
 

eResearch Corporation www.eresearch.ca 

 
 

              Initiating Report                                                                       March 2, 2010            . . . . .             . .  . . .              
3              

 
 

 

 

 

Recommendation 
Speculative Buy 
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$0.07 
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STROUD RESOURCES LTD. 
 

 ($0.07; TSX-V: SDR) 
 

 
Data Source: www.BigCharts.com 
 

UPFRONT 
 

Exploration company: silver in Mexico, and gold in Ontario. Santo Domingo 

in the Sierra Madre has enormous potential: open pittable; wide mineralized 

zones; ease of access; critical infrastructure, such as water and power, readily 

accessible; available labour supply; low cost of production expected; and could 

be fast-tracked to production. At Santo Domingo, Stroud has drilled 27 holes 

which, on the Companyôs 25.73 million silver-equivalent ounces, equates to 

almost 1 million silver-equivalent ounces per hole. 

 

Other factors positively impacting Stroud: (1) NI 43-101 Technical Reports 

available on the two key properties, Santo Domingo and Hislop; (2) Stroud has 

a small ownership interest in six operating natural gas wells that throw off 

valuable positive net cash flow; and (3) Strong institutional ownership. 

 

At a $10 million market cap and with a thin float, Stroud Resources Ltd. is not 

on many investors radar screens. But it should be. 

 

RECOMMENDATION  
 

Speculative Buy, for risk-tolerant investors. Target Price = $0.28 per share. 

 

PROFILE  
 

Stroud Resources Ltd. is a Canadian mineral exploration and development 

company with properties in two mining-friendly jurisdictions: northern 
Ontario (gold), and Mexico (silver/gold). Stroud also has an interest (3.75%) 

in six natural gas wells in Alberta, which provide the Company with cash flow. 
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THE COMPANY  

 

Stroud Resources Ltd. is a mining exploration company focused on the discovery and exploration of silver and 

gold deposits in Mexico and northern Ontario. The Company owns a 100% interest in the Santo Domingo epi-

thermal silver-gold project in central Mexico, and has an option to acquire a 100% interest in the Santa Cruz 

silver project, also in Mexico. Stroudôs assets also include 100% interests in the following Ontario properties; 

(1) the Hislop gold property, near Timmins; and (2) the Leckie gold property near Temagami (close to North 

Bay). The Company also generates cash flow from a 3.75% interest in six natural gas and natural gas 

condensate wells in central Alberta. 

 

STRATEGY  
 
Mining: Of the Companyôs four projects, two of them (Santa Domingo and Hislop) already have NI 43-101 

compliant resources. Its other gold property, Leckie Lake, has the potential soon to be designated a NI 43-101 

resource if conditions with Laurion under the LOI are met.  

 

Mining Strategy: Like so many junior mining exploration companies, Stroud requires continual financing. 

The Company is considering two strategies: (1) Return to the capital markets for fresh funds; and/or (2) 

Finding a suitable joint-venture partner to provide funds in return for an ownership interest. 

 

Oil & Gas: Stroud has a 3.75% interest in six natural gas and natural gas condensate wells in Alberta, 

providing the company with cash flow to go towards operating expenses. 

 

Oil & Gas Strategy: Stroud intends to stand pat for now with respect to its oil & gas activities.  

 

TARGET PRICE  
 

We have derived the following intrinsic values for Stroud using various valuation methodologies, as set out 

fully in our Valuation section beginning on page 6. 

 

ǒ Peer Comparison - Market Cap/Resource:  $0.27 per share 

ǒ Peer Comparison - Property Valuation:  $0.22 per share 

ǒ Per Attributable Resource Ounce Valuation:  $0.29 per share 

ǒ Oil & Gas Cash Flow Multiple Valuation: $0.01 per share 

 

From these intrinsic value calculations, we have chosen a 12-month Target Price for the shares of Stroud 

Resources Ltd. of $0.28. 

 

COMMENT : Stroud is an undiscovered stock, as far as the retail investor sector is concerned. But there are 
three influential institutional shareholders of Stroud which recognize the inherent potential poised within this 
company. If management can unlock that potential, the shares could easily surpass our Target Price. Thereôs 

the rub. 
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OPERATIONS 
 

Stroud is involved primarily in mineral exploration, but it also has some oil & gas interests. Set out below is a 

brief overview of the Companyôs activities. Further information on these projects is presented in Appendix 1: 

Properties, beginning on page 16. 

 

The following map indicates where the Companyôs operations are located. In Canada, they are in Ontario. In 

Mexico, Stroud is active in the Sierra Madre.  

 

 
 

Source: the Company 



Stroud Resources Ltd.  Initiat ing Report 
_____________________________________________________________________________________ 

 

eResearch Corporation www.eresearch.ca 4 

 

 

The following map shows the Companyôs Mexican properties. 

 

 
 

The Companyôs Mining and Oil & Gas projects are described below: 
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RECENT DEVELOPMENTS  
 

ǒ February 9, 2010: Stroud granted, to directors and officers of the Company, options to acquire an 

aggregate 3,100,000 common shares. Each option is exercisable to acquire one common share at $0.10 per 

share for a three-year period, with the options vesting one-third immediately, and one-third on each of the 

7-month and 13-month anniversaries of the grant date (subject to TSE Venture Exchange acceptance). 
 

ǒ February 5, 2010: Laurion Mineral Exploration and Stroud executed a letter of intent (LOI) for Laurion 

to receive an option to acquire up to 60% of the mineral rights of Stroudôs undivided 100% legal interest in 

the Leckie Lake gold property near Temagami, Ontario. 
  
ǒ January 27, 2010: Stroud filed an NI 43-101 Technical Report on its Santo Domingo project in Jalisco, 

Mexico. Highlights of the report were disclosed in Stroudôs December 16, 2009 news release, which is 

available on SEDAR at www.sedar.com. 
 

ǒ December 10, 2009: The Company announced that it had completed its previously announced non-

brokered private placement of units. Stroud issued and sold 6,000,000 units at $0.05 per unit, raising gross 

proceeds of $300,000. Each unit comprised one common share and one common share purchase warrant, 

with each warrant entitling the holder to acquire one common share at $0.10 until December 10, 2010. 

 

INVESTMENT CONSIDERATIONS  
 

ǒ NI 43-101 compliant Technical Report, dated January 25, 2010, released on Stroudôs 100%-owned Santo 

Domingo epi-thermal silver-gold project in Jalisco, Mexico: Measured and Indicated Resources of 12.42 

million ounces of silver and 58,671 ounces of gold (15.05 million oz of silver-equivalent resources); 

Inferred Resources of 9.14 million ounces of silver and 36,817 ounces of gold (10.68 million oz of silver-

equivalent resources).  
 

ǒ The Company is focusing its exploration activities on Santo Domingo. A diamond drilling program is 

planned for 2010, pending raising sufficient funding.  
 

ǒ Stroud also has an NI 43-101 compliant report on the 100%-owned Hislop gold project in Ontario 

(Indicated Resources of 102,750 ounces of gold and Inferred Resources of 69,700 ounces of gold). The 

Company is currently seeking joint-venture partners for the project with the objective of bringing the 

property into production at 25,000 ï 50,000 ounces of gold per annum. 

 

ǒ Stroud recently signed a letter of intent (LOI) with Laurion Mineral Exploration (ñLaurionò) for Laurion to 

receive an option to acquire up to 60% of the mineral rights of Stroudôs undivided 100% legal interest in 

the Leckie Lake gold property near Temagami, Ontario. Among the possibilities under the LOI are that 

Laurion would complete an NI 43-101 Technical Report on Leckie Lake, and that exploration could 

proceed by way of a joint venture between Stroud and Laurion.  

 

ǒ Stroud generates cash flow through a 3.75% interest in six natural gas wells in central Alberta. Gross 

revenue from this source has been in excess of $200,000 per annum; however, 2009 revenues will be 

substantially below this figure as a result of lower natural gas prices. Revenue for the first nine months of 

2009 was $83,851 compared with $199,851 in the corresponding period of 2008. Oil and gas cash flow 

can be used to offset some overhead expenses. 

 

ǒ Share ownership among insiders and associates is high at 40%; institutions own another 15%. Key 

institutional holdings are: Sprott, Dundee, and Pinetree. 

 

ǒ Stroudôs management are few but, collectively, have extensive mining industry experience (each with 

more than 30 years) in Canada and abroad. 
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VALUATI ON 
 

We provide the following valuation methods to determine an appropriate value for the share price of Stroud: 

1. Market Capitalization Per Silver Equivalency Resource Valuation; 

2. Mining Property Ratio Valuation; 

3. Per Attributable Resource Ounce Valuation; and 

4. Oil & Gas Cash Flow Multiple. 

 

 

(1) Market Capitalization Per Silver Equivalency Resource Methodology 
 

In this valuation method, we compare the market capitalization of Stroud to the silver companies in our 

comparison group, shown in Table 1 below. 

 

Table 1: Market Capitalization and Resources Data 

 

 
 

 

 Except for Source Exploration, the market cap per silver equivalency ounce for Stroud is well below that 

of the comparable companies. Stroud comes in at $0.47 compared to a high of $6.02 for Great Panther and 

an average for the comparable group of $2.16. 

 

 The average of the premiums over Stroud is calculated to be 4.61x. 

  

 Thus, in comparison to the other silver companies, Stroudôs stock is undervalued. 

 

 Should Stroud be successful in obtaining financing or a joint-venture partner, in either case improving its 

likelihood of advancing its properties, its market cap per silver equivalency ounce should increase 

markedly.   
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(a) Sensitivity Analysis 

 
The following table takes different market cap silver equivalency ounce values for Stroud over the next 12 

months. (Approximately $2.0 million in capital expenditures is assumed for this period.)  

 

Stroud Resources Ltd. 
 

   Market 
  Cap Per Market Per 

Silver Eq Cap Share 

   $0.47 $12,091,876 $0.08 

$1.00 $25,727,395 $0.17 

$1.50 $38,591,093 $0.26 

$2.00 $51,454,790 $0.34 

$2.16 $55,571,173 $0.37 

$2.50 $64,318,488 $0.43 

$3.00 $77,182,185 $0.51 

$3.50 $90,045,883 $0.60 

$4.00 $102,909,580 $0.68 

$4.50 $115,773,278 $0.77 

$5.00 $128,636,975 $0.85 

 

 
Source: eResearch 

 

 Our analysis shows Stroudôs stock price ranging from $0.17 per share at $1.00 per market cap silver 

equivalency ounce to $0.85 at $5.00 per market cap silver equivalency ounce. 

 At the peer average, the value per share would be $0.37. 

 We think it reasonable for Stroud to approach a level similar to that of SilverCrest, which has a value of 

$1.54 market cap silver equivalency ounce; this would give Stroudôs stock an intrinsic value of $0.27. 

 Higher per share values for Stroud would be expected when it reaches such milestones as:  

(1) Completion of at least a further 25 holes; and  

(2) Drill bit success resulting in a doubling of the resources to around 50 million silver equivalent ounces. 
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(2) Mining Property Ratio Valuation Method 
 

(a) Methodology 
 

This method determines an appropriate valuation for the shares of Stroud based on: 

 

ǒ Current and expected market value of the Company over the next 12 months; 

ǒ Book value of the mineral properties of the Company compared to those of its peers; 

ǒ Expected capital expenditures ($2 million) for the Company for the next 12 months; and 

ǒ Expected number of shares (20 million) to be issued to finance capital expenditures. 

 

The companies we have chosen to compare to Stroud are the following: 

 

Endeavour Silver Corp. (EDR - TSX;): Endeavour is a small-cap silver mining company focused on the 

growth of its silver production, reserves and resources in Mexico. Since start-up in 2004, Endeavour has 

posted five consecutive years of growing silver production and resources. 

  

Esperanza Silver Corp. (EPZ - TSX-V): Esperanza is a gold and silver company focused on advancing the 

development of its two principal properties - the 100%-owned Cerro Jumil gold project in Morelos State, 

Mexico, and the San Luis gold and silver joint venture in Peru.  The company also holds an extensive portfolio 

of exploration properties in Mexico and Peru. 

  

Great Panther Silver Limited (GPR - TSX): Great Panther is a silver producer operating in Mexico. The 

company has two operating mines (100%) - Topia (silver-lead-zinc) in the Topia Mining District in west-

central Durango State, and Guanajuato (silver-gold) in the State of Guanajuato. The company is also the 

operator of the San Antonio gold-copper project in Guadalupe y Calvo Mining District in southwest 

Chihuahua.  

 

MAG Silver Corp. (MAG - TSX): MAG is focused on district-scale projects located within the Mexican 

Silver Belt. The company and its partner, Fresnillo plc, are delineating a new silver vein discovery on the 

Juanicipio property in Zacatesas State. At the 100%-owned Cinco de Mayo property, MAG has identified a 

silver, lead and zinc discovery, as well as a moly-gold discovery. 

 

SilverCrest Mines Inc. (SVL ï TSX-V):  SilverCrest focuses on the exploration and development of precious 

metals, and has a portfolio of gold and silver deposits and high-grade exploration properties located in Mexico 

and El Salvador. The Companyôs goal is to acquire and develop substantial mineral resources and, ultimately, 

to operate multiple low-cost, high-grade precious metals mines. 

 

Source Exploration Corp. (SOP - TSX-V): Source is a Canadian mineral exploration company whose focus 

in on the evaluation, acquisition and development of economic silver deposits in Mexico. The company is 

carrying out an aggressive exploration program on the prolific past-producing San Acacio silver mine in 

Zacatecas, and evaluating other potential silver properties in the Zacatecas area for acquisition. 

 

Silvermex Resources ltd. (SMR - TSX-V):  Silvermex is a junior resource company engaged in the 

acquisition, exploration and development of silver properties in Mexico. The company has three material 

properties for purposes of NI 43-101: Penasco Quemado in Sonora; La Frazada in Nayarit, and San Marcial in 

Sinaloa. Silvermexôs focus is on its properties in Sinoloa. 

 

Kimber Resources Inc. (KBR -TSX): Kimber is an advanced gold-silver explorer focused on Mexico. The 

company owns mineral concessions covering in excess of 39,000 hectares in the prospective Sierra Madre 
gold-silver belt, including the Monterde property, where three deposits with gold-silver mineral resources have 

already been defined. 
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Table 2: Corporate Comparison 

 

 
 

(b) Analysis 
 

The Property Valuation approach is based upon an analysis of the Property Ratio, which measures the 

premium the market currently places on a companyôs mineral properties. All else being equal, a higher 

premium indicates the market is anticipating greater future value from the assets in the ground, while a lower 

premium may represent an undervalued asset. Our analysis utilizes the latest available financial statements for 

the respective companies. 
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In the table above, we have estimated the value of Stroudôs mineral property portfolio 12 months forward by 

adding the anticipated $2 million capital expenditures for the forecast period to the existing mineral property 

value. Then we apply, to the Adjusted Book Value of the mineral property, the selected Mineral Property 

Ratio, as determined by analyzing and comparing the relative merits of the peer companies with the subject 

company.  

 

COMMENT : It is possible that 2010ôs $2 million capex program could lead to up to a doubling in the 

Companyôs silver equivalent ounces. 

 

The Property Ratio for the peer group is an average of  2.77x, while the Property Ratio of Stroud is 1.00x. 

 

Shown below is a table indicating the intrinsic value over the next 12 months for Stroud at Property Ratio 

levels ranging between 2.00x and 5.00x (last seven items).  

 

Stroud Resources Property Ratio Intrinsic Value  

Current Book Value 1.00x C$ 0.06 

Current Property Ratio 1.00x C$ 0.06 

Property Ratio: Next 12 Months 2.00x C$ 0.14 

Property Ratio: Next 12 Months 2.50x C$ 0.18 

Property Ratio: Next 12 Months 3.00x C$ 0.22 

Property Ratio: Next 12 Months 3.50x C$ 0.26 

Property Ratio: Next 12 Months 4.00x C$ 0.30 

Property Ratio: Next 12 Months 4.50x C$ 0.33 

Property Ratio: Next 12 Months 5.00x C$ 0.37 

 
Source: eResearch 

 

With all the advantages that Stroud possesses in terms of getting its Santo Domingo property into production, 

we believe that, once investors recognize the inherent, undiscovered intrinsic value of Stroud, its Property 

Ratio will rise quickly. 

 

We are using 3.00x as an achievable goal over the next 12 months. While this seems a stretch from current 

levels, positive events can quickly lead to revaluation. At the chosen ratio, Stroudôs intrinsic value is $0.22 per 

share. 
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(3) Per  Attributable Resource Ounce Valuation Methodology 
 

Under this method, we compute an intrinsic value for Stroud by calculating the value of the silver and the gold 

in the ground, unmined. For silver, we have used prices ranging from US$0.25/oz to US$1.25/oz and, for gold, 

prices ranging from $10/oz to $90/oz. The results are shown in the following table: 

 

Table 3: Matrix of Values Per Attributable Resource Ounce 

 

A. Silver 
 

 
 

B. Gold 
 

 
 

As shown above, using the mid-point of the matrix, the imputed value of Stroudôs mineral assets equates to 

$0.10 per share for silver and $0.19 per share for gold. 

 

Together, this implies an intrinsic value for Stroud of $0.29 per share. 
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(4) Oil & Gas Cash Flow Multiple Method 
 

Oil & gas operations are valued on multiples of cash flow. For a fledgling oil & gas producer, normal industry 

multiples typically range between 5.0x and 9.0x. Because the cash flow for Stroud is small (our estimate for 

2010 is $110,000, see page 15), applying a cash flow multiple in the range indicated provide only $0.01 per 

share of intrinsic value to the Company. 

 

COMMENT : Stroudôs oil & gas interests may not contribute meaningful intrinsic value, but they do provide 

valuable cash flow which can be used to offset some of the firmôs operating expenses. 

 

 

(5) Conclusion 
 

 Our Market Capitalization Per Silver Equivalency Resource Valuation yields an intrinsic value of $0.27 

per share for Stroud; 

 Our Property Ratio Methodology shows an intrinsic value of $0.22 per share; 

 Our Per Attributable Resource Ounce Methodology provides an intrinsic value of $0.29 per share; 

 Our Oil & Gas Cash Flow Multiple Valuation provides an intrinsic value of $0.01 per share. 

 

COMMENT : Our intrinsic values are based on a number of internal factors including commodity prices and 
the Companyôs ability to finance, which are beyond our control. However, we believe that our valuations 

closely reflect the fundamentals of the Company and the market at the time of this report.  

 
Stroudôs stock price could significantly outperform our intrinsic values should the following be accomplished: 

(1) It raises necessary exploration funds; 
(2) It has success with the drill bit and significantly increases its resource estimate; and 

(3) It secures a suitable and appropriate joint-venture partner(s). 

 



Stroud Resources Ltd.  Initiat ing Report 
_____________________________________________________________________________________ 

 

eResearch Corporation www.eresearch.ca 13 

 

 

FINANCIAL REVIEW AND OUTLOOK  
 

Financial Year End: December 31 

 

Revenues: The Company currently generates oil & gas revenue, but no mining revenue.     

 

Cash Burn Rate: The G&A Expense, or cash ñburnò (burn is essentially those non-discretionary operating 

expenses such as rent, professional fees, licences, salaries, and administration fees), for the trailing 12 months 

to September 30, 2009 was $365,000, and compares with $424,000 in 2007 and $410,000 in 2008. Given the 

current era of restraint, we estimate the Companyôs burn will range between $360,000 and $400,000, or 

$30,000 - $33,000 per month.  

 

Cash: Including the December 2009 private placement, some of which was used to extinguish the short-term 

loan, and factoring in the cash burn, the Companyôs cash resources currently stand at about $50,000. The 

arrangement with Laurion will provide, shortly, a further $25,000 cash. 

 

COMMENT : The Company has stopped drilling and is focused on finding additional financing. Options 
include: (1) Going back to the market. Financing conditions are still not ideal, but companies, including 

Stroud, have been successful in tapping the investment community. Stroud, itself, has some strong institutional 
backers, including Sprott with around 8%, and Dundee and Pinetree Capital. They may, or may not, 

participate in the next round.  (2) Finding a ñfriendlyò joint-venture partner that could provide needed 

exploration and development funds in exchange for an ownership interest in certain Company properties. 

 

Capital Expenditures (ñCapexò) for Mining Exploration : The Companyôs capital expenditure 
program for its mining activities in 2010 is estimated to be $2 million, with the funds being used primarily for 

Santo Domingo and Hislop. Laurion will provide the funds for Leckie Lake. 

  

Financing: If the Company raises more funds in the capital markets, it probably will do so through private 

placements. Our estimate for 2010 incorporates a $2,000,000 issue at $0.10 per share, effecting a 20 million 

share dilution. 

 

Warrants and Options: The following table shows existing warrants and options outstanding, as of 

February 2010: 
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COMMENT : In determining our estimate of the intrinsic value of a companyôs shares, we include only those 
warrants and options that are: (a) ñin-the-moneyò or within our expected 12-month share price horizon; and 
(b) expiring within our 12-month forecast period. For Stroud, we are including 7,353,000 additional shares 

and $588,240 of Shareholdersô Equity as these are included in the above guidelines, and their exercise or 

conversion is assumed to take place. Thus, our calculation of the intrinsic value per share of Stroud is based 

on 178,760,534 shares outstanding (which also includes our assumed equity issue). 

 

 

Financial Statements: Set out on the following page are abridged financial statements of income/(loss), 

cash flow, and the balance sheet. 
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COMMENT : The above table shows the financial results up to September 2009 and our estimates for the 
calendar years 2009 and 2010. The estimates include Stroud raising $2.0 million to finance capital 

expenditures and operating expenses in 2010 on top of the recently-raised $0.3 million (December 2009). 


