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Recommendation: Speculative Buy (No Change) 

12-Month Target Price: $0.20 
 

 

 
 

 

RESOURCE VALUATION UPDATE 
 

As detailed on pages 5 through 11 in our Valuation section, we have derived an intrinsic value for 

Stroud Resources Ltd. (“Stroud” or the “Company”) that ranges between $0.17 and $0.27 per share. 

 

Despite the termination of discussions with Laurion Mineral Exploration with regards to the 

Company’s Leckie Lake property, we still expect Stroud to come to an agreement with a Third Party 

on either, or both, of its 100%-owned Ontario gold properties: Leckie Lake and Hislop (see 

descriptive information, page 3, and map, page 4). This will allow management to focus on its 

Mexican silver-gold properties. Key is Santo Domingo, which has a NI 43-101 Technical Report that 

provided a resource estimate of 15.05 million oz, silver-equivalent, of Measured and Indicated 

Resources, and 10.68 million oz, silver-equivalent, of Inferred Resources. Management believes there 

is potential to double this resource. If so, the shares are substantially undervalued at current levels. 
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THE COMPANY 
 

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 and natural gas condensate wells in Alberta, which provide the 

company with cash flow to go towards operating expenses.  
 
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. 

Stroud’s 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). 

 

 

STRATEGY 
 
Mining 
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) 

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

 

Oil & Gas 
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 5. 

 

●  Peer Comparison - Market Cap/Resource:  $0.16 per share 

●  Peer Comparison - Property Valuation:  $0.16 per share 

●  Per Attributable Resource Ounce Valuation:  $0.25 per share 

●  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 $0.20. 
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OPERATIONS 
 

Set out below is a brief overview of the Company’s activities. Further information on these projects is 

presented in Appendix 1 of our March 2, 2010 Initiating Report on Stroud, available at the following 

link: http://www.eresearch.ca/_report/SDR_030210-I.pdf 
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Map 1: Stroud Operations in Canada and Mexico 

 
 

Map 2: Stroud Mexican Properties 
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VALUATION 
 

We provide the following valuation methods to determine an appropriate value for Stroud’s shares: 

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 

 
 

 The share price is the 50-day average for each company.  
 

 The silver resources for Great Panther Silver currently are approximately 16.5 million ounces. 

However, since only a small part of the company’s projects have been subjected to NI 43-101 

resource estimates, the company expects to be able to raise this to at least 40 million ounces, and 

using the lower actual number significantly distorts the comparison. 

 

 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 $0.34 compared to an average for the 

comparable group of $1.51, even with the low Source number. 

 

 The average of the premiums over Stroud is calculated to be 4.48x. Thus, in comparison to the 

other silver companies, Stroud’s stock appears 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. 

 

 

Stroud Resources Ltd. 
 

   Market 
  Cap Per Market Per 

Silver Eq Cap Share 

   $0.34 $8,830,520 $0.06 

$0.50 $12,863,698 $0.09 

$1.00 $25,727,395 $0.17 

$1.50 $38,591,093 $0.26 

$2.00 $51,454,790 $0.34 
Source: eResearch 

 

 Our analysis shows Stroud’s stock price ranging from $0.09 per share at $0.50 per market cap 

silver equivalency ounce to $0.34 at $2.00 per market cap silver equivalency ounce. 

 At the peer average of $1.51, the intrinsic value per share would be $0.26. 

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

value of $0.92 market cap silver equivalency ounce; this would give Stroud’s stock an intrinsic 

value of $0.16. 

 Higher per share values for Stroud would be expected at milestones such 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: 

 

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

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

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

● 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.  

 
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. 

 
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 Zacatecas 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 - 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 Company’s goal is to acquire and develop substantial mineral 

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

 

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. Silvermex’s focus is on its properties in Sinaloa. 
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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. 

 

Table 2: Corporate Comparison 
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(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 company’s 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. 

 

In the table above, we have estimated the value of Stroud’s mineral property portfolio 12 months 

forward by adding the anticipated 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.  

 

The Property Ratio for the peer group is an average of  2.34x, while the Property Ratio of Stroud is 

0.72x. 

 

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

Ratio levels ranging between 1.50x and 3.77x, which is the highest ratio shown by one of the peer 

companies (MAG Silver).  

 

At the peer avarage of 2.34x, Stroud’s intrinsic value would be $0.16. 

 

Stroud Resources Property Ratio Intrinsic Value 

Current Book Value 1.00x C$ 0.06 

Current Property Ratio 0.72x C$ 0.04 

Property Ratio: Next 12 Months 1.50x C$ 0.10 

Property Ratio: Next 12 Months 2.00x C$ 0.14 

Property Ratio: Next 12 Months 2.34x C$ 0.16 

Property Ratio: Next 12 Months 3.00x C$ 0.21 

Property Ratio: Next 12 Months 3.50x C$ 0.25 

Property Ratio: Next 12 Months 3.77x C$ 0.27 

 

 

With lower stock prices across the board, all of the companies’ Property Ratios are lower than in our 

Initiating Report. Once investor favour returns to the junior mining exploration sector, the Property 

Ratios would be expected to move higher. A Property Ratio will also move higher for any particular 

company that has success with the drill bit. 

 

From the above, we consider an intrinsic value range for Stroud would be determined by a Property 

Ratio ranging between 2.00x and 3.00x, or $0.14 - $0.21 per share. 

 

We are choosing the 2.34x Property Ratio as an appropriate target for Stroud and, on this basis, the 

intrinsic value would be $0.16 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$0.36/oz to 

US$1.80/oz and, for gold, prices ranging from US$24/oz to US$120/oz for Measured and Indicated, 

and from US$8.00 to US$40.00/oz for Inferred resources. Inferred were taken at 1/3 of Measured and 

Indicated, and the gold-silver ratio was taken at 65-to-1. 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 Stroud’s mineral assets 

equates to $0.15 per share for silver and $0.10 per share for gold. 

  

Together, this implies an intrinsic value for Stroud of $0.25 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), applying a cash flow multiple in the range indicated provides 

only $0.01 per share of intrinsic value to the Company. This is to be added to the mining component 

intrinsic value to get the total intrinsic value for the Company. 

 

COMMENT: Stroud’s 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 firm’s operating expenses. 

 

 

(5) Conclusion 
 

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

$0.16 per share for Stroud; 

 Our Property Ratio Methodology shows an intrinsic value of $0.16 per share; 

 Our Per Attributable Resource Ounce Methodology provides an intrinsic value of $0.25 per share; 

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

 The above provides an intrinsic value range of $0.17 to $0.26 per share. 

 

From all of the above, we are choosing a 12-month Target Price for Stroud Resources Ltd. of $0.20 

per share. 
 

 

COMMENT: Our intrinsic values are based on a number of internal factors including commodity 
prices and the Company’s 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.  
 

Stroud’s stock price could significantly outperform our intrinsic values should the following be 
accomplished: 

(1) The Company raises necessary exploration funds; 

(2) It has success with the drill bit and significantly increases its resource estimate; and 
(3) It secures a suitable joint-venture partner(s). 
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RECOMMENDATION 
 

We stated in our March 2, 2010 Initiating Report that we considered Stroud to be an undiscovered 

stock with the retail investor. There are, however, three influential institutional shareholders of Stroud, 

namely Sprott, Dundee, and Pinetree, which recognize the inherent potential poised within this 

Company. If management can unlock that potential, the shares could easily surpass our 12-month 

Target Price of $0.20.  

 

We continue to recommend Stroud as a Speculative Buy for risk-tolerant investors.  

 

RATINGS HISTORY 

 
Date Report Type Recommendation Stock Price Target Price 

March 2, 2010 Initiating Speculative Buy $0.07 $0.28  

March 30, 2010 Perspective No Change $0.08 No Change 

August 31, 2010 Update No Change $0.07 Lowered to $0.20 

 

eResearch Analyst: 

Bob Weir, B.Sc., B.Comm, CFA 

 

 

NOTE: eResearch reports on Stroud Resources Ltd. and other companies are available FREE on our 

website at www.eresearch.ca . 

 

eResearch Corporation 
eResearch is a primary source for professional investment research, focused primarily on small- and 

mid-cap companies. Our research and analysis is of institutional quality, and has the potential to reach 

millions of global investors through our extensive electronic distribution network. 

 

 

eResearch Disclaimer:  eResearch accepts fees from the companies it researches (the “Covered Companies”), and 

from financial institutions or other third parties. The purpose of this policy is to defray the cost of researching small 

and medium capitalization stocks which otherwise receive little or no research coverage.  

 

Stroud Resources Ltd., to have eResearch conduct research on the Company on an Annual Continual Basis, paid 

eResearch a fee of $15,000 + GST in cash. 

  

To ensure complete independence and editorial control over its research, eResearch follows certain business 

practices and compliance procedures. Fees from Covered Companies are due and payable prior to the 

commencement of research. 

 

In keeping with the policies of eResearch concerning its strict independence, all of the opinions expressed in this 

report, including any determination of a 12-month Target Price or selection of a Recommendation (Buy-Hold-Sell) 

for the Company’s shares, are strictly those of eResearch, and are free from any influence or interference from any 

person or persons at the Company. 

http://www.eresearch.ca/

