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UG20 Slightly Down as Gold Drops 3.5%
It has been a rough month for gold stocks as our Ubika Gold 20 Index has fallen 2.4% over 
the period of September 19th to October 24th. However, it isn’t alone as our benchmark, the 
TSX Gold Index, slumped by a larger amount, down 5.8%.
It comes as no surprise that gold is down slightly over the past month, having fallen 3.5%. 
However, the decrease was pared in part due to weaker job creation data and a rise in the 
unemployment rate in the United States for the month of September, thus reducing the 
probability of a rate hike by the U.S Federal Reserve in December.

Industry Highlights
• On October 19th, the third and final U.S Presidential debate took place between Hilary 

Clinton and Donald Trump. It appears that Hilary Clinton won this debate moving her 
record to a perfect 3-0 (depending on the news source you look at) before the election. 
Although this is good news for the markets, as the opened slightly higher the morning 
after, it could continue to be bad news for the price of gold, as a Clinton victory would 
remove uncertainty from the market, thus pushing the price of gold down.

• After almost three weeks of closure, Barrick Gold’s (TSX:ABX) Veladero Mine in 
Argentina resumed operations on October 4th. Back in September, a pipe carrying 
crushed ore and cyanide was damaged and resulted in a spill, which closed the mine. 
Barrick hasn’t released any numbers on the economic impact of the closure. However, 
Veladero produced 602,000 ounces in 2015, meaning that the closure could cost the 
producer between 20,000 and 30,000 ounces. With a yearly guidance of between 5.0 
and 5.5 million ounces, the closure will most likely have an immaterial effect.

• Barrick seems to have been in the lime light often over the last month as it also 
announced the sale of its interest in the Kalgoorlie super pit mine in Australia, on 
October 7th. The announcement has drawn interest from Kinross Gold Corp (TSX:K) 
and Chinese gold giant, Zijin Mining Group Co. (SHA:601899) and could fetch the 
largest miner in the world, (by market cap),  up to $1 billion.

• Coming off one of the strongest monsoon seasons in recent years, gold demand in 
India, the world’s largest consumer market, is expected to rise on the back of Diwali 
and the Indian marriage season. The monsoon season, which has ended a three-year 
drought, will provide the rural farmers strong crop yields and allow them to splurge on 
gold buying as they make up a third of the country’s consumption. As 35-40% of Indian 
wedding expenses are devoted to gold jewelry, the potential demand for the metal is 
expected to be around $10 billion for the season.

Upcoming Events
• November 16th-18th: 2016 Manitoba Mining and Minerals Convention in Winnipeg
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UG20: -2.4% (+76% Y/Y)
Gold: -3.5% (+9% Y/Y)
TSX Gold Index: -5.8% (+56% Y/Y)

Dollar amounts in CAD unless otherwise stated.
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Notable Performers

China Gold International Resources Corp Ltd (TSX:CGG)
China Gold International Resources Corp. (“China Gold”) is a gold and base metal mining 
company involved in the acquisition, exploration, development and operation of gold and base 
metal projects. Currently, China Gold holds interests in mining properties in Mongolia and 
Tibet. Although most miners have been in a decline over this past month, China Gold powered 
up to the top of our Ubika Gold Index, climbing 14%.

Although in steady decline for the better part of the month, China Gold’s stock price got 
a jolt on October 18th after it announced the establishment of a strategic partnership with 
the Chinese Academy of Sciences Northwest Institute of Eco-Environment and Resources 
(CASNIER). This partnership has resulted in the installation of a weather monitoring system 
at its Jiama Mine. Through this station a research team will study the extreme fluctuation 
in weather patterns caused by the cold and elevation of the mine (Figure 1, below). As the 
consistent freezing and thawing produces more wear and tear on the mining equipment, the 
information that the research team can provide China Gold will be invaluable. By having 
advanced warning on extreme weather changes, China Gold can act to mitigate the effects on 
its equipment thus prolonging its life and decreasing ongoing maintenance and future capital 
expenditures.

Figure 1. Frozen Temperatures plague the mining operations at Jiama

Source: Company Website
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One other announcement of note from the period, is that China Gold has appointed Mr. Guan 
Shiliang as a Vice President. Mr. Guan is a senior professional engineer with 25 years of 
experience in the mining industry and serving most of that time in executive roles. Although 
it did not seem to have a direct effect on the stock price it is always important to have highly-
experienced executives as a part of your team. For the quarter ended June 30th, China Gold 
saw its cost of sales as a percentage of revenues rise 7% compared to the same quarter in 2015. 
Although management attributes a large portion of this to higher waste rock and lower grades, 
with gold prices up approximately $70 per ounce on average over the past two quarters, there 
may be some operational efficiencies that China Gold is hoping Mr. Guan can produce for 
them.

Kirkland Lake Gold Inc. (TSX:KLG)
Kirkland Lake Gold Inc. (“Kirkland”) is an intermediate Canadian gold miner with a 2016 
production guidance of 270k-290k ounces of gold. Kirkland owns interests in five former high-
grade gold mines in the prolific Lower Abitibi Greenstone belt, located near Timmins, Ontario. 
Despite the announcement of record gold production and low operating costs, Kirkland finds 
itself at the bottom of the Ubika Gold 20 Index for this period, falling 33%.

Although the value of Kirkland has been on a decline for most of the period, much like that 
of gold, there was one event in particular that had an effect and was responsible for an almost 
8% loss in a single day. On September 29th Kirkland announced that it would be buying 
Newmarket Gold, a Canada-listed company with operations in Australia, in an all-stock deal 
estimated to be worth $1 billion. It is expected that the entity will be a $1.6 billion company 
producing over 500,000 ounces of gold.  As Newmarket Gold is currently trading at a premium 
price to net asset value ratio of more than 3.5x, investors who hold Kirkland shares are worried 
that it will only bring dilution to their value. In addition, as both companies have operations in 
separate countries, the possibility of realizing synergies between the two jurisdictions is also 
open to skepticism. 

Gold production increased 13% to over 77k ounces for the quarter, driven by high-grade 
throughputs, bringing the Company to record production in Q3/ 2016. However it seems 
that the market was more concerned with Kirkland’s ability to control costs. Although the 
Company had record low operating costs of CAD$704 per ounce, which represents a $156.00 
(18%) per ounce cost reduction over the previous quarter, its AISC only dropped $16 over the 
same time period (Figure 2). Understand that a reduction in one area doesn’t necessarily mean 
an exact translation into the bottom line because there may be initial capital expenditures that 
are necessary in order to realize the operating cost reductions, however it’s a large discrepancy, 
which will hopefully be explained in the MD&A when its released with Kirkland’s financials 
on November 2nd.
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Figure 2. Comparison Cost Reduction: Operating Costs vs. AISC Costs

Source: Company Filings, Ubika Research

Argonaut Gold Inc. (TSX:AR)
Argonaut Gold Inc. (“Argonaut”) is a gold mining company engaged in the exploration, 
development, and operation of gold mines in North America. It currently has operating mines 
and advanced-stage projects in Mexico as well as one advanced-stage exploration project 
in Ontario. Unfortunately, due to an incident at one of its mines and low-grade drill results, 
Argonaut Gold fell 16% and sits near the bottom of our Ubika Gold 20 Index.

The major contributor to the loss in value was the less than impressive drilling results 
produced from the El Creston gold-silver deposit at its La Colorada Mine. With high-grade 
gold of 10 g/t being found over very short intervals (1-3m) in only a couple of holes, and all 
of its larger intervals (greater than 25m) being less than 2 g/t, and a majority of them being 
under 1 g/t, the deposit doesn’t show promise of large margins and returns. This is because the 
low-grade deposits will produce high percentages of waste rock, which will increase the all-in 
sustaining cost (AISC) to produce the gold, decreasing profitability. Some of the drill results 
that were highlighted in the Company’s release are pictured below (Figure 3).

Figure 3. Drill Results from the El Creston Deposit

Source: Company Presentation
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The next event that has contributed to the drop in value is something you never want to 
happen, but it is still a reality in the mining industry. On September 26th Argonaut announced 
that it had a fatality at its El Castillo Mine in Mexico the night before. After the announcement 
Argonaut’s stock went on a two-day slide and lost over 13%. Whenever there is a fatality at a 
mine it brings into question how responsibly it is being operated, garnering bad sentiment from 
the market towards future safety in the Company’s operations, as it adds additional risk and 
liability to the Company.
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Important Disclosure
Smallcappower.com is owned and operated by Ubika Corporation whose divisions include Ubika Research and Ubika Communications. Ubika Corp. is a wholly owned 
subsidiary of Gravitas Financial Inc. The following terms and conditions (“Terms of Use”) govern the use of this website (“site”) www.SmallCapPower.com. By accessing 
this site, you agree to comply with and be legally bound by the Terms of Use as set out herein. Ubika reserves the right to seek all remedies available at law and in 
equity for violations of these Terms of Use, including the right to block access from a particular internet address to our site.

Disclaimer
Ubika Corporation and its affiliates or partners will seek to provide services to companies mentioned on the smallcappower.com website. Hence, all information 
available on smallcappower.com should be considered as commercial advertisement and not an endorsement, offer or recommendation to buy or sell securities. 
Ubika Corporation and its related companies (including its directors, employees and representatives) or a connected person may have ownership/stock positions in, or 
options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time.

Ubika and/or its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell securities and/or commodities and/or 
commodity futures contracts in certain underlying companies mentioned in this site and which may also be clients of Ubika’s affiliates. In such instances, Ubika and/or 
its affiliates and/or their respective officers, directors or employees will use all reasonable efforts to avoid engaging in activities that would lead to conflicts of interest 
and Ubika and/or its affiliates will use all reasonable efforts to comply with conflicts of interest disclosures and regulations to minimize the conflict.

Specifically all companies mentioned or listed as “Analyst Covered Companies” at smallcappower.com and which are shown under the heading “Analyst Covered 
Companies” on the page: http://www.smallcappower.com/companies have entered into a commercial relationship with Ubika Corporation or our affiliates for capital 
market services and have paid fees and/or shares or stock options or warrants for being featured and mentioned in smallcappower.com. Hence these “Analyst Covered 
Companies” at smallcappower.com are shown at the website as an advertisement only and any mention of these companies does not and will not constitute an offer 
to buy or sell securities in the featured companies. Ubika Corporation, its affiliates or partners will seek to provide services to companies mentioned in smallcappower.
com website. Hence, all information available on smallcappower.com should be considered as commercial advertisement and not an endorsement, offer or 
recommendation to buy or sell securities.

Ubika Corporation and its divisions Ubika Communication and Ubika Research (collectively, “Ubika”) are not registered with any financial or securities regulatory 
authority in Ontario or Canada, and do not provide nor claims to provide investment advice or recommendations to any visitor of this site or readers of any content on 
this site.

The information on this site is for informational purposes only. This site, including the data, information, research reports, press releases, findings, comments, 
views and opinions of Ubika’s analysts, columnists, speakers or commentators, and other contents contained in it, is not intended to be: investment, tax, banking, 
accounting, legal, financial or other professional or expert advice of Ubika or its affiliates, or a recommendation, solicitation or offer by Ubika or its affiliates to buy or 
sell any securities, futures, options or other financial instruments, and such information should not be relied upon for such advice. Every user of this site is advised to 
seek professional advice before acting or omitting to act on any information contained in the site.

Research reports and newsletters have been prepared without reference to any particular user’s investment requirements or financial situation. Where reference is 
made to estimate of value or relative value of a specific company, there is no guarantee that these estimates are reliable or will materialize. Readers of these reports 
and newsletters are advised to conduct their own due diligence before making any investment decisions. Ubika does not make independent investigation or inquiry 
as to the accuracy and completeness of any information provided by the Analyst Covered companies. Although the content has been obtained from sources believed 
to be reliable, this website could include technical or other inaccuracies or typographical errors and it is provided to you on an “as is” basis without warranties or 
representations of any kind. Ubika and its affiliates make no representation and disclaim all express and implied warranties and conditions of any kind, including 
without limitation, representations, warranties or conditions regarding accuracy, timeliness, completeness, non-infringement, satisfactory quality, merchantability, 
merchantable quality or fitness for any particular purpose or those arising by law, statute, usage of trade, or course of dealing. Ubika and its affiliates assume no 
responsibility to you or any third party for the consequences of any errors or omissions.

Information in this site is subject to change without notice. Ubika assumes no liability for any inaccurate, delayed or incomplete information, nor for any actions taken 
in reliance thereon.

Ubika, its affiliates and their respective directors, officers, employees, or agents expressly disclaim any liability for losses or damages, whether direct, indirect, special, 
or consequential, or other consequences, howsoever caused, arising out of any use or reproduction of this site or any decision made or action taken in reliance upon 
the content of this site, whether authorized or not. By accessing this site, each user of this site releases Ubika, its affiliates and their respective officers, directors, 
agents and employees from all claims and proceedings for such losses, damages or consequences.

Ubika and its affiliates do not endorse or recommend any securities issued by any companies identified on, or linked through, this site. Please seek professional advice 
to evaluate specific securities or other content on this site. Links, if any, to third party sites are for informational purposes only and not for trading purposes.Ubika and 
its affiliates have not prepared, reviewed or updated any content on third party sites and assume no responsibility for the information posted on them.

Ubika and/or its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell securities and/or commodities and/or 
commodity futures contracts mentioned in this site.

This site may include forward-looking statements about objectives, strategies and expected financial results of companies featured in this site or where research 
reports are available on companies displayed and/or featured on this site. Such forward-looking statements are inherently subject to uncertainties beyond the control 
of such companies. The users of this site are cautioned that the company’s actual performance could differ materially from such forward-looking statements.

World Wide Web sites accessed by hypertext links (“hyperlinks”) appearing in this site have been independently developed by parties other than Ubika and Ubika 
has no control over information in any hyperlinked site. Ubika is providing hyperlinks to users of this site only as a convenience. Ubika makes no representation and 
is not responsible for the quality, content or reliability of any information in any hyperlinked site. The inclusion of any hyperlink in this site should not be construed 
as an endorsement by Ubika of the information in such hyperlinked site and does not imply that Ubika has investigated, verified or monitored the information in 
any such hyperlinked site. Should you wish to inquire about creating a link from your World Wide Web site to this site, contact SCP marketing via e-mail at: info@
smallcappower.com. for written authorization.

See our full disclaimer here.
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