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Adanac Molybdenum Corporation (TSX: AUA) –New Resource Estimate; Nearing Development
FINAL REPORT

Sector/Industry: Mining www.adanacmoly.com

Market Data (as of October 17, 2007)
Current Price C$1.59
Fair Value C$3.40 ()
Rating* BUY
Risk* 5 (Highly Spec)
52 Week Range C$1.10–C$2.67
Shares O/S 97,818,186
Market Cap C$155.53 mm
Current Yield N/A
P/E N/A
P/B 2.31
YoY Return 38.3%
YoY TSX 18.5%

*see back of report for rating and risk definitions

0

1,500,000

3,000,000

4,500,000

6,000,000

16-Oct -06 14-Feb-07 15-Jun-07 14-Oct -07

0.00

1.00

2.00

3.00

Investment Highlights
Adanac received their Environmental Assessment Certificate on

September 11, 2007. The company has begun construction, and
production is expected to commence at the Ruby Creek Molybdenum
Project in Q2-2009.

The company has completed approximately $68 million in procurement
to date. Approximately 10% has been paid in deposits.

Detailed engineering has been completed, and the estimated capital cost
has risen from $440 million to $640 million, of which $300 million will
be spent in the next 12 months. The operating rate has risen from 21,000
tpd to 26,000 tpd.

The 2007 resource expansion and exploration drilling program has
discovered a new, high grade mineralized zone north of the Adera Fault.

In the past 18 months, the company has raised close to $57.78 million
through private placements and the exercise of options and warrants.
AUA intends to raise additional capital through equity and debt
financings to fund capital costs in the next 12 months ($300 million).

On October 17, 2007, AUA announced that it has entered into an
engagement letter with a U.S. investment bank to act as the agent for a
proposed debt financing of $600 million.

We have raised our fair value estimate from $3.25 per share to $3.40 per
share.

Risks
Success is dependent on the development of the Ruby Creek property

and is subject to grade risk, recovery risk, finance risk and cost overruns
among others.

The share price is correlated to the price of molybdenum.

Adanac Molybdenum Corporation is a British Columbia based junior mining company that is focusing its molybdenum
mining efforts in British Columbia, Canada. The company aims to begin production on their Ruby Creek project in Q2-
2009.
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Company
Overview

Permitting
Status

First Nations
Relations

Engineering &
Procurement

Adanac Molybdenum Corp. (TSX: AUA) is a British Columbia based resource company that
is focusing its molybdenum mining efforts in British Columbia, Canada.  Adanac’s most 
advanced molybdenum project is the Ruby Creek Property in British Columbia, Canada. With
the current high price of molybdenum, strong market conditions for molybdenum, and 100%
ownership of the Ruby Creek property, Adanac has been working hard to bring the project
into production, and has completed resource definition, preliminary feasibility, and bankable
feasibility. They expect to be in production on the Ruby Creek Project by the beginning of
2009. The company continues to build their resource base. Their most recent resource
estimate added 10.1 million pounds of molybdenum for a total resource of 295.7 million
pounds of molybdenum measured and indicated and 29.7 million pounds of molybdenum
inferred.

The company received an Environmental Assessment Certificate from The BC Environmental
Assessment Office on September 11, 2007. Final federal permitting is expected shortly. A
number of provincial permits, including road building, are expected in the next few weeks.

The company continued its commitment to working proactively with the Taku Tlingit First
Nations by awarding the mine’s catering and housekeeping contract to a joint venture
company formed by PTI Group Inc. and the Atlin Tlingit Development Corporation. The
Atlin Corporation is wholly owned by the Taku River Tlingit First Nations.

Adanac’s relationship with the TRTFN has established a precedent for more open dialogue
between First Nations and mining companies that wish to work on aboriginal land. This
model works to minimize land and aquatic impacts on First Nations territory, as well as
respect and benefit TRTFN members and their land rights in the long term. Currently, the
company is working with the Taku River Tlingt First Nation to negotiate and consummate a
full impact benefit agreement.

The company has completed $68 million in procurement to date. They have paid
approximately 10% in down payments. In May 2007, the company completed procurement of
the long lead items required for the processing plant. The contract for flotation cells has been
secured. They have awarded contracts for the diesel generators required for power generation
in the first five years of production. The 50 man camp has been completed, and will be
utilized for mine construction beginning in October 2007.

According to management, the company is planning to spend $300 million of the estimated
$640 million capital cost over the next 12 months (approximately $40 million has been spent
on the project to date). The company plans to raise this money with a combination of debt and
equity financing.

On October 17, 2007, AUA announced that it has entered into an engagement letter with a
U.S. investment bank to act as the agent for a proposed debt financing of US$600 million.
AUA stated that the debt financing transaction would involve approximately US$450 million
of senior notes and US$150 million of convertible debentures. Due diligence is currently
underway.
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Drilling

The company drilled several
holes north of the proposed

open pit to test
mineralization north of the

Adera and Molly Lake
Faults. The 2007 drilling

program holes are outlined
in red.

Source: Adanac Molybdenum Corporation

While awaiting permitting, the company completed a 7,000 meter drilling program in 14 holes
to test the outer extensions of the Ruby Creek deposit, which is known to be open in several
directions. This program was designed to expand the resource, provide information for mine
planning, and test new targets.

The Ruby Creek deposit is found in a cirque, which is an amphitheater shaped valley usually
formed by glaciation. The company was testing to the north, west, and south of the proposed
open pit deposit. In addition, the company is testing two early stage targets in Boulder Creek.
The company has announced results from three holes drilled to the northwest to test for down-
dropped mineralization north of the Adera and Molly Lake faults. The drilling results were
notable for their high molybdenum grades and great widths. While these drilling results
require further exploration, we believe they represent exciting resource expansion potential for
the project.
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Timeline

Outlook on
Molybdenum

The revised timeline for the Ruby Creek Project is as follows (previous estimates in
parentheses):

December (April) 2006-July (May) 2009: Engineering and Procurement

September-October (June) 2007: Receive permits

October (July) 2007- December (February) 2008: Commence construction, pit preparation

January 2009 (October 2008): Mine commissioning

March 2009 (January 2009): Commence production

The chart below shows molybdenum prices since January 1998.

As of October 15, 2007, molybdenum was trading at US$31.5/lb, compared to US$29.7/lb in
December 2007. We have maintained our outlook on molybdenum price. Although we expect
prices to gradually decline throughout our forecast period, we believe they will stay higher
than their historic low of US$2.33/lb (during 2000–2006), based on the following reasons.

Supply/Demand balance is expected to remain tight in the rest of the decade.
Strong demand from China, the global market for stainless steel, and the oil sector will

be the main drivers of molybdenum demand in the long-term. Increasing investment
demand is also a positive sign for long-term demand.

On the supply side, not many molybdenum projects are expected to be put into
production in 2007 and 2008. Also, new molybdenum mines have longer lead times.
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Financials

Valuation

Supply from China is expected to drop as the Chinese government intends to restrict
exports of molybdenum products in the future.

It is estimated that supply will also be affected by tight roaster capacity.

In the first three months of FY2007 (ended July 2007), the company recorded a net loss of
$1.58 million (EPS: -$0.02), compared to a net loss of $1.28 million (EPS: -$0.02) in the
comparable period in the previous year. We estimate the company had a burn rate (cash spent
on operating and investing activities) of $5.50 million per month in the first three months of
FY2007, compared to $1.18 million per month in FY2006 (12 –month period ended April
2007). The table below shows the company’s cash and liquidity position. 

At the end of July 2007, the company had cash and working capital of $30.53 million and
$29.85 million, respectively, compared to $44.94 million and $45.22 million at the end of
April 2007.

Stock Options and Warrants: At the end of April 2007, the company had 8.66 million stock
options outstanding (8.46 million are currently ‘in-the-money’), with exercise prices ranging 
between $0.10 and $2.37, and expiry dates between November 2008 and July 2012. The
company also had 24.23 million warrants outstanding, with exercise prices ranging between
$1.02 and $3.00, and maturity periods between December 2007 and February 2012.

Conclusions: Based on cash on hand at the end of July 2007 ($30.53 million), we believe the
company is in an excellent cash position to fund operations. As for the proposed $300 million
capital costs in the next 12 months, the company is actively trying to raise capital through
equity and debt financing. (As mentioned earlier in the report, the company has already
announced that they have engaged an U.S. investment bank to act as an agent to raise
approximately US$600 million through debt financings.) The capital costs also include an
outstanding contractual commitment of $120 million to the consultants contracted to complete
a feasibility study, environmental and socio-economic studies, procurement services,
construction management, mining equipment and detailed engineering work.

We continue to value the company based on a Discounted Cash Flow (DCF) model and a real
options valuation model.

2005 2006 2007 Q1 - 2008
Cash 2,154,892 3,382,021 44,938,744 30,531,138
Current Ratio 5.68 9.76 74.65 19.58
Working Capital (in $) 1,960,939 3,220,601 45,219,106 29,850,999
LT Debt - - - -
Burn Rate Per Month (in $) (320,138) (662,714) (1,176,577) (5,504,957)
Cash from Financing (in $) 5,808,798 9,179,698 55,675,650 2,107,265
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AUA’s DCF valuation increased from $2.31 per share to $2.83 per share: In our previous
reports, we had estimated the fair value of AUA based on the net present value (NPV) of the
Ruby Creek Project calculated by Wardrop. In this report, we have built our own DCF model
to account for the following:

1. Increase in commodity price forecasts –We have used an average molybdenum price
of US$27.50/lb in 2009. We have assumed that molybdenum prices will decline by
US$1.00/lb a year thereafter to $US$10/lb by 2021.

2. Increase in capital cost estimate from $434 million to $600 million.
3. We now estimate commercial production to commence in March 2009 (previous

forecast–January 2009).
4. For conservatism, we have assumed that the company will raise $450 million in debt,

although the company recently announced that they intend to raise US$600 million
through debt financings.

5. Increase in operating rate estimate from 21,000 tpd to 26,000 tpd.

As a result of all the above-mentioned changes, our DCF valuation on AUA increased from
$2.31 per share to $2.83 per share. A summary of our valuation model is shown below.

We have included all of the measured and indicated and half of inferred resources in our
valuation model. In order to account for the additional value as a result of the proposed debt
financings, we have used the adjusted present value (APV) valuation approach.

Valuation of the Ruby Creek Project
Adjusted Present Value = Base case NPV (assuming no debt) + Present Value of Tax Shields

= $179.03 million + $80.67 million
= $259.69 million

Resource Estimate (in tonnes) 225,393,500
Wt. Avg. Grade (%) 0.062%
Contained Metal (in lbs) 310,566,707
Recovery 90%
Operating costs (C$/t) $8.05/t (first 5 years: $11.25/t)
Capital Costs (in mm) $600 mm
Mine Life (years) 26
Cost of Capital (%) 9.54%

Base Case NPV 179,029,500
Present Value of Tax Shields $80,665,146
Net Value of the Project $259,694,646
Current Working Capital 29,850,999
Current Debt -
Net Value 289,545,645
No. of Shares (diluted) 102,228,646
NAV per Share $2.83

DCF Valuation - Summary
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Conclusions
&Rating

Adding the current working capital to the adjusted present value of the Ruby Creek project,
we obtained the company’s fair value of $289.55 million, or $2.83 per share (diluted).

Real options valuation: We made the following changes to our real options valuation model.

Increased capital cost estimate from $434 million to $600 million.
Increased the annualized standard deviation of molybdenum prices from 33% to 36.5%.
Reduced our estimate of mine life from 32 years to 26 years (due to an increase in the

operating rate).

We also raised the annualized dividend yield (cost of delay) from 3.13% to 5.06% (due to
higher cash flows per year from higher commodity prices and the operating rate).

Our real options valuation dropped from $5.85 per share to $3.99 per share, primarily, due to
increases in capital cost estimates and the annualized dividend yield.

We are pleased with the company’s progress to date and believe that the share price atthis
level represents an excellent buying opportunity. The most important thing going forward is
raising financing to support construction. We believe the company may be subject to further
delays, due to the nature of the industry as a whole right now, but the project has made great
advances and we are confident in its future.
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Risks

Based on our revised valuation models and review of the company’s progress since our 
previous update, we have raised our fair value estimate from $3.25 per share to $3.40 per
share (average of DCF and real options valuation), which reflects an upside potential of
114% from current price levels. Our valuation clearly indicates that the company is
undervalued based on its fundamentals. We expect AUA’s share price to move closer to 
our fair value estimate as the Ruby Creek project approaches production.

The following risks may cause our estimates to differ from actual results (not exhaustive):

 The company will have to continue to rely on equity and /or debt financing to carry out its
exploration and development activities. The company’s ability to raise capital will depend 
on its share price. The lower the share price, the lower the capital raised and/or more
shares have to be issued.

 Like other junior mining companies, Adanac’s success will be dependent on the
development of key projects, and is subject to risks related to mineral grades and
recovery.

 Like other primary molybdenum producers, there exists the threat of competition from
secondary Molybdenum producers (copper–moly producers).

 The share price is highly correlated to the price of molybdenum. Although the price of
molybdenum has recovered from its lows of the past few years, a significant long-term
drop in the price of molybdenum would negatively affect the value of Adanac’s shares.  



Brian Tang, CFA Adanac Molybdenum Corporation (TSX: AUA)–Update Page 9

2007 Fundamental Research Corp. www.researchfrc.com Brian Tang, CFA

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

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.   The analyst and Fundamental Research Corp.  “FRC” does not own any shares 
of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject
company. Fees of less than $30,000 have been paid by AUA 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, AUA 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 performance of FRC’s research is ranked by Investars.  Full rankings and 
are available at www.investars.com.

The distribution of FRC’s ratings are as follows:  BUY (82%), HOLD (7%), SELL (4%), SUSPEND (7%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscription.htm 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.

Fundamental Research Corp is registered with the British Columbia Securities Commission as a Securities Adviser which is not in any way an endorsement from the
BCSC. 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.


