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LKA International, Inc. is engaged in a gold producing exploration program at 
its Golden Wonder mine, an exceptionally high-grade epithermal gold deposit, 
located south of Lake City, Colorado. The Company’s objective is to re-
establish reserves and return the mine to commercial production. 

LKAI Shares Are a Golden Opportunity 
	  

• We are initiating coverage on LKA International, Inc. (“LKAI”) with a 
STRONG BUY rating and a 12-month price target of $1.70. 
 

• LKA’s Golden Wonder mine has historically proven to be one of North 
America's richest gold deposits with a recent history of high-grade gold 
production. 

 
• For calendar year 2012, we estimate that LKAI will achieve revenues of 

$1.6 million and per share loss of $0.05.   
 

• For calendar year 2013, we estimate LKAI will generate $4.7 million in 
revenues with earnings per share of $0.02, driven by strong year- over-
year growth for ore exploration. 

 
• We derived our $1.70 price target by using a multi-stage growth 

discounted cash flow (DCF) to equity model that we believe is 
conservative in nature. 
 

• Another high-grade ore body similar to the one mined from 2002-2006 
would have a material impact on the company’s earnings power.  We 
calculated a second vein similar in nature would yield a target price 
closer to $3.72.   
	  	  	  

Symbol: LKAI.PK Recommendation: Strong Buy 
Last Price: $0.40 Target Price: $1.70 
Risk: Speculative Sector: Precious Metals Mining 
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Investment Summary 
 
We are initiating coverage on LKA International, Inc. (“LKAI”) with a STRONG 
BUY rating and a 12-month price target of $1.70.  In our opinion, LKAI’s shares 
provide investors with a unique opportunity to invest in a junior gold exploration 
company based upon the following reasons: 
 

• Successful track record for producing high grade gold ore at low costs.  
From 1998 to 2006, LKA’s Golden Wonder mine produced over 133,701 ounces 
of gold at an average grade of 16.01 ounces per ton, well above the industry 
average of less than .22 ounces of gold per ton. As a result of the extremely high 
grade, production cost was roughly $75 to $80 per ounce, well below the industry 
average. During this period the mine was leased to a private operating company 
and LKA retained a gross royalty (net smelter receipt) of 10%. In our opinion, 
the Golden Wonder’s geological profile, in addition to being the one of the 
richest gold deposit mines in the United States, provides investors with 
considerable upside potential given the likelihood of additional telluride ore 
bodies within current LKA mining claims. 
 

• Seasoned management team.  LKAI’s CEO and Co-Founder, Kye Abraham, 
has been with LKAI since 1979 and has a solid understanding for the geology 
and operations of the Golden Wonder Mine.  In addition, the Company has added 
key advisors (seasoned industry experts) over the past year that provide it with 
additional capabilities and experience that enhance LKAI’s potential for 
successful exploration.  
 

• Proven operator and additional funding will allow LKAI to accelerate 
exploration.  LKAI is currently initiating an aggressive exploration program 
heading into 2013.  The company’s mine operator, Coal Creek Construction, 
employs a single crew of five-seven people. Over the course of the past two 
years, Coal Creek has optimized underground operations at Golden Wonder, as 
evident from the Company’s recent press release that highlighted increase in ore 
shipments (277 ounces in the Q-2 of 2012 versus the same period in 2011 results 
of 164 ounces, or an increase of 69% year-over-year.)  Coal Creek has proven 
very adept at developing efficient methods for locating and following the mine’s 
complicated vein system. Coal Creek’s exploration efforts have thus far yielded 
over 2,100 ounces of gold on ore sales of approximately $2.3 million. With 
additional funding it is expected that Coal Creek will add a second crew during 
the fourth quarter of 2012. This should accelerate exploration, and as a result, 
drive revenue growth over the next 12 to 18 months. 
 

• LKAI shares are positioned to capture strong secular trends as well as 
adding to portfolio diversification at an attractive valuation.  We believe 
investors looking to capture bullish secular trends for gold as well as a low 
correlating investment compared to other traditional asset classes will find 
LKAI’s shares attractive.  In addition, unlike the majority of publically traded 
junior exploration companies that are burning through cash and racking up 
significant losses, we estimate that LKAI is operating near breakeven for 2012 
and will be earnings positive in 2013.  Couple this with the likelihood that the 

“Initiating 
Coverage on 
LKAI With a 
STRONG BUY 
Rating and $1.70 
12-month price 
target” 

“LKAI’s Golden 
Wonder, 
Operations, and 
Management 
Team Offers 
Investors a 
Unique 
Opportunity 
Seeking 
Exposure to the 
Gold Market” 
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company should locate another commercial ore body in the near-future that 
would have a material impact on revenues and earnings, we believe LKAI’s 
current market valuation and upside potential offers investors and attractive 
risk/reward profile and entry point at current levels.      

 

Risks 
 
Exploration Uncertainty.  Substantial expenditures are required to further explore the 
Golden Wonder mine and identify reserves.  Sufficient quantities of gold must be 
identified to justify commercial operations and there is no assurance that future ore 
produced will contain material gold deposits. 
 
Capital Dependent Growth Strategy.  LKAI will need to raise additional capital to 
execute its exploration plan.  In 2012-2013, LKAI will likely raise additional capital for 
additional geological mapping, core drilling, and underground development to target new 
telluride veins/structures.  This incremental capital could be dilutive to shareholders and 
may not produce the desired results.   

 
Regulatory.  LKAI’s operations are subject to extensive federal and state compliance 
governing mine operations such as mine safety, land and water use, management of 
reclamation, waste disposal, and environmental protection.  
 
Volatility, due to low level of liquidity, “Penny Stock” rules, and the “Pink Sheet” 
trading.  Currently, the Company’s common stock is traded based upon quotations on 
the OTCQB and the bid and ask prices for the shares could have wide fluctuations and 
volatility. 
 
Correlation to gold prices.  LKAI’s operating results are correlated to gold prices.  Gold 
prices can be extremely volatile.  Currently, the company does not hedge gold prices 
leaving the company’s financial results vulnerable to sharp declines for gold prices.	   

Earnings Outlook 
 
For calendar year 2012, we estimate that LKAI will achieve revenues of $1.6 million and 
a per share loss of $0.05, the majority of which will result from the recent debt to equity 
conversion that will negatively impact earnings by $0.03 per share.  For calendar year 
2013, we estimate LKAI will generate $4.7 million in revenues with earnings per share of 
$0.02, driven by strong year-over-year growth in  ore shipments from 926 DWT in 2012 
to 1,575 DWT in 2013 representing an increase of 70%.  In addition, we expect the grade 
(oz./ton) to increase from 1.41 to 2.25 as the company targets new zones.  Our revenue 
numbers are based on an average price for gold in 2012 of $1,686 (year-to-date moving 
average) while for 2013 and beyond, we estimate gold prices will average $1,750 per 
ounce.  The company currently does not hedge gold deliveries leaving our estimates 
vulnerable to extreme price swings in the gold markets.  However, we believe given the 
secular trends and current debt issues weighing on the mature global economies, gold will 
continue to be an alternative “currency” for many of the world’s central banks, which 
should offer support to the market. 
 

“Revenue 
growth 
expected to 
accelerate over 
the next 12-to-
18-months 
supports our 
$0.02 CY2013 
EPS estimate.” 
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Valuation: Baseline Discounted Cash Flow (DCF) 
 

We derived our $1.70 price target by using a multi-stage growth discounted cash flow (DCF) to equity model.  Using the Capital Asset Pricing Model (CAPM), we 
ascertained LKAI’s cost of equity to be 7.6% using a beta of 0.8 (peer group average which reflects counter cyclical tendencies for gold equities), risk free rate of 
3.5%, and market risk premium of 5.50% (10-year growth phase).  In addition, we estimated the Company’s depreciation and amortization (LKAI currently 
expenses all exploration costs leaving little depreciation and/or amortization costs) going out over the next 10-years as well as capital expenditures and changes in 
net working capital to derive free cash flow to equity investors illustrated below: 

 
 

 
 

Source: Company Data, CRM Estimates 
 

 
Although we estimate that LKAI will near breakeven in 2012 and report positive earnings per share in 2013 of $0.02, we believe a DCF valuation model is 
appropriate for valuing LKAI’s shares.  Because the majority of exploration gold companies burn through capital and generate significant losses, peer group 
valuations using earnings multiples are skewed and unreliable.  Furthermore, our free cash flow to equity investors is based off our “baseline” earnings model that 
is predicated on the Company’s current operating performance and growth strategy.  (This does not include the Company hitting a Telluride deposit similar to the 
one that was mined from 2002 to 2006 when 104,871 ounces of gold were mined at an average grade of 17.7 and 6,136 tons of ore shipped.)  As a result, we 
believe our baseline valuation model is conservative, leaving significant upside to our future cash flows estimates and current target price for LKAI’s shares of 
$1.70 considering LKAI’s production history and probability that the Company will find another telluride deposit within the next 10-years.   
 
On the following page, we have provided an additional valuation model that does incorporate the Company mining a second telluride deposit.  
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Valuation: Discounted Cash Flow (DCF) With 2nd Telluride Vein (“Mother Load”) Mined 
 

Given the Golden Wonder’s geology and production history, we have also provided a secondary valuation 
model that incorporates identifying another telluride deposit vein similar to the one mined by Au Mining from 
2002 to 2006 in which 104,871 ounces of gold were produced at an average grade of 17.7 (see table to the 
right).  Based upon recent geological reports, LKAI’s management team believes there are a series of telluride 
veins yet to be discovered. In our opinion, a second telluride deposit similar in nature to the previous one 
would have a material impact on the Company’s earnings potential.  As a result, we have provided an 
additional model and valuation for LKAI’s shares using sensitivity analysis with a probability distribution tree 
overlay to ascertain a share price valuation if the Company finds a second telluride deposit within the next 10-
years.  Using the same valuation metrics and discount rates, we have run 10 DCF scenarios with the Company 
producing 9,500 tons of ore with an average grade of 15 yielding 119,700 ounces over a 5-year period.  Each 
scenario represents the telluride vein being identified for that particular year (1 through 10).  For example, if 
the Company were to find another commercial ore body in 2012, our DCF model would value the Company’s 
share price at $4.73.  If the company does not find additional reserves until the 5th year, our DCF model would 
yield a share valuation today of $3.78.  Finally, to further drill down and tighten up our sensitivity analysis, we have also applied a probability distribution tree to 
derive an equally weighted average share value using assigned probabilities that yield a present value today of $3.72.   

 
Sensitivity Analysis With a Probability Distribution Tree Overlay Valuation Model 
 

  
 
Source: Company Data, CRM Estimates 
 
 
 
 
 

 

Probability distribution tree, equally 
weighted for LKAI successfully 
exploring and mining a second 
telluride vein over the next 10-years. 
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Baseline Earnings Model 
 

 
Source: Company Data, CRM Estimates 
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LKAI’s Strategy and Business Model 
 
LKAI’s strategy is to acquire and develop high-grade gold properties capable of 
producing revenues that help mitigate exploration risk. This often means taking on 
complex projects that, for one reason or another, don’t fit the conventional business 
model of the major producers. Currently, LKAI owns 100% of the active Golden Wonder 
gold mine as well as the inactive Ute-Ule silver mine property, in Lake City, CO.    
 
In late 2008, LKAI conducted a thorough evaluation of the mine workings. Based upon 
its findings, the Company commenced its own exploration program.  We believe that this 
exploration program will confirm that the mine should return to full commercial 
producing status by extending the high-grade zones within the Golden Wonder mine.        
 
LKAI engages a mine operator and subcontractors to conduct all mine related operations 
as well as selling its ore directly to larger mining companies with milling and/or 
processing capabilities. We believe that this business model minimizes the Company’s 
permitting requirements, labor and environmental exposure.  Lastly, we estimated that 
less than 10% of the mine’s potential reserves have been mined to date, leaving 
significant upside potential.  

 
Golden Wonder Mine 

	  
The Golden Wonder mine, one of only two commercially productive gold mines in 
Colorado in recent years, is located near Lake City, CO.  The mine began very limited 
operations in 1880, but its modern production history began in 1984, with continuous 
production taking place from 1998 through mid-2006.  The mine is a high-grade 
telluride-type deposit, with veins averaging 1-3 feet in width.  Over its modern 
production history, the mine has produced ore with an exceptional average grade of 16 
oz/ton Au.  Moreover, the grade of ore appears to increase at depth, and has generally 
improved over time. 
 
As is typical of most telluride deposits, the grade of ore can vary significantly over short 
distances, making drilling difficult and complicating the process of determining the 
reserves of the property.  As a result, no geologically based reserve calculations have 
been completed for the Golden Wonder mine.  Instead, we have relied on the following 
three primary factors to infer that additional mineralization exists in the area of proposed 
Mine Expansion Project:  
 

1) Historical production information, which includes improving grades at depth, 
 

2) The lateral limits of the veins structure have not been established on any of the 
existing levels, and 

 
3) High-grade mineralization ore is present on levels 4 through 7 of the existing 

mine operation. 
 
 

“The Golden 
Wonder mine is 
one of North 
America’s 
richest gold 
deposits of 
epithermal 
telluride-type 
gold.”  
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LKAI’s Golden Wonder property consists of 3 patented and 22 unpatented mining 
claims.  All interests are undivided.  The mine is at an elevation of 10,323 feet and is 
situated on a hill slope approximately 1,500 feet above the valley floor.  The Company 
and its operator, Coal Creek Construction, Inc., maintain an office and equipment on site.  
 
HISTORY OF GOLDEN WONDER MINE 
 
The Golden Wonder mine has been worked intermittently since its discovery in 1880.  
The initial discovery was made after finding high grade float in the surface containing 
free gold.  Limited mining occurred in the 1880’s.  From 1890 until 1930, the Golden 
Wonder property was generally dormant.   
 
From 1930 until 1969, sporadic mining and exploration efforts were conducted, some of 
which resulted in the extraction of an undetermined amount of gold bearing ore. 
	  
During the summer of 1969, Southern Union Production Company (“SUPCO”) a division 
of Southern Union Company (NYSE:SUG) began an exploration program at the Golden 
Wonder mine.  SUPCO completed a winze (an inclined passageway connecting the mine) 
on the third and fourth levels, before a corporate decision to discontinue all mining 
operations in North America in 1972.  Lake City Mines, Inc. (“Lake City”) acquired the 
property from SUPCO in 1977.  Over the following three years Lake City completed a 
1,500’ cross-cut to intersect the lower projections of the ore body which became the 
sixth, and main working level of the modern Golden Wonder mine.   
 
LKAI acquired from Lake City an undivided 51% interest in the property in 1982 and 
commenced an extensive exploration program, which lead to discovery of the initial ore 
reserves of the mine.  Later, in 1984 after Lake City defaulted on over $1.5 million in 
secured arrangements with lenders, LKA acquired the remaining 49% interest in the 
property. A pilot production program was initiated in the same year. Golden Wonder ore 

“The Colorado 
Mineral Belt 
since original 
discoveries 
were made in 
1880, over 25 
million ounces 
of gold have 
been 
produced.” 
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was processed at the Company’s Ute mill and gold concentrates were sold to ASARCO. 
Due to falling gold prices, the mine was shut down in 1985.   
 
In 1997, Au Mining leased the mine from LKAI and commercially produced gold 
through 2006.  At its peak in 2005, Au Mining produced 1,297 tons of ore and 25,761 
ounces of gold—with a grade of 19.9 ounces per ton. A total of 133,701,000 ounce of 
gold were produced during this period. 
 
In 2006, Cambior, Inc. (AMEX:CBJ) proposed a joint venture agreement with LKAI to 
expand and develop the Golden Wonder mine.  The terms of the joint venture called for 
Cambior to invest $18 million in exchange for a 50% interest in the mine.  Prior to the 
execution of this agreement, Cambior was acquired by IAMGOLD and the project was 
unable to move forward. 
 
LKAI entered into a similar joint venture arrangement with Richmont Mines, Inc. 
(AMEX:RIC) in 2007. An underground drilling program was commenced as part of a 
larger $18 million exploration program but terminated prior to completion in late 2008 
due to cost overruns and inconclusive drilling results.  
 
In late 2008, LKAI conducted an intensive examination of the underground workings and 
decided to embark on its own exploration program. From the commencement of the 
current program in early 2009 through the second quarter of 2012, LKAI’s exploration 
has yielded approximately 2,700 ounces of gold from ~1,700 tons of ore. 
 
GEOLOGY 
 
The Golden Wonder mine is a high-grade telluride type (epithermal) gold deposit 
associated with volcanic activity occurring millions of years ago.  During this violent 
geological era, the Colorado Mineral Belt was formed in southwest Colorado which 
became home to some of the most prolific gold mines in the U.S.  Since original 
discoveries were made in 1880, over 25 million ounces of gold have been produced from 
this region.  

 
Based upon extensive underground and field work, it is believed that the intrusion of the 
Golden Wonder host rock occurred in a series of volcanic eruptions (pulses) millions of 
years ago.  Molten magma carrying gold enriched solutions moved upward along the 
volcano’s vent structure where it cooled, solidified and formed gold bearing veins. As 
such, the vein structure at the Golden Wonder mine does not follow a well-defined 
fracture, but is often quite sinuous, enlarging and contracting along its course.  Very 
commonly, the vein dies out and a similar en echelon vein segment is located a relatively 
short distance away.  The vein structure typically ranges in thickness from less than an 
inch to several feet across, and enlarges significantly within ore shoots. 
 
The Golden Wonder veins typically contain very high grades of free gold and gold 
tellurides. In our opinion, the Golden Wonder mine is unique for the following key 
reasons: 
 

1) Underground work has proven that high-grade telluride type (epithermal) gold 
bearing structures continue to depth and laterally for undetermined distances 
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beyond previously mined areas. This provides LKAI with considerable 
exploration potential. 
 

2) The continued occurrence of high-grade vein structures has been sufficient to 
support current operations and suggest that multiple ore bodies may still exist. In 
other words, LKA can actually generate profits while conducting its search for 
another commercial ore deposit. 

 
3) Refined exploration program will better delineate & predict ore bodies, providing 

a road-map to increase yields and operating margins. 
 

4) Surface exploration of the Golden Wonder mine has indicated that the vein 
systems may have considerable lateral extent.  This exploration is well within the 
Company’s land boundaries. 

 
Consulting Geologist Delmer Brown, M.Sc. authored numerous detailed reports on the 
Golden Wonder dating back to the late 1970’s. In his most recent 2008 report Brown 
stated: “Evidence suggests that the vein structure continues at depth. The bottom of the 
Golden Wonder structure has not been penetrated.  At the lowermost levels encountered, 
high-grade gold mineralization has been found.  It is apparent that the Golden Wonder 
vein system continues downward to a still undetermined depth.”  In a report dated June 
2008. 
 
In a report written for Cambior, Inc. in 2006, Marie-France Bugnon, Mgr. Exploration–
Cambior stated: “........observations indicate that the Golden Wonder Mine structure 
probably extends on the LKA mine property and could be related to the Gold Quartz vein 
and possibly to other surface Au-Te occurrences previously discovered in the NE 
extensions. The Golden Wonder Mine mineralization could also be related to a bigger 
hydrothermal system potentially linked with the Eureka Graben fracture system which 
played an important role in the location of some other gold veins known to the W-SW of 
Lake City area (Sunnyside, Idarado).” 
 
Major Gold-Tellurides deposits are known elsewhere in the world (Cripple Creek in 
Colorado, 24 M oz district – Golden Sunlight & Zortman-Landusky in Montana, 4.1 M oz 
– Emperor in the Fiji, 10 M oz – and Porgera in Papouasie New-Guinea, 10 M oz). 
Golden Wonder area may not necessarily contain such a resource but the potential 
grades of that kind of structure and the fact that these mineralization types occur in 
complex systems of veins, breccias and disseminations gives a lot of exploration 
opportunities.”    
 
We also spoke with Rauno Perttu, LKA’s Chief Geologist responsible for directing 
LKA’s expanded exploration program.  With over 40 years of world-wide experience in 
exploration, development and mining of precious metal projects, Mr. Perttu stated the 
following:  “I have inspected the Golden Wonder mine personally, examined 
underground operations, and closely studied geological reports previously prepared by 
Delmer Brown in 2008, Cambior in 2006 and Clyde Smith’s observations in 2010. These 
reports are generally consistent and confirm the potential of the Golden Wonder mine 
and environs.”   
 

“We estimate 
approximately 
5-10% of the 
Golden Wonder 
mine has been 
developed, 
leaving 
extensive 
potential 
development at 
this mineral 
rich site.”  
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In summary, only approximately 5-10% of the Golden Wonder property has been 
developed, leaving extensive potential development at this mineral rich site. 
 
FEATURES 
 
Stable Environment:  Politically Stable Jurisdiction and year round operations. The 
Golden Wonder property is mined in a profitable, a safe, and an environmentally friendly 
manner.  LKAI operations have identified the appropriate technologies and developed 
appropriate production, health, safety, and environmental management and programs.   
 
Nature of Vein System:  Drilling horizontally while following and extracting multiple ore 
veins has proven to be the most economical and reliable way to establish reserves.  
“Pods” or “enriched ore zones” are identified in this manner within the structural 
boundaries. 
 
Built-out Infrastructure & Permits:  The Golden Wonder mine currently consists of five 
developed and functioning levels within the mine with an overall approximatel depth 
(from surface) of 700 feet.  There exists appropriate infrastructure for operations on all 
levels. All current operations are permitted. 
 
Mineral Proven and Probable Reserves:  No Proven or Probable reserve at this time.   

 
RECENT PRODUCTION 
 
Recent Production in tons of ore shipped and ounces of gold: 
 

 
 

When compared with industry averages of .22 ounces of gold per ton of ore processed, 
the Golden Wonder mine’s high grade of gold per ton is attractive.  Likewise, this high 
grade creates lower operating costs per ounce in comparison to industry averages. 
 
Currently, the Company contracts with a mine operating company, Coal Creek 
Construction.  The operating agreement requires Coal Creek to provide mine operating 
services including exploration, mining, underground construction, blasting, crushing, 
conveying, and transporting. In return Coal Creek recoups its costs from ore sales and is 
entitled to 20% of project net profits.   

“LKAI’s GW 
Mine historical 
production is  
over 75X the 
industry 
averages of 
gold per ton of 
ore processed… 
 
…we expected 
the GW ore 
grades to 
remain well 
above the 
industry 
average going 
forward.”  
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The Company sells ore directly, without milling or processing, to established gold 
producers. Golden Wonder ore has been sold to Barrick, Teck, Yukon-Nevada Gold, and 
Kinross.     
 
GOLDEN WONDER EXPLORATION AND EXPANSION PLAN 
 
In 2013, LKAI expects to initiate an expanded exploration program designed to test the 
lateral extent and depth of the Golden Wonder’s vein system beyond the current 
workings. The significant amount of high-grade enrichment consistently encountered 
beyond the mine’s previous production zones leads us to believe that a much larger 
deposit exists within the Company’s claims. We believe that LKAI will incorporate 
geochemical analysis, sophisticated 3-D mapping, and other methods of exploration to 
achieve its goals. 
 
Contingent upon adequate funding, the exploration is designed to achieve a detailed and 
comprehensive understanding of the geological controls that determine the location of 
high-grade gold ore bodies within the area of the current underground workings.  Once 
achieved, this understanding of ore controls can be applied to expanded exploration 
efforts focused on locating additional high-grade ore bodies both laterally and at depth 
beyond the existing current workings.  The exploration program will occur in 3 phases: 

Phase 1 
• 3-D mapping of current underground workings 
• Evaluate geo-data and assays to understand existing ore controls 
• Generate 3-D model of surface, previous and current production 

Phase 2 
• Analyze samples of existing underground veins  
• Establish current reserves 

Phase 3 
• Conduct broader evaluation of surrounding area 
• Complete 43-101 compliant report 

  
This exploration program should be completed in 12 months at a cost of approximately 
$1.5 million.  The program is designed to determine commercial reserve potential and 
provide project development and production strategies.   
 
RECLAMATION 
 
LKAI maintains a rigorous and disciplined plan to reclaim Company owned land.  Water 
and land quality are constantly monitored to maintain compliance with permits. Based on 
our assessment, LKAI is in compliance with all environmental and regulatory standards 
and requirements and maintains the appropriate level of bonding for reclamation of these 
properties.  
   

“In 2013, LKAI 
will initiate an 
aggressive 
exploration 
program that 
we believe will 
create robust 
shareholder 
value.”  
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Regulatory Issues & Opportunity 

Ute-Ule Mine 
LKAI owns 100% of the 285 acre Ute-Ule property, located in Lake City, CO.  The 
property, upon which silver, lead, and zinc was mined intermittently from the mid 1800’s 
through the early 1970’s, consists of 35 patented mining and mill site claims.  In addition, 
a 100 ton-per-day ore milling facility exists on the property. The mine has been dormant 
since the 1970’s, and the mill was last used by LKA to process limited amounts of 
Golden Wonder ore during a pilot production program in 1984.  LKAI has no current 
plans to resume mining or milling operations at property. 
 
In 2002, the Federal Bureau of Land Management (BLM) informed the Company that 
certain environmental issues existed at the mine as a result of prior mining operations.  
Specifically, a large volume of mine waste rock and tailings with concentrations of heavy 
metals contaminate certain portions of the site. As a result, a portion of the property 
became subject to a Notification of Possible Environmental Remediation from the Bureau 
of Land Management. While LKA believes it cannot be held responsible for decades of 
previous mining operations it is resolving this issue by transferring ownership, via 
donation, of the Ute-Ule town and mill sites and permits to Hinsdale County. We have 
confirmed through our conversations with Hinsdale County officials that the transfer will 
occur in two phases, with the initial phase occurring by the end of 2012 and the second 
phase occurring during the first half of 2013. 
 
Upon transfer of ownership and permits, the County expects to utilize up to $2 million of 
EPA funds, currently earmarked for this project to clean up all environmental risks, in 
preparation of developing the entire parcel for long term economic benefit, historical 
preservation and heritage tourism. Several state and federal agencies including Bureau of 
Land Management, Colorado Department of Health & Environment, Division of 
Reclamation, Mining & Safety as well as several non-profit groups continue to play 
important roles in assisting the County with its plans to preserve this property which 
played such a pivotal role in the establishment of Lake City and Hinsdale County. County 
and State officials confirmed that all parties are intent on completing this transaction. 
Once transfer of the property is completed LKAI would be relieved of any and all 
potential environmental liability associated with this site. 
 
Company History & Management Team 

Company History  
 

LKAI was incorporated on March 15, 1988.  LKAI’s predecessor acquired a 51% interest 
in the Golden Wonder and Ute-Ute properties in 1982 followed by the remaining 49% 
interest in 1984.  For over a decade, operations were dormant, due to depressed gold 
prices.   
 
From 1997 until 2006, LKAI leased the Golden Wonder mine to a private operator, Au 
Mining LLC.  The lease called for Au Mining to assume all costs of mine operations with 
LKAI receiving a 10% “net smelter royalty.”  During this period, Au Mining operated the 
mine extremely profitably, producing approximately 8,349 tons of ore containing 

“LKAI’s 
Seasoned 
management 
team has been 
with the 
company over 
30-years 
providing 
investors 
unique stability 
at the 
executive 
level.”  

“LKAI is on the 
verge of 
removing an 
overhang on 
LKAI’s shares by 
donating the 
Ute-Ute Mine & 
Mill sites to 
Hinsdale 
County, 
Colorado.”  
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133,701 ounces of gold with a single crew of five employees.  At its peak in 2005, Au 
Mining extracted 1,297 tons of ore containing 25,761 ounces of gold.  Au Mining 
averaged 16.01 ounces of gold per ton, over 75 times the industry average ore grade.  
  
Since 2008, LKAI has resumed exploration with the objective of re-establishing 
commercial reserves. During this period, levels 3 through 7 have been rehabbed to 
accommodate underground operations.  Approximately 2,700 ounces of gold have been 
shipped and sold as a result of the Company’s exploratory mining program.  

Management Team 
 

We met with LKAI’s executive management team and operations staff during our site 
visit on May 10th at the Golden Wonder mine.  The team’s years of experience are 
extremely impressive, bringing, in our opinion, world-class geological and operational 
expertise to LKAI.  In our opinion, LKAI’s management team is highly qualified to drive 
the Company forward, providing investors a unique opportunity to own one of America’s 
highest yielding gold mines. 
 

Executive Management LKAI Holdings 
(mils) 

Kye Abraham, CEO and Chairman of the Board of 
Directors. Responsible for Operations, Business Strategy and 
Corporate Development. 
 
Career Highlights:       
Founder and CEO of LKAI since 1979 
Founder of Abraham & Co, a broker-dealer, in Gig Harbor, WA 

10.1 

  
Rauno Perttu, Golden Wonder Project Geologist. 
Responsible for Geology and Exploration since 2012. 
 
Career Highlights: 
A registered, professional engineer-geologist with over 40 
years of initiating and managing exploration, evaluation and 
development of gold mines in North and South America.  
Previous experience as Senior Geologist with Kennecott, 
Resources International, and Pacific Power & Light. 

.5 

  
Francois Viens, Technical Advisor. Serves as an Advisor 
for Mine Development. 
 
Career Highlights: 
Mr. Viens is the former Vice President of Exploration at 
Cambior, Inc.  He has extensive experience in mine 
development, exploration, and production. 

.5 

  
Michael Hess, Chief Financial Officer since 2012. 
Responsible for Financial Controls, External Reporting, and 
Accounting. 
  

- 

“LKAI has 
bolstered the 
company’s 
management 
and operations 
team over the 
last several 
years.”  
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Career Highlights: 
Fifteen years of experience with decision-making 
responsibilities in public accounting firms and private 
corporations. 
  
Michael Schell, Head Miner. Responsible for Mine 
Production since 2009. 
 
Career Highlights: 
Owner of Coal Creek Construction Company. Smaller scale 
municipal projects, electrical projects, land development and 
construction experience, including underground construction 
for over 30 years. 

- 

  
Delmer Brown, Technical Advisor. Serves as an Advisor 
for Mine Development. 
 
Career Highlights: 
Served as a Senior Research Engineer for Hazen Research 
and as a Project Engineer for the Colorado School of Mines 
Research Foundation. 

- 

 
Financial Highlights  
 
In 2011, LKAI completed its first year of operations wherein revenues from sales of gold 
exceeded exploration and mine related expense, previewing future financial results. Cost 
of sales consists of production and exploration costs.  The Company contracts with Coal 
Creek Construction and has executed a Mine Operating Agreement.  Under the 
agreement, Coal Creek provides mining, underground construction, blasting, crushing, 
bagging, hauling, loading, and transportation of ore and waste.  In 2010 and 2011, the 
Company paid $497,983 and $587,138, for these services. 
 
In 2011, the Company had sales in excess of exploration costs of $264,423, up from the 
comparable 2010 amount of $30,862.  We believe that this improving contribution to 
profit represents a very favorable development in the Company’s operation. 
 
Due to substantially increased operating costs (the majority of which were non-cash 
compensation), LKAI incurred an operating loss of $1,312,723 in 2011 compared to 
$398,488 in 2010.  After interest expense and financing related costs, net loss for 2011 
was $1,572,005, or ($.10) per share compared to $1,001,036 or ($.07) per share in 2010. 
 
During fiscal 2011, operating activities provided net cash of $123,247, compared to net 
cash used in operations in 2010 of $334,035.  We feel that this is significant 
improvement, combined with the 61% increase in sales in 2011, show vital statistics in 
analyzing LKAI. 
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Source: Company Data 
 
 
Revenues from gold sales increased in 2011 from 2010 due to a $347 per ounce increase 
in the average realized price of gold and an increase in the number of ounces sold of 188. 
 

	  
 

 Source: Company Data 

Six Months Ending June 30: 
Revenues for gold sales significantly increased for the first six months of 2012 from the 
comparable 2011 period.  LKAI sold 642 ounces, up 125%, while the average realized 
price per ounce rose by 32%.  The average grade during the first half of 2012 was 1.77 
ounces of gold per ton, versus a 2011 full year grade of 1.46.  Increasing occurrences of 
high-grade ore pockets were encountered as crews advance along new veins. 
 
During the first half of 2012, LKAI had Cost of Sales of $573,796, which resulted in a 
Gross Margin of 32.7%.  LKAI’s expanding production should cause Gross Margin to 
expand, as well.  With reduced Operating Expenses and Other Expenses during the first 
half of 2012, compared to 2011, and recording a profitable second quarter in 2012, LKAI 
reduced its 6 month loss to $177,392. 
 

	  
	  

Source: Company Data 

“LKAI’s 
Revenues for 
gold sales 
significantly 
increased for 
the first six 
months of 2012 
from the 
comparable 
2011 period as 
management 
ramps up 
production.”  
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Financial Conditions: 
LKAI completed its fiscal year 2011 with cash (and current assets) of $143,331, due to 
profitable mining operations.  The Company’s net property, plant, and equipment of 
$581,810 consist primarily of land and mining equipment.  Due to the fact that LKAI is 
still in the exploration stage, all mine infrastructure and development costs, which exceed 
$3,000,000 have been expensed rather than capitalized.  In addition, LKAI has a 
Reclamation Bond of $123,597, exceeding its Asset Retirement Obligation of $119,159.     
 
At December 31, 2011, liabilities, consisting of accounts payable, notes payable, and 
asset retirement obligation totaled $1,993,547.  With efforts to convert debt to equity (see 
below), the negative net worth will be significantly reduced, allowing the Company to 
improve liquidity as well as debt-to-equity. 
 

	  
 

Source: Company Data 
 
Conversion of Debt to Equity 
 
During August 2012, LKAI converted outstanding debt and accrued interest with a 
balance of $1,527,117 as of June 30, 2012 to 7,774,221 shares of LKAI common stock. 
The transaction reduced LKAI’s Notes Payable as of September 1, 2012 to $10,000. 
 
The effect of this transaction has significant impact on LKAI’s financial condition.  As of 
September 30, 2012, equity will increase by approximately $1,500,000 as liabilities will 
decrease by a similar amount.  In addition, the transaction improves LKAI’s working 
capital, debt-to-equity ratio, eliminates future interest expense, enhances liquidity, and 
obviates creditors who were in default.  We believe that this is an expression of 
confidence in LKAI as lenders convert their debt instruments to equity.    
 
Hedging: 
 
LKAI is not hedging its gold production, but we envision that a portion of 2012 and 2013 
production will be hedged, reducing gold price volatility. 
 

“LKAI’s recent 
announcement 
to convert debt 
to equity will 
allow the 
Company to 
improve 
liquidity, as 
well as debt-to-
equity.”  

“LKAI’s recent 
announcement 
to convert debt 
to equity is an 
expression of 
confidence for 
LKAI as lenders 
convert their 
interests to 
equity.”  
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Macro Outlook: Gold Markets 
 
Our long-range price forecast for gold is $1,750.  We believe aggressive monetary policy 
out of the U.S., Europe, China, and now Japan underscores the major central banks 
concerted effort to reflate the global economy.  Given this, we believe the value of the 
gold as a currency increases exponentially as gold becomes a natural diversifier for 
investors and governments with the major currencies coming under pressure in addition 
to gold being an inflation hedge.  Lastly, if the major central banks continue “easy 
money” policies for a prolonged period of time, we believe our $1,750 long-range 
forecast would be conservative.	  

“If the major 
central banks 
continue “easy 
money” 
policies for a 
prolonged 
period of time, 
we believe our 
$1,750 long-
range forecast 
would be 
conservative.”  
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Disclosures and Certification: Independent Fee-Based Research 
 

• CRM only accepts cash compensation for our work and do not accept any 
compensation contingent on the content or conclusions of the research or 
the resulting impact on share price. 

 
• Report Discloser: 

 
- CRM received a 2-month contract for $4,000 a month starting July 1, 

2012 to produce independent fee-based research report on LKA 
International’s shares. 

 
- CRM’s Chris Jarvis currently has securities licenses with Abraham & 

Company but is not currently doing any business with this entity. 
  

- CRM analyst credentials, including professional designations and 
experience: Chris Jarvis is Chairman, Chief Executive Officer, and 
President of Caprock.  He has served as Senior Commodities Strategist 
for vFinance Investments, a unit of National Holdings Corporation of 
New York, New York.  Prior to working at National, Mr. Jarvis was a 
senior energy and commodities strategist with Merrill Lynch and 
Advest.   

 
He holds a BA from University of Massachusetts and a MBA from 
University of Connecticut.  Christopher has earned the right to use the 
Chartered Financial Analyst (CFA) designation. He is a member of the 
CFA Institute.  Lastly, Christopher has also earned the right to use the 
Chartered Market Technician (CMT) designation and is a member of 
Market Technicians Association (MTA). 

 
• CRM will provide continuing coverage on LKAI for two months at which 

time, both parties will renegotiate new terms for 12-months.  Interested 
parties can either visit www.caprockrm.com or email Chris Jarvis at 
Chris@caprockrm.com or Peter@caprockrm.com for future updates. 
 

• CRM is not aware of any matters that could reasonably be expected to 
impair our objectivity in drafting the report. 
 

• There is no history of recommendations for the subject-company and 
number and distribution of recommendations for all companies we cover. 
 

• I, Christopher C. Jarvis, hereby certify that the analysis or 
recommendations contained in the report, if any, represent the true 
opinions of the author or authors. 
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• CRM refrains from engaging in, or receiving compensation from, any 
investment banking or corporate finance-related activities with the issuer. 
 

• CRM’s analyst(s) do not share information about the subject company or 
the timing of the release of a research report with any person who could 
have the ability to trade in advance of (“front run”) the release of a report. 
 

• CRM and affiliates refrain from trading in the shares of the subject 
company in advance of the release of a report or update. 
 

• CRM refrains from trading in a manner that is contrary to, or inconsistent 
with, the employees’ or the firm’s most recent published recommendations 
or ratings, except in circumstances of unanticipated extreme financial 
hardship. 
 

• CRM abides by all laws, rules, and regulations that apply to registered or 
regulated analysts. 
 

 

About Caprock 
 
Chris Jarvis, CFA, CMT founded Caprock Risk Management, LLC (“CRM” or 
“Caprock”) in 2006.  Caprock’s mission is to add value for our clients by 
providing superior market intelligence and advisory services for energy risk 
management. 

Management	  and	  Employees	  
 
Chris Jarvis is Chairman, Chief Executive Officer, and President of Caprock.  He 
has served as Senior Commodities Strategist for vFinance Investments, a unit of 
National Holdings Corporation of New York, New York.  Prior to working at 
National, Mr. Jarvis was a senior energy and commodities strategist with Merrill 
Lynch and Advest.  He holds a BA from University of Massachusetts and a MBA 
from University of Connecticut.  Christopher has earned the right to use the 
Chartered Financial Analyst (CFA) designation. He is a member of the CFA 
Institute.  Lastly, Christopher has also earned the right to use the Chartered 
Market Technician (CMT) designation and is a member of Market Technicians 
Association (MTA). 
 
Peter White is Executive Vice President Caprock Risk Management.  Mr. White 
is an innovative and proficient executive with over 30 years of experience with 
private and publicly traded companies in the financial and investment sectors.  A 
CPA, Mr. White has a MBA from New York University and an MBA from 
Bowdoin College. 
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Disclaimer 
 

This publication is intended for informational purposes only and the opinions 
set forth herein should not be viewed as an offer or solicitation to buy, sell or 
otherwise trade Equities, futures and/or options. All opinions and information 
contained in this document constitute Caprock Risk Management (CRM) 
judgment as of the date of this document and are subject to change without 
notice. CRM, persons connected with it, members of the CRM, subsidiaries 
and affiliates ("Affiliated Companies") and their respective directors and 
employees may, directly or indirectly, effect or have effected a transaction for 
their own account in the investments referred to in the material contained 
herein before or after the material is published to any customer of an 
Affiliated Company or may give advice to customers which may differ from 
or be inconsistent with the information and opinions contained herein. While 
the information contained herein was obtained from sources believed to be 
reliable, no Affiliated Company accepts any liability whatsoever for any 
direct, indirect or consequential loss arising from any inaccuracy herein or 
from any use of this document or its contents. 
 
This document may not be reproduced, distributed, or published in electronic, 
paper, or other form for any purpose without the prior written consent of 
CRM. This report has been prepared without regard to the specific investment 
objectives, financial situation and needs of any particular recipient. 


