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What Does the REE Market Urgently
Need? (Besides Economic Sense)*

Currently, all major REE mines (apart from the ion-
adsorbed clay deposits of Southern China) produce a
minimum 30% TREO mineral concentrate as a neces-
sary first step before further downstream processing.
Thisfactisillustratedinthe chartbelowfrom Dahrouge
Geological Consulting Ltd. strongly indicating that it
is a baseline requirement for economic REE mining
operations since all downstream processes (the largest
cost of the entire metallurgy process) are simplified
with less volume requiring processing, i.e. costs are
minimized. Furthermore, this becomes an easy first
criteria to separate the top REE projects from the
ones that lag behind in this respect.

*Economic Sense: Ultimately, the ability to
produce a mineral concentrate as a first step
preceding downstream processing needs to be
achieved with positive economics, that is, within
the context of current prices. Unfortunately, this is
simply not the case even with current producers,
such as Molycorp or Lynas. A junior or a major
must be able to produce a product that they
can sell at a profit at the current prices, or risk
hemorrhaging capital as anyone can see both
producers are. A junior or major has little to no ability
to change 3 fundamental things: 1) the composition
and mineralization of their deposit, 2) the cost to
process the deposit, and most importantly,

3) the value of what is being produced.
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Texas Rare Earth Resources (Round Top Deposit) — PEA, released Dec 2013, details a whole rock heap leach with no mineral concentrate produced
Lynas Corporation (Mount Weld — Duncan Deposit) — PEA details approach of direct chemical attack with no mineral concentrate produced
*Search Minerals (Foxtrot Deposit) — Recent news release, dated July 2014, details the decision to go straight to hydromet with no mineral concentrate produced

All information sourced from each company’s public filings
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In other words: Those REE deposits in development
that have the greatest chances of success (i.e. being
developed into a mine, and thus, offering the high-
est share price appreciation potential no matter if
REE prices remain low) are those that host a REE
mineralization out of which a >30% TREO mineral
concentrate can be produced with an industry stan-
dard process that makes economic sense.

Bottom-line: Remember the acid! It is the most expen-
sive single input to the flowsheet. More mass removed
means less material to dissolve into solution, which
means less acid consumption. Acid consumption will
be discussed in more detail with our the next update.

Unfortunately for REE investors, today there exist
not many undeveloped REE deposits hosting a min-
eralization out of which a high enough grade mineral
concentrate can be produced, and easily processed,
which would be saleable to global REE processors
(also known as separation or refining facilities), and
from which the numerous REE end-products, which
are saleable to the industry, could be produced.

Thus, those few REE development companies ca-
pable of producing a >30% TREO mineral concen-
trate should (and will) be the focus of REE inves-
tors, if not already. According to our research only
3 active development companies have attained
this base requirement:

e Commerce Resources Corp.:
44%TREO at71%recovery, 56% TREO at <50% recovery

e Peak Resources Ltd.:
34% TREO at 52% recovery

e Great Western Minerals Group Ltd.:
47% TREO at 89% recovery

Which one will make it?

Peak Resources announced on August 7, 2014, a
“beneficiation breakthrough” at its Ngualla REE De-
posit in Tanzania: “The successful production of a
mineral concentrate grading 34% TREO”, which is
achieved by reducing the ore feed mass by 92% (8%
mass pull, which means that only 8% of the whole
ore must be treated with costly acid). Peak’s Manag-
ing Director, Darren Townsend said: “The ability to
produce such a high grade, clean concentrate is an
outstanding result that sets Ngualla apart from oth-

er rare earth development projects.” However, the
recovery stands at 52% only. Thus, Peak’s metallur-
gical “breaktrough” needs further optimization, that
is to say improving the recovery to appreciable levels
(>60%) and further reducing the iron oxide minerals
in the mineral concentrate, which are the main con-
sumers of acid in the recovery stage. Time will tell if
Peak succeeds in improving its recovery economical-
ly. Although significant grade and tonnage, Peak is a
pure LREE deposit with no appreciable HREE com-
ponent, limiting some of its development potential.

Great Western Minerals announced on_June 20
2014, the completion of a Feasibility Study (FS) for
its Steenkampskraal REE Deposit in South Africa be-
ing able to produce a 47% TREO mineral concentrate
at 89% recovery. However, the mass pull is relatively
poor at 45% and the FS sees a mine life of only 13
years envisioning Steenkampskraal as a “small un-
derground mining operation” with no resource ex-
pansion potential for additional mine life. The de-
posit also has a small annual production scenario
in an effort to extend the mine life to a reasonable
length. Time will tell if the company finds financing
for such a small underground mine (total CAPEX is
attractively low with $173 million only, but the total
OPEX of $760 million appears daunting), because in
the end it must make economic sense.

Commerce Resources announced in December
2013, the production of a 44% TREO mineral con-
centrate at 71% recovery and a mass reduction of
97% (3% mass pull) from the Ashram REE Deposit in
Quebec, Canada. Most recently on August 19, Com-
merce published an update on the progress of the
Pre-feasibility Study (PFS), and confirming Ashram’s
processing flowsheet at the crucial bench scale. Ash-
ram’s simple, and thus cost-effective, flowsheet has
now proven to be repeatable for the production of a
high-grade mineral concentrate (>40% TREOQ) using
industry standard techniques applicable at the com-
mercial scale. This is a stage most REE companies will
brush over to produce an end-product for “show and
tell”. However, the processis then not representative
and typically far from economic. Commerce compel-
lingly appears to have taken the proper approach to
maximize its chances of success by way of develop-
ing a sound bench scale process, which is repeatable
using industry standard techniques, and one that has
achieved the apparent minimum 30% TREO mineral
concentrate required for success. Time will soon tell
how much abundant economic sense this all makes.
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In early July, Commerce completed an infill drill pro-
gram for its PFS yielding results that exceeded expecta-
tions as our interview with geologist Darren Smith from
Dahrouge revealed. Mineralized material was found in
the pit where waste was modelled in the PEA and, more
importantly, the MHREO Zone was significantly ex-
panded, where the highest valued rock is found. The 25
year mine life is set to increase with the upcoming PFS,
whereas further expansion potential exists. Total CAPEX
in the 2012 PEA stood at $763 million, whereas OPEX
(S8/kg REO produced) is one of the lowest of all devel-
opment projects in the REE space, followed by Ngual-
la ($12/kg REO) and Steenkampskraal ($13/kg REO).

Greenland Minerals & Energy Ltd. also enjoys one
of the lowest OPEX ($8/kg REQO), however total CA-
PEX is in excess of $1.5 billion for its Kvanefjeld REE
Deposit in Greenland, where uranium mining is still
an issue as the deposit is also enriched with that ra-
dioactive element. However most importantly, the
Kvanefjeld Project is not capable of producing a high
enough mineral concentrate as its 2012 PFS yielded a
TREO mineral concentrate of only 15%. Time will tell
if Greenland Minerals succeeds in developing a met-
allurgical flowsheet that makes economic sense and
produces a high enough mineral concentrate of >30%
TREO at appreciable (>60%) recovery.

Namibia Rare Earths Inc. announced in May 2014 the
start of a PEA for its Lofdal REE Deposit in Namibia,
whereas metallurgical tests have indicated the ability
of producing only a 20% TREO mineral concentrate.
Time will tell if improvements can be made without
losing economic sense. Although an HREE deposit,
Lofdalisavery small deposit at low grade. The lack of a
meaningful tonnage is perhaps its greatest challenge.

With the exception of Greenland Minerals, all of
the aforementioned companies have one important
mine development criteria in common: The primary
REE minerals have been processed commercially in
the past or present. Other well-known companies
with deposits hosting primary REE minerals with an
unproven metallurgical flowsheet (that is to say REE
minerals that have never been processed commer-
cially) include Tasman Metals Ltd., Arafura Resources
Ltd., Matamec Exploration Inc., Quest Rare Minerals
Ltd., Avalon Rare Metals Inc., Ucore Rare Metals Inc.,
Texas Rare Earth Resources Corp. and Geomega Re-
sources Inc. (not to say that they are all incapable of
producing a high enough grade mineral concentrate
but simply to point out their unusual mineralogy).

Why is it important to own a deposit with REE min-
erals that have been processed at the commercial
level historically?

Because otherwise an entire new metallurgical flow-
sheet must be developed proving commercial viabil-
ity, typically a time-consuming and soporific venture.
In the REE space, this is often not possible. In 2011,
Matamec did a joint-venture with Toyota and Fron-
tier Rare Earths Ltd. with KORES (Korea Resources
Corp., the wholly-owned mining and natural resource
investment arm of the South Korean Government).
Until today, both have invested significantly to find a
way to economically process their specific REE-bear-
ing minerals and rocks, eudialyte (Matamec) and lat-
erite (Frontier) — until today, without much success
as their TREO mineral concentrates continue to ap-
pear trapped well below 10%. Frontier has recently
chosen to go straight to whole ore processing, a tes-
tament to the difficulty in processing of their mate-
rial. Frontier basically gave up on producing a mineral
concentrate. Time will tell if it makes economic sense
to put the entire ore body into solution as acid con-
sumption is the highest cost block in processing REEs.
Remember the acid!

The latest news from Commerce continues to prove
that the Ashram Deposit is leading the pack and that
all peers in the REE space are lacking behind in terms
of proving a metallurgy that works economically and
with commercial viability. Ashram is the only REE de-
velopment project that fulfills the crucial criteria of
being able to produce a >30% TREO mineral concen-
trate at appreciable (>60%) recovery. The ongoing PFS
is on the way of proving that this can be achieved with
abundant economic sense, whereas Commerce is cur-
rently at the crossroads to have the potential to prac-
tically make any product that the REE market wants.

There exist numerous parameters to further improve
the already robust economics of the project; as per
Commerce’s latest news of August 19:

“To date, no optimization testing has been completed
(e.g. temperature, pH, reagent dosage, etc.). This
suggests that significant scope remains for increased
recovery. The next steps of optimization work will
proceed in parallel with increasing focus on the produc-
tion of a variety of potentially saleable end-product(s),
using representative mineral concentrate feed mate-
rial, in preparation for a full-scale pilot plant to be run
before completion of the Prefeasibility Study.”
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“The objective going forward is to optimize specific
aspects of this mineral processing flowsheet. At
the same time Commerce intends to initiate down-
stream processing studies directed firstly towards
the production of a cerium-lanthanum depleted,
and thorium free, mixed rare earth carbonate (REC)
concentrate. This is one of many potentially sale-
able products which might be produced. It is the
preferred feed stock for numerous global rare earth
element (REE) processors. The company will also
evaluate the production of select separated oxides
as final products.”

“A mixed REO/REC concentrate is seen as a major
milestone for the Company as it is a basic, rela-
tively purified, feed stock for REE separation facili-
ties, in and outside, of China. Ability to purchase
such a concentrate aligns well with the interests of
potential Joint Venture Partners who have excess
separation capacity and need a concentrate source.
Further, due to the high-grade nature of the Ash-
ram mineral concentrates that are dissolved into
solution (PLS), the impurity content is relatively
low. Low impurities allows for more options and a
potentially simpler means of downstream process-
ing into relatively pure saleable product(s).”

“The versatility afforded by Ashram’s high-grade
mineral concentrates (i.e. lower-cost downstream
processing and limited impurities), allows for a
greater number of potentially saleable products to
be evaluated. Such versatility is sought after by po-
tential Joint Venture Partners interested in partial/
intermediate products. Options for partial separa-
tion will be evaluated as part of the next phase of
hydromet work. Additionally, Commerce expects
to evaluate the production of a range of separated
oxide products, with a focus on the five critical
REOs (CREOs) that the Ashram Deposit is enriched
in. Final products such as neodymium oxide, euro-
pium oxide, terbium oxide, dysprosium oxide, and
yttrium oxide would be attractive to a large num-
ber of end users and potential joint venture part-
ners. They are therefore seen as viable commercial
targets for the next stages of hydrometallurgical
investigation.”

Going through Commerce’s latest news release, we
get the sense that, with all the technical details and
language, it was written/addressed more to potential
joint-venture partners than to the public. The next
phase of metallurgical testing will deliver a detailed

August 27, 2014

overview of the costs associated with producing the
mineral concentrate as well as numerous REE end-
products in order for interested parties to find out
themselves how lucrative it would be to purchase the
mineral concentrate (or even finished end-products)
from Commerce, or as its President, Dave Hodge, putiit:

“We are again very encouraged by the successful
usage of the conventional and low-cost techniques
detailed in the Ashram flowsheet. This testwork has
produced one of the highest grade mineral concen-
trates in the REE sector and we believe that our cur-
rent results are the most logical indicators of Ash-
ram’s potential for positive downstream economics.
We look forward to the results from the next phase
of metallurgical testing and to a better definition of
our costs to produce final end products.”

Thus, once details on the cost structure are disclosed
in the upcoming weeks, we anticipate those to be
highly profitable for processors of mineral concen-
trates and end-users even at current low REE prices.
Hence, we expect a strategic partner to step up rath-
er sooner than later.

Right Place @ Right Time

The Ashram Deposit is located in the Labrador Trough
in northern Quebec, about 80 km north of Lac Otel-
nuk, the “largest iron ore deposit in Canada with the
potential of becoming one of the largest in the world”
according to Adriana Resources Inc. Lac Otelnuk has
the FS scheduled for completion by year-end.
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Numerous other prospective deposits occur in prox-
imity as well being the main reason why the current
liberal Quebec Government re-invigorated the “Plan
Nord” on June 4:

“The plan, originally launched in 2011 under then-
Premier Jean Charest’s Liberal government, at
that time promised $1.2 billion for infrastructure
across Quebec’s north...But the plan was put on ice
with the 2012 election of the Parti Québécois, who
re-branded Plan Nord as Le Nord pour Tous (the
North for all.) At 5868 million, the PQ plan came in
at about 520 million less for infrastructure than its
predecessor. The re-launched Plan Nord will oper-
ate with the S63 million invested into a Plan Nord
fund for 2014-15. The new plan calls for the estab-
lishment of the Société du Plan Nord, to coordinate
development with all of its partners, which the
government says will include closer communication
with Aboriginal communities.”

Other highlights of the 2014-15 budget include the
investment of $90 billion on infrastructure over 10
years along with the creation of a Governmental
Capital Fund to acquire equity stakes in mineral ex-
ploration, development and mining projects (“..so
all Quebecers get a direct share of the profits from
resource extraction”, as Northern Ontario Business

Newspaper recently put it).

This investment fund is budgeted with $1.5 billion
for 2014-2015 alone; thus Commerce may see some
governmental support and participation as well, es-
pecially if a MoU (Memorandum of Understanding),
off-take agreement, or strategic partnership contract
is executed once the cost structure has been provid-
ed, which we expect to be happen shortly.

Thus, infrastructure — the only somewhat negative
criteria when evaluating the overall feasibility of the
Ashram REE Project — is turning out to materialize
positively, and faster than expected. Commerce and
its Ashram Deposit remain our top pick in the REE de-
velopment space and is seen with highest potential
for achieving economic production.

L beb bR R R e b iT —_—

Technical Analysis

Commerce’s share price at the TSX.V has been outper-
forming the HUI mining index by around 200% since
late 2013. Since our initial coverage, the stock appre-
ciated by 283% — thanks to the metallurgical break-
through announcedin December 2013. So far, 2 distinct
consolidation phases occured during the new up-
ward-trend, whereas the second one appears to have
ended a few days ago as the price started to increase
back into the (green) channel, thus generating a buy-
signal. We anticipate another strong decoupling phase
from the HUI as soon as the (red) resistance is broken:
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Disclaimer and Information on Forward Looking Statements:

All statements in this report, other than statements of historical fact should be considered
forward-looking statements. Much of this report is comprised of statements of projection. State-
ments in this report that are forward looking include that rare earth element prices are expected
torebound; that Commerce Resources Corp. can and will start developing its projectsinto a mine;
that exploration has or will discover a mineable deposit; that the Plan Nord will be executed;
that someone is interested in partnering up, etc. These statements involve known and unknown
risks, uncertainties and other factors that may cause actual results or events to differ materially
from those anticipated in these forward-looking statements. Risks and uncertainties respecting
mineral exploration companies are generally disclosed in the annual financial or other filing doc-
uments of Commerce Resources Corp. and similar companies as filed with the relevant securities
commissions, and should be reviewed by any reader of this report. In addition, with respect to
Commerce Resources Corp., a number of risks relate to any statement of projection or forward
statements, including among other risks: the receipt of all necessary approvals; the ability to
conclude a transaction to build the mine; uncertainty of future production, capital expenditures
and other costs; financing and additional capital requirements for exploration, development
and construction of a mine; the receipt in a timely fashion of further permitting for its projects;
legislative, political, social or economic developments in the jurisdictions in which Commerce
Resources Corp. carries on business; operating or technical difficulties in connection with min-
ing or development activities; the ability to keep key employees and operations financed.There
can be no assurance that such statements will prove to be accurate, as actual results and future
events could differ materially from those anticipated in such statements. Accordingly, readers
should not place undue reliance on forward-looking information. Rockstone and the author of
this report do not undertake any obligation to update any statements made in this report.

Disclosure of Interest and Advisory Cautions:

Nothingin thisreportshould be construed as a solicitation to buy or sell any securities mentioned.
Rockstone, its owners and the author of this report are not registered broker-dealers or financial
advisors. Before investing in any securities, you should consult with your financial advisor and a
registered broker-dealer. Never make an investment based solely on what you read in an online
or printed report, including Rockstone’s report, especially if the investment involves a small,
thinly-traded company that isn’t well known. The author of this report is paid by Zimtu Capital
Corp., a TSX Venture Exchange listed investment company. Part of the author’s responsibilities
at Zimtu is to research and report on companies in which Zimtu has an investment. So while the
author of this report is not paid directly by Commerce Resources Corp., the author’s employer
Zimtu will benefit from appreciation of Commerce Resources Corp.’s stock price. In addition,
the author and/or Rockstone own shares and/or stock option of Commerce Resources Corp. and
would benefit from volume and price appreciation of its stock. In some cases, the companies the
author features have one or more common directors with Zimtu Capital Corp. Rockstone’s and
the author’s views and opinions regarding the companies we feature in our reports are our own
views and are based on information that we have received, which we assumed to be reliable. We
have not undertaken independent due diligence of the information we received. Rockstone and
the author of this report do not guarantee the accuracy, completeness, or usefulness of any con-
tent of this report, nor its fitness for any particular purpose. Lastly, we do not guarantee that any
of the companies mentioned in our reports will perform as we expect, and any comparisons we
have made to other companies may not be valid or come into effect. Unless not disclosed differ-
ently, pictures used in this article are sourced from www.shutterstock.com and the public domain.
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