
 
 

MANAGEMENT DISCUSSION AND ANALYSIS 

for the six month period ended September 30, 2009 

 
 

The following Management Discussion and Analysis (“MD&A”) for Timmins Gold Corp. (“Timmins” or the 

“Company”) is prepared as of November 25, 2009, and should be read in conjunction with the unaudited 

Consolidated Financial Statements (“Financial Statements”) and related notes for the six month period ended 

September 30, 2009 and the comparative period ended September 30, 2008. The Company’s AIF and the risks 

and uncertainties discussed therein, and the Company’s MD&A for prior periods are on SEDAR at 

www.sedar.com  and on the Company’s website at www.timminsgold.com. 

 

 

Forward-Looking Statements 
 

This discussion and analysis contains forward-looking statements about the Company’s future prospects, and the 

Company provides no assurance that actual results will meet management’s expectations. For a thorough 

discussion and analysis of the risks and uncertainties affecting the Company we refer you to the Annual 

Information Form (available on Sedar at www.sedar.com). All statements in this MD&A, other than statements of 

historical fact, that address exploration drilling, exploitation activities and events or developments that the 

Company expects to occur, are forward looking statements. Forward looking statements are statements that are 

not historical facts and are generally, but not always, identified by the words “expects”, “plans”, “anticipates”, 

“believes”, “intends”, “estimates”, “projects”, “potential” and similar expressions, or that events or conditions 

“will”, “would”, “may”, “could” or “should” occur. Information inferred from the interpretation of drilling results 

and information concerning mineral resource estimates may also be deemed to be forward looking statements, as 

it constitutes a prediction of what might be found to be present when, and if, a project is actually developed. 

Although the Company believes the expectations expressed in such forward-looking statements are based on 

reasonable assumptions, such statements are not guarantees of future performance and actual results may differ 

materially from those in the forward-looking statements.  Factors that could cause the actual results to differ 

materially from those in forward-looking statements include market prices, exploitation and exploration 

successes, and continued availability of capital and financing, and general economic, market or business 

conditions. Investors are cautioned that any such statements are not guarantees of future performance and actual 

results or developments may differ materially from those projected in the forward-looking statements. Forward 

looking statements are based on the beliefs, estimates and opinions of the Company’s management on the date the 

statements are made. The Company undertakes no obligation to update these forward-looking statements in the 

event that management’s beliefs, estimates or opinions, or other factors, should change.  

 

 

Qualified Person 
 

Pursuant to National Instrument 43-101, Lawrence A. Dick, Phd, P.Geo is the Qualified Person (“QP”) 

responsible for the technical disclosure in this MD&A. 

 

 

Overall Performance 
 

Timmins Gold Corp. is a junior resource company engaged in the acquisition, exploration and development of    

gold properties in Mexico. To date the Company has measured its success through the growth in its mineral 

resources, in particular gold resources. The Company has its corporate office in Vancouver and administrative 

office in Hermosillo, Sonora, Mexico. The Company also has a field office in Magdalena, Sonora, and an 

operations office at the San Francisco Mine (“Mine”). The San Francisco Gold Property (“Property”), located in 

http://www.sedar.com/
http://www.timminsgold.com/
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Sonora, is the Company’s principal and only material mineral property for purposes of NI 43-101. An 

independent pre-feasibility study recommended development and re-commissioning of the Mine. The study titled 

NI 43-101 F1 Technical Report on the Preliminary Feasibility Study for the San Francisco Gold Project, Sonora, 

Mexico, dated March 31, 2008, and amended on January 16, 2009, (jointly, the “Pre-feasibility Study” or 

“Study”) was prepared by Micon International Limited of Toronto (“Micon”) and Independent Mining 

Consultants, Inc. of Tucson, Arizona (“IMC”). 

 

The Study projected the total cost of re-commissioning the Mine to be US$33.8 million (excluding 15% IVA). 

The Company has spent approximately $25.5 million on capital expenditures at the Mine. This figure includes 

approximately US$1 million spent on increasing the capacity of the primary crusher and a payment of 

approximately US$1 million to the Ejido to acquire the land on which the Mine is situated. Neither of these 

expenditures was included in the Study. The Company estimates that it requires approximately US$13.5 million 

in additional funds to complete development and provide adequate working capital until such time that operations 

become self sustaining. The difference between the US$39 million projected total capital expenditure and the US 

$33.8 million projected by the Study is the $1 million spent on increasing the capacity of the primary crusher, the 

US$1 million payment to the Ejido, and US$3.2 million in IVA. None of these expenditures were included in the 

total projected cost in the Study. 
 

In March 2009, the Company announced a private placement of $10 million at a price of $0.40 per unit. This 

private placement was oversubscribed, and a total of $15,245,000 was received. On June 9, 2009, the Company 

announced that it had engaged WestLB AG (“WestLB”) as arranger and underwriter for a US$25 million finance 

facility (including a US$3 million line of credit) (the “Facility”) to fund the remainder of the development of the 

Mine. However, on October 8, 2009, the Company terminated the WestLB agreement and announced that Sprott 

Asset Management LP (“Sprott”), for and on behalf of certain of the Sprott funds, had agreed to provide US$15 

million senior secured financing to advance the Mine through production. The financing will consist of the 

purchase of US$15 million in Senior Secured Notes (the "Notes"). Although for a lesser amount, than the WestLB 

Facility, the proceeds from the Notes will provide the funding required to complete development of the Mine, as 

well as provide the working capital required until such time that operations become self sustaining. The reduction 

in the financing amount can be attributed to reduced up-front fees, the elimination of any debt reserve accounts, 

and the elimination of borrowing to pay the vendor loan of US$4,025,000 (including IVA) early. The vendor loan 

will be repaid as originally required, by March 2010. The decision to terminate the WestLB Facility in favour of 

the Notes was made as the Notes provide the Company with the financial and operational flexibility to advance 

the Mine without resorting to hedging and other restrictions on operations. The Company estimates that it will 

incur a further $650,000 in termination, legal and other costs as a result of terminating the WestLB agreement. 

 

The Sprott note holders will also be granted three million share purchase warrants exercisable for 24 months at a 

strike price of $0.80 per share. The Notes will be repaid in 12 equal monthly instalments commencing on the 

seventh month after the advance of funds. Each payment will be equal to the value at the time of payment of 

1,667 ounces of gold (20,004 ounces in total). The Company has guaranteed a minimum rate of return of 15% per 

annum. A finder's fee of 2% of the proceeds is payable to an arm's length party. The Sprott financing is expected 

to close in December 2009, the only outstanding matter being the completion of definitive documentation. A 

delay in completing this financing will delay projected completion and the re-commissioning of operations. 

 

The exploration and development of the Company’s properties require substantial capital commitments. Currently 

the Company’s only source of capital is the sale of additional equity capital and/or the assumption of debt. There 

is no assurance that such funds will be available to the Company or on terms favourable to the Company or will 

provide the Company with sufficient funds to meet its objectives, which may adversely affect the Company’s 

business and financial position. In addition any future equity financing may result in significant dilution to the 

existing shareholders. Failure to obtain sufficient financing may result in the delay or indefinite postponement of 
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further exploration and development of, and/or production at any of the Company’s properties, or even a loss of 

property interest. The price of the Company’s common shares, its financial results and its exploration, 

development and mining activities have previously been, and are affected by volatility in the price of gold. There 

is no guarantee that the Company will be able to secure adequate financing on acceptable terms to complete 

development of the San Francisco Mine.  

 

The current capital market volatility worldwide has impacted the Company’s operations. The effects encountered, 

particularly while the Company has been raising the finance required to re-commission the Mine included, but are 

not limited to significant volatility in gold and other commodity prices, significant volatility in foreign exchange 

rates, depressed equity and credit markets, and an increase in the cost of capital and a delay in obtaining capital 

and debt. 

 

Management has prepared these Financial Statements on a going concern basis on the premise that the financing 

agreement with Sprott will close. However, should capital market volatility continue to erode investor and 

creditor confidence and/or should gold prices decline significantly, the Company may not be able to secure 

financing to complete development of the Mine. Should this situation arise the Company will have to reconsider 

its ability to continue as a going concern and its basis of accounting. 

 

Management continues to evaluate other opportunities as they are presented, however its principal focus is to 

finance, and ramp up production at the San Francisco Mine to full capacity. 

 

Production testing has been completed at the Mine, and the Mine is ramping up to full production. Working 

capital for ongoing operations is currently being provided from cash received from the warrants exercised, and 

thereafter will be provided by the Sprott loan once it is finalized. All plant and equipment necessary for operations 

are in place and tested, including the crushing, leaching and extraction facilities designed to produce gold and 

silver dore. 

 

Construction of the brand new US$12 million secondary and tertiary crushing system began in November of 2008 

under contract with Sandvik Mining and Construction de Mexico, S.A. de C.V (“Sandvik”) and has now been 

tested at loads in excess of the planned processing capacity of 550 metric tonnes per hour. During testing the 

crushing system was successfully operated at loads in excess of 750 metric tonnes per hour. The increased 

capacity, if utilized, would result in an increase of capacity from 11,000 metric tonnes per day to 15,000 metric 

tonnes per day, over a 30% increase in projected throughput, to produce close to 100,000 ounces of gold per year 

without any additional equipment. In addition, the existing primary crusher was fully refurbished by Metso 

Minerals Mexico, S.A. de C.V, and tested. 

 

The first eight hectares of heap leach pads have been constructed and a further seven hectares are virtually 

complete. Crushed ore totalling approximately 70,000 metric tonnes has been placed on the heap leach pads as 

part of the initial load.  

 

The Company has signed a 3½ year mining contract with Peal Mėxico, S.A. de C.V. ("Peal") to provide both 

mining equipment and personnel for operations. Peal's mining fleet consisting of mostly brand new equipment, 

required to deliver ore and waste at an average rate of 45,000 tonnes per day, is undergoing mobilization and is 

scheduled to be on site by the end of November. On completion of mobilization, the major mining fleet will 

include two Komatsu PC 2000 shovels, one Caterpillar 992 loader, eleven Caterpillar 100 ton trucks and other 

ancillary equipment. In the meantime, mining and crushing operations are continuing with the available Komatsu 

shovel and six Caterpillar 100 ton trucks. Over 100,000 metric tonnes of ore have been stacked on the heap leach 

pads and gold leaching has begun. 
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The gold plant is operational and gold is currently being extracted from the pregnant solution. The Company 

expects to pour its first gold and silver dore bars in the coming weeks. During steady-state operation, each bar will 

be comprised of approximately 80% gold and 20% silver by content. 

 

The Company is presently revising its current mine plan to accommodate the increased capacity of the crushing 

system and higher metal prices. 

 

The Company’s goal is to utilize possible future cash flow from operations to expand reserves at the Mine, 

advance its exploration projects and to make strategic acquisitions.  

 

 

Selected Annual Information 

 
The following is a summary of the Company’s financial results for the Company’s three most recently completed 

financial years: 

 

 2009 2008 2007 

    

Total revenues - interest $346,592 $143,512 $9,563 

Net loss ($3,414,781) ($5,333,772) ($853,564) 

Basic and diluted loss per share ($0.05) ($0.10) ($0.05) 

Total assets $52,844,859 $33,363,246 $2,988.845 

Total long term liabilities $4,508,097 $9,945,637 Nil 

Dividends declared Nil Nil Nil 

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

principles (“GAAP”) as described in Note 2 to the audited annual consolidated financial statements for the year 

ended March 31, 2009, as modified by the changes disclosed in Note 2 to these financial statements. Except as 

noted, all dollar amounts contained in this discussion and analysis and in the financial statements are in Canadian 

dollars. 

 

The total revenue figure was interest received and was therefore a direct reflection of the amount of cash the 

Company had available in the bank throughout the period. The increase in net loss from 2007 to 2008 showed the 

increase in expenditure as the Company moved toward being an operating entity, as opposed to being solely an 

exploration and development stage entity. The increase in total assets and total liabilities from 2007 to 2008 both 

reflected the acquisition of the San Francisco Mine and the assumption of the related loan from the Property 

vendors, the future income tax liability, and the creation of an asset retirement obligation (“ARO”).  

 

The net loss in 2008 was considerably higher than in 2009 because of the higher stock-based compensation 

charges in 2008 as well as the write-off of the Las Coloradas property. The increase in net assets was a direct 

reflection of the progress made in the construction and refurbishment of the San Francisco Mine. The decrease in 

long term liabilities was a result of the loan due to the Property vendor being classified as a short term liability 

(from long term liabilities), as it is due to be repaid within the next calendar year. 
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Results of Operations 
 

The Company’s activities during the current quarter focused on obtaining an alternate source of financing, as well 

as readying the Mine for the ramp up to full production. The Company maintained its interest in all its properties 

by making the option payments that fell due during the quarter. Limited exploration work was undertaken on all 

of the properties other than at San Francisco. Approximately $2 million was spent on further development 

expenditures at the Mine, while funds were also spent on machinery and equipment and, to a lesser extent, spare 

parts. 

 

San Francisco Gold Project 

 

The mineral resource and mineral reserve at the Property were published in the following report: NI 43-101 F1 

technical report on the preliminary feasibility study for the San Francisco Gold Project ,Sonora, Mexico , prepared 

by William J. Lewis, B.Sc., P.Geo., Michael G. Hester, FAusIMM, R. James Leader, P.Eng., Christopher A. 

Jacobs, CEng MIMMM, Ian R. Ward, P.Eng., dated March 31, 2008, and amended January 13, 2009, and are 

disclosed below. Mineral resources that are not mineral reserves do not have demonstrated economic viability. 

Inferred mineral resources are considered too speculative geologically to have the economic considerations 

applied to them that would enable them to be categorized as mineral reserves. 

 

Resource Classification Tonnes (000 t) Grade (g/t Au) Gold 
Measured Mineral Resource 5,352 0.912 156,930 
Indicated Mineral Resource 22,296 0.781 559,860 
Total Measured + Indicated 27,648 0.806 716,790 
Inferred Mineral Resource 2,506 0.788 63,490 

 

Mineral Reserves, which are part of the Mineral Resources, are estimated to be: 

 

Case Reserve class 
Gold cut-

off (g/t) 

Reserve 

(000 t) 
Grade (g/t) Gold (000 oz) 

High Grade Crusher feed Probable 0.50 12,000 1.05 403.7 

Low Grade Crusher feed Probable 0.23 4,653 0.88 132.0 

Sub-total Crusher feed Probable  16,653 1.01 535.7 

Low Grade ROM leach Probable 0.28 5,981 0.39 75.3 

Grand Total Probable  22,634 0.84 611.0 

 

The Company initiated a phase 1 reverse circulation drilling program with a budget of US$397,500. The 

drilling targets are close to the west border of the new pit design. Samples have been collected and are 

being analysed. 
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Other Properties 
 

As mentioned previously, the Company`s focus has been on recommissioning the San Francisco Mine. The 

Company had planned to commence the activities described below, commencing in late summer or early autumn 

of 2009. However, the delay in obtaining financing has delayed these plans to the first quarter of 2010: 

 

Tequila Property 

 

The Company has reviewed the data from the last drill program and is planning to do sampling and prospecting 

costing approximately $100,000. 

 

Cocula Property 

 

The Company is planning an extensive drill program of $250,000 to $300,000. 

 

El Capomo Property 

 

The Company proposes conducting a sampling program costing approximately $50,000. 

 

Tim Property 

 

The Company is planning to conduct a magnetic aerial survey, and a sampling, geophysics and prospecting 

program costing approximately $100,000 on this property. 

 

El Picacho Property 

The Company is planning prospecting and sampling worth $50,000 on this property. These tests will assist in 

assessing the low grade, bulk tonnage potential of the property's known mineralization given the geological 

similarities and its proximity 20 kilometres west of the Mine. 

 

Santa Maria del Oro Property 
  
This property is close to 25,000 hectares. The Company has not yet formalized any plans for this property. 
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Comparison of Actual and Proposed Use of Proceeds from the April 28 and June 30, 2009 Equity 

Financings: 
 
The table below details as at November 25, 2009, the proposed versus actual use of proceeds of the private 

placements: 

 

 Proposed Use of 

Proceeds 
Actual Use of 

Proceeds (1) 

Gross proceeds of private placement (2) $10,000,000 $12,745,000 

   
Costs related to private placement (3) - $     625,000 
For completion of construction and general working 

capital 
 

$10,000,000 
 

For mine construction and acquisition of machinery and 

equipment, and spare parts 
 5,750,000 

For option payments (Tequila, Cocula, El Picacho)  270,000 

Drilling and related expenditures at San Francisco  339,000 

Payments to suppliers  250,000 

General working capital  5,511,000 

 $10,000,000 $12,745,000 
(1) The allocation of that portion of the private placement ($2,500,000) which closed prior to March 31, 2009, was discussed in the 

MD&A for the year ended March 31, 2009. The discussion included information up to July 6, 2009. 

(2) The private placement was oversubscribed. 

(3) The estimated costs of the private placement were not quantified in the news releases. 

 

 

Summary of Quarterly Results 
 

The following is a summary of the Company’s unaudited financial results for the eight most recently completed 

quarters: 

 
 Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3 

 2010 2010 2009 2009 2009 2009 2008 2008 

Total 

revenues - 

interest 

$Nil $820 $96,601 $152,193 $49,642 $48,156 $32,734 $51,137 

Net (loss) 

income  

($561,999) ($804,330) ($643,061) ($577,331) ($1,016,294) ($1,178,095) ($3,570,523) ($1,084,943) 

Basic loss 

per share (1) 

($0.01) ($0.01) $0.00 ($0.01) ($0.02) ($0.02) ($0.07) ($0.02) 

 
(1) Loss per share on a diluted basis is not disclosed as it is anti-dilutive due to losses incurred. 

 

The Financial Statements have been prepared in accordance with Canadian generally accepted accounting 

principles (“GAAP”) as described in Note 2 to the audited annual consolidated financial statements for the year 

ended March 31, 2009, as modified by the changes disclosed in Note 2 to the financial statements. Except as 
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noted, all dollar amounts contained in this discussion and analysis and in these financial statements are in 

Canadian dollars. 

 

The Company`s cash expenditures, excluding those related to construction at the Mine, are fairly consistent from 

quarter to quarter. In general terms, much of the fluctuations seen from quarter to quarter as seen above, are 

caused by variations in non-cash items, such as stock-based compensation charges, and the write-off of the Las 

Coloradas property (in the fourth quarter of 2008).  

 

 

Liquidity 
 

The consolidated financial statements have been prepared assuming the Company will continue on a going-

concern basis.  The Company has incurred losses since inception and the ability of the Company to continue as a 

going-concern depends upon its ability to develop profitable operations and to continue to raise adequate 

financing.  If the Company’s debt facility with Sprott does not close, management will need to arrange additional 

financing through issuances of equity, alliances with financial, exploration and mining entities, or other business 

and financial transactions to assure continuation of the Company’s operations and exploration programs. The 

Company’s continuation is dependent upon its ability to complete such financing arrangements in order for it to 

meet its liabilities as they come due.. There can be no assurance that the Company will be able to raise funds, in 

which case the Company may be unable to meet its obligations.  The net realizable value of the Company’s assets 

may be materially less than the amounts recorded in these financial statements should the Company be unable to 

realize its assets and discharge its liabilities in the normal course of business.   

 

The Company had cash of $2,602,438 at September 30, 2009 compared to $700,104 at March 31, 2009. The 

Company had a working capital deficiency of $3,841,091 at September 30, 2009 compared to a working capital 

deficiency of $4,995,957 at March 31, 2009. The Company moved into a working capital deficiency position as at 

March 31, 2009, because the Company`s loan from the vendors of the Mine (March 31, 2009: $4,742,780) was 

reclassified from a long term debt to a short term debt. The Company’s financial position moved into a working 

surplus position during the prior quarter due to the private placement, however, as these funds have been spent, 

the Company has moved back into a working capital position. 

 

The Company’s amounts receivable has increased to $1,395,533 (March 31, 2009: $1,264,419). The balance and 

the increase consist almost entirely of IVA receivable, which is currently taking approximately 60 days to collect 

from the Mexican tax authorities.   

 

The Company’s accounts payable and accrued liabilities have increased to $3,825,642 (March 31, 2009: 

$2,321,863). The primary reason for the increase is the inclusion in accounts payable of the balance due to 

Sandvik under the contract. The work under this contract had been completed by September 30, 2009. 

 

Timmins has historically relied upon equity financings to satisfy its capital requirements. Based upon the 

conclusions of the Pre-feasibility Study and updated capital and operating cost projections, the Company required 

approximately US$33.8 million (excluding IVA) of additional funds to complete construction of the San 

Francisco Mine, commence operations, and provide sufficient working capital until cash flow can sustain 

operations. If the Company successfully establishes a regular stream of positive cash flow from its mining 

operations it expects to finance ongoing exploration of its properties and possibly some development on its 

properties. Additional capital from the exercise of outstanding stock options, warrants and/or the completion of 

other equity or debt financings are also potential sources of capital. 
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Currently the Company has limited financial resources, has no source of operating income and has no assurance 

that additional funding will be available to it for further exploration and development of its projects. Although the 

Corporation has been successful in the past in financing its activities through the sale of equity securities there can 

be no assurance that it will be able to obtain sufficient financing in the future to carry out exploration and 

development work on its properties. The ability of the Company to arrange additional financing in the future 

depends, in part, on the prevailing capital market conditions and exploration and development success. As 

mentioned in the discussion of Overall Performance, the recent equity and capital market volatility worldwide has 

had a significant impact on the Company’s operations during the last year. Management believes that while the 

San Francisco Mine operations are projected to generate positive cash flow over the life of the mine (currently 

estimated at five years) at gold prices above $550 per ounce, should the difficult financing/credit environment 

continue, and if current gold prices decline, there will be a negative impact on the economics of the San Francisco 

Mine Project and the long term liquidity of the Company. While Management believes adequate financing on 

acceptable terms will be secured, there can be no assurance of this occurring. A delay in completion of the project 

could occur if gold prices decline and if the Company does not secure financing to complete construction of the 

San Francisco Mine. 

 

The Company announced that Sprott had agreed to provide US$15 million senior secured financing to advance 

the Mine through production instead of the WestLB Facility previously announced,. Although for a lesser amount 

than the WestLB Facility, the proceeds from the Sprott Notes will provide the funding required to complete 

development of the Mine, as well as provide the working capital required until such time that operations become 

self sustaining. The reduction in financing amount is attributed to reduced up-front fees, the elimination of any 

debt reserve accounts, and the elimination of borrowing to repay the vendor loan of US$4,025,000 (including 

IVA) early. This loan will, instead, be repaid as originally scheduled by March 2010. 

 

The Company has received $2,593,750 from the exercise of options and warrants since the quarter end. 

 

Until the Sprott financing closes and the Company has funds from operations, the Company will not spend any 

funds on exploration on any of its other properties as re-commissioning the Mine is the Company’s priority. 

 

When the Company acquired its interest in the San Francisco Property, the acquisition agreement required the 

Company to purchase certain mining and processing equipment for US$3.5 million + IVA. Payment of this 

interest-free loan of US$3.5 million (plus 15% IVA) is due on March 11, 2010. The Company anticipates being in 

a position to fund this obligation from cash from operations. 

 

 

Capital Resources 
 

The Company has the following option payments due within the next year on its properties. These are required to 

keep the option agreements in good standing: 

 

 Tequila - US$150,000 due by December 20, 2009; 

 Tequila – US$600,000 due by June 20, 2010; 

 Cocula – US$150,000 due by July 18, 2010;  

 El Picacho – US$15,000 due by December 11, 2009; and 

 El Picacho – US$15,000 due on June 11, 2010. 

 

Payment of the vendor loan of US$4,025,000 (including IVA) for the mine equipment and buildings is due to 

made by March 11, 2010. 

 



TIMMINS GOLD CORP. 

Management Discussion and Analysis 

For the three month period ended September 30, 2009 

Containing information as at November 25, 2009     Page 10 

 

 

 

 

The property option payments and payment of the vendor loan will be made from the proceeds of the private 

placement and the anticipated cash flows from operations. 

 

The Company has entered into material contracts for various portions of construction at the Mine. The payments 

due under these contracts are recorded in the accounts payable balance of $3,825,642. 

 

The Company has entered into a mining contract with Peal. The contract is for 42 months, and is at a contracted 

price of US$1.59 per ton (plus IVA). This price may increase subject to the price of diesel, drilling and blasting 

costs, as well as hauling distance. The Company is responsible for mobilization costs of US$600,000 (plus IVA) 

and demobilization costs of US$900,000 (plus IVA). An amount of US$499,684 is included in accounts payable 

for work completed to September 30, 2009. 

 

The Company estimates that it will incur a further $650,000 in termination, legal and other costs as a result of the 

termination of its agreement with WestLB. 

 

The Company has no other commitments other than as disclosed above.  

 

 

Transactions with Related Parties 
 

During the period ended September 30, 2009, the Company entered into the following transactions with related 

parties: 

 

a. The Company incurred $42,609 of consulting fees, including geological consulting, to Arturo Bonillas and 

Miguel Soto, both of whom are directors and officers of the Company. As at September 30, $1,786 was owed 

to these directors and officers. 

 

b. The Company incurred $39,367 for rent and administrative expenses on behalf of a company with directors 

in common.  As of September 30, 2009, this company owed the Company $60,271. 

 

b. The Company advanced $775,056 to a nominee company incorporated in Mexico. These funds were used to 

pay the salaries of the Company`s Mexican employees. As of September 30, 2009, $2,382 was advanced to 

this company. 

 

c. The Company paid $33,600 as consulting fees to Eugene Hodgson, the Company’s Chief Financial Officer, 

and $12,000 as director’s fees to Larry Dick, the Company’s independent director. 

 

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. 

 

 

Results of Operations 
 

Six month comparison 

 

The Company recorded a net loss for the six month period ended September 30, 2009 of $1,366,329 ($0.01 per 

share), compared with a net loss for the same period in 2008 of $2,194,389 ($0.03 per share). 

 

The major items for the six months ended September 30, 2009, compared to September 30, 2008, were: 
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a. Stock-based compensation of $104,037 (2008: $879,005) decreased primarily due to the Company issuing 

fewer options in 2009. 

 

b. Consulting charges of $224,688 (2008: $88,437) for the current six month period includes the following 

expenses which were not incurred in the comparative quarter: fees paid to the Company’s mining consultant, 

consulting fees paid to the Company’s Chief Financial Officer, and consulting fees paid to a financial advisor 

who assisted the Company’s with decisions for the Mine financing. 

 

b. Financing expenses of $770,191 (2008: $Nil) were incurred during the six month period. These expenses all 

relate to the WestLB agreement and financing, which was ultimately not finalized, as the Company decided 

to obtain the necessary funds from Sprott instead. These financing expenses include consulting, advisory, and 

legal fees, and were included in consulting fees in the prior quarter. 

 

c. Salaries and wages expense totaled $375,214 (2008: $216,477) as the number of employees at the San 

Francisco Mine increased from 119 to 159 as the Company tests its completed facilities and continues its 

move toward production. 

 

c. No deferred exploration expenditures were written off in 2009. Deferred exploration expenditures relating to 

the written-off Las Coloradas property amounted to $203,331 in the comparative period in 2008.  

 

d. Foreign exchange gain of $1,015,875 (2008: $174,572 foreign exchange loss) primarily as a result of the 

improvement in the Canadian dollar against the US dollar and the Mexican peso during the six month period 

from March 31, 2009. This particularly affected the amount of the vendor loan and of the future income tax 

liability, which are the Company’s largest liabilities denominated in foreign currencies, with a smaller 

financial impact on the asset retirement obligation. 

 

Three month comparison 

 

The Company recorded a net loss for the three month period ended September 30, 2009 of $561,999 (or $0.01 per 

share), compared with a net loss for the same period in 2008 of $1,016,294 (or $0.02 per share).  

 

The major items for the three months ended September 30, 2009, compared to September 30, 2008, were: 

 

a. Stock-based compensation of $55,014 (2008: $348,637) decreased primarily due to the Company issuing 

fewer options in 2010. 

 

d. Consulting charges of $117,491 (2008: $28,983) include fees to a mining consultant who has been assisting 

with the development of the Mine, as well as consulting fees paid to the Company’s chief financial officer 

and its financial advisor. Similar expenses were not incurred in the comparative period. 

 

e. Financing expenses of $223,296 (2008: $Nil) relate to the WestLB agreement, including consulting, advisory, 

and legal fees. This agreement was not finalized, as the Company decided to obtain the necessary funds from 

Sprott instead. 

 

f. Foreign exchange gain of $498,464 (2008: $167,349 foreign exchange loss) arose primarily as a result of the 

improvement in the Canadian dollar against the US dollar and the Mexican peso. This particularly affected 

the amount of the vendor loan and of the future income tax liability, which are the Company’s largest 

liabilities denominated in foreign currencies, with a lesser financial impact on the asset retirement obligation. 



TIMMINS GOLD CORP. 

Management Discussion and Analysis 

For the three month period ended September 30, 2009 

Containing information as at November 25, 2009     Page 12 

 

 

 

 

 

g. Salaries and wages increased to $174,792 (2008: $130,992) as the number of employees at the San 

Francisco Mine increased from 119 to 159. 
  

h. Legal expenses of $95,601 (2008: $30,728) includes $78,000 paid to the Company’s corporate governance 

consultant. This consultant was not contracted by the Company in the comparative period. 

 

 

Proposed Transactions 

 

On October 8, 2009, the Company announced that Sprott had agreed to provide US$15 million senior secured 

financing to advance the Mine through production. The proceeds from the Notes will provide the funding 

required. The Sprott financing is expected to close in December 2009, the only outstanding matter being the 

completion of definitive documentation. 

 

 

Critical Accounting Estimates 
 

The preparation of financial statements in conformity with GAAP requires the Company to make estimates and 

assumptions that determine the reported amounts of assets and liabilities at the balance sheet date, and reported 

costs and expenditures during the reporting period. Estimates and assumptions may be revised as new information 

is obtained, and are subject to change. The Company’s accounting policies and estimates used in the preparation 

of the financial statements are considered appropriate in the circumstances, but are subject to judgements and 

uncertainties inherent in the financial reporting process.  

 

Critical accounting estimates used in the preparation of the financial statements include the Company’s estimate 

of recoverable value of its mineral properties and related deferred expenditures, asset retirement obligations, as 

well as the value of stock-based compensation.  All of these estimates involve considerable judgement and are, or 

could be, affected by significant factors that are beyond the Company’s control. 

 

Exploration and Development Expenditures 

 

The Company capitalizes exploration and development expenditures directly related to its properties until such 

time that the properties are placed into production, sold, abandoned, or management determines impairment in the 

realizable value of the property/properties has occurred. The Company’s policy to capitalize exploration costs on 

a project by project basis is consistent with GAAP, and that of other exploration companies that do not have 

established mineral reserves. If and when a mineral property is commissioned, the associated deferred costs will 

be amortized on a systematic basis. And if and when an impairment in value of a property is determined, the 

property value will be written-down to its realizable value at that time, and the write-down charged to operations. 

The recoverability of the recorded value of the Company’s mineral properties and associated deferred expenses is 

based on market conditions for minerals, the underlying mineral resources associated with the properties, and 

future costs that may be required for ultimate realization through mining operations or by sale. The impairment 

review is made annually by management, or earlier if warranted. A write-down may also be required when a 

property is sold or abandoned, if exploration activity ceases on a property due to unsatisfactory results, or if there 

is insufficient funding to continue exploration on a property.  
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Asset Retirement Obligations 

 

The Company recognizes contractual, statutory and legal obligations associated with the retirement of mining 

properties when those obligations result from the acquisition, construction, development or normal operation of the 

assets. The initial liability for the asset retirement obligation has been recognized at its fair value in the period 

incurred, so the corresponding asset retirement cost was added to the carrying amount of that asset. This cost will be 

amortized as an expense over the economic life of the related asset, once production of that asset commences. The 

carrying amount of the liability could be increased for the passage of time and is adjusted for changes to the 

amount or timing of the underlying cash flows to settle the obligation. All asset retirement obligations are not 

expected to be paid for several years in the future and are intended to be funded from cash balances at the time of 

the mine closure.  

 

Stock-based Compensation 

 

The Company follows accounting guidelines in determining the value of stock option compensation, as disclosed 

in Note 7 to the financial statements. This is a calculated amount not based on historical cost, but on subjective 

assumptions introduced to an option pricing model, in particular: (1) an estimate for the average expected hold 

period of issued stock options before exercise, expiry or cancellation, and (2) expected volatility of the 

Company’s share price in the expected hold period, using historical volatility or comparables as a reference. As 

there is no market for the options and they are not transferable, the resulting calculated value is not necessarily the 

value which the holder of the option could receive in an arm’s length transaction. 

 

 

Changes in Accounting Policies including Initial Adoption 
 

Goodwill and Intangible Assets 

 

CICA section 3064 replaces the former CICA 3062 – Goodwill and other intangible assets and establishes 

standards for the recognition, measurement and disclosure of goodwill and intangible assets. CICA 3064 is 

effective for interim and annual financial statements for years beginning on or after January 1, 2009. The 

Company adopted this section effective April 1, 2009.  There was no material change to the results of operations 

or financial position of the Company. 

 

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities 

 

In January 2009 the CICA issued EIC-173, “Credit Risk and the Fair Value of Financial Assets and Financial 

Liabilities” which requires the Company to consider its own credit risk as well as the credit risk of its 

counterparty when determining the fair value of financial assets and liabilities, including derivative instruments. 

The accounting treatments provided in EIC-173 have been applied in the preparation of these financial statements 

and as required have been applied retrospectively without restatement of prior periods. The adoption of this 

standard did not have a material impact on the valuation of financial assets or liabilities. 

 

Mining Exploration Costs 

 

In March 2009 the CICA issued EIC-174, “Mining Exploration Costs” which provides guidance to mining 

enterprises related to the measurement of exploration costs and the conditions that a mining enterprise should 

consider when determining the need to perform an impairment review of such costs. The accounting treatments 

provided in EIC-174 have been applied in the preparation of these financial statements and did not have an impact 

on the valuation of exploration assets. 
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New Accounting Pronouncements 
 

The CICA has issued new standards which may affect the financial disclosures and results of operations of the 

Company. The Company will adopt the requirements on the date specified in each respective section and is 

considering the impact this will have on the consolidated financial statements. 

 

Business combinations, consolidated financial statements and non-controlling interests 

 

CICA sections 1582, 1601 and 1602 replace the former CICA 1581, Business Combinations and CICA 1600, 

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

subsidiary. These sections provide the Canadian equivalent to FASB Statements No. 141(R), Business 

Combinations and No. 160 Non-controlling Interests in Consolidated Financial Statements. CICA 1582 is 

effective for business combinations for which the acquisition date is on or after the beginning of the first annual 

reporting period beginning on or after January 1, 2011. CICA 1601 and CICA 1602 apply to interim and annual 

consolidated financial statements relating to years beginning on or after January 1, 2011. 

 

Financial Instruments - Disclosures 

 

In June 2009 the CICA amended Section 3862, Financial Instruments-Disclosures, to include enhanced 

disclosures on the liquidity risk of financial instruments and new disclosures on fair value measurements of 

financial instruments. The amendments are effective for annual financial statements for fiscal years ending after 

September 30, 2009, with early adoption permitted. The Company will apply these amendments to its 2010 

annual consolidated financial statements. The impact of the amendments to the fair value measurement and 

liquidity risk disclosure requirements of the Company are not expected to be significant. 

 

Comprehensive revaluation of assets and liabilities 

 

In August 2009, the CICA amended Section 1625, Comprehensive revaluation of assets and liabilities. This 

section has been amended as a result of issuing Business combinations, Section 1582, Consolidated financial 

statements, Section 1601, and Non-controlling interests, Section 1602, in January 2009. The amendments apply 

prospectively to comprehensive revaluations of assets and liabilities occurring in fiscal years beginning on or after 

January 1, 2011. Earlier adoption is permitted as of the beginning of a fiscal year. If the Company adopts this 

section for a fiscal year beginning before January 1, 2011, it also adopts Section 1582. The adoption of this 

standard is not expected to have a material impact on the Company’s results of operations or its financial position. 

 

Financial instruments-recognition and measurement 

 

In August 2009, the CICA amended Section 3855, Financial Instruments-Recognition and Measurement. This 

Section has been amended to add guidance concerning the assessment of embedded derivatives upon 

reclassification of a financial asset out of the held-for-trading category. These amendments apply to 

reclassifications made on or after July 1, 2009. Earlier adoption is permitted. Also, this Section has been amended 

to: 

- change the categories into which a debt instrument is required or permitted to be classified; 

- change the impairment model for held-to-maturity financial assets to the incurred credit loss model of 

Impaired loans, Section 3025; and 

- require reversal of previously recognized impairment losses on available-for sale financial assets in specified 

circumstances. 
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These amendments apply to annual financial statements relating to fiscal years beginning on or after November 1, 

2008. This standard is not expected to have a material impact on the Company’s financial condition or operation 

results. 

 

 

Financial Instruments and Other Instruments 
 

The Company’s financial assets and liabilities consist of cash and cash equivalents, receivables and accounts 

payable. The vendor loan, and accrued liabilities, some of which are denominated in US dollars and Mexican 

pesos. Amounts denominated in non-Canadian dollars are translated into Canadian dollars at the rates applicable 

to the period end date. The Company has financial gains or losses as a result of foreign exchange movements 

against the Canadian dollar. The Company manages its foreign exchange risk by adjusting balances in currencies 

other than the Canadian dollar from time to time. The Company has certain commitments to acquire assets in 

foreign currencies and it incurs the majority of its exploration costs in foreign currencies, either the US dollar or 

Mexican peso. Significant expenditures in recommissioning the Mine are denominated in these foreign currencies. 

The Company may acquire foreign currencies to fix such costs in Canadian funds, if management considers it 

advantageous. 

 

The carrying value of financial instruments, which include cash, accounts receivable, prepaid expenses, accounts 

payable, the vendor loan, and accrued liabilities and advances due to/from related parties approximate fair value 

because of the short-term maturity of those instruments.  Unless otherwise noted, it is management’s opinion that 

the Company is not exposed to significant interest, currency or credit risks arising from these financial 

instruments. 

 

 

International Financial Reporting Standards 
 

On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the mandatory changeover 

date to International Financial Reporting Standards (“IFRS”) for Canadian profit-oriented publicly accountable 

entities (“PAE’s”) such as the Company. 

  

The AcSB requires that IFRS compliant financial statements be prepared for annual and interim financial 

statements commencing on or after January 1, 2011. The Company’s first audited annual financial statements will 

be for the year ending March 31, 2012, with comparative financial information for the year ended March 31, 

2011. This also means that all the opening balance sheet adjustments relating to the adoption of IFRS must be 

reflected in the April 1, 2010 opening balance sheet which will be issued as part of the comparative financial 

information in the June 30, 2011 unaudited interim financial statements. 

  

The Company will adopt these requirements as set out by the AcSB and other regulatory bodies. At this time, the 

impact of adopting IFRS cannot be reasonably quantified. The conversion to IFRS is expected to impact the 

Company’s accounting policies, information technology and data systems, internal control over financial 

reporting, and disclosure controls and procedures. The transition may also impact business activities, such as 

foreign currency activities, certain contractual arrangements, capital requirements and compensation 

arrangements. The Company continues to evaluate the impact of IFRS, with the assistance of its auditors, on the 

Company and is in the process of developing a plan for the conversion to IFRS. If the Company decides not to 

early adopt the standards, the actual conversion work will occur in late 2009 and 2010, in anticipation of the 

preparation of the April 1, 2010 balance sheet that will be required for comparative purposes for all periods 

ending in 2011. 
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The Company has been assessing some of the optional exemptions as part of the transition process to IFRS. The 

following preliminary elections have been made so far under IFRS, and may change prior to the formal adoption 

of IFRS: 

 The Company will not restate business combinations prior to the adoption of IFRS; 

 The Company will continue to capitalize exploration costs on a project-by-project basis even prior to mineral 

reserves being established; and 

 The Company will be electing to recognize any cumulative translation differences of its foreign subsidiaries 

into opening retained earnings. 

 

The Company has also identified other areas relating to IFRS that could materially affect the Company: 

 Foreign currency: The adoption of IFRS will involve the identification of a functional currency. At present, it 

appears that the Canadian dollar is the Company’s functional currency and the Mexico peso is the subsidiaries’ 

functional currency. Upon consolidation, the presentation currency will be that of the parent’s functional 

currency. The Company will have to examine whether its functional currency will change to the US dollar 

assuming the Company moves into production.  

 Income taxes: Although there are many areas where GAAP is similar to IFRS, there are differences such as the 

differentiation between deferred tax assets and deferred tax liabilities; and whether deferred tax is to be 

charged to the income statement, equity or goodwill.  
 

At present the Company has no contracts, debt covenants, capital requirements or compensation requirements that 

may be affected by changes to financial reporting because of IFRS. 
 

Management is taking professional development courses relating to IFRS conversion, and it is comfortable that its 

accounting services company will also be adequately prepared for the conversion. 

 

 

Risk Factors 
 

The Company is engaged in the exploration for mineral deposits. These activities involve significant risks which 

even with careful evaluation, experience and knowledge may not, in some cases, be eliminated. The Company’s 

success depends on a number of factors, many of which are beyond its control. The primary risk factors affecting 

the Company include inherent risks in the mining industry, metal price fluctuations and operating in foreign 

countries and currencies.  

 

Inherent Risks Within the Mining Industry  

 

The commercial viability of any mineral deposit depends on many factors, not all of which are within the control 

of management. Some of the factors that will affect the financial viability of a given mineral deposit include its 

size, grade and proximity to infrastructure. Government regulation, taxes, royalties, land tenure and use, 

environmental protection and reclamation and closure obligations could also have a profound impact on the 

economic viability of a mineral deposit. 

 

Mining activities also involve risks such as unexpected or unusual geological operating conditions, floods, fires, 

earthquakes, other natural or environmental occurrences and political and social instability. It is not always 

possible to obtain insurance against all such risks and the Company may decide not to insure against certain risks 

as a result of high premiums or for other reasons. The Company does not currently maintain insurance against 

political or environmental risks. Should any uninsured liabilities arise, they could result in increased costs, 

reductions in profitability, and a decline in the value of the Company’s securities.  
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There is no assurance at this time that the Company’s current mineral properties will be economically viable for 

development and production.  

 

Prices for Gold and Other Commodities  

 

Metals prices are subject to volatile price fluctuations and have a direct impact on the commercial viability of the 

Company’s exploration properties. Price volatility results from a variety of factors, including global consumption 

and demand for metals, international economic and political trends, fluctuations in the US dollar and other 

currencies, interest rates, and inflation. The Company has not hedged any of its potential future gold sales. The 

Company closely monitors gold prices to determine the appropriate course of action to be taken by the Company. 

 

Foreign Currency Risks  

 

The Company uses the Canadian dollar as its measurement and reporting currency, and therefore fluctuations in 

exchange rates between the Canadian dollar and other currencies may affect the results of operations and financial 

position of the Company. The Company does not currently have any foreign currency or commercial risk hedges 

in place.  

 

The Company raises the majority of its equity financings in Canadian dollars while foreign operations are 

predominately conducted in Mexican pesos and US dollars. Fluctuations in the exchange rates between the 

Canadian dollar, US dollar and Mexican pesos may impact the Company’s financial condition.  

 

Risks Associated with Foreign Operations  

 

The Company’s investments in foreign countries such as Mexico carry certain risks associated with different 

political, business, social and economic environments. The Company is currently evaluating gold and/or other 

commodities in Mexico, but will undertake new investments only when it is satisfied that the risks and 

uncertainties of operating in different cultural, economic and political environments are manageable and 

reasonable relative to the expected benefits.  

 

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

certain claims as well as the potential for problems arising from ambiguous conveyance and regulatory 

characteristics of property rights in certain foreign countries. 

 

Future government, political, legal or regulatory changes in the foreign jurisdictions in which the Company 

currently operates or plans to operate could affect many aspects of the Company’s business, including title to 

properties and assets, environmental protection requirements, labor relations, taxation, currency convertibility, 

repatriation of profits or capital, the ability to import the necessary materials or services, or the ability to export 

produced materials. 

 

 

Disclosure Controls and Procedures 
  

As required by Multilateral Instrument 52-109, management is responsible for the design, establishment and 

maintenance of disclosure controls and procedures over the public disclosure of financial and non-financial 

information regarding the Company, and internal control over financial reporting to provide reasonable assurance 

regarding the integrity of the Company’s financial information and reliability of its financial reporting. 

Management maintains appropriate information systems, procedures and controls to ensure integrity of the 
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financial statements and maintains appropriate information systems, procedures and controls to ensure that 

information used internally and disclosed externally is complete and reliable.  

  

The Company’s management designed the disclosure controls and procedures to provide reasonable assurance 

that material information relating to the Company, including its consolidated subsidiary, is made known to them 

on a timely basis; and designed internal controls over financial reporting to provide reasonable assurance 

regarding the reliability of the Company’s financial reporting. The Company’s management believes that any 

disclosure controls and procedures or internal controls and procedures, no matter how well conceived and 

operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. 

Due to the inherent limitations in all controls systems, they cannot provide absolute assurance that all control 

issues and instances of fraud, if any, within the Company have been prevented or detected. Accordingly, because 

of the inherent limitations in a cost effective control system, misstatements due to error or fraud may occur and 

not be detected. 

 

Management believes appropriate segregation of duties within the finance department have been maintained. 

However, where segregation of duty deficiencies exist, the Company relies on certain compensating and detection 

controls, including dual signatories on all cheque disbursements, review and approvals of all bank reconciliations 

by persons other than the preparer, and quarterly and annual review of financial statements, and other information 

by the Audit Committee. And, the Company’s day-to-day accounting in the Vancouver office and initial 

preparation of the financial statements is outsourced to independent accountants. 

  

Management believes the Company’s disclosure controls and procedures were effective in providing reasonable 

assurance that the material information relating to the Company was made known to them on a timely basis and 

was processed and disclosed within the appropriate reports and time periods. The Company’s management also 

believes that the Company’s internal controls over financial reporting were effective. 

 

Notwithstanding the above, the Company has contracted its auditors to assist it with determining the sufficiency 

of its internal and disclosure controls as the Company evolves from an exploration company into a production 

company. Management will make its determination of the controls required based on the information provided by 

its auditors. 

 

 

Disclosure of Outstanding Share Capital as at November 25, 2009 

 

Common shares 108,160,514 
  

* This does not include the convertible preference shares. 

 

Convertible preference shares 11,000,000 
 

These shares have no preferential rights on dissolution, bankruptcy or similar events. They also have no voting 

rights and are not entitled to the payment of dividends.  
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Details of the options outstanding are as follows: 

 

 

Designation of 

Securities 

under Option 

No. of Securities to be 

Acquired Upon 

Exercise 

Exercise Price per 

Share 
Expiry Date 

Common Shares 200,000 $1.20 April 7, 2010 
Common Shares 900,000 $0.35 July 25, 2011 
Common Shares 1,900,000 $0.70 May 11, 2012 
Common Shares 390,000 $0.55 December 31, 2010 
Common Shares 125,000 $0.50 July 18, 2012 
Common Shares 1,450,000 $0.75 November 27, 2012 
Common Shares 50,000 $0.60 October 22, 2010 

 

*The Company has granted up to an additional 2,500,000 incentive stock options at a price of $1.00 per share 

exercisable until November 13, 2014, subject to the approval of the Exchange.  

 

 

Details of the warrants outstanding are as follows: 

 

   

 No. of Warrants Exercise Price per 
Warrant 

Expiry Date 

Warrants 3,125,000 $0.60 March 16, 2010 
Warrants 2,894,750 $0.60 April 21, 2010 
Warrants 9,716,530 $0.60 June 17 , 2010 

 


