
Silvercorp Metals: Questionable Customers, Geologists, 
Production, Quality and Serious Related Party Failures 

 
Introduction 
 
Silvercorp Metals (NYSE and TSX: SVM) is a $1.4B market cap silver mining company 
deriving all its sales and income from mining assets located in China. This report shows 
that: 
 

• Henan Provincial Land & Resource Bureau mining reports contradict the production, 
quality and resource estimates of SVM’s key SGX (Ying) mine as shown in its 40-F 
and independent NI 43-101 reports that rely heavily upon data provided by 
management.   No independent geologists have visited SVM’s SGX mine since 2008.    

 
• Outside Tests of Ore Obtained from the SGX Mine Reveal Low Silver Content 

 
• 98% of Henan Found’s Sales Growth in 2010 came from Two Questionable 

Customers.  Management Failed to Disclose SVM’s Largest Customer is a Related 
Party.   

 
• Recent Auction Sale of 5% of Henan Found Values it at a 90% Discount to SVM’s 

Market Value 
 

• SVM Acquired Yangtze Gold from Chairman Rui Feng’s Relative Giving Him a 1500% 
Gain in Six Months  

 
Note: The contributors to this report believe all the information is accurate and the sources 
quoted are reliable.  Furthermore the contributors are not aware of the identity nor have 
they collaborated with the anonymous author mentioned in SVM’s press release (here).  
Contributors to this report are short SVM. 

 
Henan Provincial Land & Resource Bureau mining reports contradict the 
production, quality and resource estimates of SVM’s key SGX (Ying) mine 
as shown in its 40-F and independent NI 43-101 reports that rely heavily 
upon data provided by management.   No independent geologists have 
visited SVM’s SGX mine since 2008.    

 
The authors of SVM’s independent 43-101 reports are geologists Chris Broili (Age 63) and 
Mel Klohn (Age 68), operating together as “BK Exploration Associates”, a two-man 
consulting outfit that has no employees, no office and no business license.   While both 
Chris and Mel have strong credentials, their experience is primarily in South America and 
neither read Chinese thus making them heavily dependent on SVM to assist them in 
preparing their reports.  We have no idea why SVM has not engaged a major multinational 

http://finance.yahoo.com/news/Silvercorp-Notes-Large-Short-iw-1745542873.html?x=0�


geological consulting firm with offices and staff in China who are already familiar with the 
SVM’s projects to prepare its 43-101 reports.  The cost of hiring a reputable firm is 
negligible compared to the market cap of the company. 

 
Consider the fact that there is a substantial amount of locally produced Chinese language 
geological reports on SVM’s key SGX mine that are never mentioned or reconciled in the 
43-101 reports.  Each year the Henan Provincial Land & Resource Bureau (“L&R Bureau”) 
reviews mining resource reports submitted by each mine.  The government review of the 
most recent report from the SGX mine “2010 Dynamic Reconnaissance Report on the 
Resource Reserve of Yuelianggou Ag-Pb-Zn Mine in Luoning Henan” dated May 19th, 2011 
is available (here with translation here).  A translated summary table from the lengthy 
2009 “Henan Found Mining Co., Ltd. Yuelianggou Ag-Pb-Zn Mine Mineral Resource 
Verification Report” can be downloaded (here). 

 
The L&R Bureau reports show dramatically different production, quality and resource 
estimates for SVM’s key SGX mine compared to the 40-F and 43-101 reports.   The 
following table shows SVM produced 35% less ore and 75% less silver and lead in 2010 
compared to its 40-F fiscal year filing: 

 

  
 

According to the Ministry of Land & Resources website (link here with PDF here) the 
annual designed production scale of the SGX mine is 198,000 tonnes, confirming the 
207,037 tonnes reported to the L&R Bureau and contradicting the 316,522 tonnes 
reported in SVM’s 40-F filing by 37.5%. 
 
Our investigators spent two weeks this summer counting the number of 30 tonne 
capacity trucks delivering ore to SVM’s two mills.   According to SVM’s SEC filings, 2012 
Q1 ore milled from its Ying, HPG&LM and TLP mines totaled 171,818 tonnes, or 1,883 
tonnes per day on average.  We therefore expected to see an average of 1,883/30 = 63 
trucks per day entering the mills.  In addition, we expected to see at least another 4 trucks 
per day collecting the lead/silver/zinc concentrate for shipment to SVM’s smelting 
customers, for a total of about 67 trucks per day, on average. 
 
Our investigators noted the trucks delivered ore from approximately 7am to 7pm.   On 
average, the investigators counted 44 trucks per day entering the mills, about 34.3% 
less than the expected level of activity.   Therefore recent production continues to be 
at least 1/3 less than expected. 
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The next table shows that total ore mined at SGX from 2006 to 2010 fell short by an even 
larger 45% less than SVM disclosed in its 40-F: 

 

 
 

The measured average quality of the ore mined at SGX varies sharply between L&R 
Bureau records and SVM’s 43-101 report.  The records show silver quality (g/t) is 75% 
to 80% less than reported in the 43-101 for 2009 and 2010.   

 

 
 

According to L&R Bureau records the combined mineral resources (measured + indicated + 
inferred) of the SGX mine have been declining, in sharp contrast to the 43-101 reports, as 
shown in the following table: 

 

 
 

 
After discovering these disturbing variances, an international geological consulting firm 
with significant experience evaluating Chinese mines was engaged to review and compare 
the data in the 43-101 reports to the L&R Bureau’s geological reports.  After a thorough 
review the consultant had serious concerns about the reliability of the 43-101 reports, 
citing: 

 
“Silvercorp has done recent 43-101 reports that are built upon earlier reports rather than 
significant new information.  Check assays are not provided, independent reporting is not 
complete, and the technical information was not reviewed by the independent qualified 
person going to site.  The 43-101 reports have deferred to employees from the 
company to do the reporting on the mine and resource work rather than being 
independent.” [Emphasis added]  The consultant was perplexed by the lack of 
independent reviews and explained it could indicate conflicts of interest. 

 



Even SVM’s investor presentation appears to be misleading, as the consultant found “… the 
numbers in the corporate PowerPoint do not match the 43-101 reports because of different 
criteria and neither match the Chinese information.”  Even if the 43-101 reports are true: 
 
“The SGX mine has calculated reserves that are only 68M Oz of equivalent silver.  This is 
worrisome for a 100M market cap company let alone a $1,000M market cap company.  
They should have more resources.”  Even assuming the 43-101 reports are accurate, the 
consultant believes the geology does not support a market cap of even 1/3 of the current 
valuation. 
 
The consultant went on to explain that the SGX mine suffers from its very narrow veins that 
are too narrow to be mined efficiently.  SVM is forced to extract a large amount of waste 
material along with the ore from the narrow veins.  This geology requires expensive 
tunneling and large amounts of labor both underground and at the surface where the 
materials must be hand sorted.  The sustaining costs (according to the 43-101) of operating 
the mine are very high, in fact, the highest of any of the silver mining companies the 
consultant surveyed: 
 

 
 
Regarding SVM’s business model, the consultant explained that:  
 
“Integrating a lot of small uneconomic mines as Silvercorp is doing is generally not a way to 
make a giant low cost economic producer.  The business model Silvercorp is doing does not 
scale up easily.  Small resources and expensive to prove up further, low confidence of 
ability to grow long term and as push for faster production makes the problem worse and 
typically collapses as a business.  High cost producers that are barely economic and rely a 
lot of low cost manpower and old techniques like hand selection, hand mining, high work 
force approaches which the Chinese government very well likes but as wage demands 
increase will not necessarily be a sustainable business” 
 
The consultant concludes: “Geologically the information found for Silvercorp projects 
suggests varied reporting, inconsistent reserve numbers, high labor, numerous 
challenges and not easy to build a large resource.”   
 



Outside Tests of Ore Obtained from the SGX Mine Reveal Low Silver 
Content 
 
Our investigator made multiple visits to the SGX mine in August 2011 (see photos from his 
visit here and here).  During each visit the investigator collected samples of ore that had 
fallen off the trucks, littering the road along the route from the ferry dock to the mills.  We 
submitted the first two samples to a local laboratory for testing.  The lab determined the 
silver content to be only 30 grams per ton (a copy of the lab report can be downloaded 
here).  According to the 43-101 reports the ore from SGX mine sent to the mills should 
contain 407 grams of silver per ton of ore.   
 
We acknowledge our sample size was small and unscientific.  To correct this we are 
submitting numerous additional samples for testing and plan to publish our findings 
in a later report.  Despite the small sample size, our tests appear to be the only 
independent tests performed by outsiders on the mine since 2005.  According to the May 
20th 2011 43-101: 
 
16.2 METALLURGICAL TESTING 
Metallurgical testing for the SGX ore body was performed by Henan Non-ferrous Metals 
Research Institute (HNMRI) in July 2005.   
 
It appears that all the more recent testing was not independent since the two labs used are 
subsidiaries of SVM’s JV partner (“Number 6 Lab of the Non-Ferrous Metals Geology 
Prospect Bureau” and “Analytical Lab of Henan Non-Ferrous Metals Geological and 
Exploitation Institute” are both listed as subsidiaries of SVM’s JV partner here as 河南省有

色金属地质矿产局第六地质大队 and 河南省有色金属地质勘查总院). 
 
98% of Henan Found’s Sales Growth in 2010 came from Two 
Questionable Customers.  Management Failed to Disclose SVM’s Largest 
Customer is a Related Party.   
 
Management Failed to Disclose SVM’s Largest Customer is a Related Party 
 
SVM recently uploaded a complete customer list of Henan Found for the 2010 calendar 
year to its website (here).  We were shocked to see SVM’s largest customer is Luoyang 
Yongning Smelting Co. Ltd.  SVM previously disclosed that Henan Found owns 15% of 
Yongning Smelting in its 40-F filing.  However, SVM failed to disclose in its 40-F filing 
that Yongning Smelting, a related party, is also its largest customer.  Even Henan 
Found’s Chinese audited financials make the point of disclosing Yongning Smelting is a 
related party and largest customer.   Why didn’t SVM’s “Big Four” auditor catch this? 
 
According to SVM, Henan Found’s sales to Yongning Smelting in 2010 were 281,823,754 
RMB out of 964,812,316 RMB, or 29.2% of sales.  In May 2011, Yongning Smelting’s 
largest shareholder disclosed in a public debt offering notice (here) that Yongning Smelting 
only started test smelting at one production line on July 7th, 2010 with trial production 
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scheduled to commence in the first quarter of 2011 and normal production commencing 
once the company obtains financing (details here).  Why would Yongning Smelting buy 281 
million RMB of lead/silver concentrate so far ahead of commencing production?  Prior to 
obtaining financing how could Yongning Smelting even pay for the concentrate?  SVM 
certainly did not book any major receivable. 
 
Another Major New Customer is Questionable 
 
SVM’s fifth largest customer, Jiyuan Zhongse Mining Co., Ltd., was set up on September 9, 
2009 with a registered capital of 500,000 RMB (download the summary SAIC record here).  
Its business scope is “sales of minerals”.   Jiyuan Zhongse has no phone number registered 
with the local SAIC.  We could not find a phone number from telephone directory or 
internet searches.   Our investigator visited the current registered office address (济源市北

海办事处五楼) shown in its SAIC filings on September 9th and found it was a government 
building.  The receptionist explained that there was no such company located in this 
building.   Pictures from our visit can be found (here).   
 
SVM’s sales to Jiyuan Zhongse in 2010 were 62,795,754 RMB, or 6.5% of sales.  Combined 
with the 281,823,754 RMB of concentrates sold to Yongning Smelting, these two 
questionable new customers accounted for 344,619,508 RMB of Henan Found’s total 
2010 calendar year sales of 964,812,316 RMB, or 35.7%.    
 
We note that Henan Found’s sales increased 351,755,532 RMB from 613,056,784 
RMB in 2009 to 964,812,316 RMB in 2010.  Therefore these two questionable 
customers accounted for 98% of Henan Found’s sales growth in 2010. 
 
 
Recent Auction Sale of 5% of Henan Found Values it at a 90% Discount to 
SVM’s Market Value 

 
On August 15, 2011 5% of Henan Found owned by SVM’s JV partner was sold at auction to 
Henan Xinxiangrong Mineral Corp.   The announcement is available (here) with translation 
(here).  The sale price implied a valuation of the mine which would be around 1/10th the 
public market implied valuation of Henan Found.  SVM never disclosed this sale until a 
short seller pointed it out in an anonymous letter to securities regulators.   SVM then tried 
to explain the low valuation by pointing out that the buyer was an affiliate of the seller, so 
the purchase price may not reflect the true market price.   
 
However, we point out four reasons SVM’s explanation does not make sense: 

 
1) SVM failed to disclose that the sale was conducted as an auction on August 15, 

2011 at the Henan Auction House’s Equity Sale Center Auction Hall.  Photos and 
details of the auction and bidders can be found (here) with a translation (here).  
SVM’s explanation that the 5% equity sale was “to an affiliate” as allowed by the 
joint venture contract and articles of association of Henan Found.  Hence the 
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transfer price can be artificially low.  It is true that the sale was to an affiliate but 
it was not a simple transfer or assignment as SVM claims.  Clearly, the whole 
transaction was completed through an auction process with multiple bidders. 
The last paragraph of the announcement in fact states “The announcement is 
valid for 20 business days, and it will expire on August 4, 2011. The sale will be 
determined through an auction if there are more than two parties intending to 
buy the equity during the period.”  On August 15, 2011, Henan Auction House 
hosted the 5% equity sale publicly at Henan Equity Sale Center Auction Hall.  The 
final price was bid 0.5 million RMB higher than the listed price.  Moreover, the 
decision to sell the stake at auction required the additional cost of engaging a 
reputable auditing firm, asset appraiser and auction house.  If the JV partner can 
simply assign its equity to any party it wouldn’t go through all the hassles of 
staging an auction to sell the stake. 
 

2) A local accounting firm Henan Wabisen Keenvim CPA Co., Ltd audited Henan 
Found’s financials showing the net book value is 793.5 million RMB.   A third 
party asset appraiser Henan Zhongsheng Lianmeng Assets Appraisal Co., Ltd. 
valued the company’s net assets at 860.6 million RMB.  The winning bid for the 5% 
stake valued Henan Found at 901 million RMB, only 13.5% above net book value 
and 4.7% above appraised net asset value.  This valuation is absurdly low 
compared to SVM’s market value that is based almost entirely on Henan Found, 
SVM’s only profitable subsidiary.  The market cap of SVM is $1.44 billion on 
September 8, 2011, which is more than 10x the valuation implied by the 5% sale. 
Henan Found’s audited financials (available here on SVM’s website) show Henan 
Found made a net profit of 521 million RMB ($78.9 million) in 2010.  The 5% 
minority share of these profits is 26 million RMB.  The buyer can thus get its 
investment back in less than two years provided that Henan Found’s profits are 
real. 

 
3) Could the low valuation be a sign of exaggerated earnings?  The audited 

shareholders’ equity of Henan Found at the end of July 31, 2010 was 793.468 
million RMB as shown in the auction announcement (here).  However, the 
audited financials of Henan Found SVM uploaded to its website September 2nd 
(here) show audited shareholders’ equity at December 31, 2010 declined to 
781.483 million RMB.   Taking the difference between the two figures, we 
calculate that Henan Found actually lost 12 million RMB in the last 5 months of 
2010.  How is this possible considering SVM published Henan Found’s audited 
financials showing a profit of 521 million RMB in 2010?   

 
4) Henan Zhongsheng Lianmeng Assets Appraisal Co., Ltd. values Henan Found’s 

net assets at 860.645 RMB million, a 67 million RMB premium to net book value. 
This does not make any sense at all.  The small premium should reflect the 
substantial appreciation of the inventories and mining assets over cost due to 
the recent high silver prices.  The mere 67 million RMB appreciation (8%) over 
the net book value indicates that the true value of Henan Found’s mining assets 
may be much smaller than the numbers in its 43-101 reports.  Silver prices more 
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than doubled to $20 per ounce from to 2006 to July 31st 2010 (the time of the 
appraisal).  Why wasn’t this huge appreciation reflected in the appraised value of 
Henan Found? 

 
SVM Acquired Yangtze Gold from Chairman Rui Feng’s Relative Giving 
Him a 1500% Gain in Six Months  

 
On April 24, 2008 SVM acquired Yangtze Gold Ltd for $60.27 million.  Yangtze Gold is a BVI 
holding company that indirectly controlled 95% of the GC and SMT projects at the time it 
was acquired.  According to the company’s 40-F: 
 
“Dr. Rui Feng, Chairman and CEO of the Company, is a Director of Yangtze Gold, Yangtze 
Mining and Anhui Yangtze, and Mr. J. Feng, a relative of Dr. Feng, controls Yangtze Gold. 
The transaction was approved by the independent directors of the Company in accordance 
with the applicable laws.”  
 
Yangtze Gold’s operating subsidiary is Anhui Yangtze Mining Co., Ltd.  To find more details 
about Anhui Yangtze we obtained its complete SAIC record through a credit agency.  The 
full report is available (here).  Anhui Yangtze was set up as a foreign invested entity in 2002 
with Rui Feng himself as its chairman, legal representative and general manager.  The 
initial registered capital of $500,000 was paid in full in August 2003.  For the next four 
years, no extra equity funding was provided to Ahhui Yangtze.  Then in September 2007, 
the paid in capital was increased to $4 million.  Miraculously, six months later, SVM bought 
the Anhui Yangtze’s parent Yangtze Gold from Rui Feng’s relative “J. Feng” and for a 
whopping $60.27 million, a 1506.75% gain on his invested capital in a mere six months.  
SVM’s independent directors need to explain how this could possibly be a fair price. 
 
Conclusion 

 
We have tried our best to present the facts as they stand, with as little interpretation as 
possible in this report.  These are facts that SVM, its independent directors, auditors and 
regulators urgently need to address.  The independent directors of SVM would be wise to 
honestly investigate these facts and to hold management to a higher standard, considering 
the market cap of the company.  The board has, in our opinion, so far fallen short in its duty 
to investors by failing to catch the undisclosed related party dealings and by approving the 
questionable related party acquisition.  Management should not be allowed to simply brush 
aside this report as false, misleading or defamatory.  Nor should management try to escape 
the facts by attacking the messenger.  The contributors to this report live and work in China.  
They feel threatened by the companies they expose so understandably they value their 
privacy.  We seek only to profit from the truth. 
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