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INTRODUCTION  

 

This Management’s Discussion & Analysis (“MD&A”) for Trevali Mining Corporation (the “Company”, 

or “Trevali”) for the year ended December 31, 2016 has been prepared by Management, in accordance 

with the requirements of National Instrument 51-102 - Continuous Disclosure Obligations (“NI 51-102”), 

as of March 9, 2017, and discusses its financial results for the year ended December 31, 2016.  This 

MD&A provides a detailed analysis of the business of Trevali and should be read in conjunction with the 

Company’s audited consolidated financial statements for the years ended December 31, 2016 and 2015, 

which are prepared in accordance with International Financial Reporting Standards (IFRS) (the “Financial 

Statements”). The Company is a “Non-Venture Issuer” as defined in NI 51-102. 

 

All figures in this MD&A are expressed in thousands of Canadian Dollars, except for share, per share, per 

pound and per ounce amounts, unless otherwise noted. References to “US$” are to United States dollars. 

 

This MD&A contains certain “forward-looking information” within the meaning of Canadian securities 

legislation and “forward-looking statements” within the meaning of the United States Private Securities 

Litigation Reform Act of 1995 (collectively, “forward-looking statements”). These forward-looking 

statements are made as of the date of this document and the Company does not intend, and does not 

assume any obligation, to update these forward-looking statements, except as required under applicable 

securities legislation. 

 

Forward-looking statements relate to future events or future performance and reflect management’s 

expectations or beliefs regarding future events and include, but are not limited to, statements with respect 

to the estimation of mineral reserves and mineral resources, the realization of mineral reserve estimates, 

the timing and amount of estimated future production, costs of production, capital expenditures, success 

of mining operations, environmental risks, unanticipated reclamation expenses, title disputes or claims, 

future anticipated property acquisitions, the content, cost, timing and results of future anticipated 

exploration programs and limitations on insurance coverage. In certain cases, forward-looking statements 

can be identified by the use of words such as “plans”, “expects” or “does not expect”, “is expected”, 

“outlook”, “guidance”, “budget”, “scheduled”, “estimates”, “forecasts”, “intends”, “anticipates” or “does 

not anticipate”, or “believes”, or variations of such words and phrases or statements that certain actions, 

events or results “may”, “could”, “would”, “might” or “will be taken”, “occur” or “be achieved” or the 

negative of these terms or comparable terminology. In this MD&A, certain forward-looking statements 

are identified by words including “guidance”, “may”, “future”, “expected”, “intends” and “estimates”. By 

their very nature forward-looking statements involve known and unknown risks, uncertainties and other 

factors which may cause the actual results, performance or achievements of the Company to be materially 

different from any future results, performance or achievements expressed or implied by the forward-

looking statements. Such factors include, among others, risks related to actual results of current 

exploration activities; changes in project parameters as plans continue to be refined; future prices of 

mineral resources; possible variations in ore reserves, grade or recovery rates; accidents; assumptions 

related to geotechnical conditions of tailings facilities; dependence on key personnel; labour pool 

constraints; labour disputes; availability of infrastructure required for the development of mining projects; 

delays or inability to obtain governmental and regulatory approvals for mining operations or financing or 

in the completion of development or construction activities; counterparty risks associated with sales of 
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our metals; increased operating and capital costs; operating in foreign jurisdictions with risk of changes to 

governmental regulation; impact of climatic conditions on the Company’s Santander and Caribou mining 

operations; compliance with debt covenants, and other risks of the mining industry as well as those 

factors detailed from time to time in the Company’s interim and annual financial statements and 

management’s discussion and analysis of those statements, all of which are filed and available for review 

under the Company’s profile on SEDAR at www.sedar.com. Although the Company has attempted to 

identify important factors that could cause actual actions, events or results to differ materially from those 

described in forward-looking statements, there may be other factors that cause actions, events or results 

not to be as anticipated, estimated or intended. Historical results of operations and trends that may be 

inferred from this MD&A may not necessarily indicate future results from operations. The Company 

provides no assurance that forward-looking statements will prove to be accurate, as actual results and 

future events could differ materially from those anticipated in such statements. Accordingly, readers 

should not place undue reliance on forward-looking statements. Please see the “Risk Factors” section of 

this MD&A. 

 

External Technical Reports and Experts  
 

Estimates contained in the National Instrument 43-101 - Standards of Disclosure for Mineral Projects 

(“NI 43-101”) technical report prepared for the Santander Mine were prepared by Arseneau Consulting 

Services Ltd (“Arseneau”). Dr. Gilles Arseneau, is the Qualified Person (“QP”) responsible for the 

preparation of the technical report. To the best of our knowledge, as at the date hereof, neither Arseneau 

nor its officers, directors, employees or consultants beneficially own, directly or indirectly, any of the 

securities of the Company. 

 

Estimates contained in the NI 43-101 technical reports prepared for each of the Stratmat Property, the 

Halfmile Property, the Ruttan Property and the Preliminary Economic Assessment (“PEA”) 

encompassing the technical reports for the combined Halfmile and Stratmat Properties were prepared by 

Wardrop Engineering Inc., a subsidiary of Tetra Tech (“Tetra Tech Wardrop”). The QPs responsible for 

the preparation of the NI 43-101 technical reports were Tim Maunula, P. Geo., (Stratmat, Halfmile, 

Ruttan) and Mike McLaughlin, P. Eng., (PEA).  To the best of our knowledge, as at the date hereof, 

neither Tetra Tech Wardrop nor its officers, directors, employees or consultants beneficially own, directly 

or indirectly, any of the securities of the Company. 
 

Estimates contained in the currently filed NI 43-101 technical report prepared for the Caribou Property 

and the PEA were prepared by SRK Consulting (Canada) Inc. (“SRK”) in January 2013 and May 2014. 

The QPs list include: Yao Hua (Benny) Zhang, P. Eng., Gilles Arseneau, P. Geo., Leonard Holland, C. 

Eng., Jeffery Barrett, P. Eng. To the best of our knowledge, as at the date hereof, neither SRK nor its 

officers, directors, employees or consultants beneficially own, directly or indirectly, any of the securities 

of the Company.  
 

All the Company’s public disclosure filings, including its most recent management information circular, 

annual information form, material change reports, press releases and other information, may be accessed 

at www.sedar.com and readers are urged to review these materials, including the technical reports as 

stated above, which are filed with respect to the Company’s mineral properties. 

 

Internal Qualified Persons and Quality Control/Quality Assurance  
 

Dr. Mark D. Cruise, Trevali's President and Chief Executive Officer, Paul Keller, Chief Operating Officer 

and Daniel Marinov, Vice President of Exploration are qualified persons as defined by NI 43-101, and 

have supervised the preparation of the scientific and technical information that form the basis for various 

news releases issued by the Company.  Dr. Cruise is not independent of the Company as he is a senior 

http://www.sedar.com/
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officer, director and shareholder of the Company. Mr. Keller and Mr. Marinov are not independent of the 

Company as they are senior officers and shareholders of the Company.  

 

The exploration, definition, construction, pre-production development and production work programs at 

the Company’s properties were designed and supervised by the Company’s President and Chief Executive 

Officer, Chief Operating Officer, and Vice President of Exploration who together are responsible for all 

aspects of the work including the quality control/quality assurance programs.  On-site personnel at the 

Company’s respective projects rigorously collect and track samples which are then security sealed and 

shipped to internationally accredited geochemical assay laboratories. At Santander, production mine 

samples are assayed at the independent on-site SGS geochemical laboratory (“SGS”). In the case of the 

Company’s properties in New Brunswick, samples are shipped to Bureau Veritas Minerals Laboratories 

(“BVML” – formerly ACME) preparation facility in Val D’Or, Quebec, then forwarded to Vancouver, 

British Columbia for assay. SGS and BVML’s quality systems comply with the requirements for the 

International Standards ISO 17025 with CAN-P-1579 designation.  Analytical accuracy and precision are 

monitored by the analysis of reagent blanks, reference material and replicate samples.  Quality control is 

further assured by the use of international and in-house standards. 

 

 

COMPANY BUSINESS AND BACKGROUND  

 

Trevali is a natural resource company engaged in the acquisition, exploration, development and 

production from mineral properties. The Company is actively producing zinc and lead-silver concentrates 

from its Santander Mine in Peru and its Caribou Mine in the Bathurst Mining Camp of northern New 

Brunswick. Trevali also owns the Halfmile and Stratmat base metal deposits, located in New Brunswick, 

that are currently undergoing a Preliminary Economic Assessment (“PEA”), and the Ruttan Mine in 

northern Manitoba.  

 

Common shares of the Company are listed on the Toronto Stock Exchange (“TSX”) and the Bolsa de 

Valores de Lima in Peru, both under the symbol “TV”. The common shares also trade on the OTCQX 

International Quotation System in the United States under the symbol “TREVF”, and on the Frankfurt 

Stock Exchange under the symbol “4T1”. 

 

The Company acquired the Santander zinc-lead-silver mine in Peru, through a 50-year assignment 

agreement dated December 11, 2007 with Compania Minerales Santander S.A.C. (“Santander”).  The 

Santander Mine was formerly a producing mine which the Company returned to commercial production 

in January, 2014. The Property is accessible by road from Lima via the town of Canta to Santander, a 

distance of approximately 215 kilometres. The current infrastructure is comprised of a camp and 

associated support facilities, a 2,000 tonne processing per day zinc-lead-silver mine - concentrate 

processing plant and tailings impoundment.  

 

In April 2011, the Company merged with Kria Resources Ltd. (“Kria”), a Toronto Venture Exchange 

listed Company with base metal properties in New Brunswick and Manitoba, Canada. Kria’s properties 

included Halfmile and Stratmat in New Brunswick and the previously operating Ruttan Mine in northern 

Manitoba. 

 

On November 5, 2012, the Company acquired of Maple Minerals Corporation (“Maple”) (now known as 

Trevali Mining (New Brunswick) Ltd.), a private company located in New Brunswick, by way of 

amalgamation.  This acquisition provided Trevali with a 3,000 tonne-per-day processing plant, the former 

Caribou base metal mine, and a permitted tailings treatment facility. On July 1, 2016, the Company 

entered the production phase at Caribou, producing zinc and lead-silver concentrates. 
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2016 – Highlights for the Year 

 

During the year the Company achieved its highest revenue figure to date of $198 million (2015 - $106 

million) and ended the year with a working capital position of $10.4 million (2015 - $9.3 million). Zinc 

production at the Santander operation represented an annual record for the business unit of 61,255,238 

payable zinc pound (“lbs”) (2015 – 54,148,660), with the Caribou mine producing 36,707,653 payable 

zinc lbs in its first period of commercial production for a total of 97,962,891 of payable zinc lbs. 

produced. Total zinc equivalent payable lbs produced in 2016 was 148,182,148 (2015 – 101,648,053). 

    

Below is a summary of the Company’s key production and operating statistics for the three months and 

years ended December 31, 2016 and 2015. The following results include the Santander Mine and, from 

July 1, 2016, the Caribou Mine, when it commenced commercial production. 

 

Zinc Concentrate (DMT) 44,415               14,125               106,609              58,214               

Lead Concentrate  (DMT) 12,588               5,408                 33,303               25,094               

Payable Zinc lbs 38,134,150         12,636,871         93,404,037         52,874,706         

Payable Lead lbs 10,726,459         6,458,550           32,356,053         30,407,701         

Payable Silver oz's 395,997              229,464              1,177,957           1,054,904           

Average Realized Metal Price (US$)/lbs
1

Zinc 1.16$                 0.70$                 1.03$                 0.84$                 

Lead 0.98$                 0.74$                 0.89$                 0.77$                 

Silver 16.68$               15.11$               17.45$               15.67$               

Revenues (US$)
2

63,695$              16,874$              149,651$            83,170$              

Mining Operation Expenses (US$) 50,461$              18,830$              122,081$            77,914$              

Zinc Equivalent lbs Sold 53,047,314         24,411,530         142,385,949        100,709,725        

Exchange rate (Bank of Canada) US$ = CAD$ 0.75$                 0.75$                 0.76$                 0.78$                 

Tonnes Mined 415,523              173,283              1,166,381           722,360              

Tonnes Milled 469,723              204,999              1,300,037           778,151              

Payable Production

Zinc lbs 36,757,268         13,078,864         97,962,891         54,148,660         

Lead lbs 11,317,254         6,337,737           33,048,019         30,237,350         

Silver oz's 409,653              224,021              1,215,874           1,055,965           

Zinc Equivalent lbs Payable Produced 52,374,939         24,497,894         148,182,148        101,648,053        

Site Cash Operating Cost per ZnEq Payable lbs Produced (US$)
3-4

0.40$                 0.32$                 0.37$                 0.33$                 

Total cash costs per ZnEq Payable lbs Produced (US$)
3

0.91$                 0.72$                 0.81$                 0.75$                 

Site Cash Operating Cost per Tonne Milled (US$)
4

44.44$               38.70$               41.64$               42.65$               

3
 ZnEq Payable Pounds Produced=((Zn Payable lbs Produced*Zn Price)+(Pb Payable lbs Produced*Pb Price)+(Ag oz Payable Produced*Ag Price))/Zn Price.

4
 ZnEq Payable Pounds Sold=((Zn Payable lbs Sold*Zn Price)+(Pb Payable lbs Sold*Pb Price)+(Ag oz Payable Sold*Ag Price))/Zn Price.

2016 Consolidated Sales Statistics and 2015 Comparison

2016 Consolidated Production Statistics and 2015 Comparison

Q4-2016 Q4-2015 2016 2015

1
 Provisional Realized Metal Price

2
 Revenues for the quarter includes the effects of settlement adjustments on sales from prior quarters.

 
 

Three months and years ended December 31, 2016 and 2015 

 

Revenue, converted into US dollars at the average exchange rate for the periods, from the sale of 

concentrate, increased by 277% during the fourth quarter and 80% during the full year in 2016, compared 

against the respective periods in 2015.  Revenues were approximately US$64 million in Q4-2016 versus 

approximately US$17 million in the comparative quarter last year. The increase was the result of both 

increases in zinc and lead lbs sold, and increases in average realized metal prices. During the fourth 

quarter of 2016, the Company realized an average zinc price of US$1.16/lb, and an average lead price of 
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US$0.98/lb. This represents an increase in zinc and lead prices of 66% and 23%, respectively, over the 

fourth quarter of 2015. During the twelve months ended December 31, 2016, the Company realized an 

average zinc price of US$1.03/lb, and an average lead price of US$0.89/lb. This represents an increase of 

23% and 15%, respectively, over the twelve months ended December 31, 2015.  Revenues were 

approximately US$150 million in 2016 versus approximately US$83 million last year.  

 

Mining operating expenses converted to US dollars for the three and twelve months ended December 31, 

2016 were US$50,461 (Q4 2015 - US$18,830) and US$ 122,081 (2015 - US$ 77,914) respectively.  

 

The Company’s production during the three and twelve months ended December 31, 2016, increased 

significantly over the same periods in the prior year largely due to the commencement of commercial 

production at the Caribou Mine on July 1, 2016. Production during the fourth quarter of 2016 included 37 

million pounds (“lbs.”) of zinc (“Zn”) (Q4 2015 – 13 million lbs.) and 11 million lbs. of lead (“Pb”) (Q4 

2015 – 6 million lbs.), an increase of 181% and 79%, respectively. For the full year, 98 million lbs. of 

payable zinc (2015 – 54 million lbs.) and 33 million lbs. of payable lead (2015 – 30 million lbs.) were 

produced, an increase of 81% and 9%, respectively. The increase in payable lead production resulting 

from Caribou coming on line was partially offset by reduced production from Santander. Lead production 

at Santander decreased as the operation focused on the zinc-rich Magistral Central and South zones. 

Silver production also increase with 409,654 and 1,215,873 payable ounces (“ozs.”) of silver during the 

three and twelve months ended December 31, 2016, respectively. This represents a silver production 

increase of 83% and 15%, respectively, over the comparable periods in 2015. 

 

Total tonnes milled in the three and twelve months ended December 31, 2016, increased 129% and 67%, 

over the respective periods in 2015. The increase was not only from the start of production at the Caribou 

Mine, but also from an increase in tonnes milled at the Santander Mine. 2016 and 2015 total tonnes 

milled were 1,300,037 and 778,151 respectively. 

 

US dollar consolidated site cash operating cost per tonne milled during the three months ended December 

31, 2016, increased by 15%, from US$38.70 to US$44.44. The increase was the result of higher cost 

tonnes from the Caribou Mine, which commence production in 2016, partially offset by reduced site cash 

operating cost at Santander, period-over-period. For the year ended December 31, 2016, consolidated site 

cash operating cost was down. The reduced site cash operating cost at the Santander Mine during the year 

was only partially offset by the higher Caribou Mine costs reflected in the second half of 2016. (See non-

IFRS measures at the end of this MD&A). 
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Santander Mine, Peru 

 

Q4-2016 Q4-2015 2016 2015

Zinc Concentrate (DMT) 17,719               14,125               67,387               58,214               

Lead Concentrate  (DMT) 3,118                 5,408                 17,111               25,094               

Payable Zinc lbs 15,570,810     12,636,871         59,757,298     52,874,706         

Payable Lead  lbs 3,085,499       6,458,550           19,263,824     30,407,701         

Payble Silver ozs 178,643         229,464              799,740         1,054,904           

Average Realized Metal Price (US$)/lbs
1

Zinc  1.20$                 0.70$                 0.99$                 0.84$                 

Lead  1.00$                 0.74$                 0.85$                 0.77$                 

Silver 16.73$               15.11$               17.09$               15.67$               

Revenues (US$)
2

27,169$              16,874$              93,607$              83,170$              

Mining Operation Expenses (US$) 18,851$              18,830$              73,123$              77,914$              

Zinc Equivalent lbs Sold 20,670,895         24,411,530         91,248,249         100,709,725        

Exchange rate (Bank of Canada) US$ = CAD$ 0.75$                 0.75$                 0.76$                 0.78$                 

Tonnes Mined 171,084              173,283              716,893              722,360              

Tonnes Milled 218,481              204,999              863,307              778,151              

Average Head Grades (%)

Zinc 4.36% 3.80% 4.27% 4.14%

Lead 0.82% 1.68% 1.24% 2.09%

Silver - oz/tonne 1.18                   1.38                   1.27                   1.66                   

Average Recoveries (%)

Zinc 89% 90% 89% 90%

Lead 83% 88% 86% 89%

Silver 66% 75% 71% 77%

Concentrate Produced (DMT)

Zinc 17,553               14,141               67,397               58,232               

Lead 3,111                 5,347                 17,189               24,962               

Concentrate Grades (%)

Zinc 48% 49% 49% 50%

Lead 48% 56% 53% 58%

Silver - oz/tonne 54.62                 39.69                 45.24                 40.48                 

Payable Production

Zinc lbs 15,826,253         13,078,864         61,255,238         54,148,660         

Lead lbs 3,102,826           6,337,737           19,256,247         30,237,350         

Silver oz 177,931              224,021              813,807              1,055,965           

Zinc Equivalent lbs Payable Produced 20,930,910         24,497,894         93,008,559         101,648,053        

Site Cash Operating Cost per ZnEq Payable lbs Produced (US$)
3-4

0.34$                 0.32$                 0.32$                 0.33$                 

Total cash costs per ZnEq Payable lbs Produced (US$)
3

0.88$                 0.72$                 0.75$                 0.75$                 

Site Cash Operating Cost per Tonne Milled (US$)
4

32.54$               38.70$               34.17$               42.65$               

 Santander 2016 Production Statistics and 2015 Comparison

Santander 2016 Sales Statistics and 2015 Comparison

1
 Provisional Realized Metal Price

2
 Revenues for the quarter includes the effects of settlement adjustments on sales from prior quarters.

4
 ZnEq Payable Pounds Sold=((Zn Payable lbs Sold*Zn Price)+(Pb Payable lbs Sold*Pb Price)+(Ag oz Payable Sold*Ag Price))/Zn Price.

3
 ZnEq Payable Pounds Produced=((Zn Payable lbs Produced*Zn Price)+(Pb Payable lbs Produced*Pb Price)+(Ag oz Payable Produced*Ag Price))/Zn Price.

 
 

Three months ended December 31, 2016 

 

All concentrates are purchased by Glencore International plc’s Peruvian subsidiary, Empresa Minera Los 

Quenuales S.A. (“Glencore Peru”), under the Company’s offtake agreement with Glencore Peru. During 

the quarter, the Company sold 15.6 million lbs. of zinc (Q4 2015 – 12.6 million lbs.), 3.1 million lbs. of 

lead (Q4 2015 – 6.5 million lbs.), and 178,643 ozs. of silver (Q4 2015 – 229,464 ozs.). Revenues for the 

fourth quarter of 2016 were US$27.2 million (Q4 2015 – US$16.8), with the average realized metal prices 
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of US$1.20 (Q4 2015 – US$0.70) per pound of zinc, US$1.00 (Q4 2015 – US$0.74) per pound of lead, 

and US$16.73 (Q4 2015 – US$15.11) per ounce of silver. The 62% increase in US dollar revenue, versus 

the fourth quarter of 2015, was largely due to the 7% increase in milled tonnes and an increase in 

commodity prices. Compared against the fourth quarter of 2015, the Company realized a 71% increase in 

the price of zinc, a 35% increase in the price of lead, and an 11% increase in the price of silver.  

 

Mining operating expenses converted to US dollars for the three months ended December 31, 2016 at the 

Santander operation were US$18,851 (Q4 2015 - US$18,830).  

 

During the three months ended December 31, 2016, the Company’s Santander Mine produced 15.8 

million payable lbs. of zinc (Q4 2015 - 13.1 million lbs.), 3.1 million payable pounds of payable lead (Q4 

2015 – 6.3 million lbs.) and 177,931 payable ozs. of silver (Q4 2015 – 224,021 ozs.). This represented an 

increase of 21% in zinc production, a decrease of 51% in lead production, and a decrease of 21% in silver 

production, compared with the fourth quarter of 2015. The 15.6 million payable lbs. of zinc was a 

quarterly record for the mine. Lead and silver production was lower due to lower grade material and the 

operation continuing to focus on the zinc-rich Magistral Central and South zones during the quarter. The 

Santander team is currently fast-tracking development of the Magistral North ramp in order to access 

recently discovered higher-grade Zn-Pb and Ag mineralization in the Magistral North and Oyon Zones, 

both of which remain open for expansion (see July 19, 2016 News Release). 

 

During the three months ended December 31, 2016, the Santander mill continued to operate above its 

2,000 tonne-per-day nameplate capacity, with 218,481 tonnes of mineralized material being milled (Q4 

2015 – 204,999 tonnes), representing an increase of 7% over the fourth quarter of 2015. The fourth 

quarter tonnes milled is also just below the mine’s record of 219,086 tonnes milled in the second quarter 

of 2016. Underground production was approximately 171,084 tonnes for the fourth quarter of 2016 (Q4 

2015 – 173,283 tonnes). Recoveries during the quarter averaged 89% for zinc, 83% for lead and 66% for 

silver. 

 

Average head grades during the fourth quarter of 2016 were 4.36% zinc, 0.82% lead, and 1.18 oz/ton 

silver with production of 17,553 tonnes of zinc concentrate averaging 48% Zn, and 3,111 tonnes of lead-

silver concentrate averaging 48% Pb and 54.62 oz/tonne Ag.  

 

Site cash operating cost during the fourth quarter of 2016 was US$32.54 per tonne milled (2015 - $38.70 

per tonne milled) or US$0.34 per zinc equivalent payable produced (2015 - US$0.32 (please see non-

IFRS measures at the end of this MD&A). The decrease, compared with the fourth quarter of 2015, was 

primarily attributed to increased production and the implementation of site-wide initiatives that have 

resulted in operational efficiencies in areas such as energy consumption, mining and transportation. The 

fourth quarter of 2015 also included community payments that were made in the third quarter of 2016. 

 

Year ended December 31, 2016 

 

During 2016, the Company sold 59.8 million lbs. of zinc, 19.3 million lbs. of lead, and 799,740 ozs. of 

silver. This compared with 52.9 million lbs. of zinc, 30.4 million lbs. of lead, and 1,054,904 ozs. of silver 

in 2015. Revenues for 2016 were US$93.6 million (2015 – US$83.2 million), with average provisional 

realized metal prices for the year of US$0.99 per lb. of zinc (2015 - US$0.84/lb.), US$0.85 per lb. of lead 

(2015 – US$0.78/lb.), and US$17.09 per oz. of silver (US$15.67/oz.). The 13% increase in US dollar 

revenue, versus 2015, is largely due to the increase in milled tonnes and an increase in commodity prices. 

Compared against 2015, the Company realized a 19% increase in the price of zinc, a 9% increase in the 

price of lead, and a 9% increase in the price of silver.  

 

Mining operating expenses converted to US dollars for the year ended December 31, 2016 at the 

Santander operation were US$73,123 (2015 - US$77,914).  
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During the year ended December 31, 2016, the Santander Mine produced 61.3 million payable lbs. of zinc 

(2015 – 54.1 million lbs.), a record amount of annual payable zinc for the mine, 19.3 million payable lbs. 

of lead (2015 – 30.2 million lbs.) and 813,807 payable ozs. of silver (2015 – 1,055,965 ozs.). This 

represented an increase of 13% in zinc production, a decrease of 36% in lead production, and a decrease 

of 23% in silver production. As mentioned above, under the discussion of Santander’s quarterly results, 

the lower lead and silver production was due to lower grade material and the result of a focus on the zinc-

rich Magistral Central and South zones during the latter half of the year. 

 

During 2016, the Santander Mine processed 863,307 tonnes of mineralized material (2015 – 778,151 

tonnes) through the mill, which was an average of 2,365 tonnes-per-day, approximately 18% above the 

nameplate design of 2,000-tonnes-per-day (730,000 tonnes per year). Underground production was 

716,893 tonnes for the 2016 (2015 – 722,360).  

 

The mill continued to perform at above design recoveries with annual recoveries averaging 89% for zinc, 

86% for lead, and 71% for silver. Average head grades were 4.27% zinc, 1.24% lead, and 1.27 oz/ton 

silver with production of 67,387 tonnes of zinc concentrate averaging 49% Zn and 17,189 tonnes of lead-

silver concentrate averaging 53% Pb and 45.2 oz/ton Ag. 

 

Against the Company’s most recent guidance for 2016, zinc production exceeded the annual guidance of 

57-60 million lbs. of payable zinc in concentrate grading approximately 50%, lead production fell short of 

the 22-25 million lbs. lead in concentrate grading approximately 56-58%, and was in line with silver 

production of 800,000-1,000,000 ozs. of payable silver. 

 

Site cash operating cost during 2016 was US$34.17 per tonne milled (2015 - $42.65 per tonne) or 

US$0.32 per zinc equivalent payable produced (2015 US$0.33) (please see non-IFRS measures at the end 

of this MD&A). The year-over-year decrease is the result of realized operational efficiencies, as discussed 

above, under the mine’s quarterly results. The site cash operating cost of US$34.17 per tonne milled was 

below the annual guidance for 2016 of US$35-38 per tonne milled. 

 

Exploration activity  

 

The Company received final geochemical assay results from its 2016 resource conversion and exploration 

program which tested the deeper levels below and immediately adjacent to the currently defined mineral 

resources of the Magistral deposits. Results continue to return thick intervals of multiple stacked massive 

sulphide replacement mineralization whose zinc, lead and silver grades were significantly higher than 

those currently being actively mined and processed. All zones including the newly discovered zone, 

remain open for expansion and the Company believes that there is significant resource potential 

remaining given that limited down-dip drilling has occurred. Please also see our News Release dated 

March 6, 2017. 
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Caribou Mine, Canada  

 
Caribou 2016 Sales Statistics

Q3-2016 Q4-2016 2016

Zinc Concentrate (NDMT) 12,526               26,696               39,221               

Lead Concentrate  (NDMT) 6,721                 9,471                 16,192               

Payable Zinc lbs 11,083,399         22,563,340         33,646,739         

Payable Lead lbs 5,451,269           7,640,960           13,092,229         

Payble Silver oz 160,862              217,354              378,216              

Payable Gold oz 183                    266                    449                    

Average Realized Metal Price (US$)/lbs
1

Zinc  1.03$                 1.13$                 1.10$                 

Lead  0.88$                 0.97$                 0.93$                 

Silver 19.38$               16.67$               17.82$               

Revenues (US$)
2

19,519$              36,525$              56,044$              

Mining Operation Expenses (US$) 17,050$              31,610$              48,958$              

Zinc Equivalent lbs Sold 18,761,280         32,376,420         51,137,700         

Exchange Rate (Bank of Canada) US$ = CAD$ 0.77$                 0.75$                 0.76$                 

Caribou 2016 Production Statistics

Tonnes Mined 205,049              244,439              449,488              

Tonnes Milled 185,488              251,242              436,730              

Average Head Grades (%)

Zinc 5.91% 6.01% 5.97%

Lead 2.62% 2.68% 2.66%

Silver - oz/tonne 2.26                   2.32                   2.29                   

Average Recoveries (%)

Zinc 78% 76% 77%

Lead 56% 60% 58%

Silver (in Lead) 36% 36% 36%

Concentrate Produced (DMT)

Zinc 17,908               24,722               42,630               

Lead 6,973                 10,173               17,146               

Concentrate Grades (%)

Zinc 48% 46% 47%

Silver - oz/tonne 4.48                   4.02                   4.21                   

Lead 39% 40% 39%

Silver - oz/tonne 21.45                 20.78                 21.05                 

Payable Production

Zinc lbs 15,776,638         20,931,015         36,707,653         

Lead lbs 5,577,344           8,214,428           13,791,772         

Silver ozs 170,345              231,722              402,067              

Zinc Equivalent lbs Payable Produced 23,729,560         31,444,029         55,173,589         

Site Cash Operating Cost per ZnEq Payable lbs Produced (US$)
3-4

0.46$                 0.44                   0.45$                 

Total cash costs per ZnEq Payable lbs Produced (US$)
3

0.91$                 0.93                   0.92$                 

Site Cash Operating Cost per Tonne Milled (US$)
4

58.88$               54.79                 56.39$               

1
 Provisional Realized Metal Price

2
 Revenues for the quarter includes the effects of settlement adjustments 

4
 ZnEq Payable Pounds Sold=((Zn Payable lbs Sold*Zn Price)+(Pb Payable lbs Sold*Pb Price)+(Ag oz Payable Sold*Ag Price))/Zn Price.

3
 ZnEq Payable Pounds Produced=((Zn Payable lbs Produced*Zn Price)+(Pb Payable lbs Produced*Pb Price)+(Ag oz Payable Produced*Ag Price))/Zn Price.

 
 
During the first half of 2016, the Company continued to advance commissioning activities at its Caribou 

Mine and commenced commercial production on July 1, 2016. Operating costs, net of concentrate 

revenues, prior to July 1, 2016 were capitalized to property, plant and equipment. As a result, the Caribou 
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Mine has no comparable operating figures for 2015, and the operating results for 2016 are for the period 

between July 1, 2016 and December 2016 only. 

 

During the first half of 2016, Trevali, along with support from its operational partner, Glencore, continued 

with the implementation of the metallurgical performance plan that focused on increasing zinc recoveries 

to entitlement ranges as outlined in its PEA. Zinc recoveries did respond and during the second half of 

2016, once the mine was in commercial production, the Company continued to further optimizing milling 

operations and focused on reaching design throughput, associated recoveries, and concentrate quality. 

Mine optimization initiatives included modification of drill-blast designs, targeted fleet efficiency, 

roadway upgrades, and enhanced fleet maintenance, along with longer-term initiatives to better reflect the 

transition from commissioning to commercial operations, owner-operated and fleet dry-hire solutions. 

 

Three months ended December 31, 2016 

 

All concentrates are purchased by Glencore International plc’s Canadian subsidiary, Glencore Canada 

Corporation (“Glencore Canada”), under the Company’s offtake agreement. During the fourth quarter of 

2016, the Caribou Mine sold 22.6 million lbs. of zinc, 7.6 million lbs. of lead, and 217,354 ozs. of silver. 

Revenues for the fourth quarter of 2016 were US$36.5 million, with average realized metal prices for the 

quarter of US$1.13 per lb. of zinc, US$0.97 per lb. of lead, US$16.67 per oz. of silver. Revenue during 

the fourth quarter increased 87% over third quarter revenue due to continued ramping up of the operations 

and increased commodity prices.  

 

Mining operating expenses converted to US dollars for the three months ended December 31, 2016 at the 

Caribou operation was US$31,610 (Q3 2016 - US$17,050).  

 

Production results from the newly commissioned Caribou Mine for the three months ended December 31, 

2016 were 20.9 million payable lbs. of zinc, 8.2 million payable lbs. of lead and 231,722 payable ozs. of 

silver. Production increased during the fourth quarter, versus the third quarter of 2016, as the Caribou 

Mine continued to ramp up towards the mill’s full nameplate operating rate of 3,000 tonnes-per-day. 

Production increases quarter-over-quarter included a 33% increase in payable zinc (Q3 2016 - 15.8 

million lbs.), a 47% increase in payable lead (Q3 2016 – 5.6 million lbs.), and a 36% increase in payable 

silver ozs. (Q3 2016 – 170,345 ozs.). 

 

Mill throughput for the quarter was 251,242 tonnes with recoveries averaging 76% for zinc, 60% for lead, 

and 36% for silver (contained in lead concentrate). Mill throughput for the quarter averaged 2,730 tonnes-

per-day, up from just over 2,000 tonnes-per-day in the third quarter of 2016, an increase of 36%. 

Underground production was 244,439 tonnes for the quarter, averaging 2,657 tonnes-per-day, up from 

205,049 tonnes during the third quarter of 2016. 

 

Average head grades of the tonnes milled were 6.01% Zn, 2.68% Pb, and 2.32 oz/ton Ag, with production 

of 24,722 tonnes of zinc concentrate averaging 46% Zn and 10,173 tonnes of lead-silver concentrate 

averaging 40% Pb and 20.78 oz/ton Ag.  

 

Site cash operating cost during the fourth quarter of 2016 was US$54.79 per tonne milled, down from 

US$58.88 per tonne milled in the third quarter of 2016.  The fourth quarter zinc equivalent payable 

produced cost was US$0.44 per lb. The decrease in site cash operating cost per tonne milled was the 

result of additional throughput and continued optimization of the operation. 
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Year ended December 31, 2016 

 

During the first two quarters in commercial production, the Caribou Mine sold 33.6 million lbs. of zinc, 

13.1 million lbs. of lead, and 378,216 ozs. of silver. Revenues during 2016, since the commencement of 

commercial production, were US$56,044, with average realized metal prices of US$1.10 per lb. of zinc, 

US$0.93 per lb. of lead, and US$17.82 per oz. of silver.  

 

Mining operating expenses converted to US dollars for the first two quarters after declaring commercial 

production was US$48,958.  

 

Production results for the first two quarters of commercial production were 36.7 million payable lbs. of 

zinc, 13.8 million payable lbs. of lead, and 402,067 payable ozs. of silver. This compares with the 

Company’s most recent guidance, provided in November 2016, of 37-41 million lbs. of payable zinc, 14-

15 million lbs. of payable lead, and 380,000-420,000 ozs. of payable silver. 

 

Underground production between July 1 and December 31, 2016, was 449,488 tonnes, an average of 

2,443 tonnes-per-day. Mill throughput during the same period, was 436,730 tonnes, with recoveries 

averaging 77% for zinc, 58% for lead and 36% for silver (contained in lead concentrate). Average head 

grades were 5.97% Zn, 2.66% Pb and 2.29 oz/ton Ag with production of 42,630 tonnes of zinc 

concentrate averaging 47% Zn and 17,146 tonnes of lead-silver concentrate averaging 39% Pb and 21.05 

oz/ton Ag. The average head grades during this period were in line with the Company’s guidance of 5.9-

6.2% Zn, 2.5-2.7% Pd, and 1.90-2.05 oz/ton Ag. 

 

Site cash operating cost during the first two quarters in commercial production was US$56.39 per tonne 

milled. The 2016 zinc equivalent payable produced cost was US$0.45 per lb. This was well below the 

guidance provided in November 2016 of US$64-68 per tonne milled. (please see non-IFRS measures at 

the end of this MD&A). 
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MINERAL RESOURCE ESTIMATES 

 

The Company’s annual resource statement as at December 31, 2016 is summarized in the table below: 

 

Trevali 43-101 Compliant Resource Estimate 

Tonnes %Zn %Pb % Cu Ag (g/t) Au (g/t)
Zn 

(Mlbs)

Pb 

(Mlbs)

Cu 

(Mlbs)

Ag 

(Moz)

Measured

Resources
1

Santander(Measured  ) 740,000 4.10 0.68 0.07 34 - 67 11 1 0.9

Caribou (Measured ) 5,610,000 6.91 2.93 0.46 84.64 0.84 854 362 57 14.8

Total Measured 6,350,000 921 373 58 16

Tonnes %Zn %Pb % Cu Ag (g/t) Au (g/t)
Zn 

(Mlbs)

Pb 

(Mlbs)

Cu 

(Mlbs)

Ag 

(Moz)

Indicated

Resources
1

Santander(Ind icated ) 470,000 5.28 0.79 0.08 40 - 327 49 5 3.9

Caribou (Ind icated ) 1,620,000 7.28 2.94 0.34 83.68 1.06 260 105 12 4.2

Halfmile 6,262,000 8.13 2.58 0.22 31 - 1,122 356 30 6.2

Stratmat 4,700,000 5.31 2.07 0.41 48 0.6 550 214 43 7.3

Total Indicated 13,052,000 2,259 724 90 22

Inferred

Resources
1

Santander 12,000,000 4.22 0.23 0.09 17 - 1,115 61 25 7.4

Caribou 3,660,000 6.95 2.81 0.32 78 1.23 560 227 26 9.2

Halfmile 6,078,000 6.69 1.83 0.14 21 - 896 245 19 4

Stratmat 2,400,000 4.76 2.07 0.7 39 0.4 252 110 37 3

Ruttan 19,750,000 1.47 - 1.17 - - 640 - 509 -

Total Inferred 43,888,000 3,463 643 616 24

Contained metal (INSITU)

Contained metal (INSITU)

Contained metal (INSITU)

 
 

Disclosure 

 

Trevali's production plans at the Caribou Mine, the Santander Mine and at the Halfmile-Stratmat project 

are based only on Indicated and Inferred Mineral Resources, not Mineral Reserves. Inferred Mineral 

Resources are considered too speculative geologically to have the economic considerations applied to 

them that would enable them to be categorized as Mineral Reserves, and there is therefore no certainty 

that the conclusions of the production plans and Preliminary Economic Assessment (“PEA”) will be 

realized. Additionally, where Trevali discusses exploration/expansion potential, any potential quantity 

and grade is conceptual in nature, as there has been insufficient exploration to define a mineral resource 

and it is uncertain if further exploration will result in the target being delineated as a mineral resource. 

 

Santander’s resource estimate was completed by Arseneau Consulting Services Ltd in February 2017. A 

cut-off-grade of US$40 was utilized which is the nominal base-case estimated grade of material that can 

be mined and processed considering all applicable costs. For reference, the Company’s Santander 2017 

site cash cost guidance (mining, milling and site G&A) is US$35-$40 per tonne.  The mineral resources 

identified are based on Ordinary Kriged (OK) capped values inside 5-by-5-by-5-metre blocks for the 
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Magistral deposits and 10-by-10-by-5-metre blocks for the Puajanca and Santander Pipe deposits. Assays 

were capped prior to compositing and assays were composited to 2 metres for the Magistral and Puajanca 

deposit and 3.5 metres for the Santander deposit. Resource estimates for Santander Pipe and Puajanca 

South are unchanged from 2012 but have been updated to reflect 2016 metal prices. The US dollar value 

cut-off is based on the formula: Dollar Value = ((Ag Price x Ag Recovery x Ag Grade) + (Pb Price x Pb 

Recovery x Pb Grade)+(Zn Price x Zn Recovery x (Zn Grade)). Price for silver is ($16.50/oz) and that for 

Pb ($0.95), Zn ($1.15) and Cu ($2.50) is per pound. A recovery of 74% was applied to Ag, 85% for Pb, 

89% for Zn and 0% for Cu for calculating the dollar value formula. 

 

Halfmile-Stratmat resource estimate was completed by Tetra Tech Wardrop in October 2010. The 

resource estimate utilized a 5% zinc equivalent (ZnEQ) cut-off. The following metallurgical recoveries 

were applied to the ZnEQ for the resource estimate: 89.7% zinc, 72% lead, 60% copper, and 48.6% silver. 

 

Caribou’s PEA was completed by SRK in May 2014. The tabled resource estimate utilizes a 5% zinc 

equivalent (ZnEQ) cut-off grade. ZnEq= ((Cu Grade*Cu Price*Cu Recovery) + (Pb Grade*Pb Price*Pb 

Recovery)+(Zn Grade*Zn Price*Zn Recover) + (Au Grade*Au Price*Au Recovery) + (Ag Grade*Ag 

Price*Ag Recovery))/Zn Price.  In calculating ZnEq, SRK utilized the long-term metal prices provide by 

Energy & Metals Consensus Forecast. Price for Au is US$1,470 per ounce, Ag is US$26 per ounce, Cu is 

US$3.39 per pound, Pb is US$1.18 per pound, and Zn is US$1.14 per pound.  A recovery of 83% was 

applied to Zn, 71% was applied to Pb, 57% was applied to Cu, 45% was applied to Ag, and 40% was 

applied to Au.  The pounds of metal are in-situ and have not had any mining factors applied to them.  

 

 

OUTLOOK 

 

In Peru, the Company’s Santander Mine is currently in steady state 2,000 tonne-per-day nameplate 

production with daily production commonly exceeding this by approximately 15-20%. Lead production 

decreased during the second half of 2016 as mining operations focused on the zinc-rich Magistral Central 

and South zones. The Santander team is advancing development of the Magistral North ramp in order to 

access this recently discovered higher-grade zinc, lead and silver mineralization in the Magistral North 

and Oyon Zones, both of which remain open for expansion and which are anticipated to result in 

increased lead and silver production in the second half of 2017. 

 

The preliminary 2017 production guidance estimate for the Santander Mine is: 

 63-65 million lbs. of payable zinc in concentrate, 

 12-14 million lbs. of payable lead in concentrate; and,  

 700,000-900,000 ozs. of payable silver. 

 

Site cash operating cost for 2017 is estimated at approximately US$35-40 per tonne milled (please see 

non-IFRS measures and the at the end of this MD&A and the Cautionary Note on Forward Looking 

Statements at the beginning of this MD&A). 

 

In 2017, a resource definition, and exploration underground and surface drilling campaign of an initial 

15,000 metres will be dedicated to the test the down-plunge and lateral (in the hanging wall and footwall) 

extension and continuity of Magistrales and Pipe deposits. The campaign will have an expected cost of 

approximately US$4,000. Additionally, it is anticipated that a number of high priority drill ready 

exploration targets (Puajanca, Blato, and Blanquita) will be drill tested in 2017.  

 

In Canada, the end of 2016 marked the Caribou Mine’s second commercial production quarter and saw 

significant improvements in throughput and lead recovery following the completion of SAG mill 

modifications. Recoveries averaged 77% for zinc, 58% for lead, and 36% for silver. Mill throughput for 
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the fourth quarter was 251,242 tonnes, or 2,730 tonnes-per-day. In the first half of 2017 the Caribou Site, 

in conjunction with partners Glencore, will continue to focus on optimizing recoveries, specifically zinc. 

 

Despite being in commercial production during the second half of 2016, the Company continued to focus 

on ramping up the operation towards nameplate design levels in addition to exploring longer-term mining 

opportunities, including re-tendering of contractor operations to better reflect the transition from 

commissioning to commercial operations. It is anticipated that this will result in efficiencies going 

forward. 

 

On February 1, 2017, the Company announced that the transition to an owner-operated model would 

include procurement of a new underground mining fleet. As initially identified in the 2014 PEA, and 

following the successful declaration of commercial production, the Company conducted a review of 

underground mining operations to further optimize and increase efficiencies. Based on this review, the 

Company decided that part of the move to an owner-operated model would include a new fleet of mining 

equipment. The Company announced that it had committed to an investment of approximately $20,000 to 

supply and maintain a full fleet of mining equipment for the Caribou Mine to be transitioned during the 

first half of 2017. 

 

The preliminary 2017 production guidance estimate for the Caribou Mine is:  

 90-93 million lbs. of payable zinc in concentrate  

 30-32 million lbs. of payable lead in concentrate  

 800,000-900,000 ozs. of payable silver  

 

Site cash operating cost for 2017 is estimated at approximately US$55-60 per tonne milled (please see 

non-IFRS measures the at the end of this MD&A and the Cautionary Note on Forward Looking 

Statements at the beginning of this MD&A). 

 

In 2016, a new independent PEA study by SRK Consulting Engineers (“SRK”) commenced at the 

Company’s Halfmile and Stratmat properties in New Brunswick.  The study will examine the potential 

for a stand-alone milling solution for the deposits and is anticipated to be completed during the second 

quarter of 2017 (versus early in the first quarter of 2017 as previously announced). 

 

The Company continues to review the projects in its portfolio and assess the likely balance between risk 

and reward and to structure its planned spending on its mining and exploration assets. As well, the 

Company continues to review opportunities and submissions for potential opportunities to realize a 

significant increase in value for shareholders. 

 

As at December 31, 2016, the Company had an unrestricted cash balance of $14,952 and working capital 

of $10,473. Based on anticipated positive cash flow from the Company’s Santander and Caribou mines, 

and the equity financings completed in 2016, the Company is expected to have sufficient resources to 

meet its committed expenditures for the next twelve months. 

 

 

EXPLORATION AND DEVELOPMENT 

 

Halfmile-Stratmat Project  
 

As mentioned above under the section entitled, “Outlook”, in the second half of 2016, the Company and 

SRK commenced work on a new PEA study which will examine the feasibility of a combined Halfmile-

Stratmat project. Work during 2016, included diamond drilling and metallurgical test work. The results 
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will be utilized in the forthcoming PEA study which is anticipated to be completed during the second 

quarter of 2017.  

 

Ruttan Copper Project, Manitoba, Canada  

 

There was no significant exploration activity at the Ruttan Copper Project during 2016. While the 

Company maintains title to the properties making up this project, there has been no significant exploration 

activities on the project for a number of years. Based on the Company’s current priorities and focus, there 

is no intention to actively explore or develop these properties in the foreseeable future, and the project has 

been written off. An impairment on non-current assets of $1,240 was recorded during the year ended 

December 31, 2016. 

 

Values of exploration and evaluation assets as at December 31, 2016:  
 

 

Stratmat 

(Canada) 

Huampar 

(Peru) 

Ruttan Bill 

Copper 

(Canada) 

Other 

(Canada) 

 
 

Exploration 

and evaluation 

assets 

Net book value,  

December 31, 2016 $ 12,196 $ - $ - $ 47 $ 12,242 

 

SELECTED ANNUAL INFORMATION 
 

The following table sets forth selected annual financial information extracted from the Company’s 

audited consolidated financial statements for the years noted: 

 
 December 31, 

2016 

$ 

December 31, 

2015 

$ 

December 31, 

2014 

$ 

Revenues 198,212 106,351 94,181 

Mine operating expenses 160,633 99,628 81,467 

General and administrative expenses 6,389 5,939 5,581 

Income (loss) for the year 12,198 (14,299) (7,006) 

Income (loss) per share – basic and diluted 0.03 (0.05) (0.03) 

Total assets 550,030 517,513 437,276 

Non-current financial liabilities 72,958 111,843 93,354 

Cash dividends declared - - - 

 

The Company recognized $198,212 in revenues (2015 - $106,351) and $160,633 in mine operating 

expenses (2015 - $99,628) in 2016. The increase is largely related to the sale of concentrate from the 

Caribou Mine, which commenced commercial production in July 2016. The net income for 2016 of 

$12,198, compared with losses of $14,299 in 2015, and $7,006 in 2014, was the result of stronger 

commodity prices in 2016, increased production, and reduced operating costs at the Santander Mine in 

Peru, and operating income provided from the Caribou Mine in Canada following its commencement of 

commercial production. 

 

In 2015, the increased loss, compared with 2014, was mainly driven by the decline in commodity prices, 

along with an increase in cash operating cost (See non-IFRS measures at the end of this MD&A). 

 

Total assets increased in 2016 due to an increase in current assets, including cash of $14,952 (2015 - 

$6,336), accounts receivable of $39,232 (2015 – $24,263) and inventory of $9,644 (2015 – $2,979). The 

increase was also due to continued underground capitalized mine development at both the Santander and 

Caribou mines. 
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In 2015, total assets increased due to the capital costs of the Caribou Mine, including the de-watering and 

refurbishments in the underground, and refurbishment, commissioning and testing of the mill. There were 

also significant capital expenditures at the Santander Mine related to continued expansion of the mine. 

 

Non-current financial liabilities decreased in 2016 primarily due to $15,000 of the Company’s Senior 

Secured Notes and $14,476 of the Company’s finance leases being re-classed from long-term to current 

liabilities. Additionally, repayments of $7,886 on the finance leases and $5,830 on the Company’s 

working capital facility were made in 2016, as discussed in Note 15 and 16 of the Company’s audited 

Consolidated Financial Statements for the year ended December 31, 2016. The increase in 2015, 

compared to 2014, was due to the current portion of finance leases and the Company’s working capital 

facility being deferred for one year following the arranged payment grace period. 

 

 

DISCUSSION OF OPERATIONS  

 

Three months ended December 31, 2016, versus the three months ended December 31, 2015.  

 

During the three months ended December 31, 2016, the Company recorded a net income of $9,312, or 

$0.03 per share, compared to a loss of $8,281, or $0.03 per share, in the same period of the prior year. 

During the quarter, the Company produced 52.3 million equivalent payable lbs. of zinc and sold 53 

million equivalent payable lbs. of zinc, compared to the fourth quarter of 2015, where the Company 

produced and sold 24.5 million and 24.4 million equivalent payable lbs. of zinc, respectively. Income 

from mining operations was $17,538 during the fourth quarter of 2016 (Q4 2015 - loss of $2,328). 

 

The Company recorded revenues of $84,851 (Q4 2015 - $22,816) on the sale of 44,415 tonnes of zinc 

concentrate (Q4 2015 – 14,125 tonnes) containing 38 million lbs. of payable zinc (Q4 2015 – 12.6 million 

lbs.) and 12,588 tonnes of lead-silver concentrate (Q4 2015 – 5,408 tonnes) containing 10.7 million lbs. 

of payable lead (Q4 2015 – 6.5 million lbs.), and 395,997 ozs. of payable silver (2015 – 229,464 ounces). 

Provisional realized commodity prices were US$1.16 per lb. per zinc (2015 - US$0.70/lb.), US$0.98 per 

lb. lead (2015 - US$0.74/lb.), and US$16.68 per ounce silver (2015 - US$15.11/oz.) at a US to Canadian 

dollar foreign exchange rate of 1.3341 (2015 – 1.3354). The increase in revenues in 2016 is due to the 

Caribou Mine achieving “commercial production” on July 1, 2016, as well as increasing metal prices. 

 

Total mine operating expenses of $67,313 (Q4 2015 - $25,144) on the sale of concentrate were recorded 

for the quarter. Costs consisted of direct site production costs of $27,798 (Q4 2015 - $11,790) related to 

mining, milling, camp, lab, and surface maintenance facilities. International benchmark smelting, 

refining, and freight costs were $30,442 (Q4 2015 - $9,388) and royalty expense was $55 (Q4 2015 – a 

recovery of $112). The Company also recorded $9,018 of depreciation, depletion and amortization (Q4 

2015 - $4,078). The increase in mine operating expenses was the result of the Caribou Mine initiating 

commercial production at the beginning of the second half of 2016. However, this was partially offset by 

lower mine operating expenses at the Santander Mine. 

 

The Company’s site cash operating cost per tonne milled for the quarter was US$44.44, compared to 

US$38.70 per tonne during the same period last year. The increase was the result of the Caribou Mine 

coming online with higher costs than the Santander Mine. The Company expects Caribou’s operating 

costs to decrease as operational and production efficiencies are implemented in the coming quarters. The 

Santander Mine reduced its site cash operating cost to US$32.54 per tonne milled, from US$38.70 per 

tonne milled in the fourth quarter of 2015, as a result of cost optimization and operational efficiencies 

achieved throughout the year. 

 

General and administrative expenses increased from $1,146 during the fourth quarter of 2015, to $2,348 

during the fourth quarter of 2016. The increase was primarily the result of bonuses being awarded in 
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2016. No such bonuses were issued in 2015. In addition, professional fees and regulatory costs increased 

due to the amount of activity during the quarter resulting from the year’s financings and from the 

commissioning of the Caribou Mine. 

 

Interest expense increased to $3,742 (Q4 2015 - $2,054) largely due to the impact of interest on the 

Company’s Senior Secured Notes of $2,281 (Q4 2015 - $nil). Interest on the notes from the fourth quarter 

of 2015 was capitalized to property, plant and equipment as it was prior to the Caribou Mine achieving 

production phase. 

 

Upon the settlement of an insurance claim related to an incident with two mill motors at the Caribou 

Mine, the Company recorded a gain on insurance proceeds of $2,500. The amount included coverage of 

approximately $1,709 related to equipment damage and the balance was recorded in other income for 

business interruption. $500 of the insurance proceeds was received during the year and the remaining 

$2,000 was received subsequent to year-end. 

 

An impairment on non-current assets of $1,265 was recorded on the Ruttan Copper Project during the 

three months ended December 31, 2016. There was no significant exploration activity at the project 

during 2016, and while the Company maintains title to the properties making up this project there has 

been no significant exploration activities on the project for a number of years. Based on the Company’s 

current priorities and focus there is no intention to actively explore or develop these properties for the 

foreseeable future.  

 

Deferred tax expense of $1,242 was recorded during the three months ended December 31, 2016, up from 

$155 in the same period in 2015. The deferred tax expense reflects the changes in the future tax 

consequences attributable to differences between the financial statement carrying amounts of existing 

assets and liabilities and their respective tax basis and are a non-cash expense. 

 

A current tax expense of $1,030 for the New Brunswick Mining Tax was recorded in 2016 compared to 

$nil in 2015. The mining tax is related to a profit calculation which became positive in the current year. In 

2015 the expenses were offsetting net revenues and therefore no tax was owed. 

 

The year ended December 31, 2016 against the year ended December 31, 2015 

 

During the year ended December 31, 2016, the Company recorded net income of $12,198, or $0.03 per 

share, compared to a loss of $14,299, or $0.05 per share, in the prior year. 

 

Revenues of $198,212 (2015 - $106,351) from the sale of 106,609 tonnes of zinc concentrates (2015 – 

58,214 tonnes) containing 93.4 million lbs. of payable zinc (2015 – 52.8 million lbs.) and 33,303 tonnes 

of lead-silver concentrates (2015 – 25,094 tonnes) containing 32.4 million lbs. of payable lead (2015 – 

30.4 million lbs.), and 1,177,957 ozs. of payable silver (2015 – 1,054,904 ozs.). Provisional realized 

commodity prices were US$1.03 per lb. zinc (2015 - US$0.84/lb.), US$0.89 per lb. lead (2015 - 

US$0.77/lb.), and US$17.45 per ounce silver (2015 - $15.67/oz.) at a US to Canadian dollar foreign 

exchange of 1.3248 (2015 - 1.2787). Additionally, the Caribou Mine achieved “commercial production” 

on July 1, 2016 and their revenues are included in 2016. The 86% increase in revenue in 2016 over 2015 

was the result of increased production with the Caribou Mine’s production included during the second 

half of 2016, higher US dollar commodity prices, and a stronger US dollar vis-à-vis the Canadian dollar. 

 

Total mine operating expenses of $160,633 (2015 - $99,628) were recorded on the sale of concentrate to 

Glencore during 2016. The inclusion of the Caribou Mine operating expenses during the second half of 

2016 increased the total mine operating costs for the year. This was partially offset by reduced mine 

operating expenses at the Santander Mine. The mine had a decrease in total mining costs, total cash cost 

per equivalent payable zinc lbs. produced and site cash operating cost per tonne milled as a result of 
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continued cost optimization and increased mine operational efficiencies. Operating expense consisted of 

direct site production costs of $66,642 (2015 - $43,305) related to mining, milling, camp, lab, and surface 

maintenance facilities. Smelting, refining and freight costs were $67,840 (2015 - $39,071), and royalty 

expense was $2,000 (2015 - $1,726).  The Company also recorded $24,151 (2015 - $15,526) in 

depreciation, depletion and amortization expense.  

 

The Company’s site cash operating cost for the year was US$41.64 per tonne milled, compared to 

US$42.65 per tonne during 2015. The reduced site cash operating cost was largely a function of continued 

cost optimization and operational efficiencies achieved through the last few quarters at the Company’s 

Santander Mine. This was partially offset by higher costs on the startup of the Company’s Caribou Mine. 

In addition, there was a significant decrease in international zinc smelting and refining charges which is 

reflected in both the three months and twelve months ending December 31, 2016. 

 

General and administrative expenses in 2016 increased by 8%, from $5,939 in 2015 to $6,389 in 2016. 

The increase was primarily the result of bonuses being awarded in 2016. No such bonuses were issued in 

2015. In addition, professional fees and regulatory costs increased due to the amount of activity resulting 

from the year’s financings and the commissioning of the Caribou Mine. 

 

Interest expense increased to $12,109 (2015 - $6,667), largely due to the impact of interest on the 

Company’s Senior Secured Notes of $4,555 (2015 - $nil). Interest on the notes from 2015 was capitalized 

to property, plant and equipment, as it was prior to the Caribou Mine achieving “commercial production”. 

 

As discussed above under the Company’s quarterly operational results, upon the settlement of an 

insurance claim related to an incident with two mill motors at the Caribou Mine, the Company recorded a 

gain on insurance proceeds of $2,500. The amount included coverage of approximately $1,709 related to 

equipment damage and the balance was recorded in other income for business interruption. $500 of the 

insurance proceeds was received during the year and the remaining $2,000 was received subsequent to 

year-end. 

 

Also, as discussed above under the Company’s quarterly operational results, an impairment on non-

current assets of $1,240 was recorded on the Ruttan Copper Project during the three months ended 

December 31, 2016. 

 

A reversal of an impairment on mineral interests of $646 was recorded in 2016 (2015 – impairment of 

$1,928). The gain related to the market-to-market adjustment on the 5,750,000 Prism Resources Inc. 

(“Prism”) common shares received on the sale of the Company’s Huampar property in Peru. In 2015, the 

property was written down to $500, which was the estimated fair value of the Prism common shares. At 

December 31, 2016, the estimated fair value of the Prism common shares was $1,150. 

 

A derivative loss of $451 (2015 - $nil) was recorded during the year. The derivative related to the warrant 

pricing adjustment mechanism introduced in the 2015 amendment to the Senior Secured Notes. 

 

In 2015, other items included a litigation settlement expense of $1,285 related to a New Brunswick court 

action, consisting of $77 in legal fees and $1,208 for the value of common shares and warrants that were 

issued. 

 

Deferred tax expense of 5,876 was recorded in 2016, up from $4,132 in 2015. 

 

Also, as discussed above under the Company’s quarterly operational results,  a current tax expense of 

$1,030 for the New Brunswick Mining Tax was recorded in 2016 compared to $nil in 2015.  
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QUARTERLY FINANCIAL INFORMATION 

 

The Company’s financial statements are reported under IFRS issued by the IASB. The following tables 

provide highlights, extracted from the Company’s financial statements, of quarterly results for the past 

eight quarters: 

 
 Three 

Months 

Ended 

December 31, 

2016 

Three 

Months 

Ended 

September 30, 

2016 

Three 

Months 

Ended 

June 30, 

2016 

Three 

Months 

Ended 

March 31, 

2016 

Total assets $  550,030 $  539,138 $  530,444 $  533,553 

Total revenue $  84,851 $  57,462 $  28,946 $  26,953 

Working capital  $  10,473 $  4,609 $  18,339 $  20,735 

Net income (loss) for the period $  9,312 $  2,393 $   (335) $  827 

Basic and diluted earnings (loss) per share $  0.03 $  0.01 $    - $    - 

 
 Three 

Months 

Ending 

December 31,  

2015 

Three 

Months 

Ended 

September 30, 

2015 

Three 

Months 

Ended 

June 30, 

2015 

Three 

Months 

Ended 

March 31, 

2015 

Total assets $  517,513 $  508,496 $  489,291 $  461,440 

Total revenue $  22,816 $  27,074 $  30,547 $  25,914 

Working capital  $  9,423 $  4,729 $  35,579 $  23,198 

Net income (loss) for the period $   (8,279) $   (3,420) $  207 $  (2,808) 

Basic and diluted earnings (loss) per share $   (0.03) $   (0.01) $    - $  (0.01) 

 

An increase in working capital through an increase in cash and accounts receivable resulting from equity 

raisings and additional concentrate revenues accounts for much of the quarter-to-quarter increase in total 

assets. In 2015, and the first half of 2016, the increase also relates to the capitalization of underground 

development at both the Caribou and Santander mines. The Company raised approximately $16,449 

during the first quarter of 2016 in equity financing, accounting for a portion of the increase in total assets. 

During 2015 and 2016, additions and capitalized borrowing costs of $84,763 and $62,636, respectively, 

were added to property, plant and equipment. 

 

Revenues commenced in the first quarter of 2014 at the Santander Mine and in the third quarter of 2016 at 

the Caribou Mine. Revenues continued to fluctuate from quarter-to-quarter due to metal price volatility 

throughout 2015 and 2016. In the second quarter of 2016, revenues increased due to rising metal prices 

and higher zinc metal unit output from the Company’s Santander Mine. In the third and fourth quarters of 

2016, revenues continued to increase due to higher metal prices and the addition of the Company’s 

Caribou Mine, which commenced commercial production on July 1, 2016. 

 

Working capital increased between the first and second quarters of 2015, following the Company’s 

bought-deal offering of 30 million common shares of the Company at a price of $1.02 per common share 

for aggregate gross proceeds of $30,600. Working capital declined in the third quarter of 2015, as a result 

of the Senior Secured Notes’ $7,500 repayment being reclassified from long-term to current, as it was due 

in the third quarter of 2016 (an amendment on December 31, 2015 deferred the repayment date from the 

third quarter of 2016 to the third quarter of 2017), as well as continued capital expenditures at the 

Company’s Caribou Mine. The Company’s working capital decreased during the second quarter of 2016, 

as a result of the Senior Secured Notes’ interest payment of $3,763, and continued to decrease in the third 

quarter of 2016, as a result of the reclassification of the Senior Secured Notes’ first repayment of $15,000 

which is due in August 2017. The Company’s working capital increased in the fourth quarter of 2016 due 

to an increased accounts receivable and increased cash balance, largely resulting from increased 

production from the Caribou Mine and rising zinc and lead prices. 
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The Company incurred litigation fees in 2015 related to the New Brunswick court action, which resulted 

in a net loss during the first quarter of 2015. Net income during the second quarter of 2015 was mainly 

due to an increase in income from mining operations due to increased revenues from higher production at 

the Company’s Santander mining operation.  This was partially offset by an increase in deferred income 

tax expense. Net losses in the third and fourth quarters of 2015 was primarily due to a continued decline 

in metal prices.  The net loss in the second quarter of 2016 was mainly due to the increase in deferred tax 

expense as a result of an increase in the New Brunswick tax rate and changes in the carrying value of 

assets and liabilities. The net income in the third and fourth quarters of 2016 was mainly due to the 

increase in operating income at the Santander Mine and from the initial operating income from the 

Caribou Mine. The increase was partially offset by increased interest expense that, prior to the Caribou 

Mine entering its production phase, was capitalized to property, plant and equipment.  

 

LIQUIDITY AND CAPITAL RESOURCES  
 

The Company’s consolidated financial statements have been prepared on the basis of accounting 

principles applicable to a going concern, which assumes that the Company will be able to continue in 

operation for the foreseeable future, and will be able to realize its assets and discharge its liabilities and 

commitments in the normal course of business. 

 

As at December 31, 2016, the Company had working capital of $10,473 (December 31, 2015 - $9,423) 

and a cumulative deficit of $58,662 (December 31, 2015 - $70,860). 

 

During the year ended December 31, 3016, the following financing activities occurred: 

 

(a) On January 15, 2016, settled $56 in certain accounts payable by issuing 156,600 common shares at a 

price of $0.36 per share. 

 

(b) On February 29, 2016, closed a flow-through private placement financing, issuing 4,410,700 common 

shares on a "flow-through" basis under the Income Tax Act (Canada) ("Flow-through Shares") at a 

price of $0.34 per Flow-through Share for aggregate gross proceeds of $1,500.  

 

(c) On March 16, 2016, closed a “best efforts” marketed offering of 46,718,750 common shares of the 

Company at a price of $0.32 per share for aggregate gross proceeds of $14,950 and incurred share 

issue costs of $1,043. 

 

(d) On April 7, 2016, settled $1,400 in certain accounts payable by issuing 4,117,647 common shares at a 

price of $0.34 per share. 

 

(e) On April 26, 2016, closed a flow-through private placement financing, issuing 8,220,000 common 

shares on a "flow-through" basis under the Income Tax Act (Canada) at a price of $0.365 per Flow-

through Share for aggregate gross proceeds of $3,000. 

 

(f) On June 6, 2016, issued 4,237,288 common shares at a price of $0.59 per share in consideration for 

services in the amount of $2,500.  

 

(g) On June 10, 2016, settled $675 in certain accounts payable by issuing 1,313,228 common shares at a 

price of $0.514 per share. 

 

(h) On November 4, 2016, closed a flow-through private placement financing, issuing 2,000,000 

common shares on a "flow-through" basis under the Income Tax Act (Canada) at a price of $1.00 per 

Flow-through Share for aggregate gross proceeds of $2,000. 
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(i) During the year, the Company issued 473,785 common shares from stock options and warrants 

exercised for aggregate gross proceed of $271. 

 

(j) During the year, the Company made finance lease payments of $7,886 and loan and interest payments 

on long-term debt of $15,925. 

 

During the year ended December 31, 2015, the following financing activities occurred: 

 

(a) The Company issued 1,900,000 common shares for contracting services to be rendered at a price of 

$0.38 per share on December 3, 2015.  

 

(b) The Company closed a flow-through private placement financing on November 6, 2015, issuing 

900,000 common shares on a “flow-through" basis under the Income Tax Act (Canada) at a price of 

$0.55 per Flow-through Share for aggregate gross proceeds of $495, of which $450 was recorded in 

capital stock and the remaining $45 was recorded as a flow-through share premium liability. The 

Company incurred share issue costs of $29 with related to this flow-through share private placement. 

 

(c) The Company closed a flow-through private placement financing on October 30, 2015, issuing 

5,053,846 common shares on a "flow-through" basis under the Income Tax Act (Canada) at a price of 

$0.65 per Flow-through Share for aggregate gross proceeds of $3,285, of which $2,623 was recorded 

in capital stock and the remaining $662 was recorded as a flow-through share premium liability. The 

Company incurred share issue costs of $30 relating to this flow-through share private placement.  

 

(d) The Company closed a bought-deal short form prospectus offering for 30,000,000 common shares of 

the Company at a price of $1.02 per share for aggregate gross proceeds of $30,600 on June 11, 2015. 

The Company incurred share issue costs of $1,952 relating to this prospectus offering. 

 

(e) The Company closed a flow-through private placement financing, issuing 5,000,000 Flow-through 

Shares at a price of $1.15 per Flow-through Share for aggregate gross proceeds of $5,103 on February 

27, 2015. The Company also incurred share issue costs of $14 relating to this flow-through private 

placement. 

 

(f) 1,500,000 warrants were exercised at an exercise price of $1.05 for gross proceeds of $1,575 and 

100,831 stock options were exercised at a weighted average price of $0.62 for gross proceeds of $63.  

 

(g) During the year, the Company made finance lease payments of $4,792 and loan and interest payments 

on long-term debt of $9,251. 

 

As at December 31, 2016, the Company had an unrestricted cash balance of $14,952 and working capital 

of $10,473. Based on an anticipated positive cash flow from the Company’s Santander and Caribou 

mines, and the equity financings completed in 2016, the Company is expected to have sufficient resources 

to meet its committed expenditures for the next twelve months.  

 

The Company’s ability to service its ongoing obligations and cover anticipated corporate, exploration and 

ongoing development will rely on positive cash flow from production at both its Santander and Caribou 

mines, its current cash balance, and, if necessary, upon the continued issuance of equity or debt securities 

to finance its future activities. Based on a reasonable expectation of operating performance and capital 

plan and forecasted zinc price, the Company believes it will have sufficient financial capacity to manage 

current requirements for the foreseeable future. However, there can be no assurance that actual cash flow 

from operations will be as forecasted or that such equity and/or debt financings will be available on a 

timely basis under terms acceptable to the Company. 
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The Company has not entered into any significant long-term lease commitments other than those outlined 

under Note 15 in the Company’s Financial Statements for the year ended December 31, 2016. 

Additionally, the Company is not subject to any significant mineral property commitments. 

 

Other than cash held by its subsidiary for their immediate operating needs in Peru, all of the Company’s 

cash reserves are on deposit with a major Canadian chartered bank or invested in Government of Canada 

Treasury Bills or Banker’s Acceptances issued by major Canadian chartered banks. The Company does 

not believe that the credit, liquidity or market risks with respect thereto have increased as a result of the 

current market conditions.  However, in order to achieve greater security for the preservation of its 

capital, the Company has, by necessity, been required to accept lower rates of interest which has also 

lowered its potential interest income.  

 

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

they fall due. The Company manages its liquidity risk by forecasting cash flows required by operations 

and anticipated investing and financing activities. 

 

The remaining contractual maturities of the financial liabilities of the Company on December 31, 2016, 

are as follows: 

 

 Less than 

3 months 

 3 months 

to 1 year 

 1 to 2 

years 

 2 year to 

5 years 

  

Total 

           

Accounts payable and accrued 

liabilities $ 22,386 $ - $ - $ - $ 22,386 

Due to related parties  4,756  -  -  -  4,756 

Finance leases  3,613  10,863  14,548  5,140  34,164 

Working capital facility  1,072  3,298  4,384  12,894  21,648 

Senior Secured Notes  -  15,000  15,900  30,000  60,900 

Santander’s creditor obligation  354  -  -  -  354 

Interest payable   2,077  5,138  5,755  2,069  15,039 

 $ 34,258 $ 34,299 $ 40,587 $ 50,103 $ 159,247 

 

 

CAPITAL RESOURCES 

 

The Company monitors its capital structure and, based on changes in operations and economic conditions, 

may adjust the structure by issuing new shares, issuing new debt or retiring existing debt.  The Company 

prepares annual budgets approved by the Company’s Board of Directors and quarterly forecasts to 

facilitate the management of its capital requirements. 

 

In 2017, the Company intends to allocate the majority of its capital resources to the ongoing development 

of its current mining operations as well as debt repayment.  

 

 

OFF-BALANCE SHEET ARRANGEMENTS 

 

The Company currently has no off-balance sheet arrangements. 
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RELATED PARTY TRANSACTIONS 
 

During the year ended December 31, 2016, the Company entered into the following transactions with 

related parties: 

 

Management compensation 

 

Key management includes directors (executive and non-executive) and other key officers, including the 

Chief Executive Officer, Chief Financial Officer, Chief Operating Officer, VP of Investor Relations, VP 

of Exploration, VP of Human Resources, and Corporate Secretary.  The compensation paid or payable to 

key management in salaries and directors’ fees is shown below: 

 

 

 

 December 31,  

2016 

 December 31,  

2015 

Salaries and wages    $ 1,004  $ 1,184 
Share-based payments    2,295   2,562 

Total compensation               $           3,299  $ 3,745 

 

In addition, the Company has management consulting agreements with the following entities and paid 

consulting fees as follows:  

 

 

 

 December 31,  

2016 

 December 31,  

2015 

Cruise Geoservices Ltd    $ 257  $ 229 
Ladd Mining Incorporated    242   230 

Keller Consulting    145   126 

Daniel Marinov Ltd.    120   120 

Concept 2 Creation    -   245 

Marval Office Management Ltd.    50   50 

Total compensation                $             814        $ 1,000 

 

Other transactions 

 

The Company also entered into the following transactions during the years ended December 31, 2016 and 

2015 with Glencore:  

 

(a) Paid $7,858 (2015 - $4,792) in principal on the Concentrate Plant finance lease. 

 

(b) Paid $5,830 (2015 - $2,688) in principal and interest on the working capital facility.  

 

(c) Earned revenue of $198,212 (2015 - $106,351) on concentrate sales and pre-production 

revenues of $58,753 (2015 - $32,044) capitalized to property, plant and equipment (Note 12). 

 

(d) Paid or accrued production expenses of $27,746 (2015 - $32,238), and mine development 

expenses of $12,257 (2015 - $14,888) capitalized to property, plant and equipment. 

 

As at December 31, 2016, amounts due to related parties was comprised of $81 (December 31, 2015 - 

$85) due to directors and officers and $886 (December 31, 2015 - $64) due to companies related to 

officers for consulting fees, and $3,789 (December 31, 2015 - $3,987) bearing approximately 8% interest 

due to Glencore for mine development and operation expenses. The amounts due to directors are 

unsecured, bear no interest and are payable on demand.  
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CRITICAL ACCOUNTING ESTIMATES  

 

Significant assumptions about the future and other sources of estimation uncertainty that management has 

made at the end of the reporting year, which could result in a material adjustment to the carrying amounts 

of assets and liabilities, in the event that actual results differ from assumptions made, relate to the 

following significant areas: 

 

(i)  recoverability of the carrying amount of exploration and evaluation assets, and property, plant 

and equipment; 

(ii)  inputs used in measuring the deferred income tax assets and liabilities; 

(iii)  inputs used in measuring the provisions for environmental rehabilitation;  

(iv) estimated useful lives of property, plant and equipment; and 

(v) estimated mineral reserves and resources.  

 

Review of asset carrying values and impairment assessment 

 

Each reporting period, assets or cash generating units are evaluated to determine whether there are any 

indications of impairment. If any such indication exists, which is often judgmental, an impairment test is 

performed and if indicated, an impairment loss is recognized to the extent that the carrying amount 

exceeds the recoverable amount. The recoverable amount of an asset or cash generating group of assets is 

measured at the higher of fair value less costs to sell or value in use. The recoverable amount of the 

Company’s assets was calculated based on cash flow projections using several assumptions and estimates 

that represent management's best estimate of the range of economic conditions that will exist over the 

remaining useful lives of the assets. Key estimates in such calculations included estimates of future zinc, 

lead, copper and silver metal prices, recoverable resources and reserves, operating and capital costs which 

are subject to certain risk and uncertainties, inflation, discount rates, exchange rates, and estimated life of 

mines between 7 and 20 years. Although management has made its best estimate of these factors, it is 

possible that changes could occur in the near term that could adversely affect management’s estimate of 

the net cash flows to be generated from its projects. The carrying value of property, plant and equipment 

at the balance sheet date is disclosed in Note 12 of the Financial Statements, and by project in Note 25 of 

the Financial Statements. 

 

Deferred income taxes 

 

The determination of the Company’s tax expense or recovery for the year and deferred tax liabilities 

involves significant estimation and judgment by management. In determining these amounts, 

management interprets tax legislation in a variety of jurisdictions and makes estimates of the expected 

timing of the reversal of deferred tax assets and liabilities. Management also makes estimates of future 

earnings which affect the extent to which potential future tax benefits may be used. Estimates of future 

taxable income are based on forecasted cash flows from future operations and the application of existing 

tax laws in each jurisdiction. Forecasted cash flows are based on life of mine projections. To the extent 

that future cash flows from operations and taxable income differ significantly from estimates, the ability 

of the Company to realize the net deferred income tax assets recorded on the balance sheet could be 

impacted. The Company is also subject to assessments by various taxation authorities, which may 

interpret legislation differently. These differences may affect the final amount or the timing of the 

payment of taxes. The Company provides for such differences where known based on management’s best 

estimate of the probable outcome of these matters. 

 

Provision for environmental rehabilitation 

 

The Company’s accounting policy requires the recognition of a provision for environmental rehabilitation 

when the obligation occurs. Provisions for environmental rehabilitation are periodically reviewed to 
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reflect known developments, including updated cost estimates. The calculation of the present value of the 

necessary costs to settle the obligation in the future includes assumptions regarding the risk-free interest 

rate for discounting those future cash flows, inflation, foreign exchange rates, and estimates of the 

underlying currencies in which the provisions will ultimately be settled. Although the ultimate cost to be 

incurred is uncertain, the Company estimates its costs based on studies using current restoration standards 

and techniques. Key estimates used to calculate the provision for environmental rehabilitation are in Note 

17 of the Financial Statements. 

 

Useful lives of mineral properties, plant and equipment  

 

The Company estimates the remaining lives of its producing mineral properties using a combination of 

quantitative and qualitative factors including historical results, mineral resources reported under National 

Instrument 43-101 (“NI 43-101”), estimates of ore mineral feed production from areas not included in the 

NI 43-101 reports, and management’s intent to operate the property. The estimated remaining lives of the 

producing mineral properties are used to calculate amortization and depletion expense, assess impairment 

charges and the carrying values of assets, and for forecasting the timing of the payment of reclamation 

and remediation costs. 

 

There are numerous uncertainties inherent in the estimation of the remaining lives of the producing 

mineral properties, and assumptions that are valid at the time of estimation may change significantly 

when new information becomes available. Changes in the forecast prices of commodities, exchange rates, 

or production costs may change the economic status of the resources, estimates of production from areas 

not included in the NI 43-101 reports, and management’s intent to operate the property, and may 

ultimately have a material impact on the estimated remaining lives of the properties.  

 

Estimated Mineral Reserves and Resources  

 

Mineral reserve and resource estimates are based on various assumptions relating to operating matters. 

These include production costs, mining and processing recoveries, cut-off grades, long term commodity 

prices and, in some cases, exchange rates, inflation rates and capital costs. Cost estimates are based on 

feasibility study estimates or operating history. Estimates are prepared by appropriately qualified persons, 

but will be affected by forecasted commodity prices, inflation rates, exchange rates, capital and 

production costs and recoveries amongst other factors. Estimated mineral recoverable reserves and 

resources are used to determine the depreciation of property, plant and equipment at operating mine sites, 

in accounting for deferred stripping costs, in performing impairment testing and in forecasting the timing 

of the payment of decommissioning and restoration costs. Therefore, changes in the assumptions used 

could affect the carrying value of assets, depreciation and impairment charges recorded in the income 

statement and the carrying value of the decommissioning and restoration provision. As of December 31, 

2016, the Company did not have any proven mineral reserves as defined by NI 43-101. 

 

 

CHANGES IN ACCOUNTING POLICIES 

 

The following new standards, amendments to standards and interpretations are not yet effective or have 

otherwise not yet been adopted by the Company. The Company is evaluating the impact, if any; adoption 

of the standards will have on the disclosures in the Company’s annual consolidated financial statements: 

 

(i) IFRS 9 Financial Instruments (“IFRS 9”)  

 

IFRS 9, Financial Instruments (“IFRS 9”), addresses the classification, measurement and recognition of 

financial assets and financial liabilities. The complete version of IFRS 9 was issued in July 2014. It 

replaces the guidance in International Accounting Standard (“IAS”) 39 that relates to the classification 
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and measurement of financial instruments. IFRS 9 retains but simplifies the mixed measurement model 

and establishes three primary measurement categories for financial assets: amortized cost, fair value 

through other comprehensive income (“OCI”) and FVTPL. There is now a new expected credit losses 

model that replaces the incurred loss impairment model used in IAS 39. For financial liabilities there were 

no changes to classification and measurement except for the recognition of changes in own credit risk in 

OCI, for liabilities designated as FVTPL. The standard is effective for accounting periods beginning on or 

after January 1, 2018. Early adoption is permitted. The Company is assessing the impact of IFRS 9.  

 

(ii) IFRS 15 Revenue from Contracts with Customers (“IFRS 15”)  

 

The IASB issued IFRS 15 in May 2014. This IFRS replaces IAS 18 Revenue, IAS 11 Construction 

Contracts and several revenue‐related interpretations. IFRS 15 establishes a single revenue recognition 

framework which requires an entity to recognize revenue to reflect the transfer of goods and services for 

the amount it expects to receive, when control is transferred to the purchaser. The new standard is 

effective for periods beginning on or after January 1, 2017, with earlier adoption permitted. The Company 

is currently evaluating the impact of adopting IFRS 15 on the consolidated financial statements. 

 

(iii) IFRS 16 Leases (“IFRS 16”) 

 

The IASB issued IFRS 16 in January 2016.  This IFRS will result in all leases being recognized on the 

statement of financial position of lessees, except those that meet the limited exception criteria. The 

standard is effective for annual periods beginning on or after January 1, 2019. 

 

 

FINANCIAL INSTRUMENTS 

 

Fair value represents the price at which a financial instrument could be exchanged in an active market, in 

an arm’s length transaction between knowledgeable and willing parties who are under no compulsion to 

act. The following provides a comparison of carrying and fair values of each classification of financial 

instrument as at December 31, 2016 and 2015:  

 

                                                                          December 31, 2016             December 31, 2015 

 

 

 

Carrying 

Value 

Fair  

Value 

Carrying 

Value 

Fair  

Value 

Financial assets     

Loans and receivables 

   Cash (a) $        14,952 $       14,952 $         6,336     $         6,336  

   Restricted cash (a) 4,746 4,746           8,155            8,155 

   Accounts receivable (a) 39,232 39,232         24,253         24,253 

       Investment (c) 1,150 1,150 - - 

Financial liabilities     

Fair value through profit or loss 

   Derivatives                                                      $                 -       $                 -       $         2,125 $         2,125 

Other financial liabilities 

   Accounts payable and accrued liabilities (a)                                                 22,386 22,386          24,041 24,041 

   Due to related parties (a)  4,756 4,756          4,136 4,136 

   Finance leases (b)                                                           29,773 29,773        31,488 31,488 

   Santander’s creditors obligation                                   354 354          2,990 2,990 

   Working capital facility  19,874 n/a        25,165 n/a 

   Senior Secured Notes  57,791 n/a        56,413 n/a 
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(a) The fair values for short-term financial assets and liabilities, which include cash, restricted 

cash, accounts receivable, accounts payable and accrued liabilities and due to related parties 

approximate carrying values due to the immediate or short-term maturities of these financial 

instruments. 

 

(b) The carrying value of the finance leases approximates its fair value as it is calculated based 

on the present value of the future principal cash flows, discounted at the market rate of 

interest at the reporting dates.  For the finance leases, the market rate of interest is determined 

by reference to similar lease agreements.  The payments were estimated based on future cash 

flow from production. 

 

(c) The fair carrying of investments are their value as they are measured using quoted prices in 

active markets. 

 

Internal Control over Financial Reporting (ICFR)  

 

The CEO and the CFO, with the assistance of management, conducted an evaluation of the effectiveness 

of the Company's internal control over financial reporting as at December 31, 2016. Based on the 

evaluation, the CEO and the CFO have concluded that as at December 31, 2016, the Company's internal 

control over financial reporting is effective, based on the criteria set forth by the Committee of 

Sponsoring Organizations of the Treadway Commission (COSO) on Internal Control — Integrated 

Framework (2013). 

 

As discussed above, the inherent limitations in all control systems are such that they can provide only 

reasonable, not absolute, assurance that all control issues and instances of fraud or error, if any, within the 

Company have been detected. Therefore, no matter how well-designed, ICFR has limitations and can 

provide only reasonable assurance with respect to financial statement preparation and may not prevent 

and detect all misstatements. 

 

As of the end of the period covered by this MD&A and accompanying Financial Statements, Trevali’s 

management evaluated the effectiveness of its disclosure controls. Based on that evaluation, the CEO and 

the CFO have concluded that Trevali’s disclosure controls and procedures and internal controls over 

financial reporting, provide reasonable assurance that they were effective. There have been no changes in 

our internal control over financial reporting during the year ended December 31, 2016 that have 

materially affected, or are reasonably likely to materially affect, internal control over financial reporting. 

 

 

SUBSEQUENT EVENTS  

 

a) On January 20, 2017, the Company granted 1,479,900 stock options, 672,800 bonus shares, 672,800 

RSUs and 310,000 DSUs. 

 

b) News Releases up to audit report date  

 

 

DISCLOSURE OF OUTSTANDING SHARE DATA 

 

As at March 9, 2017, the Company’s authorized capital consists of an unlimited number of common 

shares without par value, of which 403,290,371 are issued and outstanding as of the date of this MD&A. 

On a diluted basis, the Company has 421,860,478 common shares outstanding, assuming the exercise of 

7,636,213 outstanding warrants, and 10,933,894 outstanding stock options pursuant to the Company’s 

stock option plan.  
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RISK FACTORS  
 

Trevali is subject to a number of significant risks due to the nature of its business which includes the 

acquiring, exploring and, if warranted, development and exploiting of natural resource properties, 

currently in Peru and Canada. The risks and uncertainties described below could have a material adverse 

effect on the Company’s business, financial condition or results of operations, and the trading price of the 

Company’s common shares may decline and investors may lose all or part of their investment. Trevali 

cannot give assurance that it can control or will successfully address these risks or other unknown risks 

that may affect its business. Additional risks or uncertainties not presently known to Trevali or that 

Trevali currently considers immaterial may also impair the Company’s business operations. 

 

Substantial Sums Owing to Glencore in Relation to the Company’s Santander Mine: In connection 

with the acquisition and development of the Santander Mine, the Company has substantial indebtedness 

owing to Glencore and/or its Peruvian subsidiary, Los Quenuales. Such indebtedness includes the 

amounts (including debt service obligations) owing by Trevali to Glencore in respect to: (i) the US$20 

million Glencore working capital facility first made available by Glencore to Trevali in October 2012 and 

bearing interest at LIBOR plus 5%; and, (ii) the cost of the Trevali Plant, constructed on the Santander 

Mine under the supervision and direction of Glencore, of US$44,224, including refundable Peruvian IGV 

of US$6,746 (calculated at 18%). The liability related to the plant is listed in the consolidated financial 

statements as a finance lease The Trevali plant price referred to above, which bears no interest, and the 

Glencore working capital facility, together with any default interest, as applicable, is to be paid by Trevali 

to Glencore on a monthly basis over a five-year repayment term based on a fee schedule per tonne of 

mineralized feed treated at the plant. Glencore and Los Quenuales hold real and personal property 

security over the indebtedness owed by Trevali. Accordingly, should Trevali fail to meet its obligations to 

Glencore and/or to Los Quenuales, such default could result in Glencore/Los Quenuales decision to 

realize on its security. 

On October 30, 2015, the Company arranged a payment grace period with Glencore in relation to the 

Trevali Plant (Finance Lease). Under the grace period, repayment obligations were suspended starting 

October 30, 2015 and ending the earlier of: (i) October 31, 2016; and, (ii) the last day of the month that 

comes before any month in which the price of zinc reaches at least US$1,990 per tonne as an average for 

ten consecutive quotation days. The outstanding payment obligations continued to accrue without interest; 

provided, however, compensatory interest accrued on the full amount owing at a rate equivalent to 

LIBOR (one month) plus 5% during the grace period. During the month of June 2016, the zinc price 

reached US$1,990 per tonne on ten consecutive days ending the grace period, and payments 

recommenced in July 2016, the following month. At December 31, 2016, the Company had repaid the full 

amount of accrued interest of $2,894. 

 

Indebtedness Owing Under Senior Secured Notes: On May 30, 2014, the Company completed the 

$52,500 2014 Note Offering. In connection with the offering, the Company provided security in respect to 

its obligation to pay all principal and interest owing under the 2014 Notes in the form of a charge over 

substantially all of the Company’s Canadian assets. On December 31, 2015, the Company announced it 

had amended the indenture governing the 2014 Note Offering by way of entering into a supplemental 

indenture with its senior secured holders ("Noteholders") to extend and expand the Company’s debt 

facility. In connection with this amendment, which was effected with the consent of the Noteholders, 

Trevali issued an additional $8,400 in new notes (“New Notes”) to the Noteholders and, among other 

things, deferred the Company’s $7,500 amortization payment, originally scheduled to be made on August 

30, 2016, until August 30, 2017. Additionally, in connection with the foregoing, the exercise price of the 

6,468,000 five-year warrants (the “May 2014 Offering Warrants”) issued in connection with the 2014 

Note Offering was decreased from $1.26 to $0.475 per warrant, and the expiration date of such May 2014 

Offering Warrants was extended to the five-year anniversary of such repricing. Also, in connection with 

the foregoing, an additional 1,034,880 five-year warrants (together with the May 2014 Offering Warrants, 
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the “Noteholder Warrants”) having an exercise price of $0.475 per warrant were issued to the 

Noteholders. The Company also agreed to decrease the exercise price of the Noteholder Warrants further 

if and whenever, at any time on or after December 30, 2015 and on or prior to June 30, 2016, the 

Company issues common shares, or securities convertible into or exchangeable for common shares, at a 

price per share that is lower than 115% or, in some cases, 110% of the then-applicable warrant exercise 

price. In such cases, the exercise price of the Noteholder Warrants would be decreased so that it equals 

115% or 110%, as the case may be, of the price per share in the relevant equity issuance. In relation to the 

issuance, by way of short-form prospectus dated March 10, 2016, 46,718,750 of Common Shares at a 

subscription price of $0.32 per common share we issued to raise gross proceeds of $14,950,000. 

Accordingly, on March 16, 2016, the exercise price of the Noteholder Warrants was reduced to $0.368 

per share. Up to June 30, 2016, the warrants were classified as a derivative liability based on the 

evaluation of the warrants’ being carried at fair value and changes of $684 in fair value of the liability 

was recorded as gain on derivative liability in net income. On July 1, 2016, the liability was revalued to 

be reclassified at fair value as equity and resulted in a loss on derivative liability of $451 At December 31, 

2016, the carrying value of the original 6,468,000 warrants and the additional 1,034,880 warrants, which 

represent transaction costs related to the offering, were estimated at $2,577. 

 

The Notes bear annual compounded interest at a rate of 12.5% and must be repaid in installments between 

the second and fourth anniversaries of the closing date. Should Trevali fail to meet its obligations to the 

holders of the Notes, such default could result in the Note holders’ decision to realize on their security 

(See Note 16 of the Financial Statements). 

 

Uncertainty in Regards to Operating Cash Flow: The Santander Mine achieved “commercial 

production” in 2014 and Caribou Mine achieved “commercial production” as at July 1, 2016. 

Accordingly, the sale of concentrates from Santander and Caribou mines have, and continues, to 

contribute operating cash flow. With the rising metal prices, the Company expects to have sufficient 

funds to meet its ongoing operating and capital expenditures at its current operations both in Canada and 

Peru. However, there are a number of risks which may have a direct impact on the Company’s revenue 

stream, including: (i) risks related to the inherent uncertainty of production and cost estimates, and the 

potential for unexpected costs and expenses; and, (ii) risks related to commodity prices, smelting and 

refining charges and foreign exchange rate fluctuations.  In the future, the Company’s ability to continue 

its development activities depends primarily on the Company’s ability to continue operations to generate 

revenues or to obtain financing through joint ventures, debt financings, equity financings, production 

sharing arrangements, sale of assets or some combination of these or other means.  There can be no 

assurance that any such arrangements will be concluded and the associated funding obtained.  There can 

be no assurance that the Company will generate sufficient revenues to meet its obligations as they become 

due or will obtain necessary financing on acceptable terms, if at all.  The failure of the Company to meet 

its on-going obligations on a timely basis will likely result in the loss or substantial dilution of the 

Company’s interests (as existing or as proposed to be acquired) in its properties.  The Company’s current 

priority is to continue to operate and optimize the Santander and Caribou mines, and advance the 

Halfmile/Stratmat Property to a production decision going forward. 

 

Insufficient Financial Resources: The Company’s ability to continue its exploration, assessment, and 

development activities depends primarily on the Company’s ability to commence and continue operations 

to generate revenues at commercial production levels or to obtain financing through joint ventures, debt 

financings, equity financings, production sharing arrangements, sale of assets or some combination of 

these or other means. There can be no assurance that any such arrangements will be concluded and the 

associated funding can be obtained. There can be no assurance that the Company will continue to 

generate sufficient positive cash flow to meet its obligations as they become due or will obtain necessary 

financing on acceptable terms, if at all should the metal prices decline. The failure of the Company to 

meet its ongoing obligations on a timely basis will likely result in the loss or substantial dilution of the 

Company’s interests (as existing or as proposed to be acquired) in its properties. The Company’s priority 
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is to continue to operate in a profitable manner its Peruvian zinc and lead/silver property and has started 

commercial production of its Caribou property in New Brunswick as of July 1, 2016. 

 

Resource Exploration and Development is Generally a Speculative Business: Resource exploration and 

development is a speculative business and involves a high degree of risk, including, among other things, 

unprofitable efforts resulting not only from the failure to discover mineral deposits but from finding 

mineral deposits which, though present, are insufficient in size to return a profit from production. The 

marketability of natural resources that may be acquired or discovered by the Company will be affected by 

numerous factors beyond the control of the Company. These factors include market fluctuations, the 

proximity and capacity of natural resource markets, government regulations, including regulations 

relating to prices, taxes, royalties, land use, importing and exporting of minerals and environmental 

protection.  The exact effect of these factors cannot be accurately predicted, but the combination of these 

factors may result in the Company not receiving an adequate return on invested capital.  There are no 

known reserves on any of the Company’s properties. The vast majority of exploration projects do not 

result in the discovery of commercially mineable deposits of mineralized material. Substantial 

expenditures are required to establish mineralized material reserves through drilling and metallurgical and 

other testing techniques, determine metal content and metallurgical recovery processes to extract metal 

from the mineralized material, and construct, renovate or expand mining and processing facilities. No 

assurance can be given that any level of recovery of mineralized material reserves will be realized or that 

any identified mineral deposit, even if it is established to contain an estimated resource, will ever qualify 

as a commercial mineable mineralized material body which can be legally and economically exploited. 

 

Fluctuation of Metal Prices: Even if commercial quantities of mineral deposits are discovered by the 

Company, there is no guarantee that a profitable market will continue for the sale of the metals produced.  

Factors beyond the control of the Company may affect the marketability of any substances discovered.  

The prices of various metals have experienced significant movement over short periods of time, and are 

affected by numerous factors beyond the control of the Company, including international economic and 

political trends, expectations of inflation, currency exchange fluctuations, interest rates and global or 

regional consumption patterns, speculative activities and increased production due to improved mining 

and production methods. The supply of and demand for metals are affected by various factors, including 

political events, economic conditions and production costs in major producing regions. There can be no 

assurance that the price of any commodities will be such that any of the properties in which the Company 

has, or has the right to acquire, an interest may be mined, or continued to be mined, at a profit. 

 

Global Financial Conditions: Market events and conditions, including disruptions in the Canadian, 

United States and international credit markets and other financial systems and the deterioration of the 

Canadian, United States and global economic conditions, could, among other things, impede access to 

capital or increase the cost of capital, which would have an adverse effect on the Company’s ability to 

fund its working capital and other capital requirements. Notwithstanding various actions by the U.S. and 

foreign governments, concerns about the general condition of the capital markets, financial instruments, 

banks, investment banks, insurers and other financial institutions continue to be volatile and 

unpredictable.  In addition, general economic indicators have deteriorated, including declining consumer 

sentiment, increased unemployment and declining economic growth and uncertainty about corporate 

earnings. These disruptions in the current credit and financial markets have had, and could continue to 

have a material adverse impact on a number of financial institutions and have limited access to capital and 

credit for many companies, particularly junior natural resource companies such as the Company.  These 

disruptions could, among other things, make it more difficult for the Company to obtain, or increase its 

cost of obtaining, capital and financing for its operations. The Company’s access to additional capital may 

not be available on terms acceptable to the Company or at all. 

 

Currently, worldwide securities markets, particularly those in the United States and Canada, have 

continued to experience a high level of price and volume volatility, and the market price of securities of 
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many companies, particularly those considered exploration or development stage companies, have 

experienced unprecedented declines in price which have not necessarily been related to the operating 

performance, underlying asset values or prospects of such companies. n addition, significantly higher 

redemptions by holders of mutual funds has forced many of such funds (including those holding the 

Company’s securities) to sell such securities at any price. As a consequence, despite the Company’s past 

success in securing significant equity financing, market forces may render it difficult or impossible for the 

Company to secure places to purchase new share issues at a price which will not lead to severe dilution to 

existing shareholders, or at all. Therefore, there can be no assurance that significant fluctuations in the 

trading price of the Company’s common shares will not occur, or that such fluctuations will not 

materially adversely impact on the Company’s ability to raise equity funding without significant dilution 

to its existing shareholders, or at all. 

 

Mining Industry is Competitive: The Company’s business of the acquisition, exploration and 

development of mineral properties is intensely competitive. The Company may be at a competitive 

disadvantage in acquiring additional mining properties because it must compete with other entities and 

companies, many of which have greater financial resources, operational experience and technical 

capabilities than the Company. The Company may also encounter increasing competition from other 

mining companies in efforts to hire experienced mining professionals. Increased competition could 

adversely affect the Company’s ability to attract necessary capital funding or acquire suitable producing 

properties or prospects for mineral exploration in the future. 

 

Permits and Licenses: The operations of the Company require licenses and permits from various 

governmental authorities. There can be no assurance that the Company will be able to obtain all necessary 

licenses and permits that may be required to carry out exploration, development and mining operations at 

its projects, on reasonable terms, or at all. Delays or a failure to obtain such licenses and permits or a 

failure to comply with the terms of any such licenses and permits that the Company does obtain, could 

have a material adverse effect on the Company. 

 

Government Regulation: Any exploration, development or mining operations carried on by the Company 

are subject to government legislation, policies and controls relating to prospecting, development, 

production, environmental protection, mining taxes and labour standards. In addition, the profitability of 

any mining prospect is affected by the market for precious and/or base metals which is influenced by 

many factors including changing production costs, the supply and demand for metals, the rate of inflation, 

the inventory of metal producing corporations, the political environment and changes in international 

investment patterns. 

 

Environmental Restrictions: The activities of the Company are subject to environmental regulations 

promulgated by government agencies in different countries from time to time. Environmental legislation 

generally provides for restrictions and prohibitions on spills, releases or emissions into the air, discharges 

into water, management of waste, management of hazardous substances, protection of natural resources, 

antiquities and endangered species and reclamation of lands disturbed by mining operations. Certain types 

of operations require the submission and approval of environmental impact assessments. Environmental 

legislation is evolving in a manner which means stricter standards, and enforcement, fines and penalties 

for non-compliance are more stringent. Environmental assessments of proposed projects carry a 

heightened degree of responsibility for companies and directors, officers and employees. The cost of 

compliance with changes in governmental regulations has a potential to reduce the profitability of 

operations. 

 

Foreign Countries and Political Risk: The mineral properties held by the Company are located in 

Canada and Peru, where mineral exploration and mining activities may be affected in varying degrees by 

political instability, expropriation of property and changes in government regulations such as tax laws, 

business laws, environmental laws and mining laws, affecting the Company’s business in that country.  
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Any changes in regulations or shifts in political conditions are beyond the control of the Company and 

may adversely affect its business, or if significant enough, may make it impossible to continue to operate 

in that country. Operations may be affected in varying degrees by government regulations with respect to 

restrictions on production, price controls, foreign exchange restrictions, export controls, income taxes, 

and expropriation of property, environmental legislation and mine safety. 

 

The Company currently owns and operates the Santander Mine in Peru. The status of Peru as a 

developing country may make it more difficult to obtain any required exploration financing for projects. 

The effect of all of these factors cannot be accurately predicted. There is the risk of political violence and 

increased social tension in Peru as a result of the increased civil unrest, crime and labour unrest. 

Roadblocks by members of the local communities, unemployed people and unions can occur on most 

national and provincial routes without notice.  

 

Dependence Upon Others and Key Personnel: The success of the Company’s operations will depend 

upon numerous factors, many of which are beyond the Company’s control, including: (i) the ability to 

design and carry out appropriate exploration programs on its mineral properties; (ii) the ability to produce 

minerals from any mineral deposits that may be located; (iii) the ability to attract and retain additional key 

personnel in exploration, marketing, mine development and finance; and (iv) the ability and the operating 

resources to develop and maintain the properties held by the Company. These and other factors will 

require the use of outside suppliers as well as the talents and efforts of the Company and its consultants 

and employees. There can be no assurance of success with any or all of these factors on which the 

Company’s operations will depend, or that the Company will be successful in finding and retaining the 

necessary employees, personnel and/or consultants in order to be able to successfully carry out such 

activities. 

 

Maintenance of Satisfactory Labor Relations: The Caribou Mine workforce is currently negotiating a 

collective bargaining agreement with the Company which will govern labor relations for the majority of 

employees on the site. The Company does not anticipate the additional cost to be material. The Company 

cannot predict at this time when an agreement will be reached with our workforce or whether a work 

stoppage or other labor unrest will occur. Additional groups of non-union employees may seek union 

representation in the future. Further, relations with employees may be affected by changes in the scheme 

of labor relations that may be introduced by the relevant governmental authorities in jurisdictions where 

the Company conducts business. Changes in such legislation or otherwise in our relationship with our 

employees may result in higher ongoing labor costs, employee turnover, strikes, lockouts or other work 

stoppages, any of which could have a higher material adverse effect on our business, results of operations 

and financial condition.  

 

Currency Fluctuations: The Company presently maintains its accounts in Canadian dollars. Due to the 

nature of its operations in Peru, the Company also maintains accounts in US dollars and Peruvian nuevo 

soles. The Company’s operations in Peru and its proposed exploration expenditures in such countries are 

denominated in either local currencies or US dollars, making it subject to foreign currency fluctuations.  

Such fluctuations are out of the Company’s control and may materially adversely affect the Company’s 

financial position and results. 

 

Surface Rights and Access: Although the Company acquires the rights to some or all of the minerals in 

the ground subject to the tenures that it acquires, or has a right to acquire, in most cases it does not 

thereby acquire any rights to, or ownership of, the surface to the areas covered by its mineral tenures. In 

such cases, applicable mining laws usually provide for rights of access to the surface for the purpose of 

carrying on mining activities, however, the enforcement of such rights can be costly and time consuming.  

In areas where there are no existing surface rights holders, this does not usually cause a problem, as there 

are no impediments to surface access. However, in areas where there are local populations or land owners 

(as with many of the Company’s properties), it is necessary, as a practical matter, to negotiate surface 



 

 

 

33 

 

access. There can be no guarantee that, despite having the right at law to access the surface and carry on 

mining activities, the Company will be able to negotiate a satisfactory agreement with any such existing 

landowners/occupiers for such access, and therefore it may be unable to carry out mining activities. In 

addition, in circumstances where such access is denied, or no agreement can be reached, the Company 

may need to rely on the assistance of local officials or the courts in such jurisdiction.  

 

Title Matters: Although the Company has taken steps to verify the title to the mineral properties in which 

it has, or has a right to acquire, an interest in accordance with industry standards for the current stage of 

exploration of such properties, these procedures do not guarantee title (whether of the Company or of any 

underlying vendor(s) from whom the Company may be acquiring its interest). Title to mineral properties 

may be subject to unregistered prior agreements or transfers, and may also be affected by undetected 

defects or the rights of indigenous peoples. The Company has investigated title to all of its mineral 

properties and, to the best of its knowledge, title to all of its properties for which titles have been issued 

are in good standing. The process of acquiring exploration concessions involves an application process 

(which can be quite lengthy) and, until title to an exploration concession is actually granted, there can be 

no assurance that an exploration concession which has been applied for will be granted (especially as it is 

not always possible to determine if there are prior applications over the same ground). Many of the 

exploration concessions for which the Company (or the optionee(s) from whom it holds an option to 

acquire an interest in an exploration concession) has applied for in Peru and the Company cannot provide 

any estimate of the time likely to complete any such applications or the likelihood of any of such 

applications being granted. 

 

Exploration and Mining Risks:  Fires, power outages, labour disruptions, flooding, explosions, cave-ins, 

landslides and the inability to obtain suitable or adequate machinery, equipment or labour are other risks 

involved in the operation of mines and the conduct of exploration programs. Substantial expenditures are 

required to establish reserves through drilling, to develop metallurgical processes, to develop the mining 

and processing facilities and infrastructure at any site chosen for mining. Although substantial benefits 

may be derived from the discovery of a major mineralized deposit, no assurance can be given that 

minerals will be discovered in sufficient quantities to justify commercial operations or that funds required 

for development can be obtained on a timely basis. The economics of developing mineral properties is 

affected by many factors including the cost of operations, variations of the grade of mineralized material 

mined, fluctuations in the price of gold or other minerals produced, costs of processing equipment and 

such other factors as government regulations, including regulations relating to royalties, allowable 

production, importing and exporting of minerals and environmental protection. In addition, the grade of 

mineralization ultimately mined may differ from that indicated by drilling results and such differences 

could be material. Short-term factors, such as the need for orderly development of mineralized material 

bodies or the processing of new or different grades, may have an adverse effect on mining operations and 

on the results of operations. There can be no assurance that minerals recovered in small scale laboratory 

tests will be duplicated in large scale tests under on-site conditions or in production scale operations. 

Material changes in geological resources, grades, stripping ratios or recovery rates may affect the 

economic viability of projects. 

 

Regulatory Requirements:  As stated above, the activities of the Company are subject to extensive 

regulations governing various matters, including environmental protection, management and use of toxic 

substances and explosives, management of natural resources, exploration, development of mines, 

production and post-closure reclamation, exports, price controls, taxation, regulations concerning business 

dealings with indigenous peoples, labour standards on occupational health and safety, including mine 

safety, and historic and cultural preservation.  Failure to comply with applicable laws and regulations may 

result in civil or criminal fines or penalties, 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, any of 

which could result in the Company incurring significant expenditures. The Company may also be 
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required to compensate those suffering loss or damage by reason of a breach of such laws, regulations or 

permitting requirements. It is also possible that future laws and regulations, or more stringent enforcement 

of current laws and regulations by governmental authorities, could cause additional expense, capital 

expenditures, restrictions on or suspension of the Company’s operations and delays in the exploration and 

development of the Company’s properties. 

 

Uncertainty of Mineral Resource Estimates/Reserves: Unless otherwise indicated, mineralization figures 

presented in the Company’s filings with securities regulatory authorities, press releases and other public 

statements that may be made from time to time are based upon estimates made by Company personnel 

and independent geologists. These estimates are imprecise and depend upon geological interpretation and 

statistical inferences drawn from drilling and sampling analysis, which may prove to be unreliable. There 

can be no assurance that: 

 

 these estimates will be accurate; 

 reserves, resource or other mineralization figures will be accurate; or 

 this mineralization could be mined or processed profitably. 

 

Because the Company has not defined or delineated any proven or probable mineral reserves on any of its 

properties, mineralization estimates for the Company’s properties may require adjustments or downward 

revisions based upon further exploration or development work or actual production experience. In 

addition, the grade of mineralized material ultimately mined, if any, may differ from that indicated by 

drilling results.  There can be no assurance that minerals recovered in small-scale tests will be duplicated 

in large-scale tests under on-site conditions or in production scale. The mineral resource estimates 

contained in the Company’s filings with securities regulatory authorities, press releases and other public 

statements that may be made from time to time have been determined and valued based on assumed 

future prices, cut-off grades and operating costs that may prove to be inaccurate. Extended declines in 

market prices for zinc, silver, copper, iron or other metals may render portions of the Company’s 

mineralization uneconomic and result in reduced reported mineralization. Any material reductions in 

estimates of mineralization, or of the Company’s ability to extract this mineralization, could have a 

material adverse effect on the Company’s results of operations or financial condition. The Company has 

not established the presence of any proven or probable reserves at any of its mineral properties. There can 

be no assurance that subsequent testing or future studies will establish any proven or probable mineral 

reserves at the Company’s properties. The failure to establish proven or probable reserves could restrict 

the Company’s ability to successfully implement its strategies for long-term growth. 

 

No Assurance of Profitability: Due to the nature of its business there can be no assurance that the 

Company can sustain any earnings. The Company has not paid dividends on its shares since incorporation 

and does not anticipate doing so in the foreseeable future. The Company intends to continue relying upon 

the issuance of equity or debt securities to finance its future activities, and revenues from production at its 

mines in Peru and Canada; however, there can be no assurance that such financings will be available on a 

timely basis under terms acceptable to the Company.  

 

Uninsured or Uninsurable Risks: The Company may become subject to liability for pollution or hazards 

against which it cannot insure or against which it may elect not to insure where premium costs are 

disproportionate to the Company’s perception of the relevant risks. The payment of such insurance 

premiums and of such liabilities would reduce the funds available for exploration and production 

activities. 

 

Enforcement of Civil Liabilities: As part of the assets of the Company and its subsidiaries are located 

outside of Canada and the United States, and certain of the directors and officers of the Company are 

resident outside of Canada and/or the United States, it may be difficult or impossible to enforce 
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judgments granted by a court in Canada or the United States against the assets of the Company and its 

subsidiaries or the directors and officers of the Company residing outside of such country. 

 

Corruption and Bribery Risk: The Company is required to comply with anti-corruption and anti-bribery 

laws of various countries including, Canada and Peru. In recent years, there has been an increase in 

enforcement and severity of penalties under such laws. A company may be found liable for violations by 

employees, contractors and third party agents. The Company has implemented policies and taken 

measures including training to mitigate the risk of non-compliance, however, such measures are not 

always effective in ensuring that the Company, its employees, contractors and third-party agents comply 

strictly with such laws. If the Company is found to be in violation of such laws, this may result in 

significant penalties, fines and/or sanctions resulting in a material adverse effect on the Company’s 

reputation and financial results. 

 

Cybersecurity Threats: The Company relies on secure and adequate operations of information technology 

in our operations. Access to and protection of the information technology systems is critical to our 

operations. We have not experienced any material losses relating to disruptions to our information 

technology systems. The Company is taking steps to enhance and implement on-going policies, controls 

and practices to manage and safeguard Trevali and its stakeholders from internal and external 

cybersecurity threats in addition to comply with changing legal and industry practices. Given the evolving 

nature of this threat which can’t be fully mitigated, we cannot assure that our information technology 

systems are fully protected from cybercrime or that the systems will not be inadvertently compromised, or 

without failure or defects. Disruptions to our information technology systems including, without 

limitation, security breaches, theft, computer viruses, cyber-attacks and non-compliance by third party 

service providers and inadequate levels of cybersecurity expertise and safeguards of third party 

information technology service providers may adversely affect the operations of the Company as well as 

present significant costs and risks including, without limitation, loss or disclosure of confidential, 

proprietary, personal or sensitive information and third party data, material adverse effect on our financial 

performance, compliance with our contractual obligations, compliance with applicable laws, remediation 

costs, potential litigation, regulatory enforcement proceedings and heightened scrutiny.  

 

Surety Bonding Risks: The Company secures its obligations for reclamation and closure costs with surety 

bonds provided by a leading global insurance company in favour of regulatory authorities in Peru. These 

surety bonds include the right of the surety bond provider to terminate the relationship with the Company 

on providing notice of up to 90 days. The surety bond provider would, however, remain liable to the 

regulatory authorities for all bonded obligations existing prior to the termination of the bond in the event 

the Company failed to deliver alternative security satisfactory to the regulator. 

 

Please also refer to the Company’s most recent Annual Information Form filed on SEDAR. 
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NON-IFRS MEASURES 

 

This MD&A refers to site cash operating cost per pound of payable zinc equivalent produced and total 

cash operating cost, which are not recognized measures under IFRS. Such non‐IFRS financial measures 

do not have any standardized meaning prescribed by IFRS and are therefore unlikely to be comparable to 

similar measures presented by other issuers. Management uses these measures internally to evaluate the 

underlying operating performance of the Company for the reporting periods presented. The use of these 

measures enables management to assess performance trends and to evaluate the results of the underlying 

business of the Company. Management understands that a number of investors, and others who follow the 

Company’s performance, also assess performance in this way. Management believes that these measures 

reflect the Company’s performance and are better indications of its expected performance in future 

periods. This data is intended to provide additional information and should not be considered in isolation 

or as a substitute for measures of performance prepared in accordance with IFRS. 

 

The following production and financial tables reconcile these non‐IFRS measures to the most directly 

comparable IFRS measures:  
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Site cash operating cost per ZnEq Payable Pound Produced 

Site cash operating cost per zinc equivalent pound of payable produced include mine site operating costs 

such as mining, processing, administration, and indirect charges as surface maintenance and camp 

expenses, but are exclusive of royalties, smelting, refining and freight costs, depreciation, depletion, 

amortization, reclamation, and capital and exploration costs. 

 

Santander Caribou Total Santander Caribou Total

Expressed in thousands of Canadian dollars, except pounds and per pounds amounts

Production costs 9,505$         18,293$       27,798$       38,113$       28,529$       66,642$          

Inventory sales adjustment (20)               69                49                963              4,087           5,050              

Site cash operating costs 9,485$         18,362$       27,847$       39,076$       32,616$       71,692$          

Divided by pounds of 

payable zinc equivalent 

produced 20,930,910  31,444,029  52,374,939  93,008,559 55,173,589 148,182,148   

Site cash operating cost per 

pound of payable zinc 

equivalent produced (C$) 0.45$           0.58$           0.53$           0.42$           0.59$           0.48$              

Average exchange rate 

(C$1 – US$) 0.75             0.75             0.75             0.76             0.76             0.76                

Site cash operating cost per 

pound of payable zinc 

equivalent produced (US$) 0.34$           0.44$           0.40$           0.32$           0.45$           0.37$              

Santander Caribou Total Santander Caribou Total

Expressed in thousands of Canadian dollars, except pounds and per pounds amounts

Production costs 11,790$       - 11,790$       43,305$       - 43,305$          

Inventory sales adjustment (1,173)          - (1,173)          (872)             - (872)

Site cash operating costs 10,617$       - 10,617$       42,433$       - 42,433$          

Divided by pounds of 

payable zinc equivalent 

produced 24,497,894 - 24,497,894  101,648,053 - 101,648,053   

Site cash operating cost per 

pound of payable zinc 

equivalent produced (C$) 0.43$           - 0.43$           0.42$           - 0.42$              

Average exchange rate 

(C$1 – US$) 0.75             - 0.75             0.78             - 0.78                

Site cash operating cost per 

pound of payable zinc 

equivalent produced (US$) 0.32$           - 0.32$           0.33$           - 0.33$              

December 31, 2015 December 31, 2015

Three months ended Year ended

Three months ended Year ended

December 31, 2016 December 31, 2016
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Total cash cost per ZnEq Payable Pound Produced:  
 

Total cash cost per zinc equivalent pound of payable produced include mine site operating costs as 

calculated above, royalties, smelting, refining and freight costs, but are exclusive of depreciation, 

depletion, amortization, reclamation, and exploration costs. 

 

Santander Caribou Total Santander Caribou Total

Expressed in thousands of Canadian dollars, except pounds and per pounds amounts

Production Costs 9,505$         18,293$       27,798$       38,113$       28,529$       66,642$          

Smelting, refining and freight 11,176         19,266         30,442         39,225         28,614         67,840            

Royalty expenses 310              -               310              2,000           -               2,000              

Capital sustaining costs 3,629           1,298           4,927           12,258         5,745           18,003            

Inventory sales adjustment (20)               69                49                963              4,087           5,050              

Total cash cost 24,600$       38,926$       63,526$       92,559$       66,976$       159,534$        

Divided by pounds of 

payable zinc equivalent 

produced 20,930,910 31,444,029  52,374,939  93,008,559 55,173,589  148,182,148   

Total cash cost per pounds of 

payable zinc equivalent 

produced (C$) 1.18$           1.24$           1.21$           1.00$           1.21$           1.08$              

Average exchange rate 

(C$1 – US$) 0.75             0.75             0.75             0.76             0.76             0.76                

Total cash cost per pounds of 

payable zinc equivalent 

produced (US$) 0.88$           0.93$           0.91$           0.75$           0.92$           0.81$              

Santander Caribou Total Santander Caribou Total

Expressed in thousands of Canadian dollars, except pounds and per pounds amounts

Production costs 11,790$       - 11,790$       43,305$       - 43,305$          

Smelting, refining and freight 9,388 - 9,388           39,071 - 39,071            

Royalty expenses (112) - (112) 1,726 - 1,726              

Capital sustaining costs 3,479 - 3,479           13,891 - 13,891            

Inventory sales adjustment (1,173)          - (1,173)          (872)             - (872)                

Total cash cost 23,372$       - 23,372$       97,121$       - 97,121$          

Divided by pounds of 

payable zinc equivalent 

produced 24,497,894 - 24,497,894  101,648,053 - 101,648,053   

Total cash cost per pounds of 

payable zinc equivalent 

produced (C$) 0.95$           - 0.95$           0.96$           - 0.96$              

Average exchange rate 

(C$1 – US$) 0.75             - 0.75             0.78             - 0.78                

Total cash cost per pounds of 

payable zinc equivalent 

produced (US$) 0.72$           - 0.72$           0.75$           - 0.75$              

Three months ended Year ended

December 31, 2016 December 31, 2016

Three months ended Year ended

December 31, 2015 December 31, 2015
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Site cash operating cost per tonne milled: 

Site cash operating cost per tonne milled include mine site operating costs such as mining, processing, 

administration, and indirect charges as surface maintenance and camp expenses, but are exclusive of 

royalties, smelting, refining and freight costs, depreciation, depletion, amortization, reclamation, and 

capital and exploration costs. 

 

Santander Caribou Total Santander Caribou Total

Expressed in thousands of Canadian dollars, except tonnes and per tonnes amounts

Production costs 9,505$         18,293$       27,798$       38,113$       28,529$       66,642$          

Inventory sales adjustment (20) 69                49                963 4,087           5,050              

Site cash operating costs 9,485$         18,362$       27,847$       39,076$       32,616$       71,692$          

Divided by tonnes milled 218,481 251,242 469,723       863,307 436,730 1,300,037       

Site cash operating cost per 

tonne milled (C$) 43.41$         73.08$         59.28$         45.26$         74.68$         55.15$            

Average exchange rate 

(C$1 – US$) 0.75             0.75             0.75             0.76             0.76             0.76                

Site cash operating cost per 

tonne milled (US$) 32.55$         54.79$         44.44$         34.17$         56.39$         41.64$            

Santander Caribou Total Santander Caribou Total

Expressed in thousands of dollars except tonnes and per tonnes amounts

Production costs 11,790$       - 11,790$       43,305$       - 43,305$          

Inventory sales adjustment (1,173)          - (1,173)          (872) - (872)                

Site cash operating costs 10,617$       - 10,617$       42,433$       - 42,433$          

Divided by tonnes milled 204,999 - 204,999       778,151 - 778,151          

Site cash operating cost per 

tonne milled (C$) 51.60$         - 51.79$         54.53$         - 54.53$            

Average exchange rate 

(C$1 – US$) 0.75             - 0.75             0.78             - 0.78                

Site cash operating cost per 

tonne milled (US$) 38.70$         - 38.70$         42.65$         - 42.65$            

December 31, 2016 December 31, 2016

Three months ended Year ended

December 31, 2015 December 31, 2015

Three months ended Year ended

 


