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As a general rule, the most successful man in life is
the man who has the best information

One of the things I’ve learned over the years is that many retail investors in the resource
market equate a higher grade deposit with a more profitable mine then a lower grade
deposit would make. Unfortunately this false belief might be causing them to miss
investment opportunities.
I’m going to use uranium to demonstrate what I want to convey in this article, I was
doing research on the next uranium break out stock, but it could be pretty much any
metal. Does higher grade mean more profit? Should investors be solely concerned about
grade? Are there other concerns investors should be looking at?
What got me thinking about this subject was an excellent report that crossed my desk, a
very interesting piece of research from Canaccord Capital.
In a June 16 report entitled “What is world class uranium anyway”, Canaccord shows in
quite plain and simple language that the profitability of lower grade deposits is about the
same as the high-grade deposits.
I’m not a geologist, an analyst, or an engineer, I’m a retail investor. But I can read a chart
and this chart speaks volumes to me:

Canaccord says “In Figure 3, we look at simplistic models of two uranium mines of
vastly different grades: a high-grade underground mine averaging 15% U3O8 and a lowgrade, open-pit mine averaging 1/1000 of the grade of the underground mine, 0.015% or

150 ppm U3O8. We use a long-term uranium price of US$70 per pound, common U3O8
recovery rates of 80%, and representative mining and milling costs. Despite the huge
disparity in ore grade, the other inputs of scale and cost serve to offset the grade and
result in virtually identical gross margins (revenue less operating costs).” (Underline
and italics mine – author)
The low-grade open pit uranium deposit shows similar economics at 1/1000th of the
grade as the much higher grade undergrounds mine! The reality is that ALL the new
uranium production in the last five years has been from lower grade material. And when I
started looking at the line up of near term producers – i.e. those with economic studies,
they were all lower grade deposits.
One of the deposits I looked at was Forsys (FSY-TSX) Valencia deposit in Namibia.
They have a new technical report from June 2009, but used June 2008 costs – the top of
the market for costs. This new report shows costs of $40 per pound with a grade of 117 –
126 ppm – parts per million uranium. This works out to a grade of about 0.012% U3O8.
In their September 2008 technical study, Bannerman Resources (BAN-TSX) estimate
they’re operating costs to be about $25 per pound with a 100 ppm cut-off. Canadian
brokerage firm Haywood Securities estimates all-in costs of $40 per pound in the first
year for Bannerman’s Etango project in Namibia.
Paladin Energy (PDN-TSX) says they have a $20 per pound cost with an 800 ppm grade.
So low-grade deposits can have low costs, and therefore high profitability. And stock
prices did go up dramatically for many of these producing or near term production
companies with the lower grade assets so there were profitable investment opportunities
generated. Forsys still has a $7 per share bid on the table, and Paladin tripled from $1.50
to $4.50.
The bottom line for investors is to focus on profitability and mine life instead of solely on
grade. This is because, despite the huge disparity in ore grade between deposits, your
other inputs of scale/cost can offset the lower grade and this results in almost identical
gross margins between the two types of deposits. Low grade can mean big profits for
investors.
As for the next lower grade success story in the uranium sector here are a couple to
watch:
Uracan Resources (URC-TSXv) trades at 22 cents, and with 40 million pounds compliant
resource, has one of the lowest valuations per pound of any uranium company on the
board. Their Double S deposit is also open in almost every direction. Uracan has the
same 0.012% U3O8 grade that Forsys does. It has power & highway on the property and
is only 7 km from a deepwater port. I like the fact that management has put low-grade
assets into production before, when they were with Bema Gold.

Kivalliq Energy Corp. (KIV-TSXv) trades at 27 cents, and has a historical resource of 20
million pounds – but at a higher grade, around 1 per cent, or 10,000 ppm. I would
consider this more like a medium grade deposit – if they hit. It would still be a large bulk
tonnage, but underground operation. It’s managed by John Robins, one of the best, but
little known, explorationists in Canada. Kivalliq starts drilling in July.
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