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NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS 

 
Under National Instrument 51-102, Part 4, subsection 4.3 (3)(a), if an auditor has not performed a review of the 

interim financial statements, they must be accompanied by a notice indicating that the financial statements have 

not been reviewed by an auditor. 

 

The accompanying unaudited interim financial statements of the Company have been prepared by and are the 

responsibility of the Company’s management and approved by the Board of Directors of the Company. 

  

The Company’s independent auditor has not performed a review of these financial statements in accordance 

with standards established by the Canadian Institute of Chartered Accountants for a review of interim financial 

statements by an entity’s auditor. 

 

 

 

 

 

 

 

 

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

INTERIM CONSOLIDATED BALANCE SHEETS 

 

See Note 1 – Nature of Operations and Going Concern Uncertainty 

 

 

June 30, 2009  June 30, 2008 March 31, 2009

(Restated - Note 4)  

(Unaudited) (Unaudited) (Audited)

ASSETS

Current

Cash and cash equivalents  $                 2,247  $           2,165,425  $                  2,547 

Accounts receivable                   25,358                  127,318                    52,749 

Due from related parties (Note 9)                 367,570                  301,173                  408,216 

Prepaid expenses                     6,103                    22,463                      6,486 

                401,278               2,616,379                  469,998 

Mineral properties (Note 5)            30,856,167             28,356,356             30,464,292 

Equipment (Note 6)                   86,476                    81,919                  103,466 

 $        31,343,921  $         31,054,654  $         31,037,756 

LIABILITIES

Current

Accounts payable and accrued liabilities  $             453,499  $              602,303  $              471,890 

Due to related parties (Note 9)                 532,050                  239,999                  448,839 

                985,549                  842,302                  920,729 

Future income tax liabilities                 488,253                  356,693                  488,253 

             1,473,802                     1,198,995               1,408,982 

SHAREHOLDERS' EQUITY

Share capital (Note 7)              7,173,588               7,168,944               7,173,588 

Warrants (Note 7(d))              2,420,000               2,604,930               2,604,930 

Contributed surplus (Note 8)              2,863,303               2,008,844               2,639,784 

Retained earnings            17,413,228             18,072,941             17,210,472 

           29,870,119             29,855,659             29,628,774 

 $        31,343,921  $         31,054,654  $         31,037,756 

   

APPROVED BY THE DIRECTORS: 

 

 

“ANDREW GOURLAY” 

  

 

“BRYAN MORRIS” 

DIRECTOR  DIRECTOR 

 

 

 

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

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

INTERIM CONSOLIDATED STATEMENTS OF INCOME (LOSS), COMPREHENSIVE INCOME 

(LOSS) AND RETAINED EARNINGS 

 

FOR THE THREE MONTH PERIODS ENDED  

(Unaudited) 

 See Note 1 – Nature of Operations and Going Concern Uncertainty 

 

 

June 30, 2009 June 30, 2008

(Restated - Note 4) 

OPERATING EXPENSES

Administrative and management services 93,398$             95,712$                 

Depreciation 17,433               3,645                     

Investor relations -                         54,161                   

Office rent, salaries and sundry 175                    21,305                   

Professional fees -                         29,115                   

Regulatory and transfer agent 3,206                 -                            

Stock based compensation (Note  7 (g)) 32,567               240,353                 

146,779             444,291                 

LOSS BEFORE OTHER ITEMS (146,779)            (444,291)               

OTHER INCOME (EXPENSE)

Interest and other income -                         12,638                   

Bank charges (406)                   -                            

Other expense -                         -                            

Foreign exchange gain (loss) 349,941             (47,563)                 

349,535             (34,925)                 

INCOME (LOSS) AND COMPREHENSIVE INCOME 

(LOSS) FOR THE PERIOD 202,756             (479,216)               

RETAINED EARNINGS - BEGINNING OF PERIOD 17,210,472        18,552,157            

RETAINED EARNINGS - END OF PERIOD 17,413,228$      18,072,941$          

PER SHARE INFORMATION
Weighted average number of common 

shares outstanding (basic and diluted) 70,103,514        71,103,514            

Net Income (Loss) per common share 

(basic and diluted) 0.00                   (0.01)                     

 

 

 

 

 

 

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



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS 

 

FOR THE THREE MONTH PERIODS ENDED  

 

(Unaudited) 

 

See Note 1 – Nature of Operations and Going Concern Uncertainty 

 

 

June 30, 2009 June 30, 2008

(Restated - Note 4)

$ $

CASH PROVIDED FROM (USED FOR):

OPERATING ACTIVITIES

Net income (loss) for the period 202,756$            (479,216)$              

Adjustments for items not affecting cash:

Stock based compensation 32,567                240,353                 

Unrealized foreign exchange loss (194,851)            (66)                         

Depreciation 17,433                3,645                     

57,905                (235,284)                

Net changes in non-cash working capital items:

Accounts receivable 27,931                (61,116)                  

Due from related parties 42,565                16,721                   

Prepaid expenses 383                     54,210                   

Accounts payable (18,391)              107,459                 

110,393              (118,010)                

INVESTING ACTIVITIES

Expenditures on mineral properties (110,693)            (1,260,230)             

Equipment -                     (6,511)                    

(110,693)            (1,266,741)             

FINANCING ACTIVITIES

Share issue costs -                     6,337                     

-                     6,337                     

INCREASE (DECREASE) IN CASH AND CASH 

EQUIVALENTS DURING THE PERIOD (300)                   (1,378,414)             

CASH AND CASH EQUIVALENTS - BEGINNING OF PERIOD 2,547                  3,543,839              

CASH AND CASH EQUIVALENTS - END OF PERIOD 2,247$                2,165,425$            

 

 

 

 

 

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

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

 

(Unaudited) 

 

 

1. NATURE OF OPERATIONS AND GOING CONCERN UNCERTAINTY 

 

Sinchao Metals Corp. (“Sinchao”, or the “Company”) was incorporated on March 15, 2006 under the 

Business Corporations Act of Alberta. With the acquisition of Corporacion Minera Sinchao S.A.C. (“Minera 

Sinchao”), the Company’s principal business is the exploration of mineral properties located in Peru. 

 

On December 15, 2006, the Company and Dolce Enterprises Inc. (“Dolce”), a capital pool company listed on 

the TSX Venture Exchange, were amalgamated into a new company. The new company retained the name 

Sinchao Metals Corp. 

 

The Company is in the process of exploring and evaluating its mineral properties in Peru. On the basis of 

information to date, it has not yet determined whether these properties contain economically recoverable ore 

reserves.  The underlying value of the mineral properties and related deferred costs are entirely dependent on 

the existence of economically recoverable reserves, the ability of the Company to obtain the necessary 

financing to complete development and upon future profitable production.  The amount shown as mineral 

properties and deferred exploration costs represents net costs to date and does not necessarily represent 

present or future values. 

 

The Company has incurred a net income of $202,756 for the three months ended June 30, 2009 (June 30, 

2008, - $479,216).  The Company has a working capital deficiency as at June 30, 2009 of $584,271 (June 30, 

2008 - working capital of $1,774,077).  

 

These consolidated financial statements have been prepared under the assumptions of a going-concern, which 

assumes that the Company will be able to realize its assets and discharge its liabilities in the normal course of 

business.  

 

The Company’s ability to continue as a going concern is in substantial doubt and is dependent upon the 

continuing support of it’s major shareholder Andean American Mining Corp. and/or obtaining additional 

financing to meet its obligations, repaying its liabilities through settlement with its creditors and generating 

sufficient cash to meet its operating expenses in the future.   

 

Failure to arrange adequate financing on acceptable terms and to achieve profitability would have an adverse 

effect on the financial position, results of operations, cash flows and prospects of the Company. Accordingly, 

these consolidated financial statements do not give effect to adjustments, if any, that would be necessary 

should the Company be unable to continue as a going-concern and, therefore, be required to realize its assets 

and liquidate its liabilities in other than the normal course of business and at amounts which may differ from 

those shown in the consolidated financial statements. 

 

The current financial equity market conditions, the challenging funding environment and the low price of the 

Company’s common shares make it difficult to raise funds by private placements of shares.  The junior 

resource industry has been severely impacted by the world economic situation, as it is considered to be a 

high-risk investment.  

 

 

 

 

 

 

 

 

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

2. Basis of Presentation 

 

These interim unaudited consolidated financial statements have been prepared in accordance with Canadian 

generally accepted accounting principles for interim financial statements. These interim consolidated 

financial statements do not include all of the disclosure required by Canadian generally accepted accounting 

principles (“Canadian GAAP”) for annual financial statements and should be read in conjunction with the 

audited consolidated financial statements for the year ended March 31, 2009. They have been prepared using 

the same accounting policies and methods as those used in the annual consolidated financial statements for 

the year ended March 31, 2009. 

 

The preparation of financial statements in conformity with Canadian GAAP requires management to make 

estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of 

contingent liabilities at the date of the financial statements, and the reported amounts of revenues and 

expenses during the reported period. Actual results could differ from these estimates. By their nature, these 

estimates are subject to measurement uncertainty and the effect on the financial statements of changes in 

such estimates in future periods could be significant.  

 

Recent Canadian Accounting Pronouncements  

 

Goodwill and Intangible Assets 

 

In February 2008, the AcSB issued Handbook Section 3064, Goodwill and Intangible Assets, and amended 

Section 1000, Financial Statement Concepts, clarifying the criteria for the recognition of assets, intangible 

assets and internally developed intangible assets.  Items that no longer meet the definition of an asset are no 

longer recognized as assets.  The standard is effective for fiscal years beginning on or after October 1, 2008 

and the Company will adopt this standard on April 1, 2009.  

 

Future Canadian Accounting Pronouncements 

 

International Financial Reporting Standards (“IFRS”)  

 

In 2006, the AcSB published a new strategic plan that will significantly affect financial reporting 

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

GAAP with IRFS over an expected five-year transitional period.  In February 2008 the AcSB announced 

that 2011 is the changeover date for publicly-listed companies to use IFRS, replacing Canadian GAAP.  The 

date is for interim and annual financial statements relating to fiscal years beginning on or after            

January 1, 2011.  The transition date of January 1, 2011 will require the restatement for comparative 

purposes of amounts reported by the Company for the year ended March 31, 2011.  While the Company has 

begun assessing the adoption of IFRS for 2011, the financial reporting impact of the transition to IFRS 

cannot be reasonably estimated at this time.   

 

Business Combinations (Section 1582)  

 

In January 2009, the CICA issued Handbook Section 1582, “Business Combinations”, which requires that 

all assets and liabilities of an acquired business be recorded at fair value at acquisition.  Obligations for 

contingent considerations and contingencies will also be recorded at fair value at the acquisition date.  The 

standard also states that acquisition-related costs will be expensed as incurred and that restructuring charges 

will be expensed in the period after the acquisition date.  The Section applies prospectively to business 

combinations for which the acquisition date is on or after the beginning of the first annual reporting period 

on or after January 1, 2011.  



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

2. SIGNIFICANT ACCOUNTING POLICIES - continued  

 

Future Canadian Accounting Pronouncements - continued 

 

Consolidations (Section 1601) and Non-Controlling Interest (Section 1602)  

 

In January 2009, the CICA issued Handbook Section 1601, “Consolidations” (“CICA 1601”), and Section 

1602, “Non-Controlling Interests” (CICA 1602”). CICA 1601 establishes standards for preparing 

consolidated financial statements and CICA 1602 establishes standards for accounting for a non-controlling 

interest in a subsidiary in consolidated financial statements subsequent to a business combination.  These 

standards apply to interim and annual consolidated financial statements relating to fiscal years beginning on 

or after January 1, 2011.  The Company is currently assessing the impact of the new standard on its 

consolidated financial statements.   

 

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities (EIC Abstract 173)  

 

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

Financial Liabilities”. The EIC requires the Company to take into account the Company’s own credit risk 

and the credit risk of the counterparty in determining the fair value of financial assets and financial 

liabilities, including derivative instruments.  The abstract applies to interim and annual consolidated 

financial statements relating to fiscal years beginning on or after January 1, 2010.  The Company is currently 

assessing the impact of the new standard on its consolidated financial statements.  

 

 

3. REVERSE TAKEOVER OF SINCHAO METALS CORP. 

 

On March 15, 2006, the Company and Andean American Mining Corp. (“Andean”) entered into an 

agreement (the “Share Exchange Agreement”), as amended and restated on June 15, 2006, whereby the 

Company agreed to acquire a 100% ownership interest in Minera Sinchao through the issuance of 36 million 

common shares in the capital of the Company and 3 million transferable share purchase warrants.  The Share 

Exchange Agreement also required the Company to reimburse Andean for all costs incurred on the Sinchao 

mineral properties during the period from January 1, 2006 to the closing date (“Closing”) plus 100% mark-

up in recognition of Andean’s administrative costs incurred relating to the mineral property of ($534,064).  

These amounts have been expensed.  
 
Since this transaction resulted in the former shareholders of Minera Sinchao acquiring control of Sinchao the 

acquisition has been treated, for accounting purposes, as a reverse takeover in accordance with EIC-10. As 

Sinchao does not meet the criteria for an acquired business per EIC-124, the reverse takeover transaction is 

not considered to be a business combination, but a capital transaction.  

 

As a result, the transaction is equivalent to the issuance of shares by CMS to Sinchao. Per EIC-10, the 

$2,267,139 in share capital present on the date of the transaction has been offset against the retained 

earnings of Minera Sinchao.  

 

Minera Sinchao, the Company’s wholly–owned subsidiary, is considered the acquiring company and the 

continuing entity for accounting purposes.  

 

The expenses associated with the reverse takeover are $179,075 including the fair value of warrants issued 

of $184,079. These costs are reflected in the reverse takeover accounting as a charge to deficit.  



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

3. REVERSE TAKEOVER OF SINCHAO METALS CORP. - continued 

 

Since this transaction resulted in the former shareholders of Minera Sinchao acquiring control of Sinchao the 

acquisition has been treated, for accounting purposes, as a reverse takeover.  In accounting for this 

transaction:   

 

(i) Minera Sinchao is deemed to be the purchaser for accounting purposes.  Accordingly, its net assets 

are included in the consolidated balance sheet at their historical book value.  

 

(ii) Control of the net assets and business of Sinchao was acquired effective June 30, 2006.  The 

Company has accounted for the transaction as a purchase of the assets and liabilities of Sinchao   

The assets and liabilities of Sinchao have been recorded at their fair values, as follows:  

 

Cost of net assets acquired consists of: 

 

 $ 

Share capital  2,267,139 

Deficit (2,690) 

Net assets received 2,264,449 

 

4. RESTATEMENT 
 

Management has determined that as at June 30, 2006, the Company should have accounted for the acquisition 

of Minera Sinchao as a reverse takeover whereby Sinchao Metals Corp was for accounting purposes being 

acquired.  The effect of the restatements on the three month periods ended June 30, 2007 and 2008 

consolidated financial statements is as follows:  

 

Details for the period ended June 30, 2007 as follows:  

 

As previously

reported As restated

                  $     $

Mineral properties 22,669,644                23,986,402   

Future income tax liabilities 5,146,772                  -                    

Share capital 18,120,529                3,360,893     

Net income (loss) for the period 110,988                     (465,920)       

Retained earnings (Deficit) (1,257,260)                19,965,905   

Net income (loss) per share for the period 0.00 (0.01)

 

 

 

 

 

 

 

 

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

4. RESTATEMENT - continued 
 

Details for the period ended June 30, 2008 as follows: 

 

As previously

reported As restated

                  $     $

Mineral properties 27,039,598                28,356,356   

Future income tax liabilities 5,609,829                  356,693        

Share capital 21,928,580                7,168,944     

Net loss for the period (8,670)                       (479,216)       

Retained earnings (Deficit) (3,256,586)                18,072,941   

Net loss per share for the period (0.00) (0.01)

 

 

5. MINERAL PROPERTIES 

 

June 30, 2009 June 30, 2008 March 31, 2009

(Restated - Note 4) 

Sinchao properties

    Acquisition costs                 2,062,996                 1,897,931                 2,062,996 

    Deferred exploration costs               27,085,257               25,278,462               26,764,417 

 Future income tax                    488,253                    356,693                    488,253 

 Refundable IGV Tax (Peru)                    790,619                    486,194                    725,606 

 Stock based compensation                    429,042                    337,076                    423,020 

              30,856,167               28,356,356               30,464,292 
 

 

The Sinchao mineral properties (the “Sinchao Project”) are located within the Yanacocha-Hualgayoc mining 

district in the department of Cajamarca, northern Peru.  The Sinchao Project is comprised of four exploration 

rights, covering 1,300 hectares, that overlie sixteen mining concessions and one claim as well as two 

additional claims, which lie outside the four exploration rights.   

 

The Company has paid IGV tax on the exploration and development of the Sinchao property.  This tax is 

refundable.  The Company has applied and has had approval to obtain the IGV tax paid on the property 

refunded.  

 

 

 

 

 

 

 

 

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

6. EQUIPMENT 

 

Equipment is recorded at cost.  Amortization is computed using the straight-line method over the estimated 

useful lives of the assets as follows: 

 

Accumulated Net Book Accumulated Net Book

Cost  Amortization  Value Cost  Amortization  Value

Field equipment 80,485$       20,825$     59,660$    80,485$   17,546$     62,939$    

Office furniture and  

equipment 32,086         5,270         26,816      32,086     4,421         27,665      

Software 25,725         25,725       -                25,725     12,863       12,862      

138,296$     51,820$     86,476$    138,296$ 34,830$     103,466$  

March 31, 2009June 30, 2009

 

 

7. SHARE CAPITAL 

 

(a) Authorized 

 

 The Company has authorized an unlimited number of common shares, with no par value. 

 

(b) Issued and Outstanding 

Number of Amount

Shares

Balance, March 31, 2008         70,103,514  $     7,173,588 

Share issue costs - cash                         -              10,981 

Balance, March 31, 2009 and June 30, 2009         70,103,514  $     7,184,569  
 

 

During the three months ended June 30, 2009 and 2008 the Company did not issue any shares.  

 

(c) Escrowed shares 

 

Pursuant to a CPC Escrow Agreement dated May 10, 2006, 366,667 common shares, held by the 

former shareholders of Dolce, were held in escrow.  In accordance with the agreement an initial release 

of 10% thereof occurred on the initial trading date, December 21, 2006, and 15% thereof will be 

released on each six-month anniversary of that date. 

 

Pursuant to an Escrow Agreement dated September 15, 2006, 36,325,000 common shares, held by the 

former shareholders of the Company, were deposited in escrow.  In accordance with the Escrow 

Agreement, an initial release of 10% thereof occurred on the initial trading date, December 21, 2006.  

 

On each six-month anniversary of that date, 5,448,750 common shares will be released.  So that all the 

common shares will have been released by June 21, 2011.  



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

7. SHARE CAPITAL - continued 

 

(d) Warrants  

 

A summary of the number of common shares reserved pursuant to the Company’s outstanding 

warrants at March 31, 2009 and the changes for the year ending on that date is as follows: 

 

Number of 

Warrants Amount 

Balance, March 31, 2008 11,786,818 2,615,286$   

Expired (36,818)       (10,356)        

Balance, March 31, 2009 11,750,000 2,604,930$   

Expired (3,000,000)  (184,930)      

Balance,  June 30, 2009 8,750,000   2,420,000$    
 

 

The following table summarizes information about the warrants outstanding and exercisable at June 30, 

2009: 

 

 

Expiry Date Exercise price Number

November 21, 2009 0.60$               6,250,000 

December 12, 2009 0.60$               2,500,000 

     8,750,000 
 

 

During the three months ended June 30, 2009, 3,000,000 warrants expired unexercised.  

 

 

(e) Stock Options 

 

The Company has established a Stock Option Plan for directors, officers, employees and consultants. 

The maximum number of common shares that may be reserved under the Plan may not exceed 10% of 

the outstanding shares at the time of grant.  Options granted under the Plan generally have a term of 

five years and vest over varying periods ranging from 0-24 months. The exercise price of each option 

equals or exceeds the market price of the Company’s common shares on the date of the grant.   

 

 

 

 

 

 

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

7. SHARE CAPITAL - continued 

 

(f) Stock Options – continued  

 

A summary of stock option activity at June 30, 2009 and the changes for the period then ended is as 

follows: 

 

Weighted Average

Number Exercise Price

At March 31, 2008 4,510,000           0.94                              

Granted 2,150,000           0.15                              

Forfeited (4,295,000)         0.96                              

At March 31, 2009 2,365,000           0.20                              

Forfeited/Canceled (1) (170,000)            0.21                              

At June 30, 2009 2,195,000           0.20                              

(1) During the three months ended June 30, 2009 20,000 options were cancelled; 150,000 options were forfeited.  
 

The following table summarizes information about the stock options outstanding at June 30, 2009: 

 

Number Number Exercise 

Outstanding Outstanding Price 

March 31 Forfeited/ June 30 Per 

2009 Issued Exercised Canceled 2009 Share Expiry date

215,000            -                  -                (20,000)         195,000 0.66$              October 29, 2012 (i) 

550,000            -                  -                -                    550,000 0.15$              October 2, 2013 (i) 

1,600,000         -                  -                (150,000)       1,450,000 0.15$              October 7, 2013 (i) 

2,365,000 -                  -                (170,000)       2,195,000 $0.15 - $0.66

October 29, 2012 - 

October 7, 2013

(i) As of June 30, 2009, 2,015,000 options are fully vested

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

7. SHARE CAPITAL - continued 

 

(g) Stock Options – continued  

 

The following table summarizes information about the stock options outstanding at June 30, 2008: 

 

Number Number Exercise 

Outstanding Outstanding Price 

March 31, June 30, Per 

2008 Issued Exercised Forfeited 2008 Share Expiry date

3,220,000      -                - - 3,220,000 1.00$           December 27, 2009 (i)

500,000         -                -              -                 500,000 1.00$           January 3, 2010 (i)

290,000         -                -              -                 290,000 0.66$           October 29, 2012 (i) 

500,000         -                -              -                 500,000 0.70$           January 10, 2011 (i)

4,510,000      -                -              -                 4,510,000 $0.66 - $1.00

December 29, 2009 - 

October 29, 2012

(i) As of June 30, 2008, 3,313,333 options are fully vested

 

(h) Stock-Based Compensation 

 

The Company accounts for stock-based compensation, including stock options and warrants, using the 

fair value based method as prescribed by CICA Handbook Section 3870. Under this method, the fair 

value of stock options and warrants at the date of grant is amortized over the vesting period and the 

offsetting credit is recorded as an increase in contributed surplus. The Company accounts for 

forfeitures as they happen. During the three months ended June 20, 2009, the Company recorded stock-

based compensation of $38,589 (2008 - $283,981) of which $6,022 (2008 - $43,628) was capitalized to 

mineral properties.  

 

The fair value of each option and warrant granted has been estimated as of the grant date using the 

Black-Scholes option pricing model with the following assumptions: risk-free interest rate of 2.48% 

(2008 – 3.63% to 4.22%), dividend yield of 0% (2008 - 0%), volatility of 70.88% (2008: 61.16 to 

63.49%) and with an expected life of 5 years (2008 – 2 to 5 years). 

 

 

8. CONTRIBUTED SURPLUS 

 

The Company’s contributed surplus as at June 30, 2009 and the changes for the period ending on that date 

are as follows: 

 

Balance, March 31, 2008 1,714,507$     

Stock based compensation on stock options 914,921          

Reallocation on expiry of warrants 10,356            

Balance, March 31, 2009 2,639,784$     

Stock based compensation on stock options 38,589            

Reallocation on expiry of warrants 184,930          

Balance, June 30, 2009 2,863,303$      



SINCHAO METALS CORP. 
(An Exploration Stage Company) 

 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

9. RELATED PARTY TRANSACTIONS 

 

(a) Amounts due from (due to) related parties are as follows: 

 

June 30, 2009 June 30, 2008 March 31, 2009

Due from related parties 367,570$              301,173$              408,216$              

Due to related parties (532,050)$             (239,999)$             (448,839)$             
 

 

 

The net amount due to the Andean American Mining Corp. at June 30, 2009 from the Company is $532,050. 

 

(b) During the three months ended June 30, 2009, the Company paid or accrued amounts to a related 

company, Andean American Mining Corp., and its subsidiaries $93,398 (2008 - $91,008) for 

geological and administrative services including a 100% mark-up in accordance with the Share 

Exchange Agreement. 

 

(c) During the three months ended June 30, 2009, the Company was charged $Nil (2008 - $21,000) for 

geological consulting services provided by an officer of the Company. 

 

The foregoing related party transactions are recorded at their exchange amount, which is the amount of 

consideration paid or received as established and agreed to between the related parties.  

 

10. SEGMENTED INFORMATION 

 

The Company's only activities are the exploration of the Sinchao Project in Peru.  The principal assets in 

Canada consist of cash and cash equivalents and accounts receivable. 

 

Canada Peru Canada Peru

Cash 728$             1,519$             945$             1,602$           

Accounts receivable 825               24,533             25,220          27,529           

Prepaids -                   6,103               -                   6,486             

Due from related parties 367,570        -                      408,216        -                     

Property, plant and equipment 238               86,238             13,126          90,340           

Mineral property -                   30,856,167      -                   30,856,167    

369,361$      30,974,560$    447,507$      30,982,124$  

June 30, 2009 March 31, 2009
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NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

FOR THE THREE MONTH PERIODS ENDED JUNE 30, 2009 AND 2008 

(Unaudited) 

 

 

11. CAPITAL MANAGEMENT 

 

The Company's objectives when managing capital are to safeguard the Company's ability to continue as a 

going concern, so that it can provide returns for shareholders and benefits for other stakeholders, and to bring 

its mineral interest projects in Peru to commercial production.  

 
The Company depends on external financing to fund its activities.  The capital structure of the Company 

currently consists of common shares, stock options and share purchase warrants.  The Company manages the 

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

characteristics of the underlying assets. In order to maintain or adjust the capital structure, the Company may 

issue new shares through private placements, or sell assets to fund operations. Management reviews its capital 

management approach on regular basis. The Company is not subject to externally imposed capital 

requirements. 

 

The Company invests all capital that is surplus to its immediate operational needs in short-term, liquid and 

highly-rated financial instruments, such as cash, all held with major Canadian financial institutions.  
 

 

12. FINANCIAL INSTRUMENTS 

 

Categories of financial assets and liabilities 

 

As at June 30, 2009, the carrying and fair value amounts of the Company's financial instruments are the same.  

The carrying value of the Company’s financial instruments is classified into the following categories: 

 

June 30, 2009 June 30, 2008 March 31, 2009

Held for trading (590,374)$             1,751,614$           (457,217)$              
 

The fair values of the Company’s cash and cash equivalents, accounts receivable, GST receivable, and 

accounts payables and accrued liabilities approximate their carrying values. 

 

The Company’s financial instruments are exposed to certain financial risks, including currency risk, credit 

risk, liquidity risk, interest risk and commodity price risk. 

 

(a) Currency risk 

 

The Company’s property interests in Peru make it subject to foreign currency fluctuations (Peruvian Soles 

and US Dollar) and inflationary pressures which may adversely affect the Company’s financial position, 

results of operations and cash flows.  The Company is affected by changes in exchange rates between the 

Canadian Dollar and foreign functional currencies.  The Company does not invest in foreign currency 

contracts to mitigate the risks. 
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12. FINANCIAL INSTRUMENTS - continued 

 

(a) Currency risk - continued 

 

The Company is exposed to foreign currency fluctuations to the extent cash, accounts receivable and 

accounts payable and accrued liabilities of the Company are not denominated in Canadian dollars.  As at 

June 30, 2009 the Company had $106 of cash denominated in US dollars (March 31, 2009 - $58); and 

$3,850 in Peruvian Soles (March 31, 2009 - $3,827).  As at June 30, 2009, there were $330,009 of 

accounts receivable denominated in US dollars (March 31, 2009 - $338,669); and $2,077,133 in Peruvian 

Soles (March 31, 2009 - $2,072,101).  As at June 30, 2009 there were $242,399 of liabilities denominated 

in US dollars (March 31, 2009 - $243,132); and $220,721 in Peruvian Soles (March 31, 2009 - $197,514).  

These liabilities were included in accounts payable and accrued liabilities.  

 

(b) Credit risk 

 

The Company’s cash and cash equivalents are held in Canadian and Peruvian financial institutions 

(Peruvian Soles and US Dollar).  The Company does not have any asset-backed commercial paper in its 

cash and cash equivalents.  The Company’s amount receivable consists primarily of goods and services 

tax due from the federal government of Canada and prepaid tax from the Peruvian Government. 

 

(c) Liquidity risk 

 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall 

due.  The Company manages liquidity risk through the management of its capital structure. 

 

Accounts payable and accrued liabilities are due within the current operating period. 

 

(d) Interest rate risk 

 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate 

because of changes in market interest rates.  Current financial assets and financial liabilities are generally 

not exposed to interest rate risk because of their short-term nature and maturity. 

 

(e) Commodity price risk 

 

The ability of the Company to develop its mineral properties and the future profitability of the Company 

are directly related to the market price of gold.  The Company has not hedged any of its future gold sales.  

The Company’s input costs are also affected by the price of fuel.  The Company closely monitors gold and 

fuel prices to determine the appropriate course of action to be taken by the Company.  At this time the 

Company does not generate sales and as a result is not impacted by commodity prices. 


