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>> Buy Goldcorp (GG) November 2, 2018 $10 puts at 16 cents or better 

 

Idea in a nutshell: Goldcorp is releasing its Q3 results after market close today. The consensus EPS is 

negative 3 cents, I think the net loss is going to be larger than anticipated due to troubles at their biggest 

mine. 

 

Goldcorp had a string of 7 profitable quarters from Q3 2016 to Q1 2018, attributable mostly to the massive 

$4.9 billion impairment charge they took in 2015 (over half its current market cap) and the recovery in gold 

prices that started in early 2016. That ended in Q2, when they surprised the market with a $131 million net 

loss, or 15 cents per share, when the consensus estimate called for a profit of 7 cents per share. The reasons 

given were: 

 

(1) an increase in deferred tax expense arising from currency devaluations, particularly in Argentina  

(2) lower sales volumes at Peñasquito, and  

(3) income tax expense of $156 million impacted primarily by currency translations 

 

In other words, they blamed the dollar strength and operational adjustments at their largest mine. One would 

assume a rising dollar is great for their operations, since their operating costs are in the local currency, but 

apparently this isn’t so for Goldcorp. Their production costs at continuing operations actually went up by 

2.5% compared to Q2 2017. The dollar has been even stronger in Q3, setting the stage for an even bigger Q3 

losses. 

 

However, the market has probably priced that in. What’s not priced in is this little tidbit from the Q2 

conference call on Peñasquito:  

 

With the commissioning schedule of the pyrite leach project accelerated into the third quarter, the 

production plan for the third quarter has been modified, lower than planned mill throughput and 

low mill head grades, which we expect to range between 0.2 and 0.25 for the quarter. These low 

grade stockpiles are the preferred material to be processing during the commissioning phase, where 

we do expect lower recoveries and throughput. 

 

In other words, expect even lower production and at higher costs, but it’s all planned. Things will improve in 

2019. This isn’t a one-time occurrence. In their 2017 guidance, they commented that production is expected 

to decrease compared to 2016, as a result of lower overall grades as the high-grade zone depletes. 

Management always appends the word “planned” while reporting any negative operational results, but 

guidance of such “plans” is left out of prior quarters’ reports. 
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Goldcorp management has a history of throwing negative surprises at investors. After stressing that they are 

only interested in their internal pipeline of projects, and they definitely will not make any acquisitions, they 

acquired Kaminak Gold and Exeter Resources. They proclaimed that they have achieved $250 million in 

annual cost efficiencies across their mine sites, but production costs at their 7 main operating mines in H1 

2018 are actually up $30 million compared to H1 2017. 

 

 

Three months ago, the Q3 consensus was an EPS of 10 cents. The current consensus is a 3 cent loss. I think 

the loss is going to be even bigger than anticipated, and is going to take investors by surprise. 

 

The Risks 

 

The second-half of the year is traditionally stronger for miners than the first half. Maybe the Q2 loss is an 

aberration in their return to profitability and not the start of a new trend. Maybe the dollar strength will be 

beneficial to their operating costs this quarter, and the effect of the $250 million in annual cost efficiencies 

which they are supposed to have achieved will show up in Q3. Or the market has already priced in everything 

I am expecting and the shares are going to move with gold regardless of the quarterly results.  

 

Note:​​ Goldcorp is still a buy in the long-term stock portfolio. The above trade is meant as a hedge or a 

method to profit from a potential earnings surprise. 

 

 

Kashyap Sriram 
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Legal Disclaimer: ​​This information is for information purposes only and is not intended to be an offer or solicitation for the sale of any financial product or service or a                              

recommendation or determination by TDV that any investment strategy is suitable for a specific investor. Investors should seek financial advice regarding the suitability of any                         

investment strategy based on the objectives of the investor, financial situation, investment horizon, and their particular needs. This information is not intended to provide                        

financial, tax, legal, accounting or other professional advice since such advice always requires consideration of individual circumstances. The products discussed herein are not                       

insured by any governmental agency, are subject to risks, including a possible loss of the principal amount invested. Generally, the investments in this blog may be more                           

volatile on a daily basis and have higher headline risk than other sectors as they tend to be more sensitive to political and regulatory events. Because of significant volatility,                             

large spreads and very limited market liquidity, typically you will not be able to sell a low priced security immediately at the same price you purchased the stock. In some cases,                               

the stock may fall quickly in value. Investing in foreign markets may entail greater risks than those normally associated with domestic markets, such as political, currency,                          

economic and market risks. You should carefully consider whether trading in low priced and international securities is suitable for you in light of your circumstances and                          

financial resources. This blog does not constitute an offer to sell or solicitation of an offer to sell any securities in the United States. The securities have not been and will not be                                 

registered under the United States Securities Act of 1933, as amended (the “U.S. Securities Act”) or any state securities laws and may not be offered or sold within the United                              

States or to U.S. Persons unless registered under the U.S. Securities Act and applicable state securities laws or an exemption from such registration is available. Past                          

performance is no guarantee of future returns. TDV, entities that it controls, family, friends, employees, associates, and others may hold positions in the securities it                         

recommends to clients, and may sell the same at any time. This document was prepared by Jeff Berwick and Ed Bugos exclusively for TDV Premium subscribers. The                           

information contained in this document was taken directly from the company’s presentation or from reliable sources; however we cannot ensure the accuracy of the                        

information contained in this report. The author may be compensated for any introductions of accredited investors as it relates to this offering. Investing does come with some                           

risk, however we will not be liable for any financial losses which might occur as a result of your participation in this financing. Please contact the company directly to verify any                               

of the facts and figure. 
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