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LKA International, Inc. is a natural 
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CO Additionally, LKA owns the Ute 
Ule silver mine and milling facility 
which are also located near Lake 
City, CO.  
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Summary and Investment Thesis 
• Producing Mine With Exceptional Ore Grade & Solid Operating History  
LKA International owns the Golden Wonder Mine, near Lake City, CO.  The mine has 
produced 136,404 oz of gold (Au) since LKA’s initial involvement in 1982. Since modern 
operations began in 1998, a total of 133,483 oz Au have been produced with an average 
grade of 15.99 oz/ton Au.  Grades have generally improved at depth, with the Existing Mine 
Operation producing ore with an average grade of 28.02 oz/ton Au in Q2-06. 

• LKA Moving to Expand Mine, Potentially Dramatically Increasing Reserves 
LKA intends to expand the mine by constructing a drift approximately 1,050 vertical feet 
below the current operations and mining up towards the existing 6th level.  Evidence 
suggests that high-grade ore continues well below the bottom of the current workings, 
implying a potential gold reserve of over 467,500 oz Au, assuming an ore grade of 15.00 
oz/ton Au.  Furthermore, we believe the new drift will allow for substantially higher ore 
volume production than is possible at the current operations, increasing the rate of cash flow 
from the mine. 

• Mining Cost per Ounce Should Remain Low, Declining as Production Increases 
and Operating Efficiencies are Realized  

For 2007, we estimate that the total cost of production of gold produced will be 
approximately $75 per ounce.  This cost is comprised of approximately $48 per ounce at the 
project level and $27 per ounce at the operating level (attributable to LKA).   We expect 
LKA will be able to leverage these operating expenses in future periods as production rises.  
Consequently, we anticipate total production costs will decline to roughly $70 per ounce as 
the Company realizes leverage from increased production levels and more efficient mining 
activities. 

• Increasing Our Share Price Target to $3.26 with a Strong Buy Rating   
Based upon a DCF analysis, we calculate the intrinsic value of LKA shares at $3.26.  Our 
DCF assumes that LKA will successfully located mineable reserves in the Mine Expansion 
area which will extend the life of the mine through 2014.  Our target share price of $3.26 
represents 210% upside potential from current levels.  Consequently we are rating shares of 
LKA International a Strong Buy. 
 

 FY2004A FY2005A FY2006E FY2007E FY2008E 

Ore Production DWT 1,260 1,297 1,355 1,360 3,650 

Ave Grade (oz/ton) 11.37 19.70 18.86 15.00 15.00 

Net Oz (@90%) 12,888 22,989 22,994 18,360 49,275 

Revenues $265,757 $888,238 $1,343,382 $1,004,490 $13,215,455 

Operating Income $(131,390) $350,024   $843,005 $456,990 $12,395,455 

Net Income $24,780 $312,232 $569,620 $424,756 $ 8,260,036 

EPS FY $0.00 $0.03 $0.04 $0.03 $0.49 

P/E n.m. 63.30x 47.5x 63.3x 3.8x  
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Company Overview 
 
LKA International, Inc (“LKA” or the “Company”) is natural resource development company based in Gig Harbor, 
Washington.  It is listed on the Bulletin Board under the symbol LKAI.  LKA owns 100% of the Golden Wonder and Ute Ule 
mines, both located in Colorado, USA.  The Company’s primary asset is the Golden Wonder gold mine, a producing, high-
grade mine located near Lake City, CO.  The Company currently leases the property to AU Mining, Inc. (“AU” or the 
“Operator”), for which it receives a 10% net smelter royalty.  The Company has a contract with AU Mining to operate the mine 
at the existing levels (3 through 6) which expires in September 2008.  The management of AU Mining has indicated that they 
do not intend, at this time, to continue operating the mine after the expiration of the contract.  Consequently, LKA must either 
operate the mine itself or find another partner to perform mining operations beyond Q3-08.  At this time, management believes 
it will be able to find another mine operator or joint venture partner.  For the purposes of our analysis, we believe that LKA 
will likely not have to share more than 50% of the mine’s net profits in order to attract a suitable mine operator.   
 
Since 1984, the Golden Wonder Mine has produced 136,404 ounces of gold from ore with an average grade of 14.82 oz/ton 
Au.  Perhaps most notable, the average grade of ore (as measured by ounces per ton) has generally increased at depth.  Since 
January 2003, the Golden Wonder mine produced 55,212 ounces of gold at an average grade of 17.09 ounces per dry weight 
ton of ore mined.  The table below shows the number of ounces of gold produced and the average grade of ore for various 
periods over the modern life of the mine.  As you can see, the mine has consistently produced an average ore grade of 16.23 
ounces per ton since January 2000.  Furthermore, the company is currently in the process of horizontally extending the strike 
level of the existing mining operation at the 6th level of the mine.  Although early in the mining process, management has 
indicated that preliminary results appear encouraging with the average grade of ore mined exceeding recent average historical 
levels. 
 

Time Period Dry Weight Tons Produced Oz. of Gold Produced through 6/06 Avg. Grade of Ore (oz/ton) 
Since 1998 8,349 133,483 15.99 
2000 – present 7,369 119,621 16.23 
2003 – present 3,231   55,212 17.09 
Source: LKA International, Inc. 
 
LKA is also in the process of obtaining permits to significantly expand the Golden Wonder Mine (the “Mine Expansion 
Project” or “Expansion”), which it intends to do over the next 18 to 24 months.  This expansion entails constructing a roughly 
one mile long drift, designed to intercept the main vein system that is currently being mined.  We anticipate this expansion will 
cost approximately $5 million, which includes permitting, bonding, site prep, drilling, exploration, and construction 
development costs.  At this time it is not clear as to how LKA will finance the mine expansion project.  We suspect that LKA 
will either have to issue stock or pursue a joint venture in order to access the funds necessary to finance the project.  
Management has indicated that they have already received proposals from a potential joint venture partner and an equity-
financing source.  Management is considering all options in an effort to identify those arrangements which have the potential to 
create the most shareholder value. 
 
Additionally, LKA owns the Ute Ule silver mine and milling facility, located near Lake City, CO.  At this time, no commercial 
activity is planned at this property.  Consequently, we have excluded it from our analysis and valuation calculations. 
 
Corporate Strategy and Investment Summary 
LKA’s strategy is to build upon the exceptional production record at the Golden Wonder Mine by significantly expanding the 
existing production zone.  Evidence from the current production zone points to the existence of high-grade, mineable ore below 
the lower mine level (level 6).  The Company intends to open up a new drift approximately 1,050 feet below the existing 
workings and mine up to towards the current operations.  While the nature of the Golden Wonder ore body (a system of veins) 
makes it difficult to calculate reliable reserve or resource estimates via traditional methods such as diamond drilling, we 
believe the Company’s track record and familiarity with the project, combined with substantial evidence of an existing ore 
body below the current operations, allow it to make educated assessments about the viability of mining below the current 
workings.  
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From an investment point of view, the Golden Wonder Mine can be viewed as two parts:   

1. The Existing Mine Operation.  This area has a track record of producing exceptionally high-grade ore at a relatively 
low cost.  Since modern production began in 1998, the mine has produced 133,483 ounces of gold, generating net 
smelter receipts of roughly $45.1 million.  The Company projects that the existing workings will continue to produce 
ore from the fourth, fifth and sixth levels of the mine at least through the end of 2007 and likely through mid 2008 
without any additional exploration.  We estimate that the existing workings will yield roughly 30,600 net ounces of 
gold, producing approximately $16.5 million in net smelter revenue over that time period.  LKA receives a 10% net 
smelter royalty from AU Mining on production from the existing levels of the Golden Wonder Mine. Additional 
exploration work could, as in the past, extend these estimates.     

2. The Mine Expansion Project.  This is essentially a brownfield exploration project. The Company is very familiar 
with the geology of the Project and believes that the continuity of the Golden Wonder vein structure at the existing 
operations suggests that economically viable ore exists below the current workings.  With no identified resources or 
reserves and only limited drilling and exploration, the proposed mine expansion must be considered speculative at 
this time.  However, compared with other exploration projects, we believe the risk-reward profile is positively skewed 
by the strong operating history at the existing mine operation and compelling evidence that suggests economically 
mineable ore exists at depth.  The proposed expansion plan appears relatively straightforward and, in our view, has a 
far greater chance of success than a typical exploration project.  Investors should note that the economics of the Mine 
Expansion Project will significantly differ from the Existing Mine Operation.  Instead of a 10% net smelter royalty, 
LKA will likely earn at least 50% of the projects net profits.  As noted above, the existing mine operator has recently 
indicated that they do not intend on operating the Golden Wonder Mine after September 2008.  Consequently, 
management will be required to find another mine operator or joint venture partner should AU Mining decide that it 
does not wish to continue operating the mine beyond the contract period. 

LKA and AU at this time have not reached terms to extend the existing mine operating contract which expires in ‘08.  
However, should AU Mining decide that it would like to continue operating beyond Q3-08, the contract stipulates that LKA 
would be entitled to receive at least 40% of the project’s net revenue provided it finances the Mine Expansion Project. 

The management of AU Mining has indicated that they intend to retire from the mining business or at a minimum take a far 
less active role in day-to-day mining operations.  Consequently, LKA will need to either operate the mine itself or find a 
suitable operating partner, or some combination of the two.   

The following report will explore both the current production prospects at the Golden Wonder Mine and the Mine Expansion 
Project in more detail.  In our view, LKA International has the opportunity to meaningfully increase both its ore reserves and 
its level of participation from mining proceeds.  LKA is currently in the process of transforming its operating and business 
model which we believe will result in higher revenue, cash flow and, ultimately, share price appreciation.  Based on our 
discounted cash flow analysis, we believe that the Company’s fair value is approximately US$41.85 million and that LKA 
shares represent an attractive investment opportunity for investors wiling to assume the risks associated with mine exploration 
and development.  We have assigned a Strong Buy rating on LKA shares and a price target of $3.26. 
 

Existing Production 
 
Golden Wonder Mine, Lake City, CO 
Mine Overview 
The Golden Wonder Mine is a producing gold mine located in Lake City, CO.  The mine began very limited operations in 
1880, but its modern production history began in 1984, with continuous production taking place since 1998.  The mine is a 
high-grade Telluride type deposit, with veins averaging 2-4 feet in width.  Over its modern production history, the mine has 
produced ore with an exceptional average grade of 15.99 oz/ton Au.  Moreover, the grade of ore appears to increase at depth, 
and grades have generally improved over time.  LKA International has a 100% interest in the mine since its March 2005 
acquisition of Caldera Partners LP.  The Company has entered into a lease agreement with AU Mining to mine the property 
and receives a 10% net smelter royalty (net of certain charges) in return. 
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Property Geology 
The Golden Wonder Mine, located within the San 
Juan Mountains of Colorado, is a vein type deposit 
created by volcanic activity occurring millions of 
years ago during the Tertiary period.  During this 
violent geologic era, most of the known precious 
metal mines in the State of Colorado were formed 
along a southwest to northeast channel or narrow 
band approximately twenty miles wide, which 
stretches form Durango in the southwest to Boulder 
County in the northeast.  This zone is known as the 
Colorado Mineral Belt (CMB).  Lake City, CO lies 
(where the Golden Wonder Mine is located) astride 
this mineral belt in a topographical cul de sac 57 
miles southwest of Gunnison, CO.  On the other 
side of the mountain range that encloses the cul de 
sac are the historic precious metal mining districts 
of Ouray, Telluride, Silverton and Creede which 
were productive in the late 19th century.  Over 25 
million ounces of gold have been mined from this 
area since gold was discovered there in 1867.  
Today, the only active mines in this area are the Golden Wonder and Cripple Creek mines.   
 
The geology of the Golden Wonder Mine is best described as a high-grade Telluride deposit, a common type of geology in the 
CMB.  The Golden Wonder vein averages 2 to 4 feet in length.  The known strike length (horizontal dimension), although 
limited by faulting at the upper levels of the mine, is known to be increasing with depth.  The vein is discontinuous and 
somewhat sinuous.  It is believed that the vein is part of a vein system comprised of discontinuous parallel echelon structures.  
Mineralization has been shown to consist of gold and silver tellurides, native gold, galena (a lead sulfide), chalcopyrite (a 
copper, iron sulfide), sphalerite, and tetrahedrite (a silver sulfide), in addition to accessory minerals.  The effects of solfataric 
alteration (chemical alteration caused by volcanic activity) are noticeable within the mine.  Furthermore, the tenor of the 
mineralized material has increased with depth.  Diamond drilling, conducted by the Operator in 1988, ascertained that the vein 
system continues with depth, and surface exploration indicates that the vein system may have considerable lateral extent.  
Moreover, it is believed that the Golden Wonder is not necessarily a single vein, but rather one in a series, each of which is 
roughly parallel to the others. 
 
Current Workings Should Produce $16.5 Million + of Ore through the End of 2007  
The Golden Wonder Mine is a currently 
producing mine, producing an average of 21,750 
oz Au per year since January 2000 with an 
average grade of ore of 16.23 oz/ton Au.  In Q2-
06, the mine has produced 373.6 tons of ore 
with an average grade of 28.02 oz/ton Au, 
yielding 10,466 ounces of gold.    Since modern 
production began in 1998, the ore grade has 
averaged 15.99 oz/ton Au, continuing a trend of 
improving grade at depth.  The Golden Wonder 
Mine has six levels, and the current Operator has 
systematically mined levels 3 through 6.  Mining 
has been concentrated on levels 4, 5 and 6 during 
the past few years.    Levels 2 and 3 are largely 
historic workings.  LKA’s Operator mined the 
seventh level as an exploratory effort in 1998 to 
probe for additional gold at depth.  Ore mined 
from level 7 contained an average grade of 
18.87 oz/ton Au, well above the historic average 
grade for the mine and higher than the average 
grade over the past two years. 
 

Golden Wonder Mine: Gold Delivery and Assy Grades
for the period 2002 - 2008E
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The Golden Wonder Mine consists of a system of veins, which taken together average 2-4 feet in width.  Typical of most 
Telluride deposits, the grade of ore can vary significantly over short distances, making drilling difficult and complicating the 
process of determining the reserves of the property.  As a result, no geologically-based reserve calculations have been 
completed for the Golden Wonder Mine.  Instead, we have relied on the following three primary factors to infer that additional 
mineralization exists in the existing levels and in the area of proposed Mine Expansion Project:  
 

1. Historical production information, which includes improving grades at depth.  
2. The lateral limits of the veins structure have not been established on any of the existing levels. 
3. High-grade mineralization ore is present on levels 4 through 7 of the existing mine operation.  

 
Production volume (as measured by the number of dry-weight tons mined) at the existing levels of the Golden Wonder Mine 
has been highly variable, with the number of tons mined ranging from a low of 256.3 in Q2-04 to a high 495.1 in Q3-03.  We 
believe this variation in production volume is primarily attributable to fluctuations in the mining schedule as well as improper 
incentives for timely delivery of ore by the Operator, and not the inability of the Operator to locate mineable resources.   
 
The Company expects production at the Existing Mine Operation will cease at the end of 2007 or mid 2008 unless additional 
exploration results in additional mineable reserves are located at the 6th level.  Over the next six quarters, we project the 
Existing Mine Operation will produce roughly 30,600 additional ounces of gold.  Assuming an average grade of 15.0 oz/ton 
Au, the mine’s net output would produce approximately 27,540 ounces of gold.  Assuming gold price of $625, this production 
level would result in approximately $17.2 million in gross project revenue. 
 

 
Source: LKA International, Inc. 
 
The chart above depicts the workings of the Golden Wonder Mine.  The blue hatched area shows the mine’s historical 
production zone.  The red hatched area shows the Existing Mine Operation (levels 3 through 6).  The gray hatched area shows 
the target production zone for the Mine Expansion Project.  The bold black line at approximately 8,930 feet above sea level 
represents the proposed new drift needed to be constructed to access the target production zone.  Investors should keep in mind 
that the Golden Wonder Mine has produced a grade of ore that has improved at depth.  This is consistent with Telluride 
deposits and suggests that high grade gold exists below the 6th level.   
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Potential Upside from Existing Operations 
We estimate that the Existing Mine workings will cease production at the end of 2007.  However, as noted above, the lateral 
limits of the vein structure have not been established.  Additionally, on the 6th level, several additional mineralized veins have 
been encountered.  Recent ore shipments from this level have assayed at more than 50.9 oz/ton Au and there is additional 
mineralization that suggests that there may be more economically mineable ore available.  Currently, AU Mining has been 
conducting exploration activities in the 4th, 5th, and 6th levels of the mine in an attempt to determine the lateral limits of the 
mineralized structure.   

• If AU Mining chooses to explore the existing workings at its own expense, LKA would continue to receive a 10% net 
smelter royalty from any additional revenues from the Existing Operation.  If the Operator feels that more ore can be 
mined, we expect it will do so.   

• Alternatively, if LKA undertakes any exploration to expand levels 2-6 (at LKA’s expense), then the Company would be 
entitled to substantially better terms than they currently enjoy at the existing operations.  In this instance, LKA would be 
contractually entitled to at least 40% of net profits.  For the purpose of our analysis, we have assumed that LKA will 
continue to earn a 10% net smelter royalty through the end of 2007.    

 

Expansion Plans 
 
Golden Wonder Mine Expansion Project 
The Company is in the process of developing the Golden Wonder Mine below the 6th level.  Based on the continuity of the vein 
structure in the existing operation and indications that the veins continue at depth, the Company is highly confident that 
additional economically viable ore lies below the current workings.  The Mine Expansion entails developing a new drift and 
working pad approximately 1,050 feet below the 6th level of the Golden Wonder Mine, greatly extending the size and 
productivity of the Golden Wonder Mine.  The Expansion Project is expected to cost approximately $5 million and should 
begin producing ore in 2008.   
 
Due to the fractured nature of the vein system at the Golden Wonder Mine, the Company has not been able to effectively drill 
to establish proven and probable reserves at the Mine Expansion Project.  Typical of many Telluride deposits, the Golden 
Wonder vein is not a single vein, but a multiple vein system comprised of a number of echelon veins, both in the vertical and 
horizontal direction.  Previous attempts at drilling on the property have returned highly variable ore grades, with little value in 
terms of understanding the underlying structure.  We note that the Company intends to put a drill station on the sixth level as 
part of the Mine Expansion Project, but this will be primarily to guide development of the new drift and to help determine the 
mine plan.  We do not expect it to have much value with regard to determining the size or grade of the ore body.  However, we 
believe there is ample evidence to suggest that Golden Wonder vein system continues at depth.  Evidence supporting this 
includes: 

• Grades at the Exiting Mine Operation continue to be strong and appear to improve at depth.  Since 1998, the mine has 
produced gold with an average grade of 15.99 oz/ton Au.  Grades of ore continue to improve, averaging 16.23 oz/ton 
Au since January 2000, and 28.02 oz/ton Au in Q2-06.  Increasing grade at depth suggests to us that the current 
operations have not yet to reach the bottom of the ore body.   

• The Company’s Operator conducted exploratory mining operations on the 7th level of the mine in 1997 and 1998.  
The Operator mined 103 tons of ore from this level with an average grade of 18.87 oz/ton Au - higher than the 
average grade over the life of the existing operations.  In our opinion, this implies that economically viable ore could 
continue to some depth below the existing operations. 

• Evidence suggests that the vein structure continues at depth.  According to a geology report by Delmer Brown, written 
in 1988, “…the bottom of the Golden Wonder structure has not been penetrated.  At the lowermost levels encountered 
(the 6th level), high grade gold mineralization has been found.  It is apparent that the Golden Wonder vein system 
continues downward to a still undetermined depth.” 
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Proposed Mine Expansion Budget:

Permits & Bonding 750,000$          
Site Prep 750,000            
Drilling and Exploration 500,000            
Construction Deveopment 3,000,000         

5,000,000$      

We Calculate Potential Ore Reserves of 467,500 oz Au 
In the absence of drill results, we have estimated the potential reserve size by extrapolating from production at the existing 
operations.  To date, the existing operations have produced 136,404 oz. AU from levels 3-6.  The existing levels span from 
10,330 to 9,990 feet above sea level, approximately 350 feet.  LKA intends to expand the mine by putting in an access portal at 
approximately 8,930 feet and mining up towards the existing mine workings.  The target production zone would cover 
approximately 1,050 vertical feet, versus the 350 vertical feet of historical workings.  Based on this information, we calculate 
that if the Mine Expansion Project has a similar structure and grade as the existing operations, the reserve would be 
approximately 467,500 oz Au.  At a gold spot price of $600/oz, the reserve would have a gross value of over $280.5 million. 
 

Estimated Gold Reserve
(in ounces)

11.00            342,851        
11.50            358,435        
12.00            374,019        
12.50            389,604        
13.00            405,188        
13.50            420,772        
14.00            436,356        
14.25            444,148        

Assay Au 14.50            451,940        
oz / ton 15.00            467,524        

15.50            483,108        
16.00            498,693        
16.50            514,277        
17.00            529,861        
17.50            545,445        
18.00            561,029        
18.50            576,613        
19.00            592,197        
19.50            607,782         

 
The table above shows a range of possible reserves assuming various average grades of ore for the Mine Expansion Project.  
Keeping in mind that the Golden Wonder Mine has produced an average ore grade of 16.23 oz/ton Au since January 2000, 
15.99 oz/ton Au over its modern life, and the grade of ore has been increasing at depth, we have conservatively estimated the 
average grade of ore for the Mine Expansion Project at 15.00 oz/ton Au.  Assuming that the number of dry-weight tons per 
vertical foot is similar to the existing mine operation, this would yield approximately 467,500 ounces of gold.  While this is 
admittedly a rather unscientific method of calculating reserves, we feel that is represents a reasonable assumption given limited 
amount of information available. 
 
Mine Expansion Project Will Carry Significantly Better Terms for LKA 
A key feature of the Mine Expansion Project is that the economics will substantially improve for LKA.  Whereas LKA 
currently receives a 10% net smelter royalty from the Existing Mine Operation, it will likely receive at least a 50% net profit 
royalty form the Mine Expansion Project.  Because it is a net profit royalty versus a new smelter royalty, LKA will be 
responsible for its share of most mining expenses, but this nevertheless represents a significant improvement in economics for 
LKA.  We estimate that in Q2-06, LKA received roughly $62.38 per ounce of gold produced in the current workings (net of 
certain expenses).   
 

Originally, the Mine Expansion Project was estimated to cost 
approximately $2 million.  The Company has since expanded 
the scope of the project and development costs which are now 
expected to be approximately $5.0 million.    The expansion 
will include a roughly one mile long drift, designed to 
intercept the main vein system that is currently being mined 
(see diagram on page 6).  In addition to accessing a potential 
ore body with reserves of up to 467,500 oz (as discussed 

above) the Mine Expansion Project will be designed to allow much higher levels of production.  The mine will be designed to 
accommodate two shifts per day, and the current wheeled equipment at the current operations will be replaced by a high-
volume, tracked haulage system.  These efficiencies should allow production levels to increase from approximately 250 DWT 
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per quarter at the Existing Mine Operation to 1,000 DWT per quarter at the Mine Expansion Project.  Furthermore, we believe 
that LKA will take a more active role in the operation of the Mine Expansion Project and drive a more consistent mining 
schedule.  This should limit the inconsistent quarterly production issues that have occurred at the existing operations.  
Depending on the nature of the ore structure, we believe that there is potential for additionally productivity improvements for 
the Mine Expansion Project.  However, given the uncertainty surrounding the structure of the ore body in the Mine Expansion 
Project, we have assumed that only the base case of 1,000 DWT per quarter will be achieved. 
 
We have attempted to be as conservative as possible in our evaluation of the Mine Expansion Project.  However, we believe 
there is room for upside to our projections if LKA locates a more expansive vein structure than anticipated.  We believe there is 
a reasonable chance this could happen, given the presence of multiple vein systems at Golden Wonder Mine, but in the absence 
of a reliable way to determine actual reserves, we have chosen to be as conservative as possible for valuation purposes.  We 
believe there are several potential upside scenarios to our projections that include: 

• Potentially longer than expected remaining life at the existing operations; 

• Potential for the discovery of greater than anticipated reserves at the Mine Expansion Project; 

• Potentially more efficient mining operations at the Mine Expansion Project than anticipated; 

• Additional ore could exist below the planned Mine Expansion Project (below the valley floor); and 

• LKA could negotiate an operating lease agreement which would allow it to receive a net profits interest  in excess of 
the 50% rate that we have assumed.  

We believe the Mine Expansion Project represents a high-probability brownfield exploration project with potential for 
meaningful upside.  Clearly, such an endeavor is highly risky; but in our view the risk reward profile for the Mine Expansion 
Project is positively skewed. 

 

Management Team, Financial Review & Valuation 
 
Management Team 
Our precious metals exploration investment philosophy places heavy emphasis on the quality of management.  The team at 
LKA International, while small, brings a great deal of mine management and minerals exploration experience to the Company. 
Management has a strong track record of managing the existing operations at Golden Wonder and we are confident in their 
ability to oversee the Mine Expansion Project. 
 
Kye A. Abraham 
Chairman, President and Director 
Mr. Abraham has been an officer, director and shareholder of LKA International, Inc. since its formation in 1979.  He has 
served as an officer and general partner of several LKA sponsored limited partnerships and corporations, which were engaged 
in several oil and gas projects in North America and various precious metals and precious gem exploration/mining operations 
in North America, Africa and Indonesia.  Since 1982, Mr. Abraham has served as President and sole shareholder of Abraham 
& Co., Inc., a NASD member Broker-Dealer and Registered Investment Advisor. 
 
Nanette K. Abraham 
Secretary and Director 
Mrs. Abraham has served as an officer and director of LKA since 1989.  Additionally, Mrs. Abraham is the Secretary and a 
director of Abraham & Co., Inc. and is employed as an Investment Performance Analyst for the Frank Russell Company, Inc., 
a worldwide investment management and consulting firm headquartered in Tacoma, Washington. 
 
Lance Barker 
President of AU Mining  
Mr. Barker is a geologist with over 25 years of exploration experience.  Prior to joining AU Mining, he was employed by 
several companies engaged in exploration and production of precious metals and uranium in Utah, Colorado and California.  
He was also employed by LKA as the on-site geologist at the Golden Wonder Mine during the exploration/development of the 
mine in the early 1980s.  Mr. Barker received a B.A. in Geology from Western State College of Colorado. 
 



LKA International, Inc. (OTC BB: LKAI) October 16, 2006
 

Copyright © Harbinger Research, LLC 2006 Page 9 of 19 
 

Financial Review 
LKA International is a holding company, with 100% of its revenues derived from royalty and operating lease payments 
generated from the Golden Wonder Mine.  Expenses are currently limited to officer’s salaries and general & administrative 
expenses.  Because the Company also manages its cash balances on behalf of its shareholders, it reports significant realized and 
unrealized gains and losses.  We expect income and expenses related to the Company’s management of cash balances to 
decline as the Company draws down on cash to meet the budget for the Mine Expansion Project, and then build in later years 
as the Company generates significant cash flows from operations. 

 
As of June 30, 2006, LKA International had cash balances 
of $890,974, and royalties receivable of $576,356.  In 
addition, it carried investment and trading securities of 
$894,329.  
 
LKA International currently has 12,822,741 common 
shares outstanding and no long-term debt. 
 
The Company will need to raise additional capital to help 
finance the Mine Expansion Project.  There is no 
indication at this time as to how, when or if the company 
will be successful in raising such funds.  Consequently, 
investors should be aware of the potential for earnings 

dilution in the event that additional shares are required to be issued to raise funds. 
 
We note that the Company has cash balances to cover a significant portion of the Mine Expansion Project.  While it will likely 
need to raise money to complete the project, it is not dependent on additional capital in the near-term.  We believe this provides 
the Company with a great deal of flexibility to control dilution from any potential stock offering by waiting until it can be 
completed at an appropriate price.     
 
Mining Costs 
LKA has historically produced gold 
at a very low cost per ounce.  In 
2005, we estimate that the cost of 
production at the project level was 
approximately $22.70 per ounce.  
However, this cost includes only 
smelting, transportation, and 
production tax expenses.  All mine 
operating expense are currently 
incurred by the mine operator.  As 
the Mine Expansion Project is 
undertaken, we anticipate that the 
cost of production at the project 
level will increase to approximately 
$48 per ounce in 2007.  This 
reflects the costs associated with 
putting the infrastructure in place 
necessary to mine the Expansion 
area.  The operating costs 
attributable to LKA in 2005 were 
roughly $21.07 per ounce.  These 
expenses include salaries and 
general and administrative expenses.  We are forecasting these expenses to increase to roughly $27 per ounce produced.  This 
increase is attributable to the increased personnel and administrative expenses associated with putting the Mine Expansion into 
production.  We expect LKA to leverage these operating expenses in future periods as production rises.  For 2007, we estimate 
that the total cost of production of gold produced will be approximately $75 per ounce, which should decline to roughly $70 
per ounce as the Company realizes leverage from increased production levels. 
 

Slected Financial Data 6/30/2006
Cash and Money Market Funds $890,974
Investment in Trading Securities $894,329
Total Current Assets $2,553,963
Total Assets $3,103,467
Accounts Payable $50,856
Total Current Liabilities $615,220
Shareholders Equity $2,427,382

Common Shares Outstanding (4/10/06) 12,831,011       
   Estimated Shares from Offering 4,000,000         
Est. Shares After Offering 16,831,011      

Production Cost per Ounce of Gold Produced
for the period 2004 - 2009E
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Investment Risks 
While there is evidence that the Golden Wonder structure continues downward through the proposed Mine Expansion Project, 
very little definitive exploration has been done to determine the extent of such an ore body.  It is possible that the Company 
will fail to locate additional economically feasible resources.  Further, while it appears the life of the existing operations could 
be extended past the next nine months, this is contingent on locating additional mineable ore in the current active levels of the 
mine.  There is no guarantee that this will occur, or that either the Company or AU Minerals will attempt to locate such ore. 
 
While there is substantial evidence, in our view, that mineable gold exists below the sixth level of the current operations, there 
is no reliable evidence to suggest how far the vein system extends below the existing operation.  There is the possibility that 
even if gold exists, it will not extend 1,050 feet below the existing operation to the planned drift.  This could lead to the 
Company spending substantial funds, only to find a “dry hole.”  We cannot accurately gauge this risk at this time.  
 
LKA International and AU Mining depend on one customer, Barrick-Goldstrike, to purchase ore from the Golden Wonder 
Mine.  Barrick-Goldstrike is under no obligation to buy ore from LKA International and may stop doing so at any time.  We 
note that a former customer, ASARCO, ceased taking ore from LKA International due to ASARCO ceasing its North 
American operations in 2000, forcing the Golden Wonder Mine to cease production for over a year.  What ore was mined 
during that time had to be shipped a great distance to an interim customer.  Should Barrick-Goldstrike stop taking LKA’s ore 
for any reason, it would have a substantial negative impact on the Company’s business.  However, relations between LKA and 
Barrick-Goldstrike appear solid and we do not anticipate the relationship changing at this time. 
 
The Company is also largely dependent on AU Mining to operate the mine under the terms of an existing lease agreement.  
This agreement expires in September 2008.  AU Mining has indicated that they do not intend to continue operating the Golden 
Wonder Mine beyond the current lease term.  Consequently, LKA will either have to operate the mine itself or partner with 
another mine operator.  Management has indicated that, given the current mining environment, it does not foresee significant 
difficulties locating a new mine operator.  Although the economics of a new mining operator are uncertain, management does 
not foresee having to give up more than 50% of net profits in order to secure a reputable operator.    
 
The political and regulatory environment in Colorado is generally considered to be a difficult one for mining companies.  LKA 
could face significant legal and regulatory hurdles during the permitting process for the Mine Expansion Project.  The risk of 
this is increased, in our view, due to the proximity of the mine to nearby Lake San Cristobal and the lake fork of the Gunnison 
River, as well as and the need to tunnel the new drift under an existing highway.  The Company is in consultation with federal 
and state officials, commencing the official permitting process in October 2005. 
 
The Federal Bureau of Land Management (BLM) has indicated that LKA International may be responsible for certain 
environmental clean-up activities on its Ute Ule silver mine property.  The clean-up costs have been calculated to be as much 
as $4,317,000.  Although LKA in is negotiating with the BLM, the extent of their responsibility for the cleanup and costs is 
uncertain.  The timing and the ultimate costs of such cleanup have yet to be determined, but could have substantial negative 
impact on the Company’s ability to operate as a going concern. 
 
The stock is currently very thinly traded, with an average daily volume over the last 50 days of 2,000 shares.  Unless trading 
volume improves, investors will likely find it difficult to enter or exit positions in a timely manner.  As a function of low 
trading volume, LKA International shares have shown greater than average price volatility. 
 
Valuation  
We have valued LKA International on a discounted cash flow basis.  Our valuation assumes that the Company will complete 
the Mine Expansion Project at the end of 2007, successfully locating mineable reserves with grades below the historical levels 
experienced at the existing mine operation.  Furthermore, we have assumed that LKA will be successful in collaborating with a 
joint venture partner that will operate the mine and invest the required $5.0 million in the Mine Expansion Project for a 50% 
interest of the mine’s net profits.  We anticipate that these costs will be primarily incurred throughout 2007.  Additionally, we 
have depleted this expense at the project level over the 8 year estimated life of the mine based upon the number of ounces of 
gold produced as a percentage of the estimated total reserve.  We have also assumed capital expenditures of $200,000 will be 
needed in 2008, with cap-ex increasing at a rate of 5% annually through the life of the project and that 50% of this cost will be 
attributable and allocated to LKA.  Because of its holding company structure, LKA has limited working capital needs.  
Consequently, working capital has been excluded from our analysis.  Although it is possible that the Company will need to 
adapt its accounting methods to include such costs once it has completed the Mine Expansion Project, we do not think this will 
substantially change the valuation of the Company at this time. 
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LKA International
Dicounted Cash Flow Analysis

FY FY FY FY FY FY FY FY FY FY
2005 2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E

EAT 312,232$      569,620$      424,756$      8,260,036$   10,179,681$ 10,439,188$ 10,705,360$ 10,977,975$ 11,257,151$   11,543,006$  
Capex 66,923          -                    -                    100,000        112,500        118,125        124,031        130,233        136,744          143,582         
Free Cash Flow 245,309$      569,620$     424,756$      8,160,036$  10,067,181$ 10,321,063$ 10,581,329$ 10,847,742$ 11,120,406$   11,399,424$ 

Cost of Capital NPV of Firm Shares Out. Intrinsic Price / Share
8% $46,501,452 12,837,487   $3.62
10% $41,845,931 12,837,487   $3.26
12% $37,779,569 12,837,487   $2.94  

 
Based on our discounted cash flow analysis, we calculate the intrinsic value for LKA International shares to be approximately 
$3.26 per share.  We note that we have attempted to be as conservative as possible in our assumptions.   
 

 
 
Furthermore, we have assumed an average gold spot price of $600 per ounce, which is below its 6-month trailing average 
price, and in-line with our longer term gold price forecast.  The price of gold will likely be subject to large swings in value over 
the life of the mine, which could have a significant impact on cash flow generation.  However, as the graph above shows, the 
price of gold over the past five years has experienced a general uptrend.  Many expect this trend to continue as investors seek 
“safe” assets amid worries about Iran’s nuclear program, a weakening dollar, and inflation tied to high oil prices.  In fact, the 
price of gold has jumped from about $450 per ounce in November 2005 to a high of about $725 per ounce in May 2006.  While 
demand for gold continues to remain strong, the rate of growth in the supply of gold has remained relatively stagnant.   
According to the World Gold Council, gold mine production in 2005 was only 1% higher than in 2004, despite an increase in 
the number of new mines in recent years. 
 
Furthermore, we have assumed the Existing Mine Operation will produce 5,100 ounces of gold per quarter through the end of 
2007 at an average ore grade of 15.0 oz/ton Au.  However, recent results suggest the potential for higher grades, although it is 
possible that actual grades will be substantially lower than historical averages.  Our financial model assumes that no additional 
gold will be mind from the Existing Mine Operation after 2007.   
 
The value of LKA International’s shares lies in the successful completion of the Mine Expansion Project.  As we have 
discussed, we view the Expansion as a brownfields exploration project, albeit one with a better than average chance of success.  
We believe the evidence points to the continuation of the Golden Wonder vein system well below the existing mine operation. 
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Sensitivity Analysis
Assumes a 10% Discount Rate

Table Shows Intrinisic Value of LKAI Per Share

Average Grade of Au (oz / ton)

12 13 14 15 16 17 18 19 20
$400 $1.49 $1.65 $1.82 $1.98 $2.15 $2.32 $2.48 $2.65 $2.82
$425 $1.61 $1.79 $1.97 $2.14 $2.32 $2.50 $2.68 $2.85 $3.03
$450 $1.74 $1.93 $2.12 $2.30 $2.49 $2.68 $2.87 $3.05 $3.24
$475 $1.87 $2.07 $2.26 $2.46 $2.66 $2.86 $3.06 $3.26 $3.45

Price $500 $2.00 $2.20 $2.41 $2.62 $2.83 $3.04 $3.25 $3.46 $3.67
of Gold $525 $2.12 $2.34 $2.56 $2.78 $3.00 $3.22 $3.44 $3.66 $3.88

per ounce $550 $2.25 $2.48 $2.71 $2.94 $3.17 $3.40 $3.63 $3.86 $4.09
$575 $2.38 $2.62 $2.86 $3.10 $3.34 $3.58 $3.82 $4.06 $4.30
$600 $2.51 $2.76 $3.01 $3.26 $3.51 $3.76 $4.01 $4.26 $4.52
$625 $2.63 $2.90 $3.16 $3.42 $3.68 $3.94 $4.20 $4.47 $4.73
$650 $2.76 $3.03 $3.31 $3.58 $3.85 $4.12 $4.40 $4.67 $4.94
$675 $2.89 $3.17 $3.45 $3.74 $4.02 $4.30 $4.59 $4.87 $5.15
$700 $3.02 $3.31 $3.60 $3.90 $4.19 $4.48 $4.78 $5.07 $5.37  

 
The table above shows LKA’s intrinsic share price – assuming a 10% discount rate – for various average ore grades and gold 
prices per ounce for the Mine Expansion Project over its anticipated 8 year life.  For the purpose of our analysis, we have 
assumed the average grade of ore minded will be 15.0 oz/ton Au, below its trailing five and two year historical average ore 
production grades of 16.23 and 17.09 oz/ton Au, respectively; and well below the 18.87 oz/ton Au experienced in the 
exploratory drilling conducted in the 7th level of the mine.  We have also assumed that LKA will receive a 50% net profit 
royalty from it’s, yet to be determined, mine operator.  Given these assumptions, we have calculated the intrinsic value of LKA 
prior to the issuance of any additional shares required to finance the Mine Expansion Project at $3.26 per share, representing 
210% upside potential from current share price levels.  Consequently we are rating shares of LKA International a Strong Buy. 
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Our Rating System 
We rate enrolled companies based on the appreciation potential we believe their shares represent.  The performance of those 
companies rated “Speculative Buy” or “Strong Speculative Buy” are often highly dependent on some future event, such as 
FDA drug approval or the development of a new key technology. 
 

Explanation of Ratings Issued by Harbinger Research 
   
STRONG BUY We believe the enrolled company will appreciate more than 20% relative to the general market 

for U.S. equities during the next 12 to 24 months. 
BUY We believe the enrolled company will appreciate more than 10% relative to the general market 

for U.S. equities during the next 12 to 24 months. 
STRONG 
SPECULATIVE BUY 

We believe the enrolled company could appreciate more than 20% relative to the general 
market for U.S. equities during the next 12 to 24 months, if certain assumptions about the 
future prove to be correct. 

SPECULATIVE BUY We believe the enrolled company could appreciate more than 10% relative to the general 
market for U.S. equities during the next 12 to 24 months, if certain assumptions about the 
future prove to be correct. 

NEUTRAL We expect the enrolled company to trade between -10% and +10% relative to the general 
market for U.S. equities during the following 12 to 24 months. 

SELL We expect the enrolled company to underperform the general market for U.S. equities by more 
than 10% during the following 12 to 24 months. 

 

Analyst Certification 
I, Michael A. Bain, hereby certify that the views expressed in this research report accurately reflect my 
personal views about the subject securities and issuers.  I also certify that no part of my compensation 
was, is, or will be, directly or indirectly, related to the recommendations or views expressed in this 
research report. 

Disclaimer 
This report was prepared for informational purposes only. Harbinger Research, LLC (“Harbinger”) has been compensated by LKA 
International, Inc. (“Company”) in the amount of US$7,500.  All information contained in this report was provided by the Company.  To 
ensure complete independence and editorial control over its research, Harbinger has developed various compliance procedures and business 
practices including but not limited to the following: (1) Fees from covered companies are due and payable prior to the commencement of 
research; (2) Harbinger, as a contractual right, retains complete editorial control over the research; (3) Analysts are compensated on a per-
company basis and not on the basis of his/her recommendations; (4) Analysts are not permitted to accept fees or other consideration from the 
companies they cover for Harbinger except for the payments they receive from Harbinger; (5) Harbinger accepts payment for research only 
in cash and will not accept payment in shares, warrants, convertible securities, or options of covered companies; (6) Harbinger will not 
conduct investment banking or other financial advisory, consulting, or merchant banking services for the covered companies.  
 
Harbinger did not make an independent investigation or inquiry as to the accuracy of any information provided by the Company.  Harbinger 
relies solely upon information provided by the companies for accuracy and completeness.  The information provided in the report may 
become inaccurate upon the occurrence of material changes, which affect the Company and its business.  Neither the Company nor Harbinger 
is under any obligation to update this report or ensure the ongoing accuracy of the information contained herein.  This report does not 
constitute a recommendation or a solicitation to purchase or sell any security, nor does it constitute investment advice. This report does not 
take into account the investment objectives, financial situation, or particular needs of any particular person. This report does not provide all 
information material to an investor’s decision about whether or not to make any investment. Any discussion of risks in this presentation is not 
a disclosure of all risks or a complete discussion of the risks mentioned.  Information about past performance of an investment is not 
necessarily a guide to, indicator of, or assurance of future performance. Harbinger cannot and does not assess, verify, or guarantee the 
adequacy, accuracy, or completeness of any information, the suitability or profitability of any particular investment, or the potential value of 
any investment or informational source. Harbinger and its clients, affiliates, and employees may, from time to time, have long or short 
positions in, buy or sell, and provide investment advice with respect to the securities and derivatives (including options) of companies 
mentioned in this report and may increase or decrease those positions or change such investment advice at any time. Harbinger is not 
registered as a securities broker-dealer or an investment adviser either with the U.S. Securities and Exchange Commission or with any state 
securities regulatory authority. 
 



LKA International, Inc. (OTC BB: LKAI) October 16, 2006
 

Copyright © Harbinger Research, LLC 2006 Page 18 of 19 
 

ALL INFORMATION IN THIS REPORT IS PROVIDED “AS IS” WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, OR 
REPRESENTATIONS OF ANY KIND. TO THE FULLEST EXTENT PERMISSIBLE UNDER APPLICABLE LAW, HARBINGER 
EQUITY RESEARCH, LLC WILL NOT BE LIABLE FOR THE QUALITY, ACCURACY, COMPLETENESS, RELIABILITY OR 
TIMELINESS OF THIS INFORMATION, OR FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL, INCIDENTAL, SPECIAL OR 
PUNITIVE DAMAGES THAT MAY ARISE OUT OF THE USE OF THIS INFORMATION BY YOU OR ANYONE ELSE 
(INCLUDING, BUT NOT LIMITED TO, LOST PROFITS, LOSS OF OPPORTUNITIES, TRADING LOSSES, AND DAMAGES THAT 
MAY RESULT FROM ANY INACCURACY OR INCOMPLETENESS OF THIS INFORMATION). TO THE FULLEST EXTENT 
PERMITTED BY LAW, HARBINGER EQUITY RESEARCH, LLC WILL NOT BE LIABLE TO YOU OR ANYONE ELSE UNDER 
ANY TORT, CONTRACT, NEGLIGENCE, STRICT LIABILITY, PRODUCTS LIABILITY OR OTHER THEORY WITH RESPECT TO 
THIS PRESENTATION OF INFORMATION. 
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Harbinger Research is a New York based independent equity research firm with a focus on providing coverage to small-cap 
companies.  Our mission is to help our clients achieve fairer market valuations, an expanded shareholder base, improved 
liquidity and easier access to capital markets.  We do this by providing insightful, in-depth research reports and then by making 
sure those reports are widely distributed and made available to both institutional and individual investors.  We strive to deliver 
superior research coverage and the result is compelling – consistent coverage from industry-expert analysts that is well-written 
and consists of insightful analysis, cogent arguments, and in-depth financial models.  To learn more about Harbinger Research 
and view our research reports, we invite you to visit our web sit located at www.harbingerresearch.com. 
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and transportation sectors. Most recently, Mr. Bain worked as an equity analyst for Institutional Research Consultants, where 
he provided customized research services to institutional investors. Prior to that, Mr. Bain worked on the sellside for Raymond 
James, where his research focused on companies that provide transportation and logistics services. Mr. Bain entered the 
securities industry in 1996, when he joined NatWest Securities. At that time, he conducted research primarily on manufacturers 
of cardiovascular medical devices and industrial equipment. That office was subsequently acquired by HSBC Securities in 
1998, and his coverage universe was broadened to include manufacturers of disposable medical supplies. Prior to entering the 
securities business Mr. Bain served as a Commercial Property Analyst for USAA and as an independent consultant. 
 
Mr. Bain holds a Bachelor of Arts degree with a major in economics and a Master of Business Administration degree with a 
concentration in finance, both from the University of Florida. Additionally, he is a CFA Charterholder and a member of the 
CFA Institute. 
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