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Initiation of Coverage
High-quality: Gold Resource Corp displays the hallmarks of a
financially and operationally disciplined company, a result of the
organisation’s history and development by members of the Reid
family, the effective direction of the board of directors and the
careful execution of plans by management. In this report, we
explain why we’ve arrived at this conclusion and discuss the
opportunity for investors over the next eighteen months.
Profitable near-term growth: Having successfully established
their Mexican operations, the company have embarked on the
construction of a financially-robust heap-leach operation in
Nevada, at their Isabella Pearl project. The project, from a
technical perspective has a lower-risk profile and requires only
modest amounts of capex, but will more than double the
production of gold in the near-term.
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Financial Summary:
Profit & Loss (US$m)
Sales (net)
Operating Costs
Corporate & Overheads
Exploration - Expensed
EBITDA
Depreciation & Amortisation
Net Interest
Other
Tax
NPAT (reported)
Abnormals
Net Income

2017 a
110.2
53.5
8.1
4.3
44.2
14.6
1.2
24.3
4.2
4.2

2018 e
114.0
67.6
9.0
5.0
32.5
14.8
7.3
10.4
10.4

2019 e
134.0
87.5
9.0
4.5
32.9
15.0
4.5
13.4
13.4

2020 e
164.1
99.5
8.8
4.8
51.1
14.5
9.1
27.4
27.4

2021 e
173.0
86.4
8.5
4.5
73.5
15.0
14.6
43.9
43.9

2022 e
170.5
90.8
8.5
4.8
66.4
14.5
13.0
38.9
38.9

40%
0.07
0%
0.02
0.4%

28%
0.18
150%
0.02
0.4%

25%
0.23
30%
0.02
0.4%

31%
0.48
104%
0.10
2.2%

43%
0.77
60%
0.35
7.7%

39%
0.68
-11%
0.35
7.7%

Cash Flow (US$m)
Net Income
Deferred Income Taxes
Depreciation & Amortisation
Working Capital Changes
Other
Operating cash flow
Exploration and Evaluation
Capex
Other
Investing cash flow
Debt Drawdown (Repayment)
Share Capital
Dividends
Financing cash flow
Opening Cash
Increase / (Decrease) in cash
FX
Closing cash

2017 a
4.2
15.0
14.6
(3.9)
5.4
35.2
(25.4)
(0.3)
(25.7)
(0.2)
(1.1)
(1.3)
14.2
8.2
(0.3)
22.0

2018 e
10.4
(0.6)
14.8
5.7
(3.3)
26.9
(34.8)
(34.8)
(0.6)
(1.1)
(1.7)
22.0
(9.6)
(0.3)
12.1

2019 e
13.4
15.0
(2.3)
26.2
(39.3)
(39.3)
(1.1)
(1.1)
12.1
(14.3)
(2.1)

2020 e
27.4
14.5
(2.0)
39.9
(15.6)
(15.6)
(1.6)
(5.7)
(7.4)
(2.1)
17.0
14.9

2021 e
43.9
15.0
(2.0)
56.9
(15.6)
(15.6)
(20.1)
(20.1)
14.9
21.3
36.1

2022 e
38.9
14.5
(2.0)
51.4
(15.6)
(15.6)
(20.1)
(20.1)
36.1
15.8
51.9

Balance Sheet (US$m)
Cash & cash equivalents
Gold & Silver Rounds / Bullion
Other current assets
Current assets
Property, Plant & Equipment
Other non-current assets
Payables
Short term debt
Long term debt
Other Liabilities
Net Assets
Shareholder Funds
Retained Earnings
Total Equity

2017 a
22.0
3.8
16.3
42.1
82.6
7.8
6.9
0.6
1.6
11.7
111.7
107.6
4.1
111.7

2018 e
12.1
3.8
15.0
31.0
102.6
7.8
7.1
1.6
11.7
121.0
107.6
13.4
121.0

2019 e
(2.1)
3.8
19.8
21.5
126.9
7.8
8.3
1.6
13.0
133.3
107.6
25.7
133.3

2020 e
14.9
3.8
24.3
42.9
128.0
7.8
10.2
13.6
155.0
107.6
47.4
155.0

2021 e
36.1
3.8
25.6
65.5
128.6
7.8
10.7
12.3
178.8
107.6
71.2
178.8

2022 e
51.9
3.8
27.4
83.1
129.6
7.8
10.6
12.3
197.7
107.6
90.1
197.7

2%
4%

1%
9%

1%
11%

0%
21%

0%
28%

0%
22%

EBITDA Margin
EPS - Basic
EPS growth
Dividend Per Share ($)
Dividend Yield

Debt / Equity
Return On Equity (ROE)

Source: Company Reports & Arlington Group forecasts.
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Investment Case:

A strong track
record provided by
the success of El
Aguila.

Gold Resource Corp, led by CEO Jason Reid, has a track record of being
financially-disciplined, protective of equity, and paying dividends. This
has been demonstrated having built the El Aguila mine and mill in
Oaxaca for an initial construction budget of $35mln, back in 2010. Since
constructing El Aguila, the company has returned, by Arlington’s
calculations, over $111million of dividends to shareholders.

Source: Arlington Group / Gold Resource Corp filings.

The dividend
clues.

Due to the downturn in commodity prices, Gold Resource Corp has
understandably had to adjust their dividend payments over the years.
They currently pay 2 cents per year, only yielding half a percent annually.
Not significant, you might think. However, Arlington believe it is
noteworthy that the company has maintained the discipline of dividend
payments, when it might, like many of the larger gold mining companies,
have removed the payment altogether. This we see as due to the board’s
belief in remaining financially-disciplined and their conviction in a
‘dividend-paying’ philosophy. It’s worth noting comments in the
company’s corporate presentation that states; ‘Our Philosophy: Return
as much in dividends to the shareholders when possible, while
balancing the growth needs of the company.’ These factors, we
believe, offer an indication of what is likely to happen to dividend
payments, once free cash-flow levels turn higher.
This is not a company itching to undertake corporate activity. We do not
foresee any seismic, company-transforming M&A plans. The company,
progress operations logically, driven by financial returns. Any growth
plans, we suggest, would be incremental. And if there isn’t a logical way
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to put excess cash to work, we forecast that they will swiftly return this
cash to shareholders.

So, when might a
return to excess
cash occur?

The company is currently constructing an open-pit heap-leach project
named Isabella Pearl in Nevada (see Nevada Mining section). The capex
budget is a modest $30million, with management’s guidance for first gold
pour in June 2019 but we believe there is a good chance that first gold
could be sooner.
By Arlington estimates, the project will generate operating cash-flow of
between $20-30million by year two. With the Mexican operations already
generating approximately $30million in cash flow from operations, it
appears that Gold Resource Corp will, in the near-term, need to decide
what to do with their excess cash. Arlington forecast that dividends will
be at the front of the list of priorities for this cash. If cash-flow from
operations reach $60mln per annum, based on current gold prices, and
only $20million is allocated to dividends from 2020 / 2021 onwards, the
dividend would be approximately $20,000,000 / 57,718,000 shares = 34 c
per share. Or equivalent to an industry beating 7.5% dividend yield.
As can be seen, by the dividend chart above, CEO Jason Reid and the
board of Gold Resource Corp have a track record of returning cash to
shareholders and returned $35mln to shareholders in 2012 alone. Large
cash returns have happened before and are likely to happen again.

Not all gold
companies are the
same.

To reinforce the message about the board of director’s protection of
shareholders, it’s worth looking at the share count of Gold Resource
Corp since the mill started to produce gold in 2010. Shares in issue have
increased from 52.9mln shares in 2010 to 58.9mln shares today. An 11%
increase in share count or a 1.3% CAGR over 8 years. By comparison,
Kinross Gold have increased their share count by 52% over the same
period (or a 5.5% CAGR over 8 years). For Kinross, earnings over that
period have to increase at the same rate, 5.5% CAGR over 8 years, just
for earnings per share to stand still.

Source: Gold Resource Corp and Kinross Gold publicly available filings.

Staying with the topic of capital discipline, for FY 2018, Return on Equity
(ROE) calculations for Gold Resource Corp indicates a 7.3% return. The
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most remarkable point about the chart to follow is that the number has
remained positive every year during the recent down-turn in metal prices.
Many of the larger gold mining companies made significant write-downs,
leading to large losses during this same period.

Source: Arlington Group calculations from publicly available filings.

Cash is king – but
profits tell the
long-term story.

While, at first glance, there have been some modest years in terms of
Return on Equity (ROE) at Gold Resource Corp during the down-turn,
when compared to Barrick Gold’s ROE profile (see below) it shows
GRC’s significant outperformance as the cycle unfolded.

Source: Arlington Group calculations from publicly available filings.

Looking at the capital structure, Gold Resource Corp’s balance sheet is
clean and conservative. As at December 31, 2018, the company held
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$7.8mln in cash and cash equivalents, $3.6mln in gold and silver bullion
and negligible current and long-term debt at $2.1mln. (See figure below).
Keeping things
simple.

With total book assets of $150.3mln and total shareholder’s equity of
$127.3mln, the company’s Total Equity / Total Asset ratio is 84.7%.
Kinross Gold’s ratio of Total Equity / Total Assets is 56%. Leverage
ratios of companies operating in cyclical industries is a whole topic unto
itself, and the mining industry is littered with examples of companies that
have stretched their balance sheet through the cycle. Gold Resource
Corp, it should be noted, take care of their balance sheet.

Source: Gold Resource Corp’s 4Q 2018 financial report.

We, at Arlington Group, see the historical return of dividends, positive
Return on Equity (ROE) track record, prudent use of equity and the
conservative balance sheet as evidence of a high-quality company that
understands financial discipline. This evidence underpins our investment
case. Since the cycle in commodities turned down in 2012, many
companies have adopted jargon claiming a return-on-investment-based
approach. However, not all mining companies have the track record to
prove it. In our opinion, Gold Resource Corp mean what they say.
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Location of Assets:

A gold company
focused on the
Americas.

Today, the company’s main operations are located in Oaxaca, Mexico and
Nevada, USA, as shown below. To follow is a brief history of Gold
Resource Corp.

Source: Arlington Group.

History:
The history that
forged the
company’s DNA.

Gold Resource Corp was founded by Bill Reid and David Reid in 1998 to
undertake gold and silver exploration in the Americas. Bill and David had
previously founded US Gold Corporation in 1977 and from the period
July 2000 to December 2001, day-to-day management of Gold Resource
Corp was provided by US Gold Corporation, where the Reid brothers
held the positions of President and Vice-President respectively. During
their time at US Gold Corp, the Reid brothers built or participated in 6
producing mines. In October 2002, Gold Resource Corp acquired
interests in the El Aquila and El Rey projects in Oaxaca Mexico. In 2005,
Bill and David Reid resigned their positions at US Gold Corporation,
after it was bought out, to focus on Gold Resource Corp. By this stage
there was no ongoing involvement from US Gold Corporation.

Jason Reid joined the Company in late 2005 and in August 2006, the
company completed an initial public offering (IPO) in the US, under the
symbol: GORO. A construction decision to build a mine and a mill at El
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Aguila followed in April 2007 and commercial production was declared
July 1, 2010 after a capex spend of only $35mln.
Initially, the El Aguila mill was fed by gold and silver bearing ore from
the El Aguila open pit, which was viewed by the company as a short-term
cash flow generator. As underground mine development progressed, the
company started to feed the mill with the high-grade polymetallic ore
from the La Arista ore body.

The big picture
opportunity in
Mexico

Having consolidated the land package along the San Jose structural
corridor and after leading the effort to build the Oaxaca mining
operations, CEO Bill Reid announced his retirement in September 2013
and the board appointed Jason Reid as his successor.
Oaxaca mining unit concessions as at Dec. 2017 are shown in the slide
below. El Aguila mine denoted by label 1 to the east.

Source: Gold Resource Corp technical report on Oaxaca, dated December 31, 2017.

Today, the company controls 100% of 6 main land packages
encompassing 684 square kilometres along 55km of the regional San Jose
structural fault corridor.
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Source: Gold Resource Corp’s website.

1,796 tonnes were
milled per day
during Q3 2018.

The El Aguila Mill, shown below, consists of two separate production
circuits; A differential floatation circuit for the sulphide ores with a
nominal capacity of 1,500 tonnes per day. This floatation circuit produces
three high grade concentrates; Copper with gold-silver, lead with goldsilver and zinc with gold-silver. And an agitated leach circuit for the oxide
ores with a nominal capacity of 300 tonnes per day, capable of producing
gold and silver dore for sale.

Source: Gold Resource Corp’s website.
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To follow is an analysis of production at the Oaxaca mining unit since
operations began. One of the key points from the first two charts is that
the mine has slowly progressed from higher precious metals production
towards higher base metals production over the years.

Source: Gold Resource Corp filings / Arlington.

Source: Gold Resource Corp filings / Arlington.
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This change in production has been largely driven by the decline in head
grade of both gold and silver shown in the following two figures.

Source: Gold Resource Corp filings / Arlington.

Source: Gold Resource Corp filings / Arlington.

Over this period, base metal grades have held steady / increased.
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Source: Gold Resource Corp filings / Arlington.

Production at the Oaxaca Mining unit for FY 2018 came in at 26.8k oz
gold and 1.7mln oz silver or 46.8k Au equivalent oz. Base metal
production of zinc, lead and copper are treated as by-product credits to
the gold and silver. FY 2018 base metal production came in at: 1,652 t
copper, 7,280 t lead and 19,808 t of zinc.
The following slide shows the $ value per tonne of rock mined using
today’s metal prices across all years since production began. Fixing the
metal prices allows for comparison across the years. The $ value of metal
per tonne of rock since 2011 has dropped 36% as the company has
progressed through the La Arista orebody. Crucially, over the same
period, the company has increased the number of tonnes mined by
approximately 180% (From 214,215 tonnes in 2011 to approximately
600,000 tonnes in 2018)
Stable for the last
three years. Note
the $ value per
tonne of rock at
reserve grade on
the right.

Source: Arlington / Gold Resource Corp filings.
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The financial results of these changes in grade and tonnage, and including
the effect of metal prices, are that Gold Resource Corp has been able to
maintain net revenue (revenue net of deductions for treatment and
refining) steady over the last 8 years due to increase in tonnes through the
mill. Kept net income positive and reported an average net operating
cash flow of approximately $30mln over the last two years. (See
figure below).
In addition, the increase in plant throughput provides the Oaxaca mining
unit with flexibility and bodes well for operating cash flow once grades
start to increase again. It’s worth noting in the diagram above that $ value
per tonne of rock mined for the last three years have been at the same
level as current reserve grades. The company do not appear to be high
grading.

Source: Arlington / Gold Resource Corp filings.

To understand the potential progression of the Mexican mining
operations in the years ahead, we need to look at the Switchback
orebody.
Switchback
The driver of the
next few years at
El Aguila.

In June 2013, exploration from a level 10 drill station at La Arista
discovered a parallel vein system called Switchback, approximately 500m
to the northeast. The discovery hole intercepted 4.2m of 1.2 g/t Au,
125g/t Ag, 0.66% Cu, 3.44% Pb and 4.17% Zn.
Drilling through late 2013, 2014 and early 2015 intersected multiple high
grade parallel veins at Switchback, including 1.7m at 13.45 g/t gold, 860
g/t silver, 1.81% copper, 3.52% lead and 7.18% zinc and 15.2m grading
3.18 g/t gold, 292 g/t silver, 0.87% copper, 1.56% lead and 4.26% zinc.
After intercepting seven veins along a strike length of 450m and vertical
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depth of 450m the company started to develop a drift across from Arista
to Switchback.
Exploration success at Switchback continued throughout 2018. In
January 2018, drilling expanded the Switchback vein system a further
200m to the NW and 100m to the SE with assay grades significantly
above current reserve grades.

Source: Gold Resource Corp’s January 23, 2018 news release.

In December 2018, there was a further extension of Switchback along
strike, extending to the NE. Interestingly, the company also discovered
new mineralised zones to the SW of the Arista orebody, although the
company cautioned that it is too early to tell if the newly discovered veins
are an extension of the Arista Vein system or ‘if this is a new parallel
system to the southwest mirroring Switchback and Arista’.
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Source: Gold Resource Corp’s December 3, 2018 news release.

Understanding the historical progression of mining and head grades at
the La Arista orebody over the years is important, particularly when
linked to comments made in Gold Resource Corp’s 3Q conference call.
After explaining the recent success optimising the two processing circuits,
CEO Jason Reid commented that this optimisation and;
Having understood
the grade progression
historically, is the
trend about to
reverse?

‘future additional throughput could have positive impacts on milling
operations and production as we mine upwards and laterally at
Switchback into higher grade areas and ore-shoots over time.
Remember that we entered Switchback in a deep base metal rich area and
have been developing the mine upwards. Exploration drilling indicates
increased precious metal grades at higher elevation than where we
are currently mining. Our mine plan at Switchback takes a long-term
view as opposed to cherry picking high grade areas.’
It is Arlington Group’s opinion that a move towards higher precious
metal grades in conjunction with current mill throughput (or even
expanded mill throughputs) provides significant upside at the Oaxaca
mining unit compared to current market expectations. And this is without
considering the cash flow implications of the Isabella Pearl project in
Nevada that we’ll look at next.
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Nevada Mining Unit:
Building the
position in
Nevada.

Since 2014, Gold Resource Corp has been acquiring and staking land in
south central Nevada and the company now controls approximately
25,000 acres of development and exploration property, across Nevada’s
Walker Lane Mineral belt. The most recent news release relating to this
land consolidation process was the County Line Gold Property
announcement back in March 2018, where 53 unpatented lode mining
claims were acquired for $300,000 and a further 63 unpatented claims
were staked around the County Line property. There are now four major
land packages all located within an 18mile (30km) radius and all of the
projects are targeting near-surface oxide-gold mineralisation with the
potential for heap-leach processing. These four projects are; Isabella
Pearl, Mina Gold, East Camp Douglas and County Line.

Source: Gold Resource Corp’s September 2018 Denver Gold Forum presentation.

The Isabella Pearl project and GRC’s other four land packages are
situated within a major structural zone known as the Walker Lane
geologic belt. This belt is approximately 800km long (500 miles) and
between 90-300km (60-190 miles) wide and is shown in the figure below.
The Walker Lane structure is described as consisting of numerous northwesterly trending strike-slip faults ‘that provided both the ground
preparation and the hydrothermal conduit necessary for economic
mineralisation.’
Gold Resource Corp describe their strategy for the Nevada Mining Unit
as follows;
“Our primary focus is to discover, delineate and advance potential open
pit heap-leach gold operations at our Nevada Mining Unit and commence
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production as soon as possible. We also target equipment sharing
synergies whereby we may move equipment from one project to the next
due to their close proximity (approximately 20 miles or less).”
Isabella Pearl Project

The production
beach-head in
Nevada.

The acquisition of the Isabella Pearl project, announced in August 2016,
included a land position of 341 unpatented mining claims covering
approximately 6,800 acres. Gold Resource Corp paid 2million GRC
shares (valued at $13.1mln) and $152,885 in cash for the property which
contained third-party Proven and Probable Reserves of 191,400 gold
ounces at an average grade of 2.18g/t.
In January 2017, Gold Resource Corp consolidated the Isabella Pearl land
package by acquiring a further 153 mining claims from Nevada Select for
$460,000. Nevada Select retained a 2.5% NSR. At the time, CEO Jason
Reid commented; “This acquisition provides for additional exploration
potential to the northwest targeting open pit heap leach gold deposits,
like those at Isabella Pearl.”
The Isabella Pearl project alone now controls approximately 9,000 acres
of company claims, indicated in blue in the figure below, along a NW
mineralised structure.

Source: Gold Resource Corp’s Denver Gold Conference presentation, September 2018.

While Nevada’s Carlin trend has taken the spotlight over the last few
decades, the Walker Lane mineral belt hosts numerous significant
epithermal gold and silver deposits and the region has been a significant
gold and silver producer. For example, the Paradise Peak mine, located
23km (14 miles) to the east of Isabella Pearl (not on the map above), was
mined by FMC Corp in the late 1980’s and early 1990’s and produced 1.6
million ounces of gold and 24 million ounces of silver at an average grade
of 3.4 g/t of gold per tonne. The Denton-Rawhide mine located about
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40km (25 miles) to the north (not on the map), was opened by
Kennecott-Plexus in 1990 and reportedly produced 1.3 million ounces of
gold and 10.3 million ounces of silver by 2002. The Santa Fe property,
located less than 2 miles away and just across the highway from the
Isabella Pearl project (see map above), was mined in the early 1990’s and
reportedly produced approximately 350,000 ounces of gold and 710,000
ounces of silver. There are numerous other examples of production from
the region.

Understanding
the leach kinetics.

At the end of 2017, Gold Resource Corp released a favourable feasibility
study for the development of the Isabella Pearl project. The report
describes a key feature of the project as being the amenability of the
oxide ore to heap leach cyanidation, with high relative recovery rates
and fast leaching kinetics. The lower grade Run of Mine (ROM) ore
(less than 0.61 g/t Au) will be placed directly onto the leach pad and is
expected to recover 60% of the gold. The material above 0.61 g/t Au will
be crushed (P80 of 5/8 inch) and is expected to recover 81% of the gold.
Only four months of cyanide leaching is needed for gold recovery.
As the technical report points out, ‘the Isabella Pearl project has been
subjected to nine separate programs of modern metallurgical test work’.
However, after acquiring the project, Gold Resource Corp sought further
third-party confirmation of the project’s leaching properties. Gold
Resource Corp commissioned Kappes Cassidy & Associates (KCA) to
conduct further metallurgical test-work. The objectives of the work being
to confirm the viability of heap-leach gold recovery to the oxide
mineralised material and to establish that the high-grade core of the Pearl
deposit would indeed yield previously determined gold recovery levels.
The Isabella Pearl project consists of three main ore bodies; Civit Cat,
Isabella and Pearl. As can be seen from the table below, the most
important ore body is Pearl which contains approximately 80% of the
gold ounces in reserves and hence Kappes Cassidy Associates’ focus on
this ore body.

Source: Feasibility Study for the Isabella Pearl, dated December 31 st, 2017.

Late 2016, a PQ-sized (inside diameter 85mm) drill program consisting of
four holes was completed. Samples for metallurgical testing were taken
from three of these holes. IPDD-002 was a twin hole of IPDD-001 for
geology and assay information.
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PQ drill hole locations for metallurgical test-work. Plan view.

Source: Feasibility Study for the Isabella Pearl, dated December 31st, 2017.

Cross section of the Isabella Pearl project, showing the location of Pearl,
Isabella and Civit Cat.

Source: Feasibility Study for the Isabella Pearl, dated December 31 st, 2017.

Kappes Cassidy Associates (KCA) column leach test results:
The technical report concluded that the KCA metallurgical test work
‘demonstrated rapid leach kinetics.’ The highest-grade sample IPDD003 grading 9.3 g/t Au was tested twice, first under agglomeration
and then without agglomeration, both results achieved gold
recovery of 88% and 89% in 46 and 28 days respectively.
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Source: Feasibility Study for the Isabella Pearl, dated December 31 st, 2017.

Based on the test-work completed, the following recoveries were used for
the project’s economic assessment.

Source: Feasibility Study for the Isabella Pearl, dated December 31 st, 2017.

Following third party confirmation of the projects leach kinetics,
construction commenced on June 19, 2018. To follow are some recently
published images of construction progress at Isabella Pearl;

Crushing facility. Source: Gold Resource Corp’s photo update of construction, January 30, 2019.
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Crushed ore and ROM on the heap leach pad. Source: GRC’s photo update of construction, January 30, 2019.

ADR plant process facility installation. Source: GRC’s photo update of construction, January 30, 2019.

Overlooking heap leach and processing facilities. Source: Gold Resource Corp’s photo update of construction,
January 30, 2019.

Arlington Group | 21

Gold Resource Corp

7th March 2019

Isabella Pearl offers a low capex, technically lower risk path to production
in Nevada. It makes robust economic sense based on the reserve
statement above and offers an opportunity to monetise further gold
resources from the company’s significant land package. Additionally,
once established, the potential to develop additional heap-leach
operations from the portfolio of other projects looks compelling.
Directors
Jason D. Reid – Chief Executive Officer (CEO), President and Director
- Mr Reid joined the Company in May 2006 and served as Vice President
of Corporate Development before, in 2010, being appointed to the Board
of Directors and to the position of President. On October 1, 2013, Mr
Reid was appointed Chief Executive Officer. Prior to joining Gold
Resource Corp Mr Reid spent 13years operating two private companies
that he founded. Mr Reid is a member of the Society of Economic
Geologists and the Society for Mining, Metallurgy & Exploration.
Bill M. Conrad (Independent) – Chairman - Mr Conrad has been a
director since 2006 and was appointed to the position of Chairman of the
Board in 2014. Mr Conrad serves as Chairman of PetroShare Corp and
previously held a directorship with Synergy Resources Corporation. From
1990 to 2012, Mr Conrad served as vice president, chief financial officer
and director of MCM Capital Management Inc, a privately held financial
management and consultancy company he co-founded.
Gary C. Huber (Independent) – Appointed a director in 2013, Dr Huber
is the founder and a managing member of Rangeland E&P, LLC, a
private company established for oil & gas exploration in 2006. From 2007
to 2012, Dr Huber was Chief Executive Officer of Neutron Energy, Inc.,
a private uranium development company. Dr Huber holds a Ph.D in
geology from the Colorado School of Mines and is a member of the
Society of Economic Geologists.
Alex G. Morrison (Independent) – Appointed a director in 2016, Mr
Morrison has over 30 years of experience within the mining industry.
From 2007 to 2010 he held the position of Chief Financial Offer at
Franco Nevada and has previously held senior executive and financial
positions at Newmont Mining Corporation, Novagold Resources Inc,
Homestake Mining Company, Phelps Dodge Corporation and Stillwater
Mining Company. Mr Morrison began his career with
PricewaterhouseCoopers LLP and holds the Chartered Professional
Accountant designation.
Management
Rick Irvine – Chief Operating Officer (COO) - Mr Irvine is a mining
engineer with over 22 years of experience in the Americas and has been
integral to the construction of three new mining operations in Bolivia,
Argentina and Mexico. Mr Irvine holds a Bachelor of Science in geology
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from the University of New Brunswick and a Bachelor of Science in
Mine Engineering from Queen’s University, Ontario.
John Labate – Chief Financial Officer (CFO) - Mr Labate has over
30years of financial management and accounting experience. From
August 2008 to February 2012, he served as Chief Financial Officer of
publicly-listed Golden Star Resources. Prior to that, from March 2004 to
August 2008 he served as Chief Financial Officer of Constellation
Copper Corporation. Mr Labate received a Bachelor of Science degree in
Accounting from San Diego State University.
Barry Devlin – Vice President of Exploration – Mr Devlin has over
thirty years of experience in managerial phases of exploration and mine
geology and has extensive experience of epithermal gold-silver (high and
low sulfidation) systems and porphyry copper-gold skarns. Mr Devlin
previously held the position of Vice President of Exploration at
Endeavour Silver. He holds a Bachelor of Science degree with honors in
geology and a Masters in Geology from the University of British
Columbia, Vancouver.
Greg Patterson – Vice President of Corporate Development – Mr
Patterson has held the position since October 2013 and joined the
Company in 2010. Prior to joining the Company, Greg spent 15 years in
marketing and territory sales management for two manufacturers of
precision laboratory instruments. Greg holds a Bachelor's degree in
Environmental Biology (1991) from the University of Colorado.
Reserves – Proven & Probable:
On February 26th, 2019, Gold Resource Corp released an updated reserve
statement summarised below.

Source: Gold Resource Corp announcement, dated February 26, 2019.

6th consecutive
increase in proven
and probable
reserves.

The reserve statement increased tonnes at both mining units and
increased gold ounces by 18% and silver ounces by 14%. At the Oaxaca
mining unit, this was achieved by increasing the strike length of both the
Arista and Switchback vein systems. CEO Jason Reid commented on the
Q4 conference call that this reserve statement was;
‘one of the best reserve statements in the company’s history and this
latest report also marks the sixth consecutive annual reserve report where
the company has increased the Proven & Probable reserve tonnes.’ He
went on to say; ‘We have said for over a decade that the Arista Mine is
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part of a very powerful epithermal vein system with tremendous
potential.’
Increasing
reserves at
Isabella Pearl

In addition, the reserve statement provides clues to the potential at
Isabella Pearl. In the latest reserve statement, Isabella Pearl reserve
tonnes increased by 8.9% and gold ounces increased by 11.5%. This was
achieved by;
‘modest drilling beyond the edge of the modelled Isabella Pearl pit that
defined additional tonnes and gold.’
The reserve statement news release also highlighted exploration goals for
2019 at Isabella Pearl that includes;
‘continued step-out drilling at Nevada’s Isabella Pearl modelled pit, and a
first drill program at the Scarlet target, located approximately 200m to the
north west of the Isabella Pearl pit.’
Net Asset Valuation

Source: Arlington Group.

Conclusion:
Gold Resource Corp is at a significant stage in its development. The
Oaxaca mining unit in Mexico is a strong cash flow generator in its own
right and looks forward to mining upwards and laterally at Switchback.
Over the years to come, this offers the potential for an increase in
precious metal grades, turning the trend of production back towards gold.
This, we conservatively estimate, will allow Gold Resource Corp to
maintain cash flow from operations at approximately $30m.
Near-term gold production from Isabella Pearl in Nevada opens up a
new production hub, which we forecast will generate between $20-30mln
in additional cash flow from operations from year two.
With between $50-60mln of annual cash flow from operations once
Isabella Pearl reaches steady state, Gold Resource Corp will soon have to
consider how to allocate the cash flow, after considering sustaining and
growth capital needs. With the company’s strong dividend paying track-
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record and philosophy, the potential for up to $20mln of this cash flow
being set aside for dividends seems high.
When considering Price to Cash Flow multiples (P/CF), Arlington
Group calculate the large-capitalisation, North American, precious-metals
sector trades on 11.8 times. If we apply this multiple to our projected
future cash flows in 2021, we generate an equity value of US$671mln, or
US$11.63 per share.
Finally, the company also appears undervalued when assessing value on a
Net Asset Value (NAV) basis, trading on only 0.61x. Since Gold
Resource Corp is a high-quality company, with near-term growth and no
debt, we believe a 1.2 times NAV multiple is justified, bringing our fair
value forecast to US$8.47.
No single valuation metric is perfect, but all three of the above metrics
indicate significant upside to the current market price.

REPORT END
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Copyright and Risk Warnings

Gold Resource Corporation (“GORO” or the “Company”) is a corporate client of Arlington Group Asset
Management Limited.
Gold Resource Corporation is a corporate client of Arlington Group Asset Management Limited (“Arlington”).
Arlington will receive compensation for providing road-shows, strategic consultation and other services to the
Company including the publication and dissemination of marketing material from time to time.
This note is a marketing communication and NOT independent research. As such, it has not been prepared
in accordance with legal requirements designed to promote the independence of investment research and
this note is NOT subject to the prohibition on dealing ahead of the dissemination of investment research.
Not an offer to buy or sell
Under no circumstances is this note to be construed to be an offer to buy or sell or deal in any security and/or
derivative instruments. It is not an initiation or an inducement to engage in investment activity under section 21 of
the Financial Services and Markets Act 2000.
Note prepared in good faith and in reliance on publically available information
Comments made in this note have been arrived at in good faith and are based, at least in part, on current public
information that Arlington considers reliable, but which it does not represent to be accurate or complete, and it should
not be relied on as such. The information, opinions, forecasts and estimates contained in this document are current
as of the date of this document and are subject to change without prior notification. No representation or warranty
either actual or implied is made as to the accuracy, precision, completeness or correctness of the statements, opinions
and judgements contained in this document.
Arlington’s and related interests
The approved persons who produced this note may be directors, employees and/or associates of Arlington. Arlington
and/or its employees and/or directors and associates may or may not hold shares, warrants, options, other derivative
instruments or other financial interests in GORO and reserve the right to acquire, hold or dispose of such positions
in the future and without prior notification to GORO, or any other person.
Information purposes only
This document is intended to be for background information purposes only and should be treated as such. This note
is furnished on the basis and understanding that Arlington is under no responsibility or liability whatsoever in respect
thereof, to GORO, or any other person.
Investment Risk Warning
The value of any potential investment made in relation to companies mentioned in this document may rise or fall and
sums realised may be less than those originally invested. Any reference to past performance should not be construed
as being a guide to future performance.
Investment in small companies, and especially mineral exploration companies, carries a high degree of risk and
investment in the companies or minerals mentioned in this document may be affected by related currency variations.
Changes in the pricing of related currencies and or commodities mentioned in this document may have an adverse
effect on the value, price or income of the investment.
Distribution
This note is not for public distribution, nor for distribution to, or be used by, or to be relied upon by any person other
than the Company. Without limiting the foregoing, this note may not be distributed to any persons (or groups of
persons), to whom such distribution would contravene the UK Financial Services and Markets Act 2000 or would
constitute a contravention of the corresponding statute or statutory instrument in any other jurisdiction.
Disclaimer
This note has been forwarded to you solely for information purposes only and should not be considered as an offer
or solicitation of an offer to sell, buy or subscribe to any securities or any derivative instrument or any other rights
pertaining thereto (“financial instruments”). This note is intended for use by professional and business investors only.
This note may not be reproduced without the prior written consent of Arlington.

Arlington Group | 26

Gold Resource Corp

7th March 2019

The information and opinions expressed in this note have been compiled from sources believed to be reliable but,
neither Arlington Limited, nor any of its directors, officers, or employees accept liability from any loss arising from
the use hereof or makes any representations as to its accuracy and completeness. Any opinions, forecasts or estimates
herein constitute a judgement as at the date of this note. There can be no assurance that future results or events will
be consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an indication
or guarantee of future performance, and no representation or warranty, express or implied is made regarding future
performance. This information is subject to change without notice, its accuracy is not guaranteed, it may be incomplete
or condensed and it may not contain all material information concerning the company and its subsidiaries. Arlington
is not agreeing to nor is it required to update the opinions, forecasts or estimates contained herein.
The value of any securities or financial instruments mentioned in this note can fall as well as rise. Foreign currency
denominated securities and financial instruments are subject to fluctuations in exchange rates that may have a positive
or adverse effect on the value, price or income of such securities or financial instruments. Certain transactions,
including those involving futures, options and other derivative instruments, can give rise to substantial risk and are
not suitable for all investors. This note does not have regard to the specific instrument objectives, financial situation
and the particular needs of any specific person who may receive this note.
Arlington (or its directors, officers or employees) may, to the extent permitted by law, own or have a position in the
securities or financial instruments (including derivative instruments or any other rights pertaining thereto) of any
company or related company referred to herein, and may add to or dispose of any such position or may make a market
or act as principle in any transaction in such securities or financial instruments. Directors of Arlington may also be
directors of any of the companies mentioned in this note. Arlington may, from time to time, provide or solicit
investment banking or other financial services to, for or from any company referred to herein. Arlington (or its
directors, officers or employees) may, to the extent permitted by law, act upon or use the information or opinions
presented herein, or research or analysis on which they are based prior to the material being published.
Further Disclosures for the United Kingdom
This note has been issued by Arlington Group Asset Management Limited, a firm authorised and regulated by the
Financial Conduct Authority. This note is not for distribution to private customers.
This note is not intended for use by, or distribution to, US corporations that do not meet the definition of a major
US institutional investor in the United States or for use by any citizen or resident of the United States.
This publication is confidential for the information of the addressee only and may not be reproduced in whole or in
part, copies circulated, or disclosed to another party, without the prior written consent of Arlington. Securities
referred to in this note may not be eligible for sale in those jurisdictions where Arlington is not authorised or
permitted by local law to do so. In particular, Arlington does not permit the distribution or redistribution of this
note to non-professional investors or other persons to whom disclosure would contravene local securities laws.
Arlington expressly disclaims and will not be held responsible in any way, for third parties who affect such
redistribution. © 2019
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