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After taking a moment to review the 2Q filings, we are providing a quick update on GORO.  Recall our last update 

referenced the rising price of gold and the impact that might have on GORO’s results and associated valuation.  

In the meantime, Covid19 emerged and GORO was forced to cease Mexico operations through portions of  Q1 

and Q2, and while Nevada did not shut down, we suspect covid protocols probably did not help there either.  We 

would add, the pandemic also negatively impacted base metal prices presumably due to the specter of slower 

global economic activity.  That issue in part led to some extraordinary processing costs in Q1 most notably for 

zinc, which in retrospect may not have been largely dissimilar to the dynamics that briefly lead to negative oil 

future prices in mid-April. Recall, the Mexico operation is a polymetallic resource, so its success is tied to various 

metals prices, perhaps most notably zinc.  Regardless, barring a new spike (which we cannot rule out) it looks like 

both Mexico and Nevada are now both operating  at “normal” capacity. 

Looking ahead, setting aside the pandemic, in our view the street may not recognize (or perhaps does not believe) 

some of the stars that may be aligning at GORO. First, while Nevada has been producing since 2H-19, it really 

has not “hit its stride” in terms of production levels and grades, that we believe it can ultimately achieve. 

Recognize, the production from Nevada at this point has come from two deposits: the “Isabella” and the “Pearl”.  

Simply put (as we understand it) the Company started Nevada production by stripping the Isabella outcrop because 

it was easy to access and thus a good place to start. However, at the same time, they have also been stripping the 

overburden of the Pearl deposit in order to get to the higher and more plentiful grades at depth.  As the Company’s 

illustration below notes the Pearl deposit is a higher grade deposit that (not uncharacteristically) improves at depth. 

As a result, as production increases from Pearl, overall combined grades should increase, along with overall 

production.  Succinctly, increased production combined with increasing grade is a powerful driver to better 

numbers.  Further, higher grades should drive better costs per ounce.  Hypothetically, if production costs per ton 

stay the same, but grades double, that effectively cuts production costs per ounce in half. Keep in mind, in Q2, 

due to their need to move through the lower grade top of Pearl combined with lower grades from Isabella, the 

Company reported “cash costs” per ounce in excess of $1400 per ounce. However, again referring to the 

Company’s illustration below, they expect to cut those costs in half going forward as grades (and perhaps cut-off 

disciplines) improve.  
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The above said, we think our model reflects less aggressive grade improvement at Nevada than some of the other 

estimates out there.  That is not because we do not think the can/will get there, we just do not how long it will 

take, and we would prefer to understate that than overstate that.  Further, we are assuming lower relevant aggregate 

metal prices in 2021 than in 2H-20.  We have no idea where metals price are going, however, we feel comfortable 

saying the if you believe gold and silver are going to trade at similar or higher prices in 2021 (and perhaps beyond) 

to those we are seeing today, GORO should be a marked beneficiary of that scenario.  

Lastly, as we have alluded to in prior opinions on GORO, we think it is fair to suggest that GORO has typically 

been more focused on production than development.  To be clear, we are not suggesting they have not attempted 

to develop new resources.  The additional of the Nevada unit clearly dispels that view. We just think that they 

have been less aggressive about developing and building reserves than many of their counterparts in the industry. 

We will not argue the pros and cons of that approach here, but we do think that it opens them up to the criticism 

that their future operating cashflows (which presumably drives valuations) are less visible without identified 

resources.  Again, we do not think that is lost on the Company, we just think they have strategically determined 

that their capital is better spent on things other than proving up deposits that they may not be able to exploit for 

several years. However, to that end, it is important to recognize that the Company has been quite active in terms 

of expanding its ownership and development in and around Isabella Pearl, including its recent acquisition of the 

Golden Mile property located in the same Walker Lane Mineral Belt that its other Nevada properties occupy.  We 

think development efforts are accelerating.    

To summarize, the Company has suspended production guidance through 2020 as a result of Covid19, but we are 

comfortable that our model is at least reflecting the correct trend regardless. As an extension, barring a collapse 

in metals prices or some other production complication(s), we think 2021 is setting up to be a production and 

earnings breakout for the Company, and 2H-20 results  should reflect the front end of that momentum. We will 

look to coming 3Q and 4Q results to validate that view and we will adjust our allocations and targets appropriately.            
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Projected Operating Model 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne does not hold a position in 

Gold Resource. 

Trickle Research has not been compensated directly by Gold Resource for the publication of this report nor has Gold Resource 

compensated Trickle Research for any other services associated with this research report.   

Gold Resource has paid fees to present at an investor conference that Trickle Research co-sponsored.        

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of Trickle 

Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Speculative Buy" although we would caution that a rating in that 

range should not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating 

because the stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of 

our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 


