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Fortitude reported their year-end fiscal results the other day, so we are updating some of our numbers 

around the guidance they provided therein.  As for the fiscal year (ended 12/31/21), Fortitude comfortably 

exceeded our expectations for a handful of reasons we will recap below, and some of that discussion is 

obviously topical to fiscal 2022 and likely beyond as we.  

 

Recall, Fortitude was spun out of one of our prior coverage stocks, Gold Resource Corporation (GORO).  

When they spun off Fortitude, we picked up coverage of it and subsequently terminated the coverage of 

Gold Resource. Part of our motivation there, among other things, was that Fortitude, unlike Gold Resource, 

is largely a (gold) pure play, which fit a bit better with our view of things at the time.  That said, here are a 

few items from the year end results that we think need some color.  

 

Regarding the comparative results, Fortitude reported Fiscal 2021 revenues of $82 million and eps of 

$.75/$.74 basic/diluted.  Those numbers compare to our estimates of $65 million and $.28/$.28 respectively.  

As we suggested, they drubbed our estimates. Here are a few of the items that drove the results.  

 

First and foremost, As the tables below reflect, the Company produced considerably better grades than we 

anticipated for 2021 vs. 2020.  To be honest, as we look back over the 2020 reserve data, that probably 

should not surprise us all that much, although when it comes to projecting grades, we tend to try to choose 

the conservative iteration, largely because we know the consequences of erring in the other direction. To 

our defense, the Company noted on the earnings call that grades were “higher than the reserve model 

predicted”, so we are not alone in understating the grades.  Regardless they were robust, and they had a 

marked impact on the results and frankly on some of the other positive comparable metrics as well.  We 

would add, we have included the respective reserve tables for 2020 and 2021 below, and they reflect 

comparable grades and should provide us some insights to 2022 grades, which may make us better at 

projecting the same.  

 
 

 
 

 

2020 Reserves Data 

2021 Reserve Data 
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From another angle, the Company realized a bit better commodity prices (primarily gold) through fiscal 

2021 than we had modeled.  While that number was not considerable, it was enough to add about $2 million 

to the bottom line and made up about 15% of the earnings surprise.  To that point and looking over 

commodity prices over the last 30 days, there is no substitute for higher gold prices for the bottom line of 

a gold producer, which some may recall, was a portion of our original investment thesis (the potential for 

higher gold prices).  

 

In addition to the above, production costs for 2021 were markedly lower than our estimates, and aside from 

grades and higher gold prices, represented much of the balance of the realized earnings beyond our 

estimates.  As we alluded to above, part of the decline in unit production costs was related to the higher 

grades. On the other hand, much of our miss was related to our overstatement of the unit costs associated 

with the removal of pre-strip waste. As the chart below reflects, Fortitude removed considerably more pre-

strip waste in 2021 than in 2020, which we assumed would keep production costs up.  Clearly, they are 

driving down the unit costs of removing waste.  As the chart below reflects, aggregate 2021 production 

costs were similar to 2020 despite the fact that they removed 45% more strip waste. As we understand it, 

they plan to remove around 3.5 million tonnes in 2022 (less than ½ the 2021 total), so between our 

adjustments to previously overstated unit costs and roughly 1/2 as much material to move, we expect them 

to drive aggregate production costs lower. (We would caution, we are modeling stripping cost to 

inordinately impact Q1-F22 versus the remaining 3 quarters and to decrease sequentially throughout the 

year).    

 

 
 

Finally, and most obviously, part of our miss was related to the fact that they produced about 6,500 more 

ounces of gold than they originally guided to and we consequently modeled. We will address that a bit 

further below.    

 

So then, that is our best explanation/excuse for understating what was on the other hand an exceptional 

fiscal performance for Fortitude on a variety of fronts.  That said, we have made some adjustments to our 

model in the context of issues that we feel we understand better today than a year ago, and we think should 

make our 2022+ projections a bit more accurate.  That said, there are a handful of issues we would like to 

address before we close this out.  

 

First, as we described in the initial coverage, we have followed Fortitude management for over 15 years 

when they were part of the team that founded Gold Resource, the spin-off “parent” of Fortitude. From that 

experience, we can attest that they probably should not be underestimated, and investors should not expect 

them to do anything to run the business conventionally for the sake of convention, and that is a hard stop. 

For instance, they have, as far back as we can recall, endeavored to create consistent and predictable 

operating cash flows while mitigating both operational and financial risks, by trying to optimize exploration 

activities and avoiding debt.  In addition, they have coupled that approach with robust dividends to award 

long-term shareholders. While some may argue that their approach comes at the expense of growth, we 

would reiterate our “hard stop” comment above and suggest that they are not likely to change that. That 

leads us to point number two.  
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This is just our speculation, but we think one of the objections investors may have with respect to 

buying/owning Fortitude, is the fact that they do not have an extensive reserve profile. Some of that view 

stems from our past experience with Gold Resource as well as some other resource companies we have 

covered in the past. To that point, as they noted on the conference call as well as in the related earnings 

release, “reconciliation of ore tonnes mined to date has shown higher grades of gold in the Isabella Pearl 

Mine compared to the reserve model which has resulted in an increased mine life now of over 3 years at 

the current 40,000 annual gold ounce run rate. The Company is also aggressively moving its Golden Mile 

property forward towards a development decision that could extend the Company's gold production an 

additional 3 1/3 years for a combined 7-year mine life through 2028”.  To translate, they do not currently 

have reserves to support a more typical 10-year mine life for instance.  That said, they do have several 

properties they are developing at one stage or another (see below), most notably Golden Mile, which we 

believe they will be making a development decision on shortly and will likely be the Company’s next 

producing asset. The point is, for as long as we have followed management (15+ years) they have always 

prioritized profitable cash generating operations over building deep reserve profiles. Moreover, for as long 

as we have followed management (15+ years) they have never stopped operating because they ran out of 

ore.  That brings us to our next point.  

  

     

 
 

Management has provided guidance toward the annual production of ±40,000 ounces of gold for the next 

3½ years based on the remaining reserve profile of Isabella Pearl, as well as the estimated 30,000 ounces 

of gold currently sitting on their leach pad, which represents over 80% of the low end of their 2022 

production guidance of 36,000 to 40,000 ounces. Recognize, that production schedule is quite deliberate.  

That is, as they discussed on the call, they could likely mine and process the entire Isabella Pearl resource 

in much less than 3½ years if they chose to do so.  As we said, the decision not to do that is quite deliberate, 

and while some may see that as counterintuitive to the notion of the “time value of money”, we think the 

approach has merit. First, as CEO Jason Reid suggested on the call, producing the existing resource more 

quickly is possible but not without challenges within the framework of their existing manpower. Most 

notably perhaps, is that it could divert some resources away from their exploration efforts to locate and 

develop new resources. We think that is a viable point however, there may be an equally cogent argument 

that also supports their approach.   

 

From a practical standpoint, we think it is fair to say that FTCO management believes gold will be higher 

in the future than it is today. Ostensibly, we think most investors in most gold producers believe the same 
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thing or they would likely not be invested in gold producers.  That being the case, setting aside the above 

notion of allocating available resources across the organization, on the face it is certainly not illogical to 

leave gold in the ground today that you think you can recover and sell at a better price tomorrow. For 

example, if gold finishes the month of March (2022) at current levels ($1950) the 2022 quarterly average 

will be approximately $75 per equivalent ounce higher than the same period in 2021.  In this case, on 10,000 

ounces of production, $75 per ounce would equate to an additional $750,000 of pre-tax profit, or 

approximately 23% more profit than they would have recognized if they could have produced and sold 

those ounces in 2021. Our point here is that we believe their strategic decision to allocate the production of 

their identified resources over a longer period time is not without merit.  

 

Moving on, in line with their ongoing reserve information, we are modeling decreasing grades. We realize 

we made that mistake in our F21 estimates, and while this time around we are assuming grades closer the 

reserve data, we are modeling comparative decreases nonetheless. That said, they noted on the call that 

Isabella Pearl has demonstrated grade improvement at depth and on strike. We do not know what they will 

encounter as they keep digging, but it is entirely possible that grades may hold up better than we are 

anticipating. Frankly, we think the chance of grades being better than we are projecting are probably higher 

than the chance of them being lower than we are projecting.  

 

To extend the notion, we are also modeling eventual production from Golden Mile in line with the 

Company’s hypothetical of extending production visibility through 2028. We would caution, that is a 

hypothetical, but given our experience with management’s past hypotheticals, we think the posture of their 

narrative suggests to us that they have a degree of confidence in that eventuality. We do not by the way 

think that is a big leap of faith in the context of the comparative industry grade data they presented on the 

call:   

 

 
 

 

Further, in our initiating coverage we provided some comparative early drilling/exploration data from 

Isabella Pearl vs. Golden Mile.  Our conclusion was that they were relatively comparable in terms of grade 

potential. Again, this is speculation on our part, but, while we have modeled eventual Golden Mile grades 

in line with the current resource estimates (and the illustration above), as we know, Isabella grades have 

improved at depth, so that could be the case with Golden Mile as well, in which case we may once again 

find ourselves underestimating their grades. We will (gladly) cross that bridge if we get there.  We would 

add, we are modeling (again in line with Company guidance) Golden Mile capex to be provided organically, 

which we think is supported by the Company’s $40 million cash position at 12/31/21.      
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To be clear, we expect them to proceed with Golden Mile. We submit, if they do not do that and/or do not 

find additional production to eventually replace Isabella Pearl, our estimates will likely prove aggressive. 

On the other hand, beyond Golden Mile, they have 4 additional projects (including their new Ripper 

acquisition) that we expect them to continue to explore.    

 

To summarize,  Fortitude posted exceptional results for fiscal 2021 and all signs point to comparable 2022 

earnings results even though we are modeling considerably fewer ounces of gold production (roughly 

38,500 ounces vs. 46,500).  We expect them to be able to maintain impressive grades as they exploit Phase 

II at Isabella Pearl.  As we noted we expect production costs to improve as they mitigate the pre-strip 

burden, which should be roughly half of the 2021 volume.  Moreover, we expect them to process less ore 

tonnage thus the lower expectations for ounces recovered.   Also, as they covered on the call, they should 

complete the transition of the project from incumbent diesel power to the electric grid interconnect, which 

they believe will save approximately $1 million of annual energy costs. Also, in line with guidance from 

the call, we anticipate monthly G&A to approximate $350,000 to $400,000, which in the aggregate will be 

an improvement over 2021 which included “non-recurring stock-based compensation and onboarding 

incentive compensation totaling $5.5 million relating to building out the Company’s staffing needs post 

Spin-Off which was recognized in the first quarter”.  To reiterate, we expect a decision on Golden Mile 

perhaps by mid-year, which we think could provide a catalyst for the stock (assuming the news is positive).  

 

Lastly, at current levels, the dividend yield on FTCO shares is 6.6%. However, there was some discussion 

and perhaps frustration on the conference call regarding the price of the shares.  We submit, while the stock 

has appreciated approximately 40% from our initiating price 11 months ago, it remains 15% under our 

original 12-24 month price target despite much better performance than we anticipated and higher gold 

prices than we modeled at the time of the initiation.  That said, we are not sure that a 40% price appreciation 

and what is effectively a 9% yield from the initiation price should be disappointing. As we alluded to above, 

in our view,  there should be no confusion with respect to management’s plan, which is focused on providing 

shareholder value largely through dividends.  We believe management will continue to focus on managing 

risks and delivering dividends.  While they are not mutually exclusive (extraordinary dividends and above 

average growth), they do not generally happen in lock step, especially with sub $200 million companies.  

Put another way, if the Company were focused on growing the business, they would likely be retaining the 

capital instead of paying it out to shareholders. Rising gold prices aside, which we think would in fact drive 

the stock price higher (as it has of late), we do not think the dividend/growth correlation should be lost on 

anyone building expectation around substantially higher share prices.   

 

Given the progress on multiple fronts, we are establishing a new 12-24 month price target on FTCO shares 

of *$9.25 and reiterating our allocation of 4.     
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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 

Fortitude Gold.  

Trickle Research co-sponsors two microcap conferences each year. Trickle Research encourages its coverage companies to present 

at those conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences.  

Fortitude Gold has paid fees to present at investor conferences co-sponsored by Trickle Research. 

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 "Hold" 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. 


