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OBOTAN GOLD MINE

Gold Price 1,000$                                      

Grams per tonne 2.00

Recovery Rate 0.92

Net gold Recovered 1.84

Ounces/ton 0.059

Value per tonne 59.35$                                      

cost per tonne 25.00$                                      

profit margin /tonne 34.35$                                      

Tonnes per day 1518

Daily Profit 52,150.65$                              

Days/Year 333

Annual Cash flow 17,366,164.84$                      

Shares O/S Fully  Diluted 330,426,491

Op. Profit per year 0.05$                                        

PE Ratio 5.00$                                        

Possible Share Price 0.26$                                        

Years Mine life (so far) 4.00$                                        

Tonnes per year 505,494

oz per day 90.1

oz per year 30,003.51

 

J Taylor’s  WWW.MININGSTOCKS.COM 

 

 
 

 

Energy & Tech Stocks 

  

Weekly Hotline Message (Now in our 29th Year) February 12, 2010 
 

New Buy Recommendation 

PMI Gold Corporation 
 

Business: Developing gold mining projects in Ghana  
 

Traded TSX:   PMV 

             Pink Sheets:  PMVGF 

             Frankfurt:  AOJMW7 

Shares Outstanding:  217.3 million* 

             Fully Diluted:  330.4 million* 

Recommended 2/12/10:  $0.114 

Price 2/18/10:   $0.138 

Market Cap:   $25 million 

NI 43-101 Gold Resource – Kubi: 919,200 Oz.  

 O/W – Indicated:  604,100 Oz./ 

 O/W – Inferred  315,100 Oz. 

Historical Gold Resource–Obotan 681,700 Oz. 

Progress Rating:   ―B‖ 

Telephone:   604-682-8089 

Web Site:  www.pmigoldcorp.com 

*Assumes sale of an additional 20 million shares at $0.15. 
 

PMI Gold Corp. (PMI) looks to me like a very advanced-

stage undervalued gold share speculation.  While the 

number of fully diluted shares may at first glance cause you 

to gulp, take note that the company has a very low market 

cap, given its stage of development. Because of the 

possibility of direct ore shipment to one of two mills hungry 

for feed, PMI has the potential of commencing production 

at a start-up rate of 30,000 ounces within the next year. 

Longer term the prospects would seem to be good for 

ramping up toward 150,000 ounces of annual gold 

production.   

 

The company has two advanced-stage former-producing 

gold projects moving toward production—namely, the 

Obotan and the Kubi projects. The first project expected to 

be put into production is the Obotan Project. It is comprised 

of a series of open-pit gold deposits. It is anticipated that 

3,000 tonnes of ore per day grading in the range of between 

1.8 grams/tonne to 2.2 grams/tonne can be mined at Obotan, 
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once the project is up and running. Using contract miners, direct shipping to one of two toll mills, total cost per 

tonne is expected to be about $25. Recovery rates are expected to be about 92%. Figuring an average grade of 

2 grams per tone, 92% recovery rates, and $1,000 gold, the project would initially produce 60,000 ounces per 

year from Obotan with the perceived potential to expand to 100,000 ounces of annual production over the next 

couple of years.   

 

Assuming a 50% capacity during the first year, it is believed the project could produce 30,000 ounces during 

year one. Under that scenario, check out the preliminary economic metrics on your left. At $1,000 gold, a 

30,000-oz.-per-year production could, in theory, net approximately $17.4 million per year, or $0.05 per fully 

diluted share. Assuming the company can hit that target, it means the stock is currently selling at about 2 times 

cash flow. Without assuming any economies of scale, a full capacity 3,000-tonne-per-day operation would 

generate close to $35 million in annual cash flow. Obviously if the company can ramp up to 100,000 oz. per 

year, the project would be expected to produce even more cash flow. On a very positive note, it is believed 

production could be ramped up to 100,000 with little or no additional capital requirements given excessive 

milling capacity at the two potential toll mill sites.  

 

I think there are some good reasons for the low multiple currently assigned to PMI. First, the company has 

been operating on the edge of insolvency for some time. In speaking with one major shareholder this week it 

seems likely PMI will raise the necessary financing, which would be used to pay off some existing bills and 

allow for the existing drill program aimed at establishing an additional 43-101 resource at Obotan, to be 

expedited.  Based on public information put out by the company the drilling seems to be on track to confirm 

the past resource calculations, I am assuming an NI 43-101 resource calculation should be similar to if not 

greater than the historical resource of 681,707 ounces. The company remains in a tight cash resource position 

and that has to be weighing on the market. Moreover, in order to get into production, more capital will need to 

be raised, albeit a rather modest 

$10 million, a good portion of 

which may be forthcoming via 

exercise of options and 

warrants if the stock can rise to 

over $0.35 and $0.50.  

 

Secondly, the economic 

numbers noted above are 

preliminary and may not be 

totally accurate. Once a full 

scoping study is completed, the 

level of confidence in those 

numbers should increase. 

Assuming they are in line with 

those noted above, that should 

be bullish for the stock.  

 

A third reason the market is no 

doubt valuing PMI at a low 

multiple to potential cash flow 

is that it does not yet have a toll 

milling agreement at this point 

in time. However logical it may seem that two nearby milling facilities would desire PMI’s ore, a deal has yet 

to be signed. Until a deal is signed, the gold in the ground at the Obotan might as well not be there, as far as 

any projection of future cash flow is concerned. A toll milling agreement, which we understand is being sought 

at this time, would go a long way in bolstering confidence in PMI’s future, starting with the Obotan Project. 
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Thirty Thousand Oz. to StartðMuch More in the Future?    
 

Management is thinking in terms of initial production of 30,000 ounces at the Obotan and then ramping it up 

to 100,000 ounces over the next couple of years. It also expects to be able to produce 65,000 ounces per year at 

its Kubi Project, thus generating a total annual production level of 165,000 ounces of gold per year. 

Preliminary economics at Kubi suggest a three-year return of $10.7 million of capital with gold at $900 per 

ounce. Again, contract mining and toll milling would be employed, with production initially starting at 250 

tonnes per day and ramping up to 750 tonnes per day. The average grade would be in the 6- to 7.5-gram/tonne 

range with recovery rates assumed to be at historical 92.5% rates. Total operating costs estimated to be 

$103.20 per-tonne including a 20% contingency.  
 

After six years of land acquisition and exploration in Ghana, management is now focused on bringing its 

projects into near-term production. If it can get its Obotan into production, which we think could happen as 

early as the end of this year, in theory it could generate cash flows from which it could build substantially 

higher levels of production. The next project with the prospects of getting into production would be its Kubi 

Project with current NI 43-101 compliant resources of 604,085 indicated ounces, and an additional 315,079 

inferred ounces. Recent drilling has discovered a new zone—just ½ mile from the above resources, indicating 

a good potential to increase the resource here. The Kubi Deposit is located immediately south of and adjacent 

to the largest underground gold mine in West Africa and one of the largest in the world—the 60-million-ounce 

Obuasi Mine.  
 

PMI controls 14 concessions covering 750 sq km in the heart of Ghana’s major gold belts. On the 

Asankrangwa Gold Belt alone they are more than 70 km long—the equivalent length of the entire Carlin Trend 

in Nevada. This area covers three past-producing large-scale mines and dozens of small historical operations.  
 

Previous operators have recorded total gold production from PMI’s properties of near 800,000 ounces. PMI 

has recently commissioned a resource estimate for its Abore, Adubiaso, Edubia, and Fromenda projects, where 

strong gold intersections in drilling and local and/or large-scale mining have taken place, and where significant 

gold mineralization has been outlined.  
 

The mining infrastructure in Ghana is well developed, it’s mining friendly, and there is currently excess 

milling capacity. Management plans on developing PMI’s projects using contract mining, contract trucking, 

and toll milling—the shortest, lowest cost, and most profitable route to production. A recent scoping study at 

Kubi suggested production of up to 65,000 ounces per year from a 950-tpd underground mine with a seven-

year mine life.  
 

In addition, management has outlined a one- to two-million-ounce underground exploration target at their 

Nkran Project, where drilling of a 30- to 50-meter-wide, steeply plunging zone under the previously mined 

Nkran Pit (530,000 oz @ 2.2g/t) has yielded results to 50 meters @ 6.4 g/t gold. In your editor’s view, the 

upside is absolutely enormous for PMI, assuming they have the managerial and financial resources to get 

started. 
 

MANAGEMENT 
 

Douglas R. MacQuarrie, P. Geo. President & Chief Executive Officer - Mr. MacQuarrie is a consulting 

geologist/geophysicist specializing in gold exploration. He received a combined Honours degree in Geology 

and Geophysics from the University of British Columbia in 1975 and has worked continuously in mineral 

exploration -- the last 16 years exploring for new gold deposits in West Africa. He also has extensive public 

company experience and has been involved in the discovery of over one million ounces of gold. He was also a 

runner up in the Gold Corp. Red Lake Exploration Challenge. 
 

Thomas Ennison, LLM -Executive Director, Ghana Legal Counsel - Mr. Ennison is a Barrister and Solicitor 

of the Supreme Court of Ghana and serves as Corporate Secretary to Adansi Gold Company (Gh) Ltd., the 
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100% owned subsidiary of PMI Gold. Formerly the Ghanaian Ambassador to Italy and Advisor to the U.N. on 

mining law, Mr. Ennison was also the Principal State Attorney in the Attorney General's Dept and Head of the 

International Law Unit, with the responsibility for the preparation of mining agreements. He has also served as 

General Legal Counsel for the Economic Community of West African States (ECOWAS). 
 

Dr. John A. Clarke, Ph.D, MBA - Executive Director - Dr. Clarke holds a B.Sc. in metallurgy from 

University College Cardiff, a Ph.D. in metallurgy from Cambridge University and an MBA from Middlesex 

Polytechnic. During his long career involved in African mining he has held a number of executive positions 

including Executive Director of Ashanti Goldfields and most recently was the CEO of Nevsun Resources 

Limited, an exploration and development company engaged in gold and base metals exploration and 

development in Africa. While at Ashanti, Dr. Clarke was responsible for strategic planning and business 

development and contributed to establishing Ashanti's gold exploration program throughout sub-Saharan 

Africa, including the acquisition of the Geita deposit in Tanzania, the Siguiri deposit in Guinea and the Bibiani 

deposit in Ghana. 
 

Philip N. Gibbs, MBA - Chief Financial Officer - Mr. Gibbs is a Chartered Management Accountant and has 

extensive financial management experience in large corporate environments in the manufacturing and retail 

sectors, both in North America and in Africa. He has provided long term planning and strategic analysis 

capabilities in those industries, including a focus on maximizing their operational efficiency and capital 

resources. His experience in systems implementations and development of cost control and management 

information systems will provide a significant contribution at this stage in the growth of PMI Gold. 
 

Neil Macfarlane, M.Sc. - Country Manager - Mr. Macfarlane has 30 years' experience in exploration, 

geology, underground gold mining and reserve definition. He has a thorough knowledge of the gold deposits 

of Eastern Canada working with Agnico Eagle, Selco/BP and has worked and lived throughout Africa in 

Ghana, Kenya, Zambia, Mali, Guinea and Niger. 
 

Honourable J.H. Mensah - Independent Director - Mr. Mensah is the former Chairman of the National 

Development Planning Commission of Ghana, an advisory board that reports directly to the President and to 

Parliament. He is also the former Member of Parliament for the riding of Sunyani East. Trained as an 

Economist, Mr. Mensah is widely respected in global development planning including formerly with the 

United Nations. Previously, he held the post of Minister of Finance and Economic Planning and latterly as 

Leader of Government Business, head of Economic Management Team, and senior Minister of the 

Government of Ghana. He was also a member of the African Advisory Council of the African Development 

Bank. Mr. Mensah also recently retired as an Independent Director of AngloGold Ashanti Limited. 
 

Len Dennis - Independent Director - Manager, Contract Support, CHC Global Operations since 1975. Mr. 

Dennis holds the position of Manager, Aircraft Lease Agreements & Contracts at CHC Global Operations and 

has been with the company since 1975. Mr. Dennis has also served as a senior officer and director to several 

resource based public companies since 1989. Duties have included corporate restructuring, financing and 

investor relations. 
 

Pearce Bowman, PEng. - Advisor to the Board - Mr. Bowman has extensive experience in managing major 

resource companies, including roles as VP/Exec. General Manager for Luscar Ltd. of Alberta and WMC 

Resources Ltd. (Western Mining Corp.). For WMC, he managed the copper uranium division, including 

oversight of a $1.8 billion expansion of its Olympic Dam operations. Previously Mr. Bowman was the Chief 

Executive Officer of Generation Victoria a major Australian electrical power producer. Mr. Bowman holds a 

Master's Degree in civil/geotechnical engineering, a Master of Business Administration and is a Fellow of the 

Australian Institute of Engineers. 
 

Alan McKerron, M.A.Hons - Advisor to the Board - Mr. McKerron is a former Executive Director of Anglo 

American Corporation and served in many capacities including Chairman of the New Mining Business 
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Division and as Vice President Anglo American Corporation of Canada. He was also past Chairman, Kroondal 

Platinum; Director, Aquarius Platinum. 
 

Florian Reidl-Riedenstein - Advisor to the Board - Mr. Riedl-Riedenstein is a self-employed financial 

consultant and served as Managing Director of Investment Department of Schoeller & Co., Bank AG from 

1969 to 1990 and was Executive Director of the investment banking firm of Deacon, Barclays de Zoete Wedd 

from 1986 to 1994. Mr. Riedenstein has more than 25 years experience in corporate finance and international 

banking and specializes in funding junior resource companies. He also serves as director to numerous other 

resource based public companies. 
 

SUMMARY & CONCLUSION 
 

As the old adage goes, ―You get what you pay for.‖ PMI Ventures is low priced now, because there several 

unanswered questions. Can it get the financing it needs at an efficient price? Will the economics of its projects, 

using contract miners and toll milling be as good as suggested above? Can management strike a toll milling 

deal that is in line, that does not eat too far into profit margins from a present value standpoint than it would 

cost to fund and build its own milling facility?  
 

If PMI can get into production and deliver the kinds of cash flows noted above, this stock should have a long 

way to run to the upside. The biggest risk in my view is continued shareholder dilution. A favorable toll 

milling agreement combined with good scoping study results could help bolster confidence in this company 

and set the stage for what could be a major growth story far into the future, given some of the most promising 

gold exploration ground in the world. We like the chances of this company’s success on the toll milling and 

scoping study issues, thinking the odds are better than 50/50 for a favorable outcome for both. If so, the upside 

for PMI should be significant, even with its considerable share dilution. Accordingly, we are adding PMI Gold 

Corporation to our buy list at $0.15 or under.  
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