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Sector/Industry: Junior Resource
Market Data (as of March 12, 2019)
Current Price
US$2.53
Fair Value
US$3.54
Rating*
BUY
Risk*
5
52 Week Range
US$1.05 - US$2.55
Shares O/S
132,017,830
Market Cap
US$334.01 M
Current Yield
N/A
P/E (forward)
N/A
P/B
10.3x
YoY Return
87.4%
YoY TSX
3.1%
*see back of report for rating and risk definitions.
* All figures in US$ unless otherwise specified.
* Chart below in C$

www. trilogymetals.com
Highlights
 On January 31, 2019, Trilogy Metals Inc. (“Trilogy” /
“company”) announced that its partner, South32 Limited (ASX:
S32), has agreed to participate in the third and final year of its
option agreement. South32 will fund $9.2 million of Trilogy’s
budgeted $18.2 million exploration / development programs in
2019.
 South32 has now committed a total of $31 million, and has until
January 31, 2020, to exercise its option to form a 50/50 JV with
Trilogy. We believe South32’s continued backing, increasing
equity position in Trilogy (currently at 13% of the total
outstanding shares), and recent acquisition of Arizona Mining
for a $1.6 billion valuation, are strong indicators of a potential
M&A with Trilogy.
 Trilogy plans to release an updated resource estimate on Bornite
shortly. We expect a 50%+ increase over the 2016 resource
estimate.
 The company expects to complete a Feasibility Study at Arctic in
the first half of 2020.
 The U.S. Bureau of Land Management (“BLM”) intends to
complete a Draft Environmental Impact Statement (“EIS”) on the
Ambler Access Road (AMDIAP) by late summer.
 With a current cash position of approximately $20 million,
South32’s $9.2 million, and $10 million from warrants, the
company is comfortably financed to fund its 2019 budget of
$18.2 million.
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Continued
Backing From
South32

On January 31, 2019, the company announced that South32 has agreed to participate in the
third and final year of its option agreement. South32 (market capitalization of $12.5 billion), a
diversified metals and mining company, with a special focus on base metals and coal, was
spun out from BHP Billiton (ASX: BHP) in 2015. In 2018, they acquired Arizona Mining
at a valuation of $1.6 billion (reflecting a 50% premium) in an all-cash transaction.
Arizona Mining held the advanced stage zinc focused Hermosa project in the Santa Cruz
county in Arizona. We consider South32’s continued investment into Trilogy’s projects
as a strategic move, as it does not currently have any copper assets or operations in North
America. South32 also owns 12.5% of Trilogy’s shares. Another major vote of confidence
on Trilogy’s projects, and its management, is that approximately 67% of the outstanding
shares are held by institutions and Trilogy’s management / directors.

Source: Company
Trilogy had originally signed an agreement with South32 in 2017, to potentially form a 50:50
JV on Trilogy’s assets. As per the agreement, South32 has to spend a minimum of $10
million every year, for a maximum of three years, to maintain the option. The option can be
exercised at any time for a minimum of $150 million, net of payments made to maintain the
option. South32 will also have to match the amount Trilogy spends to a maximum of $5
million per year. South32 contributed $10 million in 2017, $10.8 million in 2008, and has
agreed to fund $10.2 million in 2019, for a total of $31 million (minimum requirement is
$30 million). South32 has until January 31, 2020, to exercise its option to form the 50/50 JV.
$18.2 Million
Budget for
2019

Trilogy has budgeted to spend approximately $18.2 million on its properties in 2019,
including:



$9.2 million on continued drilling at Bornite,
$7 million on feasibility level engineering and environmental work at Arctic to
prepare for permitting and to complete a feasibility study in the first half of 2020, and
 $2 million on a regional exploration program
The following map shows Trilogy’s Upper Kobuk Mineral Projects (“UKMP”), which
includes the flagship Arctic and Bornite deposits, as well as multiple identified targets.
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Trilogy’s UKMP Lands

Source: Company

The Ambler district holds world-class volcanogenic massive sulfide ("VMS") deposits of
copper, zinc, lead, gold and silver, and carbonate replacement deposits holding copper, cobalt
and silver. VMS deposits tend to commonly occur in clusters (1 – 20 Mt), and the individual
deposits when combined, form mining districts / camps. Canada’s three largest VMS camps
are the Flin Flon - Snow Lake (Saskatchewan and Manitoba), Bathurst (New Brunswick) and
Noranda (Quebec) camps. Trilogy’s $2 million regional exploration program along the
Ambler VMS belt in 2019, will focus on exploring the district’s targets.
Draft EIS
Expected this
Summer / Fall

The U.S. BLM intends to complete a Draft EIS on the Ambler Access Road (AMDIAP) by
late summer / early fall 2019, and a final EIS by the end of the year (unchanged timeline).
AMDIAP is a 340 km road to connect the Ambler Mining District to a major highway. The
proposed road has been a sensitive / controversial issue as approximately 42 km of the
proposed road would pass through the Gates of the Arctic National Preserve and cuts through
wildlife habitat areas. The road would also cross several rivers and streams. Environmental
activists and associations have raised their concerns regarding the proposed road. Trilogy
entered into a memorandum of understanding (MOU) with the Alaska Industrial Development
Export Authority (AIDEA) in 2013, for the development of the AMDIAP. This road, if built,
will be within 17 km of the Arctic project.
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Proposed Route Access to the UKMP

Source: Company

Although it is difficult for us at this stage to speculate on the outcome of the project, we
believe that there are multiple factors that support AMDIAP’s success. In addition to the
potential economic benefits to the state from advancing the district’s projects to production,
we believe that the AMDIAP is very similar to the successful DeLong Mountain
Transportation System, which connected the Red Dog Mine to the DMTS port. The road
and port were constructed in the late 1980s, and AIDEA used a toll structure to generate
returns for investors who funded the construction of the project.
Permitting and
Timline to
Production

Note that none of the projects in the Ambler Mining District have been subject to production
due to lack of transportation infrastructure. The following chart shows management’s
expected timeline. The total permitting time is expected to be at least 2 years, followed by a
mine construction period of 3 years.
Expected Timeline

Source: Company

2019 Fundamental Research Corp.

“15+ Years of Bringing Undiscovered Investment Opportunities to the Forefront”

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 5

The EIS is the most time consuming aspect of the permitting process. We estimate that
management’s proposed timeline is reasonable, but permitting delays are likely and
common in the mining industry. The parameters that, we believe, will play a key role in the
permitting of Arctic are the following:
 Surface water quality and groundwater quality monitoring.
 Arctic’s tailings have the potential to generate acid; therefore, the tailings and waste rock
have to be placed permanently below submerged water.
In 2018, the company tested the potential for ore-sorting. Ore-sorting basically involves the
separation of the material that contains valuable content from the waste. Although test results
indicated improved grades, the company decided to forego this option as the incremental
cost more than offset the benefits of higher grade.
FS on Arctic in
2020

The company expects to complete a FS on Arctic by the first half of 2020. In 2019, the
company will continue with engineering and environmental work required for the FS and for
permitting.
The 2018 PFS, which was based on 10,000 tpd of open pit operations for 12 years, had shown
an after-tax NPV of $1.41 billion, and an after-tax IRR of 33%, using copper and zinc
prices of $3/lb and $1.1/lb, respectively. The initial capital cost was estimated at $780
million, while the cash cost was estimated at just $0.15 per copper lb or -$2.63 per zinc lb.
The following table shows the sensitivity of the project’s after-tax NPV and IRR to copper
and zinc prices. Note that the project has an after-tax NPV at 8% of $718 million at a
copper price of $2/lb.
2018 PFS’ Sensitivity

Source: Company

Updated
Resource on
Bornite Shortly

The Bornite project is located approximately 25 km southwest of the Arctic project.
A 2017 program (nine step-out holes / 8,437 m) expanded the mineralized system to an area
over 2,500 m long by 1,500 m wide (previously – 1,500 m by 1,000 m), with an average
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thickness of 50 m averaging 1%.
In 2018, the company drilled an additional 12 holes (infill and step - out) / 10,123 m; 11 of
the 12 drill holes intersected copper-cobalt mineralization, and mineralization was expanded
to the north and northeast. Mineralization remains open down dip and along strike with
additional drilling planned for 2019.
Location of 2017 and 2018 Drill Holes

Source: Company

Key highlights of the 2018 program are shown below – note the long intercepts.







RC18-246 - 19.6 metres averaging 2.06% copper;
RC18-247 - 33.4 metres averaging 0.82% copper; and 20.1 metres averaging 4.55%
copper, including 16.4 meters grading 5.34% copper and 0.21% cobalt.
RC18-248 - 21.3 meters averaging 1.73% copper;
RC18-249 - 38.3 meters averaging 1.12% copper;
RC18-252 - 12.5 meters averaging 1.49% copper; and 7.5 meters averaging 2.25%
copper.
RC18-254 - 123.9 meters averaging 1.07% copper;

The company expects to complete an updated resource estimate on Bornite shortly. The
previous estimate, calculated in 2016, showed an in-pit indicated resource of 0.9 Blbs of
copper at 1.02%. An inferred resource of 1.8 Blbs at 0.95% copper (in-pit) and 3.68 Blbs at
2.9% copper (below-pit) were also estimated.
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Bornite’s Resource

Source: Company

Cobalt
Resource at
Bornite

Based on the 2017 and 2018 drill results, we expect a 50% increase in the updated
resource at least. Drilling in 2019 (8,000 m) will be infill and step-out drilling.
In 2018, the company announced an additional inferred resource of 77 Mlbs of cobalt at
0.019%. The cobalt resource is of relatively low grade, but the contained metal is high for
a project in North America. To put things in perspective, we estimate that one of the largest
primary gold reserves in North America is that of Fortune Mineral’s (TSX: FT) NICO project
in the NWT, which has 82 Mlbs of reserves at 0.1% cobalt.
After a strong run from mid-2016 to mid-2018, cobalt prices are down from a high of
US$42/lb, to the current US$15/lb.
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We expect the demand for cobalt in lithium-ion batteries (LIB) will continue to be the key
demand driver of cobalt going forward. Based on a consensus estimate of 16 million electric
car and plug-in hybrid vehicle sales by 2025, we estimate this would equate to
approximately 112,000 tonnes of cobalt demand just from electric vehicles (16 million
vehicles x 10kg of cobalt per vehicle x assuming 75% batteries use cobalt) by 2025, up
from the current demand of approximately 50,000 tonnes. We believe that concerns with
the DRC (unstable political history, artisanal /child mining), which account for over 50% of
the global supply, will play a critical role in manufacturers’ decision on where to source their
cobalt supplies from. This gives projects in politically stable jurisdictions a very strong
advantage.
Financials

At the end of FY2018 (ended November 30, 2018), the company had cash and working
capital of $23 million and $22 million, respectively. We estimate the company had a burn rate
(cash spent on exploration / development) of $1.37 million per month in FY2018. The
following table summarizes the company’s liquidity position:

Data Source: Financial Statements
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Stock Options
and Warrants

We estimate the company currently has 11.25 million options (weighted average exercise
price of $0.69 per share) and 6.52 million warrants (weighted average exercise price of $1.52
per share) outstanding. All of the options and warrants are currently in the money. The
company can raise $18 million if all these options and warrants are exercised. All 6.52
million warrants are expiring in July 2019, indicating a potential to raise $10 million.
With a current cash position of approximately $20 million, South32’s $9.2 million, and $10
million from warrants, the company is comfortably financed to fund its 2019 budget of
$18.2 million.

Valuation &
Rating

The following table shows a summary of Trilogy’s resource estimates:

Source: Company Data

As we expect a 50%+ increase in Bornite’s resource, we are raising our valuation on Bornite
from $116 million to $175 million, while maintaining our estimate on Arctic at $675 million.
Our overall fair value estimate on Trilogy’s shares is $506 million versus our previous
estimate of $459 million. However, our value per share dropped from $4.11 to $3.54 due to
share dilution since our previous report. We maintain our BUY rating on TMQ’s shares.
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Source: FRC

Risks

We believe the company is exposed to the following key risks (not exhaustive):








The value of the company is highly dependent on copper prices.
Share dilution through future financings.
There is no guarantee that the AMDIAP will be successful.
Potential delays in the AMDIAP.
Relationships with NANA and AIDEA are critical.
Potential delays in project-specific permitting.
Economic studies are yet to be completed on the Bornite deposit.

As with most junior resource companies, we continue to rate Trilogy’s shares a risk of 5
(Highly Speculative).
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Fundamental Research Corp. Equity Rating Scale:
Buy – Annual expected rate of return exceeds 12% or the expected return is commensurate with risk
Hold – Annual expected rate of return is between 5% and 12%
Sell – Annual expected rate of return is below 5% or the expected return is not commensurate with risk
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.
Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.
The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is
conservative with little or no debt.
2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive
to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash
flows (though current free cash flow may be negative due to capital investment). The company’s capital structure is conservative with little to modest use of debt.
3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and
coverage ratios are sufficient.
4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.
5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.
Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry. 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. FRC does not own shares of the subject company. Fees were paid by Trilogy to
FRC. The purpose of the fee is to subsidize the high costs of research and monitoring. FRC takes steps to ensure independence including setting fees in advance and
utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct. Additionally, analysts may not trade in any security under
coverage. Our full editorial control of all research, timing of release of the reports, and release of liability for negative reports are protected contractually. To further
ensure independence, Trilogy has agreed to a minimum coverage term including an initial report and three updates. Coverage cannot be unilaterally terminated.
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 distribution of FRC’s ratings are as follows: BUY (72%), HOLD (7%), SELL / SUSPEND (21%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscribe.php for subscription options.
This report contains "forward looking" statements. Forward-looking statements regarding the Company 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. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.
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.
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