he rise in commodity

prices over the last severd

years has boded well for

investors who owned

shares in the public com-
pani es and industri es within the natural
resources sector, which were poised to
benefit from the resurgence in globa
inflation. low that inflation appears to
be cooling, 1 thought that it might be
timely to examine the health of the
copper, gold and silver ore, coal, and
metal mining industries. My interest is
also in identifyi n« those companies
among the sector's industries that are
the winners and sinners.

Let's start with the metd mining
industry. For the period beginning April
2005 through July 2006, revenue or
sales for the Metal Mining Industry
grew at a minimum clip of 29% for the
five consecutive quarters. In October
2006, revenue plummeted to an increase
of only 4.4% as compared to a growth
rate of 36.1% for the twelve months
ended July of 2006. The rapid decelera-
tion continued into the guarter ended
January 2007 with a decline of 8.4%o
compared to the previous period. It's
not surprising that cash flow from
operations (CFfO) tracked the deterio-
ration in revenue. After maintaining a
minimum growth rate of 30% from
April 2005 throueh April 2006, its
deceleration began when the annual
increase fdl to 19.6% in the guarter
ended July 2006. The rate of growth
for the industry's CrFO dropped to
8.8% for the guarter ended October
2006 and dropped to negative terri tory
with an actual decline of 55% for the
guarter ended January 2007. An even
more disturbing sign for the industry is
that its capital expenditures have recent-
ly been plummeting. From each of the
periods January 2003 through July 2006,
the industry's capital expenditures grew
at a minimum growth rate of 13%. In
October, the growth rate slid to a paltry
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3.4% increase as compared to an
increase of 48% for the guarter ended
July 2006. Similar to its other metrics,
the rapid deceleration continued for the
guarter ended January 2007, when it
posted an actual decline of 15.7% in
capital spending. The last time the
industry recorded any decline in capital
spending was for the three consecutive
guarters ended April 2002. This is such
adisturbing sign for this industry
because there is a high correlation
between the growth in capital spending
and revenue. The outright decline in
capital spending indicates that execu-
tives of the companies within the
industry are forecasting a slowdown.
They are battening down the hatches
for a possible recession.

My favorite (or winner) in the Metal
Mining Industry is USEC, Inc, (NYSE:
USU). USEC’s free cash flow and
CEFTO both increased by over 125 %
over its latest 12 months Based on its
latest price, it's also trading at only 6.3
times its free cash flow. The sinner of
the industry is Polymet Mining Corp.
(AMEX: PUVI). Polymet most recently
had a market cap in excess of $400 mil -
lion. 1t generated no revenue over its
latest 12 months, yet it burned over S16
milLion of cash over the same period
and most recently had net assets of
only $12 million.

Compared to metd mining, the cop-
per industry is a picture of perfect
health. For its most recent twelve
months ended January of 2007: its rev-
enue was up 39%; its CFrO was up
112%; and its capital expendi tures grew
at a rate of 47%. Other metrics that did
well include copper's free cash growth
rate of 147%, and its profit margins and
free cash profit margins came in at ten-
year highs Among 216 Industry groups
that StockDiagnostics.com follows, the
copper industry ranked among the top
20 for revenue growth, CFTFO growth
and free cash flow over its latest 12

months. Its free cash margin (the per-
centage of cash generated from a sales
dollar) dso gave it a number three rank-
ing among the 216 Industry groups

The copper industry's winner is
Southern Peru Copper Corp. (NY SE:
PCU). For its most recent 12 months,
its revenue increased by 32%, and its
free cash flow also increased by 47%. It
aso pays a5.7% dividend to its share-
holders. 1 did not find any sinnersin
the copper industry.

It appears that the fortunes of the
gold and silver ore industry have
changed. In the seven-guarter period
beginning 1 ovember 2004 through July
2006, the industry recorded consecutive
traili ng 12-month revenue declines. That
dl changed for the twelve months ended
October 2006, when the industry's rev-
enue jumped by 121% compared to the
previous comparable period. The indus-
try established a new winning streak
after its posted revenue growth of 46%
for the period ended January 2007. The
industry'S CI'FO isin pretty good shape
since it increased by over 100% for its
last rwo consecutive reporting periods.
Capital expenditures for the gold and
silver ore industry also recently reversed
by establi shing a positive growth for its
last two consecutive Cuarters after
recording four consecutive guarters of
decline. The Industry's profit margin of
17'/" is currently at a ten-year high, and
its CFFO profit margin of 30% is its
highest since January 2001.

| found three sinners among the gold
and silver ore industry. The first is Birch
Mountain Resources (AMEX: BMD),
and it looks particularly worrisome. Its
shares are up approximately 10 times
from its five year low of S.34 in May
2006. Birch recently sported a market
cap in excess of S250 million. The com-
pany generated almost S60 minion of
negative free cash flow over its latest 12
months and only has $6 milLion of
working capital left. It looks like a clas-



sic boom and bust situation that has
been caught up in the speculative fever.
Other sinners, which dso have greatly
benefited from the recent speculation in
gold shares include Yamana Gold
(NYSE: MUY) and Novagold Resources
(AM 'X: NG). Yamana shares recently
hit a five-year high of $15.44 in
february 2007 and are up from their
five year low of '1.65 in 2004. Of the
sinners, it has the lara-est market cap by
far (85 billion). Yamana had negative
free cash flow of $226 million over its
latest 12 months, and according to its
most recent financi ds, it had $52 million
in net assets.  ovagokl is another that
has benefited from gold fever. Its shares
woke up after hitting a five-year low of
,3.44 in May 2004 and are within range
of their five-year high of 18.20, which
occurred in September 2006. It has a
market cap of $1.5 billion, has approxi-

negative free cash flow of $132 million
over its most recent twelve months.

My two gold and silver ore winners
are Northgate Minerds (AMEX: NXG)
and Taseko Mines (AMEX: TGB). Both
companies are firing on dl cylinders.
Northgate's free cash flow growth rate
came in at 261% over its most recent
12 months, which exceeded its reported
earnings growth of 224%. It's the same
with Taseko. Its free cash flow
increased by 691 % over its latest 12
months as compared to earnings
growth of 6.2% over the same period.
Based on their most recent prices, both
have market caps of less than $1 billion
and are trading at less than six times
their most recent annualized CFFo.

Of the four industry groups com-
prising the natural resources sector, the
coal industry came in at a solid third
place. The Industry's growth in revenue

slowed to 6.7% from the growth rate of
12.5'o for the previous period ended
October 2006. Not surprisingly, CFFO
growth slowed as wel. It increased at a
rate of 10.6% as compared to 29% for
its previous period. Coal has been con-
sistent. It has generated doubl e-di git
profit margins for itslast six consecutive
quarters. To find even any other single
quarter prior to the last six in which coal
had doubie-cligit profit margins, | had to
go dl the way back to its twelve months
ended April 1997. | found no coal Sn-
ners and one winner. The one winner |
found is Fording Canadian Coal Trust
(NYSE: FOG). It isa coal trust that
pays out quarterly dividends based on
the cod it slls It generates positive free
cash flow and paid out $2.60 per share
in clividends for its 12-months ended
December 31, 2006. Its shares appear to
be undervalued as they traded as high as

mately S50 million in net assets, and had for the period ended January 2007 $43 in early 2006. E
Symbol vw?ﬁugciiﬁ\?:%lgg:ﬁ?lg\?vr?%ag;%s) MKT Cap | Recent Price| Syr high | Syrlow -ﬁth';oOA) TialMei % Industry
FCX FREEPORT MCMORAN 27.08 70.94 722 9.95 2022 | 3856 | Metal Mining
PCU SO THERN PERU COPPER 25,113 85.3 88 6.385 29.79 49.44 Coppor
FAL FALCONBRIDGE LTD NEW 20913 55.66 56.25 8 3701 4199 | Metal Mining
FDG FORDING CANADIAN COAL 4213 28.66 2247 137 9.09 -157 Coal
GG GOLDCORP INC NEW 16.213 2315 4166 64 69.91 90.77 | Gold & Silver
BVN gggﬁﬁ\'\;'&?:ﬁ MINAS 17.98 32.63 34.86 9.95 10344 | 8137 | Gold Silver
AU ANGLOGOLD ASHANTI LTD 1.6B 2 62.2 19.75 97.20 1358 | Gold & Silver
usu USEC INC 19fl 2261 21.15 52 47.22 \855 | Metal Mining
NXG NORTHGATE MINERALS 775.0M 305 482 0.92 198,97 8 | Gold & Silver
KGC KINROSS GOLD CORP 7513 12.89 1539 375 184 | 2482 | Golda Siver
AEM AGNICO EAGLE MINES LTD 4.6B 3.4 45.67 9.72 25208 | 7300 | Gold& Silver
BWLR.F | BREAKWATER RESLTD 873.0M 209 22 0.05 61995 | 5627 | Metal Mining
TGB TASEKO MINES LTD 389.0M 303 4.25 0.19 6365 | 37.34 | Gold & Silver
IAG IAMGOLD CORP 2013 6.94 11.83 33 8333 | 13375 | Gold& Silver
HL HECLAMNGCO 993.0M 8.26 9.89 22 113098 | 9736 | Gold & Silver
RGLD ROYAL GOLD INC B 755.0M 26.41 41.659 855 7515 | 2974 | Gold & Silver
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