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INTRODUCTION 

This Management’s Discussion and Analysis (“MD&A”) is a review of the activities, results of operations 
and financial condition of LeadFX Inc. and its subsidiaries (“LeadFX” or the “Company”) for the year ended 
December 31, 2017 together with certain trends and factors that are expected to impact on future operations 
and financial results. The information contained herein is presented as at March 28, 2018 except as 
otherwise noted. This discussion should be read in conjunction with the consolidated financial statements 
and notes thereto of the Company for the years ended December 31, 2017 and 2016 (the “2017 Financial 
Statements”), which have been prepared in accordance with International Financial Reporting Standards 
(“IFRS”). 

This MD&A contains certain forward-looking statements regarding LeadFX’s businesses and operations. 
Actual results may differ materially from these statements as a result of a number of factors, many of which 
are beyond the control of LeadFX. For more detail on these factors, please refer to the section titled 
“Forward-Looking Statements” contained in this MD&A. All of the forward-looking statements made in this 
document are qualified in the cautionary statements contained in that section. The business of LeadFX is 
subject to a variety of risks as described in the Company’s Annual Information Form dated March 28, 2018 
(“2017 AIF”) and other continuous disclosure documents filed from time to time with the Canadian Securities 
Administrators. 

All dollar amounts are expressed in thousands of United States dollars (“US$”), except as otherwise 
indicated where C$ = Canadian dollars and A$ = Australian dollars. References to “LeadFX”, the 
“Company”, “we”, “us”, “our”, or similar terms refer to LeadFX Inc. and its direct and indirect subsidiaries. 
Reference to “Paroo Station” or the “Mine” means the Paroo Station lead mine located in Western Australia. 
Reference to the “Chief Properties” means the mineral projects located in Utah. Reference to the “North 67 
Properties” means the exploration projects located in Alaska. Production and sales figures contained herein 
are rounded to the nearest hundred. Certain financial numbers have been rounded to one decimal place to 
assist the reader. “Operating Conditions” refer to the operating conditions of the Mine, the majority of which 
are contained in Ministerial Statement 905 from the Minister for Environment, Water for Western Australia, 
as amended.  

Further information relating to the Company, including the 2017 AIF, is available at www.sedar.com and 
www.leadFXinc.com. 

FORWARD-LOOKING STATEMENTS  

Certain statements contained in this MD&A are forward-looking information within the meaning of applicable 

securities laws. All statements included herein (other than statements of historical facts) which address 

activities, events or developments that management anticipates will or may occur in the future are forward-

looking statements, including statements as to the following: the timing and length of care and maintenance 

at the Mine (as defined below) and future sales, future targets and estimates for production and sales, the 

receipt of required additional financing to restart and operate the Mine, statements relating to the business 

and future activities of, and developments related to LeadFX and its subsidiaries, including the development 

of water, lead, silver, industrial minerals and aggregates assets, future business acquisitions, future lead 

production, the Company’s ability to meet its working capital needs and debt repayments in the near term, 

the circumstances or timing and costs surrounding a restart of the Mine, forbearance by Sentient (as defined 

below) pursuant to the Second Amended and Restated Credit Agreement (as defined below), timing of and 

ability to secure project financing favourable to the Company (if at all) regarding the proposed 

Hydrometallurgical Facility (as defined below), satisfaction of conditions to the funding of debt facilities 

regarding the proposed Hydrometallurgical Facility, design and construction of the proposed 

Hydrometallurgical Facility, environmental approvals regarding the proposed Hydrometallurgical Facility, 

projections with respect to cash flows and working capital, the cost and timing for completion of capital 

projects necessary for any future operations, the Company’s ability to comply with the transportation and 

operating conditions for the Mine, capital expenditures, operating costs, cash costs, all in sustaining cost 
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estimates, metallurgical recovery rates, commodity price forecasts, modification and improvement plans for 

mining and processing lead ore at Paroo Station, tailings management at Paroo Station, implementation 

schedules and forecasts, Mineral Resources, Mineral Reserves, life of mine, recovery rates, grades and 

prices, business strategies and measures to implement such strategies, competitive strengths, estimated 

goals and plans for LeadFX’s future business operations, commodity prices outlook and other such matters. 

Forward-looking statements are often, but not always, identified by the use of words such as ‘‘seek’’, 

‘‘anticipate’’, ‘‘contemplate’’, ‘‘target’’, ‘‘believe’’, ‘‘plan’’, ‘‘estimate’’, ‘‘expect’’, and ‘‘intend’’ and statements 

that an event or result ‘‘may’’, ‘‘will’’, ‘‘can’’, ‘‘should’’, ‘‘could’’ or ‘‘might’’ occur or be achieved and other 

similar expressions. These statements are based upon certain reasonable factors, assumptions and 

analyses made by management in light of its experience and perception of historical trends, current 

conditions and expected future developments, as well as other factors management believes are 

appropriate in the circumstances. However, whether actual results and developments will conform with 

management’s expectations is subject to a number of risks and uncertainties, including factors underlying 

management’s assumptions, such as, the costs and other capital expenditures required to maintain 

operations and transportation, the timing, need and ability to raise any additional financing and the risks 

relating to ramping up mining and milling throughput and operations, funding requirements, operations being 

placed on care and maintenance, the restart of mining and milling operations, matters relating to regulatory 

compliance and approvals, shareholder dilution, matters relating to public opinion, presence of majority 

shareholders, matters related to the Esperance settlement, regulatory proceedings and litigation and 

general operating risks such as metal price volatility, exchange rates, the fact that the Company has a single 

production stage mineral property, health and safety, environmental factors, mining risks, metallurgy, labour 

and employment regulations, government regulations, insurance, dependence on key personnel, 

constraints on cash distribution from the Mine, the nature of mineral exploration and development and 

common share price volatility. Additional factors and considerations are discussed in the notes to the 

Company’s annual audited consolidated financial statements for the year ended December 31, 2017 and 

elsewhere in other documents filed from time to time by LeadFX with Canadian securities regulatory 

authorities. While LeadFX considers these assumptions to be reasonable based on information currently 

available to it, they may prove to be incorrect. These factors may cause the actual results of the Company 

to differ materially from those discussed in the forward-looking statements, and there can be no assurance 

that the actual results or developments anticipated by management will be realized or, even if substantially 

realized, that they will have the expected results on the Company. Undue importance should not be placed 

on forward -looking information nor should reliance be placed upon this information as of any other date. 

Except as required by law, while it may elect to, LeadFX is under no obligation and does not undertake to 

update this information at any particular time. 
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OUR BUSINESS 

LeadFX is a Canadian publicly-traded mining company focused on the development of lead-silver projects. 
Through Rosslyn Hill Mining Pty Ltd (“Rosslyn Hill Mining”), we own 100% of the Mine, which is a lead mine 
in Western Australia, our principal asset and sole production stage mineral property. We also own an 83.5% 
interest in Chief Consolidated Mining Company ("Chief"), an Arizona company with interests in mineral 
properties in Utah.  

The Mine was placed in care and maintenance in the first quarter of 2015 due to depressed LME lead 
prices, unfavourable AUD:USD exchange rate and high treatment costs at that time. When in operation the 
Mine comprised a shallow open pit and froth flotation processing plant producing lead carbonate 
concentrates that were exported to primary and secondary smelters around the world. A full time 
experienced care and maintenance staff is on site maintaining operations in a restart-ready state.  

In 2017 the Company examined initiatives to re-start the Mine, including the addition of a Hydrometallurgical 
Facility to the operation that would result in the Mine’s finished product being lead metal.  

The Chief properties contain primary mineral projects, being: (i) prospective lead, silver and zinc deposits 
surrounding Chief's former operating Burgin Mine; (ii) prospective mining or quarrying of industrial minerals; 
and (iii) a prospective copper and gold deposit surrounding Chief's former operating Trixie Mine.  

As at December 31, 2017, The Sentient Group of Global Resources Funds (“Sentient”) held 81.4% of the 
issued and outstanding shares of LeadFX.  

For information on the Company’s assets and operating history, see the 2017 AIF. 

FINANCIAL AND OPERATIONAL HIGHLIGHTS 

Operational 

• The Mine remained on care and maintenance throughout the 2017 calendar year.  

• On June 20, 2017 Sentient and InCoR Technologies Limited and InCoR Energy Materials Limited 
(together “InCoR”) entered into an Umbrella Agreement that provided for the transfer of lead 
hydrometallurgical processing technologies to LeadFX upon the successful completion of a 
Definitive Feasibility Study ("DFS") for the construction and operation of a lead Hydrometallurgical 
Facility to treat lead concentrates produced from the Mine.   

• Pursuant to the Umbrella Agreement LeadFX issued two separate common share purchase 
warrants (the “Warrants”) to InCoR to acquire up to 28,750,000 common shares in the capital of 
LeadFX. The Warrants would be exercisable, for no additional consideration exercisable on the 
achievement of certain criteria, described below.  

• InCoR contracted SNC-Lavalin Australia Pty Ltd (“SNC-Lavalin”) to prepare the DFS and it was 
successfully completed in February 2018. The DFS demonstrated the technical and economic 
feasibility of constructing and operating a Hydrometallurgical Facility at the Mine.   

• On December 19, 2017 LeadFX closed a transaction to sell its mining data (“Mining Data”) 
associated with the mineral claims owned by its 100% owned subsidiary North 67 Inc. to Valhalla 
Mining LLC ("Valhalla").  The total consideration for the sale of the Mining Data is C$2,000 ($1,585) 
of which C$100 ($78) in cash has been remitted to LeadFX. A further C$400 ($319) is due and 
payable on or before June 8, 2018 in cash or shares in a company listed on the TSX, TSXV or other 
recognised or quotation system that owns or controls Valhalla or to which Valhalla has assigned or 
granted rights in and to the Mining Data. The remaining C$1,500 ($1,195) consideration is payable 
in cash or shares within 120 days of the date of commencement of commercial production from the 
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area covered by any of the mineral claims from a mine found, explored or developed by Valhalla 
using the Mining Data.  

• On November 21, 2017 the Management Services Agreement (“MSA”) between LeadFX, Enirgi 
Group Corporation and Enirgi Group Services Australasia Pty Ltd (together “Enirgi Group”) was 
terminated and all Officers of the Company serving under the MSA ceased service with the 
Company.  

• The Company has consolidated its project management, finance, corporate and administrative 
functions out of its Perth office. Effective October 1, 2017, Mr. Andrew Worland was appointed the 
new Chief Executive Officer & Corporate Secretary of LeadFX.  Effective December 18, 2017 
Michael Roach was appointed Interim Chief Financial Officer.   

Financial 

• As at December 31, 2015 the Company had indebtedness to Enirgi Group totaling $7,015 pursuant 
to an Amended Credit Agreement. The indebtedness was secured, matured on March 31, 2016 
and accrued interest at the rate of 10% per annum. On March 31, 2016, the maturity date and 
forbearance period under the Amended Credit Agreement were subsequently extended to July 31, 
2016 pursuant to an amending agreement. On June 21, 2016, the Company entered into an 
amended and restated credit agreement with Enirgi Group (the “Amended and Restated Credit 
Agreement”) pursuant to which the maturity date and forbearance period were extended to June 
30, 2017, following receipt of minority shareholder approval at the annual and special meeting of 
LeadFX shareholders. On July 19, 2016, the Company, Enirgi Group and Sentient entered into an 
assignment of indebtedness and security agreement pursuant to which Enirgi Group assigned the 
Amended and Restated Credit Agreement to Sentient. The Amended and Restated Credit 
Agreement was further amended (the “First Amended and Restated Credit Agreement”) to convert 
the outstanding principal and accrued interest payable from CAD $10.3 million to US$7.9 million. 

• In February 21, 2017 the Company borrowed $2,000 from Sentient in non-interest bearing 
unsecured promissory notes (“Sentient Promissory Notes”), bringing the total owing to Sentient 
under the Sentient Promissory Notes to $6,500, $4,500 of which had been drawn in 2016. 

• On June 29, 2017 Sentient agreed to forbear from demanding re-payment of (i) the principal and 
accrued interest under the Amended and Restated Credit Agreement and (ii) the principal amount 
of $6,500 under the Sentient Promissory Notes until July 31, 2017. On August 1, 2017, Sentient 
entered into an amendment and restatement of the First Amended and Restated Credit Agreement 
with the Company which, among other things, (i) canceled the Sentient Promissory Notes and 
added the principal amount of the Sentient Promissory Notes to the outstanding balance owed 
under the First Amended and Restated Credit Agreement with interest accruing on the new principal 
amount at the pre-existing interest rate of 10% per annum, and (ii) extends the forbearance period 
and maturity date for re-payment of principal and accrued interest to February 28, 2018 (“Second 
Amended and Restated Credit Agreement”). 

• On February 26, 2018 LeadFX, Rosslyn Hill Mining, Ivernia Australia Pty Ltd, Redback Pipeline Pty 
Ltd and Sentient entered into an amendment (“Amendment”) to the Second Amended and Restated 
Credit Agreement to extend the maturity date for re-payment of the indebtedness outstanding to 
Sentient to the earlier of March 31, 2019 or financial close being achieved for the financing of the 
planned Hydrometallurgical Facility.  

• On August 29, 2017, LeadFX entered into a binding term sheet with Sentient and InCoR for the 
issue of up to 3,125,000 common shares of the Company at C$0.80 per common share by way of 
non-brokered private placement for gross proceeds of approximately C$2,500 ($1,967) which 
closed in two tranches on August 31, 2017 and October 31, 2017.  
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• On December 14, LeadFX entered into a binding term sheet with Sentient and InCoR for the issue 
of 2,374,301 units - each unit being comprised of one common share of the Company and one 
common share purchase warrant for each one common share issued (hereinafter, a "Unit"). The 
Units were issued at C$0.49 per Unit by way of a non-brokered private placement for gross 
proceeds of C$1,163 ($903) and closed in two tranches on December 19, 2017 and January 12, 
2018.  

• On February 28, 2018 the Company released the results of the DFS. InCoR delivered to the 
Company a duly completed Exercise Form to exercise 23,000,000 Warrants and the Company 
received a signed counterpart of the Technology Transfer Agreement under which InCoR has 
exclusively licensed (and subsequently assigned on certain conditions being met) its technology 
rights and its rights to improvements to the Technology to the Company. The Company allotted 
23,000,000 common shares to InCoR at which point they owned 38.7% of the outstanding common 
shares of the Company.  

Selected financial highlights are as follows: 

    Three months ended December 31 Year ended December 31 

    2017 2016 2017 2016 

(in thousands of United States dollars except per share amounts) $ $ $ $ 

Financial Highlights           

Gross (loss) profit   (1,549) (1,261) (4,507) (4,593) 

Net loss and comprehensive loss   7,905 (2,361) (815) (11,848) 

Basic and diluted loss per share   0.21 (0.06) (0.02) (0.31) 

Cash flow used in operating expenses   (1,285) (1,011) (5,122) (4,523) 

      
Total assets       64,681 69,468 

Non-current liabilities       15,073 26,336 
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OPERATIONAL REVIEW 

Paroo Station 

The Mine remained on care and maintenance during 2017 with roster staff ensuring the facilities at the Mine 
remained in order to facilitate a re-start of operations.  

Umbrella Agreement 

On June 20, 2017 Sentient and InCoR entered into an Umbrella Agreement that provided for the transfer 
of lead hydrometallurgical processing technologies to LeadFX. Under the terms of the Umbrella Agreement 
InCoR agreed to undertake and finance a DFS for the development of a lead refinery at the Mine. Dr. David 
Dreisinger, an InCoR nominee, was elected to the Board of Directors at the annual meeting of shareholders 
on June 28, 2017.  

Upon the successful completion of the DFS, LeadFX would have exclusive rights to use and sub-license 
InCoR's lead refining technologies worldwide. LeadFX issued two separate common share purchase 
warrants (the “Warrants”) to InCoR to acquire up to 28,750,000 common shares in the capital of LeadFX. 
The Warrants would be exercisable, for no additional consideration, on and subject to the occurrence of the 
following triggering events: 

• 80% of the Warrants would be exercisable only on completion of a successful DFS. The DFS will 
be deemed to be completed and successful if it meets strict criteria including (i) a demonstrable 
Mine life of no less than ten years and (ii) Mine life of gross operating cash flows minus refinery 
capital expenditures of no less than $450,000; and  

• The remaining 20% of the Warrants would be exercisable only upon receipt of definitive 
environmental approvals by LeadFX to construct a lead refinery at the Mine.  

InCoR contracted SNC-Lavalin to prepare the DFS and on February 28, 2018 the Company released the 
results that demonstrated the technical and economic feasibility of constructing and operating a 
Hydrometallurgical Facility at the Mine and the success criteria for the issue of the first tranche of the 
Warrants were met. InCoR delivered to the Company a duly completed exercise form to exercise 
23,000,000 Warrants and the Company allotted the common shares.  

InCoR holds (i) an exclusive license from BASF SE related to patented hydrometallurgical technology for 
‘recovering lead from a mixed oxide material’ (the “Oxide Technology”), and (ii) an exclusive license from 
the University of British Columbia related to patented hydrometallurgical technology for ‘recovering lead 
from a lead material including lead sulphide’ (the “Sulphide Technology” and together with the Oxide 
Technology, the “Technology”), both of which utilize methane sulfonic acid as a leaching agent. The 
Company has received a signed counterpart of the Technology Transfer Agreement under which InCoR 
has exclusively licensed (and subsequently assigned on certain conditions being met) its technology rights 
and its rights to improvements to the Technology to the Company on February 28, 2018.  

DFS Outcomes 

The scientific and technical information in this section ‘DFS Outcomes’ has been sourced directly from the 
press release dated February 28, 2018 which was reviewed and approved by Mr. Kahan 
Cervoj (MAUSIMM, MAIG), Mr. Lawrie Gillett FAUSIMM, Mr. Adrian Jones MAusIMM and Mr. Alan Taylor 
FAUSIMM(CP). Each of the foregoing individuals is independent of the Company and is a Qualified Person 
within the meaning of NI43-101.  

The key highlights of the DFS were: 

• Gross operating cashflow over the Mine life minus Hydrometallurgical Facility capital expenditure 
exceeded the target of US$450 million by approximately US$200 million 
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• 15 year Mine life, exceeding the ten year success criteria 

• 1.19 million tonnes contained lead in Ore Reserves (JORC 2012) 

• >85% conversion of Mineral Resources to Ore Reserves 

• Hydrometallurgical Facility capital cost estimate: $151.1 million 

• Life of Mine all in sustaining cash cost: $1,367/t Pb ($0.62/lb Pb) 

• NPV of $191 to $303 million and IRR of 23.5 to 31.3%pa at long-term LME lead price of $2,2501 to 
2,575/t Pb ($1.02 to 1.17/lb Pb) 

SNC-Lavalin’s DFS scope was defined as the performance of all necessary engineering design and 
estimation to produce a Class 3 estimate for the Hydrometallurgical Facility in accordance with American 
Association of Cost Engineers (“AACE”) International Standard. The scope included: 

• Confirming the technical suitability of the metallurgical processes selected to the extent possible 

• Estimating capital and operating costs of the Hydrometallurgical Facility 

• Providing an integrated DFS report incorporating data generated by LeadFX and InCoR. 

The Technology would utilize Methane Sulfonic Acid (“MSA”) to leach lead from concentrates. Lead rich 
leach solution would be treated through an electro-winning circuit to produce lead cathode which would 
subsequently be melted in a furnace with the molten lead cast into ingots of London Metal Exchange (“LME”) 
specification.  

The Hydrometallurgical Facility design is based on a three phase test work program and vendor testwork 
commissioned by InCoR. Data from those programs was interpreted by SNC-Lavalin and applied to the 
design of the Hydrometallurgical Facility.  

LeadFX provided all Mine operating history to SNC-Lavalin and commissioned AMC Consultants to provide 
a new Ore Reserve (as defined by the JORC Code) Report that incorporates new mine optimizations, pit 
designs and mine scheduling for inclusion in the DFS financial modelling. The Company undertook a 
variability drill program at the Mine to provide samples for the metallurgical test work programs. 

LeadFX prepared the financial models incorporated in the DFS. 

The overall construction and commissioning schedule for the Hydrometallurgical Facility from first site 
access is estimated at 18 months. The Company expects to have necessary approvals in place to 
commence ground disturbing activities on site within the next six months. 

SNC-Lavalin developed the process flowsheet, process design criteria and Metsim Model through a 
succession of testwork programs commissioned by InCoR and performed predominately by ALS Metallurgy 
in Perth. The testwork stages were: 

• Proof of concept test work based on historical concentrates from Paroo Station; 

• Bulk variability testwork program on metallurgical drill core composite samples from various parts 
of the Paroo Station deposits; and 

                                                           

 
1 Wood MacKenzie – Lead long-term outlook Q4 update, December 2017 
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• A 3kg/h continuous leach and electro-winning pilot plant utilizing concentrates produced from pilot 
flotation testwork on selected ore from Mine stockpiles to verify operational leach conditions, liquid-
solids separation performance and electrowinning performance.  

The pilot plant recovered lead from Paroo Station ore to cathode. 

The recovery of lead from concentrate to final ingot has been estimated for the various composites using 
test results and the Metsim Model and ranges from 96.4% to 99.4%.  

Three Metsim Models comprising base, and minimum and maximum anglesite cases have been developed 
by SNC-Lavalin. The models have been used to generate heat and mass balances required to size 
equipment.  

Process Design Criteria have been developed by SNC-Lavalin from a combination of testwork results and 
SNC-Lavalin experience with similar processing plants. Testwork data from the completed programs has 
been used in the models and other engineering data to verify the equipment selected. 

The Hydrometallurgical Facility would involve the following main stages: 

• Feed Preparation, MSA Leaching and solid liquid separation; 

• Desulphurization of MSA Leach Residue and Flotation; 

• MSA re-leach; 

• Impurity removal and electrolyte preparation; 

• Lead electrowinning and cathode handling; 

• Bleed treatment; 

• Lead melting, casting and load-out; 

• Utilities and reagents; and 

• Power station, heat recovery and steam generation. 

Capital Cost Estimate  

The DFS capital cost estimate meets AACE Class 3 criteria and achieves +/-15% accuracy.  SNC-Lavalin 
has estimated the total capital cost of the Hydrometallurgical Facility at $151,100 as summarized below:  

Capital Cost Estimate $’M 

Site development 2.9  

Direct costs 79.0 

Mobile equipment 0.8 

Indirect costs 11.0 

Sub-total 93.7 

Power Station 1 21.8 

EPCM fees and Contingency 35.5 

Total 151.1 

                                                           

 
1 Management is exploring the opportunity to pursue “Build Own Operate’ financing for the Power Station.  
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Approximately 94% of the direct cost component of the capital cost estimate is supported by vendor quotes 
with the balance derived from SNC-Lavalin’s pricing database. Contingency has been determined after 
applying a @Risk Monte Carlo simulation at an industry standard ‘P80 outcome’.  

Operating Cost Estimate  

The annual operating cost estimate for the Hydrometallurgical Facility, averaged over the life of the Mine, 
is shown below: 

Operating Cost Estimate $’M $/t ore $/t lead ingot $/lb lead ingot 

Labour 3.40 1.73 55.2 0.025 

Maintenance 1.20 0.61 19.4 0.009 

Consumables 5.61 2.86 91.1 0.041 

Power 5.06 2.58 82.2 0.037 

General & administration 0.63 0.32 10.2 0.005 

Total 15.91 8.10 258.1 0.117 

 

Mineral Resources  

The Paroo Station Mineral Resources estimate applied in the DFS has been prepared by Optiro Pty Ltd and 
is as per the Technical Report dated March 10, 2015 prepared by SRK Consulting (Australasia) Pty Ltd, net 
of mining depletion (totaling 5kt of contained lead) in January and February 2015 and reported in the 
Company’s Annual Information Form dated February 23, 2017.  

A summary of total Mineral Resources (inclusive of Ore Reserves) is shown in the following tables:  

 Measured Indicated Total 

Deposit Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Magellan 3.5 4.8 170 13.1 4.6 600 16.6 4.6 770 

Cano 1.2 4.0 50 1.2 2.9 35 2.4 3.5 85 

Pinzon 0.1 6.4 5 8.4 4.4 370 8.5 4.4 375 

Pizarro - - - 3.1 3.6 115 3.1 3.6 115 

Stockpiles 1.5 3.0 45 - - - 1.5 3.0 45 

Total 6.3 4.3 270 25.8 4.3 1,120 32.0 4.3 1,390 

 

 Inferred 

Deposit Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Magellan 2.5 4.5 115 

Cano 0.4 3.0 10 

Pinzon 1.7 3.8 65 

Pizarro 1.1 3.6 40 

Drake 2.7 4.1 110 

Stockpiles - - - 

Total 8.4 4.0 340 
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Mining 

AMC Consultants Pty Ltd (“AMC”) have prepared a mining Technical Study and Ore Reserve Statement 
(JORC 2012 compliant) to contribute to the DFS. The studies included only Measured and Indicated Mineral 
Resources from the Magellan, Cano and Pinzon deposits.  

As in previous operating periods of the Mine, ore would be extracted via drilling and blasting from a series 
of open pits and excavators used to dig and load ore and waste into 85t haul trucks. Ore would be mined 
concurrently from a number of faces to provide a homogenous blend to the concentrator and ore stockpiled 
and further blended on the run of mine pad.  

To develop a new mine plan and schedule for the Mine, the Company supplied AMC with mining costs, 
processing costs, transport and logistics costs, metallurgical recovery rates, royalties and taxes, commodity 
price forecasts and foreign exchange assumptions to which AMC added dilution and ore loss factors, 
assessed geotechnical and hydrological parameters, amongst other factors to undertake pit optimizations 
using Whittle software. Pit designs were generated from the optimizations and a life of mine mining schedule 
developed.  

Proven and Probable Ore Reserves are estimated at February 27, 2018: 

 Proven Probable Total 

Deposit Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Tonnes 
(Mt) 

Grade 
(Pb%) 

Containe
d Pb 

Metal (kt) 

Magellan 3.9 4.3 169 13.1 4.1 538 17.0 4.2 707 

Cano 1.4 3.5 47 1.0 2.6 27 2.4 3.1 74 

Pinzon 0.1 5.8 5 8.8 3.9 343 8.9 3.9 348 

Stockpiles
1 

2.9 2.4 70 - - - 2.9 2.4 70 

Total 8.3 3.5 291 22.9 4.0 908 31.2 3.8 1,199 

 

The following tables summarizes the life of Mine mining schedule applied to the DFS and the associated 
mining costs: 

Deposit Waste 
mined 

(tonnes) 

Ore mined 
(tonnes) 

Strip ratio Pb Grade 
(%) 

Contained 
metal 

mined 

Magellan 54,024,336 16,986,904 3.18 4.16 706,535 

Cano 4,115,548 2,393,771 1.72 3.10 74,293 

Pinzon 26,335,366 8,841,224 2.98 3.94 347,910 

Total Mined 84,475,251 28,221,899 2.99 4.00 1,128,684 

Stockpiles - 1,234,870 - 2.50 30,879 

Total 84,475,251 29,456,769  3.94 1,159,563 

 

Existing Processing Plant 

Modifications and improvements to the Existing Processing Plant have been proposed in the DFS and are 
estimated at $7,000. The modifications would be designed to maximize flotation recovery and minimize 
solid / liquid separation issues in the Hydrometallurgical Facility. A revised reagent regime was developed 
that increased overall recovery. The modifications include: 

                                                           

 
1 Stockpiles included in Ore Reserves includes Mineral Resources below the cut-of grade for the Mineral 
Resource estimate 
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Inclusion of pebble crushing in the grinding circuit to increase milling capacity; 

New conditioning tanks, new column flotation cell and associated pumps and blowers; and 

Replacement of the existing flotation thickener with a larger unit to accommodate increased concentrate 
production.  

All in Sustaining Costs1 

The DFS is a fully integrated mining and processing study of the existing plant with the addition of the new 
Hydrometallurgical Facility. The DFS estimates all in sustaining costs as follows: 

All In Sustaining Cash Costs $’M $/t ore $/t lead ingot $/lb lead ingot 

Utilities (ex-Hydromet Facility) 3.76 1.92 61.1 0.028 

Mining 20.75 10.57 336.8 0.153 

Flotation 21.41 10.90 347.5 0.158 

Hydrometallurgical Facility 15.91 8.10 258.3 0.117 

Supply & Logistics 2 5.50 2.80 89.2 0.040 

Sustainability 2.95 1.50 47.9 0.022 

Operational Support 6.97 3.55 113.2 0.051 

C1 Cash Costs 77.25 39.34 1,254 0.569 

Corporate 1.25 0.63 20.2 0.009 

Ongoing Capex 1.69 0.86 27.4 0.012 

Royalties 4.05 2.06 65.8 0.030 

All In Sustaining Cash Costs 84.24 42.90 1,367 0.620 

 

Tailings Management 

Tailings from the Hydrometallurgical Facility would be discharged to an existing tailings storage system with 
increased capacity to accept tailings from the expanded mine life.  

Environmental Approvals 

In January 2018 the Hydrometallurgical Facility environmental referral document (Referral) was filed with 
the EPA and made available to the public on February 5, 2018.  

The Referral describes the key environmental factors relevant to the construction and operation of the 
proposed Hydrometallurgical Facility including the expansion to the mining footprint.  

In preparing the Referral, management undertook comprehensive stakeholder engagement - meeting 
directly with all 20 local government representatives impacted by activities already approved under existing 
environmental conditions for operations at Paroo Station, various state regulators including the EPA, 
Department of Water and Environmental Regulation, Department of Mines Industry Regulation and Safety 
and community groups.  

As announced on February 12, 2018 the seven-day public comment period on the level of assessment for 
the proposed Hydrometallurgical Facility closed. The EPA is expected to set the level of assessment, which 
guides the Hydrometallurgical Facility approval timeline, during March and April 2018. 

                                                           

 
1 See section below referred to as “Non-IFRS” measures  
2 Net of premia pricing for LME spec material 
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The EPA assessment process is the Western Australian State government’s primary approval for the 
Hydrometallurgical Facility. In parallel, secondary licensing approvals with various key decision-making 
authorities of the State government are also being progressed. 

Non-IFRS Measures  

Certain financial metrics used in DFS Outcomes are non-IFRS measures. Specifically, ‘C1 cost” and “all-in 
sustaining costs” are non-IFRS measures intended to provide additional information only and does not have 
any standardized meaning under IFRS and may not be comparable to similar measures presented by other 
mining companies. It should not be considered in isolation or as a substitute for measures of performance 
prepared in accordance with IFRS. The measure is not necessarily indicative of cash flow from operations 
under IFRS or operating costs presented under IFRS. 

Health and Safety  

We are committed to the health, safety and wellbeing of our employees, contractors, visitors, and the 
community, and are committed to continue to improve the Company’s health and safety performance, where 
necessary, through engaging with our employees and stakeholders and applying appropriate risk 
management techniques. During the twelve months ended December 31, 2017, there were no lost time 
injuries. While the Mine continues to be in care and maintenance, we continue to place a high level of 
importance on lead exposure management to protect our care and maintenance workforce, our 
stakeholders and the environment. The Mine has a comprehensive occupational health and safety program 
designed to minimize the exposure of personnel to hazards, which is periodically reviewed and improved.  

Environment and Compliance 

In 2016, the Company received a seven-year extension for access to the Port of Fremantle to export lead 
concentrate using the Company's best-practice concentrate transportation process. When it was last in 
operations the Mine exported lead concentrates in sealed double-lined bags in locked shipping containers 
through the port of Fremantle in Western Australia and is permitted to ship through the Fremantle until July 
27, 2024. With the successful completion of the DFS the Mine would no longer produce lead concentrates 
for export.  

For information regarding the permitting and licencing requirements for operation of the Mine, see the 
Company’s 2017 AIF.  

For additional information with respect to the terms of the Esperance Settlement Agreement (the “ESA”) 
signed on December 23, 2008, see the Company’s 2017 AIF.  

Historical results of operations 

The Mine has been on care and maintenance for the entire 2017 and 2016 financial years.  

Chief Properties 

The Company owns approximately 83% of Chief Consolidated Mining Company which owns the historic 
Burgin lead-silver-zinc underground mine near Eureka, Utah. The Company considers the Burgin mine to 
be a potential brownfield development opportunity in the future. The Company provided funding to Chief 
during the calendar year to ensure Chief continued to meet its environmental commitments on the properties 
and maintain good tenure.  

North 67 Alaskan Mining Claims 

On December 19, 2017 LeadFX closed a transaction to sell its mining data (“Mining Data”) associated with 
the mineral claims owned by its 100% owned subsidiary North 67 Inc. to Valhalla Mining LLC 
("Valhalla").  The total consideration for the sale of the Mining Data is C$2,000 ($1,585), of which C$100 
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($78) in cash has been remitted to LeadFX.  A further C$400 ($319) is due and payable on or before June 
8, 2018 in cash or shares in a company listed on the TSX, TSXV or another recognized exchange or 
quotation system that owns or controls Valhalla or to which Valhalla has assigned or granted rights in and 
to the Mining Data. The remaining C$1,500 ($1,195) consideration is payable in cash or shares within 120 
days of the date of commencement of commercial production from the area covered by any of the mineral 
claims from a mine found, explored or developed by Valhalla using the Mining Data. The Company 
relinquished its interests in the mining claims  

Price of Lead 

Refer to the table below for a trending of the lead price. During the fourth quarter, the average LME Cash 
Settlement Lead Price increased 6% from the previous quarter, an increase of 16% over 12 months.  

  2017 2017 2017 2017 2016 2016 2016 2016 

Price per tonne of lead Fourth Third Second First Fourth Third Second First 

  $ $ $ $ $ $ $ $ 

Average LME Cash Settlement Price 2492 2334 2165 2279 2149 1872 1719 1744 

High LME Cash Settlement Price 2587 2519 2315 2390 2466 2106 1795 1897 

Low LME Cash Settlement Price 2409 2200 2036 2007 1965 1784 1646 1705 
 

(1) The LME Cash Settlement Lead Price above is the daily closing cash settlement price averaged over the period.   
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FINANCIAL REVIEW  

Summary of quarterly results  

The following is a summary of the Company’s quarterly results for the past eight completed financial 
quarters.  

  2017 2017 2017 2017 2016 2016 2016 2016 

  Fourth Third Second First Fourth Third Second First 

(in thousands of United States dollars except 
per share amounts) 

$ $ $ $ $ $ $ $ 

Net profit / (loss) 7,905 (2,934) (2,708) (3,078) (2,361) (2,879) (2,534) (4,074) 

Basic loss per share 0.21 (0.08) (0.07) (0.08) (0.06) (0.07) (0.06) (0.11) 

Diluted loss per share 0.16 (0.08) (0.07) (0.08) (0.06) (0.07) (0.06) (0.11) 

Cash used in operations (1,285) (1,103) (1,802) (932) (1,011) (1,315) (1,355) (842) 

 

The fourth quarter net profit was $7,905 versus a loss of $2,361 in the prior year. The Company is 
undertaking a restructure of the financial affairs of its 100% owned subsidiaries Resource Finance One Pty 
Ltd (“RF1”), Resource Finance Two Pty Ltd (“RF2”) and Rosslyn Hill Mining. At December 31, 2017 Rosslyn 
Hill Mining owes principal to RF2 of $105,164 which eliminates in full on consolidation. Previously, Rosslyn 
Hill Mining had been accruing interest on this debt and RF2 booking a corresponding entry for interest 
receivable and booking a withholding tax expense and liability to the Australian Tax Office to reflect the 
future obligation to remit withholding tax if interest was ever remitted to RF2. In December 2017 Rosslyn 
Hill and RF2 entered into an agreement to cancel interest owing between the two entities which resulted in 
a withholding tax recovery of $12,488. This was offset during the quarter by a loss on sale of Mining Data 
$1,860, impairment of inventory $518, asset impairment of $458 and warrant expense of $214.  

For the year ended December 31, 2017, the net loss was $815 compared to a loss of $11,848. The year 
contains the reversal of withholding tax of $12,488 (2016: $819) offset by an inventory impairment of $666 
(2016 $383), asset impairment $458 (2016: $13), warrant impairment $214 (2016 $nil) and loss on sale of 
North 67 mining data $1,860 (2016 $nil).  

Foreign exchange is principally incurred on accounts payable balances denominated in Canadian and 
Australian dollars. 

LIQUIDITY AND FINANCIAL CONDITION 

Statement of Cash Flows 

    Three months ended December 31 Year ended December 31 

    2017 2016 2017 2016 

(in thousands of United States dollars except per share amounts) $ $ $ $ 

Cash flows used in operating activities   (1,285) (1,011) (5,122) (4,523) 

Cash flows from (used in) investing activities   49 (39) 709 (24) 

Cash flows from financing activities   1,617 986 4,392 4,432 

Effect of exchange rate changes on cash and cash equivalents   75 4 60 44 

Net change in cash    456 (60) 39 (71) 

 

Operating activities 

Cash used in operating activities in the fourth quarter was $276 higher than in the fourth quarter of 2016 
due predominantly to mine reclamation and property tax obligations on the Chief Properties and timing of 
creditor payments.  
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Cash used in operating activities during the year activities was $600 higher than the previous year due 
predominantly to the payment of termination fees associated with care and maintenance activities at the 
Mine ($586) and mine reclamation obligations at the Chief Properties ($160) offset by a reduction in care 
and maintenance costs. 

Investing activities 

Cash flows from investing activities during the quarter reflect proceeds from the sale of the North 67 Mining 
Data. There was no investing activities during the same period in the prior year, apart from interest received 
on restricted cash pertaining to bank guarantees for gas supply contracts. 

Cash inflows from investing activities during the year include cash that has had its restrictions of use lifted 
($696) and proceeds from the sale of the Mining Data. There were no material investing activities in the 
prior year.  

Financing activities  

Cash inflows from financing activities during the quarter were $1,617 (2016: $986) resulting from the 
completion of tranche 2 of the private placement announced in August 2017 and tranche 1 of the private 
placement announced in December 2017 undertaken with Sentient and InCoR.  

Cash inflows from financing activities during the year include completion of the private placements $2,418 
(2016 $nil) from the completion of the August 2017 private placements and tranche 1 of the December 2017 
private placement and the drawdown of $2,000 (2016: $4,500) in Sentient Promissory Notes.  

Borrowings 

As at December 31, 2015 the Company had indebtedness to Enirgi Group totaling $7,015 pursuant to an 
Amended Credit Agreement. The indebtedness was secured, matured on March 31, 2016 and accrued 
interest at the rate of 10% per annum.  

On March 31, 2016, the maturity date and forbearance period under the Amended Credit Agreement were 
subsequently extended to July 31, 2016 pursuant to an amending agreement. On June 21, 2016, the 
Company entered into an amended and restated credit agreement with Enirgi Group (the “Amended and 
Restated Credit Agreement”) pursuant to which the maturity date and forbearance period were extended to 
June 30, 2017, following receipt of minority shareholder approval at the annual and special meeting of 
LeadFX shareholders. 

On July 19, 2016, the Company, Enirgi Group and Sentient entered into an assignment of indebtedness 
and security agreement pursuant to which Enirgi Group assigned the Amended and Restated Credit 
Agreement to Sentient. The Amended and Restated Credit Agreement was further amended (the “First 
Amended and Restated Credit Agreement”) to convert the outstanding principal and accrued interest 
payable from CAD $10.3 million to US$7.9 million. 

In 2016 and 2017 LeadFX issued Sentient four unsecured, interest free promissory notes (collectively, the 
“Sentient Promissory Notes”) all repayable on June 30, 2017 as follows: 

• Tranche 1: $1,000 drawn on April 22, 2016 and $1,500 drawn on May 26, 2016; 

• Tranche 2: $1,000 drawn on August 25, 2016; 

• Tranche 3: $1,000 draw on November 21, 2016; and 

• Tranche 4: $2,000 drawn on February 21, 2017.  
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On June 29, 2017, Sentient agreed to, forbear from demanding re-payment of (i) the principal and accrued 
interest under the First Amended and Restated Credit Agreement and (ii) the principal amount of $6,500  
Sentient Promissory Notes until July 31, 2017. 

On August 1, 2017, Sentient entered into an amendment and restatement of the First Amended and 
Restated Credit Agreement (“Second Amended and Restated Credit Agreement”) with the Company which, 
among other things, (i) canceled the Sentient Promissory Notes and added the principal amount of the 
Sentient Promissory Notes to the outstanding balance owed under the First Amended and Restated Credit 
Agreement with interest accruing on the new principal amount at the pre-existing interest rate of 10% per 
annum, and (ii) extends the forbearance period and maturity date for re-payment of principal and accrued 
interest to February 28, 2018. 

As at December 31, 2017, the Company owed $15,890 under the Second Amended and Restated Credit 
Agreement to Sentient. Interest incurred for the year ended December 31, 2017 on the First Amended and 
Restated Credit Agreement and the Second Amended and Restated Credit Agreement totalled $1,141 
(2016 - $ 854). As at December 31, 2017, the Company continues to be in breach of certain covenants 
within the Second Amended and Restated Credit Agreement, though any such breaches were subsequently 
rectified (refer Subsequent Events). On February 26, 2018, the Company and Sentient agreed a further 
amendment to the Second Amended and Restated Credit Agreement (refer to Subsequent Events) in which 
it was acknowledged that no event of default now exists or will exist immediately after giving effect to this 
amendment at that date. 

Capital Resources, Liquidity and Working Capital Requirements 

As at December 31, 2017 the Company has a working capital deficit of $24.2 million (2016 – $19.4 million) 
which includes $15.9 million (2016 – $12.5 million) owing to Sentient under the Amended and Restated 
Credit Agreement. Neither the Mine nor the Chief properties are operational or generating revenue. 

Notwithstanding the gross proceeds of the placements described herein received by the Company during 
2017 and 2018, the sale of Mining Data described herein or the debt Amendment described herein, the 
Company has limited cash available, other than to meet near term obligations, and will require additional 
funding in the near term.  

The Company’s ability to continue as a going concern is dependent on a number of factors. The Company 
will need to raise funds in order to pay for its ongoing costs of operations as well as service its working 
capital deficiency, meet its commitments to lenders, and meet the costs of care and maintenance. In 
addition, the Company will require funding for any potential future restart of the Mine, construction of a 
Hydrometallurgical Facility and development of the Company’s mineral project. The amount of funding 
required is dependent on several factors including, but not limited to, the nature of any refinancing of the 
Second Amended and Restated Credit Agreement, the nature of any additional transactions undertaken by 
the Company to realize the value of the Company’s assets, the outcome of further negotiations with the 
Company’s lenders, the costs and duration of care and maintenance, any decision to pursue a 
Hydrometallurgical Facility at the Mine, and the cost of bringing the Company’s mineral projects into 
production.  

There is no guarantee or assurance that the Company will be able to (i) refinance the Second Amended 
and Restated Credit Agreement, (ii) secure sufficient financing to fund its commitments to its lenders, 
general and administrative costs and the costs of ongoing care and maintenance, the costs of any potential 
future restart of operations or the costs of bringing its mineral projects into production or (iii) complete any 
further transactions.  

If the Company is unable to obtain sufficient funds and repay debts from either one or more of these actions, 
it would affect its ability to continue as a going concern. A decision to restart the Mine and construct a 
Hydrometallurgical Facility will be contingent on several factors including, but not limited to, a review of the 
outcomes of the DFS, forecast capital and operating costs, the LME lead price, and a favorable USD:AUD 
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foreign exchange rate. A decision to commence development of the Company’s mineral projects will be 
contingent on several factors including, but not limited to, overall project economics, commodity prices, the 
estimated recoverable minerals on the projects, the projected cost to develop these projects and obtaining 
funding to finance these costs.  

These material uncertainties cast significant doubt as to the Company’s ability to continue as a going 
concern. As at December 31, 2017, the audited consolidated financial statements (the “financial 
statements”) do not reflect any adjustments to the carrying values of assets and liabilities and the reported 
expenses and balance sheet classifications that would be necessary should the going concern assumption 
be inappropriate. Such adjustments could be material. 

Contractual and other obligations 

The following table summarizes the Company’s contractual and other obligations including principal 
payments and interest as at December 31, 2017: 

    
Less than 1 

year 1-5 years 
More than 

5 years Total 

Payments due by period(1)   $ $ $ $ 

Liabilities           

Trade payables and accrued liabilities   9,255 - - 9,255 

Borrowings   16,436 - - 16,436 

Other liabilities (excluding decommissioning liability)   344 32 2,733 3,109 

Decommissioning liability   10 482 11,816 12,308 

Contractual commitments           

Mining leases (2)   349 1,020 201 1,570 

Gas supply contracts (3)    103 - - 103 

    26,497 1,534 14,750 42,781 

 

 
(1) These amounts are presented on an undiscounted basis. 

(2) As of December 31, 2017, the Company was not contractually committed to retain its current tenements beyond one year. If the Company 

determines to retain the tenements, these commitments will extend beyond the periods currently committed. Costs to be paid in order to maintain 

mining leases, such as minimum labour payments, are included as part of the mining leases commitment. 

 

The Company’s current liabilities include amounts owing to trade creditors. The Company negotiated the 
suspension of certain payments to key trade creditors of the Mine following the mine being placed on care 
and maintenance.  

Contingencies and commitments 

Our mining development and exploration activities are subject to various laws and regulations governing 
the protection of the environment. These laws and regulations are continually changing and generally 
becoming more restrictive. The Company conducts its operations so as to protect public health and the 
environment and has made, and expects to make in the future, expenditures to help ensure compliance 
with applicable laws and regulations.  

Shares issued and outstanding  

Details of issued and outstanding shares as at December 31, 2017 are as follows:  

    
  

Share on 
issue 

Share 
Capital 

    
  

(Number 
'000) $ 

Balance as at December 31, 2016       38,254 357,065 

Shares Issued - August 31, 2017       1,250 798 
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Shares Issued - October 27, 2017       1,875 1,169 

Shares Issued - December 19, 2017 (i)       1,187 276 

Ending Balance as at December 31, 2017       42,566 359,308 
 

(1) Refer accounting policy note in the 2017 Financial Statements for value of Units represented by common shares and warrants  

In January 2018 the Company issued a further 1,187,151 common shares on the closing of tranche 2 of the 
placement announced on December 14, 2017. In February 2018 the Company issued 23,000,000 common 
shares upon the exercise by InCoR of DFS warrants. As of the date hereof, there were approximately 66.8 
million common shares of LeadFX issued and outstanding. In addition, options exercisable for a maximum 
aggregate of approximately 0.1 million common shares and warrants exercisable for a maximum aggregate 
of approximately 5.7 million common shares were outstanding. 

FINANCIAL INSTRUMENTS 

Financial assets and liabilities  

The Company’s financial assets consist of cash and cash equivalents, restricted cash and trade and other 
receivables. The Company’s financial liabilities consist of trade payables and accrued liabilities and 
borrowings. These balances are recorded at carrying value, which approximates fair value due to their 
short-term nature and generally negligible credit losses. 

Financial risk factors 

The Company is exposed to credit, currency, and interest rate risks. In order to manage these risks, the 
Company may enter into transactions which make use of financial instruments. The Company does not 
acquire, hold or issue these instruments for trading purposes. 

Credit risk 

The Company’s credit risk is primarily attributable to cash and cash equivalents, trade and other 
receivables, other current assets and restricted cash. Cash and cash equivalents include cash at bank 
accounts held with reputable financial institutions with an investment grade rating. Financial instruments 
included in trade and other receivables and other current assets consist mainly of receivables from 
customers and security deposits. Financial instruments included in restricted cash include low interest 
restricted savings accounts.  

Management reviews credit risk by reviewing the ongoing credit rating of its financial institutions and through 
standard accounts receivable aging analysis. The credit risk concentration with respect to financial 
instruments in cash and cash equivalents, trade and other receivables and restricted cash is negligible due 
to the credit-worthiness of the financial institutions and debtors. The Company’s maximum exposure to 
credit risk at the statement of financial position date is equal to the carrying value of cash and cash 
equivalents, restricted cash, and trade and other receivables reported in the statement of financial position.  

Liquidity risk 

Liquidity risk is the risk the Company will not be able to meet its financial obligations and current and 
expected liabilities as they fall due. The Company’s approach to managing liquidity is to ensure, as far as 
possible, that it will always have sufficient cash or other liquid assets on hand to meet its liabilities when 
due, under both normal and stressed conditions, without incurring unacceptable losses or risk damaging 
the Company’s reputation. The Company prepares detailed budgets forecasting operational cash 
requirements, loan servicing requirements and fixed asset expenditure. Management manages its liquidity 
and monitors cash balances and operating budgets to ensure sufficient cash is on hand to meet operational 
requirements, and current and expected liabilities when due.  
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When the Mine was placed into care and maintenance, the Company negotiated with key suppliers to 
suspend or terminate various contracts in order to minimize the ongoing costs of care and maintenance. 
With the indebtedness under the Second Amended and Restated Credit Agreement becoming due and 
payable on March 31, 2019 (refer Subsequent Events), the Company continues to review alternative 
financing arrangements in order to service its working capital deficiency, meet its commitments to lenders, 
meet the costs of care and maintenance, meet the costs of any potential future restart of the Mine and meet 
the costs of bringing the Company’s projects into production. For further discussion and analysis of Liquidity 
Risk see “Capital Resources, Liquidity and Working Capital Requirements” and “Contractual and other 
obligations”. 

Market risk 

Market risk is the risk that changes in market prices, such as commodity prices, foreign exchange rates, 
interest rates and equity prices, will affect the Company’s income and the value of its holdings of financial 
instruments. The objective of market risk management is to manage and control market risk exposures 
within acceptable parameters while optimizing returns.  

Interest rate risk  

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates. The Company has no variable interest-bearing debt minimizing 
interest rate risk. The Company’s exposure to interest rate risk associated with cash balances is not 
considered to be significant.  

Foreign currency risk 

The Company’s presentation and functional currency is the United States dollar. When the Mine is 
operating, the Company generates sales in United States dollars and incurs operating, capital, exploration 
expenditures and long-term debt repayments in United States dollars, Australian dollars and Canadian 
dollars. The Company converts a portion of its United States dollar sales receipts into Australian dollars and 
Canadian dollars, exposing the Company to foreign currency exchange risk. The Company currently does 
not hedge its foreign exchange exposure.  

Price risk 

When the Mine is operating, the Company is exposed to price risk with respect to the price of lead. The 
Company aims to provide metal price exposure to its shareholders. The Company may consider 
opportunities to create an element of greater certainty for future cash flow streams. If management 
considers hedging appropriate, it may use call options, put options, futures, and forwards, within Board 
approved limits, to meet these objectives. When the Mine was in production, the Company entered into 
exchange settled futures contracts to manage price risk, which were then fair valued. As at December 31, 
2017 there were no open futures contracts.  
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RELATED PARTY TRANSACTIONS  

  
Three months ended 

December 31 Year ended December 31 

    2017 2016 2017 2016 

Transactions   $ $ $ $ 

Management Services Agreements charges (including labor 
costs) 

  
246 604 1462 2064 

Non-interest bearing funding and costs paid on behalf of 
LeadFX 

  - 155 107 655 

Interest expense - Enirgi Group facilities   - - - 413 

Interest expense - Sentient facilities    94 306 1,141 529 

            

Balances           

Management Services Agreement charges due to Enirgi 
Group 

      5,821 3,914 

Long-term borrowing due to Sentient        15,890 12,531 

 

Enirgi Group, its subsidiaries and joint ventures are each a “related party” to LeadFX by virtue of Enirgi 
Group and LeadFX being owned by the same parent. As at December 31, 2017, Sentient held 81.4% of the 
issued and outstanding shares of LeadFX. Sentient acquired its equity interests in the Company on March 
24, 2016 when it received assignment from its 100% owned subsidiary Enirgi of their equity interests in 
LeadFX. At that point Sentient owned 85.1% of the issued and outstanding shares of LeadFX.  

On December 17, 2012, LeadFX and Rosslyn Hill Mining entered into the Management Services 
Agreements with Enirgi Group and Enirgi Group Services Australasia Pty Ltd (“EGSA”) (formerly Enirgi 
Metals Group Ltd) under which, among other things, Enirgi Group provided management and administrative 
services to LeadFX and EGSA managed and operated the Mine. EGSA is a wholly owned subsidiary of 
Enirgi Group. Each Management Services Agreement provides for payments in respect of the services 
provided on a cost-recovery only basis, with no mark-up, and may be terminated by either party on 90 days’ 
notice. Amounts charged under the Management Services Agreements, which are billed and payable 
monthly, pertain to labour costs, office costs and other administrative costs invoiced between LeadFX and 
Rosslyn Hill and Enirgi Group and EGSA. On August 18, 2017, Enirgi Group and EGSA provided LeadFX 
and Rosslyn Hill Mining, respectively, with notice to terminate their respective Management Services 
Agreement, following a transition period of up to 90 days which ceased on November 21, 2017. The 
Company has subsequently consolidated its project management, finance, corporate and administrative 
functions out of its Perth office. 

Refer also to the Borrowings section of this MD&A for further information on Borrowings due to Sentient. 

SUBSEQUENT EVENTS 

On January 12, 2018 the Company received C$582 ($465)  and Sentient and InCoR were allotted 576,777 
and 610,374 common shares and share purchase warrants respectively upon the closing of tranche 2 of 
the private placements announced on December 14, 2017. 

On February 26, 2018 LeadFX, Rosslyn Hill Mining, Ivernia Australia Pty Ltd, Redback Pipeline Pty Ltd and 
Sentient entered into an amendment (“Amendment”) to the Second Amended and Restated Credit 
Agreement to extend the maturity date for re-payment of the indebtedness outstanding to Sentient. In 
accordance with the Amendment, the indebtedness becomes due and payable on the earlier of March 31, 
2019 or financial close being achieved for the financing of the planned Hydrometallurgical Facility at the 
Mine. Financial close is defined as being the date on which the Company has demonstrated it has fully 
funded the Hydrometallurgical Facility and conditions to first drawdown on debt facilities, if any, for the 
construction of the Hydrometallurgical Facility have been met. The indebtedness will continue to incur 
interest at 10% per annum until its maturity.  
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On February 28, 2018 the Company released the results of the DFS. InCoR contracted SNC-Lavalin to 
prepare the DFS and it demonstrated the technical and economic feasibility of constructing and operating 
a Hydrometallurgical Facility at the Mine and the success criteria were met.  

InCoR delivered to the Company a duly completed Exercise Form to exercise 23,000,000 Warrants and the 
Company received a signed counterpart of the Technology Transfer Agreement under which InCoR has 
exclusively licensed (and subsequently assigned on certain conditions being met) its technology rights and 
its rights to improvements to the Technology to the Company. The Company issued 23,000,000 common 
shares to InCoR on February 28, 2018. These shares will be valued in the quarter ended March 31, 2018.  

On March 5, 2018, the Company announced it had resolved to adopt a new omnibus equity incentive plan 
for the Company ("Omnibus Plan") which will provide the Board with the flexibility of making different forms 
of equity rewards as part of its need to retain a competitive compensation structure for directors, executives 
and employees. The Board resolved to issue 147,000 Performance Share Units to Mr Worland, and 180,000 
Performance Share Units to other employees that would vest on performance criteria being met and 
2,000,000 incentive stock options to purchase 2,000,000 common shares in the company to Mr Worland. 
The Omnibus Plan and those awards are subject to shareholder and Toronto Stock Exchange approval. 

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS 

The Company makes estimates and assumptions and applies its judgment in the application of its 
accounting policies when preparing the consolidated financial statements. Estimates and judgments are 
continually evaluated and are based on historical experience and other factors, including expectations of 
future events that may have a financial impact on the entity and that are believed to be reasonable under 
the circumstances. Revisions to accounting estimates are recognized in the period in which the estimates 
are updated and in any future periods affected. The resulting accounting estimates will, by definition, not 
equal the related actual results. The estimates and assumptions that have a significant risk of causing a 
material adjustment to the carrying amounts of assets and liabilities within the next financial year are 
discussed below, as well as significant judgments made by management.  

Inventory valuations 

At each reporting date, the Company records its concentrate inventory at the lower of production cost or 
net realizable value. Estimated future metal prices and the estimated future costs of inventory are used in 
the determination of net realizable value and are subject to market forces. Although the Company has 
controls and procedures in place to assist in determining tonnes in inventory, calculated inventory amounts 
can differ from actual amounts.  

Mineral resource and ore reserves 

Property, plant and equipment comprise a significant proportion of assets held by the Company. The 
depreciation and amortization of these balances have a significant effect on the Company’s financial results. 
The Company depreciates a significant proportion of its assets on a units of production basis. Upon 
commencement of commercial production, the Company proceeds to depreciate those assets being 
amortized on a units of production basis over the life of the mine based on the depletion of the mine’s 
Proven and Probable Reserves. Proven and Probable Reserves are determined based on a professional 
evaluation in accordance with National Instrument 43-101 as determined by the Canadian Securities 
Administrators. The assessment involves geological and geophysical studies and economic data and the 
reliance on a number of assumptions.  

The estimates of the Ore Reserves may change based on additional information subsequent to the initial 
assessment. Changes in the Proven and Probable Ore Reserves or Measured and Indicated and Inferred 
Mineral Resources estimates may impact the carrying value of property, plant and equipment, reclamation 
and remediation obligations, recognition of deferred tax amounts and depreciation, depletion and 
amortization. The calculation of units of production rate of amortization could be impacted by the extent that 
actual production in the future is different from the current forecast production based on Proven and 
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Probable Reserves. This would generally result from significant changes in any of the following factors or 
assumptions used in estimating Ore Reserves: 

• Changes in Proven and Probable Reserves 

• Additional data from further exploration 

• The effect on Proven and Probable Reserves between actual commodity prices, and commodity 

price assumptions 

• Unforeseen operational issues 

The level of estimated Ore Reserves and timing and volumes of future production are also key determinants 
in assessing whether the carrying value of any of the Company’s property, plant and equipment are 
impaired, or previous impairment changes have reversed.  

Income taxes  

Deferred income tax assets and liabilities are determined based on differences between the financial 
statement carrying values of assets and liabilities and their respective income tax bases (“temporary 
differences”), and losses carried forward. The determination of the ability of the Company to utilize tax loss 
carry-forwards to offset income tax payable in future periods involves significant judgment and requires 
management to make estimates about the future performance of the Company. Assessment is required 
about whether it is probable that taxable profit will be available against which the deductible temporary 
difference and tax loss carry-forwards can be utilized. Changes in economic conditions, metal prices, foreign 
exchange rates and other factors could result in revisions to the estimates of the benefits to be realized or 
the timing of the utilization of the losses. In addition, changes in tax laws could limit the ability of the 
Company to obtain tax deductions in future periods. Recognized deferred tax assets reflect the Company’s 
best estimate of the extent to which tax losses will be recovered.  

Decommissioning liabilities  

Decommissioning liabilities represents the present value of decommissioning costs relating to the 
Company’s mining and production activities. These provisions have been created based on the Company’s 
internal estimates which may change in the future in response to changes in relevant legal requirements, 
changes in restoration techniques or experience at other production sites. Assumptions have been made 
based on the current economic environment which management believes are a reasonable basis upon 
which to estimate the future liability. However actual decommissioning costs will ultimately depend upon 
future market prices for the necessary decommissioning works required which will reflect the market 
conditions at the relevant time. Furthermore the timing of decommissioning is likely to depend on when the 
Company’s operation ceases. This in turn will depend on future commodity prices which are inherently 
uncertain and the mineral reserves and resources. The liability has been discounted to its present value 
using risk free discount rates. Inflation rates have been used in determining decommissioning liabilities. 
These inflation rates are based on country specific CPI indicators as at the reporting date.  

Impairment and reversal of impairment 

At each reporting date, an assessment is performed to determine whether there is an indication of 
impairment or reversal of impairment of property, plant and equipment. This assessment, based on several 
factors including, but not limited to, the performance and condition of assets and the economic and political 
environment surrounding those assets, requires judgement. Where an indication of impairment or reversal 
is identified, the recoverable amount of an asset, or group of assets is compared to the assets carrying 
value to determine the amount of impairment or reversal. Future cash-flows used in assessing the 
recoverable amount of property, plant and equipment are based on estimates of production, reserves and 
resources, future metal prices, discount rates, foreign exchange rates, expected commencement of 
production, capital resources and operating performance.  
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As assessment is made at each reporting date to determine whether there is an indication that previously 
recognised impairment losses may no longer exist or may have reversed. If it has been determined that the 
impairment has been reversed, the carrying amount of the asset is increased to its recoverable amount to 
a maximum of the carrying amount that would have been determined had no impairment charge been 
recognised in prior periods. An impairment charge reversal is recognised in the statement of loss. 
Impairment charges may be reversed if there are changes in assumptions or estimates used in determining 
the recoverable amount which may indicate the previously recognized impairment may no longer exist or 
have decreased.  

Warrants 

Where warrants are required to be valued and classified, the warrants are measured at fair value at each 
period. In calculating the value of the warrants key estimates such as volatility of the Company’s share price 
and the risk free interest rate are used. In a situation where the Company issues Units comprising shares 
and warrants the value of the warrants are bifurcated. Changes in fair value are recognised in the statement 
of loss and comprehensive loss.  

Contingencies  

Due to the size, complexity and nature of the Company’s operations, various legal and tax matters are 
outstanding from time to time. Contingencies are possible assets or liabilities arising from past events which, 
by their nature, will only be resolved when one or more future events not wholly within the Company’s 
control occur or fail to occur. The assessment of such contingencies involves the use of significant judgment 
and estimates. In the event that management’s estimate of the future resolution of these matters changes, 
the Company will recognize the effects of the changes in its consolidated financial statements on the date 
such changes occur. 

Actual results could differ from estimates and those differences could be material. 

ACCOUNTING STANDARDS ISSUED BUT NOT YET APPLIED  

New standards, amendments and interpretations which have been issued but not yet effective for annual 
periods beginning after January 1, 2018 have not been applied in preparing these consolidated financial 
statements. The new standards which are expected to be relevant to the Company are set out below. The 
Company does not plan early adoption of these standards. 

International Financial Reporting Standard 9, Financial Instruments (“IFRS 9”) 

IFRS 9 introduces new requirements for the classification and measurement of financial assets. Under IFRS 
9, financial assets are classified and measured based on the business model for which they are held and 
the characteristics of their contractual cash flows. IFRS 9 introduces additional changes relating to financial 
liabilities, impairment of financial assets and hedge accounting. The effective date of this standard is for 
annual reporting periods beginning on or after January 1, 2018 with earlier application permitted. The 
Company has not yet determined the impact of adopting IFRS 9 on the financial statements.  

International Financial Reporting Standard 15, Revenue (“IFRS 15”) 

IFRS 15 creates a single source of revenue requirements for all entities in all industries. The new standard 
applies to revenue from contracts with customers and replaces all of the revenue standards and 
interpretations in IFRS. The standard provides a single, principles based five-step model to be applied to 
all contracts with customers. The objective is to establish the principles that an entity shall apply to report 
useful information to users of financial statements about the nature, amount, timing, and uncertainty of 
revenue and cash flows arising from a contract with a customer.  

The effective date of this standard is for annual reporting periods beginning on or after January 1, 2018, 
with options for early adoption. As the Mine is in care and maintenance the Company is not generating 
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revenue and therefore the Company does not believe there to be a material impact on the financial 
statements upon adoption of IFRS 15. 

International Financial Reporting Standard 16, Leases (“IFRS 16”) 

IFRS 16 introduces a new definition for what qualifies as a lease. Once an arrangement is determined to 
meet the definition of a lease, an entity will then recognize a right-of-use asset and a lease liability on its 
balance sheet. The standard includes certain exemptions for items where the lease term is less than 12 
months or for low value items. The effective date of this standard is for annual reporting periods beginning 
on or after January 1, 2019, with options for early adoption. The Company does not have any finance leases 
and therefore the adoption of IFRS 16 would not have a material impact on the financial statements.  

DISCLOSURE CONTROLS AND INTERNAL CONTROL OVER FINANCIAL REPORTING  

The Company has established and maintains disclosure controls and procedures (“DC & P”) designed to 
provide reasonable assurance that material information relating to the Company is made known to the Chief 
Executive Officer and the Interim Chief Financial Officer by others, particularly during the period in which 
annual filings are being prepared, and that information required to be disclosed in the Company’s annual 
filings, interim filings or other reports filed or submitted by it under securities legislation is recorded, 
processed, summarized and reported within the time periods specified by such securities legislation. The 
Chief Executive Officer and the Interim Chief Financial Officer have evaluated the effectiveness of the 
Company’s DC & P as of December 31, 2017, through inquiry and review, as well as by drawing upon their 
own relevant experience. The Chief Executive Officer and the Interim Chief Financial Officer have 
concluded that, as at December 31, 2017, the Company’s DC & P were effective. 

The Company also maintains a system of internal controls over financial reporting (“ICFR”) designed under 
the supervision of the Company’s Chief Executive Officer and Interim Chief Financial Officer to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with IFRS, however, due to inherent limitations, ICFR may 
not prevent or detect all misstatements and fraud.  

The Board of Directors approves the audited financial statements and ensures that management discharges 
its financial responsibilities.  

During the year the Board of Directors underwent a significant restructure with five of the six directors 
serving at the beginning of the year resigning during the year. At December 31, 2017 the Company had 
three directors two of whom were regarded as independent and all three financially literate. As a 
consequence the Audit Committee was comprised of each of the Directors one of whom – Michel Marier - 
was not independent. As a result of the issue of common shares to InCoR on February 28, 2018 Mr. David 
Dreisinger is no longer considered independent. On March 5, 2018 Mr. Stephen Dennis was appointed 
Chairman and as an independent director was appointed to the Audit Committee. The Company plans to 
appoint a further independent director by the time of the 2018 annual general meeting.  

The Audit Committee meets periodically with management and auditors to review financial reporting and 
control matters and approves the interim financial statements with the Board of Directors approving the 
annual financial statements. The Board of Directors has also appointed a Compensation Committee 
composed of independent directors whose recommendations relating to executive compensation and other 
matters are considered by the Board of Directors.  

The Company’s management, including the Chief Executive Officer and the Interim Chief Financial Officer, 
is responsible for establishing and maintaining adequate internal control over financial reporting, and 
evaluating the effectiveness of the Company’s internal control over financial reporting as at each fiscal year 
end. Management has used the 2013 Internal Control–Integrated Framework from the Committee of 
Sponsoring Organizations of the Treadway Commission (the “COSO”) framework to evaluate the 
effectiveness of the Company’s internal control over financial reporting as at December 31, 2017. Based 
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on this evaluation, the Chief Executive Officer and the Interim Chief Financial Officer have concluded that 
as at December 31, 2017, the Company’s ICFR was effective. 

There have been no changes in the Company’s internal control over financial reporting during the fiscal 
year ended December 31, 2017 that have materially affected, or are reasonably likely to materially affect, 
the Company’s internal control over financial reporting. 

 


