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Ashram - The Next Battle
in the REE Space between
China and ROW?

Following up on our latest article entitled “Rare
Earth Deposits: A Simple Means of Compara-
tive Evaluation”, Toronto-based Secutor Capital
Management Corp. has initiated coverage on
Commerce Resources Corp. on April 28, 2014.

Secutor’s analysts, geologist Liliana Paoletti and
Arie Papernick, value Commerce’s Ashram REE
Project in Quebec with an after-tax NPV of $1.44/
share, a difference of 747% from its current share
price of $0.17. Their 28 page report also includes
a compelling case for higher REE prices in the fore-
seeable future by discussing supply and demand,
and shedding light into the strategic paramountcy
for the western world not only to secure future
REE supply but, more importantly, to establish its
own processing facilities outside of China.

Below we present excerpts from Secutor’s analysis:

“The Chinese are likely struggling with their rare
earth assets due to decades of inefficient, waste-
ful processing and non-existent environmental
standards. No one really knows the full extent
of the damage done by China’s rare earth indus-
try, and the shape these mines are in. Could it be
that China will have to secure both a supply of
heavy rare earths and a supply of light rare earths
sooner than the rest of the world anticipates?

As China begins to look elsewhere to secure new
REE feedstock, perhaps the rest of the world
should do the same, given the strategic impor-
tance of these metals to military and to indus-
try. To that end, why not look to Quebec?”

Rare earth projects outside of China with feasi-

ble metallurgy and exposure to the critical rare

earth oxides are quite limited. Many rare earth
juniors, though they may have this exposure,

are not capable of producing a saleable mineral
concentrate, making their projects extremely
risky. Commerce is one of the most advanced
juniors simply because it meets this key devel-
opment requirement, even though a feasibility

study has not yet been completed.

Considering the stage of development that Com-
merce isin at the very moment, we assess the time
being ripe for a joint-venture partner or off-taker
to strategically transact with Commerce, especial-
lyinlight of current low market valuations and that
Commerce succeeded recently (December 2013)
to advance to one of the world’s few REE develop-
ment projects with a chance to be brought into
production no matter if REE prices remain low.

“Commerce Resources is one of the most
advanced REE juniors in regards to metallurgy,
which in the REE space, is everything.”

“Commerce is currently evaluating several
options for end-products including a mixed REO
concentrate, a mixed REC concentrate, and a
partial separation. Ultimately, the end-products
Commerce produces will depend on the needs of
a JV partner or other strategic partner.

REE processors, such as Rhodia, would look to
buy REO concentrates, whereas end-users are
more interested in buying specific oxides.”

FerroAtlantica, a Spanish multinational that is one
of the world’s largest producers of silicon metals,
plans to build a $375 million silicon plant in Que-
bec that is excpected to start operations in late
2016. FerroAtlantica’s Director General said that
“very favourable” conditions attracted the com-
pany to Quebec including discounted rates for hy-
droelectricity, a 10 year tax holiday, and financial
support from Investissement Quebec which could
amount 5-10% of the project’s capital costs.

“Could a similar deal be initiated between
the province and a rare-earth processor?

As discussed, due to the West’s complacency to

accept cheap resources from China, as well as a
lack of vision for the long-term, there are very
few rare earth processing facilities located in
the western world. Rhodia, part of the Solvay
Group, is one of the few companies outside of
China that has the technology to separate, pu-
rify, and produce rare earth intermediate prod-
ucts. Since a number of rare earth deposits are
located in Quebec, such a deal would be posi-
tive in establishing an integrated supply chain
outside of China, provided that the deal is sup-

ported by provincial and federal governments in

terms of capital and regulations.”
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Secutor explains that demand for REEs will follow
once supply has been secured:

“A key issue dampening demand for both light and
heavy rare earth metals is the scarcity of a reli-
able, stable, and secure supply. The probability
of a supply disruption from China may be fairly

low, although, if such an event were to occur,
the economic and defense consequences would
be severe. Due to this risk, it is understandable
that manufacturers are hesitant to invest serious
money into developing product lines that use rare
earth materials... The lack of a secure supply of
rare earths is a problem, especially as newer and
better technologies are developed that require the
use of these exotic metals. End-users will need to
have confidence in their supply chains before new
and improved applications requiring rare earth
metals can be developed and commercialized.”

Lynas and Molycorp were the first companies to
bring into production REE deposits outside of Chi-
na in recent years.

“The largest cost of any REE project is process-
ing, and a good portion of processing costs is
acid consumption. Processing costs are best
reduced by upgrading the ore into a high grade
mineral concentrate, reducing the amount of
material that must be treated downstream. Com-
merce is able to reduce the mass of the ore by
97% on-site, producing a mineral concentrate of
43.6% total rare earth oxide (TREO) at a recov-
ery of 70.7%. For comparison, Chinese refineries
process feedstock from non-ionic clay deposits
grading over 30% TREO with recoveries of over
60%. Molycorp and Lynas are also capable of
producing mineral concentrates in excess of 30%
TREO. Therefore, it appears that this capability
is a prerequisite for production; however, this is
where most junior mining companies struggle al-
though it is the most crucial production criteria.
Commerce is one of only two REE juniors, that we
know of, that are able to produce a higher than
30% TREO mineral concentrate.

Sydney-based Lynas spent around AS1 billion on a
REE processing plantin Malaysia and most recently
announced plans to defer some debt repayments
and sell as much as AS40 million in shares. Lynas
said in March it would need more funds after its
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loss widened. Lynas share price has lost 57% in
2014 already (-78% in last 12 months) and is the
worst performer this year among a Bloomberg
Index of 11 rare earths producers and explorers.
While Lynas has pre-sold most of its production to
Japanese Sojitz Corp., US-based Molycorp essen-
tially became a Chinese company after its merger
with NeoMaterials in 2012. Molycorp’s processing
facilities are predominantly based in China.

“If the world is looking to diversify its rare earth
supply, does it change anything to mine and
process the raw materials in the US, ship these
to China for additional down-stream processing,
and then ship these products to the rest of the
world, including back to the US?“

China tried to acquire Molycorp in 2005 and Lynas
in 2009, but was blocked by both the US and Aus-
tralian government.

“Perhaps China’s intent was solely to protect its
monopoly on the industry, however, it is important to
keep in mind that China has a history of thinking long-
term. Could it also be thinking of its rare earth supply

for domestic consumption? In either case, develop-
ing additional mine capacity for the REEs is only a
part of the solution. In order to truly diversify supply,
down-stream processing facilities must be constructed
outside of China to fulfill growing demand for REEs.

China does not have an unlimited amount of feed
stock for its rare earth processing industry, and the
fact that it is beginning to sign MOU'’s with junior
exploration companies demonstrates this concern.

China may be getting nervous about its domestic

supply and it is its own largest customer.”
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Use of Rare Earths by Application (Percentage)
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REE production from China, Molycorp and Lynas is
dominated by cerium and lanthanum, which typi-
cally make up 75% of a REE deposit and thus are in
greatest supply and have one of the lowest price
values of all REEs. In 2013, cerium accounted for
40% of total REE consumption.

Molycorp’s bastnasite ore consits of 49% cerium.
While the market anticipates cerium and lan-
thanum supply to increase significantly over the
next years with Molycorp and Lynas ramping up
to full production, Secutor arguments that both
prices may not decrease further as demand may
increase even stronger.

“Though Ashram’s REE distribution is 26% lantha-
num and 46% cerium, these metals account for
only 5% and 8%, respectively, of the ore’s value.
Praseodymium, neodymium and europium collec-
tively account for 72% of the rock value, despite
being only 22% of the rock by tonnage. Further-
more, Ashram contains the rare earth elements
needed by industry. Though many perceive heavy
rare earth oxide (HREO) dominated deposits to
be more favourable economically, only three
of the heavy rare earth elements (HREEs) have
ready markets. These are terbium, dysprosium,
and yttrium. The remaining, erbium, holmium,
thulium, ytterbium, and lutetium, are small,
niche markets. As demonstrated, a significantly
higher quantity of light and middle rare earths
will be required in the higher growth markets,
including magnets and batteries.

Although not a heavy rare earth deposit, Ashram
still hosts appreciable amounts of Th, Dy, and Y.
In the end, it is never advantageous for a deposit
to have the “right” rare earth distribution but
the wrong mineralogy. The mineralogy deter-
mines the feasibility of a project.”

While Lynasand Molycorp are struggling hard to stay
profitable during current low REE prices, Commerce
would not have such problems as being protected
uniquely from low REE prices thanks to its well-
balanced REE distribution, especially in the critical
rare earth elements (CREEs) which are in shortest
supply yet highest demand (Nd, Eu, Th, Dy, and Y).

Nd (an LREE) is anticipated to be 24% of the over-
all REE market demand by 2015, and is currently
a larger market than all the HREEs combined. Fur-
thermore, Eu (also an LREE) has the highest dollar
value per kg of any REE. This is one reason why
Commerce’s Ashram Deposit is my top pick in the
REE space, because it has a well-balanced distri-
bution that hosts significant Nd and Eu, as well as
appreciable amounts of Tb, Dy, and Y. This means
a more balanced weighting of the primary pay el-
ements (CREEs) that act as an internal hedge to a
price drop of one or more of those elements.

“There are over 200 REE-bearing minerals, yet
only four of these have ever been a source of
material supply to the market, and thus domi-
nate commercial processing, both presently and
historically. These are monazite, bastnaesite,
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xenotime, and loparite. However, many rare
earth deposits contain multiple REE-bearing
minerals contributing to the overall grade, and
many of these have never been commercially
processed, leading to complicated flow sheets,
and high processing and R&D costs.

Significantly, although heavy rare earths are
in demand for the Chinese, they only have the
capability to liberate HREEs hosted by xenotime,
not those hosted by the myriad of exotic min-
erals making up many of the most well-known
HREE deposits.

The reason why Commerce’s metallurgy is so
advanced is because the REE mineralization at
Ashram is contained within conventional REE-
bearing minerals, and therefore the metallurgy

is well understood. Furthermore, waste rock and
mine tailings at Ashram are not considered to
be acid-generating or radioactive.”

Ashram DCF Assumptions

VALUATION

In Secutor’s valuation, an after-tax NPV of $1.44/
share was calculated for Commerce’s Ashram
Project in Quebec, which is +747% from its cur-
rent share price of $0.17.

The calculation was based on the July 2012 PEA
results, including project finance (100% debt plus
$28 million in equity for completion of the pre-
feasibility study and feasibility study), using a
10% discounted cash flow model and March 2014
REE prices.

Although REE prices are much lower than in mid-
2012, the Ashram Project remains robust thanks
to its balanced REE distribution giving it “a better
chance of surviving price weaknesses”, as Secutor
analyses, and which is in stark contrast to other
producers, first and foremost Molycorp and Ly-
nas, struggling to remain profitable at current low
market prices.

i sSCMC PEA : scmcC PEA
Parameter Unit Parameter Unit
DCF 2012 DCF 2012
Total Tonnes Mined t 34,440,000 | 35,000,000 Oxide Prices Discount % 30% 25
Total Waste Mined t 5,543,600 | 6511,742 | |CAD:US Exchange Rate - 110 1
Mining Rate tpd 4,000 4,000 Lanthanum oxide [La) Uss/ kg 5.6 15
Strip Ratio . 0.19 0.1% Cerium oxide [Ce) uss/kg 5.25 10
Average TREO Grade % 1.865 1.81% Praseodymium oxide [Pr) UsS/kg 1225 76
Days in Operation Days 150 350 Neodymium oxide (Nd) Uss/kg 67.5 77
Mine Life Years 25 25 Samarium oxide [Sm) Uss/kg ] 12
Europium oxide (Eu) UsSs/kg 925 905
Average Annual Mill Throughput tpa 1,400,000 | 1,400,000 Gadolinium oxide [Gd) Uss/ kg 46.5 45
Average Annual Mineral Concentrate Production (REC) tpa 38,848 36,000 Terbium oxide (Th) Uss/kg 825 980
Average Annual Mineral Concentrate Production (REO) |  tpa 18,183 16,850 Dysprosium oxide (Dy) Uss/kg 465 80D
Mineral Concentrate Grade W%TRED i0 10 Yitrium oxide [Y) USS/kg 17 28
Owverall Recove % T1% 67% Ashram Basket Price Uss/kg 21.70 35.03
coss T T s R
Average Cash Opex per kg REO produced CADS kg 14 g Income Tax Rate % 42.40% -
Average Cach Opex per Tonne Ore Treated CADS/t 96 95 Total Tax Losses Used CADSMM 5
Capital Cost CADSMM 763 763 Total CCA Used at 30% Annual Rate CADSMM 764 .
Total Sustaining Capital Cost CADSMM | incl in GRA|ind in GEA|  Lisgry a3t (pre-fimance,
PROJECT FINANCING Discount Rate % 10% 10
Debt % 100 - Annual Average Met Cash Flow [LOM) CADSMM 244 319
Equity % 0 Pay-back Period Years 5 2.25
Average Annual Interest Expense CADSMM 38 Total NPV CADEMM 1,163 2,318
Total Interest Paid CADSMM 386 Total NPV/Share CADS/sh 248 12.29
Average Arnusl D Repayment Cos] oo
Total Debt Repayment CADSMM 883 Discount Rate % 10% -
Annual Average Net Cash Flow [LOM) CADSMM 139
Total NPV CADSMM 675
Total NPV/Share CADS/sh 144

Source: Company Filings, Secutor Capital Management Corp
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A number of factors are expected to significantly
improve this valuation with the upcoming pre-
feasibility study:

1. The 2012 PEA and Secutor’s DCF model are both
based on a 10% mineral concentrate.

“Since Commerce can now produce a higher
than 40% mineral concentrate, Ashram’s OPEX
and CAPEX should be reduced markedly.”

2. The 2012 PEA evaluates an onsite hydromet-
allurgical plant, yet a recent trade-off study indi-
cates that a offsite location east of Montreal is
more economic and will be used as the base case
in the upcoming PFS.

“It makes sense for Commerce to consider this

option given that it can achieve a high-grade

mineral concentrate with 97% mass reduction,
notably lowering transportation costs.”

3. Ashram’s economics are likely to be improved
by including fluorspar as a by-product, because a
94% fluorite concentrate could be produced with
minimal impact to OPEX and CAPEX as it would
follow the exact same flow sheet requiring no ad-
ditional processing.

“Fluorite sells for approximately US$380 per
tonne and has a ready market, opening up the
possibility for a future off-take agreement.”

4.The 2012 PEA assumes that Commerce will bear
100% of the infrastructure development in Que-
bec. The costs of the roads to be built have been
reduced significantly since the 2012 PEA which
optimizations will be included in the PFS.

“The Liberal Party, the original proponents of
the strategy, have been elected and Philippe
Couillard, Quebec’s premier, made Plan Nord an
important part of his electoral platform. Com-
merce’s proposed road route is in line with Plan
Nord’s development plans.”

5. With a mining rate of 4,000 tpd and a cut-off
grade of 1.25% TREO, Ashram has a mine life of
177 years. Commerce is completing a 1,000 to
1,500 m infill drill program at the moment in order
to upgrade the inferred resource to measured and
indicated. The 2012 inferred resource (220 million

tonnes) is 8 times larger than the measured and
indicated resource (29 million tonnes).

“Drilling encountered less in-pit waste rock at
surface than was previously modelled in the
PEA, lowering the strip ratio, increasing the re-
source, and reducing costs. Moreover, a couple
of step-out holes intersected an extension of the
deposit 60 m to the northwest.”
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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
to rebound; that Commerce Resources Corp. can and will start developing its projects into a
mine; that exploration has or will discover a mineable deposit. 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 uncer-
tainties respecting mineral exploration companies are generally disclosed in the annual financial
or other filing documents 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 addi-
tion, 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 ap-
provals; the ability to conclude a transaction to build the mine; uncertainty of future produc-
tion, 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 jurisdic-
tions in which Commerce Resources Corp. carries on business; operating or technical difficul-
ties in connection with mining 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 state-
ments. 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 state-
ments made in this report.

Disclosure of Interest and Advisory Cautions:

Nothing in this report should be construed as a solicitation to buy or sell any securities men-
tioned. 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 advi-
sor 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 respon-
sibilities 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 com-
panies the author features have one or more common directors with Zimtu Capital Corp. Rock-
stone’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 useful-
ness of any content 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 differently, pictures used in this article are sourced from www.shutterstock.com.
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