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Our comments on the quarterly operating results of the miners in the TDV portfolio follow this review of their 

valuation in the scheme of things. I will review my model for gold valuation in the newsletter due out in the 

next day, but suffice it to say that the current correction in the sector has been a healthy one and that the 

price of the precious metal is closer to the bottom end of its fair market value range than the top end. 

 

The same is bound to be even more true of silver, which is historically cheap relative to gold. 

 

Let me reaffirm my gold price target of $3k in either the next year or by the end of 2022, and $5k by 2025, 

and maybe as high as $10k potentially this decade if the stagflation genie has come well out of the closet. 

 

I know we talk about the dollar collapse and these sound like conservative targets. They are. 

 

 

Recommended Action, 
 

Sell to Close Outstanding Hedge: Dec 18 GDX $39 Puts at $5 or better 

 

We recommended buying these puts at $1.86 in September to partially hedge your gold-stock exposure; 

they last traded at $5.20 for a 180% gain, covering about 40% of the GDX’s decline. The Newmont Puts are 

up ~100% and were less successful in buffering Newmont’s loss of about $9, but it was still better than not 

having any hedges. Our view is that the correction is nearing an end, so we recommend taking the gain. 
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In light of those targets, though, what should we expect from gold shares? For gold itself those would make 

for returns of between 20 and 40 percent annually through 2025, or even 2030, depending on things we 

don’t know yet. Silver should do increasingly better as it achieves a more normal ratio to gold or overshoots 

as is typical during the peak stages of a precious metals bull market cycle. But what about the miners? 

 

In the graphs above I am revealing two of the many metrics that we track for valuing miners. 

 

I like these metrics because they have a stable base, unlike earnings. P/E ratios are difficult for cyclical 

companies because they tend to be low at the tops and high at the bottoms. This is for obvious reasons: 

earnings are cyclical and when they are depressed the PE ratio is high and vice versa. 

 

The graph on the above left is a measure of the market cap of the company relative to the gross metal value of 

its gold and silver metal inventory, as a percentage. The statistic is essentially an average including two of the 

world’s largest mining companies, each with over a dozen mines all over the world, and also includes Agnico 

Eagle, which adds another 6 or 7 mines. So the numbers represent a good section of world production. 

 

The first chart tells us that these companies are trading at about 30% (blue line) of the gross metal value of 

their “reserves” and about 15% of the gross metal value of their “global resource”, which means in the former 

case they are slightly above average valuation and in the latter case they are below their long-run valuations. 

 

The graph above on the right side is a bit more straightforward for most investors. 

 

Since 1995, the S&P 500 index has fluctuated between 1 and 3 times sales - at 3x recently - which is historic. 

 

The miners, as you can see, tend to range between about 2x sales up to about 6x sales over the same period, 

typically, or, say, twice the S&P average. So based on this metric, maybe we can say that the average historic 

price to sales ratio is somewhere between 3 and 4 times with the current level, a little bit on the high side. 

 

However, those graphs are not updated for last weeks’ declines, so whatever the graphs say, it is cheaper 

today, not greatly but a little bit. We are probably well within the shaded regions of those graphs now. 
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A third way to look at this question of value is based on the ratio of the popular gold share averages to the 

price of gold itself, which as you can see in the graph below remains at the low end of its historic range. 

 

The average historic range is probably 0.3 to 0.4. In this case, assuming my gold price targets, the HUI may 

reach levels of between 900 (at $3000 gold) up to as much as 4000, or even 5000 if gold goes as far as $10k. 

 

From its current levels of ~280, that could be a triple by 2022 if gold hits $3k, or 80% per year; and if it hits 

$10k by 2030 it still means returns of over 40 percent per year in the HUI. So if our gold price forecast is 

right then based on this metric we could say that the miners still offer plenty of upside potential if they return 

between 40 and 80 percent annually, even if only for a few years. Based on this metric since it is still near its 

lows we can infer the potential for less downside, relatively speaking. It is likely they would fall with gold on a 

1:1 basis while still having way more leverage on the upside, more so in this metric than the previous two. 

 

However, I ran a model to give us another perspective of value based on my price to sales metric, i.e., 

assuming we reach my gold price targets with a price to sales ratio falling to a relatively subpar 3.0. 

 

Making some further assumptions for production and share issuances, we were able to forecast share prices 

at those gold price levels, and from there, expected returns. We found that returns, in this case, would still 

match or exceed those based on the HUI metric, i.e., that our portfolio could return 50-100 percent per year. 

 

What’s more, if we assumed a higher price/sales ratio, like 4x or 5x, as is not atypical during cycle peaks, 

those returns increase to between 60 and 150% annually; even if we only assumed a 2x P/S ratio, we could 

still expect returns of 20-40 percent per year on our portfolio. Again, that assumes gold hits my targets. 

 

Nevertheless, not bad for what the original metrics suggested as fair value. 

 

Just for fun, I ran the same model assuming 

half those price targets: i.e., if gold prices get 

stuck at, say, $1500 for two years, and then 

maybe rose to $3000 over five years. I didn’t 

bother to run a deflationary forecast as the 

likelihood of that scenario is very low and the 

implications would be obvious. Lots of 

downsides, on pretty much everything to boot. 

 

And I’d welcome that if the idea was to move 

toward sound money and less State. 

 

However, assuming gold goes nowhere but 

down to $1500 and stays there for two years, 

which is possible but not likely, we should 

expect losses of 10-20 percent per year in the miners until 2022-23, but then gains of 20% plus from there on 

through 2025 assuming gold hits $3000 by then. But we are clearly more bullish given our gold and silver 

price forecasts. I’ll defend those in the newsletter. As far as gold shares go, valuations are still very good, and 
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sentiment has fleshed out nicely in the recent correction, as you can see in the chart of gold mutual fund flows 

above. We continue to recommend a 30% allocation to the buy & hold TDV Defensive Investors Stock 

Portfolio, which is mainly made up of gold & silver miners (plus one uranium miner and a few exploration 

companies). In the following sections, we’re reviewing the quarterly operating performance of our holdings. 

 

 

 

Quarterly Production Metrics 

 

 

Quarterly Financial Metrics 
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Valuation Metrics 

 

 

 

Overview 

 

The Q3 results on average were obviously going to be better than Q2 results this year. Recall in the Portfolio 

Update published March 23, we mentioned the coronavirus impact on operations of the portfolio companies. 

 

 

Almost all mines were re-started in Q3, and the producers ended up selling increased production into a rising 

gold price environment. The average net income and operating cash flow increased 150% over Q2 2020, but it 

also increased similarly over the prior year as the gold price gain was even heftier from the year-ago period. 

With the exception of McEwen Mining, the mid-tiers swung back to profitability. Endeavour Mining had its 

best quarter in this cycle, a consequence of operating in lockdown-free West Africa, while Pan American 

Silver was hard hit by the restrictions in Peru and Argentina. Agnico Eagle was least affected. 
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The company estimates that covid protocols have added a mere $6 per gold ounce to its production costs. 

With producers' average AISC still under $1100/oz, the miners have a >60% operating margin, the perfect 

storm for this group and one huge reason that the HUI should be trading higher next to gold. 

Their multiples have already dropped significantly despite the 175% increase over the past five years, which 

by the way works out to a 22 percent annual gain with gold rising about 80-90 percent in that period. 

Within a year at this rate, the miners will accumulate significant cash on their balance sheet and concerns 

over their debt load, if any, will be a thing of the past. In the last cycle, the gold miners got a bad rap for using 

their cash flow to make acquisitions at high premiums and focusing on growing production. This time 

around, however, growth has taken a backseat and managements are rewarding shareholders through 

buybacks and dividends. Among our portfolio holdings: Newmont, Agnico Eagle, Pan American 

Silver, B2Gold, and Yamana Gold raised their dividends. SSR Mining declared its maiden (first) 

dividend of 5 cents per share and Endeavour Mining declared its maiden dividend of 48 cents per share. 

TDV Portfolio Holdings, Highlights 

Newmont (NEM, MCap $47B, 803.36M SO) 

maintained its 2020 production guidance of 6 million 

gold ounces at an AISC of $1015/oz, plus an additional 1 

million gold equivalent ounces from silver and other 

by-products, suggesting an operating cash flow of up to 

$7 billion this year. That’s almost $8 per share, though 

our forecast is a bit more modest ( tables below). 

 

Newmont expects to maintain its current production 

profile over the next decade, with new projects making up 

for depletion at existing mines. 

 

Agnico Eagle Mines (AEM,MCap $15.7B, 242.35M SO) maintained its 2020 production guidance of 

1.68 to 1.73 million gold ounces at an AISC of $1050/oz. 

Pan American Silver (PAAS, MCap $6.16B, 

210.17M SO) continues to experience operational 

difficulties due to Covid-19 restrictions. 

Of its 9 producing mines, 7 were operating with limited 

workforce levels while the remaining two were shut down 

in July due to high incidence of covid among the 

workforce. As a result, management slightly lowered its 

2020 production forecast to 18-19 million silver ounces 

and 525-575,000 gold ounces. 
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Iamgold (IAG, MCap $1.58B, 471M SO) reported a GAAP net loss of $11.6 million (negative 2 cents) and 

adjusted net income of $52.1 million (11 cents). The adjustments include debt refinancing costs ($39.5 

million), direct covid-19 compliance costs ($10.4 million), Rosebel temporary suspension costs ($7.9 million) 

and derivative losses. The company is profitable at the mine operating level, reporting $41.5 million in 

operating earnings on revenue of $335.1 million, for a margin of 12.4%. Meanwhile, capex financing for the 

Côté gold project is secure and pre-production activities continue to advance it. Unfortunately, the Westwood 

mine was shut down at the end of October due to yet another seismic event and the company has withdrawn 

its 2021 production guidance. It’s difficult to evaluate the future of that project at the moment but will keep 

posted. 

B2Gold (BTG,MCap $5.67B, 1.05B SO) maintained its 

2020 production guidance of 1-1.05 million gold ounces at 

an AISC of $800/oz. B2’s low-cost base is driven by its 

Fekola mine in Mali, which is expected to contribute 

605,000 ounces at an AISC of $575/oz. It is the most 

undervalued among the producers, selling for a P/E of 9.1 

and P/CF of 6.6 on a TTM basis. And this for a company 

that rarely fails to deliver both cash flows and earnings - 

being one of the few that were able to produce positive 

operating results through the 2013-15 downswing. 

The present discount on this stock is unusual and largely due to political risk in jurisdictions where B2Gold 

operates. The sale of its two Nicaraguan mines to Calibre Mining (CXB, MCap $737.9M) was partly (in 

my opinion) made to address this concern, but the recent political unrest in Mali continues to weigh on this 

stock also, given the market’s memory of the 2012 debacle. But this is not the first political crisis that B2’s 

management team has handled. It tends to form positive relationships with governments where it operates. 

In fact, there might even be lesser risk in Mali, which did not order any mine shutdowns during the 

plandemic, than in the supposedly safe jurisdictions. B2Gold remains an attractive buy at current levels. 

Yamana Gold (AUY, MCap $4.88B, 952.62M SO) 

slightly increased its 2020 production guidance to 915,000 

gold equivalent ounces. The company also acquired 

Monarch Gold (MQR.TO, MCap $157.54M) for C$152 

million in cash and shares. The acquisition adds to its 

exploration portfolio around the 50%-owned Canadian 

Malartic mine (AEM holds the other 50%). Management also 

indicated that they are evaluating further exploration assets in 

Canada, Argentina, Brazil, and Chile. The company decreased 

its net debt to $619.1 million. 

McEwen Mining (MUX, MCap $400.7M, 408.84M SO) is working on an updated mineral resource 

estimate and feasibility study on its Gold Bar mine in Nevada, due by year-end. The company is also working 

on a PEA on its Black Fox complex which will incorporate the Stock, Grey Fox, and Lexam deposits. 
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Premier Gold (PG.TO, MCap $607.73M, 237.4M SO) has swung back to profitability, driven by 

significant cost-cutting at its Mercedes mine in Mexico which implemented a new mine plan focused on 

mining higher-grade ore and cutting throughput. The new mine plan decreased production by 15% but 

lowered AISC by 35%, resulting in higher margins and improved profitability. The company expects to 

publish an updated technical report on its Hardrock project (50% owned) by year end. Premier Gold also 

reported drill results from the Hasaga project in Red Lake. The exploration program saw 23,795 metres 

drilled in 28 holes, with cores from most drill holes containing visible gold. Highlights: 13m of 4.93 g/t Au; 

3m of 76.12 g/t Au, including 0.4m of 455 g/t Au; 13m of 

4.93 g/t Au; and 5m of 26.82 g/t Au, including 1m of 129.08 

g/t. 

Endeavour Silver (EXK, MCap $538.55M, 157.47M 

SO ) announced a US$60 million at-the-market offering of 

common shares. The company will use the proceeds to 

advance the Terronera project to the feasibility stage and 

continue exploration activities at its Parral project. 

SSR Mining (SSRM, MCap $3.87B, 219.36M SO) completed its acquisition of Alacer Gold (ALIAF) 

on September 16 in an all-share deal where 1 Alacer share was converted into 0.3246 SSRM shares. 

Fortuna Silver Mines (FSM, MCap $1.15B, 184.2M SO) announced the first pour at its Lindero gold 

mine in Argentina on October 20. Commercial production is expected in Q1 2021. 

Argonaut Gold (ARNGF, MCap $514.41M, 

292.95M SO) completed its acquisition of Alio Gold, 

which owns the Florida Canyon mine in Nevada. 

The company expects to begin construction at its Magino 

project in Ontario early next year. 

Endeavour Mining (EDVMF, MCap $2.72B, 

163.04M SO) is acquiring Teranga Gold (TGZ.TO, 

MCap $2.3B) for $2.44 billion, exchanging 0.47 

Endeavour shares for each Teranga share. The deal represents a 5.1% premium. Teranga operates the 

Sabodala-Massawa mine in Senegal and the Wahgnion mine in Burkina Faso, expected to produce 533,000 

ounces of gold per year at an average AISC of $785 per ounce over the next five years. The combined entity, 

which will be 66% owned by Endeavour shareholders, is expected to produce 1.5 million gold ounces a year. 

Concurrently, Endeavour will raise $200 million from Endeavour's strategic shareholder, the La Mancha 

group. It reported a 108% increase in Indicated resources at its Fetekro project, growing it from 1.2 million oz 

to 2.5 million oz at a grade of 2.4 g/t. An updated PEA on the project is due by year end. 
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TDV’s Premium Defensive Investors Long Term Stock Portfolio and Returns* 

 

 

* Note: SSR Mining was added to the portfolio on closing of its acquisition of Alacer Gold in September 2020, giving us a 

total gain of 210% on Alacer’s shares (acquired at $3.10 in 2013). The red highlighted rows indicate positions that are 

still recommended but that we are reviewing at the moment. They may or may not result in a sale as a result. 

 

Good trading! 

 

Ed & Kashyap 
 

 

 

 

 

 

Company Symbol 

2020 

Open 

Last 

Price 

YTD 

Return 

2019 

Return 

Gold/Silver Majors (40%)  17.76% 32.66% 

Agnico Eagle Mines AEM 62.08 64.47 3.85% 52.20% 

IAMGOLD Corp* NYSE:IAG 3.78 3.34 -11.64% 1.36% 

Yamana Gold AUY 4.01 5.11 27.43% 66.67% 

Newmont NEM 43.55 58.48 34.28% 27.23% 

Cameco CCJ 8.9 10.13 13.82% 2.06% 

Pan American Silver PAAS 23.96 29.12 21.54% 42.28% 

B2Gold NYSE:BTG 4.05 5.47 35.06% 36.86% 

Junior Producers (45%)  20.84% 33.62% 

SSR Mining* SSRM 16.36 17.65 7.89% NA 

Argonaut Gold ARNGF 1.45 1.77 22.07% 31.86% 

Endeavour Mining* EDVMF 19.19 22.75 18.55% 17.19% 

McEwen Mining* MUX 1.31 0.98 -25.19% -30.60% 

Fortuna Silver FSM 4.12 6.28 52.43% 11.17% 

Endeavour Silver EXK 2.44 3.42 40.16% -5.86% 

Premier Gold Mines TSE:PG 1.97 2.56 29.95% 20.86% 

Explorers / Emerging Producers (15%)  30.50% 11.01% 

Sabina Gold & Silver TSE:SBB 1.94 2.42 24.74% 51.18% 

Alexco Resource Corp AXU 2.37 2.46 3.80% 34.88% 

Cascadero Copper CVE:CCD 0.02 0.03 50.00% -33.33% 

EMX Royalty NYSE:EMX 1.69 2.94 73.96% 43.48% 

Mexican Gold CVE:MEX 0.1 0.1 0.00% -41.18% 

Total Return   21.06% 29.85% 
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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 figures. 
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