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The past few months have been an admittedly challenging 

investing environment, at least for investors in the resource 

sector. Undervalued as the resource sector is, it has for the 

most part found a way to continue sinking, while many of the 

overvalued blue-chips have rocketed to new highs. I have 

been unconvinced of the sustainability of the stock market 

rally for quite some time, and plan on presenting some 

figures which might persuade you that the latest rally will be 

short lived. There has been little action on my part over the 

last few months, patiently waiting for good opportunities (i.e, 

a pullback). When the market eventually does pull back, most 

sectors will likely tank (including the mining sector), hence 

the strong cash position.  

For the sake of sanity, I will try to keep this newsletter as well 

as future newsletters short. Technical Analysis will have to 

wait for now. The main point of this article will be the state of 

the market in general as well as the mining sector, with some 

interesting stock picks.   

Thoughts on the current “bull” market: The Dow and 

S&P recently reached all-time highs and aside from this past 

week, there doesn’t seem to be any worry in the world. The 

VIX index is a commonly used yardstick to measure the level 

of “fear” in the market. The figure on the right shows that we 

are now within a 10% range of a major low reached in 2007, 

before the big crash.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Although the low VIX value does not necessarily mean the 

market is heading for a pullback, it does suggest the market in 

general has forgotten about the woes and worries which have 

plagued much of the world since 2008, even though we are 

hardly out of the woods as can be seen by the continued 

worldwide government stimulus and record high 

unemployment in many countries.  

Since 2007, the fundamental valuations of many companies 

have significantly increased. Unfortunately, the 

corresponding increases in equity prices have for the most 

part outpaced the increase in valuations of these companies. 

The table below (link here) shows historical bull markets over 

100% which have not had a 20% correction. Out of this list, 

the current equity run is in the top two least driven by 

fundamentals. In other words, this rally has been mostly 

driven by investors’ willingness to pay more for the same 

earnings and growth. The two bull runs with the most similar 

characteristics as the current bull market were followed by a 

57% and 54% correction respectively.  
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I would like to present one final chart (found here). As 

mentioned above, since 2007, the increase in equity prices 

have surpassed the increase in earnings. Even though this is 

the case, the increase in earnings over the past few years has 

been quite astonishing.  Historically however, major increases 

in earnings have been consistently followed by slower profit 

growth the following years. The chart below shows the YOY 

profit growth, followed by the subsequent 4 year profit 

growth (notice the inverted scale). 

 

 

 

 

 

 

 

 

 

Notes on the mining sector: The mining sector has 

recently come under incredible selling pressure, the likes of 

which I have not seen since starting investing (other perhaps 

than the 2007 craziness). This shake-up has already started 

and will continue leading to bankruptcy, restructuring or the 

sale of many companies. Nobody quite knows when the cycle 

will bottom, but for those with the patience to wait, there are 

great opportunities, especially with companies with solid cash 

positions and/or “guaranteed” future cash flow.  Below are 

two examples of showing the extent of the decline, the first 

being an Index, the second being an ETF. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

http://www.hussmanfunds.com/wmc/wmc130114.htm
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Company (Ticker, Dividend) % Holding Purchase Price* Last Modified Gain/Loss** 

Woulfe Mining (TSX.V:WOF) 11% 0.38$ Dec 3rd 2012 (52.6)% 
Sandstorm Metals and Energy (TSX.V:SND) 7% 0.50$ Dec 3rd 2012 (34.7)% 
Sprott Physical Asset Trust (NYSE:PSLV) 16% 13.33$ Dec 3rd 2012 (31.2)% 
Colossus Minerals (TSX:CSI) 8% 4.20$ Dec 3rd 2012 (51.2)% 
Canada Lithium (TSX:CLQ) 6% 0.67$ Dec 4th 2012 (11.9)% 
GT Advanced Technologies (NYSE:GTAT) 5% 3.47$ Dec 14th 2012 (4.59)% 
Americas Bullion Royalty Corp (TSX:AMB) 8% 0.265$ Apr 10th 2013 (26.9)% 
Cash 39% -- -- 0% 

 

*Indicated price is either the purchase price or price at newsletter release for stocks with no purchase date/price.  

**Overall portfolio gain/loss 

 

 

Resource Companies: Holdings, Ore, Timeline 

Company\Resource  Holding Resource Timeline 

Canada Lithium 6% Lithium 0-2 years 

Colossus Minerals 8% Precious Metals 0-2 years 

Sandstorm Metals and Energy 7% Varied 1-3 years 

Sprott Physical Silver 16% Precious Metals 1-4 years 

Woulfe Mining 11% Tungsten 2-3 years 

Americas Bullion Royalty Corp 8% Precious Metals 1-3 years 
 

 

 

 

 

 

   

Current and target asset distributions 

  IT Resources Biotech Cash 

% Holdings 5% 56% -- 39% 

Target 20% 45% 20% 15% 

# Holdings 1 6 -- -- 

Target 4-5 6-8 4-5 -- 

Portfolio and Updates 
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Company\Resource  Worry Level Notes 

Canada Lithium 

** 

During the final phases of construction. Planning 
first shipment of Lithium Carbonate to China by 
late April. Stock has sold off recently with the rest 
of the market. Construction delay related to 
getting final approval for their kiln will likely have a 
large price tag associated with it, although the 
effect of this on their cash position is unknown at 
this point.  

Colossus Minerals 

** 

Project is less developed than Canada Lithium and 
so there is inherently more risk. Over the past two 
years, the mining sector has been plagued by cost 
overruns in the construction of their mines. Sell off 
attributable to Gold price, construction and as 
always, burn rate. 

Sandstorm Metals and Energy 

* 

Locked in streams, risk mainly associated with the 
price of the metals and natural gas streams which 
they have already acquired. Cash flow starting in 
late 2013. Although I already have high weighting 
in this position, I might accumulate some more 
over the next few weeks/months. 

Sprott Physical Silver 

* 

The price of Silver and Gold have both tanked and 
many are calling this the end of the gold bull run 
which started in 2000. Based on the arguments 
presented in the first section of this newsletter, I 
disagree. 

Woulfe Mining 

*** 

Although Woulfe has secured debt financing from 
a key partner, it has failed to negotiate the bulk of 
their project financing with the Korean Bank they 
are dealing with. In addition, the CEO got canned, 
likely because he could not get the job done. This 
company is seriously undervalued and will be 
worth many times more than its current value if 
they secure financing, but this remains a big if. 
Their cash position should last for a little while and 
Dundee Capital has an incentive to provide them 
with further funds if there is a need. The Tungsten 
market has been soft over the past 18 months 
which does not help the situation. 

Americas Gold Royalty Trust 

* 

Performance strongly linked to the price of gold. 
Currently trading very cheaply (~1/3 NPV) and 
should do well as streams come online over the 
next 2 years, unless the price of Gold collapses 
below 500$. Highly unlikely. 

 


