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Disclosure:  Portions of this report are excerpted from Gold Resource’s filings, website(s), presentations or other public collateral.  We 

have attempted to identify those excerpts by italicizing them in the text. 

Recognize, we did not intend to provide a Q2 update because we put the initial coverage out just prior to the 

earnings release. In retrospect, it probably would have made more sense to let them put out the numbers, but, 

frankly, our models (and research for that matter) tend to focus on a longer term view, so we didn’t see the 2Q 

numbers as telling in one way or another in that regard.  

On the other hand, we did overstate the quarterly revenues (and by extension the earnings) largely because of an 

issue that we didn’t anticipate in part because it was more pronounced than we have seen in GORO’s historic 

numbers.  In truth, it is not all that surprising, we just neglected to recognize the potential. 

We spoke to some of the timing issues between production versus sales data in the initial coverage although we 

did not elaborate as clearly as we should have, and to be honest, after further discussing this with the company, 

the contractual agreements that drive these variances are more complex than we envisioned. Specifically, this 

complexity including product mix, can create measurable variances in the prices the Company receives for final 

processed product especially in particular quarters. We have made a few model adjustments to try to better 

anticipate the impact.  We likely make some additional mistakes with that in particular quarters, but we think we 

have it captured the essence of its impact over the longer term.  They also use an adjustment referred to as an 

“embedded derivative” to reconcile the estimated prices they receive and the between the time they ship 

concentrate and the time it  is actually processed and the price is settled.  In short, metals prices experienced 

significant compression from the start of the quarter through the end of the quarter (see the charts below) and that 

embedded derivative resulted in a charge of about $2.3 million, which is actually reflected as a reduction in final 

revenues (as opposed to an expense per se).   
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Our estimates were also a bit aggressive in terms of some of the recovery and grade numbers, which also impacted 

our results a bit.  Recall, part of our thinking (in line with the Company’s narrative) is that their current work on 

Switchback is yielding higher base metal resources than precious metals as they work their way to upper portions 

of the resource where they expect that ratio to flip.  We submit, we don’t know the trajectory of that transition so 

we are guessing on that, but again, we are not sure that is highly germane to the big picture here. 

The above noted, we were a bit taken back by the compression in the stock following the quarterly announcement.  

It certainly had nothing to do with the results vis-a-vis our coverage projections since our subscribers are the only 

ones who saw those estimates, and the initiating coverage wasn’t out long enough for anyone to digest it anyway. 

But clearly, someone was disappointed with the numbers, but we are not sure why.  We submit, the general 

compression in the metals prices could certainly give people some pause, but the drop in the stock clearly 

coincided with the earnings release.  Again, we have not particular explanation for that.  Frankly, we are inclined 

to raise our allocation on the stock’s compression, but we will hang around a bit and see what happens next before 

we start making changes. While it goes without saying, our initiating thesis has not changed, and we remain bullish 

on GORO.              

We have made a few changes to the initiating model in the context of some of the issues raised above, but again, 

our overall view of the Company remains intact.   
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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.   

Trickle Research has an exclusive content distribution agreement with SMM.Global whereby SMM.Global pays Trickle Research a 

fee for any Trickle labeled content displayed, hosted or distributed on its site: www.SMM.Global.  Per that agreement, SMM.Global 

may charge issuers to host and distribute licensed research.    Issuers may choose to pay SMM.Global for the hosting and distribution 

of Trickle Research.  They are under no obligation to do so.   

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. 

http://www.smm.global/

