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Cusi Site Visit: Long Term Upside Tangible
For now Cusi is a small mine but we believe it has the potential to
eventually produce 5-6Moz over the longer-term.

First Impression
On November 20-21 we attended a site visit to Sierra Metals’ 100%-owned
Cusi mine in Chihuahua state, Mexico. The company is in the process of
ramping up production from the underground silver-zinc-lead mine from
300tpd to 600tpd by Q2/14 with the aim of producing nearly 1Moz of silver
next year. Through significant expansion of underground development of
several different silver rich veins at Cusi, and potentially the construction
of a new mill, Sierra Metals believes the mine could ultimately support
throughput of 3-4,000tpd, implying over 6Moz of silver production per
year.
Prolific Historic Silver Mine, With Continued Potential. The Cusi mine
has a long history, dating back to the mid 1600’s under the Spanish
Conquistadores. It is estimated the mine area produced in excess of
200Moz of silver between the mid 1600s and 1987. The company believes
the project area, which comprises a total of 12 active and former mines,
could contain an additional ±500Moz in the long-term over the 11,670
hectare project area. We toured several of the active producing and
prospective veins on the project where average grades run 175g/t silver,
but with ongoing exploration and development demonstrating for highgrade pockets in the 400-1,000g/t range.
Small Scale For Now, But With Incremental Low Cost Growth. The rampup of production should grow silver production by 50% to nearly 1Moz
silver in 2014, with a significant reduction in cash costs from $15/oz
to a targeted $10/oz. Over the near-term, we expect Cusi to remain a
small but profitable mine which should contribute free cash flow to the
company as of 2014. We think a key attribute of the mine is its low cost
expandability – sustaining and growth capex plus exploration is expected
to be only $10M in 2014 and $6M in 2015. The Cusi mine resource totals
1.38Mt grading 166g/t in the indicated category, and 1.65Mt at 273g/t in
the inferred category based on exploration to date of the Promontorio,
Santa Eduwiges, La India and San Juan veins. It is highly likely in our
view that exploration will not only expand resources on these veins, add
new resources from known veins such as Minerva and La Gloria, and
ultimately result in the discovery of additional veins within the project
area. A resource update is scheduled for Q1/14.
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Favourable Infrastructure.
Cusi is 135km from Chihuahua City, the state capital, and only 22km from Cuauhtemoc, a
regional centre with industrial and manufacturing services. It is accessible by paved road,
with power supplied by the national grid at a cost of ±$0.06/kwh, and water from the
aquifer. Ore from the mine is trucked 37km also by paved road to the Malpaso mill, a
workable relatively low cost mill that was purchased in 2006 for a nominal amount.
Exhibit 1: Cusi Mine & Bolivar Mine Location in Chihuahua State, Mexico

Source: Company Disclosure
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Cusi Brief History
2006 – Sierra Metals acquired the Cusi property.
2006-2012 – exploration and development of the project, including pilot mining commenced
in 2012 with 54,124t produced grading 185g/t in 2012. The mine averaged 170tpd in 2012.
2013 – commercial production declared in January, with throughput averaging 302tpd
through October. In July the company released an updated resource estimate.

Cusi Brief Geology
The Cusi project geology comprises a low sulphidation epithermal vein system bordered by
the Cusi and Border faults, part of a regional NNW trend. There are at least 12 former
operating mines of the project, with 6 primary veins (the Promontorio, Santa Eduwiges, La
Minerva, San Juan, Candelaria and La India veins) and a number of smaller vein systems. The
average grade of the existing indicated resource is approximately 165g/t silver, though the
company continues to encounter higher grade sections during its underground development
work with significant 1-2 meter intersections grading between 400g/t and 1,000g/t.
Exhibit 2: Cusi Mine Primary Vein Systems

Source: Company Disclosure

Ore from the Cusi mine is processed at the Malpaso mill, 37km from the mine by paved road.
The mill was purchased in 2004 with an original capacity of 100tpd, and has subsequently
been expanded to 650tpd. The mill comprises two separate circuits and has the capacity to
produce lead concentrate containing silver, the main product from the Cusi mine, and a zinc
concentrate when grades are high enough. The company has also built 6 vat leaching cells
and installed a Merill-Crowe plant which can be used to produce silver dore from oxide ore
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when required at minimal additional cost. The mill provides a relatively convenient, low cost
option to process Cusi ore, though it is small scale. Over the long-term we expect Sierra
Metals to investigate the construction of a new onsite process plant.
Exhibit 3: Malpaso Mill – Small But Workable Mill For Cusi Mine

Source: RBC Capital Markets, Company Disclosure

Production Rising in 2014, With Longer Term Significant Upside
With the increase in underground development at Cusi this year and the expected second
processing line at the Malpaso mill, Sierra Metals expects throughput to rise significantly in
2014, and production to rise from about 600koz in 2013 to over 900koz in 2014. In the
longer term, the company will investigate the construction of an onsite mill with throughput
capacity up to 3-4ktpa, implying silver production as high as 6Moz per year.
Exhibit 4: Significant Step-Up in Throughput at Cusi in 2014

Source: RBC Capital Markets, Company Disclosure

November 25, 2013

Patrick Morton

(416) 842-9957; patrick.morton@rbccm.com

4

Sierra Metals Inc.

Required disclosures
Non-U.S. analyst disclosure
Wen Tian (i) is not registered/qualified as a research analyst with the NYSE and/or FINRA and (ii) may not be associated persons
of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Conflicts disclosures
The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including
total revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated
by investment banking activities of the member companies of RBC Capital Markets and its affiliates.
Please note that current conflicts disclosures may differ from those as of the publication date on, and as set forth in,
this report. To access current conflicts disclosures, clients should refer to https://www.rbccm.com/GLDisclosure/PublicWeb/
DisclosureLookup.aspx?entityId=1 or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza,
29th Floor, South Tower, Toronto, Ontario M5J 2W7.
A member company of RBC Capital Markets or one of its affiliates received compensation for products or services other than
investment banking services from Sierra Metals Inc. during the past 12 months. During this time, a member company of RBC
Capital Markets or one of its affiliates provided non-securities services to Sierra Metals Inc..
RBC Capital Markets has provided Sierra Metals Inc. with non-securities services in the past 12 months.
The author is employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices located in Toronto,
Canada.

Explanation of RBC Capital Markets Equity rating system
An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned
to a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to
the analyst's sector average. Although RBC Capital Markets' ratings of Top Pick (TP)/Outperform (O), Sector Perform (SP), and
Underperform (U) most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same because
our ratings are determined on a relative basis.
Ratings
Top Pick (TP): Represents analyst's best idea in the sector; expected to provide significant absolute total return over 12 months
with a favorable risk-reward ratio.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Rating
As of March 31, 2013, RBC Capital Markets suspends its Average and Above Average risk ratings. The Speculative risk rating reflects
a security's lower level of financial or operating predictability, illiquid share trading volumes, high balance sheet leverage, or limited
operating history that result in a higher expectation of financial and/or stock price volatility.

November 25, 2013

Patrick Morton

(416) 842-9957; patrick.morton@rbccm.com

5

Sierra Metals Inc.

Distribution of ratings
For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories
- Buy, Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick(TP)/
Outperform (O), Sector Perform (SP), and Underperform (U) most closely correspond to Buy, Hold/Neutral and Sell, respectively,
the meanings are not the same because our ratings are determined on a relative basis (as described above).
Distribution of ratings
RBC Capital Markets, Equity Research
As of 30-Sep-2013
Investment Banking
Serv./Past 12 Mos.
Rating
BUY [Top Pick & Outperform]
HOLD [Sector Perform]
SELL [Underperform]

Count

Percent

Count

Percent

769
656
83

51.00
43.50
5.50

271
179
13

35.24
27.29
15.66

References to a Recommended List in the recommendation history chart may include one or more recommended lists or model
portfolios maintained by RBC Wealth Management or one of its affiliates. RBC Wealth Management recommended lists include
a former list called the Prime Opportunity List (RL 3), the Guided Portfolio: Prime Income (RL 6), the Guided Portfolio: Large Cap
(RL 7), the Guided Portfolio: Dividend Growth (RL 8), the Guided Portfolio: Midcap 111 (RL 9), the Guided Portfolio: ADR (RL 10),
and the Guided Portfolio: Global Equity (U.S.) (RL 11). RBC Capital Markets recommended lists include the Strategy Focus List
and the Fundamental Equity Weightings (FEW) portfolios. The abbreviation 'RL On' means the date a security was placed on a
Recommended List. The abbreviation 'RL Off' means the date a security was removed from a Recommended List.

Equity valuation and risks
For valuation methods used to determine, and risks that may impede achievement of, price targets for covered companies, please
see the most recent company-specific research report at https://www.rbcinsight.com or send a request to RBC Capital Markets
Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7.

Conflicts policy
RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request.
To access our current policy, clients should refer to
November 25, 2013

Patrick Morton

(416) 842-9957; patrick.morton@rbccm.com

6

Sierra Metals Inc.

https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South
Tower, Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of research and short-term trade ideas
RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having
regard to local time zones in overseas jurisdictions. RBC Capital Markets' research is posted to our proprietary websites to ensure
eligible clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional distribution
may be done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third-party vendors.
Please contact your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research.
RBC Capital Markets also provides eligible clients with access to SPARC on its proprietary INSIGHT website. SPARC contains market
color and commentary, and may also contain Short-Term Trade Ideas regarding the securities of subject companies discussed in this
or other research reports. SPARC may be accessed via the following hyperlink: https://www.rbcinsight.com. A Short-Term Trade
Idea reflects the research analyst's directional view regarding the price of the security of a subject company in the coming days or
weeks, based on market and trading events. A Short-Term Trade Idea may differ from the price targets and/or recommendations
in our published research reports reflecting the research analyst's views of the longer-term (one year) prospects of the subject
company, as a result of the differing time horizons, methodologies and/or other factors. Thus, it is possible that the security
of a subject company that is considered a long-term 'Sector Perform' or even an 'Underperform' might be a short-term buying
opportunity as a result of temporary selling pressure in the market; conversely, the security of a subject company that is rated
a long-term 'Outperform' could be considered susceptible to a short-term downward price correction. Short-Term Trade Ideas
are not ratings, nor are they part of any ratings system, and RBC Capital Markets generally does not intend, nor undertakes any
obligation, to maintain or update Short-Term Trade Ideas. Short-Term Trade Ideas discussed in SPARC may not be suitable for all
investors and have not been tailored to individual investor circumstances and objectives, and investors should make their own
independent decisions regarding any Short-Term Trade Ideas discussed therein.

Analyst certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of
the subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.
The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s Financial Services
LLC (“S&P”) and is licensed for use by RBC. Neither MSCI, S&P, nor any other party involved in making or compiling the GICS or any GICS classifications makes any express or implied
warranties or representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties
of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to any of such standard or classification. Without limiting any of the foregoing,
in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct, indirect, special,
punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

Disclaimer
RBC Capital Markets is the business name used by certain branches and subsidiaries of the Royal Bank of Canada, including RBC Dominion Securities Inc., RBC
Capital Markets, LLC, RBC Europe Limited, RBC Capital Markets (Hong Kong) Limited, Royal Bank of Canada, Hong Kong Branch and Royal Bank of Canada, Sydney
Branch. The information contained in this report has been compiled by RBC Capital Markets from sources believed to be reliable, but no representation or warranty,
express or implied, is made by Royal Bank of Canada, RBC Capital Markets, its affiliates or any other person as to its accuracy, completeness or correctness. All
opinions and estimates contained in this report constitute RBC Capital Markets' judgement as of the date of this report, are subject to change without notice and
are provided in good faith but without legal responsibility. Nothing in this report constitutes legal, accounting or tax advice or individually tailored investment
advice. This material is prepared for general circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of
persons who receive it. The investments or services contained in this report may not be suitable for you and it is recommended that you consult an independent
investment advisor if you are in doubt about the suitability of such investments or services. This report is not an offer to sell or a solicitation of an offer to buy
any securities. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. RBC Capital
Markets research analyst compensation is based in part on the overall profitability of RBC Capital Markets, which includes profits attributable to investment banking
revenues. Every province in Canada, state in the U.S., and most countries throughout the world have their own laws regulating the types of securities and other
investment products which may be offered to their residents, as well as the process for doing so. As a result, the securities discussed in this report may not be
eligible for sale in some jurisdictions. RBC Capital Markets may be restricted from publishing research reports, from time to time, due to regulatory restrictions and/
or internal compliance policies. If this is the case, the latest published research reports available to clients may not reflect recent material changes in the applicable
industry and/or applicable subject companies. RBC Capital Markets research reports are current only as of the date set forth on the research reports. This report is
not, and under no circumstances should be construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not
legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. To the full extent permitted by law neither RBC Capital Markets nor
any of its affiliates, nor any other person, accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information
contained herein. No matter contained in this document may be reproduced or copied by any means without the prior consent of RBC Capital Markets.

November 25, 2013

Patrick Morton

(416) 842-9957; patrick.morton@rbccm.com

7

Sierra Metals Inc.

Additional information is available on request.
To U.S. Residents:
This publication has been approved by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and which accepts
responsibility for this report and its dissemination in the United States. Any U.S. recipient of this report that is not a registered broker-dealer or a bank acting in
a broker or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report, should
contact and place orders with RBC Capital Markets, LLC.
To Canadian Residents:
This publication has been approved by RBC Dominion Securities Inc.(member IIROC). Any Canadian recipient of this report that is not a Designated Institution in
Ontario, an Accredited Investor in British Columbia or Alberta or a Sophisticated Purchaser in Quebec (or similar permitted purchaser in any other province) and
that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report should contact and place orders with RBC
Dominion Securities Inc., which, without in any way limiting the foregoing, accepts responsibility for this report and its dissemination in Canada.
To U.K. Residents:
This publication has been approved by RBC Europe Limited ('RBCEL') which is authorized by the Prudential Regulation Authority and regulated by the Financial
Conduct Authority ('FCA') and the Prudential Regulation Authority, in connection with its distribution in the United Kingdom. This material is not for general
distribution in the United Kingdom to retail clients, as defined under the rules of the FCA. However, targeted distribution may be made to selected retail clients of
RBC and its affiliates. RBCEL accepts responsibility for this report and its dissemination in the United Kingdom.
To Persons Receiving This Advice in Australia:
This material has been distributed in Australia by Royal Bank of Canada - Sydney Branch (ABN 86 076 940 880, AFSL No. 246521). This material has been prepared
for general circulation and does not take into account the objectives, financial situation or needs of any recipient. Accordingly, any recipient should, before acting on
this material, consider the appropriateness of this material having regard to their objectives, financial situation and needs. If this material relates to the acquisition
or possible acquisition of a particular financial product, a recipient in Australia should obtain any relevant disclosure document prepared in respect of that product
and consider that document before making any decision about whether to acquire the product. This research report is not for retail investors as defined in section
761G of the Corporations Act.
To Hong Kong Residents:
This publication is distributed in Hong Kong by RBC Investment Services (Asia) Limited, RBC Investment Management (Asia) Limited and RBC Capital Markets (Hong
Kong) Limited, licensed corporations under the Securities and Futures Ordinance or, by the Royal Bank of Canada, Hong Kong Branch, a registered institution under
the Securities and Futures Ordinance. This material has been prepared for general circulation and does not take into account the objectives, financial situation,
or needs of any recipient. Hong Kong persons wishing to obtain further information on any of the securities mentioned in this publication should contact RBC
Investment Services (Asia) Limited, RBC Investment Management (Asia) Limited, RBC Capital Markets (Hong Kong) Limited or Royal Bank of Canada, Hong Kong
Branch at 17/Floor, Cheung Kong Center, 2 Queen's Road Central, Hong Kong (telephone number is 2848-1388).
To Singapore Residents:
This publication is distributed in Singapore by the Royal Bank of Canada, Singapore Branch and Royal Bank of Canada (Asia) Limited, registered entities granted
offshore bank and merchant bank status by the Monetary Authority of Singapore, respectively. This material has been prepared for general circulation and does
not take into account the objectives, financial situation, or needs of any recipient. You are advised to seek independent advice from a financial adviser before
purchasing any product. If you do not obtain independent advice, you should consider whether the product is suitable for you. Past performance is not indicative
of future performance. If you have any questions related to this publication, please contact the Royal Bank of Canada, Singapore Branch or Royal Bank of Canada
(Asia) Limited.
To Japanese Residents:
Unless otherwise exempted by Japanese law, this publication is distributed in Japan by or through RBC Capital Markets (Japan) Ltd., a registered type one financial
instruments firm and/or Royal Bank of Canada, Tokyo Branch, a licensed foreign bank.
.® Registered trademark of Royal Bank of Canada. RBC Capital Markets is a trademark of Royal Bank of Canada. Used under license.
Copyright © RBC Capital Markets, LLC 2013 - Member SIPC
Copyright © RBC Dominion Securities Inc. 2013 - Member CIPF
Copyright © RBC Europe Limited 2013
Copyright © Royal Bank of Canada 2013
All rights reserved

November 25, 2013

Patrick Morton

(416) 842-9957; patrick.morton@rbccm.com

8

