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 $mm, except per share data 

AMEX Ticker: SHZ 

Closing Price on 03/07/11 $5.25  

Market Capitalization $169.3  

Firm Value $165.5  

Diluted Shares Outstanding 32.3 

Dividend Yield 0.0% 

Average Volume (3-Months/10-Days) 4.4mm/1.6mm 

Price Target $1.25  

Recommendation CONVICTION SELL 
Business Summary:  China Shen Zhou Mining & Resources engages in the development, mining, and processing of fluorite and 

nonferrous metals. It owns the Sumochaganaobao fluorite mine and Qingxing zinc/copper mine in northern China and is 

currently exploring the Keyinbulake multi-metal development project in northwest China. The company is headquartered in 

Beijing, went public in the United States via a reverse-merger on 09/15/06, and was listed on the AMEX on 01/31/08. 

        _________Historical Financials                         a   Management Guidance1 

$mm FY07 FY08 FY092 3Q10-LTM2  FY10E FY11E 

Summary Results        

Revenue $14.4  $7.1  $4.2  $7.9   $14.5  $43.5  

EBITDA $2.8  ($2.7) ($3.2) ($0.9)  -- -- 

Net Income ($4.0) ($12.1) ($8.8) ($4.1)  -- $14.0  

Operating Cash Flow $3.6  ($2.2) ($1.2) ($5.1)  -- -- 

CAPEX $19.6  $1.9  $2.5  $3.1   -- -- 

Current Trading Multiples        

FV/Revenue 11.5x 23.2x 39.5x 21.1x  11.4x 3.8x 

FV/EBITDA 58.2x N.M. N.M. N.M.  N.A. N.A. 

FCF Yield N.M. N.M. N.M. N.M.  N.A. N.A. 

P/E N.M. N.M. N.M. N.M.  N.A. 12.1x 

 
In this Initiating Coverage Report, Absaroka will demonstrate that {I½Ωǎ FY11 forward-looking 
guidance cannot be relied upon and the business should be valued based upon its historical results. 
SHZ is not a rare earths producer and is currently massively over-valued as it is trading at 21.0x LTM 
Revenue of $7.9mmΣ Ƙŀǎ ǇǊƻŘǳŎŜŘ ƴŜƎŀǘƛǾŜ 9.L¢5! ǎƛƴŎŜ C¸лтΩǎ diminutive $2.8mm results, and has 
yet to generate positive free cash flow since going public via a reverse-merger in FY06.  

                                                           
1 SHZ Management Guidance from 12/03/10 press release and filings from the  55% acquisition of  Xinyi Fluorite announced 01/13/11  
2 Please note in 4Q09 SHZ benefited from a non-recurring, non-cash $14.0mm gain with the repurchase of its convertible note at a 50% discount to face value; as a 
result, Absaroka has included this pro-forma adjustment to the reported financials for the Summary Financials and Current Trading Multiples information 
As a reminder, please review important Legal Information and Disclaimers on Page 2 of this document 
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,ÅÇÁÌ )ÎÆÏÒÍÁÔÉÏÎ ÁÎÄ $ÉÓÃÌÁÉÍÅÒÓ 

General Information and Disclaimer: 
¢Ƙƛǎ ŘƻŎǳƳŜƴǘ ǿŀǎ ǇǊŜǇŀǊŜŘ ŜȄŎƭǳǎƛǾŜƭȅ ŦƻǊ ǘƘŜ ōŜƴŜŦƛǘ ŀƴŘ ƛƴǘŜǊƴŀƭ ǳǎŜ ƻŦ ǘƘŜ !ōǎŀǊƻƪŀ /ŀǇƛǘŀƭ aŀƴŀƎŜƳŜƴǘΣ [[/ όά!ōǎŀǊƻƪŀέύ Client and Counterparty (including 
such Client and /ƻǳƴǘŜǊǇŀǊǘȅΩǎ affiliates, officers, and ŜƳǇƭƻȅŜŜǎΣ ǘƘŜ ά/ƻǳƴǘŜǊǇŀǊǘȅέύ ǘƻ ǿƘƻƳ it is directly addressed and delivered in order to assist the 
Counterparty in evaluating, on a preliminary basis, the feasibility of a possible transaction or transactions and does not carry any right of publication or disclosure, in 
whole or in part, to any other party.  This document is for discussion purposes only and is incomplete without reference to, and should be viewed solely in 
conjunction with, the oral briefing provided by Absaroka.  As a reminder, the Counterparty must be an Accredited Investor as defined by the United States Securities 
and Exchange Commission; if the Counterparty no longer qualifies as an Accredited Investor for any reason, it must immediately notify Absaroka.  The Counterparty 
shall not use this document at any time for any purpose that is unlawful or prohibited and shall comply with any applicable local, state, national or international 
laws or regulations when using this document or any of the information contained herein.  If any provision in this Legal Information and Disclaimers section is held 
to be invalid or unenforceable for any reason, then the remaining provisions shall continue in full force and effect.   

This document may contain information that is privileged, confidential, legally privileged, and/or exempt from disclosure under applicable law.  Neither this 
document nor any of its information or contents may be disclosed or used for any other purpose without the prior written consent of Absaroka.  Your receipt of this 
document does not by itself establish any relationship between you and Absaroka.  If you are not the intended recipient of this strictly private and confidential 
document, you are hereby notified that any disclosure, copying, distribution, or any use of the information contained herein (including any reliance thereon) is 
STRICTLY PROHIBITED.   

This document is for informational purposes only and it is not intended as an official confirmation of any transaction. All market prices, data and other information 
are not warranted as to completeness or accuracy and are subject to change without notice.  The information included in this document is based upon selected 
ǇǳōƭƛŎ ƳŀǊƪŜǘ Řŀǘŀ ŀƴŘ ǊŜŦƭŜŎǘǎ ǇǊŜǾŀƛƭƛƴƎ ŎƻƴŘƛǘƛƻƴǎ ŀƴŘ !ōǎŀǊƻƪŀΩǎ ǾƛŜǿǎ ŀǎ ƻŦ ǘƘƛǎ ŘŀǘŜΣ ŀƭƭ ƻŦ ǿƘƛŎƘ ŀǊŜ ŀŎŎƻǊŘƛƴƎƭȅ ǎǳōƧect to change.  AbsaroƪŀΩǎ ƻǇƛƴƛƻƴǎ ŀƴŘ 
estimates constitute a best efforts judgment and should be regarded as indicative, preliminary and for illustrative purposes only.  All expressions of opinions and 
estimates are subject to change without notice and Absaroka does not undertake to update or supplement this document or any of the information contained 
herein. Absaroka Capital Management is a duly registered Limited Liability Company with the Secretary of State for the State of Wyoming in the United States of 
America. 

IRS Circular 230 Disclaimer:  
Absaroka Capital Management, LLC and its affiliates, officers, and employees do not provide tax advice.  Accordingly, any discussion of U.S. tax matters included 
herein (including any appendixes) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by 
anyone not affiliated with Absaroka Capital Management, LLC of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties. 

Investment Risks Disclaimer: 
Any investment involves substantial risks, including, but not limited to, pricing volatility, inadequate liquidity, and the potential complete loss of principal.  In 
addition, investments in emerging or developing markets involve exposure to economic structures that are generally less diverse and mature, and to political 
systems which can be expected to have less stability than those of more developed countries. The financial performance of companies in the natural resources 
sector may be directly affected by commodity prices; this investment risk is exacerbated for companies that own or have rights to the underlying commodity.  
!ōǎŀǊƻƪŀΩǎ tǊƛŎŜ ¢ŀǊƎŜǘ ŀƴŘ wŜŎƻƳƳŜƴŘŀǘƛƻƴ ƻƴƭȅ ǊŜǇǊŜǎŜƴǘǎ ŀ ōŜǎǘ ŜŦŦƻǊǘǎ estimate of the potential valuation change over the next 12 months of a specific 
security or commodity, and are not expressed as, or implied as, assessments of the quality of a security or commodity, a summary of past performance, or an 
actionable investment strategy for the Counterparty.   

This document does not in any way constitute an offer or solicitation of an offer to buy or sell any investment, security, or commodity discussed herein.  Also, this 
document does not in any way constitute an offer or solicitation of an offer to buy or sell any security in any jurisdiction in which such an offer would be unlawful 
under the securities laws of such jurisdiction. To the best of !ōǎŀǊƻƪŀΩǎ ability and belief, all information contained herein is accurate and reliable, and has been 
obtained from public sources believed to be accurate and reliable, and who are not insiders or connected persons of any company covered herein or who may 
otherwise owe any fiduciary duty or duty of confidentiality.  Absaroka reserves the right for its affiliates, officers, and employees to hold cash or derivative positions 
in any company or commodity discussed in this document at any time.  As of the original publication date of this document, the Counterparty should assume 
!ōǎŀǊƻƪŀΩǎ ŀŦŦƛƭƛŀǘŜǎΣ ƻŦŦƛŎŜǊǎΣ ŀƴŘ ŜƳǇƭƻȅŜŜǎ ƘŀǾŜ sold borrowed CUSIP number 16942H109 securities and have positions in financial derivatives that reference this 
security and thus stand to potentially realize gains in the event that the market valuation of the ŎƻƳǇŀƴȅΩǎ common equity is lower than prior to the original 
publication date. These affiliates, officers, and individuals shall have no obligation to inform any Counterparty about their historical, current, and future trading 
activities.  In addition, !ōǎŀǊƻƪŀΩǎ ŀŦŦƛƭƛŀǘŜǎΣ ƻŦŦƛŎŜǊǎΣ ŀƴŘ ŜƳǇƭƻȅŜŜǎ Ƴŀȅ ōŜƴŜŦƛǘ ŦǊƻƳ ŀƴȅ ŎƘŀƴƎŜ ƛƴ ǘƘŜ Ǿŀƭǳŀǘƛƻƴ ƻŦ ŀƴȅ other companies or commodities discussed 
iƴ ǘƘƛǎ ŘƻŎǳƳŜƴǘΦ  ¢Ƙƛǎ ŎƻǳƭŘ ǊŜǇǊŜǎŜƴǘ ŀ ǇƻǘŜƴǘƛŀƭ ŎƻƴŦƭƛŎǘ ƻŦ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ ǎǘŀǘŜƳŜƴǘǎ ŀƴŘ ƻǇƛƴƛƻƴǎ ƛƴ !ōǎŀǊƻƪŀΩǎ ŘƻŎǳƳŜƴǘs.   

The information contained in this document may include, or incorporate by reference, forward-looking statements, which would include any statements that are 
not statements of historical fact.  Any or all of Absaroka's forward-looking assumptions, expectations, projections, intentions or beliefs about future events may turn 
out to be wrong.  These forward-looking statements can be affected by inaccurate assumptions or by known or unknown risks, uncertainties and other factors, most 
of which are beyond Absaroka's control.  The Counterparty should conduct independent due diligence, with assistance from professional financial, legal and tax 
experts, on all securities, companies, and commodities discussed in this document and develop a stand-alone judgment of the relevant markets prior to making any 
investment decision.   

If you have any additional questions about this Legal Information and Disclaimers or if you are not the intended 
recipient of this document, please immediately contact Absaroka Capital Management, LLC via email at: 
Legal@Absaroka.com  
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In this Initiating Coverage Report, Absaroka will present compelling evidence that China Shen Zhou Mining & 

wŜǎƻǳǊŎŜǎ όά{I½έ ƻǊ ǘƘŜ ά/ƻƳǇŀƴȅέ) is fraudulently misrepresenting its business and thus is massively over-

valued by the market at this time.  Prior to starting detailed research in SHZ, Absaroka was excited about the 

potential prospects of a mining company to supply /ƘƛƴŀΩǎ rapidly growing commodity needs for continued 

economic development.  Unfortunately, !ōǎŀǊƻƪŀΩǎ due diligence process unearthed a plethora of serious 

concerns about the validity of the Company, including: 

1. {I½Ωǎ Ƴŀƛƴ ǇǊƻŘǳŎǘ ƛǎ ŦƭǳƻǊƛǘŜ όŀΦƪΦŀ ŦƭǳƻǊǎǇŀǊ ƻǊ /ŀC2):  Despite a common misconception in the 

market, fluorite is not a rare earth nor does SHZ have any exposure to the rare earths business 

2. SHZ Management is significantly exaggerating the size of critical mines:  For example, its fluorite 

mine supposedly has a production capacity of >2x historical output and the Qingxing mine is 

allegedly 777.4km long, which would make it one of the ǿƻǊƭŘΩǎ ƭargest underground mines and 

violate the sovereignty  of Mongolia 

3. {I½Ωǎ FY11 guidance cannot be reconciled with prior results and Management is making promises it 

cannot meet:  Even if SHZ is able to achieve its extremely aggressive production forecasts of >2x 

volume growth, the implied commodity prices are irrationally high based on the revenue guidance 

4. The recent Xinyi Fluorite Company investment appears to be a fraudulent scheme to transfer equity 

to related parties and includes a put-option that is highly dilutive to public shareholders 

5. Significant CFO turnover, low quality auditors, and a dubious Audit Committee raises grave concern 

about the validity of published historical financials and forward-looking guidance:  2 of the auditors 

of the alleged China Education Alliance (NYSE: CEU) ŦǊŀǳŘ ƘŀǾŜ ŀƭǎƻ ǎƛƎƴŜŘ ƻŦŦ ƻƴ {I½Ωǎ ŦƛƴŀƴŎƛŀƭǎ 

6. Audit Committee Chairman and Independent Director Mr. Gene Michael Bennett appears to have a 

fabricated employment history, a non-existent CPA certification, overstated educational 

achievements, and has been a Board member for four other Chinese reverse-merger frauds  

7. Multiple material differences between Management statements and reality, including a 60% miss on 

FY09 fluorite production guidance, mysterious fluorite pricing data, and failed development projects 

8. The recent trading history was significantly impacted by the CƻƳǇŀƴȅΩǎ ǇǊƻƭƛŦƛŎ and misleading 

investor relations effort while insiders were selling stock prior to the $20mm equity offering 

9. $20mm equity offering in January 2011 had no rational explanation based on business needs and 

significantly increases the risk of corporate malfeasance 

Any of these serious issues on a stand-alone basis should be enough to convince public shareholders to 

question the current $5.25/share valuation and pursue the ά²ŀƭƭ {ǘǊŜŜǘ ²ŀƭƪέ form of shareholder activism.  

Recommendation:  CONVICTION SELL 
Price Target: $1.25  
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1ȡ  3(:ȭÓ -ain Product is Fluorite (a.k.a Fluorspar or CaF 2) - Fluorite is 

not a rare earth element nor does SHZ have any exposure to the rare 

earths business, despite a common misperception in the market  
Based on statements from numerous investors and commentators, the market apparently believes SHZ is a 

producer of rare earths and/or has exposure to the sky-rocketing rare earths business.3  While prices for rare-

earth metals have soared to record heights (cerium oxide is currently trading at $71,000 per ton, up 992% 

from July 2010 and lanthanum oxide is at $73,000 per ton, up 769% from July 2010), fluorite prices have only 

increased approximately 19% over the same time period according to Industrial Minerals.4  {I½Ωǎ Ƴŀƛƴ 

ǇǊƻŘǳŎǘ ƛǎ ŦƭǳƻǊƛǘŜΣ ǿƘƛŎƘ ƛǎ ƴƻǘ ŀ ǊŀǊŜ ŜŀǊǘƘ ŜƭŜƳŜƴǘΣ ŀƴŘ {I½ ƛǎ ƴƻǘ ŎŜǊǘƛŦƛŜŘ ōȅ ǘƘŜ tŜƻǇƭŜΩǎ wŜǇǳōƭƛŎ ƻŦ 

China to mine, process, refine, export or use rare earths.  Because of the false belief about rare earths 

exposure, SHZ has traded up in correlation with other rare earths equities (the Bloomberg Rare Earth Equity 

Index is up 273% from 07/08/10 to 03/04/11) and thus is massively over-valued by the market at this time.   

Please review Appendix B for the complete list of Chinese certified rare earth companies. 

Unlike rare earths, a significant portion of the global fluorite demand, geological reserves, and production 

occurs ƻǳǘǎƛŘŜ ƻŦ /ƘƛƴŀΦ  aƻǊŜƻǾŜǊΣ ǘƘŜ ¦ƴƛǘŜŘ {ǘŀǘŜǎΩ ŎƻǊŜ ŀƭƭƛŜǎ, such as Mexico, Spain, and South Africa, 

have both significant fluorite production capacity and economically viable, proven geological reserves.  Also, 

the refiners, processors, and end-users of fluorite are distributed globally, which is significantly different from 

ǘƘŜ ǾŜǊȅ ƴŀǊǊƻǿ ǊŀǊŜ ŜŀǊǘƘǎ ǾŀƭǳŜ ŎƘŀƛƴΣ ƛƴ ǿƘƛŎƘ Ƴƻǎǘ ƻŦ /ƘƛƴŀΩǎ ǊŀǊŜ ŜŀǊǘƘ ƻǊŜ ƛǎ ǎƘƛǇǇŜŘ ŘƛǊŜŎǘƭȅ ǘƻ WŀǇŀƴ 

for further refining and inclusion in value-added goods; the rare earths value chain has been significantly 

impacted by recent political tension between China and Japan.  Finally, multiple substitutes, recycling, and 

the synthetic production of fluorite in chemical and industrial processes result in elastic demand and 

drastically dampens price volatility relative to rare earths. 

Geo-Politica l Supply  Considerations: Fluorite vs. Rare Earths5 
Due to the global production capacity, 

fluorite does not benefit from the 

same geo-political supply 

considerations and scarcity premium 

as the rare earths.  Moreover, the U.S. 

Congress is not placing any 

importance on the sources of the 

fluorite supplies or advocating the 

stockpiling of fluorite supplies for 

defense industry applications. 6   As 

discussed in greater detail in the following table, rare earths are critical components for numerous critical 

modern military and green technologies, while fluorite is mainly a basic feedstock for industrial and chemical 

processes.  

                                                           
3
 For example, please review:  www.goo.gl/nTJSQ, www.goo.gl/dXpGR, or www.goo.gl/QfLYq 

4 Industrial Minerals MarketTracker $/ton midpoint for FOB China Metallurgical Fluorspar (CaF2>80%, wet-bulk); άaƻƭȅŎƻǊǇ tŀȅǎ hŦŦ ŦƻǊ .ǳȅƻǳǘ .ŜƭƛŜǾŜǊǎέ  DǊŜƎƻǊȅ 
Zuckerman The Wall Street Journal, 02/23/11, available at:  http://professional.wsj.com/article/SB10001424052748704071304576160753303293530.html 
5 άaƛƴŜǊŀƭ /ƻƳƳƻŘƛǘȅ {ǳƳƳŀǊƛŜǎ нлммέ  ¦Φ{Φ DŜƻƭƻƎƛŎŀƭ {ǳǊǾŜȅΣ ŀǾŀƛƭŀōƭŜ ŀǘΥ  http://minerals.usgs.gov/minerals/pubs/mcs/2011/mcs2011.pdf 
6 ά/Ƙƛƴŀ .ǳƛƭŘǎ ¦Ǉ {ǘǊŀǘŜƎƛŎ wŜǎŜǊǾŜǎ hŦ wŀǊŜ-9ŀǊǘƘ aŜǘŀƭǎέ  WŀƳŜǎ !ŘǊŜŘŘȅ  The Wall Street Journal, 02/06/11, available at:  
http://professional.wsj.com/article/TPDJ00000020110206e7260001d.html   
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Product Characteristics:  Fluorite vs. Rare Earths  
 Fluorite

7
 Rare Earths

8
 

Description Å Halide mineral composed of calcium fluoride (CaF
2
) 

Å Isometric shape with a cubic habit configuration, 
though octahedral and more complex isometric 
forms are not uncommon 

Å 17 chemically similar metallic elements 

Å Elements number 21, 39, and 57-71 on the periodic 
table 

Classification Classified based on purity: 

Å Metallurgical grade - low 

Å Ceramic grade fluorite - medium 

Å Acid grade - high 

Classified based on atomic weight and location on the 
periodic table: 
Å Heavy Rare Earth (HREE) 

Å Light Rare Earth (LREE) 

Uses Å Metallurgical grade used as a flux to lower the 
melting point of raw materials in steel production 

Å Ceramic grade fluorite is used in the manufacture of 
opalescent glass, enamels and cooking utensils 

Å Acid grade is used to make hydrofluoric acid by 
decomposing the fluorite with sulfuric acid 

Å Precision-guided munitions 
Å High-energy lasers 
Å Night vision equipment 
Å Radar systems 
Å High-efficiency magnets and fiber optics 
Å Hybrid car batteries and motors 

Recycling & 
Synthetic 
Production 

Å Aluminum producers recycle hydrofluoric acid and 
fluorides from smelting operations 

Å Hydrofluoric acid is also recycled in the petroleum 
alkylation process 

Å Synthetic fluorspar is recovered from uranium 
enrichment, petroleum alkylation and stainless steel 
pickling 

Å Difficult to recycle economically 
Å Not possible to synthetically create elements 

Substitutes Å Aluminum smelting dross, borax, calcium chloride, 
iron oxides, manganese ore, silica sand, and 
titanium dioxide have been used as substitutes for 
fluorspar fluxes 

Å Fluorosilicic acid has been used as a substitute in 
aluminum fluoride production and also can be used 
as a substitute in hydrofluoric acid production 

Å Limited at this time 
Å Difficult to replace without losing performance 

3(:ȭÓ Historical Fluorite Pricing and Sales Volume 9 
As clearly visible below, while {I½Ωǎ ǊŜŀƭƛȊŜŘ ŦƭǳƻǊƛǘŜ ǇǊƛŎƛƴƎ ƛƴŎǊŜŀǎŜŘ ǘƻ ǊŜŎƻǊŘ ƭŜǾŜƭǎ ƛƴ C¸луΣ ǎŀƭŜǎ ǾƻƭǳƳŜ 

dropped by over 50%.  Fluorite sales volume recovered slightly in FY09 to 40,056 tons, but {I½Ωǎ VWAP 

fluorite price decreased 22%.  In 3Q10, fluorite pricing increased slightly from FY09 levels, but the annualized 

sales volume was at a record low relative to prior full-year results.  Thus, {I½Ωǎ ŦƭǳƻǊƛǘŜ business has not 

benefited from inelastic demand and sky-rocketing prices like some of the Chinese rare earth producers.   

  

                                                           
7 άaƛƴŜǊŀƭ /ƻƳƳƻŘƛǘȅ {ǳƳƳŀǊƛŜǎ нлммέ  ¦Φ{Φ DŜƻƭƻƎƛŎŀƭ {ǳǊǾŜȅΣ ŀǾŀƛƭŀōƭŜ ŀǘΥ  http://minerals.usgs.gov/minerals/pubs/mcs/2011/mcs2011.pdf  
8 άwŀǊŜ 9ŀǊǘƘ aŀǘŜǊƛŀƭǎ ƛƴ ǘƘŜ 5ŜŦŜƴǎŜ {ǳǇǇƭȅ /Ƙŀƛƴέ ¦ƴƛǘŜŘ {ǘŀǘŜǎ DƻǾŜǊƴƳŜƴǘ !ŎŎƻǳƴǘŀōƛƭƛǘȅ hŦŦƛŎŜΣ  ŀǾŀƛƭŀōƭŜ ŀǘΥ  http://www.gao.gov/new.items/d10617r.pdf 
9 tƭŜŀǎŜ ƴƻǘŜ  ά±²!tέ ǊŜŦŜǊǎ ǘƻ ǘƘŜ ǾƻƭǳƳŜ ǿŜƛƎƘǘŜŘ ŀǾŜǊŀƎŜ ǇǊƛŎŜ ŦƻǊ {I½Ωǎ ŦƭǳƻǊƛǘŜ ƭǳƳǇǎ ŀƴŘ ŎƻƴŎŜƴǘǊŀǘŜκǇƻǿŘŜǊ ǎŀƭŜǎΤ  ŦƭǳƻǊƛǘŜ price and volume information 
as per SHZ 10-K and 10-Q SEC filings 
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2:  SHZ Business Overview ɀ Management is significantly exaggerating 

the size of critical mines  

Current B usiness Operations  as per SHZ Management10 
 Sumochaganaobao 

Fluorite Mine  
Qingxing Zinc &  
Copper Mine 

Keyinbulake Multi-
Metal Prospect 

Xinyi Fluorite  
Mines11 

Mine owner Inner Mongolia Xiangzhen 
Mining Group Ltd. 

Qingshan Nonferrous 
Metal Development Ltd. 

Buerjin County Xingzhen 
Mining Co. 

Xinyi Fluorite Company 
Ltd. 

% SHZ  100% 60% 90% 55% 

Mine type Non-metal fluorite Zinc & copper Zinc & copper Non-metal fluorite 

Status Production Production Exploration Production 

PRC  
license # 1500000820156 1500000820421 6500000712980 

3418252009036120010379 & 
3418002009046120011698 

PRC license 
period 

April 2008 to  
March 2011 

September 2008 to  
September 2011 

August 2007 to  
August 2013 

April 2009 to 
April 2011 

Ore type  Fluorite Zinc, copper, & sulfur Zinc & copper Fluorite 

Mining mode Underground Underground T.B.D. Underground 

Annual 
capacity 

150,000 metric tons 100,000 metric tons T.B.D. T.B.D. 

PRC location Inner Mongolia Inner Mongolia Xinjiang Uygur   Anhui Province 

 

Map of Major Operation s Based on Information from SHZ Management   

Detailed satellite view of operations available via GoogleMaps at www.goo.gl/YgnUz:12 

 

  

                                                           
10 SHZ 12/31/09 10K, page 20  http://www.sec.gov/Archives/edgar/data/790024/000114420410017376/v179454_10k.htm 
11 SHZ 01/14/11 8-K  http://www.sec.gov/Archives/edgar/data/790024/000114420411002268/0001144204-11-002268-index.htm 
12 Plot as per lat/long coordinates provided in SHZ 12/31/09 10-K; Qingxing Mine location based on AbsarokaΩǎ ōŜǎǘ ŜǎǘƛƳŀǘŜ ŀǎ {I½Ωǎ ǊŜǇƻǊǘŜŘ ƳƛƴŜ ƭŜƴƎǘƘ ƻŦ 
777.4km is impossible   

file:///C:/Users/KB/Documents/KB%20Documents/2011%20Trading/SHZ/Report/www.goo.gl/YgnUz
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Sumochaganaobao Fluorite Mine  ɀ Approximately half the size SHZ claims  

SI½Ωǎ Sumochaganaobao fluorite mine was acquired in 2002 from a state-owned enterprise and has 

been expanded to transition from the historical open-pit operations to underground mining; at this 

time, most of the fluorite veins economically accessible via open-pit mining have been depleted.  

Located on the high altitude, desert steppes of Inner Mongolia, the mine has historically been forced to 

close during the winter due to the extreme weather conditions.   

The Sumochaganaobao fluorite mine is extremely isolated and thus the operating costs of the mine are 

significant higher relative to fluorite producers with reserves in southern China.  Located approximately 

90km from the nearest town on a mud road, all supplies to the mine and all the ore from the mine must 

be transported via truck, which is significantly more expensive than rail transport.  Prior to 2007, all 

electrical power for production and the miners living quarters was produced on-site with inefficient 

diesel generators, which were quite expensive to operate and maintain.  Although the mine is now 

connected to the state power network, the mineΩǎ operating costs do not appear to have materially 

improved.  Water for the ǇǊƻŘǳŎǘƛƻƴ ǇǊƻŎŜǎǎŜǎ ŀƴŘ ǘƘŜ ƳƛƴŜǊǎΩ ƭƛǾƛƴƎ ƴŜŜŘǎ ƛǎ ǎƻǳǊŎŜŘ ŦǊƻƳ ǘƘǊŜŜ ǿŜƭƭǎ 

about one kilometer away from the mine; the arid climate makes it difficult to secure alternative water 

supplies. 

!ŎŎƻǊŘƛƴƎ ǘƻ {I½Ωǎ мл-K and 10-Q SEC filings, in its best operating year, Sumochaganaobao achieved 

fluorite sales volume of 74,971 metric tons.  However, fluorite volumes have been materially lower since 

FY07, despite several operational improvements, with 40,056 metric tons in FY09 and annualized 3Q10 

sales (prime mining season in Inner Mongolia) were only 28,736 metric tons.  Because of the low 

historical production volumes and the significant production issues discussed in the next section, 

Absaroka is highly confident the annual fluorite production capacity of Sumochaganaobao is 

approximately half of the 150,000 metric tons claimed by Management.   

  

+108% 

+212% 

{I½Ωǎ ŦƻǊŜŎŀǎǘŜŘ ǇǊƻŘǳŎǘƛƻƴ ƎǊƻǿǘƘ 
is completely irrational:  >2x FY07 
production is impossible with the 
mine operational constraints 
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Sumochaganaobao Fluorite , continued  ɀ Approximately half the size SHZ claims  
 

Absaroka is aware of at least two fatal flaws which limits {I½Ωǎ ǇǊƻŘǳŎǘƛƻƴ ŀǘ Sumochaganaobao:   

First, underground mining requires detailed engineering and operational optimization to ensure the 

mine access is large enough to handle the throughput of miners starting shifts and supplies (bolting 

steel, explosives, cement, etc.) entering the mine and the backhaul of ore, waste rock, and miners 

ending shifts out of the mine.  Based on estimated throughput/backhaul calculations for the 

Sumochaganaobao facility ǇŜǊŦƻǊƳŜŘ ōȅ !ōǎŀǊƻƪŀΩǎ mine engineering consultant, it is difficult to believe 

that the maximum annual production from the underground mine could ever be more than 75,000 

metric tons of fluorite.  This significant production constraint is also visible when comparing the scale of 

SumochaganaobaoΩǎ main shaft mine entrance to a legitimate mining projectΣ ǎǳŎƘ ŀǎ ¢ŜŎƪΩǎ DŀƭƻǊŜ 

Creek.13  For an approximate comparison of the relative mine entrances, please compare the size of the 

set of stairs (approximately 1 meter tall) on the left side of the Sumochaganaobao entrance relative to 

the size of the group of people standing (approximately 2 meters tall) in front of Galore Creek.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Second, access to adequate water supply is a critical component for a successful mining facility as large 

amounts of clean water are required to separate concentrated ore from waste rock.  Historically, SHZ 

has had problems with the Sumochaganaobao ǿŀǘŜǊ ǎǳǇǇƭƛŜǎ άǘŜƳǇƻǊŀǊƛƭȅ ώŦŀƛƭƛƴƎ ǘƻϐ ƳŜŜǘ ǇǊƻŎŜǎǎƛƴƎ 

requirements for large-scaled production.έ14  Northern China is currently experiencing the worst 

drought in at least 60 years and drinking water is being rationed in communities surrounding Beijing.15  It 

seems highly implausible SHZ will now be able to get enough water in 2011 for its critical mine located in 

the high altitude, desert steppes of Inner Mongolia when even industrialized city dwellers cannot find 

enough water.   

 

 

Difficult to Believe SumochaganaobaoΩǎ Annual Fluorite Production Could Ever Be More Than Half of 

the 150,000 Metric Tons Claimed by Management   

                                                           
13 wŜǘǊƛŜǾŜŘ ŦǊƻƳ {I½Ωǎ mandarin language website on 03/06/11, available at:  http://chinaszky.com/upimg/20069855907765.jpg 
14 SHZ 12/31/09 10-K, page 31  http://www.sec.gov/Archives/edgar/data/790024/000114420410017376/v179454_10k.htm 
15

 άChina Drought Threatens Wheat Cropέ  BBC News, published 02/17/11, available at:  http://www.bbc.co.uk/news/world-asia-pacific-12497459 

{I½Ωǎ Sumochaganaobao Mine Entrance13 ¢ŜŎƪΩǎ DŀƭƻǊŜ /ǊŜŜƪ Mine Entrance 
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Qingxing Zinc & Copper Mine   ɀ Definitely NOT 777.4km long as claimed by SHZ 

The Qingxing Zinc & Copper Mine was established in 

2003 and acquired by SHZ in 2006.  The mine has 

been intermittently closed by SHZ since its 

acquisition due to the high cost of extracting its 

lower-grade ore relative to the price of zinc and 

copper concentrate, especially during the extreme 

Inner Mongolia winters; in 2009, the mine produced 

very few products because of άtechnological 

difficultiesΦέ16  As of 12/03/10, SHZ Management 

expects to keep the mine open throughout FY11 and 

increase production levels by approximately 270% 

over the historical average levels since FY07.  

However, the high production costs for the ore 

relative to the prices of zinc and copper concentrate will limit free cash flow generation in FY11. 

!ŎŎƻǊŘƛƴƎ ǘƻ {I½Ωǎ {9/ Ŧƛlings, the mine coordinates 

are 9млсȏпр мр-млсȏпрΩпрέΣ bптȏрт мпέ-плȏрт прέΣ 

which implies the mine is 777.4km long, crosses the 

international border into Mongolia, and proceeds to 

the outskirts of Ulaanbaatar, Mongolia.17   For 

reference, this claimed length makes it one of the 

ǿƻǊƭŘΩǎ largest underground mines and is 

approximately twice the length of the trenched 

portion of the Great Wall of China.  Absaroka is 

highly confident the mine is significantly smaller 

than the 777.4km length SHZ Management claims.  

Based on the age of the mine, the main shaft is likely 

at most 20km long, assuming an aggressive 2,500m 

of mainline shaft progress per year of operation.   

Other Major Operations  

{I½Ωǎ Keyinbulake Project in the Xinjiang Uygur Autonomous Region of China is currently in the 

exploration stage with significant development risk and a long horizon before any potential positive free 

cash flow generation.  In 2009, political unrest and violence because of ethnic conflicts between the 

minority Uygur and the Han Chinese in Xinjiang Uygur prevented SHZ from accessing the project site.18 

The Xinyi Fluorite Ltd. investment is discussed in Section 4 of this document.  

                                                           
16 SHZ 09/30/10 10-Q, page 24  http://www.sec.gov/Archives/edgar/data/790024/000114420410059516/v201752_10q.htm 
17 SHZ 12/31/09 10-K, page 24 (see also FY07 & FY08 10-Ks)  http://www.sec.gov/Archives/edgar/data/790024/000114420410017376/v179454_10k.htm 
18

 SHZ 12/31/09 10-K, page 14   http://www.sec.gov/Archives/edgar/data/790024/000114420410017376/v179454_10k.htm 

Total Length: 777.4km 

9млсȏпр мр-млсȏпрΩпрέΣ  

bптȏрт мпέ-плȏрт прέ 

+270% 

Size of Qingxing Mine as per SHZ SEC Filings17 
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3.  3(:ȭÓ &9ρρ 'ÕÉÄÁÎÃÅ ɀ Not possible to reconcile with prior results and 

SHZ appears to be making promises it cannot meet  
hƴ мнκлоκмлΣ {I½ ŘƛǎǘǊƛōǳǘŜŘ ǘƘŜ ǇǊŜǎǎ ǊŜƭŜŀǎŜ ŜƴǘƛǘƭŜŘ ά/Ƙƛƴŀ {ƘŜƴ ½Ƙƻǳ !ƴƴƻǳƴŎŜǎ hǇŜǊŀǘƛƻƴŀƭ ŀƴŘ 

CƛƴŀƴŎƛŀƭ DǳƛŘŀƴŎŜέ ǿƘƛŎƘ ǇǊƻǾƛŘŜŘ ŦƻǊǿŀǊŘ-looking statements on FY11.  For reference, below is a 

quotation of the relevant section of the press release (emphasis added for clarity): 

άCƻǊ нлммΣ /Ƙƛƴŀ {ƘŜƴ ½Ƙƻǳ ŜȄǇŜŎǘǎ ǇǊƻŘǳŎǘƛƻƴ ǘƻ ǊŜŀŎƘ ŀǇǇǊƻȄƛƳŀǘŜƭȅ 60,000 metric tons of 

fluorite powder and approximately 40,000 metric tons of fluorite lumps. Nonferrous metal 

production should reach approximately 15,000 metric tons of zinc concentrate (equal to 

7,000 metric tons of zinc metal) and nearly 1,500 metric tons of copper concentrate (equal to 

280 metric tons of copper metal) in the 2011 year...For the year to end December 31, 2011, 

net revenues are expected to approximate $38.0 million, a 164% increase compared with the 

2010 estimated net revenues of $14.5 million. All this anticipated growth is organic from the 

current product portfolio. Net income for the 2011 year is estimated to reach approximately 

$11.0 millionΦά 

Utilizing some simple arithmetic, it becomes crystal clear that {I½Ωǎ FY11 forecast cannot be relied upon, 

even if one makes the heroic assumption that SHZ is able to achieve its extremely aggressive production 

forecasts despite the fatal mine flaws discussed in the prior sections.  Please review Appendix C for a 

ŎƻƳǇƭŜǘŜ ǊŜŎƻƴŎƛƭƛŀǘƛƻƴ ƻŦ !ōǎŀǊƻƪŀΩǎ ŎŀƭŎǳƭŀǘƛƻƴǎ ŀƴŘ ǘƘƛǊŘ-party data sources. 

In summary, after backing-out the ǊŜǾŜƴǳŜ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ {I½Ωǎ ŜǎǘƛƳŀǘŜŘ C¸мм ȊƛƴŎ ŀƴŘ ŎƻǇǇŜǊ 

concentrate sales by utilizing forward pricing data from the Shanghai Futures Exchange, it appears SHZ is 

forecasting its volume-weighted average fluorite price to increase by approximately 124.0% from its 

realized 3Q10 fluorite price and 135.6% from its fluorite VWAP from FY06-FY09.  Based on independent, 

third-party fluorite data from Industrial Minerals, the highly regarded global non-metallic minerals 

ǇǊƛŎƛƴƎ Řŀǘŀ ŀƴŘ ƴŜǿǎ ǎƻǳǊŎŜΣ {I½Ωǎ ǇǊƛŎƛng growth forecast is comically aggressive and does not 

reconcile with forecasts from other fluorite industry participants.  For example, Industrial Minerals data 

shows Chinese Metallurgical Fluorspar pricing in 2011 has only increased approximately 16.3% since 

лфκолκмл ǾŜǊǎǳǎ {I½Ωǎ ŦƻǊŜŎŀǎǘ ƻŦ мнпΦл҈Φ19  aƻǊŜƻǾŜǊΣ ōŀǎŜŘ ƻƴ ŘƛǎŎǳǎǎƛƻƴǎ !ōǎŀǊƻƪŀΩǎ ƛƴ-country 

investigator had with Chinese fluorite industry ǇŀǊǘƛŎƛǇŀƴǘǎΣ {I½Ωǎ LƴƴŜǊ aƻƴƎƻƭƛŀ ŦƭǳƻǊƛǘŜ ǾŜƛƴ ŘŜǇƻǎƛǘǎ 

have significantly higher levels of naturally occurring silica impurities versus southern producers, which 

ǿƛƭƭ ƭƛƳƛǘ {I½Ωǎ ŀōƛƭƛǘȅ ǘƻ ƛƴŎǊŜŀǎŜ ǇǊƛŎƛƴƎ ƻǾŜǊ ƛǘǎ ƘƛǎǘƻǊƛŎŀƭ ƭŜǾŜƭǎΦ  CƛƴŀƭƭȅΣ ƛǘ ƛǎ ŎǊƛǘƛŎŀƭ ǘƻ ƴƻǘŜ ǘƘŀǘ {I½ 

ǎǇŜŎƛŦƛŎŀƭƭȅ ƳŜƴǘƛƻƴǎ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ƎǳƛŘŀƴŎŜ ƛǎ άƻǊƎŀƴƛŎ ŦǊƻƳ ǘƘŜ ŎǳǊǊŜƴǘ ǇǊƻŘǳŎǘ ǇƻǊǘŦƻƭƛƻΣέ ǎƻ ǘƘŜ 

January acquisition of Xinyi Fluorite would be additive to the December FY11 financial guidance.   

Thus, based on the massive forecasted production volume growth and aggressive commodity pricing 

estimates, Absaroka is highly confident SI½Ωǎ FY11 financial guidance cannot be relied upon and the 

FY11 results will most likely only be incrementally better than the operating losses and negative free 

cash flow SHZ achieved in FY07. 

                                                           
19 Industrial Minerals MarketTracker fluorspar pricing quote, $/ton midpoint for FOB China Metallurgical Fluorspar (CaF2>80%, wet-bulk) as of 02/28/11,  available 
with a Euromoney Institutional Investor PLC subscription at:  www.indmin.com 
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4:  Xinyi Fluorite Company Investment ɀ Deal structure include s a dilutive 

equity put -optio n and shockingly low transaction multiples 20  
On January 13, 2011, SHZ announced it signed a $13.5mm equity transfer agreement with the shareholders 

of Xinyi Fluorite Company Ltd. όά·ƛƴȅƛέύ ƛƴ ƻǊŘŜǊ ǘƻ ŀŎǉǳƛǊŜ ŀ рр҈ Ŝǉǳƛǘȅ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ ŎƻƳǇŀƴȅΦ  ·ƛƴȅƛ ǿŀǎ 

established in 2003, operates in Anhui Province (southeastern China),  and purportedly operates three 

ŦƭǳƻǊƛǘŜ ƳƛƴŜǎΦ  .ŜŎŀǳǎŜ ·ƛƴȅƛ ƛǎ ƭƻŎŀǘŜŘ нΣлллƪƳ ŦǊƻƳ {I½Ωǎ ŎǳǊǊŜƴǘ ƳƛƴŜ and freight costs are a significant 

consideration for the end-users of fluorite, it is difficult to understand how Management intends to, as per 

the press release, άƭŜǾŜǊŀƎŜ ƻǳǊ ǎŀƭŜǎΣ ǇǊƻŘǳŎǘƛƻƴΣ ŀƴŘ ƻǳǊ ƳŀǊƪŜǘƛƴƎ ƴŜǘǿƻǊƪέ to successfully integrate 

these geographically separate mines, especially as SHZ currently ŘƻŜǎ άnot employ any marketing staff.έ21   

Moreover, analysis of the Equity Transfer Agreement filed with the SEC raises several material concerns.  

First, SHZ is paying for a majority, $7.6mm, of the acquistion with parent company stock (i.e. issuing new 

AMEX shares).  !ǎ ǇŜǊ ŎƻƴǘǊŀŎǘ Ǉƻƛƴǘ пΦф άtŀǊǘȅ . ώ{I½ϐ ǿŀǊǊŀƴǘǎ ǘƘŀǘ ǘƘŜ Ŝǉǳƛǘȅ ǎƘŀǊŜ ǾŀƭǳŜ ƻŦ ǘƘŜ tŀǊŜƴǘ 

Company in the amount of RMB fifty million Yuan [$7.6mm] will not devalue, otherwise Party B [SHZ] shall 

make up the differenceΦέ  This equity put-option deal structure is extremely disadvantegous to SHZ public 

shareholders.  As SHZ has traded down since the January 13th announcement, the potential number of shares 

to be issued has increased by approximately 67%, which will further dilute public shareholders.  For example, 

one of the key catalysts in the collapse of Enron was the exercise of the equity put-options after the 

implosion of the Raptor II and LJM Management off-balance sheet partnerships.  

Next, SHZ is also allowing Mr. Min Yong (10%) and Mr. Wang Changman (5%) to acquire ownership stakes in 

Xinyi for $0.9mm and $0.5mm, respectively.  These acquisition prices for Mr. Min Yong and Mr. Wang 

Changman represent a 64% and 57%, discount respectivelyΣ ǘƻ {I½Ωǎ Ŏƻǎǘ ōŀǎƛǎ for Xinyi and further dilutes 

{I½Ωǎ ǇǳōƭƛŎ ǎƘŀǊŜƘƻƭŘŜǊǎ.  !ōǎŀǊƻƪŀΩǎ in-country investigator found indications Mr. Yong and Mr. Changman 

are commodity traders with prior dealings with SHZ management; if anything, this structure is analogous to 

άƭŜǘǘƛƴƎ ǘƘŜ ŦƻȄ ƛƴǘƻ ǘƘŜ ƘŜƴƘƻǳǎŜΦέ  According to SHZ, Mr. Yong and Mr. Changman received the acquistion 

discount because they paid cash versus {I½Ωǎ ŎŀǎƘκequity, but this a deceitful excuse because the selling Xinyi 

shareholders are protected by the put-option on the SHZ shares.  Finally, although SHZ acquired a 55% equity 

interest in Xinyi and is the majority contributor to the renovation fund, the conditional profit sharing 

agreŜƳŜƴǘ ƭƛƳƛǘǎ {I½Ωǎ ǇŜǊŎŜƴǘŀƎŜ ǘƻ less than 50% of future potential production. 

Lastly, SHZ forecasted Xinyi will generate $10mm in revenue and $5-6mm net income in FY11 (an implausible 

55% margin for a commodity business),  which implies total enterprise value transaction multiples of 2.4x 

revenue and 4.4x net income.  Because of these extremely low transaction multiples, it appears either 1) the 

Xinyi transaction was conducted at arms-length and these very low multiples are indicative of the intrinsic 

value of Chinese fluorite miners, or 2) Xinyi is not a legitimite fluorite miner and the transaction is a 

fraudulent scheme to transfer equity to related parties.  Taking into account the even more shocking FY11 

net income implied acquisition multiples of 1.6x and 1.9x for Mr. Yong and Mr. Changman, respectively, 

Absaroka is highly confident the Xinyi transaction is fraudulent and is not fair to public shareholders. 

For a complete transaction spread of the Xinyi investment, please review Appendix D located at the end of this report.   

                                                           
20 SHZ 01/14/11 8-K  http://www.sec.gov/Archives/edgar/data/790024/000114420411002268/0001144204-11-002268-index.htm 
21

 SHZ 01/19/11 424B5 Prospectus, page S-6  http://www.sec.gov/Archives/edgar/data/790024/000114420411002771/v208283_424b5.htm 
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5:  Significant CFO Turnover, Low Quality Auditors , and a Dubious Audit 

Committee  Chairman ɀ Raises grave concern about the validity of 

published historical financials and forward -looking guidance  

&ÏÕÒ #&/Ó ÉÎ ÌÅÓÓ ÔÈÁÎ ÔÈÅ ÌÁÓÔ ÔÈÒÅÅ ÙÅÁÒÓȣȢ 

Date Name Comments 
August 2010 ς 
Present 

Lifeng (Steven) 
Wang 

Å From October 2009 to August 2010, he served as a manager of Zhongrong International Trust 
Å From January 2008 to April 2009, he served as a senior auditor for Huaming Accounting Beijing  

Å Mr. Wang has a BachelorΩs Degree in History from Capital Normal University in China and is 
only 34 years old 

March 2009 ς 
July 2010 

Jiusheng Zhang Å From August 2004 to December 2008, he served as Chief Financial Officer and Vice General 
Manager of Zhong Xing Company 

Å From January 2001 to August 2004, he served as Chief Financial Officer of Tianjin Olympic 
Garden Investment Limited of China Sport Industry Group Co. Ltd. 

Å Mr. Zhang has a Master of Arts in EŎƻƴƻƳƛŎǎ ŦǊƻƳ ǘƘŜ ·ƛΩŀn Finance and Economics College 

June 2008 ς 
February 2009 

Hu Ye Å From December 2007 to May 2008, Mr. Ye worked as CFO of BOCO Enterprises Ltd. 

Å From March 2007 to November 2007, he worked as CFO of EMarket Holding Group Corp 

Å Mr. Hu Ye received his BachelorΩs in Electrical Engineering from Huazhong University of Science 
and Technology, China and Master of Arts in Economics from University of Toronto 

April 2007 ς 
June 2008 

Steven Jiao Å From 2002-2005, Mr. Jiao was CFO for Zoom Technologies Inc. 
Å Mr. Jiao obtained an MBA degree in Accounting and Corporate Financing from University of 

International Business and Economics and BachelorsΩ in English and Journalism from Shanghai 
University of International Studies 

...a History of l ow quality auditors ( none is a top 100 global  accounting firm 22)ȣ 

Fiscal Year Firm Comments 
2008-
Present 

Sherb & Co.  Å Auditor for the recent alleged China Education Alliance fraud23
 

Å Most recent PCAOB inspection was in 2007 and listed six partners, 17 staff members, and 73 
issuer clients24

 

2006-2008 Grobstein, Horwath 
& Company, LLP 

Å Registration currently withdrawn from PCAOB25
 

Å Most recent PCAOB inspection was in 2007 and listed 22 partners, 48 staff members, and 12 
issuer clients26

 

2005-2006 E-Fang Accountancy 
Corp. 

Å !ǳŘƛǘŜŘ {I½Ωǎ US-ōŀǎŜŘ ǎǳōǎƛŘƛŀǊȅ ά!ƳŜǊƛŎŀƴ CŜŘŜǊŀƭ Mining Groupέ in 2005 and 2006 
Å Another auditor involved in the alleged China Education Alliance fraud and the SHZ audit 

opinion fraudulently references the management of CEU ς please review Appendix F  
Å Most recent PCAOB inspection was in 2010 and listed two partners, three staff members, and 

no issuer clients27 

2005 Chisholm, Bierwolf & 
Nilson, LLC 

Å Audited China Shen Zhou Mining & Resources, Inc. in 2005 
Å PCAOB 2005 audit listed a single office in Bountiful, Utah  with three partners, three staff 

members, and 67 issuer clients28 
Å PCAOB 2005 inspection found ƳŀǘŜǊƛŀƭ ŘŜŦƛŎƛŜƴŎƛŜǎ ƛƴ тр҈ ƻŦ ƛǎǎǳŜǊǎΩ ŦƛƴŀƴŎƛŀƭǎ reviewed 

ȣÁÎÄ ÔÈÅ "ÏÁÒÄ ÏÆ $ÉÒÅÃÔÏÒÓȭ !ÕÄÉÔ #ÏÍÍÉÔÔÅÅ Chairman, Mr . Gene Michael Bennett, appears 

incompetent at best and is potentially a fraudster with a  fabricated employment history, a 

non-existent CPA certification, and overstated educational achievements .  

  

                                                           
22 ά¢ƘŜ нлмл ¢ƻǇ млл !ŎŎƻǳƴǘƛƴƎ CƛǊƳǎέ  Inside Public Accounting,  August 2010, available at:   http://insidepublicaccounting.com/PDF/top100_2010.pdf 
23 ά/Ƙƛƴŀ 9ŘǳŎŀǘƛƻƴ 5ǊƻǇǎ !ǎ /ƻƴŦŜǊŜƴŎŜ /ŀƭƭ 5ƻŜǎƴϥǘ 9ŀǎŜ ²ƻǊǊƛŜǎέ Nathan Becker The Wall Street Journal, 12/07/10, available at:  http://onli ne.wsj.com/article/BT-CO-
20101207-709789.html?mod=crnews 
24 Public Company Accounting Oversight Board, Sherb & Co., LLP Inspection Report Dated June 14, 2007, available at:  
http://pcaobus.org/Inspections/Reports/Documents/2007_Sherb.pdf 
25 Public Company Accounting Oversight Board, available at:  https://rasr.pcaobus.org/Firms/FirmSummaryPublic.aspx?FirmID=B48891DC145A9765C7C0852E5C1F8966 
26 Public Company Accounting Oversight Board, Grobstein, Horwath & Company LLP Inspection Report Dated September 27, 2007, available at: 
http://pcaobus.org/Inspections/Reports/Documents/2007_Grobstein_Horwath.pdf 
27Public Company Accounting Oversight Board, E-Fang Accountancy Corp Inspection Report Dated April 29, 2010, available at:   
http://pcaobus.org/Inspections/Reports/Documents/2010_e-Fang_Accountancy_Corp_CPA.pdf 
28 Public Company Accounting Oversight Board, Chisholm, Bierwolf, & Morrill, LLC Inspection Report Dated July 25, 2005, available at:  
http://pcaobus.org/Inspections/Reports/Documents/2005_Chisholm_Bierwolf.pdf 
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6.  Audit Committee Chairman and Independent  Director Bennett : 

Who Art Thou?  ɀ Incompetent at best and potentially a fraudster  
In the October 2010 proxy statement, SHZ provided the following description of Mr. Gene Michael 
Bennett, Chairman of the Audit Committee and Independent Director (emphasis added for clarity).29 

άaǊΦ DŜƴŜ aƛŎƘŀŜƭ .ŜƴƴŜǘǘ ƛǎ 5ƛǊŜŎǘƻǊ ŀƴŘ /ƘŀƛǊƳŀƴ ƻŦ ǘƘŜ !ǳŘƛǘ /ƻƳƳƛǘǘŜŜΦ IŜ has 
ƻǾŜǊ нр ȅŜŀǊǎΩ ŜȄǇŜǊƛŜƴŎŜ ŀǎ /ChΣ tǊƻŦŜǎǎƻǊ ŀƴŘ /ƻƴǎǳƭǘŀƴǘΦ Iƛǎ ŀōǳƴŘŀƴǘ ǿƻǊƪƛƴƎ 
experience in China has assisted Chinese firms to develop "Good Corporate Governance" 
and transparent infrastructures.   He is a CPA (inactive), and has experience working for 
one of the top auditors in the world, Grant Thornton. He graduated from Michigan State 
University.  Currently, he also holds position for another US-listed Chinese company:  
YǳƴƳƛƴƎ {ƘŜƴƎƘǳƻ tƘŀǊƳŀŎŜǳǘƛŎŀƭ ό!a9·Υ Y¦bύ όLƴŘŜǇŜƴŘŜƴǘ 5ƛǊŜŎǘƻǊύέ 

Mr. Gene Michael Bennett ȭÓ Publicly Available Information  Summary  

Note:  Red shading indicates companies that have agreed to shareholder settlements in litigation involving making false and 
misleading statements or have been accused by creditable investors of making false and misleading statements 

 
Four out of the six ŎƻƳǇŀƴƛŜǎΩ Boards of Directors Mr. Gene Michael Bennett has recently served on 
appear to have defrauded public investorsΤ ŀǘ ŀ ƳƛƴƛƳǳƳΣ ƘŜ ƛǎ ŦŀƛƭƛƴƎ ǘƻ ŀǎǎƛǎǘ ά/ƘƛƴŜǎŜ ŦƛǊƳǎ ŘŜǾŜƭƻǇ 
Good Corporate GovernanceΦέ  For additional details on the rest of the SH½Ωǎ .ƻŀǊŘ ƻŦ 5ƛǊŜŎǘƻǊǎ ŀƴŘ 
Management Team, please review Appendix E at the end of this report. 

                                                           
29 SHZ DEF-14A proxy statement dated 10/12/10   http://www.sec.gov/Archives/edgar/data/790024/000114420410053232/v198692_defr14a.htm 
30 Absaroka completed CPA license verification requests, which includes both active and inactive certifications, on Mr. Gene Michael Bennett in the United States 
where he has reportedly been employed historically, including Michigan, California, and Hawaii; if Mr. Bennett was previously a licensed CPA under a different name 
or if there is another explanation for this inconsistency, we would welcome the clarification 
31 KUN Press Release, dated 09/27/10  http://www.sec.gov/Archives/edgar/data/1335106/000114420410050957/v197515_ex99-1.htm 
32 KUN 8-K, dated 10/30/08  http://www.sec.gov/Archives/edgar/data/1335106/000114420408060403/v130239_8k.htm 
33

 CAEI 8-K, dated 09/13/10  http://www.sec.gov/Archives/edgar/data/1287668/000114420410049080/v196441_8k.htm 
34 CPHI 10-K dated 12/31/09, page 34 http://www.sec.gov/Archives/edgar/data/1106644/000101054910000119/cph10k123109.htm 
35 CAGC DEF-14A, dated 07/21/10, page 9  http://www.sec.gov/Archives/edgar/data/1166389/000114420410038867/v191172_def14a.htm 
36 CFSG Prospectus, dated 08/09/07, page 37  http://www.sec.gov/Archives/edgar/data/1271940/000114420407043962/v082910_posam.htm 
37 DYP 8-K dated 12/27/07 (firm was called άAsian Financialέ at the time), page 2  
http://www.sec.gov/Archives/edgar/data/1086142/000114420407069258/v098241_8k.htm 

Issue Comments 

Grant Thornton LLP Å No record of prior employment with Grant Thornton LLP 
Å No public record of any active or inactive CPA certification30 

Kunming Shenghuo 
Pharmaceutical  
AMEX: KUN 

Å On 09/22/10, China Kumming Shenghuo Pharmaceutical Holdings received another notice from the 
AMEX indicating it would be delisted unless remedial compliance actions were taken31 

Å On 10/23/08, Mr. Bennett notified Kumming Shenghuo of his resignation as a director of the Board of 
Directors and as a member of the Audit Committee of the Company, effective 12/31/0832 

China Architectural 
Engineering 
AMEX: CAEI 

Å Served as Chief Financial Officer from 09/29/09 to 09/12/1033 
 

Å CAEI share price DECREASED 51.5% during CFO tenure 

Å Prior Board membership and CFO role NOT disclosed in SHZ proxy 

China Pharma Holding  
AMEX:  CPHI 

Å Member of CPHI Board of Directors from 02/01/08 to Present34 
 

Å Board membership NOT disclosed in SHZ proxy 

China Agritech Group  
AMEX:  CAGC 

Å Member of CAGC Board of Directors from 10/22/08 to Present35 

Å Board membership NOT disclosed in SHZ proxy 

China Fire and  
Security Group  
NASDAQ:  CFSG 

Å Mr. Bennett claimed to have a law degree from the University of Michigan in the CFSG prospectus, but 
there is no record of his graduation or enrollment from the University of Michigan Law School36 

Å Served as an Independent Director and Audit Committee Chairman from 04/12/07 until 09/03/08 
Å Prior Board membership NOT disclosed in SHZ proxy 

Duoyuan Printing 
NYSE:  DYP 

Å Director and Audit Committee Chairman from 04/23/07 to 07/18/07 and CFO from 07/18/07 to 
12/20/07; served as consultant until 06/20/0837 

Å Prior Board membership and CFO role NOT disclosed in SHZ proxy 
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Independent Director Bennett ɀ Indications  of fraudulent  claim s of prior employment with 

Grant Thornton LLP and a Law Degree from the University of Michigan 38 

Grant Thornton LLP prior employment verification request: 

In the SHZ Proxy Statement filed with the 
United States Securities and Exchange 
Commission on 10/12/10, Mr. Gene Michael 
Bennett claimed to have άexperience working 
for one of the top auditors in the world, Grant 
ThorntonΦέ 
 

 

 

 

 

 

 

 
University of Michigan Law School degree verification request:  
 

In the China Fire and Security Group (NASDAQ:  
CFSG) Prospectus filed with the United States 
Securities and Exchange Commission on 
08/09/07, Mr. Gene Michael Bennett claimed 
on page 37 ǘƻ ƘŀǾŜ άǊŜŎŜƛǾŜŘ ŀ ƭŀǿ ŘŜƎǊŜŜ ŦǊƻƳ 
University of Michigan.έ  

                                                           
38 If Mr. Gene Michael Bennett was previously employed by Grant Thornton LLP or graduated from the University of Michigan Law School under a different name or 
if there is another explanation for this inconsistency, we would welcome the clarification 
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7:  Evaluation  of Prior SHZ Management Statements ɀ Significant delta 

between Management statements and reality  
Other than the revolving door of CFOsΣ {I½Ωǎ core Management Team and Board of Directors insider 

members have remained basically the same since the 2006 reverse-merger.  Therefore, it is useful to 

compare SHZ aŀƴŀƎŜƳŜƴǘΩǎ Ǉŀǎǘ ǎǘŀǘŜƳŜƴǘǎ ŀƴŘ ǊŜŀƭƛǘȅΦ 

                                                           
39 SHZ 09/30/08 10-Q, page 32  http://www.sec.gov/Archives/edgar/data/790024/000114420408063122/v131282_10q.htm 
40 SHZ 12/31/09 10-K, page 24  http://www.sec.gov/Archives/edgar/data/790024/000114420410017376/v179454_10k.htm 
41

 SHZ 12/31/06 10-K, page 39  http://www.sec.gov/Archives/edgar/data/790024/000102317507000080/f10ksb41707cc.htm 
42 SHZ 12/31/08 10-K, page 9  http://www.sec.gov/Archives/edgar/data/790024/000114420409020834/v146281_10k.htm 
43 SHZ 12/31/09 10-K, page 56  http://www.sec.gov/Archives/edgar/data/790024/000114420410017376/v179454_10k.htm 
44

 SHZ 12/31/06 10-K, page 3  http://www.sec.gov/Archives/edgar/data/790024/000102317507000080/f10ksb41707cc.htm 
45 Shanghai Futures Exchange  www.shfe.com.cn 
46 SHZ 11/05/07 8-K, page 2 (please note the complete terms of the committee charters were not publicly disclosed until the 2008 Proxy)  
http://www.sec.gov/Archives/edgar/data/790024/000102317507000236/chinashenzhou8kauditcommitte.htm 
47 SHZ 08/26/09 DEF-14A Proxy, page 10  http://www.sec.gov/Archives/edgar/data/790024/000114420409045718/v159095_def14a.htm 
48

 SHZ 10/12/10 DEF-14A Proxy, http://www.sec.gov/Archives/edgar/data/790024/000114420410053232/v198692_defr14a.htm 

Issue Comments 

Fluorite 
Production 
Guidance  
Miss 

Å From the original reverse-merger filings through 04/14/09, SHZ claimed it would produce 100,000 
metric tons of fluorite in FY0939

 

Å Actual FY09 fluorite production was 40,056 metric tons, a 60% miss from ManagementΩs guidance40 
Å Annualized 3Q10 production was just 28,736 metric tons of fluorite 

Kuru-Tegerek 
Copper-Gold 
Project 
Failure 

Å On 11/06/06, SHZ acquired the Kuru-Tegerek Cu-Au project in Kyrgyz Republic for $10.0mm from two  
Chinese private investors41 
Å SHZ expected to construct the mine and begin full production within three years of the acquisition42 
Å On 09/21/09, SHZ had yet to commence mine construction after costs of $1.9mm and sold the project 

for only $8.2mm (~30% implied loss), despite a dramatic increase in copper and gold prices over the 
period SHZ owned the project43 

Mysterious  
Fluorite 
Pricing 
Data 

Å SHZ Management claimed άthe price for fluorite ore increased approximately 30% per year from 2004 
to 2006έ according to data from the άShanghai Future Exchangeέ44 
Å The only commodities traded on the Shanghai Futures Exchange are gold, copper, aluminum, zinc, 

steel, fuel oil, and rubber; the exchange has never made a market in fluorite ore or provided fluorite 
ore price quotes45 

Limited  
Board of 
Directors 
Oversight  
of SHZ 
Management 

Å On 11/02/07, SHZ adopted new corporate bylaws, which supposedly included Charters for new Audit, 
Compensation, and Corporate Governance Committees46 
Å As per the Audit Charter, άThe Committee will meet on a regular basis at least 4 times each year, and 

will hold special meetings as circumstances require;έ however, despite an auditor change, significant 
CFO turnover, and a history of multiple SEC filing restatements: 
τ The Audit Committee only met 2 times in 200847 
τ The Audit Committee only met 3 times in 200948 

Å As per the Compensation Charter, the Committee will have the responsibility and duty to άreview 
annually and approve the CompanyΩs compensation strategy;έ however, despite adopting an Omnibus 
Long-Term Incentive Plan in 2009 and paying out cash compensation both years: 
τ The Compensation Committee met ZERO times in 200847 
τ The Compensation Committee met ZERO times in 200948 

Å As per the Corporate Governance Charter, the Committee will meet whenever necessary to άidentify 
and review candidatesέ for the Board of Directors; Mr. Konman Wong was appointed to the Board of 
Directors in July 2009 after the abrupt resignation of Mr. Feng Bai  
τ The Corporate Governance Committee met ZERO times in 200847 
τ The Corporate Governance Committee met ZERO times in 200948 

Å Besides presenting an illusion of adequate internal controls and corporate governance, why did 
SHZΩs establish Board of DirectorsΩ Committees if they rarely meet and have no effective control 
over SHZ Management? 
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8:  Recent Trading History ɀ Prolific investor relations effort while 

insiders were selling stock pr ior to the $20mm equity offering  
  

 

 

 

 

 

 

 

 

Significant Recent Insider Stock Sales 

Name Title Date of Sales Total Shares Sold Price Range Sales VWAP  

Xueming Xu
49

 Director, ex-COO 10/21/10-11/02/10 120,000 $2.40-$4.13 $3.38  

Xiaojing Yu
50

 CEO 10/25/10-10/27/10 100,000 $3.30-$3.70 $3.47  

Helin Cui
51

 COO-President 10/25/10-12/03/10 203,800 $2.60-$3.70 $3.24  

Interestingly, according to the SEC Form 4 filings, Helin Cui, COO, sold his entire position between October 
25th and December 3rd, and was a willing seller at $2.60/share, less than half the current market value; 
Xueming Xu was recently a willing seller at $2.40/share. 

SHZȭÓ 0ÒÏÌÉÆÉÃ Press Releases Prior to the $20mm Equity Offering  
Date Press Release IR Consultant Filed With SEC? 

12/13/10 Chinese Fluorite Production Forecast Kevin Theiss No 

12/07/10 Update on Fluorite Industry Dynamics Kevin Theiss No 

12/03/10 2011 Operations and Financial Guidance Kevin Theiss No 

11/22/10 2011 Winter Production Guidance Dixon Chen No 

11/12/10 Financial Results for Q3 2010 David Elias Yes 

10/25/10 Opens Northwest Fluorite Industry Liaison Office  David Elias No 

10/19/10 China Fluorite Annual Meeting of 2010 David Elias No 

 

Intensive Investor Relations Effort with Three Different Consultants While Insiders Were Liquidating 

Positions Prior to the $20mm Equity Offering  
                                                           
49 SHZ 11/08/10 13D http://www.sec.gov/Archives/edgar/data/790024/000114420410058064/v201357_sc13da.htm 
50 SHZ 11/08/10 13D http://www.sec.gov/Archives/edgar/data/790024/000114420410058064/v201357_sc13da.htm 
51

 SHZ 12/03/10 Form 4s  http://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0001408384 


