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Raising Target Price
 
 

Recommendation
Rating: Outperform
Price Target (in $): $1.78
Expected Return: 58.9%
Dividend: NA
Enterprise Value (MM): $177.7

Cash Flow per Share
2012A 2013E 2014E

FY $(0.06) $(0.06) $(0.06)
P/CF NM NM NM

 
Stock Statistics as of 11/29/2013 (in $)
Price: $1.12
52W Range: $2.43-$1.04
Shares Out (MM): 159.5
Market Cap (MM): $178.7
Net Debt (MM): $(1.0)
General: Fiscal year ends June 30th.
 
Fundamentals
Earnings Per Share ('12A) $(0.04)
Earnings Per Share ('13E) $(0.06)
Earnings Per Share ('14E) $(0.06)
P/E ('12) NM
P/E ('13) NM
P/E ('14) NM
EBITDA ('12A) $(8.8)
EBITDA ('13E) $(8.9)
EBITDA ('14E) $(9.0)

Net Asset Value: $3.44
P/NAV: 0.33x
Daily Liquidity ($$MM): $1.3

We are raising our NAV and Target Price on shares of PZG
to incorporate a small, heap leach scenario at San Miguel;
complimenting the existing plan for a 4000 tpd mill.

Recent Metallurgical Results Support Leaching Of Lower Grade Resources
In early November, Paramount announced the results of new metallurgical test work
on samples from its 100% owned San Miguel project in Mexico. Results conducted by
McClelland (of Nevada) confirmed economic recovery of gold and silver from 2 of the
planned open-pit deposits (San Antonio and San Francisco) using conventional heap leach
processes. Recoveries up to 83.8% were achieved at the gold rich San Francisco deposit,
while recoveries up to 50.4% from the silver rich San Antonio deposit. Most of these deposits
were excluded in the Feb. PEA, due to the economics of sending low grade material through
a mill. Lower grade resources at San Francisco and San Antonio for open-pit heap leaching
indicate nearly 42MM tonnes of material containing nearly 400k oz of gold and 32MM oz of
silver.

Incorporating A Heap-Leach Scenario
Based on a leach-able resource of 38MM tonnes, we have incorporated a 7000 tpd leach
scenario to compliment the PEA mill scenario. We envision a single stage crush and leach
pad facility to be constructed in 2015, with first production in late 2015. Both operating
and capital costs for this facility would benefit from the mill facilities being constructed
concurrently. We estimate average annual production of 22k oz of Au and 877k oz of Ag
for a 15 year mine life. With a capital cost of only $25MM (mostly leach pads and solution
handling), this project, while small vs. the mill project, yields an attractive return of ~58%
(subject to assumptions).

NAV Impact
The San Miguel leach project adds an additional $0.53/sh to our NAV calculation, and an
additional $0.40/sh to our Target Price (Exhibit 1). We maintain our Outperform rating on
shares.

Please see addendum of this report for important disclosures.
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Exhibit 1. NAV and Target Price Breakdown by Asset

Shares Out 159.5

ADVANCED PROJECTS IRR NAV/Share
San Miguel Mill Operations (100%, Mexico) 32% 1.38
San Miguel Leach Ops (100%, Mexico) 58% 0.53
Sleeper Mine - Oxd/Slfd/Lch/Mll Ores (100% Nevada) 13% 1.58

Total Operating NAV 3.49

NAV less Net Debt $3.44

45%
MULTIPLES
San Miguel Mill Operations (100%, Mexico) 0.75X
San Miguel Leach Ops (100%, Mexico) 0.75X
Sleeper Mine - Oxd/Slfd/Lch/Mll Ores (100% Nevada) 0.25X

FAIR MARKET PRICE TARGETS
San Miguel Mill Operations (100%, Mexico) 1.04
San Miguel Leach Ops (100%, Mexico) 0.40
Sleeper Mine - Oxd/Slfd/Lch/Mll Ores (100% Nevada) 0.40

Adjusted NAV 1.83

Adjusted NAV less Net Debt $1.78

Source: Cowen and Company estimates.

Exhibit 2. AuEq Production and Cost Forecast
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Source: Cowen and Company estimates.
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Valuation Methodology & Investment Risks

Valuation Methodology
Emerging Miners:

In the Precious Metals and Emerging Miners space, we utilize NAV methodology (income approach) to value developing and operational mining
plays as this method encompasses key variables such as: price, operating costs, up-front capital, mine life, time-value of money, and the corporate
balance sheet. This method allows for these variables to change over time.

Our individual asset values use Reserves and Resources to determine project life. Where possible, forward commodity and exchange rate price
strips are used to generate revenues and modify costs. Costs are built from historic results, modifications of existing studies, or from independent
studies of like deposits. Full costing (on-site & off-site), stripping ratios, oil price, and currency rates are used to determine costs per ton. Relatively
recent contract smelting and refining terms, payable rates, and shipping rates are used. Estimates of capital expenditures for new projects or
brownfield expansions rely on recent detailed costing studies and various rules of thumb regarding both upfront and sustaining capital costs. Due to
the nature of exploration assets, where key variables have greater uncertainty, the market or cost approaches are generally preferred to the income
approach. However, these approaches themselves contain a great deal of uncertainty, where value determination is indirect -- as no two assets are
directly comparable, due to intrinsic differences in geology, land ownership, legal/tax regime, mineralogical potential, and extraction economics. In
addition, as market conditions and commodity prices change, previous market transactions quickly become stale and no longer representative of
current fair-market value. As assets develop and more information is gathered, the cost and market approach advantages give way to the income
approach which is our primary valuation choice.

For the market approach, we prefer to use more than one comparable transaction, adjusting transactions to take into account non-comparable
factors, and then using a per-area-unit approach (such as dollars/claim). For the cost approach, we favor the geoscience matrix approach (Kilburn,
1990) -- where five major criteria (broken into 19 parts) are considered to reach a value per claim based on a multiple to- cost per claim. However,
this approach reaches a maximum value per claim, which, at a point, ceases to be representative of successful advances in exploration and
development. Early-stage exploration properties may be accounted for using 3% of current in-situ value. For precious metal dominated development
projects, we derive an average “precious metal discount rate” from the market price of the largest precious metal equities we have modeled.
Currently, we calculate a discount rate near 10%. Similarly, we determine a “base metal discount rate” by utilizing the 3 large copper producers we
have modeled. Our calculated base metal discount rate is approximately 14%. Gold companies usually trade at higher financial multiples and lower
discount rates due to the expected low beta to market of the underlying commodity, which frequently leads to the aggressive practice of evaluating
gold projects on a zero discount rate. Back calculation of discount rates for large, multi-asset miners supports our view of discount rates, however.
Most importantly, 1) we remain agnostic to price forecasting, 2) utilize consistent discount rates between projects and companies and 3) present
investors with an asset by asset breakdown of NAV. By following this methodology we avoid personal biases regarding commodity price expectations
and relative risk perceptions, thus providing a framework for the investor to apply their own commodity price views and risk handicaps. Our ratings
and price targets are based upon a combination of value and leverage relative to a company’s peer group.

Investment Risks
Emerging Miners:
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Political Risk: With worldwide assets, miners are subject to significant political risk. Despite compliance with national laws, provincial or local
opposition (legal or otherwise) may impact operations. Changing federal laws and regulations may negatively impact project economics, regardless
of prior agreements. Environmental groups and other non-governmental organizations may actively pursue tactics (legal or otherwise) that can
negatively impact miners.

Operational and Technical Risk: The mining industry contends with risks associated with large-scale equipment, earth moving operations, and
heavily strained processing equipment. These operations are subject to uncertainties that must be recognized and managed to avoid major, and
often catastrophic, negative events. All mines are fundamentally unique, and thus dangers must constantly be investigated and managed. Similarly,
new projects are subject to technical risks, and design flaws may result from applying an existing process to a new ore body.

Commodity Price Risk: Nearly all commodity-related equities are exposed to changes in the underlying commodity. Investors may seek this exposure
for the upside potential, but must recognize that leverage cuts both ways. Lower commodity prices could undoubtedly make attractive projects less
economically viable.

Market Risk: While the market sentiment toward the group is often tied closely with commodity prices (and risk), it may also be impacted by business
cycle expectations and general opinion as to the legitimacy of the sector.

Financing and Dilution Risk: The cost of financing changes beyond the control of any company, and the availability of capital can appear or
disappear rapidly. If a miner does not access the capital markets when conditions are favorable (either when the stock price is strong or debt is
inexpensive), then management might find themselves short of capital and forced to take very expensive debt financing or issue equity at very low
prices or risk going bankrupt altogether, both to the detriment of existing shareholders.

Royalty Risk in the US and Abroad: Mining companies in the US and abroad may be subject to a changing royalty regime which can negatively
impact profitability and/or the economic viability of developing projects. Currently in the U.S. Congress there are two bills. One would impose gross
revenue royalties while the other would impose a net revenue royalty. Passage of either bill would prove detrimental to exploration and mining
investment in the US.

Company Specific Risks

Our Outperform rating reflects our view that Paramount offers investors exposure to an emerging exploration story in the heart of Mexico’s prolific
gold-silver belt. Risks to our price target include (1) resource & technical risk as the company has completed several 43-101 compliant resource
studies on its San Miguel property (and a 43-101 at Sleeper in Nevada), these do not represent the current expectations based on newer exploration
work and geologic interpretations. Resource definition and development is still at an early stage, and key economic variables have yet to be well
defined, (2) political/legal/permitting risk as Paramount has signed agreements with two ejidos, or surface-owner councils, allowing for surface
disturbance during exploration activities for an effective for a period of five years; permitting exploration in exchange for compensation, and (3)
cash burn/share dilution risk as is the case for most exploration and development companies, Paramount has no current production or operating
revenues. We expect the company to continue to burn cash and generate losses for the foreseeable future, while they continue to explore and
develop the Palmarejo-San Miguel District.
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Addendum
STOCKS MENTIONED IN IMPORTANT DISCLOSURES
Ticker Company Name

PZG Paramount Gold and Silver Corp.

Analyst Certification
Each author of this research report hereby certifies that (i) the views expressed in the research report accurately reflect his or her personal views about
any and all of the subject securities or issuers, and (ii) no part of his or her compensation was, is, or will be related, directly or indirectly, to the specific
recommendations or views expressed in this report.

Important Disclosures
Cowen and Company, LLC and or its affiliates make a market in the stock of Paramount Gold and Silver Corp. securities.

Cowen and Company, LLC compensates research analysts for activities and services intended to benefit the firm's investor clients. Individual
compensation determinations for research analysts, including the author(s) of this report, are based on a variety of factors, including the overall
profitability of the firm and the total revenue derived from all sources, including revenues from investment banking. Cowen and Company, LLC does
not compensate research analysts based on specific investment banking transactions.

Disclaimer
This research is for our clients only. Our research is disseminated primarily electronically and, in some cases, in printed form. Research distributed
electronically is available simultaneously to all Cowen and Company, LLC clients. All published research can be obtained on the Firm's client website,
https://cowenlibrary.bluematrix.com/client/library.jsp.

Further information on any of the above securities may be obtained from our offices. This report is published solely for information purposes, and is not
to be construed as an offer to sell or the solicitation of an offer to buy any security in any state where such an offer or solicitation would be illegal. Other
than disclosures relating to Cowen and Company, LLC, the information herein is based on sources we believe to be reliable but is not guaranteed by
us and does not purport to be a complete statement or summary of the available data. Any opinions expressed herein are statements of our judgment
on this date and are subject to change without notice.

For important disclosures regarding the companies that are the subject of this research report, please contact Compliance Department, Cowen and
Company, LLC, 599 Lexington Avenue, 20th Floor, New York, NY 10022. In addition, the same important disclosures, with the exception of the valuation
methods and risks, are available on the Firm's disclosure website at https://cowen.bluematrix.com/sellside/Disclosures.action.

Price Targets: Cowen and Company, LLC assigns price targets on all covered companies unless noted otherwise. The price target for an issuer's
stock represents the value that the analyst reasonably expects the stock to reach over a performance period of twelve months. The price targets in
this report should be considered in the context of all prior published Cowen and Company, LLC research reports (including the disclosures in any such
report or on the Firm's disclosure website), which may or may not include price targets, as well as developments relating to the issuer, its industry
and the financial markets. For price target valuation methodology and risks associated with the achievement of any given price target, please see the
analyst's research report publishing such targets.

Notice to UK Investors: This publication is produced by Cowen and Company, LLC which is regulated in the United States by FINRA. It is to be
communicated only to persons of a kind described in Articles 19 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005. It must not be further transmitted to any other person without our consent.

Copyright, User Agreement and other general information related to this report
© 2013 Cowen and Company, LLC. Member NYSE, FINRA and SIPC. All rights reserved. This research report is prepared for the exclusive use of
Cowen clients and may not be reproduced, displayed, modified, distributed, transmitted or disclosed, in whole or in part, or in any form or manner,
to others outside your organization without the express prior written consent of Cowen. Cowen research reports are distributed simultaneously to all
clients eligible to receive such research reports. Any unauthorized use or disclosure is prohibited. Receipt and/or review of this research constitutes
your agreement not to reproduce, display, modify, distribute, transmit, or disclose to others outside your organization the contents, opinions, conclusion,
or information contained in this report (including any investment recommendations, estimates or price targets). All Cowen trademarks displayed in this
report are owned by Cowen and may not be used without its prior written consent.

Cowen and Company, LLC. New York (646) 562-1000 Boston (617) 946-3700 San Francisco (415) 646-7200 Chicago (312) 577-2240 Cleveland
(440) 331-3531 Atlanta (866) 544-7009 London (affiliate) 44-207-071-7500

COWEN AND COMPANY RATING DEFINITIONS
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Cowen and Company Rating System effective May 25, 2013
Outperform (1): The stock is expected to achieve a total positive return of at least 15% over the next 12 months
Market Perform (2): The stock is expected to have a total return that falls between the parameters of an Outperform and Underperform over the
next 12 months
Underperform (3): Stock is expected to achieve a total negative return of at least 10% over the next 12 months
Assumption: The expected total return calculation includes anticipated dividend yield
Cowen and Company Rating System until May 25, 2013
Outperform (1): Stock expected to outperform the S&P 500
Neutral (2): Stock expected to perform in line with the S&P 500
Underperform (3): Stock expected to underperform the S&P 500
Assumptions: Time horizon is 12 months; S&P 500 is flat over forecast period
Cowen Securities, formerly known as Dahlman Rose & Company, Rating System until May 25, 2013
Buy – The fundamentals/valuations of the subject company are improving and the investment return is expected to be 5 to 15 percentage points higher
than the general market return
Sell – The fundamentals/valuations of the subject company are deteriorating and the investment return is expected to be 5 to 15 percentage points
lower than the general market return
Hold – The fundamentals/valuations of the subject company are neither improving nor deteriorating and the investment return is expected to be in
line with the general market return

COWEN AND COMPANY RATING ALLOCATION
Distribution of Ratings/Investment Banking Services (IB) as of 09/30/13
Rating Count Ratings Distribution   Count IB Services/Past 12 Months
Buy (a) 394 58.72%   54 13.71%
Hold (b) 255 38.00%   5 1.96%
Sell (c) 22 3.28%   1 4.55%

(a) Corresponds to "Outperform" rated stocks as defined in Cowen and Company, LLC's rating definitions. (b) Corresponds to "Market Perform" as
defined in Cowen and Company, LLC's ratings definitions. (c) Corresponds to "Underperform" as defined in Cowen and Company, LLC's ratings
definitions.
Note: "Buy", "Hold" and "Sell" are not terms that Cowen and Company, LLC uses in its ratings system and should not be construed as investment
options. Rather, these ratings terms are used illustratively to comply with FINRA and NYSE regulations.

Legend for Price Chart:
I = Initation | 1 = Outperform | 2 = Market Perform | 3 = Underperform | UR = Price Target Under Review | T = Terminated Coverage | $xx = Price
Target | NA = Not Available
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