
 

 

 

Dear Shareholders and Colleagues, 

First of all, we would like to wish all our shareholders a very happy new year. I felt it would be useful, as we 
embark on a new chapter, to get some comments from Andrew relating to Red Rock’s story. 

 

Natasha Walton: There has been (apart from a release in September last year), quite a long 
time since we last released figures for Colombia. Could you explain why we have released 
new figures, as per our release on Friday 17th January? 

Andrew Bell: What seems like a long while ago, 18 months, Colombia looked very different: We 
weren’t in full control of the management and costs had been allowed to go up a great deal 
in a short time. In addition, we had difficulty getting qualified personnel of sufficient quality. We 
had to ask ourselves: What could we do?  

So we came to two conclusions. The first - that maybe it was going to be too hard to run this 
operation at this distance and we should look to sell it to someone who could run it better. The 
second, that we should make some bold moves to try and run it better whilst waiting for a sale 
to complete. We radically cut the workforce to a level where we could hardly produce. We 
got rid of almost all local management and almost everybody in the Medellin management 
office. We then said, ‘Okay, let’s see how many people we really need to produce gold.’ And 
we built it up bit by bit. Over time, we also increased the mine’s development (by this we 
mean the underground development in advance of where we were actually mining, to 
enable us to plan the next few months).  

The other thing we did was stop measuring tonnage. I was aware that, before we came along, 
the mine had been exploited on a semi-artisanal basis by local miners. Indeed, the fact that 
people were going underground with no proper safety protocols was one of the reasons that 
we structured the investment as a loan with an option to take control; we didn’t want to be 
responsible until we knew it was safe. These miners were bringing up very high grade gold, so 
we knew they had the ability to choose the best rocks. When we were targeting tonnage, 
however, the grade was dropping and dropping. Obviously this was because in trying to meet 
targets, the miners now employed by us were thinking that tonnage was what management 
was concerned about. But of course, this was not the case – grade is what’s important. So 
focus was shifted and we are now getting gold production at levels better than from any time 
in the last two years – and have been getting them for what is now a reasonable number of 
weeks.   

The other fact that I attach great significance to is that very recently we’ve improved 
maintenance management. We’re getting fewer breakdowns and more consistency in 
output. In the last 7-8 months, with low gold prices, considerable surpluses have been 
generated which have been used to pay down local creditors and banks. So currently, 
operations seem to be going well. We’ve begun to produce from a new level, and we have 
drilled down to check the next level exists.  

We now look at the mine and think, even though the gold price has come down 28% in 2013, 
we’re doing much better than before and we could actually contemplate continuing to run 
this mine and building on what we’ve achieved.  
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On the other hand, the buyers may still be looking at the low points in the summer where they 
believed they could pick up assets cheaply, therefore we consider now that we should treat 
Colombia as an asset held for development and expansion – because that sends a much 
better message to any potential buyer now.  

NW: So can shareholders now expect to see figures released regularly? 

AB: We have confidence in the sales figures produced so there seems to be no reason now 
not to give that information out in our regular updates. It still won’t be appropriate to provide 
monthly figures because there’s too much ‘lumpiness’ in the sales, where the bookings depend 
on the actual dates taken to the refinery (which can vary greatly). But the ‘smooth’ data, on a 
quarterly basis, should now tell a story, and we are looking at ways of improving the accuracy 
of other information received from the mine. 

NW: The other sale we have been waiting for news on is Greenland – I think shareholders would 
like to know if there’s a back-up plan if the sale doesn’t go through? 

AB: Firstly, we do expect it to go through, and we must emphasise that the most recent RNS at 
any point still stands. However, it is extremely slow and though we understand some of the 
reasons for that, it is still a frustration to both ourselves and our shareholders.  

Of course, we would be foolish not to think sometimes, ‘What if it doesn’t happen?’ But in my 
opinion, as long as other parts of the business are progressing, Greenland will naturally become 
less significant to our future so that a failure to sell will not be the setback it might once have 
been. That is the goal we are now working towards. 

NW: In what way are we progressing other parts of the business? 

AB: Well, obviously we have covered some of that in recent announcements, but I will run 
through them briefly.  

With regard to our Jupiter holding: we have added to our holding and have agreed with other 
shareholders to delist the company because our expectations from that successful operating 
business couldn’t be realised when the market was so low. I say no more on that, other than to 
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quote the chairman, Brian Gilbertson, who said at the stockholders meeting in November that 
one asset alone – the Tshipi mine – could be worth a ten-figure amount to Jupiter. 

Elsewhere, in Kenya, we are moving ahead with preliminary feasibility studies, and we have 
some excellent exploration potential there. The sadness in Kenya has been that investment by 
many explorers has been held back by political uncertainties.  

Colombia, I have already discussed. We also have other areas where we are actively pursuing 
added value, and we are looking at new possibilities too.  

NW: When you speak of new possibilities, do you mean that what we are doing isn’t enough? 

AB: No, of course it isn’t. We are explorers. Our first generation of 
projects went into Jupiter, and that’s now yielded one mine (Tshipi) 
and two resources (Mt Ida + Mt Mason). After 2009, our second 
generation of projects was acquired and that has now led to one 
mine (El Limon) and two resources (in Kenya and Greenland). We 
have also managed to retain royalty interests. Our strength always 
has to be exploration, because that is where we can get the most 
value: for the smallest buck, you get the most uplift. Also, it’s where 
our talents lie. The later stages of development require much more money, and we have a 
high cost of capital. When you look at where we are now – Greenland, Colombia, and Kenya 
all came in 2009 and we’ve got ticks against all of them. The first rush of conquest is over, and 
we’ve added what value we can. We now want to lay off risk. The next stages would not be so 
interesting in investment terms – more expensive and lengthy. Therefore, if we are to be 
ourselves, we need new exploration elsewhere to add value while we wait for the fruition on 
the old projects. In other words: what we did in 2009, we must do again in 2014. 

NW: Can you talk through what happened in 2013? 

AB: Parent company borrowings in June 2012 stood at £3.5m. That was in the context of a 
much higher market capitalisation for ourselves, and a much higher Jupiter share price. But the 
Jupiter price came down – absurdly, perversely – and partly as a result of this, and partly as a 
result of the market, Red Rock’s market value came down also. We had to re-balance and 
reduce that debt. 

By early December 2013, parent company borrowings were down to £0.8m. Over the same 
period, the Four Points Mining balance sheet also improved by almost a £1m reduction in debt. 
So, 2012-13 was a period of reconstruction, rebalancing, and strengthening of our balance 
sheet. We had to reduce costs which also sadly meant reducing staffing. But now we are 
much better positioned and 2014 has to be totally different than 2013. We really need to re-
launch. That implies that instead of a trickle of small financings, we want to have larger but 
much less frequent funding. 

NW: But we’ve just had a small fundraising – can you explain that? 

AB: That’s the end of the old, not the beginning of the new. I hope that people understand 
that for an exploration company, the alternatives are not ‘dilution or no dilution’ but ‘dilution or 
extinction’, because capital realisations are few, unpredictable, and far between. It is for this 
reason that many of our contemporaries on AIM have disappeared and we have survived. 

I recall, when the NASDAQ began, that everyone was very surprised because NASDAQ 
companies didn’t pay dividends. This was the growth model for technology and 
pharmaceuticals. Over time, people stopped being surprised and expected it, and now some 
of the great technology companies don’t come on to the market via NASDAQ but straight 
onto the NYSE. This would have been unthinkable in the 80’s.  
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In the same way, in the last 10 years, the exploration 
company model has begun to be accepted on AIM. This 
is a model whereby companies with no cash flow fund 
exploration by raising money through share issues. I think 
it is still an unfamiliar model to some people, but there 
really is no other.  

Of course, the share issues must be used for value-adding 
initiatives, not for meeting running costs. Frequent small 
issues can give the impression they’re just for payroll and 
some people probably thought that of us in 2013. The 
truth was actually that we were chipping away at debt, as first the Colombia sale and then 
the Greenland sale faced more and more delays, as well as working on projects. So 2014 has 
to be a change in the pattern. And we have prepared for that. It would be good to be able to 
say more, but of course one can’t without being too specific about the opportunities we’re 
looking at. 

NW: Do you expect this year to see an improved sentiment in the mining sector? 

AB: Citibank certainly suggests that, as does Goldman Sachs. Citibank suggests that the blue 
chip miners have restructured sufficiently that even in the absence of bull markets in 
commodities, they can see improvement. This is normal: a change in sentiment towards a 
sector usually starts with the blue chips. On balance, I expect 2014 to be good for the sector 
and certainly we expect it to be good for us! The one cloud on the horizon is what, as a long-
time student of China, I consider to be the intensifying vulnerability of the Chinese economy to 
serious financial shock. However, the rest of the world seems to be improving in shape. 

NW: So to conclude, what would you say to shareholders about Red Rock’s vision for 2014? 

AB: The share price seems to us to be too low. We got a sharp recovery from the summer lows 
in the second half of 2013. This slight retracement and consolidation will, we hope, be a 
springboard for better days. We are determined to do well, and as I said to our staff in our 
regularly Monday meeting this week, we must all remain positive and full of energy, and 
anybody who doesn’t feel that way would be better off elsewhere. Luckily, Red Rock staff are 
by nature upbeat and optimistic. But the same applies to shareholders: we only have a place 
in your portfolio if you believe not just in the sector, but in our energies, talents and 
determination not to be defeated. Those, we think, we have evidenced over the years. 

NW: Thank you to Andrew for providing that insight. 

 

Red Rock’s return to what we do best - exploration - is backed up by a Mining News article published this week 
entitled, ‘Creating value in emerging resource companies - think exploration’. Allan Trench and Graham 
Arvidson discuss a recent study comparing the strategies of a group of top performing companies (by 
shareholder returns). The strategies undertaken by the resource companies were defined based on their priority 
activities, with a choice of M&A; project development; buying an old mine and restarting production; seeking 
out a strategic investor; and exploration. They observe that majority of these top performing companies had 
an exploration-led strategy, which “Unlocks the door to value creation”. 

Whilst this study might be somewhat selective in terms of the companies chosen to participate (80 companies 
with a $110m size cut-off), the success of the top 20 of these nonetheless demonstrates that focussing on 
exploration increases the chances of value-return, and with the sector still in a bear market, and under-valued 
projects thus being available at low cost, the time is ripe for Red Rock to return to its roots. 

I think it’s important to point out that I agree with Andrew regarding the sentiment in the office: we recognise 
that 2013 was a difficult year for Red Rock employees and shareholders, as well as the sector in general. Rest  
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assured that in two years, Red Rock staff have not received pay rises, bonuses or any other employee benefit 
(besides a reduced pension), yet have remained upbeat and determined not to be beaten down by negative 
market sentiment.  

The SIP programme is one remaining benefit that incentivises employees both to stay with the company, and 
undertake activities in the best interests of the group. This is a tax-beneficial scheme introduced by the 
government to encourage employee-ownership. The scheme entitles employees to be awarded £3,000 worth 
of free shares in any tax year, but in addition employees are encouraged to buy further shares in the company 
up to a maximum of £1,500 (partnership shares) per year, which the company matches. The free shares can be 
awarded at any time during the year (apart from during close periods) but the partnership and matching 
shares are awarded at the end of the tax year. To get the full tax benefit, employees have to remain in the 
scheme for five years from receiving the shares.  

I hope these updates from Andrew and I have been of use to our shareholders. We look forward to keeping 
you updated as we progress with our vision for 2014. 

 

Kind regards, 

  

Natasha Walton 

Head of Marketing and Community Affairs 
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