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Being Cautious on the Gold Producers

Numerous analysts and market pundits are promoting gold producers as if they’re the safest investment
option as we work through the market turmoil. Many are advocating that investors should be adding gold
equities to their portfolios. While | understand the thought process behind a flight to gold, | must question
the wisdom.

What's important to consider is that gold miners are not essential businesses. What’s happening now, is that
a vast number of miners are being forced to halt or curtail production as companies are mandated by
governments to follow emergency social distancing. For example, we’ve seen Agnico Eagle Mines Limited
(TSX: AEM) taking action to shut down its Quebec mining operations. Normally, | would like the tactic of
holding gold equities in volatile markets and particularly when the financial system is being stressed. What’s
key here, is that the current circumstances are very different from any prior financial crisis.

In the past, problems have usually started from the top (banks) and dwindled down to mainstreet. This time
it’s the reverse. The problem is not the world banking system, but the COVID-19 stress on mainstreet
businesses. Hence the importance of the $2 trillion USD stimulus from Washington and similar moves from
Ottawa. The proactiveness of quantitative easing was an essential move as central banks were well ahead of
the curve, having quickly assessed the impact of financial system stress that will result from mainstreet
temporarily shutting down.

Because of this, the pricing behaviours of physical gold bullion and gold equities will very likely diverge. Given
this thesis, I’'m more positive on physical gold products like the iShares Gold Bullion Fund (TSX: CGL/C). |
further believe that that companies that produce copper, nickel, iron, lithium, and oil are more essential than
gold producers. This is why | believe Franco-Nevada Corp. (TSX: FNV) is a superior investment than an
individual producer. The advantage that FNV has is a continuous stream of royalties. This provides natural
diversification on both a geographic and operational basis. Steering away from gold producers is a prudent
strategy for the near term as the process of turning off/on a gold mine is not the same as flipping a light
switch.
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Rather than following the crowd in an irrational rush to gold miners, | prefer to focus on opportunities in
essential sectors like utilities, telcos, and consumer staples. The thesis here is that regardless of the impact
on the economy, we are very likely to see continuous and possibly increased demand for energy,

telecommunications and food.
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Chart 1: Palos Domestic Funds versus Benchmarks (Total Returns) * FundServ YTD Returns
Palos Income Fund L.P. PAL100 $5.80 -31.84%
Palos Equity Income Fund - RRSP PAL101 $4.11 -28.16%
Palos Merchant Fund L.P. (Dec 31, 2019)° PAL500 $1.71 20.15%
Palos WP Growth Fund - RRSP PAL210 $4.85 -36.61%
Palos-Mitchell Alpha Fund (Fund Initiated on Jan 29, 2019)° PAL300 $5.93 -42.88%
S&P TSX Composite (Total Return with dividends reinvested) -25.08%
S&P 500 (Total Return with dividends reinvested) -20.96%
S&P TSX Venture (Total Return with dividends reinvested) -32.68%

Chart 2: Market Data *

US Government 10-Year 0.67%
Canadian Government 10-Year 0.74%
Crude Oil Spot US $21.51

Gold Spot US $1,625.00
US Gov't10-Year/Moody BAA Corp. Spread 403 bps
USD/CAD Exchange Rate Spot US $0.7152

1 . .

Period ending March 27, 2020. Data extracted from Bloomberg
2 . .

Fund is priced annually

3 . .
Fund is priced weekly on Tuesdays
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Disclaimer:

This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”). This publication may
be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, and/or transferred, in any form or by any
means, but only as long as it is unaltered and attributed to Palos. This publication and its contents may not be sold or licensed without Palos’
written permission. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no
representation or warranty, express or implied, is made or implied regarding accuracy or completeness. The information provided does not
constitute investment advice and it should not be relied upon on as such. If you have received this communication in error, please notify us
immediately by electronic mail or telephone. This document may contain certain forward-looking statements that are not guarantees of future
performance and future results could be materially different. Past performance is not a guarantee of future performance. “S&P” is a registered
trademark of Standard and Poor’s Financial Services LLC. “TSX” is a registered trademark of TSX Inc. The Bloomberg USD High Yield Corporate
Bond Index is a rules-based, market value weighted index engineered to measure publicly issued noninvestment grade USD fixed rate, taxable,
corporate bonds. To be included in the index a security must have a minimum par amount of 250MM.
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