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FIRST REPORT OF THE MONITOR 
ON THE STATE OF PETITIONER’S FINANCIAL AFFAIRS 

July 25, 2011 
 

 

INTRODUCTION 

1. On June 8, 2011 Kitco Metals Inc. (the “Petitioner” or “Kitco”) filed a Notice of Intention to Make a 

Proposal and RSM Richter Inc. (“Richter”) was named Trustee. Pursuant to a motion filed by Kitco and 

the resulting Order issued on June 10, 2011 (“Order”) by the Honourable Martin Castonguay, J.S.C., 

Richter was further appointed Interim Receiver to Kitco.  
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2. On July 5, 2011, Kitco filed with the Quebec Superior Court, a Motion for the Issuance of an Initial Order 

pursuant to Section 11 of the Companies’ Creditors Arrangement Act, R.S.C. 1985, C-36, as amended 

(the “CCAA”). On July 7, 2011, the Honourable Mark Schrager, J.S.C. issued an initial order (the “Initial 

Order”), inter alia appointing Richter as monitor (the “Monitor”).  

3. All amounts reflected in this report are stated in Canadian currency unless otherwise noted. 

4. The purpose of this report is to inform the Court of the following: 

 General Corporate Information; 

 Financial Position; 

 Cash flow projections; 

 Movement in Customer Inventory Pool; 

 Customer Deposits;  

 Transactions carried out by the Scrap Gold Purchasing Department;  

 Forward Contracts; 

 Procedural Developments with respect to the Contestation by the Petitioner of the Notices of 

Assessment issued by the Agence du revenue du Quebec (“ARQ”); 

 Activities of the Monitor; 

 Request for an Extension of the Stay of Proceedings to February 29, 2012. 

5. We inform the Court that the Monitor has not conducted an audit or investigation of the information it was 

provided by the Petitioner and that accordingly, no opinion is expressed regarding the accuracy, reliability 

or completeness of the information contained within this Report. The information contained herein is 

based on unaudited financial information provided to the Monitor by the Petitioner’s management as well 

as obtained through discussions with the Petitioner’s management and employees.  

6. The cash flow projections appended to this Report were prepared by the Petitioner's management and 

are based on underlying financial assumptions. The Monitor cannot provide an opinion as to the 

accuracy, completeness or reliability of these projections. As the cash flow projections relate to future 

events, which are indeterminable by nature, variances will occur, which may be material. Accordingly, the 

Monitor does not express an opinion regarding the likelihood of materialization of these cash flow 

projections. 
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GENERAL CORPORATE INFORMATION 

7. Kitco is a privately owned company operating in the precious metals industry enabling investors (both 

individuals and companies) to invest in a variety of precious metals including gold, silver, platinum and 

others. Purchasers can either acquire physical metals directly from Kitco (which they can take delivery of 

or store with Kitco) or they may purchase a participation in “pool accounts” managed by Kitco. On a daily 

basis, pool account obligations managed by Kitco are covered by physical metal holdings at Kitco’s 

Montreal or New York locations, at third party depositories or by pool holdings at third party depositories. 

8. In addition, through its website, Kitco.com, the Company provides 24 hours live pricing and historical 

metals pricing information, and is recognized as an international reference in the precious metals 

industry, in particular as relates to gold. Kitco.com also provides respected analysis and commentary for 

the industry and is often cited in recognized publications including Barrons, Newsweek, Bloomberg, and 

others. 

9. The Kitco.com website is visited by over one million people per day and Kitco has been a market leader 

in developing live market information applications for smart phones.  

10. Kitco continues to operate (albeit on a reduced basis) a scrap metals department that purchases scrap 

gold and other precious metals from other manufacturers, jewelers, dentists, etc. These metals are then 

sent to various refineries including the Royal Canadian Mint where they are processed and the value of 

the refined or pure metal is credited to Kitco’s account.  

11. We refer you to the report of RSM Richter, in its capacity as the Proposed Monitor of the Petitioner, 

prepared in support of the Petition for the issuance of an Initial Order dated July 7, 2011 for details 

pertaining to the following: 

 General corporate information 

 Historical events leading to the CCAA filing 

 Financial position and operating results, pre-CCAA 

FINANCIAL POSITION  

12. In conjunction with the filing of the Petition for the Issuance of an Initial Order on July 7, 2011, the 

Petitioner submitted weekly cash flow projections covering the seven (7) week period ending August 14, 

2011, a copy of which was attached as Exhibit D to the report of RSM Richter in its capacity as the 
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Proposed Monitor prepared in support of the Petition for the Issuance of an Initial Order. Updated cash 

flow projections are being submitted herewith as Appendix “2”. 

13. As of July 15, 2011, the Petitioner’s cash balances amounted to $8.0 million as compared to the 

projected balance of $8.4 million. The $0.4 million negative variance is attributable to the following: 

 $0.5 million of reported net results from operations are lower than projected by $0.4 million, due to 

timing differences which are expected to reverse in future weeks.  

 $1.5 million of reported cash disbursements are in line with projected disbursements for the 

period, with offsetting variances in various expense line items.  

14. For additional details of the above noted variances, we refer you to Appendix “1” entitled Comparative 

Cash Flow for the period June 27, 2011 to July 15, 2011. 

15. Since the filing of the CCAA, the Petitioner is paying its suppliers based on negotiated terms or upon 

receipt of invoices. The Petitioner advises that it has not incurred significant unpaid liabilities since the 

filing. 

CASH FLOW PROJECTIONS  

16. The Petitioner presents to this Court its Cash Flow Projections for the period from July 18, 2011 to 

February 29, 2012 (“Period”) (Appendix “2”). 

17. The Kitco Cash Flow Projections for the Period are based on information and assumptions provided by 

management based on financial and other information available as of July 18, 2011. The cash flow 

projections have been prepared using probable assumptions supported and consistent with the plans of 

the Company for the Period, considering the economic conditions that are considered the most probable 

by management. Since the projections are based on assumptions regarding future events, actual results 

will vary from the information presented even if the hypothetical assumptions occur, and the variations 

may be material. 

18. The basic assumptions underlying the Cash Flow Projections are that the Company will continue to 

operate in the normal course of business which involves the processing of customer transactions 

including the sale and purchase of pool account participations, the acceptance or return of customer 

deposits and storage or delivery of metals. 
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19. The Company is reviewing its operations to identify potential cost reduction initiatives which may be 

instituted during the Period, if necessary. 

20. The Monitor believes that the Cash Flow Projections for the Period are reasonable. 

21. The projected cash flow reflects the following: 

 $11.9 million of net results from operations representing the projected margin resulting from 

customer trades during the Period; 

 $14.1 million of cash disbursements consisting of salaries and benefits ($7.9 million) , general and 

administrative costs ($4.3 million) and restructuring costs ($1.9 million); 

 Included in general and administrative costs is an estimated $0.8 million of sales tax input credits 

for the Period which are assumed to not be reimbursed by the ARQ due to the ongoing dispute 

with the ARQ; 

 Included in the February 2012 salaries and benefits is a $0.5 million provision for the payment of 

employee incentives (on a company wide basis), should the company achieve certain targets. 

Incentive payments have ranged from $0.3 million to $1.2 million over the past five (5) years; 

 The return on July 21, 2011 of $0.9 million of cash seized by the ARQ on June 7, 2011; 

 $2.2 million net negative cash flow from operations over the Period; 

 Net profit from operations during the Period is projected to be $0.5 million after taking into account 

the non-reimbursed sales taxes and restructuring costs. 

MOVEMENT IN CUSTOMER INVENTORY POOL 

22. The position of the customer inventory pool is summarized below:  



 

- 6 - 
 

Change between June 8 - June 24

Ounces Value Ounces Value Ounces Value Ounces Value

(in thousands) (in $ millions) (in thousands) (in $ millions) (in thousands) (in $ millions) (in thousands) (in $ millions) (in thousands)

Gold 96             145.9$      87             130.9$      84             129.1$      (12.0)           (16.8)$         

Silver 4,848        176.8        4,551        156.4        4,287        162.7        (561.0)         (14.1)           

Platinum 6               11.7          7               11.8          7               11.8          1.0               0.1               

Palladium 23             18.7          21             15.3          21             15.6          (2.0)             (3.1)             

Rhodium 6               13.5          6               12.6          6               12.0          -              (1.5)             

4,979        366.6$      4,672        327$         4,405        331$         (574)            (35.4)$         

-6.2% -10.8% -11.5% -9.7%

Kitco Metals Inc.

Customer Inventory Pool Variation

June 8, 2011 June 24, 2011 July 15, 2011 June 8/11 vs. July 15/11

 

23. In terms of precious metals, the customer inventory pool has declined 11.5% from June 8, 2011 (vs. a 

6.2% decline as of June 24, 2011). Kitco attributes the further decline in the customer pool (since June 

24, 2011) primarily to the fluctuations in the price of metals which may result in customers selling their 

position to take advantage of the higher prices.  

24. Due to recent increases in the price of gold and silver, the cumulative decline in the value of the 

customer pool is only 9.7%, and in fact, the value increased from June 24, 2011 to July 15, 2011 

notwithstanding the decline in ounces during this period. 

CUSTOMER DEPOSITS 

25. Customer deposits, which represent cash balances held by Kitco in segregated bank accounts on behalf 

of its customers, amount to $62.7 million as of July 15, 2011 vs. $54.9 million on July 7, 2011, the date of 

the issuance of the Initial Order at the start of the restructuring proceedings. 

TRANSACTIONS CARRIED OUT BY THE SCRAP GOLD PURCHASING DEPARTMENT 

26. We refer to Appendix “3” for a summary of the movements of the Petitioner’s scrap metals department 

since it filed for protection on June 8, 2011. 
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27. In respect of the more material scrap metal positions, we comment as follows: 

a) Gold: 

 Scrap gold inventory increased from $4 million to $4.4 million from June 8, 2011 to July 15, 

2011. The primary reason for the increase is that the Royal Canadian Mint (“RCM”) is 

currently not accepting any further scrap gold to be refined, until a new contract is negotiated 

with Kitco. At present, the RCM is also not shipping new bullion products to Kitco. Kitco 

expects to conclude this new contract in the upcoming weeks; 

 Kitco concluded approximately 500 scrap gold purchase transactions since June 8, 2011 for 

$2.2 million, for an average of approximately 3 ounces per transaction. 

b) Silver: 

 Scrap silver inventory has declined by approximately $1 million from June 8, 2011 to July 15, 

2011. During this period, Kitco concluded approximately 300 transactions for an average of 

50 ounces per transaction; 

 According to Kitco, due to the cost of shipping scrap silver to the refinery, shipments will only 

occur 6 to 8 times per year. 

FORWARD CONTRACTS 

28. RSM Richter’s report submitted in its capacity as the Proposed Monitor of the Petitioner, in support of the 

Petition for the issuance of an Initial Order dated July 6, 2011, noted Kitco’s and Kitco International 

Limited’s (“KIL”) involvement in various forward contracts, on which we provide the following update: 

a) Contracts with Heraeus Precious Metals Inc. (“Heraeus”) – Kitco and Heraeus have been unable 

to reach a settlement concerning various forward contracts relating to both Kitco and KIL a related 

company.  

i.  KIL contract with a value date of June 29, 2011:  

On July 12, 2011, Heraeus notified KIL that in respect of this contract, whereby KIL was 

obligated to purchase 3,800 ounces of Rhodium at a price of $2,397 per ounce from Heraeus 

for approximately $9.1 million, Heraeus has begun the process of liquidating this Rhodium to 

cover the contract. On July 19, 2011, Heraeus notified KIL that it has liquidated this Rhodium 

position and suffered a loss of $1.6 million for which it is requesting payment. 
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Heraeus maintains that it is entitled to hold approximately $1.8 million of Customer Pool 

inventory as collateral in the event it suffers a loss on this contract. Kitco contests Heraeus’ 

attempts to hold as collateral inventory that Kitco considers as belonging to customers. 

ii. Kitco contract with a value date of July 25, 2011:  

Kitco’s obligation is to purchase from Heraeus 4,000 ounces of Rhodium at a price of $2,331 

per ounce for approximately $9.3 million. Kitco does not currently have the liquidity to meet 

this obligation. It is expected that Heraeus will notify Kitco that it will liquidate this inventory. 

Kitco provided $1.5 million to Heraeus on May 26, 2011 as a deposit against this contract. 

Heraeus believes that this $1.5 million is collateral for this forward contract. To the extent any 

loss is suffered by Heraeus on this contract, the Monitor will review the facts surrounding the 

payment of the $1.5 million deposit to determine if Heraeus has valid security on this deposit. 

iii. KIL contract with a value date of August 18, 2011:  

KIL’s obligation is to purchase from Heraeus 11,000 ounces of Rhodium at a price of $2,155 

per ounce for approximately $23.7 million. On July 20, 2011, Heraeus notified KIL that it 

considers KIL to be in anticipatory breach of this contract and has begun to sell this Rhodium 

to minimize its damages. 

b) Contract with Standard Bank PLC (“Standard”) - Kitco is obligated to purchase from Standard 

1,200 ounces of Rhodium at a price of $2,205 per ounce for $2.6 million on August 15, 2011. To 

date, Standard has not communicated any concerns to Kitco regarding this forward contract. Kitco 

is currently considering its options with respect to this forward contract and has included a 

provision in its cash flow projections to cover the estimated cost of a renewal of this contract 

(based on the current market price of Rhodium) should the Company decide to renew the 

contract. 

c) Contract with Auramet Trading LLC (“Auramet”) – KIL had an obligation to purchase 4,000 

ounces of Rhodium at a price of $2,179 per ounce from Auramet on July 15, 2011. We 

understand that KIL paid an approximate amount of $0.2 million to extend this contract to August 

29, 2011 at a price of $2,032 per ounce with an approximate value of $4.1 million. KIL utilized its 

own funds in respect of this extension.  
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PROCEDURAL DEVELOPMENTS RELATING TO THE NOTICES OF ASSESSMENT 

29. We refer to the attached memo from Petitioner’s tax counsel (Appendix “4”) which sets out the status of 

recent developments relating to the notices of assessment. 

ACTIVITIES OF THE MONITOR 

30. The Monitor’s activities have included the following: 

 In accordance with the Initial Order, a copy of the Initial Order (on July 7, 2011) and a list of 

creditors (on July 13, 2011) were posted on the Monitor’s website; 

 On July 12, 2011,the Monitor sent to all of the Petitioner’s known creditors, a notice advising them 

of the granting of the Initial Order and referring them to the Monitor’s website; 

 In accordance with the Initial Order, notices of the CCAA filing were published in La Presse and 

The Globe and Mail newspapers on July 14, 2011 and on July 21, 2011; 

 The Monitor has been at the premises of the Company on a regular basis to carry out its duties 

including the requirement to monitor: i) the Petitioner’s cash flow, ii) the position of the precious 

metals and participations in pool accounts, iii) position of segregated accounts and storage 

accounts and iv) transactions carried out by the scrap gold purchasing department. As well, the 

Monitor has had numerous meetings and held frequent conference calls with the Petitioner’s 

management and legal counsel with a view to keeping all parties apprised of material 

developments and to seek input with respect to the restructuring process; 

 The Monitor has responded to numerous queries from the Petitioner’s suppliers, customers and 

other unsecured creditors; 

 The Monitor has met with representatives of PricewaterhouseCoopers who are acting as 

consultants to ARQ to review various information; 

 The Monitor reviewed the Petitioner’s financial affairs and results; 

 The Monitor reviewed the Petitioner’s monthly cash flow projections attached to this Report;  

 The Monitor drafted this Report and reviewed material to be filed by the Petitioner herewith; 

 The Monitor has retained McCarthy Tétrault, LLP as its independent legal counsel; 

 Other administrative and statutory matters relating to the Monitor’s administration of this mandate. 
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REQUEST FOR EXTENSION 

31. At the present time, it is premature for the Petitioner to devise a Plan of Arrangement and present same 

to its creditors. The Petitioner is seeking an extension in order to continue its negotiations / litigation with 

ARQ as any Plan of Arrangement will be contingent on the outcome of this disputed liability. 

32. The Petitioner has been paying for all goods and services received subsequent to the date of filing the 

CCAA.  

33. The Petitioner’s management has, and continues to act in good faith, with due diligence and has been 

cooperating with all stakeholders involved in this process, including but not limited to the Monitor, ARQ, 

and Kitco’s other creditors. 

34. Given the present state of the tax litigation, it is not anticipated that a resolution will arise before next 

year. 

35. The Monitor is supporting the extension of the Initial Order until February 29, 2012, for the above noted 

reasons. 

36. The Court should grant this extension as: 

 The Petitioner has and continues to act in good faith and with diligence; 

 The Petitioner needs additional time in order to negotiate / litigate with ARQ, the whole to permit it 

to resolve this issue and present a Plan of Arrangement to its creditors; 

 The Petitioner has not prejudiced its creditors as it has paid for post-filing liabilities incurred since 

the date of filing and the Cash Flow Projections indicate that it will continue to do so; 





 

  
 

  
 

 

Kitco Metals Inc. Appendix "1"

Comparative Cash Flow

For the period June 27, 2011 to July 15, 2011

(in millions $CAD)

Reported Projected Variance Notes

Net results from operations 0.5 0.9 -0.4 1       

Disbursements

Salary and benefits 0.9                         0.8                      (0.1)              2       

General and administrative 0.2                         0.4                      0.2               3       

Restructuring costs 0.4                         0.3                      (0.1)              2       

1.5                         1.5                      -               

Net Cash Flow -1 -0.6 -0.4

Opening Cash 9 9 0

Net Cash Flow (1.0)                        (0.6)                     (0.4)              

Ending Cash 8 8.4 -0.4 4       

Note 2: Reported costs were slightly higher than projected during the period.

Note 4: Ending cash includes $1 million of cash on hand.

Note 1: $0.4 million negative variance is attributed to timing differences which are expected to 

reverse in future weeks. 

Note 3: $0.2MM favorable variance attributed to timing differences due as the cash flow was 

based on COD terms, whereas, various suppliers are providing terms.

 

 



 

 

Kitco Metals, Inc. Appendix "2"

Statement of Projected Cash Flow

For the period July 18, 2011 to February 29, 2012

(in thousands $CAD)
 1

July 18 August September October November December January February TOTAL

Net results from Operations $810 $1,330 $1,630 $1,630 $1,630 $1,630 $1,630 $1,630 $11,920

Disbursements

   Salary and benefits 
2

500           910          910             910          910            1,365         960          1,410       7,875          

   General and Administrative 276           567          617             567          567            567            567          567          4,295          

Restructuring costs 170           260          250             250          250            250            250          250          1,930          

Total Disbursements 946           1,737       1,777          1,727       1,727         2,182         1,777       2,227       14,100        

Net Cash Flow (136)         (407)         (147)            (97)           (97)             (552)          (147)         (597)         (2,180)         

Opening consolidated bank balance per book 
3

7,955        8,719       8,312          8,165       8,068         7,971         7,419       7,272       7,955          

Return of seized funds 
4

900           900             

Closing consolidated bank balance per book 
3

### 8,719$      8,312$     8,165$        8,068$     7,971$       7,419$       7,272$     6,675$     6,675$        

Profit and Loss Normalization (Extraordinary Items):

Net Cash Flow (2,180)         

Add Back:

Non-reimbursed sales tax 
5

810             

Restructing Costs 1,930          

Net Profit From Operations: 560$           

Note 1:  All amounts are in Canadian funds. The cash flow assumes no exchange rate fluctuation during the cash flow period.

Note 2: Salary and benefits includes a provision of $0.5 million in February 2012 for the potential payment of employee incentives should the company meet certain targets.

Note 3: The consolidated bank balance per book excludes customer deposits which are held in segregated accounts.

Note 4: On July 21, 2011, the company received approximately $0.9 million seized by Agence du Revenu du Quebec on June 7, 2011.

Note 5:  Represents estimated net sales tax reimbursement for the cash flow period which are not expected to reimbursed by ARQ due to the ongoing dispute.

Bart Kitner

Kitco Metals Inc.  





 

 

Kitco Metals Inc. Appendix "3"

Summary of Scrap Transactions

For the period June 8, 2011 to July 15 2011

Ounces $

(in $ millions)

Begining balance 2,623          4.0$                 

Purchase 1,454          2.2                   

Sale (9)                -                  

Sent to refinery (1,220)         (1.8)                 

Ending balance 2,848          4.4$                 

Ounces $

(in $ millions)

Begining balance 101,633      3.7$                 

Purchase 15,070        0.5                   

Sale (2,100)         (0.1)                 

Sent to refinery (39,401)       (1.4)                 

Ending balance 75,202        2.7$                 

Ounces $

(in $ millions)

Begining balance 1,293          2.0$                 

Purchase 59               0.1                   

Sale (0)                -                  

Sent to refinery (560)            (0.8)                 

Ending balance 792             1.3$                 

Ounces $

(in $ millions)

Begining balance 266             0.4$                 

Purchase (6)                -                  

Sale -              -                  

Sent to refinery (81)              (0.1)                 

Ending balance 180             0.3$                 

Ounces $

(in $ millions)

Begining balance 102             0.2$                 

Purchase 6                 -                  

Sale -              -                  

Sent to refinery -              -                  

Ending balance 108             0.2$                 

Ounces $

(in $ millions)

Begining balance 48               0.1$                 

Purchase 1                 -                  

Sale -              -                  

Sent to refinery (17)              -                  

Ending balance 32               0.1$                 

Palladium

Irridium

Rhodium

Platinum

Gold

Silver

  



 

  
 

 
 
 
 

Appendix 4  
 

Memo from the Petitioner’s Tax Counsel 








































