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Kerr Mines Inc. (TSX: KER/ OTC: KERMF / FRA: 7AZ1) — Completes PFS / Commencing a 15,000 m
Drill Program

Sector/Industry: Junior Resource www.kerrmines.com
Market Data (as of April 19, 2018) Highlights
Current Price > Kerr Mines Inc. (“company”, “Kerr”) announced a Pre-

Fair Value

Rating*
Risk*

C$0.49
BUY
4 (Speculative)

Feasibility Study (“PFS”) on its fully permitted Copperstone
project in Western Arizona, U.S.

52 Week Range C$0.17 - C$0.41 > The PFS showed robust economics with an after-tax Internal
Shares O/S 255,785,168 Rate of Return (“IRR”) of 40.1%, at a gold price of
Market Cap C$58.83 M US$1,250 per oz. The study was based on an annual
Current Yield N/A production rate of 38,347 oz for 4.4 years, with a high
P/E (forward) N/A recovery rate estimate of 95%.

P/B 2.0x > At an average grade of 7.36 gpt (across the resource
YoY Return 21.1% 3 : ) ..

YoY TSX 0.7% categories), the Copperstone project is of significantly

*see back of report for rating and risk definitions. higher grade than most of the deposits in the western U.S.

* All figures in C$ unless otherwise specified. > The Net Present Value (“NPV”), and the updated reserve
0ss estimate, were softer than expected. At a gold price of
0 US$1,250 per oz, the PFS showed an after-tax NPV of
03 US$18 million. The updated measured and indicated
03 resource is 0.28 Moz at 7.63 gpt gold, and inferred resource
B is 0.15 Moz at 6.81 gpt gold.

- > We believe the PFS was very conservative as it only
" accounted for 63% of the measured and indicated resource.

Key Financial Data (FYE - June 30)

Also, we believe the current resource and NPV estimates do
not account for any upside potential from the ongoing
exploration. A newly discovered Footwall zone has potential
to be of the same dimensions as the main Copperstone zone.
The company is preparing for a 15,000 m infill and step-out
drill program for 2018.

(C3) 2018 (6M)
Cash 5476,136 5412,662 55,063,432 54,447,985
Working Capital 518.408.191 516,520.873 §2.784.073 §3.216.742
PPE / Mineral Assets 518.356.147 518204 458 518,156,653 §17421.124
Total Assets 521,015.826 523.267.868 523,662,990 524,728,262
Net Income (Loss) 5235285468 51,874,882 51,336,137 57,875,551
EPS 5022 $0.01 -50.01 50.03
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Updated
Resource /
Reserve

On April 10, 2018, Kerr announced results of an updated PFS prepared by Hard Rock
Consulting, LLC (HRC).

Based on a cut-off grade of 3.43 gpt (capped at 69 gpt), the study estimated proved and
probable reserves of 0.18 Moz at 6.79 gpt gold, measured and indicated resources of 0.28
Moz at 7.63 gpt gold, and an inferred resource of 0.15 Moz at 6.81 gpt gold. The estimate
was based on 716 drill holes that intersected mineralization, including a 8,100 m infill and
step-out program completed by Kerr in 2017.

2018 Estimate
Category Grade (gpt) Contained Ounces
Measured 478,100 8.3 128,000
Indicated 646,700 71 148,000
M&I 1,124,800 7.63 276,000
Inferred 666000 6.81 145,700
Proven & Probable 802,048 6.79 175,093

e Reserve estimates are inclusive of the resource estimates.

e QGrade is expressed as grams per tonne.
Source: 2018 PFS

The updated resource estimate has a higher tonnage in the resource categories, but lower
grade and contained ounces, relative to the previous estimate calculated in 2010, which was
based on a higher cut-off grade of 5.1 gpt, and a much higher cap of 172 gpt. The contained
ounces in the reserve categories were down 32%. However, the contained ounces in the
resource categories (measured, indicated and inferred) were only down 5%.

2010 Estimate
Category Grade (gpt) Contained Ounces
Measured 933,493 104 311,083
Indicated 8.163 8.0 2101
M&I 941,658 10.4 213,184
Inferred 334751 123 132,000
Proven 903,739 8.8 2352353
Probable 5,818 6.3 1.178
Proven & Prohable 209,557 8.5 256,431

Reserve estimates are inclusive of the resource estimates.

Grade is expressed as grams per tonne.

Source: 2010 Technical Report
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PFS Results
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Based on the details provided in the April 10- 2018 press release, we speculate that the
2010 estimates were aggressive and probably overstated. We believe that the
significantly higher cap-grade used in 2010 resulted in the inclusion of very high-grade
material that influenced the global average grade of the resource.

On a positive note, HRC’s new estimate confirms the presence of significant high-grade
mineralization that can be extracted economically. The PFS showed robust economics with an
after-tax IRR of 40.1%.

The PFS used a crush-grind-whole ore leach process at 544 tpd, with an average recovery rate
of 95%, for a mine life of 4.4 years. We were pleased with the high recovery rate as we
had used a rate of 90% in our previous models. The high recovery rate is because, unlike
most epithermal deposits where gold is held in veins and stockwork zones adjacent to the
veins, Copperstone’s gold mineralization consists of free gold within faults and open spaces.
This allows for significantly high gold recovery rates versus the conventional oxide deposits
in Nevada (approximately 80%).

The operating cost was estimated at US$128.55 per ton versus the 2010 FS’ estimate of
US$95.64 / ton. A summary of the key inputs is shown below:

2018 PES

Gold Price (US$/0z) $1.250
Througput (tpd) 544
Mine Life (years) 44
Recovery 25%
Annual Gold Production (oz) 38,347

Cash Operating Cost (US%/0z) 5684
ATSC (USS%/0z) 3875
Tnitial CAPEX (USS$. M) $22.7
Operating Profit (LOM) - US$, M $89.1
After- Tax IRR 40.1%
After-Tax Pavback 23
After Tax NPV @ 10% - USS, M 517.91

Source: 2018 PFS

The CAPEX estimate remains attractive at just US$22.7 million, which includes US$3.83
million in contingencies (or 17% of the total). Copperstone’s historic producer status is a
major advantage, as it allows Kerr to re-commence production at a relatively short time frame
and low CAPEX. Historic production totaled 514,000 oz of gold from 5.60 Mt at an average
grade of 0.089 opt (2.78 gpt).
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Processing Plant at Copperstone

Aerial View of the Open Pit

Source: Company

The study gave an after-tax Net Present Value (NPV) at 10% of US$18 million, with a highly
attractive after-tax Internal Rate of Return (IRR) of 40.1%. Note that approximately 100
Koz of measured and indicated resources were not included in the reserve estimate,
which we believe would have added another 2 to 3 years to the mine life, and potentially
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$50 million in additional operating profit.

The following tables shows the NPV’s sensitivity to gold prices.

Gold PriceS/oz Net Cash Flow v py 109% sM Payback
sM years

1.100 $14.25 $3.27 15.34 33
1.150 $22.24 $8.51 239 3
1,200 $29.51 $13.37 3211 26
1250 $36.28 $17.91 40.12 23
1,300 $43.19 $22.53 48.42 2
1350 $49.98 $27.07 56.88 18
1,400 $56.65 $31.50 6524 16

E)

Source: 2018 PFS

There were no comparable figures in the 2010 FS report as it had not presented NPV
estimates at 10%.

Management is currently focused on evaluating non-dilutive financing options to make a
production decision.

Resource The Copperstone zone is estimated to have dimensions of approximately 1,550 m by 500 m.

Upside The average mining width is estimated at 7 m.
Potential

Strike Length for Measured & Indicated & Inferred 1,550m — Copperstone and Footwall Zones

J05L

Existing open pit

Inferred Proposed workings  Existing workings

il

1320 f
gl

Inferred Proven & Probable

A Zone B Zone C Zone D Zone
-182L

Resource Statement*

Bearing:28  Ddip:d

Inferred* » M&I Resource* » P&P Resource*
145,700 0z @ 6.81 git 276,100 0z @ 7.63 it 175,093 0z @ 6.79 git

Source: Company
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Kerr’s 2017 Phase I program (85 holes / 8,159 m), which included both surface and
underground drill holes, was encouraging as it confirmed the down-dip extension of the
Copperstone zone, and discovered a new parallel Footwall zone, where mineralization has
been identified just 150 m from the Copperstone zone. Approximately 4,854 m of the
program was focused on the Footwall zone. The Footwall zone is now estimated to be of 375
m in strike and 350 m in depth. From our discussions with management, the new resource
estimate includes approximately 62 Koz from the Footwall zone in the inferred category.
Management believes that this zone has potential to be very similar in dimensions to the
Copperstone zone.

Targets

COPPERSTONE ZONE
P&P, M&l &
INFERRED RESOURCE
AND ACCESS TO
UNDERGROUND

FOOTWALL ZONE
INFERRED
RESOURCE

-]

&
b
& FOOTWALL ZONE SOUTH
A EXTENSION

INFERRED RESOURCE

SOUTH WEST
TARGET

Source: Company

The company is preparing for a 15,000 m infill and step-out drill program for 2018. The key
objectives are to expand the known resource at Copperstone and the Footwall zones.

The following table shows our speculative resource estimate, assuming the Footwall
mineralization has a strike of 775 m, or 50% of the currently known Copperstone strike of
1,550 m.
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Strike (m) Width {m) Depth (m)
Copperstone 1.550 1 400 1612000
Footwall 773 1 330 705,250
Total 2,317,250
Source: FRC

Copperstone continues to be of significantly higher grade than most of the deposits in
the western U.S. As shown, the average grade of 0.65 gpt is significantly lower than
Copperstone’s grade of 7.36 gpt.

Gold Projects in the Western U.S.

Annual Gold
Production
(est.)

Au grade (g/t, Total Au equiv.
global) 0z

Project Location

1 Sleeper Gold Paramount Gold Nevada Mevada 034 6,373,452 83,500 FEA
2 North Bullfrog + Mother Lode Corvus Gold MNevada 0.26 2,730,155 150,000 PEA
3 Grassy Mountain Paramount Gold Nevada Oregon 0.82 1,904,087 33.000 PEA
4 Talapoosa Timbetline Resources Mevada 101 1,684,150 33,000 FEA
h] Florida Canyon Mine Eye Patch Gold Mevada 0.56 1,522,700 73,000 FEA
] Eelief Canvon Pershing Gold Corp. Nevada 0.61 1444745 88.500 PFS
7 Gold Springs Trilvetals Mining Inc. Nevada 0.54 768.000 48,000 PEA
3 Gold Bar Project MecEwen Mining Nevada 094 722,000 63,000 133

9 Moszs Gold-Silver Mine Northemn Vertex Mining Anzona 073 478,000 42.000 F8

10 Bruner Gold Project Canamex Resources Corp Nevada 0.66 353,737 36,000 PEA
11 Copperstone Kemr Mines Inc. Arnzona 1.36 421,700 38,347 PES

Average (excluding Copperstone) 0.65 1.818,102 69,600
Source: FRC
Financials At the end of Q2-FY2018 (ended December 31, 2017), the company had cash and working

capital of $4.45 million and $5.22 million, respectively. We estimate the company had a burn
rate (cash spent on operating and investing activities) of $1.04 million per month in the first
six months of FY2018. The following table summarizes the company’s liquidity position:
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Financial Summary

] 2018 (6M)
Cash $476.136 $412.662 $3.065.452 §4.447.985
Working Capital -518.408,191 516,529,873 $2,784.073 §5.216,742
Current Ratio 0.06 024 188 10.05
LT Debt $1,286.127 $933.916 $9,905.401 $9.977.161
LT Debt / Assets 6.1% 3.8% 38.6% 40.3%
Working Capital - LT Debt -519,694,318 517,483,789  -§7,121,328  -$4,760,419
Total Debt $10,257,649 $11,916,900 $10,126,772 $9.977.161
Monthly Burm Rate (incl. investing activities) $382,504 $360,151 $473,318 $1,043,243
Cash from Financing Activities $7.062.679 $925.201 $2.491.323 §7.197.834

The total debt was $9.98 million at the end of Q2-2018; all of which were held by the
Chairman and the CEO. Note that these two individuals also own 81 million shares, or 32%
of the total outstanding.

QOutstanding Debt as of December 31, 2017

Amount Maturity Interest
Long-Term Promissory Note 52,033,480 e pa
Long-Term Convertible Promissory Note 54217304 Mar-19 M pa
Longz-Term Loan Payable 53,706,287 Aug-19 M pa
Total $9.977.161

We estimate the company currently has 7.88 million options outstanding (weighted average
exercise price of $0.20 per share) and 22.22 million warrants (weighted average exercise price
of $0.27 per share) outstanding. All of the options and nil warrants are in the money,
indicating the company can raise up to $1.58 million if exercised.

Valuation & Our revised Discounted Cash Flow valuation is $0.49 per share versus our previous estimate
Rating of $0.69 per share. The valuation dropped primarily because we lowered the average grade
from 8.8 gpt to 7.4 gpt in our models. We have maintained most of our other key inputs /
assumptions.
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Operating Life (years) 10
Throughput (tons per day) 150
Tonnage - Mt 232
Eecovery 9506
Total Gold Produced (voz) 0.32
Average Annual Production (Au equiv. oz) 53,363
Average Price of Au (US5%/0z) 51,300
LT avg. exchange rate {UJS5:C5) 1.10
Operating Cost (LOM) in US5/tonne 5141.70
Initial Capital Cost (U35) 527500000
Dizcount Rate 10%
Tax 21%
After-Tax Net Asset Value (C5) 131,133,123
Working Capital - Debt (C5) (54.760.419)
Fair Value of KER (C5) $126,372,704
No. of Shares ~ 256,812,994

Fair Value per Share (C3)

* calculated based on the treasury stock method
Source: FRC

The following table shows our valuation’s sensitivity to key inputs. Notice the high sensitivty
to grades.
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Gold Price (USS / oz)

§000 51,100 §1.300 51,300 §1,700
51.00
Exchange

Rate
(US5:CS)

Average Grade

50.59
§0.30 50.50 §0.57 50.70 50.90
Discount Rate S0.26 043 $0.49 50.60 $0.78
5021 50.37 5043 50.52 50.68
50.18 50.32 §0.37 50.46 50.60
Source: FRC

We maintain our BUY rating and adjust our fair value estimate to $0.49 per share.
We believe the company is exposed to the following key risks (not exhaustive):

» The value of the company is highly dependent on gold prices.

» Exploration and development risks.

» The company may not be able to delineate the resource we used in our valuation
models.

» Access to capital and potential share dilution.

We rate Kerr’s shares a risk of 4 (Speculative).

©2018 Fundamental Research Corp. “10+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfirc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT



Page 11

Fundamental
Research
Corp

Fundamental Research Corp. Equity Rating Scale:

Buy — Annual expected rate of return exceeds 12% or the expected return is commensurate with risk

Hold — Annual expected rate of return is between 5% and 12%

Sell — Annual expected rate of return is below 5% or the expected return is not commensurate with risk

Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:

1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.
The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is
conservative with little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive
to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash
flows (though current free cash flow may be negative due to capital investment). The company’s capital structure is conservative with little to modest use of debt.

3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and
coverage ratios are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.

Disclaimers and Disclosure

The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates and
opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or correctness.
There is no guarantee that our forecasts will materialize. Actual results will likely vary. FRC and the Analyst do not own shares of the subject company. Fees were paid
by KER to FRC. The purpose of the fee is to subsidize the high costs of research and monitoring. FRC takes steps to ensure independence including setting fees in
advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct. Additionally, analysts may not trade in any
security under coverage. Our full editorial control of all research, timing of release of the reports, and release of liability for negative reports are protected contractually.
To further ensure independence, KER has agreed to a minimum coverage term including an initial report and three updates. Coverage cannot be unilaterally terminated.
Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on this report then made available to delayed access users
through various other channels for a limited time.

The distribution of FRC’s ratings are as follows: BUY (74%), HOLD (7%), SELL / SUSPEND (21%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscribe.php for subscription options.

This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differences include, but are
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services;
competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks discussed in
the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators. By making
these forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these statements for revisions or
changes after the date of this report. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.

Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO. ALWAYS
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN
YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is not intended as being a
complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report were independently prepared
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional information is available
upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION. Please give proper credit,
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.

The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity
in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.
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