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Dear Fellow Shareholders,  

 

The 2011 fiscal year ended June 30 saw the Company report record pre-tax earnings of $58.4 million and cash flow from 

operations (including dividends from our 40%-owned Pallancata silver mine in Peru) of $37.9 million. These numbers are 276% 

and 97% respectively higher than the equivalent numbers for the previous fiscal year. 

 

The Pallancata underground silver mine in Peru continues to be a world-class operation (currently ranked number 5 in the world 

as a primary silver producer) and reported record profitability and production for the Company’s current fiscal year of 3.8 million 

ounces of silver and 13,800 ounces of gold at total cash costs, net of gold by-product credit, of $6.04 per ounce. During the twelve 

months ended June 30, 2011, the Company received dividends totalling $46 million from Pallancata. In addition, the Company 

received an additional $16 million in dividends in September, which brings the total dividends received since August 2009 to 

$85.6 million. This is a significant return on an original investment of less than $5 million. 

 

At the Inmaculada gold-silver property, also in Peru (which was acquired in January 2010 as part of the Ventura Gold Corp 

takeover), in December 2010 the Company sold 11% of its 51% interest to Hochschild Mining. The Inmaculada project is now 

held 40% by the Company and 60% by Hochschild under the same corporate “umbrella” as the Pallancata Mine, which results in 

significant tax and other benefits for both projects. Hochschild will complete a feasibility study at Inmaculada in December and 

underground production is scheduled for December 2013.  

 

We continue to make significant progress at our two open pit gold development projects in Nevada. At Converse we recently 

raised the total measured and indicated gold resources to 5.1 million ounces, an increase of 1.2 million ounces. We will complete 

a scoping study for a heap leach gold operation at Converse in December this year. At Goldfield we are on track to complete a 

feasibility study for a heap leach gold operation by the end of June 2012. Also in Nevada, the Company’s 3% royalty interest in 

Barrick’s Ruby Hill gold mine realized record gross revenue of $5.3 million for the fiscal year. 

 

In Ecuador, our exploration and development activities continue to be minimal, pending the signing of a formal production 

contract with the Ecuadorian government for the construction of the Rio Blanco underground gold-silver project. 

 

In summary, the Company holds interests in six gold-silver projects in three countries with attributable gold equivalent 

resource ounces of 12.3 million in the measured and indicated categories (including 1.0 million in the proven and probable 

reserve categories) and 3.5 million ounces in the inferred resource category. 94% of the total resource ounces are in gold and 

6% are in silver.  

 

The accompanying Management Discussion and Analysis (“MD&A) provides more details of the Company’s projects, including 

reserves and resources. 

 

General Market Comments 

 

The US economy continues to languish as the unemployment level, consumer confidence (or lack of it), the downgrade of the 

USA’s triple-A credit rating, and continuing duress in the domestic debt and mortgage markets remain as major problems, even 

with the various government bail-out and stimulus packages. There is no doubt that a double-dip recession continues to be a real 

threat in the US and in Europe, where the fate of the Euro is still debatable. Even the Chinese economy is starting to slow-down 

somewhat with a clamp-down on credit and lending by the Chinese Central Bank. The Asian economies, however, continue their 

rapid growth and are also major buyers of physical gold. 

 

Gold and silver metal prices continued their strong run since 2007, but prices are currently very volatile. Although gold and silver 

prices (based on the London pm fix) have increased by only 19.5% and 9.2% respectively from January 1 to September 27, the 

range in prices during the year has been much wider – the gold price from a low of $1,319 per ounce in January to a high of 

$1,895 in early September and the silver price from a low of $26.68 in January to a high of $43.49 in late August. 

 



Price volatility will no doubt continue in the precious metal markets into 2012, but the consensus opinion is for rising prices based 

primarily on the negative economic criteria discussed above, plus the lack of confidence in fiat currencies globally, a weakening 

US dollar, declining mine supply (even in this high metal price environment) and continuing rising investment demand for 

precious metals as the only true safe-haven investment. Currently more and more people are realizing that gold is actually 

money/currency, and one that can be more secure and stable than their highly volatile fiat currencies! 

 

Corporate Update 

 

In terms of the Company’s financial health, at fiscal year-end June 30, 2011 the Company continues to strengthen its balance 

sheet, with cash and equivalents at a record $86.1 million. Working capital increased to $52.2 million at June 30 compared to 

$30.4 at June 30, 2010.  

 

Net earnings for fiscal year 2011 (before possible future tax liabilities of $4.5 million) were also a record $58.4 million, up 276% 

from $15.5 million in fiscal 2010. 

 

Net earnings from our 40%-owned Pallancata silver-gold mine in Peru (reported as “Income from joint venture” in the 

accompanying June 30, 2011 Financial Statements) were $54.6 million for the 2011 fiscal year, up almost 100% from last year. 

As stated above, we have received $85.6 million as our share of dividends from Pallancata since August 2009, which is quite a 

return on our original pre-production investment of less than $5 million. 

 

In calendar year 2010, Pallancata became the fifth largest primary silver mine in the world, with total production of 10.1 million 

ounces of silver and 36,000 ounces of gold, 40% for the account of the Company. We expect to receive higher dividend 

distributions during calendar year 2012 for our 40% ownership in Pallancata with continuing strong metal prices offsetting 

slightly lower silver production in calendar 2012.  

 

Project Updates 

 

A brief update on the Company’s key properties in Peru, the USA and Ecuador is provided below: 

 

Pallancata Silver Mine, Peru (40% the Company) 

 

The Pallancata Mine (40% the Company, 60% Hochschild, the operator) continues to be a great success story having become the 

fifth largest primary silver mine in the world in 2010 after only 3 years of production. 

 

In calendar year 2010, Pallancata produced (100% project basis) 10.1 million ounces of silver and almost 36,000 ounces of gold at 

a low total cash cost per ounce of silver (net of gold credit) of $5.47. In calendar year 2011, the Company estimates that 

Pallancata’s production (100% basis) will be approximately 9.3 million ounces of silver and 37,000 ounces of gold at an estimated 

total cash cost per ounce of silver (net of gold credit) of approximately $7.00. Similar production estimates and costs are expected 

in calendar year 2012.  The reason for the lower silver production for 2011 is that higher metal prices allow the mining and 

processing of lower grade ore than would not be profitable at lower metal prices. This scenario also prolongs the mine life. 

 

In the first quarter of calendar 2012, Hochschild will report new reserve and resource estimates for the Pallancata Mine as of 

December 31, 2011, which the Company expects will show a continuing 4-year mine life based on reserves and an additional 3 

years in resources (subject to these resources being converted to reserves), which is consistent with the previous December 2010 

reserve and resource estimates. 

 

Inmaculada Gold-Silver Project, Peru (40% the Company) 

In September 2010, the Company reported the results of a NI 43-101 compliant independent preliminary economic assessment (or 

scoping study) based on $1,000 per ounce (“/oz”) gold and $17/oz silver and a 60:1 silver-to-gold equivalency ratio. 

Below is a summary of the key parameters of the scoping study: 

 Conceptual mine production (after 5% mining losses and  20% mining dilution): 8.0 million tonnes (“Mt”)  at an average 

grade of 3.8 grams per tonne (“g/t”) gold and 137 g/t silver (or an overall grade of 6.1 g/t gold equivalent). 

 Recovered  ounces (“ozs”): 858,000 ozs gold and 29.3 million ozs silver or approximately 1.35 million ounces of gold 

equivalent (based on expected metallurgical recoveries of 88% for gold and 83% for silver). 

 Pre-tax cash flows: $660 million undiscounted, $434 million at 5% discount rate and $287 million at 10% discount rate. 

 Pre-tax Internal Rate of Return (”IRR”): 41%. 



 Total cash operating cost per tonne: $52. 

 Total cash operating cost per oz: 

 Basis gold with silver credited as a by-product: negative $94 per oz of gold (indicating that silver by-product 

revenue is great than the total cash operating cost.)  

 Basis gold equivalent: $311 per oz of gold equivalent.  

 Initial Capital: $168 million (including $32.9 million in contingency). 

 Total cash operating cost per oz, including capital: 

 Basis gold with silver credited as a by-product: $231 per oz. 

 Basis gold equivalent:  $517 per oz 

 3,000 tonnes per day (“tpd”) underground mine using a long hole stoping mining method and conventional recovery 

process by flotation to produce a saleable gold-silver concentrate. 

 

It should be noted that the above data, based on the September 2010 scoping study, are preliminary in nature and will be updated 

in detail in the upcoming feasibility study to be completed by year end. 

 

In December 2010, the Company signed an agreement with Hochschild to fast-track development, permitting and production at 

Inmaculada. Inmaculada was originally 51% owned by the Company.  Under the terms of the new agreement, the Company sold 

11% of its 51% interest to Hochschild and now owns a 40% interest in Inmaculada, with Hochschild owning the remaining 60%.  

 

The key parameters of this agreement are as follows: 
 

 Hochschild paid the Company $15.0 million in cash; 

 

 Hochschild made an equity investment in IMZ of $20 million in the form of a private placement of 3.66 million common 

shares at a price of Can $5.525 per share. This private placement closed in November, 2010.  

 

 Hochschild will provide $100 million of initial funding required for the planning, development and construction of a 

mining operation at the Angela Vein deposit at Inmaculada. Any subsequent expenditure will be funded 60% by 

Hochschild and 40% by the Company. 

 

 The Company is no longer required to fund and complete a feasibility study at Inmaculada or to issue 200,000 common 

shares to Hochschild (which were originally scheduled to be issued on February 28, 2011). 

 

 Hochschild will commit to build a mining operation at the Angela Vein deposit at Inmaculada with a process capacity of 

3,000 tonnes per day (“tpd”) by December 23, 2013, unless the parties agree that such process capacity is not optimal 

and subject to any unforeseen delays not within the control of Hochschild.  

 

 If Hochschild fails to achieve the process capacity by December 23, 2013, then Hochschild must make quarterly advance 

payments to the Company during the period of any delay based on the parties’ joint estimate of the Company’s 40% 

share of income/cash flows that would have been generated if production had started on schedule. 

 

 Hochschild will be operator of the project. Upon commencement of commercial production, Hochschild will receive a 

7.0% management services fee from the joint venture.  

 

 The management fee previously charged by Hochschild for the Pallancata Mine was reduced from 10.0% to 7.0% 

effective January 1, 2011.  

 

 The Company and Hochschild have contributed to the Suyamarca joint venture their respective ownerships in: a) the 

Inmaculada Property (originally 51% the Company, 49% Hochschild), b) the Pacapausa property (originally 80% 

Hochschild, 20% the Company), located adjacent to the Pallancata Mine, and c) the Puquiopata property (originally 

100% the Company), situated on the northern limit of the Inmaculada property. These contributions result in all of the 

properties currently being owned 60% by Hochschild and 40% by the Company as part of the Suyamarca joint venture 

company, which includes the Pallancata Mine. 

 



 A minimum of 20,000 meters of drilling per year for the first three years following the closing of the transaction must 

be carried out for evaluation of exploration targets outside of the main Angela Vein deposit. This exploration program 

will be funded 60% by Hochschild and 40% by the Company.  
 

The current (as of February 24, 2011) mineral resource estimate (100% project basis) for the Angela Vein deposit on the 

Inmaculada property is:  

 

 Measured and Indicated Resources: 4.75Mt at an average grade of 5.2 g/t gold and 186 g/t silver containing 

approximately 795,000 ounces of gold and 28.3 million ounces of silver. 40% of these resources are attributable to the 

Company. 

 Inferred Resources: 2.65Mt at an average grade of 6.1 g/t gold and 247 g/t silver containing approximately 521,000 

ounces of gold and 21.0 million ounces of silver. 40% of these resources are attributable to the Company. 

Goldfield Gold Project, Nevada (100% the Company) 

The Goldfield property (“Goldfield”) is located close to the historic mining town of Goldfield, Nevada, with reported historical 

production of over 4 million ounces of gold averaging 18 g/t gold, principally from the early 1900’s to the 1940’s. 

 

There are three principal deposits at this time at Goldfield: the Gemfield, McMahon Ridge, and Goldfield Main deposits.  

 

The current overall Goldfield mineral resource estimates (as of February 2011) are as follows: 

 

 Measured and Indicated Resources: 31.3Mt at an average grade of 1.2 g/t gold containing approximately 1.25 million 

ounces of gold. 

 Inferred Resources: 7.7Mt at an average grade of 1.6 g/t gold containing approximately 385,000 ounces of gold. 

 

Metallurgical test work (column leaching) is underway to further evaluate the planned heap leach recovery process and to validate 

the previous metallurgical test work carried out by the previous owners of the property. 

The Company intends to complete a feasibility study by the end of June 2012 for an open pit, heap leach operation at the 

Gemfield and McMahon Ridge deposits at Goldfield. Evaluation of a possible larger-scale milling operation, including the 

Goldfield Main deposit, continues to be evaluated by the Company. Heap leach gold production is estimated in the first half of 

calendar year 2014, subject to permitting and construction. 

Converse Property, Nevada (100% the Company) 

The Converse gold project (“Converse”) is located in the western part of the Battle Mountain Gold Belt, a mineralized belt that 

accounts for over 50 million ounces of reported cumulative gold production and mineral resources. 

Converse has grown significantly this year and is now over 5 million ounces of gold, the majority in the highest category of 

resource (measured and indicated).  

The current overall Converse mineral resource estimates (as of August 2011) are as follows: 

 Measured and Indicated Resources: 330.9Mt at an average grade of 0.48 g/t gold containing approximately 5.15 

million ounces of gold. 

 Inferred Resources: 31.7Mt at an average grade of 0.44 g/t gold containing approximately 444,000 ounces of gold. 

 

The Company is currently carrying out metallurgical test work (column leaching) to further evaluate the planned heap leach 

recovery process and to validate the previous metallurgical test work carried out by the previous owners of the property. 

 

A Preliminary Economic Assessment (scoping study) for an open pit, heap leach operation at the Converse project is scheduled to 

be completed by the Company before the end of 2011. 
 

 

 

 

 



Ruby Hill Mine Royalty, Nevada, USA 

 

The Company owns a 3% Net Smelter Return royalty from Barrick’s Ruby Hill gold mine in Nevada. Gross income from the 

royalty was $5.3 million for the current fiscal year. 

 

The Ruby Hill Mine is a low-cost, open-pit, heap leach mining operation that produced 81,000 ounces of gold at total cash costs of 

$702 per ounce in 2010.  Proven and probable gold reserves reported by Barrick at December 31, 2010 were 1.1 million contained 

ounces, sufficient for at least an additional 7-8 years of production at current levels.  

Rio Blanco Gold-Silver Project, Ecuador (100% the Company) 

 

Early in 2011, the Company received approval from the Ecuadorian government to recommence exploration activities.  The 

Company continues to work with the government to secure environmental, construction and operating permits by the end of 2011, 

pending the successful negotiation of a production contract as required under the Ecuadorian Mining Law (as discussed below). 

 

Subject to issues required to be clarified under the new Mining Law, the targeted production date for the project is uncertain as it 

is dependent upon:  a) further engineering work being required (due to a modified mine plan and plant and tailings locations); b) 

delivery times for critical capital purchases; c) production permits; and d) finalization of the details of the royalty and windfall 

revenue tax. The Company is hopeful, however, that production could commence in the first calendar quarter of 2014. 

 

Projected average annual production at Rio Blanco is approximately 70,000 ounces of gold and 400,000 ounces of silver over a 

7.5 year mine life, with expected cash costs of approximately $350 per ounce gold (net of silver by-product credit). The basic 

parameters used for the estimated production numbers were: (a) base-case gold price of $750 per ounce, (b) initial capital costs of 

approximately $120 million, (c) 800 tpd mine production, (d) cash operating cost of approximately $75 per tonne (mining, 

processing and G&A) and (e) currently estimated proven and probable reserves of approximately 600,000 ounces of gold and 4.3 

million ounces of silver (2.1 Mt grading 8.8 g/t gold and 62 g/t silver at a cut-off grade of 4.0 g/t gold).  

 

Gaby Gold Project, Ecuador (approximately 60% the Company) 

 

The Gaby deposit is one of the largest undeveloped, open-pittable gold deposits in South America and offers our shareholders 

significant leverage to higher gold prices.  

 

Based on a January 2009 optimization study update of a February 2008 preliminary feasibility study, measured and indicated 

resources (on a 100% project basis) totaled 356 million tonnes at an average grade of 0.61 g/t gold, containing approximately 6.9 

million ounces of gold at a cut-off grade of 0.4 g/t gold. The Company controls approximately 60% of these ounces or 

approximately 4.2 million gold ounces. 

 

The Company has elected not to proceed at this time with a final feasibility study at Gaby due to other company priorities and also 

pending clarification of the important components of the new mining law (as described below).  

 

The technical information discussed in this Shareholder Letter has been reviewed by the respective Qualified Persons of the 

Company: Nick Appleyard, VP Corporate Development and Mark Cannuli, Exploration Manager. 

 

Ecuador 

 

In Ecuador, the development of the mining industry is finally seeing some progress following the suspension by the Ecuadorian 

government of all exploration activities in March 2008. 

 

The new mining law was approved in January 2009, the regulations specifying the details of the mining law were implemented on 

November 4, 2009, and many of the exploration companies in Ecuador have now recommenced exploration activities on their 

properties. The Company, however, is still awaiting official government approval to re-start its activities at the Gaby project as it 

is located in a so-called environmental “protected area” (Bosques Protector) and so additional approvals are required. 

 

Two of the key considerations in the new mining law are the details of the production contract that is required for all mining 

projects and which includes a proposed government production royalty (minimum 5%), an advanced royalty payment (as yet 

unknown) and the impact of a 70% windfall revenue tax. All of these issues could severely limit the upside potential of project 

economics related to future metal price increases and still require clarification by the Ecuadorian government.  

 

Please see the accompanying MD&A for the 2011 fiscal year for a detailed discussion of these and other issues related to the 

new mining law in Ecuador. 

 



Calendar Year 2012 – Corporate Objectives  

During the 2012 calendar and fiscal year, the Company's exploration and development efforts are expected to focus primarily on: 

 

 At the Pallancata Silver Mine in Peru:  

 

- Working with our joint venture partner Hochschild to continue production at the 3,000 tpd mining rate to produce 

approximately 9.3 million ounces of silver and 36,500 ounces of gold (the Company’s estimate on a 100% project basis).  

- Increasing mineral resources and reserves to extend the existing mine life (approximately a 4 year mine life based on current 

reserves). 

 

 At the Inmaculada gold-silver project in Peru, working with Hochschild to continue with the aggressive exploration and 

development program and completing feasibility study by the end of 2011 in order to move the project into production as 

scheduled by the end of 2013. 

 

 At the Goldfield gold project in Nevada completing feasibility study, including commencing an Environmental Impact 

Study by mid 2012, with the goal of commencing heap leach production in 2015.  

 

 At the Converse gold project in Nevada, completing a scoping study by the end of calendar year 2011 and commencing a 

final feasibility study in 2012.  

 

 At the Rio Blanco gold-silver project in Ecuador, commencing construction of a mine, following permit approvals and the 

negotiation of a production contract in 2011, which will include clarification of certain tax, royalty and foreign investment 

issues related to the 2009 Mining Law. 

 

 Subject to the successful conclusion of a mining contract for Rio Blanco, advancing the development of the Gaby gold 

project with the commencement of a feasibility study. 

 

 Enhancing cash flow by acquiring a new producing asset in a low-risk political and environmental jurisdiction in the 

Americas. 

 

 Continuing to seek additional strategic joint venture alliances, such as that with Hochschild at Pallancata and Inmaculada, 

in order to fast-track projects to production and to reduce future cash outlays by the Company. 
 

On behalf of the Board of Directors and senior management of the Company, I want to thank the Company’s employees and 

consultants for all their efforts in making 2011 the most successful year in the Company’s 18-year history and also to thank the 

Company’s shareholders for their continuing support and belief in the long-term success of the Company. 

 

Sincerely, 

 

 
 

Stephen J. Kay 

President and Chief Executive Officer 

 
 
 
 
 
 

 

 

 

 



International Minerals Corporation – Location of Principal Properties 
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INDEPENDENT AUDITORS' REPORT 
 
 
 

To the Shareholders of 

International Minerals Corporation 
 

 

We have audited the accompanying consolidated financial statements of International Minerals Corporation which comprise the 

consolidated balance sheets as at June 30, 2011 and 2010 and the consolidated statements of operations, comprehensive income 

and retained earnings (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 Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated 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 consolidated 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 consolidated 

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

material misstatement of the consolidated 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 consolidated 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 consolidated financial statements. 

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

opinion. 

Opinion 

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

International Minerals Corporation as at June 30, 2011 and 2010 and the results of its operations and its cash flows for the years 

then ended in accordance with Canadian generally accepted accounting principles. 

 
 

“DAVIDSON & COMPANY LLP” 
 
Vancouver, Canada  Chartered Accountants 

  
September 22, 2011  
 



 

INTERNATIONAL MINERALS CORPORATION 
CONSOLIDATED BALANCE SHEETS 
(Expressed in United States dollars) 
AS AT JUNE 30 

 

  

 2011 

 

 2010 

   

ASSETS   

   

Current   

 Cash and equivalents $ 86,127,062 $ 29,099,344 

 Receivables  4,567,909  4,192,295 

      Due from related party (Note 11)            557,367                    - 

 Prepaid expenses and deposits  135,969  158,772 

 Securities held-for-trading (Note 5)  4,199,380  2,557,708 

   

        95,587,687   36,008,119 

Long term   

Property and equipment  504,033  473,093 

Investments (Note 7)  238,459  524,609 

Investment in joint venture (Note 6)  144,098,399  36,668,508 

Resource properties (Note 9) 

Royalty interest in resource property (Note 8) 

 141,619,839 

 11,402,904 

 225,463,484 

 13,409,126 

Reclamation / environmental bonds (Note 10)  213,108  212,701 

   

     298,076,742      276,751,521 

   

 $ 393,664,429 $ 312,759,640 

   

LIABILITIES AND SHAREHOLDERS' EQUITY   

   

Current   

 Accounts payable  

Accrued severance and payroll costs 

$ 778,529 

 1,436,516 

$ 2,745,732 

 2,688,028 

 Due to related parties (Note 11) 

 Accrued interest payable on convertible debentures 

 73,079 

 187,661 

 11,819 

 174,869 

      Convertible debentures (Note 12)       40,944,188                    -  

     

  43,419,973  5,620,448 

Long term   

 Convertible debentures (Note 12)                    -   36,646,543 

 Future income tax liability (Note 18) 

 

 45,300,000  38,800,000 

  88,719,973  81,066,991 

   

Non-controlling interest in subsidiary(Note 9) 

 

                   -   6,776,100 

Shareholders' equity   

 Capital stock (Note 13)  245,260,695  217,204,514 

 Contributed surplus (Note 13)   4,403,491  6,371,244 

 Equity component of convertible debentures (Note 12)  4,945,008  4,945,008 

 Retained earnings (deficit)  50,335,262  (3,604,217) 

   

  304,944,456  224,916,549 

   

 $ 393,664,429 $ 312,759,640 

Nature and continuance of operations (Note 1) 
Subsequent events (Note 20) 

On behalf of the Board:    

    

    

“Stephen J. Kay” Director “W. Michael Smith” Director 

Stephen J. Kay  W. Michael Smith  

 

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

  



 

INTERNATIONAL MINERALS CORPORATION 
CONSOLIDATED STATEMENTS OF OPERATIONS, COMPREHENSIVE INCOME  
AND RETAINED EARNINGS (DEFICIT) 
(Expressed in United States dollars) 
YEAR ENDED JUNE 30 
 

  

 2011 

 

 2010 

   
ROYALTY INCOME   

 Royalty income $ 5,303,592 $ 877,039 

 Depletion of royalty income   (2,006,222)  (680,874) 

   

  3,297,370  196,165 

INCOME FROM JOINT VENTURE (Note 6)   

 Equity income from joint venture   55,551,826 28,896,001 

 Joint venture monitoring costs   (201,940)  (418,711) 

 Amortization of non-reimbursable costs   (721,467)  (997,066) 

   

  54,628,419  27,480,224 

EXPENSES   

 Amortization  39,596  183,062 

 General exploration  24,295  99,261 

 Interest and financing costs  3,801,160  3,669,572 

 Investor relations  862,162  641,330 

 Office and general   1,674,402  488,666 

 Professional fees  768,827  972,566 

 Salaries and benefits  1,372,008  1,234,008 

 Stock-based compensation (Note 13)  707,821  907,657 

 Transfer agent and listing fees  164,952  134,377 

 Travel  143,549  169,576 

   

  (9,558,772)  (8,500,075) 

OTHER ITEMS   

 Foreign exchange (loss) gain  (1,825,252)  2,362,727 

 Unrealized gain on securities held-for-trading (Note 5)  1,259,424  1,200,123 

      Gain on sale of Inmaculada interest (Note  3)          14,692,218                           - 

 Contribution to non-controlling interest in subsidiary (Note 9)  (2,205,000)  (3,687,882) 

 Interest income  285,174  294,929 

 Write-off of resource properties (Note 9) 

 Recovery on disposition of resource properties (Note 9) 

 (2,611,815) 

 763,863 

 (3,655,872) 

 -    

      Write-down of investment (Note 7)             (286,150)                           -  

 Write-off of capital assets                       -   (163,356) 

   

  10,072,462  (3,649,331) 

   

Net income before income taxes  58,439,479  15,526,983 

   

Future income tax expense (Note 18)  (4,500,000)  (6,600,000) 

   

Net income and comprehensive income for the year  53,939,479  8,926,983 

   

Retained Earnings (Deficit), beginning of year  (3,604,217)  (12,531,200) 

   

Retained Earnings (Deficit), end of year $ 50,335,262 $ (3,604,217) 

   

Earnings per common share – basic  $ 0.46 $ 0.09 

Earnings per common share – diluted  0.45  0.09 

   

Weighted average number of common shares outstanding - basic 

Weighted average number of common shares outstanding - diluted 
 118,222,472 

       118,984,254 

 102,203,014 

         102,203,014 

 

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



 

INTERNATIONAL MINERALS CORPORATION 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Expressed in United States dollars) 
YEAR ENDED JUNE 30                                                                                                       

 

  

 2011 

 

 2010 

   

CASH FLOWS FROM OPERATING ACTIVITIES   

 Net income for the year $ 53,939,479 $ 8,926,983 

 Add non-cash items:   

  Amortization  39,596  183,062 

  Depletion of royalty income  2,006,222  680,874 

  Stock-based compensation  707,821  907,657 

  Unrealized foreign exchange loss   2,419,179  3,432,341 

  Unrealized gain on securities held-for-trading  (1,259,424)  (1,200,123) 

  Write-off of resource properties  2,611,815  3,655,872 

            Write-off of long term investment                 286,150                          - 

  Interest and financing costs  1,808,273  1,492,364 

  Equity income from joint venture  (55,551,826)  (28,896,001) 

Amortization of non-reimbursable costs  721,467  997,066 

Gain on sale of Inmaculada interest  (14,692,218)  -    

  Contribution to non-controlling interest in subsidiary 

Write-off of capital assets 

Future income tax expense 

 

             2,205,000  

                           -  

 4,500,000 

 

 3,687,882 

 163,356 

 6,600,000 

 

 Changes in non-cash working capital items:   

  (Increase) decrease in receivables  2,247,925  (3,749,324) 

  (Increase) decrease in prepaid expenses and deposits  22,803  (112,400) 

  Decrease in accounts payable  (153,124)            (1,148,099) 

            Increase in accrued severance and payroll costs 

Increase in due to related parties 

 

 16,865 

      61,260 

 

                  12,044 

 18,777 

 Net cash from  (used  in) operating activities  1,937,263  (4,347,669) 

   

   

CASH FLOWS FROM FINANCING ACTIVITIES   

 Share issuance costs  (33,856)  (144,897) 

 Due from related party                           -   75,000 

 Proceeds from the issuance of common shares  25,395,893  770,138 

Share buyback                          -   (811,726) 

   

 Net cash from  (used  in) financing activities  25,362,037  (111,485) 

   

CASH FLOWS FROM INVESTING ACTIVITIES   

 Resource property expenditures  (21,583,579)  (13,819,011) 

 Investments in joint venture                          -        (17,444) 

      Purchase of securities held-for-trading               (148,054)                          - 

 Purchase of property and equipment  (142,607)  (318,331) 

 Loan to Ventura  – prior to acquisition                           -  (1,922,791) 

 Cash acquired in the Ventura acquisition 

      Cash paid in the Ventura acquisition 

                        - 

                        - 

 50,457 

 (743,763) 

 Cash acquired in the Metallic acquisition 

      Cash paid in the Metallic acquisition 

                        - 

                        - 

 8,040,437 

 (25,105,952) 

 Reclamation / environmental bonds   (407)  (9,349) 

 Recovery of costs - Inmaculada   603,065  -    

 Dividends received from joint venture, net  36,000,000  23,628,250 

      Proceeds from sale of Inmaculada interest            15,000,000                         -  

   

 Net cash from  (used  in)  investing activities  29,728,418  (10,217,497) 

   

Change in cash and equivalents for the year  57,027,718  (14,676,651) 

Cash and equivalents, beginning of year  29,099,344  43,775,995 

   

Cash and equivalents, end of year $ 86,127,062 $ 29,099,344 

Supplemental disclosure with respect to cash flows (Note 17) 

The accompanying notes are an integral part of these consolidated financial statements. 
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1.  NATURE AND CONTINUANCE OF OPERATIONS 

 

 

 The Company is incorporated under the Business Corporations Act (Yukon Territory) and is in the business of 

exploring, developing and exploiting its mineral resource properties in South America and the United States. 

 

In June 2006, the Company entered into a joint venture agreement with affiliated companies of Hochschild Mining Plc. 

(“Hochschild”) with respect to the Pallancata property. In order to earn and retain a 60% joint venture interest, 

Hochschild funded all necessary costs to bring the Pallancata property into production at a rate of 1,000 tonnes per day 

(“tpd”), at no cost to the Company and without recoupment of their capital expenditure, except through their own share 

of profit distributions.  Underground production at the mine has been expanded and is currently approximately 3,000 

tpd.  The Company received its initial share of dividends in August 2009, and additional cash dividends have been 

distributed throughout 2010 and 2011 for total cash dividends received by the Company to date of $69.6 million of 

which $10 million was immediately re-invested in the joint venture during the year (see Note 6).   

 

Hochschild is in the process of completing a feasibility study on the Inmaculada property. Inmaculada is also in Peru 

and owned 60% by Hochschild and 40% by the Company (Note 3). 

 

At the 100% held Rio Blanco gold/silver project, located in Ecuador, the Company completed a feasibility study in 

January 2006 on the Alejandra North Vein deposit. An updated capital and operating cost estimate was released in 

February 2009. Development remains subject to permitting and clarification of certain issues under the new Ecuadorian 

mining law (see Note 19, “Ecuador Mining Law” for more detail). 

 

The Company owns a 3% net smelter return (“NSR”) royalty on all production from the Ruby Hill open pit gold mine 

near Eureka, Nevada, owned by Barrick Gold Corporation (“Barrick”).  This royalty was acquired as part of the 

acquisition of Metallic Ventures Gold Inc. (“Metallic”) completed on February 26, 2010 (See Note 8).  

 

Other than Pallancata and Rio Blanco, the Company has not been able to identify a known body of commercial grade 

ore on its other properties that can be economically produced at current gold and/or silver prices.  The ability of the 

Company to recover the costs it has incurred to date on its other properties is dependent upon the Company being able 

to identify commercial ore bodies, to finance their development costs and to resolve any environmental, regulatory or 

other constraints, which may hinder the successful development and exploitation of the properties.   

 

To date the Company has earned significant income from its 40% interest in the operating Pallancata Mine in Peru and 

is considered to be in the development or exploration stage with its other resource properties. 

 

The Company believes it has adequate funds available to meet its operating and administrative obligations for the next 

fiscal year. 

 

 

 

                                                                                                                            June 30,                    June 30, 

                                                                                                                                2011                         2010 

 

 

 Working capital                                                                                                    $ 52,167,714              $   30,387,671  
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2. SIGNIFICANT ACCOUNTING POLICIES  
 

 These consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting 

principles.  The significant accounting policies adopted by the Company are as follows: 

 

 Estimates  
 

The preparation of consolidated financial statements in accordance with Canadian generally accepted accounting 

principles requires management to make estimates and assumptions that affect the reported amount of assets and 

liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the 

reported amounts of revenues and expenses during the year.  Actual results could differ from these estimates. 

 

Significant accounts that require estimates as the basis for determining the stated amounts include receivables, resource 

properties, investment in and contributions to the Suyamarca Joint Venture, stock-based compensation, future income 

tax liability, Ruby Hill royalty interest, allocation of purchase price on acquisitions and dispositions, and foreign 

currency translation. 

 

 Principles of consolidation 

 

These consolidated financial statements include the accounts of the Company and all its subsidiaries. All inter-company 

balances and transactions have been eliminated. 

 

 Cash and equivalents 
 

Cash is comprised of cash on hand, demand deposits, guaranteed investment certificates and money market funds.  Cash 

equivalents include short-term, highly liquid investments with original maturities of three months or less that are readily 

convertible to known amounts of cash and which are subject to an insignificant risk of change in value. 

 

 Securities held-for-trading and investments 
 

 Securities held-for-trading which are traded on a recognized securities exchange, are recorded at fair values based on 

quoted closing bid prices at the balance sheet dates (or the closing bid prices on the last day the security traded if there 

were no trades at the balance sheet dates) with both realized and unrealized gains and losses recorded in earnings on the 

statement of operations, comprehensive income and deficit. 

 

 Investments in securities of private companies that do not have a quoted market price on a recognized securities 

exchange are recorded at the lower of cost or estimated realizable value if an impairment in value is believed to exist. 

  

Property and equipment  
 

 Property and equipment are recorded at cost and are amortized using the straight line method over the estimated useful 

lives of the individual assets at the following annual rates.   

 

    Automobiles and mining equipment 10% to 33% 

      Furniture and equipment   10% to 20% 

      Computer equipment   20% 

      Computer software   33% 

      Leasehold improvements   20% 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd…)  

 

 

 Investment in Joint Venture companies 
 

 Investment in common shares of Joint Venture companies, over which the Company has significant influence, is 

accounted for by the equity method, whereby the investment is initially recorded at cost or the fair value of the 

contributions made and adjusted to recognize the Company’s share of earnings or loss in the investment and dividends 

received. When the Company is unable to exercise significant influence, cost is deemed to be the carrying value of the 

investment at that time. 

 

 Resource properties  
 

 All costs related to the acquisition, exploration and development of resource properties are capitalized by property.  If 

economically recoverable mineral reserves are developed, capitalized costs of the related property are reclassified as 

mining assets and amortized using the unit of production method.  When a property is abandoned, all related costs are 

written-off to operations.  If, after management review, it is determined that the carrying amount of a resource property 

is impaired, that property is written down to its estimated net realizable value.     

 

The amounts shown for resource properties do not necessarily represent present or future values. Their recoverability is 

dependent upon the discovery of economically recoverable mineral reserves, the ability of the Company to obtain the 

necessary financing and permitting to complete the development of the properties, and the future profitable production 

from the disposition of the metals produced from the properties.  

 

 Asset retirement obligations 

 

The Company recognizes the fair value of a liability for an asset retirement obligation in the year in which it is incurred 

when a reasonable estimate of fair value can be made.  The carrying amount of the related long-lived asset is increased 

by the same amount as the liability. 

 

Changes in the liability for an asset retirement obligation due to the passage of time will be measured by applying an 

interest method of allocation.  The amount will be recognized as an increase in the liability and an accretion expense in 

the statement of operations.  Changes resulting from revisions to the timing or the amount of the original estimate of 

undiscounted cash flows are recognized as an increase or a decrease to the carrying amount of the liability and the 

related long-lived asset.  The Company does not have any significant asset retirement obligations. 

 

Accrued interest costs 

 

Costs for interest on the debentures are accrued quarterly. Semi-annual interest payments are made in arrears on the 

convertible debentures at May 31st and November 30th each year. 

 

 Deferred finance costs 

 

Deferred financing costs consist of all costs incurred in issuing the convertible debentures and were amortized over the life 

of these instruments, which was deemed to be five years. 

 

Pursuant to the Canadian Institute of Chartered Accountants (“CICA”) Handbook Section 3855, deferred finance costs 

are applied against the convertible debentures and are measured at amortized cost using the effective interest method.  
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd…)  

 

  

Revenue recognition 

 

Royalty income is recognized quarterly when management can reasonably estimate the NSR royalty revenue from the 

sale of production from the Ruby Hill mine pursuant to the terms of a royalty agreement. Differences between estimates 

of royalty income and the actual amounts subsequently received are adjusted and recorded in the period that the actual 

amounts are known. Royalty revenue includes the amount estimated for the Nevada net proceeds tax. 

 

 

Impairment of long-lived assets 

 

A long-lived asset is tested for recoverability at least annually and whenever events or changes in circumstances 

indicate that its carrying amount may not be recoverable.  An impairment loss is recognized when the carrying amount 

of a long-lived asset exceeds its estimated fair value.  For purposes of recognition and measurement of an impairment 

loss, a long-lived asset is grouped with other assets and liabilities to form an asset group, at the lowest level for which 

identifiable cash flows are largely independent of the cash flows of other assets and liabilities.  Estimates of future cash 

flows used to test recoverability of a long-lived asset include only the future cash flows that are directly associated with, 

and that are expected to arise as a direct result of, its specific use and eventual disposition. 

 

 

 Stock-based compensation  

 

The fair value of stock options granted is determined using the Black-Scholes option pricing model and recorded as 

stock-based compensation expense over the vesting period of the stock options. 

 

 

 Earnings per share 
 

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 recognized on the use of the proceeds that 

could be obtained upon exercise of options, warrants and similar instruments.  It assumes that the proceeds would be 

used to purchase common shares at the average market price during the year.  For convertible debentures, the weighted 

average number of outstanding shares is adjusted for the shares to be issued on conversion using the “if converted” 

method. Basic earnings per share is calculated using the weighted average number of common shares outstanding 

during the year. 

 

 

Future income taxes  
 

Future income taxes are recorded using the asset and liability method whereby 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 bases.  Future tax assets and liabilities are measured using the 

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 substantive enactment 

or enactment occurs.  To the extent that the Company does not consider it more likely than not that a future tax asset 

will be recovered, it provides a valuation allowance against the excess. 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd…)  

 

 

 Foreign currency translation  
 

 The Company’s subsidiaries are integrated foreign operations and, with the exception of Ecuador (a United States 

dollar-based economy), are translated into United States dollars using the temporal method.  Monetary items are 

translated at the exchange rate in effect at the balance sheet date and non-monetary items are translated at historical 

exchange rates. Income and expense items are translated at the average exchange rate for the year. Translation gains and 

losses are reflected in the Consolidated Statement of Operations, Comprehensive Income and Retained Earnings 

(Deficit). 

 

 Revenues and expenses are translated at the exchange rates approximating those in effect on the date of the transactions.  

Exchange gains and losses arising on translation are included in the Consolidated Statement of Operations, 

Comprehensive Income and Retained Earnings (Deficit). 

 

 

Royalty interest in resource property  

 

As royalty income is recognized, acquisition costs of the royalty interest in resource property are amortized to expense 

using the unit-of-production method over the estimated life of the resource property, which is determined using 

available estimates of proven and probable reserves and the estimated metallurgical recovery rate. Changes in proven 

and probable reserves will be reflected in the depletion calculation on a prospective basis. The Company evaluates on a 

yearly basis the royalty interest carrying value for impairment. 

 

 

Financial instruments – recognition and measurement 

 

All financial instruments are classified into one of five categories: held-for-trading, held-to-maturity investments, loans 

and receivables, available-for-sale assets or other financial liabilities. All financial instruments and derivatives are 

measured in the balance sheet at fair value, except for loans and receivables, held-to-maturity investments and other 

financial liabilities, which are measured at amortized cost. Subsequent measurement and changes in fair value will 

depend on their initial classification. Held-for-trading financial assets are measured at fair value and changes in fair 

value are recognized in net income. Available-for-sale financial instruments are measured at fair value with changes in 

fair value recorded in other comprehensive income until the instrument is derecognized or impaired. 

 

The Company has classified its financial instruments as follows: 

 

a) Cash and equivalents, securities held-for-trading and investments are classified as held-for-trading.  

 

b) Receivables are classified as loans and receivables. 

 

c) Accounts payable, accrued interest payable on convertible debentures, due to related parties and convertible 

debentures are classified as other financial liabilities. 
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd…)  

 

Comprehensive income 

 

Comprehensive income is the change in the Company’s shareholders’ equity that results from transactions and other 

events arising from other than the Company’s shareholders and includes items that would not normally be included in 

net earnings, such as unrealized gains and losses on available-for-sale investments.  Comprehensive income accounting 

recommendations require certain gains or losses that would otherwise be recorded as part of net earnings to be 

presented in other comprehensive income until it is considered appropriate to recognize such gains or losses in net 

earnings. 

 

Accumulated other comprehensive income is presented as a separate component within shareholders’ equity.  The 

presentation of accumulated other comprehensive income in the shareholders’ equity section of the consolidated 

balance sheet is not required because there has been no separate comprehensive income (loss) for the years presented. 

 

 

Non-controlling interest 

 

A non-controlling interest existed in a Peruvian subsidiary of the Company and represented Hochschild’s share of the 

carrying value of the subsidiary. This non-controlling interest was eliminated in December 2010 when the Company 

sold an 11% interest in the subsidiary thereby reducing its current interest to less than a controlling interest (see Note 3). 

 

 

Comparative figures 
 

Certain comparative figures have been reclassified to conform to the current fiscal year’s consolidated financial 

statements. 

 

 

 Recent accounting pronouncements 

 

International financial reporting standards (“IFRS”) 

 

In 2006, the Canadian Accounting Standards Board (“AcSB”) published a new strategic plan that will significantly 

affect financial reporting requirements for Canadian companies. The AcSB strategic plan outlines the convergence of 

Canadian GAAP with IFRS over an expected five year transitional period. In February 2008 the AcSB announced that 

2011 is the changeover date for publicly-listed companies to use IFRS, replacing Canada’s own GAAP. The 

changeover date affects interim and annual financial statements relating to fiscal years beginning on or after January 1, 

2011. The transition date of July 1, 2011 for the Company will require the restatement for comparative purposes of 

amounts reported by the Company for the year ended June 30, 2011.  As a result, the Company will publish its first 

interim condensed consolidated financial statements prepared in accordance with IFRS, for the first quarter ending 

September 30, 2011, including comparative data on an IFRS basis and with an opening balance sheet as at July 1, 2010.  

 

 

3. DISPOSITION OF INMACULADA INTEREST 

 

On December 23, 2010, the Company agreed to sell an 11% ownership interest out of its total of 51% in the Inmaculada 

property in Peru, to its partner Hochschild, in consideration for $17,650,000 ($15 million cash was received on 

February 4, 2011 and an additional $2.65 million on August 31, 2011, which was a receivable at June 30, 2011), 

Hochschild’s participation in a $20 million private placement of the Company’s common shares completed November 

4, 2010, Hochschild’s commitment to fund 100% of the next $100 million in expenditures for the feasibility, planning,  
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3. DISPOSITION OF INMACULADA INTEREST (cont'd…) 

 

 

development and construction of a mining operation at Inmaculada and other consideration.  The Company recognized 

a gain of $14,692,218 on its sale of this 11% interest in Minera Quellopata S.A.C. (“Quellopata”) which held the 

Inmaculada property.  As a result of the sale, the Company’s interest was reduced to 40% and the majority of the 

Quellopata assets were transferred to Minera Suyamarca S.A.C. The Company accounts for its interest under the equity 

method of accounting (see Note 6).  

  

 

4. ACQUISITIONS 

 

 Ventura Gold Corp. (“Ventura”) 
 

The Company announced on September 23, 2009, the signing of a binding letter agreement to acquire, in an all-share 

transaction, all of the issued and outstanding shares of Ventura by way of a statutory plan of arrangement.  Total 

consideration paid to Ventura shareholders was approximately $59,500,000. The acquisition was completed on January 

12, 2010. The acquisition has been accounted for as an acquisition of the net assets of Ventura, rather than a business 

combination as there were no processes in Ventura that met the definition of a business. 

 

The Company added to its existing assets Ventura’s 51% joint venture interest in the Inmaculada gold-silver project in 

Peru, with Compañia Minera Ares S.A.C., a wholly owned subsidiary of Hochschild owning the remaining 49% (Notes 

3, 6, and 9).   

 

The purchase price comprised $56,849,686 for the common shares of the Company issued, $1,067,435 for Ventura 

stock options and warrants assumed, $199,680 for Ventura shares previously held by the Company, and $1,342,664 of 

transaction costs, and has been allocated to Ventura’s assets and liabilities as follows: 

 

 

Cash 

Receivables  

 $ 50,457 

 18,065 

Investments   1,932,643 

Resource properties (Inmaculada and others)    87,682,538 

Accounts payable  

Amounts due to the Company  

  (1,256,380) 

  (2,679,640) 

Non-controlling interest in subsidiary    (3,088,218) 

Future income tax liability    (23,200,000) 

   

Total   $ 59,459,465 

 

The weighted average assumptions used for the Black-Scholes valuation of stock options and warrants assumed were 

annualized volatility of 93.82%, risk-free interest rate of 3.61%, expected life of 3.57 years, and a dividend rate of 0%. 

 

Metallic Ventures Gold, Inc. (“Metallic”) 

 

On November 2, 2009, the Company announced it had entered into an arrangement agreement whereby the Company 

would acquire, in a cash and share transaction, all of the issued and outstanding shares of Metallic by way of a statutory 

plan of arrangement.  Consideration to Metallic shareholders totaled $59,524,220 consisting of $24,000,000 in cash, 8.5 

million common shares of the Company valued at $33,854,610, $78,526 for Metallic stock options assumed and 

$1,591,084 in transaction costs.  The acquisition was completed on February 26, 2010.  The acquisition has been 

accounted for as a business combination. 
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4. ACQUISITIONS (cont'd…) 

 

Metallic Ventures Gold, Inc. (“Metallic”) (cont'd…) 

 

The Company added to its existing assets: a 3% NSR royalty from Barrick’s Ruby Hill Mine in Nevada; a 100% 

interest in the Converse gold exploration project in Nevada; and a 100% interest in the Goldfield gold development 

project also in Nevada.  

 

The total consideration paid by the Company for the transaction has been allocated to Metallic’s assets and liabilities as 

follows: 

 

Cash  $  8,040,437 

Reclamation/environmental bonds 

Other assets  

  135,000 

  33,065 

Resource properties (Goldfield and Converse)    46,259,190 

Royalty interest in resource property    14,090,000 

Accounts payable 

Future income tax liability  

  (33,472) 

  (9,000,000) 

   

Total  $  59,524,220 

 

The weighted average assumptions used for the Black-Scholes valuation of stock options and warrants assumed were 

annualized volatility of 93.82%, risk-free interest rate of 1.62%, expected life of 3.50 years, and a dividend rate of 0%. 

 

 

5. SECURITIES HELD-FOR-TRADING 
  

 

 The following tables sets out the movement of the Company’s securities held-for-trading. 

 

 

 

Company Name 

  

Number of 

Shares 

  

 Market Value  

                 2011 

 

Market Value  

2010 

      

Galena International Resources   208,333  $   42,669 $ 32,788 

Afferro Mining            98,125               125,608                        - 

Aureus Mining            98,125               100,486                        - 

African Aura Mining*                 -                         -                  95,467 

Newstrike Capital          340,909               830,889                141,449 

Colombian Mines Corp.          333,300               174,074                263,868 

Continental Gold Limited          305,861            2,299,048                991,920 

Sumatra Copper and Gold Limited          710,000               165,776                121,686 

Santa Barbara Resources Limited (Note 11)       1,500,000               460,830                910,530 

HMZ Metals Inc.       4,000,000                         -                            -     

    $        4,199,380  $ 2,557,708 

 

*African Aura Mining has been reorganized into Afferro Mining and Aureus Mining. 
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5. SECURITIES HELD-FOR-TRADING (cont'd…) 

 

 

  

 2011 

 

 2010 

   

Beginning balance $  2,557,708 $  135,816 

Transferred from long term investments                  -    31,500 

Acquisition of Santa Barbara shares           148,054                   - 

Acquired in Ventura acquisition (Note 4)                  -   1,395,195 

Eliminated in Ventura acquisition (Note 4)                   -    (199,680) 

Unrealized gain  

Effect of foreign exchange  

  1,259,424 

  234,194 

  1,200,123 

  (5,246) 

   

Ending balance $  4,199,380 $  2,557,708 

  

  

 

6. INVESTMENT IN JOINT VENTURE COMPANY 

 

  

2011 

 

2010 

   

Suyamarca Joint Venture - Pallancata    

Balance, beginning of year $ 36,227,190  $ 31,956,505 

Reinvestment of dividends  10,000,000  -    

Dividends received from Joint Venture  (46,000,000)   (23,628,250) 

Equity income from Joint Venture   55,551,826  28,896,001 

Amortization of non-reimbursable costs  (721,467)  (997,066) 

   

  55,057,549  36,227,190 

Suyamarca Joint Venture - Pacapausa  
Balance, beginning of year 

 

 441,318 

 

 440,230 

Additional costs                  -     1,088 

   

  441,318  441,318 

   

Suyamarca Joint Venture - Inmaculada   

Initial investment    89,202,597                  - 

Recovery of costs        (603,065)  -    

   

    88,599,532  -    

   

Investment in Joint Venture balance, end of year $144,098,399 $ 36,668,508 

 

On June 30, 2006, the Company entered into a joint venture agreement with affiliated companies of Hochschild to fast-

track development, permitting and production at the Company’s Pallancata property in Peru.  The Company and 

Hochschild formed a Peruvian joint venture company, Minera Suyamarca S.A.C. (“Suyamarca”), to own the Pallancata 

property, the common shares of which are held 60% by Hochschild and 40% by the Company. 
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6. INVESTMENT IN JOINT VENTURE COMPANY (cont'd…) 

 

 

Hochschild is the manager and operator of the project. 

 

The Company received approximately $23.6 million in cash dividends from the Pallancata Mine during the previous 

fiscal year; and $46 million has been received during the current fiscal year, $10 million of which was reinvested to 

fund the Company’s 40% share of capital projects at the Pallancata Mine. The Company will continue to incur certain 

costs on its own behalf at the Pallancata Mine in order to monitor and supervise its 40% interest in its investment in the 

Pallancata joint venture.  Previously capitalized costs are being amortized over the life of the project which commenced 

production in fiscal 2009. Costs currently incurred are being expensed as joint venture monitoring costs.  

 

 On December 23, 2010, an agreement was reached with Hochschild to sell an 11% ownership interest in the 

Inmaculada property to Hochschild. As a result, the parties have integrated the Quellopata net assets (principally 

Inmaculada) into the Suyamarca Joint Venture. Also under the agreement, other consideration included the Pacapausa 

property which was previously owned 80% by Hochschild and 20% by the Company as well as the adjacent Puquiopata 

project previously owned 100% by the Company, which have now become part of the Suyamarca Joint Venture with 

ownership at 60% Hochschild and 40% the Company (Note 3). 

 

 

 

7. LONG TERM INVESTMENTS 

 

  

   June 30, 

  

 June 30, 

 2011  2010 

   
   

Oryx Mining and Exploration Limited – 500,000 common shares $ 238,459 $ 238,459 

Caribbean Copper and Gold Corporation – 1,200,000 common shares                        -   286,150 

   

 $ 238,459 $ 524,609 

 

 Oryx Mining and Exploration Limited (“Oryx”) 
 

Oryx is a private company incorporated in British Columbia and conducting mineral exploration in Africa. The 

Company’s 500,000 shares of Oryx, acquired under the Ventura acquisition, are carried at a cost of $238,459 and 

represent less than 2% of the outstanding common shares of Oryx.   

 

 

Caribbean Copper and Gold Corporation (“CCGC”) 

 

CCGC is a private company with exploration properties in Colombia and Panama. The Company’s 1,200,000 shares of 

CCGC, acquired under the Ventura acquisition, were carried at a cost of $286,150 (Cdn$300,000).  On February 7, 

2011, the Board of Directors of CCGC voted to place the company on a care-and-maintenance basis pending 

liquidation. As a result, the Company has written-off this investment. 
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8. ROYALTY INTEREST IN RESOURCE PROPERTY 

 

Ruby Hill Mine Royalty, Nevada, USA 

 

The Company owns a 3% NSR royalty on all production from Barrick’s Ruby Hill Mine in Nevada.  The royalty was 

acquired by the Company as part of the Metallic acquisition on February 26, 2010 (see Note 4).   

 

  

     June 30, 

 

   June 30, 

               2011                 2010 

   
Ruby Hill royalty $ 14,090,000 $  14,090,000 

Accumulated depletion   (2,687,096)            (680,874)  

   

 $        11,402,904 $     13,409,126 

 

9. RESOURCE PROPERTIES 

 

 

 

 

2011 

 

 

 

Balance, 

Beginning of 

Year 

 

 

 

 

 

  Additions 

 

    Transfer to 

Joint Venture 

and Write off       

of Resource 

     Properties 

 

 

  

 

 Balance,    

End of Year 

     

Inmaculada Property, Peru     

 Field wages, consulting fees and on-site costs $     2,904,919  $    3,104,888  $   (6,009,807) $              -  

 Drilling costs  4,532,832  1,365,645      (5,898,477)                  -  

 Assaying fees          152,883  135,818         (288,701)                  -          

 Acquisition costs     87,544,615                 -    (87,544,615)                  -  

 Other deferred costs                 -   27,229           (27,229)                  -  

     

Total for Inmaculada  95,135,249  4,633,580    (99,768,829)                  -  

 

Goldfield Property, USA 

         Field wages, consulting fees and on-site costs 

        Drilling costs 

 

 

          723,423 

          277,050 

 

 

     2,449,791 

     3,023,671 

 

 

                -  

                -  

 

 

      3,173,214 

      3,300,721 

        Assaying fees   448  982,939                 -           983,387 

 Other deferred costs 

 Acquisition costs 

 

            63,483 

    33,341,260 

        407,783 

                -  

                -  

                -  

         471,266 

 33,341,260 

 

Total for Goldfield      34,405,664  6,864,184                 -   41,269,848 

          

Converse Property, USA     

         Field wages, consulting fees and on-site costs          229,323         555,382                 -          784,705 

        Drilling costs                 -         588,098                 -          588,098 

        Assaying fees                 -           40,613                 -            40,613 

        Other deferred costs                 -         169,614                 -          169,614 

        Acquisition costs     12,917,930                 -                  -      12,917,930 

     

Total for Converse     13,147,253      1,353,707                  -      14,500,960 

- Continued - 
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9. RESOURCE PROPERTIES (cont’d…) 

 

 

 

2011 

 

 

 

Balance, 

Beginning 

of Year 

 

 

 

 

 

Additions 

 

Transfer to 

Joint Venture 

and Write off 

of Resource 

Properties 

 

 

 

 

Balance,  

End of Year 

     

Continued…     

Rio Blanco Property, Ecuador     

 Option payments on mining concessions     2,129,861                 -                -   2,129,861 

 Post feasibility drilling costs    3,641,690                -                -   3,641,690 

 Field wages, consulting fees and on-site costs  23,955,825  2,651,707                -   26,607,532 

 Feasibility drilling/assay costs  4,106,433                -                -   4,106,433 

 Feasibility study/other costs  8,871,012                -                -   8,871,012 

 Assaying fees  678,831  8,117                -   686,948 

 Heavy equipment purchase  486,463                -                -   486,463 

 Finder’s fee  16,667                -                -   16,667 

 Acquisition costs  1,275,694        111,169                -   1,386,863 

 Other deferred costs     1,983,819                -                 -   1,983,819 

     

Total for Rio Blanco  47,146,295  2,770,993                -   49,917,288 

     

 

Gaby Property, Ecuador 

 

 

 

 

 

 

 

 

       Option payments on mining concessions     6,488,868                -                -     6,488,868 

       Drilling costs     7,961,288               139                -     7,961,427 

        Field wages, consulting fees and on-site costs   12,785,667     1,029,472                -   13,815,139 

       Feasibility costs     2,532,792                -                -     2,532,792 

       Assaying fees     2,019,432            7,638                 -   2,027,070 

       Finders fee        275,000                -                -        275,000 

       Amortization        158,999                -                -        158,999 

       Acquisition costs        591,127          11,199                -        602,326 

       Other deferred costs     1,026,794               -                 -      1,026,794 

     

Total for Gaby   33,839,967  1,048,448                -    34,888,415 

     

Other Resource Properties     

       Option payments on mining concessions          87,862          60,000                -        147,862 

        Field wages, consulting fees and on site costs    1,585,739      1,388,445     (2,117,605)         856,579 

       Drilling costs               293        369,989        (370,058)                224 

       Assaying fees          35,662          47,653          (44,652)           38,663 

       Other deferred costs          79,500                 -   (79,500)                -  

     

Total for Other     1,789,056       1,866,087  (2,611,815)      1,043,328  

     

Total Resource Properties  $225,463,484   $18,536,999  $(102,380,644)

  

$141,619,839

  

 

- Continued - 
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9. RESOURCE PROPERTIES (cont’d…) 

 

 

 

 

2010 

 

Balance, 

Beginning of 

Year 

 

 

 

    Additions 

 

Write off of 

Resource 

Properties 

 

 

Balance,   

End of Year 

     

 

Inmaculada Property, Peru 

      Field wages, consulting fees and on-site costs 

      Drilling costs 

      Assaying fees 

      Acquisition costs 

 

Total for Inmaculada 

 

 

 

                -    

 -    

 -    

 -    

 

                -    

 

 

 2,904,919 

 4,532,832 

 152,883 

 87,544,615 

 

 95,135,249 

 

 

                  -    

 -    

 -    

 -    

 

 -    

 

 

 

 2,904,919 

 4,532,832 

 152,883 

 87,544,615 

 

 95,135,249 

 

Goldfield Property, USA 

      Field wages, consulting fees and on-site costs 

      Drilling costs 

 

                -    

                -  

                -   

 

 

 723,423 

 277,050 

 

 

 -    

 -    

 

 

 723,423 

 277,050 

      Assaying fees                 -       448  -       448 

      Other deferred costs 

      Acquisition costs 

 

                -    

 -    

 

 63,483 

 33,341,260 

 -    

 -    

 63,483 

 33,341,260 

Total for Goldfield                 -     34,405,664  -     34,405,664 

     

 

Converse Property, USA 

       Field wages, consulting fees and on-site costs 

       Drilling costs 

      Assaying fees 

      Other deferred costs 

      Acquisition costs 

 

 

                -    

                -    

                -    

                -    

                -    

 

 

 229,323 

 -    

 -    

 -    

 12,917,930 

 

 

 -    

 -    

 -    

 -    

 -    

 

 

 229,323 

 -    

 -    

 -    

 12,917,930 

  

Total for Converse 

 

                -    

 

 13,147,253 

 

 -    

 

 13,147,253 

     

     

Rio Blanco Property, Ecuador     

      Option payments on mining concessions  2,129,861  -     -     2,129,861 

      Post feasibility drilling costs  3,641,690  -     -     3,641,690 

      Field wages, consulting fees and on-site costs  21,446,798  2,509,027  -     23,955,825 

      Feasibility drilling/assay costs  4,106,002  431  -     4,106,433 

      Feasibility study/other costs  8,871,012  -     -     8,871,012 

      Assaying fees  642,505  36,326  -     678,831 

      Heavy equipment purchase  475,790  10,673  -     486,463 

      Finder’s fee  16,667  -     -     16,667 

      Acquisition costs  1,204,464  71,230  -     1,275,694 

      Other deferred costs  1,968,919  14,900  -     1,983,819 

     

Total for Rio Blanco  44,503,708  2,642,587  -     47,146,295 

 - Continued -    
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9. RESOURCE PROPERTIES (cont’d…) 

 

 

 

 

  

 

 

 

 

2010 

 

Balance, 

Beginning of 

Year 

 

 

 

Additions 

 

Write off of 

Resource 

Properties 

 

 

Balance,  

End of Year 

     

     

Continued…     

     

Gaby Property, Ecuador     

 Option payments on mining concessions $ 7,228,868 $ -    $ (740,000) $ 6,488,868 

 Drilling costs  7,958,803  2,485  -     7,961,288 

 Field wages, consulting fees and on-site costs  11,244,676  1,540,991  -     12,785,667 

 Feasibility costs  2,530,152  2,640  -     2,532,792 

 Assaying fees  1,963,757  55,675  -     2,019,432 

 Finder’s fee  275,000  -     -     275,000 

 Amortization  158,999  -     -     158,999 

 Acquisition costs  558,596  32,531  -     591,127 

 Other deferred costs  1,024,604  2,190  -     1,026,794 

     

Total for Gaby  32,943,455  1,636,512  (740,000)  33,839,967 

     

     

Urbaque Property, Peru     

 Field wages, consulting fees and on-site costs  1,091,271  63  (1,091,334)  -    

 Drilling costs  333,154  -     (333,154)  -    

 Assaying fees  101,304  601  (101,905)  -    

        Other deferred costs  33,325  -     (33,325)  -    

     

Total for Urbaque  1,559,054  664  (1,559,718)  -    

     

     

Other Resource Properties 

Field wages, consulting fees, on-site costs 

 

 

   

               and acquisition costs  1,091,592  2,053,618  (1,356,154)  1,789,056 

     

Total for Other  1,091,592  2,053,618  (1,356,154)  1,789,056 

     

Total Resource Properties $ 80,097,809 $149,021,547 $ (3,655,872) $225,463,484 
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9. RESOURCE PROPERTIES (cont’d…) 

 

Title to mineral properties 

 

Title to mineral properties involves certain inherent risks due to the difficulties of determining the validity of title to 

certain claims as well as the potential for problems arising from the frequently ambiguous conveyancing history 

characteristic of many mining properties.  The Company has diligently investigated rights of ownership of all of the 

mineral concessions in which it has an interest and, to the best of its knowledge, all agreements relating to such 

ownership rights are in good standing.  However, this should not be construed as a guarantee of title.  The concessions 

may be subject to prior claims, agreements or transfers and rights of ownership may be affected by undetected defects. 

 

Ecuador mining concessions are subject to the Ecuador Mining Law, which became effective on January 29, 2009 and 

its regulations, which were issued on November 4, 2009 (see Note 19). 

 

Inmaculada Property, Peru 

 

In the acquisition of Ventura in January 2010, the Company acquired a 51% interest in the Inmaculada property located 

in Peru by way of a 51% ownership interest in Quellopata, the company that owned the property. Hochschild owned the 

remaining 49% of Quellopata. On December 23, 2010, the Company sold an 11% ownership interest in Quellopata to 

Hochschild, with the result that Hochschild and the Company own 60% and 40% of the property respectively. (See 

Notes 3, 4, and 6)  

 

As outlined in Note 3, Quellopata has consequently been de-consolidated and the non-controlling interest by 

Hochschild eliminated from the Company’s financial statements. Inmaculada project costs have been transferred from 

Resource Properties to Investment in Joint Venture Company and are shown as an Investment in the Suyamarca Joint 

Venture. Due to contributions made to Quellopata prior to the sale which were solely funded by the company, non-

controlling interest in the amount of $2,205,000 has been recorded in the statement of operations, comprehensive 

income and retained earnings (deficit). 

 

Rio Blanco Property, Ecuador 

 

Under the terms of an option agreement between the Company and Rio Tinto Mining and Exploration Ltd. (“Rio 

Tinto”) dated October 8, 1998 (as amended), the Company holds a 100% interest in the Canoas, Canoas 1 and San Luis 

A2 concessions (the “Concessions”).  To date, the Company has paid $1,045,000 in cash and issued 683,855 common 

shares with a value of $520,000 to Rio Tinto as option payments.  Pursuant to the latest amendment to the agreement 

dated August 20, 2003, option payments of $1,700,000 were still remaining to be paid. 

 

 In addition, a 2.5% NSR royalty will be payable to Rio Tinto upon commencement of commercial production from the 

Concessions.  If the Company defaults on any conditions of the amended agreement, the Concessions revert to Rio 

Tinto and the Company will receive a 1% NSR royalty. 

  

 Subsequent to year end, the Company paid Rio Tinto $3.0 million to terminate all Rio Tinto rights to cash and royalty 

payments in respect of the concessions comprising the Rio Blanco project. 

 

 The Company also has an option to acquire a 100% interest in the Miguir exploration concession under the terms of an 

agreement dated July 15, 2003 (as amended).  To date the Company has paid $492,000.  Pursuant to the latest 

amendment to the agreement dated October 28, 2003, option payments of $950,000 were still remaining to be paid. 
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9. RESOURCE PROPERTIES (cont’d…) 

 

Gaby Property, Ecuador 

 

 Muyuyacu Concession 
  

 To date the Company has earned an effective 55% interest in the Muyuyacu concession ("the Concession"). 

 

In July 1993, the Company entered into a joint venture agreement to acquire an initial 50% interest in the Concession.  

Under the terms of this agreement, the Company was originally required to pay a total of $3,640,000 in option 

payments.  To date the Company has earned a 50% interest by paying $2,665,000 in cash between July 1993 and July 

1997, with the balance being subject to the terms of a trust agreement signed in May 1995 between the Company, the 

joint venture partner and an Ecuadorian bank, the latter also being the trust agreement administrator and the entity to 

whom the joint venture partner had pledged its remaining 50% interest in the Concession. 

  

Also in May 1995, the Company entered into a second agreement to acquire the remaining 50% of the Concession from 

the joint venture partner by agreeing to pay a total of $10,400,000 in option payments.  This agreement became part of 

the same trust agreement described above and the trust agreement completely revised the payment terms of this second 

agreement (to acquire the remaining 50% interest in the Concession not held by the Company) and also incorporated 

the then-outstanding payments that were originally due under the terms of the joint venture agreement for the initial 

50% interest. Under the terms of this May 1995 trust agreement, the Company had the option to acquire the remaining 

50% interest in the Concession by making payments to the Ecuadorian bank totaling $11,375,000 between July 1995 

and July 1999. The Company paid a total of $1,575,000 to the Ecuadorian bank in 1995 and 1996 and earned an 

additional 5% indirect interest in the Concession, bringing its aggregate interest to 55%. 

 

In order to earn the remaining 45% interest in the Concession, the Company was required to pay an aggregate of 

$9,800,000 to the Ecuadorian bank between 1997 and 1999. These payments were not made by the Company. The 

Ecuadorian bank, therefore, presently controls a 45% interest in the Concession. The current amount payable, payment 

schedule and/or other mechanism of payments was under negotiation with the Ecuadorian governmental agency (the 

“AGD”) that was dealing with the insolvency and reorganization procedures for the Ecuadorian bank. The government, 

however, closed the AGD at the end of calendar year 2009, and all previous AGD affairs were assigned to the Ministry 

of Finance to be resolved. The Company has initiated contact with the Ministry of Finance but to date no further 

progress is reported. 

 

 In connection with acquiring the Concession, the Company agreed to pay a finder's fee to a third party as follows: 

$75,000 cash (paid) and the issue of 112,027 common shares (issued) at an agreed value of $200,000 and a further 

$300,000 cash or equivalent in shares, at the election of the Company, on the completion of a positive feasibility study. 

 

Guadalupe and Papa Grande Concessions, Ecuador  
 

 The Company holds a 100% interest in the Guadalupe concession. For the Papa Grande concession, the Company owns 

a 50% interest and had an option to acquire the remaining 50% interest. 

 

In January 2008, the Company entered into an option agreement to purchase the remaining 50% interest in the Papa 

Grande concession for a total of $12,000,000, to be paid over seven years. The Company paid $740,000 and terminated 

the option agreement due to the uncertainties relating to the new mining law in Ecuador.  In fiscal year 2010 the 

Company wrote-off the $740,000 of payments to operations. 

 

Goldfield Project, Nevada, USA 

 

With the acquisition of Metallic (Note 4), the Company acquired a 100% interest in the Goldfield property located in 

Nevada, USA. This 100% interest was acquired by Metallic under a combination of agreements with underlying owners  
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9. RESOURCE PROPERTIES (cont’d…) 

 

Goldfield Project, Nevada, USA (cont’d…) 

 

and direct ownership by Metallic. Certain principal deposits on the property are subject to NSR royalties ranging from 

0.0% to 5.0%, with certain buy down provisions. The Company has estimated annual lease payments of $145,000 to 

maintain the right to explore some of the property, pursuant to certain lease agreements. 

 

Converse Project, Nevada, USA 

 

With the acquisition of Metallic (Note 4), the Company acquired a 100% interest in the Converse gold property located 

in Nevada, USA. This 100% interest was acquired by Metallic under a combination of agreements with underlying 

owners and direct ownership by Metallic. The property is subject to NSR royalties ranging from 0.0% to 5.0%, with 

certain buy down provisions.  The Company has an estimated annual lease payments of $100,000 to maintain the right 

to explore some of the property, pursuant to certain lease agreements. 

 

 

Other Resource Properties 

 

Urbaque Project, Peru 

 

During the previous fiscal year, the Company decided to terminate its interest in the project and accordingly has 

written-off all costs to operations. Additional expenditures of $2,664 incurred on this property during the current year 

were written-off. 

 

Reese River Project, Nevada 

 

 The Company terminated its interest in the project during the previous fiscal year and accordingly has written-off its 

costs to operations.  During the current fiscal year the Company received $33,583 which is included in recovery on 

disposition of resource properties. 

 

Tambo Project, Peru 

 

During the current fiscal year, the Company decided to terminate its interest in the project and accordingly has written-

off its costs to operations. Total expenditures incurred to date on this property were $1,687,508. 

 

Don Bosco Project, Peru 

 

During the current fiscal year, the Company decided to terminate its interest in the project and accordingly has written-

off its costs to operations. Total expenditures incurred to date on this property were $921,643. 

  

Gold Gulch, Arizona 

 

In the Ventura acquisition, the Company acquired the Gold Gulch property which was assigned a $nil value at the date 

of acquisition. The Company sold its interest in part of the property and received $730,280 which was recorded as 

recovery on disposition of resource properties. 

 

 Del Oro Project, Nevada 
 

With the completed acquisition of Ventura in January 2010, the Company acquired an interest in the Del Oro project. 
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9. RESOURCE PROPERTIES (cont'd…) 

 

Other Resource Properties (cont'd…) 

 

Del Oro Project, Nevada (cont'd…) 

 
Ventura entered into an option agreement (the “Agreement”) on November 14, 2007 with Columbus Gold Corporation 

(“Columbus”) on Columbus’ 100% owned Del Oro property, located in Nevada.  

 

Under the terms of the Agreement, Ventura had an option to earn an initial 51% interest in the property by making a 

$50,000 payment in cash or common shares to Columbus (125,418 common shares of Ventura were issued, currently 

representing 12,542 common shares of the Company) and by incurring $2.0 million in exploration expenditures within 

a five year period. Ventura was required to complete $200,000 in work expenditures on or before November 14, 2008 

and to complete the remaining $1,800,000 of expenditures on or before November 14, 2012. Ventura renegotiated the 

terms of the Agreement whereby Ventura made a one-time payment of $20,000 to Columbus in consideration of 

deferring the $200,000 work commitment from 2008 until November 2009 and thereby extended the total exploration 

expenditure of $2.0 million to November 2013. 

  
 On July 26, 2010 an additional extension to the Agreement was negotiated and signed with Columbus. $60,000 in cash 

was paid to Columbus to extend the Agreement, of which $40,000 was applied to the $200,000 in required work 

expenditures under the Agreement. Additional work expenditures required prior to December 31, 2010 were $100,000 

(incurred) and another $25,000 was paid by June 30, 2011 to fulfill the required $200,000 in work expenditures.  The 

Company then has until November 14, 2013 to incur the remaining $1.8 million in work expenditures in order to earn 

an initial 51% interest in the Property.  

 

 

10. RECLAMATION /ENVIRONMENTAL BONDS 

 

The Company holds a guaranteed bank certificate in the amount of $78,108 (2010 - $74,701) with an Ecuadorian bank 

as security for any environmental and community issues that might occur on the Rio Blanco property in Ecuador.  The 

bank certificate was required by the Ministry of Non-Renewable Resources in Ecuador.   

 

In the United States, the Company has deposits in place with the State of Nevada totalling $135,000 (2010 - $135,000) 

for the Goldfield Property and with the State of Arizona in the amount of $nil (2010 - $3,000), as security for 

reclamation bonds. The reclamation bonds were required by the respective States at the time exploration activities 

commenced on the respective property and do not represent an asset retirement obligation.   

 

 

11. RELATED PARTY TRANSACTIONS 

 

During the year, the Company entered into the following transactions with related parties: 

 

 a) Paid or accrued legal fees of $308,146 (2010 - $446,057) provided by firms in which two directors of the Company 

are partners or principals.  The Company allocated $152,028 (2010 - $108,981) of these costs to resource 

properties, $36,178 (2010 - $nil) to joint venture monitoring costs, and $nil (2010 - $162,692) to transaction costs 

relating to acquisitions. As at June 30, 2011, the accounts payable to these firms totalled $73,079 (2010 - $11,819). 

 

 b) At fiscal year end, the Company held 1,500,000 (2010 - 1,290,000) common shares of Santa Barbara (which has a 

director in common with the Company). 

 

 c) Salary reimbursements totalling $557,367 were due from the Suyamarca Joint Venture, of which the Company is a 

partner. 
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11. RELATED PARTY TRANSACTIONS (cont'd…) 

   

 d) The Company recovered costs of $33,583 (2010 - $nil) and incurred costs of $nil (2010- $422,000) at the Reese 

River Project in Nevada, with New Dimension Resources, which has a director in common with the Company. 

 

 e) A loan of $25,000 was made to a director in May 2009. The loan plus accrued interest at 3% per annum was repaid 

in fiscal 2010. 

  

 f) The summary of amounts payable to and from related parties is as follows: 

 

  

2011 

 

2010 

   

   

Accounts receivable due from Suyamarca for reimbursements $         557,367 $                - 

Accounts payable to related parties for fees  (73,079)  (11,819) 

   

Due from (to) related parties $         484,288 $         (11,819) 

     

 

The transactions with related parties were in the normal course of operations and were measured at the exchange 

value, which represented the amount of consideration established and agreed to by the parties.   

 

 

12. CONVERTIBLE DEBENTURES 

 

 

The convertible debentures (“Debentures”) bear interest at an annual rate of 5.50%, payable semi-annually on May 31 

and November 30 of each year, commencing November 30, 2006 and mature on May 19, 2012. The Debentures are 

convertible into common shares of the Company at a conversion price of Cdn$6.88 per common share. 

 

The Debentures were not redeemable by the Company prior to May 31, 2009.  On or after May 31, 2009, and prior to 

May 31, 2011, the Debentures could have been redeemed by the Company, in whole or in part, at a redemption price 

equal to their principal amount plus accrued and unpaid interest, if any, provided the market price of the Company's 

common shares on the Toronto Stock Exchange (“TSX”) equals or exceeds 125% of the conversion price for the 20 

consecutive trading days ending five trading days prior to the date on which notice of redemption is given.  On or after 

May 31, 2011, the Debentures may be redeemed, in whole or in part, at the option of the Company at a price equal to 

their principal amount plus accrued and unpaid interest to the date of redemption.  The Company may, at its option and 

subject to compliance with all legal and regulatory requirements, repay all or a portion of the principal amount of the 

Debentures on redemption or at maturity, through the issuance of common shares that are freely tradeable in Canada.   

 

Using acceptable pricing models, the Debentures have been segregated based on the respective fair values of their debt 

and equity components on the date the Debentures were issued.  The Debentures were originally segregated into a debt 

component of $30,766,089 and an equity component of $4,945,008.   

 

The debt component, representing the value allocated to the liability at inception, was initially recorded as a long-term 

liability, and at June 30, 2011 was a current liability.  The remaining component, representing the value ascribed to the 

holders' option to convert the principal amount into common shares, is classified in shareholders' equity as "equity 

component of convertible debentures".  Over the term of the debt obligation (which is deemed to be five years), the debt 

component is accreted to the face value of the Debentures by the recording of additional interest expense. 
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12. CONVERTIBLE DEBENTURES (cont'd…) 

 

During the fiscal year ended June 30, 2011, Cdn$18,000 principal amount of debentures was converted for 2,616 

common shares of the Company. 

 

 

 

 

 

June 30, 2011 

 

 

 

Principal 

Amount 

 

Effect of 

Foreign 

Exchange 

Rate 

 

 

Unamortized 

Accreted 

Amount 

 

 

Deferred 

Finance 

Costs, Net 

 

 

 

Net Carrying 

Amount 

      

      

Convertible Debentures $35,692,527  $ 5,251,661 $              - $              - $40,944,188  

 

 

 

 

 

 

June 30, 2010 

 

 

 

Principal 

Amount 

 

Effect of 

Foreign 

Exchange 

Rate 

 

 

Unamortized 

Accreted 

Amount 

 

 

Deferred 

Finance 

Costs, Net 

 

 

 

Net Carrying 

Amount 

      

      

Convertible Debentures $35,711,097  $  2,371,155 $ (1,039,969) $   (395,740)  $ 36,646,543  

 

 

13. CAPITAL STOCK AND CONTRIBUTED SURPLUS 

 

  

Number 

of Shares 

 

 

Amount 

 

Contributed 

Surplus 

    

    

Authorized     

 Unlimited number of common shares without par value    

    

 Balance, June 30, 2009  92,982,001 $ 125,678,141 $ 5,326,188 

Shares repurchased and cancelled  (199,700)  (342,508)  (469,218) 

Issued for Ventura Gold Corp. acquisition (Note 4)  13,740,437  56,849,686  1,067,435 

Issued for Metallic Venture Gold acquisition (Note 4)  8,500,000  33,854,610  78,526 

Share issuance costs  -     (144,897)  -    

  Issued on exercise of options  219,843  1,309,482  (539,344) 

  Stock-based compensation  -     -     907,657 

    

 Balance, June 30, 2010  115,242,581  217,204,514  6,371,244 

Issued on conversion of debentures  2,616  18,570                     -  

Issued on private placement         3,655,746        20,000,000                     -  

Share issuance costs                     -             (33,856)                       -  

  Issued on exercise of options  1,396,620  8,071,467       (2,675,574)  

  Stock-based compensation  -     -     707,821 

    

Balance, June 30, 2011  120,297,563 $ 245,260,695 $ 4,403,491 
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13. CAPITAL STOCK AND CONTRIBUTED SURPLUS (cont’d…) 
  

During the year ended June 30, 2011, 1,396,620 (2010 - 219,843) common shares were issued for proceeds totaling 

$5,395,893 (2010 - $770,138) pursuant to the exercise of incentive stock options and $2,675,574 (2010 - $539,344) was 

allocated to capital stock from contributed surplus. Hochschild participated in a private placement which closed on 

November 4, 2010, in which 3,655,746 common shares were issued for proceeds of $20,000,000 less issuance costs of 

$33,856. This placement was concluded as part of the disposition of the Inmaculada interest (Note 3). On May 11, 

2011, 2,616 common shares were issued pursuant to conversion of convertible debentures, for a total of $18,570 

(Cdn$18,000) debentures converted. 

 

During the year ended June 30, 2010, pursuant to a share buyback program on the TSX, the Company purchased 

199,700 common shares at an average price of Cdn$4.22 per share for a total cost of $811,726 (Cdn$842,734). The 

Company cancelled the 199,700 common shares acquired and allocated $342,508 to capital stock and $469,218 to 

contributed surplus.  

 

 

 Stock options 
 

 The Company has an incentive stock option plan in place under the rules of the TSX pursuant to which it is authorized 

to grant options to executive officers, directors, employees and consultants, enabling them to acquire up to a maximum 

of 10.5 million common shares of the Company. Under the plan, the exercise price of each option is not less than the 

market price of the Company's shares on the date of grant.  The options can be granted for a maximum term of 10 years 

and vest as determined by the board of directors. 

 

Stock option transactions and the number of stock options outstanding are summarized as follows: 

 

 

  

 

 

Number 

of Options 

 

Weighted 

Average 

Exercise 

Price ($Cdn) 

   

Balance, June 30, 2009  3,884,500 $ 4.54 

 Granted  280,000  4.00 

Assumed in Ventura and Metallic acquisitions  556,159  3.72 

 Exercised  (219,843)  3.70 

 Expired / cancelled  (454,796)  5.38 

   

Balance, June 30, 2010  4,046,020  4.34 

 Granted  280,000  7.00 

 Exercised  (1,396,620)  3.87 

 Expired / cancelled  (130,000)  5.31 

   

Balance, June 30, 2011  2,799,400 $ 4.80 

   

Options exercisable, June 30, 2011  2,569,400 $ 4.59 

   

Weighted average fair value of options granted during fiscal 2011 and 2010  $2.29  $1.39  
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13. CAPITAL STOCK AND CONTRIBUTED SURPLUS (cont’d…) 
 

 

The following stock options were outstanding at June 30, 2011: 

 

 

 

Expiry date 

 

Exercise 

Price ($Cdn) 

 

Number 

of Options 

   

August 14, 2011 1.00  50,000 

February 23, 2012 4.25 85,500 

July 24, 2012             3.65 5,000 

May 22, 2013 1.80  50,000 

February 11, 2014 4.58  250,000 

March 27, 2014                    2.80 67,000 

February 1, 2015 4.00  265,000 

December 6, 2015 4.48  50,000 

October 4, 2016 4.70  50,000 

November 6, 2016 5.25  140,000 

February 26, 2017 5.78  795,000 

July 10, 2017 5.70 10,000 

November 2, 2017 5.62 25,000 

February 23, 2019 3.73      491,900 

May 20, 2020 4.00  185,000 

November 30, 2020 6.41                  50,000 

January 10, 2021 7.04               190,000 

May 12, 2021 7.55                 40,000 

             2,799,400 

  

  

 Stock-based compensation 

 

 The total stock-based compensation recognized under the fair value method for options granted in 2011 was $638,738 

(2010 - $360,602), using the Black-Scholes option-pricing model. Together with amortization of options awarded in 

previous years, the Company expensed a total of $707,821 (2010 -$907,657) during the current year.  

 

  

 The following weighted average assumptions were used for the Black-Scholes valuation of stock options granted: 

 

  

2011 

 

2010 

   

   

Risk-free interest rate 3.16% 3.32% 

Expected life of options 6.12 years 6.12 years 

Annualized volatility 25.28% 30.38% 

Dividend 0% 0% 

 

The Company has no share purchase warrants outstanding. 
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14. CAPITAL RISK MANAGEMENT 

 

The objective when managing capital is to safeguard the Company’s ability to continue as a going concern, so that it 

can continue to provide adequate returns to shareholders, benefits to other stakeholders and to have sufficient funds on 

hand to meet the Company’s exploration and development plans to ensure the on-going growth of the business.  

 

The Company considers as its capital its shareholders’ equity and convertible debentures. The Company manages the 

capital structure and makes adjustments to it in light of changes in economic conditions and the risk characteristics of 

the underlying assets. In order to maintain or adjust capital structure, the Company may issue new shares through 

private placements, repurchase shares, sell assets, incur debt, or pay dividends to shareholders.   

 

As of June 30, 2011, the Company has debt in the form of convertible debentures (see Note 12), but is not subject to 

externally imposed capital requirements. Actual funding requirements may vary from those planned due to a number of 

factors, including the progress of exploration and development activities and the right to settle the debenture with cash. 

Due to the cyclical nature of the industry, there is no guarantee that when the Company needs to raise capital, there will 

be funds available at that time. 

 

 

 

 15. FINANCIAL INSTRUMENTS RISK EXPOSURE AND MANAGEMENT 

 

The Company is exposed to various financial instrument risks and assesses the impact and likelihood of this exposure. 

These risks include liquidity risk, credit risk, currency risk, interest rate risk and price risk. Where material, these risks 

are reviewed and monitored by the Board of Directors.  

 

 

Liquidity risk 

 

Liquidity risk is managed by the Company by maintaining sufficient cash balances to meet current working capital 

requirements which include the retirement of the convertible debentures on May 19, 2012. The Company holds a 40% 

interest in a mine in production in Peru but may require additional funding in order to continue other exploration and 

development programs in the future. Despite previous success in acquiring this funding, there is no guarantee of 

obtaining future funding. The Company’s cash and cash equivalents are invested in business accounts with quality 

financial institutions primarily in Canada, U.S. and Peru and are available on demand for the Company’s programs. The 

Company currently has sufficient capital resources to meet its planned operational and administrative overhead 

expenses for the next fiscal year. 

 

 

 Credit risk 

 

The Company’s credit risk is primarily attributable to its liquid financial assets and Suyamarca’s concentrate sales 

contracts, and would arise from the non-performance by counterparties of contractual financial obligations and those 

entities purchasing Suyamarca’s metal concentrates. The Company limits its exposure to credit risk on liquid assets by 

maintaining its cash, cash equivalents and environmental reclamation bonds with high-credit quality financial 

institutions. Suyamarca’s concentrate sales and receivables are not considered a material credit risk as its customers are 

large well-established organizations. The Company’s receivables are not considered a material credit risk as they are 

mainly due from Suyamarca and Barrick for royalty income. Securities held-for-trading currently include nine junior 

exploration companies and the securities remain subject to market fluctuations and changing market values.   
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15. FINANCIAL INSTRUMENTS RISK EXPOSURE AND MANAGEMENT (cont’d…) 

 

 Currency risk 

 

While the Company’s funds are held in US, Peruvian and Canadian currencies, its operations are in the United States, 

Ecuador and Peru. Foreign exchange or currency risk results from multiple currencies transactions and the Company’s 

financial statements which are reported in US dollars. The largest risk involves the Company’s convertible debentures 

and the required bi-annual interest payments which are transacted in Canadian dollars. The Company does not use 

derivative instruments to reduce its currency risk.   

 

 

Sensitivity analysis 

 

The Company is exposed to foreign currency risk on fluctuations related to cash and equivalents, securities held-for-

trading, investments, convertible debentures and accounts payable, which are denominated in Canadian dollars.  As at 

June 30, 2011, net liabilities totaling $20,313,825 were held in Canadian dollars. 

 

Based on the above net exposure as at June 30, 2011, and assuming all other variables remain constant, a 10% 

depreciation or appreciation of the US dollar against the Canadian dollar would result in an increase/decrease of 

approximately $2,753,922 in the Company’s net income. 

 

The Company is not exposed to significant foreign currency risk in Peru as the Company’s net monetary assets 

denominated in Peruvian Soles are not significant. 

 

 

Interest rate risk 

 

The Company’s exposure to interest rate risk arises from the interest rate impact on its cash and equivalents. Cash and 

equivalents have been invested in short-term investments to maintain liquidity and achieve a satisfactory return for 

shareholders. There is minimal risk that the Company would recognize any loss as a result of the decrease in the fair 

value of any banker’s acceptance notes, guaranteed investment certificates, money market funds or term deposits 

included in cash equivalents as they are held with large high-quality credit financial institutions, primarily in Canada, 

USA and Peru.  

 

 

Price risk 

 

The Company is exposed to price risk with respect to equity prices reported as securities held-for-trading and 

commodities used in, or sold by, its mining operation in Peru and elsewhere. Equity price risk is defined as the potential 

adverse impact on the Company's earnings due to movements in individual equity prices or general movements in the 

level of the stock market. Commodity price risk is defined as the potential adverse impact on earnings and economic 

value due to commodity price movements and volatilities and also a change in revenue and income due to concentrate 

sales having forward quotational period price fixing. The Company closely monitors commodity prices of precious 

metals, individual equity movements, and the stock market to determine the appropriate course of action to be taken by 

the Company. 

 

The Company's securities held-for-trading are subject to fair value fluctuations arising from changes in the equity 

markets. 
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15. FINANCIAL INSTRUMENTS RISK EXPOSURE AND MANAGEMENT (cont’d…) 

 

Financial assets 

 

 

 The fair value of cash and equivalents and securities held-for-trading is based on Level 1 inputs of the fair value 

hierarchy. 

 

The fair value of investment is based on Level 3 inputs of the fair value hierarchy. 

 

The estimated fair value of cash and equivalents and receivables are equal to their carrying values. The exposure of the 

Company’s financial assets to interest rate and currency risk at June 30, 2011 is as follows: 

 

 

 

 

Stated in US Dollars 

 

Canadian 

Dollar 

 

 

US Dollar 

 

Peruvian 

Soles 

 

 

Total 

     

     

Floating rate financial assets $ 9,219,554 $ 76,815,791 $ 91,717 $ 86,127,062 

     

Subtotal  9,219,554  76,815,791  91,717  86,127,062 

     

Investment  238,459  -               -     238,459 

Receivables  157,847  4,948,304  19,125  5,125,276 

     

Total $ 9,615,860 $ 81,764,095 $ 110,842 $ 91,490,797 

 

 

 Financial liabilities  

 

The estimated fair value of financial liabilities is equal to their carrying values due to their short term nature. The 

exposure of the Company’s financial liabilities to interest rate and currency risk at June 30, 2011, is as follows: 

 

 

 

Stated in US Dollars 

 

Canadian 

Dollar 

 

 

US Dollar 

 

 

Peruvian 

Soles 

 

 

Total 

     

Fixed rate debt – Convertible Debentures $ 40,944,188 $                -    $                -    $ 40,944,188 

     

Weighted average effective interest rate                    9%       

Weighted average period until maturity in years        0.88  

  

 

  

 

  

Accounts payable 

Due to related parties 

 282,271 

           23,965 

 444,933 

 49,114  

 51,325 

                    -    

 778,529 

 73,079 

     

Total $ 41,250,424 $ 494,047 $ 51,325 $ 41,795,796 
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16. SEGMENTED INFORMATION 

  

The Company primarily operates in one reportable operating segment, being the acquisition, exploration, development 

and exploitation of resource properties located in North and South America.  Geographic information is as follows: 

 

 

  

Total  

Assets 

 

Property and 

Equipment 

 

Resource 

Properties 

 

Joint  

Ventures 

 

Other  

Assets 

      

2011      

 USA $ 93,228,365 $ 234,491 $ 56,110,151 $                -  $   36,883,723  

 Canada   32,894,063  16,298                   -                    -       32,877,765  

 Ecuador  85,450,125  253,244  84,805,703                   -            391,178  

 Peru  182,091,876                     -   703,985  144,098,399      37,289,492  

      

 $ 393,664,429 $ 504,033 $ 141,619,839 $ 144,098,399 $ 107,442,158  

      

2010      

 USA $ 82,240,357 $ 186,289 $ 47,691,548    $                -  $   34,362,520 

 Canada   7,486,067  23,360     -                      -         7,462,707 

 Ecuador  81,455,784  263,444  80,986,262                   -            206,078 

 Peru  141,577,432  -     96,785,674  36,668,508        8,123,250 

      

 $ 312,759,640 $ 473,093 $ 225,463,484 $ 36,668,508 $   50,154,555 

 

  

 

Revenues and equity income for the year ended June 30, 2011, are summarized as follows:  

 

  USA    Canada     Ecuador      Peru  

Royalty income   $      5,303,592  

 

 $                      -    

 

                                   

$             -    

 

 $                         -    

Equity income from joint venture                        -        

 

                         -    

 

               -    

 

55,551,826 

              

      

 

Revenues and equity income for the year ended June 30, 2010, is summarized as follows:  

 

  USA    Canada     Ecuador      Peru  

Royalty income   $      877,039  

 

 $                      -    

 

                                   

$             -    

 

 $                               -    

Equity income from joint venture                        -        

 

                         -    

 

               -    

 

28,896,001 
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17. SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS 

  

Cash and equivalents in the consolidated statement of cash flows  

 

  

2011 

 

           2010 

   

Cash $ 78,246,060 $ 25,975,029 

Equivalents  7,881,002  3,124,315 

   

 $ 86,127,062 $ 29,099,344 

  

 2011 

 

 2010 

   

Cash paid during the year for income taxes $               -  $               -  

Cash paid during the year for interest  2,205,099  2,081,323 

 
 
Significant non-cash transactions for the Company for the year ended June 30, 2011, were as follows: 

 

 
a) Included in resource properties are the following amounts: $72,071 which relates to amortization of property 

and equipment and $1,799,025 which relates to accounts payable and accrued severance payroll costs and 
$557,367 which relates to mineral property reimbursements. 

 
b) The Company allocated $2,675,574 for incentive stock options exercised during the year to capital stock from 

contributed surplus. 

 

c) The Company recorded a disposition of an 11% ownership interest in Inmaculada (Note 3) for a gain of 

$14,692,218 and recorded the remaining investment as an equity investment with a balance of $89,202,597.   

 

 
Significant non-cash transactions for the Company for the year ended June 30, 2010, were as follows: 

 
a) Included in resource properties are the following amounts: $86,389 which relates to amortization of property 

and equipment and $3,963,259 which relates to accounts payable and accrued severance payroll costs. 
 
b) Included in the resource properties are the net assets acquired from Ventura as outlined in Note 4.  The 

Company recorded $598,901 in accrued severance and payroll costs in relation to the transaction costs. 

 

c) Included in the resource properties are the net assets acquired from Metallic as outlined in Note 4.  The 

Company recorded $485,132 in accounts payable relating to the transaction costs. 

 

d)   Prior to the acquisition of Ventura, the Company billed Ventura $379,521 for expenditures relating to mineral 

properties. 

 

e) The Company allocated $539,344 for incentive stock options exercised during the year to capital stock from 

contributed surplus. 

 

f) The Company reclassified $31,500 of long term investments to securities held-for-trading. 
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18. INCOME TAXES    

 

 

A reconciliation of income taxes at statutory rates with the reported taxes is as follows: 

 

 

  

2011 

 

2010 

   

Income for the year before taxes $ 58,439,479 $          15,526,983 

   

Expected net income tax at statutory rates $ 16,070,857 $             4,541,643 

Difference in foreign tax rates  1,453,182                  (23,818) 

Non-deductible items  4,646,105             3,159,109 

Non-taxable income  (20,966,106)            (9,021,611) 

Deductible items  (2,654,373)               (635,312) 

Unrecognized benefits of future tax assets  5,950,335               8,579,989 

   

Income tax expense $ 4,500,000 $            6,600,000 

 

  

The significant components of the Company's future income tax assets and liabilities are as follows: 

 

  

2011 

 

2010 

   

Future income tax assets:   

 Share issuance costs $ 50,000 $ 100,000 

 Capital loss carry-forwards                         -  500,000 

 Resource properties  200,000  3,100,000 

 Non-capital losses carried forward  31,150,000  20,200,000 

   

  31,400,000  23,900,000 

Future income tax liabilities:   

 Securities held-for-trading, investments & other  (300,000)  (100,000) 

 Resource properties  (13,000,000)  (35,500,000) 

 Royalty interest in resource property  (3,300,000)  (3,700,000) 

 Equity investment  (37,000,000)  (9,500,000) 

   

Net future tax assets (liabilities) before valuation allowance  (22,200,000)  (24,900,000) 

Valuation allowance  (23,100,000)  (13,900,000) 

   

Net future income tax liability $ (45,300,000) $ (38,800,000) 

 

 The Company has Canadian non-capital losses carried forward of approximately $30,600,000 available for deduction 

against future taxable income.  The losses, if not utilized, will expire through 2031.  The Company has Peruvian non-

capital losses carry forward of approximately $6,800,000 available against future taxable income.  These are carried 

forward until 2015.  The Company has unrestricted U.S. non-operating loss carry-forwards of approximately 

$63,200,000 expiring through 2031.  The Company has Canadian allowable capital losses carried forward of 

approximately $100,000 which are available to reduce any capital gains in future years.  Future tax benefits, which may 

arise as a result of these losses and other tax assets, have not been recognized in these consolidated financial statements 

and have been offset by a valuation allowance, to the extent they cannot be offset against other tax liabilities. 
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19. ECUADOR MINING LAW 

 

On April 18
th

, 2008, Ecuador’s Constituent Assembly adopted a Mining Mandate. The Mining Mandate invoked an 

immediate suspension of activities on virtually all mining concessions in Ecuador while a new Mining Law was being 

drafted and adopted. As required in the Mandate, the Company suspended drilling and other exploration operations in 

Ecuador.  

 

On January 29
th

, 2009, Ecuador’s President approved the new Mining Law and the mining regulations required to 

complete the new law’s legal framework were issued on November 4, 2009. While the Company has received 

permission to resume activities, it is currently negotiating with the government to secure environmental, construction 

and operating permits and a production contract for Rio Blanco. The restart of activities at Gaby is pending finalization 

of negotiations for the production contract for Rio Blanco. 

 

The Company may be further adversely affected by the Mining Law regulations and other requirements planned by the 

Government of Ecuador, including the possibility of increased government participation in the mining sector, increased 

royalties, windfall revenue taxes, and possible expropriation or changes in the way concessions are held.  These may 

adversely affect the investment climate in Ecuador and may result in the impairment or loss of all or part of the 

Company’s investment in mineral properties and deferred exploration and development. Management has assessed the 

impact of these potential developments and does not consider that any impairment has resulted at this time.  

 

 

20.    SUBSEQUENT EVENTS 

 

Subsequent to the fiscal year ended June 30, 2011: 

 

a) The Company issued 106,500 common shares pursuant to the exercise of stock options for gross proceeds of 

$312,988 (Cdn$300,625). 

 

b) The Company received from Hochschild on August 31, 2011, an additional $2.65 million related to the sale of 

11% interest in the Inmaculada property to Hochschild in December 2010. 
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INTERNATIONAL MINERALS CORPORATION  
MANAGEMENT'S DISCUSSION AND ANALYSIS (“MD&A”)         

YEAR ENDED JUNE 30, 2011   

 
The following discussion and analysis has been prepared as of September 23, 2011, unless otherwise indicated and should be read in conjunction 
with the accompanying Audited Annual Consolidated Financial Statements and related notes for the year ended June 30, 2011. Unless 
otherwise indicated, all currency is reported in U.S. dollars.  The Company’s Annual Information Form and the risks and uncertainties 
discussed therein, and the Company’s MD&A for prior periods are filed on SEDAR at www.sedar.com and on the Company’s website at 
www.intlminerals.com. 

 
Forward Looking Statements 
 
Statements in this report that are not historical facts are forward-looking statements involving known and unknown risks and uncertainties, which 
could cause actual results to vary considerably from these statements.  Readers are cautioned not to put undue reliance on forward-looking 
statements (see “Risk Factors”, below). 
 

 

Operating and Financial Highlights for the Fiscal Year Ended June 30, 2011: 
 
During the twelve-month period ended June 30, 2011 (the “Current Fiscal Year”), the Company: 

 

 Reported record net and comprehensive earnings after tax for the Current Fiscal Year of $53.9 million ($58.4 million before the provision for 
future income taxes) and record cash flow from operations plus net dividends from the Pallancata Mine of $37.9 million (this $37.9 million 
excludes the $15 million received from the sale of an 11% interest in the Inmaculada property which occurred in December 2010). For the 
fiscal year ended June 30, 2010 (the “Prior Fiscal Year”), the Company reported net earnings after tax of $8.9 million ($15.5 million before the 
provision for future income taxes) and cash flow from operations plus net dividends from the Pallancata Mine of $19.3 million; 

 

 Recorded a gain of $14.7 million from the sale of an 11% interest in the Inmaculada property to its joint venture partner Hochschild Mining Plc 
(“Hochschild”); 

 

 Reported record gross royalty income from the 3% Net Smelter Return royalty on production from Barrick’s Ruby Hill Mine (the “Barrick 
Royalty”) of $5.3 million compared to $0.9 million for the Prior Fiscal Year; 

 

 Completed the year with approximately $86.1 million in cash and equivalents and total assets of approximately $393.7 million. Total assets 
increased during the Current Fiscal Year by approximately $81.0 million primarily as a result of (a) an increase in cash from the $20 million 
equity placement with Hochschild Mining PLC (“Hochschild”), (b) an increase of $17.7 million in cash and receivables resulting from the sale of 
an 11% interest in the Inmaculada property to Hochschild, and (c) dividends from the Pallancata Mine which during the Current Fiscal Year 
totaled $46.0 million (of which $10.0 million was reinvested in the mine). At June 30, 2010, the Company had cash and  equivalents of $29.1 
million and total assets of $312.8 million;  

 

 Had aggregate working capital of approximately $52.2 million (at June 30, 2010: $30.4 million).  This is a significant improvement because at 
June 30, 2011 the Company’s Cdn $40 million convertible debentures were reclassified from long-term debt to a current liability as they mature 
in May 2012 and therefore impacted working capital ; and 

 

 Reported favorable exploration results at both the Goldfield and Converse projects in Nevada with Goldfield ’s measured and indicated 
resource estimate increasing by 179,200 contained ounces (17%) and Converse’s measured and indicated resource estimate increasing by 
1,209,000 contained ounces (31%). 

 

  The Pallancata Mine: 
 

-  The Company’s 40% share of the record net equity earnings from the mine was approximately $54.6 million for the Current Fiscal Year (2010: 
$27.5 million).   
 

- In late April, the Company received a $26 million cash dividend, which represented its share of distributable cash flow generated by the 
Pallancata Mine during the quarter ended March 31, 2011. This dividend brings the total dividends distributed or received by the Company to 
$85.6 million since August 2009. The Pallancata joint venture company (Suyamarca) has a policy with respect to the payment of dividends 
whereby the dividends are to be distributed on a quarterly basis to the joint venture members by Suyamarca, but subject to the amount of free 
cash flow generated by the Pallancata Mine for that quarter and the capital and operating cost requirements of the Mine for the subsequent 
quarter. In September 2011, the Suyamarca joint venture declared and paid an additional cash dividend of $40 million, of which the 
Company’s 40% share was $16 million.   

 

- Production in the Current Fiscal Year was approximately 9.5 million ounces of silver (2010: 10.1 million ounces) and 34,516 ounces of gold 
(2010: 37,405 ounces) on a 100% project basis. The Company’s 40% share was approximately 3.8 million ounces of silver (2010: 4.0 million 
ounces) and 13,807 ounces of gold (2010: 14,962 ounces). The decrease in ounces produced for the year was primarily a function of higher 
metal prices allowing for the mining of profitable lower grade ore. 

 

- Reported direct onsite cash costs for the Current Fiscal Year of $2.21 per ounce silver after by-product credits (2010: $2.48 per ounce) and 
total cash costs (as defined by the Gold Institute) of $6.04 per ounce silver (2010: $5.32 per ounce).  

 
 

http://www.sedar.com/
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 Operating and Financial Highlights for the Quarter Ended June 30, 2011: 
 
 
During the three-month period ended June 30, 2011 (the “Current Quarter”), the Company: 

 

 Reported net and comprehensive income after tax of approximately $22.5 million compared to a net loss after taxes of approximately $0.7 
million for the quarter ended June 30, 2010 (the “Prior Quarter”);  
 

 Reported record gross royalty income from the Barrack Royalty of $1.8 million (2010: $0.5 million); 
 

 Reported net equity earnings from the Pallancata Mine in Peru of $12.9 million compared to $8.5 million for the Prior Quarter; 
 

 Reported production from the Pallancata Mine (100% basis) of 2.17 million ounces of silver (2010: 2.56 million ounces) and 8,427 ounces of 
gold (2010: 9,320 ounces). The Company’s has a 40% ownership share of this production;  

 

 Reported direct onsite cash costs for the Pallancata Mine of $2.87 per ounce of silver after by-product credits (2010: $2.40/oz) and total cash 
costs after by product credits (as defined by the Gold Institute) were $7.89 per ounce silver (2010: $5.47 per ounce); and 

 

 Was advised by the Suyamarca joint venture company (“Suyamarca”) that Suyamarca paid a cash dividend in September 2011 of $40 million, 
of which the Company’s share was $16 million.   

 
 

Corporate Overview 

The Company is a Yukon Territory registered Canadian corporation with its common shares dually listed and traded on the Toronto Stock 
Exchange (TSX: IMZ) and the Swiss Stock Exchange (SIX: IMZ). The Company’s shares are also secondarily listed on the Frankfurt Stock 
Exchange in Germany (symbol: MIW).  On August 24, 2009, the Company was accepted for inclusion in the Swiss stock exchange’s Swiss 
Performance Index (the “SPI”).   
 
The Company is primarily engaged in the exploration, development and mining of gold and silver deposits in Peru, Ecuador and the USA. The 
Company produces silver and gold from its 40%-owned Pallancata silver-gold mine in Peru (60%-owned and operated by Hochschild). The 
Company successfully transitioned from being an exploration company to being a producer in September 2007, with the formal commissioning of 
the Pallancata Mine. Compañia Minera Ares S.A.C. (“Ares”), a subsidiary of Hochschild, is the mine operator.  During the fiscal year ended June 
30, 2010, the Company first reported equity income and received cash dividends from the Pallancata Mine. With the closing of the Ventura Gold 
Corp (“Ventura”) and Metallic Ventures Gold, Inc. (“Metallic”) acquisitions in January and February, respectively of 2010, the Company acquired 
Ventura’s 51% interest in the Inmaculada gold-silver project in Peru (currently 40% the Company / 60% Hochschild), which is scheduled to go into 
production in late 2013, and Metallic’s Ruby Hill Royalty, together with the Goldfield and Converse gold projects, all in Nevada.  The Company 
also holds interests in exploration and development projects in Ecuador (Rio Blanco and Gaby) that may be advanced pending clarification of 
permitting, tax and foreign investment issues and the negotiation of a production contract; all of which are related to the new mining law in 
Ecuador.   
 

 
Corporate Objectives and Strategy 
 
The Company intends to continue to deliver value to shareholders by increasing its mineral resources and reserves and expanding its low-cost 
production in silver and gold thereby generating additional cash flow. The Company’s initial goal is to increase production from existing to mid-tier 
precious metal producer levels (approximately 200,000 gold equivalent ounces per year) by 2015.   
 
In the near future, the Company is also planning to further grow and diversify its asset base by: 
 

 enhancing cash flow through the acquisition of producing assets in low-risk political and environmental jurisdictions in the Americas; 

 in conjunction with its partner Hochschild, (a) increasing mineral reserves and resources at the 40%-owned Pallancata Mine; (b) maintaining 
current production levels at Pallancata; and (c) maintaining or increasing cash dividend distributions to the joint venture partners from the 
Pallancata Mine.   

 in conjunction with its partner Hochschild, advancing the Inmaculada property to production by December 2013, in accordance with the joint 
venture agreement signed with Hochschild on December 23, 2010.  

 completing a feasibility study (and starting full Environmental Impact Study or EIS) at the 100%-owned Goldfield gold project in Nevada by mid 
2012, with a view to achieving heap leach production in 2015; 

 completing a scoping study at the 100%-owned Converse gold property in Nevada by the end of calendar year 2011; 

 in Ecuador, developing to commercial production the 100%-owned Rio Blanco gold-silver project, subject to permitting, and negotiation of a 
production contract (both ongoing), followed by financing and construction; and advancing the Gaby gold project to feasibility study status, 
pending finalization of the Rio Blanco production contract and government approval to re-start development activities; 
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 seeking investment opportunities through joint ventures in precious metals properties in the Americas, where the Company believes it can 
increase the value of such properties using its technical, development, financing and administrative abilities, as well as in-country knowledge 
and economies of scale;  

 seeking property and/or corporate acquisitions to continuously replenish the Company’s portfolio of exploration and development projects.   

 establishing additional strategic joint venture alliances, such as those with Hochschild at the Pallancata Mine and the Inmaculada development 
project, in order to advance such projects while minimizing the Company’s equity contributions to such projects and/or to fast-track the 
projects to production.  

 advancing the Company's other exploration projects in the Americas;  

Property Updates 
 
The technical information reported in this document was reviewed by the Company’s Qualified Person, Vice-President of Corporate Development, 
Mr. Nick Appleyard.  
 

Pallancata Mine, Peru 
 
Ore from the Pallancata Mine is toll-processed to produce a silver–gold flotation concentrate at Hochschild’s wholly-owned Selene processing plant 
located approximately 22 kilometers north of the Pallancata Mine.  Hochschild funded 100% of the initial start-up capital costs for the Pallancata 
mine up to the 1,000 tonnes per day (“tpd”) production level. A mine expansion program completed in the summer of 2009 increased mill 
throughput from 1,000 tpd to the current 3,000 tpd rate. This expansion was entirely funded from the mine’s cash flow. 
 
As a result of the mill expansion, record production (on a 100% project basis) of approximately 10.14 million ounces of silver (2009 – 8.4 million 
ounces) and 35,848 ounces of gold (2009 – 31,975 ounces) was achieved for the calendar year ending December 31, 2010. The Company’s 40% 
share of this twelve-month production in calendar 2010 was approximately 4.05 million silver ounces and 14,339 gold ounces.  
 
Capital expenditures for the calendar year ended December 31, 2010, were approximately $41 million ($16.4 million being the Company’s share), 
primarily for ongoing mine development, construction of a new tailings facility and a paste backfill plant. All capital expenditures were funded from 
mine cash flow. 
   
To date a total of approximately $85.6 million in cash dividends have been received by the Company (beginning in August 2009) from its 40% 
interest in the Pallancata Mine. Dividends have been received as follows: (a) $1.2 million in August 2009; (b) $6.4 million in November 2009; (c) 
$10 million in February 2010; (d) $6 million in June 2010; (e) $20 million in December 2010; (f) $26 million in April 2011 and (g) $16 million in 
September 2011.  During the quarter ended December 31, 2010, $10.0 million of dividends was reinvested by the Company to fund the Company’s 
40% share of the joint venture’s capital projects.  Prior to June 2009, the Company had committed all of its equity earnings in the joint venture to 
fund its share of capital expenditures.  Total equity earnings reinvested to fund its share of such capital expenditures during 2008 and 2009 were 
approximately $17.8 million and in 2010 the earnings of the Pallancata Mine reinvested in sustaining capital approximated $3.9 million.   
 
Quarterly and annual production statistics, for the Pallancata Mine (100% project basis) are summarized below: 
 

 Table 1: Pallancata Mine Production Highlights (100% Project Basis; in US Dollars) 
 

On 100%Project Basis  

 
 

Quarter  
Ended  

06/30/11 

 
 

Quarter  
Ended  
3/31/11 

 
 

Calendar  
Full Year 

 2010 

Calendar  
Full Year 

 2009 

Fiscal Year 
Ended   
6/30/11 

 
 

Fiscal Year  
Ended   
6/30/10 

 Ore mined (tonnes)  256,048 222,746 1,090,948 904,447 1.069,428 
 

1.024.921 

 Ore processed (tonnes)  266,673 242,061 1,071,617 922,521 1,063,008 
 

1,064,024 

 Average head grade silver
1
 (g/t)  295 303 344 327 324 

 
342 

 Average head grade gold
1
 (g/t) 1.3 1.3 1.4 1.4 1.4 

 
1.4 

 Concentrate produced (tonnes)  2,071 1,908 9,541 7,684 8,622 
 

9,578 

 Silver grade in concentrate (kg/t)  32.6 32.9 33.1 34.1 34.1 
 

32.9 

 Gold grade in concentrate (kg/t)  0.13 0.13 0.12 0.13 0.13 
 

0.12 

 Silver produced
2
  (oz)  2,169,924 2,017,735 10,135,482 8,420,449 9,461,573 

 
10,100,062 

 Gold produced
2
  (oz)  8,427 7,781 35,848                                                                                             31,975 34,517 

 
37,405 

 Silver sold  ( oz)  2,165,600 2,327,000 9,997,800 8,147,000 9,531,300 
 

10,075,300 

 Gold sold  ( oz)  7,942 8,630 33,732 29,774 32,824 
 

36,402 

 IMZ Direct Site Costs per oz 
silver (after gold by-product 
credit)

4
 ($/oz)  

 
 

$2.87 $ 2.68 $2.22 

 
 

$2.85 

 
 

2.21 

 
 

$2.48 

 IMZ Total  Cash Costs per oz 
silver (after gold by-product 
credit)

5 
($/oz)  

 
 

$7.89 $  5.96 $5.47 

 
 

$5.51 

 
6.04 

 
 

$5.32 
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Table 2: Pallancata Mine Production Highlights (IMZ 40% Share) 

 
Notes: 
1. Head grades for silver and gold are based on the overall metallurgical balance for the process plant. 
2. Difference between “produced” metal ounces and “sold” metal ounces is a combination of the smelter metal pay ability factors and in-process concentrate. Silver sales 

are rounded. 
3. Direct Site Costs per ounce silver and Total Cash Costs per ounce silver reflect a “mined ore inventory adjustment”. The Company believes that this calculation more 

accurately matches costs with ounces of production. (Also see notes 4 and 5 below.)  
4. Direct Site Costs per ounce silver comprise direct mining, mined ore inventory adjustment, toll processing and mine general and administrative costs (net of gold by-

product credit).  
5. Total Cash Costs, using the Gold Institute’s definition, comprise: mine operating costs, mined ore inventory adjustment, toll processing costs, mine general and 

administrative costs, Hochschild’s management fee, concentrate transportation and smelting costs and the Peruvian government royalty, net of by-product gold credits. 

 
Non-GAAP Measure Caution  
 
Direct site costs and total cash costs (as defined by the Gold Institute) per ounce of silver produced, net of gold by-product credits, are non-GAAP 
financial measures, which management believes are useful to measure the operational performance of the Pallancata Mine.  Readers should not 
rely on these non-GAAP financial measures in isolation. 
 

Mineral Reserves and Resources 
 
On April 6, 2011, the Company reported updated mineral reserve and resource estimates as at December 31, 2010 for the Pallancata Mine based 
on information supplied by Hochschild, the mine operator. These reserve and resource estimates are summarized as follows. 
   
Proven and Probable Reserve estimates (on a 100% project basis): 
 

 3.88 million tonnes (“Mt”) at an average grade of 308 grams per tonne (“ g/t”) silver and 1.5 g/t gold, containing a total of 38.5 million 
ounces of silver and 183,000 ounces of gold. 40% of these reserves are attributable to the Company.  

 
Measured and Indicated Resource estimate (on a 100% project basis): 
 

 4.9Mt at an average grade of 385 g/t silver and 1.8 g/t gold, containing 60.6 million ounces of silver and 280,000 ounces of gold. 40% of 
these resources are attributable to the Company. These resources include the proven and probable reserves. 

 
Inferred Resource estimate (on a 100% project basis): 
 

 2.4Mt at an average grade of 329 g/t silver and 1.3 g/t gold containing 25.4 million ounces of silver and 104,000 ounces of gold are 
estimated in the Inferred Resources category. 40% of these ounces are attributable to the Company. 

 
Reserves and Resources at Pallancata, details of which are provided in Table 1 below (with an effective date of December 31, 2010) are estimated 
using a marginal cut-off grade of 147 g/t silver equivalent, which reflects a marginal cut-off value of $55 per tonne using metal prices of US$15.00 
per ounce of silver and $900 per ounce of gold. 
 

Table 1: Pallancata Mine – Mineral Reserve and Resource Estimates (as of December 31, 2010) 

Estimate Category Tonnes 

Average  
Grade  

(g/t silver) 

Average 
Grade (g/t 

gold) 

100% Basis 
Contained 

Silver Ounces  

100% Basis 
Contained Gold 

Ounces  

IMZ 40% 
Attributable 

Silver Ounces 

IMZ 40% 
Attributable 

Gold Ounces 

Proven Reserves 3,353,000  308 1.5  33,185,000 160,000  13,274,000  64,000  

Probable Reserves 526,000  313  1.4 5,289,000 23,000  2,115,600 9,200  

Total Reserves 3,879,000 308 1.5     38,474,000 183,000 15,389,600 73,200 

Measured Resources 4,269,000 390 1.8  53,583,000 250,000 21,433,200 100,000 

Indicated Resources 629,000 345 1.5 6,990,000 30,000 2,796,000 12,000 

Total Measured and 
Indicated Resources 

         
4,899,000 385 1.80 60,573,000           280,000 24,229,200 112,000 

Inferred Resources 2,402,000 329 1.3 25,425,000 104,000 10,170,000 41,600 

 

IMZ's 40% Share 

 
 
 

Quarter  
Ended  

06/309/11 

 
 
 

Quarter  
Ended  
3/31/11 

Calendar  
Full Year  

2010 

 
 
 

Calendar  
Full Year  

2009 

  
 
                   

Fiscal Year 
Ended   
6/30/11 

 
Fiscal Year 

Ended   
6/30/10 

 Silver produced
2
  (oz)  867,970 807,094 4,054,193 

 
3,368,179 

 
3,784,629 4,040,025 

 Gold produced
2 
 (oz)  3,371 3,112 14,339 

 
12,790 

 
13,807 14,962 

 Silver sold  (oz)  866,240  930,800 3,999,100 
 

3,258,800 
 

3,812,500 4,030,100 

 Gold sold (oz)  3,177 3,452 13,493 
 

11,910 
 

13,130 14,561 
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Notes: 
1. Measured and Indicated Resources include Proven and Probable Reserves. 
2. Metal prices used are $15.00/oz for silver and $900/oz for gold. 
3. The estimated reserves include 19% for ore losses and 15% for dilution assigned using zero grade. 
4. The estimated mineral resources are not mineral reserves and do not have demonstrated economic viability. 
5. Numbers have been rounded in all categories to reflect the precision of the estimates. 
6. The mineral resources were estimated using ordinary kriging for the major vein units and inverse distance to the power of three for peripheral veins.   
7. Contained metal in estimated reserves remains subject to metallurgical recovery losses. 

 
Hochschild’s data and methodology have been reviewed by the Company's Vice-President of Corporate Development, Mr. Nick Appleyard, who is 
a Qualified Person in accordance with National Instrument 43-101.  

 
Inmaculada Project, Peru 
 
The 40% owned Inmaculada Project ("Inmaculada") is located in southern Peru approximately 25 kilometers south of the Pallancata Mine.   
 
On December 23, 2010, the Company signed an agreement with Hochschild to fast-track development, permitting and production at Inmaculada. 
Inmaculada was originally 51% owned by the Company.  Under the terms of the new agreement, the Company sold 11% of its ownership interest 
to Hochschild. Hochschild owns the remaining 60%. The key commitments and undertakings in this agreement are as follows: 
 

 Hochschild paid the Company $17.65 million in cash ($15 million plus an additional $2.65 million that was a receivable at June 30, 2011). 
 

 Hochschild made an equity investment in IMZ of $20 million in the form of a private placement of 3.66 million common shares at a price of 
Can $5.525 per share. This private placement closed in November, 2010.  

 

 Hochschild will provide $100 million of initial funding required for the planning, development and construction of a mining operation at the 
Angela Vein deposit at Inmaculada. Any subsequent expenditure will be funded 60% by Hochschild and 40% by the Company. 

 

 The Company is no longer required to fund and complete a feasibility study at Inmaculada or to issue 200,000 common shares to 
Hochschild (which were originally scheduled to be issued on February 28, 2011). 

 

 Hochschild will commit to build a mining operation at the Angela Vein deposit at Inmaculada with a process capacity of 3,000 tpd by 
December 23, 2013, unless the parties agree that such process capacity is not optimal and subject to any unforeseen delays not within 
the control of Hochschild.  

 

 If Hochschild fails to achieve the intended process capacity by December 23, 2013, then Hochschild must make quarterly advance 
payments to the Company during the period of any delay based on the parties’ joint estimate of the Company’s 40% share of 
income/cash flows that would have been generated if production had started on schedule. 

 

 Hochschild will be operator of the project. Upon commencement of commercial production, Hochschild will receive a 7.0% management 
services fee from the joint venture based on the aggregate operating costs incurred by the joint venture during commercial operations.  

 

 The management fee previously charged by Hochschild for the Pallancata Mine was reduced from 10.0% to 7.0% effective January 1, 
2011.  

 

 The Company and Hochschild have contributed to Suyamarca their respective ownerships in: a) the Inmaculada Property, b) the 
Pacapausa property (originally 80% Hochschild, 20% the Company), located adjacent to the Pallancata Mine, and c) the Puquiopata 
property (originally 100% the Company), situated on the northern limit of the Inmaculada property. These contributions result in all of the 
properties currently being owned 60% by Hochschild and 40% by the Company as part of the Suyamarca joint venture, which includes 
the Pallancata Mine. 

 

 A minimum of 20,000 meters of drilling per year for the first three years following the closing of the transaction must be carried out for 
evaluation of exploration targets outside of the main Angela Vein deposit. This exploration program will be funded 60% by Hochschild 
and 40% by the Company.  

 
Inmaculada Mineral Resource Estimate 
 
The current (as of February 24, 2011) mineral resource estimate (100% project basis) for the Angela Vein deposit on the Inmaculada property is:  

 
 Measured and Indicated Resources: 4.75Mt at an average grade of 5.2 g/t gold and 186 g/t silver containing approximately 795,000 

ounces of gold and 28.3 million ounces of silver. 40% of these resources are attributable to the Company. 
 

 Inferred Resources of 2.65Mt at an average grade of 6.1 g/t gold and 247 g/t silver containing approximately 521,000 ounces of gold 
and 21.0 million ounces of silver. 40% of these resources are attributable to the Company. 

 
The resource estimate is reported at a cut-off grade of 3 g/t gold equivalent (using a silver to gold ratio of 60:1), which approximates the cut-off 
grade for the underground mining and flotation process option projected for Inmaculada, using a base-case gold price of $900 per ounce gold and 
$15 per ounce silver. Because the cut-off grade is a factor of operating costs, metallurgical recoveries and gold price, it is possible that a lower or 
higher cut-off grade could be applied in the future. 
 
These mineral resources were prepared by Hochschild and Hochschild’s data and methodology have been reviewed by the Company's Vice-
President of Corporate Development, Mr. Nick Appleyard, who is a Qualified Person in accordance with National Instrument 43-101.  
 



6 
 

 
Angela Vein Deposit, Inmaculada Project – Mineral Resource Estimate at a cut-off grade of 3 g/t gold equivalent  

(Effective date of February 24, 2011 at $900/oz gold and  $15/oz silver) 

 
Resource 
Estimate 
Category 

Tonnes 
 

Gold 
Grade 
(g/t) 

Silver 
Grade 
(g/t) 

100% Project Contained Ounces 

Gold Silver 
Gold 

Equivalent 
Silver 

Equivalent 

Measured 941,000 5.1 136 155,000 4,113,000          224,000  14,395,000       

Indicated 3,806,000 5.2 198 640,000 24,210,000         1,044,000  33,392,000       
Measured and 

Indicated 4,747,000 5.2 186 795,000 28,323,000         1,268,000  47,787,000       

          

Inferred 2,648,000 6.1 247 521,000 21,035,000      872,000  66,959,000       

 
Notes: 

 Resources are shown on a 100% project basis. The Company currently owns a 40% interest. 

 Numbers are rounded to reflect the precision of a resource estimate. 

 The estimated mineral resources are not mineral reserves and do not have demonstrated economic viability. 

 The minerals resources were estimated by Hochschild using the ordinary kriging capabilities of Minesite software to estimate metal grades for the main vein 
body and inverse distance to the power of three for the peripheral veins. A block size of 10 meters by 5 meters by 10 meters in size was used and outlier 
high grades were top-cut to 30 g/t for gold and 860 g/t for silver. 

 Average dry bulk densities of 2.51 tonnes per cubic meter were used for all mineralized rocks. 

 The contained metal estimates remain subject to factors such as mining dilution and process recovery losses.  

 The mineral resources were estimated using the Canadian Institute of Mining, Metallurgy and Petroleum (CIM), CIM Standards on Mineral Resources and 
Reserves, Definitions and Guidelines prepared by the CIM Standing Committee on Reserve Definitions and adopted by CIM Council December 11, 2005. 

 
The mineral resource estimate is based on the results of 240 core drill holes totaling approximately 71,100 meters of drilling which have defined a 
strike length to the Angela vein mineralization of approximately 2 kilometers (which is open to the northeast) and a vertical extent of over 30 
meters. 
  
Inmaculada Independent Preliminary Economic Assessment (“Scoping”) Study 
 
On September 9, 2010, the Company reported the results of a NI 43-101 compliant independent preliminary economic assessment (Scoping 
Study), as summarized below. 
 
The independent Scoping Study was overseen by P & E Mining Consultants Inc. of Brampton, Ontario Canada, with FSS Canada Consultants Inc 
(”FSS Canada”) responsible for the resource estimates used in this study. The results are summarized below: 
 
 
                                           Inmaculada, Angela Vein Deposit Scoping Study (100% Project Basis) 
 

Item Units   

Base Case Gold price      $ per ounce 1000 

Base Case Silver Price       $ per ounce 17 

Initial Mine life  years          7.5 

Average annual gold production 6 ounces/year    117,000 

Average annual silver production 6 ounces/year 4,000,000 

Average annual gold equivalent production  Au Eq ounces/year 180,000 

Life-of-mine gold production 6 ounces 858,000 

Life-of-mine silver production 6 ounces 29,300,000 

Life-of-mine gold equivalent. production Au Eq. ounces 1,346,000 

Plant processing rate (~3,000 tpd) tonnes/year 1,095,750 

Metallurgical recovery – gold % 88% 

Metallurgical recovery – silver % 83% 

Initial capital 2 $ millions 168 

Total Cash operating cost 3, per tonne processed $52.08 

Total Cash operating cost 4 per ounce Au Eq. $311 

Total Cash operating cost, inc capital 4 per ounce Au Eq. $517 

Total Cash operating cost (by-product) 5 per ounce Au (Ag 
credit) 

-$94 

Total Cash operating cost inc capital (by-product) 5 per ounce Au (Ag 
credit) 

$231 

Pre-Tax Internal Rate of Return (“IRR”) % 41 

Cash Flow (non-discounted) $ millions 660 

Net Present Value (“NPR”), 5% discount rate $ millions 434 

NPV, 10% discount rate $ millions 286 
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Notes: 
1) This Scoping Study is preliminary in nature, in that it includes inferred mineral resources that are considered too speculative geologically to have the 

economic considerations applied to them that would enable them to be categorized as mineral reserves, and there is no certainty that the results of the 
preliminary scoping study will be realized and actual results may vary substantially. 

2) Initial capital includes $32.9 million in contingency allowance. Costs are based on third quarter 2010 estimates and no escalation factors have been applied.  
Value added tax has not been included in the cost estimates. 

3) Total Cash Operating costs include smelting and refining and Peruvian Government royalties, but do not include employee profit sharing or depreciation, 
depletion or amortization.  

4) Total Cash Costs per ounce of gold equivalent are calculated using a silver-to-gold ratio of 60:1. 
5) By-product accounting subtracts the revenue generated by silver from the operating costs as a credit to determine the cost per ounce of gold. 
6) Annual and life-of-mine production figures are after 5% mining losses, 20% mining dilution and the respective indicative metallurgical recoveries for gold 

and silver. 
7) Metallurgical recoveries of 88% and 83% were assumed for gold and silver respectively. Mineral resources that are not mineral reserves do not have 

demonstrated economic viability. 
 
          

 

Inmaculada, Angela Vein Deposit Sensitivity Analyses (100% Project Basis, base case in bold) 

 

 Gold Price/Silver Price ($/oz)  

Category 
$800/ 

$13.60 
$900/ 
$15.30 

$1,000/ 
$17.00 

$1,100/ 
$18.70 

$1,200/ 
$20.40 

$1,300/ 
$22.10 

$1,400/ 
$23.80 

$1,500/ 
$25.50 

IRR 28% 35% 41% 47% 52% 58% 63% 68% 

Cash Flow 
($ millions) 416 538 660 782 904 1,026 1,148 1,271 

NPV 5% 
($ millions) 257 346 434 522 611 699 787 875 

NPV 10% 
($ millions) 156 221 287 352 417 483 548 613 

 
1) Cash flow and NPV’s are all shown pre-tax, but do include Peruvian government royalties and smelter and transportation charges.  Value added tax (generally 

recoverable in Peru) was not included in the cash flow and NPV figures. 

 
The mine design concept for Inmaculada is to utilize the long-hole stoping mining method. The Angela Vein deposit is considered to be well-suited 
for this mining method, with good continuity of mineralization along strike and average vein widths of approximately six meters. The base case 
processing plan in the Company’s Scoping Study for Inmaculada project envisages crushing and grinding, followed by flotation to generate a 
saleable gold-silver concentrate (similar to the recovery process at the Company’s 40%-owned Pallancata mine). The Angela Vein mineralization is 
amenable to other industry-standard recovery methods, which are also currently being evaluated as part of a feasibility study to be completed by 
Hochschild by the end of the calendar year. Production is scheduled to commence by the end of calendar year 2013, subject to the progress of 
permitting, financing and construction activities. 

 
Goldfield Project, Nevada, USA 
 
Goldfield Property Description   

 
The 100% owned Goldfield property (“Goldfield”) straddles the boundary between Esmeralda and Nye Counties and is immediately adjacent to the 
historic mining town of Goldfield, Nevada, 184 miles northwest of Las Vegas.    
 
The Goldfield Main deposit is located in the southwest portion of the district and was the center of historical gold production in the district, with 
reported production of over 4 million ounces of gold (at grades reported to be approximately 18 g/t) from the early 1900’s to the 1940’s.  
 
There are three principal deposits at this time at Goldfield: Gemfield, McMahon Ridge, and Goldfield Main deposits. They are all structurally 
controlled, volcanic-hosted, epithermal gold deposits of the high-sulphidation, quartz–alunite type.  
 
In a press release dated February 1, 2011, the Company reported the results of its 2010 drilling program on the Goldfield Main deposit. This 
program consisted of over 1,116 drill holes totaling over 110,000 meters and resulted in an increase in mineral resources. 
 
Goldfield Resource Estimation 
 
Mineral resource estimations for Goldfield have been conducted separately for the Goldfield Main deposit, Gemfield and the McMahon Ridge 
deposits. The current overall Goldfield mineral resource estimates are as follows: 
 
    

       Goldfield Project – Mineral Resource Estimates at a cut-off grade of 0.4 g/t gold 
           (Effective Dates July 12, 2005 and February 1, 2011 - see Notes 1 and 2) 

 

 
Category 

 
Tonnes 

Gold Grade 
 (g/t) 

Contained Gold 
(ounces) 

Measured 15,303,000 1.3 652,000 

Indicated 15,973,000 1.1 595,000 

Total Measured  
and Indicated 

 
31,277,000 

 
1.2 

 
1,247,000 

    

Inferred 7,654,000 1.6 385,000 
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Notes: 

1. Goldfield Main mineral resource estimation was conducted by R. Mohan Srivastava, an Independent Qualified Person in accordance with NI 43-101  

using a 0.4 g/t cut-off grade and using the Ordinary Kriging estimation method with an effective date of February 1, 2011. Gemfield and McMahon Ridge mineral 

resource estimations were conducted by Watts, Griffis and McOuat using a 0.3 g/t cut off using ordinary kriging with an effective date of July 12, 2005. 

2.  The estimated mineral resources are not mineral reserves and do not have demonstrated economic viability. 

3.  Numbers have been rounded in all categories to reflect the precision of the estimates. 

4.  Contained metal estimates remain subject to factors such as mining dilution and metallurgical recovery losses.  

Converse Project, Nevada, USA 

Converse Property Description 

The Converse gold project (“Converse”), owned 100% by the Company, is located in the western part of the Battle Mountain Gold Belt, a northwest 
linear trend that extends from the Lone Tree deposit in the north to the Cove-McCoy deposits in the south. This belt accounts for over 50 million 
ounces of estimated cumulative gold production and mineral resources. Newmont’s Lone Tree property (closed in 2007) is located 14 km to the 
north-northeast; Goldcorp and Barrick’s Marigold deposits are located 8 km east and northeast of Converse; Newmont’s Phoenix complex is 
located 30 km to the east-southeast.  The three deposits noted above account for some 30 million of the 50 million ounces reported in the Battle 
Mountain Gold Belt and are hosted in the same favorable stratigraphic package and area of thrust faulting as Converse. 

Converse Resource Estimation 
 
The Company reported an updated mineral resource estimate for Converse effective August 24, 2011, prepared under the direction of Mr. R. 
Mohan Srivastava (P. Geo) an Independent Qualified Person in accordance with N.I. 43-101. 
 
To date a total of 314 resource definition and other exploration drill holes (both reverse circulation and core) have been completed at Converse 
totaling approximately 64,000 meters.  The current mineral resource estimate is based on the results of 207 drill holes totaling approximately 
49,500 meters, which have defined an area of mineralization over 1,500 meters by 2,000 meters.  
 
On July 5, 2011 the Company announced assay results from two core holes at Converse that were drilled to approximately 550 meters below 
surface. These deep drill holes indicate that gold mineralization continues at depth below the previously-tested base of drilling (350 meters) and 
together with the resource estimation method described below contributed to the significant increase (31%) in Measured and Indicated resources in 
the current resource estimate compared to the previous 2004 estimate.   
 
The Company is presently completing an additional four deep drill holes (to at least 550 meters below surface), which will allow for greater 
confidence in the future estimation and resource classification of the deep mineralization and may also increase the overall mineral resource at the 
Converse project. 
 
The Company is also carrying out metallurgical test work (column leaching) to further evaluate the planned heap leach recovery process and to 

validate the previous metallurgical test work carried out by Metallic. 
 
Below is the current mineral resource estimate for Converse: 

 
CONVERSE-REDLINE MINERAL RESOURCE ESTIMATE 

 (using a 0.27 g/t gold cutoff grade) 

                
 
Classification 

 
Tonnes 

 
Gold Grade 

(g/t) 

 
Contained Gold 

(ounces) 

Measured 224,642,000 0.49 3,515,000 

Indicated 106,270,000 0.48 1,632,000 

Measured + Indicated 330,912,000 0.48 5,146,000 
 

Inferred 31,677,000 0.44 444,000 

  Notes:  

1. The cut-off grade for the resource estimates assumes a metal price of US $1,200 per ounce for gold, with an assumed metallurgical recovery in the range of 50% 

to 60%. Estimated mineral resources do not have demonstrated economic viability. 

2. Numbers have been rounded in all categories to reflect the precision of the estimates. 

3. An overall average bulk density for bedrock of 2.72 tonnes per cubic meter has been used for the tonnage estimates. 

4. The mineral resources were estimated using ordinary kriging to estimate metal grades. A block size of 15.2 meters by 15.2 meters by 6.1 meters was used and   

outlier high grades were top cut to 15g/t gold 

5. The contained metal estimates remain subject to factors such as mining dilution and process recovery losses 

 

The Company anticipates completing a Preliminary Economic Assessment (Scoping Study) at Converse by the end of December, 2011. 

 
Ruby Hill Mine Royalty, Nevada, USA 
 
The Company owns a 3% Net Smelter Return royalty on all production from Barrick’s Ruby Hill gold mine in Nevada. This royalty was acquired by 
the Company as part of the Metallic acquisition in February 2010.  Gross income from the royalty was $1.8 million in the Current Quarter (2010: 
$0.5 million) and $5.3 million for the Current Fiscal Year (2010: $0.9 million). Gross royalty income includes the amount of Nevada net proceeds of 
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mines tax that is withheld by Barrick and submitted to the State of Nevada on behalf of the Company in accordance with state law. Net royalty 
income is after the deduction for the depletion of the carrying value of the royalty interest. 
 
The Ruby Hill Mine is located on the Battle Mountain/Eureka gold trend adjacent to the town of Eureka. It is an open-pit, heap leach mining 
operation. In 2010, Barrick reported that the mine produced 81,000 ounces of gold at total cash costs of $702 per ounce.  Proven and probable gold 
reserves reported by Barrick at December 31, 2010 were 1.1 million contained ounces.  

 

Ecuador 
 
Following the suspension of all exploration and mining activities in April 2008, as a result of the Ecuadorian government’s Mining Mandate, the 
Company maintained the majority of its technical and administrative staff and community workers in Ecuador in order to continue with various 
Mining Mandate compliant technical studies and on-site maintenance activities at its Rio Blanco and Gaby projects. On January 29, 2009, a new 
Mining Law was approved by Ecuador’s President Rafael Correa and the mining regulations to supplement and provide parameters for the new 
Mining Law were issued on November 4, 2009.  
 
In the second calendar quarter of 2010, the government of Ecuador issued new mining titles for all of the mining concessions on the Rio Blanco 
and Gaby Projects. The new titles “grant in legal and in due form the personal right to prospect, explore, benefit, refine and sell metallic substances 
that may exist and be obtained” from the concession. 
 
Specific production contracts are required to be negotiated and signed by each company at the time that a project moves into the exploitation 
stage, as defined by the new Mining Law and its regulations. In February 2011, the Ecuadorian Government commenced negotiations for the first 
three production contracts under the law, including the Company’s Rio Blanco project. The contracts must address three critical issues, which are: 
(a) the sales royalty, (b) the amount of the government requested advance royalty related to the sales royalty, and (c) the total government 
participation in the project including a windfall revenue tax. 
 
With respect to these three critical issues, the details known to date are: 
 
1. The sales royalty payable to the government will not be less than 5%. The royalty is expected to be based upon the net sales of metals 

produced, after smelting and refining costs are deducted. 
 

2. The amount of the advance royalty, payable in cash in advance of the commencement of production, is expected to be based on the amount 
of the royalty expected to be paid over the life of the mine. 

 
3. The minimum government participation, according to Article 408 of the Ecuadorian Constitution, requires that the government must receive 

income from the project in an amount not less than that received by the Company. The actual mechanism for the determination of the 
government participation is still under negotiation. The windfall revenue tax, which is not part of the Mining Law, was passed in a new Tax 
Law in December 2007.  It is to be calculated as 70% of any metal price above a negotiated reference price multiplied by the number of 
metal units (ounces, pounds etc) produced. The reference price of each metal is to be determined based on the economics of each project 
on a case-by-case basis. 

 
The Company commenced negotiations for the production contract for the Rio Blanco project in February 2011 and hopes to conclude an 
agreement with the government by the end of the fourth quarter of 2011 (See “Risks Specific to Operating in Ecuador" section). 
 

Rio Blanco, Ecuador 
 
At the Company’s 100%-held Rio Blanco gold-silver project in southern Ecuador, the Company received approval from the Ecuadorian government 
to recommence exploration activities.  The Company continues to work with the government to secure environmental, construction and operating 
permits in 2011, pending the successful negotiation of the production contract discussed in the “Ecuador” section above. 
 
Subject to issues required to be clarified under the new Mining Law, the targeted production date for the project is uncertain as a result of:  a) 
further engineering work being required (due to a modified mine plan and plant and tailings locations); b) delivery times for critical capital 
purchases; c) production permits; and d) finalization of the details of the royalty and windfall revenue tax. The Company is hopeful, however, that 
production could commence by the beginning of 2014. 
 
At Rio Blanco, as of October 2006, the Company had estimated proven and probable reserves for the Alejandra North and San Luis veins of 
605,000 ounces of gold and 4.3 million ounces of silver contained within 2.15Mt at average grades of 8.8 g/t gold and 62 g/t silver as shown in the  
following table. 
   

Rio Blanco Reserve Estimate – October 2006 
 

  
Gold Silver 

 
Reserve Category 

 
Tonnes 

 
Grade (g/t) 

 
Contained 
Ounces(1) 

 
Grade (g/t) 

 
Contained  
Ounces(1) 

Proven 142,560 10.8 49,000 90 410,000 

Probable 2,004,888 8.6 555,000 60.5 3,896,000 

 
Proven and Probable 

 
2,147,448 

 
8.8 

 
604,000 

 
62 

 
4,306,000 

 
(1) Contained metal content remains subject to process recovery losses. 
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The mineral reserves were prepared in accordance with NI 43-101 by Wardrop (Qualified Person, Mining Engineer Ivan Arriagada, P. Eng) with an 
effective date of October 12, 2006, using a 4 g/t gold cut-off grade and a $475/oz gold price.  Numbers are rounded to reflect the precision of a 
reserve estimate.   
 
On June 30, 2011, the Company did not extend its non-binding Project Memorandum of Understanding and Relationship Memorandum of 
Understanding (the “MOUs”) with a Chinese company, China CAMC Engineering Co. Ltd (“CAMCE”) because CAMCE was not able to arrange 
financing for Rio Blanco in the manner contemplated by the MOUs and therefore the Company did not see any advantage in continuing with the 
arrangement. These MOUs pertained to the financing, development and construction of the Rio Blanco project.  

 
Gaby, Ecuador 
 
While the Company holds property rights and interests ranging from 50% to 100% in the Gaby project area, the Company controls approximately 
60% of the total currently-known gold resources.  
 
The Company has received verbal (but not written) permission from the Ecuadorian government to re-start exploration activities but has not yet 
recommenced activities pending the results of negotiations with the government for the production contract at Rio Blanco. 
 
Mineralization at Gaby represents a large disseminated gold porphyry system, which, like the Converse deposit in Nevada, could be mined by 
large-scale open-pit methods and is substantially different from the Rio Blanco underground epithermal vein deposit. 
 
As at July 2009, as part of a pre-feasibility study (“PFS”), combined measured and indicated resources (on a 100% project basis) were estimated 
by FSS Canada, an independent consulting firm, at approximately 356Mt at an average grade of 0.6 g/t gold, containing 6.9 million ounces of gold.  
Approximately 4.1 million ounces (59%) of gold are  attributable to the Company, based on the Company’s rights and ownership interests in the 
Gaby property.  Gaby was not economic at a base case price of $650 gold as at January 2009 and therefore no reserves could be estimated at that 
time.  
 
Additional inferred resources are estimated to be 143Mt at an average grade of 0.6 g/t gold containing an additional 2.9 million ounces of gold, of 
which approximately 1.8 million ounces (62%) of gold are attributable to the Company, based on the Company’s ownership interests in the mineral 
concessions comprising the Gaby property. 
 
This base-case resource estimate was calculated at a cut-off grade of 0.4 g/t gold, which approximates the internal cut-off grade for the recovery 
process options, considered in the PFS (see information below) and uses a base-case gold price of $650 per ounce. 
  

Gaby Project – the Company’s Attributable Mineral Resource and Total Mineral Resources 
(100% project basis as of January 2009 – showing July 2009 updated attributable ounces) 

 
 

Resource 
Estimate 
Category 

Cut-Off 
(g/t gold) 

Tonnes 
(Mt) 

Gold Grade (g/t) 
Contained Gold 

Ounces 
(100% Project) 

IMZ Attributable 
Gold 

Ounces 

Measured 0.4 91.6              0.64 1,900,000 1,140,000 

Indicated 0.4 264.8 0.59 5,040,000 2,960,000 

Measured and  
Indicated 

0.4 356.4 0.61 6,940,000 4,110,000 

      

Inferred 0.4 143.2 0.62 2,850,000 1,760,000 

 
Notes:   
1. Numbers are rounded to reflect the precision of a resource estimate. 
2. The estimated mineral resources are not mineral reserves and do not have demonstrated economic viability. 
3. To limit the influence of individual high-grade gold samples, grade cutting was used. Gold assay grades were capped at 30 g/t. 
4. Average dry bulk densities of 2.77 tonnes per cubic meter (“t/m3”) for intrusive rocks, 2.97 t/m3 for volcanic rocks and 1.36 t/m3 for the  saprolite (oxidized zone) 

were applied to block volumes.  
5. The grades were interpolated using the “Probability Assisted Constrained Kriging” estimation technique within the sulfide geologic domain and ordinary kriging 

within the saprolite. 
6. The contained metal estimates remain subject to factors such as mining dilution and process recovery losses.   
7. Previously released resource estimates have included grades for copper. Copper recovery has been eliminated from the process flow sheet as the contained 

copper values at consensus long-term copper prices of approximately $1.50 per pound do not meet the requirement of a “reasonable prospect for economic 
extraction” under NI 43-101 and therefore are no longer included in the Company’s resource inventory for the Gaby project. 

8. These mineral resources were classified in accordance with CIM guidelines by FSS Canada’s Qualified Person, R. Mohan Srivastava (P. Geo). 

 

 
The PFS and an addendum to the PFS were compiled by the Company’s technical staff, with significant contributions from several independent 
mining, engineering and environmental consulting companies.   
 
On June 30, 2011, the Company did not extend its non-binding MOUs with respect to the Gaby project with CAMCE because of the Company’s 
decision to terminate the Rio Blanco MOU’s with CAMCE. 
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DISCUSSION OF OPERATING RESULTS AND FINANCIAL CONDITION 

 

SUMMARY OF SELECTED ANNUAL FINANCIAL INFORMATION 
 
The following table summarizes key financial data for the Company for the most recent three fiscal years ended June 30, 2011. 
 
 

 Year ended 
June 30, 2011 

Year ended 
June 30, 2010 

Year  ended 
June 30,2009 

Working capital 52,167,715 30,387,671 41,922,062 

Total assets 393,664,429 312,759,640 157,984,317 

Total long term liabilities 45,300,000 75,446,543 31,756,199 

Total shareholders’ equity 304,944,456 224,916,549 123,418,137 

Net income after tax 53,939,479 8,926,983 8,670,985 

Earnings per share-basic 0.46 0.09 0.09 

Earnings per share-diluted 0.45 0.09 0.09 

 

 
SUMMARY QUARTERLY INFORMATION UPDATE TABLE 

 
The following table summarizes pertinent financial and other information which is required to be disclosed by the Company, together with other 
information for the last eight financial quarters ending June 30, 2011, that the management of the Company considers useful for an understanding 
of the financial condition and the results of the operations of the Company. For more detailed information, refer to the accompanying Audited 
Annual Consolidated Financial Statements as at June 30, 2011. All figures are in thousands of US dollars, except per share amounts. 
 
 
 9/30/09 12/31/09 3/30/10 6/30/10 9/30/10 12/31/10 3/31/11 6/30/11 

Gross Royalty Income $ nil nil 420.8 456.2 820.4 1,191.7 1,524.3 1,767.3 

Joint Venture Income $ 4,983.2 7,570.4 6,438.8 8,487.8 8,923.8 16,274.0 16,519.0 12,912.3 

Expenses $ 2,231.2 1,698.6 2,457.5 2,112.7 1,937.4 2,014.9 2,763.5 2,843.0 

Other Items  $ (1,522.6) (736.8) (1,150.8) (239.3) (536.5) 2,716.7 (1,166.2) 9,058.5 

Net Income Before Taxes  
(Loss) $ 

 
1,229.3 

 
5,135.0 

 
3,251.6 

 
5,911.6 

 
7,157.4 

 
18,018.3 

 
12,935.5 

 
20,328.4 

Future Income Tax Recovery (Expense) $ 
 

nil 
 

nil 
 

nil 
 

(6,600.0) 
 

(2,800.0) 
 

1,100.0 
 

(5,000.0) 
 

2,200.0 

Net Income and Comprehensive 
Income (Loss) $ 

 
1,229.3 

 
5,135.0 

 
3,251.6 

 
(688.8) 

 
4,357.4 

 
19,118.3 

 
7,935.5 

 
22,528.4 

Net Income (loss) per share-basic 
 

0.01 
 

0.06 
 

0.03 
 

(0.01) 
 

0.04 
 

0.16 
 

0.07 
 

0.19 

Net income (loss) per share-diluted 0.01 0.06 0.03 (0.01) 0.04 0.16 0.07 0.18 

 Dividends   
from the Suyamarca joint venture $ 

 
1,228.3 

 
6,424.6 

 
10,000.0 

 
6,000.0 

 
nil 

 
20,000.0 

 
 nil 

 
26,000.0 

Working capital $ 41,109.7 44,327.3 26,878 30,387.7 25,733.5 70,673 67,106.9 52,167.7 

Total Assets $ 162,357 167,912 277,607.2 312,759.6 321,501.8 348,303.9 365,573.4 393,664.4 

Long term debt $ 34,222.4 35,828.8 37,304 36,646.5 37,744 39,282.2 40,859.3 - 

Other Long term liabilities $ nil nil 7,920.4 38,800 41,600 34,709 39,709 45,300.0 

Shareholders' Equity $ 125,440.8 129,831.3 226,714.7 224,916.5 229,501.6 271,303.9 281,033 304,944.5 

 

 
Fiscal Year Ended June 30, 2011 
 
Consolidated net and comprehensive income after the provision for future income tax for the Current Fiscal Year was a record $53.9 million 
($58.4 million before the provision for a future income tax expense of $4.5 million) or $0.46 basic and $0.45 fully diluted per share, compared to a 
net income after tax of $8.9 million ($0.09 basic and fully diluted per share) for the Prior Fiscal Year.  
 
The Current Fiscal Year’s increase in net income is due principally to: a) an increase in net equity income from the Suyamarca joint venture 
(Pallancata Mine) to $54.6 million from $27.5 million in the prior Fiscal Year largely driven by higher silver and gold prices; b) a gain on sale of 
interest in the Inmaculada mineral property of $14.7 million (2010: $Nil); c) a gain in value of securities held-for- trading of $1.3 million (2010: $1.2 
million); and d) a significant increase in net income earned from the Barrick Royalty, which totaled $3.3 million (2010: $0.2 million). These gains 
were offset by a future income tax expense of $4.5 million (2010 - $6.6 million). This future income tax liability is expected to be mainly a non-cash 
charge and will only be applicable if the Company sells its interest in the Pallancata Mine or earnings are returned to Canada as dividends. Record 
royalty payments received by the Company from the Barrick Royalty during the Current Fiscal Year were due to the increase in the price of gold 
and higher levels of production from the mine. In addition, the Nevada net proceeds tax applicable to the royalty totaled $265,180 in the Current 
Fiscal Year (2010: $43,852) and it is included in office and general expenses because it is a form of a property tax.  
 



12 
 

The Company reported gross equity income from Suyamarca (Pallancata Mine) for the Current Fiscal year of $55.6 million (2010: $28.9 million).  
Equity income was higher in the Current Fiscal Year due primarily to higher gold and silver prices than in the Prior Fiscal Year. During the Current 
Fiscal Year, the spot price of gold and silver averaged approximately $1,371 per ounce and $29 per ounce, respectively, compared to $1,092 per 
ounce for gold and $17 per ounce for silver in the Prior Fiscal Year. Deductions from gross equity income include: a) expenses for the Company’s 
technical and administrative monitoring costs at the Pallancata Mine of $201,940 (2010: $418,711); and b) amortization costs of $721,467 (2010: 
$997,066) for non-reimbursable costs. 
 
Other expenses for the Current Fiscal Year increased from $8.5 million to $9.6 million, with the increase mainly attributable to a $0.2 million 
increase in investor relations activities and a $1.2 million increase in office and general costs relating to administration costs in Peru that in the past 
were allocated to exploration activities. While there were increases or decreases in other expense account categories, these changes mostly offset 
one another and were not individually significant. 
 
In the Current Fiscal Year, Other Items contributed to an increase in income of $10.1 million compared to a reduction in income for the Prior Fiscal 
Year of $3.6 million. During the Current Fiscal Year foreign exchange losses totaled $1.8 million compared to a gain of $2.4 million for the Prior 
Fiscal Year.  The Company reported a gain of $14.7 million from the sale of an 11% interest in its Inmaculada project to its joint venture partner 
Hochschild. Net mineral property and capital asset write-offs in the Current Fiscal Year resulted in a reduction in income of $2.1 million compared 
to net write-offs of $3.8 million for the Prior Fiscal Year.  

 
During the Current Fiscal Year interest earned on cash and equivalents was $285,174 (2010: $294,929) and reflects the continuing low interest 
rates offered by financial institutions even though the Company had significantly larger cash balances invested during the Current Fiscal Year. 
 
The Company's cash and cash equivalents almost tripled from $29.1 million at the beginning of the Current Fiscal year to $86.1 million at June 30, 
2011; an increase of $57.0 million during the Current Fiscal Year. This increase in cash and cash equivalents was primarily due to the Hochschild 
private placement in the amount of $20 million, $15 million received from the sale of an 11% interest in Inmaculada and cash dividends received 
from the Pallancata Mine in the amount of $36 million.  
 
Capitalized resource property expenditures for the Current Fiscal Year saw an overall reduction of $83.9 million to $141.6 million from $225.5 
million at the end of the Prior Fiscal Year. This reduction was a result of the reclassification of the Inmaculada property from Resource Properties 
to Investment in Joint Venture Properties when the Inmaculada property mineral rights were acquired by Suyamarca. The amount reclassified to 
Investment in joint venture was $99.8 million.  A brief discussion of the other individual project expenditures during this Current Fiscal Year 
follows:  
 
At the Goldfield project in Nevada, expenditures totaled $6,864,184 (2010: $1,064,404) primarily for drilling, field wages, and feasibility and 
permitting costs at the Goldfield Main deposit.  
 
At the Converse project in Nevada, expenditures totaled $1,353,707 (2010: $229,323) for exploration drilling, field wages and onsite costs. 
 
At the Rio Blanco project in Ecuador, expenditures of $2,770,993 were slightly higher than the expenditures for the Prior Fiscal Year (2010: 
$2,642,587) because of the continuing high costs of maintaining the camp facilities and related staff costs, community-related activities, an 
increase in consulting expenses and administrative costs because some project development activities (such as permitting) have resumed, and 
costs related to advancing the negotiations with the government for a production contract.  
 
At the Gaby project also in Ecuador, expenditures totaled $1,048,448 (2010: $1,636,512). The decrease in spending was due to lower salaries 
and camp costs as the project remained essentially in a care and maintenance mode pending approval from the government for a resumption of 
activities resulting from the introduction of the new mining law. Spending at the Gaby project in the future will be dependent upon the finalization 
of a production contract at Rio Blanco,  
 
With respect to Other Resource Properties, during the Current Fiscal Year the Company wrote-off a total of $2,611,815 when it decided to 
terminate the option agreements relating to the Tambo and Don Bosco properties in Peru. During the Prior Fiscal Year property write-offs were 
$3,655,872. 
 

Three-Month Period Ended June 30, 2011 
 
The consolidated net and comprehensive income after the provision for future income taxes for the Current Quarter was $22.5 million compared to 
a loss after tax of $0.7 million for the Prior Quarter. In the Current Quarter net income before the provision for future income taxes was $20.3 million 
compared to Prior Quarter net income before the provision for future income taxes of $5.9 million. 
 
The net income for the Current Quarter is derived primarily from: a) net equity income from Suyamarca (Pallancata Mine) of $12.9 million (2010: 
$8.5 million); and b) record net royalty income from the Barrick Royalty of $1.2 million (2010: a loss of $0.2 million). These income items were 
offset by: a) an unrecognized loss on securities held for trading in the amount of $417,525 (2010: income of $984,400); and b) a recovery of 
resource property write-offs of $22,223 (2010:  a write-down of $3,418,178) and interest and financing costs of $872,265 (2010: $967,626). During 
the Current Quarter, the Company reported a foreign exchange loss of $686,749 (2010: a gain of $5,926,125) and, in addition, a combination of an 
increase in proceeds  received and certain tax adjustments to the gain on the sale of a partial interest in the Inmaculada project increased income 
by approximately $9.0 million. 
 
The Company realized gross equity income from Suyamarca for the Current Quarter of $13.0 million (2010: $8.9 million).  Equity income was 
higher in the Current Quarter due primarily to higher gold and silver prices than in the Prior Quarter. During the Current Quarter the spot price of 
gold and silver averaged approximately $1,504 per ounce and $38 per ounce, respectively compared to $1,196 per ounce for gold and $18 per 
ounce for silver for the Prior Quarter. Total deductions from gross to equity income include expenses for the Company’s technical and 
administrative monitoring costs at the Pallancata Mine were $121,300 (2010: $362,809). 
 
In the Current Quarter, interest earned on cash and equivalents was $24,130 (2010: $54,262)) and reflects the continuing low interest rates offered 
by financial institutions even though the Company had significantly larger cash balances invested during the Current Period. 
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Current Quarter expenses of $2.8 million increased compared to the Prior Quarter (2010: $2.1 million) primarily due to: a) an increase of $820,340 
in office rent and general expenses to $950,223 because a significant portion of administrative expenses in South America were expensed and not 
allocated to exploration projects, b) an increase of $41,972 in stock based compensation to $156,278 (2010: $114,306); and c) investor relations 
expenses increased by $73,597 to $242,813 (2010: $169,216) due to increased travel and marketing activity during the Current Quarter. The 
increase in expenses was offset by a decrease in salaries and benefits and professional fees by $225,909 to $567,597 (2010: $793,506) because 
of the reduced use of outside technical support; 
  
During the Current Quarter, the Company's cash and cash equivalents increased by $21.6 million, which is primarily due to the receipt of $26 
million in dividends from Suyamarca. However, working capital decreased for the Current Quarter because of the reclassification of the principal 
amount due on the Cdn $40 million of convertible debentures from a long-term liability to a current liability because the debentures mature in May 
2012. 
  
Capitalized resource property expenditures for the Current Quarter increased by $2.7 million to $141.6 million from $138.9 million as at March 31, 
2011, due to the ongoing drilling programs and other development work at the Goldfield and Converse properties in Nevada.  A brief discussion of 
individual project expenditures follows:  
 
At the Goldfield project in Nevada, expenditures for the Current Quarter totaled $1,980,208 (2010: $995,837) primarily for drilling, field wages, 
metallurgical test work site and feasibility study and permitting costs.  
 
At the Converse project in Nevada, expenditures totaled $736,201 for the Current Quarter (2010 - $213,406) primarily for drilling field wages and 
onsite costs. 
 
At the Rio Blanco project in Ecuador, expenditures for the Current Quarter of $220,371 were less than the expenditures for the Prior Quarter 
(2010: $591,439) because the Company released certain reserves relating to restructuring activities implemented in prior periods.  
 
At the Gaby project, also in Ecuador, expenditures for the Current Quarter totaled $142,264 (2010:- $450,393), primarily for ongoing field wages 
and camp costs. These costs were reduced from the Prior Quarter because the focus of the Company's activities was more directed to the Rio 
Blanco project and the production contract negotiations.  

   

 
LIQUIDITY AND CAPITAL RESOURCES 

 
In management's view, given the nature of the Company's activities, which consist of the acquisition, exploration, development and exploitation of 
mineral properties in North and South America, the most meaningful and material financial information concerning the Company relates to its level 
of earnings, liquidity and capital resources. 
 
The Company ended the Current Fiscal Year with $86.1 million in cash and cash equivalents, compared to cash and cash equivalents of $29.1 
million at June 30, 2010. The increase in cash is due primarily to the receipt of the dividend distributions from Suyamarca (the Pallancata Mine), 
the sale of common shares to Hochschild, and also payments from Hochschild relating to the Inmaculada transaction completed during the 
Current Fiscal Year, and increasing royalty payments from the Barrick Royalty. While the Hochschild payments were transaction related, 
management anticipates that with continuing high commodity prices the dividends from Suyamarca and royalty payments from the Barrick Royalty 
will remain high in the near term.   
 
The Company invests its funds in high-quality, short-term, mainly US dollar denominated, financial instruments with major Canadian chartered 
banks and major US banks and one of the largest financial institutions in Peru. The Company has no investments in, and no risk exposure to, 
asset-backed commercial paper. 
 
During the Current Fiscal Year, the Company received total dividends of $46.0 million (2010: $23.6 million) from Suyamarca. The Company 
received cash dividends of $26.0 million during the Current Quarter; and also in September 2011 subsequent to June 30, 2011, the Company 
received an additional $16 million cash dividend from Suyamarca. 
 
Working capital has increased by $21.8 million from $30.4 million at year-end June 30, 2010, to $52.2 million at June 30, 2011.  During the 
Current Quarter, the Company reclassified the principal amount of the Cdn $40 million of convertible debentures to current liabilities from long 
term liabilities. This reclassification reduced working capital by $40.9 million on a period-over-period comparative basis. The convertible 
debentures mature on May 19, 2012 and may be repaid by the Company in cash or common shares at maturity. The debenture holders also have 
conversion rights to convert the debentures into common shares prior to maturity or redemption by the Company. Between May 31, 2011 and 
maturity, the Company may, under certain circumstances, redeem the debentures at par value for cash or common shares. The debentures bear 
interest at the rate of 5.5% and pay interest on May 31 and November 30 of each year in an amount of approximately Cdn $1.1 million. The 
Company settles its interest obligations from existing working capital. 
 
The $45.3 million of future income tax liabilities on the balance sheet is not a current obligation to be paid. It represents the possible tax liability that 
the Company would have to pay based on the excess book value as shown on the financial statements over the current tax basis if the assets or 
property were to be sold.  
 
Under the terms of the December 23, 2010 joint venture agreement with Hochschild, when the Inmaculada property reaches the construction 
phase, the Company expects its share of additional financing for construction and development to be approximately $35 million, as Hochschild is 
funding the initial $100 million of such costs. Should additional financing be required, however, such sources of financing could include use of 
existing cash balances, project debt, the sale of some other asset or assets owned by the Company, or a combination of these and other options. 
The capital cost estimates for Inmaculada remain preliminary at this time and are subject to change pending completion of the feasibility study by 
Hochschild scheduled for completion by the end of this calendar year. 
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In Ecuador, together with other Canadian mining companies, the Company plans to work cooperatively with the Ecuador government to 
implement the new Mining Law and regulations for responsible mining.  As conditions improve in Ecuador, and when a production contract has 
been negotiated for the Rio Blanco project, the Company will seek to complete final permitting for development of the underground mine at the 
Rio Blanco project and then arrange construction funding, if warranted.  The Company is also considering other strategic alternatives for the 
Ecuador properties in order to advance these projects toward production and realize value for the Company’s shareholders. 
 
Management has estimated that existing working capital, together with further expected Suyamarca cash dividend distributions and royalty 
payments from the Barrick Royalty are sufficient to meet exploration and development plans, property carrying costs, any required Suyamarca 
joint venture participation costs, and corporate administrative requirements through at least the 2012 fiscal year.  
 
Should significant new project opportunities be realized, capital requirements may exceed working capital then on hand and thus require 
additional funding.  Due to the cyclical nature of the industry, there is no guarantee that when the Company needs to raise capital, there will be 
funds available at that time. 
 

 

RELATED PARTY TRANSACTIONS 
 

During the Current Fiscal Year, the Company entered into the following transactions with related parties: 
 

 a) Paid or accrued legal fees for services of $308,146 (2010: $446,057) provided by firms in which two directors of the Company are partners or 
principals.  The Company allocated $152,028 (2010: $108,981) of these costs to resource properties, $36,178 (2010; $nil) to joint venture 
monitoring costs, and $nil (2010: $162,692) to transaction costs relating to acquisitions. As at June 30, 2011, the accounts payable to these 
firms totalled $73,079 (2010: $11,819). 

 
 b) At the end of Current Fiscal Year, the Company held 1,500,000 (2010: 1,290,000) common shares of Santa Barbara (which has a director in 

common with the Company). 
 

  c) The Company recovered costs of $33,583 (2010: $nil), and incurred costs of $nil (2010: $422,000) at the Reese River project in Nevada, with 
New Dimension Resources,  which has a director in common with the Company. 

 
  d) A loan of $25,000 was made to a director of the Company in May 2009. This loan plus accrued interest at 3% per annum was repaid in fiscal 

2010. 
 
 e)  Salary reimbursements totalling $557,367 (2010: $nil) were due from the Suyamarca Joint Venture, of which the Company is a partner. 

 
During the Current Quarter, the Company entered into the following transactions with related parties: 
 
a) Paid or accrued legal fees for services of $129,069 (2010: $166,608) provided by firms in which two directors of the Company are partners or 

principals. 
 

b) Salary reimbursement totalling $557,367 (2010: $nil) were due from the Suyamarca Joint Venture, of which the Company is a partner. 
 
c)    The summary of amounts payable to and from related parties is as follows: 

 
  

Year Ended 
6/30/2011 

 
Year Ended 

6/30/2010 

 
 

  

Accounts Receivable due from Suyamarca for reimbursements $            557,367 $                - 

Accounts payable to related parties for fees $  (73,079) $ (11,819) 

Due from (to) related parties $            484,288 $          (11,819) 
 

The transactions with related parties were in the normal course of operations and were measured at the exchange value, which represented the 
amount of consideration established and agreed to by the parties.   

  
 

CRITICAL ACCOUNTING ESTIMATES 
 

The accompanying Audited Annual Consolidated Financial Statements have been prepared in accordance with accounting principles generally 
accepted in Canada and form the basis for the following discussion and analysis of critical accounting policies and estimates. The Company 
makes estimates and assumptions that affect the reported amounts of assets, liabilities and expenses and related disclosure of contingent assets 
and liabilities during the course of preparing these financial statements. On a regular basis, the Company re-evaluates estimates and 
assumptions. Long-lived assets are reviewed for impairment whenever events or changes indicate that carrying amounts may not be recoverable. 
 
Estimates are based on historical experience and on various other assumptions that the Company believes to be reasonable. These estimates 
form the basis of judgments about the carrying value of assets and liabilities that are not readily apparent from other sources. Actual results may 
differ from those estimates. 
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CAPITAL RISK MANAGEMENT 
 

The objective when managing capital is to safeguard the Company’s ability to continue as a going concern, so that it can continue to provide 
adequate returns to shareholders, benefits to other stakeholders and to have sufficient funds on hand to meet the Company’s exploration and 
development plans to ensure the on-going growth of the business.  
 
The Company considers as its capital the shareholders’ equity and the convertible debentures. The Company manages the capital structure and 
makes adjustments to it in light of changes in economic conditions and the risk characteristics of the underlying assets. In order to maintain or 
adjust capital structure, the Company may issue new shares through private placements, repurchase shares, sell assets, incur debt, or return 
capital to shareholders.   

 
As of June 30, 2011, the Company has debt in the form of convertible debentures (see Note 12 to the accompanying Audited Annual 
Consolidated Financial Statements), but is not subject to externally imposed capital requirements. Actual funding requirements may vary from 
those planned due to a number of factors, including the progress of exploration and development activities. Due to the cyclical nature of the 
industry, there is no guarantee that when the Company needs to raise capital, there will be funds available at that time. 
 

CHANGES IN ACCOUNTING POLICY 
 

Recent accounting pronouncements 
 
International financial reporting standards (“IFRS”) 

  
In 2006, the Canadian Accounting Standards Board (“AcSB”) published a new strategic plan that will significantly affect financial reporting 
requirements for Canadian companies. The AcSB strategic plan outlines the convergence of Canadian GAAP with IFRS over an expected five year 
transitional period. In February 2008 the AcSB announced that 2011 is the changeover date for publicly-listed companies to use IFRS, replacing 
the existing Canadian GAAP. The changeover date affects interim and annual financial statements relating to fiscal years beginning on or after 
January 1, 2011. The transition date for the Company is July 1, 2011, and the adoption of IFRS will require the restatement for comparative 
purposes of amounts reported by the Company for the year ended June 30, 2011.  The Company is nearing completion of its process for the 
implementation of IFRS. 
 
Implementation of IFRS 
 
Due to the size of the Company, the convergence to IFRS is being led by the Company’s Controller, who along with the Chief Financial Officer, 
other members of the finance group, and selected external advisors have designed and are executing the conversion project. 
 
Item 1 - Accounting policies, including choices among policies permitted under IFRS, and implementation decisions such as whether 
certain changes will be applied on a retrospective or a prospective basis 
 
The significant differences between Canadian GAAP and IFRS that affect the Company and the impacts on the Company’s financial statements 
has been analyzed on a high-level basis and are discussed below.   
 
Resource properties 
 
Under IFRS 6, a mining entity has to determine an accounting policy specifying which expenditures on exploration and evaluation activities will be 
recorded as assets and then apply that policy consistently. It is anticipated the Company will elect under the provisions in IFRS to continue the 
accounting practice of capitalizing all costs related to investments in resource properties on a property by property basis. No material difference is 
expected between Canadian GAAP and IFRS. 
 
Investment in Joint Venture Companies and Associates 

Under Canadian GAAP investment in common shares of Joint Venture companies where companies have significant influence but not controlling 
interest are accounted for by the equity method , whereby the investment is initially recorded at cost and adjusted to recogn ize the Company’s 
share of earnings or loss in the investment.  Dividends received are deducted from the adjusted balance. Under IFRS, the Company is guided by 
IAS 28 and 31.  IAS 28 is Interests in Associates and IAS 31 is Interests in Joint Ventures.  The Company has reviewed IAS 31, and due to the fact 
that it does not meet the definition of control within the context of IAS 31, but does have significant influence, then under IAS 31 the Company shall 
account for its investment under the equity method as outlined in IAS 28,The difference between IAS 28 and Canadian GAAP is that the Company 
may be required to disclose more detail of the investments’ assets, liabilities, revenues and profit and loss.    

Stock based compensation 
 
Canadian GAAP allows graded or straight-line recognition of the fair value of stock option grants as the options vest.  IFRS requires that graded 
vesting be used with each installment accounted for as a separate arrangement. Under IFRS, forfeitures that occur during the vesting period adjust 
the stock-based compensation whereas under Canadian GAAP forfeitures are recorded as they occur.   
 
The Company expects it will elect the exemption allowed under IFRS #1 to not apply IFRS #2 to stock options issued after November 7, 2002 and 
which have not vested before the date of transition. Thus the expense recognized for stock options which were granted and vested prior to 
November 7, 2002 will not change. The Company’s stock option grants have vesting terms and while the Company has followed graded vesting it 
has not fair valued each vesting tranche separately nor does the Company estimate forfeitures and accordingly, there will be a difference between 
Canadian GAAP and IFRS. 
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Business combinations 
 
An exemption is available which allows the Company, on transition to IFRS, to either restate all past business combinations or to apply a more 
limited restatement approach. If the limited restatement approach is chosen, specific requirements must be met, such as: maintaining the 
classification of the acquirer and the acquiree, recognizing or derecognizing certain acquired assets or liabilities as required under IFRS and 
remeasuring certain assets and liabilities at fair value. The Company expects it will apply the exemption under IFRS #1 and not restate past 
business combinations.  
 
Future Income Taxes 
 
Like Canadian GAAP, deferred income taxes under IFRS are determined using the liability method for temporary differences at the balance sheet 
date between the tax basis of assets and liabilities and their carrying amount for financial reporting purposes, and by generally applying tax rates 
applicable to the Company to such temporary differences. Deferred income taxes relating to temporary differences that are in equity are recognized 
in equity and under IFRS subsequent adjustments thereto are backward traced to equity.  
 
IFRS prohibits recognition where deferred income taxes arise from the initial recognition of an asset or liability in a transaction that is not a 
business combination and, at the time of the transaction, affects neither accounting nor taxable net earnings. The Company expects the impact of 
implementing IAS 12, Income Taxes to be the reversal of its future tax liability associated with past asset acquisitions (primarily the Ventura 
acquisition) and in addition it will not recognize a future income tax liability on the earnings of Suyamarca until the Company makes a decision to 
return those earnings to Canada in the form of dividends. At that time the amount of the liability that will be recognized will be the estimated 
withholding tax and the estimated Canadian income tax on those dividends.  
 
Asset Impairment  
 
Canadian GAAP generally uses a two-step approach to impairment testing: first comparing asset carrying values with undiscounted future cash 
flows to determine whether impairment exists; and secondly measuring any impairment by comparing asset carrying values with fair values. Under 
IFRS, IAS 36, “Impairment of Assets”, uses a one-step approach for both testing for and measuring impairment, with asset carrying values 
compared directly with the higher of “fair value less costs” to “sell and value in use” (which uses discounted future cash flows). This may potentially 
result in more write-downs where carrying values of assets were previously supported under Canadian GAAP on an undiscounted cash flow basis, 
but could not be supported on a discounted cash flow basis. However, the extent of any new write-downs may be partially offset by the requirement 
under IAS 36 to reverse any previous impairment losses where circumstances have changed such that the impairments have been reduced. 
Canadian GAAP prohibits reversal of impairment losses. 
 
Item 2 - Information technology and data systems 
 
The accounting processes of the Company are not complex, and the Company has modern accounting software and systems.  No major 
challenges are expected at this point to operate the Company’s accounting system under IFRS.   
 
Item 3 - Internal control over financial reporting 
 
Management currently makes representations relating to the establishment and maintenance of disclosure controls and procedures and internal 
control over financial reporting as defined in National Instrument 52-109. 
 
Management is responsible for ensuring that processes are in place to provide them with sufficient knowledge to support their  certification of the 
financial statements and MD&A.  Management believes that once the convergence to IFRS is completed it will be in a position to continue to certify 
the Company’s filings. 
 
The Audit Committee of the Company reviews the financial reporting and control matters and recommends approval of the annual and quarterly 
financial statements and MD&A to the board of directors who are then responsible for approving the filings. 
   
Item 4 - Disclosure controls and procedures, including investor relations and external communications plans 
 
The Company is reviewing and will update its disclosure controls and procedures to ensure they are appropriate for reporting under IFRS.  The 
Company will continue to maintain a set of disclosure controls and procedures designed to ensure that information required to be disclosed in 
filings made pursuant to National Instrument 52-109 is recorded, processed, summarized and reported in the manner specified by the relevant 
securities laws applicable to the Company.   
 
Item 5 - Financial reporting expertise, including training requirements 
 
The Controller and Chief Financial Officer of the Company have participated in ongoing training sessions provided by external advisors and 
continue to analyze the issues related to the implementation of IFRS. The Company’s Audit Committee is involved in the implementation of IFRS.  
 
Item 6 - Business activities, such as foreign currency and hedging activities, as well as matters that may be influenced by GAAP 
measures such as debt covenants, capital requirements and compensation arrangements 
 
The Company does not expect the convergence to IFRS will have a significant impact on its risk management or other business activities. 
 
Currently there are no matters that are influenced by GAAP measures, such as debt covenants, capital requirements and compensation 
arrangements that would be impacted by the convergence to IFRS. 
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FINANCIAL INSTRUMENTS RISK EXPOSURE AND MANAGEMENT 
 
The Company is exposed to various financial instrument risks and assesses the impact and likelihood of this exposure. These risks include liquidity 
risk, credit risk, currency risk, interest rate risk and price risk. Where material, these risks are reviewed and monitored by the Board of Directors.  
 
Liquidity risk 
 
Liquidity risk is managed by the Company by maintaining sufficient cash balances to meet current working capital requirements which include the 
retirement of the convertible debentures in May, 2012. The Company holds a 40% interest in a mine in production in Peru (Pallancata) and a 40% 
interest in a mine currently in development in Peru (Inmaculada), but the Company may require additional funding in order to continue other 
exploration and development programs in the future. Despite previous success in acquiring this funding, there is no guarantee of obtaining funding 
in the future. The Company’s cash and cash equivalents are invested in business accounts with quality financial institutions primarily in Canada, 
the U.S. and Peru and are available on demand for the Company’s programs.  The Company currently has sufficient capital resources to meet its 
planned operational and administrative overhead expenses for at least the next fiscal year. Securities held-for-trading include nine junior 
exploration companies and the securities remain subject to market fluctuations, limited liquidly respecting the trading of their securities and 
changing market values. The Company has a convertible debenture which matures on May 19, 2012, and as yet the Company has not made a 
decision if it will settle this obligation with cash or common shares. 
 
Credit risk 
 
The Company’s credit risk is primarily attributable to its liquid financial assets and accounts receivable from its mining operation in Peru. Any such 
credit risk would arise from the non-performance by counterparties of contractual financial obligations. The Company limits its exposure to credit 
risk on liquid assets by maintaining its cash and equivalents and environmental reclamation bonds with high-credit quality financial institutions. 
Suyamarca’s concentrate sales and receivables are not considered a material credit risk as the Company customers for metal sales are significant 
participants in the metal trading and the smelting and refining industry. The Company’s receivables are not considered a material credit risk as they 
are mainly due from Suyamarca and Barrick for royalty income 
 
Currency risk 
 
The Company’s funds are held in US dollars, Peruvian soles and Canadian dollars. Foreign exchange or currency risk results from multiple 
currencies transactions which are in currencies other than the US dollar which is the Company’s functional and reporting currency. The majority of 
the currency required for the Peruvian operations are held in US dollars. However, depending on the near term liquidity requirements in Peru, there 
may occasionally be significant sums of money held in Peruvian soles. The largest risk involves the Company’s convertible debentures and the 
required bi-annual interest payments, which are transacted in Canadian dollars. The Company also incurs currency risk in Peru where a material 
portion of the operating costs are denominated in Peruvian soles. The Company does not currently use derivative instruments to manage its 
currency risk 
 
Sensitivity analysis 
 
The Company is exposed to foreign currency risk on fluctuations related to cash and equivalents, securities held-for-trading, investments, 
convertible debentures and accounts payable, which are denominated in Canadian dollars.  As at June 30, 2011, net liabilities totaling $13,542,550 
were held in Canadian dollars.  
 
Based on the above net exposure as at June 30, 2011, and assuming all other variables remain constant, a 10% depreciation or appreciation of the 
US dollar against the Canadian dollar would result in an increase/decrease of approximately $2,753,912 in the Company’s net income. 
 
The Company is not exposed to significant foreign currency risk in Peru as the Company’s net monetary assets denominated in Peruvian soles are 
not considered to be significant. 
 
Interest rate risk 
 
The Company’s exposure to interest rate risk arises from the interest rate impact on its cash and equivalents.. Cash and equivalents have been 
invested in short-term investments to maintain liquidity and achieve an acceptable return for shareholders. There is minimal risk that the Company 
would recognize any loss as a result of the decrease in the fair value of any banker’s acceptance notes, guaranteed investment certificates, money 
market funds or term deposits included in cash equivalents as they are held with large high-quality financial institutions, primarily in Canada, the 
USA and Peru.  
 
Price risk 
 
The Company is exposed to price risk with respect to equity prices and commodities used in, or sold by, its mining operation in Peru and 
elsewhere. Equity price risk is defined as the potential adverse impact on the Company's earnings due to movements in individual equity prices or 
general movements in the level of the stock market. Commodity price risk is defined as the potential adverse impact on earnings and economic 
value due to commodity price movements and volatilities and also a change in revenue and income due to concentrate sales having forward 
quotational period price fixing. The Company closely monitors commodity prices of precious metals and consumables, individual equity 
movements, and the stock market to determine the appropriate course of action to be taken by the Company. 
 
The Company's securities held-for-trading are subject to fair market value fluctuations arising from changes in the equity markets. 
 
Risk management 
 
The Company’s largest non-monetary assets are its mineral exploration interests in Peru, the USA and Ecuador and its investment in the 
Suyamarca joint venture in Peru. The Company could accordingly be at risk to foreign currency fluctuations in these countries and to developing 
legal and political environments in Peru and Ecuador. 
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OUTSTANDING SHARE, STOCK OPTION AND WARRANT DATA 
 
Authorized share capital consists of an unlimited number of common shares without par value.  Since June 30, 2011, changes in issued share 
capital were as follows:  
 

 
 Number of Shares 

 
                              Amount 

 
Balance issued as at June 30, 2011 
Options exercised 
Debentures converted 
 

 
120,297,563 

106,500 
5,813 

 

 
$    245,260,695 

312,988 
40,425 

 
 120,409,876 

 
$   245,614,108   

 
As at June 30, 2011, stock options to purchase common shares were outstanding as follows:  
 

 
Expiry date 

 
Exercise 

Price ($Cdn) 

 
Number 

of Options 

   
August 14, 2011                  1.00            50,000 
February 23, 2012                   4.25 85,500 
July 24, 2012             3.65 5,000 
May 22, 2013                   1.80               50,000 
February 11, 2014                   4.58             250,000 
March 27, 2014                   2.80 67,000 
February 1, 2015                   4.00             265,000 
December 6, 2015                   4.48               50,000 
October 4, 2016                   4.70               50,000 
November 6, 2016                  5.25             140,000 
February 26, 2017                 5.78             795,000 
July 10, 2017                   5.70 10,000 
November 2, 2017 5.62 25,000 
February 23, 2019 3.73              491,900 
May 20, 2020 4.00              185,000 
November 30, 2020 6.41                50,000 
January 10, 2021 7.04              190,000 
May 12, 2021 7.55                40,000 

 
            2,799,400 

 

OUTLOOK 
 

During the 2012 calendar and fiscal year, the Company's exploration and development efforts are expected to focus primarily on: 
 
 At the Pallancata Silver Mine in Peru:  

 

-  Working with our joint venture partner Hochschild to continue production at the 3,000 tpd mining rate to produce approximately 9.3 million       
ounces of silver and 36,500 ounces of gold (the Company’s estimate on a 100% project basis).  

- Increasing mineral resources and reserves to extend the existing mine life (approximately a 4 year mine life based on current reserves). 
 

 At the Inmaculada gold-silver project in Peru, working with Hochschild to continue with the aggressive exploration and development 
program and completing feasibility study by the end of 2011 in order to move the project into production as scheduled by the end of 2013. 
 

 At the Goldfield gold project in Nevada completing feasibility study, including commencing an Environmental Impact Study by mid 2012, with 
the goal of commencing heap leach production in 2015.  
 

 At the Converse gold project in Nevada, completing a scoping study by the end of calendar year 2011 and commencing a final feasibility 
study in 2012.  

 
 At the Rio Blanco gold-silver project in Ecuador, commencing construction of a mine, following permit approvals and the negotiation of a 

production contract in 2011, which will include clarification of certain tax, royalty and foreign investment issues related to the 2009 Mining Law. 
 

 Subject to the successful conclusion of a mining contract for Rio Blanco, advancing the development of the Gaby gold project with the 
commencement of a feasibility study. 

 
 Enhancing cash flow by acquiring a new producing asset in a low-risk political and environmental jurisdiction in the Americas. 

 
 Continuing to seek additional strategic joint venture alliances, such as that with Hochschild at Pallancata and Inmaculada, in order to fast-

track projects to production and to reduce future cash outlays by the Company. 
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RISK FACTORS 

  
Due to the fact that four of the Company's six operating and development properties are located in South America, there are additional elements 
of risk not found in the two mineral properties in North America. These risks, inherent to developing countries, could impact the development, 
operation or profitability of the Company’s South American projects. 
 
The Company’s mineral concessions in Ecuador, relating to the Rio Blanco and Gaby projects, may be subject to uncertainties as a consequence 
of the new Mining Law and the conditions imposed in a production contract currently being negotiated for the Rio Blanco project (see “Risks 
Specific to Operating in Ecuador” below).   
 
The business of exploration for minerals and mining involves a high degree of risk. Few properties that are explored are ultimately developed into 
producing mines. At present only two of the Company’s properties (Pallancata and Rio Blanco) have proven and probable reserves and the 
Company’s proposed exploration programs at its other mineral properties are primarily an exploratory search for ore. Volatility of commodity 
prices, fires, power issues, labor disruptions, flooding, explosions, cave-ins, landslides and the inability to obtain suitable or adequate machinery, 
equipment or labor are other risks involved in the operation of mines and the conduct of exploration programs.  
 
The Company has relied, and will continue to rely upon, consultants and others for construction and operating expertise. Substantial expenditures 
are required to establish mineral reserves through drilling and/or underground development, to develop metallurgical processes to extract the 
metal(s) from the ore and, in the case of new properties, to develop the mining and processing facilities and infrastructure at any site chosen for 
mining.  Although substantial benefits may be derived from the discovery of a major mineralized deposit, no assurance can be given that minerals 
will be discovered in sufficient quantities to justify commercial operations or that funds required for development can be obtained on a timely 
basis.   
 
The economics of developing gold, silver and other mineral properties is affected by many factors including the cost of operations, variations in 
the metal content (or grade) of ore mined, metallurgical recovery levels for saleable metals, fluctuations in metal markets, costs of processing 
equipment and such other factors such as government regulations, including regulations relating to royalties, taxation, allowable production levels, 
importing and exporting of minerals and metals and environmental protection.  In addition, the grade of ore ultimately mined may differ from that 
indicated by drilling results.   
 
Market events three years ago and the associated deterioration of general economic indicators led to a general loss of confidence in global credit 
and financial markets, restricted access to capital and credit, and increased counterparty risk.  Access to financing has been negatively impacted 
by many factors as a result of that global financial crisis.  These continuing financial markets issues may impact the Company’s ability to obtain 
equity or debt financing in the future on favorable terms, especially with respect to the Rio Blanco and Gaby projects. The assets located outside 
of North America are also subject to a higher degree of political risk than the assets located in the United States and Canada. 
 
Short term factors relating to mineral resources or mineral reserves, such as the need for the structured development of ore bodies or the 
processing of new or different grades, may also have an adverse effect on mining operations and on the results of operations. There can be no 
assurance that metal recoveries from small-scale metallurgical laboratory test work will be duplicated in large-scale tests under on-site conditions 
or in production scale heap leaching or in other mineral processing facilities.  Material changes in mineral resources or mineral reserves, grades, 
waste/ore stripping ratios or metal recovery rates may affect the economic viability of any project.   
 
Depending on the prices of gold and silver or the impact of tax issues in certain countries, the Company may determine that it is impractical to 
commence or continue commercial production.  The validity of mining claims, which constitute most of the Company’s property holdings, can be 
uncertain and may be contested and, although the Company has attempted to ensure satisfactory title to its properties, risk exists that some titles 
may be defective.  
 
The Company’s revenues and most of its expenditures are incurred in U.S. dollars. Equity financings, however, have been completed in Canadian 
dollars and, consequently, the Company is at risk of foreign exchange movements between these two currencies.   
 
 

Risks Specific to Operating in Ecuador  
 
The Company may continue to be affected by Ecuador’s political environment and economic instability. Since the Company commenced 
operations in 1993, Ecuador has undergone numerous changes at the presidential and congressional levels.  
 
Since the current President, Rafael Correa, took office in January 2007, his administration has focused on the creation of a new Ecuadorian 
Constitution, which was approved in October 2008.  President Correa was re-elected to a second term ending in 2013 and his political party 
(Allianza Pais) achieved a slight majority in the new Assembly.   
 
The Correa Administration has publicly acknowledged the potential contribution of responsible mining to the future development of the country and 
to the growth of the Ecuadorian economy. A new Mining Law was approved on January 29, 2009 by the President and includes a minimum 5% 
production royalty, work requirements to maintain title to concessions and strict environmental controls; however, regulations to implement the new 
Mining Law were delayed for several months and only enacted in November 2009. The Company is working with the government to secure 
environmental, construction and operating permits for the Rio Blanco project. 
 
In addition, and unrelated to the new Mining Law, a windfall revenue tax will be applied to production from any mining operation. The mechanism of 
calculation of such a tax remains unclear at this time, but it is expected to be based on 70% of the revenues resulting from a metal price above a 
negotiated base price multiplied by the number of metal units (ounces, pounds, etc) produced. Mining companies, therefore, would retain only 30% 
of any metal price upside above the negotiated base price. 
 
While the Company is hopeful that the current investment and political climate in Ecuador will continue to stabilize, there can be no certainty that 
this will be the case. As a result, the Company may be adversely affected by governmental amendments or changes to mining laws, tax laws, or 
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other regulations and requirements in Ecuador, including the possibility of increased government participation in the mining sector or renegotiation 
of existing agreements.  
 
The Company has been meeting with Ecuadorian government officials since February 2011 to discuss the details of the production contract for Rio 
Blanco, which is expected to clarify the tax and royalty issues discussed above. But there is no guarantee that the terms of such a production 
contract will be satisfactory to the Company, in which case the advancement of the Rio Blanco and Gaby projects may be delayed for an indefinite 
period or there may be other consequences. 
 
To mitigate financial risk in Ecuador, the Company funds its Ecuadorian operations on an as-needed basis. The Company also works closely with 
the various ministries in the federal and regional governments and also with local community groups. The Company does not presently maintain 
political risk insurance in Ecuador. 
 

DISCLOSURE CONTROLS AND PROCEDURES 
 

As a result of the appointment of a new Chief Financial Officer (“CFO”) on January 3, 2011, there was a change to the Company’s internal 
controls over financial reporting. 
 
The Company maintains a system of internal controls and procedures over financial reporting designed to safeguard assets and ensure the 
financial information is reliable. Pursuant to regulations adopted by the Canadian Securities Administrators, the Company’s management, with the 
participation of its Chief Executive Officer (the “CEO”) and its CFO, have evaluated the effectiveness of the Company’s internal controls and 
procedures over financial reporting and disclosure, as required. Based upon the results of that evaluation, the Company’s CEO  and CFO have 
concluded that, as of the end of the period covered by this report, the Company’s disclosure controls and procedures were effective to prov ide 
reasonable assurance that the information required to be disclosed by the Company in reports it files or submits is accumulated and 
communicated to the Company’s management, including its CEO and CFO, as appropriate to allow timely decisions regarding disclosure and is 
recorded, processed, summarized and reported, within the time periods specified.  Because of the inherent limitations in all control systems, 
including resource constraints and costs, these systems cannot provide absolute assurance that all control issues and instances of fraud, if any, 
within the Company have been prevented or detected. 
 
The Company also maintains internal controls over financial reporting. The term "internal controls over financial reporting," means a process 
designed by, or under the supervision of, our principal executive and principal financial officers, or persons performing similar functions, and 
effected by our board of directors, management and other personnel, to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with GAAP, and includes those policies and procedures 
that: 
 

 Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the 
Company’s assets; 

 Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with 
Canadian GAAP and that our receipts and expenditures are being made only in accordance with authorizations of our management and 
directors; and   

 Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets that 
could have a material effect on our Consolidated Financial Statements. 

 
The management report on internal control over financial reporting is included below: 
 
The Company's management, with the participation of the Company's CFO and the CEO has evaluated the effectiveness of the Company's 
disclosure, controls and procedures as of June 30, 2011. Based upon this evaluation, the CFO and the CEO concluded that as of June 30, 2011, 
the Company's disclosure controls and procedures were effective in timely alerting them to material information relating to the Company, including 
its consolidated subsidiaries, required to be included in reports that the Company files. 
 

 
MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 

 
Information provided in this MD&A, and in the accompanying financial statements, is the responsibility of management. In the preparation of this 
MD&A and the financial statements, estimates are sometimes necessary to make a determination of future value for certain assets or liabilities. 
Management believes such estimates have been based on careful judgments and have been properly reflected in the accompanying financial 
statements. Management maintains a system of internal controls to provide reasonable assurances that the Company’s assets are safeguarded 
and to facilitate the preparation of relevant and timely information. 

 
 

SUBSEQUENT EVENTS 
 

The following events occurred subsequent to the fiscal year ended June 30, 2011: 
 

a) The Company issued 106,500 common shares pursuant to the exercise of stock options for gross proceeds of $312,988 (Cdn $300,618). 
b) The Company issued 5,813 common shares a pursuant to the conversion of Cdn $40,000 of convertible debentures. 
c) The Company received an additional $16 million in cash dividends from Suyamarca. 
d) In August, the Company paid Rio Tinto $3.0 million to eliminate any future interest Rio Tinto may have in the Rio Blanco project. 
e) In August, the Company received $2.65 million from Hochschild related to an 11% interest in the Inmaculada property sold to Hochschild in 

December 2010. 
 

 


