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ARTICLE

David Defeats Goliath
Commi ssi ons Af f i rm Do l l y Varden  can  Proceed  w i th  a  Pri va te  P l acement i n  the  Face  o f  Hecl a 's Insi de r B i d  and  Requ i re  Hecl a  to  Provi de  a  Fo rma l
Va l ua t i on

On Ju l y 22 ,  2016 ,  a f te r a  si m u l taneous heari ng ,  the  Bri t i sh  Co l um b i a  Securi t i es Com m i ssi on  and  On ta ri o  Securi t i es Com m i ssi on  con f i rm ed  tha t  Do l l y
Varden  S i l ve r Corpora t i on  cou l d  cl ose  a  C$6  m i l l i on  p ri va te  p l acem ent o ffe ri ng  (the  "Pri va te  P l acem ent" ) no twi thstand i ng  tha t  a  take -over b i d  (the
" Insi de r B i d " ) had  been  l aunched  by Hecl a  M i n i ng  Com pany and  i ts a ff i l i a tes,  fo r a l l  o f  Do l l y Varden 's com m on shares ("Shares" ).  A l so ,  the  OSC cease
traded  Hecl a 's Insi de r B i d  un t i l  Hecl a  ob ta i ns (a t  i ts own  expense) a  fo rm a l  va l ua t i on  requ i red  by M u l t i l a te ra l  Instrum en t 61 -101  Pro tect i on  o f  M i no ri ty
Shareho l de rs i n  Speci a l  T ransact i ons and  de l i ve rs such  fo rm a l  va l ua t i on  to  ho l de rs o f  Shares ("Shareho l de rs" ) as an  addendum  to  the  Insi de r B i d
ci rcu l a r da ted  Ju l y 8 ,  2016  (the  "Am ended  Insi de r Offe r" ).  T he  OSC o rde red  tha t  the  Am ended  Insi de r Offe r sha l l ,  un l ess ea rl i e r te rm i na ted ,  rem a i n
open  un t i l  the  l a te r o f  35  days a f te r the  de l i ve ry o f  the  Am ended  Insi de r Offe r o r the  "Exp i ry T i m e"  de f i ned  i n  the  Insi de r Offe r.  Fo l l owi ng  the
announcem ent o f  the  Com m i ssi ons’ deci si ons,  Hecl a  wi thd rew and  te rm i na ted  the  Insi de r B i d .

The Parties

Dolly  Varden is  a junior mining explorat ion company, with its  Shares lis ted and trading on the TSX Venture Exchange. As of
July 15, 2016, Dolly  Varden had a market capitalizat ion of C$10.9 million.

Hecla is  a senior s ilver mining company and has been one of Dolly  Varden's largest holders of Shares s ince 2012,
continuously maintaining a greater than 10% interest in the vot ing Shares. As of July 15, 2016, Hecla had a market
capitalizat ion of US$2.38 bill ion.

Background

In September, 2012, Hecla firs t  became a Shareholder by part ic ipat ing in a private placement result ing in it  holding 19.9% of
the Shares and entered into an ancillary rights agreement with Dolly  Varden (the "Ancillary Rights Agreement"),  whereby Hecla
was granted certain rights, such as the ability  to nominate a member of the board of directors of Dolly  Varden, maintain its  pro
rata equity  interest in Dolly  Varden in connect ion with any issuance of equity  securit ies, and appoint a member to Dolly
Varden's technical committee (the "Technical Committee").

At the Shareholders ' meeting on July 26, 2013, Ms. Rosalie C. Moore, then a consultant to Hecla, was elected to the Board as
Hecla's  nominee. On January 23, 2015, Hecla amended Ms. Moore's consult ing agreement to allow her secondment to Dolly
Varden and Ms. Moore has served as Interim President and CEO of Dolly  Varden s ince that date. She ceased to be a
consultant to Hecla on January 16, 2016, and is  current ly  Dolly  Varden's only full t ime employee.

In  Sep tem ber 2015 ,  Do l l y Varden  en te red  i n to  a  cred i t  ag reem ent wi th  Hecl a ,  as agen t  and  l ender,  and  M r.  Robert  L .  Gi pson ,  as l ender (the  "Restri ct i ve
Loan" ) wi th  an  i n i t i a l  advance  o f  C$1 .5  m i l l i on .  T he  Restri ct i ve  Loan  was secured  by Do l l y Varden 's p roperty,  and  p roh i b i ted  Do l l y Varden  f rom  (i )
i ssu i ng ,  i ncu rri ng ,  assum i ng  o r o the rwi se  becom i ng  l i ab l e  fo r o r i n  respect  o f  add i t i ona l  i ndeb tedness,  o r (i i ) i ssu i ng  any securi t i es wi thou t  consen t  o f
Hecl a .  T he  use  o f  p roceeds fo r the  Restri ct i ve  Loan  was stri ct l y l i m i ted  to  cover Do l l y Varden 's ob l i ga t i ons fo r f l ow-th rough  spend i ng  i n  2015  and ,
the rea f te r,  fo r ba re  m i n i m um  worki ng  cap i ta l  pu rposes.

From  Decem ber,  2015  to  Apri l ,  2016 ,  Do l l y Varden  t ri ed  to  ob ta i n  the  consen t  o f  Hecl a  and  Gi pson  to  e i the r convert  the  Restri ct i ve  Loan  to  equ i ty o r
a l l ow Do l l y Varden  to  conduct  an  equ i ty f i nanci ng  i n  an  e ffo rt  to  repay the  Restri ct i ve  Loan  and  have  add i t i ona l  fund i ng  to  exp l o re  the  Do l l y Varden
si l ve r p roperty.  Hecl a  and  Gi pson  decl i ned  to  consen t  to  e i the r a l te rna t i ve .

In May, 2016, the Board developed a plan to raise the funds required to eliminate the
Restrictive Loan and continue exploration of the Dolly Varden silver property. Dolly Varden
would take out an additional loan sufficient to pay out the Restrictive Loan in full, and upon full
payment and discharge of the Restrictive Loan, announce a private placement issuance to pay
for the new loan and provide Dolly Varden with capital for exploration, staff augmentation and
working capital.
On June  13 ,  2016 ,  Do l l y Varden  en te red  i n to  a  l oan  ag reem ent (the  "New Loan  Agreem ent" ),  wh i ch  p rovi ded  short -te rm  l oan  p roceeds o f  C$2 .5  m i l l i on
from  new l enders.  T he  New Loan  Agreem ent a l l owed  Do l l y Varden  to  repay i t  wi th  an  equ i ty i ssuance  wi thou t  l enders'  consen t .  Do l l y Varden  p rovi ded
the  10 -day no t i ce  pe ri od  requ i red  by the  Restri ct i ve  Loan  no t i fyi ng  Hecl a  tha t  i t  wou l d  be  p repayi ng  the  ou tstand i ng  ba l ance  o f  the  Restri ct i ve  Loan .

On  June  27 ,  2016 ,  the  Board  m et and  deci ded  to  p roceed  wi th  a  p ri va te  p l acem ent o ffe ri ng  as soon  as the  Restri ct i ve  Loan  was pa i d  i n  fu l l .

La te r on  June  27 ,  2016 ,  Hecl a  i ssued  a  p ress re l ease  announci ng  i ts i n ten t i on  to  m ake  an  o ffe r fo r a l l  o f  the  ou tstand i ng  Shares no t  a l ready owned  by
Hecl a .

On  June  29 ,  2016 ,  Do l l y Varden 's l ega l  counse l ,  Bo rden  Ladner Gerva i s LLP, no t i f i ed  Hecl a  tha t  i ts Insi de r B i d  requ i red  p repara t i on  o f  a  Fo rm a l
Va l ua t i on  to  be  ove rseen  by a  com m i t tee  o f  i ndependen t  d i recto rs o f  Do l l y Varden  pu rsuan t  to  M I 61 -101 .

On  Ju l y 4 ,  2016 ,  Do l l y Varden  used  the  p roceeds f rom  the  New Loan  to  pay o ff  and  ext i ngu i sh  a l l  ob l i ga t i ons o f  the  Restri ct i ve  Loan .  T he  Board  m et
and  appo i n ted  a  speci a l  com m i t tee  consi st i ng  o f  i ndependen t  d i recto rs to  consi de r the  fo rm a l  o ffe r,  i f  and  once  i t  was rece i ved .

On  Ju l y 5 ,  2016 ,  Do l l y Varden  announced  i ts i n ten t i on  to  conduct  the  Pri va te  P l acem ent.  Do l l y Varden  d i d  no t  p l ace  any restri ct i ons on  whe the r
i nvesto rs i n  the  Pri va te  P l acem ent wou l d  be  ab l e  to  tender the i r Shares to  an  o ffe r,  i f  an  o ffe r was m ade  by Hecl a  o r any o the r b i dder.  Under the
Anci l l a ry Ri gh ts Agreem ent,  Do l l y Varden  sen t  requ i red  no t i f i ca t i ons so  tha t  Hecl a  cou l d  pa rt i ci pa te  i n  the  Pri va te  P l acem ent to  m a i n ta i n  i ts p ro  ra ta



shareho l d i ng  i n  Do l l y Varden .

On  Ju l y 8 ,  2016 ,  1080890  Bri t i sh  Co l um b i a  L i m i ted ,  a  who l l y owned  i nd i rect  subsi d i a ry o f  Hecl a  M i n i ng  Com pany,  fo rm a l l y l aunched  the  Insi de r B i d  by
f i l i ng  a  take -over b i d  ci rcu l a r.  T he  Insi de r B i d  was sub j ect  to  a  cond i t i on  tha t  Do l l y Varden  wou l d  no t  i ssue ,  se l l  o r au tho ri ze  the  i ssuance  o f  any
securi t i es o f  Do l l y Varden .  On  the  sam e day,  Hecl a  app l i ed  to  the  BCSC fo r an  o rde r to  cease  t rad i ng  the  Pri va te  P l acem ent (the  "Pri va te  P l acem ent
Heari ng " ).

On  Ju l y 11 ,  2016 ,  Do l l y Varden  f i l ed  an  app l i ca t i on  to  cease  t rade  o f  the  Insi de r B i d  wi th  the  OSC (the  " Insi de r B i d  Heari ng " ) as the  take -over b i d
ci rcu l a r fo r the  Insi de r B i d  d i d  no t  i ncl ude  a  Form a l  Va l ua t i on  as requ i red  by M I 61 -101 .

On  Ju l y 12 ,  2016 ,  Hecl a  no t i f i ed  Do l l y Varden  o f  i ts i n ten t i on  to  m a i n ta i n  i ts p ro  ra ta  i n te rest  and  pa rt i ci pa te  i n  the  Pri va te  P l acem ent.

On  Ju l y 15 ,  2016 ,  the  Com m i ssi ons i ssued  a  no t i ce  o f  heari ng  se t t i ng  the  si m u l taneous heari ng  o f  the  Pri va te  P l acem ent Heari ng  and  the  Insi de r B i d
Heari ng  fo r Ju l y 20  and  21 ,  2016 .

On  Ju l y 22 ,  2016 ,  the  Com m i ssi ons i ssued  o rde rs fo r the  si m u l taneous heari ng ,  wi th  reasons fo r the  deci si on  to  fo l l ow. T he  Com m i ssi ons d i sm i ssed
Hecl a 's app l i ca t i on  to  cease  t rade  the  Pri va te  P l acem ent,  and  the  OSC cease  t raded  the  Insi de r B i d  un t i l  the  Am ended  Insi de r Offe r i s de l i ve red  to
Shareho l de rs.

Commentary

Defensive tact ics adopted in response to take-over bids are regulated in Canada under National Instrument 62-104 Take-Over
Bids and Issuer Bids .  The Dolly  Varden decis ion is  the firs t  case to address an alleged defensive tact ic  s ince that instrument
came into force in May 2016, which inc ludes a 50% minimum tender condit ion, a ten (10) day extension period and a 105-day
deposit  period. There has been considerable speculat ion in the financial press that tact ical private placements may become
the next "poison pill" ,  as a preferred defensive strategy in response to host ile take-over bids in Canada. This ruling, however,
should not be taken as carte blanche for targets to adopt private placements in response to such bids.

There were a number of factual c ircumstances in this  case (a genuine and immediate need for financing by Dolly  Varden, the
Private Placement having been planned prior to the Ins ider Bid, no restric t ions from tendering to the Ins ider Bid being placed
on the subscribers to the Private Placement and the right of Hecla to maintain its  pro rata shareholding in Dolly  Varden), which
suggested that Dolly  Varden's Private Placement was not an abusive defensive tact ic .

T he  Com m i ssi ons have  ye t  to  re l ease  the i r reasons,  bu t  i t  i s l i ke l y the  ana l ysi s wi l l  be  fact-speci f i c and  con textua l  i n  l i gh t  o f  the  fo rego i ng
ci rcum stances.  Boards shou l d  con t i nue  to  be  ca re fu l  and  take  focused  advi ce  i n  such  ci rcum stances.  T he  fo rthcom i ng  reasons wi l l  l i ke l y p rovi de
va l uab l e  p ract i ca l  gu i dance  fo r b i dders,  ta rge ts,  and  the i r advi so rs.

BLG Team

BLG is counsel to Dolly  Varden and represented Dolly  Varden at the s imultaneous hearing.

T he  BLG securi t i es team  was l ed  by Fred  P l e tcher and  M e l an i e  Brad l ey wi th  support  f rom  Warren  Learm on th ,  S tephen  P.  Robertson ,  Ju l i e  Bog l e ,  Joe l l e
Dude l zak,  and  studen ts Ke l sey M cIn tyre ,  Breanne  Lehodey and  Lauren  DeGoey.

T he  BLG l i t i ga t i on  team  i n  Bri t i sh  Co l um b i a  was l ed  by Robert  Deane  wi th  support  f rom  Steve  Warne t t ,  Hun te r Parsons and  studen t  Ben j am i n  Reed i j k
and  i n  On ta ri o  was l ed  by Davi d  Di  Pao l o  wi th  support  f rom  Ca i t l i n  Sa i nsbury,  M aureen  Doherty,  and  Graham  Sp l awski .
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