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Is it just cyclical or is this time different?
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Commodity Cycle Narrative and its SuperSuper-Cycle Variation
Juniors normally to not respond to commodity cycle booms
but play a very important role when supersuper-cycle booms erupt
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Mine supply response to higher real metal prices has followed
the usual boomboom-bust pattern of the commodity cycle with a
vengeance – unwinding the supply glut will be long and painful
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China can no longer drive a supersuper-cycle, emerging market
growth has stalled, America’
America’s leadership role is unclear, and
India cannot hit a supersuper-cycle tipping point before 2020

Security of Supply Narratives
• Geopolitical supply disruptions

• Policy Demand Drivers

• Process Innovation

• Transportation supply disruptions

• Policy Supply Disruptors

• Functionality innovation

• Deposit depletion

• Usage Innovation

• Fashion Trends

This is the new conceptual frontier for institutional capital!

High Risk of Geopolitical Train Wrecks & Unintended Consequences

The greatest likelihood for higher medium term metal prices lies
with unpredictable supply disruptions such as civil strife,
infrastructure failure, resource nationalism, & sanctions.

Obvious supply
surplus road-kill

Random segments of the
cost curve go offline?

Environmental Policy as
Supply Disrupter
China’
China’s Environmental
Awakening

Climate Change Policy
• Rebuilding momentum
• Alternative Energy
• Tesla phenomenon - GigaFactory
• Energy Efficiency
• Materials Science Boom
• Infrastructure Renewal in America
• Huge transformational implications

Scandium: will become for aluminum what niobium became for steel

Gold Bug Narrative
• Hijacked by ideological scolds

• Current price full circle from 1980

• Alienating apocalyptic mindset

• 2.4 billion oz low hanging fruit harvested

• Misguided linkage to hyper-inflation & fiat
currency debasement

• Vulnerable to interest rate normalization, strong
US dollar, and slow global economic growth

Where is the “hyperhyper-inflation”
inflation” and “fiat currency
debasement”
debasement” that the monetary response to the
2008 financial crisis was supposed to unleash?
What will it take to stimulate global growth and
break the trap of secular stagnation?

If you look at the value of the gold stock in terms of money supply
supply and global GDP, the gold
debate
ate is a strong argument as
price remains well above historical levels. Missing from the deb
to why we should expect a higher real gold price that benefits mine
mine profitability. Mining
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Advanced Gold Juniors: Leveraged Bets on higher Gold Prices
Unfortunately they are gradually being acquired at a fraction of sunk feasibility
demonstration costs by producers or mineral banks. Fortunately the
the wait will be only 33-5
surviving
rviving juniors hold out?
years rather than the 20 that followed 1982. How long can the su

Discovery exploration, advanced exploration, royalties
The market has stopped
believing in a higher gold price
just around the corner. Juniors
must return to discovering
deposits that work with the
metal prices we have.

Trading at 35% discount
to cash breakup
because mandate is to
find an advanced gold
deposit!

The financial health of the Canadian Resource Juniors
which
ch for the
Half of the resource companies have negative working capital whi
TSXV listed juniors totals $2.5 billion that will never be paid back. The $1.9
eplaced.
billion remaining is being hoarded because it cannot be easily rreplaced.

A Broken Capital Market for Canadian Juniors
• Client Relationship Model – Suitability as a client litigation risk that deters trading in
individual stocks and effectively eliminates the broker as an advisor to clients
interested in high risk high reward “investments”.
• Choked Funding Gateways – accredited investor restriction for private placements
limits the pool of available risk capital to a very small number of investors below the
level needed to sustain a healthy eco-system of juniors in the absence of institutional
capital.
• Compromised Market as a Price Discovery Mechanism – order book fragmentation
violates “first come first serve”, short-selling on a down-tick and computerized day
trading accounts that need not borrow stock for short-selling support a culture of
capital stripping by proprietary trading accounts that intercept incoming risk capital.
• Disclosure Overload – reporting requirements overly concerned with litigation
mitigation boiler-plate that confuses rather than informs investors, who, despite NI
43-101, have no easy way to value exploration and development juniors, while
executives waste time and resources creating work for regulators paid by their fees.

Elements of a good exploration story in the new reality
• Does the region have a substantial metal endowment?
• If not, what reason is there to believe in a hidden endowment?
• If so, is there a reason to believe it has not been largely found?
• How is your exploration strategy different from what others have already
attempted?
• Are you applying a new exploration method or a model for whose hallmarks past
exploration has not filtered?
• What is the potential size of the prize you are seeking?
• Do you know what failure of your exploration story would look like?
• How much money and time will you need to make or break your story?
• Would a discovery have replication implications?
ratherr on whether
Focus not on when and why metal prices will be higher, but rathe
the junior can discover a deposit worth developing at the prices we have!

Example of a big picture story line for an exploration junior

This junior spent $12 million on a grassroots exploration initiative
initiative in
Nevada with no brokerage industry support. In 2015 it had 132 million
million
delisting
elisting
issued, owed $300,000 and was bid a half penny. Bankruptcy and d
were avoided when it did a 10:1 rollback, secured partial debt forgiveness,
forgiveness,
and attracted new backers through a $650,000 financing at $0.05.

What reason would the market have to believe
that this will not repeat itself in 22-3 years?
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ExplorationExploration-Development Cycle
Discovery Exploration vs Feasibility Demonstration
Stage

Objective

Exploration Cycle Stage

Time Required

1

Grassroots

Conceptual, land acquisition

1 year

2

Target Generation & Drilling

Filtering for drill targets

1-2 years

3

Discovery Delineation

Defining the limits of a discovery & producing initial
43-101 resource estimate

1-2 years

4

Infill Drilling

Upgrading resource estimate from inferred category

1-2 years

5

Preliminary Economic
Assessment (PEA) &
Metallurgy

Evaluating recoveries and optimal processing method,
initial economic analysis with 30%-35% error margin

6

Prefeasibility (PFS)

Produce a mineable reserve, detailed engineering for
mining plan and associated costs, 15-25% error
margin

1-2 years

7

Permitting, Marketing &
Feasibility (FS)

Securing approval, negotiate offtake, production
decision, 8-12% error margin

1-3 years

8

Construction

Building the mine

1-3 years

9

Production

Mining cash flow

1 year

10-40 years

Rational Speculation Model – Uncertainty Ladder for Metal Projects
Success Probability
Exploration Cycle Stages

Outcome Target Fair Value Channels
($ Millions)

Chance

Leverage

$100

$500

$2,000

1

Grassroots

0.50.5-1%

100100-200

<$1

$2.5$2.5-5

$10$10-20

2

Target Drilling

1-2.5%

4040-100

$1$1-2.5

$5$5-12.5

$20$20-50

3

Discovery Delineation

2.52.5-5%

2020-40

$2.5$2.5-5

$12.5$12.5-25

$50$50-100

4

Infill Drilling

5-10%

1010-20

$5$5-10

$25$25-50

$100$100-200

5

PEA & Metallurgy

1010-25%

4-10

$10$10-25

$50$50-125

$200$200-500

6

Prefeasibility

2525-50%

2-4

$25$25-50

$125$125-250

$500$500-1,000

7

Permitting,
Feasibility

5050-75%

1.31.3-2

$50$50-75

$250$250-375

$1,000$1,000-1,500

8

Construction

7575-100%

1

$75$75-100

$375$375-500

$1,500$1,500-2,000

9

Production

$100

$500

$2,000

Marketing

&

100%

Note: the fair value range in each exploration stage row for each
each outcome target column is calculated by multiplying the target value by the success chance. ie stage 4
target $500: 0.05 x $500 = $25, 0.1 x $500 = $50

Mine Supply Speculation focuses on Future Cash Flow
from a Depleting Asset: A Mine is an Annuity

m

∑
n=1

Annual Cash Flow
(1 + Discount Rate)n

Annual Gross Revenue
less

Operating Costs

Less Capital Cost

=

Operating Profit

n = year of cash
m = mine life (years of mining)

less

Taxes

=

After Tax Cash Flow

Very few retail investors understand the DCF valuation model with
with its NPV, IRR and
decision
cisiondiscount rate concepts, and even fewer trouble to use it as a de
cision-making tool.

Example: Grass Valley outcome visualized
as yielding another Cortez Hills Breccia
deposit as a 4 million oz UG mine. 30
variable choices generate a $2 billion
potential outcome. What is it worth now?

Poor Speculative Value
Fair Speculative Value
Good Speculative Value

But who cares what
some random
newsletter writer
thinks an early
stage exploration
play could end up
delivering and be
worth, and shares
with his pitiful
subscriber base or
a large free list?

High Risk High Reward = Gambling
• Speculation in properly regulated high risk, high reward securities such as resource juniors is a legitimate
part of the investment spectrum. It balances the low risk low reward offered by the banks.
• With the death of the rumour mill, network hubs & momentum trading by retail investors the resource
juniors no longer offer “mystery” as an attraction, nor can they compete with other more liquid and volatile
venues. The Murray Pezim era ended in the late nineties.
• A new paradigm is needed where we treat resource juniors as a “slow gamble”
gamble” on a fundamental outcome
that takes time to determine, similar to seasonal league sports betting.
• Challenge is the information opacity of the resource sector despite the ubiquity of the Internet and 43-101
detail – valuing a resource play is a complex task made useless by the absence of a critical mass audience
engaged in that very task.
• Demographic Risk - no easy way for young people to learn how to forward look by connecting the dots so
they can quantify the potential fundamental outcome – a lost generation? Or have we overlooked
technology as the means to keep the Canadian exploration eco-system alive?
• Long periods between 4343-101 “events”
events” characterized by unconnected dots beg for interim “forwardforward-looking
statements”
statements” – a very bad idea when done by management - but what if done by a crowd of intensely
competitive individuals with zero professional credentials, a declared
declared conflict of interest, and a transparent
track record?

Nevada Challenge: are
its juniors capable of
epic discovery
exploration stories? Or
are they ghosts
haunting a faded past
waiting for gold’
gold’s
second coming while
they sniff around the
edges of “they got it all”
all”
Newmont and Barrick?

Kaiser Research Online
www.KaiserResearch.com
346 Rheem Blvd #107,
Moraga, CA, 94556, USA

Questions?

Email:
jkaiser@KaiserResearch.com
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When the market wind blows resource juniors should bend
like reeds rather than break like trees.

