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drink up while one can and not expend too much energy doing anything until the next oasis is in sight.. 

Beware mirages though..

To QP or not to QP.. that is the Question?

As everyone knows (or thinks they know) the TSX had a massive housecleaning post-Bre-X in the late 

1990s and overhauled its reporting for mining companies so this would “never happen again”. The fact 

that mining scams continue apace seems to have escaped them. The post Bre-X “clean-up” was based 

on the premise that “evil financial guys” had caused the scandal and that “virtuous” professionals are 

the solution. So the Exchange and regulators introduced the NI 43-101 concept for Technical Reporting 

and introduced the concept of the QP (Qualified Person) as the figleaf to cover its vulnerable parts from 

accusations that “evil” financial types might be feeding the market wrong technical information.

In recent weeks we have engaged in a rather one-sided debate with the TSX. Out of this has appeared a 

realisation that the TSX does not particularly care who a QP is or what he knows but rather that he can 

be claimed to be a QP. This claim does not accrue though from any checking the TSX may have done of 

his geological bona fides but rather from the fact that he can claim a certain level of membership in a 

professional association. Interestingly the TSX does not seem to verify the relevance of the previous 

criteria for said QP having been admitted to the association that lends him its glory. This came to our 

notice  when  we  wondered  how  a  certain  person  who  had  been  a  serial  disaster  at  four  mining 

companies can have been so geologically incompetent and moreover how the TSX can have regarded 

him a QP.  All was revealed (or rather not revealed) when we came upon a copy of his CV. Knock us 

down with a feather but didn't it look to these untrained eyes like said QP was a Mechanical Engineer. 

But  hadn't  everyone  told  us  he  was  a  Mining  Engineer?  Ah,  but  he  belongs  as  a  Fellow  to  two 

associations which makes him a QP. But who says that Mechanical Engineers spend as much as one 

minute in the course of all the years of their  studies learning up on matters geological? After all what 

does an individual who designs elevator systems or hydroelectric turbine houses or petrochemical plants 

need to know about gold vein structures? Seemingly nothing in the mind of the TSX. Then how can one 

be a QP on matters geological without having studied on the subject? Maybe by joining as a Fellow a 

recognised association in a country that one has worked in (as a mechanical engineer mind you... not as 

a mining engineer) for less than one year in a forty-year career. And moreover an association not in the 

two  countries  from  which  one's  professional  qualifications  were  earned.  We  had  our  “lightbulb” 

moment from divining how a CV had been correctly massaged to show how a geological incompetent 

could  wash and repeat  so  many times by  gaming  the  QP system whereby  the  TSX  outsources  the 

filtering of technical “competence” to associations that do not necessarily have the same interests as 

the TSX, let alone the investors who are relying upon the QP's “qualified expertise”.

Over and above the issue of whether a QP has studied geology in their distant past, well may we ask 

why the concept for “horses for courses” does not apply. No brain surgeon would glean credibility for an 

academic paper on kidney disease so why is the TSX so unsophisticated as to think that that all QPs are 

born alike.  If the system was working correctly only metallurgist QPs would be allowed to comment on 

metallurgy,  geologist  QPs  on  geology  and  mining  engineer  QPs  on  mine  design.   Even  within  the 

geologist space many geologists can't tell Rare Earths from a bar of soap. We noted with bemusement a 

NI 43-101 from one of the most respected Canadian consultancy firms where Thorium was counted into 

the TREO percentage. Seemingly this analyst was the first one to spot it. But what we would know, as we 

don't even faintly qualify as a QP? Indeed we are one of those “evil” financial types they warn you 
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about.

The irony of all  this though is that the Bre-X scandal is remembered in popular memory for its most 

colourful event, namely the swan dive that a geologist took from a helicopter into the Indonesian jungle 

never to be seen again. Ironically if said geologist was still with us today he would be signing off on some 

mining company's releases as a QP. Feel safer?! 

News on the Model Portfolio

The portfolio continued a downtrend as the negative sentiment weighed on the mining space. The 

notable features were:

� Yukon Nevada replaced its COO which was a most welcome measure in our estimation 

� Capstone Mining closed its acquisition of Far West Mining 

� ECU Silver announced a reverse takeover deal whereby Golden Minerals will takeover ECU.

� US Gold announced a merger with Minera Andes, another McEwen group company

The Model Mining Portfolio had a valuation of $6.259mn on the 27th of May 2011 and now stands at 

USD$5.849mn of which some USD$3.538 mn is the net cash position.

 

Portfolio Changes

Our transactions this month picked up the pace as we purged some lagging names (and one undersized 

position) and added three new names we had met in recent weeks:

� Added a Short position in Golden Minerals . Shorted 5,000 shares of AUMN at US$19.42 on the 

27th of June 

� Added a Long Position in Northern Minerals. Purchased 150,000 shares in NTU.ax at AUD$0.73 

on the 9th of  June. 

 

� Adding a Short Position in St Elias Mines to the Model Mining Portfolio. Sold 60,000 shares in 

SLI.v at CAD$1.79 on the 9th of June

 

Our additions:

Golden Minerals is farther on in this note but St Elias Mines is a story we have been itching to short since 

we first  met them. To put it  most politely  the company has  a very large market capitalisation and 

virtually no resource. This stock gives us the feeling that a nasty surprise could send it to being virtually 

worthless.

Northern Minerals is the Australian Xenotime play in the Rare Earth space. We met with them recently 

and in line with our view of the potential of Yttrium Phosphate (Xenotime) as the up and coming REE 

mineral to pursue, we added them to the portfolio. 
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ZincOx (LON:ZOX) – Dust to Dust

This stock was added some months back to the Model Mining Portfolio due to our desire to 

increase  exposure  to  Zinc  stories.  Our  motivation  was  to  add to  the  mining  exposure  but 

collaterally ZincOx also gave us access to an interesting subspace of the Zinc world which is the 

recovery of the metal from furnace slag in the steel industry. There are three players in this 

area that we know of, Horsehead (NASD:ZINC), Silvermet (SYI.v) and ZincOx. There are bigger 

participants but they are not such unique exposure to the Zinc price dynamic. Horsehead, is 

purely a US story and has a market capitalisation of over US$500mn. Silvermet, in contrast, is a 

low cap Toronto-listed story that has a processing plant in Turkey (and Korea Zinc as a minority 

shareholder). ZincOx is the only one that combines this recycling activity with efforts in mining 

(though there is no synergy between the two activities.

Ironically, in light of Silvermet having Koreans as meaningful  shareholders the industrial activities of 

ZincOx Resources are in Korea where the company has committed US$76 million to a zinc recycling 

project. This plant is designed to treat 400,000 tons per annum of dust from electric arc furnaces – 

which are widely used in steelmaking. Korea currently generates around 380,000 tons of electric arc 

furnace dust  but  this  is  estimated to rise  to 400,000 tons during the next few years.  Interestingly, 

funding  is  coming  from Korea  Zinc,  who agreed a  US$50  million  loan package  at  the  end  of  April 

Meanwhile. The first draw-down of this line, amounting to US$12 million, has already been made.

Sampling projects during the past four years have found that the weighted average grade of this dust is 

23% Zinc and 26% iron. The ZincOx facility is intended to produce more than 90,000 tons per annum of 

zinc in concentrate when it hits full production. This represents the same capacity as a medium-to-large 

zinc mine.  Commissioning is expected for the first quarter of 2012.

In a recent statement ZincOx said that progress at the site is proceeding “very satisfactorily”. It stated 

that the civil works and foundations for the plant are 85% complete, while the installation of equipment 

is scheduled to commence before the end of June. A rotary hearth furnace is being refurbished in the US 

and is  being shipped to Korea in three batches. The first  batch has already arrived and erection is 

scheduled to begin in July. The construction of non-process buildings in nearing completion, while the 

building of the plant’s process buildings is well underway.

The ubiquity of Korea Zinc in these transactions indicates an interesting outreach to try and secure zinc 

supplies from non-conventional sources at a time when Nyrstar, Vedanta and Glencore are engaged in a 

scramble for zinc mining assets around the globe.  

Old Wine in Newer Bottles

It is no secret that we are less than overwhelmed by ECU Silver, which has long been a Short position in 

our Model Mining Portfolio. The stock is usually more renowned for its disappointing earnings results 

than corporate actions but in the last week it has managed to pull-off a deal. Like everything to do with 

this name we take its statements with a shovelful of salt. In this case, the company claims to being 

undertaking a Reverse Takeover (RTO) of Golden Minerals (NYSE:AUMN). The latter is the reincarnation 

of Apex Silver, of unfond memory, the NYSE-listed Bolivian silver mining play where investors lost more 
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than their shirts several years back.  

In its News Release, ECU says that the RTO values ECU at C$0.97 per share (CAD$302.5mn) in cash and 

stock, which was at a discount of 7% pct to ECU's close prior to the announcement. The deal has the 

support of Golden's largest shareholder,  the Sentient hedge fund group (with a 19% stake). This fund is 

better known in our coverage for their purchase of the Rincon Lithium near-producing saline lake in 

Argentina.  The  company's  May  presentation  shows  the  NY  money  manager,  Gilder  Gagnon  as  the 

largest shareholder (rather than Sentient) with a 20.2% stake. This leaves us wondering whether GG will 

be as content as Sentient to be lumbered with an over-priced and underperforming ECU. We would not 

be surprised if Sprott, with a 5.6% stake also head towards the escape hatch. 

The one consolation in all  this is that the new company to be led by Golden Minerals'  CEO, Jeffrey 

Clevenger, and distance shall be made from the old ECU crew. 

Golden Minerals, which is based in Colorado, has assets in Mexico and South America and its key project 

is the El Quevar project in Argentina. ECU Silver owns the Velardeña properties in Durango in Mexico 

which has been one of the most anemic and unprofitable silver “mining” operations in Mexico. 

Through  the  RTO,  ECU  shareholders  will  get  0.05  common  shares  of  Golden  Minerals  and  about 

CAD$0.000385726 in cash for each share they hold, giving them ownership of more than 50% of the new 

entity. Both companies agreed to not solicit alternative proposals, but granted the other party a right to 

match any competing proposal. The break-up fee is C$10 million for both parties. The directors and 

officers of both companies also agreed to vote in favor of the deal, which is expected to close between 

late August and early September. 

Additionally ECU Silver said it will issue about CAD$15 million in convertible notes to Golden Minerals, 

with a conversion price of CAD$0.97 per share and a maturity date of June 30, 2012. This is clearly to 
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plug the financial hole at ECU that would have necessitated another damaging financing if this current 

deal had not been cooked.

We see  no  reason  to  change  our  view  of  the  merged  company  from  that  we  held  on  the  prime 

component. This sounds more like a rescue of the flailing ECU. If bulking up is the goal for Golden then 

there are plenty of worthier candidates than ECU. We are even more stunned to see that Golden is 

bringing $109mn in cash and short term investments to the table and that a chunk of this is going almost 

straight  away  to  fund  ECU's  convertible.  We cannot  see  why  non-Sentient  shareholders  (and even 

Sentient for that matter) haven't looked through the ECU financials and run for the hills. Makes us think 

that there might be even something worse afoot at Golden. Good reason enough to put a short position 

in Golden Minerals into the Model Mining Portfolio, which we duly did.

Conclusion

With Greece in the balance the gold bugs are frothing for action but alas the gold price seems almost 

static which doesn't conform to their version of the hymn book. With the long death agonies of the 

country dragging on this has given more than enough time for exposed parties to work out what they 

are going to do and to reduce their exposure, unwind derivatives etc. Thus comparisons to the sudden 

onset Lehman debacle are well off the mark. Greece is a death well foretold. The mourners are already 

dressed and the coffin hammered into shape.

Thus is Greece cannot get the gold pulse racing then what can? Inflation may be breaking out in some 

emerging markets but some of these, namely Brazil, are QE2 junkies and maybe heading for a wakeup 

once the dripfeed is turned off. This will damp inflationary tendencies in a big way, but in any case why 

buy gold to hedge Brazilian inflationary risk unless you are Brazilian? The West is barely registering a 

pulse economically so inflation on the broader scale is not going to be a gold price motivator. 

The best we can hope is that industrial metals hold up as precious metals lose ground. 
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` Mining Model Portfolio as at: 28-Jun-2011
 

Date of Portfolio Increase Target

Security original rec. Currency Avg. Current Weighting in Value Price

Large Caps Nyrstar (NYR:BT) 09/28/09 Euros 7.69 9.75 7.9% 26.8% $13.00

Thompson Creek Metals (TC) 01/15/10 USD 15.20 9.51 3.8% -37.4% $20.00

Corporate Actions Platinum Group Metals (PLG) 02/11/10 USD 2.02 1.91 5.2% -5.4% $3.80

UCore Rare Matels (UCU.v) 08/20/10 CAD 0.40 0.57 3.1% 42.5% $0.70

Mid-caps Norton Goldfields (NGF.ax) 03/13/11 AUD 0.18 0.14 4.0% -22.2% $3.00

Uranium Participation Corp (U.to) 10/20/10 CAD 7.01 6.38 4.2% -9.0% $9.00

Capstone Mining (CS.to) 05/29/09 CAD 2.32 2.91 3.8% 25.4% $5.00

Labrador Iron Mines (LIM.to) 08/20/10 CAD 4.61 10.75 7.4% 133.2% $7.50

Yukon Nevada Gold (YNG.to) 07/20/10 CAD 0.34 0.40 3.3% 18.8% $1.50

Zinc ETF (Zinc.L) 01/15/10 USD 7.04 8.32 2.2% 18.2% $11.00

Industrial Minerals (IDM.ax) 04/14/11 AUD 0.29 0.27 2.6% -6.5% $0.80

Cap-Ex Ventures (CEV.v) 05/13/11 CAD 0.92 0.52 1.7% -43.5% $1.50

Gold Juniors Cerro Resources (CJO.v) 05/01/09 CAD 0.08 0.22 7.2% 161.2% $0.30
Goldgroup (GGA.to) 06/02/10 CAD 0.68 1.10 4.5% 61.8% $1.35

Adamus Resources (ADU.ax) 10/22/09 AUD 0.44 0.55 3.9% 25.0% $1.20

Golden Band Resources (GBN.v) 04/13/10 CAD 0.28 0.32 0.9% 14.3% $0.65

Lion One (LIO.v) 05/13/11 CAD 1.20 1.02 2.8% -15.0% $2.70

Timmins Gold (TMM.v) 01/25/11 CAD 2.23 2.25 3.7% 0.9% $3.00

Oromining (OGR.v) 12/03/10 CAD 0.39 0.30 2.5% -23.1% $1.32

Tamerlane Ventures (TAM.v) 05/13/11 CAD 0.29 0.29 2.0% 0.0% $1.00

NWM Mining (NWM.v) 11/29/10 CAD 0.10 0.11 3.0% 10.0% $0.36

Other Juniors Malaga (MLM.to) 12/15/09 CAD 0.14 0.24 1.3% 71.4% $0.60

Groote Resources (GOT.ax) 02/28/11 AUD 0.43 0.13 0.7% -69.8% $0.72

Geovic (GMC.to) 11/23/09 CAD 0.61 0.33 1.8% -45.9% $1.50

Reed Resources (RDR.ax) 12/15/09 AUD 0.59 0.52 2.9% -11.1% $1.80

Northern Minerals (NTU.v) 06/09/11 AUD 0.73 0.63 2.6% -13.7% $1.50
Philippine Metals (PHI.v) 05/12/10 CAD 0.37 0.09 0.5% -75.7% $1.50
Revett Minerals (RVM.to) 11/15/10 CAD 3.15 4.25 4.7% 34.9% $5.00
ZincOx (ZOX.L) 10/26/10 CAD 39.25 64.00 4.1% 63.1% £68.00
Eagle Star Minerals (EGE.v) 11/19/10 CAD 0.22 0.22 1.8% 0.0% $1.80

NET CASH 3,538,742   

Weighting

Shorts US Gold (UXG) 05/01/09 USD 2.34 5.72 17.5% -144.4% $1.70

Gold SPDR ETF (GLD) 11/15/10 USD 133.93 146.13 7.9% -9.1% $115.00

St Elias Mines (SLI.v) 06/09/11 CAD 1.79 2.06 3.4% -15.1% $0.80

Silver ETF (SLV) 02/24/11 USD 31.09 32.83 4.4% -5.6% $27.00

ECU Silver (ECU.to) 09/10/09 CAD 0.60 0.92 5.0% -53.3% $0.45

Golden Minerals (AUMN) 06/27/11 USD 19.42 18.83 2.5% 3.0% $15.00

Eldorado Gold (EGO) 05/12/10 USD 18.06 14.50 20.7% 19.7% $13.00

Current Cash Position 3,538,742

Current Liability on Shorts Not Covered (1,397,701)

Net Cash 2,141,041

Current Value of Bonds 0

Current Value of Long Equities 3,707,964

TOTAL VALUE OF PORTFOLIO 5,849,005

Short Equities

Long Equities

Price
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Important disclosures
I,  Christopher  Ecclestone,  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 specific recommendations or view expressed in this research report.    
 
Hallgarten’s Equity Research rating system consists of LONG, SHORT and NEUTRAL recommendations. LONG 
suggests  capital  appreciation to  our  target  price during  the next  twelve  months,  while  SHORT suggests  capital 
depreciation to our target price during the next twelve months. NEUTRAL denotes a stock that is not likely to provide 
outstanding performance in either direction during the next twelve months, or it is a stock that we do not wish to place 
a rating on at the present time. Information contained herein is based on sources that we believe to be reliable, but 
we do not guarantee their accuracy. Prices and opinions concerning the composition of market sectors included in 
this report reflect the judgments of this date and are subject to change without notice. This report is for information 
purposes only and is not intended as an offer to sell or as a solicitation to buy securities. 
 
Hallgarten & Company or persons associated do not own securities of the securities described herein and may not 
make purchases or sales within one month, before or after, the publication of this report. Hallgarten policy does not 
permit  any  analyst  to  own  shares  in  any company that  he/she  covers.  Additional  information  is  available  upon 
request. 
 
© 2011 Hallgarten & Company, LLC.  All rights reserved. 
 
Reprints of Hallgarten reports are prohibited without permission. 
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