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An end to the never ending story

Crystallex finally looks set to develop Las Cristinas

Risk On: Buy stocks - sell bonds

Finally in what looks like an end fo the gold sector’s longest running soap opera Crys-
tallex International (CRY-T $0.45) partnered with China Railway Engineering Corp. to
develop the giant Las Cristinas gold deposit. Having a heavy weight and highly ca-
pable partner is essential in what is one of the mining industry’s most dodgy environ-
ments. Crystallex finally has “what it takes” to suceed and after more than 10 years
of intense scepticism | think its finally a buy. $0.39.

Editor: Neil Maedel
Uncompromising analysis
exclusive advice beginning 1987.

Last June Crystallex International
(KRY-T) announced it had formed
a strategic partnership with China
Railway Resources Group a subsid-
iary of China Railway Engineering
Corporation, the world’s largest
contracting and engineering com-
pany, to develop the Las Cristinas
gold project in Bolivar state, Vene-
zuela. Under the agreement, which,
critically, has the support of the Ven-
ezuelan government, Crystallex will
retain a one third carried interest
and CRRC, which will develop the
mine, will have the remaining two
thirds.

Las Cristinas is one of the largest
deposits of its kind in the world. The
open pit mine as currently designed
would be over three kilometers
long, one kilometer wide and half
a kilometer deep and at a produc-

fion rate of 40,000 tons per day it
would take 32 years to exhaust.
Proven and probable reserves are
16.8 million ounces of gold based
on a US $550 gold price. Total mea-
sured and indicated resources, with
an 0.5 gram gold per ton cut off, is
20.7 million ounces of gold, 9.7 mil-
lion ounces of silver and 706 million
kilos of copper. Resources in the
inferred category add a further 6.2
million ounces of gold 2.2 million
ounces of silver and 158.7 million ki-
los of copper.

My first infroduction to Las Cristinas
occurred in 1997 when research-
ing the ongoing slugfest over who
actually had rights to the deposit,
that was between Placer Dome
and Crystallex International. Placer
Dome Inc. had been developing
the project since 1991 and by the
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Venezuela's bright
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The first guestion iy exploretionist or moestor
thitest sk hers assessiing @ project's poeritil 5
wivef & e ovemll enpiranment: 1s it oo danger
e or expensive md i we or they operiie effec-
tmely? In ndoresi's case, the amser hiad been
i ifd g estirmation, comsaqently we completely
oided compities whose principl projects were
there, Tho weeks ago | retiernad to Vimezuel fo
assess its politicnl and busingss ereirormmentand
Tombstone Expioration’s Ville Hondo project,
whtich i around 60 mules north of the comtrover
sl Las Cristinas pold deposit.

My kst brap ovcaeered several yaars pre-
wivwsly - nly wevks prior &0 the contry's infa-
Hﬂﬂ.!'rﬁrhg; cvisis dherig which almost halfof
its commmencial barks collapsed under the weyght
offrandvdimt loans. They weresubseguenithy bailad
vut ot i estivated cost of arownd 57 illion.
Druring thit period a sty m"ﬁrumvlcy risted;
soldiirs pratrollad the streets foprevent rinting and
looting. Hour tach had things changed?

As T arrmed, @ controesy nyed as b
the rightftl cumers of a gant gold deposit called
the Las Cristigs. Toget a feel for sofuat stands jor
@ rule of brawr in Vemezusls — an essential aspect
far iy corpmy without Freeport MchMoRan-
stzed clont - I tooka close look at the dispuete. The
hast tive Minedde's exarmined 0 wasjor dlieim bttie
e cormectly posred ook water on Miavsfield Min
evals” claim o an Argentinian copper porplhyry
prroper iy cmlbed Bhe Cerrp Sameta. No sl sep
fce fir those that heeded it, Monsfeld’s shanes
traeed at 89 whevt the comtest begar and $2.00
when i efectioely ended (for the latest fuvist i
this story see page 16). The shar af if in this lat-
st property dipiete & tht ower bet = ith Placer
PO From Maedel's April 28th 1997
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famous gold belt called
Kilometer 88 and into the
offices of government of-
ficials and various Venezu-
elan mining industry  ex-
perts.

My objective was to talk
to the people originally in-
volved in the claims. And
for me, the deciding opin-
ion for my subsequent re-
port was voiced by Ms.
Concepcion Suarez who,
in 1989, was Venezuela's
Director of Mines when
the claims central fo the
dispute, the Cristinas 4
and 5 had expired and
two others 6 and 7 were
revoked by the ministry.

Ms. Suarez explained to
me that at the time, under
Venezuelan law (decree
2039) any rights or leases
attached to a concession
such as those in dispute
die with the concession
as its term expires or it is
cancelled, at the discre-
tion of the state. Contrary

to the market hype at the
time, some of the Cristinas
leases had already been
cancelled with the agree-
ment of the leaseholders
and then transferred to
Placer Dome’s partner in
the project, state owned
Corporacion Venezolana
de Guayana.

This not only made Crys-
tallex’s chances of suc-
cess, regarding its claim
to the Las Cristinas remote
but it also in the sights of a
financial short selling gun-
slinger, activist and author,
Manuel Asensio.

Asensio sold short compa-
nies’ shares if he thought
their share price was
based on untrue claims.
At one time he boasted
that of 26 companies he
had recommended short-
ing the average decline
in value was around 86
percent, franslating to a
loss of $30 billion dollars
in market value. In ret-
rospect Crystallex ended
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up as another notch on
Asensio’s gun barrel as
the company’s ultimate
collapse easily exceeded

his 86% average.
A second legal hurdle
for Crystallex was that

the original claims cov-
ered only the alluvial gold
which made the compao-
ny's claim to what is not
an alluvial deposit, irrel-
evant.

Our advice to readers
(see first page left) was
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that Placer would win
and that Crystallex shares
should be sold. A few
months later Crystallex’s
case was thrown out of
court and its share price
collapsed from $12 to just
above $1.00.

Placer’s wins the battle
but lose’s the war

But placer’'s victory lap
was cut short as Crys-
tallex’s plummeting share
price was soon joined by
gold. Gold bullion had
been trading between
$350 and $400 for the pre-
vious several years but
as Placer continued ap-
proached the final stages
of the deposit’'s US $576
million development, the
yellow metal had fallen to
$252 an ounce. Placer at-
tempted to sell its share to
its partner in the project
state owned Corporacion
Venezolana de Guayana
and then finally leaving it
to be re-nationalized.

Crystallex gets
Las Cristinas
In 2002 Crystallex got back
in the game when it paid
the Venezuelan govern-
ment US $15 million and



agreed to a 6% royalty on
production for the right to
develop the deposit. But
Venezuela is not America
or Mexico. For me ftrav-
eling around Caracas
always felt like a combat
operation. The Economist
Magazine recently report-
ed the 2009 Caracas mur-
derrate was at an *aston-
ishing 220 per 100,000.

Crystallex’s  April 2006
$7.11 share price high oc-
curred just after its posi-
tive feasibility study was
approved by the Venezu-
ela’s Ministry of Mines. The
numbers that matter most
to us are the 19.91 million
ounces of gold the de-
posit contains (16.8 million
ounces proven probable)
using a $650 per ounce
gold price, the projected
production rate of 252,000
Ounces per year and the
cash cost per ounce of
$252 per ounce — a num-
ber which is likely fo have
risen significantly, but then
so has the price of gold.
From there however be-
gan the company’s long
march into the arms of
Chavez's waiting Chinese
partners. The global fi-
nancial crisis only added
to their share price woes
while drastfically increas-
ing the dilufion from sub-
sequent financings. Thus
at the time of writing Crys-
tallex now has approxi-
mately 375 million shares
outstanding (Fully Diluted:
462 million).

After all the drama long
term investors can hardly
be happy about the out-
come. But considering

that investors had been
nerves had been badly
rattfled such as in 2006
when the counftry’s Presi-
dent Hugo Chavez hint-
ed Crystallex might lose
the project and a third of
something is a lot better
than all of nothing.

But what did they expect?
Christallex’s flock of prin-
cipally American inves-
tors seemed to believe
that an American sense
of law and justice would
prevail when the reality
was that in Chavista-land,
instead of American juris-
prudence, they would be
dedling with the law of
the jungle.

All things are political in
Venezuela. And it seems
laughable that President
Chavez would allow a
bunch of American-Cao-
nadian capitalist gringos
to just walk away with one
of the world’s and Vene-
zuela’s biggest gold mine.
A sweet deal that cutin a
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Things were looking good then
they were not...

Chavez-cronie or made
geopolitical sense to
Chavez was the most like-
ly outcome. The principal
hope was that Crystallex
would not be entirely left
in the cold.

The deal that mattered
occurred last June and in
reality the Chinese part-
ners are being quite fair
under the circumstances.

For Maedel’'s readers the
Crystallex share  price
($0.39) is a far more inter-
esting thanthe $10itonce
fraded at, most crifically
because after more than
a decade all the neces-
sary players and ingredi-
ents are finally in place.

The entrance of China
Railway Resources Group,
a Chinese state spon-
sored champion, (which
is the largest construction
company in the world
and is currently building a
$7.5 billion railway system
for Venezuela) is the 800
pound guerrilla needed to
drive the project forward.

Using just half the mining
industry’s going rafe for
proven probable gold re-

MAEDEL'S SEPTEMBER 2010

serves of $100 per ounce
and  Crystallex's  P&P
reserves of 16.8 million
ounces of gold makes the
company'’s carried third is
worth at least $554 million
or $1.20 (fully diluted) per
share. Clearly as the proj-
ectadvancesits valuation
shouldincrease. Ifit gets to
the $210 per ounce many
gold producers proven-
probable reserves are val-
ved, we will looking at a
very profitable $2.40 share
price. Added to this is fur-
ther upside as Crystallex
reserves are likely to be
increased. | am adding
Crystellex which tfrades on
both the Amex (KRY $0.39)
and (TSXKRY-T) fo my port-
folio at $0.39.

Special Situations

Continved...

Last  July | highlighted
three companies which
| thought were bound to
do befter no matter how
tough the market got.
The first was Lynas corp.
(OTC: LYSCF or AU.LYC).
Like Crystallex | have
been following the com-
pany for years and also
similar it has a breathtak-
ing amount (1.6 billion) of

LYSCF Lynas Comp
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shares outstanding. (It al-
most become even more
similar but for the Austro-
lion Foreign Investment
Review board’s last min-
ute veto of Chinese state
sponsored champion Chi-
na Non Ferrous Mining’s
bid to take over Lynas in
2009.) Lynas performance
has defied naysayers who
looked at its gigantic float
and commented that for
expecting its shares to go
up was like waiting for a
whale to fly. Yet up they
have gone and in the
midst of an appalling mar-
ket.

Since May when | noted
their refusal to sink with
the rest of the market they
have doubled in price
from a flash crash A$0.38
(more realistically $0.45)
to $1.04. Originally added
to the Maedel’s portfolio
December 2009 at $0.51,
the rare earth metal mine
developer's shares did
not really catch fire unfil
last July 9th.

The excitement  was
sparked when The Min-
istry of Commerce of
the People’s Republic of
China reduced the total
export quota for 2010 by

page 3

40% from the year previ-
ous. Even more worrying
for cost conscious REO
consumers, which include
everything from light bulb
and cell phone makers to
magnet  manufacturers,
the export quota for the
second half of 2010 was
slashed 72%.

Lynas is next in line to be-
gin producing REO'’s (next
year) putting it in an ideal
position to take advan-
tage of REO markets de-
veloping shortages. But
as good as its future looks,
at its recent A $1.02 puts
them nearly at its previous
highs - a point where con-
siderable supply could be
forthcoming. In this market
| think it is prudent to take
some money off the table
and thus | am taking profit
on half of my position at
$1.02.

My second special situa-
fion lIvanhoe Mines NYSE:
IVN(added at $16.43) A
recent study by Standard
Chartered Bank does a
great job of outlining why
we should expect a bull
market in metals over the
next several years.

This combined with the

fact that Ivanhoe Mine's
giant Oyu Tolgoi copper-
gold project makes the
company an  obvious
take over target is why |
pegged itin July as bound
to outperform even in the
most dismal market con-
difions.

Given the current outlook
for copper (which | had
also noted has broken out
to the upside), the longer
potential suitors such as
partner Rio Tinto wait, the
more expensive and prof-
itable for lvanhoe share-
holders it is likely to get.
Below are the highlights of
the Standard Chartered
report which illustrate why
I am so bullish:

“We have analysed more than
800 copper, iron ore, coking and
thermal coal projects that ex-
ist today and fewer than 25% of
them are likely to see production
in the next five years. In this re-
port, we introduce a supply for-
ward curve, illustrating how the
production plans of the industry
have changed dramatically since
early 2008 (pre-crisis). Large
chunks of supply that were to

will be very bullish for near-term
prices.

We think copper has the poten-
tial to spike to $12,000/tonne in
the next two years. We also think
the supply forward curve could
flatten and rally on the long end
as we believe not one of the sev-
en largest copper producers will
be undertaking any new copper
production in 2011 or 2012.

* 3.5mt or 18% of copper capac-
ity delayed till 2014. Consumers
destocked in a tight market.”

The bottom line is that the
Bank’'s analysts see the
potential for a copper
price spike fo $6 a pound
($12,000/tonne ) in the next
two years. This can't hurt
the value of vanhoe’s Oyu
Tolgoi project where the
first decade of production
is expected to average
1.2 billion pounds of cop-
per and 650 000 ounces
of gold annually. Cost of
copper production (after
gold credits) is estimated
to be $0.45 per pound of
copper.

My third choice for bear-

come onstream in 2010/11 have proof investing remains

now been pushed out to 2013/14  Australia Stock exchange

at the earliest. We believe this listed Independence
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Group NL an nickel pro-
ducer and gold explorer
withacrackmanagement
team a great JV partner
(AngloGold Ashanti Ltd-
operated Tropicana gold
project, in Western Austra-
lia.)

IGQO’s share price has be-
gun to break out as it's
revenues from nickel pro-
duction have taken off.
surge. Net profit for the
12 months to June 30 was
$28.74 milion, up 78 per
cent, while revenue to-
talled $116.67 million, up
17 per cent.

“The major factor con-
tributing to the above
increases was that spot
nickel prices during the
2010 period were signifi-
cantly higher (by approxi-
mately  $A4,164/tonne)
than in the previous cor-
responding period,” In-
dependence Group said
in a statement on Friday.
Not mentfioned was that
actual production ended
up about 5% higher than
guidance and the grade
was somewhat higher.

Considering that nickel
prices spiked to $52,000
per ton in April 2007 the

volatile metal's current
price (around $20,000 a
ton) looks a bargain un-
less compared to its Octo-
ber 1998 low of $9,000.

The outlook for the metal
is like the storm that hangs
off the beach but never
comes ashore. If all the
mines in development are
added a wave of supply
looks set to send the met-
al price crashing. Except
it never happens. Instead
the added supply has
come on incrementally.

Start up problems with a
new complicated and
hard to incorporate tech-
nology called high-pres-
sure acid leaching (HPAL)
is among the significant
factors. For example the
Vale owned (69%) $4.3 bil-
lion Goro project in New
Caledonia, should have
added 60,000 tpy capac-
ity but because of prob-
lems with its HPAL system it
is not even saying when in
the future the mine will be-
gin production. As a result
analysts like Societe Gen-
erale expect the metal to
remain in deficit to 2014.

But IGO is less a play on
nickel and more a play
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on management execu-
tion and its development
and growth potential. The
company has several cat-
alysts on the horizon. The
first is the release of the 5
million ounce Tropicana
(IGO 30%) Bankable fea-
sibility study which should
be released in the com-
ing months. As we wait,
the potential of serious
reserve growth from an
ongoing drill program at
the high grade Moran ore
body is definitely a loom-
ing catalyst. High impact
driling at Duketon Nickel
Joint Venture (70% IGO)
focus is prospective mas-
sive and disseminated
nickel sulphide mineralisa-
tion approximately 80km
north of the 1969 Win-
darra nickel discover. The
most notable of the Two
prospects that have been
defined is the high-grade
Rosie Prospect. Bets inter-

cepts include up to 3.3m
(true width) @ 9.1% Ni,
1.1% Cu, 0.2% Co and 7.1
g/t PGEs (2.2 g/t Pt, 1.7 g/t
Pd, 0.8 g/t Rh, 1.8 g/t Ru).
This is the high impact high
risk part of the speculation
and certainly not why |
own IGO. Fools depend
on these types of explo-
rafion projects. But if you
can get a free nearriskless
liftf from it. Why not?
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Risk On

Buy stocks - sell bonds

The New York Times head-
line “Small Investors Flee
Stocks” was a warning of
the approaching tsunami
of equity selling and fund
redemptions. Atthe same
time panicking investors
scrambled to buy bonds
which in turn drove vyields
to record lows. Maedels
had already moved to
50% cash in preparation
for the bargains | though
the boftom would bring
(All Signs Point Down July
2010). As the lows were
reached The Consensus
survey of published opin-
ions showed nearly 80%
expected the bond bull
market to confinue - al-
most as many as when
bonds last peaked in 2008.

cent. What didn't hap-
pen was 10-year vyields
failed to fall by a similar
amount. This generating
a bearish divergence that
indicates a fop may be in
place. At the same time
10 year notes closed the
week at 2.70, just five ba-
sis points away from gen-
erating a critical bearish
trend reversal. The bottom
line: the bond market has
come a very long way. For
perspective, in the 1980s
interest rates reached
nearly 20%. They have
probably already dis-
counted the worst. Chas-
ing today's micro-yields in
the hope that the bond
bull market will go on for-
ever, is a bit like picking up
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very cheap compared
to bonds. They say that
using the Bureau of Eco-
nomic Analysis NIPA data,
“the gap between equity
earnings yields and Baa
bond yields is the largest
in nearly six decades”.

Another  positive  that
larger banks, once in in-
tensive care, are now far
healthier. Accoring to
Richard Bove, an analyst
with Rochdale Securities:
"The U.S. banking indus-
fry “has more capital as
a percentage of assets
right now than in any time
since 1935,".

Inflation risks grow...

But as corporate ameica
becomes more deflation
resisistant perhaps inves-
tors are preparing for the
wrong war. More worrying
for bond buyers is the con-
finued rise in basic com-
modifies such as copper,
wheat and cotton. Cot-
fon prices recently hit a
15-year high last Thursday,
as not easily fixed supply
problems put upward
pressure on clothing pric-
es for consumers.

Not only do the commod-
ity price increases imply
that the economy is ex-
panding, but also that in-
flation pressures are grow-
ing. As the chart on the
previous page shows, the
CRB Index looks to be in the
process of breaking out. |
think it very significant that
the CRB index did not
break down over the past
three months in spite of the
relentless barrage of ap-
palling economic statistics.
That is a bullish divergence
if there ever was one.

At the same time rising
commodity prices have
been accompanied by
inflation virtually through-
out the emerging mar-
kets. Higher costs for them
will eventually franslate to
more expensive imports
for us. It is a continued
supply of cheap products
from Asia that has been
a major factor in keeping
inflation low in America
prior to the GFC.

Are we about to endure
a period of 1970s stagflo-
tion? The potential that the
emerging markets will one
day begin to export their
inflation to the US is not all
that far fetched. Andy Xie
former Chief Economist
(Asia) for Morgan Stanley
says that inflation exceeds
5% throughout Asia while
according fo the latest
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iscule compared to yields
in the fast-growing and
cash-rich emerging mar-
ket countries. Brazil's Cen-
tral Bank Overnight Rate
for example is 10.25%.

Capital goes where the
returns are best. Asit flows
to the emerging markets
the dollar decline will ac-
celerate.

A felling sign as to where
the dollar is headed may
found in speeches made
by FED Chairman Ben Ber-
nanke. In one speech
made when he was a pro-
fessor at Princeton Univer-
sity in 1999, Bernanke in-
sists that one of the most
effective actions to end
the Great Depression that
was taken by President
Roosevelt was the “deval-
uation of the currency”.

But if this the FED’s objec-
tive it leads to a second
question: what effect will
a declining dollar have
equities and US inflation?

A lower dollar increases
the cost of manufactured
imports while bullishly in-
creasing exports and the
value of foreign earnings
of US based companies.

As Germany’s robust ex-
port driven economy
shows, booming emerging
markets matter. Accord-
ing to The Economist Bro-
zil's economy is growing at
about 7% per year while
in South East Asia GDP
growth rates range from
6% (Indonesia) to 18.8%
(Singapore) and here in
Thailand 12%.

And so if the Emerging
markets are growing and
the US dollar confinues fo
weaken many of Ameri-
ca’'s companies’ should
see increased earnings
and consequently  as
the dollar falls US equities
should rise. Also bullish is
that pessimism amongst
stfock investors is near re-
cord levels. Who is left to
sell when according to
Investors Intelligence, the
number of investors bull-
ish dropped to 29.4% last
week - around the same
level when the GFC stock
market crash bottom was
reached. | am adding
Direxion 3X30 year Bond
shortETFs (NYSEARCA:TMV)
to the portfolio at $36. The
gold and biotech sectors
remain among the stron-
gest and | will continue fo
focus on them.
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