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PRELIMINARY NOTES 

 

Cautionary Statement – Forward Looking Information  

 

This Annual Information Form (and the documents incorporated by reference herein collectively, 

the “AIF”) contains “forward looking information” within the meaning of Canadian securities 

laws related to Sierra Metals Inc. (the “Company”, “Sierra” or “Sierra Metals”) and its 

operations, and in particular, the anticipated developments in the Company’s operations in future 

periods, the Company’s planned exploration activities, the adequacy of the Company’s financial 

resources and other events or conditions that may occur in the future. Statements concerning 

mineral reserve and resource estimates may also be considered to constitute forward-looking 

statements to the extent that they involve estimates of the mineralization that will be encountered 

if and when the properties are developed or further developed. These statements relate to 

analyses and other information that are based on forecasts of future results, estimates of amounts 

not yet determinable and assumptions of management.  

 

These forward-looking statements include, but are not limited to: future production of silver, 

gold, lead, copper and zinc (collectively, the “metals”); future cash costs per ounce or pound of 

the metals; the price of the metals; the effects of domestic and foreign laws, regulations and 

government policies and actions affecting the Company’s operations or potential future 

operations; future successful development of the Yauricocha mine in Yauyos Province, Peru (the 

"Yauricocha Mine"), the Bolivar mine in Chihuahua, Mexico (the "Bolivar Mine") and the 

Cusihuiriachic property in Chihuahua, Mexico (the "Cusi Mine") and other exploration and 

development projects; the sufficiency of the Company’s current working capital, anticipated 

operating cash flow or the Company’s ability to raise necessary funds; estimated production rates 

for the metals produced by the Company; timing of production; the estimated cost of sustaining 

capital; ongoing or future development plans and capital replacement, improvement or 

remediation programs; the estimates of expected or anticipated economic returns from the 

Company’s mining projects; future sales of the metals, concentrates or other future products 

produced by the Company; and the Company’s plans and expectations for its properties and 

operations. 

 

Forward-looking information is subject to a variety of risks and uncertainties, which could cause 

actual events or results to differ from those reflected in the forward-looking information, 

including, without limitation, risks and uncertainties relating to foreign currency fluctuations; 

risks inherent in the mining industry including environmental hazards, industrial accidents, 

unusual or unexpected geological formations, ground control problems and flooding; risks 

associated with the estimation of mineral resources and the geology, grade and continuity of 

mineral deposits; the possibility that future exploration, development or mining results will not 

be consistent with the Company’s expectations; the potential for and effects of labour disputes or 

other unanticipated difficulties or shortages of labour or interruptions in production; actual 

material mined varying from estimates of grade, tonnage, dilution and metallurgical and other 

characteristics; cost estimates, including the potential for unexpected costs/expenses and 

commodity price fluctuations; uncertain political and economic environments; and changes in 

laws or policies, foreign taxation, delays or the inability to obtain necessary governmental 

permits. 
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Any statements that express or involve discussions with respect to predictions, expectations, 

beliefs, plans, projections, objectives, assumptions or future events or performance (often, but 

not always, using words or phrases such as “expects”, “anticipates”, “plans”, “projects”, 

“estimates”, “assumes”, “intends”, “strategy”, “goals”, “objectives”, “potential” or variations 

thereof, or stating that certain actions, events or results “may”, “could”, “would”, “might” or 

“will” be taken, occur or be achieved, or the negative of any of these terms and similar 

expressions) are not statements of historical fact and may be forward-looking information. 

Forward-looking information is subject to a variety of known and unknown risks, uncertainties 

and other factors that could cause actual events or results to differ from those expressed or 

implied by the forward-looking information, including, without limitation: uncertainty of 

production and cost estimates for the Yauricocha Mine (as hereinafter defined), the Bolivar Mine 

(as hereinafter defined) and the Cusi Mine (as hereinafter defined); uncertainty of production at 

the Company’s exploration and development properties; risks and uncertainties associated with 

developing and exploring new mines including start-up delays; risks and hazards associated with 

the business of mineral exploration, development and mining (including operating in foreign 

jurisdictions, environmental hazards, industrial accidents, unusual or unexpected geological or 

structure formations, pressures, cave-ins and flooding); risks and uncertainties relating to the 

interpretation of drill results and the geology, grade and continuity of the Company’s mineral 

deposits; risks related to the Company’s ability to obtain adequate financing for the Company’s 

planned development activities and to complete further exploration programs; fluctuations in 

spot and forward markets for the metals and certain other commodities; risks related to obtaining 

long-term sales contracts or completing spot sales for the Company’s products; the Company’s 

history of losses and the potential for future losses; risks related to general economic conditions, 

including recent market and world events and conditions; inadequate insurance, or inability to 

obtain insurance, to cover these risks and hazards; relationships with and claims by local 

communities and indigenous populations; diminishing quantities or grades of mineral reserves as 

properties are mined; challenges to, or difficulty maintaining, the Company’s title to properties 

and continued ownership thereof; risks related to the Company’s covenants with respect to the 

BCP Facility (as hereinafter defined); changes in national and local legislation, taxation, controls 

or regulations and political or economic developments or changes in Canada, Mexico, Peru or 

other countries where they may carry on business; risks related to the delay in obtaining or 

failure to obtain required permits, or non-compliance with permits the Company has obtained; 

increased costs and restrictions on operations due to compliance with environmental laws and 

regulations; regulations and pending legislation governing issues involving climate change, as 

well as the physical impacts of climate change; risks related to reclamation activities on the 

Company’s properties; uncertainties related to title to the Company’s mineral properties and the 

surface rights thereon, including the Company’s ability to acquire, or economically acquire, the 

surface rights to certain of the Company’s exploration and development projects; the Company’s 

ability to successfully acquire additional commercially mineable mineral rights; risks related to 

currency fluctuations (such as the Canadian dollar, the United States dollar, the Peruvian sol and 

the Mexican peso); increased costs affecting the mining industry, including occasional high rates 

of inflation; increased competition in the mining industry for properties, qualified personnel and 

management; risks related to some of the Company’s directors’ and officers’ involvement with 

other natural resource companies; the Company’s ability to attract and retain qualified personnel 

and management to grow the Company’s business; risks related to estimates of deferred tax 
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assets and liabilities; risks related to claims and legal proceedings and the Company’s ability to 

maintain adequate internal control over financial reporting. 

 

This list is not exhaustive of the factors that may affect any of the Company’s forward-looking 

information. Forward looking information includes statements about the future and are inherently 

uncertain, and the Company’s actual achievements or other future events or conditions may 

differ materially from those reflected in the forward-looking information due to a variety of 

risks, uncertainties and other factors, including, without limitation, those referred to in this AIF 

under the heading “Risk Factors”. The Company’s statements containing forward-looking 

information are based on the beliefs, expectations and opinions of management on the date the 

statements are made, and the Company does not assume any obligation to update forward-

looking information if circumstances or management’s beliefs, expectations or opinions should 

change, other than as required by applicable law. For the reasons set forth above, one should not 

place undue reliance on forward-looking information. 

 

Documents Incorporated by Reference  

 

The information provided in this AIF is supplemented by disclosure contained in the documents 

listed below which are incorporated by reference into this AIF. These documents must be read 

together with the AIF in order to provide full, true and plain disclosure of all material facts 

relating to Sierra Metals. The documents listed below are not contained within or attached to this 

document. The documents may be accessed on SEDAR at www.sedar.com under the Company’s 

profile. 

 

Document 
Effective Date/ 

Period Ended 

Date Filed on 

SEDAR website 

Document Category on 

the SEDAR Website 

NI 43-101 Technical Report on 

the Yauricocha Mine, Yauyos 

Province, Peru 

December 31, 

2014 
May 12, 2015 Technical Report 

NI 43-101 Technical Report (Pre-

Feasibility Study), Bolivar Mine, 

Chihuahua State, Mexico  

December 31, 

2012 
May 31, 2013 Technical Report 

NI 43-101 Technical Report on 

Resources, Cusihuiriachic 

Property, Chihuahua, Mexico 

December 31, 

2013 
May 9, 2014 Technical Report 

 

Date of Information  

 

This AIF is dated March 29, 2016. Except as otherwise indicated, the information contained 

herein is as at December 31, 2015.  

 

Currency Information  

 

All currency references in this AIF are in United States dollars unless otherwise indicated. 

References to “Canadian dollars” or the use of the symbol “C$” refers to Canadian dollars. 
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CORPORATE STRUCTURE 

 

Name, Address and Incorporation 

 

The Company was incorporated under the Canada Business Corporations Act on April 11, 1996 

under the corporate name “Line Islands Exploration Inc.” The articles were amended by a 

certificate of amendment dated December 9, 1999 changing the corporate name to “Dia Bras 

Exploration Inc.” The Company changed its name to “Sierra Metals Inc.” by a certificate of 

amendment dated December 5, 2012.  

 

The registered principal office of Sierra Metals is located at 79 Wellington St W, Suite 2100, 

Toronto, Ontario, Canada M5K 1H1. The head office of the Company’s Mexican subsidiaries is 

located at Fernando de Borja No. 100, Col. San Felipe, Chihuahua, C.P. 31203, Mexico. The 

head office of the Company’s Peruvian subsidiaries is located at Av. Pedro de Osma, 450 

Barranco, Lima, Peru. 

 

Intercorporate Relationships  

 

The Company carries on a significant portion of its business through a number of direct and 

indirect subsidiaries, as follows:  
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GENERAL DEVELOPMENT OF THE BUSINESS  

 

Three-Year History and Recent Developments 

 

2013 

 

Peru  

 

On January 9, 2013, the Company announced that drilling at the Central Mine Area of the 

Yauricocha Mine in Peru expanded mineralization at depth. Drill results showed that 

mineralization of the Rosaura and Antacaca Sur ore bodies extended 150 meters to depth and the 

Antacaca and Catas ore bodies have increased mineralization at depth. 

 

During the third quarter, the Company began underground development to improve efficiency of 

the Yauricocha Mine and provide access to deeper levels.  The program includes construction of 

a new, larger haulage tunnel 5.5 km long and parallel to the Klepetko tunnel, drilling of a bored 

raise, and driving of an internal shaft from the 720 level to the 1220 level. The program is 

expected to be completed during 2015 at a budgeted total capital cost of US$47 million. 

 

On August 14, 2013, the Company announced that drilling at its Yauricocha Mine in Peru had 

discovered high-grade, silver-lead-zinc mineralization in the Cachi Cachi Mine, located 

immediately north of the Central Mine Area.  The positive results of this drilling demonstrated 

that additional potentially-economic polymetallic mineralization occurs within secondary faults 

related to the Yauricocha fault zone along strike from the main mine area. Drill hole 12-13-04 

cut 5.6 meters true width averaging 199 g/t silver, 6.44% lead and 19.93% zinc in the Elissa 

body of the Cachi Cachi Mine. Drill hole 12-13-08 cut 4.6 meters true width averaging 226 g/t 

silver, 18.16% lead and 19.42% zinc in the Escondida body of the Cachi Cachi Mine. 

Mineralization remained open to depth.  

 

On August 29, 2013, the Company announced that drilling had extended mineralization to depth 

at the previously identified exploration target below Central Mine Area at the Yauricocha Mine, 

Peru. These results demonstrated that mineralization in various ore bodies of the Central Mine 

Area continued below the 1270 Level and remained open to depth. Additional drilling was done 

to extend other bodies below current workings with the intent of increasing known reserves and 

resources in the future. 

 

On November 19, 2013, Sierra Metals announced an updated NI 43-101 compliant reserve and 

resource estimate on the Yauricocha Property. Gustavson completed the reserve and resource 

estimate and identified the following reserves and resources:  

 

- Proven and Probable Reserves: 6,394,000 tonnes averaging 94.8 g/t silver, 0.70% copper, 

2.09% lead, 2.53% zinc and 0.80 g/t gold.  

 

- Measured and Indicated: 6,139,000 tonnes averaging 114 g/t silver, 1.02% copper, 2.37% 

lead, 3.39% zinc and 0.95 g/t gold. 
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- Inferred: 370,000 tonnes averaging 239.92 g/t silver, 0.42% copper, 5.15% lead, 2.43% 

zinc, 1.45 g/t gold. 

 

The NI 43-101 report in respect of the foregoing estimate is incorporated by reference into this 

AIF and is available on the SEDAR website at www.sedar.com.  

 

During 2013, the Company drilled a total of 15,548 meters in the Central Mine area.  Of these, 

10,270 meters were drilled to expand mineral resources and 4,828 meters were drilled to convert 

resources to reserves.  The results of this drilling were not included in the updated NI 43-101 

estimate above because its data cutoff was as of December 31, 2012.  

 

These results are expected to be included in the next 43-101 update, planned for March 31, 2015. 

 

For the twelve months ended December 31, 2013, Yauricocha processed an aggregate of 837,496 

tonnes of material producing 1,866,769 oz. of silver, 6.5 million lb of copper, 37.1 million lb of 

lead, 50.8 million lb of zinc and 6,736 oz. of gold.  

 

Mexico 

 

On January 25, 2013, the State Court of Chihuahua, Mexico (the “State Court”) overturned a 

previously announced resolution of the 8th Civil Court of the Judicial District of Morelos in 

Chihuahua (the “8th Civil Court”), which absolved the Company from the claims brought against 

it by Polo y Ron. The original claim brought by Polo y Ron only included the San Jose 

properties, which are not located in any areas where Dia Bras Mexicana, S.A. de C.V currently 

operates, or in areas included in any resource estimates of the Company. However, the State 

Court ordered the Company to: (i) transfer to Polo y Ron 17 mining concessions relating to its 

Bolivar project including the mining concessions where both mine operations and mineral 

reserve estimates are located; and (ii) pay US$422,674 to Polo y Ron. In February 2013, the 

Federal Court in the State of Chihuahua (“Federal Court”) granted the Company a temporary 

suspension of the adverse resolution issued by the State Court. A final verdict by the Federal 

Court is pending. The Company will continue to vigorously defend this claim. 

 

Bolivar Mine 

 

During 2013, a total of 11,199 meters of drilling was completed at the Bolivar Mine that focused 

on upgrading resources to reserves and expanding skarn mineralization.  Of these, 10,405 meters 

were drilled from the surface and 794 meters underground. 

 

On April 17, 2013, the Company announced the completion of a pre-feasibility study (the “PFS”) 

on its Bolivar Mine in the Piedras Verdes mining district of Chihuahua State, Mexico. According 

to this PFS completed by Gustavson Associates, LLC, proven and probable (“Proven and 

Probable”) ore reserves totalled 7,456,806 tonnes at 1.044% copper equivalent (“CuEq”) 

averaging 19.5 g/t Ag, 0.759% Cu and 0.329% Zn.  Gold contents averaged 0.226 g/t but were 

not included in the CuEq calculation; however, they were included within the project’s 

economics.  Out of the 15.4 million tonnes of measured and indicated (“Measured and Indicated” 

or “M&I”) resources (grading 19.45 g/t Ag, 0.79% Cu, 1.06% Zn and 0.24 g/t Au) defined in the 

http://www.sedar.com/
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October 15, 2012 NI 43-101 technical report, 6.1 million tonnes of the highest grade deposits 

(i.e. Alta Ley and portions of Gallo Superior deposits) were not included in the PFS as more data 

are required for mine planning purposes.  Additional drilling is required to complete mine 

planning in order to convert these Measured and Indicated resources to Proven and Probable 

reserves. At a production rate of 2,000 tpd, these reserves are expected to provide a 10-year mine 

life with an additional year of processing from the stockpile for a total of 11 years.  

 

On April 24, 2013, the Company issued a revised press release regarding the Bolivar PFS, which 

announced that economic results showed capital costs of US$43.0 million, with an initial capital 

cost of approximately US$7.0 million and sustaining capital over the life of mine (“Life of 

Mine” or “LOM”) of approximately US$36.0 million. The project had an estimated pre-tax net 

present-value (“NPV”) of US$135.6 million and a post-tax, base case NPV of US$91.7 million, 

at an 8% discount rate. 

 

On May 14, 2013, the Company announced that drilling encountered wide zones of 

mineralization in both the Upper and Lower Skarn horizons at Bolivar NW located 600 meters 

northwest of the major ore-hosting zones of the Bolivar (Alta Ley) Mine.  In addition, step-out 

drilling from the El Gallo deposit extended that mineralized zone 600 meters to the northeast 

with high grades of zinc in the Upper Skarn horizon. Drill hole DB13B433 cut 7.05 meters core 

length averaging 1.552 g/t Au, 53 g/t Ag, 0.55% Cu and 1.15% Zn, including 5.5 meters 

averaging 1.914 g/t Au, 64 g/t Ag, 0.66% Cu and 1.38% Zn. At the Step Out area, 600 meters 

northeast of El Gallo, drill hole DB12B416 cut 10.8 meters core length (approximately 6.6 

meters true width) averaging 0.89% Cu and greater than 9.66% Zn, including 3.2 meters 

averaging 2.91% Cu and greater than 30% Zn.  

 

On September 30, 2013, the Company announced that mill capacity at its Bolivar Mine had been 

doubled to 2,000 tpd from 1,000 tpd. The Company installed a leased, 1,250 kva generator to 

increase mill throughput to bypass delays in the installation of the power substation that will 

provide power via the Company’s newly-constructed 10 km power line. The mill is now working 

on a combination of generator power and line power. Once the work on the power substation is 

completed the mill will operate solely off the national power grid. 

 

For the twelve months ended December 31, 2013, Bolivar processed an aggregate of 377,432 

tonnes of material producing 9.4 million lb of copper, 0.9 million lb of zinc and 270,610 oz. of 

silver. 

 

Cusi Mine 

 

On January 1, 2013, the Company announced that the Cusi Mine achieved commercial 

production. 

 

During 2013, a total of 24,776 meters of drilling was completed at the Cusi Mine to delineate the 

extent of mineralization at the Promontorio, San Juan, Minerva and La India mines.  Of these, 

20,415 meters were drilled from the surface and 4,361 meters underground.  
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On May 28, 2013, Sierra Metals announced that development at Santa Eduwiges mine returned 

substantial results including 5,836 g/t Ag and 4.1 g/t Au over 0.9 meters, 1,496 g/t Ag and 5.4 g/t 

Au over 0.4 meters and 1,237 g/t Ag and 22.5 g/t Au over 0.3 meters, respectively.  

 

On July 9, 2013, the Company announced that drilling had extended the Veta del Contacto 

(Promontorio) at its Cusi project to a depth extent of over 700 meters. Detailed geologic mapping 

identified two areas of wide silicification and veining at vein intersections. Drill hole DC12B575 

cut 4.0 meters true width of Veta del Contacto averaging 709 g/t silver and 2.12% lead. Drill 

hole DC12B578 cut 1.0 meter true width of Veta del Contacto averaging 459 g/t silver, 4.04 g/t 

gold and 1.81 % lead. These results extended the silver mineralization from surface down to 700 

meters depth and the vein remains open at depth. The geologists’ structural interpretation of the 

Veta Del Contacto vein indicates significant potential mining width.  Geologic mapping in the 

San Juan area reveals a broad zone of silicification and stockwork veining at the intersection of 

the San Juan and Las Margaritas veins.  Silicification also occurs at the intersection of the La 

Gloria and Minerva veins.  

 

On July 17, 2013, the Company announced a new silver resource estimate on its Cusi Mine. 

These resources are in two areas of the Cusi Mine currently in commercial production - 

Promontorio and Santa Eduwiges - where the Company is doing underground development, as 

well as in two prospective areas - La India and San Juan. This resource estimate was prepared by 

Gustavson. The silver resource estimate was increased five-fold. 

 

 The new total estimated Indicated Mineral Resources for the Cusi Mine with exploration 

drilling information as of the end of December 31, 2012 are: 1,380,000 tonnes averaging 

165 g/t Ag, 0.30% Pb and 0.29% Zn at a cut-off grade of 90.0 g/t Ag, which contain 7.3 

million oz of silver. 

 Total estimated Inferred Resources are: 1,651,000 tonnes averaging 273 g/t Ag, 0.14% Pb 

and 0.08% Zn at the same cut-off that contain 14.6 million oz of silver. 

 

On October 21, 2013, the Company announced that drilling at the Cusi Mine expanded the Veta 

del Contacto to 250 meters along strike and 700 meters of depth. The Veta del Contacto 

(Promontorio) body has now been intercepted over a horizontal distance of 250 meters and a 

vertical distance of 700 meters. Drill hole DC13B628 cut 9.6 meters core length (3.0 meters true 

width) averaging 622 g/t silver. Drill hole DC13B634 cut 1.4 meters core length (1.4 meters true 

width) averaging 887 g/t silver. Since 2011, 34 drill holes have identified and expanded the 

known mineralized zones, which are open in both directions along strike and to depth. 

 

For the twelve months ended December 31, 2013, a total of 97,063 tonnes was processed from 

development rock at Cusi with an average grade of 167g/t Ag and 0.49% Pb. 

 

Exploration  

 

Due to the Cusi Mine achieving commercial production as of January 1, 2013, information 

regarding exploration for the year 2013 has been included in the sections entitled “Peru” and 

“Mexico” (“Bolivar” and “Cusi”) above.  
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During the fourth quarter of 2013, the Company recorded an impairment charge of $7.8 million 

in Mexico against certain exploration and evaluation assets. The impairment charge was 

recorded mainly as a result of management’s decision to cancel certain mining concessions as of 

December 31, 2013, as management determined that the carrying value amount is unlikely to be 

recovered. 
 

Financing and Corporate Activities  

 

On February 12, 2013, as a result of strong cash flows from its Yauricocha Mine in Peru and 

operational improvements at its Bolivar and Cusi mines in Mexico, the Company announced the 

adoption of a dividend policy to declare and pay cash dividends on a quarterly basis. The 

Company also announced its first quarterly cash dividend of approximately C$2.5 million or 

C$0.016 per common share of the Company (a “Common Share”), which was paid on April 30, 

2013 to the holders of the Company’s issued and outstanding Common Shares as of the close of 

business on March 31, 2013. 

 

On March 11, 2013, the Company announced that J. Alberto Arias was appointed Chairman of 

the Board of Directors, succeeding Mr. Steven Dean. Mr. Dean continued to serve as a director 

of Sierra Metals and as a member of several committees including the newly created Corporate 

Strategy Committee. Additionally, Mr. John S. Donnelly was appointed lead director for the 

Company.  

 

On March 11, 2013, the Company submitted an application to list its common shares on the 

Toronto Stock Exchange (the “TSX”), Canada’s premier stock exchange.  

 

On March 26, 2013, the Company announced that the Board of Directors approved a share 

repurchase program pursuant to a normal course issuer bid (“NCIB”) in the open market through 

the facilities of the TSX Venture Exchange to be completed over the course of twelve months.  

 

On May 1, 2013, the Company announced the completion of its first quarterly cash dividend 

payment of C$2.5 million, or C$0.016 per Common Share to shareholders.  

 

On June 17, 2013 the Company announced that it retained First Canadian Capital Corp. (“First 

Canadian”) as a consultant to provide consulting and investor relations services. Under the terms 

of the consulting agreement with First Canadian (the “Agreement”), Sierra Metals agreed to pay 

First Canadian C$7,000 per month for a twelve month initial term (with a right of termination by 

either party after six months) and to grant 200,000 stock options at an exercise price of C$2.50 

per share, with vesting in accordance with the Agreement, the TSX policies and the Company's 

stock option plan. The stock options will expire and terminate upon the earlier of: (i) 15 months 

from the date of the execution of the Agreement; and (ii) 30 days after First Canadian ceases to 

provide the services set forth in the Agreement. 

 

On June 21, 2013 the Company announced its second quarterly cash dividend of approximately 

C$2.5 million, or C$0.016 per Common Share of the Company, which was paid July 31, 2013 to 

the holders of the issued and outstanding Common Shares as of the close of business on June 28, 

2013. 
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On July 5, 2013, the Company announced that its common shares were approved for listing on 

the TSX and commenced trading on the TSX at the opening of the market on July 8, 2013 under 

the symbol “SMT”. 

 

On September 19, 2013, the Company announced the appointment of Mr. Igor Gonzales to its 

Board of Directors. Mr. Gonzales is originally from Peru and has more than 30 years of 

experience in the mining industry.  

 

On October 1, 2013, the Company announced its third quarterly cash dividend of approximately 

C$2.5 million, or C$0.016 per Common Share, which was paid October 31, 2013 to the holders 

of the issued and outstanding Common Shares as of the close of business on October 21, 2013. 

 

Additionally, on October 1, 2013, Sierra announced the adoption of a dividend reinvestment plan 

(“DRIP”) (the “Plan”). The Plan entitled shareholders to participate in the Plan commencing with 

the third quarterly dividend.  

 

2014 

 

Peru  

 

Underground drilling led to expansion and upgrading of mineralization at Yauricocha’s Central 

Mine and Cachi Cachi areas. Five mineralized chimneys were discovered within 400 meters of 

the Central Mine head frames. Discovery of these chimneys led to a new structural interpretation 

that indicated a similar area of mineralization may occur southwest of the Central Mine area; 

reconnaissance drilling is planned in 2015. Three of these trend in an E-W direction and are 

believed to be controlled by a fault, while the other two are aligned parallel to stratigraphy. All 

five chimneys have been scraped and sampled in detail and two chimneys, Mascota Noroeste and 

Mascota Oeste Intermedio, have been tested by drilling. 

 

Mascota Oeste Intermedio is the largest chimney discovered to date and has been exposed at 

surface over an area of 85 by 25 meters. Drilling has intersected multiple mineralized bodies as 

well as karst cavities, and has returned grades up to 181 g/t Ag and 10.60% Zn. Intersection 

widths presented for all the drill holes on the western chimneys are downhole core lengths; 

estimated true widths have yet to be determined. 

 

The western chimneys are geologically similar to the high-grade, Ag-Pb-Zn Mascota oxide ore 

body currently being mined in the Central Mine, which averages 200-300 g/t Ag, 6-10% Pb and 

1-3% Zn. Lower silver, lead and zinc grades obtained from surface sampling and shallow drilling 

of the western chimneys compared to those being mined at depth on the Mascota body is inferred 

to be due to near surface secondary leaching. Follow-up surface and underground drilling of the 

chimney discoveries is planned for 2015.  

 

At Cachi Cachi, drilling expanded mineralization to depth with a total of 3,057 meters drilled 

and 9 of 10 holes intersecting mineralization of potential ore grade and width. 
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A total of 5,043 meters of drilling was completed on the Antacaca and Rosaura orebodies during 

2014. The program was highly successful, with 10 of 11 holes drilled at Antacaca between 

Levels 970 and 1320 intersecting mineralization of potential ore grade and width, and similar 

success for all 9 holes drilled at Rosaura between Levels 970 and 1220. 

 

Drilling under the Antacaca Sur ore body is in progress to explore the body to Level 1370 before 

the end of 2014. An additional six holes are planned in 2015 on Level 920 to test for extension of 

mineralization to the southeast of the Antacaca Sur ore body.  

 

Drilling at depth at the Central Mine Area of the Yauricocha Property demonstrated that the 

Catas orebody extends at least an additional 130 meters down dip.  Drilling of three additional 

holes in the Central Mine Area demonstrated that the Antacaca orebody extends at least an 

additional 250 meters to depth. 

 

Drilling and exploration during 2014 demonstrated that the limits of ore-grade mineralization 

have not been reached at the Yauricocha Mine and further expansion of the mine’s resources and 

reserves may be achieved. The results of the 2014 drilling are expected to be incorporated in an 

updated NI 43-101 compliant resource and reserve estimate on the property, planned for March 

31, 2014. 

 

Geologic mapping led to the recognition of a regional fault southwest of and parallel to the 

Yauricocha Fault. A structural analysis identified additional targets for Central Mine-type 

mineralization along this parallel fault and reconnaissance drilling is planned for Q4 2015. 

 

For the twelve months ended December 31, 2014, Yauricocha processed an aggregate of 885,495 

tonnes of material producing 2,121,565 oz. of silver, 7.7 million lb of copper, 46.7 million lb of 

lead, 54.3 million lb of zinc and 5,683 oz. of gold.  

 

Mexico 

 

Bolivar 

 

Development in the Gallo Superior Magnetita ore body of the Bolivar mine was started and 

mining of the body began during Q2 2014. An exploration program was initiated on the Bolivar 

property, outside the main mine area. The focus of the program was to test several precious 

metals targets identified by the Company’s geologists over several years, which are, La Lilly, 

Veta Piedras Verde, La Sidra, La Cilica and Reyna de Oro. 

 

Drilling of the Bolivar NW area continued to intercept potentially economic grades of copper, 

gold and silver. For example, drill hole DB14B448 returned 6.70% copper, 1.30 g/t gold and 

64.2 g/t silver over 1.75 meters estimated true width (212.35 - 214.10 meter down hole). 

 

At the La Sidra silver-gold vein system, surface sampling on a partial exposure of the vein 

returned 323 g/t silver and 0.35 g/t gold over 1.4 meters. On section 525 NW, sampling and 

drilling in 2014 returned good results.  A surface sample over 1.4 meters true width yielded 0.35 

g/t gold and 323 g/t silver.  Hole DB14B460 cut the vein 60 meters below the surface with 3.85 
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meters true width averaging 0.51 g/t gold, 441 g/t silver, 0.23% lead and 0.71% zinc.  Drill hole 

DB14B462, which undercut hole 460 by an additional 90 meters cut 5.6 meters true width 

averaging 4.00 g/t gold, 326 g/t silver, 2.23% lead and 5.54% zinc. Drilling continues to 

determine the lateral and depth extents of the mineralized vein.   

 

Underground drilling expanded the copper-gold-silver mineralization at Bolivar NW while 

surface sampling and drilling continued to highlight the promising La Sidra silver-gold quartz 

vein system.  

 

Exploration efforts will continue to focus on upgrading resources to reserves and expanding 

known mineralization in the vicinity of the El Gallo region, namely Mina de Fierro and El Salto, 

in preparation for the increases in production capacity at Piedras Verdes Mill. 

 

The Company is also exploring for high-value Cu-Zn targets along several prominent faults.  

Drilling will be conducted to test these faults, which have associated geophysical anomalies. 

 

During March 2015, a new 115kw line from the Agua Caliente power substation was connected 

to the Piedras Verdes plant and was operational as the plant was running off of the 33kw line 

from the substation. This will provide the power infrastructure for efficiency improvements, 

lower costs and open the possibility for further expansions at the plant. 

 

For the twelve months ended December 31, 2014, Bolivar processed an aggregate of 665,951 

tonnes of material producing 15.0 million lb of copper and 396,421 oz. of silver. 

 

Cusi 

 

The Company has been ramping up production at the Cusi mines in line with production 

increases at the Malpaso processing plant. Production has reached approximately 600 tpd and the 

Company hopes to achieve consistent production of 600 tpd in 2015. 
 

Underground development at the Cusi Mine exposed several hundreds of meters of mineralized 

shoots in Cusi’s Promontorio and Santa Eduwiges Mines which increased the Company’s 

confidence that further development into areas identified by drilling may encounter mineralized 

shoots that are higher-grade and more extensive than indicated by the historic drilling pattern. 

 

The ore shoots exposed on Level 6 (elevation 1,920 meters) have a cumulative length of 435 

meters, an average width of 1.66 meters and an average grade of 354 g/t silver. Of these shoots, 

only the El Gallo and San Nicolas are included in the current resource estimate for the Cusi 

Mine. Mining of the San Nicolas South vein above Level 6 and development along these shoots 

on Level 9 (elevation 1830 meters) is underway to allow for stoping of 90 m blocks between the 

two levels. Completion of this work is expected in Q2 2015. Drifting on Level 8 has also 

exposed several zones of ore shoots.  

 

Access to higher-grade veins in Promontorio is progressing, including a drift on Level 6 that has 

cut the Veta del Contacto Promontorio vein and another driven on Level 10 that has crossed the 

Cusi Fault and the high-grade Santa Rosa de Lima vein.  
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Work is well advanced to bring the Promontorio Mine to an expected production capacity of 

500-600 tonnes per day. The main Promontorio ramp has been driven from the surface to Level 

10.5 (elevation 1,805 meters), thereby providing for ore extraction from both the Promontorio 

shaft and the ramp. The extended ramp will also allow for accelerated development of other 

veins in the mine including the Azucarera stockwork body. 

  

At the Santa Eduwiges Mine, development continues on the Mexicana, Carta Blanca, Tascates 

and San Antonio veins, as well as at and near the intersections of the Alphabet Veins and Norte 1 

& 2 veins. 

 

Construction of the new 300 meter deep shaft at Santa Eduwiges has begun, which is expected to 

more than triple production capacity from the mine and provide easier ore haulage. The two-

compartment shaft will operate with two 3-tonne skips and is rated at 1,000 tonnes capacity 

while operating 12 hours per day. The shaft can be deepened to 550 meters and still maintain this 

haulage rate. The shaft is expected to be operational in 16 months, or about the second quarter of 

2016. 

 

The Company drilled a total of 11,390 meters in 2014 in both underground and surface holes. Of 

these, 2,748 meters were drilled from the surface including 2,124 meters at Santa Eduwiges, 417 

meters at Promontorio, 711 meters at La Gloria and 1,071 meters at San Nicolas. An additional 

7,067 meters were drilled from underground including 3,272 meters at Santa Eduwiges, 2,835 

meters at Promontorio and 51 meters at La India. 

 

The objective of the drilling was twofold: first, to increase the certainty of the current resource, 

moving more tonnes and ounces from Inferred to Indicated categories, and second, to test the 

depth extent of several of the veins. 

 

Multiple veins at Promontorio are parallel either to the NE-trending Promontorio Main Vein (A) 

and the Alphabet Veins or to the NW-trending San Nicolas Vein. Several ore shoots occur in 

these veins, which are being developed on Levels 6 and 8, and have been drilled at depth to 

allow for mine planning and resource estimates. 

 

Development of both the Promontorio and Santa Eduwiges mines, on the Cusi Property, 

progressed significantly during 2014 so that substantially more development ore is being 

processed at the Company’s Malpaso plant.  

 

The combination of underground and surface drilling and development work continues to 

delineate mineralized extensions of known veins and is also identifying new veins. 

 

Production during 2014 averaged about 500 tpd and the target throughput of approximately 600 

tpd is expected to be achieved in Q1 2015. 

 

For the twelve months ended December 31, 2014, Cusi processed an aggregate of 155,269 

tonnes of material producing 630,159 oz. of silver, 2.1 million lb of lead and 1,289 oz. of gold. 
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Exploration  

 

Underground drilling led to expansion and upgrading of mineralization at Yauricocha’s Central 

Mine and Cachi Cachi areas. Five mineralized chimneys were discovered within 400 meters of 

the Central Mine head frames. Discovery of these chimneys led to a new structural interpretation 

that indicates a similar area of mineralization may occur southwest of the Central Mine area; 

reconnaissance drilling is planned in 2015. 

 

Underground development has exposed several hundreds of meters of mineralized shoots in 

Cusi’s Promontorio and Santa Eduwiges mines, including: 

 

 435 m cumulative shoot length averaging 354 g/t Ag over 1.66 meter average width on 

Level 6 at the Promontorio Mine. Only El Gallo and San Nicolas shoots are in the current 

resource estimate.  

 102 m drift along an L Vein shoot averaging 380 g/t Ag over 1.55 meter average width 

on Level 8 at the Promontorio Mine. This shoot is also outside the current resource 

estimate.  

 

Financing and Corporate Activities  

 

On July 24, 2014, Sierra announced the appointment of Audra Walsh as Chief Executive Officer 

and President, effective July 28, 2014. Concurrent with Ms. Walsh's appointment, Daniel 

Tellechea retired from his role as Chief Executive Officer and President of the Company. 

 

On August 1, 2014, the Company announced a positive development in the Polo y Ron Minerals 

legal process. A Federal Court in the State of Chihuahua ordered that Sierra is entitled to receive 

proper notice of the adverse resolution previously issued by the State Court of Chihuahua as 

disclosed in the Company's press release on March 16, 2013. This was an important procedural 

step that allows the Company to proceed with its appeal (writ of "amparo") of the State Court's 

previous resolution. The adverse resolution has been temporarily suspended since March 2013, 

which suspension will remain in place pending the writ of amparo. The amparo will be heard in 

Federal Court and will challenge the State Court's ruling. The Federal Court's verdict in the 

amparo will be final and non-appealable. 

 

On September 5, 2014, the Company announced the resignation of Chief Financial Officer, 

Fernando Piccini, who left Sierra to pursue an opportunity with another company. Mr. Piccini’s 

resignation was effective September 5, 2014. Mr. Piccini served as Chief Financial Officer of the 

Company since July 14, 2011. 

 

On October 14, 2014, Sierra announced that Ms. Audra Walsh joined the Company’s Board of 

Directors. Ms. Walsh replaced Mr. Daniel Tellechea on the Board of Directors. 

 

On November 13, 2014, Sierra announced the appointment of Ed Guimaraes as Chief Financial 

Officer, effective November 17, 2014.  
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On January 9, 2014, the Company declared its fourth quarterly cash dividend of C$0.016 per 

common share to the holders of issued and outstanding shares as of the close of business on 

January 21, 2014. On January 31, 2014 the Company paid a dividend for a total of $2,288,000 of 

which $1,201,000 was reinvested in treasury shares of the Company under the DRIP.  

 

On March 26, 2014, the Company declared a dividend of C$0.005 per common share to the 

holders of issued and outstanding shares as of the close of business on April 10, 2014. On April 

30, 2014 the Company paid a dividend for a total of $727,000 of which $372,000 was reinvested 

in treasury shares of the Company under the DRIP. 

 

2015 

 

Peru  

 

On May 12, 2015, Sierra Metals announced an updated NI 43-101 compliant reserve and 

resource estimate on the Yauricocha Property. Gustavson completed the reserve and resource 

estimate and identified the following reserves and resources:  

 

The NI 43-101 report in respect of the foregoing estimate is incorporated by reference into this 

AIF and is available on the SEDAR website at www.sedar.com.  

 

Highlights: 

 

 Total Proven and Probable Mineral Reserves for Yauricocha are 5,377,000 tonnes 

averaging 75.5 g/t silver, 1.41% lead, 0.80% copper, 2.34% zinc and 0.92 g/t gold; down 

from 6,394,000 tonnes at October 1, 2013; 

 Total Measured and Indicated Mineral Resources for Yauricocha, inclusive of the 

Mineral Reserves, are 11,411,000 tonnes averaging 55.4 g/t silver, 0.85% lead, 0.83% 

copper, 1.73% zinc and 0.76 g/t gold; up from 6,139,000 tonnes at October 1, 2013; 

 The 16% reduction in reserve tonnage is due to several factors including the change in 

modelling methodology, the exclusion of 350,000 tonnes from Victoria and Ipillo Mines, 

the application of the current metal price and concentrate sales environments, and the 

elevated depletion of relatively higher grade reserves from the Mascota ore body since 

October 1, 2013; 

 The 86% increase in resource tonnage is predominantly in the Indicated category of 

polymetallic mineralization and is the result of the successful exploration programs that 

have extended ore bodies at depth in the Central Mine area; and 

 The updated silver equivalent grade (“AgEq”) for the Proven and Probable Reserves is 

338.6 g/t.  Although this cannot be directly compared with the previous AgEq estimate of 

360.6 g/t, the reduction is indicative of the change to the current reserves based upon the 

existing metal prices and concentrate sales terms. 

 

The effective date of this resource estimate is December 31, 2014 and was completed by 

Gustavson Associates, LLC.  Thomas Matthews, MMSA QP, Principal Resource Geologist with 

Gustavson, is the Qualified Person responsible for this resource estimate.  Gustavson Associates 

validated the database used for resource estimation, created domain wireframes corresponding to 

http://www.sedar.com/
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the main mineralized zones, interpolated grade into block models within these mineralized 

bodies, and reviewed the mine-mill reconciliation results.  Gustavson considers the resource to 

meet industry standard practices, and to be CIM and NI 43-101 compliant. 

 

For all mineralization types, resources are presented at a cut-off which corresponds to the value 

of recoverable metal of $37 per tonne; this value being the approximate value of direct mining 

and processing costs at Yauricocha.  Metal prices used in this determination were $18.10/oz 

silver, $0.95/lb lead, $3.02/lb copper, $0.91/lb zinc and $1,241/oz gold.  Metal recovery was set 

at historical performance for each mineralization type. 

 

On January 28, 2016 the Company announced the discovery of a new high grade sulfide zone, 

referred to as the “Esperanza” zone, located 400 metres north of the central mine area, along 

strike from current mining activities. The Esperanza zone has returned the thickest sulfide 

intercepts in the 60 year mining history at Yauricocha. 
 

At Yauricocha in 2015, the Company continued to drill for resource expansion in the Central 

Mine Area and Cachi Cachi Mine area (along strike, and at depth to ore zones). To the end of Q4 

2015, the Company has drilled 34 holes totaling 8,208 meters. 
 

At Yauricocha during 2015, the Company completed a total of 30,175.9m of diamond drilling 

including 15,681.1 meters of exploration drilling, 12,019.3 meters of infill drilling and 4,475.6 

meters for dewatering. 

 

During 2015, the total development advance for the Yauricocha Mine was 16,154 m, all using 

conventional jackleg drifting techniques with ground support using steel sets and some 

conventional ground support techniques. 

 

Development advances at Yauricocha during 2015 entailed level and access drifting, crosscuts, 

draw-points and ramp development in areas at the Central Mine Zone, Cachi Cachi, Mascota as 

well as three other areas of the mine. 
 

During 2015, drainage holes were drilled on the 920 level at Yauricocha, including the 

installation of various vibrating wire piezometers. A drainage hole was drilled 283 m on the 920 

level of the Antacaca Sur area of mine and we installed three vibrating wire piezometers at three 

different level locations in the drill hole. 

 

Diamond drilling was performed to help with the water drainage from the 920 level, in order to 

minimize mudflows in the areas being exploited at higher levels within the mine. Drainage 

drilling was done from two locations: 1) Level 920 of the Antacaca Sur orebody, with 1,485 m in 

five holes; and 2) Level 920 of Catas orebody with 978 m in four holes. This drainage drilling 

included the installation of various vibrating wire piezometers. A drainage hole was drilled 283 

m on the 920 level of the Antacaca Sur area of mine and we installed three vibrating wire 

piezometers at three different level locations in the drill hole. 

 

For the twelve months ended December 31, 2015, Yauricocha processed an aggregate of 832,225 

tonnes of material producing 1,791,056 oz. of silver, 5.6 million lb of copper, 39.4 million lb of 

lead, 42.1 million lb of zinc and 5,018 oz. of gold.  
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Mexico 

 

Bolivar 

 

During March 2015, a new 115kw line from the Agua Caliente power substation was connected 

to the Piedras Verdes plant and was operational as the plant was running off of the 33kw line 

from the substation. This will provide the power infrastructure for efficiency improvements, 

lower costs and open the possibility for further expansions at the plant. 

 

Mine development at Bolívar during 2015 totaled 5,717 m. Most of these meters (2,724) were 

developed to prepare stopes for the El Fierro deposit, while 126 m were developed to access the 

1830 stope in the El Fierro deposit.  

 

The El Gallo deposit was developed 625 m to provide access between the El Fierro and El Gallo 

deposits as well as to prepare stopes as well as having 1,532 m of infill drilling performed on the 

orebody. Bolivar Development of 261 m was performed at the Bolivar Northwest and Rosarios 

projects, including 79 m to access the El Gallo and El Fierro deposits. 

 

In 2015 drilling began at the La Sidra exploration project which has a quartz vein with an 

average width of 3 meters with head grades of 300g/t Ag. 2,364 meters of this vein have been 

drilled during the first stage while 2,946 m were drilled in 10 holes during the second stage and a 

third stage of drilling of 2,400 m in 9 holes will be executed during 2016. While 1,934 m were 

drilled at El Gallo Inferior, 1,599 m drilled at Falla Bolivar and 1,811 m drilled at La Lylli. 

 

For the twelve months ended December 31, 2015, Bolivar processed an aggregate of 830,447 

tonnes of material producing 17.6 million lb of copper and 440,401 oz. of silver. 

 

Cusi 

 

During 2015, mine development on the Promontorio and Santa Eduwiges Mines has managed to 

cross the transition zone of oxides-sulphides and enter the zone of sulphides. As is the case in the 

veins of the El Gallo, El Gallo Back, and some veins from Promontorio, have been extended 

from level 6 to level 9 (70 m.), and also level 10.5 (30 m below level 9), with average head 

grades of 190g/t Ag, and 0.50% Pb. We are continuing to explore with diamond drills to confirm 

the continuity of veins at depth. Development of the general ramp has been continued to the 

lower levels in order to reach the "La Azucarera" orebody which has silver head grades of 

approximately 300g/t Ag. 

 

With regards to the Santa Eduwiges Mine, we have arrived 82 meters below level 13 and have 

developing 83 m of the Mónaco vein which had head grades of 177g/t Ag, and 1.2% Pb, 1.8% 

Zn. 

 

Mine development drilling at Cusi during 2015 totaled 6,619 meters, of which 3,297 related to 

the Promontorio Mine and the remaining 3,266 m at the Santa Eduwiges Mine. Exploration 

drilling totaled 28,055 meters of which 4,892 meters were from surface and 23,163 meters within 
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the mine in various different veins. The drill results demonstrate the presence of a district scale 

epithermal system with potential for additional discoveries of high grade silver and poly-metallic 

mineralization. The Company continues to evaluate this system with the focus on higher grade 

zones.    

 

For the twelve months ended December 31, 2015, Cusi processed an aggregate of 155,269 

tonnes of material producing 630,159 oz. of silver, 2.1 million lb of lead and 1,289 oz. of gold. 

 

Exploration  

 

On January 28, 2016 the Company announced the discovery of a new high grade sulfide zone, 

referred to as the “Esperanza” zone, located 400 metres north of the central mine area, along 

strike from current mining activities. The Esperanza zone has returned the thickest sulfide 

intercepts in the 60 year mining history at Yauricocha. 

 

The Esperanza zone has returned the thickest sulfide intercepts in the 60 year mining history at 

Yauricocha. Hole ESP-14 returned a length weighted average of 3.2% Cu, 1.7% Zn, 0.4% Pb, 

1.01 gpt Au, 48.5 gpt Ag over 69.2 metres, hole ESP-15 returned a length weighted average of 

1.8% Cu, 3.2% Zn, 1.4% Pb, 0.32 gpt Au, 61.5 gpt Ag over 70.0 metres and hole ESP-10 

returned a length weighted  average of 1.1% Cu, 4.9% Zn, 2.2% Pb, 0.25 gpt Au, 61.2 gpt Ag 

over 70.6 metres. The mineralization is hosted by a thick sequence of marble and consists of 

sulfide replacement and variably altered copper-magnetite skarn (chalcopyrite, bornite, 

chalcocite +/- native copper) with extensive lead and zinc sulfide replacement.  

 

The area was identified as a high priority target adjacent to and along strike from the current 

underground mining activity. To the end of December 2015, a total of 15 holes (total of 3,922.8 

metres) were drilled through the target area from the 870 and 920 level of the mine (607 metres 

and 657 metres below surface respectively). All holes intersected the zone with the exception of 

ESP-11 which tested the upper limit of the zone. Drilling to date demonstrates the zone has a 

strike length of at least 240 metres, has been successfully tested to a depth of 170 metres below 

the 870 level and is open along strike at depth. The majority of this zone appears to be located 

below the 870 level however additional drilling is required to define the upper limit of the zone. 

There are currently two drills operating on the 870 level that are focused on delineation and 

expansion of the Esperanza zone as it is a priority to fast track this material into the production 

schedule. Underground development has been initiated to support additional drill locations for 

further exploration and delineation of the zone. Assays received to date for all holes are 

summarized as length weighted composite intervals in Table 1, below. 

 

Table 1 

 

Hole From To Meters 
Ag 

(gpt) 
Pb (%) Cu (%) Zn (%) 

Au 
(gpt) 

Zone 

ESP-01 83.2 86.3 3.1 229.2 21.0 0.2 24.2 0.24   

ESP-01 101.2 104.1 2.9 165.4 17.3 0.2 24.8 0.62   

ESP-01 186.0 192.1 6.1 45.4 0.3 0.0 0.9 1.43   

ESP-01 291.5 318.5 27.0 19.7 0.2 1.2 0.3 0.81 Esp 
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ESP-02 205.6 207.3 1.7 78.7 6.5 0.1 11.1 0.44   

ESP-02 304.3 313.3 9.0 42.2 0.3 1.2 1.1 0.67 Esp 

                    

ESP-03 121.7 141.6 19.9 28.5 0.3 0.4 0.6 0.21 Esp 

                    

ESP-04 13.8 46.5 32.7 28.5 4.4 0.3 8.8 0.26   

ESP-04   Incl. 17.8 24.0 6.2 64.4 8.3 0.1 16.5 0.33   

ESP-04   Incl. 31.0 45.0 14.0 28.4 4.7 0.6 9.7 0.36   

ESP-04 61.5 63.9 2.4 100.5 5.2 0.2 11.8 0.24   

ESP-04 185.0 204.2 19.2 26.0 0.4 0.7 1.3 0.24 Esp 

                    

ESP-05 106.2 111.2 5.0 84.4 1.4 0.6 2.5 0.45   

ESP-05 125.0 153.0 28.0 71.7 0.6 3.7 1.4 0.87 Esp 

ESP-05   Incl. 125.0 137.0 12.0 143.7 1.4 4.8 3.0 0.90 Esp 

                     

ESP-06 109.6 151.3 41.7 108.0 0.2 2.0 0.4 0.60 Esp 

ESP-06   Incl. 109.6 114.5 4.9 505.0 0.3 8.9 0.6 1.22 Esp 

ESP-06   Incl. 140.0 145.0 5.0 148.9 0.4 4.1 1.1 0.61 Esp 

                    

ESP-07 59.2 61.0 1.8 292.4 7.4 0.9 19.2 0.34   

ESP-07 116.8 120.7 3.9 60.0 5.0 0.4 14.0 0.11   

ESP-07 136.8 148.0 11.2 4.6 0.1 0.2 1.2 0.09 Esp 

                    

ESP-08 132.0 158.8 26.8 26.8 0.1 1.2 0.3 0.60 Esp 

ESP-08   Incl. 132.0 147.0 15.0 28.0 0.2 1.9 0.4 0.74 Esp 

                    

ESP-09 112.5 154.0 41.5 68.4 4.3 1.5 5.1 0.19 Esp 

ESP-09   Incl. 115.0 133.0 18.0 49.2 9.0 0.2 9.4 0.11 Esp 

                    

ESP-10 71.0 77.8 6.8 82.2 3.6 0.8 13.3 0.16   

ESP-10 92.2 162.8 70.6 61.2 2.2 1.1 4.9 0.25 Esp 

ESP-10   Incl. 92.2 102.0 9.8 84.9 5.4 0.2 12.0 0.10 Esp 

ESP-10   Incl. 113.05 121.0 7.95 168.2 7.7 2.1 14.4 0.41 Esp 

ESP-10   Incl. 129.2 135.0 5.8 97.0 0.2 5.4 0.7 0.52 Esp 

ESP-10   Incl. 156.4 162.8 6.4 75.2 1.4 1.6 4.4 0.54 Esp 

                    

ESP-11 No Significant Values             

                     

ESP-12 146.0 153.8 7.8 47.3 3.9 0.1 6.2 0.19 Esp 
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ESP-13 132.4 140.5 8.1 54.6 0.3 0.0 0.7 0.25 Esp 

                    

ESP-14 53.7 57.0 3.3 438.3 0.6 8.1 2.4 0.26   

ESP-14 125.0 194.2 69.2 48.5 0.4 3.2 1.7 1.01 Esp 

ESP-14   Incl. 125.0 134.0 9.0 85.8 2.6 2.3 10.5 0.39 Esp 

ESP-14   Incl. 152.8 166.0 13.2 45.6 0.0 3.7 0.0 0.43 Esp 

ESP-14   Incl. 171.0 194.2 23.2 73.2 0.0 6.0 0.1 1.89 Esp 

ESP-14  and  
Incl. 171.0 187.7 16.7 89.6 0.1 7.2 0.1 2.39 Esp 

                    

ESP-15 55.65 75.8 20.15 147.8 0.1 5.6 0.1 0.36   

ESP-15   Incl. 56.0 64.0 8.0 156.1 0.1 6.5 0.2 0.46   

ESP-15 131.0 201.0 70.0 61.5 1.4 1.8 3.2 0.32 Esp 

ESP-15   Incl. 138.0 149.1 11.1 96.6 0.7 2.1 2.8 0.47 Esp 

ESP-15   Incl. 153.2 178.5 25.3 115.4 2.4 3.8 5.8 0.57 Esp 

ESP-15   Incl. 198.9 201.0 2.1 91.4 10.0 0.3 17.3 0.51 Esp 

 

Financing and Corporate Activities  

 

On April 13, 2015, Sierra announced the resignation of Audra Walsh as Chief Executive Officer 

and President, effective April 12, 2015. 

 

On April 14, 2015, Sierra announced the appointment of Mark Brennan as Chief Executive 

Officer, as well as joining the Company’s Board of Directors, effective April 13, 2015.  

 

On April 22, 2015, Sierra announced the appointment of Mike McAllister as Director of 

Corporate Development, effective April 22, 2015. The Company also announced the resignation 

of Victoria Vargas as Vice President Investor Relations and Corporate Communications, 

effective April 22, 2015. 

 

On July 27, 2015, Sierra announced the appointment of Matthew Wunder as Vice President 

Exploration, effective July 1, 2015.  

 

On July 28, 2015, Sierra announced the appointment of Gordon Babcock as Chief Operating 

Officer, effective July 13, 2015.  

 

On June 11, 2015, Sierra announced the appointment of Diego Miranda to the Company’s Board 

of Directors, effective June 10, 2015. Also effective June 10, 2015, Guillermo Kaelin resigned 

from the Company’s Board of Directors. 

 

On November 16, 2015, Sierra announced the appointment of Dionisio Romero Paoletti to the 

Company’s Board of Directors, effective November 16, 2015.  
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On August 10, 2015, Sierra announced the successful refinancing of the remaining $48.0 million 

due on the Corona Acquisition Credit Facility (“the facility”) with Banco de Credito del Peru 

(“BCP”) effective August 7, 2015. 

 

The most significant amendments to the facility were as follows: 

 The remaining $48M due on the facility was split into 2 tranches: 

- Tranche 1, in the amount of $24M has quarterly principal repayments of $1.25M 

beginning in November 2016 and ending in August 2020 

- Tranche 2, in the amount of $24M has no quarterly principal repayments and to 

be repaid in full in August 2020 

 One year principal repayment grace period 

 Reduced Interest rate equal to 3.65% plus 3M LIBOR vs previous rate of 4.15% plus 3M 

LIBOR 

 Term of the Facility extended for 5 Years 

 

The cost of this restructuring was $0.36M equal to 0.75% of the restructured loan amount. In the 

event of non-compliance with covenants, the Company may seek accommodation from BCP for 

2016 and 2017 in relation to this facility. 

 

During January 2016, the Company’s Mexican Subsidiary, Dia Bras Mexicana S.A. de C.V 

(“DBM”), received a loan of USD$4.0 million from METAGRI S.A de C.V (“METAGRI”), to 

whom DBM sells all of its lead concentrate. The $4.0 million facility was drawn down on 

February 8, 2016 and bears interest of 5.0% plus 1 year LIBOR. Similar to the previous facility 

with METAGRI from 2014, repayments will take place against deliveries of lead concentrate for 

the period from April 2016 up to and including June 2017. 

 

DESCRIPTION OF THE BUSINESS 

 

General 

 

Summary 

 

Sierra Metals is a Canadian and Peruvian listed mining company focused on the production, 

exploration and development of precious and base metals in Peru and Mexico. The Company’s 

strategic focus is to continue being a profitable low-cost, mid-tier precious and base metals 

producer. The Company plans to continue growing its production base through exploration 

investments within its properties. The Company has high returns on invested capital and strong 

cash flow generation as key priorities.  

 

The Company has mining properties at several stages of development and manages its business 

on the basis of the geographical location of its mining projects. The Peruvian Operation (Peru) 

includes the Yauricocha Mine, its near-mine concessions, and the Peruvian exploration and early 

stage properties. The Mexican Operation (Mexico) includes the Bolivar and Cusi mines both 

located in the Chihuahua State, Mexico, its near-mine concessions and the Mexican exploration 

and early stage properties.  
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Sierra Metals is fully committed to disciplined and responsible growth and has Safety and Health 

and Environmental Policies in place to support this commitment. The Company’s corporate 

responsibility objectives are to prevent pollution, minimize the impact operations may cause to 

the environment and practice progressive rehabilitation of areas impacted by its activities. The 

Company aims to operate in a socially responsible and sustainable manner, and to follow 

international guidelines in Mexico and Peru. The Company plans to focus on social programs 

with the local communities in Mexico and Peru on an ongoing basis. 

 

The Company produces lead, copper and zinc concentrates from its polymetallic circuit; copper 

and lead oxide concentrates from the lead oxide circuit at its Yauricocha Mine in Peru; copper 

concentrates at its Bolivar Mine in Mexico; and a silver-lead concentrate at its Cusi Mine in 

Mexico. These concentrates are sold to international metal traders who in turn sell and deliver 

these products to different clients around the world. 

 

The breakdown of revenue from metals payable by product for 2013, 2014 and 2015 is as 

follows:  

 

By Revenue (%) 2013  2014
 

2015 

Silver 33% 27% 27% 

Copper 27% 30% 34% 

Lead 16% 19% 19% 

Zinc 19% 19% 16% 

Gold 5% 5% 4% 

 

Peru – Yauricocha Mine 

 

Mining at Yauricocha is completed by various extraction methods, principally sublevel caving 

and overhand cut and fill stoping. Ore is transported via underground rail to the on-site Chumpe 

mill for processing. The Chumpe mill processes ores produced by Yauricocha using crushing, 

grinding and flotation. Three types of ore are processed: polymetallic, copper and lead oxide. 

These ore types are processed in two separate milling circuits; the polymetallic circuit treats 

polymetallic and copper ores and the lead oxide circuit treats the lead oxide ores.  

 

Mexico – Bolivar Mine 

 

At the Bolivar Mine, mining is done by room-and-pillar and sublevel stoping methods. Extracted 

ore is trucked 5 kilometers to the Company’s Piedras Verdes mill, which is a conventional 

flotation processing plant. 

 

Mexico – Cusi Mine 

 

Mining at the Company’s Cusi Mine is completed by cut and fill method.  Mined development 

rock is trucked 37 km via flat, paved roads to the Company’s Malpaso mill, which is a 

conventional flotation processing plant.  The plant has two circuits: 1) the Triunfo circuit rated at 
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500-600 tpd depending on the work index of the rock being processed; and 2) the Malpaso 

circuit rated at 250-350 tpd, again depending on the work index. 

 

Exploration Properties 

 

Of the several exploration properties in Mexico held by the Company, two have had work done 

by the Company and are considered properties of merit: Bacerac and Batopilas. The others, such 

as Arechuyvo and Maguarchic, have not had work performed on them because they are 

considered to be of lower priority for allocation of resources such as personnel and funds. 

 

Bacerac 

 

The Bacerac project area contains Tertiary volcanic rocks consisting of rhyolitic and andesitic 

flows and breccias that overlie probable Cretaceous sedimentary rocks; both units locally exhibit 

strong alteration. A large area of alteration and mineralization surrounds the San Patricio mine 

and provides a large exploration target. Mineralization is commonly associated with strongly 

silicified rhyolitic rocks near the base of the unit at or near the contact with underlying 

sedimentary rocks. Veins are locally important. There are multiple small mines and prospects in 

the region.  

 

Initial field evaluation and review indicated that the southern part of the property, called the San 

Patricio, merited further work. This work included geologic mapping, rock chip sampling, 

trenching and some core drilling.  Mineralization is hosted by shallowly-dipping quartz breccias.  

 Sampling crews collected channel samples in eight trenches north of the old San Patricio mine 

with encouraging results. Trench 4 cut a zone 50.0 m wide that averages 113.27 g/t Ag plus 

0.343 g/t Au, while Trench 5 cut a zone 39.6 m wide that averages 71.99 g/t Ag plus 0.085 g/t 

Au. These trenches cross what appears to be the main flexure zone of a sigmoidal structure, 

which would have been a prominent opening zone for the passage of mineralizing fluids. 

 

Results support the possible presence of a moderate-sized, open-pitable, silver-gold deposit 

containing over 100 million ounces of silver and 100,000 ounces of gold. 

 

The next phase in exploration of this target is to conduct 3,000 to 4,000 meters of reverse-

circulation (RC) drilling, which would cost approximately $250,000 to $350,000 and could be 

completed in 5 to 6 months.  If successful, this work would be followed by detailed in-fill 

drilling, resource evaluation and mine planning.   

 

Batopilas 

 

This property was acquired as part of the EXMIN transaction in 2009 and contains three areas of 

interest: (1) La Verde, (2) Corralitos, and (3) Satevo.  

 

The La Verde target area of the Batopilas property has been identified by the Company’s early 

stage exploration efforts, which included regional geologic mapping and stream-sediment 

sampling.  This work identified an 8 km
2
 area where significant native gold is being eroded to 
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streams draining the area.  The target here is an open-pitable gold deposit containing 2 to 3 

million ounces of gold. 

 

The next phase of work would include detailed stream-sediment sampling, detailed geologic 

mapping and rock-chip sampling. 

The Corralitos target area was identified by the Company’s geologic mapping and soil sampling, 

which identified a broad area of copper-molybdenum anomalies.  Follow-up diamond drilling 

done by the Company encountered highly-anomalous copper and molybdenum contents in 

bedrock.  Two parallel faults were mapped, both trending NNE.  The northwestern fault controls 

copper mineralization and the southeastern fault controls molybdenum mineralization in 

stockwork veining.  The targets here are fault-controlled deposits that have an inferred surface 

expression of at least 1,000 meters long and up to 100 meters wide. 

 

Specialized Skill and Knowledge 

 

Most aspects of the Company’s business require specialized skills and knowledge. Such skills 

and knowledge include the areas of geology, mining, metallurgy, engineering, environment 

issues, permitting, social issues, and accounting. 

 

Environmental Protection 

 

The Company is currently in compliance with all material environmental regulations applicable 

to its exploration, development, construction and operating activities. The financial and 

operational effects of environmental protection requirements on capital expenditures, earnings 

and expenditures during the fiscal year ended December 31, 2015 were not material.  

 

Employees 

 

The Company and its subsidiaries have 269 employees in Peru, 748 employees in Mexico, and 9 

employees in Canada. 

 

Foreign Operations 

 

The Company’s material resource properties are located in Peru and Mexico, each of which has a 

stable government and sound macro-economic policies.  

 

Social or Environmental Policies 

 

The Company has built strong relationships with the communities in which it operates and is 

committed to complying in all material respects with all environmental laws and regulations 

applicable to its activities.  

 

Risk Factors  

 

The risks and uncertainties described below as well as the other information contained in this 

AIF should be carefully considered. These risks and uncertainties are not the only ones facing the 
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Company. Additional risks and uncertainties not presently known to the Company or that the 

Company currently considers immaterial may also impair its business operations. If any of these 

events actually occur, Sierra’s business, prospects, financial condition, cash flows and operating 

results could be materially harmed. 

 

Exploration, development and mining risk 

 

Sierra’s operations are subject to all the hazards and risks normally encountered in the 

exploration, development and production of base or precious metals, including, without 

limitation, unusual and unexpected geologic formations, seismic activity, rock bursts, pit-wall 

failures, cave-ins, flooding, mudrushes and other conditions involved in the drilling, mining and 

removal of material, any of which could result in damage to, or destruction of, mines and other 

producing facilities, damage to life or property, environmental damage and legal 

liability.  Milling operations are also subject to various hazards, including, without limitation, 

equipment failure and failure of retaining dams around tailings disposal areas, which may result 

in environmental pollution and legal liability.  

 

Loan repayment risk 

 

The Company’s ability to repay its outstanding borrowings depends on its future cash flows, 

profitability, results of operations and financial condition. The Company has prepared budgets 

based on estimates of commodity prices, future production, operating costs and capital costs, 

however the Company cannot assure that such revenues, production plans, costs or other 

estimates will be achieved. Actual revenues and production costs may vary from the estimates 

depending on a variety of factors, many of which are not within the Company’s control. These 

factors include, but are not limited to: commodity price fluctuations; actual ore mined varying 

from estimates of grade, tonnage, dilution, and metallurgical and other characteristics; mine 

failures, slope failures or equipment failures; industrial accidents; natural phenomena such as 

inclement weather conditions, floods, droughts, rock slides and earthquakes; encountering 

unusual or unexpected geological conditions; changes in power costs and potential power 

shortages; exchange rate and commodity price fluctuations; shortages of principal supplies 

needed for operations, including explosives, fuels, chemical reagents, water, equipment parts and 

lubricants; labour shortages or strikes; high rates of inflation; civil disobedience and protests; and 

restrictions (including change to the taxation regime) or regulations imposed by governmental or 

regulatory authorities or other changes in the regulatory environments. Failure to achieve 

revenue, production or cost estimates or material increases in costs or material decreases in 

commodity prices could have a material adverse impact on the Company's future cash flows, 

profitability, results of operations and financial condition. 

 

An event of default under the Company’s outstanding loan facilities may significantly reduce our 

liquidity and adversely affect our business. 

 

Under the current loan facilities with the Banco de Credito de Peru (“BCP”) that have been 

entered into by Dia Bras Peru and Corona, the Company’s subsidiaries in Peru have agreed to 

certain terms and covenants, including but not limited to make payments of interest and principal 

when due, maintain an equity balance in Corona of $30 million or higher, maintaining a Debt 
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Service Coverage ratio higher than 1.1x, and maintaining a Net Financial Debt/EBITDA ratio 

lower than 2.0x. As at December 31, 2015 Corona is in compliance with all the financial 

covenants. 

 

On August 7, 2015, Dia Bras Peru signed an amended agreement with BCP for the then 

outstanding debt balance of $48M. The most significant amendments to the agreement were: 

 

 The remaining $48M due on the facility was split into 2 tranches 

 Tranche 1, in the amount of $24M has quarterly principal repayments of $1.25M 

beginning in November 2016 and ending in August 2020 

 Tranche 2, in the amount of $24M has no quarterly principal repayments and to be 

repaid in full in August 2020 

 One year principal repayment grace period 

 Reduced Interest rate equal to 3.65% plus 3M LIBOR vs previous rate of 4.15% plus 

3M LIBOR 

 Term of the Facility extended for 5 Years 

 

In order to fund its short term working capital needs, Corona repaid and drew down the 

following notes payable with Scotiabank Peru: 

 

 A revolving credit facility from Scotiabank Peru for $6M bearing an annual interest 

rate of 1.90% matured and was repaid in full on May 4, 2015. 

 A revolving credit facility from Scotiabank Peru for $5M bearing an annual interest 

rate of 1.90% matured and was repaid in full on May 4, 2015. 

 On May 4, 2015 a new $15M revolving credit facility with Scotiabank was obtained 

which replaced the $5M and $10M credit facilities that were previously in place. 

$11M was drawn to repay the $5M and $6M that were outstanding on the previous 

facilities. The new credit facility bears an interest rate of three month LIBOR plus 

1.1%. 

 

During January 2016, the Company’s Mexican Subsidiary, Dia Bras Mexicana S.A. de C.V 

(“DBM”), received a loan of $4.0 million from METAGRI S.A de C.V (“METAGRI”), to whom 

DBM sells all of its lead concentrate. The $4.0 million facility was drawn down on February 8, 

2016 and bears interest of 5.0% plus 1 year LIBOR. Similar to the previous facility with 

METAGRI from 2014, repayments will take place against deliveries of lead concentrate for the 

period from April 2016 up to and including June 2017. 

 

If there is any event of default under these loan facilities, the principal amount of such loans, 

plus accrued and unpaid interest, if any, may be declared immediately due and payable. If such 

an event occurs, this would place additional strain on our cash resources, which could inhibit our 

ability to further our operating activities. 
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Title risk 

 

Although the Company believes that it has exercised commercially reasonable due diligence with 

respect to determining title to properties that it owns or controls, there is no guarantee that title to 

such properties will not be challenged or impugned.  The Company’s properties may be subject 

to prior unrecorded agreements or transfers or native land claims and title may be affected by 

undetected defects.  There may be valid challenges to the title of the Company’s properties 

which could impair development and/or operations of the Company.   

Permit risk 

 

In the ordinary course of business, the Company will be required to obtain and renew 

governmental permits and licenses for the operation and expansion of existing operations or for 

the commencement of new operations. Obtaining or renewing the necessary governmental 

permits is a complex and time-consuming process. The duration and success of the Company’s 

efforts to obtain and renew permits and licenses are contingent upon many variables not within 

its control including the interpretation of applicable requirements implemented by the permitting 

or licensing authority. The Company may not be able to obtain or renew permits and licenses 

that are necessary to continue its operations or the cost to obtain or renew permits and licenses 

may exceed what the Company expects. Any unexpected delays or costs associated with the 

permitting and licensing process could delay the development or impede operations, which may 

adversely affect the Company’s revenues and future growth. 

 

Estimates of mineralized materials are subject to geologic uncertainty and inherent sample 

variability 

 

Although the Company's estimated resources have been delineated with appropriately spaced 

drilling and sampling, both underground and surface, there is inherent variability between 

duplicate samples taken adjacent to each other and between sampling points that cannot be 

reasonably eliminated.  There also may be unknown geologic details that have not been 

identified or correctly appreciated at the current level of delineation.  This results in uncertainties 

that cannot be reasonably eliminated from the estimation process.  Some of the resulting 

variances can have a positive effect and others can have a negative effect on mining and 

processing operations.  Acceptance of these uncertainties is part of any mining operation. 

 

Estimates of mineralized material constitute forward-looking information, which are inherently 

subject to variability.  Although resource estimates require a high degree of assurance in the 

underlying data when the estimates are made, unforeseen events and uncontrollable factors can 

have significant adverse or positive impacts on the estimates.  Actual results will inherently 

differ from estimates.  The unforeseen events and uncontrollable factors include: geologic 

uncertainties including inherent sample variability, metal price fluctuations, variations in mining 

and processing parameters, and adverse changes in environmental or mining laws and 

regulations.  The timing and effects of variances from estimated values cannot be accurately 

predicted. 
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Mineral resources 

 

Although the Company’s reported mineral resources have been prepared by qualified persons, 

these amounts are estimates only by independent geologists, and the Company cannot be certain 

that any specified level of recovery of mineral will in fact be realized or that any identified 

mineral deposit will ever qualify as a commercially mineable (or viable) ore body that can be 

economically exploited.  Mineralized materials, which are not mineral reserves, do not have 

demonstrated economic viability.  Any material change in the quantity of mineralization, grade 

or stripping ratio, or the metal price may affect the economic viability of the Company’s 

properties.  In addition, the Company cannot be certain that metal recoveries in small-scale 

laboratory tests will be duplicated in larger scale tests under on-site conditions or during 

production. 

Until an un-mined deposit is actually mined and processed, the quantity of mineral resources and 

reserves and grades must be considered as estimates only.  In addition, the economic value of 

mineral reserves and mineral resources may vary depending on, among other things, metal 

prices.   

 

Government regulation may adversely affect Sierra’s business and planned operations 

 

The Company believes that it is materially compliant with existing environmental and mining 

laws and regulations and that its proposed exploration, development and production programs 

will also meet those standards. Sierra’s mineral exploration, development and production 

activities are subject to various laws governing prospecting, mining, development, production, 

taxes, labour standards and occupational health, mine safety, toxic substances, land use, water 

use, land claims of local people and other matters.  The Company can provide no assurance that 

new rules and regulations will not be enacted or that existing rules and regulations will not be 

applied in a manner which could limit or curtail Sierra’s exploration, production or development 

activities. Amendments to current laws and regulations governing operations and activities of 

exploration, development mining and milling or more stringent implementation thereof could 

have a material adverse impact on the Company’s business and financial condition and cause 

increases in exploration expenses, capital expenditures or production costs or reduction in levels 

of production or require abandonment or delays in development of new mining properties. 

 

Government approvals and permits are currently, and may in the future be, required in 

connection with Sierra’s operations.  There can be no assurance that the Company will be able to 

obtain these permits in a timely manner. 

 

Environmental risk 

 

All phases of the Company’s operations will be subject to federal, state and local environmental 

regulation. These regulations mandate, among other things, the maintenance of air and water 

quality standards and land reclamation.  They also set forth limitations on the generation, 

transportation, storage and disposal of solid and hazardous waste.  Environmental legislation is 

evolving in a manner which will require stricter standards and enforcement, increased fines and 

penalties for non-compliance, more stringent environmental assessments of proposed projects 

and a heightened degree of responsibility for companies and their officers, directors and 
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employees.  The Company cannot be certain that future changes in environmental regulation, if 

any, will not adversely affect Sierra’s operations.  Environmental hazards may exist on 

properties held by the Company that are unknown to it and that have been caused by previous or 

existing owners or operators of the Company’s properties. 

 

Failure to comply with applicable laws, regulations and permitting requirements may result in 

enforcement actions thereunder, including orders issued by regulatory or judicial authorities 

causing operations to cease or be curtailed, and may include corrective measures requiring 

capital expenditures, installation of additional equipment, or remedial actions.  Parties engaged 

in mining operations or in the exploration or development of mineral properties may be required 

to compensate those suffering loss or damage by reason of the mining activities and may have 

civil or criminal fines or penalties imposed for violations of applicable laws or regulations. 

 

Risks relating to mineral agreements 

 

In the countries in which the Company’s projects are located, it may not be economically 

feasible to develop a commercial mine unless special tax or other fiscal and regulatory 

concessions are obtained from the applicable government and regulatory authorities. Such 

concessions are typically sought in a mineral agreement. A mineral agreement thus serves to 

establish the legal and financial framework pursuant to which mining will take place in countries 

where such framework might be otherwise unclear, uncertain or not commercially viable. There 

can be no assurance, however, that the Company will be able to execute or enforce satisfactory 

mineral agreements or obtain satisfactory political risk insurance on commercially reasonable 

terms for any or all of its properties. Consequently, the Company may have to abandon or 

relinquish otherwise valuable mineral rights if it determines that it will not be able to profitably 

exploit any discovery under existing laws and regulations. 

 

Litigation risk 

 

All industries, including the mining industry, are subject to legal claims, with and without 

merit.  Although the Company is not currently aware of any threatened or pending legal 

proceedings other than as disclosed in this AIF, there is no guarantee that the Company will not 

become subject to additional proceedings in the future.  There can be no guarantee of the 

outcome of any such claim.  In addition, defense and settlement costs for any legal proceeding 

can be substantial, even with respect to claims that have no merit.  Due to the inherent 

uncertainty of the litigation process, there can be no assurance that the resolution of any 

particular legal proceeding will not have a material effect on the Company’s financial position or 

results of operations. 

 

Insurance risk 

 

The Company’s insurance will not cover all the potential risks associated with a mining 

company’s operations. The Company may also be unable to maintain insurance to cover these 

risks at economically feasible premiums.  Insurance coverage may not continue to be available or 

may not be adequate to cover any resulting liability.  Moreover, the Company expects that 

insurance against risks such as environmental pollution or other hazards as a result of exploration 



  

 

 

32 

and production may be prohibitively expensive to obtain for a company of Sierra’s size and 

financial means.  The Company might also become subject to liability for pollution or other 

hazards which may not be insured against or which the Company may elect not to insure against 

because of premium costs or other reasons.  Losses from these events may cause the Company to 

incur significant costs that could have a material adverse effect upon the Company’s financial 

condition and results of operations. 

 

Competitive risk 

 

The mining industry is competitive in all of its phases.  The Company faces strong competition 

from other mining companies in connection with the acquisition of properties producing, or 

capable of producing, base and precious metals.  Many of these companies have greater financial 

resources, operational experience and technical capabilities than the Company does.  As a result 

of this competition, the Company may be unable to maintain or acquire attractive mining 

properties on terms acceptable to the Company or at all.  Consequently, the Company’s 

revenues, operations and financial condition could be materially adversely affected. 

 

Sierra’s common shares may experience price volatility 

 

Securities of mineral resource and mining companies have experienced substantial volatility in 

the past, often based on factors unrelated to the financial performance or prospects of the 

companies involved.  These factors include macroeconomic developments in North America and 

globally, as well as market perceptions of the attractiveness of particular industries.  The price of 

the Company’s common shares is also likely to be significantly affected by short-term changes in 

commodity prices and currency exchange fluctuation.  As a result of any of these factors, the 

market price of the Company’s common shares at any given point in time may not accurately 

reflect the long-term value of the Company.  Securities class-action litigation often has been 

brought against companies following periods of volatility in the market price of their 

securities.  The Company may in the future be the target of similar litigation.  Securities 

litigation could result in substantial costs and damages and divert management’s attention and 

resources. 

 

Global financial risk 

 

Financial markets globally have been subject to increased volatility.  Access to financing has 

been negatively impacted by liquidity crises throughout the world.  These factors may impact the 

Company’s ability to obtain loans and other credit facilities in the future and, if obtained, on 

terms favorable to Sierra.  The levels of volatility and market turmoil are on the rise, and the 

Company may not be able to secure appropriate debt or equity financing, any of which could 

affect the trading price of the Company’s securities in an adverse manner. 

 

Sierra’s directors and officers may have conflicts of interest 

 

Certain of the Company’s directors and officers serve, or may serve in the future, as officers and 

directors for other companies engaged in natural resource exploration, development and/or 
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production.  Consequently, there is a possibility that the Company’s directors and/or officers 

may be in a position of conflict in the future.  

 

There is no assurance that an active trading market in Sierra’s common shares will be sustained 

 

Sierra’s common shares are listed on the Toronto Stock Exchange (“TSX”).  There can be no 

assurance that an active market for the Company’s common shares will be sustained.  

 

Sierra’s outstanding common shares could be subject to dilution 

 

The exercise of stock options and restricted share units issued by the Company and the issuance 

of other additional equity securities in the future could result in dilution in the value of the 

Company’s common shares and the voting power represented by such shares.  Furthermore, to 

the extent holders of the Company’s stock options or other securities exercise their securities and 

then sell the common shares they receive, the Company’s share price may decrease due to the 

additional number of the Company’s common shares available in the market. 

 

Currency Risk 

 

Currency risk is the risk that the fair values or future cash flows will fluctuate because of 

changes in foreign exchange rates. The Company and its subsidiaries’ financial instruments are 

exposed to currency risk where those instruments are denominated in currencies that are not the 

same as their functional currency; exchange gains and losses in these situations impact net 

income or loss. The Company’s sales of silver, copper, lead and zinc are denominated in United 

States dollars and the Company’s costs are incurred in Canadian dollars, United States dollars, 

Mexican pesos and Peruvian Nuevo Soles. The United States dollar is the functional currency of 

the Peruvian entities and effective January 1, 2013 it was also the functional currency for the 

Mexican entities. The Canadian dollar is the functional currency of all other entities. The 

Company also holds cash and cash equivalents, trade and other receivables, accounts payable 

that are subject to currency risk. As a result, the Company’s financial performance may be 

significantly impacted by changes in foreign exchange rates. 

 

Commodity price risk 

 

Commodity price risk is the risk that the fair value or future cash flows will fluctuate because of 

changes in commodity market prices.  The value and price of the Company’s securities, its 

financial results, and its exploration, development and mining activities may be significantly 

adversely affected by declines in the price of precious and base metals.  Such prices may 

fluctuate widely and are affected by numerous factors beyond the Company’s control such as 

interest rates, exchange rates, inflation or deflation, fluctuation in the value of the U.S. dollar and 

foreign currencies, global and regional supply and demand, and the political and economic 

conditions of precious and base metal producing countries throughout the world.  These prices 

may fluctuate in response to many factors beyond anyone’s ability to predict.  The prices used in 

making the resource estimates are disclosed and differ from daily prices quoted in the news 

media.  The percentage change in the price of a metal cannot be directly related to the estimated 

resource quantities, which are affected by a number of additional factors.   
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Mineralized material calculations and life-of-mine plans using significantly lower precious and 

base metal prices could result in material write-downs of the Company’s investments in mining 

properties and increased amortization, reclamation and closure charges. 

 

In addition to adversely affecting the Company’s mineralized material estimates and its financial 

condition, declining metal prices can impact operations by requiring a reassessment of the 

commercial feasibility of a particular project.  Such a reassessment may be the result of a 

management decision related to a particular project.  Even if the project is ultimately determined 

to be economically viable, the need to conduct such a reassessment may cause substantial delays 

in development or may interrupt operations, if any, until the reassessment can be completed. 

 

Risks relating to cyclical business 

 

The Company's financial performance is dependent on many external factors. The Company 

expects that any revenues it may earn from its operations in the future will be from the sale of 

metals and minerals. Both prices and markets for metals and minerals are cyclical, difficult to 

predict, volatile, subject to government price fixing and controls and respond to changes in 

domestic and international political, social and economic environments. In addition, the 

availability and cost of funds for exploration, development and production costs are difficult to 

predict. These changes and events could materially affect the financial performance of the 

Company.    

 

Liquidity risk 

 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as 

they fall due. The Company has in place a planning, budgeting and forecasting process to help 

determine the funds required to support the Company’s normal operating requirements on an 

ongoing basis and its expansion and development plans. The Company’s budgets and forecasts 

are based on estimates of commodity prices, future production, operating costs and capital costs. 

The Company cannot assure that such revenues, production plans, costs or other estimates will 

be achieved. Actual revenues and production costs may vary from the estimates depending on a 

variety of factors, many of which are not within the Company’s control. Failure to achieve 

revenue, production or cost estimates or material increases in costs or material decreases in 

commodity prices could have a material adverse impact on the Company's ability to meet its 

financial obligations as they come due. 

 

The Company ensures that it has sufficient committed credit facilities to meet its short-term 

operating needs. There can be no guarantee that the Company will be successful in in obtaining 

these credit facilities on acceptable terms, or at all. If additional financing is not available, the 

Company may have to postpone its capital expenditures and exploration programs, which could 

materially impact the long term financial performance of the Company.  
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Credit risk 

 

Credit risk is the risk that the counterparty to a financial instrument might fail to discharge its 

obligations under the terms of a financial contract. Credit risk is primarily associated with trade 

receivables; however, it also arises on cash and cash equivalents, other receivables and financial 

assets. 

 

The Company is subject to credit risk through its significant Mexican value-added-tax (“VAT”) 

receivable that is collectible from the government of Mexico. The VAT receivable balance as at 

December 31, 2015 is $5.9 million (December 31, 2015 - $12.5 million). During 2014, the 

Company commenced the process to request the refund of the VAT receivable relating to 2012 

and 2013 and has successfully received refunds of $7.5 million for some of the monthly claims 

submitted over the past two years. The Company expects to collect or offset the VAT balance 

against 2016 VAT payables. 

 

MATERIAL MINERAL PROPERTIES 

 

The Company has three material projects described below.  

 

Yauricocha Mine, Peru 

 

The Company owns 81.84% of Corona, which in turn owns 100% of the Yauricocha Mine.  

 

The following is a summary of the report (the “Yauricocha Technical Report”) entitled “NI 43-

101 Technical Report on the Yauricocha Mine” dated May 11, 2015 and prepared by Donald E. 

Hulse (P.E., SME-RM), Thomas C. Matthews (MMSA-QP), and Deepak Malhotra (PhD, SME-

RM) of Gustavson Associates, LLC. The full text of the Yauricocha Technical Report is 

available for viewing on SEDAR at www.sedar.com and is incorporated by reference in this AIF. 

Defined terms and abbreviations used herein and not otherwise defined shall have the meanings 

ascribed to such terms in the Yauricocha Technical Report.  

 

Gustavson was commissioned by Sierra Metals (previously known as Dia Bras Exploration Inc.) 

to prepare a National Instrument 43-101 (“NI 43-101”) Technical Report to report the 

advancement of the Yauricocha Mine (or, in this section, the “Mine”), which is located in the 

eastern part of the Department of Lima, Peru. The purpose of the report was to present the 

mineral resource and reserve estimates, and economic evaluation for the Mine. 

 

The Mine has been in continuous commercial production since 1948, first under the direction of 

Cerro de Pasco.  In 2002, the Yauricocha unit was privatized and purchased by Corona who 

operated the Mine until mid-2011 when it was purchased by Dia Bras Exploration Inc. (now 

Sierra Metals).   

 

The Yauricocha Technical Report was prepared to comply with public reporting obligations 

according to and in compliance with NI 43-101 Standards of Disclosure for Mineral Projects, 

and Definition Standards for Mineral Resources and Mineral Reserves according to the Canadian 

http://www.sedar.com/
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Institute of Mining, Metallurgy and Petroleum (CIM). The interpretations and conclusions in the 

report are based on technical data available prior to the effective date of December 31, 2014. 

 

Most of the stratigraphy, structure, magmatism, volcanism and mineralization in Peru are 

spatially- and genetically-related to the tectonic evolution of the Andean Cordillera that is 

situated along a major convergent subduction zone where a segment of the oceanic crust, the 

Nazca Plate, slips beneath the overriding South American continental plate.  The Western 

Andean Cordillera is recognized for its world-class base- and precious-metal deposits, many of 

which have been intermittently mined since Incan time.  Most of the metal deposits in Peru are 

spatially and genetically associated with metal-rich hydrothermal fluids generated along 

magmatic belts that were emplaced along convergent plate tectonic lineaments.   

 

Mineralization at the Yauricocha Mine is represented by variably oxidized portions of a 

multiple-phase polymetallic system with at least two stages of mineralization, demonstrated by 

sulfide veins cutting brecciated bodies.  Mineralized bodies and quartz-sulfide veins appear to be 

intimately related and form a very important structural-mineralogical assemblage in the 

Yauricocha mineral deposit. Corona has developed local classifications describing milling and 

metallurgical characteristics of mineralization at Yauricocha: polymetallic, oxide, and copper.   

 

In plain view, these deposits are lenses with major axes parallel to the general strike of the strata 

(NW-SE) that dip steeply to the NE or are approximately vertical.  Their vertical dimensions are 

almost always much greater than their horizontal.  The Company has drilled the Catas orebody, 

for example, to 1200 meters below the surface, or 500 meters below the current working level 

(920).  The orebodies are 10 to 40 meters wide and tend to be spindle-shaped at depth.  The 

bodies are emplaced in the Jumasha limestone and form groupings within the limestone as well 

as along the contact with the Celendín lutites and in contact with intrusive masses. 

 

The Yauricocha Mine is located in the Alis district, Yauyos province, department of Lima.  The 

active mining area within the mineral concessions is located at coordinates 421,500 m east by 

8,638,300 m north on UTM Zone 18L on the South American 1969 Datum, or latitude and 

longitude of 12.3105⁰ S and 75.7219⁰ W. 

 

The Accumulation Yauricocha includes the mineral rights on 19,204.5715 Ha. Dia Bras 

purchased 82% of Corona in May 2011. On December 5, 2012, Dia Bras Exploration changed its 

name to Sierra Metals Inc. According to information provided by Sierra Metals, the mineral 

concessions are not subject to an expiration date.  This mineral concession is in good standing.   

 

As part of the mineral concessions transfer with Empresa Minera del Centro del Peru in 2002, 

Corona acquired approximately 677 hectares of land and associated surface rights.  A portion of 

the San Lorenzo Alis community is located within the 677 hectares.  In 2007, Corona extended 

this agreement with the San Lorenzo Alis community.  

 

The Yauricocha mining district contains multiple polymetallic deposits represented by skarn and 

replacement bodies and intrusion-hosted veins related to Miocene-era magmatism.  

Mineralization is strongly structurally-controlled with the dominant features being the 

Yauricocha Fault and the contact between the Jumasha limestones and the Celendín Formation. 
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Exploration for extensions of these bodies and other nearby satellites has continued to replace 

mined reserves on an annual basis since Corona has been operating the mine.  107 and 58 

diamond core holes were completed in 2012 and 2013 respectively totaling over 21.3 and 11.7 

thousand meters.  During 2014, 29,160.6 m were drilled at Yauricocha. 

 

Exploration in other areas of the Yauricocha property has recently been conducted. Areas include 

Yauricocha Sur, San Juan & San Antonio, Exito NE, Kilkaska, Ipillo, Falla Yauricocha, Cerros 

Uchcapri, Leonpitacana, Carhuanisho, Yauricocha Este, Yauricocha Oeste and Tintircullpa 

Yauricocha. 

 

Mineral Resource Estimate  
 

The effective date of this resource estimate is December 31, 2014 and was completed by 

Gustavson Associates, LLC.  Thomas Matthews, MMSA QP, Principal Resource Geologist with 

Gustavson, is the Qualified Person responsible for this resource estimate.  Gustavson Associates 

validated the database used for resource estimation, created domain wireframes corresponding to 

the main mineralized zones, interpolated grade into block models within these mineralized 

bodies, and reviewed the mine-mill reconciliation results.  Gustavson considers the resource to 

meet industry standard practices, and to be CIM and NI 43-101 compliant. 

 

For all mineralization types, resources are presented at a cut-off which corresponds to the value 

of recoverable metal of $37 per tonne; this value being the approximate value of direct mining 

and processing costs at Yauricocha.  Metal prices used in this determination were $18.10/oz 

silver, $0.95/lb lead, $3.02/lb copper, $0.91/lb zinc and $1,241/oz gold. Metal recovery was set 

at historical performance for each mineralization type. 

 

 

Measured Resources 

  

Grades Contained Metal 

 Mineralizatio
n Type 

Tonnes (t) 
AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt) 

Ag koz Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 1,675,000 330.9 62.2 1.02 0.73 2.77 0.81 3,350 17,037 12,211 46,347 43,550 

Copper 10,000 567.5 102.6 0.70 3.50 1.61 0.73 31 67 334 154 224 

Copper 
Oxides 

16,000 614.5 108.6 2.40 4.99 5.00 0.48 56 385 800 802 247 

Oxides 67,000 962.7 344.1 10.43 0.67 2.69 2.37 745 7,020 453 1,808 5,135 

Mina Ipillo 
(Polymetallic) 

-  - -  -  -  -  -  -  -  -  -  -  

Total 1,767,000 359.0 73.6 1.39 0.78 2.78 0.87 4,182 24,509 13,798 49,110 49,156 
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Indicated Resources 

  

Grades Contained Metal 

 Mineralizatio
n Type 

Tonnes (t) 
AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt) 

Ag koz Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 9,056,000 222.1 36.0 0.31 0.82 1.46 0.69 10,489 
28,24

6 
74,24

8 
132,26

8 
200,236 

Copper 8,000 571.0 118.3 0.83 3.40 1.80 0.83 30 66 272 144 214 

Copper 
Oxides 

26,000 1,368.7 693.4 8.39 5.53 1.36 0.26 584 2,199 1,449 356 219 

Oxides 553,000 731.6 283.9 7.62 0.87 2.76 1.67 5,050 
42,16

4 
4,828 15,272 29,639 

Mina Ipillo 
(Polymetallic) 

168,900 662.2 140.8 1.33 1.32 6.34 1.30 765 2,246 2,229 10,708 7,059 

Total 9,812,000 261.7 53.6 0.75 0.84 1.54 0.74 16,153 
74,92

2 
83,02

7 
158,75

0 
230,308 

 

Measured and Indicated Resources 

  

Grades Contained Metal 

 Mineralizatio
n Type 

Tonnes (t) 
AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt) 

Ag 
koz 

Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 10,731,000 239.1 40.1 0.42 0.81 1.66 0.71 13,838 
45,28

4 
86,459 178,615 243,786 

Copper 18,000 569.1 109.7 0.76 3.45 1.70 0.78 62 133 606 298 438 

Copper 
Oxides 

42,000 
1,082.

4 
471.4 6.12 5.33 2.74 0.34 640 2,584 2,249 1,158 467 

Oxides 621,000 756.7 290.4 7.93 0.85 2.75 1.74 5,795 
49,18

4 
5,281 17,080 34,774 

Mina Ipillo 
(Polymetallic) 

168,900 662.2 140.8 1.33 1.32 6.34 1.30 765 2,246  2,229  10,708  7,059 

Total 
11,411,00

0 
280.7 57.5 0.85 0.83 1.73 0.76 

20,33
5 

99,43
1  

96,82
5 

207,860 279,464 

 

Inferred Resources 

  

Grades Contained Metal 

 Mineralizatio
n Type 

Tonnes 
(t) 

AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt

) 
Ag koz Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 1,871,000 1,209.2 203.0 1.52 4.33 8.48 3.26 12,214 28,357 81,022 
158,64

4 
196,20

6 

Copper 30 470.0 135.5 0.74 2.46 2.95 1.41 0 0 1 1 1 

Copper 
Oxides 

4,500 1,353.8 649.7 
10.9

6 
5.10 0.94 1.31 93 489 228 42 188 

Oxides 278,000 774.8 339.5 7.48 0.92 2.46 1.57 3,030 20,765 2,554 6,829 14,013 

Mina Ipillo 
(Polymetallic) 

- - - - - - - - - - - - 

Total 
2,153,00

0 
1,153.7

  
221.5 2.30 3.89 7.69 3.04 15,337 49,611 83,804 

165,51
6 

210,40
7 
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The mineral reserves are included within these mineral resources.  Quality and grade are 

estimates and are rounded to reflect the fact that the resource estimate is an approximation. 

Mineral resources are not mineral reserves and do not demonstrate economic viability.  There is 

no certainty that all or any part of the mineral resource will be converted to mineral reserves.  

Quantities may not sum due to rounding. 

 

Silver Equivalency is represented as a recovery-adjusted value for silver, lead, copper, and zinc, 

represented as silver-equivalent grade according to the formula: 

 

AgEq = 

 

Ag + 

(Pb*Ppb*Rpb*22.05)+(Cu*Pcu*Rcu*22.05)+(Zn*Pzn*Rzn*22.05)+(Au*Pau*Rau/31.1035)  

(Pag* Rag/31.1035) 
 
 
Where the symbols represent: 
 
Table 5:  Silver Equivalent Calculation Values  
 

Metal Symbol 
Grade 
Units 

Price 
Price 

Symbol 
Recovery 
Symbol 

Silver Ag g/t 18.10 $/ozt Pag Rag 

Lead Pb % 0.96 $/lb Ppb Rpb 

Copper Cu % 3.02 $/lb Pcu Rcu 

Zinc Zn % 0.91 $/lb Pzn Rzn 

Gold Au g/t 1,241 $/ozt Pau Rau 

 

Recovery Polymetallics Copper Oxides Cu Oxides 

Rag 59.76% 63.90% 31.98% 49.71% 

Rpb 80.32% 0.00% 54.20% 28.38% 

Rcu 69.65% 89.86% 0.00% 39.20% 

Rzn 88.65% 0.00% 0.00% 0.00% 

Rau 13.90% 7.50% 52.57% 10.01% 

 

Metals price assumptions are based on 6-month trailing averages as of the effective date of the 

resource estimation.  Six month averages were used as a proxy for spot prices, because the 3-year 

averages which Gustavson typically employs are significantly higher and might overstate the 

resource and economics.  Recovery assumptions are based on 2-year trailing average production 

recoveries for the Chumpe plant. 

 

The reader is advised that the silver equivalency stated here is based upon updated price and 

recovery factors; therefore a direct comparison with previous resource and reserve estimates 

should not be made. 
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Mineral Reserve Estimate 

 

The effective date of this reserves estimate is December 31, 2014.  The mineral reserve was 

estimated by applying modifying factors to the mineral resources.  Yauricocha is an operating 

mine, with significant production history.  Because of this, the primary basis for the modifying 

factors applied for reserves definition is actual historic cost, recovery, and mine planning data.  

Gustavson considers the reserves to meet industry standard practices, and to be CIM and NI 43-

101 compliant. 

 

Mineral reserves are defined as that portion of mineral resources which are economically 

extractable, and for which there is mining access planned.   The stated reserves include factors 

for dilution, ore loss, and mine-mill reconciliation.  Therefore the grades are somewhat less than 

the resources, and the tonnages are somewhat higher.  Reserves are presented at a NSR cut-off 

based on value of recoverable metal, less an allowance for refining costs.  Cutoffs vary by zone, 

include all operating costs and G&A, and reflect mining cost assumptions for each zone. Cutoffs 

vary from $42 to $87 per tonne depending on mining method. However due to bulk mining 

methods employed, some marginal value blocks inside of stope shapes are included as reserves.  

 

Yauricocha Proven Mineral Reserves 

  

Grades Contained Metal 

 Mineralization 
Type 

Tonnes (t) 
AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt) 

Ag koz Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 1,108,000 348.5 65.2 1.17 0.68 3.07 0.81 2,320 13,014 7,493 33,963 28,749 

Copper 10,000 444.5 80.3 0.58 2.74 1.34 0.57 27 60 283 138 189 

Copper Oxides 18,000 523.1 88.8 1.96 4.31 4.32 0.39 50 346 760 762 221 

Oxides 72,000 775.1 276.1 8.41 0.59 2.30 1.91 638 6,047 422 1,655 4,427 

Total 1,207,000 377.6 78.2 1.61 0.74 3.02 0.87 3,036 19,467 8,958 36,518 33,586 

 

Yauricocha Probable Mineral Reserves 

  

Grades Contained Metal 

 Mineralization 
Type 

Tonnes (t) 
AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt) 

Ag koz Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 3,607,000 270.4 43.3 0.48 0.78 2.24 0.86 5,017 17,465 28,093 80,871 99,942 

Copper 9,000 447.3 92.6 0.69 2.66 1.50 0.65 26 60 230 130 181 

Copper Oxides 32,000 1,111.3 538.3 6.97 4.69 1.12 0.46 559 2,250 1,514 362 478 

Oxides 522,000 671.0 263.5 7.00 0.76 1.55 1.47 4,422 36,516 3,982 8,089 24,731 

Total 4,170,000 327.4 74.8 1.35 0.81 2.15 0.93 10,024 56,291 33,819 89,452 125,332 
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Yauricocha Proven and Probable Mineral Reserves 

  

Grades Contained Metal 

 Mineralization 
Type 

Tonnes (t) 
AgEq 
(gpt) 

Ag 
(gpt) 

Pb 
(%) 

Cu 
(%) 

Zn 
(%) 

Au 
(gpt) 

Ag koz Pb (T) Cu (T) Zn (T) Au oz 

Polymetallic 4,714,000 288.7 48.4 0.65 0.75 2.44 0.85 7,338 30,479 35,586 114,834 128,691 

Copper 19,000 445.8 86.0 0.63 2.71 1.41 0.61 52 119 513 268 370 

Copper Oxides 50,000 903.5 379.5 5.20 4.56 2.25 0.44 609 2,596 2,274 1,124 699 

Oxides 594,000 683.6 265.0 7.17 0.74 1.64 1.53 5,060 42,564 4,404 9,744 29,158 

Total 5,377,000 338.6 75.5 1.41 0.80 2.34 0.92 13,059 75,758 42,778 125,970 158,918 

 

The quantity and grade or quality is an estimate and is rounded to reflect the fact that it is an 

approximation.  Quantities may not sum due to rounding. 

 

Mining at Yauricocha is accomplished by various extraction methods, principally sublevel 

caving and overhand cut and fill stopping. The larger mineralized bodies are both thicker (10-

60m) and longer along strike and down dip and the ore minerals are held in semi consolidated 

rocks which ravel easily with minor provocation by blasting. The smaller bodies are also in poor 

rock, however can be of quite high metal grades, averaging over 10 oz/tonne silver and 10% 

lead. During cut and fill stopping the mine uses timber in square sets to maintain the level open 

for safe access (mostly through breasting) and then fills the lower level after mining the upper 

level.  

 

In 2014, 81% of the ore was mined by Mechanized Sub Level caving and 19% by other methods 

including manual caving and cut and fill. In the sub-level caving method, approximately 70% of 

the production results from self-caving, the remaining 30% has to be drilled and blasted. 

 

Approximately 93% of the ore and waste material is extracted through the Kleptko Tunnel 

located at Level 720. The tunnel has a section of 3 m x 3 m, is 4 km long and is equipped with 20 

tonne trolley locomotive hauling ore cares of 110 to 160 ft³ capacity. 

 

Because of the potential of the orebodies at depth, the company is planning the sinking of a hoist 

raise to hoist ore from deeper levels of the lead oxide, copper and polymetallic orebodies to the 

720 haulage level. The new access will serve the Mascota, Cuye, Catas, Antacaca, Rosaura and 

Antacaca Sur orebodies in the Mina Central. Given the depth of current production below the 

surface, development drilling to convert the mineral resource to a mineable reserve is performed 

on an ongoing basis from underground workings. 

 

The Chumpe Mill treats ore produced by the Yauricocha Mine using crushing, grinding and 

flotation.  The ores are complex, carrying zinc, lead, copper, silver and gold values.  Three types 

of ore have been historically treated: polymetallic (PM), containing payable silver, lead, copper 

and zinc; copper ore, containing payable copper and silver; and lead oxide (PbOx), containing 

payable silver and lead.  Gold occurs in the ores and is partially recovered, until recently it has 

not been tracked in the mill.  Impurity elements such as arsenic and antimony are not routinely 

monitored.  Currently the mine is producing limited quantities of copper ore.  The Chumpe mill 

is operating two milling circuits only, one treating polymetallic ore and one treating lead oxide 

ores.  Current production of copper ore is being processed through the PM circuit. 
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The plant produces five concentrates; lead concentrate, copper concentrate and zinc concentrate 

in the polymetallic plant, copper concentrate (Campana) and lead oxide concentrate in the lead 

oxide circuit.  The sulfide lead concentrate from the oxide plant is combined with the sulfide lead 

in the polymetallic circuit.  Copper ore is reported through 2014. 

 

The PM plant processed approximately 10% more tonnage in 2014 as compared to 2013; 

 The metals recovery appears to be consistent between the two years. 

 The silver losses to the tailings are less than an ounce/tonne; 

 The silver losses in the lead oxide tailings is significant but are improving; 

 

There appears to be steady improvement in metal recoveries in the PM circuit despite the 

decrease in the feed grade to the PM circuit. 

 

The Yauricocha Technical Report shows a production of 5.7 million oz of silver, 51.7 thousand 

tonnes of lead, 58.2 thousand tonnes of zinc, 11.4 thousand tonnes of copper, and about 20.7 

thousand ounces of gold from 2.8 million tonnes of ore during the next three years.  The mine 

plan for the next three years, does not fully consume the proven and probable reserves.  There 

could be an additional three years of operation at expected mining rates before the reserves are 

depleted.   

 

Bolivar Mine, Mexico 

 

The Company owns 100% of the Bolivar Mine.  

 

The following is a Summary of the report (the “Bolivar Report”) entitled “NI 43-101 Technical 

Report on the Bolivar Mine” dated May 31, 2013 and prepared by Qualified Persons, Donald E. 

Hulse, P.E., Karl Gurr, Deepak Malhotra and Zachary Black of Gustavson. All tables, figures 

and sections referred to in this section entitled “Bolivar Mine, Mexico” are set forth in the 

Bolivar Report. The full text of the Bolivar Report is available for viewing on SEDAR at 

www.sedar.com and is incorporated by reference in this AIF. Defined terms and abbreviations 

used herein and not otherwise defined shall have the meanings ascribed to such terms in the 

Bolivar Report.  

 

Gustavson Associates, LLC (Gustavson) was commissioned initially by Dia Bras 

Exploration (Dia Bras), Mexico and after a recent name change to Sierra Metals Inc. 

(Sierra Metals) to prepare an independent Prefeasibility Study (PFS) for the Bolivar Mine in 

southern Chihuahua, Mexico, which was completed and delivered on April 15, 2013. The 

Bolivar Report is the NI 43-101 Technical Report that presents and documents the findings of 

the Prefeasibility Study.  

 
The purpose of the Bolivar Report is to refine and expand upon the information that was 

presented in the technical report of the mineral resources dated October 15, 2012. 

 

The Bolivar Mine is a silver, copper, gold and zinc mining project consisting of 14 mineral 

concessions covering approximately 6,800 ha located approximately 397 km south by road from 

http://www.sedar.com/
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the city of Chihuahua, Mexico. The Bolivar property is a district-scale property considered 

prospective for new discoveries of precious metal and bulk-tonnage copper-skarn deposits. The 

property also hosts Sierra Metals’ advanced asset, the Bolivar Mine.  

 

Sierra Metals (Dia Bras at that time) purchased the claims for the Bolivar Mine between 2003 

and 2004, and has conducted mining activities at the Bolivar Mine since February 2005. In 2012, 

the monthly mining rate was approximately 23,300 tonnes per month from the El Gallo Mine. 

Mined materials are currently transported to Sierra Metals' Piedras Verdes Mill. The mill has a 

capacity of 2,500 tonnes per day and contains a grinding and two flotation circuits: one for 

production of copper-silver-gold concentrate and one for production of zinc concentrate. The 

concentrates are shipped offsite for sale.  

 

Based on the ongoing mining and beneficiation activities, the Bolivar Mine is considered an 

advanced property (i.e., property that is in production). The Bolivar Report was required to state 

Resources, Reserves, provide a mining method, define the current and future processing 

operations and to provide an economic analysis to bring the Project into compliance with the 

standards. 

 

The initial production decision was not based on a feasibility study of Mineral Reserves 

demonstrating economic viability. There is an increased uncertainty and economic and technical 

risks of failure associated with this production decision. Production and economic variable may 

vary considerably, due to the absence of a complete and detailed site specific risk analysis. The 

Bolivar Report PFS has been completed to state Mineral Reserves demonstrating economic 

viability. 

The geologic setting of the Bolivar Mine is a volcano-sedimentary assemblage of Cretaceous age 

comprised of andesite and basalt flows and tuff, with interbedded greywacke, limestone, and 

shale beds. Two distinct periods of volcanic activity have been recognized: the Lower Volcanic 

Series (LVS), which is Upper Cretaceous to Lower Tertiary in age, and the Upper Volcanic 

Series (UVS), which is Upper Tertiary in age.  

 

Rocks of the LVS include andesitic agglomerates, flows and tuffs, which grade upward into a 

felsic volcanic assemblage. These rocks are intruded by intermediate to felsic plutonic bodies, 

including two generations of granodiorite intrusion, one at 85 Ma and a second at 45.3 Ma 

(Valencia-Moreno et al., 2006). The LVS is widely capped by continental rhyolitic and dacitic 

ignimbrites and tuffs of the UVS. These rocks dip generally to the east, and are cut by shear 

faults, listric normal faults, and tensional fractures in the vicinity of the Bolivar Mine.  

 

The rocks at Bolivar Mine are a sequence of medium grained sandstones, shales, and limolites 

interbedded with andesitic flows and limey shales. These rocks are altered to dark gray, fine-

textured, biotite hornfels and light green pyroxene hornfels, and occasionally these rocks are 

replaced as brown, microblastic, grossularitic skarn near intrusive contacts. 

 

Structure at Bolivar is dominated by NNW trending, steeply northeast or southwest dipping fault 

and fracture zones.   
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Skarn mineralization in the Bolivar district is retrograde and strongly zoned. The general 

sequence from proximal to distal is characterized by: red-brown garnet to brown garnet with 

chalcopyrite±bornite±magnetite to green garnet±pyroxene with chalcopyrite±sphalerite to 

massive sulfide (sphalerite±chalcopyrite±galena), to marble with stylolites and other fluid escape 

structures.  

 

The most extensive mineralization at Bolivar skarn is a discontinuous horizon of disseminated 

Cu – Fe (Fig 7-5), which is dominated by chalcopyrite and magnetite and hosted in a volcano-

sedimentary protolith.  There is a strong stratigraphic control on skarn mineralization. Magnesian 

skarn is developed from a dolomitic protolith and contains abundant magnetite as well as Mg 

silicate minerals such as olivine, phlogopite, and vesuvianite.  Mineralization in carbonate rocks 

at Bolivar is similar to other Cu-Zn skarn deposits and is zoned relative to fluid flow channels, 

many of which are centered on igneous contacts, indicating that hydrothermal fluids flowed up 

along those contacts and subsequently out along faults, stratigraphic contacts, and zones of 

brecciation. 

 

The most favorable target on the Bolivar property is the zone of continuous prograde skarn 

alteration along the Piedras Verdes Granodiorite contact. This skarn extends from the Bolivar 

Mine to the El Gallo and La Narizona Mines.  There is a strong stratigraphic control on skarn 

mineralization. The abundant, but not quite massive, magnetite in the Mina de Fierro and El 

Gallo zones is due to dolomitic wall rocks rather than solely a proximal location (Reynolds, 

2008). 

 

Sierra Metals has conducted exploration activities at the Bolivar Mine since 2003.  Exploration 

includes geologic mapping in the El Gallo, Increíble and Alta Ley areas which are located within 

the area of resource modeling, and in the La Narizona, La Montura, La Pequeña and El Val 

areas, which are located outside the area of resource modeling.   

 

Gustavson received diamond drill data for 683 drill holes located within the area of the 

underground mine workings, and in the Bolivar III, Bolivar IV, Piedres Verdes, and El Gallo 

concessions to characterize the skarn-type Cu-Fe mineralization.   

 

Table 2-1 below shows the measured, indicated, and inferred mineral resources estimated within 

the Bolivar Mine, using data received as of April 5, 2012.  Mineral resources are reported using a 

0.66% copper equivalent (CuEq) cut-off.  Mineral resources are not mineral reserves and do not 

demonstrate economic viability.  There is no certainty that all or any part of the mineral resource 

will be converted to mineral reserves. 

 

In January 2013, it was decided that the potential for Resources containing gold should be 

investigated and where possible, added to the Resource report. The Resource model was re-run 

adding the existing gold information (as of April 1, 2012) and it was determined that there were 

sufficient data to report the gold additions in Gallo Superior and Inferior. This addition was done 

as an add-on to the October 15, 2013 Resource Report and the gold listed in Table 2-1 is not in 

the copper equivalent calculations. The model defines where there are Measured or Indicated 

blocks based on the copper equivalent calculation and the search distances and the gold within 
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these reported Measured and Indicated blocks are assigned gold quantities and grades based on 

the additional Resource modeling.  

 

Table 2-1 shows what portion of the total Measured and Indicated Resources above 0.66 CuEq 

cut-off is within each deposit. The re-run of the Resource model to include gold was only 

completed for the Gallo Superior and Inferior because this is the focus of the mining activity for 

the next 10 to 11 years with respect to the Bolivar Mine, and they relate to the deposits that have 

sufficient data to model. There are no tonnes shown in Table 2-2 for the Increíble deposit 

because all of the Incredible Resources are classified as Inferred. 

 

According to Gustavson, additional drilling and data collection in the proper areas will not only 

help to move some of the Inferred Resources to a higher category, but may also improve the 

Resources for what is now referred to as Alta Ley. 

 

The mineral resource statement for the Bolivar Mine was completed by Zachary J. Black, SME-

RM, Gustavson Associate Resource Geologist and QP. This mineral resource estimate was 

prepared in accordance with NI 43-101 and CIM. 

 

 

 

 

Table 2-1 Total Resources for the Bolivar Mine 

 
Total Bolivar Measured Resources 

Cutoff Tonne Copper Equivalent Silver Copper Zinc Gold 

CuEq 
(%) 

(x 1000) % 
lbs. (x 
1000) 

gpt 
oz. (x 
1000) 

% 
lbs. (x 
1000) 

% 
lbs. (x 
1000) 

gpt 
oz. 

(x1000) 

1% 5,071 1.76% 196,808 29.7 4,845 1.09% 121,965 1.38% 154,750 0.3 30.8 

0.85% 6,394 1.59% 223,658 26.4 5,431 1.00% 140,780 1.20% 169,658 0.3 37.5 

0.75% 7,584 1.46% 244,605 24.2 5,891 0.93% 155,501 1.08% 181,048 0.3 43.6 

0.66% 8,847 1.35% 264,205 22.3 6,333 0.87% 169,423 0.98% 190,851 0.2 49.6 

0.55% 10,800 1.22% 290,252 19.9 6,917 0.79% 188,163 0.85% 203,091 0.2 58.3 

0.45% 12,927 1.10% 313,629 17.8 7,410 0.72% 204,787 0.76% 215,594 0.2 65.5 

0% 50,449 0.33% 369,959 5.4 8,748 0.22% 241,177 0.23% 255,600 0.1 80.3 

Note: Gold grade is not included in copper equivalent calculation and is only estimated in El Gallo Superior and El Gallo Inferior. 

Total Bolivar Indicated Resources 

Cutoff Tonne Copper Equivalent Silver Copper Zinc Gold 

CuEq 
(%) 

(x 1000) % 
lbs. (x 
1000) 

gpt 
oz. (x 
1000) 

% 
lbs. (x 
1000) 

% 
lbs. (x 
1000) 

gpt 
oz. 

(x1000) 

1% 2,627 1.65% 95,470 22.4 1,888 0.94% 54,248 1.28% 73,923 0.3 12.7 

0.85% 3,898 1.41% 121,079 19.2 2,401 0.81% 69,412 1.26% 108,330 0.3 18.3 

0.75% 5,075 1.27% 141,788 17.2 2,806 0.74% 82,669 1.15% 128,432 0.3 24.6 

0.66% 6,557 1.14% 164,706 15.6 3,285 0.67% 97,316 1.05% 151,389 0.2 30.8 

0.55% 9,190 0.99% 199,624 13.5 4,003 0.59% 120,449 0.89% 179,440 0.2 38.7 

0.45% 12,611 0.85% 237,264 11.9 4,824 0.52% 145,938 0.75% 207,845 0.2 46.4 

0% 84,934 0.17% 323,757 2.6 7,004 0.11% 200,752 0.13% 248,910 0.1 64.1 

Note: Gold grade is not included in copper equivalent calculation and is only estimated in El Gallo Superior and El Gallo Inferior. 
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Total Bolivar Measured + Indicated Resources 

Cutoff Tonne Copper Equivalent Silver Copper Zinc Gold 

CuEq 
(%) 

(x 1000) % 
lbs. (x 
1000) 

gpt 
oz. (x 
1000) 

% 
lbs. (x 
1000) 

% 
lbs. (x 
1000) 

gpt 
oz. 

(x1000) 

1% 7,697 1.72% 292,279 27.2 6,733 1.04% 176,213 1.35% 228,673 0.3 43.6 

0.85% 10,292 1.52% 344,738 23.7 7,832 0.93% 210,192 1.23% 277,987 0.3 55.8 

0.75% 12,659 1.38% 386,393 21.4 8,697 0.85% 238,170 1.11% 309,480 0.3 68.2 

0.66% 15,404 1.26% 428,912 19.4 9,619 0.79% 266,739 1.01% 342,240 0.2 80.4 

0.55% 19,990 1.11% 489,876 17.0 10,920 0.70% 308,613 0.87% 382,530 0.2 97.0 

0.45% 25,538 0.98% 550,893 14.9 12,234 0.62% 350,725 0.75% 423,440 0.2 111.9 

0% 135,383 0.23% 693,716 3.6 15,752 0.15% 441,928 0.17% 504,510 0.1 144.5 

Note: Gold grade is not included in copper equivalent calculation and is only estimated in El Gallo Superior and El Gallo Inferior. 

Total Bolivar Inferred Resources 

Cutoff Tonne Copper Equivalent Silver Copper Zinc Gold 

CuEq 
(%) 

(x 1000) % 
lbs. (x 
1000) 

gpt 
oz. (x 
1000) 

% 
lbs. (x 
1000) 

% 
lbs. (x 
1000) 

gpt 
oz. 

(x1000) 

1% 1,924 1.91% 81,104 30.3 1,877 1.22% 50,610 1.38% 58,579 0.3 10.5 

0.85% 3,824 1.42% 119,675 22.2 2,729 1.24% 74,558 1.12% 94,046 0.3 23.3 

0.75% 5,035 1.27% 140,846 19.9 3,222 1.23% 87,390 1.05% 116,141 0.3 31.2 

0.66% 6,164 1.17% 158,434 18.1 3,590 1.26% 99,796 0.93% 126,582 0.3 38.1 

0.55% 7,772 1.05% 179,615 16.1 4,033 1.29% 114,431 0.81% 139,629 0.2 46.0 

0.45% 9,120 0.97% 194,470 15.1 4,413 1.27% 124,009 0.74% 149,547 0.2 50.5 

0% 133,426 0.10% 293,720 1.7 7,445 1.10% 180,858 0.08% 229,753 0.1 68.5 

Note: Gold grade is not included in copper equivalent calculation and is only estimated in El Gallo Superior and El Gallo Inferior. 

 

Table 2-2 Deposit with  Tonnes and Grade 

Zone Tonnes Ag (gpt) Cu (%) Zn (%) CuEq (%) Au (gpt) 

El Gallo Superior     2,041,527  30.920 1.226 0.468 1.663 0.208 

El Gallo Inferior     8,550,959  20.820 0.757 0.366 1.064 0.243 

Increíble  -  - - - - Not Modeled 

Alta Ley     4,811,788  12.161 0.649 2.530 1.446 Not Modeled 

Total   15,404,274  19.454 0.785 1.055 1.263 0.236 

 
Note:  CuEq>0.66 AND M&I 

 

The mineral Reserve statement for the Bolivar Mine was completed by Karl D. Gurr, SME-RM, 

Gustavson Associate Resource Geologist and QP. This mineral Reserve estimate was prepared in 

accordance with NI 43-101 and CIM. The average grades and estimated prices and recoveries 

used in the metal equivalent calculations are given in section 1.5 of the Bolivar Report. Because 

the deposit was already in production, actual costs and recoveries were used in the reserve 

estimation, and Gustavson saw no potential for the reserve estimates to be materially affect by 

mining, metallurgical, infrastructure, permitting or other factors. 

 

Gustavson's initial approach to estimating the Reserves was to study and verify the mine plans 

developed by Sierra and then independently estimate the Reserves. Sierra's mine plans did not 

incorporate all of the information on Resources that was presented in the October 15, 2012 

Gustavson NI 43-101 Technical Report. Additionally, the dip of the deposit as shown within the 
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block model was at a 33 degree angle and not the 24 degree angle used by Sierra. Therefore, it 

was then necessary Gustavson to develop the mine planning and Reserve estimate directly from 

the updated Resource model completed during the Resource estimated dated October 15, 2012. 

 

The Bolivar Report, mine plan and Reserve estimate are based on Gustavson's work and mine 

plan. The four Resources areas, (Alto Ley, Increible, Gallo Superior and Gallo Inferior) were 

modeled as definitively different areas, but the Reserve evaluation for the Bolivar Report focused 

on Gallo Superior and Gallo Inferior. 

 

The total tonnes and grades shown in Table 2-3 constitute the Reserve Statement for the Bolivar 

Project as of December 31, 2012. 

 

Table 2-3 Combined Reserve Statement for the Bolivar Project 

RoM Tonnes + Diluted Grades Tonnes Ag gpt Cu % Zn % CuEq % (no Au) Au gpt 

Waste 0  0.00  0.00% 0.00% 0.00% 0.000  

RoM - Measured - Proven  4,339,914  22.52  0.84% 0.19% 1.11% 0.223  

RoM - Indicated - Probable 3,116,893  15.35  0.65% 0.52% 0.95% 0.231  

Waste - Inferred 102,002  14.56  0.62% 0.56% 0.91% 0.234  

Total P+P 7,456,806  19.52  0.76% 0.33% 1.04% 0.226  

Total P+P+Waste 7,558,808  19.45  0.76% 0.33% 1.04% 0.227  

 

The El Gallo ore body consists of two sub-deposits: “El Gallo Superior” (Superior) and “El 

Gallo Inferior” (Inferior).     

 

The Inferior deposit, which at this time has not been mined, will require a modified room and 

pillar method of mining to accommodate the physical characteristics of the deposit.   

 

The metallurgical data for the plant operation for the last eight months of 2012 was reviewed.  

The following observations were noted for the operations: 

 

 The plant feed was fairly consistent with average grades of 1.18% Cu and 24.6 g/t 

Ag. 

 The lowest feed grade processed in the plant was 0.84% Cu and 6.8 g/t Ag.  When the 

plant encountered low copper grades, the silver grade was generally high and vice-

versa. 

 The average recoveries in the copper concentrate, assaying ± 25% Cu and 500 g/t Ag, 

were 83.6% for copper and 77.9% for silver. 

 The zinc concentrate, assaying ± 54% Zn, recovered ± 80% of the zinc in the plant 

feed when the feed grade was over 2% Zn. 

 The zinc concentrate recovery and grade dropped significantly when the feed grade 

dropped to ± 1%.  The concentrate recovered 52% to 62% of zinc at a grade of 40% 

to 45% Zn.  

 

Existing project infrastructure is currently in place to support the current mine, mill, and 

employee housing.  A new, mine man-camp has been constructed closer to the mill and portal of 
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the El Gallo Mine.  Additional power is currently being routed to the mill site to support the 

expansion of the processing facility to 2,000 tpd. The expansion was completed in 2013. 

 

A tailings disposal area has been constructed to hold all the tails produced from processing the 

ore.  The tailings disposal site is located directly downhill from the mill.   The tailing disposal 

area is being constructed in a modified method of using the fines to build the impoundment and 

sending the water to the back of the impoundment to evaporate or be pumped back to the mill.  

This method is similar to cycloning without the use of cyclones. The tails are then pushed up to 

the front of the facility and compacted by a dozer in order to increase the size of the 

impoundment.       

 

The general operating inputs used for the capital and operating costs are shown in Table 2-5. 

Table 2 - 5 General Operating Inputs 

    Factor Unit 

Currency   

 Peso to US$ 12.892  

Operating Costs   

 Power Cost - Energy $0.120 $/kWh 

 Power Cost - Demand $12.00 $/kW 

 Diesel Cost $0.852 $/liter 

 Lube Cost $2.145 $/liter 

  ANFO Cost (AN @ $1165/t), Caps, Etc. $1.200 $/t 

Material Parameters   

 Bulk Density 3.27 g/cm3 

 Swell Factor 1.50  

  Fill Factors 95% % 

Operating Parameters   

 Days per Year 350  

 Shifts per Day 2  

 Hours per Shift 10  

 Operator Availability 83%  

  Mechanical Availability 85%  

 

The Project has a mining life of 10 years, with the mill operating through year 11 on RoM 

stockpiled material.  Capital costs are US$43.0 million, with initial capital costs of US$7.0 

million and sustaining capital over the LoM of US$36.0 million.  The LoM capital costs are 

presented in Table 2-6: Capital Cost Summary. Almost all of the front-end or initial capital costs 

are sunk costs that have already been paid.  

Table 2-6 Capital Cost Summary 

  Initial (000s) Sustaining (000s) LoM (000s) 

Mining $1,601 $9,620 $11,220 

Process $2,245 $8,097 $10,342 

Infrastructure $9 $0 $9 

Owner $3,148 $18,249 $21,397 

Other $0 $0 $0 

Total Capital $7,002 $35,966 $42,968 
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Project operating costs average US$32.16/t-milled.  Gustavson estimated the mining costs based 

on the modified mine plan discussed in the Bolivar Report.  Sierra Metals actual and budgeted 

labour, mining, process and general and administrative costs are incorporated within Gustavson’s 

estimated costs. 

 

The Project operating cost summary is presented below in Table 2-8 Operating Cost Summary.  

The operating costs are based on the general operating parameters presented in Table 2-5 

General Operating Inputs.   

 

Table 2-1  Operating Cost Summary 

 $/t-milled LoM ($000s) 

Mining  $16.04  $119,594 

Process $13.38  $99,783 

G&A $2.74  $20,418 

Total Operating Cost $32.16  $239,795 

 

 

The financial results of the report are based upon work performed by Gustavson. The results are 

prepared on an annual basis.  All costs are in Q4 2012 US constant dollars.  Sierra Metals actual 

costs were reviewed and incorporated into the financials as appropriate.   

 

This is a currently producing mine.  The mine has reserves to operate 10 years and builds a RoM 

ore stockpile that feeds the mill into year 11.  The mine production model parameters are shown 

in Table 2-9 Mine Production Summary.   

 

Table 2-2  Mine Production Summary 

Description Value Units 

Mine Production   

Waste 390  kt 

Ore 7,457  kt 

 Total Material 7,847  kt 

 Daily Ore Capacity 2,131  tpd 

RoM Grade   

Copper Equiv 1.119% % 

Copper 0.759% % 

Zinc 0.329% % 

Gold 0.226  gpt 

Silver 19.519  gpt 

Contained Metal   

Copper 124,815  klb 

Zinc 54,133  klb 

Gold 54  koz 

Silver 4,680  koz 
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A producing mill exists adjacent to the mine.  This mill is dedicated to treating mine ore.  The 

mill operates 11 years on the stated mine reserves.  The mill production model parameters are 

shown in Table 2-10 Mill Production Summary. 

 

Table 2-3  Mill Production Summary 

Description Value Units 

RoM Ore Milled 7,457  kt 

 
Daily Capacity 1,500  tpd 

Cu Flotation Circuit     

 
Mass Pull 2.48% % 

 
Moisture Content 8% % 

 
Concentrate Grade 25% Copper 

 
Recovery 

  

 
Copper 82% % 

 
Gold 70% % 

 
Silver 71% % 

 
Concentrate 185  kt (dry) 

 
Copper 101,917  klb 

 
Gold 38  koz 

 
Silver 3,312  koz 

Zn Flotation Circuit     

 
Mass Pull 0.40% % 

 
Moisture Content 7% % 

 
Concentrate Grade 43% Zinc 

 
Zn Recovery 52% % 

 
Concentrate 30.0  kt (dry) 

  Zinc 28,149  klb 

 

There are sufficient Reserves to allow mining in the Gallo Superior and Gallo Inferior for 10 

years plus processing from a stockpile for an additional year for a total of 11 years. These 

Reserves have been scheduled using the selected mining method. 

 

All RoM ore is shipped to the new and operating plant that is located approximately 5 km from 

the Gallo Mines. The plant operates at 2,000 tpd. This plant processed the Gallo ore for 9 months 

in 2012 and the result of the ongoing plant operation was used to set the projections for the 

future. 

 

All required infrastructure for the operation of the mines and plant has been constructed and is 

supporting the operations. A tailings facility is located downhill from the plant. 

 

There exists an iron potential at Bolivar, further investigation is suggested. 

 

Cusi Mine, Mexico 

 

The Company owns 100% of the Cusi Mine.  
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The following is a summary of the report (the “Cusi Report”) entitled “NI 43-101 Technical 

Report on Resources on the Cusihuiriachic Property” dated May 9, 2014 and prepared by 

Qualified Persons, Donald E. Hulse (P.E., SME-RM) and Thomas C. Matthews (MMSA-QP) of 

Gustavson Associates, LLC. All tables, figures and sections referred to in this section entitled 

“Cusi Mine, Mexico” are set forth in the Cusi Report dated May 9, 2014. The full text of the 

Cusi Technical Report on Resources is available for viewing on SEDAR at www.sedar.com and 

is incorporated by reference in this AIF. Defined terms and abbreviations used herein and not 

otherwise defined shall have the meanings ascribed to such terms in the Cusi Report.  

 

On behalf of Sierra Metals, Gustavson has completed a mineral resource estimate for gold, 

silver, lead, and zinc at the Cusihuiriachic (Cusi) Project in Chihuahua Mexico, in accordance 

with Canadian National Instrument 43-101 (NI 43-101) and Form 43-101F1. The Cusi Report 

describes geology and mineral resources of the Cusi Project, and documents the results of an 

independent review of existing geologic data and observations recorded during field 

reconnaissance.   

 

The Cusi Project area is located within the municipality of Cusihuiriachic in the central portion 

of Chihuahua State, Mexico.  The Cusi Project area is located 135 kilometers (km) by car from 

the City of Chihuahua, Mexico.  Climate is conducive for year round mining operations.  

 

The Project area encompasses 11,870 hectares over a range of elevation of 1,950 to 2,460 meters 

above sea level (masl) in the Sierra Madre Occidental Mountain Range.  This reference point as 

defined by the shaft of the Promontorio Mine is located at Northing 3,125,854 meters and 

Easting 319,019 meters in the 13R UTM grid in WGS84 ellipsoid.   

 

On-site infrastructure is sufficient for supporting current and foreseeable mining operations. 

 

Sierra Metals’ initially acquired mineral concessions for the Cusi Project area beginning in 2006.  

As of the Effective Date of this report, Sierra Metals wholly owns rights for exploration and 

mining for the Cusi Property for 73 mineral concessions covering an area of 11,977 hectares. 

Production from the Cusi Project area is subject to net smelter royalties ranging from 1.5 to 3%, 

depending on origin of the mined quantity with respect to the mineral concession area. 

 

Sierra Metals holds surface rights to an area of 1,030 hectares located generally within the area 

where Sierra Metals holds mineral concessions.  Gustavson notes that Sierra Metals’ area of 

surface rights includes the access points to the Promontorio and Santa Eduwiges underground 

mines that are in operation.  

 

Ore mined from the Cusi Project area is processed at Malpaso Mill, which is wholly-owned and 

operated by Sierra Metals.     

 

The Cusi Project area lies within a possible caldera that contains a prominent rhyolite body 

interpreted as a resurgent dome.  The rhyolite dome hosts mineralization and trends northwest-

southeast with an exposure of roughly 7 by 3 km.  It is bounded (cut) on the east side by strands 

of the NW-trending Cusi fault and on the west by the Border fault.  The Cusi fault has both 

http://www.sedar.com/
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normal and right-lateral slip senses.  Strands of the Cusi fault are intersected by NE-trending 

faults, some of which indicate left-lateral strike-slip shear.  NE trending veins associated with 

these faults dip steeply either NW or SE.  High-grade and wide alteration and mineralization 

zones exist in the areas of intersection of NW and NE structures. 

 

The Cusi fault is a regional fault that may have controlled the location of the caldera and 

resurgent dome.  Continued movement on the Cusi and related faults cut and brecciated the 

caldera and dome rocks and provided conduits for mineralizing fluids. 

 

Numerous mineralized veins on the property, typically moderately to steeply dipping to the 

southeast, southwest, and north, range from less than 0.5 m to 2 m thick, extend 100 m to 200 m 

along strike and up to 400 m down-dip.  There are at least six major mineralized veins within the 

Cusi area, described below.  Small open pits were typically developed at vein intersections.  

Mineralization mainly occurs in faults, epithermal veins, breccias, and fractures ranging from 1 

to 10 meters thick. 

 

Sierra Metals began mining the Promontorio and Santa Eduwiges underground mines in 2008: 

mined ore is processed at Sierra Metal’s Malpaso Mill located approximately 37 kilometers from 

the Cusi Project. 

 

Sierra Metals intends to maintain its milling production at an average of 600 tonnes of ore 

processed per day in 2015: this is within the infrastructure of the Cusi Project area, and within 

the capacity of the Malpaso Mill. 

 

Two of the mineral resource areas, Promontorio and Santa Eduwiges, are modeled as structurally 

complex zones at the intersection of NW and NE trending structures that display discrete vein 

mineralization as well as a disseminated-style to highly fractured/stockworked mineralization 

surrounding discrete veins.  The remaining two resource areas, San Juan and La India, are 

modeled as simple, typical epithermal vein deposits with one or a few easily identified, discrete 

veins. 

 

The La India and San Juan resource areas are more traditional epithermal vein structures. These 

areas were modeled as discrete veins based on high grade intervals and surface structural 

mapping.  

 

The Promontorio, Santa Eduwiges, La India, and San Juan mineral resource estimates are 

summarized in Table 1-1.  Gustavson is of the opinion that 90 g/t is a reasonable base case cutoff 

for a planned underground mining and froth flotation process.   

 

Gustavson knows of no environmental, permitting, legal, title, taxation, socio-economic, 

marketing, political, or other factors that could materially affect the mineral resource. 
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Table 1-1  Cusi Project Mineral Resource Estimate 

Promontorio 

Indicated 

Cutoff Tonnes Ag (g/t) Au (g/t) Pb (%) Zn (%) Ag (oz) 

60 1,765,954 123.080 0.028 0.147 0.177 6,987,927 

90 971,983 163.803 0.031 0.152 0.182 5,118,736 

120 594,733 201.371 0.031 0.159 0.199 3,850,338 

Inferred 

Cutoff Tonnes Ag (g/t) Au (g/t) Pb (%) Zn (%) Ag (oz) 

60 1,043,680 300.256 0.062 0.175 0.093 10,074,863 

90 898,657 336.954 0.067 0.191 0.082 9,735,223 

120 813,631 361.455 0.071 0.206 0.084 9,455,042 

Santa Eduwiges 

Indicated 

Cutoff Tonnes Ag (g/t) Au (g/t) Pb (%) Zn (%) Ag (oz) 

60 782,287 123.513 0.118 0.490 0.432 3,106,413 

90 408,316 170.753 0.154 0.644 0.554 2,241,533 

120 239,841 217.681 0.188 0.779 0.708 1,678,511 

Inferred 

Cutoff Tonnes Ag (g/t) Au (g/t) Pb (%) Zn (%) Ag (oz) 

60 5,314 152.158 0.273 1.004 1.612 25,994 

90 4,865 158.406 0.292 1.040 1.638 24,778 

120 2,803 202.165 0.345 1.013 1.584 18,216 

La India 

Inferred 

Cutoff Tonnes Ag (g/t) Au (g/t) Pb (%) Zn (%) Ag (oz) 

60 595,069 194.760 0.093 0.048 0.028 3,726,051 

90 485,093 222.719 0.103 0.055 0.032 3,473,466 

120 389,156 251.419 0.110 0.062 0.036 3,145,597 

 

San Juan 

Inferred 

Cutoff Tonnes Ag (g/t) Au (g/t) Pb (%) Zn (%) Ag (oz) 

60 424,732 120.258 0.066 0.101 0.141 1,642,134 

90 262,807 149.789 0.076 0.111 0.161 1,265,601 

120 158,485 180.256 0.092 0.119 0.175 918,455 

 

The mineral concessions and area of surface rights appear sufficient to support current mining 

and exploration activities.  

 

The net smelter royalties range from 1.5 – 3%, and Gustavson concludes this appears reasonable. 
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Resource Update 

 

Subsequent to its most recently completed fiscal year, the Company issued a press release dated 

March 27, 2014 announcing an updated mineral resource estimate in respect of the Cusi Project.  

The resource estimate was prepared by Gustavson with an effective date of December 31, 2013. 

The full text of the press release is available for viewing on SEDAR at www.sedar.com. 

 

The resource update estimates indicated mineral resources for the Cusi Project to be 1,665,000 

tonnes averaging 232 g/t Ag at a cut-off grade of 90 g/t Ag, which contains an estimated 

12,416,000 ounces of silver.  The total estimated inferred mineral resources are 2,737,000 tonnes 

averaging 227 g/t Ag at the same cut-off grade, which contains an estimated 20,020,000 ounces 

of silver.  The resource estimate incorporates drilling and underground sampling completed from 

January 1 to December 31, 2013, which included a total of 24,776 meters drilled, including 

20,415 meters from surface and 4,361 meters underground.  

 

The resource update is further summarized in the following two tables: 

 

 

Cusi Project Indicated Mineral Resource Update (90 g/t Ag Cutoff) 

 
 

Indicated 
Resources 

Tonnes 

Ag grade Ounces Au Pb Zn 

(gpt) Ag (gpt) (%) (%) 

          

Santa Eduwiges 457,000 248.5 3,649,000 0.07 0.88 0.72 

Promontorio 920,000 234.7 6,941,000 0.04 0.3 0.33 

La India 170,000 184.9 1,012,000 0.16 0.13 0.25 

Monaco/Milagro 46,000 201.8 298,000 0.81 0.88 1.58 

San Nicolas 35,000 286.2 320,000 0.07 0.38 0.31 

San Juan 37,000 165.7 196,000 0.01 0.17 0.15 

Total Indicated 
Resources 

1,665,000 231.9 12,416,000 0.08 0.46 0.46 

 

 

 

 

 

 

 

 

 

 

http://www.sedar.com/
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Cusi Project Inferred Mineral Resource Update (90 g/t Ag Cutoff) 
 

Inferred 
Resources 

Tonnes 

Ag grade Ounces Au Pb Zn 

(gpt) Ag (gpt) (%) (%) 

          

Santa Eduwiges 275,000 167.5 1,480,000 0.06 0.8 0.63 

Promontorio 1,314,000 280.5 11,848,000 0.07 0.27 0.26 

La India 248,000 162.2 1,293,000 0.14 0.13 0.25 

La Gloria/ 
Minerva 

309,000 178.5 1,774,000 0.11 0.2 0.07 

Monaco/Milagro 191,000 127.9 787,000 0.14 0.53 0.76 

San Nicolas 333,000 234.6 2,512,000 0.06 0.22 0.2 

San Juan 67,000 151.3 326,000 0.01 0.17 0.14 

Total Inferred 
2,737,000 227.5 20,020,000 0.08 0.31 0.3 

Resources 

 

In respect of the foregoing estimates, resources are presented at a 90 g/t silver cutoff, which 

corresponds to the economic cutoff grades used for the current operations at the Cusi Mine.  This 

reflects an average silver price of $22 per ounce and metallurgical recoveries for silver of 

79%.  The Cusi Mine is primarily a silver mine, with gold, lead, and zinc credits.  Resources are 

presented for all four potentially economic metals.  Quantity and grade are estimates and are 

rounded to reflect the fact that the resource estimate is an approximation.  Mineral resources are 

not mineral reserves and do not have demonstrated economic viability.  There is no certainty that 

all or any part of the mineral resource will be converted to mineral reserves.  Quantities may not 

sum due to rounding. 

 

The resources are in two areas of the Cusi Mine currently in commercial production, 

Promontorio and Santa Eduwiges, as well as in other mines where Sierra is completing 

underground development, including La Gloria/Minerva and Monaco/Milagro. 

 

DIVIDENDS 

 

The Company did not pay dividends in 2011 or 2012. On February 12, 2013, the Company 

announced the adoption of a policy to declare and pay cash dividends on a quarterly basis. For 

the year 2013, the Company’s intention was to pay cash dividends in the amount of 

approximately C$10 million. In-line with this intention the Company distributed a total of 

approximately C$10 million (or C$0.064 per Common Share) in cash or Common Shares to 

shareholders in respect of the 2013 fiscal year. 

 

On March 26, 2014 the Company announced its quarterly cash dividend for the period ending 

March 31, 2014 of approximately CAD$750,000, or CAD$0.005 per Common Share, payable on 

April 30, 2014 to the holders of the issued and outstanding Common Shares as of the close of 

business on April 10, 2014. 
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The Company did not pay any dividends during 2015. 

 

The amount of future dividends to be declared, if any, shall be considered by the Board of 

Directors on a quarterly basis and will depend on the Company's overall cash and operating 

position at the relevant time. 

 

DESCRIPTION OF CAPITAL STRUCTURE 

 

Summary 

 

The Company is authorized to issue an unlimited number of common shares without par value. 

As of the date hereof, the Company had issued and outstanding 161,939,959 common shares.   

 

Common Shares 

 

Each Common Share carries one vote at all meetings of shareholders, is entitled to receive 

dividends as and when declared by the Board of Directors, and is entitled to participation in in 

the remaining property and assets of the Company upon dissolution or winding-up. The common 

shares do not carry any pre-emptive, subscription, redemption or conversion rights. 

 

Restricted Share Units (“RSUs”) 

 

On June 29, 2012, the Company’s shareholders approved the RSU plan, whereby RSUs may be 

granted to directors, officers, consultants or employees at the discretion of the Board of 

Directors. The RSU plan provides for the issuance of common shares from treasury upon the 

exercise of vested RSUs at no additional consideration. The current maximum number of 

common shares authorized for issue under the RSU plan is 8,000,000. The RSUs have vesting 

conditions determined by the Board of Directors. 

 

MARKET FOR SECURITIES  

 

The Company’s shares are currently listed for trading on the TSX and the Lima Stock Exchange 

under the symbol SMT.  

 

Trading Prices and Volumes  

 

The following table provides a summary of the high and low prices and volumes for the 

Company’s shares as traded on the TSX for the twelve-month period ending December 31, 2015.  

  

Period  High (C$)  Low (C$)  Volume  

January 2015 1.75 1.32 423,309 

February 2015 1.52 1.41 663,480 

March 2015  1.60 1.39 141,456 

April 2015  1.60 1.46 4,811,181 
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May 2015  1.59 1.45 507,496 

June 2015 1.60 1.40 530,040 

July 2015  1.48 1.23 202,931 

August 2015  1.24 0.97 251,739 

September 2015  1.20 0.98 71,215 

October 2015  1.38 0.95 795,858 

November 2015  1.47 1.10 161,406 

December 2015 1.24 0.97 148,557 

 

ESCROWED SECURITIES  

 

The Company does not have any escrowed securities. 

 

DIRECTORS AND OFFICERS  

 

As of the date of this AIF, Sierra Metals has a board consisting of eight directors.  Each director 

will hold office until the next annual general meeting of the Company or until his successor is 

elected or appointed, unless his office is earlier vacated in accordance with the consenting 

documents of the Company or the provisions of the Canada Business Corporations Act. 

The following table sets forth the names, residency and office of each director and executive 

officers of the Company: 

 

 

 

Name, Position with the Company, 

Province or State and Country of 

Residence 

 

Principal Occupation 

Director/Officer of 

the Company since 

MARK BRENNAN 
(6)

 

President, Chief Executive Officer 

and  Director 

Ontario, Canada 

President and Chief Executive 

Officer of the Company 

April 13, 2015 

PHILIP RENAUD 
(2)(3)

 

Director 

London, United Kingdom 

Managing Director, Church 

Advisors (Investment Advisory 

Corporation) 

October 1, 2003 

J. ALBERTO ARIAS 
(4)(5)(6)

 

Chairman of the Board and Director 

New York, USA 

President and Chief Executive 

Officer, Arias Resource Capital 

Management LP (Private Fund) 

November 26, 2008 

DOUGLAS F. CATER 
(1)

 

Director 

Ontario, Canada 

Vice President Exploration, 

Kirkland Lake Gold Inc. 

June 10, 2009 

DIEGO MIRANDA 
(1)(2)(3)(4)(5)

 

Director 

Lima, Peru 

Vice President, Arias Resource 

Capital Latin America S.R.L. 

(Private Fund) 

June 10, 2015 

IGOR GONZALES 
(1)(4)(6)

 

Director 

Managing Partner at Magris 

Resources Inc. 

September 19, 2013 
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Name, Position with the Company, 

Province or State and Country of 

Residence 

 

Principal Occupation 

Director/Officer of 

the Company since 

Lima, Peru 

STEVEN G. DEAN 
(2)(3)(5)

 

Director 

British Columbia, Canada 

Businessman  October 4, 2011 

DIONISIO ROMERO PAOLETTI 

Director 

Lima, Peru 

Chief Executive Officer, 

CrediCorp Ltd. (Financial 

Services Holding Company) 

November 16, 2015 

ED GUIMARAES 

Chief Financial Officer 

Ontario, Canada 

Chief Financial Officer of the 

Company 

November 17, 2014 

GORDON BABCOCK 

Chief Operating Officer 

Lima, Peru 

Chief Operating Officer of the 

Company 

July 13, 2015 

MATTHEW WUNDER 

Vice President, Exploration 

Ontario, Canada 

Vice President, Exploration of 

the Company 

July 1, 2015 

ANDREW DUNLOP 

Corporate Controller 

Ontario, Canada 

Corporate Controller of the 

Company 

January19, 2015 

JILL NEFF 

Corporate Secretary 

British Columbia, Canada 

Corporate Secretary of the 

Company 

April 25, 2013 

 
(1) Member of the Audit Committee 

(2) Member of the Compensation Committee 

(3) Member of the Corporate Governance Committee 

(4) Member of the Nomination Committee 

(5) Member of the Corporate Strategy Committee 

(6) Member of the Health, Safety, Environmental & Technical Committee 

 

The following table sets forth the number and percentage of Common Shares beneficially owned 

or controlled by each director and officer of the Company. 

 

Name and Position with the Company Number of Common 

Shares Beneficially 

Owned, Controlled or 

Directed 

Percentage of 

Common 

Shares 

Outstanding 

MARK BRENNAN, President, CEO and Director 130,800 - 

PHILIP RENAUD, Director 3,701,640 2.3% 

J. ALBERTO ARIAS, Chairman and Director 82,499,881
1
 51% 

DOUGLAS F. CATER, Director 231,904 0.1% 

DIEGO MIRANDA, Director - - 

IGOR GONZALES, Director 90,443 - 

STEVEN G. DEAN, Director 213,387 0.1% 
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Name and Position with the Company Number of Common 

Shares Beneficially 

Owned, Controlled or 

Directed 

Percentage of 

Common 

Shares 

Outstanding 

DIONISIO ROMERO PAOLETTI, Director - - 

ED GUIMARAES, CFO 155,079 - 

GORDON BABCOCK, COO - - 

MATTHEW WUNDER, VP Exploration 71,228 - 

ANDREW DUNLOP, Corporate Controller - - 

JILL NEFF, Corporate Secretary 13,333 - 

TOTAL 87,107,695 53.8% 

 
 1 These common shares are owned by Arias Resource Capital Fund L.P., Arias Resource Capital Fund II L.P., Arias 

Resource Capital Fund II (Mexico) L.P. (collectively, the “ARC Funds”) and Arias Resource Capital Management LP 

(the “Manager”).  The ARC Funds are managed by Arias Resource Capital Management LP.  The respective general 

partner of each of the ARC Funds retains the power to make investment and voting decisions in respect of the Company 

securities beneficially owned by the ARC Funds.  Mr. Arias is the sole director of each of the general partners of the 

ARC Funds and indirectly controls the Manager.  As such, Mr. Arias may be deemed to share voting and dispositive 

power with respect to the Company securities beneficially owned by the ARC Funds and the Manager, but he disclaims 

any beneficial ownership of any such securities, except to the extent of his pecuniary interest therein.  
 

Cease Trade Orders, Bankruptcies, Penalties or Sanctions 

 

Except as disclosed hereunder, to the knowledge of the Company, none of its directors or 

executive officers is, or within the last ten years has been a director, chief executive officer or 

chief financial officer of (a) any issuer that, while that person was acting in that capacity, or (b) 

any issuer that, after that person ceased to be a director, chief executive officer or chief financial 

officer of such issuer, but in respect of an event that occurred while that person was acting in that 

capacity:  

 

(i) was the subject of a cease trade or similar order, or an order that denied such issuer 

access to any exemption under applicable securities legislation for a period of more than 

30 consecutive days; or 

 

(ii)  became bankrupt, made a proposal under any legislation relating to bankruptcy or 

insolvency or was subject to or instituted any proceedings, arrangement or compromise 

with creditors or had a receiver, receiver manager or trustee appointed to hold its assets. 

 

From March 28, 2013 until January 21, 2014, J. Alberto Arias served as a director on the board 

of Colossus Minerals Inc. (“Colossus”).  On January 14, 2014, Colossus filed a notice of 

intention to make a proposal under the Canadian Bankruptcy and Insolvency Act. 

 

Philip Renaud was a director of Diagem Inc. (“Diagem”) which is subject to a cease trading 

order resulting from Diagem’s failure to meet regulatory requirements as a result of insolvency.  
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Daniel Tellechea was President and Chief Executive Officer of Asarco LLC (formerly Asarco 

Inc.) (“Asarco”) when Asarco filed in 2005 proceedings seeking protection from its creditors 

under Chapter 11 of the United States Bankruptcy Code.  

 

In May 2009 and in May 2011, a Management Cease Trade Order applicable to the directors and 

officers of the Company and related companies was issued for late filing of the financial 

statements.  

 

To the knowledge of the Company, none of its directors or executive officers has, within the last 

ten years, become bankrupt, made a proposal under any legislation relating to bankruptcy or 

insolvency or become subject to or instituted any proceedings, arrangement or compromise with 

creditors or had a receiver, receiver manager or trustee appointed to hold his assets.  

 

To the knowledge of the Company, none of its directors or executive officers has been subject to:  

 

(i) any penalties or sanctions imposed by a court relating to securities legislation or by a 

securities regulatory authority or has entered into a settlement agreement with a securities 

regulatory authority; or 

 

(ii) any other penalties or sanctions imposed by a court or regulatory body that would likely 

be considered important to a reasonable investor in making an investment decision. 

 

Conflicts of Interest 

 

The Company confirms that there are currently no existing material conflicts of interest between 

Sierra or a subsidiary of Sierra and any director or officer of Sierra or of a subsidiary of 

Sierra.  Other than with respect to (i) the involvement of certain directors of the Company in 

other mining companies, and (ii) the significant holding of the ARC Funds and Arias Resource 

Capital Management LP in the Company for which Alberto Arias may be deemed to share voting 

and dispositive power with respect to the Company securities beneficially owned by the ARC 

Funds and Arias Resource Capital Management LP, there are no potential material conflicts of 

interest between Sierra or a subsidiary of Sierra and any director or officer of Sierra or of a 

subsidiary of Sierra.  

 

AUDIT COMMITTEE INFORMATION 

 

The Board of Directors has established an audit committee (the “Audit Committee”) comprised 

of Douglas F. Cater, Diego Miranda and Igor Gonzales.  All of the members of the Audit 

Committee are independent, non-executive directors of the Company.  All members of the Audit 

Committee meet the independence and financial literacy requirements of National Instrument 52-

110 - Audit Committees. 

 

The Board of Directors has adopted a written charter for the Audit Committee, which sets out the 

Audit Committee’s responsibility in overseeing the accounting and financial reporting processes 

of the Company, audits of the financial statements of the Company, and the appointment, 

compensation, and oversight of the work of any registered external auditor employed by the 
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Company for the purpose of preparing or issuing an audit report or related work.  This mandate 

is reviewed and assessed at least annually or otherwise, deemed appropriate, by the Board of 

Directors with the assistance of the Corporate Governance, Nominating and Audit Committees.  

A copy of this charter is attached hereto as Appendix “A”.  

 

Igor Gonzales 

 

Mr. Gonzales is from Cusco, Peru and has more than 30 years of experience in the mining 

industry. He was with Barrick Gold Corporation from 1998 to 2013, most recently as Executive 

Vice President and Chief Operating Officer. Between 1980 and 1996, Mr. Gonzales served in 

various roles with Southern Peru Copper Corporation. Mr. Gonzales has a Bachelor of Science 

degree in Chemical Engineering from the University of San Antonio Abad in Cusco, Peru, and 

was a Fulbright Scholar at the New Mexico Institute of Mining and Technology, where he earned 

a Master of Science degree in Extractive Metallurgy. Mr. Gonzales’ experience in the mining 

industry has provided him with the knowledge required to understand accounting principles and 

financial statements. 

 

Douglas F. Cater 

 

Douglas Cater is a graduate of the University of Waterloo and is a Professional Geologist with 

30 years of experience in the exploration and mining of precious metals including the analysis of 

budgets and project management of mining projects.  Mr. Cater was recently appointed Vice-

President, Exploration of Kirkland Lake Gold Inc., and was formerly Vice President Exploration 

of St. Andrews Goldfields Ltd. (2012 – 2015). Since June of 2009, he has also been the Project 

Manager for Sabina Gold & Silver Corporation, a mineral exploration and development 

corporation. He was the Exploration Manager for Dundee Precious Metals Inc., a Toronto-based 

mining and exploration Company, from August 2005 to June 2009. Mr. Cater’s experience in the 

mining industry has provided him with the knowledge required to understand accounting 

principles and financial statements.   

 

Diego Miranda 

 

Mr. Miranda is currently a Vice President at Arias Resource Capital Latin America S.R.L., 

which he joined in 2012. Prior to joining Arias Resource Capital, Mr. Miranda spent six years at 

JP Morgan where he worked with the Global Special Opportunities Group in New York, focused 

on principal investment and private equity opportunities; and with the Latin American 

Investment Banking Advisory team based in Peru. Previously, he worked at Ripley Group as 

Head of Financial and Strategic Analysis and at Banco de Credito del Peru in the Middle-Market 

Banking Division. Mr. Miranda has a BS in Business Administration from the Universidad de 

Lima. He is also a member of the Board of Directors of Corona. 

 

External Auditor Fees 

 

PricewaterhouseCoopers LLP (“PWC”) was appointed as Auditor of the Company on July 11, 

2012. Prior to that, the Auditor of the Company was KPMG LLP (“KPMG”). For the fiscal years 
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ended December 31, 2015 and December 31, 2014, the fees billed by PWC are summarized 

below for each category: 

 

Service Fees Incurred 2015 Fees Incurred 2014 

Audit and Audit-Related 

Fees 

$309,000 $197,424 

Tax Fees $nil $63,575 

All Other Fees $nil $nil 

Total Fees Paid $309,000 $260,999 

 

LEGAL PROCEEDINGS AND REGULATORY ACTIONS 

 

The Company is subject to various claims and legal proceedings covering a wide range of 

matters that arise in the normal course of business. Each of these matters is subject to various 

uncertainties and it is possible that some of these matters may be resolved unfavorably to the 

Company. The Company carries liability insurance coverage and will establish accruals and 

provisions for matters that are probable and can be reasonably estimated. In addition, the 

Company may be involved in disputes with other parties in the future. These may result in a 

significant impact on the Company’s financial condition, cash flow and results of operations. 

 

The claims associated with the Company’s Mexican operations are discussed in detail below:   

 

 In October 2009, Polo y Ron Minerals, S.A. de C.V. (“P&R”) sued the Company and one 

of its subsidiaries, Dia Bras Mexicana S.A. de C.V. (“DBM”). P&R claimed damages for 

the cancelation of an option agreement (the “Option Agreement”) regarding the San Jose 

properties in Chihuahua, Mexico (the “San Jose Properties”). The San Jose Properties are 

not located in any areas where DBM currently operates, nor are these properties included 

in any resource estimates of the Company. The Company believes that it has complied 

with all of its obligations pertaining to the Option Agreement. In October 2011, the 8th 

Civil Court of the Judicial District of Morelos in Chihuahua issued a resolution that 

absolved the Company from the claims brought against it by P&R on the basis that P&R 

did not provide evidence to support any of its claims. P&R appealed this resolution to the 

State Court, which overruled the previous resolution and ordered the Company to: (i) 

transfer to P&R 17 mining concessions from the Company’s Bolivar project, including 

the mining concessions where both mine operations and mineral reserves are located; and 

(ii) pay $423 to P&R; the Company was not appropriately notified of this resolution. In 

February 2013, a Federal Court in the State of Chihuahua granted the Company a 

temporary suspension of the adverse resolution issued by the State Court of Chihuahua, 

Mexico. In July 2014, a Federal Court in the State of Chihuahua ordered that the 

Company was entitled to receive proper notice of the adverse resolution previously issued 

by the State Court of Chihuahua. This allows the Company to proceed with its appeal 

(writ of “amparo”) of the State Court’s previous resolution. The adverse resolution has 

been temporarily suspended since March 2013, which suspension will remain in place 

pending the writ of amparo. The amparo is being heard in Federal Court and will 

challenge the State Court’s ruling. The Federal Court’s verdict in the amparo will be final 

and non-appealable. The Company continues to vigorously defend its position by 
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applying the proper legal resources necessary to defend its position.  On February 12, 

2016 The Second Federal Collegiate Court of Civil and Labor Matters, of the 

Seventeenth circuit in the State of Chihuahua, ("the Federal Court") issued a new 

judgment ruling that the State Court lacked jurisdiction to rule on issues concerning 

mining titles, and that no previous rulings by the State Court against the Company shall 

stand. They ordered the cancellation of the previous adverse resolution by the state Court. 

The Company will continue to vigorously defend this claim. The Company continues to 

believe that the original claim is without merit.  

 

 In 2009, a personal action was filed in Mexico against DBM by an individual, Ambrosio 

Bencomo Muñoz as administrator of the intestate succession of Ambrosio Bencomo 

Casavantes y Jesus Jose Bencomo Muñoz, claiming the annulment and revocation of the 

purchase agreement of two mining concessions, Bolívar III and IV between Minera 

Senda de Plata S.A. de C.V. and Ambrosio Bencomo Casavantes, and with this, the 

nullity of purchase agreement between DBM and Minera Senda de Plata S.A. de C.V. In 

June 2011, the Sixth Civil Court of Chihuahua, Mexico, ruled that the claim was 

unfounded and dismissed the case, the plaintiff appealed to the State Court. On 

November 3rd, 2014, the Sixth Civil Court of Chihuahua ruled against the plaintiff, 

noting that the legal route by which the plaintiff presented his claim was not admissible. 

 

TRANSFER AGENTS AND REGISTRARS  

 

The Company’s registrar and transfer agent is Computershare Investor Service Inc. located at 

1500 University Street, Suite 700, Montreal, Quebec H3A 3S8.  

 

MATERIAL CONTRACTS 

 

There are no contracts, other than those herein disclosed in this AIF and other than those entered 

into in the ordinary course of the Company’s business, that are material to the Company and that 

were entered into during the most recently completed year ended December 31, 2015 or before 

the most recently completed financial year, that are still in effect as of the date of this AIF. 

 

INTEREST OF EXPERTS 

 

NI 43-101 Technical Report on the Yauricocha Mine, Yauyos Province, Peru (Effective Date: 

December 31, 2014) 

 

The Qualified Persons responsible for this report are: 

 

 Mr. Donald Hulse, P.E., SME-RM, V.P. and Principal Mining Engineer for Gustavson, is 

a QP as defined by NI 43-101.  Mr. Hulse acted as project manager during preparation of 

this report and is specifically responsible for Sections 1 through 6, 15, 16 and 18 through 

27. 

 

 Mr. Thomas C. Matthews, B.Sc, MMSA-QP, Senior Resource Geologist for Gustavson, 

is a QP as defined by NI 43-101.  Mr. Matthews is specifically responsible for Sections 7 
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through 12, and 14. 

 

 Deepak Malhotra, PhD., SME-RM, President, RDi is a QP as defined by NI 43-101 and 

is responsible for Sections 13 and 17. 

 

NI 43-101 Technical Report, Bolivar Mine, Chihuahua State, Mexico (Effective Date: December 

31, 2012) 

 

The Qualified Persons responsible for this report are: 

 

 Mr. Donald Hulse, P.E., SME-RM, V.P. and Principal Mining Engineer for Gustavson, is 

a Qualified Person as defined by NI 43-101. Mr. Hulse acted as project director and client 

contact during preparation of this report and is specifically responsible for report Sections 

1 through 12 and 23 through 28, and for the overall content and organization of the 

report. 

 

 Mr. Zachary J. Black, SME-RM, Associate Geological Engineer for Gustavson, is a 

Qualified Person as defined by NI 43-101. Mr. Black acted as project geologist during 

preparation of this report and is specifically responsible for report Section 14. 

 

 Mr. Karl Gurr, SME-RM, Associate Principal Mining Engineer, is a Qualified Person as 

defined by NI 43-101. Mr. Gurr Acted as the project manager during the preparation of 

this report and is responsible for Sections 15, 16, 18-22 and is also responsible for the 

overall organization and content of this document. 

 

 Mr. Deepak Malhotra, PhD, SME-RM, President of Resource Development, Inc. (RDi) is 

a Qualified Person as defined by NI 43-101. Mr. Malhotra is specifically responsible for 

report Sections 13 and 17. 

 

NI 43-101 Technical Report on Resources, Cusihuiriachic Property, Chihuahua, Mexico 

(Effective Date: December 31, 2013) 

 

The Qualified Persons responsible for this report are: 

 

 Mr. Thomas C. Matthews, B.Sc, MMSA-QP, Senior Resource Geologist for Gustavson, 

is a QP as defined by NI 43-101.  Mr. Matthews is specifically responsible for sections 1, 

2, 7 through 12, 14, 17, 18 and for the overall content of this report.  

 

 Mr. Donald E. Hulse, P.E., SME-RM, Vice President, Gustavson. Mr. Hulse is 

responsible for Sections 3 through 6, 13, 15, and 16 of the report.   

 

To the knowledge of the Company, each of these experts held less than 1% of the outstanding 

Common Shares of the Company, at the time of the preparation of the reports and/or at the time 

of the preparation of the technical information contained in this AIF and either did not receive 

any or received less than a 1% direct or indirect interest in any securities of the Company or of 
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any associate or affiliate of the Company in connection with the preparation of such reports or 

data. 

 

PricewaterhouseCoopers LLP are the auditors of the Company and who have prepared the 

auditor’s report in respect of the annual financial statement for the fiscal year ended December 

31, 2015.  PricewaterhouseCoopers LLP has confirmed that it is independent with respect to the 

Company within the meaning of the Rules of Professional Conduct of the Institute of Chartered 

Accountants of Ontario.  To the Company’s knowledge, PricewaterhouseCoopers LLP has no 

registered or beneficial interest, direct or indirect, in any securities or other property of the 

Company. 

 

ADDITIONAL INFORMATION  

 

Additional information relating to the Company may be found on SEDAR at www.sedar.com 

and on the Company’s website at www.sierrametals.com. Information regarding directors’ 

remuneration and indebtedness, principal holders of the Company’s securities, options to 

purchase securities and interests of insiders in material transactions, if any, is contained in the 

Company’s Management Information Circular for its most recent annual meeting of shareholders 

that involved the election of directors. Additional financial information is provided in the 

Company’s comparative Financial Statements and Management Discussion & Analysis for its 

most recently completed year. 

 

  

http://www.sedar.com/


  

 

 

66 

APPENDIX “A” 

 

AUDIT COMMITTEE CHARTER 
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SIERRA METALS INC. 

 

AUDIT COMMITTEE CHARTER 

 

I PURPOSE 

The Audit Committee (the “Committee”) is a committee of the board of directors (the 
“Board”) of Sierra Metals Inc. (the “Corporation”). The primary function of the Committee is 
to assist the Board in fulfilling its financial reporting and controls responsibilities to the 
shareholders of the Corporation and the investment community. The external auditors will report 
directly to the Committee. The Committee’s primary duties and responsibilities are: 

• overseeing the integrity of the Corporation’s financial statements and reviewing 
the financial reports and other financial information provided by the Corporation 
to any governmental body or to the public; 

• recommending the appointment and reviewing and appraising the audit efforts of 
the Corporation’s external auditors, overseeing the external auditors’ 
qualifications and independence and providing an open avenue of communication 
among the external auditors, the Corporation’s financial and senior management 
and the Board; and 

• monitoring the Corporation’s financial reporting process and internal controls, 
its management of business and financial risk, and its compliance with legal, 
ethical and regulatory requirements. 

II COMPOSITION 

The Committee will be comprised of members of the Board, the number of which will be 
determined from time to time by resolution of the Board. The composition of the Committee will 
be determined by the Board such that the membership and independence requirements set out in 
the rules and regulations, in effect from time to time, of any securities commissions (including, 
but not limited to, the British Columbia Securities Commission) and any exchanges upon which 
the Corporation's securities are listed (including, but not limited to, the Toronto Stock Exchange) 
are satisfied. 

The members of the Committee shall be elected by the Board at the annual organizational 
meeting of the Board and shall remain on the Committee until the next annual organizational 
meeting of the Board or until their successors have been duly elected or appointed. The Board 
may remove a member of the Committee at any time in its sole discretion by resolution of the 
Board. 

III DUTIES AND RESPONSIBILITIES 

1. The Committee shall: 

(a) review and recommend to the Board for approval the annual audited consolidated 

financial statements of the Corporation; 

(b) review with financial management and external auditors the Corporation’s 
financial statements, MD&A and earnings releases prior to filing the same 
with regulatory bodies such as securities commissions and/or prior to their 
release; 
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(c) review document referencing, containing or incorporating by reference the annual 
audited consolidated financial statements or non-audited interim financial 
statements (e.g. prospectuses and/or press releases containing financial results) 
prior to their release; and 

(d) make changes or additions to security policies of the Corporation and report, 
from time to time, to the Board on the appropriateness of the policy guidelines 
in place to administer the Corporation’s security programs. 

 
2. The Committee, in fulfilling its mandate, shall: 

(a) ensure to its satisfaction that adequate internal controls and procedures are 
in place to allow the Chief Executive Officer and the Chief Financial Officer 
of the Corporation to certify financial statements and other disclosure 
documents as required under securities laws; 

(b) ensure to its satisfaction that adequate procedures are in place for the review of 
the Corporation’s public disclosure of financial information extracted or derived 
from the Corporation’s financial statements, MD&A and annual and interim 
earnings press releases, and periodically assess the adequacy of those procedures; 

(c) recommend to the Board the selection of the external auditors, consider 
their independence and effectiveness, and approve the fees and other 
compensation to be paid to the external auditors; 

(d) monitor the relationship between management and the external auditors, 
including reviewing any management letters or other reports of the external 
auditors, and discussing and resolving any material differences of opinion or 
disagreements between management and the external auditors; 

(e) review the performance of the external auditors and approve any proposed 
discharge and replacement of the external auditors when circumstances warrant. 
Consider, with management, the rationale for employing accounting/auditing 
firms other than the principal external auditors; 

(f) periodically consult with the external auditors out of the presence of management 
about significant risks or exposures, internal controls and other steps that 
management has taken to control such risks, and the fullness and accuracy of the 
Corporation’s financial statements. Particular emphasis should be given to the 
adequacy of internal controls to expose any payments, transactions, or 
procedures that might be deemed illegal or otherwise improper; 

(g)  arrange for the external auditors to be available to the Committee and the 
Board as needed. Ensure that the external auditors report directly to the 
Committee and are made accountable to the Board and the Committee, as 
representatives of the shareholders to whom the auditors are ultimately 
responsible; 

(h) review and approve the Corporation’s hiring policies regarding employees or 

former employees of the current and former external auditors; 

(i) review the scope of the external audit, including the fees involved; 

(j) review the external auditors’ report on the annual audited consolidated financial 

statements; 

(k)  review problems found in performing the audit, such as limitations or 
restrictions imposed by management or situations where management seeks a 
second opinion on a significant accounting issue; 
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(l) review major positive and negative observations of the external auditors during 

the course of the audit; 

(m)  review with management and the external auditors the Corporation’s major 
accounting policies, including the impact of alternative accounting policies and 
key management estimates and judgments that can materially affect the financial 
results; 

(n)  review emerging accounting issues and their potential impact on the 
Corporation’s financial reporting; 

(o)  review and approve requests for any management consulting engagement to 
be performed by the external auditors and be advised of any other study 
undertaken at the request of management that is beyond the scope of the 
audit engagement letter and related fees; 

 

(p) review with management, the external auditors and legal counsel, any litigation, 

claims or other contingency, including tax assessments, which could have a 

material impact upon the financial position or operating results of the 

Corporation, and whether these matters have been appropriately disclosed in the 

financial statements; 

(q)  review the conclusions reached in the evaluation of management’s internal 
control systems by the external auditors, and management’s responses to any 
identified weaknesses; 

(r) review with management their approach to controlling and securing corporate 
assets (including intellectual property) and information systems, the adequacy of 
staffing of key functions and their plans for improvements; 

(s) review with management their approach with respect to business ethics and 

corporate conduct; 

(t)  review annually the legal and regulatory requirements that, if breached, could 
have a significant impact on the Corporation’s published financial reports or 
reputation; 

(u)  receive periodic reports on the nature and extent of compliance with security 
policies. The nature and extent of non-compliance together with the reasons 
therefore, with the plan and timetable to correct such non-compliance will be 
reported to the Board, if material; 

(v) review with management the accuracy and timeliness of filing with regulatory 

authorities; 

(w) review periodically the business continuity plans for the Corporation; 

(x) review annually general insurance coverage of the Corporation to ensure 
adequate protection of major corporate assets including, but not limited to, 
D&O (Directors and Officers) and “Key Person” coverage; 

(y)  perform such other duties as required by the Corporation’s incorporating 
statute and applicable securities legislation and policies; and 

(z) establish procedures for: 

(i) the receipt, retention and treatment of complaints received by the 

Corporation regarding accounting, internal controls, or auditing matters; 

and 
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(ii) the confidential, anonymous submission by employees of the 

Corporation of concerns regarding questionable accounting or audit 

matters. 

 

3. The Committee may engage and communicate directly and independently with outside 

legal and other advisors for the Committee as required and set and pay the compensation 

of such advisors. 

 

4. On an annual basis, the Committee will review the Audit Committee Charter and, 

where appropriate, recommend changes to the Board. 

IV SECRETARY 

The Secretary of the Committee will be appointed by the Chair of the Committee. 

V MEETINGS 
 

1. The Committee shall meet at such times and places as the Committee may determine, but 

no less than four times per year. At least annually, the Committee shall meet 

separately with management and with the external auditors. 

 

2. Meetings may be conducted with members present in person, by telephone or by 

video conference. 

 

3. A resolution in writing signed by all the members of the Committee is valid as if it had 

been passed at a meeting of the Committee. 

 

4. Notice must be given to each Committee member not less than 48 hours before the time 

when a meeting is to be held. The notice period may be waived by a quorum of the 

Committee. 

 

5. The external auditors or any member of the Committee may also call a meeting of the 

Committee. The external auditors of the Corporation will receive notice of every meeting 

of the Committee. 

 

6. The Board shall be kept informed of the Committee’s activities by a report, including 

copies of minutes, at the next Board meeting following each Committee meeting. 

VI QUORUM 

Quorum for the transaction of business at any meeting of the Committee shall be a majority of 
the number of members of the Committee. 
 

 

 
 

 


