to go out there and do deals. 
Because, frankly, there’s no other forms 
of financing. We’ve kind of come away 
from that and now there is other capital 
available. 

But if you’re a developer and you’re 
an early stage company, chances are you 
don’t know how big your project is.  
You don’t know what is in the ground. 

And so the prospect of giving up 
“forever” on that land is kind of scary. 
Frankly, there are companies that are 
desperate and need money, but there’s a 
lot of people that would say that doing 
these deals for $5 million to give up 
upside on your property forever would 

In our reader survey, we asked the best way for a miner with cash flow to 

deploy excess cash. They answered: debt reduction (63%); asset acquisition 

(45%); keep as rainy day fund (27%); dividend hike or special dividend (16%); 

and share buyback (7%).

Debt repayment & 
rainy day funds “PART OF THAT 

REFINANCING ISN’T 
ABOUT THE COST OF THE 

DEBT, IT’S ABOUT THE 
LIQUIDITY PROFILE OF 
THE COMPANY GOING 

FORWARD.”

—STEPHEN MULLOWNEY
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be borderline irresponsible.
It’s a tough pill to swallow if you’re 

really looking at doing those streams and 
royalties because they never go away. You 
can’t just pay them off like debt.

STEPHEN ROMAN • We had every-
body approach us to do that — royalties, 
streams and the like — and we said, 
“No, thanks. We’ll manage to find the 
money somewhere.”

They’re in your pocket forever. So it’s 
not the best way to finance.

DAVID CATES • Managing cash is 
raising cash. We’re going to spend cash: 
we’re a developer, and we don’t have any 
other way to do it. So it’s been a task of 
finding ways to raise money that aren’t 
excessively dilutive, and then ratcheting 
our spending on things that we actually 
generate value on. 

We’ve played around with a whole 
bunch of different ways to raise money, 
but we relied significantly on flow-
through shares. Those have done well for 
us — pricing at a premium and minimiz-
ing our dilution — and we generate our 
own cash flows as best we can.

We’ve got an environmental services 
business in Elliot Lake, Ontario, that 
will generate one or two million dollars a 
year servicing other companies’ environ-
mental liabilities. It’s not a big part of 
our story but when we are in these tough 
times, it’s really important, because it will 
add up over five, ten years. And we man-
age a company called Uranium Participa-
tion Corp. that’s making my time and 
my salary work double time. I don’t get 
paid for that but I do it to keep the lights 
on at Denison.

We’ve also gone for the non-equity 

FINANCING PURPOSE 

TSX Venture Exchange

Money raised in 2015 by mining companies 
in the S&P/TSX Venture Composite Index* 
was primarily directed to:

72%
Exploration
$274 million   

23%
Development

$88 million  

4.7%
Debt  

reduction
 $18 million 

0.5%
Asset  

acquisition
$2 million 

(Total money raised in 2015: $382 million in  
118 equity financings)

* for financings above $700,000. 
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routes to raise money and our biggest 
most-recent transaction is the monetiza-
tion of a toll-milling stream. This was a 
cash flow stream and was useful to us but 
the timing of it would manage how we 
would spend our money. We didn’t really 
want to be linked to the schedule of this 
toll milling revenue but we knew that we 
might have a productive use before then, 
so do we sell stock and dilute when we 
are at a historical low or do we bring that 
money forward to risk the stream? And 
so we monetized the stream in February.

How long can we nurse this cash 
through to give us flexibility on our 
assets is challenging. For us it’s all about 

seeing the prize and the prize is building 
the uranium mine, so we scheduled that 
out accordingly. 

But one of the questions we got is 
what are you going to do with the $43 
million that you raised on this toll mill-
ing deal? Maybe nothing today, but it 
means I don’t have to go get it tomorrow 
and I can choose to do what I need to do 
when the market tells me I should do it 
for my uranium asset.

DUSTIN ANGELO • We are a single 
mine with one mill and one open pit 
mine. We always contend with the macro 
issues of exchange rate and gold price. 

But on a micro level it’s even more risky 
because if the mill goes down it doesn’t 
take long for us to be upside down. So 
having a cash cushion is something that 
we always try to achieve.

MODERATOR • What is the best strat-
egy after you’ve raised money but it will be 
some time before it’s used?

STEPHEN ROMAN • One thing for 
sure is you can’t do much with it. It’s 
got to go into some sort of a GIC or 
whatever and you’re getting 0.8% and 
that’s about it.

Investors don’t want you to start 
saying, “Oh maybe I can put it into 
something that’ll yield me 4%.” They 
don’t want that.

JOE FAZZINI • We’re not the inves-
tors. We’re the mining company so why 
don’t we stick to our job? Let them worry 
about the investing. 

We raised around $12 million back 
in July and so the first thing people said 
was, “What are you going to do with this 
money? Where will you invest it?” 

It’s absolutely absurd. The interest rate 
that they’re willing to give you is any-
where from 0.5 to 0.75%. It’s pretty sad.

But my advice is go out there and talk 
to the different banks and the different 
GIC guys and look for a healthy com-
bination of return and liquidity. That’s 
what we did and I think we’re invested 
at 1.3%.

DAVID CATES • If you have a good 
view of your plan and how long your 
cash will last you, then you can invest 
it in a way you can maximize the small 
return that’s available. If you’re just keep-
ing it as a current war chest, then you’re 
really going to lose value in it.  

“IT’S A TOUGH PILL 
TO SWALLOW IF 
YOU’RE REALLY 

LOOKING AT DOING 
THOSE STREAMS 
AND ROYALTIES, 
BECAUSE THEY 

NEVER GO AWAY.” 

—JOE  FAZZINI
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DUSTIN ANGELO • My company 
is low on the market-cap range. And, 
generally speaking, investors in that level 
and investors in our company, they’re 
looking for return multiples on their 
investment. It’s not like they’re looking 
for 10% or 20%. 

From our standpoint, we’re looking 
at how to grow — we’re not looking at 
dividends or anything like that. It’s more 
about what can we acquire? How can we 
deploy capital in order to expand existing 
operations? 

We know growth is what we have to 
do. We looked at our properties and 
started to expand. We have multiple 

projects now and we’ve been re-deploying 
capital back into that, whether it’s capex 
for town facilities, mill automation, or 
putting money in the ground to expand 
our portfolio. We just did an acquisition 
we’re in the process of closing that’s got 
a significant mineral resource, and that’s 
been the last piece of the puzzle.

STEFAN IOANNOU • The private 
equity guys had a field day when the 
markets were down because we saw them 
in the background and we got the sense 
that they were quite active and really 
able to dictate terms on what they were 
doing. Now that door is closed for them 
and it’s opened up on the other side for 
more conditional equity and things, 
because prices have gone up.

It’s always hard to get your sharehold-
ers and the market in general excited 
about an acquisition when market senti-
ment is down and everyone’s concerned 
about your own balance sheet blowing 
up. To go out and do a major acquisi-
tion, even if it’s a marquee product, you’ll 
probably get a lot of scrutiny over it. 

My guess is if you were to acquire a 
big copper project, for example, back in 
early 2015, and it may be a good looking 
copper project at say, even US$2.75 per 
lb. copper. Well, guess what, copper was 
two bucks at the time and you’re going 
to get a lot of flack for that, regardless 
of your view and the argument that 
there has been an under-investment in 

copper and looking further ahead we 
should see a lot higher copper pricing. 
It’s hard to convince a lot of the market 
or shareholders that that’s a prudent 
move in the context of two dollar copper, 
which is what they would have been 
focused on.

DAVID CATES • Look at the ura-
nium space as proof that the majors are 
not spending on project development. 
They need to. The production profiles 
are declining. It takes a long time to 
advance projects but can Cameco go out 
and say, “We need to be acquiring assets 
now when the uranium price continues 
to trough along?” So we get into a cycle 
of the majors only wanting to buy once 
things have already started to rebound.

JOHN KEARNEY • The majors look-
ing for growth turn around and merge 
or acquire each other. That works at the 
numbers level, but I would argue from 
an industry perspective they should be 
putting that same amount of money into 
a development project, but by and large 
it’s not happening.

They take an easier route of M&A 
and the numbers all get bigger and the 
market caps get bigger and the profes-
sional money likes it better. But it’s not 
developing the new projects.

ANNIE ZHANG • One thing the 
majors are looking into is whether the 

It’s one of the great dilemmas of a 

cyclical industry like mining: at the 

bottom of the cycle, the world looks 

to be littered with companies, mines 

and mineral prospects for sale at 

bargain prices, but few people have 

the money or conviction to pull the 

trigger on a deal and potentially make 

a fortune years down the road as 

commodities rebound.   

Today, as some commodities like 

gold, copper and iron ore rebound 

and others like uranium and potash 

still languish, the M&A arena is mixed, 

and miners’ attitudes towards asset 

purchases range widely.

Asset purchases

3
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project has the potential to be a world 
class asset. Because when we have a 
chance to talk to say, BHP Billiton, Rio 
Tinto and all those, what they are look-
ing for are long-life assets and low cost 
potential.

STEPHEN MULLOWNEY • The 
M&A cycle is very important to being 
able to raise money for projects as well, 
because it provides particularly institu-
tional investors with a reasonable exit, as 
opposed to having a large equity position 
in a company that’s going to take 30 
days to trade out of. The M&A cycle 
needs to pick up from the development 
projects’ perspectives, in order for those 
companies to be able to raise money at a 
higher value as well in order to attempt 
to advance projects.

With respect to larger companies in 
the last cycle with cost overruns, we 
punished balance sheets that were getting 
probably a little bit over-leveraged. These 
companies are not willing to go out and 
make those acquisitions and take that 
on at this point or prior to this point in 
the cycle, given the perceptions investors 
have of those companies taking on large 
capital commitments.

Ultimately mining is a risky industry 
and there’s a lot of risk capital involved 
in order for these projects to move 
forward. Even for the larger companies 
to continue their longevity for a 20-year 
profile, they do have to take an element 
of risk. That doesn’t go away any time 
soon.

ANNIE ZHANG • Wishful thinking is 
not a strategy. We want smaller compa-
nies to have the right strategy to grow 
and to be a producer at one point. That’s 
really what we are looking for. 

“WE’RE LOOKING AT 
HOW TO GROW — 

WE’RE NOT LOOKING AT 
DIVIDENDS OR ANYTHING 

LIKE THAT. IT’S MORE 
ABOUT WHAT CAN WE 

ACQUIRE?”

—DUSTIN ANGELO

$53 million

$112 million

$41 million

$218 million

$27 million

Copper

Lithium
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Of the $1.641 billion raised on the TSX in 2015 for mining, the funds were directed to:

* “Other” includes nickel, silver, potash, phosphate, 
graphite, rare earths, lead and molybdenum. 
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Markets seem to punish acquirers, 
worried that they are not being disci-
plined and buying the wrong assets. So 
with Agnico Eagle Mines and Goldcorp 
taking the lead with a different approach 
to making investments at an earlier stage 
in smaller companies, to us it seems like 
it’s a little bit a lower risk. Then over time 
you can see how the project develops or 
grows. 

ANDREW KAIP • It’s actually a 
healthy approach that’s being taken 
right now by any of the large companies 
investing in junior companies that have 
large, under-explored land packages, 
providing them the seed capital, the risk 
capital to be able to advance their proj-
ects and make discoveries. 

If you think about the history of M&A 
that we’ve seen over the past 15 years, 
probably the apex of how to do things 
wrong, and even Barrick Gold will admit 
it now, was the acquisition of Equinox 
Minerals. It was at the peak of the cycle, 
and all done with debt as they thought 
their share price was too low at that point 
in time.

For a large company, you want them to 
be there for the long term and investing 
with a long-term strategy. It’s more suc-
cessful. Contrast that Equinox purchase 
with Agnico and its very long-term 
strategy, or even Randgold Resources for 
that matter and their long-term presence 
in Africa. Long-term focus and discipline 
have been hallmarks of those companies 
and all you have to do is look at the share 
price performances over the long-term 
in those two companies and you see the 
differentiation right there.

JOE FAZZINI • You could do all the 
work in the world and look at these assets 
and try to form an opinion, but it’s going 

to take ten years to figure out some of 
those development-stage assets. So rather 
than going all in and buying something 
completely, you put in your 10%, 15% 
or 20%, and you sit there, support the 
story, let it unfold and see what happens.

That way you’re not committed to the 
thing over the long-term if you can’t get 
a permit or the project doesn’t shape up 
the way that you thought. For instance 
Agnico owned a big stake in Rubicon at 
one point, and ultimately sold it. They 
owned a big stake in Queenston, and 
ultimately sold it. 

For them it’s a way to get involved, get 

right into the heart of that story to figure 
out what they want to know, get their 
comfort and if they like it then they buy 
it. And if they don’t like it then they just 
sell it and typically they sell it at a big 
gain. 

That’s why you start to see this model 
being implemented more in the space. 
Now we’re seeing Goldcorp doing it.

JOHN KEARNEY • But Joe, is that a 
good thing for the junior? Because it can 
go either way. You can get the situation 
where it works very well, but you can 
also get a stalemate because the market 

COMMODITY TARGET 

TSX Venture Exchange

Of the $283 million raised on the TSX Venture Exchange in 2015 for mining, funds were directed to:

* “Other” includes potash, phosphate, graphite, 
rare earths, lead and molybdenum. 
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cap has gone, and the liquidity’s gone 
out of the market. There’s 20% that’s not 
moving.

The take-over premium that might 
have been there has gone because some-
body else has the first row. And if that 
major decides they’re not that enthusias-
tic, going neither forward or back, then 
they can completely stall a situation. I’ve 
seen a few situations where it’s actually 
broken down very badly for both sides, 
because the major didn’t get out at a gain 

and that block effectively dominated the 
market and stopped the junior moving 
forward.

STEPHEN ROMAN • When the 
major decides to sell that block, too, it 
just puts a complete, negative pall on 
the junior with everybody saying, “Oh, 
they walked away, so it’s got to be a lousy 
property.”

It may not be, but that’s what the 
market thinks.

ANDREW KAIP • I have a funda-
mental problem with mining companies 
giving out cash in the mergers and acqui-
sitions process. Whatever that process 
is, the reality is cash is such a scarce 
commodity in the mining industry. It can 
be there in spades and then it can com-
pletely disappear on you at a moment’s 
notice.

If you are running a mining company, 
one of the pillars of your company is 
your capacity to fund your business and 
that cash on your balance sheet is a criti-
cal component of it.

But I don’t speak for all investors. In 
some instances cash is actually impor-
tant to shareholders. It’s a way to unlock 
money that you can then re-invest in 
your portfolio.

JOE FAZZINI • The cash component 
of a deal is something that’s inherently 
flawed, in my view. Because at the end of 
the day, whether you are the buyer or the 
seller, as an investor, you own it because 
you want exposure to commodities. So 
you should be willing to take stock in 
another company.

The acquirer should just do an all-
paper deal and if the shareholders don’t 
like it then they can either sell their stock 
or vote against it.

ANDREW KAIP • There are a lot of 
instances where, as the investor, you 
might not like the company that’s acquir-
ing the company that you’re owning, and 
might fundamentally disagree with where 
they’re going with that project. It’s those 
instances where I could see the argument 
going towards, “Oh, I actually do want 
some cash on the table.”

Everybody wanted Redback. Nobody 
wanted Kinross.  

“IT’S ALWAYS HARD 
TO GET YOUR 

SHAREHOLDERS 
AND THE MARKET 

IN GENERAL 
EXCITED ABOUT AN 
ACQUISITION WHEN 
MARKET SENTIMENT 

IS DOWN.”

—STEFAN IOANNOU

In our reader survey, we asked the best way for a mineral explorer  

with no cash flow to deploy excess cash (excluding exploration).  

They responded: keep as rainy day fund (49%); asset acquisition (43%); 

debt reduction (30%); dividend hike or special dividend (5%); and  

share buyback (4%).
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STEPHEN ROMAN • I’m a strong 
believer in dividends and I think all of 
the big mining companies should be 
paying higher dividends. Particularly 
with the declining resource base, they’re 
out there trying to find deposits and it’s 
tough to find them. So why don’t they 
pay more money to the shareholders, 
then they’ll attract more shareholders, 
maybe more capital. They’ll be able to 
spend some on developers.

You have to be a certain size to pay 
dividends and little juniors typically 
don’t have that size. We’ve been cash 

flowing for years and for a one mine 
operation like Harte, we need to put 
money back in the ground. 

So it doesn’t seem practical for a 
company of our size to have a dividend 
and it would be a question of whether 
you could continue. Once you do it, you 
have to keep doing it and then you’ve 
got to raise the dividend. And the risk of 
not being able to do that is just too great 
for our size.

DUSTIN ANGELO • I just don’t think 
dividends are appropriate for mining 
because of the sheer fact that these are 
finite assets. I mean, if you’ve got a 10 or 
15-year mine life you’re basically com-
mitting yourself to a dividend forever. 
It’s not a piece of real estate that’s going 
to continue to generate cash flow in 
perpetuity. You’ve got that limited mine 
life, so the best thing you can do with 
any excess cash is put it right back into 
the ground. Either go and explore your 
own assets or buy another one.

Because at the end of the day, if you’re 
a mining company, investors are paying 
you for leverage to commodities. They’re 
not necessarily buying your stock for a 

dividend — it’s just a sweetener — and 
frankly I don’t think long-term that’s 
sustainable. The gold price will go up 
and down — is your dividend going to 
do that? You can’t. So I don’t think it’s 
really consistent with our business.

JOHN KEARNEY • There are two 
levels when it comes to dividends. 
For the very, very senior companies, a 
dividend policy is probably necessary. At 
the junior level, I don’t think anybody 
investing in our companies is there for 
the dividend, they’re there for the capital 
appreciation and they’re hopefully look-
ing for multiples and not a few percent.

Years ago, we paid a special dividend 
once. We had some money and we got 
absolutely no credit for it. We gave it away, 
and it cost a lot of money to set it up and 
administer it but not a huge amount. 
But the special dividend, the sharehold-
ers weren’t happy with it, and then the 
company lost the money. It was pointless. 
So I’m not in favour of special dividends.

JOHN KEARNEY • Some big guys — 
sorry, this is close to my heart — like Rio 
Tinto and BHP, they have to pay a divi-

In our reader survey, we asked what action is most highly regarded/

rewarded by the market if a mining company has excess cash. They 

responded: dividend hike or special dividend (35%); improving existing 

assets (32%); debt reduction (29%); asset acquisition (22%) share 

repurchase (10%); and other (22%).

Dividend policy has always been 

an area of widely differing opinions 

amongst mining executives and 

investors. There are broadly two 

camps: those who believe some 

profits should flow back to investors 

whenever possible; and those 

who believe investing in a mining 

company means being leveraged 

to the underlying commodity to the 

greatest degree, which translates to 

no dividend payments.

One area that most observers can 

agree on is that the now-abandoned, 

absolute dividend structures set up by 

super-majors like BHP Billiton during 

the commodity supercyle were too 

rigid to withstand a prolonged market 

downturn.

Dividends & share buybacks

4
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dend and if they don’t, their stock is gone. 
So in order to maintain the dividend they 
embarked on the most stupid expansion 
of iron ore production in Australia the 
world has ever seen. They just expanded 
and expanded and expanded the market 

share above all, and they drove the price 
of iron ore from around US$195 a tonne 
down to US$28, purely by stupidity in 
excess supply.

They would have been far better off to 
maintain the iron ore price and then the 
shareholders would be much better off. 
But they had to keep paying the divi-
dend. They wanted cash flow and they 
just kept going with it.

In a way, they have to add the price of 
the dividend to their cost of production 
because it’s mandatory. It’s not discre-
tionary … well, legally it is discretionary 
but it really isn’t from the investor point 
of view.

That was a very foolish move from an 
oligopoly. What’s the point in having 
one if you can’t control the price? And 
they didn’t. Yes, they’ll tell you they’re 
making profits at these levels and they 
can still make profit at these levels but 
they could have made a far better profit 
for a far longer length of time with a 
little bit more sense.

STEFAN IOANNOU • In terms of 
paying dividends, it’s with those mid-tier 
guys where they’re at that inflection 
point where they’ve finally started to 
make enough money and the investors 
start asking, “Wait a minute, you’ve got 
all this cash flow, what are you going to 
do with it?”

And you’re damned if you do and 
damned if you don’t, in that mid-tier 
space. 

Look at Nevsun Resources. For years 
they had their mine and it was going 
great and generating a lot of cash. They 
had $400 million in cash on their bal-
ance sheet and no debt. More than half 
the market cap was cash. 

For quarter after quarter, the number 
one question that they got in all their 
conference calls and I’m sure in every 
private meeting, was, “What are you 
going to do with the cash?” 

It just sat there and to offset that they 
did start paying a pretty robust dividend, 
like 5%. That did attract a certain type of 
shareholder in, and made a lot of people 
happy. 

But still that question persisted. So 
finally, last year they went and bought 
this very interesting-looking, very 
high-grade project in Serbia with the 
cash. And in the process now they’ve 
had to cut the dividend way back while 
they developed that new project, and 
their stock price hasn’t done anything. 
It’s like you’re pleasing the one group 

Dividends & share buybacks

“IT’S IRRATIONAL OR 
UNREASONABLE TO ASK 
THE MINING COMPANIES 

TO PAY AN ABSOLUTE 
DIVIDEND OR A 

PROGRESSIVE DIVIDEND, 
REGARDLESS THE CYCLE 

THAT YOU’RE IN.”

—ANNIE ZHANG
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and displeasing another and then just 
switching the table around.

You have to be aware of who your 
shareholders are at any given time and 
who you want your shareholders to be, 
and what their investment strategy is.

STEPHEN MULLOWNEY • Amongst 
the intermediates and seniors, they’re 
starting to look at capital providers and 
valuations outside of the mining indus-
try. So they’re being evaluated versus a 
corporate entity that’s not in mining. If 
you lined those valuations up, typically 
mining is a little bit lower than an indus-
trial, for instance.

All the large industrials and consumer 
product companies, they typically pay a 
dividend, financial services companies  
as well. 

For senior mining companies to try 
to increase their share price, they’re 
chasing a different type of investor group 
in order to get a comparability to other 
industries.

But for the junior space and the small 
producers, cash is king. It’s about surviv-
ability, particularly in the down cycle.

ANDREW KAIP • A senior gold 
company or a senior base metal com-
pany that thinks it’s an industrial and 
can compete with an industrial on the 
S&P is delusional in my view. Mining 
companies provide investors leverage to 
commodity prices, they don’t provide 
them leverage to operating performance.

ANNIE ZHANG • BHP and Rio Tinto 
used to have progressive dividend poli-
cies, but that was abandoned last year 
during the down cycle. It’s irrational or 
unreasonable to ask the mining com-
panies to pay an absolute dividend or a 
progressive dividend, regardless the cycle 
that you’re in. Without a greatly diversi-
fied portfolio or relatively stabilized 
commodity market, it’s impossible. That 
lesson was learned.

When we ask, “What’s your dividend 

policy,” what we want to hear is that you 
actually give thought on how to return 
cash to your shareholders. How do you 
look at your free cash-flow generation 
sustainability? Do you have a long term 
view on how you are going to return 
capital to shareholders? Or perhaps you 
don’t think you can continuously gener-
ate positive free cash flow?

These are the things that we try to get 
a sense of: have you thought about it?

STEFAN IOANNOU • What’s the best 
use of the capital you have? In a perfect 
world, as you move up the food chain, 
the bigger guys can hopefully pay down 
debt, explore, grow their business and 
still have some free cash flow left over to 
pay a dividend.

As you come down the food chain, 
you have to start being selective about 
how you’re spending that cash and usu-
ally dividends are the one that doesn’t 
make a lot of sense, especially for small 
companies because other things should 
take priority: growing the business and 
doing exploration to actually have a 
meaningful resource base to build the 
business around.

Dividends are a nice bonus, but 
they’re arguably not essential to keep 
a business going. They attract a lot of 
investors, and rightfully so, but you can 
cut a dividend and not kill a company. 
Whereas if you can’t pay your debt back, 
you’re toast.

ANDREW KAIP • With share buyback 
programs, they’re very seldom executed 
upon. Principally that’s the problem. A 
lot of it is to lever some market attention.

DAVID CATES • We did a share 
buyback once, when we traded at a sig-
nificant discount to our net asset value. 

Debt repayment Development Exploration Asset 
acqusition 

STOCK GAINS 
Aggregate 1-year rise in share price, to Feb. 12, 2017, of mining companies that deployed  
their cash in the following areas in 2015: 

Toronto Stock Exchange

98% 120% 89% 26%

Debt 
repayment 

Development Exploration Asset 
acqusition 

TSX Venture Exchange

16% 26% 90% 16%
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It’s very easy to estimate this company’s 
net. A lot of other companies may not 
be quite as straight forward so you’re 
making a judgment call whether it’s 
accretive to buy back the shares. We did 
it, and yes, the share price was rising as 
we wanted it to. 

But sentiment on the stock still ruled 
the day and within a month it went back 
to a discount on the stock. Even though 
we had mechanically taken out and made 
accretive moves with this buyback, it 
didn’t really change the way the stock 
would trade. 

Now that may not work in all com-
pany’s cases, but I am not totally sold on 
these normal-course issuer bids (NCIBs).

JOE FAZZINI • NCIBs are often just 
optics. It’s basically the company putting 
out a press release to suggest that their 
share price is under-valued and therefore 
they think that one of the best invest-
ments they can make is to buy back their 
own cheap stock to convince you, the 
investor, that you should buy their stock 
because it’s cheap — so cheap that I’m 
buying it. When they don’t buy it, that 
tells you something, too.

ANNIE ZHANG • It’s interesting to 
think about when companies actually 
announce the share buyback. It’s when 
they have cash. When did they actually 
have cash? On the high side and prob-

ably on the bull cycle of the market.
That’s also when their share price 

is at the high point. So basically, a 
shareholder would say, “Whoa, I really 
don’t want to buy expensive shares.”  
The timing is always wrong. 

Does a share buyback work in the 
mining sector? Probably not. I don’t 
want to say it never works, but let’s say  
it rarely works out.

JOE FAZZINI • If you’re doing a share 
buyback, is this the absolute best way for 
you to use your cash? If you have debt, 
pay off your debt. If you can explore, go 
explore. If you can buy something, go 
buy another asset. 

If you’re buying back shares, maybe 
I should be owning something else, 
headed by someone who is a little bit 
better at running a mining company 
than just doing share buybacks. Less 
financial engineering and more just being 
a mining company, those are the best 
objectives.  

“I AM NOT TOTALLY 
SOLD ON THESE 

NORMAL-COURSE 
ISSUER BIDS.” 

—DAVID CATES
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DUSTIN ANGELO • We’ve always 
lived on the edge with cash. Because we 
generate anywhere from $3 million to  
$4 million a year in cash flow after cor-
porate expenditures, we know we have to 
re-deploy it. As much cash flow as we’ve 
generated, our bank balance has never 
really been over a million dollars at any 
one time because we have to put it back 
in the ground, we have to put it back 
into investment in order to grow and try 
to get that return that people were look-
ing for. And we need to show longevity 

and the only way you can do that is if 
you spend money.

JOHN KEARNEY • In the summer of 
2015 we raised $15 million and the work 
got pretty bleak at that stage, but the 
question was, what do we do with the 
money? There were some views that we 
should keep the money very safe so that 
we could survive for another three or 
four years, and then basically do nothing. 
That didn’t make any sense at all because 
the investors had given us the money to 
invest. 

So we decided to risk it, or not to risk 
it I suppose, but we decided to invest it 
so we implemented the program we said 
we would do and it was a very successful 
program, from a resource point of view. 
We increased our measured and indi-
cated by 40% or something. It was a very 
successful program, but we ended up 
with a situation where we basically used 
all the money. And the market punished 
us for that. We didn’t win awards for 
having had a significant improvement in 
the resource. Then we turned around in 
2016 having to raise money at around 
30% lower than the previous financing.

You just wonder, did you do the right 
thing? Yes, I think we did. The inves-
tors gave us the money to spend and we 
told them what we were going to spend 
it on, and we did it. But we didn’t get 
rewarded for that.

JOE FAZZINI • Eastmain is a com-
pany that’s been around on the order of 
15 years. And literally for the past 12 of 
those years, our asset really hadn’t made 
a lot of headway. It was a situation where 
the company never really had access to 
cash. And every year they were doing a 
million or two dollars’ worth of work. 
Things were very slow and people got 
very frustrated.

So last year we had a proxy battle 
where our investors basically fired the 
previous management team, brought 
in a whole new group of people, myself 
included. One issue we identified was 
just not having enough money and not 
doing enough work. 

We raised on the order of $20 million 
last year and one of the reasons that 
we’re lucky is because we’re in Quebec, 
where the flow-through opportunities 
are incredible. We were able to raise our 

In our analysis of TSX and TSXV mining sector financings in 2015, the 

geographical distribution of where the funds were to be directed was: 

North America (73%); Africa (13%); South America (10%); Europe (3%); 

and Asia and Australia (1%).

Capital expenditures on existing mine 

infrastructure and on grassroots 

mineral exploration suffered the 

largest cutbacks during the last 

downturn, and are re-emerging as 

prime areas to deploy cash as the 

recovery takes hold.

The conservative corporate 

psychology built up from years of 

penny pinching can never apply to 

the high-risk, high-reward world 

of grassroots mineral exploration, 

however, and is at odds with the very 

spirit of mining.

How does a mining company today 

reconcile the need for fiscal prudence 

with the glory of massive wealth 

creation through mineral discovery 

and new mine development?

Re-investment in  
mines & exploration

5
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flow through at an 80% premium to our 
share price which makes it really, really 
easy to raise a lot of money provided that 
it’s all for exploration.

When we look at our company on a 
go-forward basis, in terms of having cash 
on hand and managing our resources, 
flow-through is obviously our go-to 
place in terms of raising money really 
effectively. You can’t use flow through 
for G&A and stuff like that, but we’re a 
relatively small company so our G&A’s 
not all that substantial.

But again, there’s no such thing as 
excess cash if you’re not making free 
cash flow, period. And you either have to 
repay your debt, clean up your balance 
sheet, or invest in your own projects. 
There’s an endless list of places to spend 
your money before you start worrying 
about excess cash and where that goes.

STEPHEN ROMAN • There is some 
money now, and people realize you have 
to do exploration to find new deposits 
because the big guys can’t find anything. 
It’s the little guy that finds everything 
and they get bought up. So you have to 
supply funding to the smaller companies, 
and that’s very difficult to be able to do 
in this current space.

DUSTIN ANGELO • This whole idea 
of a dividend policy for us, it doesn’t 
exist. It’s more about, what’s the better 
return for our shareholders? Giving them 

their money back or leveraging it into 
doing a deal or putting money in the 
ground and finding a lot more ounces? 
Putting money in the ground is better 
leverage, especially if you’ve got a gold 
price that’s rising as well. The leverage 
for us is in building a bigger portfolio 
and building more projects and building 
a bigger company. That’s going to reso-
nate more with our shareholders than it 
would giving them a penny a share back.

JOHN KEARNEY • One of the things 
we see — and I think it applies right 
across Canada — is Fort McMurray 
and the very significant impact of the 
oilsands on the mining industry.

As Fort McMurray came under pres-
sure and people were laid off in the heavy 
oilsands industry, we saw prices coming 
down, costs coming down in mining. 
There was more availability of labour, 
skilled labour, and therefore not as much 
cost pressure on salaries.

And it’s in the controlling of costs 
there’s an opportunity to do stuff in 
mining now, which you couldn’t have 
done two or three years ago, when cost 
pressure was just massive.

DUSTIN ANGELO • The Fort 
McMurray impact has been huge for 
us. Six or seven years ago, to find the 
skilled tradesman we needed, we would 
get maybe one resume. Trying to find 
an engineer, nobody wanted to go to 
Newfoundland. 

Now we get 50, 80 resumes for any 
one skilled position in our company. 
Before, we really couldn’t compete from 

“IT WAS A VERY 
SUCCESSFUL 

PROGRAM, BUT WE 
ENDED UP WITH A 
SITUATION WHERE 

WE BASICALLY USED 
ALL THE MONEY. 

AND THE MARKET 
PUNISHED US  

FOR THAT.”

—JOHN KEARNEY
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a dollar perspective, so we just competed 
on a quality of life perspective because 
we’re not a fly-in, fly-out situation.

STEFAN IOANNOU • It was amazing 
to me just in the last downturn, watching 
— take the mid-tier base metal producers 
as an example — how much they were 
able to cut their operating costs when 
their backs were against the wall. Almost 

to the point where it was frustrating 
to say, “Well, why didn’t they do this 
before?”

But they did and they’re still alive now 
and the reality is a lot of that comes on 
the back of technology advances and the 
human race adapting. I don’t know, but 
they’ve managed to keep it down. They 
have cut costs significantly and that was 
great to see. 

The one question is, in the overall cycle 
that we’ve been talking about, just how 
much of that is sustainable? Because in 
that process they also cut out a lot of 
things like exploration and even just gen-
eral sustaining capex to keep their fleet in 
good order, things like that. 

And that does come back to bite you 
if you don’t catch up at some point.  
Yes, costs are down, but I wouldn’t be 
surprised in the next year or so, if you 
see some cost actually go up as a bit of a 
catch up.

ANDREW KAIP • On a go forward 
basis, cash needs to be deployed to 
improve the business. And that means 
thinking about exploration as a key 
driver for whatever size company you’re 
looking at. It’s a primary concern in their 
capacity to improve the prospects of their 
business.

There’s another question about 
whether these companies can use data 
analysis to their advantage to improve 
productivity. It’s in its infancy. We’ll see, 
over the next several years, how much 
these companies can gain, but there are 
some good things that have transpired 
over the last couple of years to make 
mining a more sustainable and profitable 
industry.  

“THERE IS SOME MONEY 
NOW, AND PEOPLE 

REALIZE YOU HAVE TO 
DO EXPLORATION TO 
FIND NEW DEPOSITS 

BECAUSE THE BIG GUYS 
CAN’T FIND ANYTHING.”

—STEPHEN ROMAN

In our reader survey, respondents agreed a company should keep 

a liquidity buffer, and that it should broadly be 10-20% of annual 

revenues or operating expenses for 1-2 years.





The downturn is coming to an end, but it’s not returning to business as usual.  

Decisions must be made, actions taken and opportunities seized. Miners need  

to act now – today – because tomorrow may simply be too late.

At PwC, we’re committed to helping mining companies understand the challenges  

the industry is facing over the next 10 to 20 years and how their businesses can  

evolve to meet and overcome these challenges.

We believe there are options for every mining company in today’s market.  

We’ll help you explore and evaluate these options – from tax structuring to transaction 

evaluation and business integration, all focused on optimizing asset value.

And we’ll work alongside you from mine-site to boardroom as you execute your strategy 

and emerge from the downturn ready to build a mine for the future.

For more information, please contact: Liam Fitzgerald, PwC, Canadian Mining Leader,  

T: +1 416 869 2601, Email: liam.m.fitzgerald@ca.pwc.com 
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