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In these days of rising metal prices, hedging 
is often regarded negatively.  However, rising 
prices also mean that a number of previously 
marginal deposits are now economic to exploit 
and a sensible hedging programme has a role 
to play in underpinning a medium- to long-term 
business strategy. The main benefits of a hedge 
are that it (1) protects a mine from a future 
downturn in metal prices and (2) can improve 
the debt-carrying capacity of the project, leading 
to an increased return on equity.

There are too many examples of where 
hedging has gone wrong in the past (Ashanti, 
Pasminco, Sons of Gwalia, Sumitomo and 
Metallgesellschaft). The reality is that many 
of the ‘hedge’ strategies employed by these 
companies were not true hedges. Common 
structural faults include:

• committing too high a proportion of 
underlying production to the hedge 
programme;

• using overly complicated products with 
barriers and/or embedded leverage;

• failing to examine how the hedge would 
perform in both upside and downside price 
scenarios; and

• disguising price speculation.

So when is hedging appropriate and how can 
pitfalls be avoided?

First of all, why hedge?
Investors generally do not want their companies 
to hedge, preferring to benefit, or suffer, from 
any change in the price of the underlying metal. 
However, mining is a business with a long 
time horizon and investors are often the first 
ones to abandon a poorly performing stock 
(e.g. an unhedged orebody in a falling price 
environment). The views of shareholders must 
be taken into account, but they need to be 
balanced against the view of other stakeholders 
and the nature of the underlying orebody.

Often a hedge programme is an integral part of 
the development plan for an orebody. There are 

few projects that can be fully funded from the 
equity markets. Most projects seek debt funding 
from the banks. The more debt a project can 
bear, the higher the return on equity and the 
lower the dilution for existing shareholders. 
To ensure repayment of debt, even in adverse 
market conditions, the lenders frequently 
impose a hedge programme subject to a series 
of constraints.

Even if a hedge is not required to bring an orebody 
into production, for all but the highest quality 
orebodies, a degree of hedging is still warranted. 
To maximise the economic potential of an 
orebody, the mining plan is prepared based on a 
price assumption. It takes time to reconfigure the 
mining plan in the light of significant deviations 
of market prices from the price assumption. If the 
price rises substantially, time is needed to change 
the mining schedule to access lower-grade areas. 
Conversely, if the price drops, at what point would 
the mine be shut down (potentially triggering 
environmental rehabilitation costs)? While market 
prices can move erratically within very short 
timeframes, clearly mines need longer to optimise 
the mine plan relative to the price environment. 
It is not possible to construct a hedge that 
allows a miner to escape from the vagaries of 
the market, but a well-structured hedge should 
deliver a smoothing effect to allow the mine plan 
to be adapted on the time horizon that suits the 
orebody (and not the market). This is the ultimate 
aim of a sensible hedging programme.

Besides metal prices, currencies, interest rates 
and energy prices can have a major influence 
on profitability and should be addressed in 
conjunction with metal risk.

The Challenges of Hedging
By Donald Douglas, CEO and Emma Jenkins, Director, Cambridge Risk LImited

In their article, Donald Douglas 
and Emma Jenkins delve into 
the world of hedging strategy 
in the metals mining industry.  
They consider what hedging 
is, why it takes place, pricing 
strategies as well as some of 
the common pitfalls to avoid 
when negotiating a hedge.

      It is not possible to 
construct a hedge that allows 
a miner to escape from the 
vagaries of the market, but a 
well-structured hedge should 
deliver a smoothing effect to 
allow the mine plan to be 
adapted on the time horizon 
that suits the orebody (and 
not the market).

“

“
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What is a hedge?
A hedge usually consists of a series of outright 
or contingent sales of metal at fixed prices for 
an agreed set of forward dates matched to the 
production plan. Outright sales are generally 
described as forward contracts, and contingent 
sales as put options.

A miner does not pay anything upfront to enter 
into a forward contract. The cost of the forward 
comes via the commitment to deliver a fixed 
amount of metal on a delivery date in the future 
irrespective of the then prevailing market price. 
That is, the miner is committed to delivering the 
production at the agreed fixed price even if the 
subsequent market price is higher.

Put options operate like insurance contracts 
in that they are only used (or exercised) when 
the cover is needed (i.e. when the market 
price falls below the agreed price). There is an 
upfront premium payable when entering into 
put options. To defray the cost of puts, miners 
frequently combine them with call options to 
form a collar. In a collar, the miner receives 
a put option to protect against falling metal 
prices, but sells a call option to pay for the put 
option. The call option is a contingent purchase 
of metal and represents a commitment on 
behalf of the miner. A pairing of a bought put 
and a sold call have the effect of guaranteeing 
the miner a minimum price (the strike of the put 
option) but limiting the maximum price received 
(the strike of the call option). In between the 
maximum and the minimum, the miner receives 
the market price. Such a collar is generally 
called a zero-cost collar.

Every miner would like a hedge consisting of 
100% put options without having to pay for 
them, but that is impossible. A well-structured 
hedge has a balance between the degree of 
protection (i.e. bought put options and forward 
sales) and commitments given up (i.e. forward 
sales and sold options).

How much does it cost to hedge?
Just because a hedge is zero-cost, it does 
not mean that it costs nothing. A zero-cost 
hedge involves no cash payment upfront; the 
value is taken by the provider of the hedge by 
skewing the terms of the hedge in its favour. 
For example, if the mid-market forward price 
for gold is US$1,750/oz, the hedge provider 
may offer to purchase gold from the miner at 
US$1,700/oz. In this instance, the cost of the 
hedge is the present value of the difference 
between the market forward price and the 
contracted forward price (i.e. US$50/oz) times 
the volume on the contract.

Hedging can be expensive, and the cost of a 
hedge can be difficult for a miner to establish. 
Remember that many hedges are entered into 
at the behest of lending banks in conjunction 
with a debt facility. Banks make a lot of 
money out of hedging, often more than they 
do from the underlying credit facility. When a 
debt facility is being evaluated, it is critical to 
establish the quantum of hedging that would 
be required under the facility and the cost of 
that hedging.

The size and timing of the hedge programme 
and the instruments to be used should be 
negotiated with the hedge providers. When 
a hedge is part of a debt facility, the price 
assumption for the unhedged metal should 
also be questioned and negotiated. 

Pricing of the hedge is a key issue and it 
is helpful to understand how it is arrived 
at, although hedge counterparties may be 
unwilling to disclose it. Credit pricing is a key 
issue, often using complex proprietary models 
and may be negotiable. The price of volatility 
(a key component of the cost of options) can 
usually be analysed, but a miner may need 
specialist help to do this. Prior to executing 
a hedge, it is helpful to request indicative 
pricing to gauge embedded costs and to 
establish benchmarks that the executed hedge 
can be compared against. Where several 
counterparties are in competition for the 
hedge, it is useful to run a pricing exercise 
requesting indicative pricing for a specified 
hedge structure with regard to specific 
market conditions. The variation between 
counterparties can be surprising.

How does a miner avoid common 
pitfalls?
Define what is appropriate for the company: 
In advance of negotiating with hedge 
counterparties, formulate a board policy. Do 
not wait to be dictated to by the counterparties. 

Do not overcommit: Determine how much 
production is truly available for delivery into 
hedge contracts, not forgetting to take account 
of claims such as royalties and off-takers’ 
shares. In the past, hedge programmes had 
up to 70-80% of production committed to 
the hedge. These days, 50-60% would be 
considered high.

Match terms to sale contracts: It may seem 
obvious, but it is important to match the terms 
of the hedge contract with the terms of the sale 
of the metal. This can be through an off-take or 
refining contract that may have some complex 

timing and option features in it. Failure to do 
this can, and probably will, result in hedging 
losses (i.e. hedging that does not work).

Allow for real life: It is worth remembering 
to allow for delays in production ramp-up. 
Avoid entering into forward contracts for the 
first scheduled periods of production. Instead, 
use bought put options, which do not require 
delivery. 

Keep it simple: Complex products usually 
have high hidden costs and should only be 
used if necessary to match the sale terms. 

Stress-testing: When structuring the hedge 
programme, it is worth ‘stress testing’ it, 
for example, what if the price goes up and 
production is delayed? Running several 
scenarios should help to come up with a 
programme that is robust. It should, of course, 
be closely tied in to the latest version of the 
mine plan.

Choice of counterparties: There are two key 
drivers in the choice of hedge counterparty, 
the first being credit quality and the second 
being metal market expertise. The global 
financial crisis put the spotlight on the 
banks, and miners are more conscious of 
selecting quality counterparties for long-term 
hedge programmes. A miner has credit risk 
on a hedge counterparty for forward sales 
contracts and bought put options. Also choose 
counterparties that have good access to the 
market. Some banks are market takers and 
lay off the metal risk with the major players 
after adding on their own margin, thereby 
increasing the cost to the miner. The major 
players (i.e. market makers) have better 
execution capabilities and larger appetite for 
warehousing metal risk.

Stay involved in the execution: First and 
foremost, refrain from discussing a proposed 
hedge in the public domain until it has been 
executed. Market players monitor newswires 
for statements about producer hedging and 
position themselves accordingly, which can 
move a market against a producer. For a large 
hedge, execute in tranches, monitoring how 
the market digests each tranche. If the market 

      A hedge usually consists 
of a series of outright or 
contingent sales of metal at 
fixed prices for an agreed set 
of forward dates matched to 
the production plan.

“ “

      The global financial 
crisis put the spotlight on the 
banks, and miners are more 
conscious of selecting quality 
counterparties for long-term 
hedge programmes. A miner 
has credit risk on a hedge 
counterparty for forward 
sales contracts and bought 
put options. Also choose 
counterparties that have good 
access to the market.

“
“

      The price of volatility 
(a key component of the cost 
of options) can usually be 
analysed, but a miner may 
need specialist help to  
do this.

“ “
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moves against you, be patient and do not 
chase it. If multiple hedge counterparties are 
involved, have a plan for each to have a turn 
executing. Ideally, use up capacity from the 
larger players first.

A hedge is not just for the day it is 
executed: Check the documented transaction 
against indicative pricing proposals and 
execution notifications to ensure what was 
discussed and agreed has been executed. 
Do not wait for the first settlement date to 
discover that you bought instead of sold! At 
regular intervals, value the hedge portfolio, 
assess hedge effectiveness and monitor credit 
exposures to hedge counterparties. The sooner 
any issues are identified, generally the cheaper 
they are to address.

Wisely used, hedging is a potent tool in the 
corporate treasury armoury and should not be 
dismissed as irrelevant, even in the current bull 
market run. Remember, metal prices can fall 
as well as rise.

Donald Douglas,  
CEO, Cambridge Risk 
Limited 
Donald’s career in financial 
services and commodities 
spans more than 30 
years. After qualifying as 

a chartered accountant, he worked with J.P. 
Morgan, N M Rothschild and Cambridge Risk, 
gaining extensive experience developing risk 
models for banks and financial instruments 
for clients – in metals, interest rates and 
currencies. Since establishing Cambridge Risk, 
he has advised a number of mining companies 
on hedge strategies, banks on risk models 
and acted as an expert witness on a number 
of metal related cases. He has served on the 
board of the Association of Mining Analysts 
and has spoken at conferences in Africa and 
Australia on mining and hedging. 

Emma Jenkins, Director,  
Cambridge Risk Limited 
After graduating with a first-
class honours degree and a 
gold medal in mathematics 
from Trinity College, Dublin, 
Emma spent more than 14 

years at a series of leading investment banks in 
London and Sydney, including Goldman Sachs 
and Credit Suisse. She specialised in structuring 
commodity derivative strategies, particularly in 
precious metals, for producers, consumers and 
traders. She frequently integrated commodity 
risk management strategies with debt 
financings, and interest rate and FX strategies. 
Since 2006, she has been operating as a 
consultant combining commodity consultancy 
services with delivering commodity training 
programmes.

LBMA
Silver Anniversary Celebrations

10 December 2012, London

Save the Date

The LBMA will mark the 25-year anniversary in 2012, with a special series of
events. There will be a Bullion Market Seminar on the afternoon of 10 December.

This will be followed by black tie cocktail reception and dinner at the Mansion
House in the evening.

LBMA Members, Associates and their guests are invited to attend. See the
LBMA website for further information on the events as well as the

GD Refiner silver anniversary gift competition.
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We will not rest

www.ubs.com/preciousmetals

Your global partner for precious metals

Active in the physical and non-physical markets for almost a century, 
our award winning1 dedicated team offers you a ‘one stop shop’  

for precious metals trading, investing and hedging:

 – Gold, silver, platinum and palladium
 –  24h global service from hubs in Switzerland, the US, 

Singapore and the UK
 – Physical precious metals custody in our Swiss vaults
 – Coins: trading, handling and storage
 – Structured products and tailor-made hedging solutions
 – Full range of OTC derivatives
 – Gold, Silver, Platinum, Palladium ETF

Quality, security and competitive pricing are backed by seamless clearing 
and execution and supported by market-leading research. The UBS Precious 

Metals team continues to be the partner of choice around the world.  
How can we put our resources to work for you?

 

Intended for investment
professionals only

1. No.1 in Precious Metals Overall Dealers and No.1 for Research in Precious Metals, Risk and Energy Risk Commodity Rankings 2012. © UBS 2012. All rights reserved.  41687

 Zurich: +41-44-239 4111  Stamford: +1-203-719 1178
 Lugano: +41-91-801 9990  Singapore:* +65-6495 3757
 Geneva: +41-22-389 5335 London:* +44-207-567 6752

*non physical only

41687_Precious metals ad Apr 12_ALCH.indd   1 05/04/2012   12:20
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Visit to JBR Recovery Ltd
By Rebecca Adamson, GDL Officer, LBMA

I left home with the moon still high in the sky 
and a crisp covering of frost outside. I met 
Stewart Murray at Euston station with enough 
time to grab a quick cup of coffee before 
hopping onto the Virgin train to Sandwell & 
Dudley station, just beyond Birmingham. We 
were met by Richard Punt, Operations Director 
at JBR, and his colleague, Keith Davies, who 
took us to the site. On arrival, we were invited to 
suit up in warm, waterproof jackets, wellington 
boots, safety hats and glasses. 

Passing through security, we emerged into the 
central yard of the plant just as the rain began 
to fall. RP explained that, rain or shine, the yard 
is kept permanently wet, to keep dust levels to 
a minimum and simultaneously to capture any 
silver-bearing material that would otherwise 
escape and have a detrimental effect on the 
plant’s effluent emissions (and its bottom line!). 
All of the water on site is collected in sumps at 
the lowest level of the plant area. Any solids in 
the water are trapped there so that from time 
to time the precious materials contained within 
them can be recovered.

First, we were shown some of the silver-bearing 
feedstocks that the plant treats:
• Great piles of shredded X-ray film of two 

types, one with a thin silver-bearing layer on 
celluloid and the other with the silver in a 
sandwich between two layers of PET (much 
more difficult to recover)

• Huge rolls of rejected photographic paper 
• A mass of greyish sludge emanating from 

the photographic industry
• Large sacks containing faulty blood-testing 

strips (which are designed for use by 
diabetics) each containing a tiny conductive 
silver strip. 

RP informed us that the silver content of these 
feedstocks varies between 0.15% and 3.0%. 
Before these materials can be processed, they 
have to be sampled so that the supplier can be 
paid the right amount for the contained metal. 
This is done by shredding and then incinerating 

JBR is one of Europe’s leading processors of scrap materials containing 
silver, gold and other PGM metals. Their specialist skills have targeted 
secondary or waste materials, especially the photographic industry - 
the largest user of silver; but also include other source streams such 
as manufacturing processes. A member of the LBMA, they are one of 
only two UK companies who are physical suppliers of ‘Good Delivery’ 
silver to the London Bullion Market, producing upwards of 250 tonnes 
of 999 silver per annum.  In this article Rebecca Adamson describes 
her visit to the JBR’s operation in West Bromwich in the Midlands and 
sees first hand how silver-bearing feedstock is transformed into LBMA 
Good Delivery silver bars.

      RP explained that, rain 
or shine, the yard is kept 
permanently wet, to keep 
dust levels to a minimum and 
simultaneously to capture any 
silver-bearing material that 
would otherwise escape and 
have a detrimental effect on 
the plant’s effluent emissions 
(and its bottom line!).

“

“

The picture shows the casting of the Good Delivery silver bars.
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a small representative amount in a separate 
furnace, under controlled conditions. The ash is 
then sent to the lab for analysis.

The main incinerator is a large, rather menacing 
piece of machinery within a housing shed. The 
shredded feedstock travels up a conveyor belt 

before being pushed into an inclined rotating 
kiln. The exhaust gases are cooled before solid 
particles are removed within the bag (i.e. filter) 
house. The ash from the kiln drops into a water 
bath below the kiln and after filtration, it is 
ready for the next stage – the blast furnace.
We had to stand a good distance away from 
the blast furnace due to the continuous stream 
of molten slag being tapped from it. The ash 
is fed continuously into the furnace along with 
lead oxide, lime and a silica flux. The other 
element included in the charge is coke, which 
as well as fuelling the furnace, produces 
the reducing atmosphere that results in the 
formation of liquid lead, which also collects the 
silver contained in the ash. The lead bullion is 
tapped and cast into large ingots, which are 
later melted in a tilting convertor furnace, where 
oxygen is blown through the molten material to 
form lead oxide, which floats to the top, leaving 

molten silver beneath. The silver ingots from 
this process, now ~99% pure, are loaded into 
the titanium baskets in the Moebius electrolytic 
cells for the final stage of the refining process. 
The resulting high-purity silver crystals are 
removed, dried and then finally melted for 
pouring into cast iron moulds to produce 30kg 
Good Delivery bars on a rotating table, so that 
the operators can easily pour the silver into one 
mould and then immediately move on to the 
next. It was fascinating to observe how quickly 
the metal cooled from a white hot liquid, as 
mobile as water, into a solid silver bar. The bars 
were emptied carefully onto a trolley for cooling. 
At this point, the bars still had a red glow within, 
looking almost magical. 

The next part of the visit was to the lab where 
we met Tony Kenna (Lab Manager) and were 
taken on a tour of the laboratory where the 
samples of all raw materials and finished 
products are analysed. Having seen the various 
types of feedstock received, it was clear that 
analysing these required quite different skills 
from those we have seen, for instance, in gold 
refineries. 

At the end of our tour, we were escorted back 
through security, involving a full body scan 
with all metal removed, then a quick change 
and we were off to lunch with RP and other 
JBR executives, including our old friend Brian 
Meddings. 

It is salutary to realise that without JBR and 
similar refiners on the silver list, who are able 
to recover tiny percentages of silver from a wide 
range of waste materials, the world’s landfills 
would be filling up a lot faster. And that they do 
this without producing harmful emissions or 
effluents.

On behalf of Stewart and myself, many thanks 
to Richard Punt and his colleagues for making 
our visit so enjoyable. 

Rebecca Adamson
GDL Officer, LBMA 
Rebecca is the LBMA’s GDL 
Officer, and is primarily 
responsible for the 
administration of the LBMA 
Good Delivery System, 

including applications and Proactive Monitoring. 
Rebecca joined the Executive in 2010, having 
previously worked as a consultant to the LBMA 
since 2008.      It is salutary to realise 

that without JBR and 
similar refiners on the 
silver list, who are able to 
recover tiny percentages of 
silver from a wide range of 
waste materials, the world’s 
landfills would be filling up  
a lot faster.

“

“
Pictured above are cupels which have just come out of the assay cupellation furnace. The little silver beads, which you can just see, when cool, will be weighed and used to calculate 
the assays of whatever has been fire assayed.
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LBMA Annual Party - 2012

The Association’s Annual Party was held at the 
Alchemist bar in Houndsditch on Thursday,  
1st March. A record attendance of more than  
300 Members and Associates were entertained by 
demonstrations on Alchemy and Cocktail making.  
Many also participated in the Alchemist Treasure 
Hunt which puzzled some and intrigued others.  
A thoroughly enjoyable evening was had by all.
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“2012 promises to be a significant year for 
the business for two reasons,” explains Nick 
Bowkett, Bullion Sales Manager at The Royal 
Mint. “Firstly, our commemorative coin products 
place us at the heart of the celebrations of two 
of the greatest events in our nation’s history – 
London 2012 and The Queen’s Diamond Jubilee.

Secondly, we will be expanding into the 
investment bullion market with our product 
offering – a hugely significant move forward for 
The Royal Mint as it’s a new strategic direction 
for us.”

Whilst 2012 brings with it a new focus on the 
bullion market, a move into producing and 
supplying investment bullion coins is not a 
completely new phenomenon for The Royal Mint, 
as you would expect from a company with over 
1,000 years of history in crafting coins. Designing 
and producing coins of the realm has been its 
business for many years, but the real jewel in 
its crown is the Sovereign – one of the most 
universally recognised coins to ever be struck. 
Acknowledged globally and accepted as currency 
in more than 20 countries across the world, 
the Sovereign is the ‘king of coins’ whether it is 
bought for sentimental reasons or investment.

“For centuries, particularly during times of 
economic uncertainty or financial insecurity, 
people have turned to gold – and gold coins 
in particular – as a safe haven in terms of 
investment. The fact that we are seeing an 
increasing demand for our bullion Sovereign 
– and Britannia coins – suggests that gold’s 
stability remains as compelling as ever for 
today’s investors,” continues Nick.

The increasing demand for bullion in recent 
years has led The Royal Mint to create a 
dedicated team, headed by Nick Bowkett, to not 
only manage existing business but also to pursue 
a growth plan that aims to position The Royal 
Mint as a world leader in investment bullion. 

“We already have a client base of private 
investors, leading banks, advisors and dealers 
from the bullion marketplace,” says Nick, “but 
2012 will see us take a proactive approach to 
acquiring new customers through developing 
our bullion strategy, and refining everything 
from products to packaging in order to keep our 
Sovereign and Britannia coins at the forefront of 
quality for the world’s bullion markets.”

As part of The Royal Mint’s growth plans into 
bullion, a new specification Britannia bullion 1oz 
gold (99.99% purity) and silver (99.9% purity) 
has been devised, creating a more refined 
product. We have also reviewed our packaging, 
moving from blisters to more durable tubes for 
easy storage and convenience.

Longer-term developments include a precious 
metal vaulting facility for bullion investment 
customers to store coins purchased from us. The 
Royal Mint is a highly secure facility guarded by 
the MOD Police, so this will provide a unique and 
ideal storage option for those who want to protect 
their investment gold in the best way possible.”

Nick Bowkett, 
Bullion Sales Manager 
After nine years in the 
UK high-end luxury goods 
market, Nick transferred 
his skills to The Royal Mint. 
Upon joining the business in 

2009, he took on the responsibility for securing 
relationships with headline sponsors of the 
London 2012 Olympic and Paralympic Games, 
creating unique sales avenues for Royal Mint 
products including BP, Panasonic and General 
Electric Gifting. 

The Royal Mint expands into the   
investment bullion market
By Nick Bowkett, Bullion Sales Manager, The Royal Mint

Designing and producing coins 
has been at the heart of The 
Royal Mint’s responsibilities for 
over 1,000 years. In his article, 
Nick Bowkett reviews The Royal 
Mint’s new investment strategies, 
designed to help meet increased 
demand for bullion coins. Indeed 
2012 promises to be a significant 
year as The Royal Mint’s 
commemorative coin programme 
celebrates two of the biggest 
events in recent history, the 
London Olympic and Paralympic 
Games and the Queen’s  
Diamond Jubilee.

The Gold Sovereign: quality 
assured by Act of Parliament
The first gold Sovereign was struck in 
1489 by order of King Henry VII and took 
its name from the regal portrait of the 
Monarch that appeared on its obverse  
– a tradition that is observed to this day.

Over the centuries, its reputation grew, 
until the Sovereign became known as ‘the 
chief coin in the world’.  In fact, the gold 
Sovereign was a recognised currency in 
more than 20 countries during the 19th 
century and still enjoys immense status 
throughout the world.

Yet bullion coins from The Royal Mint 
are guaranteed by more than simply 
1,100 years of history and integrity.  The 
specification of every Sovereign is ensured 
by the Coin Act of 1816, which ensures the 
gold content is guaranteed to four decimal 
places, as well as the annual Trial of the 
Pyx, whereby every new coin stands trial 
before a jury of 12 independent experts 
and assayers. 

It is this unrivalled history, reputation and 
reliability that combine to ensure that 
the Sovereign offers the bullion market 
something that no other coin can – 
absolute confidence in its gold content and 
weight, accurate to four decimal places. 

“Those who know the story of the 
Sovereign will be familiar with its illustrious 
history.  It is certainly gratifying to know 
that the Sovereign has endured the rigours 
of the centuries to still reign as the king of 
coins.  It stands for unrivalled quality and 
that is, of course, the very essence of the 
Sovereign, providing the key to its enduring 
popularity both at home and abroad.” 

The Bullion Britannia: created 
exclusively for the international 
bullion market
The Britannia coin was announced by 
the Chancellor of the Exchequer in 1987, 
in order to satisfy global demand for UK 
bullion coins offering exactly one ounce of 
fine gold and silver. 

Now in their 25th year, these precious 
coins continue to play a key role in global 
bullion markets, as well as representing 
both the pride and the probity of the United 
Kingdom across the world. 

      As part of The Royal 
Mint’s growth plans into 
bullion, a new specification 
Britannia bullion 1oz gold 
(99.99% purity) and silver 
(99.9% purity) has been 
devised, creating a more 
refined product.  

“ “
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Kazakhstan currently ranks ninth in the world 
(third in CIS,1 after Russia and Uzbekistan) in 
terms of gold reserves and 25th (third in the 
CIS) in terms of gold production. According to 
the Ministry of Industry and New Technologies 
of Kazakhstan (MINT), the competent body, gold 
production was 36.6 tonnes in 2011, a 21.1% 
increase over 2010, including 16.6 tonnes2 of 
refined gold.

There is an ambitious plan to increase gold 
production to 70 tonnes per annum by 2015. 
Kazakhstan has 293 gold deposits (38%  
gold-complex, 60% gold proper, 2% placer), 
but only 149 are licensed or in commercial 
development.3 

The total gold resources are estimated at 9,200 
tonnes, whilst reserves are at 2,200 tonnes. 
At current production rates, these will last 
approximately 19 to 80 years.

The majority of Kazakhstan’s gold production 
comes from the processing of polymetallic and 
copper ores.

KazZinc (the only LBMA accredited refinery) 
is the largest gold producer in Kazakhstan, as 
a by-product of processing polymetallic ores. 
KazZinc’s gold production was 348,000 oz in 
2010 and 429,000 oz in 20114, which included 
production from the Vasilkovskoye open pit.  
It is rumoured that KazZinc will shortly sell its 
gold assets.

Kazakhmys plc (which is a FTSE 100 company) 
is the main copper producer in Kazakhstan,  
with a Boliden built refinery at Balkhash in 
Central Kazakhstan. Gold production from 
Kazakhmys Copper was 138,400 oz, grading 
0.73 g/t in 2010, whilst Kazakhmys Gold 
produced 1,401,000 tonnes of ore, grading 
1.25 g/t in 2010, and Gold doré production 
reached 43,100 oz in 20105. It is rumoured  
that Kazakhmys also wishes to sell its  
gold assets.

The major gold deposits are located in the 
North, East and Central Kazakhstan, and are 
shown on the map below and on page 13. 

The largest of Kazakhstan’s open-pit gold 
deposits is the world-class Vasilkovskoye  
(near Kokshetau), which has been explored 
since the Soviet times and which was sought  
by all of Dominion Mining, Placer Dome,  
Barrick, LonMin, Resolute, Malaysian Mining, 
Teck-Cominco, Levayev and Gaydamak, but  
is now owned and operated by Altyntau  
Resources JSC, an affiliate of JSC KazZinc  
(itself now part of Glencore International 
Plc). A gold recovery plant of 8 mtpa was 
commissioned in May 2010. 

Kazakhstan’s Gold Mining  
Sector and the New Regulation  
on Gold Sales
By Michael E. Wilson, Director, and Elena Lee, Senior Lawyer, Michael Wilson & Partners Limited

In their article, Michael Wilson and Elena Lee review current gold 
production in Kazakhstan and consider how new regulations are 
impacting on domestic production capacities and gold sales. Their 
conclusion is that they expect, at least for the foreseeable future, 
that Kazakhstan will refine all the gold it produces and also that the 
National Bank will exercise the State’s priority to purchase all gold 
bullion produced in the country.

1 http://www.akorda.kz
2.  http://www.comprom.kz
3.  According to Tau-Ken Samruk, which is the national holding 

company established in January 2009 at the initiative of 
the President of Kazakhstan, Nursultan Nazarbayev, to hold 
the Kazakh Government’s stakes in some of the country’s 

largest metals and mining companies. Tau-Ken Samruk is a 
subsidiary of the Samruk-Kazyna National Wealth Fund.  In 
late 2009, Tau-Ken Samruk created a subsidiary, Tau-Ken 
Altyn LLP, for the exploration, development, treatment and 
refining of gold and silver.

4. http://www.kazzinc.com

5. Source: the corporate website of Kazakhmys plc, http://
www.kazakhmys.com

Figure 1. Major and perspective gold deposits in Kazakhstan
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The Bakyrchik deposit, now part of the Kyzyl 
Project, which also includes Bolshevik (Ust-
Kamenogorsk, East Kazakhstan) is perhaps 
the largest in Kazakhstan, with some claiming 
it may have 20-30m ounces. Bakyrchik is now 
owned by Altynalmas Gold Ltd. (which is owned 
by Ivanhoe Mines and nominees of the Almex 
Group on a 50/50 basis). 

Kazakhstan’s largest historical independent 
gold producer since 1929 has been the 
former State-owned Kazakhaltyn, which was 
bankrupted and privatised in 2003. It is located 
at Stepnogorsk, north of Astana and has three 
mines at Aksu, Bestobe and Zholymbet. MMC 
Kazakhaltyn JSC was acquired by Polyus Gold 
OJSC when it took control of KazakhGold Plc 
from the Kazakh Assaubayev Family in August 
2009. Current production is 95-100,000 oz per 
year from underground, open-pit and tailings.
Polymetal OJSC (Nesis) bought the 
Varvarinskoye gold deposit (130 km from 
Kostanai) in 2009 from Orsu Metals 
Corporation. Gold production at Varvarinskoye 

began in December 2007, after the first project 
financing was raised for the gold sector from 
Investec, Nedbank and the South-African Export 
Credit Agency. By 2013, Polymetal intends to 
increase gold production to 5 tonnes per year6. 
Hambledon Mining plc (listed on AiM) owns the 
Sekisovskoye deposit near Ust Kamenogorsk, 
East Kazakhstan. Underground mining began in 
late 2011. Hambledon contracted to purchase 
Akmola Gold LLP (the former Teck-Cominco 
Company), which owns the Tellur and Stepok 
deposits, in September 2011, and hopes to 
complete the purchase shortly. Hambledon now 
has EBRD as an investor.

Central Asia Resources Limited (listed on the 
ASX) has five prospects in Kazakhstan (i.e. 
Dalabai, Altyntas, Bizhe, Kepken and Kengir) 
with a total resource of 1.28m oz of gold. 
Altynalmas JSC is the former national 
company, which after independence operated 
and managed all of the various gold mines 
and exploration areas (as the successor to 
KazZoloto, itself part of GlavAlmazZoloto). After 
Bakyrchik and Vasilkovskoye were taken away 
from it under the Kazhegeldin Government, it 
was left with the Akbakai Underground Gold 
Mine in the Zhambyl Oblast. It also acquired the 
nearby Svetinskoye, Beskempir and Kareera 
deposits. The Akbakai gold processing plant 
was upgraded in July 2011, utilising a US$50m 
facility from Eurasian Bank JSC, pursuant to the 
Government’s Programme for the Industrial-
Innovative Development of Kazakhstan for 
2010-2014.

Impact of the Customs Union on Gold 
Sales in Kazakhstan 
Between the period of July 1998, i.e. when the 
Presidential Decree ‘On State Regulation of 
Relations Connected with Precious Metals and 
Precious Stones’ of 20 July 1995 that had the 
force of a law was abolished, and 1 January 

2010, there was no regulation of gold sales 
and exports in Kazakhstan, domestic sales 
attracted VAT at the standard rate (now 12%), 
whereas export sales were zero-rated, and local 
refining at Ust-Kamenogorsk (LBMA accredited) 
or Kazakhmys’ Balkhash refinery also bore VAT 
and was relatively expensive. There was little 
domestic market demand for gold; although 
since independence, the National Bank of 
the Republic of Kazakhstan (NBK) has been a 
regular purchaser (see below). 

Unlike India, the Kazakhs have not, historically, 
been large believers in and consumers of gold, 
and gold does not have the same place in 
society, where reverence is still paid to the US 
dollar and cash is king. 

Producers typically chose to export their 
concentrates or doré for final refining and sale, 
and then seek to claim a refund for their excess 
VAT inputs.

This began to change with the Customs Union 
of Russia, Kazakhstan and Belarus (CU) from 1 
January 2010. 

The CU countries adopted a package of 
regulations relating to the operation of the CU, 
which included a special resolution on common 
non-tariff regulation, introduced a single 
list of goods, the import of which to non-CU 
countries and the export of which from the CU 
to non-CU countries are subject to prohibitions 
and restrictions. Such goods include precious 
metals, such as gold, silver, platinum and 
platinum-group metals.

The application of the CU regulations on 
precious metals was postponed in Kazakhstan 
until 1 July 2011, and certain new regulations 
became effective only from January 2012. 

Regulatory Novelties 
To implement the CU restrictions, in July 2011, 
the President signed a Decree, introducing non-
tariff regulation of precious metals, specifically: 
(i) State control over the import from non-CU 

countries, and the export to such countries 
of gold and raw materials containing gold, 
to create incentives for the development of 
the domestic gold market and processing 
of gold in Kazakhstan, Russia and Belarus; 
and 

(ii) A priority right of the State to purchase gold 
bullion designated for export, in order to 
increase the gold reserves of the NBK. 

Export of Gold and Raw Materials 
Containing Gold
In August 2011, the Government adopted rules 
as to the export/import of gold (in all forms) to 
and from Kazakhstan, and to and from non-CU 
countries, as well as raw materials containing 
gold.

Currently, in order to export gold and raw 
materials containing gold to non-CU countries, 
an export licence should be obtained from the 
Industry Committee within MINT. 

6. Source: http://www.newskaz.ru/economy/20100317/490895.html

Location

North Kazakhstan 

Central Kazakhstan 

East Kazakhstan 

South Kazakhstan 

West Kazakhstan 

Gold Deposits

Vasilkovskoye, Varvarinskoye, Uzboi, Symbat, 
Komarovskoye, Elevatornoye, Akkarginskoye, 
Zhetygorinskoye

Aksu, Zholymbet, Bestobe, Maikain, Kvartsytovye Gorki, 
Ushoky, Yenbekshi, Pustynnoye

Bakyrchik, Suzdalskoye, Sekosovskoye, Bolshevik, 
Vasiliyevskoye, Ridder-Sokolnoye, Zhanan, Akzhal, 
Kaskabulak 

Akbakai, Altyntas, Ddlabai, Aksakal-Beskempir, Mynaral, 
Zharkulak, Karamurun, Arkharly, Kumysty

Yubelienoye 

     Kazakhstan’s largest 
historical independent gold 
producer since 1929 has 
been the former State-owned 
Kazakhaltyn, which was 
bankrupted and privatised 
in 2003. It is located at 
Stepnogorsk, north of Astana 
and has three mines at Aksu, 
Bestobe and Zholymbet. 

“
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An exporter of precious metals can only be 
a legal entity or individual entrepreneur: (i) 
which is registered in Kazakhstan; (ii) owns 
precious metals or has entered into an 
agency agreement with the owner of precious 
metals; and (iii) which is entitled to engage 
in transactions with precious metals, in 
accordance with the legislation of Kazakhstan. 
In addition, an exporter must be on a special 
registry of MINT.

The export of raw materials containing gold 
to non-CU countries is permitted only for the 
purpose of export or refining. 

In order to increase utilisation of the existing 
refinery capacity (the LBMA accredited refinery 
of KazZinc/Glencore at Ust-Kamenogorsk 
and the Balkhash Refinery of Kazakhmys), 
an exporter of raw materials containing gold 
outside of the CU should, prior to exporting, 
obtain consent from MINT in the form of either 
an export opinion (for export) or refining opinion 
(for refining) that in Kazakhstan the commercial 
recovery of gold from raw materials or refining, 
respectively, is impossible or uneconomic. 
In order to obtain such an export or refining 
opinion, an exporter needs to make a filing 
with MINT. When issuing an export or refining 
opinion, MINT should consider the terms of 
the export contracts and applicable prices for 
refining provided by Kazakhstani refineries. 

If MINT comes to the conclusion that it is 
economically feasible to commercially recover 
gold from raw materials, and that there is 
capacity for the refining of the raw materials 
in Kazakhstan, it will issue an export/refining 
opinion that such raw materials may not 
be exported from Kazakhstan. An exporter 
may appeal the export/refining opinion in a 
Kazakhstan court. 

As noted, currently, KazZinc (part of Glencore 
International Plc) is the only company that can 
comply with the London Good Delivery LBMA 
international standard. Kazakhmys LLP also has 
refining capacities to produce gold bullions at its 
Balkhash Refinery, but only in accordance with 
Kazakhstani (GOST) standards. However, the 
NBK and the Government intend to encourage 

and cause the upgrade of Kazakhmys’ refining 
capacities so that, within a few years, it will be 
the second certified enterprise that can produce 
gold in accordance with the London Good 
Delivery LBMA international standards. There 
has also been much talk of the Government/
MINT sponsoring, and of Samruk financing, a 
new refinery.

The current tariffs for refining at Ust 
Kamenogorsk vary from US$0.22 to US$0.23 
per gramme (100% advance payment), plus 
transportation and other costs (insurance) at 
US$0.0195 per gramme. 

The Balkhash refinery tariffs for refining of 
doré to 99.9% gold are US$0.1 per gramme, 
excluding VAT. 

The current political and commercial intent is 
to fully utilise the existing domestic refinery 
capacity, and if that is achieved, at current 
production rates, it should be possible for the 
foreseeable future for Kazakhstan to refine all 
of the gold that it produces.

This is not resource nationalism, but 
economic and commercial common sense, 
in that Kazakhstan had refineries that were 
underutilised, even though domestic costs are 
relatively low, and reflects Kazakhstan’s push to 
move further downstream in the value chain.

The State’s Priority Right to Purchase 
Gold Bullion
The State has a priority right to purchase gold 
bullion and other precious metals that are 
produced by subsoil users.

In order to export gold bullion from Kazakhstan 
to non-CU countries, an exporter should, 
therefore, apply for and obtain, apart from an 
export licence, as noted above, a decision of 
the NBK to waive the exercise of its priority right 
to purchase gold bullion. NBK has been vested 
with powers: (i) to decide on behalf of the State 
whether or not to exercise the State’s priority 
right to purchase gold designated for export, 
which became effective from 8 January 2012; 
(ii) to control export transactions of second-
tier banks (i.e. any bank below the NBK) with 
gold bullion; and (iii) to control the testing and 
sampling of alloys of gold and raw materials 
containing gold, which are exported/imported 
from or into Kazakhstan. 

As a practical matter, firstly, suppliers submit 
to the NBK their forecasts for production and 
sales twice per year, for the first and second six 
months of a year. 

Based on the forecasts for production, 
the situation in the monetary market and 
international financial market conditions, the 
NBK either approves the limit for the purchase 
of gold bullion through the exercise of the 
State’s priority right for the coming six months 
or waives the priority right for the coming period, 
i.e. from one month to six months.

The NBK then determines the volume of gold 
bullion to be purchased from a particular 
supplier within the approved six-month limit of 
gold bullion purchases.

If the NBK decides to exercise the State’s 
priority right, the NBK and the supplier enter 
into an agreement as to the terms of the sale 
and purchase of gold bullion, as well as sign 
a trade ticket (i.e. a contract passport) for a 
particular lot. 

The price of gold bullion offered for sale, and 
to be purchased by the NBK, should be set out 
in the local currency, tenge (KZT). The price 
depends on the weighted-average currency 
rate of the KZT to the US dollar as of the date 
preceding the transaction, as well as the 
average value of the morning and evening 
fixings of gold at the LBMA, averaged for the 
whole month of the delivery and with the 
discount to be calculated taking into account 
the following:
• Transportation and customs costs, 

as compared to the export of gold to 
international markets;

• Expenses as to the sterilisation of monetary 
overhang in the system;

• The bid offer spread; and
• A discount for quality of gold bullions 

that do not comply with the London Good 
Delivery standard. 

It is not yet clear what is meant by the use of 
the phrase ‘sterilisation of monetary overhang’ 
and what amount of expenses associated with 
such will be included in the discount. In order to 
support domestic local gold producers, the NBK, 
together with the Association of Mining and 
Metallurgical Companies, is considering possible 
advance payment schemes.

The waiver of the State’s priority right may be 
issued by the NBK if it reaches its limit for the 
purchase of gold bullion or whenever it decides 
to waive the State’s priority right for a certain 
period (i.e. from one month to six months), and 
the relevant decision should be published on 
the NBK’s website.

7. For more information please refer to the NBK’s website: www.nationalbank.kz

      If MINT comes to the 
conclusion that it is economically 
feasible to commercially recover 
gold from raw materials, and 
that there is capacity for the 
refining of the raw materials 
in Kazakhstan, it will issue an 
export/refining opinion that 
such raw materials may not be 
exported from Kazakhstan.

      In August 2011, the 
NBK stated that it intends 
to exercise the State’s priority 
right to purchase all gold 
bullion, so that domestic 
producers who comply either 
with London Good Delivery  
or Kazakh standards will 
have a guaranteed customer 
of their products in the next  
few years8

“

“

“
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Role of the NBK on the Gold Market
The NBK is the central bank of Kazakhstan 
that is separate from the Government as the 
executive branch and reports to the President 
of Kazakhstan. The Chairman of the NBK 
(currently, Gregory Marchenko) is appointed by 
Decree of the President.

The NBK has been steadily accumulating 
gold and other precious metal assets as the 
following table shows7:

In August 2011, the NBK stated that it intends 
to exercise the State’s priority right to purchase 
all gold bullion, so that domestic producers 
who comply either with London Good Delivery 
or Kazakh standards will have a guaranteed 
customer of their products in the next few 
years8. On 15 March 2012, the Chairman of the 
NBK9 was quoted as saying that the NBK began 
exercising the priority right from November 
2011 and, as a result, has already purchased 
around 20 tonnes of gold. This means that 
within the next two to three years, no gold 
bullion will likely be exported from Kazakhstan. 
Kazakhstan also has a National Oil Fund, which 
was created in 2000 as a stabilisation fund that 
is intended to accumulate windfall revenues 

from oil sales and to seek to ensure the 
economy will be stable against the price swings 
of oil. The assets of the National Oil Fund 
are monitored by the NBK. As of 1 February 
2012, the assets of the National Oil Fund were 
US$45.5 billion. 

New VAT Regime on Gold Sales
Historically, VAT was charged on domestic 
transactions in gold, but this was changed with 
effect from 1 January 2012. 

Sales by gold producers of refined gold from raw 
materials of their own production to the NBK 
are now taxed at a zero rate of VAT, whilst sales 
to a buyer, other than the NBK, are exempt 
from VAT, provided that such gold is sold within 
Kazakhstan.

Conclusion 
Raw materials containing gold can now 

be exported only for the purposes of export 
and refining, and only on the basis of a special 
opinion from MINT. Kazakhstan is taking all 
measures to upgrade and ensure the full 
utilisation of the existing refinery capacity at 
KazZinc and Kazakhmys, and if this is achieved, 
it is likely to result in Kazakhstan refining all of 
the gold it produces within the country for the 
foreseeable future.

Compliance with the procedure for the exercise 
of the State’s priority right to purchase gold 
bullion will make the export of gold bullion a 
complex and lengthy process, if not almost 
impossible, at least within the next two to three 
years, and this is especially so considering the 
intention of the NBK to exercise the State’s 
priority right to purchase all gold bullion 
produced in Kazakhstan for the next few years. 

However, in general, these changes are positive 
and, particularly, the amendments to the Tax 
Code as to the elimination of tax barriers on 
trades with gold bullion within the country 
should help motivate domestic gold producers 
to further develop their production and the gold 
market in Kazakhstan.

Michael E Wilson,  
Director, Michael Wilson  
& Partners, Ltd.  
Prior to MWP, Michael was 
the founding partner of all of 
Baker & McKenzie’s offices 
and its entire practice in 

Central Asia, and the Caucusus. He has more 
than 13 years of experience in London and 
Sydney, and has now practised in Central Asia, 
the Caucusus, Russia and the Ukraine for more 
than 17 years. He specialises in mergers and 
acquisitions, especially in the mining, and oil 
and gas sectors, as well as corporate, joint 
ventures, banking and project financing.  
He has structured, documented and advised on 
almost all of the major mining, oil and gas and 
natural resource transactions in Kazakhstan, 
Uzbekistan and the Central Asian Region 
to date, including Sukhoi Log, Lenzolotto, 
Aksu, Bestobe, Zholymbet, the Bakyrchik, 
Vasilkovskoye, Varvarinskoye, Zarmitan, 
Kumtor, Jeeroy, Taldy-Bulak, Amantaytau and 
Dagystau Goldfields Projects, and also further 
afield, namely the Mt. Morgan Gold Mine in 
Queensland, the Vatukoula Mine in Fiji, to name 
but a few. He is a Member of the Major Projects 
Association; Founding Member of the Business 
Lawyers Association of Kazakhstan; a Founding 
Member of the Foreign Investors Council under 
the President of the Republic of Kazakhstan, 
a Founder and the former Treasurer and 
Chairman of the European Business Association 
of Kazakhstan (1998 to 2004); Member 
of the American Chamber of Commerce in 
Kazakhstan.

Elena Lee, Senior Lawyer, 
Michael Wilson  
& Partners, Ltd.  
Elena belongs to the MWP 
Banking & Finance Group 
that works extensively with 
financing and securities, 

project financing, credit financing and loans, 
mergers & acquisitions, and issues related to 
Islamic banking. Elena specialises in Capital 
Markets, Banking and Finance, Corporate, 
Project and Corporate Finance, and Currency 
Issues. Her legal expertise in the sector lies 
in Mining, Energy and Commodities Trading, 
Commodity Derivatives and Metal Trading 
Activities, securitisation opportunities and 
potential leasing structures for rolling stock, 
various derivative products. She qualified as a 
lawyer in, and has been practicing since 2004, 
and subsequently won a scholarship, and 
obtained a Cum Laude Master’s Degree (LL.M) 
in International Business Law from the Tilburg 
University, Netherlands in 2009, for outstanding 
academic performance. 

Year Precious Metals

2007 US$1.812bn

2008 US$2.001bn

2009 US$2.501bn

2010 US$3.052bn

2011 US$4.151bn

1 March 2012 US$5.281bn

8. NBK Pres Release No26 0f 2.3 August 2011
9. Online Conference on www.profinance.kz held on 15 March 2012
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Many academic studies as well as market and 
media reports refer to the negative relationship 
between gold and the US dollar. The argument 
goes that as gold is traded primarily in dollars, 
a weaker dollar makes gold cheaper for other 
nations to purchase and increases their 
demand for the yellow metal. This increase in 
foreign demand then drives up the dollar price 
of gold, giving gold and the dollar their negative 
relationship.  While this argument gives us an 
explanation of the observed reality, there may 
be another reason.

Trade weighted 
What needs to be highlighted about this finding 
is that gold has a negative relationship to 
the trade-weighted value of the dollar. This 
measures movements in the bilateral value 
of the dollar versus all its trading partners’ 
currencies, weighted by the percentage of trade 
between the US and each partner, and creates 
an index showing whether the dollar is gaining 
or losing purchasing power on average versus its 
trading partners.

Seeing the negative relationship in these 
terms means that when other currencies are 

on average gaining value against the dollar, so 
is gold. One way to view this relationship is to 
see that gold acts like just another currency.  
When the dollar is losing value against the 
majority of currencies, it is also losing value 
against gold. The correlation would then be just 
that, a correlation and not indicating a causal 
relationship where the value of the dollar affects 
the value of gold.

Gold in other currencies  
If this theory were correct, we could expect to see 
negative correlations between the sterling value 
of gold and the trade-weighted value of sterling, 
and the same for the yen, and Australian and 
Canadian dollars. This is because, on average, 
the value of gold expressed in a currency (e.g. 
the pound) would move with the value of other 
currencies expressed relative to the pound, their 
bilateral exchange rate. This would then give us 
a negative relationship between gold expressed 
in terms of pounds and the trade-weighted value 
of the pound.

The chart below shows the one-year rolling 
correlation between the daily return on 
currencies’ trade-weighted values and the 

daily return on gold in that currency. The data 
runs from January 1975 to February 2012 and 
comes from the Bank of England, with some 
calculations by the author.

For most of the time, the correlation between 
the returns on gold expressed in a currency 
and the returns on the trade-weighted value 
of that currency is negative, over 90% of the 
time for each currency.  The occasional positive 
correlation between gold and a currency over 
such a long period can simply be put down to 
the law of averages.  Gold and any currency are 
bound to move together sometimes. 

And this finding is not specific to one-year 
correlations. If we instead look at 30-day 
correlations, between 80% and 90% are 
negative. And over the whole period, all the 
correlations were negative, with the US dollar 
being about average with a long-run correlation 
of -30%. The Australian dollar had the strongest 
long-run correlation at -40% and the Canadian 
dollar the weakest at 20%.  So the returns on 
gold in a currency have a negative relationship 
with the currency’s trade-weighted returns over 
short, medium and long horizons.

The significance of the negative relationship 
between gold and the value of the dollar then 
seems to be another pointer towards gold’s role 
as an internationally traded currency, rather 
than a way of explaining movements in the value 
of gold expressed in dollars.

Gold’s negative relationship  
with the US dollar
By Fergal O’Connor, LBMA Bursar and Dr Brian Lucey, Trinity College Dublin

This article examines the negative relationship between gold and the 
US dollar. It considers the argument that a weaker dollar makes gold 
cheaper, increases demand for gold, which in turn drives up the price, 
giving gold and the dollar their negative relationship. The conclusion is 
that whilst this provides an explanation of the observed reality, there 
may be another reason.

1 year correlation between a currencies trade weighted daily return  and the return of gold in that currency  

-1.0

-0.8

-0.6

-0.4

-0.2

1 
Ye

ar
 C

or
re

la
tio

n

0.2

0.4
US$
UK£
d

0.0

198
0

198
2

198
4

198
6

198
8

199
0

199
2

199
4

199
6

199
8

200
0

200
2

200
4

200
6

200
8

201
0

201
2



A L C H E M I S T  I S S U E  S I X T Y  S I X

17

???????????
??????????????
??????????????????????



A L C H E M I S T  I S S U E  S I X T Y  S I X

Regulation Update
Ruth Crowell, Commercial Director, LBMA

18

LBMA Precious Metals Conference 2012
In Association with the LPPM

11-13 November
Grand Hyatt Hotel
Hong Kong

Why You Should Attend This Conference

Senior representatives of all sectors of the precious  
metals markets will be in attendance at the LBMA (LPPM) 
Precious Metals Conference, the premier event in the 
 industry calendar. Now in its 13th year, the LBMA  
Conference adds insight into the vital issues affecting  
the precious metals markets.

Central Bankers... Dealers... Producers... Fabricators...  
Refiners... Brokers... Analysts... Marketers. There’s a place  
for all market players at the LBMA (LPPM) Conference.  
Make sure to reserve yours.

The London Bullion Market Association
1-2 Royal Exchange Buildings 
Royal Exchange
London EC3V 3LF
Tel: +44 20 7796 3067

www.lbma.org.uk
conference@lbma.org.uk

There’s a place for all market players at the LBMA (LPPM) Conference – Registration opens in July

The conference by industry for the industry

18
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Regulation Update
By Ruth Crowell, Commercial Director, LBMA

LBMA Responsible Gold Forum
1 May, Westin-Paris Vendome Hotel 
The LBMA invites industry and all Members of 
the OECD Working Group on Gold to a Forum on 
1 May to discuss implementation of the LBMA 
Responsible Gold Guidance and the OECD Due 
Diligence Guidance. The meeting is aimed at 
establishing a dialogue with all players in the 
Working Group on Gold. Topics to be addressed 
will include how industry initiatives work 
together, the role of the OECD Institutionalised 
Mechanism and formalisation of artisanal 
mining. Programme highlights include speeches 
from the LBMA, World Gold Council, Responsible 
Jewellery Council, the OECD World Bank, 
Fairtrade & Fairmining amongst others. Any 
refiners, LBMA Members or OECD stakeholders 
wishing to attend any of these events should 
contact the LBMA Executive (ruth.crowell@lbma.
org.uk) without delay.

OECD Meeting
2-3 May, OECD Conference Centre
The OECD is holding its Implementation Meeting 
for the OECD Due Diligence Guidance during 
the period 2-3 May. This meeting will decide 
what role the OECD’s proposed Institutional 
Mechanism will take as well as generally to 
discuss implementation. The LBMA encourages 
Members and Associates to take part in the 

OECD Gold meetings to ensure representation 
from the gold industry.

Supply Chain Regulation Update
SEC Announces Delay and “Phased-In” 
Approach
While the final SEC rules are still to be issued, 
an update was issued in March. Commissioner 
Mary Shapiro of the SEC announced on 7 March 
that the SEC will have a phased-in approach.  
“We will have a phase-in period, I don’t know 
how long, [but] that will... give sufficient time 
for some of the supply chain due diligence 
mechanisms to be developed and put in place.”  
This will allow refiners and all members of the 
supply chain to get up to speed in an efficient 
yet feasible timescale.

LBMA Membership Seminars  
– April & May 2012
There is no doubt that regulation continues 
to be the hot topic in the bullion market.  To 
help members understand the impact on their 
businesses of current and future regulatory 
developments, stemming from both US and EU 
regulators, the Executive has organised three 
seminars in April and May. For the two events 
in London described to the right, attendance 
is limited to representatives of Members, 
Associates and invited guests.  

Membership Regulation Seminar I:  
US Dodd Frank & EMIR
24 April Armourers Hall, London
13:00 The Potential Impact of the  
 Dodd Frank Act
 Jeff Daniel & Marvin  
 Goldstein, Stroock & Stroock  
 & Lavan LLP
14:30 The Potential Impact of EMIR
 Jonathan Melrose and Penny   
 Miller, Simmons & Simmons

Membership Regulation Seminar II:  
Basel III & Gold Due Diligence
15 May 14:00-16:00, Armours Hall,  
 London
14:00 Basel III & Liquidity                                                                                                                                        
                  Natalie Dempster, WGC
15:30 LBMA Responsible Gold
 Ruth Crowell, LBMA

Any members or associates wishing  
to attend any of these events should  
contact the LBMA Executive  
(ruth.crowell@lbma.org.uk) without delay.

APRIL
24
LBMA Membership Regulation 
Seminar I 
US Dodd Frank & EMIR
Armourers Hall
London, UK
www.lbma.org.uk

29-30 
Dubai Precious Metals  
Conference 2012
Dubai, UAE
www.dmcc.ae

MAY
1
LBMA Responsible Gold  
Forum 2012
Westin-Paris Vendome Hotel
Paris, France
www.lbma.org.uk

2-3
OECD Forum: Due Diligence in the 
Gold Supply Chain
OECD Conference Centre
Paris, France
www.oecd.org

14-16 
Annual International Gold 
Symposium
Westin Lima Hotel &  
Convention Center
Lima, Peru
www.simposium-internacional-oro.
snmpe.org.pe

14-18 
LPPM Platinum Week
London, England
www.lppm.com

15
LBMA Membership Regulation 
Seminar II  
Basel III & Gold Due Diligence
Armourers Hall
London, UK
www.lbma.org.uk

17-19
World Mining Investment Congress
London, UK
sarah.pegden@terrapinn.com
www.terrapinn.com

JUNE
9-12
IPMI Conference
JW Marriott, Las Vegas
www.ipmi.org

25-27 
2012 Hong Kong Gold 
Investment Forum 
Renaissance Harbour Hotel,  
Hong Kong, China
www.hkgoldinvestmentforum.com

AUGUST
6-8  
Diggers & Dealers Forum 2012
Kalgoorlie, Australia
www.diggersndealers.com.au

24-26 
India International Gold 
Convention 2012
HICC Novotel, Hyderabad, India
www.goldconvention.in

SEPTEMBER 
9-12  
Denver Gold Forum 2012
Hyatt Regency, Denver, CO
www.denvergold.org

18-21  
International Platinum Conference
Sun City, South Africa
www.platinum.org.za

OCTOBER 
25-26  
The Silver Summit
Spokane, USA
www.cambridgehouse.com

NOVEMBER
11-13  
LBMA (LPPM) Precious Metals 
Conference
Grand Hyatt Hotel
Hong Kong, China
www.lbma.org.uk

DECEMBER
10  
LBMA Silver Anniversary Dinner
(For Members, Associates and 
invited guests)
Mansion House
London, UK 
www.lbma.org.uk

 DIARY OF EVENTS 2012
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MEMBERSHIP
Ordinary Members
On 8 February, 2012, Zürcher 
Kantonalbank of Switzerland was 
reclassified from an Associate to an 
Ordinary Member.

On 27 February, 2012, Malca-Amit 
Commodities Ltd of Hong Kong was 
admitted as an Ordinary Member.

Associates
On 2 February, 2012 Clariden Leu 
tendered its resignation as an 
Associate due to its merger with 
Credit Suisse.

On 28 February, 2012 Comdaq 
Metals Ltd tendered its resignation 
as an Associate.  

These changes brought the 
membership to a total of 135 
companies, comprised of 64 
Members (of which 11 are Market 
Makers), 67 Associates and 4 
Affiliate Members. 

GOOD DELIVERY LIST
PX Précinox SA of Switzerland 
was added to the Gold List on 24 
January, 2012.  

There are currently 63 refiners 
listed on the Gold Good Delivery 
List and 72 refiners on the Silver 
Good Delivery List.

COMMITTEES
Management
The Committee met in February – 
its final meeting at the Basinghall 
Street office, which the LBMA 
moved into in 2002 – and in 
March, it held its first meeting at 
the LBMA’s new offices in the Royal 
Exchange Buildings (see below).  
The Committee was pleased to 
note that the LBMA’s relocation 
had been completed under budget.   
The Committee also agreed, with 
the approval of LBMA members, to 
carry out a confidential survey of 
gold trading turnover in the Loco 
London Market on a quarterly 
basis.

At the March meeting, it was noted 
that Clive Turner, one of the five 
market-maker representatives on 
the Management Committee, would 
be resigning from the Committee 
as a result of his departure from JP 
Morgan.  The Committee decided 
that rather than it co-opting a 

new member, the Market Makers 
would be invited to put forward 
nominations for election at the 
AGM in June.  

Regulatory Affairs
The RAC met in February and 
early April to discuss a variety of 
regulatory issues.  These included 
the LBMA Responsible Gold 
Guidance as well as the LBMA’s 
work within the OECD Working 
Group on Conflict Gold.  The RAC 
also reviewed the LBMA’s current 
contacts with regulators, with a 
view to improving communication 
between the LBMA and regulators 
within the UK, EU and US.  The 
Committee also welcomed new 
members Mehdi Barkhordar 
(PAMP), Neal Davies (Sumitomo 
Corporation Global Commodities 
Limited), Larry Drummond 
(Metalor) and Graham Jelf 
(Standard Chartered Bank).  To 
assist Members in understanding 
the impact of current and 
forthcoming US and EU regulation 
on the bullion market, the RAC is 
arranging a series of Regulatory 
Seminars – see Regulation Update 
on page 19 for details.  

Physical
In addition to its core activity of 
monitoring applications for Good 
Delivery accreditation and the 
proactive monitoring of listed 
refiners, the Physical Committee is 
responsible for a number of topics 
connected with vault operations 
in the London market.  Recently, 
these have included:
• A new version of the visual 

guide to good delivery bars 
(which will help refiners to 
understand what is acceptable 
to the London vaults in relation 
to the physical imperfections in 
good delivery bars)

• The development of a scheme 
for accrediting vault staff

• The possible impact on inter-
vault transfers during the 
London Olympics.

Referees
The quarterly meeting of the LBMA 
Good Delivery referees was held 
in London in March.  A wide range 
of technical matters were covered, 
including the recently completed 
proficiency testing exercise for 
gold fire assayers.  The draft 
report produced was discussed at 

length and will allow FAPAS (which 
is responsible for compiling and 
analysing the data) to produce 
the final report for distribution to 
participants by the end of April.

Public Affairs
At this time of year, the PAC’s 
agenda is almost totally devoted to 
the development of the programme 
for the annual conference in Hong 
Kong, which this year will again 
be held in association with the 
LPPM.  A large number of potential 
speakers and topics have already 
been considered and in some 
cases agreed. 

The LBMA have, for a number of 
years now, set aside for charitable 
purposes, 50% of the money 
generated from fines levied on 
GOFO and SIFO contributors 
who fail to contribute rates more 
than three times in a calendar 
month.  Last year the LBMA made 
a donation to the Red Cross 
Fund for the Japan Tsunami and 
charities who have benefitted 
in previous years include the St 
Mungo’s organisation, Kids Get 
Going and Cancer Research.  The 
Committee are considering which 
charities will benefit this year from 
the LBMA charitable fund and any 
suggestions from members would 
be welcomed.  

Membership 
There have been a number of 
changes in the make-up of the 
Membership Committee recently.  
These resulted from the move 
of Peter Roberts of Mitsubishi to 
the Finance Committee and the 
resignation of Paul Merrick, who 
has chaired the Committee since 
2007, on his departure from Credit 
Agricole.  The LBMA is greatly 
indebted to Paul for his exemplary 
and conscientious chairmanship of 
the Membership Committee during 
the past five years.

In response to the announcement 
of a vacancy on the Committee 
in the last issue of the Alchemist, 
a record 11 candidates put their 
names forward.  The Management 
Committee decided to make three 
appointments to the Committee, 
thus increasing numbers by 
one, because of its perceived 
importance, not only in making 
decisions about membership 

applications, but in giving advice 
on a wide range of issues related 
to membership.  The new members 
are Bob Davies (Toronto Dominion), 
Nick Frappell (Mitsui) and Sunil 
Kashyap (Scotia-Mocatta).  At 
its meeting in early March, the 
Committee elected Michael Ludwig 
of Standard Chartered as its new 
chairman.

One of the important issues now 
being discussed by the Committee 
is the possible reclassification of 
Associates as full members.  Some 
Associates have expressed an 
interest in playing a fuller role in 
the LBMA, but this is a complex 
question because of a number of 
factors, such as the requirements 
imposed by the LBMA’s Articles 
in relation to Membership and 
Associateship, the sponsorship 
system and the benefits of full 
membership.  This is likely to be 
an important topic during the 
Committee’s discussions in the 
coming months.

Finance
The Committee met in March 
with the main item on the agenda 
being the consideration of the 
annual accounts for 2011, which 
after minor modifications were 
recommended to the Management 
Committee.  The committee noted 
the resignation of Alan Wallis as a 
consequence of Comdaq’s decision 
to resign from the LBMA.

Committee Vacancy
There is a vacancy on the Finance 
Committee.  Anyone interested 
in applying should send a brief 
statement of their market 
experience to the Chief Executive 
(stewart.murray@lbma.org.uk).  It 
is not essential for candidates to 
have accounting qualifications, but 
if they have relevant accounting 
experience, they should indicate 
this in their application.

Annual General Meeting
The 2012 LBMA Annual General 
Meeting will take place at 
Armourers’ Hall, Coleman Street 
in the City of London at 5:30 pm 
on 20 June.  Any representatives 
of Members and Associates 
who wish to attend will be most 
welcome.  The past year has been 
an exceptionally busy one for the 
LBMA and the reports from the 

LBMA News
By Stewart Murray, Chief Executive, LBMA
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Chairman and the chairs of the 
various subcommittees are the 
ideal way to get up to speed with 
what the Association has been 
doing.  

In addition to the usual formal 
business of the AGM, the meeting 
will be asked to approve a 
number of substantive changes 
to the LBMA’s articles.  Only 
the designated contacts at 
each member company or their 
authorised alternates can vote 
at the AGM.  The formal papers 
calling the meeting together 
with nomination forms for the 
Management Committee election 
will be circulated to them on 22 
May.  Other staff of companies 
within the membership who wish 
to attend are asked to inform the 
Executive by 19 June.

There will be an informal drinks 
reception following the meeting, 
which will provide a great 
opportunity to meet other members 
of the market.  As in the past 
two years, this will be held in the 
Telegraph pub, commencing at 
around 6:30 pm.  There is no need 
to register for the reception.  

Membership Survey
At the request of the Management 
Committee, the Executive will 
shortly be carrying out a survey 
to find out the views of Members 
and Associates on two important 
questions, namely what should 
be the focus of the LBMA’s 
development over the next five to 
10 years?  And is the LBMA giving 
value for money?  It is not intended 

to send a questionnaire to all 
companies within the membership 
as has been done in the past, but 
instead to target leading decision-
makers within membership 
companies.  But the Executive 
would welcome suggestions and 
input from anyone within the 
membership (or even from outside 
it) who has strong views about 
where the Association should be 
headed.  If you have, please do not 
hesitate to send them to me.

Executive Meetings and Travel
In March, the Chief Executive 
took part in a meeting in Brussels 
organised by the EPMF, which 
was attended by a number of 
associations representing the 
precious metals businesses in 
Europe and North America.  All 
participants agreed that it would be 
useful to hold such meetings on an 
approximately annual basis to allow 
an exchange of information and 
avoid wasteful duplication of effort.

Ruth Crowell (the LBMA’s 
Commercial Director) has played 
an important role during the 
past year in assisting the OECD 
to develop its guidance on gold 
by co-chairing the committee 
responsible for this work.  Ruth 
is of course also the secretary 
of the LBMA’s regulatory affairs 
committee, which has been heavily 
involved in developing the LBMA’s 
own Responsible Gold Guidance.  
In order to explain the vital role 
that the LBMA guidance will play 
in ensuring that all good delivery 
gold refiners are totally conflict 
free, Ruth has made presentations 

at a number of events, including 
the EICC Stakeholders meeting in 
February, a joint seminar with the 
Responsible Jewellery Council at 
the Basle Fair in early March and a 
Canadian Government Roundtable 
on Conflict Minerals in Ottawa at 
the end of March.

In mid-April, the Chief Executive 
visited New York and Washington 
accompanied by Ruth Crowell 
and Jeremy Charles, the previous 
LBMA chairman, in order to meet a 
number of member companies and 
governmental organisations. The 
purpose of the visit was twofold: to 
provide a clear picture to regulators 
of the LBMA’s role, above all 
in relation to its responsible 
gold guidance, and to collect 
information about future market 
and regulatory developments 
affecting precious metals.

LBMA Staff
We are pleased to announce the 
appointment recently of two new 
members of staff, coincidentally 
both of whom previously worked 
at the Bank of England.  Aelred 
Connelly, who has been on 
secondment to the LBMA from the 
Bank during the past six months, 
takes over the role of PR Officer.  
Emma Attridge, who did a short 
stint at the LBMA last year while 
employed at the Bank, will join us 
as our Office Administrator at the 
beginning of May, taking over from 
Sophie Bialek who has performed 
this role on a temporary basis for 
the past six months.

LBMA News
By Stewart Murray, Chief Executive, LBMA

Christian Hein to Commerzbank
Christian Hein started his career in Institutional Portfolio Management at 
JP Morgan in 2002. Between 2003 and 2009 he worked for two German 
Landesbanks in Luxemburg trading Credit and Rates. In May 2010 he 
joined Commerzbank’s subsidiary Erste Europäische Pfandbrief- und 
Kommunalkreditbank AG before moving to the Precious Metals desk in 
Luxembourg in March 2012. He will be taking over the Forward books on 
the Luxembourg desk.

Pauline Rutland joins Deutsche Bank
Pauline Rutland joins DB as part of their marketing team for precious 
metal clearing and vaulting.

Market Moves

21

New LBMA Offices
Over the weekend of 24 March, 
the LBMA relocated to bright 
new offices on the fourth floor of 
the Royal Exchange Buildings, 
which are situated very close 
to Bank underground station 
and just a stone’s throw from 
the Bank of England.  As well 
as providing more spacious 
accommodation for staff, the 
new office has much improved 
facilities for members and 
others visiting the LBMA, 
including a larger boardroom 
and an additional meeting 
room, which has already 
started to be used for private 
discussions between committee 
members.  Fortunately, 
the phone number has not 
changed, but there is a new fax 
number as shown below.  

London Bullion 
Market Association
1-2 Royal Exchange 
Buildings,
Royal Exchange, 
London, EC3V 3LF
Tel: 020 7796 3067
Fax: 020 7283 0030
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The OTC Market Making System
 Editorial comment, by Raymond Key, Global Head of Base and Precious Metals, Deutsche Bank

With all of these dramatic changes, many of us 
are contemplating the future direction of the 
London bullion OTC market, which like so many 
markets, is undergoing tremendous change. I 
would like to focus this article on the OTC Market 
Making system, its structure, role and future.

I am told the beginnings of market making date 
back to the 1970s where the Gold and Silver 
Fixing members, and a number of other banks 
quoted each other 4,000 ounces of gold and 
10,000 ounces of silver. This classification 
became more formalised with the creation of the 
LBMA in 1987, and in 1988, 13 Market Makers 
(MMs) were admitted into membership of the 
LBMA.

The role of the Market Making system is to 
provide market participants comfort that there is 
a solid group of companies that will provide the 
consistent liquidity that is vital for any market.  
Even in modern times, who can you depend 
upon to quote you if an exchange goes down, 
if you have a volume you can’t transact on an 
exchange or you require a specific date option 
or forward? The MMs are the back stop that 
enhance the London market’s credibility.

Since the founding of market making, the bullion 
market has changed immensely. The OTC market 
has seen the decline and virtual elimination 
of producer hedging, the development of the 
physically backed ETF, and a market making 
role focused upon investor flows in a highly 
transparent market. It has in fact become a 
challenging time for MMs, putting their liquidity 
on the line and often questioning whether there 
is suitable reward.

It was with these challenges in mind that the 
MMs met in August 2010 to discuss their views 
on market making, their level of commitment, 
and its future direction. I was delighted when 
members agreed to recommit even though the 
new environment is a very difficult one in which 
to be a liquidity provider. In fact, the group 
agreed it is important that we demonstrate the 
major advantage we have over other venues 
such as ETFs and exchanges.

Let us not forget that being a MM is an 
acknowledgement that such an institution 
is a bullion market leader. As a result of the 

August 2010 meeting, in 2011 the MMs agreed 
to a minimum set of conditions to be eligible 
to belong to this prestigious group. These 
conditions included; the minimum size and tenor 
they would quote each other a two way bid and 
offer in spot, forwards, lease rate swaps and 
options during London hours. In addition, to 
maintain integrity and provide self governance, a 
complaints procedure was updated and agreed 
upon, with the LBMA taking the role of facilitator.

In my view, the new role of true MMs is very 
important. The leaders will aggregate all forms 
of liquidity and provide their clients directly (or 
through whatever portal that develops in the 
future) with the vital liquidity they require. 

Most market participants would acknowledge 
that risk oversight has increased dramatically 
over the last four years. This has evolved from 
the financial crisis, increased volatility and more 
regulatory intervention. I know from various 
conversations that the very fact that we have a 
group of MMs that will commit to providing each 
other liquidity gives various internal or external 
risk control groups significant comfort.

This liquidity creates the ability to move large 
amounts of risk when required. To put this into 
perspective, MMs can potentially liquidate over 
1 million ounces of forwards or 500,000 ounces 
of option risk in gold in a single call out. 

I sense many market participants may not fully 
understand what this means.  This system 
allows MMs a mechanism where they can quote 

clients (producers, central banks, investors, 
and second tier banks) prices in large sizes 
of gold forwards and options. They do so in 
the knowledge that if required, they can exit 
a significant amount of that risk through the 
market making system. It also gives non-market 
making banks and intermediaries the comfort 
that they can support their client base in the 
knowledge they can pass risk easily to MM 
members. 

People will argue that this system is not used 
much in spot and forwards given the liquid 
nature of the futures market and static nature of 
lease rates, but I would counter that it would be 
foolish to take this as given. 

For the stability and future of the OTC bullion 
market I think this role remains essential.

For a full list of LBMA market makers please 
see:  http://www.lbma.org.uk/assocn/
mrktmakers 

Raymond Key is currently 
Managing Director, Global 
Head of Base and Precious 
Metals trading at  
Deutsche Bank.  
Raymond has 17 years 
experience within the 

financial markets. During his career he has 
been involved in metals, bulks, interest rate 
and currency trading businesses. He began his 
career at Bankers Trust, which was then taken 
over by Deutsche bank in 1999.  He then joined 
Morgan Stanley in 2002 within it’s commodity 
trading division.  In 2007 he rejoined Deutsche 
bank, and specifically that part of the business 
which is involved in trading and providing 
services to its clients across precious, base 
and minor metals as well as steel, iron ore and 
uranium. He was responsible for Deutsche’s 
launch of the iron ore financial market in 2008.  
He is a member of the LBMA Management 
Committee and the LME Steel committee.

What does the future hold? Is it just me or is this less certain than 
ten years ago? The emergence of China has dominated commodity 
markets, whilst the financial crisis in 2008 will fundamentally change 
the way that financial and commodity products trade. In order to 
prepare for the future it is useful to understand the history (where we 
have come from) and to develop a strategy for assessing the future 
(where we are going).

      In my view, the new 
role of true MMs is very 
important. The leaders 
will aggregate all forms of 
liquidity and provide their 
clients directly (or through 
whatever portal that develops 
in the future) with the vital 
liquidity they require. 

“

“ 
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M&A in gold and silver 
Within the gold and silver mining 
industries, growth through mergers 
and acquisitions (M&A) is a well 
used strategy to complement 
organic growth through exploration. 
Thus it is somewhat surprising that 
M&A activity in 2011 and the first 
quarter of 2012 year was relatively 
restrained, despite the continued 
pressure on gold producers to 
grow given the limited exploration 
success of recent years and with 
conditions perfect for acquisitions 
for most of 2011. The soaring 
gold price meant ‘windfall’ profits, 
and hence healthy cash margins, 
for the gold producers, while 
many gold developers’ shares 
underperformed, often losing 
market value and making them 
cheap targets. 

This article reviews some of the 
most significant corporate moves 
over the past year or so.

Gold
In the gold mining industry, 
corporate M&A activity in 
2011 featured a significant 
diversification move by a gold 
major as the standout deal of the 
year along with some regional 
consolidation moves, which 
rationalised project ownership in 
Nevada, Colombia, Australia and 
Ghana, amongst other areas.
The most significant deal of the 
year was Barrick Gold’s acquisition 
of Equinox Minerals, not just 
because at C$7 billion in cash it 
represented the largest deal in the 
gold industry, but also because 
it saw a major gold producer 
make an acquisition outside of its 
normal sphere of influence and 
diversify into mainstream copper 
production. Although Barrick sells a 
considerable tonnage of copper  

by-product from a number of 
its mines each year, its move to 
secure a primary copper producer 
caused some consternation 
amongst shareholders.

Early in 2011, the Brazilian 
resources group, EBX, took over 
Colombian gold developer, Ventana 
Gold, for US$1.5 billion. Elsewhere 
in Colombia, Gran Columbia Gold 
and Medoro Resources combined 
in an all-share deal that added 6.6 
Moz of gold and 37 Moz of silver 
in open-pit resources at Marmato 
to Gran Colombia’s existing 
underground production.

Meanwhile, US major, Newmont 
Mining, paid US$2.3 billion in 
April for Fronteer Gold, giving the 
major an additional 4.2 Moz of 
Measured and Indicated resources 
close to its core Carlin operations 
in Nevada. And another major gold 
producer, OJSC Polyus Gold, was 
the subject of a reverse takeover 
by KazakhGold to form Polyus Gold 
International with a London main 
board listing.

In Australia, Conquest Mining and 
Catalpa Resources merged to 
form Evolution Mining, and Focus 
Minerals completed its takeover of 
Crescent Gold. Another Australian, 
Adamus Resources Ltd, was 
acquired by Endeavour Mining 
Corp.

Xstrata Copper and Goldcorp Inc 
agreed an exclusive option to 
acquire Yamana Gold’s 12.5% 
interest in the Agua Rica project, in 
Argentina, for US$110 million.

IAMGOLD Corp sold its 18.9% 
interest in the Tarkwa and Damang 
gold mines, in Ghana, to the 
majority owner, Gold Fields Ltd, for 
US$667 million.

Elsewhere, Franco Nevada 
combined with Gold Wheaton in 
a US$826 million deal; AuRico 
Gold completed its takeover of 
Northgate Minerals in a deal that 
valued the target at C$1.6 billion; 
Detour Gold Corp acquired its 
joint venture partner in the Detour 
Lake area, Trade Winds Ventures, 
and Agnico-Eagle Mines snapped 
up Grayd Resource Corp in a deal 
worth around C$255 million.

Early in 2012, McEwen Mining was 
formed by the combination of US 
Gold Corp and Minera Andes Inc, 
and Pan African Resources and 
Wits Gold have agreed to acquire 
Harmony’s Evander gold mine.

Silver
Much of the corporate activity 
within the silver space in 2011 
involved existing producers 
rationalising ownership of strategic 
assets.

Hecla Mining consolidated 
ownership of the San Juan Silver 
project at Creede, in Colorado, 
by acquiring the remaining 30% 
interest from a consortium of local 
owners. The transaction, valued 
at around US$34 million at the 
time, added a silver resource of 
approximately 37 Moz. 

In April, Kinross Gold Corp 
consolidated its interest in the 
Kupol mine and the Kupol East-
West exploration licences, in the 
Chukotka region of Russia, to 
100% by acquiring the outstanding 
25% held by a State agency in a 
cash deal worth US$335 million. In 
2011, the mine produced 6.6 Moz 
of silver (100% basis) as well as 
significant amounts of gold. At the 
end of 2011, Kupol had reserves 
containing 37 Moz of silver. 

Silver Standard Resources, 
meanwhile, embarked on a partial 
rationalisation of its assets by 
consolidating its majority interest 
in the San Luis project, in Peru, 
and disposing of the Bowdens 
project, in New South Wales.

At San Luis, Silver Standard 
acquired the 45% interest held 
by Esperanza Resources Corp in 
a cash (C$17 million) and shares 
(6.5 million Esperanza shares 
held by Silver Standard) deal 
worth C$27 million, plus a 1% 
NSR royalty. The project has silver 
reserves of almost 8 Moz and is 
projected to produce 1.9 Moz/y of 
silver for three and a half years. 
The company hopes to receive 
environmental approval in 2012 
contingent upon which the mine 
could come into production in 
2014. 

Also in 2011, Silver Standard sold 
its Bowdens project to Kingsgate 
Consolidated Ltd for an aggregate 
consideration of US$83 million, 
comprising cash and shares. 
Kingsgate has identified an 
Indicated resource containing 61 
Moz of silver, with Inferred adding 
39 Moz. The Australian company is 
currently undertaking a feasibility 
study on the project for completion 
during the first half of 2012.

The largest M&A transaction 
involving silver was hatched in 
2011, but only announced to the 

market early in 2012, and was 
completed at the end of March. 
Pan American Silver Corp has 
acquired Minefinders Corporation 
in a cash and share deal that 
valued the Mexican gold/silver 
producer at approximately US$1.5 
billion.

Minefinders’ principal asset is 
the Dolores gold/silver mine, 
in Mexico, which is expected to 
produce 75-80 koz of gold and 3.5-
4.0 Moz of silver in 2012. At the 
end of 2010, Dolores contained 
Measured and Indicated resources 
of 2.6 Moz of gold and 140 Moz of 
silver. In addition, Minefinders has 
6.2 Moz of silver in M&I resources 
at its La Bolsa project, also in 
Mexico. 

Paul Burton
Senior
Equities
Analyst,
Thomson
Reuters GFMS.
Paul Burton 

graduated as a mining engineer 
from the Camborne School of 
Mines in 1975 and spent almost 
twenty years working in the South 
African gold mining industry before 
becoming editor of World Gold 
Analysts in 1996, a position he 
still holds. In 2008 he became 
Managing Director of GFM  World 
Gold until the company was 
acquired by Thomson Reuters last 
year and is now Senior Equities 
Analyst, Thomson Reuters GFMS.
He is an established speaker on 
the international conference scene 
and is Chairman of the FTSE Gold 
Mines Index Committee. He holds 
an MSc in Mineral Economics and 
an MBA from the University of the 
Witwatersrand.
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