INVESTMENT

ANALYZING MINING STOCKS

Finding those resource diamonds in the rough. Have you ever wondered if there is a way
to quickly and easily nd resource stocks that have the highest potential for gains?

by Matt Blackman

ow often have you bought a stock on a hunch or after
H hearinga hottip only to watch helplessly as it drops in
price? This brings up another interesting question. How

do you pick stocks?

Some simply rely on recommendations from their brokers.
Others rely on nancial TV programs for their research. If the sys-
tem you use is consistently making you money, congratulations!
You are member of a small but elite group of investors. But the
reality is that playing the stock market is no simple task, especially
considering that most TSX Venture companies are exploration
companies with little or no earnings. Pouring over nancial state-
ments and lings is usually of little help. While no system in the
world will remove the risk of loss, here are a few ideas that will
help you nd winners while keeping you from losing your shirt.

SEASONS IN THE SUN

Before deciding what to buy, it helps to know if a stock is cyclical.
The chart below indicates the cyclical nature of resource stocks.
Seasonal cycles will often move the stock.

We analyzed various resources for the evidence of seasonal cycles.
While seasonality is not the only consideration when deciding
when to buy or sell, it is important in providing a timing backdrop.
It is also important to point out that seasonal cycles are not ironclad.
They change over time as conditions change so its important to con-

Figure 1 Graph showing cyclical periods for various sectors on the
Toronto Stock Exchange. Chart by www.TradeSystemGuru.com
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duct periodic tests to insure they are still in vogue before relying on
them to time your trades. Figure 1 shows the patterns we found in
backtesting for stocks and commodities on Canadian markets.

SCREENING FOR SUCCESS

Stock trading record holder Dan Zanger who turned $11,000 into

a cool $42 million in 23 months in 1999-2000 tells an interesting

story about a call he got from regulators a few years ago. Hed sold

a rather large position in a stock that got pummeled a couple of

days later. Suspecting that he might be operating on inside infor-

mation, they wanted to know why hed sold when he did.

The stock was no longer going up and | make it a habit of getting
rid of any stocks that have stopped moving higher, he told them.
It was a short phone call but clearly demonstrated his momentum
policy. If a stock isnt moving up, why continue to hold it?

Here is our shopping list used to build our stock screener.
While the one we used (VectorVest Canada) is subscription based,
there are some free screeners available that do a reasonable job of
helping in the task (please see link at the end of this article). The
difference is that they require more manual work.

1 Exchange TSX Venture Exchange.

2 Industries Energy and mining-related stocks.

3 Price $0.05 or higher.

4 Volume To facilitate quick and easy entries and exits with a
minimum spread cost, we want liquid stocks that trade an aver-
age of 50,000 shares per day.

5 Momentum 1  Since we are looking for short-term trades we
used a weekly gain of 5% as our performance or delta param-
eter. If youre looking for a longer hold, use a longer period but
remember that this group tends to be very volatile. The longer
you are in the trade, the greater the risk.

6 Momentum 2 To eliminate stocks trending lower, we searched
for stocks that have not dropped signi cantly in the last four
weeks.

7 Momentum 3 To nd stocks in near-term uptrends we added
the condition that the 5-day simple moving average (SMA) was
above the 10-day SMA. Moving averages are a great way of
smoothing a volatile stock and providing a clearer picture of
what is going on. Stocks in an uptrend have shorter-term moving
averages above longer-term.

8 Fundamental criteria 1 TSX Venture resource stocks dont
generally have earnings, so using price/earnings, price-earnings-
growth or other traditional ratios wont work. But we want to
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