
$50 Silver and $2,500 Gold                        (back to index) 1 
 



$50 Silver and $2,500 Gold                        (back to index) 2 
 

$$5500  SSiillvveerr  aanndd  
$$22,,550000  GGoolldd  

 11 Irresistible Forces Put Gold  
on the Launch Pad 

 6 Forces to Push Silver Higher 
 4 Sizzling Gold Picks 
 5 Sizzling Silver Picks 
 1 Precious Metal ‘Secret Weapon’ 
 Best Tips for Buying Physical Gold and Silver 

 

Gold recently hit a new all-time high, and it’s 
not done yet.  Percentage-wise, silver is 
outperforming gold.  I believe both metals are 
heading much higher.  Yet this comes at a 
time when many people think the metals are 
too expensive to buy.  You know what I say to 
that?  Baloney! 

The fact is, both metals are in long-term 
uptrends that are getting STRONGER.  In the 
intermediate term, I expect silver to lead the 
way higher, and my target on silver is $31.39.  
In the longer-term, I expect silver to hit $50 
an ounce and gold to go to $2,500 an ounce! 

So, now is a GREAT time to buy both gold and 
silver.  And it’s an even better time to buy a 
precious metals “secret weapon”— palladium. 

Most people consider palladium a base metal because most of its 
demand is industrial.  But palladium is a rare and precious metal that 
is being ignored by most investors, and has the fundamental potential 
to outperform gold AND silver over the next three years. 
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Building on Past Success 

If you received my “New Gold Rush” report in June, and acted on the 
recommendations in that report, you should be doing very well.  We 
closed out one position recently, in one of the updates. The total of 
nine active positions and one closed position works out to a recent 
open gain (before commissions) of 22.95%. That compares to a gain 
of 10.75% for gold over the same period and just 6.63% for the S&P 
500. Way to go! 

 There are three important 
differences between my last 
report, the “New Gold Rush”, and 
this new report … 

New Gold Rush Precious 
Metals Picks 

Open Positions   
  % gain 
PowerShares DB 
Gold Double Long 18.27% 
Market Vectors 
Gold Miners ETF 14.25% 
Compania Mina 
Buenaventura, SA 24.00% 
Barrick Gold 13.05% 
Centamin Egypt 14.83% 
Allied Nevada 43.10% 
Silver Wheaton 39.69% 
Pan American Silver 17.99% 
First Majestic Silver 93.17% 
Closed Position   
Eldorado Gold 9.19% 
Total Gain UP %22.95 
From 06-11-10 (reco date) through 09-29-10 

• My June gold and silver report 
focused on mostly larger 
companies. My new precious 
metals report is more focused 
on powerfully leveraged, 
smaller-cap gold and silver 
companies. 

• My June report had more gold 
picks than silver picks. Now, I 
think we’re entering a market  
stage where silver could 
outperform. 

• Finally, I think you should add palladium to your arsenal of profit 
potential. 

If you received the New Gold Rush report, you’ll have to put up with 
some repetition, as I explain the basics to new subscribers. However, 
all the picks in this report are new, and I believe they are loaded with 
profit potential. 

I’ll explain forces driving gold first. While many of the same forces 
drive silver, there are also important differences, which I’ll explain.  I’ll 
walk you through buying physical metal, something I highly 
recommend. Then I’ll close with my top 10 picks. 
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Why You Should Own Gold 

Why do I like gold?  Because Wall Street hates it, that’s why. 

Wall Street is run by people so crooked they should collectively have 
to screw on their pants in the morning … the currencies of the world 
are floundering under ruinous debts … is it no wonder that gold is 
outperforming stocks, bonds and the U.S. dollar over the past 10 
years? 

 

Wall Street calls gold the “barbarous relic.”  That’s because gold is 
TRUE wealth, and can’t be twisted and finagled by financial 
“engineers.”  The move in gold over the past 10 years is the shining 
financial truth that casts light on the lies told by Wall Street’s fat-cats. 

And if you think the move in gold has been big over the past decade, 
just you wait.  You ain’t seen nothin’ … yet! 

Eleven Forces Driving Gold Higher 

Force #1 — Currency Fears 

One of the forces driving gold is a collapse of public confidence in fiat 
currencies.  Citizens around the world are growing more worried that 
the insane clown posse that has ended up in charge of governments 
from Washington to Brussels and beyond is going to debase paper 
currency. After all, the U.S. dollar has lost 80% of its value versus gold 
since 1999. The trend is certainly in gold’s favor.  
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What’s more, many world stock market indexes have lost up to 80% of 
their value versus gold since 1999. Yeah, I’d say many paper assets 
aren’t worth the paper they’re printed on. 

A whopping $20 trillion was created in the world’s financial system to 
“save” it during the global financial crisis. Billions more are being 
pumped now to save everything from Irish banks to the national bank 
of Afghanistan. The more governments monetize debt, the more paper 
wealth is created, the less value it has, and the more gold and silver — 
which can’t be created in the Treasury’s basement — shine by 
comparison. 

In early 2010, we saw gold prices soar as people in Europe worried 
that the euro would come apart under the stresses of debt and 
financial crises.  But Americans shouldn’t feel smug.  The U.S. dollar is 
in deep water, too.  And its status as world reserve currency is under 
assault. 

Let’s look at the U.S. dollar’s latest challenge.  First, in early 
September, French President Nicolas Sarkozy announced that France 
would leverage its presidency of the G20 next year into opening up 
discussions about reducing/replacing the U.S. dollar as the global 
reserve currency. 

Sarkozy suggested using International Monetary Fund special drawing 
rights (SDRs) instead.  Sarkozy's proposed agenda appeals to the 
emerging economies of India, Brazil and Russia, who are chafing 
against the dollar's hegemony and the U.S. Treasury’s power to print 
the global reserve currency at will.   

Proposals like this 
have previously 
been made by 
Russia, India, 
Venezuela and 
others.  They 
don’t seem to get 
anywhere, partly 
because the 
United States has 
veto power over 
the International 
Monetary Fund 
(IMF). 
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However, France’s proposal was followed a few weeks later by a 
proposal from Germany, which 
suggested the United States give up 
its IMF veto. In return, Germany 
offered doing away with the 
supermajority required to get 
anything done in the IMF. 

The United States and United 
Kingdom are dead-set against 
transitioning from the U.S. dollar to 
the SDR as the new global reserve 
currency. They prefer to maintain the 
status quo for as long as is possible 
to support their primacy in the 
financial markets. Control of the 
money supply is a huge home-field 
advantage in wielding global financial 
and political power. 

Behind the scenes, Germany is said 
to be “working the refs” to see if it 
can push ahead with its proposal.  
The end result — combined with 
changes that will give Asian and 
emerging market nations more seats 
on the IMF — would be a dramatic 
shift of power from the United States 
to China and potentially India as 
well. 

Why would Germany, France and 
other European nations push for 
something that favors China?  Their 
move underscores the fact that the 
world is sick and tired of being 
economically controlled by an 
increasingly corrupt U.S. government 
dominated by banksters. Wall Street 
sold a lot of bad paper throughout Europe, precipitating the financial 
crisis that threatened the survival of many big European banks. You 
think the euro-bankers don’t carry a grudge?  Think again. 

Fascinating Gold Facts  

 

Gold is so rare that the 
world pours more steel in  
an hour than it has 
poured gold since the 
beginning of recorded 
history. 

Gold is constantly recycled, 
and an y g old it ems you  
have m ay contain m inute 
particles of gold that was 
used in Egyptian times. 
But 75% of all gold in 
circulation has  been 
extracted since 1910. 

Inflation triggered by 
debasement of the money 
supply has always been 
with us,  and g old has 
always resisted it.  In 
Roman times, the value of 
one pound of gold rose  
from 100,000 denarii (a  
Roman coin) in 307 AD to 
300,000 denarii 14 years 
later. By the middle of the 
fourth century, a pound of 
gold was worth 2.1 million 
denarii—an early example 
of runaway inflation. 

 

In the 1970s, the gold held by the United States was enough to back 
the dollar. The United States owns nearly 263 million troy ounces of 
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gold, while the Fed’s monetary base is $1.7 trillion. According to Dylan 
Grice, an analyst with Societe Generale, if we took all the dollars in 
circulation and had them backed by gold today, gold would have to 
cost $6,300 an ounce. 

Even without the U.S. dollar losing its status as the world reserve 
currency, the greenback is in trouble.  Ben Bernanke and the Fed have 
announced an easy-money policy for the foreseeable future, and if that 
doesn’t work, there is going to be a second edition of Quantitative 
Easing by the Fed to inject new life into a sputtering recovery and 
steer clear of a double-dip recession.  Creating more money weakens 
its value. 

If the dollar plunges, then gold, which is priced in dollars, should blast 
off. 

Force #2 — Investor Demand 

Gold’s demand increase has been driven predominantly by a strong 
rise in investment demand, which rose 118% to 534.4 metric tonnes 
in the second quarter of this year compared to the year earlier period. 

Within that total demand from exchange-traded funds is exploding! 
ETF demand for gold rose more than 400% to about 291 metric tons 
(9.4 million troy ounces). This occurred despite gold prices going 
higher at the same time. 

What’s more, retail 
investment in gold 
— as in gold bars 
and coins — also 
rose 29% in the 
second quarter. 
Chinese retail 
investors were 
especially 
interested in gold, 
purchasing 37.7 
tonnes of the 
yellow metal — 
121% more than 

the 14.7 tonnes purchased in the second quarter of 2009. 

 
ETFs gobble up 
gold supply 



ETF demand has become a major force.  Take a look at this chart from 
Sharelynx.com that shows the rise in ETF gold holdings over the past 
10 years … 

Total gold holdings in ETFs has grown from 15 million ounces in 2005 
to more than 82 million ounces recently. 

Investor demand tends to rise and fall in waves, but surf’s up in gold 
right now. 

Force #3 — Central Banks Turn to Gold 

Central banks are lining up to buy more gold. China, India, Saudi 
Arabia and other countries have announced large additions of gold to 
their reserves since the start of the financial crisis in 2008.  

Just as we learned that the International Monetary Fund sold 541,740 
troy ounces in July, we also learned that Russia bought another 
500,000 troy ounces, bringing their total holdings up to 23.3 million 
ounces. So far this year Russia has added 2.8 million ounces to their 
gold stash. 

Now the shift in the role of Central Banks has been confirmed by 
GFMS, a London-based consultancy that tracks the gold market. 

GFMS says that thanks to buying by Russian and several Asian central 
banks, central banks would be net buyers of gold by about 15 tonnes 
of bullion this year. The last time that happened was 1988. 

Central banks used to sell gold into the market. Not anymore. And that 
is a major bullish force going forward. 

Force #4 — China 

 China is such a potent and growing force in the gold market that it 
deserves mention all on its own.  Never mind China’s central bank — 
we’ll find out if it’s buying more gold (I believe it is) only long after the 
fact. Instead, consider these facts: 

• Demand from China's two largest sectors — jewelry and 
investment — reached a combined total of 423 tonnes in 2009, 
with 314 tonnes supplied by domestic mines. 

• China’s domestic mine production could not keep up with 
domestic demand last year — falling short by 144 metric tonnes. 
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• To help the supply/demand gap, China is easing restrictions on 
gold imports.  The World Gold Council’s Far East managing 
director, Albert Cheng, said in a recent interview:  “The Chinese 
government ... used to be afraid of too much gold being 
imported into the country, because that meant a drain of U.S. 
dollars. Now, this is nothing.” 

• 50 million people are joining the middle class in China every 
year. In fact, China’s middle class is expected to double in the 
next decade.  The Chinese have a cultural affinity for gold, so 
that means the more of them that are able to buy gold probably 
will buy gold. 

So what we’ve seen 
in the way of 
Chinese gold 
demand in recent 
years is probably 
going to grow by 
leaps and bounds as 
more bullion is 
available. And that 
will take more gold 
supply off the global 
market.  

According to a report 
from the World Gold 
Council (WGC), China's gold jewelry and investment demand could 
double in the next decade to $29 billion. 

 
Cumulative Gold Demand 
and Supply in China 

Source: GFMS and World G old Council 

Force #5 — New Demand From Emerging Markets 

There is a new class of gold buyers coming into the market. Around 
the world, in emerging markets including India, Brazil, Malaysia, 
Indonesia and more, there are 2.5 billion to 3 billion people who are 
moving up the economic ladder. 

The World Bank expects the middle class in emerging markets to total 
1.5 billion people in just 20 years.  And at least another billion more 
will be near middle-class — much richer (relatively speaking) than they 
were a generation before. 
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Many of these cultures have a cultural affinity for gold. If they can 
afford it, they’re going to buy it — and we ship them more and more of 
our wealth every day. 

This geo-economic megatrend is super-bullish for gold. 

Force #6 — Tight Supply  

Gold production from mines has remained fairly flat since 2005, even 
as the price of gold has risen over 125%. That should tell you 
something.  

The U.S. Geological Survey announced last year that there are now 
fewer than 50,000 tons of proven gold reserves left in the ground 
worldwide. At current mining rates, that means the world will run out 
of gold within 20 years. 

Gold discovery rates have been dropping by 4 million ounces a year for 
the past three decades, Credit Suisse Group AG’s Michael Slifirski said 
in November, citing a presentation from Gold Fields Ltd. 

More gold will be found, but high-grade deposits will probably be few 
and far between. In fact, ore grades have fallen from around 12 grams 
per metric ton in 1950 to near 3 grams in the United States, Canada, 
and Australia.  

This chart showing declining ore grades in Australia is illustrative of 
the worldwide trend …  
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However, the grades of ore deposits are going lower. Part of this is a 
function of price — the higher the price of gold goes, the more 
economical it is to bring low-grade gold deposits online. But part of it 
is that the rich deposits have already been mined. This leaves miners 
scrambling to pull the same amount of gold (or less) from more rock. 
And that puts upward pressure on costs and prices. 

Big miners are simply not finding world-class deposits. Why? Because 
all the elephant-sized gold deposits have already been found.  And 
that leaves it up to the small miners to find the new deposits of gold. 

I’ll have some of those miners for you later in this report. 

Force #7 — Gold Is Nowhere Near Its All-Time Peak in Real 
Terms.  

In January 1980, 
the yellow metal 
reached $873 an 
ounce. Recently, 
gold closed at 
$1,330 an ounce. 
Adjusted for 
inflation, that’s just 
over $500 in 1980 
dollars. 

Gold would have to 
rise above $2,435 
an ounce to exceed 
its high from three 
decades ago, based 
on the CPI’s current reading. And I think it’s going a lot higher than 
that. 

Force #8 — The Squeeze Gets Worse in Mining Costs 

Those declining ore grades are just one factor that is pushing mining 
costs higher (rising labor and fuel costs are two other factors).   
Mineweb.com quotes the ABN AMRO Gold Mine Cost Report Q2 2010, 
produced by VM Group/Haliburton commodity research, as saying that 
gold mine cash costs continue to rise.   

Here are the important points from the story: 
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• The average gold production cash cost was $558 per ounce in 
the second quarter of 2010. 

• At the same time, the gold price averaged $1,194 per ounce. 
• That results in an average margin of $636 on every ounce 

mined. 

How does that compare to previous quarters?  The average cash cost 
was $544 in Q1, which itself was way up from $453 an ounce in Q1 
2009. 

The profit margin on each ounce of gold is widening because gold 
prices are rising faster than costs.  The $636 margin in Q2 was up 
from $561 per ounce in Q1 and $451 per ounce in Q2 2009.  Still, 
rising mining costs are one of the upward pressures on the price of 
gold. 

Interestingly, costs are rising faster for low-cost producers. That may 
be because they are exhausting current deposits of high-grade ore, so 
they move on to lower-grade, higher-cost ore. 

Latin America remains the lowest cost region for gold mining.  

Force #9 – Precious Metals Bull Market Still Has Plenty of Room 
to Run 

The last bull market in gold and silver saw ENORMOUS price gains that 
put the current bull market to shame. Take a look … 
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So when the babbling heads on TV and radio try to tell you that “gold 
is overvalued,” tell them to go jump in a lake. Heck, when compared 
to the ballooning money supply, gold prices are still low by historic 
standards. 

Looking at the previous price appreciation in the last gold and silver 
bull market, I think both metals have a long, long way to go.  

Force #10 – Interest in Mining Companies Is Historically Low  

But how about gold mining companies?  We’ve already seen mining 
stocks and bullion perform quite differently when the global economic 
environment is in turmoil. Banking crises, trillion-dollar deficits and the 
accelerating depreciation of many of the world’s major currencies do 
not create positive conditions for equity markets, which is why 
investors are fleeing to the safety of physical bullion. 

However, that has started to change.  This is partly due to the fact 
that, while European and North American investors may be very 
worried about their local economies, economic growth in emerging 
markets is charging ahead and accelerating.  That has helped fuel a 
global stock market rally. 

Mining shares could still be vulnerable to a broad market sell-off. 
When investors are forced to sell, they sell everything. 

However, we 
have to go back 
to the fact that 
the Federal 
Reserve 
recently 
promised an 
easy money 
policy going 
forward and 
may even 
engage in more 
quantitative 
easing.  If we 
are going to 
see easy money 
sloshing around 
the system — 
and may even see currency devaluation while the global economy 
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keeps chugging along — the path for broad markets may be for the 
upside for years to come. 

So that brings us back to the share prices of mining stocks.  Share 
price is a function of investor interest, and right now, investor interest 
in mining shares is at a historic low.  Look at this  chart, and you’ll see 
what I mean.   

In past rallies, the gold and gold mining shares became a huge part of 
portfolios.  This time around, it just hasn’t happened yet.  That tells 
me that, while mining shares have already rallied, they could have 
quite a long, long way to go. 

Force #11 – The Big Trends Are in Gold’s Favor 

I have to show you two charts.  First is a chart of gold price cycles 
from U.S. Global Investors … 

 

Going back to 1800, the shortest bullish gold cycle is 10 years but they 
tend to run longer, often multiple decades.  This is typical of 
commodity price cycles. The current bull cycle in gold began in 2001. 

Current Fed Chairman Ben Bernanke shows no interest in raising 
interest rates. In fact, he promised to keep them very low for quite 
some time to come. That opens the door for this gold bull market to 
continue. 

The second chart I need to show you is the monthly chart of gold that 
I watch, and that I know a lot of gold traders in Chicago watch: 
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The front-month gold future has only closed below its 20-month 
moving average once in a multi-year time-frame.  That was when the 
markets freaked out in October.  In October 2009, gold looked really 
ugly. 

That looked like a “sell” signal, but we needed confirmation — gold had 
to close below the 20-month MA for a second month in.   By the end of 
November, the yellow metal was back above the 20-month average 
and headed higher. 

Eventually, gold will touch its 20-month moving average again.  But 
how expensive will it be then?  The tag of the 20-month MA may 
happen soon, or it may be a long time in coming. 

These eleven forces I’ve told you about tell me that gold could easily 
go to $1,400 next year and $1,600 the year after that.  But it may go 
higher yet.  Why?  Because I have other technical studies that tell me 
silver could go to $50 an ounce!   

And if silver does that, just how high could gold go? 

Let’s look at the forces driving silver now.  Most of them are the same 
as gold. But there are some important differences. 

Why Silver Could Lead the Next Leg of the Bull Market 

Silver lagged gold for quite some time. But that’s changing. Now, 
silver is leading (in percentage terms) the breakout to the upside. 
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In fact, my intermediate-term target for silver isn’t $25 … or even $27. 
It’s over $31 an ounce! Take a look at this chart: 

 

As this chart shows, silver has broken out of an ascending triangle. 
This gives us my new price target. Maybe it will take its time getting 
there — after all, nothing moves in a straight line. But as many of my 
friends in the business have been reminding me, when gold and silver 
take off, they can punish patience. The metals can head so high, so 
fast, it can make your head spin — and leave late-comers weeping 
with envy as the profit train pulls away from the station! 

Longer-term I think $31.39 is only a milepost on the road to higher 
prices. I think silver is going back to its old high near $50 an ounce. 
That’s more than DOUBLE recent prices. That’s like gold moving to 
$2,580 an ounce. 

And you know what? Gold CAN go to $2,580 an ounce! The 
fundamentals for gold AND silver are there, simmering explosively as 
they wait to ignite. 

Here are six forces driving silver that you should be aware of … 
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Silver Force #1— It’s an Industrial as Well as a Precious Metal 

Silver isn’t just a precious metal, it’s also an industrial metal.  It’s 
malleable, it’s the best conductor for electricity and heat of all metals, 
it’s reflective, and it’s even an anti-bacterial agent. Slightly more than 
half of silver’s annual demand is for industrial uses. Silver is used in 
everything from small electronics and computers (silver is the best 
metal for making electrical connections) as well as batteries, chemical 
catalysts, silver plating, mirrors, even nanotechnology. It’s a chemical 
catalyst, and approximately 700 tons of silver are consumed every 
year in the production of plastics.  Silver paste is used in 90% of all 
crystalline silicon photovoltaic cells, which are the most common type 
of solar cells.  

That’s why 2009 was a 
tough year for silver.  Due 
to the global economic 
crisis, fabrication demand 
dropped by 11.9%!  And 
that was led by a 20% 
drop in industrial demand.  
If it wasn’t for a staggering 
184% increase in silver 
investment, silver prices 
would have pancaked last 
year. 

But 2010 has brought a resurgence in industrial demand for silver, 
especially in China, the factory to the world.  Net imports of silver into 
China quadrupled in the first seven months of 2010. That is putting 
pressure on global silver supplies even as investors demand more of 
the metal.
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Silver Force #2 — Declining Silver Ore Grades 

As with gold, the really rich silver discoveries were made at the turn of 
the previous century. Here is the data on Australian grades: 

 

This trend is playing out all over the world. However, there are areas 
of the world that haven’t been explored fully, so elephant-sized 
deposits can still be found. 

Silver Force #3 — New and Growing Investment Demand 

The ETFs that hold physical gold got a years-long jump on the ETFs 
that hold physical silver, and so the silver ETFs are playing catch-up. 

We’ve already 
seen the silver 
ETFs buying 
silver hand 
over fist. The 
iShares Silver 
ETF 
represents 
more than 
one-third of 
the global 
market for 
silver. 

Now, two new 
silver funds are joining the party! 

 
Demand from 
Silver ETFs 
ramps up. 



In Canada, Sprott Inc. filed a preliminary prospectus for Sprott 
Physical Silver Trust, a closed-end silver bullion fund to be listed in 
Canada and the United States. And Bullion Management Group Inc. 
plans to roll out a silver-bullion mutual fund early next year. 

As gold gets more expensive, investors are taking another new look at 
silver. And yet silver mine supply is only increasing 4% year over year.  
The end result could be an explosive move in silver prices. 

Silver Force #4— Silver Price-Supply Disconnect 

Mine Sources of 

Much of the world’s silver comes as a by-product or co-product of 
other metals (lead, zinc, copper, and gold). That means the world’s 
silver supply is 
dependent on base 
metal production.  

Only about 30 
percent of total 
silver-mine output is 
from primary 
production — that is 
from mines that are primarily silver producers — where mine 
exploration, development, and production decisions depend on the 
metal’s own price.  

Another 13% comes as a coproduct of gold.  And 57% is as a 
byproduct of lead, zinc and copper. 

That means the price of silver has little influence on mine economics 
and decisions to invest in exploration and development. 

Silver Force #5 – Above-Ground Stockpiles Shrink While 
Demand Picks Up 

The world consumes about 888 million ounces of silver annually 
through industrial products and processes, but only produces 680 
million of that from mines. The rest comes from scrap and government 
sales. In recent years, demand has accelerated faster than mine 
supply.  This has put a perilous downward trend in the amount of 
months that above-ground bullion can cover. 
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Much of the above-
ground inventory is in 
silver ETFs. While that 
inventory CAN be sold, 
it’s not likely to be sold 
unless investors run for 
the exits — an unlikely 
event when silver prices 
are marching higher. 

 

 

Silver Force #6 — Silver is Cheap! 

Gold is well above its $850 high hit in 1980.  Silver is far below its 
previous 1980 high of $49.95. 

Adjusted for inflation, gold’s old high works out to $2,435 in today’s 
dollars.  That’s where many people think it’s headed.  Meanwhile, 
adjusted for inflation, silver’s old high works out to $127.09 in today’s 
dollars.  

Finally, the historical ratio of the price of gold to silver is 16 to 1. The 
current gold-silver ratio — or how many ounces of silver it takes to 
buy an ounce of gold — is about 61 to 1.  

And if you don’t like looking back at the long term, look at the ratio in 
the last precious metals bull market. In 1980, the price of silver to 
gold — how many ounces of silver it would take to buy an ounce of 
gold — never got higher than 38 to 1. 

The gold-silver ratio is dropping, as silver starts to catch up with its 
flashier cousin. If we went back to a 38-1 gold-silver ratio, silver would 
cost over $33 an ounce. If silver did move toward the historical ratio of 
16 ounces per ounce of gold, silver today would cost $80 an ounce. 
And that’s without gold budging another dollar.  

I’m not saying we’re going there. I’m saying there’s no reason we 
can’t. 

3 Points for the Bearish Case 

Now hold on a minute.  All the forces I’ve covered so far are bullish.  
Are there any bearish views in gold and silver? 

 Bullion Inventories – Months of Demand 

Source: CPM Group 



The CEO of precious metals consultancy GFMS, Paul Walker, recently 
made the bearish case to the Denver Gold Forum in Denver, Colorado.  
He offered two salient points: 

#1) Investment demand is now the key driver in the market.  
Investment demand has far outstripped fabrication demand — mainly 
for the manufacture of gold jewelry — which has collapsed as the price 
of the metal has shot up.  

“My problem with investment demand, is that it’s fickle compared with 
jewelry demand, which is more consistent,” Mr. Walker told the forum.  
When investment demand turns negative — as it inevitably must 
sometime in the next five years — he worries that jewelry demand 
may not pick up the slack until the gold price drops significantly.  

“The last time investment demand turned merely neutral on gold was 
in 2007 and the price dropped $200/oz in two months,” Mr. Walker 
added. “I believe the bull case for gold over the long term is fatally 
flawed.”  

#2) A U.S. economic recovery will hurt gold. The United States 
economy will get back into growth within two to three years, Mr. 
Walker believes. The Federal Reserve will then have to re-establish its 
credibility through its interest rate policy. The key variable affecting 
the future of the gold price is the return of real interest rates, which 
will be negative for gold because at that point investors will start to 
query whether they buy gold or some debt instrument. 

“That may be some way off — but it’s going to happen. At that point 
you don’t need to have people actually sell gold for it to go down. You 
just need them to stop buying. The gold market has to run just to 
stand still in terms of investment flows required,” Walker said. 

Still, Mr. Walker said that he didn’t have a problem with gold going 
above $1,400 an ounce considering the current economic mess. He 
just doesn’t think it will stay there. 

To Mr. Walker’s two points, I’ll add a third. 

#3) Gold miners have started adding to their hedge books 
again. 

For years now, miners have been unwinding their hedge books.  
Producers enter hedging contracts, or agreements to sell gold at a 
certain price in the future, to protect future earnings against a drop in 
gold prices. 
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The big miners used to sell forward because they thought prices would 
go down.  In recent years, senior gold producers have been unwinding 
their big hedge books.   

Last year, Barrick Gold unwound its hedge book, or gold that it sells 
forward, and many bears said that marked a top in the gold market. 
Boy, were they wrong.  In the first quarter of the year, Kinross Gold 
unwound 10 metric tonnes of gold from its hedge book.  Again, that 
didn’t pick a top in the market.  And just recently, AngloGold Ashanti 
bought back 290,000 ounces of its gold hedge book for $1.58 billion. 

The move will “give us full exposure to the gold price,” AngloGold CEO 
Mark Cutifani said. 

But despite AngloGold’s unwinding, the second quarter of this year 
saw gold hedges gain the most in four years in 2Q, as the hedge book 
rose 160,000 ounces (about 2%)  to 7.19 million ounces, according to 
GFMS and Bloomberg data. 

Many bears have seized on this development as a sign that gold is 
about to top. They believe that gold sold forward by producers will 
weigh on the market (as it has in the past) and send prices lower. 

However, I think the source of this new hedging is significant.  The 
source is smaller gold miners who are increasingly entering into 
contracts as part of deals to get financing for new mines.  St. Barbara 
Mines, Perseus Mining, Regis Resources and Integra Mining all added 
hedges to secure project financing. 

The reason is the banks financing the projects want to make sure they 
get paid. If they make the miners lock in sales now, they’ll be sure to 
get their money as long as the mine is producing. 

But the big miners — who aren’t being arm wrestled into hedging 
contracts by banks — continue to de-hedge at a furious pace.  In fact, 
AngloGold says it will accelerate its buy-backs of outstanding hedges 
to gain greater exposure to soaring gold prices. 

So what does that tell you?  It certainly tells me that AngloGold’s 
management thinks gold prices are going to go higher.  Ask yourself:  
What does one of the world’s biggest miners know that we don’t 
know? 

So the increase in hedging is only because small producers are trying 
to bring new projects online.  The new projects are part of a general 
increase in bullishness — miners don’t bring new projects online if they 
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think prices are going down.  The new hedges are only being done to 
secure financing deals. 

And in the end — because the big producers who are de-hedging have 
so much more production than the junior producers who are adding to 
hedge books – in total, producers will de-hedge about 4.21 million 
ounces this year, according to GFMS. 

Add It All Up and I’m More Bullish Than Ever 

So, I don’t think the new gold hedges will weigh much on gold prices.  
Likewise, a U.S. economic recovery would be nice, but it may be more 
elusive than Mr. Walker thinks.  Any effect it might have on gold prices 
may be overwhelmed by a potential currency crisis, a worsening 
supply/demand squeeze, and more forces that will all likely increase 
investor demand. 

Do I expect we’ll see gold pullbacks?  Yes, maybe even big ones.  But 
the big trend remains up, and pullbacks will likely be buying 
opportunities. 

Put it all together and I think silver is going back to its 1980 high — 
and possibly much higher.  

So if you think the rise we've seen in gold and silver is big, just wait 
till next year! By 2011, we could see an all-out feeding frenzy. And 
smart investors like you who see that crunch coming, pick the right 
stocks, and invest in them prudently, should profit immensely. 

Now that we’ve covered the forces driving gold and silver, let’s look at 
another metal that is often overlooked but has enormous potential. 
Indeed, it could outperform both gold and silver over the next year.  

Your Precious Metals Secret Weapon — Palladium! 

I call palladium the “Rodney Dangerfield” of metals because it gets no 
respect, I tell ya, no respect at all. It’s like the forgotten stepsister in 
the platinum group of metals — platinum commands princely prices 
and investor interest, while palladium toils industriously away. 

However, platinum has been on the move recently, and it’s dragging 
raggedy stepsister palladium to the ball along with it.   

Palladium wasn’t discovered until the 19th century, when an English 
chemist named the metal after a Greek goddess. Palladium is one of 
the six platinum group metals (PGMs). The world’s largest known 
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palladium deposits are located above the Arctic Circle in northern 
Siberia. Almost all of the world’s reserves lie in Russia, South Africa, 
Finland, and Zimbabwe, with just small deposits in the United States, 
China and Canada. 

• We may have hit peak palladium. Total supply for 2009 was 
recently estimated at 7.2 million ounces per year. That’s about 
11% of the amount of gold produced annually. Palladium 
production peaked in 2004 at 8.6 million ounces.  There aren’t 
any significant new mines coming online soon to change that 
equation. And while supply increased marginally, by 1.8%, in 
2009, according to analysts at Johnson Matthey, demand 
increased by 3.8%. 

• Car-makers shift toward palladium. For a long time, 
platinum was the only metal that could be used in catalytic 
converters in diesel engines. But thanks to technological 
advancements, palladium can be partially substituted for 
platinum in diesels. Diesels get much better fuel efficiency (up to 
40% more) than gasoline engines. So if fuel prices continue to 
trend higher, diesels should become more popular, and that 
should drive up the price of both platinum and palladium. 

• Price and supply are out of whack. The world does not 
produce much more palladium than platinum. Total supply of 
platinum in 2009 was estimated to be 6 million ounces, yet 
platinum trades at more than TRIPLE the price of palladium. 

• Demand is poised to soar. We’ll get to the new palladium ETF 
in a minute.  Total palladium demand covers not only 
investments, but also chemical uses, dentistry, electronics and of 
course jewelry (especially palladium wedding bands). Total 
demand hit 6.5 million ounces in 2009. Palladium is increasingly 
being used in fuel cells, which could be another new source of 
demand. 

Palladium is scarce, and it’s about to become more so. Recently, the 
marketing director for Norilsk Nickel gave a presentation in London in 
which he said that the market consensus is that there will be no sales 
of palladium for the Russian state stockpile in 2011. 

The size of the Russian stockpile, which is held by the Ministry of 
Finance, is a state secret. That means there are no valid data 
available.  According to the Norilsk presentation, Russia’s annual sales 
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in 2007 to 2009 were a "fraction of historical values" and that this is 
believed to be an indicator that the reserves are approaching 
depletion. 

And palladium supply isn’t easily ramped up.  Russian production in 
2009 was 2.7 million ounces, 42 percent of the world total.  South 
Africa supplies another 39 percent of world supply with 2.5 million 
ounces.  Supply in Russia is a byproduct of nickel mining, and supply 
in South Africa is a byproduct of platinum mining. 

There are primary platinum/palladium mines in North America, but 
they are small. 

And then there’s demand, which has been growing by 5 percent a year 
as more palladium is 
needed for catalytic 
converters in automobiles.  
Overall auto demand 
remains weak compared to 
previous years but is 
growing steadily. Demand 
for palladium in electronics 
is expected to grow by 5 
percent to 8 percent a 
year.  Blu-ray disks and 
LED panels contain 
palladium. Palladium is 
also used in dentistry and, 
of course, jewelry. 

And then there’s the palladium ETFs, the big wild card.  ETF Securities, 
which has become the world’s largest PGM ETF provider, recently 
reported physical holdings in all of its global exchange-traded products 
totaled 1,261,740 ounces for palladium, of which 754,510 is in the 
U.S. ETF. 

Considering that total annual demand for palladium is just 6.25 million 
ounces, a LOT of it is ending up in ETFs, and the ETFs themselves 
could be big drivers of the price going forward. 

Meanwhile, Johnson Matthey estimates that investment demand for 
palladium amounted to 635,000 ounces in 2009. While some existing 
investment demand will be gobbled up by the fund, this has the 
potential to be a powerful new force on the market. 
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So, in my view, palladium’s uptrend should continue, and pullbacks 
can be bought. 

Now for a word of caution: Palladium is sensitive to the global 
economy probably more than any other precious metal because it is 
really an industrial metal. What’s more, it is strongly affected by car 
sales.   

If you think the global economy is going to tank in the next few 
months, this is not an investment for you. And if you’re a more 
cautious type, there are ALWAYS pullbacks. Nothing goes up in a 
straight line, and that includes gold and silver too, though recent 
action may have convinced you otherwise. 

I’ll have an investment pick on palladium later in this special report. 

9 Guidelines for Buying Precious Metals Stocks 

I’m a big fan of buying physical gold and silver.  But if that’s all you 
buy, I think you’re missing out.  That’s because there are gold and 
silver investments that can far outperform the metals themselves.  I’m 
talking about select mining stocks. Since these miners pull gold and 
silver out of the ground at a cost lower than the market price, they are 
leveraged to the price of the metal. 

Here are some things I look at before I buy a gold or silver stock: 

1) Good management.  It’s probably the single most important thing 
about a gold stock.  Good managers have plenty of experience, are 
successful at bringing projects online, will keep costs down, manage 
resources effectively, seek out new resources (without paying too 
much for them) and seek out strategic alliances.  To find good 
managers, start by looking for names like Newmont and Barrick on 
their resumes.  Also, people who helped bring mid- to large-scale 
projects to production make the list. 

2) Size of deposits.  This is the next thing I look for. The larger the 
gold deposit or potential deposit, the better. Small mines can see their 
share prices go nowhere for years because few institutions will finance 
them and fewer companies will ever acquire them. Try to look for gold 
mines with at least 1 million ounces.  

3) Mines about to come online.  If you can find mines that are close 
to bringing projects to fruition, put them squarely in your sights.  
Reason:  It can take at least seven to 10 years to get a new mine up 
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and running and the big companies have such a desperate need for 
new resources they don’t have time to waste.   

4) Grade of the gold ore.  This is how rich the gold deposits are, and 
they have to be taken into context of how hard the gold is to get.  
Everybody wants high grades across wide zones of mineralization.  A 
near-surface open pit mine with 2 grams per tonne is excellent.  1 
gram per tonne of rock is good.  And with gold prices going higher, 
open-pit mines with even lower grades are becoming economically 
viable.   

One way to look at it is that, generally speaking, the higher the grade, 
the lower the mining cost per ounce, and the lower the grade, the 
higher the mining cost per ounce.  So, let’s look at mining costs next. 

5) Mining costs.  Miners with lower cash costs have higher leverage 
— as the price of gold goes higher, their profits mushroom.   

6) Price to cash flow.  If the miner is already a producer, look for 
low price to cash flow.  Mid-tier and smaller producers can sell for high 
price-to-cash flow because they expect new projects to come online 
and boost cash flow.  So, it’s also good to check their pipeline and see 
how soon they expect to have projects completed. 

Producers selling at a high multiple of cash flow can get lopped off at 
the knees during a severe correction in gold prices.  If they have high 
costs as well, ouch!  

7) Value per ounce.  If you were looking at two gold companies and 
all other things were equal, you might consider buying the one with 
the lowest market cap per ounce/highest value per ounce. 

8) Debt to equity.  I like companies with low debt to equity and cash 
on hand.  This allows them to rapidly expand their own projects, buy 
up competitors or junior miners for their reserves, and ride out any 
tough times with comparative ease.   

9) Political Risk.  The natives may not be restless now, but they get 
restless from time to time.  That’s why I’m not eager to throw money 
at a gold mine in a company with political troubles – all things being 
equal; I’d rather buy a gold mine in Canada than Venezuela.  And 
some gold miners have a history of shooting themselves in the foot 
when it comes to dealing with locals.  If you are going to invest in a 
company that has gold mines in the third world, at least pick a miner 
with good community relations. 
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These are just some of the things I look at when picking gold 
companies. 

Gold and Silver Exchange-Traded Funds and  
Exchange-Traded Notes 

If you’re in gold or silver just for a trade, you can use one of the 
multiple gold or silver ETFs and ETNs. Some examples … 

• Central Gold Trust of Canada (GTU) holds physical gold. 
• Sprott Bullion Fund (PHYS) holds physical gold. 
• SPDR Gold Trust (GLD) holds physical gold. 
• ETFS Physical Swiss Gold Trust ETF (SGOL) holds physical 

gold. 
• Central Fund of Canada (CEF) holds both physical gold and 

silver. 
• iShares Silver Trust (SLV) holds physical silver. 
• ETFS Physical Silver Shares (SIVR) holds physical silver 
• Powershares DB Gold Double Long ETN (DGP) aims to track 

twice the movement in the price of gold. 
• Ultra Silver ProShares (AGQ) aims to track twice the 

movement in silver. 

There are fees associated with ETFs that hold physical gold, but they’re 
small, and you can’t beat the convenience.  On the other hand, if 
you’re a stickler for physical gold, these funds aren’t for you. 

The United States Internal Revenue Service (IRS) treats gold as a 
collectible for long-term capital gains tax purposes. As such, gains 
recognized by individuals from the sale of ETFs that hold physical gold 
are subject to a capital gains rate of 28% if held for more than one 
year. This rule extends to all gold held by the Trust. Although there 
are some restrictions applicable to retirement plans such as IRAs and 
401ks investing in collectibles, it really depends on individual 
retirement plans. 

And some funds, like the PowerShares gold funds, don’t hold physical 
gold. Instead, they track the performance of a fully collateralized 
futures position, meaning they capture changes in the spot price of the 
underlying metal plus any "roll yield" and interest income.   

Whichever fund you choose, I highly recommend a fund that is liquid 
(has plenty of volume).  Just as important as getting into a gold ETF is 
being able to get out when you want to. 
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10 Top Precious Metals Picks 

Pick #1:  A Small-Cap Gold Miner ETF 

I’m starting with the Market Vectors Junior Gold Miners ETF (GDXJ on 
the NYSE), partly because it is packed with great miners, and partly 
because I like something to measure the performance of the rest of 
the portfolio. 

The GDXJ is the smaller-cap cousin to the better-known GDX.  About 
54% of GDXJ’s holdings are considered “small-cap” using the metric of a 
market cap of $200 million to $1 billion. The ETF balances this with 44% 
in mid-cap names (stocks with market caps of $1 billion to $5 billion). 

 

Looking at a weekly chart, you can see GDXJ’s strong uptrend.  It 
wouldn’t be surprising to see a pullback here, but I think it’s a pullback 
that can be bought. 

If the GDXJ isn’t “silvery” enough for you, consider buying the Global 
X Silver Miners ETF (SIL).  SIL tracks the performance of the 
Solactive Global Silver Miners Index, a benchmark that includes about 
25 global mining companies, companies that concentrate on mining 
silver.   SIL has been on fire recently, and its volume has picked up 
nicely since it made its debut in April. 

Either the GDXJ or SIL should be in your portfolio.  They’re an easy way 
to invest in the small-cap mining space without taking the risks 
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associated with buying individual mining stocks.  I will track 100 
shares of the GDXJ for the “$50 Silver and $2,500 Gold” portfolio. 

Pick #2:  An Up-and-Coming Miner With Millions of Ounces 

New Gold (NGD on the AMEX in the U.S. and  on the TSX in Canada) is 
another great miner that is increasing production and reducing cash 
costs.  And I think it’s poised 
for much higher prices. 

Its currently producing 
assets are three mines: 

• The Mesquite mine, a 
gold heap-leach project 
in the United States.  
The mine produced 
99,000 ounces of gold 
in 2009, and is forecast 
to produce 145,000 to 
155,000 ounces in 
2010.  

• The Cerro San Pedro 
mine, a gold-silver 
heap-leach operation in 
Mexico, produced 
95,000 ounces of gold 
and 1.5 million ounces 
of silver in 2009. It 
should produce about 
95,000 to 105,000 
ounces of gold this 
year, while silver 
production remains about the same.   

New Gold Corp. 
Symbols:  NGD on the AMEX in the U.S. and  on the TSX 
in Canada 
Average Daily Volume: 2.3 million in the U.S. and 4.1 
million in Canada. 
52-week Range Canada:  3.37 to 

7.00 
U.S.: 3.18 to 
6.85 

Shares Outstanding 
(M) 

391.7  

Market Cap (M) 2,643 2,588 

Current Liabilities (M) 84.7  

Current Assets (M) 491  

Earnings Per Share 

2009 2010E 2011E 

0.05 0.22 0.31 

Price to Earnings 

Trailing Forward  

65.98 30.32  

Reserves and Resources 

Prv & Prob 

Reserve 

(000 oz) 

M&I 

Resource 

(000 oz) 

Inferred 

Resource 

(000 oz) 
8,200 12,300 5,582 

Total Cash Costs Per Ounce 

2010  
4.45 to 4.65  

• The Peak mine, a gold-copper underground mining operation in 
Australia, produced 93,000 ounces of gold and 15 million pounds 
of copper in 2009.  It should produce about the same this year. 

New Gold has another mine, the New Afton Mine in British Columbia, 
Canada, that is coming online very soon.  New Afton is an exciting 
mine that has close to a billion pounds of copper reserves and a million 
ounces of gold. 

Finally, New Gold has a 30% interest in the El Morro copper-gold 
project in Chile, which is being managed by majority partner Goldcorp.  
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El Morro is a deal that Goldcorp snatched away from Barrick Gold, and 
Barrick says in a lawsuit that the deal was illegal.  Considering that El 
Morro is one of the world’s largest gold copper projects, with 6.7 million 
ounces of gold reserve and 5.7 billion pounds of copper, you can see 
why Barrick is ticked off.  However, it’s likely that Goldcorp and New 
Gold will prevail.  El Morro will start producing sometime in 2013.  

New Gold’s share of El Morro, combined with its New Afton Mine, will 
add 184 million pounds of copper and 190,000 ounces of gold to the 
company’s bottom line every year.  

Using gold-equivalent ounces, New Gold has 8.1 million ounces of gold 
in proven and probable reserves and another 12.2 million ounces in 
measured and indicated resources.  That’s a lot of gold.   

The company was able to raise its gold production 29% last year and 
should raise it another 10% to 20% this year. 

For this year, New Gold is expecting to produce 330,000 to 360,000 
ounces of gold production at a total cash cost of $445 to $465 per 
ounce sold, net of by-product sales. 

 

Looking at a weekly chart, you can see New Gold is trending higher 
and hammering away at overhead resistance. Eventually, I think this 
stock is going to break out and head much higher.  
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I’m going to track 200 shares of New Gold, NGD on the AMEX, 
for the “$50 Silver and $2,500 Gold” portfolio. You can buy at the 
market. 

Pick #3: The Biggest Untapped Gold-Copper Story in Latin America 

 “Chile is a toothpick of a 
country filled with a 
thousand geologic faults,” a 
mining engineer once told 
me, “and every time one of 
those faults bends, minerals 
bubble to the surface.” 

My next pick, Exeter 
Resource Corporation (XRA 
on the AMEX in the US and 
XRC on the TSX in Canada), 
has the potential to strike it 
rich in that toothpick of a 
country.  Exeter is a 
Canadian-listed company 
working in the resource-rich 
Maricunga gold district of 
Chile, and it’s sitting on top 
of one of the biggest 
undeveloped 
copper/gold/silver deposits in the world. 

Exeter Resource Corp. 
Symbols: XRA on the AMEX in the US and XRC on the TSX 
in Canada 
Average Daily Volume:317,000 in Canada and 236,000 in 
the U.S. 
52-week Range Canada:  3.68 to 

8.35 
U.S.: 3.16 to 
8.3 

Shares Outstanding  84 million 

Market Cap (M) 467.1 458 

Current Liabilities (M) 1.05  

Current Assets (M) 38  

Earnings Per Share 

2009 2010E 2011E 

-0.51 -0.20 -0.23 

Price to Earnings 

Trailing Forward  

- -  

Reserves and Resources 

Gold M&I 
Resource 

21.3 
million 
ounces 

Inferred 
Resource 

5.1 
million 
ounces 

Silver M&I 
Resource 

14.5 
million 
ounces 

Inferred 
Resource 

14.5 
million 
ounces 

Copper M&I 
Resource 

5.3 billion 
pounds 

Inferred 
Resource 

1.4 
million 
ounces 

About 22 million years ago, a giant 
volcano in what would become Chile blew 
its head off in Mt. St. Helens fashion. This 
sudden removal of a mountaintop lifted 
pressure from molten gold, silver and 
copper deposits deep beneath the earth, 
and the hot metal surged higher, over and 
over again, intruding finger-width thick 
veins of ore-bearing quartz through host 
rock. 
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Fast-forward 22 million years, and that rich deposit of minerals has 
become Exeter’s elephant-sized find — a measured and indicated 
resource of 21.3 million ounces of gold, 48.4 million ounces of silver 
and 5.3 billion pounds of copper. Along with that, there’s also an 
inferred resource of 5.1 million ounces of gold, 14.5 million ounces of 
silver and 1.4 billion pounds of copper.   You can buy that resource for 
about 16 cents on the dollar , making it today’s top bargain.  

I’ve been to Exeter’s Caspiche project, high in the mountains of Chile 
on the edge of the Atacama Desert.  It’s a dry place, and poses 
challenges even to hardy miners, but it also is an incredible 
opportunity for investors with a little patience. 

Before I tell you another word about why Exeter is a bargain, let me 
show you one 
picture that is 
worth a thousand 
words – at least 
if those words 
are “location, 
location, 
location” … 

Looking at this 
aerial 
photograph, you 
can see the Maricunga Mine, owned by Kinross on the left.  Cerro 
Casale, a joint venture of Barrick and Kinross, is on the right.  And 
Caspiche is right in between them. 

It seems very likely to me that Barrick or Kinross or both will scoop up 
Caspiche as they look for more gold-rich properties. All their facilities 
are already in the general neighborhood.  And industry discovery costs 
average about $50 per ounce of gold; at Caspiche, discovery costs are 
running just $2 per ounce. It’s a bargain! 
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Pluses:  There are paved roads not far from the project, and power 
lines, too.  The local workforce is top-notch and experienced.  There 
are mines all over 
that part of Chile. 

Minuses:  Exeter 
has to find water for 
the project, which is 
located on the edge 
of the Atacama 
Desert.  And it may 
have to do raise 
more cash for 
project 
development.  However, water rights can be worked out, even in the 
desert.  And the team running Exeter is very shrewd; they won’t dilute 
the stock unnecessarily, and the smart money has lined up for 
previous offerings.  In fact, Exeter just announced a C$50 million deal 
in which it raised cash at C$6.20 a share. While that knocked the stock 
lower when it was announced on October 4, it should give it enough 
cash to take the project into the feasibility stage. The company is 
spending $2 million a month currently. 

The feasibility study for the project will be done by the fourth quarter 
of 2011, and permitting is an ongoing process.  By the fourth quarter 
of next year, Exeter will come to a decision as to whether it wants to 
raise a LOT of money to build a plant.  

I don’t think it will have to build a plant. I think Barrick or Kinross will 
make an offer. If not, then we might have to wait a little longer for the 
really big payoff.  I think this stock could be priced at $12 a share in a 
buy-out, $25 if it actually went all the way to mine. 

Rob Grey, the VP of Communications for Exeter, told me recently:  
“The fact is that this is the largest gold discovery found by the industry 
in some years. It is in Chile – a top jurisdiction. It is in a district 
controlled by the majors – Goldcorp, Kinross and Barrick. That district 
has infrastructure. 
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“Exeter will take the project to feasibility while maintaining control of 
100% of it,” Rob added. 

I will track 200 shares of Exeter Resources, XRA on the AMEX, 
to the “$20 Silver and $2,500 Gold” portfolio. You can buy this stock at 
the market. 

Pick #4: The Golden Star of Africa 

Golden Star 
Resources 
(GSS on the 
AMEX in the 
US, GSC on 
the TSX in 
Canada) is a 
mid-tier gold 
producer that 
does its 
exploration 
and mining in 
Ghana in 
West Africa.  
The company has two operating gold mines in western Africa situated along 
the prolific Ashanti Gold Belt in Ghana. In 2009, production totaled nearly 
410,000 ounces of gold from these two mines. 

Golden Star’s principal properties include 90% interest in the Bogoso/Prestea 
mine, a 90% interest in the Wassa gold mine. 

Golden Star also has an 81% interest in the Prestea underground 
mine, and will start production at Prestea South in 2011, dependent on 
a mining permit.  The Prestea South project will add another 75 000 
ounces to 100,000 ounces per year to production levels. The Prestea 
and Prestea South projects have a total proven reserve of 3.2 million 
ounces.  

The company also conducts gold exploration in other countries in West 
Africa and in South America.  

Golden Star ended 2009 with a 14% increase in mineral reserves, to 
3.73 million ounces of gold.  
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Then, in the first half of 2010, Golden Star identified a new deposit of 
gold mineralization at Bogoso/Prestea called Buesichem South.  The 
preliminary resource estimate is about 634,000 ounces of gold – 
enough to warrant more 
drilling.   Golden Star Resources 

Symbols: GSS on the AMEX in the US, GSC on 
the TSX in Canada 
Average Daily Volume: 1.6 million in Canada 
and 3.5 million in the U.S. 
52-week Range Canada:  

2.77 to 5.40 
U.S.: 2.59 
to 5.27 

Shares 
Outstanding (M) 

258.2  

Market Cap (M) 1,300 1,275 
Current Liabilities 
(M) 

77.8  

Current Assets 
(M) 

236.5  

Earnings Per Share 
2009 2010E 2011E 

0 0.15 0.35 
Price to Earnings 

Trailing Forward  
- 33.22  

Reserves and Resources 
Prv & Prob 

Reserve 

(000 oz) 

M&I 

Resource 

(000 oz) 

Inferred 

Resource 

(000 oz) 
3,730 - 2,997 

Total Cash Costs Per Ounce 

2008 2010  
603 651  

The company will continue 
drilling to expand known 
resources, and has more 
than one property with blue-
sky potential. 

Most analysts forecast that 
Golden Star Resources will 
have double digit increases 
in both sales and earnings 
going out for at least 5 
years. Estimates are that 
gold sales from the company 
will increase about 16% this 
year and more than 11% 
next year. Analysts’ earnings 
projections are for an 
increase of 143% this year 
and 58% next year. Earnings 
are expected to continue at a 
5 year annual compounded 
growth rate of at least 10%. 

Golden Star has a high cash operating cost per ounce – $638, and a 
high total cash cost per ounce – $698.  That makes it more likely to 
move higher with a big move in gold, because rising gold prices make 
its operations much more profitable.   

Be aware of two things – gold prices can and probably will go down as 
they zig and zag higher.  As gold prices go lower, high-cost producers 
like Golden Star feel the most pain.   

Also, the permit for its Prestea underground mine is by no means 
assured, especially in Africa. That said, Ghana is one of the more 
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stable and mining friendly African countries, and there are worse 
places to have a mine. 

I think you can add 200 shares of Golden Star Resources, symbol 
GSS on the AMEX, at the market, to your portfolio. 

Pick #5: A Canadian Miner Striking It Rich in Mexico 

Alamos Gold (AGI on the TSX, AGIGF on the pink sheets). 
 
Alamos Gold, headquartered in Toronto, Canada, owns and 

operates the Mulatos Mine in Mexico, and has exploration and 
development activities in 
Mexico and Turkey. 

 
The pit they are 

working now is called the 
Escondida Pit, and it is high-
grade.  This is an open-pit, 
heap-leach mine that is 
producing gold in dore bars 
for shipment to a refinery.   

 
Alamos is growing its 

resource organically.  It has 
signed surface right access 
agreements for most of the 
El Carricito project, which is 
situated roughly 20 
kilometers from the 
company’s flagship Mulatos 
mine. 

 
The company will do 

10,000 meters of reverse 
circulation drilling and core drilling on several targets at El Carricito in 
Q4, and it is already finding rich grades there. 

Alamos Gold 
Primary Listing:  Canada 

Symbols: AGI on the TSX and AGIGF on the pink sheets in 
the U.S. 
Average Daily Volume:  476,962  in Canada and 12,554 in 
the U.S. 
52-week Range Canada: 9.28 to 

18.19 
U.S: 8.8 to 
17.71 

Shares Outstanding 
($Millions) 

115.78  

Market Cap (M) 1,865  

Debt (M) 0  

Cash (M) 175  

Earnings Per Share 

2009 2010 2011E 

0.51 0.54 0.72 

Price to Earnings 

Trailing Forward PEG 

35.7 29.9 0.51 

Reserves and Resources 

Prv & Prob Reserve 
(000 oz) 

Total Resource 
(000 oz) 

2,389 7,129 

Total Cash Costs per ounce 

2009 2010 2011 E 
U.S.$314 U.S. $300 $394 

 
El Carricito is one of several satellite deposits that should give 

the Mulatos mine key sources of organic growth, potentially leading to 
a significant increase in the mine life. 

 
Alamos is also about to construct a mill at Mulatos to process the 

very high- to bonanza-grade gold mineralization that was discovered 
within the mine’s Escondida deposit, which is located approximately 
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500 meters north of the Mulatos Pit.  The initial capital cost is $17.5 
million. 

 
Not Everything Is Rosy 
 
The company announced third quarter production dropped by 

29%.  Production was hurt by a long rainy season and processing 
issues at Alamos’ flagship mine in Mexico.  Revenue fell by 17% at the 
same time. 

 
However, Alamos kept its 2010 production forecast of 160,000-

175,000 ounces of gold, expecting strong recovery partly due to more 
capacity at its gold recovery plant.  It produced 178,500 ounces in 
2009. Alamos added that the fourth quarter production is likely to 
benefit from increased capacity of its gold recovery plant. 

 
Looking forward, it should increase its production in Mexico by 

more than 30 percent between 2010 and 2012.  And its Turkish 
properties — Agi Dagi and Kirazli — could come online in 2013, adding 
even more output. 

 
Agi Dagi and Kirazli are development projects in Turkey that 

Alamos recently purchased.  Together, these two mines have a lot to 
offer: 

 
Total gold production of 1.139 million ounces at an average total 

cash cost of $314 an ounce. The mine will also produce silver, which 
will be treated as a by-product credit (that is, the sale of the silver is 
used to lower the cost of the gold). 

 
Average annual production of approximately 135,000 ounces of 

gold and 621,600 ounces of silver over the first eight years of 
production, or 145,500 gold-equivalent ounces. 

 
Total initial and sustaining capital costs are estimated to be 

$234.7 million, which includes a 27percent contingency. 
 
So, sure, Alamos’ stock sold off on the production miss.  But it 

held support.  It keeps hammering away at overhead resistance, and I 
think its next move is higher.  Take a look at the weekly chart … 
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A weekly chart shows us that Alamos has already enjoyed a 

good run and has now hit overhead resistance. That resistance should 
give you plenty of opportunity to get in. Longer-term, I believe this 
stock is heading to at least C$25.50 and probably higher.  And it could 
also be a buy-out candidate. 

 
Alamos also pays a small dividend.  In September, Alamos 

increased its semi-annual dividend by 17%, bringing it to US$0.035 
per share from the U.S.$0.03 per share dividend declared in April 
2010.  

 
Looking down the road, Alamos’ dividend is expected to increase 

by 49 percent over the next three years. 
 
The company’s costs rose this year, and should rise next year.  

But as that new production comes online, its cash cost is expected to 
drop, from $394 an ounce in 2011 to $342 in 2012.  And either one is 
darned cheap! 

 
My Recommendation: I’ll track 200 shares of Alamos for 

the portfolio.  Buy it on the TSX up to C$18.00 a share. If you’re 
buying Alamos on the pink sheets in the US (ticker AGIGF) be aware 
that it is illiquid on the pink sheets, so it may take you some time to 
get filled.  Use a limit price of U.S.$18.00 on the pink sheets. 

 
If it’s your first time buying a stock on the pink sheets, check 

with your investment advisor to see if this is right for you. 

$50 Silver and $2,500 Gold                        (back to index) 39 
 



Pick #6:  My Favorite Silver Miner in China 

My next pick, Silvercorp Metals (SVM on the NYSE), is one of my 
favorite miners.  Silvercorp is making precious finds in China.  And it is 
a rarity, a miner that pays a (small) dividend.  

Silvercorp is making progress on a new property in Canada, but is 
known for operating four silver-lead-zinc mines in Ying Mining Camp, 
Henan Province, as well as the GC project in Guangdong Province.  

Silvercorp owns 75% of the Ying Mine and 95% of the GC Project. The 
company recently provided an NI 43-101 technical resource update for 
the GC project, raising both measured and inferred ounces. The 
project contains 28.5 million ounces of silver, 96,000 tonnes of lead 
and 214,000 tonnes of zinc in the M&I category, and an additional 
30.8 million ounces of silver, 115,000 tonnes of lead and 213,000 
tonnes of zinc in the inferred category.   

The lead and zinc that 
Silvercorp mines along with 
its silver gives the company 
a NEGATIVE cash cost on 
every ounce of silver. Since 
it has been mining ore lead 
and zinc, and the prices of 
those metals have  

been going up, the negative 
cash cost on Silvercorp’s 
silver is also going up. In 
other words, it is making 
more money on every 
ounce of silver it pulls out 
of the ground. 

In August, Silvercorp 
reported record second-
quarter earnings.  The 
highlights included: 

• Silver production 
increased 18 percent to a record 1.4 million ounces, compared to 
the year-earlier quarter; 

Silvercorp 
Symbol: SVM on the NYSE 
Average Daily Volume:  1.2 million 
52-week Range 4.05 - 9.05 
Shares Outstanding 
($Millions) 

164.9 
million 

 

Market Cap (M) 1,390  
Current Liabilities 
(M) 

20.29  

Current Assets (M) 111.5  
Earnings Per Share 

2009 2010E 2011E 
.21 .27 .30 

Price to Earnings 
Trailing Forward 
29 29.65 

Silver Reserves and Resources 
Measured & Indicated 

(000 oz) 

Inferred Resource 

(000 oz) 
122,700 123,200 

Total Cash Costs per ounce 

Q1 2010 Q1 2011  
US-$5.09 US-$6.31  

• Net earnings jumped 88 percent to $14.1 million, or $0.09 a 
share; 
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• Sales increased 63 percent to a record $36.7 million, driven by 
increased quantities of silver, lead and zinc sold combined with 
higher realized selling prices; 

• Cash flow from operations increased 123 percent to $23.2 
million, or $0.14 a share; 

• And total production cost of negative $5.21 per ounce of silver 
and cash cost of negative $6.31 per ounce of silver. 

Silvercorp mined 144,982 metric tonnes of ore in the first quarter, a 
40 percent increase over 103,923 metric tonnes in the same period 
last year. 

Its four main mines in the Ying Mining District were hit by flooding this 
year.  One of those mines, the Ying Mine, was flooded on July 24, but 
mining operations resumed on August 2.  Operations at two other 
mines resumed a week later, and the fourth mine went back into 
production a week after that.  Due to the temporary production 
suspension caused by the flood, Silvercorp revised its Q2 2011 
production estimates to 1.2 million ounces, 10 percent lower than 
previously forecast.  But the bad news should be priced in, and 
Silvercorp is sticking by its estimate for the full year. 

Silvercorp has received an environmental permit for a new mine in 
Guandong Province.  It is proceeding along the path to building a 
1,5000-tonne-per-day mine and mill on site. 

Finally, Silvercorp is moving forward with an ambitious drilling 
program at its Silvertip project in British Columbia, starting with 
10,000 meters and doubling that depending on successful drill results.  
It is also applying for a 75,000-metric tonne mining permit . First it 
will get a Small Mine Permit that will allow it to mine higher grade 
(>1,000 grams per tonne silver equivalent) ore zones that can be 
accessed from existing tunnels.  

Silvercorp is well-positioned to ride a rally in silver prices.  Also, 
Silvercorp pays a 2 cent a share dividend — small, but one more 
reason to like this stock.   
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Now, let’s look at a weekly chart: 

 

I think Silvercorp is going to push through overhead resistance and 
head higher.  I recommend you add 200 shares of Silvercorp 
Metals, symbol SVM, on the NYSE to your portfolio at the 
market. 

Pick #7. An Emerging Producer with Millions of Ounces 

Silver Standard (SSRI on the Nasdaq in the U.S., SSO on the TSX in 
Canada) has a market cap of $1.6 billion, which is pretty good 
considering it just started production at its flagship Pirquitas Mine in 
the last quarter of 2009.  That shows the faith investors have in this 
company.  Silver Standard has 16 geopolitically-diverse projects that 
range from exploration to production. 

Production at Pirquitas is expected to accelerate to 7 million ounces of 
silver this year.  Looking ahead, Pirquitas is expected to generate 10 
million ounces a year when it hits full production — and for up to 14 
years. 

The ramped-up production from Pirquitas is expected to send Silver 
Standard’s earnings into the black in the fourth quarter of this year 
and swinging from a projected 16 cent-per-share loss in 2010 to a 45-
cent-per-share profit in 2011. 

Pirquitas alone has 67 million ounces of silver in the proven category 
and 128 million ounces in the probable category, but that’s just the tip 
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of the iceberg.  Silver Standard has truly massive resources because it 
has many projects. As of May 31, the company totaled 291.9 million 
proven and probable ounces of silver.  It had another 881 million 
ounces in the measured and indicated category.  And it had 518.8 
million ounces in the inferred category.    

As for gold, as of May 31 it had 200,000 ounces proven and probable, 
25 million ounces measured and indicated, and 16.2 million ounces 
inferred. 

Silver Standard owns twin 
gold/silver/copper projects in 
northern British Columbia, 
Snowfield and Brucejack.  
The company announced a 
preliminary assessment on 
these projects in September. 

The combined operation is 
expected to cost $3.5 billion 
in capital expenditures. Over 
the 27-year mine life, the 
open pit operation should 
produce 700,000 ounces of 
gold, 4.16 million ounces of 
silver, 44.6 million pounds of 
copper, 3.7 million pounds of 
molybdenum annually.   

The next milestone for the 
projects will be an updated 
resource estimate in the first 
half of 2011.  In the 
meantime, Silver Standard 
will have to decide if it wants 
to develop or spin off/sell 
one or both of the projects.  
For example, it could joint-
venture with a larger partner 
that could pay for 
development.  Or it could sell the projects outright. 

Silver Standard Resources 
Symbols: SSRI on the Nasdaq in the U.S., SSO 
on the TSX in Canada 
Average Daily Volume: 882,000 in the U.S. 
and 168,000 in Canada 
52-week Range Canada:  

20.50 to 
26.21 

U.S.: 
15.61 to 
25.00 

Shares Outstanding 
(M) 

78.8  

Market Cap (M) 1,614 1,576 
Current Liabilities 
(M) 

31.23  

Current Assets (M) 120.65  
Earnings Per Share 

2009 2010E 2011E 

-0.19 -0.16 0.45 
Price to Earnings 

Trailing Forward  
- -  

Reserves and Resources 
Silver Prv & 
Prob  (000 oz) 

Silver M&I 
(000 oz) 

Silver 
Inferred (000 
oz) 

291.9 881 518.8 
Gold Prv & Prob 
(000 oz) 

Gold M&I 
(000 oz) 

Gold Inferred 
(000 oz) 

200, 25,000 16,200 
Total Cash Costs Per Ounce 

2010   
$10.00   
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I think Silver Standard has a lot of upside, particularly as the price of 
silver moves higher.  Add 150 shares at the market. 

Pick #8: Once Upon a Time in Mexico 

Endeavour Silver (EXK on the AMEX in the U.S., EDR on the TSX in 
Canada ) has two high-grade silver-gold mines in Mexico; the 
Guancevi Project in Durango State and the Guanajuato Project in 
Guanajuato State.  I’ve visited both projects a couple of times and 
come away very impressed with what Brad Cooke and his team are 
doing. 

The Endeavour team has 
discovered five new silver 
deposits in five years, helping 
grow the company’s resources 
and extending the mine life to 
13 years at the 2010 
production rate.  Two more 
ore bodies are being 
developed at Guanacevi.   

Last year, Endeavour 
produced 2.6 million ounces of 
silver equivalent.  This year, 
Endeavour should produce 3.1 
million ounces of silver equivalent.  And next year, production should 
rise to 4.5 million ounces. 
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Endeavour also has three 
exploration projects.  It has 
a way of picking up good-fit 
projects at reasonable prices.  
Recently, Endeavour made 
an offer to acquire Cream 
Minerals’ Nuevo Milenio 
exploration property, a 
property with an inferred 
resource of 58 million silver 
equivalent ounces.  

Endeavour Silver Corp. 
Symbols: EXK on the AMEX in the U.S., EDR 
on the TSX in Canada 
Average Daily Volume: 613,000 in the U.S. 
and 199,000 in Canada. 
52-week Range Canada:  

2.62 to 
4.57 

U.S.: 2.42 
to 4.48 

Shares Outstanding 
(M) 

51.96  

Market Cap (M) 339 212 
Current Liabilities 
(M) 

8.66  

Current Assets (M) 48.57  
Earnings Per Share 

2009 2010E 2011E 

Endeavour made a $10.3 
million cash offer for the 
explorer – representing a 
76% premium over a 
trailing-10-day average of 
the preoffer share price.  So 
far, Cream has said that the 
offer is too low.  But if 
Endeavour pulls off the deal, 
it should be rocket fuel for its 
share price.  

-$0.07 $0.12 $0.28 
Price to Earnings 

Trailing Forward  
- 32.6  

Reserves and Resources 
Prv & Prob 
Reserve (000 
oz) 

M&I 
Resource 
(000 oz) 

Inferred 
Resource 
(000 oz) 

6,600 22,200 17,300 
Total Cash Costs Per Ounce 

2009 2010  
6.89 5.94  

Between the two mines — 
Guanacevi and Guanajuato, 
Endeavour has: 

• 6.6 million ounces proven and probable silver equivalent 
• 22.2 million ounces measured and indicated 
• 17.3 million ounces inferred. 

In the most 
recent 
quarter, 
Guanacevi 
produced 
622,000 
ounces of 
silver rand 
1,602 
ounces of 
gold.  
Guanajuato 
produced 
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204,000 ounces of silver and 2,858 ounces of gold. 

So, the company has already grown production seven-fold in five 
years, it is making smart acquisitions, and if it follows its current path, 
its production could double in the next five years.  

I think you can add 300 shares of Endeavour Silver, symbol EXK on the 
AMEX, to your portfolio at the market. 

Pick #9: The Turn-Around Story of the Decade 

Coeur d’Alene Mines Corp (CDE on the NYSE and CDM n the TSX in 
Canada) was in one heck of a 
financial hole just a couple 
years ago, but has been busy 
digging itself out.  It lost 
money last year, but seems 
to be turning things around.  
And I think that turn-around 
is giving you an opportunity. 

CDE and its subsidiaries own 
mining properties and 
companies in South America 
(Chile, Argentina and 
Bolivia), Mexico (Chihuahua), 
United States (Nevada and 
Alaska) and Australia (New 
South Wales). But it focuses 
on these projects : 

1. Coeur Mexicana, which 
operates the underground 
and surface Palmarejo 
silver and gold mine in 
Mexico.  The Palmarejo 
produces an estimated 
7.9 million ounces of 
silver and 109,000 ounces 
of gold. 

2. San Bartolome Silver Mine 
in Bolivia, which produces 
6 million ounces of silver annually. 

Coeur d’Alene Mines Corp. 
Symbols: CDE in the U.S. and CDM on the TSX 
in Canada 
Average Daily Volume: 2 million in the U.S. 
and 22,349 in Canada. 
52-week Range Canada:  

14.39 to 
25.81 

U.S.:  
13.41 to 
24.86 

Shares 
Outstanding (M) 

89.3  

Market Cap (M) 1,753 1,713 
Current Liabilities 
(M) 

243.93  

Current Assets 
(M) 

246.95  

Earnings Per Share 
2009 2010E 2011E 

-$0.19 $0.28 $1.23 
Price to Earnings 

Trailing Forward  
- 32.6  

Reserves and Resources 
Silver Prv & 
Prob (000 oz) 

Silver M&I 
(000 oz) 

Silver 
Inferred (000 
oz) 

269,000 180,600 66,600 
Gold Prv & 
Prob (000 oz) 

Gold M&I 
(000 oz) 

Gold Inferred 
(000 oz) 

2,800 1,200 1,200 
Total Cash Costs Per Ounce 

2009 2010  
8.57 8.09  

3. Coeur Rochester, which operates the Rochester mine, a silver and 
gold surface mining operation located in northwestern Nevada. It 
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should produce 2 million ounces of silver and 10,000 ounces of gold 
this year, and crank up production in 2011. 

4. Coeur Argentina, which operates the underground silver and gold 
Martha mine located in Santa Cruz, Argentina. It produces 1.2 
million ounces of silver and 10,000 ounces of gold annually. 

5. While CDE is primarily a silver producer, its Kensington gold mine 
started up in July and is expected to produce 50,000 ounces of gold 
this year (annualized, that would be 125,000 ounces of gold).  Its 
average cash operating cost is $490 an ounce. 

Of the five, Kensington, Palmarejo and San Bartolome are the jewels 
in the crown.  

CDE is now 
mining 
significantly 
higher grades 
at Palmarejo, 
which has 
dropped its 
cash cost to $3 
an ounce.  
Monthly 
production is 
increasing at a 
double-digit 
rate, and 
thanks to credits, the Palmarejo has had a negative cash operating 
cost for two months in a row. 

San Bartolome has a cash operating cost of $8 an ounce, which is 
high.  But production in the second quarter increased 79% compared 
to a year earlier, with costs falling by 22%. 

CDE produced 4.2 million ounces of silver in the second quarter at a 
cash cost of $8.06. And the end result is that operating cash flow 
climbed to $32.5 million from $15 million a year earlier, while, the 
gross profit rose to $42.4 million from $19 million a year earlier. 

For the full year, the company expects to produce 17.3 million ounces 
of silver and 170,000 ounces of gold. 

And the company has a huge proven and probable reserve base — 269 
million ounces of silver and 2.8 million ounces of gold.  Its measured 
and indicated resource is an additional 180.6 million ounces of silver 
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and 1.2 million ounces of gold. And in the inferred category, it has 
66.6 million ounces of silver and 1.2 million ounces of gold.   CDE has 
added to its reserve base for each of the last three years. 

CDE has $65 million in the bank and debt-to-equity of just 11%. That 
means it has plenty of money to expand its operations or acquire other 
companies. 

Again, it’s a higher-cost producer, and its costs are coming down. 
Again, that’s just the kind of stock that could catapult higher on gold 
and silver’s rising coat-tails. 

Coeur d’Alene has already enjoyed a good run.  I think it can go 
higher.  My target is $30.50 cents a share.  I’ll track 100 shares  of 
Coeur d’Alene on the NYSE, at the market, for the “$20 Silver and 
$2,500 Gold Portfolio.” 

Pick #10:  Getting Physical with Palladium 

I think physical 
palladium could 
outperform gold 
and silver for 
the reasons I 
mentioned in 
this report.  
Supply is tight 
and demand is 
strong. So, the 
ETFS Physical 
Palladium 
Shares (PALL) 
should continue 
to do very well. 

ETF Securities, which has become the world’s largest PGM ETF 
provider, recently reported physical holdings in all of its global 
exchange-traded products totaled 1,261,740 ounces for palladium, of 
which 754,510 is in the U.S. ETF. 

Considering that total annual demand for palladium is just 6.25 million 
ounces, a LOT of it is ending up in ETFs, and the ETFs themselves 
could be big drivers of the price going forward. 
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A report from R.J. O’Brien said total palladium held in global ETFs as of 
the end of June totaled 24.1% of annual demand, up from 9.9% in 
2008.  

Strong demand has been driven by the emerging economies, 
particularly China. August car sales in China rose 15.1% over the 
previous month and were up 55.7% from a year ago. 

Vehicles in China are mainly gasoline-powered, which can use less-
expensive palladium for catalysts. This is different than Europe, in 
which most vehicles are diesel, which requires more platinum to scrub 
pollutants. 

And Standard Bank, analyzing global auto sales, said that it expected 
car sales worldwide to pick up toward the end of the year.   

BNP Paribas looks for a palladium supply/demand deficit of 200,000 
ounces in 2010.  BNP says the deficit could narrow to 100,000 ounces 
in 2011.  But with the market so tight, investment demand could blow 
those expectations out of the water. 

All in all, it’s a good time to add 50 shares of ETFS Physical Palladium 
Shares, to the “$50 Silver and $2,500 Gold” portfolio, at the market. 

Bonus recommendation: Kingsgate Consolidated (KCN on the 
ASX in Australia, KSKGF on the pink sheets in the U.S.) 

The stocks I pick for reports like this one usually have primary listings 
on U.S. or Canadian exchanges, making them easy for U.S. investors 
to buy.  However, sometimes you see a value that does not have a 
primary listing on a North American exchange that is hard to pass up.   

Kingsgate Consolidated pushes all the right buttons:  It’s developing a 
huge resource in an out-of-the-way market, it hasn’t caught 
mainstream attention yet, it has plenty of cash flow and no debt, and 
it even pays a nice dividend. 

Kingsgate’s primary listing is in Australia. It does have a pink-sheet 
tracking stock in the U.S., but the pink-sheet listing is not very liquid.  
If you buy Kingsgate, you have to exercise care getting in to the stock.  
I’ll explain more on that later. 

Other strengths include sound fiscal management, an expectation of 
strong cash flow in the future and the ability to self-finance expansion 
plans. 
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As I said, Kingsgate’s 
primary listing is in Australia, 
but its primary business is its 
huge Chatree project, 280 
kilometers north of Bankgok, 
Thailand, where Kingsgate is 
developing a world-class gold 
deposit through its Thai 
subsidiary, Akara  Mining, 
Ltd.  It may list on the 
Bangkok exchange in the 
near future, adding more 
liquidity to the stock. 

Kingsgate Consolidated 
Symbols: KCN on the ASX in Australia; KSKGF 
on the pink sheets in the U.S. 
Average Daily Volume:317,000 in Australia 
and 3,274 in the U.S. 
52-week Range Canada:  7.01 

to 12.22 
U.S.: 6.65 
to 11.40 

Shares 
Outstanding (M) 

101  

Market Cap (M) 1,187  
Current Liabilities 
(M) 

10  

Current Assets 
(M) 

56  

Earnings Per Share 
2009 2010E 2011E 

A0.35 A0.78 A1.03 
Price to Earnings 

Trailing Forward  
15.56 14.82  

Reserves and Resources 
Prv & Prob 
Reserve (000 
oz) 

M&I 
Resource 
(000 oz) 

Inferred 
Resource 
(000 oz) 

1,900 3,810  
Total Cash Costs Per Ounce 

2009 2010  
479 257  

The good news:  In August, 
Kingsgate reported its 
largest-ever profit for the 
year ending June 30, $33 
million, a jump of 125% over 
the previous fiscal year. 

Total revenue for the year 
was $176 million, up 54% 
compared to last year's 
revenue of $114 million. This 
year's pre-tax profit was $82 
million. 

Kingsgate declared an A$0.20 per share final dividend, bringing the 
full-year dividend to A$0.35 per share or a 3.5% yield, the highest this 
year for any gold producer.   

The company has a cash position of $49 million and no debt. 

Kingsgate’s flagship Chatree mine poured 132,628 ounces of gold 
during the year at a cash cost of $US335 an ounce gold, or U.S.$257 
an ounce before paying Thai royalties.   

Looking ahead, the next step for the Chatree project will be to expand 
the plant and double ore processing capacity to 5 million metric tonnes 
per year.  That is expected to be completed by September 2011. 

Annual gold production for the fiscal year 2010-11 is forecast to be 
between 120,000-130,000 ounces of gold. 
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The company has 1.9 million ounces of gold in proven reserves and 
3.8 million ounces in resources.  Mineable resources increased to 2.7 
million ounces in a recent review.  I expect we’ll see substantial 
increases in the size of the resource over the next 24 months. 

The company is drilling to expand the resource at its Chatree and 
Chatree North properties.  Current drilling has indicated that there is 
still potential to increase the open pits, particularly at current gold 
prices. Going forward, there will be an increased focus on deeper 
drilling to test underground mining potential of the project. 

Deeper, higher-grade mineralized zones are indicated beneath three 
pits. Along with the potential within the mining leases, the gold 
mineralization continues beyond the mining lease boundaries to the 
north, south and to the west. 

Potential Bad News Is an Opportunity 

Kingsgate’s September production was cut by a combination of needed 
maintenance work, monsoon rains and a patch of less-rich ore.  Late in 
September, the company dropped its estimate for gold production in 
the quarter from 28,000 ounces to 22,000 ounces. But the company 
kept its production target for fiscal 2010 in a range of between 
120,000 and 130,000 ounces. 

So, this news is probably just a blip. But the stock dropped on the 
announcement, and hot money may have been temporarily scared out 
of the stock. That could be your opportunity to get in at a good price. 

To sum up, Kingsgate’s earnings more than doubled in the most recent 
quarter as revenues jumped over 50%.  Gold production is surging 
and costs are dropping. And it keeps finding higher-grade mineralized 
zones beyond where it is already digging!   

I strongly believe Kingsgate will be a takeover target in the next 18 to 
24 months.  

Kingsgate has thin volume on the pink sheets in the U.S. You’ll want to 
buy this with a limit price, but that’s hard for me to set in a report. 
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IF you want to buy 
this stock in the 
U.S., here’s what 
to do:   Buy 100 
shares of 
Kingsgate 
Consolidated, 
symbol KSKGF 
on the pink 
sheets in the 
U.S., at a limit 
5% above 
whatever it 
closed at the 
previous day.  If 
you aren’t filled 
the first day you try to buy it, have patience and try again the next 
day. 

Or, if you can buy Kingsgate Consolidated directly on the Australian 
Stock exchange (through a broker such as Interactive Brokers, for 
example) you can buy 100 shares, setting your limit price at whatever 
the previous day’s close was.  If any of this is confusing to you, speak 
to your broker to make sure you don’t overpay for this. 

Stocks like Kingsgate zig and zag — be patient, and you should get 
filled eventually.  I am going to track 100 shares of Kingsgate 
Consolidated, symbol KCN on the ASX, on a conditional entry. 

Summary of Recommendations 

 100 shares of the Market Vectors Junior Gold Miners ETF GDXJ at 
the market 

 200 shares of New Gold, NGD on the AMEX at the market 
 200 shares of Exeter Resources, XRA on the AMEX, at the 

market 
 200 shares of Golden Star Resources, GSS on the AMEX, at the 

market 
 200 shares of Alamos Gold, symbol AGI on the TSX, at C$18.00 

or better.  Or, 200 shares of Alamos Gold, symbol AGIGF on the 
pink sheets in the U.S. at U.S.$18.00 or better 

 200 shares of Silvercorp Metals, symbol SVM on the NYSE, at the 
market 

 150 shares of Silver Standard, symbol SSRI on the Nasdaq, at 
the market 
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 300 shares of Endeavour Silver, symbol EXK on the AMEX, at the 
market 

 100 shares  of Coeur d’Alene, symbol CDE on the NYSE, at the 
market 

 50 shares of ETFS Physical Palladium Shares, symbol PALL, at 
the market 

 100 shares of Kingsgate Consolidated, symbol KCN on the ASX, 
on a conditional entry 

Remember, stocks zig and zag.  I wish we’d had a pullback before this 
report went out.  We didn’t so maybe it will come afterward. If we get 
a pullback, it will be a correction to the main trend.  And that means 
the pullback will be a good time to add more shares.  So, I may 
recommend more if and when we get that pullback. 

Adjust your own purchases to fit your portfolio, investment goals and 
risk appetite.  Buy any or all of them that you think is right for you, 
and don’t buy any that you don’t like. 

And if you think you’ve missed something, don’t worry – there are still 
big zigs and zags to come. 

I’m not using protective stops because the trading bots target them.  I 
do keep mental stops on positions, and I watch the charts.  If I think 
it’s time to sell any positions, I’ll let you know, but you’ll have to make 
your own final decisions. 

You Have the Picks, You Have the Tools – Go for the Gold 

So there you have it.  I’ve given you 11 reasons why gold should go to 
$1,300 an ounce, and six reasons why silver may lead the charge. I’ve 
given you the scoop on palladium and its potential. I’ve told you nine 
guidelines I use when buying a mining stock.   

The rest is up to you.  Get going – silver and gold are on the road to 
higher prices. 

Good luck, and good trades. 
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Physical Gold Supplement  

How to Buy Physical Gold and Silver 

One of the questions I often get at conferences and on my blog is 
where to buy gold and silver coins online.  I’m not making any 
particular recommendations, but I can tell you about some online 
merchants I know about.  I’ve bought from a couple of them, and all of 
the ones listed below have a good reputation in the industry.  

  

Gold and Silver Online Merchants 

Online 
Merchant 

1-oz Gold 
Eagle 

Premium 

1-oz 
Silver 
Eagle 

premium 

1-oz 
Silver 
Round 

Premium 

Total Cost for 
10  1-oz Silver 

Eagles plus 
Shipping 

Bullion Direct  4.6% 11.46% 4.5% $256.95 

Golden Eagle 5.3% 20.4% 11.5% $252.78  

APMEX 4.9% 14%% 4.5% $255.10  

Gainesville 
Coins 

6.9% 13.5% 7.5% $250.65  

Kitco.com 5.5% 12.4% 11.37% $275.86 

* Prices @ 5pm 10/03/2010 

I checked the price of 1-ounce gold and silver eagles, as well as 1-ounce 
silver rounds at each merchant.  I made note of the spot price of gold 
(which was $1319.10 when I was doing this) and the spot price of silver 
(which was $22.11).  

Then I went through the ordering system to buy ten 1-ounce silver 
eagles from each merchant.  I chose the cheapest shipping option 
available from each dealer – sometimes that was U.S. mail, sometimes 
that was UPS.  You can see that just having the lowest premium on a 
coin doesn’t mean that you get the lowest delivery price.  Shipping and 
insurance can add up fast.  At Golden Eagle, the shipping for 10 silver 
rounds climbed from $9.95 to $17.48 when I switched from cash/money 
order to credit card.   At APMEX, shipping and handling jumped from 
$12.95 to $20 when I switched from cash to credit card. 
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You can get discounts if you buy larger amounts of coins at Golden 
Eagle, APMEX and Gainesville Coins.  And as you can see, silver rounds, 



which are 1-ounce silver coins made by private mints, generally carry 
much lower premiums than the official coins of the U.S. Mint.  

Some online merchants have easier ordering systems than others.  
Bullion Direct and APMEX were the easiest to find out the total price, 
including shipping, for each order.  I had to jump through some hoops at 
Kitco.com and Golden Eagle, and I had to sign up for a newsletter at 
Golden Eagle.  But I understand that these merchants want to A) make 
sure they aren’t being scammed and B) want to collect useful information 
on me, as most online merchants do. 

The prices and bargains at individual merchants will vary on the day and 
the availability of the coins you want to buy. So shop around and see 
who has the right bargain for you.  I recommend you stick to bullion 
coins.  Numismatic (coins with historical value) have been going up 
faster than bullion, but in a real crisis, the historical value may not hold 
up.   

Here is the contact information for each merchant … 

• Bullion Direct.  http://www.bulliondirect.com/ Phone: (512) 
462-2646.  Bullion Direct, with corporate offices in Austin, 
Texas, prefers to do everything online to keep costs lower, so 
there is no toll-free number. 

• Golden Eagle Coins. http://www.goldeneaglecoin.com/ Phone: 
(800) 735-1311.  This merchant is located in Laurel, Maryland. 

• APMEX. http://apmex.com/  Phone: (800) 375 9006.  APMEX 
stands for American Precious Metals Exchange.  It is 
headquartered in Oklahoma City, Oklahoma. 

• Gainesville Coins. http://www.gainesvillecoins.com/ Phone:  
(813) 482 9300. This company is located in Lutz, Florida. 

• Kitco.com. https://online.kitco.com/ Phone: (877) 775-4826. 
The second most popular destination for Google searches on gold 
after Wikipedia. 

How to Buy Physical Palladium 
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You can buy palladium Maple coins from the Royal Canadian Mint 
(http://www.mint.ca/).  The retail prices are 8% to 9% above spot 
prices. There are other reputable dealers on the web — Kitco.com and 
Northwest Territorial Mint are two examples; only work with ones you 
are comfortable with. 



If you want to take the next step and buy palladium bars or ingots, 
you can buy them at APMEX 
(http://www.apmex.com/Category/505/Platinum.aspx) or Northwest 
Territorial Mint (http://bullion.nwtmint.com/palladium.php), just to 
give you two examples of reliable online dealers.  One of my other 
favorites, Gainesville Coins, does not seem to sell palladium … 
dammit!  See how underappreciated this metal is? 

I have bought both gold and silver at APMEX and Northwest Territorial 
Mint. I haven’t bought palladium from them … yet.  I don’t have a 
financial arrangement with them, and this is not an endorsement.   

Be aware that while palladium is easy to buy, you will have to put a 
little more effort into selling it. You may not get the best price from a 
small dealer on a palladium coin or bar.   

But a big dealer, especially a national dealer, should be able to take it 
off your hands at a fair price. Before you buy palladium as an 
investment, make sure you know where you’re going to sell it. 

Working with a Local Coin Dealer 

When I want gold and silver bullion, sometimes I buy online.  And 
sometimes I buy from a local coin dealer, Eric Drawdy, of Atlantis Coin 
and Jewelry in Lantana, Florida. 

There are some very good things about working with a local coin 
dealer with whom you have an established relationship … 

1) If he’s been around a while, he’s less likely to rip you off.  
Gold and silver dealers who have worked years to establish 
their reputation aren’t going to blow it with a bad deal. 

2) He doesn’t have expensive advertising overhead.  So, he can 
pass along savings to you. 

3) He can keep an eye out for rare pieces or items if that’s what 
you’re looking for. 

Calculating Premiums on Gold Coins 

To calculate the premium you’re paying for a gold bar or coin, use the 
following formula: 
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1) Divide the cost of the coin by its gold content to get your cost 
per ounce. Call this “X.” 
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2) Divide X by the spot price to get your cost over spot.  Call this 
number “Y.” 

3) Y minus 1 x 100 equals your percentage premium. 

Here’s an example.  Let’s say you’re buying a U.S. Gold Eagle. 

A U.S. Gold Eagle has a gold content of one ounce.  That means each 
Gold Eagle coin has a fineness of 1.000 — it contains its specified 
weight in pure 24-karat gold.  An alloy is added to make it more 
durable, so a one-ounce American Gold Eagle, for example, actually 
weighs 1.0909 troy ounces.  

Recently, when the spot price of gold was $1319.10, you could buy a 
U.S. Gold Eagle for $1,410.11.   

1) 1319.10/1 = 1,319.10 per ounce 
2) 1410.11/1319.10 = 1.068 
3) 1.08 — 1 = .068.  Then, 0.068 x 100 = 6.8%. That’s your 

percentage premium. 

If you want the dollar premium rather than the percentage premium, 
take the cost per ounce and subtract the spot price. 

This formula works for all coins, and it doesn’t matter what the 
cost of gold is. 

Here’s another example. Let’s say you want to buy an Austria 1 Ducat.  
It’s a small coin with a gold content of 0.1107 ounces of gold.  
Goldline.com recently offered an Austria 1 Ducat for $248.85 when 
gold was $1319.10 per ounce. 

1) 248.85/0.1107 = 2,247.96 per ounce. 
2) 2,247.96/1319 = 1.70429 
3) 1.70429 — 1 = 0.70429.  Then, multiply times 100 to get a 

percentage premium of 70.43%. 

That tells you a lot about the premium you’d be paying for an 
Austria 1 Ducat at Goldline. 

Be sure to check the fineness of the gold coin or bar you are 
buying, and you can calculate the premium you are paying over the 
spot price of gold. 

4 Tips for Gold Bullion Buyers 
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Here is a collection of tips from expert sources. 
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1. Call at least three dealers for a price.  The difference between a 
good price and an almost good price can be the difference 
between getting 100 ounces of silver and 90 ounces of silver. 

2. Make sure you include shipping costs in your calculation of the 
price of the coin — shipping costs vary wildly from dealer to 
dealer. 

3. You need to be explicit on what you are locking in, including 
price, merchandise, and terms of payment.  If there seems to be 
any waffling on the part of the dealer, that is a warning sign to 
steer clear. 

4. Look for a dealer who has been in business for a number of 
years.  Ideally, if you go to someone who was in business in the 
1970 to 1980 boom, they’ve seen enough ups and downs in the 
market to handle the challenges of price fluctuations and coin 
availability.
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