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Event
We are publishing this brief note to highlight what we view as an opportunity to buy
shares of CNL during a period of significant underperformance brought about by a
weighting reduction in the GDXJ Index, which takes effect at the end of this week.

Impact: NEUTRAL
■ Continental has underperformed the GDXJ since the company's 52-week high in

February, with CNL down ~39% since then and the GDXJ down only ~19%. We
believe that the underperformance is due to pre-selling in advance of the decrease
in weight in the GDXJ taking effect at the end of this week.

■ As a reminder, last month, Continental Gold announced that Newmont Mining
Corp. and RK Mine Finance had agreed to make a strategic investment of
$134mm in the company at C$4.00/share, a 46% premium to the close of C$2.74/
share (on May 10).

■ Together with the $250mm debt facility announced in January, the company now
has a total of $407mm to put towards project capex that was estimated at $389mm
in the February 2016 Feasibility Study (FS). We expect additional funding to come
from equipment vendor financing (Exhibit 2).

■ With funding substantially de-risked, we would expect the stock to begin re-
rating from its current developer discount to an eventual producer multiple as it
progresses through construction toward production expected in 2020. We provide
a more detailed timeline in Exhibit 3.

■ As a reminder, the FS defined Proven & Probable Reserves of 3.7 Moz grading
8.4 g/t, within total resources of 9.0 Moz at 9.8 g/t.

■ Continental is currently trading at 0.57x our corporate NAV5%. This is below its
closest peer, Lundin Gold, which is trading at 0.77x NAV5% and was not affected
by the GDXJ re-balancing. An example of a small-cap producer that could be a
comparable when CNL reaches production would be Guyana Goldfields, in our
view. Guyana currently trading at 1.11x NAV5%.

TD Investment Conclusion
With the company's permit and funding in place, we believe that Buritica stands as
one of the largest and highest grade, independently owned, construction-ready gold
projects in the world. We expect the stock to re-rate progressively higher as the
company continues to advance the project (Exhibit 1).

7 7

6 6

5 5

4 4

3 3

2 2
Jun-17Apr-17Feb-17Dec-16Oct-16Aug-16

CNL-T: Price Company Profile
Continental Gold Inc. is a Toronto-based gold
exploration company with one of the largest
portfolios of mineral rights in the rapidly emerging
Colombian gold sector. The company is focused
on its flagship Buritica (100%) gold project in
Colombia.
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Recommendation: SPEC BUY

Risk: SPECULATIVE

12-Month Target Price: C$7.00

12-Month Dividend (Est.): C$0.00

12-Month Total Return: 100.6%

Market Data (C$)
Current Price C$3.49 
52-Week Range $2.62 - $5.75
Mkt Cap (f.d.) ($mm) $670.1
Current Dividend $0.00
Dividend Yield 0.0%
Avg. Daily Trading Vol. 1,413,643

Financial Data (C$)
Fiscal Y-E December
Shares O/S (f.d)(mm) 192.0
Float Shares (mm) 148.6
Net Debt/Total Cap 0.0%
Cash ($mm) $157.0
NAVPS $6.15
Resources (mm oz) 9.0

Cash ($mm): in US$
All figures in US$, unless otherwise specified
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Details 

Exhibit 1. Life Cycle of a Typical Mining Stock 

 

Source: TD Securities Inc. 

 

Exhibit 2. Buritica Sources and Uses of Cash 

 

Source: Company, TD Securities Inc. 
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Advancing Project Development

Stock gains momentum as 
drill-indicated resource base 
and market following grow.

Interest wanes with infill 
drilling, technical studies, 
permitting, etc.; adjusts for 
feasibility expectations.

Construction Production

Market stops 
responding to 

exploration results as 
focus shifts to 

feasibility

Production 
decision

Production 
commences

Exploration

Gradual revaluation to 
producer multiples as 
production approaches and 
technical, financial, permitting 
and timeline risk are removed.

Continued revaluation with 
successful start-up; market 
attention shifts to growth and 
upside opportunities. 

Feasibility

Interpreted position of Continental at present 

Construction is expected to begin at Continental’s flagship Buritica gold
project (100%) later this year. Typically, during the construction phase,
development-stage companies will re-rate to higher multiples as production
draws closer, with the re-rate happening more quickly for projects
perceived to be of higher quality.

Sources, Uses and Potential Financing $mm

CAPEX for Buriticá Project (2016 Feasibility Study) $389

Financing Completed

Cash position (March 31, 2017) $23

Red Kite Credit Facility $250

Equity Financing with Newmont and Red Kite $134

TOTAL $407

Potential Future Financing Alternatives

Warrants at C$4.75 Expiring Nov 25, 2017 (if exercised in full) $20

Warrants at US$3.67 Expiring Jan 10, 2021 (if exercised in full) $11

Equipment Lease Financing Up to $30

Other non-dilutive financing alternatives Negotiable
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Newmont Strategic Investment 

 As a reminder, last month Continental Gold announced that Newmont 
Mining Corp. (NEM-US) had agreed to make a strategic investment of 
$109mm (37.38mm shares) in the company via a non-brokered private 
placement at C$4.00/share, a 46% premium to the close of 
C$2.74/share as at May 10. 

 Concurrently, with Newmont’s investment into Continental, RK Mine 
Finance also agreed to purchase 8.59mm shares of Continental on a 
private-placement basis at a price of C$4.00/share for a total 
investment of $25mm. 

 Newmont and Red Kite now own 19.9% and 4.6%, respectively. 

 The terms of Newmont’s investment into Continental include 
Newmont’s right to participate in future equity issuance to maintain its 
ownership stake; the two companies establishing joint technical and 
sustainability committees and a strategic exploration alliance; and 
Newmont holding a seat on Continental’s Board of Directors. Stephen 
Gottesfeld was appointed to the Board of Directors and Audit 
Committee earlier this week. Mr. Gottesfeld is Executive Vice-President 
and General Counsel of Newmont. 

Exhibit 3. Project Timeline 

 

Source: Company 
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Exhibit 4. Planned Advances for 2017 

 

Source: Company 

February 2016 Feasibility Study 

 At $1,200/oz Au, the NAV5% of the project was estimated at $860mm 
and the After-Tax IRR at 31.2%, which we regard as robust. A 17% 
decrease in gold price ($1,000/oz Au) lowers the project’s NAV5% by 
approximately 35% to $560mm, according to the FS. 

 Production was forecast at 253 koz/year (282 koz/year over the first five 
years) at cash costs of $411/oz (AISC of $492/oz). Pre-production 
capital expenditures were estimated at $389mm. 

 Proven & Probable Reserves were estimated at 3.7 Moz grading 8.4 
g/t. Total Resources (inclusive) were estimated at 9.0 Moz at 9.8 g/t. 
These estimates were, in our view, well-supported by extensive drilling 
(736 holes) and underground sampling (7.2 km). 

Outlook 

We have made no changes to our estimates, and our corporate NAV5% remains 
unchanged at C$6.15/share. 

Anticipated Timeline 

 Construction & Development — H2/17E 
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Valuation 

We calculate that Continental is currently trading at 0.57x our corporate NAV5%, which 
is below its development-stage peers, which are trading at an average of 0.67x 
NAV5%. Within our coverage universe, we believe that Lundin Gold Inc. (LUG-T) is 
Continental’s closest peer. 

Exhibit 5. P/NAV Comparison 

 

Source: TD Securities Inc. 

Justification of Target Price 

We generate our target price by applying a 1.1x multiple to our fully financed corporate 
NAV5%, calculated at a long-term gold price of $1,300/oz. We believe that our multiple 
is reasonable for what we characterize as one of the largest and highest grade, 
independently owned, fully funded, construction-ready gold projects in the world. 

Key Risks to Target Price 

Key risks to target price include: Gold, silver, and fuel price risks; foreign exchange rate 
risk; forecasting risk relating to deposit size; financial and market risks; technical risk; 
risk related to the cost and availability of financing; capital and operating cost risks; 
timing risk; political risk, including risks related to indigenous people; permitting risk; 
environmental risk, including earthquake and landslide risks; title risk and risks related 
to the acquisition of surface rights; illegal mining risk; and staffing and key personnel 
retention risks. 
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Definition of Research Ratings

ACTION LIST BUY: The stock's total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months and it is a top pick in the Analyst's sector.
BUY: The stock’s total return is expected to exceed a minimum of 15%, on a risk-adjusted basis, over the next 12 months.
SPECULATIVE BUY: The stock's total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that could result
in significant loss.
HOLD: The stock’s total return is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
TENDER: Investors are advised to tender their shares to a specific offer for the company's securities or to support a proposed combination reflecting our view that a superior offer
is not forthcoming.
REDUCE: The stock’s total return is expected to be negative over the next 12 months.

Overall Risk Rating in order of increasing risk: Low (7.3% of coverage universe), Medium (37.5%), High (43.7%), Speculative (11.4%)

Research Dissemination Policy
TD Securities makes its research products available in electronic and/or printed formats and as soon as practicable distributes them to its institutional clients who are entitled to receive
them. The Action Notes are distributed by email, and are available in PDFform on Thomson Reuters, Bloomberg, S&P Capital IQ and FactSet. Research Reports are distributed by email;
they are also printed and distributed by courier to our entitled clients. PDFs of Reports are available on Thomson Reuters, Bloomberg, S&P Capital IQ and FactSet. All research is available
by password to entitled institutional clients at https://www.tdsresearch.com/equities

Analyst Certification
Each analyst of TD Securities Inc. whose name appears on page 1 of this research report hereby certifies that (i) the recommendations and opinions expressed in the research report
accurately reflect the research analyst's personal views about any and all of the securities or issuers discussed herein that are within the analyst’s coverage universe and (ii) no part
of the research analyst's compensation was, is, or will be, directly or indirectly, related to the provision of specific recommendations or views expressed by the research analyst in
the research report.

Disclaimer
This material is for general informational purposes only and is not investment advice nor does it constitute an offer, recommendation or solicitation to buy or sell a particular financial
instrument. It does not have regard to the specific investment objectives, financial situation, risk profile or the particular needs of any specific person who may receive this material. No
representation is made that the information contained herein is accurate in all material respects, complete or up to date, nor that it has been independently verified by TD Securities.
Recipients of this analysis or report are to contact the representative in their local jurisdiction with regards to any matters or questions arising from, or in connection with, the analysis
or report.

Historic information regarding performance is not indicative of future results and investors should understand that statements regarding future prospects may not be realized. All
investments entail risk, including potential loss of principal invested. Performance analysis is based on certain assumptions, the results of which may vary significantly depending on the
modelling inputs assumed. This material, including all opinions, estimates and other information, constitute TD Securities’ judgment as of the date hereof and is subject to change without
notice. The price, value of and income from any of the securities mentioned in this material can fall as well as rise. Any market valuations contained herein are indicative values as of the
time and date indicated. Such market valuations are believed to be reliable, but TD Securities does not warrant their completeness or accuracy. Different prices and/or valuations may
be available elsewhere and TD Securities suggests that valuations from other sources be obtained for comparison purposes. Any price or valuation constitutes TD Securities’ judgment
and is subject to change without notice. Actual quotations could differ subject to market conditions and other factors.

TD Securities disclaims any and all liability relating to the information herein, including without limitation any express or implied representations or warranties for, statements contained
in, and omissions from, the information. TD Securities is not liable for any errors or omissions in such information or for any loss or damage suffered, directly or indirectly, from the use
of this information. TD Securities may have effected or may effect transactions for its own account in the securities described herein. No proposed customer or counterparty relationship
is intended or implied between TD Securities and a recipient of this document.

TD Securities makes no representation as to any tax, accounting, legal or regulatory issues. Investors should seek their own legal, financial and tax advice regarding the appropriateness
of investing in any securities or pursuing any strategies discussed herein. Investors should also carefully consider any risks involved. Any transaction entered into is in reliance only
upon the investor’s judgment as to financial, suitability and risk criteria. TD Securities does not hold itself out to be an advisor in these circumstances, nor do any of its representatives
have the authority to do so.

The information contained herein is not intended for distribution to, or use by, any person in any jurisdiction where such distribution or use would be contrary to applicable law or
regulation or which would subject TD Securities to additional licensing or registration requirements. It may not be copied, reproduced, posted, transmitted or redistributed in any form
without the prior written consent of TD Securities.
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If you would like to unsubscribe from our email distribution lists at any time, please contact your TD Securities Sales Contact. If you are located in Europe, Asia, Australia or New Zealand
you may also unsubscribe by emailing us at Privacy.EAP@tdsecurities.com.

You can access our Privacy Policy here (http://www.tdsecurities.com/tds/content/AU_PrivacyPage?language=en_CA&language=en_CA).

Australia: If you receive this document and you are domiciled in Australia, please note that this report is intended to be issued for general information purposes only and distributed
through the Toronto Dominion Australia Limited (“TDAL”). TDAL does not hold itself out to be providing financial advice in these circumstances. TD Securities is a trademark and
represents certain investment dealing and advisory activities of Toronto-Dominion Bank and its subsidiaries, including TDAL. The Toronto-Dominion Bank is not an authorized deposit-
taking or financial services institution in Australia. TDAL is a holder of an Australian Financial Services License (404698) and is regulated by the Australian Securities and Investments
Commission.

Canada: Canadian clients wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TD Securities or TD Securities Inc. TD Securities
Inc. is a member of the Canadian Investor Protection Fund.

Hong Kong: This document, which is intended to be issued in Hong Kong only to Professional Investors within the meaning of the Securities and Futures Ordinance (the "SFO") and
the Securities and Futures (Professional Investor) Rules made under the SFO, has been distributed through Toronto-Dominion Bank, Hong Kong Branch, which is regulated by the Hong
Kong Monetary Authority.

China, India and South Korea: Insofar as the document is received by any persons in the People's Republic of China (“PRC”) (which, for such purposes, does not include Hong Kong,
Macau or Taiwan), India and South Korea, it is intended only to be issued to persons who have the relevant qualifications to engage in the investment activity mentioned in this document.
The recipient is responsible for obtaining all relevant government regulatory approvals/licenses themselves, and represents and warrants to TD Bank that the recipient's investments
in those securities do not violate any law or regulation, including, but not limited to, any relevant foreign exchange regulations and/or overseas investment regulations. The Toronto-
Dominion Bank has a representative office in Shanghai, Mumbai and Seoul which should be contacted for any general enquiry related to The Toronto-Dominion Bank or its business.
However, neither any of the Toronto-Dominion Bank offshore branches/subsidiaries nor its representative offices are permitted to conduct business within the borders of the PRC, India
and South Korea. In locations in Asia where the Bank does not hold licenses to conduct business in financial services, it is not our intention to, and the information contained in this
document should not be construed as, conducting any regulated financial activity, including dealing in, or the provision of advice in relation to, any regulated instrument or product.
This publication is for general information only, without addressing any particular needs of any individual or entity, and should not be relied upon without obtaining specific advice in
the context of specific circumstances.

Japan: For Japanese residents, please note that TD Securities is not licensed in Japan and this is being provided to qualified financial institutions (“QFI”) only under a relevant exemption
to the Financial Instruments and Exchange Law.

New Zealand: The Toronto-Dominion Bank is not a “registered bank” in New Zealand under the Reserve Bank Act 1989.

Singapore: This report is distributed in Singapore by The Toronto-Dominion Bank, Singapore Branch, and recipients in Singapore of this report are to contact The Toronto-Dominion
Bank, Singapore Branch in respect of any matters arising from, or in connection with, this report. The Toronto-Dominion Bank, Singapore Branch is regulated by the Monetary Authority
of Singapore. Where this report is issued or promulgated in Singapore, it is only intended for distribution to a person who is an accredited investor, expert investor or institutional investor
as defined in the Securities and Futures Act (Cap. 289) or the Securities and Futures (Prescribed Specific Classes of Investors) Regulations 2005 issued by the Monetary Authority of
Singapore.

United Kingdom and Europe: This document is prepared, issued or approved for issuance in the UK and Europe by TD Securities Limited in respect of investment business as agent
and introducer for TD Bank. The Toronto-Dominion Bank is authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited
regulation by the Prudential Regulation Authority. TD Securities Limited is authorised and regulated by the Financial Conduct Authority. Insofar as the document is issued in or to the
United Kingdom or Europe, it is intended only to be issued to persons who (i) are persons falling within Article 19(5) ("Investment professional") of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (as amended, the "Financial Promotion Order"), (ii) are persons falling within Article 49(2)(a) to (d) ("High net worth companies, unincorporated
associations, etc.") of the Financial Promotion Order, or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the
Financial Services and Markets Act 2000) in connection with the issue or sale of any securities may otherwise lawfully be communicated or caused to be communicated. European clients
wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TD Securities Limited. Insofar as the information in this report is issued
in the U.K. and Europe, it has been issued with the prior approval of TD Securities Limited.

United States: U.S. clients wishing to effect transactions in any security discussed herein must do so through a registered representative of TD Securities (USA) LLC.

TD Securities is a trademark of TD Bank and represents TD Securities Inc., TD Securities (USA) LLC and TD Securities Limited and certain investment and corporate banking activities
of TD Bank and its subsidiaries.

© Copyright 2017 The Toronto-Dominion Bank. All rights reserved.

Full disclosures for all companies covered by TD Securities can be viewed at https://www.tdsresearch.com/equities/welcome.important.disclosure.action

Page 7 of 7

June 14, 2017

Action Note
Equity Research June 14, 2017

https://www.tdsresearch.com/equities/welcome.important.disclosure.action

