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PGM Tropico and Cu-Au Malpica projects turn Skeena into a Secular Bull bet  

Synopsis: At the Cambridge Conference in Calgary on April 12, 2008 I gave a speech discussing 
the disconnect between metal prices and the market's valuation of the junior resource sector. 
Copper, the bellwether metal of the business cycle, was above $4 per lb and inching into new 
record price territory. Platinum, the ultimate symbol of footprint consciousness thanks to its 
critical role as an emission control agent, was holding up in its newly attained stratospheric orbit 
above $2,000 per oz. Gold was holding at $900 plus after being brutally pummeled in the wake 
of breaching the watershed $1,000 per oz mark. And yet the juniors with pounds or ounces in the 
ground were being crushed towards ever lower prices by seemingly endless gobs of paper lobbed 
from an anonymous darkness. Yes, there are more zeros attached to the current subprime induced 
credit squeeze than we saw in 1998 when the Russian debt default caught Long Term Capital 
offside and forced an Atlas shrugging mumbo-jumbo master to orchestrate a rescue that propped 
up the dominoes. But are the juniors REALLY the proverbial canaries in the coal mine whose 
croaking signals the inevitability of the worst case outcome? Much as I would like to think that 
the tiny sector in which I specialize represents the key to predicting the future, I'm inclined to 
suspect that there is a fundamental disconnect between the pain being suffered by the juniors and 
the reality palpable in the prices of raw materials themselves and those of the bigger suppliers 
such as Rio Tinto and BHP. The theme of my speech was that the category five hurricane created 
by the death of the securitized mortgage paper market was severely bending the resource juniors 
like saplings in the wind, but no hurricane lasts forever, and when the wind dies down the 
saplings will snap upright and grow with a vengeance under blue skies no longer shrouded by 
yesterday's pulp and paper giants. There may be the odd toppled oak like Bear Stearns that will 
never stand tall again, but the few oaks remaining in the resource sector after a decade of 
consolidation never budged. What I could not conscientiously predict to my full-house audience 
in Calgary was WHEN the hurricane would subside, but what I could pound the podium about 
was the prediction THAT the resource juniors WILL experience an extraordinary bull market of 
the sort that occurs only once in a generation WHEN this hurricane winds down.  

As a risk adverse person who too often has to grapple with the self-acknowledgement that "I just 
don't know", I have recommended that bottom-fishers stick to accumulating cash rich juniors 
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dreary strategy is demonstrated by the chart below which shows the negative real rate of return 1 
year t-bill investors are experiencing.  

 

Fortunately, Skeena offers more than a naked bet on the theory that the United States is not an 
anchor that will drag the rest of the world to the bottom of the sea. While Malpica is a Plan A 
type "race to production" story where the bet is that copper-gold-molybdenum prices will in the 
long run not collapse to bear market levels that prevailed prior to 2003, Skeena also has a new 
Plan B type "bluesky" exploration story in the form of the Tropico project it optioned from a 
related company in February. Tropico is an old platinum-palladium-copper story that excited 
hopes for Almaden and Santoy in 1999 when palladium had soared to $1,000 per oz in the wake 
of a Russian supply manipulation. But the project ended up on the shelf after palladium collapsed 
in 2000, drill results yielded weaker assays at depth than had been trenched at surface, and the 
Japanese joint venture partner, Sumitomo, pulled out. Since then Santoy has gone on to become a 
uranium exploration vehicle, and Almaden has entrenched itself as a prospect-generator-farmout 
junior which will never risk a nickel of its $20 million working capital on testing the merits of 
the prospects generated by the father-son team of Duane and Morgan Poliquin. I should not, of 
course, be critical, because Almaden has had an open bottom-fish cycle since at least as long as 
Skeena, is up considerably from initial levels, and will end up still higher if the resource sector 
perceptual inflection that Paul van Eeden disagrees is even conceivable does indeed happen. But 
I kick myself for favoring a farmout machine such as Almaden whose farmed out flagship 
Caballo Blanco keeps delivering what pretty much amount to El Blanco results, while an anti-



farmout-p
perennial
from scra
cautiousl

While the
offers mo
quite a fe
upside is
the Tropi
from a re
Tropico f
project in
money be
Tropico i
widespre
project re
who wor
anybody 
system an
possibilit
Ron Neto
combinat
$1.5 mill
prospect 
forbid, th
be broug

Skeena's 
2008 if it
light of r
million u
86,892,3

prospect-gen
lly disdained
atch that is v
ly unoptimis

e Plan A rac
odest upside
ew years abo
 offered by t
ico project S
elated compa
from Santoy
n 1999-2003
efore losing 
is a large lay

ead copper-p
epresents un
rked on it bec

had a chanc
nd its minera
ty that it hos
olitzky have 
tion of airbo
lion. Tropico
that South A

hat growing 
ht to a flashp

$2.5 million
t proceeds w
ecent drill re

units at $0.30
14 shares. In

nerator like C
d as a go-now
very similar t
stic Brent Co

ce to product
e in a scenari
ove $3 per lb
the Plan B ex

Skeena optio
any. Skeena 
y and Almad
3 with the he

interest due
yered mafic i
platinum-pall
nfinished bus
cause the plu

ce to sort out
alization. In 

sts mutliple l
reassembled

orne geophys
o may not ge
Africa will n
ethnic tensio
point by elec

n working ca
with the Malp
esults Skeen
0 on April 16
n implied pro

Canplats R
where wheel
to the San A

ook is recogn

tion Malpica
io where cop
b, considerab
xploration b

oned on Febr
can earn 60%
en, who exp
lp of Sumito

e to low meta
intrusive com
ladium-gold
siness for the
ug was pulle
t the geomet
light of toda

large, open p
d the land pa
sical surveys
et drilled in 2
not solve its e
ons between
ctricity short

apital as of S
pica option t

na announced
6, 2008 that 
oject value t

esource Cor
l-spinner toi

Agustin proje
nizing as a w

a project 
pper spends 
bly greater 
bluesky of 
ruary 18 
% of 

plored the 
omo's 
al prices. 
mplex with 

d values. The
e geologists 
ed before 
ry of the 
ay's metal pr
pit mineable 
ackage and p
s and a 40 ho
2008, but it d
energy short

n the Zulus an
tages.  

September 30
thanks to pay
d a non-brok
would boost

terms this as

rp (CPQ-V:
ling geologi

ect of Geolog
winner before

e 

rices Tropico
deposits. Sk

plan to hit th
ole 7,000 me
does represe
tfall problem
nd Xhosas, b

0, 2007 will 
yments requi
kered $3 mill
t fully dilute
signs to the 

: $3.27) that
ist junior del
gix and whic
e such coron

o merits a fr
keena's Rupe
he property w
etre drill pro
ent a major b

m any time so
both black tr

be gone by 
ired by the in
lion private p
ed capitalizat
90% optione

t I have 
livers a prosp
ch even the 
nation is a fa

resh look at t
ert Allan and
with a 
gram at a co

bet on the 
oon, and, hea
ribal groups,

the end of Q
ntermediary
placement o
tion to 
ed Malpica 

pect 

act.  

the 
d 

ost of 

aven 
, will 

Q2 
y. In 
of 10 



project an IPV of $26 million, and to the 60% optioned Tropico project an IPV of $39 million. 
Given the calibre of management, the advanced stage of Malpica as a Plan A style race to 
production play, the bluesky potential of the PGM-copper Tropico play, and the Plan C capacity 
of management to pull a rabbit out of the hat and hand it to Skeena if necessary, these implied 
values leave lots of room for upside. The Plan A-Plan B structure of the story also leaves open 
the possibility that Skeena could spin off Malpica into a separate entity if it reaches the stage 
where it is a possible acquisition target for a mid-tier copper producer. The Malpica option does 
require Skeena to pay US $11,250,000 (remember the days when "US$" denominated 
obligations were a worrisome thing for Canadian juniors?) in stages beginning in May 2009 with 
$1 million to Grupo Mexico, but these payments are staged well enough to represent a nominal 
premium to pay for a bet on copper prices.  

Management claims that at least two-thirds of the financing is spoken for, with the rest to be 
wrapped up during the next couple of weeks. The stock is trading below the private placement 
price of $0.30 per unit. Each unit includes a half-warrant, one of which is required to buy a share 
at $0.40. If Skeena closes at $1.00 or higher for 10 consecutive after the end of the four month 
hold, the expiry will be accelerated to 25 days from the day of notice. These terms are reasonable 
in that if Skeena is trading at $1.00 plus four months from now, bottom-fishers will be most 
pleased. My official recommendation is that bottom-fishers buy Skeena in the $0.20-$0.29 range. 
My bigger picture recommendation is that we will see drastically higher market prices during the 
next 18 months for juniors, which can be interpreted as a case for buying the private placement 
units directly. I do not receive any compensation from Skeena apart from property trip expense 
reimbursements, so which route bottom-fishers take is irrelevant to me.  

Background on Malpica Geology  

The economic focus of the 7,718 ha Malpica project are two tourmaline cemented, granodiorite 
hosted breccia pipes that stand out as prominent hills called Cerro Tunel and Cerro Pelon. 
Copper, gold and molybdenum mineralization occurs within the tourmaline rich breccia matrix 
and with veinlets of tourmaline and quartz in fractures within the granodiorite. The dominant 
sulphide beneath the oxide cap is chalcopyrite. A non-43-101 compliant "proven and probable" 
resource of 29 million tonnes of 0.51% copper and 0.4 g/t gold was reported in 1996 by 
Cambior, the last operator to conduct major work on the project. Cambior also calculated an 
oxide resource of 8 million tonnes grading 0.8% copper, 1.01 g/t gold and 5.26 g/t silver which 
forms part of the bigger resource. Management attributes the better gold grade in the oxide 
resource to the greater density of shallow holes drilled by Cambior, which forms the basis for 
hopes that infill drilling that includes angle holes will boost the gold grade at Malpica. The 
relationship of the gold mineralization to the copper mineralization is at this stage not well 
understood.  



 
 

 

Since 1956 Malpica has been the subject of 7 drill programs totaling 23,000 m of 145 mostly 
vertical holes. ASARCO held Malpica until 1977 when new foreign ownership restrictions 
prompted it to abandon Malpica. Aurizon Mines acquired the project in 1988 and optioned it to 
Cambior in 1994, which conducted a major program in 1995-96 and produced a new resource 
calculation. Efforts to acquire adjacent ground held by Grupo Mexico failed and Cambior 
dropped the project. The underlying owners lost the claims in 1998, and in 1999 Grupo Mexico 
acquired title through a public auction even though the project was well below its minimum size 
thresholds. Grupo Mexico's interest in Malpica was due to the pet project syndrome, namely 
where a mining company employee falls in love with a project and works hard within the 
bureaucracy to keep it alive. Malpica got funding for a regional MMI program designed to 
identify other potential big targets on the property, funding that was possible because Grupo 
Mexico is keen on large porphyry systems. However, although copper breccia pipes are related 
to porphyry systems, any such system present at Malpica is likely to be too deep to be open pit 
mineable. Malpica's targets never got funding for a drill program, and in 2006 a private Mexican 
mining and engineering firm, Reyna Mining & Engineering S.A. de C.V., negotiated an 
acquisition deal with Grupo Mexico. Reyna, which was the source of the polymetallic La Negra 
project acquired in 2006 by Aurcana Corp (AUN-V: $0.69), a junior with management related 



to that of Skeena, flipped its Malpica option to Skeena in May 2007 on terms which gave Skeena 
a one year due diligence option.  

Background on Tropico project  

The Tropico project was generated in 1996-98 by BHP as part of a regional search for SX/EW 
amenable copper oxide deposits in Mexico. BHP did not have a budget to follow up the copper-
platinum-palladium-nickel values associated with a large mafic intrusive complex that has been 
traced over 17 km, so it assigned the project to Duane Poliquin's Almaden Minerals Ltd in 
exchange for a 2.25% NSR that has since disappeared when the associated claims lapsed. 
Almaden, following its prospect-generator-farmout model, optioned 60% of Tropico to Ron 
Netolitzky's Santoy Resources Ltd in June 1999 for a modest $1 million exploration 
commitment. At the time platinum and palladium were both trading in the $300-$400 per oz 
range, but by early 2000 palladium had started its Russian supply squeeze orchestrated ascent to 
its $1,000 per oz peak at the end of 2000. Trenching work by Santoy in 2000 yielded 0.75-1.0 g/t 
combined platinum-palladium-gold values from pyroxenite within the mafic complex. Copper 
graded 0.3%-0.5%, which at the $0.75 per lb price in 2000 represented a rock value of only $5-
$8 per tonne. The typical 0.2 g/t gold grade at the $300 per oz gold price represented a rock 
value of only $2 per tonne. But at $600 per oz platinum and $800 per oz palladium the respective 
0.3 g/t platinum and 0.5 g/t palladium grades translated into a rock value of $19 per tonne. 
Tropico was thus a fairly exciting bulk tonnage PGM play for Santoy in 2000-2001.  

 



Although the palladium price had started to fall in 2001, uncertainty about long term supply of 
palladium and platinum attracted the attention of Sumitomo Metal Mining Company, a fabricator 
of catalytic converters. Sumitomo optioned up to 70% of Tropico in September 2001 for a 
commitment to spend at least US $3.5 million and deliver a bankable feasibility study. At this 
stage Santoy had not yet drilled Tropico, but between November 2001 and January 2003 Santoy 
conducted 3 drill programs representing 28 holes for 5,024 m on four targets (Maricela, Santa Fe, 
El Capule and San Pablo). The results were disappointing. The best trench (MT-01-01) had 
assayed 0.23 g/t platinum, 0.35 g/t palladium, 0.17 g/t gold and 0.53% copper over 160 metres, 
which at today's metal prices ($958 gold, $2,136 platinum, $552 palladium and $3.75 copper) 
represents a rock value of $71 per tonne. The best hole in the Maricela target was 110.5 m of 
0.14 g/t Pt, 0.24 g/t Pd, 0.09 g/t Au and 0.34% Cu, representing a rock value of $45 per tonne. In 
terms of the 2000 prices the rock value was $15 per tonne, but by early 2003 palladium had 
dropped back to $200 per ounce and the rock value of the best hole was only $11 per tonne. In 
view of a geological assessment that the higher grades in the trenches were due to enrichment of 
oxidized material, and drill results that indicated weaker grades through thinner horizons than 
expected, Sumitomo pulled the plug on Tropico and walked away in July 2003 despite having 
nearly vested for 51%. Although about $4.5 million had been spent on Tropico, with the 
geologist David Mehner recommending further work to see if the mineralized horizons exist 
elsewhere on the project, Santoy and Almaden, in light of weak metal prices, shelved Tropico 
and allowed most of the claims to lapse. The new deal gives Skeena the opportunity to establish 
a commercial scale new resource.  

Conclusion: Skeena Resources Ltd represents a multi-pronged bet on the future of copper prices, 
the price of platinum and palladium, and the geological ingenuity of Rupert Allan and Ron 
Netolitzky on behalf of Skeena.  

*JK does not own any of the securities mentioned herein  
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