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There is a fifth dimension beyond that which is known to man. It is a dimension as vast as space and asisitiedess as infinity
middle ground between light and sledeeen science and superstition, and it lies between the pit of man's fears and the summi
his knowledge. This is the dimension of imagination. It is an area which we call the Twilight Zone.

- Opening narrati@eéson 1)

For those youngeaders who may not know of the Twilight Zone, Wikipedia offers the following description:

i The Twii$an gnheticanssoiefiaon/fantasy anthology television series created by Rod Serling, which ran for fi
seasons on CBS from 1959 to 196&4efies consists of unrelated stories depicting paranormal, futuristic, Kafkaesque,
otherwise disturbing or unusual event s; each story t

Beyond being a show, and later on a movie, it has bectimeenpadeaf lexicon. As presented in the Urban Dictionary:

fA state of surrealism, where things that should not make sense seem tdatmsaken from the 1960's TV show
hosted by writer Rod Serling. o

Whatan aproposvay to desébe the currentonetary systemrThe financial markets are a fascinating arena. They are interesting,
intellectually stimulating, economically lucrative, filled wittpiotedligéine individuals, aneé perfect showcase of behavioral
psychology. The fact thatketare usually a step or two removed from reality is much of the fun and is ultimately the reason that
can be so lucrative over meaningful periods of time. We are all so lucky to be a part of it.

INn1999, t he wo vehtdréddyond beimg & littlevkifferaknedt sicr ossed over iinto the

happeningt was the most painful time of my career. The subsequent dozen years were the most satisfying and rewarding of n
our clients benefitted handsome f r om t he mar ket és inevitable return towar
peopléme mori es that | dondét need t o dteshmediamouddetecomicompaniasn i t .
inconce’b | e hei g hetcso neovmeyndo asst ofccklsd wer e figuratively given awa
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From my vantage pdinh e wor | d 6s s forche kecomhtimé ie dtastei rr edc ecretnltyur y | ong car e
Twi |l i ght -oftdhe eperdmarrafive from the sGows econd season, itravel thiough an@emme n |
dimension, a dimension not only of sight and sound but of mind. A journey into a wondrous land whose omnlgfboundaries
imaginatiod.

It is importartt &sk questions. Sometimes it can be fun. For example:

Why are a wise man and a wise guy opposites?

Why do you park in a driveway and drive in a parkway?

Why does a ship carry cargo and a car carry shipments?

Why are there interstate highways in Hawaii?

If you try to fail, and you fail, have you succeeded or failed?

If pro is the opposite of con, is progress the opposite of congress?
How do a fool and his money get together in the first place?

Is a metaphor like a simile?

Did Noah keep his bees in agthiv

How come we choose from just two people for president and 50 for Miss America?
Does expecting the unexpected make the unexpected expected?
Is it good if your vacuum really sucks?

Have you ever imagined a world with no hypothetical situations?
Why do yorecite at a play but you play at a recital?

Why is quite a few the same as quite a lot?

Why do people who know the least know it the loudest?

To T T o I I 3> B D Do Do o Do D I I

Often it is imperative to ponder more serious questions. Before getting to the important questions dundus i ldtidebackgro
What Kopernik Global Investork o pde formailiving i3 appraise businesses and opportunely buyetbesewhehn the market

offers them at large discounts to our estimate ohtffjastadkintrinsic valdéstory demonstrates that when inexpensive stocks

have been falling for years, they seldom extend to us the courtesy of immediately reversing course. Before rewarding ou
patience handsomely, they usually force us to look foolish for a period ddgingewrong approximately 30% of the time is the
expected cost of investing against the crowd. Being right 70% is our expected reward. Similarly, subpargearowioeming their
mix is a requisite byproduct of looking different from thedemwedind=to continue ourtkenmg record of generating significant
alpha, we willingly endure the occasional unpleasant period. The fourth quarter of 1999, the July thro2§d8xtdlibeperiod of
September through &aber 2014 chapters of anger warrant special attention. These three periods all demonstrated the bipol:
nature of the market at its worst, and our propensity to drastically underperform during these environmeigs th&tahaable prope
reached levels that appeared todlow to be true, dropped significantly further as fingkedoe®( s or r vy , candt cc
more fitting words) by fAinvestorso who si mpl y Compauhdthgp 6t b
the discomfp this often happens in conjunction with expensive stocks catapulting upward. At these moments, two things are i
It is very important not to lose &eonviction at these pivotal moments in tifBgually important though, is not to caviglier

dismiss the situationOne must, in good times and bad, question evégtsrithe wholesale dumping of tangible assets, and

of growing businesses in emerging countries,pr esent t he f i gur at i v eboridoesibpesent k e el |
thoughtful investors with one of the better hgigipportunities of the cent@ryProceeds from this whalkeslumping of tangible

value arapparently being used to finance purchases ofdppgsiteexpensive financial claims on mirEgpeletefuture cash

flow from securitteatlackmeaningful asset backiBges thisiean that a new paradigm is underway, or that supreme caution is in
order?

Canary in a Coal Mine

ANow if I tell you that you suffer from
You pay yoanalyst to reach the same conclusions
You live your life like a canary in a coalmine
You get so dizzy even walking in a strai
-The Police
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Let 6s ibvestgation by isingssomeé artis | i ¢ e n s e Now if lttdll yo@ that thegmarketplage suffarssfrom delusions,
l etds see i f anal ysd sTamlssésdinterded telpreadesfoanmtieeir ova apindsnto shextemts
which it e market, Bopernikhathas taken a brief detour from the realm of reality.

0
0

Letds frame the questions and then examine the data:

EMH (efficient market hypothesis) assumes that investors tend téstthisatatiaial?

EMH assumes that it is not possilolesistentlyutperform the markeeally?

EMH assumes that capital str dewham?e, taxation and trading
EMH assumes that investors have equal access to information and thatdiieatigliyzehiat world?

Inthe nascentstident ury, have we finally discovered the Philosopherd

Can wealth be conjured up by bureaucrats or does it need to be earned?

Is it logical that the U.S. Dollar was considered risky im@@di, ¢nitsd e r e d 6 s a hawié meartingfully noee expénsive h a t
(risky) relative to other currencies?

Is it logical that U.S. long bonds, viewed as risky at 14% vyield, are consiale3ét rafdsit

Is it logical that bonds wereidenmesi much more risky when the debt was a low percentage tieggRiretban when the debt is an
astounding0® of GDP and all liabilities ext¥#aof GDP?

If bonds are a claim on dollars, and dollars are backed by those same bondg@uaittet-cthé 6 s bal ance sheet),
Shoul dndédt investors dpeensator® more than 3% of annual com

Is it likely that Developed Cogotrgrnmestihvolvement in thend markets makieondsmore attractive whHideerging Country
governmestiivolvement in electricity, phonesssndaes effectively resthair stocksninvestable?

Can the cost of capital be calculated from a formula that o
Is it wise to invest in a sectwwntry that has recently attracted an outsized proportion of the available capital?
Is economics a science?

Is government a science?

Is investing a science?

Is the world flat?

Does the sun revolve around the earth?

Is nuclear power a deahlistry?

Is coal a dirty relic of a bygone era?

Can risk be boiled down to a number?

When didrisko a ma n deceme ingre impontapt ehaofrigirmanent loss of cafitelvestment portfolios?

While some of these questiorsetierident effectively rhetorichlet 6 s | ook at our answers t o most
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Assessing the Canaryds Health

"In the world of investing, being correct about something isn't at all synonymous with being proved correct right away.
-Howard Marks

fiyou are neither right nor wrong because the crowd disagrees with you. You are righabecausayowd r easoni ng
-Benjamin Graham

Let ds t ake aortlolo bodings aind &nalyze whatlekrécent price movements are inderativecofioog short

term volatility. I n ot han werdd £, tmboaskdtpstitesaacgeptiagaremegndeuwsr e m

profitmaking potential? In the current, extraordinary environment, the answer to this question is virtually e #saesstigrs to thos

portfolio decisions. Wedll start wpibtsespessi pecspeadubvri
1) Coal

The market is suggesting that coal is about as setxesméie to meetingahergy needs of the future. It is dirty and in
someways mankind might be beftéf this perceptithiat itwere going awsas true But ti is not goingway The

population of the world has more tharddeablbe past hedfnturyand residggredominately in the emerging economies

of the world. They,amed will heloing what the rest of us did when we were in our developimerqlcitzgeir

resources and usemngergy extensively. Meeting this objective will require utilizing any and all sources at their disposal
exhbits illustrate that coal is a predominant source of elsctiseitwill undoubtedly level off, kaatlistit to expect it to

drop dramatically?

World Electricity Production
By Fuel Source Source: World Bank
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Importantly, caslalso cheaper than almost all other sources. It represents millions of years of solar energy captured in fossil fi
It will be used. Using Peabody Energy as an example, it is clear that the market has always exhibited ibsptlandendencies in
toward coal stocks. Buying when the market hates it has always been a winning strategy. Should this time be different?

Relative Energy Prices SourceBloomberg
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It is interesting how oil has dropped much harder than coal but coal stocks have plunged much more thdikely stocks. This wil
prove to be a temporary aberration.
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2) Uranium
The market is assuming that Fukushima fvaslue grage o r ear power They cou
with coal, meeting the needs of 7 to 8 billion pewpéasiitighye a challenge. Nuclear, like all energy sources has some
unfortunate negatives, but it is cheapamdrdeCO2 free. Exéibitshow that n@mproduction hasnsistently been
below demandhélMeg#ons to Megaatts program is guere of many factstgygesting that mine suppliéseetb
growIn addition to existing reactors, many mioeingrbuiltinventories are currently high but fallisidpeliewkthat
sufficientnine production will require a more than doubling of price.

nucl

Uranium Supply & Demand
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New Reactors Under Construction

90 nehew reactors by 2023
Source: Cameco, Q2 201

Operable Under Const.

Region/Country 2014 New Shut Operable Change 2014
Americas 126 8 (8) 126 0 6
Europe 136 10 (16) 130 (6) 4
Asia 77 14 (14) 77 0 9
Other* 6 16 - 22 16 5
India 21 15 - 36 15 6
China 21 57 - 78 57 27
Russia & E. Europ 49 21 (13) 57 8 12

*Other: Bangladesh, Iran, Pakistan, Saudi Arabia, South Africa, Turkey, United Arab Emirates
**E. Europe: Armenia, Belarus, Ukraine
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And then I thought, What better hedge than a uranium centrifuge?”
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3) Hydrgower
Thestockmarket priseofmundane U.S. utility companéesp substantigily people trip over themselves to aegUre
dividend yiel®laturally, one would expect the stocks of utilities generating cheap, clean hydroelectric power, and doin
growingegconomies, wouldlbeading the pack. After all, hydro is arguably clearly superior to other forms of electricity. Ye
thed wilight Zoneiinese stocks have not only failed to keep pace with U.S. utilities, they have fallen into the bargain bas
Are cost leadingnopolists really wantty20% of replacement cost or is the market making a colossal mistake?

Idaho Power vs Eletrobras | P/B Source: Bloomberg
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4) SkyWest, Inc.
As a result of lower fuel prices and previously distressed prices, the airline stocks have had quite a ran. As one o
industry participants to have fairly consistently added to domkaviming period of time, 8&yWith its strong market
niche, surely deserves to sell at a premium to book value and to other airlines. In fact, it has beemtefiadistadf the rally a
less than half of book value. We believe that the market should focus less on the volatility of eah@ngsgtetmmore on t
growth of book value.

Book Value per Share

SkyWest Source: Bloomberg
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5) Telecom
Is there a better poster child for market inefficiency and human irrationality? The whole industry was priget insanely in
yet, despite phenomenal growth, was figuratively being giveryaamsyldteee NTT had the largest market cap on the
pl anet dur i nygtwasbfiered anlyfoer timed fiee caahrflaw decades subsequent. Investors have, at
various times, preferred mobile, then wireline, then mobile. Theyeldbbetwaeh a preference for emerging markets
and developedarketsbig and small, cable and fiber, code division and time division, current cash flow and growth, etc. \
emer gi ng mar k et sspecialficklee Gppatunties eefdem.d ness i s

Telecom

Enterprise Value per Subscriber ($USD)
Source: Bloomberg
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6) Russia/AAPL
Twenty years from now, students wondét believe that

should be necessary.

Market Capitalization $362villion $627 billion
Priceto-Sales 70% 357%
Priceto-Book 0.65 5.62
Size of Workforce 77,000,000 83,000
Resources

Land 6.6 million sqg. miles (4.2 billion acres 2.9 sg. miles(1,866 aéres)

Rivers 100,000 -

Lakes 2,000,000 -

Freshwater Reserves 1/4 of the World -

Crude Oil 80,000 (m b) -

Natural Gas 48,676 (billion standard cu m) -

Gold 36.8 million ounces (1,1502t0ns) 31.1 million ounces (9704tons)

GoldReserves 125million ounce3,906ons) -

Rapidly Obsolescing Prodi No Yes

The largestBfu s si ads bodies of fresh water, Lake Baikal, 1is
contains over ofitth of the world's fresh surface water. Of the country's 100,000 rivers, the Volga at 2,294 mitesiis the lo
Europe.

20ver a period of six months, Russia has purchased 54 tons of gold and has now overtaken China as thetéfti goigest c
reserves.

3Apple Inc., FormK@or the FY ended Sept 28, 2013. Approximately 15% is leas&sPpiieprriyed.

4Cash and Short Term Investments of $37.8 billion as of June 28. 2014 converted to ounces of aold ($1.21Hlddhce as ¢

Sources: The World Bank,
Britannica, OPEC, Bloomberg, IN

"Undervaluations caused by neglect or prejudice may persist for an inconveniently long time, and the same
applies to inflated prices caused bgntivesiasm or artificial stimdlants.
Ben Graham

"The best opportunities are usually found amongshothennaon't do.
Howard Marks

"To buy when others are despondently selling and to sell when others are euphorically buying

takes the greatest courage, but provides the gredtest profit.
John Templeton

Kopernik Global Investors, LLClO
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7) Bonds
fBhe walks like she don't care
Walkinbn imported air
Ooh, it makes you wanna die

(the Market), you've gotta see (it)

Go insane and ou(its)mind

Won't come in from the rain

She's oceans running down the drain

Blue as iiBmwndend desireo

The bond mar ket certainly is @cemrdllkankergpewing ou hotad is all thRasr e

necessary to levitate the bubble higher still. It is interesting (to me anyhow) that Blondie, one ofahe lgaeatest New W

ever, was poputhrring the tet days of the last great bond bear nhatketwas an environment t ha
di f fer entltwhsradime of exttbme negativity anBfean.d s wer e common lcatesdfer i d e
Confiscationo duelentlesslyih hirelsight there wete enany seasons to berposipive, but people were
blinded by fear. Nowadays, invhatmso fear. Today they seem blinded by greed or, at the very least, by complacenc
There are many reasons to be fearful of bonds. Where is thewebadtiistin order? Rates are miniscule; fundamentals

are scary.

For examplBonds areclaims on cash, while cash is a claim on those very samé poRds d 6 s shdetabilities c e

are cash (currency and demand deposits) while they a
circularity eventually come to Wediias fraud? Or at le@sivedas an accident that was waiting to happether
relevanbond fundamentals: the. Has ruannuabudget deficits4byears of the past fahturyliabilities havewo
reache®926of GDPnational debt is ndtimeshecashwhich will ultimately be required to pay the bonds dff (bond

settle for cast®9times more cash will have to be conjured up by tbescéntraibankarsgot pay®ff the estimated $115
trillion of unfunded obligations Of$hig¢Dat souces are in the Appendix28).

Historical 30eaBond Yield
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Bonds ended 2014 at a 4bliovding yield (or lack thereof) of 2.75% (and quickly dropped anothtr belper@Ha8

levely. The above chart shows the three decades long journey of interest rates from compellingly high to virtually non
The insert shows that a further drop to 2% could lead to gains of 16.5% but that a small increase to 48ebould result in
lager losses of 21%. A return to rates of the early 1980s, a time when investors were distraught over thfe financial si
the U.S(which incidentally looked Herculean insamipaniur current predicamveotd result in a plunge of over 75%

in the price of a 30 year Treasury. freeTidklere i s a reas

As a completely random aside, it is merely a coincidence that the lyrics used in this QamsicgoipygBiondie,

The Police, and Oingo Bdiaigoall froraircathe end of the lastjorinflection point for financial assets relative to real
assets. Maybe subconsciously | miss the high yields as well as the muditeobthel era.e mehtary itk soi@eo m
lyrics from this cenfury.

U.S. Stock Market
Stocks in the United Stateseasonably valudane believes that: 1) margins will permanently hover significantly above
hi storic nor ms; 2) interest rates wild/ al way4)thooe cl o
rule of | aw wonoét twecdpteanhistalig) ow admpir e avé | & ywatethcapbghearm d t e v
a historically outsized slice; 6) the U.S. is an oasis, immune from the challenges afflicting the rest ofateeavorld; 7) cyc
thing of the pakdwai®8) 9) hene wi hbl beconandtbly can deser
value of every other country ( as represented in thEWEBE@Il comtvorld index)).
Kopernik is very thankful to have the latitude to invest elsewhere!
IThe black swan thaera metaphor that describes an event that comes as a surprise, has a major effect, and is often inappafignakely rationalized
fact with the benefit of hindsight
Cyclically Adjusted Price Earnings Ratio (CAPE)
19512014
Source:

www.econ.yale.edu/~shiller/data.htm
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Tobin's Q Ratio

19512013
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T o Is QA éatio devised by James Tobin afriadesity, Nobel laureate in economics, who hypothesized that the combined market value of all 1
companies on the stock market should be about equal to their replacement costs. The Q ratio is calculatesf actrapaaykdivigdakeby
the rplacement value of the firm's assets.
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Source: Morgan Stanley Research
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