MORNING NOTES Friday August 7, 2009
Michael A. Berry, Ph.D.

Today’s Notes:

1. Strategic Metals (Redux)
2. China Bidsfor Canada

1. STRATEGIC METALS (REDUX)

| received several emails from readersin other countries indicating their concern for the
stockpiling of metalsin their home countries. Here isthe concern from a German
scientist, an advisor to the German government. He replied to my Morning Note of
Wednesday August 5, 2009. He wishes to remain anonymous.

“Dear Dr. Berry,

Your comment of today concerning the strategic reservesis very important. | am
warning the German authorities to concentrate on the supply of these minerals and
metals, as Germany is the biggest economy worldwide referring to the export of goods
and WE HAVE NO COMMODITIES at home (our coal istoo deep and our costs for
producing the German coal too high) and these costs are five times higher than the
Australian coal delivered to our doors. Our lignite istoo dirty.

So you areright to complain the US policy to sell all the Strategic Reserves; but in
comparison to Germany you should be happy. We here in Germany depend on selling
high complicate and expensive goods to the world and we have NO METALS.

Chinaisdoing a very good job; they are changing the flood of Greenbacksinto
commodities especially in Australia and Africa.

Thereis one mistake you did in your comment: Niobium, Tungsten, Tantalum are not
rare earth elements. They are rare metals. Rare earth elements (I am a specialist herein
Germany for these minerals) are lanthanaides as Neodymium, Praseodymium,
Europium and others. These metals are extremely important for all new technologies
and China has a market share for the supply about 95 % worldwide. | see the times,
Europe and the US will go on their kneesto Beijing to ask for delivery of these metals.”

| think the fine Doctor makes several very good points. Intrigued by his comments| did
some more research on the issues. Here' swhat | found about the world’ s metals markets.

China, Japan and South Korea have been busy building strategic metal stockpilesfor 30
years. In the past decade they have stepped up their activities. China, in particular, has

been active in reducing exports of molybdenum, tungsten and recently rare earth metals
(by 38%).

Let’stake the Asian metals, picture country by country. These data were extracted from the
April 2009, Reconfiguration of the National Defense Stockpile Report to Congress.
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Japan has stockpiled what it calls “rare metals’ since 1983.
These metals are:

Chromium, Caobalt, Manganese, M olybdenum, Nickel, Tungsten, And Vanadium.
The stockpile, which consists of public and private components, has a supply of these
materials equivalent to 60 days of normal consumption.

The Republic Of Korea’s Public Procurement Service started stockpiling base metals
such as:Nickel, Copper, Lead, and Zinc in 1967.

Recently, the ROK’s Ministry of Commerce, Industry and Energy announced plansto
expand the list of stockpiled materials to include the following:

Antimony, Chromium, Cobalt, Ferrochromium, Ferromanganese, Ferrovanadium,
Indium, Manganese, Molybdenum, Nickel, Niobium, Selenium, Thallium, Titanium,
Tungsten, And Vanadium.

Because of its rapidly growing economy and resulting evaluation of its needs for

materials, Chinain 2007 identified five commodities (cadmium, cobalt, copper,

manganese, and petroleum) as strategic reserve minerals for the country. China planned

to stockpile about 20 million metric tons of petroleum, 500,000 metric tons each of
Cadmium and Manganese, 200,000 metric tons of Copper, and 300 metric tons of

Cobalt, which represented about 90 to 180 days of net imports of these commodities.

The estimated cost to build the stockpile was about $2.7 billion (China Economic News, 2007).
China reduced exports of tungsten and molybdenum in 2008.

China controls over 85 % of the world’s reserves of Tungsten and is seeking additional
supply, thereby making availability of this material almost totally dependent on Chinese
export policies. China has severely curtailed exports of many metals since 2006.

(Sour ce: Reconfiguration of the National Defense Stockpile Report to Congress, April
2006)

Why IsThis?

One must ask why it is that while the Asian economies mentioned above (and many
more) are accumulating commodities as fast as possible, the US is hobbling her
extractive industries. Canadais not following this course of action. Canadian companies
can easily attract flow-through financing for example.

The BRICS are restricting exports in many metals. China continues to accumul ate
significant hoards of copper, moly and tungsten as well as recently limiting exports of its
rare earth metals (95% of world supply). These are official government policies relative
to metals mining and stockpiling strategic and non strategic assets. My argument applies
to all our extractive industries whether in soft commodities, water technology, oil, natural
gas, coal or hard rock minerals. Ultimately these will all be in short supply globally.
More important is the fact that we choose to remain dependent on not-so-friendly supply
SOUrces.
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In the meantime, asin Germany mentioned above, the US Congress is completely
subservient to the environmental lobby. They are blind to what is really happening in the
world. My friend, and rare earth expert, Jack Lifton noted in aWSJ article (March 9, 2009),

“Deng Xiaoping's comment in 1997, where he said that China would be for rare earth
metals what the Middle East was to oil, has become a very stark reality. The world has
to wake up and start thinking of this group of elements as the 'technology metals
without which there will be no technology. China is already working out how these
metals are going to give its companies a competitiveness that the rest of the world will
find very difficult to match.'

It will be difficult, if not impossible, for the USto “Go Green” and develop a domestic
Green Industrial Base (to supply President Obama’ s 4 million green jobs) without adequate
stockpiles of rare earth metals. Lithium is another metal we lack. No, it isthe BRIC
countries and those who control access to these commodities that will call the shots.

Please examine the following table from the aforementioned “REPORT TO
CONGRESS’ in April. Please note a couple of issues regarding these materials:

1) There are 24 materials that the US is more than 90% dependent on foreign countries.
2) The USis 100% dependent on 20 of these materials.

3) Those asterisks are crucial to the national defense.

4) The countriesidentified in bold share an increased risk of supply disruption due to
economic (Quality of Life) or geopolitical considerations.

It appears that our policies will preclude us from building new, green and energy efficient
industries because we may not have access to the crucial mineralsin our stockpile.
Twelve years ago the Chinese understood the critical requirements for a21% century
economy. In the US we are oblivious to these needs instead focusing on fallacious cap
and carbon taxation strategies to wring more of mom and pop.

But there is another point that is critically important, in my view. Asiais experiencing a
secular renaissance in lifestyle. They still only consume 1/6™ of Canadians and Americans on
aper capitabasis. The Blackberry has freed her imagination and energized Asia. Thereisa
growing awareness within Asian governments that to achieve a higher quality of life all sorts
of commodities are necessary. Many of these applications are just now being identified
through R&D. They carry names such as lithium, thorium, beryllium, niobium, germanium,
tantalum, tungsten, molybdenum, manganese (take a breath!) aswell asthe rare earth metals.
It goes without saying that uranium will also be crucial. Once again, Mr. Lifton opines that
within a decade or so uranium will likely be in short supply globally. What isthe US
Department of Interior’s reaction to these global dynamics? It isto ban new uranium claims
on the prolific Northern Arizona Strip under pressure from the environmental 1obby and
lobbyists for punitive mining legislation to replace the Mining Law of 1872.

That is one reason there is so much volatility in these commodities.

1
China builds rare-earth metal monopoly, Asian Wall Street Journal, March 9, 2009.

MORNING NOTES 30F6 8/7/2009



2007 U.S. NET IMPORT RELIANCE FOR
SELECTED NONFUEL MINERAL MATERIALS

Commaodity Percent
ARSENIC (mrioxide) 100
ASBESTOS 100
BAUXITE and ALUMINA # 100
CESIUM # 100
FLUORSPAR # 100
GRAPHITE (natural) 100
NDIUM 100
MANGANESE # 100
MICA. sheet (namral) 100
NIOBIUM (columbium) # 100
QUARTZ CRYSTAL (industrial) 100
RARE EARTHS # 100
RUBIDIUM # 100
STRONTIUM # 100
TANTALUM # 100
THALLIUM 100
THORIUM 100
VANADIUM % 100
YTTIRIUM # 100
GALLIUM # 99
GEMSTONES 99
BISMUTH # 95
PLATINUM & 94
STONE (dimension) a0
DIAMOND (natural mdusirial stone) 88
ANTIMONY # 86
RHENIUM # 36
BARITE 23
TITANTUM MINERAL CONCENTRATES # 82
POTASH #1
TIN® 79
COBALT # 78
PALLADIUM # 73
TUNGSTEN # 70
TITANIUM (sponge) # 64
CHROMIUM # 62
PEAT Gl
ZINC # 58
MAGNESIUM COMPOUNDS 57
GARNET (industrial) 56
SILICON ga'msﬂicon) L 56
SILVER 55
MAGNESIUM METAL 54
DIAMOND (dust, grit and powder) 52
NITROGEN (fixed), AMMONIA 44
VERMICULITE 40
COPPER # 37
MICA. scrap and flake (namural) 32
PERLITE 30
ALUMINTM # 26
GYPSUM 26
SULFUR 24
PUMICE 20
SALT 18
CEMENT 17
NICKEL # 17
PHOSPHATE ROCK 14
BROMINE 13
IRON and STEEL 12
IRON and STEEL SLAG 7
LIME 1

hose marked by an # are materials
lentified as important to defense systems.
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Major Import Sources (2003-06)"
China, Moroceo, Hong Kong, Clile
Canada
Guinea, Ja
Canada
China. Mexico. South Africa. Mongolia

China, Mexico, Canada, Brazil

China, Japan, Canada, Belpinm

South Africa, Gabon, Australia. China

India. Belgium. China. Brazil

Brazil. Canada. Estonia, Germany

Brazil. Germany. Madagascar. Canada

China, France, Japan, Russia

Canada

Mexico, Germany

Australia, Brazil, China, Germany

Russia, Netherlands, Belgium

United Kingdom, France

Czech Republic, Swaziland, Canada, Austria
China, Japan, France, Austria

China, Ukraine, Japan, Hungary

Israel, India, Belgium, South Africa

Belgium, Mexico, China, United Kingdom
South Africa, United Kingdom, Germany, Canada
Italy, Turkey, China, Mexico

Botswana, Ireland, Namibia, South Africa
China, Mexico, Belgium

Chile, Germany

China, India

South Africa, Australia, Canada, Ukraine
Canada, Belarus, Russia, Germany

Peru, Bolivia, China, Indonesia

MNorway, Russia, Finland, China

Russia, South Africa, United Kingdom, Norway
China, Canada, Germany, Portugal
Kazakhstan, Japan, Russia, Ukraine

South Africa, Kazakhstan, Russia, Zimbabwe
Canada

Canada, Peru, Mexico, Australia

China, Canada, Austria, Australia

Australia, India, China, Canada

China, Venezuela, Russia, Norway

Mexico, Canada, Peru, Chile

Canada, Russia, |srasl, China

China, Ireland, Russia, Ukraine

Trinidad and Tobage, Canada, Russia, Ukraine
South Africa, China

Chile, Canada, Peru, Mexico

Canada, China, India, Finland

Greece

Canada, Russia, Brazil, Venezuela

Canada, Mexico, Spain, Deminican Republic
Canada, Mexico, Venezuela

Greece, Italy, Turkey

Canada, Chile, The Bahamas, Mexico

Canada, China, Thailand, Republic of Korea
Canada, Russia, Norway, Australia

Morocco

Israel, United Kingdom

Canada, European Union, Mexico, Brazil
Canada, ltaly, France, Japan

Canada, Mexico

a, Australia, Brazil

Those appearing in bold share an increased risk of
supply disruption related to economic andior geopolitical
concerns.
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2. CHINA BIDSFOR CANADA

Hand in hand with Morning Note 1 today’s newsisthat Chinaisinvolved in the purchase
of another Canadian company. Goldbrook Ventures (Vancouver) and Jilin Jien (China)
announced their intention to make an all cash bid for Canadian Royalties. The offer will
result in C60 cents per share for Canadian Royalties (CZZ TSX). Earlier thisweek the
shares were selling for 45 cents. Two years ago the shares were selling for C$2.60. |

have no indication how this offer will be received. | have very much liked the Canadian
Royalty assets for years.

CZZ.TO (Canadian Roysities Inc.) TSE @ StockCharts.com
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My point is that the rapacious accumulation of hard assets by Chinais ongoing. Credit
bubble or not, Chinaisintent on acquiring hard assets using dollars. Many of you have
asked about Oil Sands Quest (BQI). With this ongoing acquisition pressure and the current
production of 1.2 million barrels of synthetic crude from Alberta’ s oil sands, we think BQI
will go forward. The oil sands now contribute 60% of Canada’ s exports to the US.

| am also told that there is a major new discovery of light sweet crude in Saskatchewan. |
have not yet verified this information.
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It is Canadathat stands to benefit from this natural resource bonanza. |1 am convinced
that the BRIC countries. Led by China, believe that after the detritus of the current crisis
and recession is cleared away, the commodity sector will be avaluable discovery play.
Aswe have oft written we have away to go before we see area economic recovery. But
like all good contrarians who realize their opportunity, Chinais bidding for hard assets
that will ultimately increase in value.

By the way, NuCoal (Saskatchewan) iswell along on establishing ajoint venture
relationship with China (Sinopec) on a project to convert billions of tons of
Saskatchewan’ s high BTU, sub-bituminous and lignite coal into gasoline. Chinais
already on line with her Shenhua coal to liquids plant.

Two weeks ago | wrote on Avalon’ srare earth metals suite at Thor Lake in Canada’'s
North West Territories. Canadians will remember the Russian satellite that crashed into
Thor Lake. How long do you think it will be before the Chinese are knocking on that
door? Isthere anyone in Washington listening? | am convinced there will be so much
more Canadian Discovery potential. | am also convinced that Chinawill be there
building infrastructure and investing.

The material hereinis for informational purposes only and is not intended to and does
not constitute the rendering of investment advice or the solicitation of an offer to buy
securities. The foregoing discussion contains forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995 (The Act). In particular
when used in the preceding discussion the words “ plan,” confident that, believe,
scheduled, expect, or intend to, and similar conditional expressions are intended to
identify forward-looking statements subject to the safe harbor created by the ACT. Such
statements are subject to certain risks and uncertainties and actual results could differ
materially from those expressed in any of the forward looking statements. Such risks and
uncertainties include, but are not limited to future events and financial performance of
the company which are inherently uncertain and actual events and / or results may differ
materially. Inaddition Dr. Berry may review investments that are not registered in the
U.S Heowns sharesin Goldcorp, Senesco Technologies, Horseshoe Gold, Midway
Gold, Derek Oil and Gas, Terraco Gold, Kenrich-Eskay Gold, Neural stem, MegaWest
Energy, Valcent Products, CGX Energy and Quaterra Resources. We cannot attest to
nor certify the correctness of any information in this note. In considering any of these
companies for investment, please consult your financial advisor and perform your own
due diligence before considering any companies mentioned in this informational bulletin.

MORNING NOTES 6 OF 6 8/7/2009



