MORNING NOTES Monday February 1, 2010
Michael A. Berry, Ph.D.

Today’s Notes:

1. Copper and Deleveraging
2. A few Favorites

1. COPPER ....

Good riddance to January 2010! It was a month of market malaise, decline and, aswe
predicted, the beginning of a correction — or worse the resumption of the bear market. The
dramatic collapse of the copper market was more important. One look at Kitco’s 6 month
graph isinstructive. After peaking at $3.40 per pound on January 6", copper succumbed to an
equally dramatic shift in investor psychology. Once again from a shift from hope that the worst
was over, to fear that the worst was to come. Between Jan 6™ and January 29" copper was
sold down - hard. This AM copper istrading down at $3.01. Copper has retreated 12% in
three weeks. Furthermore the 50 day moving average is now broken and the MACD is
ominous.

6 Month Copper Spot
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| do not see a bottom on copper yet. The story in WTI oil isidentical to that of copper. After
peaking early in January (actually intra day at $83.95 on January 11™)) oil has declined in lock
step. ThisAM crudeistrading at $73.13 for a one month decline of 13%.

Part of thisissue was a message from Chinathat sheisreiningin liquidity. In the U.S. FOMC
member and St Louis Fed Bank’ s James Bullard has suggested that deflation is no longer a
concern. This suggests tightening for the US economy will soon (6 months?) become an issue
for serious debate. The St Louis Fed chief said,

“Thereason you can't give a specific dateisthat it's dependent on how the economy
performs. If you have a strong economy, it could happen sooner. If you have a weak
recovery, or arelapse, it may be later.”
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It seemswe are still in No Man’s Land from the viewpoint of our central bankers.
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If copper isthe metal with the “Ph.D. in economics,” that copper and crude oil have joined
forces adds weight to the argument. They may be shouting that global economic growthisas
yet in question. As deleveraging of the entire devel oped world continues to gain strength and
the US dollar strengthens concurrently, pressure on GDP will increase. The equity markets
heard the roar. The Dow could not even manage to end last week on a high note after afourth
quarter GDP (annualized) performance of 5.7%. The DOW failed to reviveitself and fell 53
points ending the day Friday on a down note.

Today the White House will propose a $3.6 trillion budget with arecord $1.6 trillion deficit.
No matter how much fiscal heat as been applied to this economy, it has so far refused to budge
at least from an employment perspective. The Obama Administration will propose spending
another $25 billion in state aid and a“mini” jobs bill of $100 billion. Let’s hope these are not
the millions of “Green” jobs promised in the last jobs bill. This increases the deficit to
between 10% and 11% of GDP. We think thisis unsustainable. Evidently so does the rest of
the world.

This past weekend | spent considerable time reviewing the McKinsey Global Institute’ s report
on global deleveraging. Thisisamust read for any one serious in understanding the future; at
least the future for the next 5 to 7 years. There are several conclusions that merit attention but

one stands out. That isthat after afinancial crisis such as we have experienced, deleveraging

requires, on average, 5to 7 years. During this timeframe such deleveraging tends to be a drag
on economic performance. Further the McKinsey study identifies 5 developed economies
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likely to be under such deleveraging duress. This leads to our focus on emerging economies,
less levered, where discoveries of all sortswill be required.

More on that in afuture MN but | will speak this week in Phoenix (Cambridge House
Symposium) on what | seein our future. In the meantime we all need to recalibrate our
thinking because the aftermath of the great debt buildup of 2000 to 2010 is how upon us.
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2. SOME FAVORITES

| cannot relate how many phone calls and emails | answered last week. Numerous calls on the
decline in many of the shares | have mentioned. Along with the overall market and commodity
decline | pointed out in MN 1 above, many of these Discovery stocks declined and some
sharply. It was alittle reminiscent of the flight to liquidity we all witnessed in awe in 2008.
For example Quaterra Resources (QMM) declined to $1.33 from itsintra day high of $2.40
several weeks ago. The company has four valuable financing and development deals with
Goldcorp, Freeport McMoran and Copper Ridge. The company should not have a significant
financing need for two to three years and may have several discoveriesto report in that
timeframe. We also expect news from the company. Quaterra should be purchased at these
levels.

Avalon Rare Earth also fell —again for no company-specific reason but along with the market.
| have taken the liberty to include Graeme Irvine' s write-up on this company (today) just to
show another valued opinion. Graeme considers Thor Lake (I visited last summer) a property
of “global importance.” | agree. Please see Graeme's excellent web site at:

http://www.londonir viner eport.com
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The story of rare earths and metals is mostly one of China producing and exporting,
Japan, America and everyone else importing. Vital to our new technologies, and lifestyle,
and critical to hybrid and electric cars, Rare Earth Elements and Heavy Rare Earths, are
a strategic choke point held in China's hands. Lately China has been squeezing that
choke point. Avalon (AVL) at Thor Lake Canada, | think, has a property of global
importance. A property with the ability to offer NAFTA access to REEs and HREs for the
decades ahead. As America and the west move to reduce over dependence on oil from
unstable regions, we will see demand for rare metals take off.

Avalon Rare Metals Inc. TSX: AVL. http://www.avalonraremetals.com
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Finally we turn to one of our favorites, Revett Minerals (RVMIF OTCBB). Here is a company
whose stock istrading for pennies (C$.37). Itisin production at its troy mine and holds
permits on Rock Creek. Rock Creek has aresource of 230 million ounces of silver and 2
billion pounds of copper. | expect that Revett will move forward this year to develop Rock
Creek. Nevertheless this stock, along with Avalon and Quaterra are now excellent contrarian
investmentsin my view. | am including on my web site a newspaper article written on Revett
Minerals. Please take time read this article.

The bottom line with most of these names is that they are in the tentacles of a market and

commodity decline. | cannot identify anything “wrong” with any of these companies. | would
be inclined to be a buyer of any of these companies on any further weakness.
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RVM.TO (Revett Minerals Inc.) TSE @ StockCharts.com
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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 uncertaintiesinclude, 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. He owns shares and in Goldcorp, Senesco
Technologies, Horseshoe Gold, Derek Oil and Gas, Terraco Gold, Neuralstem, Piedmont
Mining, MegaWest Energy, CGX Energy, Solares Lithium and Quaterra Resources. Dr.
Berry isan advisor to Revett Minerals. We cannot attest to nor certify the correctness of any
information in this note. Please consult your financial advisor and perform your own due
diligence before considering any companies mentioned in this informational bulletin.
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