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Top pick in the graphite space 
 
This week, I would like to introduce you to an Ontario based company we cover, Focus Graphite Inc. (TSXV: 
FMS). Focus is not a typical junior exploration/development company, rather it is a graphite development and 
technology company focused on graphene research and development. We have been covering FMS since June 
2012, and currently have a BUY rating with a fair value estimate of $0.87 per share, and risk rating of 5 
(Highly Speculative).  
 
Here is a quick background on the company: The company’s core focus is on the 100% owned Lac Knife 
graphite project in Quebec. An updated Preliminary Economic Assessment, released in November 2013, showed 
a before-tax Net Present Value (@10%) of $250 million, with an IRR of 36%. With average grades of 15%+ 
Cgr, the Lac Knife deposit is one of the highest grade deposits owned by a Canadian public company.  

In December 2013, the company announced an offtake agreement for future production from the Lac Knife 
property with an undisclosed third party in China. FMS has disclosed that the Chinese company, based out of 
Dalian City, is an industrial conglomerate with heavy industry, manufacturing and technology companies. The 
10-year agreement is for up to 40 ktpa of graphite concentrate (large / medium / fine) and value added products. 
FMS’s shares jumped from $0.27 to $0.64 on the news, and is currently trading at $0.49 per share.  Although 
details of the offtake agreement were not disclosed, we believe this is a highly encouraging development, and 
believe it is the only company in the graphite development/exploration space in Canada with an offtake 
agreement.  
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The company completed a 24 hole / 2,081m infill and exploration drilling program in July – August 2013, with 
the goal of upgrading the current indicated and inferred resources to the measured and indicated categories.  An 
updated resource estimate is expected this month. FMS is also working on a feasibility study, which is expected 
later this year. An Environmental and Social Impact Assessment is also underway. 
 
FMS also recently appointed Don Baxter as President and Chief Operating Officer.  Mr. Baxter was the 
President of Northern Graphite Corporation (TSXV: NGC), and has a strong technical background.  
 
With regard to its technology, FMS holds a stake in Grafoid Inc. (“Grafoid”), a private grapheme R&D 
company.  Over the past year, Grafoid has developed a series of agreements with the goal of developing 
graphene applications and related technologies. Gary Economo is the CEO of both FMS and Grafoid. 
  
As for financials, the company has a strong balance sheet, and we estimate they currently have approximately 
$10+ million in cash. Our fair value estimate on FMS is $0.87 per share. Note that due to the early stage nature 
of Grafoid’s developments, our valuation does not take into account any upside from the company’s stake in 
Grafoid. 
 

 
 
Daniel Iwata, BA, Dip. Fin. Mgmt. 
Equity Research Associate 
 
Input Capital increased exposure leading to big gains 
 
Input Capital (TSX-V: INP) a company we cover, and have mentioned in previous articles, has been gaining a 
lot of attention recently.  This increased attention has led to a considerable surge in the stock, rising to a high of 
$2.73 on Friday (January 16, 2014), from the $1.80 - $1.90 range it was trading at during the start the year. As 
we have mentioned before, Input has applied the metals streaming model to Canola.  They provide upfront 
capital to farmers in return for a contract allowing them to purchase steeply discounted Canola from the farmer 
for 5-7 years.  We feel the increased attention is due to revenues set to  be reported in the next two quarters.  
Keep in mind that Q3 and Q4 are when canola is delivered and sold.  The company recently announced that 
Input will release Q3 financials on February 6, 2014.  The following highlights what we expect the company to 
report for the year.   
 
The company, in its December update, announced that to date, they have received approximately 15.4% of the 
Canola due (2,634 tonnes) at an average price of $472 per tonne.  Based on these figures, Input is on pace to 
report $6.8 million in revenue in its first year (based on a $75 average cost per tonne).  We estimate that they 
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deployed approximately $19.96 million in contracts at the start of the year.  The return on deployed capital is 
approximately 34.17%, which we feel is very strong, and exceeds our original estimates of around 30%. 
   
In our most recent estimates, we forecasted revenues of $7.3 million for the year, and net income of $0.64 
million.  We feel that due to the strong yield this year, canola prices have declined, however, this is slightly 
hedged by the bonus tonnage.  We feel that strong canola yields will result in decreased pricing, but increase the 
bonus tonnage due to Input.  We anticipate Input will report a good amount of bonus tonnage for the year, 
resulting in revenue closer to our estimates.  
 
We feel investors should continue to watch Input in the next two quarters as we have a fair value of $3.30 on the 
stock.  We feel the next two quarters will have continued news flow and publicity.  There are a lot of eyes on the 
stock, as it is a new model in an agriculture industry that is gaining in popularity with investors.   We believe 
that with revenues reported, and the business model proved, the market will show more confidence towards the 
agriculture streaming model.  In addition, Input will be deploying their vast amounts of capital over the next few 
months, which should give a good indication for FY2015 revenues.     
 

 
 
Pooneh Ruintan, MEcon.  Msc.  Finance 
Equity Research Associate   
 

Canadian Mortgage Bond Program   
 
The Canada Mortgage Bond (CMB) program is a mortgage funding vehicle for investment in Canadian 
residential mortgages.  
 
Under this program: 
 

1. Canadian Mortgage and Housing Corporation (CMHC) approved lenders (such as banks, trust 
companies, and other types of lending institutions) originate mortgages.  

 
2. The lenders bring together a pool of these mortgages, for the purpose of transforming them into securities 

which can be sold to investors.  
 

3. Lenders sell these pools as mortgage backed securities (MBS) to a special purpose trust known as the 
Canada Housing Trust (CHT), a CMHC-run entity.  
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4. CHT sells non-amortizing CMBs to investors and uses the proceeds to purchase MBSs.  

 
5. CMB investors are paid semi-annual interest, over the term of the bond, and principal, on a specific 

maturity date of bond, from the proceeds of MBS cash flows collected by MBS sellers on behalf of the 
CHT. Payment of interest and principal are guaranteed by the CMHC. 

 
CMBs can be issued for any term (but initial issues are typically for a five-year term) and can be issued in 
denominations as low as $1,000. These bonds are accessible to both institutional and individual investors, and 
can be bought through investment dealers/banks/trust companies/and other financial institutions. 
 
In order to be eligible to for this program, the lender must be federally or provincially regulated, and must have a 
minimum net worth and credit rating as specified by the CMHC. Also, MBS pools should meet a certain 
eligibility criteria; for example, each pool must have a minimum portfolio value of $2 million, and contain 
mortgages that mature no sooner than six months prior to bond maturity. 

The mechanism above lets investors make secure investments in Canadian residential mortgages by buying 
CMBs. Because CMBs are fully guaranteed by the government, investors demand less interest on CMBs.  That 
lowers the cost of funds for lenders, which in turn lowers interest rates/cost of financing for homeowners.  

One of the TSX listed companies who participates in the program as a seller is MCAN Mortgage Corporation 
(TSX: MKP). MCAN is a loan company under the Trust and Loan Companies Act, and it qualifies as a 
Mortgage Investment Corporation (MIC). As of September 30, 2013, the size of MKP’s corporate and 
securitized mortgage portfolio was $1.36 billion.  
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Disclaimers and Disclosure 
The opinions expressed in this report are the true opinions of the analyst(s) about any companies and industries mentioned.   Any “forward looking statements” are our 
best estimates and opinions  based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to 
truth or correctness.   There is no guarantee that our forecasts will materialize.   Actual results will likely vary.   Companies mentioned in this report, Focus Graphite, and 
Input Capital, are covered by FRC under an issuer paid model.  Distribution procedure:  our reports are distributed first to our web-based subscribers on the date shown 
on this report then made available to delayed access users through various other channels for a limited time.  The performance of FRC’s research is ranked by Investars.  
Full rankings and are available at www.investars.com.   
 
To subscribe for real-time access to research, visit http://www.researchfrc.com for subscription options. 
 
This report contains "forward looking" statements.   Forward-looking statements regarding the Company, industry, and/or stock’s performance inherently involve risks 
and uncertainties that could cause actual results to differ from such forward-looking statements.  Factors that would cause or contribute to such differences include, but 
are not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product 
lines/services; competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks 
discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators.  
By making these forward looking statements, Fundamental Research Corp.  and the analyst/author of this report undertakes no obligation to update these statements for 
revisions or changes after the date of this report.    
.    
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS 
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE.   ANYONE USING THIS REPORT 
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.    ALWAYS 
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST.   WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S 
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC.   ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR 
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN 
YOUR PORTFOLIO.    This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security.  It is not intended as being a 
complete description of the company, industry, securities or developments referred to in the material.  Any forecasts contained in this report were independently prepared 
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report.  Additional information is available 
upon request.   THIS REPORT IS COPYRIGHT.   YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION.   Please give proper credit, 
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report. 
 
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity 
in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction. 
 


