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DISCLAIMER 
 

Neither the TSX Venture Exchange nor its Regulation Service Provider accepts responsibility or holds liability for the accuracy 

of this material. This case study presentation may contain forward-looking statements including but not limited to comments 

regarding the timing and content of upcoming investment programs, geological interpretations, receipt of property titles, 

potential mineral recovery processes, etc. Although TortHare Capital believes that the expectations reflected by our forward-

looking statements in this presentation are reasonable, the statements involve inherent risks and uncertainties. Actual 

results may differ materially from those currently anticipated in such statements. 

 

 

ABOUT US 

 

We are an employee-owned investment firm with over 350 employees in our Canadian headquarters of Vancouver, BC. 

Among many sectors, metals & mining makes up a large portion of our investment portfolio. To date, we are Blue Stone 

Resources Inc. largest financer.
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INTRODUCTION 
 

Blue Stone Resources Inc. (“Blue Stone”) is a small, privately held, mining company focused on the production of cobalt 

with their corporate offices located in Toronto, Canada. They currently have one producing mine in the Democratic Republic 

of the Congo (“DRC”) but have aims to grow their portfolio to become an intermediate producer of cobalt. 

 

As part of their planned growth, Blue Stone acquired a promising exploration property (“Blue Quill”) near Cobalt, Ontario by 

acquiring Blue Futures Exploration Ltd (“Blue Futures”). Recently a divide has formed between Blue Stone’s management 

and major financers about the direction the company should take in the future development and operation of their mining 

properties.  

 

We are seeking to take control of the board so that we can sell the company’s DRC operation and focus on the development 

of the Canadian asset. We have retained your independent consultant company to provide a recommendation for what Blue 

Stone’s best course of action might be.
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DEVELOPMENT DIRECTION 

 

Blue Stone’s focus has been on the operation of its cobalt-producing mine, the Kijani Tumaini Mine (“KTM”). Minor invest-

ments were made at KTM to maintain current levels of production and investments were only made at Blue Quill to maintain 

good mineral claim standing. Blue Stone plans to generate free cash flow from KTM to pay down debt and further develop 

KTM before shifting focus to Blue Quill. 

 

OUR CORPORATE SOCIAL RESPONSIBILITY 

 

During acquisition negotiations, Blue Stone made commitments to advance the Blue Quill Property. We were a driving force 

behind the acquisition, seeking to expand operations out of the DRC into a more politically stable jurisdiction with fewer 

social issues. We have a fundamentally different belief than the current Blue Stone Management, believing that the com-

pany should exit their position in the DRC and focus on the Blue Quill Property. We are supported by several former Blue 

Futures employees who accepted board and management positions following the acquisition but collectively do not have 

enough influence to control the direction of the company.
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OUR PROPOSAL 

 

Blue Stone Resources has an Annual General Meeting (“AGM”) on Monday, November 4, 2019 where Blue Stone will report 

on company information to significant stakeholders and company financers. 

 

We are proposing an alternative slate of directors and are seeking to have the new board elected at the Blue Stone AGM. 

We wish to strengthen our argument on corporate social responsibility at the AGM and have retained your third-party firm 

to provide technical support for our position and a recommendation for Blue Stone’s course of action regarding business 

process. 

 

KIJANI TUMAINI MINE 

 

The Kijani Tumaini Mine is located within the Haut-Katanga Province in the DRC. The mine is situated near the city of Likasi 

and close to a series of nearby mines, including the Tantara, Likasi and Shituru Mines (Figure 1). 

 

KTM was initially developed by Cocu Mining Corp. (“Cocu”) and commissioned in 2003. From 2003 to 2014 KTM was 

operated jointly by Cocu and state mining company Gécamines, producing an average of 60,000 tonnes of copper cathode 

and 8,000 tonnes of cobalt in hydroxide annually. In mid-2013, Cocu’s mining permits for KTM were revoked by the Congo-

lese government and production from the site was curtailed. After their permits for KTM were revoked, Cuco decided to 

terminate their operations in the DRC and sold their 80% stake in the KTM to Blue Stone.
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Figure 1: Map showing the location of the KTM mine relative to major infrastructure and other mines
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Since being acquired by Blue Stone in 2014, KTM has been producing an average of 45,000 tonnes of copper cathode and 

6,000 tonnes of cobalt in hydroxide annually from open pit operations (“KTM OP”). Following their acquisition of KTM, Blue 

Stone prioritized use of mine revenues to pay down debt associated with the purchase of KTM and to finance the acquisition 

of the Blue Quill Property. 

 

From their most recent NI 43-101 reserves, the open pit operation has a remaining mine life of approximately three years; 

although there are inferred resources along strike, at depth, and at several satellite deposits within the Katanga Copper 

Crescent. 

 

KTM RESOURCES 

 

Current reserves for KTM OP provide for an additional three years of operations at current production rates (Table 1). Blue 

Stone management believes that they will be able to upgrade the near pit resource targets to expand the reserves before 

the current open pit is depleted. 

 

Table 1: Summary of the KTM Reserves 

Deposit 
Proven Probable Total 

Mt % TCu %TCo Mt % TCu %TCo Mt % TCu %TCo 

KTM OP 9.6 3.77 0.59 4.2 3.68 0.62 13.8 3.74 0.60 
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Aside from the expansion targets around the main KTM OP, two additional targets have been drilled within the 1,175 square 

kilometre KTM lease at locations of known artisanal mining. Current resources for the three deposits are summarized in 

Table 2. 

 

Recent exploration efforts at KTM have been focused on near pit targets around the KTM OP. Drilling has resulted in an 

increase to inferred resources, adjacent to the current open pit, that could be mined as an extension of the current pit. 

Additional drilling is required to upgrade the inferred resource so it can be included in future reserve calculations to extend 

the working life of the open pit. Blue Stone has not done the due diligence on the cost of upgrading the inferred resource 

to a measured and indicated classification. 

 

Cu-Co mineralization continues at depth beneath the zoned pit shell. Further diamond drilling is required to delineate the 

resource at depth, however there is near certainty that this would result in an increase in reserves and the life of the mine. 

To extract any future resources below the current pit, it is probable that the operation would need to transition to under-

ground mining due to the proximity of the mill and tailings facilities to projected pushbacks. 

 

To date exploration of the satellite deposits has been limited and has been focused on identifying the extents of possible 

mineralization rather than infill drilling to delineate the resource to a higher confidence. Initial results from KTM P09 suggest 

a deposit with a higher cobalt grade but lower copper grade relative to the KTM OP deposit. KTM P09 is currently open along 

strike in one direction and at depth. Initial results from KTM P27 suggest a deposit with a higher copper grade but lower 

cobalt grade relative to the KTM OP deposit. KTM P27 is currently open along strike in both directions and at depth.
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Table 2: Summary of the KTM Resources 

Deposit 
Measured Indicated Inferred 

Mt % TCu %TCo Mt % TCu %TCo Mt % TCu %TCo 

KTM OP 11.2 3.72 0.55 4.9 3.66 0.60 38.2 3.72 0.59 

KTM P09 0 0 0 0 0 0 8.7 2.88 0.71 

KTM P27 0 0 0 0 0 0 7.4 4.10 0.46 

 

PRODUCTION HIATUS 

 

Last week a shipment of cobalt in hydroxide from KTM was rejected due to uranium impurities and production from the 

mine has been put on hold. Neighbouring mines have had similar issues, which were resolved by adding an additional 

processing unit to their mill. Management at KTM have requested the approval of $23 million for a similar mill upgrade so 

that they can restart production.  

 

We have requested that, as part of your firm’s analysis, you audit this request and provide a view on what mill upgrades 

would be required to remove uranium impurities, the cost of project construction, the construction timeline, and the cost of 

operating the mill after commissioning & start-up.
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MINING IN THE DRC 

 

In A 2018 survey of mining companies, the Fraser Institute ranked the DRC among the ten least attractive jurisdictions for 

investment based on Policy Perception Index (PPI). We have concerns relating to the prevalence of child labour in artisanal 

mines, incursion of artisanal miners onto mine leases, transportation infrastructure, regional corruption, and the new mining 

code that came into effect in 2018. 

 

Community 
 

Recently relations with the local communities have been deteriorating. There is a history of conflict between artisanal miners 

and company employees in the active pit area, tailings, and exploration targets within the mine lease which have been 

escalating with time. Two months ago, an artisanal shaft collapsed resulting in the death 13 miners, including 8 children, 

working illegally within the KTM lease. Following the fatalities, the government dispatched the military to the mine to forcibly 

remove the artisanal miners from the lease and have remained to prevent the resumption of artisanal mining within the 

lease boundary. Unrest is growing in the communities as they are being denied a valuable source of income. 

 

Local rumors suggest that communities may resort to violence to regain access to the artisanal work areas. To mitigate this 

threat the armed forces of the DRC is preparing to forcibly remove the 8,000 people estimated to live in villages within the 

mine lease. Past media reports state that housing and shelters have been destroyed during similar forced evictions at other 

mine leases and questioned the legality of such evictions.
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Corruption 
 

Several laws have been passed around the globe to combat corruption such as the Corruption of Foreign Public Officials 

Act, the Extractive Sector Transparency Measures Act, Bribery Act, Foreign Corrupt Practices Act, and the Dodd Frank Wall 

Street Reform and Consumer Protection Act. Although the Dodd Frank act has been partially repealed, there are laws in 

place that hold individuals and companies accountable for their business practices worldwide. 

 

There is a view that the mining sector in the DRC is defined by “a culture of secrecy, informal deals and allegations of 

corruption” (Africa Panel, 2013). This exposes companies working in the DRC and engaging with local governments, 

Gécamines, and other public or private organizations of violating terms of global laws. 

 

Social pressures are growing to oblige companies to disclose how and where their materials are sourced from. This pressure 

has led some countries to begin drafting laws to require companies to disclose this information and investors are beginning 

to demand companies behave in a more ethical and sustainable manner
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BLUE QUILL PROPERTY 

 

In 2017 Blue Stone Resources acquired the Blue Quill Property by acquiring the former title’s owner Blue Futures Exploration 

Ltd. The Blue Quill Property is located near Cobalt, Ontario. Historically the property was mined to the water table for silver 

until the mid 1920s, as an underground operation. 

 

Cobalt, Ontario 

 

The Cobalt, Ontario mining camp was developed in the early 1900’s following the discovery of a number of silver-rich de-

posits. Due to the ease and abundance of discoveries of deposits, minimal exploration work was completed. Although peak 

production occurred within the mining camp from 1919 to 1931, companies such as Agnico Eagle Mines Ltd. continued 

production development for may years afterwards. 

 

More notably, First Cobalt Corp. has been very active in the area and is conducting exploration programs over their proper-

ties which cover an area of over 10,000 hectares. Included in their holdings are two mines which collectively produced over 

three million pounds of cobalt between 1908 and 1961.
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BLUE QUILL RESOURCE 

 

During the silver rush, mines around Cobalt, Ontario were developed based on surface exposures and extended by following 

the vein structure along strike and dip. Consequentially, there is no drill core available from this era. Estimates of silver 

output, made based upon as-built surveys and historic production records, are provided in Table 3. During operations, cobalt 

was recovered however there are no historic records that can be used to estimate cobalt grades directly. Although records 

of cobalt grade do not exist, oxidized cobalt is visible on the walls of the underground decline and in several surface outcrops 

within the lease. Currently access to the underground workings for grade sampling and mapping is prohibited due to degra-

dation of the mine workings over time. 

 

Table 3: Estimates of Historic Silver & Cobalt Production on Blue Quill Lease 

Metal 

 

1900-1905 1905-1910 1910-1915 1915-1920 1920-1925 1920-1925 

Silver (oz.) 

 

4,702 200,110 456, 061 2,873,270 319,904 78,898 

Cobalt (lbs.) 

 

0 27,215 55,450 78,126 7,548 4,648 

 

After acquiring the property, Blue Futures developed their exploration program on the belief that the Blue Quill Property 

contains a mesothermal deposit with disseminated alteration. Based on this interpretation, a surface geochemical sampling 

program was conducted in 2015 which provided vein mineralization results summarized in Table 4. 
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Table 4: Summary of the 2015 Surface Geochemical Sampling 

Metal 

 

Unit Average Grade Range 

Silver 

 

g/t 21.0 0.5 to 313 

Cobalt 

 

% 0.19  0.01 to 4.66 

Nickel 

 

% 0.16 0.11 to 1.36 

Copper 

 

ppm 830 150 to 42000 

 

Following the release of the results from their surface geochemical sampling program, Blue Futures was able to raise 

enough funding to complete two diamond drill holes in 2016. Their fundraising efforts were aided by recently released 

results from the neighbouring Glencore Bucke Property which were drilled through similar geological units and returned 

favourable results. The drill holes were planned, based on promising targets identified during the geochemical sampling 

program, to intersect the previous underground mine workings. Drill hole results are summarized in Table 5. 

Table 5: Summary of the 2016 Exploration Drilling Program Results 

Hole Target From (m) To (m) Interval (m) Ag (g/t) Co (%) Cu (%) Pb (%) Ni (%) 

BFE-2016-01 

 

 

Above 10.0 15.5 5.5 0.14 0.05 0.62 1.40 0.01 

 

Vein 

 

15.5 

 

 

19.5 

 

4.0 

 

70.01 

 

0.15 

 

1.29 

 

0 

 

1.47 

Below 19.5 29.0 9.5 2.03 0.10 0.43 2.61 0.02 

BFE-2016-02 

 

 

Above 72.0 77.5 5.5 1.47 0.11 0.06 0.27 0.03 

 

Vein 

 

77.5 

 

 

83.5 

 

6.0 

 

62.83 

 

1.68 

 

1.61 

 

0 

 

2.93 

Below 83.5 93.5 10.0 2.00 0.05 0.02 0.008 0.55 
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Blue Stone anticipates an increase in demand for cobalt as battery demand for electric vehicles continues to grow. They 

plan to bring the Blue Quill Property into production to capture the growth in metal demand. Recognizing the timeline for 

developing and permitting a mining operation in Ontario, Blue Stone plans to expedite spending on exploration over the 

next two seasons to provide the data required to complete a feasibility study. Based on their current understanding of the 

deposit, it is estimated that the exploration drilling and assay program will cost approximately $3.5 million. 

FINANCING 
 

To date Blue Stone has financed the capital needs of their projects and properties using revenues from previous property 

deals, free cash flows from operations, senior debt, streaming deals, and private financing arrangements with investment 

groups.* 

Currently Blue Stone has access to $400 million of senior debt at a rate of 8.0%. $100 million has been drawn to finance 

the purchase of the Kijani Tumaini Mine (KTM) in the DRC and the acquisition of the Blue Quill Property in Canada. Additional 

funds for the purchase and restarting of KTM were gained through a $325 million streaming deal with Colithic Metals 

Insurance (“CMI”). Following the restart of KTM, CMI was to receive 25% of Blue Stone’s cobalt hydroxide until their advance 

amount was recovered and 13% thereafter. Ongoing payments during the recovery of the advance amount are equal to 

20% of the reference price, increasing to 25% thereafter. The remainder of the company debt is held by various investment 

groups with TortHare capital accounting for 70% of the total funding. 

 

*Further details about Blue Stones finances are available in Exhibits 1, 2, and 3.
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SCOPE 

 

We have retained your firm to provide technical support to follow the lead of other mining companies and have Blue Stone 

exit their position in the DRC and focus on operations in other jurisdictions. We believe that demand for cobalt from the 

DRC will decrease as companies are required to provide greater transparency about the source of their materials, resulting 

in strong demand from jurisdictions such as Canada. We are concerned about risks to the profitability of KTM due to cor-

ruption and changes in the mining code and believe that capital is better spent advancing the Blue Quill Property than 

investing in exploration and mill upgrades at KTM. 

 

We expect your firm to apply your experience and expertise, as independent consultants, to fully evaluate the decision for 

Blue Stone to exit their position at KTM and focus on the development at Blue Quill. We are preparing to approach other 

key financers at Blue Stone’s AGM to convince those financers to support our position. As part of your analysis, we require 

at a minimum your firm consider the following: 

 

• Evaluation of the impacts of the DRC’s new mining code, artisanal miners, & child labour on future cobalt demand 

• Cost & schedule of mill upgrades to remove uranium from the cobalt hydroxide at KTM 

• Threats & opportunities associated with KTM operations & expansion and Blue Quill exploration & development 

• Aligning Blue Stone’s financial statements with TortHare’s model 
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