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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING 
 
The accompanying consolidated financial statements of Trevali Resources Corp. have been prepared by 

management in accordance with Canadian generally accepted accounting principles and reflect management’s best 

estimates and judgment based on information currently available.  The financial information contained elsewhere in 

this report has been reviewed to ensure consistency with the consolidated financial statements. 

 

Management maintains systems of internal control designed to provide reasonable assurance that the assets are 

safeguarded.  All transactions are authorized and duly recorded, and financial records are properly maintained to 

facilitate financial statements in a timely manner.  The Board of Directors is responsible for ensuring that 

management fulfills its responsibilities for financial reporting and is ultimately responsible for reviewing and 

approving the consolidated financial statements.  The Board carries out this responsibility principally through its 

Audit Committee. 

 

The Audit Committee of the Board of Directors has reviewed the consolidated financial statements with 

management and the external auditors.  Smythe Ratcliffe LLP, an independent firm of chartered accountants, 

appointed as external auditors by the shareholders, have audited the consolidated financial statements and their 

report is included herein. 

 

 

 

 

“Mark Cruise” (signed)  “Mike Kinley” (signed) 

Mark Cruise  Mike Kinley 

President and Chief Executive Officer  Chief Financial Officer 

 

Vancouver, British Columbia 

March 29, 2011 

 



 

 

 
 
 

INDEPENDENT AUDITORS’ REPORT 

 

TO THE SHAREHOLDERS OF TREVALI RESOURCES CORP. 
 
We have audited the accompanying consolidated financial statements of Trevali Resources Corp., which comprise the 

consolidated balance sheets as at December 31, 2010 and 2009, and the consolidated statements of operations and deficit, and 

cash flows for the years then ended, and a summary of significant accounting policies and other explanatory information. 

 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in accordance with 

Canadian generally accepted accounting principles and for such internal control as management determines is necessary to 

enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error. 

 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in 

accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical 

requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 

from material misstatement. 

 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 

statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of material 

misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor 

considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to 

design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 

effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used 

and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the 

financial statements. 

 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.  

 

Opinion 

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Trevali 

Resources Corp. as at December 31, 2010 and 2009, and the results of its operations and its cash flows for the years then 

ended in accordance with Canadian generally accepted accounting principles. 

 

Emphasis of Matter 

Without qualifying our opinion, we draw attention to Note 1 in the consolidated financial statements, which indicates that the 

Company incurred a net loss of $3,330,448 during the year ended December 31, 2010. This condition, along with other 

matters set forth in Note 1,  indicate the existence of a material uncertainty that may cast significant doubt about the 

Company’s ability to continue as a going concern. 

 

 

 

 

Chartered Accountants 

 

Vancouver, British Columbia 

March 29, 2011 

 



 

The accompanying notes are an integral part of these consolidated financial statements. 
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TREVALI RESOURCES CORP.  

CONSOLIDATED BALANCE SHEETS 

AS AT DECEMBER 31 

 

  

2010 

 

2009 

   

ASSETS   

   
Current   

 Cash  $  1,544,299 $  6,908,644 

 Restricted cash  (Note 13)   2,316,586   - 

 Accounts receivable    136,964   17,049 

 Prepaid and other expenses (Note 17(c))   263,094   20,657 

   
   4,260,943   6,946,350 

   
Restricted cash (Note 13)   102,825   - 

Long-term receivable (Note 5)   290,508   222,224 

Property and equipment (Note 4)   3,834,182   2,400,506 

Exploration advances    32,864   2,782 

Mineral property interests (Note 6)   30,454,739   26,198,084 

   
 $  38,976,061 $  35,769,946 

   
LIABILITIES AND SHAREHOLDERS’ EQUITY    

   
Current   

 Accounts payable and accrued liabilities  $  1,113,231 $  777,061 

 Loan payable (Note 7)   -   398,016 

 Due to related parties (Note 11)   187,782   336,241 

   
   1,301,013   1,511,318 

   
Future income taxes (Note 12)   336,568   332,265 

Long-term debt (Note 8)   3,265,421   1,734,935 

   
   4,903,002   3,578,518 

   
Non-controlling interest   3,829   1,845 

   
Shareholders’ equity            

 Capital stock (Note 9)   46,334,531   41,638,657 

 Contributed surplus (Note 9)   6,785,949   6,271,728 

 Deficit    (19,051,250)    (15,720,802) 

   
   34,069,230   32,189,583 

   
 $  38,976,061 $  35,769,946 
 

Nature and continuance of operations (Note 1) 

Commitments (Notes 4, 6 and 13)  

Subsequent events (Note 17) 

 

On behalf of the Board:    

    

“Anton Drescher” Director “Charles Melbye” Director 

Mr. Anton Drescher  Mr. Charles Melbye  



 

The accompanying notes are an integral part of these consolidated financial statements. 
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TREVALI RESOURCES CORP.  

CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 

YEARS ENDED DECEMBER 31 

 

  

2010 

 

2009 

EXPENSES   

 Amortization $  36,437  $  24,771 

 Consulting (Notes 10 and 11)   1,754,795   1,191,089 

 Interest on long-term debt   199,451   49,721 

 Interest (Note 11)   -   52,060 

 Investor relations (Notes 10 and 11)   329,906   416,408 

 Office and administrative (Note 11)   251,812   314,525 

 Professional fees (Note 10)   619,570   408,124 

 Property investigation   -   5,625 

 Transfer agent and filing fees   250,848   33,673 

 Travel (Note 11)   209,576   108,111 

   

Loss before other items   (3,652,395)   (2,604,107) 

   

OTHER ITEMS   

 Foreign exchange gain    321,947   260,924 

 Pre-operating costs (Note 4)                                -                  (554,826) 

   

   321,947   (293,902) 

   

Net loss and comprehensive loss for the year   (3,330,448)   (2,898,009) 

   

Deficit, beginning of year   (15,720,802)   (12,822,793) 

   

Deficit, end of year $  (19,051,250) $  (15,720,802) 

   

Basic and diluted loss per share $  (0.06) $  (0.08) 

   

Weighted average number of common shares outstanding   54,135,514   37,993,581 



 

The accompanying notes are an integral part of these consolidated financial statements. 
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TREVALI RESOURCES CORP.  

CONSOLIDATED STATEMENTS OF CASH FLOWS 

YEARS ENDED DECEMBER 31 

 

  

          2010 

 

           2009 

   

CASH FLOWS USED IN OPERATING ACTIVITIES   

 Net loss for the year $  (3,330,448) $  (2,898,009) 

 Items not affecting cash:   

  Amortization   36,437   24,771 

  Unrealized gain on foreign exchange   (85,634)   38,310 

  Accretion interest (Note 8(b))   171,801   43,715 

  Stock-based compensation (Note 10)   537,462   853,358 

 Changes in non-cash working capital items:   

  Accounts receivable   (119,915)   6,684 

  Prepaid and other expenses   (242,437)   (1,100) 

  Long-term receivable   (139,100)   (398,667) 

  Accounts payable and accrued liabilities   255,607   150,667 

  Due to related parties   26,331   67,747 

   

 Net cash flows used in operating activities   (2,889,896)   (2,112,524) 

   

CASH FLOWS FROM FINANCING ACTIVITIES   

 Advance on convertible debenture   1,572,000                           525,500                         

 Loans from related party                     -                           1,997,821                         

 Repayment of related party loans                     -                           (2,046,527)                         

 Loan payable   (392,804)   398,016 

 Shares issued for cash   4,629,674   11,577,567 

 Share issue costs   (500)   (82,916) 

   

 Net cash flows provided by financing activities   5,808,370   12,369,461 

   

CASH FLOWS USED IN INVESTING ACTIVITIES   

 Increase in restricted cash    (2,419,411)   - 

 Mineral property interests and exploration advances   (4,321,235)   (1,862,752) 

 Purchase of property and equipment   (1,446,710)   (1,917,570) 

   

 Net cash flows used in investing activities   (8,187,356)   (3,780,322) 

   

Effect of foreign exchange on cash   (95,463)   (54,230) 

   

Increase (decrease) in cash for the year   (5,364,345)   6,422,385 
   

Cash, beginning of year   6,908,644   486,259 

   

Cash, end of year $  1,544,299 $  6,908,644 

   

Supplemental cash flow information   

 Interest paid $  - $  52,060 

 Income taxes paid $  - $  - 

Non-cash transactions   

 Shares issued for debt settlement $  - $  1,000,000 

     Due to related parties included in mineral property interests $  1,724 $  176,514 

     Accounts payable and accrued liabilities included in mineral 

property interests $  705,125 $  608,292 



TREVALI RESOURCES CORP.  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER 31, 2010 AND 2009 
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1. NATURE AND CONTINUANCE OF OPERATIONS 
 

Trevali Resources Corp. (the "Company") is incorporated under the laws of British Columbia, Canada. In 2007, the 

Company changed its business and has since been engaged in the acquisition, exploration and development of 

mineral properties in Peru.  The Company is an exploration stage company. 

 

These consolidated financial statements have been prepared on the basis of accounting principles applicable to a 

going concern, which assumes that the Company will be able to continue in operation for the foreseeable future, and 

will be able to realize its assets and discharge its liabilities and commitments in the normal course of business.   

 

Several adverse conditions cast substantial doubt on the validity of this assumption.  For the year ended 

December 31, 2010, the Company has incurred significant operating losses of $3,330,448 (2009 - $2,898,009), is 

currently unable to self-finance operations, has working capital of $2,959,930 (2009 - $5,435,032), has a deficit at 

December 31, 2010 of $19,051,250 (2009 - $15,720,802), limited resources, no source of operating cash flow and 

no assurances that sufficient funding will be available to conduct further exploration and development of its mineral 

property interests.  

 

The Company does not generate sufficient cash flow from operations to adequately fund its activities and has 

therefore relied principally upon the issuance of securities for financing.  Future capital requirements will depend on 

many factors including the Company's ability to execute its business plan.  The Company intends to continue relying 

upon the issuance of equity or debt securities to finance its future activities, but there can be no assurance that such 

financing will be available on a timely basis under terms acceptable to the Company, particularly in view of current 

market conditions.  Although these consolidated financial statements do not include any adjustments that may result 

from the inability to secure future financing, such a situation would have a material adverse effect on the Company’s 

recoverability of assets, classification of assets and liabilities, and results of operations should the Company be 

unable to continue as a going concern. 

 

The business of mining and exploration involves a high degree of risk and there can be no assurance that current 

exploration programs will result in profitable mining operations.  The Company has no source of revenue, and has 

significant cash requirements to meet its administrative overhead and maintain its mineral property interests.  The 

recoverability of amounts shown for mineral properties is dependent on several factors.  These include the discovery 

of economically recoverable reserves, the ability of the Company to obtain the necessary financing to complete the 

development of these properties, and future profitable production or proceeds from disposition of mineral properties. 

The carrying value of the Company’s mineral property interests does not reflect current or future values.  

 

2. SIGNIFICANT ACCOUNTING POLICIES 

 

The Company prepares its consolidated financial statements in accordance with Canadian generally accepted 

accounting principles (“GAAP”).  

 

 Basis of consolidation 

 

These consolidated financial statements include the accounts of the Company and its wholly-owned integrated 

subsidiaries, Trevali Peru S.A.C. (“Trevali Peru”), Trevali Renewable Energy Inc. (“Trevali Renewable”) and 

Compania Hidroelectrica Tingo S.A.C (“Tingo”) (99.9% owned).  All significant intercompany balances and 

transactions were eliminated upon consolidation. In addition, the Company consolidates variable interest entities for 

which it is determined to be the primary beneficiary. 

 

Acquisition of assets 

 

The acquisition of mineral property interests and related assets is often effected through a non-operating corporate 

structure.  As these structures do not represent a business, it is considered that the transactions do not meet the 

definition of a business combination.  Accordingly the transactions are accounted for as asset acquisitions. 

 



TREVALI RESOURCES CORP.  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER 31, 2010 AND 2009 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 
 

Variable interest entities 
 

The Company accounts for variable interest entities (“VIE”) in accordance with the Canadian Institute of Chartered 

Accountants’ (“CICA”) Accounting Guideline 15, “Consolidation of Variable Interest Entities” (“AcG 15”). AcG 15 

prescribes the application of consolidation principles for entities that meet the definition of a VIE. An enterprise 

holding other than a controlling interest in a VIE could, subject to certain conditions, be required to consolidate the 

VIE if it is considered its primary beneficiary, whereby it would absorb the majority of the VIE’s expected losses, 
receive the majority of its expected residual returns, or both. 
 

Use of estimates 
 

The preparation of financial statements in accordance with GAAP requires management to make estimates and 

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 

liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the year.  

Significant areas requiring the use of estimates include accrual of liabilities, fair value of long-term debt, rates of 

amortization of property and equipment, impairment and recoverability of mineral property interests, amounts of 

reclamation and environmental obligations, assumptions used to determine the fair value of stock-based 

compensation, balance of future income taxes payable and determination of the valuation allowance for future 

income tax assets. While management believes the estimates to be reasonable, actual results could differ from those 

estimates and could impact future results of operations and cash flows. 
 

Foreign currency translation 
 

The functional and reporting currency of the Company is the Canadian dollar.  Amounts recorded in foreign 

currency are translated into Canadian dollars as follows: 
 

i) Monetary assets and liabilities, at the rate of exchange in effect as at the balance sheet date; 
 

ii) Non-monetary assets and liabilities, at the exchange rates prevailing at the time of the acquisition of the 

assets or assumption of the liabilities; and 
 

iii) Interest income and expenses (excluding amortization, which is translated at the same rate as the related 

asset), at the rate of exchange on the transaction date. 
 

Gains and losses arising from this translation of foreign currency are included in the determination of net loss for the 

year. 
 

 Amortization 
 

Amortization of property and equipment is recorded at the following annual rates: 
 

 Buildings and infrastructure - 3% straight-line, when in service and nil for assets not yet in service 

 Hydroelectric facility - Nil as not yet in service 

 Office equipment   - 10% declining balance basis 

 Computer equipment  - 25% to 30% declining balance basis 

 Leasehold improvements  - straight-line over the lease term 
 

Additions during the year are amortized at one-half the annual rates and none is taken during the year of disposal. 
 

Mineral property interests  
 

The Company records its interests in mineral properties and deferred exploration costs initially at cost.  All costs 

relating to the acquisition and exploration of these interests are capitalized on the basis of specific claim blocks or 

areas of geological interest until the properties to which they relate are placed into production, sold or management 

has determined there to be an impairment.  These costs will be amortized on the basis of units produced in relation 

to the proven reserves available on the related property upon commencement of production.   



TREVALI RESOURCES CORP.  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER 31, 2010 AND 2009 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 

 

Mineral property interests (cont`d…) 

 

Proceeds from mineral property interests sold will be credited against the cost of the property. Where recoveries 

exceed costs, such amounts are recognized in net income (loss). 

 

The recorded cost of mineral exploration interests is based on cash paid, the value of share considerations, and 

exploration and development costs incurred. The recorded amount does not reflect present or future values as this 

will be dependent on the development program, the nature of the mineral deposit, commodity prices, adequate 

funding and the ability of the Company to bring its projects into production, or realize proceeds from disposition. 

 

All deferred property expenditures are reviewed quarterly, on a property-by-property basis, to consider whether 

there are any conditions that may indicate impairment. When the carrying value of a property interest exceeds its net 

recoverable amount that may be estimated by quantifiable evidence of an economic geological resource or reserve, 

joint venture expenditure commitments or the Company’s assessment of its ability to sell the interest for an amount 

exceeding the deferred costs, provision is made for the impairment in value.  

 

From time to time the Company may acquire or dispose of a mineral property interest pursuant to the terms of an 

option agreement. As the options are exercisable entirely at the discretion of the optionee, the amounts payable or 

receivable are not recorded. Option payments are recorded as property costs or recoveries when the payments are 

made or received. 

 

Asset retirement obligations (“ARO”) 

 

The Company recognizes an estimate of the liability associated with an ARO in the consolidated financial 

statements at the time the liability is incurred.  The estimated fair value of the ARO is recorded as a long-term 

liability, with a corresponding increase in the carrying amount of the related asset.  The liability amount is increased 

each reporting period due to the passage of time and the amount of accretion is charged to earnings in the year.  The 

ARO can also increase or decrease due to changes in the estimates of timing of cash flows or changes in the original 

estimated undiscounted cost.  Actual costs incurred upon settlement of the ARO are charged against the ARO to the 

extent of the liability recorded.  

 

 Stock-based compensation 

 

The Company accounts for stock-based compensation using a fair value based method with respect to all stock-

based payments to directors, employees and non-employees.  For directors and employees, the fair value of the 

options is measured at the date of grant.  For non-employees, the fair value of the options is measured on the earlier 

of the date at which the counterparty performance is complete or the date the performance commitment is reached, 

or the date at which the equity instruments are granted if they are fully vested and non-forfeitable.  For directors, 

employees and non-employees, the fair value of the options is accrued and charged either to operations or mineral 

property interests, with the offset credit to contributed surplus, over the vesting period.  If and when the stock 

options are exercised, the applicable amounts from contributed surplus are transferred to capital stock. 

 

Basic and diluted loss per share 

 

Basic loss per share is calculated using the weighted average number of common shares outstanding during the year.  

The Company uses the treasury stock method to compute the dilutive effect of options, warrants and similar 

instruments.  Under this method, the dilutive effect on earnings per share is calculated presuming the exercise of 

outstanding options, warrants and similar instruments.  It assumes that the proceeds of such exercise would be used 

to repurchase common shares at the average market price during the year.  However, the calculation of diluted loss 

per share excludes the effects of various conversions and exercise of options and warrants that would be anti-

dilutive.  Shares held in escrow, other than where their release is subject to the passage of time, are not included in 

the calculation of the weighted average number of common shares outstanding. 



TREVALI RESOURCES CORP.  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER 31, 2010 AND 2009 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 

 

Income taxes 
 

The Company follows the asset and liability method of accounting for income taxes.  Under this method, future tax 

assets and liabilities are recognized for the future tax consequences attributable to differences between the financial 

statement carrying amounts of existing assets and liabilities and their respective tax basis, and losses carried 

forward. Future tax assets and liabilities are measured using enacted or substantively enacted tax rates expected to 

apply when the asset is realized or the liability settled.  The effect on future tax assets and liabilities of a change in 

tax rates is recognized in income in the year that enactment or substantive enactment occurs.  To the extent that the 

Company does not consider it to be more likely than not that a future income tax asset will be recovered, it provides 

a valuation allowance against the excess. 

 

Warrants 

 

Proceeds received on the issuance of units, consisting of common shares and warrants, are allocated first to common 

shares based on the market trading price of the common shares at the time the units are priced or issued, and any 

excess is allocated to warrants. 

 

Non-monetary transactions 

 

All non-monetary transactions are measured at the fair value of the asset surrendered or the asset received, 

whichever is more reliable, unless the transaction lacks commercial substance or the fair value cannot be reliably 

established.  The commercial substance requirement is met when the future cash flows are expected to change 

significantly as a result of the transaction.  When the fair value of a non-monetary transaction cannot be reliably 

measured, it is recorded at the carrying amount (after reduction, when appropriate, for impairment) of the asset 

given up adjusted by the fair value of any monetary consideration received or given. When the asset received or the 

consideration given up is shares in an actively traded market, the value of those shares will be considered fair value.  

 

Financial instruments  

 

All financial instruments are classified as one of the following: held-to-maturity, loans and receivables, held-for-

trading, available-for-sale or other financial liabilities.  Financial assets and liabilities held-for-trading are measured 

at fair value with gains and losses recognized in net income.  Financial assets held-to-maturity, loans and 

receivables, and other financial liabilities are measured at amortized cost using the effective interest method.  

Available-for-sale instruments are measured at fair value with unrealized gains and losses recognized in other 

comprehensive income (loss) and reported in shareholders’ equity.  Any financial instrument may be designated as 

held-for-trading upon initial recognition. 

 

Material transaction costs that are directly attributable to the acquisition or issue of financial instruments that are 

classified as other than held-for-trading, which are expensed as incurred, are included in the initial carrying value of 

such instruments. 

 

Future accounting changes 
 

International Financial Reporting Standards (“IFRS”) 

 

In 2008, the Canadian Accounting Standards Board confirmed that the transition to IFRS from Canadian GAAP will 

be effective for fiscal years beginning on or after January 1, 2011 for publicly accountable enterprises. The 

Company will therefore be required to present IFRS financial statements for its March 31, 2011 interim financial 

statements. The effective date will require the restatement for comparative purposes of amounts reported by the 

Company for the interim periods and for the year ended December 31, 2010. The Company is currently evaluating 

the impact of the conversion on the Company’s consolidated financial statements and is considering accounting 

policy choices available under IFRS. 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont’d…) 

 

Future accounting changes (cont’d...) 

 

Business Combinations 

 

In January 2009, the Canadian Institute of Chartered Accountants (“CICA”) issued Handbook Section 1582, 

“Business Combinations”, Section 1601, “Consolidated Financial Statements”, and Section 1602, “Non-Controlling 

Interests”. These sections replace the former Section 1581, “Business Combinations”, and Section 1600, 

“Consolidated Financial Statements”, and establish a new section for accounting for a non-controlling interest in a 

subsidiary. 

 

Sections 1582 and 1602 will require net assets, non-controlling interests and goodwill acquired in a business 

combination to be recorded at fair value and non-controlling interests will be reported as a component of equity. In 

addition, the definition of a business is expanded and is described as an integrated set of activities and assets that are 

capable of being managed to provide a return to investors or economic benefits to owners. Acquisition costs are not 

part of the consideration and are to be expensed when incurred. Section 1601 establishes standards for the 

preparation of consolidated financial statements. 

 

Section 1601, “Consolidated Financial Statements”, establishes the standards for preparing consolidated financial 

statements.  

 

Section 1602, “Non-Controlling Interests” establishes the standards for the accounting for non-controlling interests 

of a subsidiary in the preparation of consolidated financial statements subsequent to a business combination.  This 

standard is equivalent to IFRS on consolidated and separate financial statements.   

 

These new sections apply to interim and annual consolidated financial statements relating to fiscal years beginning 

on or after January 1, 2011.  Earlier adoption of these sections is permitted as of the beginning of a fiscal year.  All 

three sections must be adopted concurrently.  The Company is currently evaluating the impact of the adoption of 

these sections. 

 

3. RISK MANAGEMENT AND FINANCIAL INSTRUMENTS 

 

The Company classifies its cash and restricted cash as held-for-trading; and accounts payable and accrued liabilities, 

loan payable, due to related parties and long-term debt as other financial liabilities. The carrying values of cash, 

restricted cash, and accounts payable and accrued liabilities approximate their fair values due to the expected 

maturity of these financial instruments.  Loan payable and long-term debt are carried at amortized cost.  

 

The Company’s risk exposure and the impact on the Company’s financial instruments are summarized below: 

 

(a) Credit risk 
 

Concentration of credit risk exists with respect to the Company’s cash as all amounts are held at a major 

Canadian financial institution and a major Peruvian financial institution.  The Company’s concentration of 

credit risk and maximum exposure thereto is as follows: 

 

Cash  2010 2009 

    

Canadian financial institution  $       582,960 $  6,023,782 

Peruvian financial institution         961,339   884,862 

      1,544,299   6,908,644 

Peruvian financial institution – restricted, current    2,316,586   - 

Peruvian financial institution – restricted, long-term    102,825   - 

  $  3,963,710 $  6,908,644 
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3. RISK MANAGEMENT AND FINANCIAL INSTRUMENTS (cont`d…) 

 

(a) Credit risk (cont`d…) 

 

The credit risk associated with cash is minimized substantially by ensuring that these financial assets are placed 

with major Canadian and Peruvian financial institutions with strong investment-grade ratings by a primary 

ratings agency. Accounts receivable primarily consist of Harmonized Sales Tax due from the Government of 

Canada. 
 

(b) Liquidity risk 

 

Liquidity risk is the risk that the Company will encounter difficulty in satisfying financial obligations as they 

fall due.  The Company’s approach to managing liquidity risk is to provide reasonable assurance that it will 

have sufficient funds to meet liabilities when due.  The Company manages its liquidity risk by forecasting cash 

flows required by operations and anticipated investing and financing activities.  At December 31, 2010 the 

unrestricted cash balance of $1,544,299 (2009 - $6,908,644) is insufficient to meet the needs for the coming 

year.  Therefore, the Company will likely be required to raise additional capital in order to fund its operations in 

2011.  

 

The remaining contractual maturities of the financial liabilities of the Company on December 31, 2010 are as 

follows: 
 

 

0 to 3 

months 

3 to 6 

months 

6 to 12 

months 

1 year to 5 

years 

 

Total 

      

Accounts payable and 

accrued liabilities $    1,113,231 $                - $              - 

 

  $   -                 

13,306 
$  1,113,231 

Due to related parties 187,782                - - - 187,782 

Long-term debt - -         - 4,137,536 4,137,536 

      $     1,301,013   $                -     $             - $4,137,536 $  5,438,549 

 

The remaining contractual maturities of the financial liabilities of the Company on December 31, 2009 are as 

follows: 

 

 

0 to 3 

months 

3 to 6 

months 

6 to 12 

months 

1 year to 5 

years 

 

Total 

      

Accounts payable and 

accrued liabilities  $ 777,061  $ -  $ -  $ -  $ 777,061 

Loan payable   -   398,016   -   -   398,016 

Due to related parties   336,241   -   -   -   336,241 

Long-term debt   -   -   -   2,870,180   2,870,180 

  $ 1,113,302  $ 398,016   $ -  $ 2,870,180  $ 4,381,498 
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3. RISK MANAGEMENT AND FINANCIAL INSTRUMENTS (cont`d…) 

 

(c) Market risk  

 

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of 

changes in market prices.  Market risk comprises three types of risk: interest rate risk, foreign currency risk and 

other price risk. 

 

i)  Interest rate risk 

 

Interest rate risk consists of two components to the extent that: 

 

a) payments made or received on the Company’s monetary assets and liabilities are affected by 

changes in prevailing market interest rates, the Company is exposed to interest rate cash flow risk; 

and 

 

b) changes in prevailing market interest rates differ from the interest rates in the Company’s 

monetary assets and liabilities, the Company is exposed to interest rate price risk. 

 

The Company’s cash consists primarily of cash held in bank accounts.  Due to the short-term nature of 

these financial instruments, fluctuations in market rates do not have a significant impact on estimated fair 

values as of December 31, 2010.  The Company manages interest rate risk by maintaining an investment 

policy that focuses primarily on preservation of capital and liquidity.   

 

The Company is exposed to interest rate cash flow risk on certain long-term debt amounts as the payments 

will fluctuate during their term with changes in the interest rate.  The Company’s sensitivity analysis 

suggests that a 1% change in interest rates will not have a material effect on future cash flows. 

 

ii) Foreign currency risk 

 

The Company is exposed to foreign currency risk to the extent expenditures incurred or funds received and 

balances maintained by the Company are denominated in currencies other than the Canadian dollar 

(primarily United States dollars (“USD”) and Peruvian pesos (“pesos”). The Company has net monetary 

liabilities of $3,197,000 (2009 – $2,026,000) denominated in USD and net monetary assets of $2,681,000 

(2009 – $276,000) in pesos. For the year ended December 31, 2010, the Company’s sensitivity analysis 

suggests that a change in the absolute rate of exchange in USD by 8% will increase or decrease net loss by 

$256,000 and a change in the absolute rate of exchange in pesos by 8% will increase or decrease net loss by 

$214,000. For the year ended December 31, 2009, the Company’s sensitivity analysis suggests that a 

change in the absolute rate of exchange in USD 17% will increase or decrease net loss by $345,000 and a 

change in the absolute rate of exchange in pesos by 12% will not have a material effect on the Company’s 

business, financial condition and results of operations. The Company has not entered into any foreign 

currency contracts to mitigate this risk. 

 

iii) Other price risk 

 

Other price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate 

because of changes in market prices, other than those arising from interest rate risk, foreign currency risk or 

commodity price risk.  The Company has no financial instruments exposed to other price risk.  
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4. PROPERTY AND EQUIPMENT 

 

 2010 

 

2009 

 

 

 

Cost 

Accumulated 

Amortization 

Net Book 

Value 

 

Cost 

Accumulated 

Amortization 

Net Book 

Value 

       
Buildings and infrastructure $ 1,388,684 $   9,376 $ 1,379,308 $ 203,712 $   3,195 $ 200,517 

Hydroelectric facility 2,296,284 - 2,296,284 2,047,969 - 2,047,969 

Computer equipment 47,977 26,884 21,093 31,234 16,558 14,676 

Office equipment 165,474 35,637 129,837 145,294 19,788 125,506 

Leasehold improvements 17,061 9,401 7,660 17,061 5,223 11,838 

 $ 3,915,480 $  81,298 $ 3,834,182 $ 2,445,270 $  44,764 $ 2,400,506 

 

Hydroelectric facility  
 

During 2007, the Company entered into a lease agreement for the use of a hydroelectric facility of Compania 

Minerales Santander Inc. S.A.C. (“Santander”) in connection with the acquisition of the mining concessions in Peru 

(Note 6). Prior to the termination of the lease payments on March 31, 2009, the Company was obligated to make 

monthly payments of US$14,000 (commencing in April 2008) totaling US$1,680,000 until 2018.  

On September 29, 2009, the Company purchased the hydroelectric facility and capitalized related costs under 

buildings and infrastructure and construction in progress. Facility costs of $554,826 considered to be pre-operative 

in nature were written off to operations in 2009.  

 

5. LONG-TERM RECEIVABLE 

 

The long-term receivable of $290,508 (2009 - $222,224) is input tax credits (“IGV”) incurred by Tingo in Peru and 

which may only be recoverable from taxes collected from the sale of hydro electric power in the future. 

 

  2010 2009 

    

IGV   $  290,508 $  222,224 
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6. MINERAL PROPERTY INTERESTS 

 

  

Balance, December 31, 2008  $ 23,065,405 

 

Acquisition costs:  

 Cash payments  721,705 

 Third party creditor obligation (Note 8(b))  1,165,720 

 Cost recoveries  (1,509,504) 

  377,921 

Deferred exploration costs:  

 Incurred during the year:  

 Drilling and analysis  517,473 

 Field expenses  712,993 

 IGV   445,706 

 Personnel  968,408 

 Survey and mapping  22,593 

 Travel  87,585 

  2,754,758 

Total expenditures for the year  3,132,679 

  

Balance, December 31, 2009   26,198,084 

 

Acquisition costs:  

 Cash payments  432,592 

 Cost recoveries  (211,856) 

  220,736 

Deferred exploration costs:  

 Incurred during the year:  

 Drilling and analysis  901,566 

 Field expenses  1,612,541 

 IGV   745,475 

 Personnel  735,559 

 Travel   40,778 

  4,035,919 

Total expenditures for the year  4,256,655 

  

Balance, December 31, 2010 $ 30,454,739 
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6. MINERAL PROPERTY INTERESTS (cont’d…) 

 

 Property Acquisition  

 

 Santander Project  

  

During 2007 and 2008, the Company acquired notes due from Santander from Santander’s third party creditors. 

Santander is an insolvent Peruvian company controlled by its creditors under applicable Peruvian insolvency 

regulations, incorporated on December 11, 2007, representing a restructured former division of Santander Holdings 

Inc.  The third party notes had a remaining face value of $5,996,313 representing approximately 75% of Santander’s 

debts after certain restructuring activities approved by its Creditors Committee on December 11, 2007, for total 

consideration of $3,729,437, which included 1,000,000 common shares of the Company (valued at $1.70 per share 

for a total value of $1,700,000). The purpose of these transactions was to gain assurance that the Company would be 

assigned Santander’s mineral property interests (see below). Accordingly, these costs are considered property 

acquisition costs. Recoveries resulting from collection of the third party notes are treated as acquisition cost 

recoveries in the periods received. 

 

On November 19, 2007, the Company entered into an assignment agreement with Santander whereby the Company 

obtained the rights to explore, develop, process and commence commercial activities on 66 mining concessions 

covering 950 hectares from Santander (the “Property”). The concessions give rights to a zinc property located in the 

province of De Huaral Deparmento de Lima, Peru. The Company is required to make monthly payments to 

Santander that are the greater of a 3.5% net smelter royalty (“NSR”) on any production and US$100,000, 

commencing January 1, 2008. The mining concession lease was amended in July 2009 (the “Addendum 

Agreement”) whereby further monthly advance royalty payments were curtailed until significant commercial 

production has commenced. Any NSR payments made prior to commencement of production will be applied to any 

future royalties payable.  The assignment of these mining concessions to the Company will be in effect for 50 years 

plus an automatic renewal for another 50 years thereafter. The Company holds the option to opt out of the 

assignment agreement at any time without penalty.  In consideration for the suspension of the minimum monthly 

payment of US$100,000, the Company agreed to advance to Santander by way of loan all necessary funds to cover 

the on-going costs of Santander’s bankruptcy proceedings.  Any funds advanced by the Company to Santander will 

rank as a first charge against the assets of Santander.  In addition, the Company was granted the exclusive right, up 

to September 30, 2014, to acquire the mineral concessions, which comprise the Property for a payment equal to the 

balance of the Santander insolvency liabilities outstanding on the date the Company exercises the right plus 

US$300,000.  As of December 31, 2010, the outstanding third party liabilities of Santander is approximately 

US$2,160,000, not including the third party notes purchased by the Company or quarterly distributions to all 

creditors of US$230,000 to commence in March 2011, and may be subject to change during the Santander 

bankruptcy proceedings (postponed until June 2012 subsequent to the year-end). As at December 31, 2010, the 

Company has recorded the present value of the obligation to those third party creditors for US$2,160,000 of which 

the calculated present value is $1,276,221 (2009 - $1,209,435) (Note 8(b)).  The terms of the Addendum Agreement 

were approved by the Santander creditors at a creditors’ meeting held on September 29, 2009. 
   
On December 3, 2007, the Company agreed to issue 2,000,000 common shares to the shareholders of Santander 

Holdings Inc. for i) the assignment of the mining concessions as described above; ii) agreeing to restructure the 

division of Santander Holdings Inc., which owned the above concessions and the hydroelectric plant; and iii) 

assistance in purchasing the debts of Santander. The common shares, which were issued on February 25, 2008, have 

been valued at $1.70 per share for a total value of $3,400,000.  
 

During 2007, the Company entered into a lease agreement for the use of a hydroelectric plant in connection with the 

acquisition of the mining concessions in Peru (Note 4). 
 

The Company also acquired six additional concessions surrounding the 66 mining concessions above, covering an 

additional 3,504 hectares. 
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6. MINERAL PROPERTY INTERESTS (cont’d…) 

 

 Property Acquisition (cont’d…) 
 

 Santander Project (cont’d…) 

 

Agreements with Glencore International AG’s Peruvian subsidiary, Empresa Minera Los Quanuales S.A. 

(“Glencore”)  
 

During the year ended December 31, 2010, the Company entered into agreements with Glencore to develop, 

construct and operate a mine at the Santander Project.  The agreements are summarized as such: 
 

Glencore will: 
 

i) construct a mill and a flotation plant (together, the “Plant”). 

ii) operate the Plant and the mine for the Company on a contract basis. 

iii) buy 100% of the Santander mine production at benchmark terms for the life of the mine. 

iv) have the right of first refusal over the Santander Project’s assets in the event that the Company intends to 

sell them, and an option to purchase 51% of the ownership of all Santander’s assets, at fair market value, in 

the event that a change of Control is to take place.  This agreement shall terminate on the later of (1) the 

fourth anniversary of the commencement of commercial production and (2) repayment of all obligations of 

the Company under the Concentration Plant Sale Agreement (described in the Company’s obligations 

below) and the convertible debenture agreement (Note 8(a)). 

 

The Company will: 

i) retain 100% ownership of the Santander Project. 

ii) have the facilities and capacity needed to provide electrical power and water resources for the Santander 

Project. 

iii) provide a mining camp for Glencore staff. 

iv) acquire the Plant and the associated infrastructure from Glencore, through the Concentration Plant Sale 

Agreement, over a period of four years following commercial concentrate production for US$4,000,000 

plus the cost of services, equipment and materials to be incurred during construction and commissioning. 

Payment for the Plant will be made in twelve monthly installments each year based upon the amount of 

concentrate treated by the Plant, notwithstanding that the total price shall be paid by the end of the fourth 

year. The Company has the right to prepay the entire outstanding balance subject to a 10% prepayment 

penalty. 
 

Acquisitions 
 

The acquisition of title to mineral properties is a detailed and time-consuming process. The Company has taken 

steps in accordance with industry standards to verify title to mineral properties in which it has an interest. Although 

the Company has taken every reasonable precaution to ensure that legal title to its properties is properly recorded in 

the name of the Company, there can be no assurance that such title will ultimately be secured. 
 

Environmental expenditures 
 

The operations of the Company may in the future be affected from time to time in varying degrees by changes in 

environmental regulations, including those for future removal and site restoration costs. Both the likelihood of new 

regulations and their overall effect upon the Company vary greatly and are not predictable. The Company’s policy is 

to meet or, if possible, surpass standards set by relevant legislation by application of technically proven and 

economically feasible measures. 
 

Environmental expenditures that relate to ongoing environmental and reclamation programs are charged against 

earnings as incurred or capitalized and amortized depending on their future economic benefits. Estimated future 

removal and site restoration costs, when the ultimate liability is reasonably determinable, will be charged against 

earnings over the estimated remaining life of the related business operation, net of expected recoveries. The 

Company is not aware of any AROs as of December 31, 2010 and 2009. 
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6. MINERAL PROPERTY INTERESTS (cont’d…) 

 

Realization of assets 
 

The investment in and expenditures on mineral property interests comprise a significant portion of the Company’s 

assets.  Realization of the Company’s investment in these assets is dependent upon the establishment of legal 

ownership, the attainment of successful production from the properties or from the proceeds of their disposal.  

Resource exploration and development is highly speculative and involves inherent risks.  While the rewards if an ore 

body is discovered can be substantial, few properties that are explored are ultimately developed into producing 

mines.  There can be no assurance that current exploration programs will result in the discovery of economically 

viable quantities of ore. 
 

7. LOAN PAYABLE 
 

A loan agreement was signed on June 1, 2009 in the amount of US$380,000.  The loan was unsecured, bore interest 

at 10% annually commencing January 1, 2010 and was repaid in full on April 29, 2010. 
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8. LONG-TERM DEBT 

 

 2010 2009 

   

(a) Convertible debt: 

 

On September 3, 2010, the Company closed the US$2,000,000 convertible 

debenture contemplated in the memorandum of understanding dated May 15, 

2009 between the Company and Glencore. An advance of US$500,000 was 

drawn by the Company during the year ended December 31, 2009 with the 

balance of US$1,500,000 received on September 3, 2010. The debenture is 

repayable in equal instalments over three years commencing the later of six 

months from the date of first commercial production from the Santander Project, 

or 20 months from the date of the advance, and will bear interest at Libor (three-

month) plus 2.5%, payable quarterly on arrears. Libor (three-month) rate on 

December 31, 2010 was 0.3027% (2009 – 0.2531%).  Glencore has the option to 

convert the debenture loan, made up of principal and accrued interest payable, to 

the Company’s common shares any time after the second anniversary of 

drawdown based on trailing 30-day volume weighted average price at conversion 

date, subject to a minimum floor conversion price of $0.64 per share, with 

security for the financing being the Santander Project tailing resource. Upon a 

change in control, all indebtedness and all accrued and unpaid interest, premiums 

and fees shall become immediately due and payable. 

  

At September 3, 2010, US$2,000,000 was allocated to the liability portion of this 

compound financial instrument. The equity portion thereof was determined to be 

$Nil at that date as the value of the conversion feature of the debt is insignificant 

due to the conversion price approximating the market price.   

 

  

Balance of convertible debt $ 1,989,200 $ 525,500  

   (b)  Third party Santander creditor obligation: 

 

On September 29, 2009, Santander became a variable interest entity of the 

Company by virtue of Santander’s Creditors Committee approval of the mineral 

concession purchase option granted to the Company, together with other 

Company obligations relating thereto (Note 6). The Company has recorded the 

present value of the obligation to those third party creditors of US$2,160,000, 

due on or before September 30, 2014, at a discount rate of 15%. 

 1,209,435  1,165,720   

Accretion interest  171,801 

       (105,015) 

 43,715  

                   - Gain on foreign exchange translation 

   

Balance of obligation  

 

Total long-term debt 

 1,276,221  1,209,435  

 

$ 3,265,421 

 

$ 1,734,935  
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9. CAPITAL STOCK AND CONTRIBUTED SURPLUS 

 

Authorized: 

   Unlimited number of common shares without par value. 
 

 
Number 

of Shares 

Capital 

Stock 

Contributed 

Surplus 

    

Issued and outstanding    

Balance, December 31, 2008  34,584,653   $ 29,398,066 $ 5,206,716 

 Stock-based compensation  -  -  911,450 

 Private placements  13,181,250  9,444,800  - 

 Agent compensation shares  264,999  185,499  - 

 Agent compensation warrants  -  (153,562)  153,562 

 Shares issue cost  -  (268,414)  - 

 Shares issued for debt  1,470,588  1,000,000  - 

 Exercise of warrants  3,331,586  2,032,268  - 

Balance, December 31, 2009   52,833,076  41,638,657  6,271,728 

 Stock-based compensation  -  -  580,920 

Private placement  3,582,144  3,761,251  - 

 Exercise of warrants  638,494  751,224  - 

 Exercise of options  150,000  117,200  - 

 Share issue cost  -  (500)  - 

Reallocation from contributed surplus on exercise of     

options 
 -  66,699  (66,699) 

    

Balance, December 31, 2010   57,203,714 $ 46,334,531 $ 6,785,949 

 

a) During the year ended December 31, 2010, the Company: 

 

i) Closed a non-brokered private placement consisting of 3,582,144 units at $1.05 per unit for gross proceeds of 

$3,761,251.  Each unit is comprised of one common share and one-half of one share purchase warrant.  Each 

whole warrant is exercisable at a price of $1.50 for a period of two years until September 1, 2012.  The warrants 

carry a forced conversion feature such that should the common shares of the Company trade at or above $1.80 

per share for 20 consecutive trading days, the Company may (within 30 days of such occurrence) notify warrant 

holders in writing that the warrants must be exercised within 30 calendar days of the notice and subsequent to 

which any unexercised warrants will expire. 

 

ii) Issued 638,494 common shares on the exercise of 299,375 share purchase warrants at $1.15 per share and 

339,119 shares purchase warrants at $1.20 per share for total gross proceeds of $751,224. 

 

iii) Issued 150,000 common shares on the exercise of 40,000 shares purchase options at $0.95 per share and 

110,000 shares purchase options at $0.72 per share for total gross proceeds of $117,200. 

 

(iv) On December 30, 2010, the Company exercised the forced conversion feature on the warrants expiring on 

December 10, 2011 (note 9(b)(iv)) and notified warrant holders in writing that the warrants must be exercised 

within 30 calendar days. All of these warrants that were outstanding on the date of the notice were subsequently 

exercised (Notes 10 and 17(b)). 
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9. CAPITAL STOCK AND CONTRIBUTED SURPLUS (cont’d…) 

 

b) During the year ended December 31, 2009, the Company: 

 

i) Closed a non-brokered private placement consisting of 2,179,250 units at $0.80 per unit for gross proceeds of 

$1,743,400.  Each unit is comprised of one common share and one-half of one share purchase warrant.  Each 

whole warrant is exercisable at a price of $1.30 for a period of two years until May 11, 2011.  The warrants 

carry a forced conversion feature such that should the common shares of the Company trade at or above $2.20 

per share for 20 consecutive trading days, the Company may (within 30 days of such occurrence) notify warrant 

holders in writing that the warrants must be exercised within 30 calendar days of the notice and subsequent to 

which any unexercised warrants will expire.  

 

ii) Issued 3,331,586 common shares on the exercise of share purchase warrants at $0.61 per share for gross 

proceeds of $2,032,268. 

 

iii) Settled an outstanding loan of $1,000,000 owing to Cardero Resources Corp. (“Cardero”) (Note 11) by issuing 

1,470,588 units at a price of $0.68 per unit, each unit consisting of one common share and one-half of one 

warrant.  One whole warrant will entitle the holder to purchase one additional common share of the Company 

for a period of two years until October 9, 2011 at a price of $1.00.   

 

iv) Closed a non-brokered private placement of 11,002,000 units at $0.70 per unit for gross proceeds of $7,701,400.  

Each unit is comprised of one common share and one-half of one share purchase warrant.  Each whole warrant 

is exercisable at a price of $1.15 per common share for a period of two years until December 10, 2011.  The 

warrants will carry a forced conversion feature such that should the common shares of the Company trade at or 

above $1.30 per share for 20 consecutive trading days, the Company may (within 30 days of such occurrence) 

notify warrant holders in writing that the warrants must be exercised within 30 calendar days of the notice, 

subsequent to which any unexercised warrants will expire.  The Company paid finder fees of $82,916 in cash 

plus 264,999 agent compensation units valued at $185,499, each such unit having the same terms as the private 

placement units.  The Company also granted the agent 381,313 compensation warrants exercisable at $1.15 

until December 10, 2011, valued at $153,562. 

 

As at December 31, 2010 and 2009, there were 29,961 common shares of the Company held in escrow.   

 

10. STOCK OPTIONS AND WARRANTS 

 

 Stock options 
 

The Company has a stock option plan in place under which it is authorized to grant options to executive officers, 

directors, employees and consultants enabling them to acquire up to 10% of the issued and outstanding common 

shares of the Company.  Under the plan, the exercise price of each option equals the approximate market price of the 

Company's stock on the date of grant.  The options can be granted for a maximum term of ten years and vesting 

periods are determined by the Board of Directors. 
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10. STOCK OPTIONS AND WARRANTS (cont’d…) 

 

Stock options (cont’d…) 

 

As at December 31, 2010 and 2009, the Company had outstanding stock options enabling the holders to acquire 

common shares as follows: 

 

 2010 

 

  2009 

  

 

Expiry Date 

 

Exercise 

Price 

 

Number of 

Options 

 

Exercisable 

 

Exercise 

Price 

 

Number of 

Options 

 

Exercisable 

       

April 23, 2010 $2.00  - - $2.00   300,000   300,000 

January 7, 2011 (Note 17(a)) $0.72 245,000 245,000 $0.72       355,000       355,000 

May 11, 2011 $1.05 220,000 220,000 $1.05       220,000       220,000 

December 16, 2011 $0.95 1,235,000 1,235,000 $0.95    1,275,000    1,275,000 

April 28, 2012 $1.25 300,000 300,000 -                 -                 - 

October 6, 2012 $1.37 700,000 700,000 -                 -                 - 

December 4, 2012 $1.00 2,800,000 2,800,000 $1.00    2,800,000   2,800,000 

  5,500,000 5,500,000    4,950,000   4,950,000 

 

At December 31, 2010, the weighted average remaining contractual life of the stock options was 1.51 (2009 – 2.38) 

years. 

 

Stock option transactions are as follows: 

 

 2010 

 

2009 

  Number of 

Options 

Weighted Average 

Exercise Price 

Number of 

Options 

Weighted Average 

Exercise Price 

Balance, beginning of the year  4,950,000 $1.03  3,100,000  $1.10 

Granted  1,000,000 $1.33  1,850,000  $0.92 

Exercised                                                              (150,000) $0.78            - - 

Expired      (300,000) $2.00            - - 

Balance, end of the year  5,500,000 $1.04  4,950,000  $1.03 

 

 Stock-based compensation 

 

During the year ended December 31, 2010, the Company granted 300,000 stock options with a fair value of 

$165,030, or $0.55 per option, and 700,000 stock options with a fair value of $415,891, or $0.59 per option, 

calculated using the Black-Scholes option pricing model.  The stock options all vested at the time they were granted.  

The stock-based compensation was allocated $425,241 to consulting, $112,221 to investor relations and $43,458 to 

mineral properties. 

 

During the year ended December 31, 2009, the Company granted 355,000 stock options with a fair value of 

$169,087, or $0.48 per option, 220,000 stock options with a fair value of $149,820, or $0.68 per option, and 

1,275,000 stock options with a fair value of $592,542, or $0.46 per option, calculated using the Black-Scholes 

option pricing model.  The stock options all vested at the time they were granted.  The stock-based compensation 

was allocated $568,319 to consulting, $265,529 to investor relations and $19,510 to professional fees in the 

statements of operations, and $58,091 to mineral properties. 
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10. STOCK OPTIONS AND WARRANTS (cont’d…) 

 

Stock-based compensation (cont’d…) 

 

The fair value of stock options and agent warrants is estimated using the Black-Scholes option pricing model with 

the following weighted average calculations: 

 

 2010 2009 

   

Risk-free interest rate 1.54% 1.25% 

Expected life of options/warrants 2 years 2 years 

Annualized volatility 78.13% 98.61% 

Dividend rate 0.00% 0.00% 

 

 Warrants 

 

Warrants transactions are summarized as follows: 
 

 2010 

 

  2009 

 

 

Number 

of Warrants 

Weighted 

Average 

Exercise 

Price 

Number 

of Warrants 

Weighted 

Average 

Exercise 

Price 

     

Balance, beginning of year   8,178,852 $1.16   5,155,705 $1.48 

 Issued   1,791,072 $1.50   7,839,733 $1.16 

 Exercised  (638,494) $1.18  (3,331,586) $0.61 

 Expired   - -  (1,485,000) $0.61 

Balance, end of year   9,331,430 $1.22   8,178,852 $1.16 

 

At December 31, 2010, warrants were outstanding as follows: 

 

Number 

of Warrants  

Exercise 

Price 

 

Expiry Date 

    

1,089,625  (Note 17(b)) $1.30 May 11, 2011 

735,294  $1.00 October 9, 2011 

5,715,439 

1,791,072 

(Note 17(b)) $1.15 December 10, 2011 

 $1.50 September 1, 2012 

9,331,430    

 

At December 31, 2009, warrants were outstanding as follows: 

 

Number 

of Warrants  

Exercise 

Price 

 

Expiry Date 

    

339,119  $1.20 December 29, 2010 

1,089,625  $1.30 May 11, 2011 

735,294  $1.00 October 9, 2011 

6,014,814  $1.15 December 10, 2011 

8,178,852    
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10. STOCK OPTIONS AND WARRANTS (cont’d…) 

 

 Warrants (cont’d…) 

 

On August 5, 2009, the Company amended the terms of an aggregate of 4,816,586 share purchase warrants issued 

pursuant to private placement financings that were to expire on August 7, and August 28, 2009 to September 18, 

2009 and reduced the exercise price of the warrants from $1.50 to $0.61 per share. The incremental value of the 

amended warrants, which was measured by the difference between the fair value of the amended warrants 

determined using the Black-Scholes option pricing model and the value of the old warrants immediately before their 

terms were modified, determined based on the shorter of their remaining expected life and the expected life of the 

amended warrants, was determined to be insignificant.  

 

11. RELATED PARTY TRANSACTIONS AND BALANCES 

 

During the year ended December 31, 2010, the Company entered into the following transactions with related parties: 

 

(a) Paid or accrued consulting fees of $379,891 (2009 - $286,555) to companies related to directors and officers.  

 

(b) Paid or accrued consulting and directors’ fees of $281,550 (2009 - $301,478) to directors and an officer. 

 

(c) Paid or accrued exploration expenditures of $60,595 (2009 - $23,532) to Cardero, a company with officers in 

common. 

 

(d) Paid or accrued interest expense of $Nil (2009 - $14,348) to Cardero and $Nil (2009 - $37,712) to Dorato 

Resources Inc. (“Dorato”), a company with directors and officers in common, on loan amounts included in due 

to related parties.  

 

During the 2009 fiscal year, loans to these related parties bore interest at a rate of Libor plus 5% per annum and 

were repaid in their entirety. 

 

(e) Paid or accrued administrative expenses of $46,263 (2009 - $46,773) to Cardero for reimbursement of rent, 

administrative support and office expenses. 

 

(f) Reimbursed office expenses of $9,889 (2009 - $28,421), travel expenses of $152,428 (2009 - $83,723), 

consulting expenses of $6,000 (2009 - $9,737), regulatory expenses of $5,470 (2009 - $5,695) and investor 

relations expenses of $13,794 (2009 - $10,081) to Cardero. 

 

Amounts due to related parties is comprised of $93,858 (2009 - $336,241) due to Cardero for reimbursement of 

consulting, investor relations and deferred exploration and $93,924 (2009 - $Nil) to a company related to a director 

and an officer.    

 

The amount due to Cardero is unsecured, bears interest at a rate of 1% per annum and is due on demand. The 

amount due to a company related to a director and an officer is unsecured, bears no interest and is due on demand. 

 

These transactions are in the normal course of operations and are measured at the exchange amount, which is the 

amount of consideration established and agreed to by the related parties. 
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12. INCOME TAXES  

 

A reconciliation of income taxes at Canadian statutory rates of 28.5% (2009 – 30.0%) with the reported taxes is as 

follows for the years ended December 31: 

 

 2010 2009 

   

Net loss for the year $   (3,330,448) $ (2,898,009) 

   

Expected income tax recovery $ (949,177) $ (869,403) 

Difference in foreign tax rates  (14,017)  - 

Share issue costs  (6,785)  (74,690) 

Stock-based compensation  153,176            273,435 

Other temporary differences  23,306  38,326 

Expired losses  1,761  19,880 

Reduction in future income taxes resulting from statutory rate reduction  67,538  78,032 

Change in valuation allowance  724,198  534,420 

 $ - $ - 

 

The significant components of the Company’s future income tax assets are as follows: 

 

  2010  2009 

   

Non-capital losses carried forward $ 1,767,107 $ 1,006,228 

Tax value of share issuance costs   77,529  124,846 

Tax value in excess of book value of mineral property interests  353,688  353,688 

Tax value in excess of book value of property and equipment   23,650  13,015 

  2,221,974  1,497,777 

Valuation allowance  (2,221,974)  (1,497,777) 

Future income tax asset $ - $ - 

 

 

  

Future income tax liability – book value in excess of tax value of 

property and equipment $ 336,568 $ 332,265 

 

Future tax benefits that may arise as a result of these amounts have been offset by a valuation allowance reflecting 

the Company’s estimate that these amounts, more likely than not, will not be realized. 

 

The Company has available approximate non-capital losses that may be carried forward to apply against future 

years' income for income tax purposes in certain jurisdictions.  These losses expire as follows: 

 

Available to Canada Foreign Total 

    

2013 $ - $ 875,736 $ 875,736 

2014  6,474  934,518  940,992 

2015  2,289  -  2,289 

2016  229,509  -  229,509 

2027  352,819  -  352,819 

2028  1,226,969  -  1,226,969 

2029  1,148,925  -  1,148,925 

2030  1,929,139  -  1,929,139 

 $ 4,896,124 $ 1,810,254 $  6,706,378 

 

 



TREVALI RESOURCES CORP.  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER 31, 2010 AND 2009 

 

 

 23 

13. COMMITMENTS AND RESTRICTED CASH 

 

The Company posted several letters of guarantee in the amount of $209,411 related to the grant of a transmission 

line at its Santander project and its hydroelectric facility by local government agencies; $700,000 related to a 

commitment to purchase hydroelectric equipment to be used at the hydro electric facility; and $1,510,000 related to 

construction of power lines from its hydroelectric facility. An amount of $102,825 posted as a letter of guarantee 

related to the grant of a transmission line is due to be released in fiscal 2012 and all other amounts are due to be 

released in fiscal 2011. 

  

14. COMPARATIVE FIGURES 

 
Certain of the figures for 2009 have been reclassified to conform to the presentation adopted for the current year. 

 

15. SEGMENTED INFORMATION 
 

The Company’s only business segment is the acquisition and exploration of mineral properties. 

 

 Geographic information is as follows: 

 

 2010 2009  

 

 
 Canada Peru Total Canada Peru Total 

       

Cash $  582,960 $  961,339 $  1,544,299 $ 6,023,782 $  884,862 $  6,908,644 

Restricted cash    -   2,419,411   2,419,411   -   -   - 

Property and equipment   13,862   3,820,320   3,834,182   15,5066   2,385,000   2,400,506 

Mineral property interests   -   30,454,739   30,454,739   -   26,198,084   26,198,084 

Other assets   312,807   410,623   723,430   30,8511   231,861   262,712 

Total assets $  909,629 $  38,066,432 $  38,976,061 $ 6,070,139 $  29,699,807 $  35,769,946 

 

16. CAPITAL MANAGEMENT 

 

The Company manages its capital structure, being its shareholders’ equity, and makes adjustments to it based on the 

funds available to the Company in order to support future business opportunities. The Board of Directors does not 

establish quantitative returns on capital criteria for management, but rather relies on the expertise of the Company’s 

management to sustain future development of the business.  

 

The Company currently has no source of revenues and is dependent upon external financings to fund activities. In 

order to carry future projects and pay for administrative costs, the Company will spend its existing working capital 

and raise additional funds as needed. Management reviews its capital management approach on an ongoing basis 

and believes that this approach, given the relative size of the Company, is reasonable. There were no changes in the 

Company’s approach to capital management during the year ended December 31, 2010. The Company is not subject 

to externally imposed capital requirements. 

 

17.  SUBSEQUENT EVENTS 

 
Subsequent to December 31, 2010, the Company: 

 

(a) Issued 245,000 common shares at $0.72 per share and 60,000 shares at $1.05 per share upon the exercise of 

stock options for total proceeds of $197,400. 

 

(b) Issued 5,715,439 common shares at $1.15 per share and 190,500 shares at $1.30 upon the exercise of share 

purchase warrants for total proceeds of $6,820,405. 
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17.  SUBSEQUENT EVENTS (cont’d…) 

 

(c) On January 17, 2011, the Company entered into a definitive agreement with Kria Resources Ltd. (“Kria”) to 

acquire all of the issued and outstanding common shares of Kria.  It is anticipated that the transaction will occur 

by way of a plan of arrangement and will be subject to receipt of all necessary regulatory, court and 

shareholders’ approvals, including disinterested shareholder approval by the Kria shareholders. 

 

Pursuant to the agreement, Trevali intends to acquire all of the issued and outstanding common shares of Kria 

on the basis of 0.2 of a common share of Trevali for each common share of Kria (the “Exchange Ratio”).  Kria’s 

outstanding stock options, warrants and bonus warrants will also be adjusted to be exercisable for the Company 

shares on the basis of the Exchange Ratio.  On completion of the transaction, Kria will become a wholly-owned 

subsidiary of the Company and the combined company will continue under the name “Trevali Mining 

Corporation”. Included in prepaid and other expenses is $161,300 that the Company has spent related to this 

transaction. 

 


