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UPFRONT 
The recent signing of an Agreement with XinXing Pipes 

(see pages 2 and 4) has propelled Advanced Explorations‟ 

share price from under $0.25 to over $0.35, after touching 

a high of $0.42. Short-term investors may want to take 

profits, as some share price consolidation is now likely 

over the near-term. Longer term, the arrangement with a 

Chinese-moneyed company augurs well for the shares 

potentially reaching our $0.60 target. 
 

RECOMMENDATION 
The shares of Advanced Explorations Inc. (“Advanced 

Explorations” or the “Company”) are suitable for risk-

tolerant investors for long-term participation in a 

progressive junior iron ore exploration mining company.  
 

PROFILE 
Advanced Explorations was incorporated in Ontario in 

1944, but was rebranded in September 2007 as an iron ore 

exploration company, focused on developing high-quality 

iron ore opportunities. A change of business was approved 

by the TSX Venture Exchange subsequent to the 

Company‟s acquisition of a 30% interest (since increased 

to 49.9%) in certain leases, known as the Roche Bay 

Magnetite Project („the Project”), pursuant to an option 

agreement between Advanced Explorations and Roche Bay 

Plc dated January 7, 2007, as amended. 
 

Advanced Explorations is currently focused on this one 

iron ore exploration and development project, which is 

located on the Melville Peninsula in Nunavut in the 

Canadian Arctic. 

http://www.bigcharts.com/
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HIGHLIGHTS 
 

● The Company has initiated a strategic partnership with XinXing Pipes Group Co., Ltd.(“XinXing Pipes”) which 

includes XinXing Pipes initially financing a definitive feasibility study (“DFS”) plus other project development 

costs, and entering into a subsequent off-take agreement. 

 

● While the partnership with XinXing Pipes would initially contribute approximately $5.2 million in cash, it represents 

a significant dilution to current shareholders. 

 

● The Company currently has a 49.9% acquired interest in the Roche Bay Magnetite Project and has the option to 

increase this to 100% (see Appendix 2, Ownership, page 16). 

 

● The Project has a NI 43-101 compliant resource estimate indicating 357 million tons Inferred Resources in the 

Project‟s C-Zone using a 25% iron cut-off grade. 

 

● The Company is undertaking additional core studies as part of a DFS in order to redefine a portion of the current 

Inferred Resource category to the Indicated Resource status (per NI 43-101 standards). 

 

● A preliminary economic assessment (“PEA”) of the Project, released in the spring of 2009, indicated a potential 

US$2.76 billion net present value, a minimum 50-year mine life, and a ROI between 3 and 5 years. 

 

● The Company‟s innovative business model proposes an iron nugget operation resulting in a high-value product with 

low-cost production. 

 

● Recent financings have generated cash of over $2.0 million, improving the Company‟s liquidity position. 

 

● The Company has undertaken to expand its core asset base by obtaining the option to acquire a 100% interest in an 

Alaskan Iron Sands project from 7th Sea Holdings Company (see page 4).  

 

 

PROPERTY SUMMARY 
 

The Project is located on the east coast of the Melville Peninsula, Nunavut Territory, Canada. See Map next page. 

 

It consists of four mining leases (A/B, C, D, & E Zones) striking over 20 km in length on outcroppings of banded iron 

formation. Currently owning 30%, Advanced Explorations has the right to acquire a 100% interest in the Project.  

 

Airborne magnetics and ground mapping indicate roughly 13 km of iron formation within the two eastern leases and 

similar strike potential in the remaining two leases. The Project is located adjacent to a deep water ocean harbour, 

providing the Company with a wide range of efficient construction, development, and shipping options.  

 

Based on the promising regional assessment of other commodity opportunities on the Melville Peninsula, Advanced 

Explorations has expanded its 100% holding to over 140,000 acres outside of the original Roche Bay Project area and 

added an additional 15,000 acres within the Project. Additional land may be acquired around key mineral properties. 
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Highlights of a NI 43-101 compliant resource estimate (2008) indicate 357 million tons of Inferred Resources in the 

Company‟s C-Zone, using a 25% iron cut-off grade. [Golder Associates Ltd (“Golder”)]: 

 

Cut off grade Fe  Tonnes 

(Mt) 

Total 

Fe 

Magnetics
1
 SiO2 

2
 

(%) 

Al2O3 
3 

(%) 

MnO 
4 

(%) 

P2O5 
5
 

(%) 

S 
6 

(%) 

LOI 
7 

(%) 

25% 357.0 28.07 28.57 50.37 2.44 0.07 0.20 0.71 0.62 

1. Assumes all recovered material is magnetite, this was accepted by Golder as reasonable. 

2. Silicon Dioxide 

3. Aluminum Oxide 

4. Manganese Oxide 

5. Phosphorus pentoxide 

6. Sulphur 

7. Limiting oxygen index 

Source: Company 

 
The C-Zone alone creates a mine life of more than fifty years, with an initial open pit proposed in C-Zone North having a 

20 year mine life at 5 million tonnes per year of 30% iron with a low strip ratio as a result of high grade ore outcrops. 

This open pit site contains 102 Mt of the Inferred Resource described above with an average grade of 29% Fe (25% Fe 

cut-off). There is a further 700 Mt historical (non NI 43-101 compliant) resource under mineral lease. 

 

COMMENT: Future drilling on the A, B, D & E zones could provide the potential for a multi-billion tonne resource. 

 

The property also allows for transportation, development, and operational efficiencies. The location enables the 

Company to avoid the transportation logistics and costs involved in moving product to water. Water is the cheapest form 

of transportation service, the shipping season is 275 days/year, and only 13 ships are required to move the estimated one 

million tonnes per year of iron nuggets. The ease of transportation also allows for off-site construction and on-site 

assembly. The business model includes bi-product steam electrical power through waste heat capture from the exhaust 

furnace which would supply heat to the industrial plants and camp buildings, plus potentially 10 MW of capacity for 

power supply to external customers. 
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XINXING PIPES AGREEMENT 
 

Advanced Explorations has entered into an Agreement with state-owned XinXing Pipes Group Co., Ltd. of China. 

XinXing Pipes has over 80,000 employees and its main business in iron and steel, military clothing supply, heavy 

machinery engineering, real estate investments. XinXing Pipes is one of the world‟s largest producers and vendors of 

cast iron pipe (2010 target production is approximately 6 million tons of steel and cast iron pipes). 

 

XinXing Pipes has subsidiaries in 24 provinces throughout China, Mongolia, and India, two of which are publicly-

traded. XinXing Ductile Pipe Inc, its iron and steel subsidiary is listed on the Shenzhen Stock Exchange (market cap 

approximately 15 billion yuan, or US$2.23 billion).  

 

The Agreement outlines the process by which XinXing Pipes can acquire a substantial direct or indirect interest in the 

Project in exchange for technical and financial support, which would ensure Advanced Explorations‟s development of 

the Project. XinXing Pipes completed their initial due diligence by August 30, 2010 and the two companies entered into 

a formal agreement on September 27, 2010. 

 

Under the Agreement, the strategic partnership and investment will allow XinXing Pipes or one of its affiliates, to 

initially acquire 19% of the Company's issued and outstanding common shares by way of private placement at a price of 

$0.25 per share (subject to TSX Venture approval). The initial acquisition would also include a seat on the Advanced 

Explorations‟ Board of Directors. The agreement also facilitates the inclusion of potential third parties interested in 

developing other sites/projects in the Melville Peninsula subject to joint assessment by XinXing Pipes and Advanced 

Explorations.  

 

In addition to the strategic investment, XinXing Pipes and Advanced Explorations will jointly determine project 

development plans that are to be financed through the XinXing Pipes partnership. The companies are jointly assessing 

the various startup and development scenarios as part of the due diligence process. The definitive feasibility study will 

be the responsibility of XinXing Pipes with a likely primary focus being a start-up concentrate operation which will 

substantially reduce initial capital requirements for the project. The deal is also expected to include an off-take 

agreement with XinXing Pipes. 

 

COMMENT: The Agreement with XinXing Pipes proposes a private placement of approximately 21 million shares 

valued at $5.2 million, provides ongoing capital to develop the project, and increases the chances of the Project 
coming into production in a timely manner. The market responded well to the announcement. The initial proposed 

dilution will increase as the expenditure by XinXing Pipes on the DFS, and subsequent expenditures, is tied to earn-in 

options which could further dilute existing Advanced Explorations’ shareholders. 

 

ALASKAN IRON SANDS PROJECT 

 
The Company has also announced its option for cash, shares, or a combination of both, to acquire or earn-in up to 100% 

interest in an Alaskan Iron Sands project from 7th Sea Holdings Company (“7th Sea”). This interest includes all of 7th 

Sea‟s wholly-owned Alaskan claims and a 25 km area of interest. The project is located on the Alaskan Peninsula close 

to tidewater, suitable for year round shipping, has potential low mining costs, and is approximately 6,500 km from China.  

 

Iron sands mineralization is exposed at surface for over 25 km and the Company believes the project has high tonnage 

potential. The agreement is subject to a 90-day due diligence period, at which point Advanced Explorations can elect to 

either purchase the property for US$1.6 million (cash, shares or combination); or, by June 1st, 2012, undertake work 

commitments of US$2.0 million plus a cash/stock payment of US$1.6 million. 

 

COMMENT: This transaction has the benefit of expanding the core asset base of the Company. However, in the short 
term, financing will have to be raised if Advanced Explorations decides to exercise its option, unless the proceeds from 

the conclusion of the partnership agreement with XinXing Pipes can be used to finance this transaction. 
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CORPORATE STRATEGY 
 

Advanced Explorations plans to develop the banded iron ore formation on the Melville Peninsula via the nugget process, 

as well as the more conventional pellet plant, using the Kobe Steel ITmk3® nugget technologies in the process of iron-

making. This is a new process that, in an ELF, turns iron ore fines and pulverized coal into high purity granulated iron 

nuggets which are higher in grade (96%-98% Fe) compared to conventional pellets (67%-71%). The selection of iron 

nugget, as a final product, is based on the rigorous study of mineralogical, chemical, and physical characteristics of 

Roche Bay ores, in relationship with enrichment process efficiency and investment cost of the project, and results in a 

product that is preferred by the Electric Arc Furnace Industry around the world. This gives Advanced Explorations the 

potential to become one of the few official producers of manufactured iron nuggets worldwide. 

 

This process takes the ore through the reduction, smelting and slag removal process in 10 minutes, whereas blast furnace 

steel making requires 8 hours. The ITmk3® process emits approximately 41% less carbon dioxide than the blast furnace 

process, and greatly reduces the emissions of other pollutants making it more energy efficient and environmentally 

friendly. Because of this, the Project is expected to have Kyoto Carbon Credit. 

 

In addition, on the same scale, the initial capital cost of an ITmk3® plant is estimated to be approximately half the initial 

capital cost of a blast furnace with associated facilities. The iron nuggets sell at a 15-20% premium to pig iron. The 

premium is based on the purity, the increased ease of transportation and the reduced transportation costs. Shipment costs 

are reduced by almost one-third due to the high purity of the product.  

 

As an iron nugget producer, the Company can serve a variety of high-end markets in North America, Europe, and Asia 

where other, lower purity (88%-94% Fe) industry products are not a substitute for high-end clients. However, the 

nuggets could be sold into those markets as well. First China Capital Group has acted as exclusive advisors to Advanced 

Explorations and has facilitated an off-take agreement with a Chinese mine finance company and Roche Bay Plc. 

 

The Company can also deliver a high quality iron product (concentrate/pellet feed of >67% Fe) from the C-Zone 

operation alongside its proposed nugget operation. The initial expansion to produce concentrate quality feed can be done 

with a minor increase in capital cost.  

 

COMMENT: The ability to provide a diversified product line could allow the Company to increase its revenues and 

cash-flows without significantly increasing operating or capital costs. 

 

The Tuktu deposit will be treated as a stand alone future expansion project. Advanced Explorations will amend its field 

program to investigate other deposit (precious metals) opportunities within Tuktu and its larger land package. Several 

potential targets have been highlighted in the area, and, notwithstanding that Advanced Explorations remains focused on 

iron ore, it will undertake sufficient work to properly assess the potential value of other mineral values and subsequently 

decide whether to joint venture or spin out potential assets that exist within its holdings. 
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CORPORATE OBJECTIVES 
 

A. 2010  

 

1. Basic Objectives 
 

● Confirm a strategic partner to support the Project through the definitive feasibility study (“DFS”) phase and beyond. 

● Undertake an expanded 2010 field program for its Roche Bay and Tuktu iron ore assets. The Company has initiated 

a study to optimize the capital and operating cost in respect to both iron nugget and concentrate production from the 

Roche Bay C Zone.  

● Continuation of ongoing metallurgical and desktop engineering studies in support of a DFS.  

● Continue mapping and additional core logging. 

● Initiate application for Mine Permit.  

● Initiate Impact Benefits Agreement (IBA) negotiations.  

 

2. Initiate Definitive Feasibility Study (as funding permits) to include: 
 

● Drill off the C-Zone North open pit, infill drill the balance of C-Zone, and explore the proximal and historical A & B 

Zones to NI 43-101 standards in order to upgrade the Inferred Resources into the Indicated and Measured categories. 

● Complete additional engineering studies to examine the power plant designs and the potential to integrate surplus 

power into a regional development strategy. 

● Complete the DFS in Q4/2010:Q1/2011.  

 

B. 2011 - 2013  
 

● Finalize the Impact Benefits Agreement and obtain the mine permit.  

● Obtain project financing and enter into the pre-construction phase. 

● Begin project construction.  
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INVESTMENT CONSIDERATIONS 
 

(1) Strengths 
 

● The Company has sufficient funding currently in place to execute its basic objectives. 

 

● The Project has strong economics with a large resource potential. Based on the C-Zone resource estimate, a PEA 

was undertaken by Met-Chem Canada in June of 2009. This PEA estimates operating expenses (“OpEx”) at 

US$176/tonne nugget and initial capital expenditures (“Capex”) of US$1.11 billion (based on June 2008 numbers). 

At a forecast sale value of US$750/tonne nugget FOB, the NPV at a 10% discount rate pre-tax is US$2.76 billion 

with an IRR at 39.5%. 

  

● The business plan proposes both iron nugget and pellet operations, with transportation, development, and 

operational efficiencies, which could result in a low-cost high-quality producer. 

 

● The business plan also has environmental benefits over traditional methods by providing a smaller footprint, 

requiring less energy, and producing lower carbon emissions. 

 

● The Company has concluded a Memorandum of Understanding with XinXing Pipes and agreed to general terms and 

conditions of a proposed strategic partnership and investment that will allow XinXing Pipes to acquire a significant 

interest in Advanced Explorations and/or the Roche Bay and Tuktu projects. 

 

● Strong cooperation and good working relationships with Aboriginal groups, Inuit communities, and the Nunavut 

Government.  

 

(2) Challenges 

 
● Substantial capital expenditures of US$25-30 million will be required over the next few years to complete the 

feasibility report and, if the partnership with XinXing Pipes does not go ahead, Advanced Explorations will be 

responsible for raising the full amount. 

 

● The world economic recession and the reduction in availability of financial credit have resulted in slow and difficult 

access to capital to finance ongoing mining operations and exploration activities. The junior mining exploration 

sector, in general, is challenged in its efforts to raise new cacpital in a current difficult economic environment. 

 

● The recovery of commodity prices has renewed investor interest in the mining industry and reversal could suppress 

that interest and further restrict the Company‟s access to financial markets. 

 

● Changes in Canada‟s environmental policies could adversely affect the Project. 

 

 

 

 

 

http://www.advanced-exploration.com/_links/goto.html?lang=&chapid=chappQAkqZOoDv
http://www.advanced-exploration.com/_links/goto.html?lang=&chapid=chappQAkqZOoDv
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VALUATION 
 

1. Peer Comparison: Property Ratio Valuation Approach 
 
This method determines an appropriate valuation for the shares of Advanced Explorations based on the following: 

(1) book value of the mineral properties and expected capital expenditures; and 

(2) expected number of shares to be issued to finance capital expenditures. 

 

Our selection of peers includes Adriana Resources Inc. (Adriana), Labrador Iron Mines Holdings Limited (Labrador), 

and Baffinland Iron Mines Corporation (Baffinland). 

 

Adriana Resources Inc. (ADI: TSX-V). The company's vision is to become a fully integrated iron ore producer 

through: (1) continued development of its iron ore port facility in Brazil where it has entered into strategic partnerships 

with ArcelorMittal, Worldlink Resources Ltd., and Athena Resources LLC; (2) acquisition of iron ore mineral resources 

in Brazil; and (3) the advancement of its iron ore projects in Québec, Canada. The principal project is the Lac Otelnuk 

iron project in Québec which has a NI 43-101 compliant resource of 4.29 billion tonnes Indicated; 1.97 billion tonnes 

Inferred at approximately 29% Fe (Fe cut off at 18%). The company has the option to acquire 100% of the property. 

Adriana has invested over $9 million in their mineral projects to date. It continues to advance towards the pre-feasibility 

and subsequent development stage of  this project and seeks a partnership with a strategic partner or “end user”. 

 

Baffinland Iron Mines Corp. (BIM: TSX). Baffinland owns three mining leases covering approximately 1,600 hectares 

in the Mary River area, Baffin Island, Nunavut, Canada. The company is a mineral exploration and development 

company with its sole focus being on the advancement of its Mary River Property, which consists of five high-grade 

hematite/magnetite deposits. Deposit 1 has Proven Reserves of 160 Mt at 64.4% Fe and Probable Reserves of 205 Mt 

64.9% Fe and deposits 1, 2 & 3, exclusive of reserves, have Measured Resources of 0.4Mt at 65.4% Fe, Indicated 

Resources of 52.0 Mt at 64.6% Fe, and Inferred Resources of 448.0 Mt at 65.5% Fe. Baffinland announced in July that it 

was initiating an early stage feasibility study for road haulage. 

 

COMMENT: Baffinland has received an unsolicited bid for the entire company from Nunavaut Iron Ore Acquisition 
Inc. (“Nunavaut”), a wholly-owned subsidiary of Iron Ore Holdings, LP. The cash offer is at $0.80 per share. The 
Company has struck a Special Committee to review the offer and make recommendations to the Board of Directors. The 

fact that the shares are currently trading at a 30% premium to the bid price suggests that either a white knight or other 

third party company will tender a competing bid or a higher offer will be extracted from Nunavaut. 

 
Labrador Iron Mines Holdings Limited (LIM: TSX). Labrador Iron Mines is focused on the development and 

production of eight direct-shipping iron ore (DSO) deposits located across a 100km strike length in the Labrador Trough 

of the Province of Newfoundland and Labrador not far from Schefferville, Québec. The company's properties are part of 

the historic Schefferville area iron ore district from which over 150 million tons of iron ore was mined by the Iron Ore 

Company of Canada (IOC) from 1954 to 1982. The company is on track to be the first to reactivate DSO production in 

Labrador and recently announced that ity would be going into production in 2010. It has received environmental and 

construction permits and has begun construction of a 4.5 km spur line. The Company has also received approvals to 

begin construction of mining facilities. There are historical non NI 43-101 compliant resources totaling 90 million 

tonnes.  
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TABLE 1: Peer Comparison, Property Ratio Method 
 

 
 

Analysis 

 
Advanced Explorations‟ Property Ratio is 0.72x while the peer group average is 1.03x, which is augmented by the 

premium being placed on Baffinland‟s shares. Baffinland‟s Property Ratio is 1.65x but, at the bid price of $0.80, it falls 

to 1.16x and the peer group average falls to 0.87x. 

 

We believe that Advanced Explorations‟ stock is undervalued as its current Property Ratio does not reflect its inherent 

value, which is supported by the Company‟s following fundamental strengths: 

 

(1) The management team has significant experience working in the far north. This is a difficult and specific environment 

in which to run a successful mining operation, and there are only a handful of management teams that have mastered 

it.  

(2) The deposit is in the early stages of definition and there is the potential to significantly enlarge it (see page 4). 

(3) The innovative business plan, which utilizes the ITmk3® process (see page 4), gives the Company a competitive 

advantage over some of its peers which plan to use more traditional methods. 

(4) The PEA on the C-Zone indicates strong project economics. 

(5) The agreement with XinXing Pipes provides ongoing financial and technical support through development and into 

production. 

(6) The Company has demonstrated good financing ability to date. 

(7) The iron ore markets are improving and are supported by long-term demand, particularly from China, but also from 

India and other emerging economies.  

 

With Advanced Explorations continuing to advance its mining objectives, we believe it will be able eventually to reach 

an average Property Ratio around 1.00x, or $0.39 per share. Using a target range of 0.87x – 1.16x, Advanced 

Explorations shares would trade in the $0.34 - $0.46 range. At Baffinland‟s exalted level of 1.65x, the share price would 

equate to $0.67. At 1.50x, the intrinsic value would be $0.60 per share. 



 

Advanced Explorations Inc.            Update Report  

eResearch Corporation www.eresearch.ca Page 10 
 

 

2. Peer Comparison: Enterprise Valuation (EV) Approach 
 

This methodology uses the same companies as the Property Ratio approach. Contained metal (“CM”) is calculated as the 

product of tonnes and grade. The price of iron is assumed to be (conservatively) $400/tonne.  

 

TABLE 2: Enterprise Value (EV) and Resources Data 

 
 

Analysis 
 

Advanced Explorations has a value of $0.19 EV/CM (tonne), which is the second lowest in the group. When we take into 

account the different stages of development of each company in the table, and the primary focus of each company 

(Adriana is currently heavily focused on building port facilities in Brazil) there is potential for the value to move up 

significantly once the definitive feasibility study for the Roche Bay Project is completed (expected in 2011). 

 

Baffinland has a larger deposit and significantly higher grade, however infrastructure construction and other costs will be 

more significant as it does not have Advanced Explorations‟ direct shipping access and ity is anticipating a later 

commissioning date than Advanced Explorations. Baffinland also has over three times as many shares outstanding as 

Advanced Explorations and is likely to be further diluted.  

 

The EV/CM (tonne) for Labrador Iron Mines suggests that the market is already taking into account the fact that this 

company is considerably further advanced with mine construction approvals and a well-established infrastructure already 

in place.  

 

Should Advanced Explorations complete a DFS on the Roche Bay Project in 2011, we would expect its EV/CM (tonne) 

value to approach $0.50. With this ratio, and assuming 100% equity financing and the issuance of at least 50 million 

shares at current prices to finance the proposed capital program, the potential EV for Advanced Explorations approaches 

$50 million, or $0.36 per share.  

 

3. Conclusion 
 

Our estimates of value, using the two valuation methodologies, were determined to be as follows: 

(1) Property Ratio method = $0.39 per share; and 

(2) Enterprise value calculation = $0.36 per share. 

 

We conclude that the current intrinsic value of Advanced Explorations lies between $0.35 and $0.40 per share, which 

equates to the current share price in the marketplace, and indicates the shares are fairly valued at current levels. As the 

XinXing Pipes Agreement moves forward, the speculative appeal of this arrangement should have a positive impact on 

the Company‟s shares and give credence to our 12-month Target Price of $0.60. 
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FINANCIAL REVIEW & OUTLOOK 
 

Year End: December 31 

 

Revenues: Advanced Explorations‟ operations are currently focused on exploration. The Company did not generate any 

operating revenue during 2009, nor does it expect to in the foreseeable future. 

 

Cash: Currently, the Company has about $1.1 - $1.3 million in cash. 

 

Burn Rate: The Company‟s (non-exploration) non-discretionary expenses, i.e. salaries, office and administrative, 

professional fees, etc., for the three months ended June 30 was $84,500, on par with the same period in 2009. This 

reflects the fact that, until significant additional financing can be raised, the Project was put on care and maintenance.  

 

Exploration Expenditures: Drilling expenditures are a large ticket item and, as such, the 2010 summer drill program 

was suspended until additional financing can be raised. We estimate that the Company needs to secure at least another 

$20 million in financing to advance the Project to a DFS. The Company still anticipates achieving its goal of a DFS by 

2011. 

 

Financing: To date, the Company‟s capex has been financed with a combination of equity through private placements, 

and the exercise of warrants and options. The partnership agreement with XinXing Pipes would give Advanced 

Explorations financial stability through development and into production. Failure to complete the agreement would leave 

Advanced Explorations looking for another strategic partner and dependent upon additional private placements. Even 

with such a scenario, we are confident that the Company should be able to obtain financing based on: (1) strengthening 

financial markets; (2) a steady increase in the demand requirements for iron ore supporting and exceeding current price 

levels; and (3) the ability of management (based on knowledge and experience). 

 

Capital Structure: As of June 30, there were 90.02 million shares outstanding.  

 

Options & Warrants  
(As at September 15, 2010) 

 

There are a number of in-the-money and near in-the-money options and warrants that have expiry dates within the next 

twelve months. Potentially over $2 million of equity could be obtained from the exercise of these securities over the next 

year. This would help the Company to underwrite its capex program over the same period. 
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Financial Statements: The table on the following page shows select financial information from the Statement of Loss, 

the Statement of Cash Flow, and the Balance Sheet. 
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COMMENT: We estimate that Advanced Explorations inc. will require an additional $20 million in capital over the 
next twelve to eighteen months in order to complete a definitive feasibility study. We have assumed that a portion of this 

($6.6 million) will come from the initial partnership agreement with XXP and that all warrants in- the-money will be 
exercised by December 31, 2010.This additional equity has been factored into the pro-forma statements and the related 

dilution to shareholder equity acknowledged. Further dilution will be required in order to raise the additional capital. 

While this dilution results in a significant reduction in book value per share, we believe this to be temporary and that it 

will be mitigated going forward by the increased value brought to the Company with the completion of a DFS. 
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MANAGEMENT & DIRECTORS  
 

Except as noted below, for a full description of Advanced Explorations‟ management team and members of the Board of 

Directors, see page 12 of our Progress Report at the following link: 

http://www.eresearch.ca/_report/AXI_120109-I.pdf .   

 

The Company‟s management team and Board of Directors have decades of extensive experience in mining and in the 

technical aspects of mine development and operations, including in the harsh environment of the Arctic. 

 

The Company is led by John Gingerich, its Chairman, President & Chief Executive Officer. 

 

COMMENT: In our opinion, there should be a separation of the Chairman and President/CEO positions. 

 
John Gingerich, P.Geo., Chairman, President & CEO 

 

Mr. Gingerich has been involved with Advanced Explorations and its predecessors since September 2004. He is a 

professional geophysicist with over 30 years of experience in exploration and mining industry technology.  He was part 

of the senior management team within the Noranda group and, as a past director of research, technical innovation, and 

exploration, he was involved in the evaluation, acquisition, and development of mineral opportunities within Canada and 

around the world.  

 

Mr. Gingerich founded Geotechnical Business Solutions (GBS) in 2002, a company dedicated to the development, 

financing, and implementation of new or advanced exploration technology. He is a director of several mining companies 

and is a member of several industry and government boards and committees, including the Exploration Division of the 

Canadian Mining Industry Research Organization (Chairman), the Centre for Earth and Environmental Technologies 

(EETech), and the Ontario Geological Survey Advisory Board (Chairman).  

 

 

Other senior mangement include: 

Joseph Chiummiento, Corporate Secretary 

Florin Gheorghiu, Ph.D., VP Engineering & Technology 

Louis Nagy, C.A., CFO 

Steve Roebuck, VP Exploration 

Gary Williams, VP Environmental 

 

Marcus Mueller: Advisor - Business Development 

Miller Mathis: Advisor - Financing & Strategic Partners 

 

There has been one Director, Daniel Botes, who has resigned, and there are two new Directors appointed over the 

past year: Robert Collette and Raziel Zisman. 

 

The members of the Board of Directors now comprise: 

John Gingerich, 

Robert Collette, 

Jim Excell, 

Lei (Eric) Guo, 

Bernard Swarbrick, and  

Raziel Zisman   
 

 

The bios for the two new Directors are as follows: 

 

 

http://www.eresearch.ca/_report/AXI_120109-I.pdf
http://www.advanced-exploration.com/profile/management/jonhGingerich/index.html
http://www.advanced-exploration.com/profile/management/josephChiummiento/index.html
http://www.advanced-exploration.com/profile/management/florinGheorghiu/index.html
http://www.advanced-exploration.com/profile/management/louisNagy/index.html
http://www.advanced-exploration.com/profile/management/steveRoebuck/index.html
http://www.advanced-exploration.com/profile/management/garyWilliams/index.html
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Robert Collette, Director 
 

Mr. Collette is a Canadian public servant with a distinguished 37-year career with the Department of Foreign Affairs and 

International Trade Canada, as well as other federal public service sectors. He brings experience and knowledge in 

senior international financing/business and the operations of governments. Mr. Collette will be instrumental in guiding 

the Company as it moves forward in the development and permitting of its Nunavut iron ore project.  

 

Raziel Zisman, Director  
 

Raziel Zisman joined the board of Advanced Explorations in June 2010. He is a partner at Fogler, Rubinoff LLP, and his 

practice area encompasses corporate finance, securities, mergers & acquisitions, and general corporate matters, with a 

focus on the mining, natural resources, and renewable energy areas.  

 

 

 

APPENDIX 1: THE IRON NUGGET AND STEEL MARKET 
 

Iron ore has been one of the world‟s most important minerals for millennia. Currently, almost all of the iron ore mined is 

ultimately used to make steel, an industry of immense global proportions, with diverse products and applications. Over 

the years, the steel industry has become more global, more efficient, and more financially viable.  

 

Recently, China has driven the iron and steel markets, both as a producer and consumer of iron and steel. While iron ore 

prices decreased by approximately 30% in the 2008-2009 downturn, prices have rebounded in 2010 as the 

industrialization and urbanization taking place in China and India continues to support iron ore and steel markets. This 

stems from their efforts to service the needs of their populations since those countries are now experiencing similar 

infrastructure requirements as those traditionally found in North America. This includes such big ticket items as railcars 

and airplanes as well as smaller consumer and personal goods.   

 

While short and medium term uncertainty will always exist, long-term demand should remain robust, as steel is critical 

for urbanization and industrialization. China, and other emerging nations, will continue to underpin long-term growth. 

The continued urbanization of 15 million Chinese per year could more than double Chinese steel production by 2025, 

resulting in more than one billion tonnes per year of incremental iron ore demand over the next 15 years (BHP Billiton).  

 

The steel industry is moving in a new direction. Industry reports indicate that 50% of traditional blast furnaces in North 

America will be off-line within the next five years. Blast furnaces are currently the only source for high-quality product, 

but they are highly inefficient and environmentally unfriendly. Instead, the industry is moving towards electric arc 

furnaces (“EAF”) and iron nuggets provide a product that is 96%-98% iron (“Fe”) and is suitable for producing specialty 

steel products, such as high-grade tool steel, flat products for the automotive industry, home appliances such as washing 

machines and fridges, and pre-painted roofing steel. 
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APPENDIX 2: ROCHE BAY MAGNETITE PROJECT 
 

1. Location 
 

Advanced Explorations‟ Magnetite Project at Roche Bay is located on the east side of the Melville Peninsula, Nunavut. 

The Project is located adjacent to a deep water ocean harbour providing the Company with a wide range of efficient 

construction, development and shipping options. 

 

The Project is composed of four mineral leases (A/B, C, D, and E Zones) that strike over twenty kilometres in length. 

These leases are in their second twenty-one year term and are held in good standing through annual lease payments.    

 

 

Source: Company 

 

2. Ownership 
 

The Company currently has a 49.9% acquired interest in the Project, and has the option to acquire a 100% interest. The 

incremental ownership option agreement requires payments to Roche Bay Plc, as follows: $365,000 in 2009, $275,000 

in 2010, plus the issuance of 4,000,000 share purchase warrants with an exercise price of $0.20 for the purchase of one 

share. The 2010 payment will be made by the end of the year. 

 

Once the option to acquire has been exercised the Company may: (1) acquire Roche Bay Plc‟s interest in the Leases 

subject to a royalty formula (the “Royalty”); or (2) purchase Roche Bay Plc‟s interest in the leases outright and terminate 

the Royalty for a lump sum payment of C$30 million before March 15, 2011.  

 

 



 

Advanced Explorations Inc.            Update Report  

eResearch Corporation www.eresearch.ca Page 17 
 

 

3. Resource Status 
 

An estimated 700 million tonnes of historical resource are contained in the A, B and D-Zones but are not NI 43-101 

compliant. The historical resource is considered an excellent exploration target for future drill programs.  

 

In 2007 and 2008, over 26,000 metres were drilled in the C-Zone magnetite bearing banded iron formation, and results 

to date indicate that it has a strike length of approximately 5.7 kilometres (of which slightly more than 4.8 kilometres has 

been drill tested), and widths of between 100 and 300 metres.  

 

Golder completed a NI 43-101 Inferred Resource on the C-Zone in April of 2009 of 360 million tonnes at over 28% Fe 

(25% Fe) cut-off, including 102 million tonnes at 29% Fe (25% cut-off) in the C-Zone North.  

 

The resource in the C Zone alone could result in a mine life in excess of 50 years with C-Zone North possessing the 

potential for an open pit mine with a twenty year mine life with a very low strip ratio. 

 

Based on historical exploration, the A and B Zones are potentially as large as the C-Zone. The A-Zone has a strike of 

approximately 1.34 kilometres and an average width of 133 metres and the B-Zone extends 1.83 kilometres with an 

average width of 159 metres. 

 

4. Project Economics 
 

Based on the C-Zone resource discussed above, Met-Chem Canada was engaged to complete a Preliminary Economic 

Assessment (“PEA”) which was released in March 2010. 

 

Highlights of the preliminary economic assessment include:  

 

Based on an assumed annual production of 1 million tonnes of high value 96% - 98% Fe direct reduced iron ("DRI") 

nuggets, the PEA considers two primary scenarios:  

 

Forecast sale 

value, freight on 

board (“FOB”) 

Operating 

Expenditure 

Capital 

Expenditures to 

commissioning 

Net Present Value, 

Pre-Tax at a 10% 

discount rate 

Pre-tax 

Internal Rate 

of Return 

US$ 500/tonne 

nugget  

US$ 176/tonne 

nugget 

US$ 1.1 billion US$ 1.16 billion 24.4% 

US$ 750/tonne 
1.
 

nugget 

US$ 176/tonne 

nugget 

US$ 1.1 billion US $2.76 billion 39.5% 

1. Assuming 70% of 2008 peak prices. 

Source: Company 

This results in a project payback of approximately three to five years on base case assumptions.  

 

Note: The historical and non NI 43-101 compliant resource of 700 million tonnes from the proximal A, B and D-Zones 

was not included in this PEA. 

 

To date, the Company has invested C$39.5 million to complete the NI 43-101 resource estimate and the Preliminary 

Economic Assessment. 
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The Company will spend an additional C$1.5-3.0 million to: (1) seek a strategic partner to support the Project through 

the DFS phase and beyond; (2) complete the 4th year of environmental baseline study; (3) continue ongoing 

metallurgical and desktop engineering studies in support of a DFS, and a number of engineering firms have visited the 

site to review and verify development requirements; (4) continue mapping and additional core logging; (5) initiate 

application for Mine Permit.; and (6) initiate Impact Benefits Agreement (IBA) negotiations.  

 

A further C$25-30 million will be required to: (1) drill off the C-Zone North open pit, infill drill the balance of C-Zone, 

and explore the proximal and historical A & B Zones to NI 43-101 standards in order to upgrade the Inferred Resources 

into the Indicated and Measured categories; (2) complete additional engineering studies to examine the power plant 

designs and the potential to integrate surplus power into a regional development strategy; and (3) complete the DFS in 

Q4/2010.  

 

 5. Environmental 
 

Three years of baseline environmental studies have been completed and the fourth is well underway. Recent industry 

studies indicate that nugget processing technologies that produce pig-iron quality nuggets use 30% less energy than 

traditional blast furnaces. The current industry move to electric arc furnaces reduces pollutants relative to the traditional 

coke and blast furnaces as follows: 

 

 Pollutant    Reduction 
 Carbon monoxide (CO)   96.0% 

 Nitrogen oxide (NOx)   65.0% 

 Sulphur dioxide (SO2)   77.7% 

 Volatile organic compounds (VOC‟s) 86.5% 

 Carbon dioxide (CO2)   41.1% 

  

The Project is expected to have Kyoto Carbon Credit. 
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Analyst Certification 
 

The Research Analyst who was involved in the preparation of this Research Report hereby certifies that: 

(1) the views and opinions expressed herein accurately reflect the Research Analyst‟s personal views concerning any 

and all securities and issuers that are either discussed or are the subject matter of this Research Report; and 

(2) the compensation received for the preparation of this report was not related, in any way, to the Research Analyst‟s 

views and opinions expressed herein. 

 

eResearch analysts on this report:  
 
Kirsten Marion, B.A., B.Comm., CMA: Kirsten Marion has spent 16 years working in various capacities for both 

public and private enterprise, including being chief financial officer and director of financial services for a multi-site 

acute care facility, and a contract consultant in assorted accounting roles for various entities. She received her CMA 

designation in 1986. 

 

Bob Weir, B. Comm, B.Sc., CFA. Bob Weir has 43 years of investment research and analytical experience in both the 

equity and fixed-income sectors, and in the commercial real estate industry. He was at Dominion Bond Rating Service 

(DBRS) from 1994 to 2001, latterly as Executive Vice-President responsible for supervising the firm‟s 34 analysts and 

conducting the day-to-day management affairs of the company. He joined eResearch in 2004 and has been its President, 

CEO, and Managing Director, Research Services since May 2005. 

 

Analyst Affirmation: I, Kirsten Marion, and I, Bob Weir, hereby state that, at the time of issuance of this research 

report, I do not own, directly or indirectly, any shares of Advanced Explorations Inc. 

 

eResearch Analyst Group:  Managing Director, Research Services: Bob Weir, CFA 
 

Financial Services 
Robin Cornwell 

 

Biotechnology/Health Care 

Scott Davidson 

Mark Mitchell 

 

Transportation Services and 

Environmental Services and 

Industrial Products 

Bill Campbell 

 

 

 

 

Oil & Gas 

Eugene Bukoveczky 

Achille Desmarais 

Eric Eng 

 

Special Situations 

Bill Campbell 

Bob Leshchyshen 

Shash Patel 

Nick Smart 

Perry Siu 

 

 

 

Mining & Metals 

Eric Eng 

Kirsten Marion 

Shash Patel 

 

Mining Advisors 
George Cargill 

Graham Wilson 
 

 

 

 

eResearch Disclaimer: In keeping with the policies of eResearch concerning its strict independence, all of the opinions 
expressed in this report, including the selection of the 12-month Target Price and the Recommendation (Buy-Hold-Sell) 

for the Company’s shares, are strictly those of eResearch, and are free from any influence or interference from any 

person or persons at the Company. In the preparation of a research report, it is the policy of eResearch to send a draft 
copy of the report, without divulging the Target Price or Recommendation or any reference to either in the text of the 

report, to the Company and to any third party that paid for the report to be written. Comments from Company 
management are restricted to correcting factual errors, and ensuring that there are no misrepresentations or 

confidential, non-public information contained in the report. eResearch, in its sole discretion, judges whether to include 

in its final report any of the suggestions made on its draft report. 
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eResearch Recommendation System 
 

Strong Buy:  Expected total return within the next 12 months is at least 40%. 

Buy:  Expected total return within the next 12 months is between 10% and 40%. 

Speculative Buy:  Expected total return within the next 12 months is substantial, but Risk is High (see below). 

Hold: Expected total return within the next 12 months is between 0% and 10%. 

Sell:  Expected total return within the next 12 months is negative. 

____________________________________________________________________________________________________________ 

eResearch Risk Rating System 
 

A company may have some, but not necessarily all, of the following characteristics of a specific risk rating to qualify for that rating: 

 

High Risk:  Financial - Little or no revenue and earnings, limited financial history, weak balance sheet, negative free cash flows, poor 

working capital solvency, no dividends.  

 Operational - Weak competitive market position, early stage of development, unproven operating plan, high cost 

 structure, industry consolidating, business model/technology unproven or out-of-date. 

 

Medium Risk:  Financial - Several years of revenue and positive earnings, balance sheet in line with industry average, positive free 

 cash flow, adequate working capital solvency, may or may not pay a dividend. 

 Operational - Competitive market position and cost structure, industry stable, business model/technology is well 

established and consistent with current state of industry. 

 

Low Risk:  Financial - Strong revenue growth and earnings over several years, stronger than average balance sheet, strong positive 

free cash flows, above average working capital solvency, company may pay (and stock may yield) substantial dividends or 

company may actively buy back stock. 

 Operational - Dominant player in its market, below average cost structure, company may be a consolidator, company may 

have a leading market/technology position. 

____________________________________________________________________________________________________________ 
 

eResearch Disclosure Statement 
eResearch operates two business segments: (1) the provision of equity research to the investment community; and (2) the offering of its 

abilities to assist companies raise capital. The research activities and operations of eResearch are carried out solely by its Research Services 

division, which provides published research and analysis to its Subscribers on its website (www.eresearch.ca), and to the general investing 

public through both its extensive electronic distribution network and newswire agencies. With regards to distribution, eResearch makes all 

reasonable efforts to provide its research, via e-mail, simultaneously to all of its Subscribers. The capital raise activities and operations of 

eResearch are carried out solely by its Capital Services division, which engages only in capital market services with Corporate Issuers and 

Accredited Investors.  

 

eResearch does not manage money or trade with the general public which, combined with the full disclosure of all fee arrangements, the strict 

application of its Best Practices Guidelines, and the creation of an effective "Ethical Wall" between the Research Services and the Capital 

Services divisions, should eliminate potential conflicts of interest. 

 

eResearch accepts fees from the companies it researches (the “Covered Companies”), and from financial institutions or other third parties. The 

purpose of this policy is to defray the cost of researching small and medium capitalization stocks which otherwise receive little or no research 

coverage.  

 

To ensure complete independence and editorial control over its research, eResearch follows certain business practices and compliance 

procedures. For instance, fees from Covered Companies are due and payable prior to the commencement of research. 

 

Advanced Explorations Inc. paid eResearch $10,000+GST to have it conduct research on the Company on an Annual Continual Basis.  

 

All Analysts are required to sign a contract with eResearch prior to engagement, and agree to adhere at all times to the CFA Institute Code 

of Ethics and Standards of Professional Conduct. eResearch analysts are compensated on a per-report, per-company basis and not on the 

basis of his/her recommendations. Analysts are not allowed to accept any fees or other consideration from the companies they cover for 

eResearch. Analysts are allowed to trade in the shares, warrants, convertible securities or options of companies they cover for eResearch 

only under strict, specified conditions, which are no less onerous than the guidelines postulated by IIROC. Similarly, eResearch, its officers 

and directors, are allowed to trade in shares, warrants, convertible securities or options of any of the Covered Companies under identical 

restrictions. 
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