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President’s Message to Shareholders

We are very pleased to report that during the financial year, which ended July 31, 2011, your Company achieved 
a number of significant milestones.

Earlier in the year, MBAC completed the Definitive Feasibility Study (“DFS”) confirming that the Itafós Arraias SSP 
Project (the “Itafós Project”) will be an economically robust project. The Study determined that the mine benefitted 
from higher reserves and grades, lower strip ratios and lower operating costs than those used in the pre-feasibility 
study. Shortly afterwards, the Company received the Preliminary License (environmental) and the Construction 
License for the Itafós Project. In April 2011, the management team commenced earthworks at the Itafós site.

MBAC’S primary goal is to commence production at the new Itafós Project early in the 
fourth quarter of 2012 in order to produce fertilizers for the local Brazilian market. This 
would make MBAC the first Canadian listed junior company to bring on new production for 
the fertilizer markets.   

Other important achievements accomplished this year included:
• The hiring of a number of new key management team members. This select group of professionals brings with 

them a wealth of experience, which will complement our existing team. 
• This year, our management team completed a short course on Health and Safety, further ensuring that Health 

and Safety is an important part of MBAC’s culture now and in the future.
• The discovery of the Santana Project in mid 2010 was an important part of MBAC’s growth strategy. Santana 

is a rich phosphate deposit, located in a strategic area next to the new agricultural frontier of Mato Grosso 
and Southern Pará States, which are the largest fertilizer consumers and beef producers in Brazil. Drilling on 
the property started in December 2010, which has led to a successful exploration campaign. In early 2011, 
we issued our first NI 43-101 Resource Estimate showing a phosphate deposit with some of the highest 
phosphate grades in Brazil. Historic drilling results lead us to believe that this may be one of the highest grade 
REE deposits in the world. 

• Further enhancing MBAC’s growth profile was the acquisition of the Araxá Project in the Minas Gerais State, 
strategically located in a Brazilian fertilizer cluster, with excellent infrastructure. This deposit also contains 
excellent grades of Niobium and Rare Earth Elements, which we believe will add value to the overall deposit 
and provide a diversification opportunity for the Company.

• In Financial terms MBAC gained major ground: 
	 - 	In February 2011, we raised equity of C$42.4 million which continues to build on our strong balance sheet 	

	 and in turn made the Company more attractive to our growing investor base;	  
- 	The Company also signed definitive loan documents for project finance debt to be used to finance the Itafós 	
	 Project for BRL$205 million from Itaú BBA/BNDES in Brazil and US$40 million from the IFC – a member  
	 of the World Bank Group. This project finance debt, along with our equity contribution which has been 		
	 raised will fund the capex for the Itafós Project; and

	 - 	From January to October of 2011, MBAC shares increased 19.3% in value, compared to our peers which 		
	 dropped 36.6% on average. 

Outlook:
We remain very bullish on the strong fundamentals driving the Brazilian fertilizer market in the near-term as 
well as the long-term. Despite the fluctuations of the current financial markets, demand for fertilizer in Brazil 
continues to grow at a pace that is in excess of what has occurred elsewhere globally. In 2011, we saw 
demand increase by 25.6% between January and August compared to the same period last year. This was a 
result of the strong demand for agricultural commodities driven by higher prices for crops. According to the 
Brazilian National Association for Promotion of Fertilizers, prices for phosphate-based fertilizers have responded 
accordingly and continue to strengthen from the lows experienced in 2009 and early 2010. Prices remain 
above those experienced in 2006 and 2007 and well in excess of the price assumptions used in our Definitive 
Feasibility Study completed in the fall of 2010.
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In closing, I would like to take this opportunity to thank all of our management and employees for their 
professionalism and continued commitment during this very exciting time of expansion and growth at MBAC. 
We have had a number of positive growth changes within the management team at MBAC and to its Board of 
Directors. 

Furthermore, I would like to express my sincere appreciation to our Directors for their support and direction 
during the year and personally welcome the addition of our newest Directors, Mr. Brian Hayward and Mr. Ralph 
Judah. 

Most importantly, on behalf of MBAC, I would like to thank our investors and stakeholders who continue to 
support our vision wholeheartedly. We look forward to sharing the next chapter of our development story and 
journey.

Antenor Silva, Jr. 
President, Chief Executive Officer

November 14, 2011

Addendum
Our Projects:
MBAC is currently working on three very exciting projects, all at various stages of development. While we are very committed 
to production at Itafós, we are also extremely excited about our project pipeline, the Santana Phosphate Project and the 
Araxá Rare Earth/Niobium/Phosphate Project, located in Pará State and Minas Gerais State, respectively. These projects 
will allow MBAC to experience strong growth over the next several years and bring more value to our shareholders. Below 
is a summary of these projects.

Itafós Arraias SSP Project
We are committed to advancing the Itafós Project and we fully expect to start up operations early in the fourth quarter of 2012. 
Throughout 2011, we have received all of the necessary permits and licenses to allow us to work towards our production 
goal for the Itafós Project. Construction is well underway with the ground clearing and earthworks almost completed. The 
resource base continues to grow as we continue infill drilling in the Domingos area. We continue to believe that resource in 
the surrounding area could eventually support a doubling of production capacity for the Itafós Project. With respect to the 
financing of the project, we have signed definitive loan agreements with Itaú BNDES and IFC on the previously announced 
project finance debt facilities. We also raised $33.6 million in an equity private placement with the IFC at $3.10 in September 
2011 (a premium price to the market price at the time). The debt facilities combined with our current cash balance leave us 
in a very strong funding position.

Santana Project
The Santana Project is a grassroots project with excellent potential. MBAC released its initial NI 43-101 compliant Preliminary 
Economic Assessment (“PEA”) for this 100% owned project. The PEA is based on an initial inferred mineral resource estimate 
for drilling completed by July 31, 2011. Exploration work completed to date on Santana leads us to believe that we may have 
one of the highest-grade phosphate deposits in Brazil. Furthermore, Santana’s proximity to the largest fertilizer and animal 
feed markets in the Cerrado Region, and with no other significant producers in the region, provides a very compelling 
opportunity for MBAC. Highlights of the PEA include:

•	The initial resource estimate for the Santana deposit is inferred resources of 33.5Mt with an average P2O5 content of 12.4%;
•	Estimated production of 500,000 tonnes per annum of Single Superphosphate (“SSP”) production starting in Q3 2015, 

using 300,000 tonnes of P2O5 34% concentrate; 
•	A robust NPV of $423 million (at a discount rate of 10%) and an IRR of 26.3%;
•	Operating cash costs of $127 per tonne SSP (includes a 10% contingency); 
•	Capital costs of $385 million;
•	Mine life of 22 years (based on initial resource estimate);
•	Production target Q3 2015; 
•	Significant resource expansion potential;
•	Opportunities to increase value by production of other higher-content phosphate fertilizers and animal nutrient products 

which will be finalized before completion of the feasibility study; and
•	The initial lab tests with concentrates resulted in high quality SSP and phosphoric acid suitable for Triple Superphosphate 

(“TSP”) and Di-calcium Phosphate (“DCP”) production.

Araxá Project 
The Araxá Project is unique in the fact that it holds not only high-grade phosphate but also very high-grade rare earth 
elements (“REEs”) and niobium within the same deposit. Fortunately, these deposits are aligned in such a manner that the 
value can be extracted by targeting the REEs and niobium within deposit initially, which should subsequently allow for easy 
mining of the phosphate deposit. At this time, we continue to see great interest from potential off-take partners on the Araxá 
Project for the REEs and niobium that will be produced.
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Management’s Discussion and Analysis of 
Financial Condition and Results of Operations

This Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read in 
conjunction with the audited consolidated financial statements of MBAC Fertilizer Corp. (“MBAC” or the “Company” or “we”) for 
the fiscal year ended July 31, 2011 and related notes thereto which have been prepared in accordance with Canadian generally 
accepted accounting principles (“Canadian GAAP”). This MD&A contains “forward-looking information” that is subject to risk 
factors including those set out in the cautionary note, elsewhere in this MD&A and in the Company’s current Annual Information 
Form. All figures are in thousands of Canadian dollars (“$”), except price per tonne and earnings per share, unless otherwise 
noted. This MD&A has been prepared as of October 28, 2011. A copy of this MD&A and additional information relating to the 
Company, including the Company’s current Annual Information Form, are available online on the Company’s SEDAR profile at 
www.sedar.com.

Throughout this MD&A, reference to the “year” or “fiscal year” shall refer to the period from August 1, 2010 to July 31, 2011. 
References to “prior year” or “prior period” shall refer to the period from August 1, 2009 to July 31, 2010.

CORE BUSINESS

MBAC Fertilizer Corp. is a Canadian-based company, listed on the Toronto Stock Exchange under the symbol “MBC” and 
quoted on the OTCQX International in the United States under the symbol “MBCFF”. The Company presently operates a 
small-scale phosphate mine and a mill and treatment plant facility (the “Itafós Campos Belos Reactive Natural Phosphate 
(“RNP”) Operations”). The phosphate rock from the Itafós Campos Belos RNP Operations is mined, processed and sold to 
local farmers for direct application. The Company’s vision is to become a significant producer of Single Super Phosphate 
(“SSP”) in the Brazilian market through the exploitation of its mineral resources and the development and construction of a 
substantial SSP production facility (the “Itafós Arraias SSP Project”, previously referred to as the Itafós Expansion Project). 
The production facility will comprise a mill, a beneficiation plant, a sulphuric acid plant, an SSP plant and a granulation 
plant, and once complete, the Itafós Arraias SSP Project is estimated to have production capacity of 500,000 tonnes of 
SSP per annum.

In addition to the Itafós Arraias SSP Project, the Company is engaged in exploration and evaluation efforts aimed at 
potentially doubling production capacity (“Itafós - Phase II”), which could be in place as early as 2015. 

The Company continues to explore various other assets and phosphate and potash opportunities throughout Brazil, including 
development of the Santana Phosphate Project located in the southeast of Pará State, Brazil (“Santana” or the “Santana 
Project”), for which the Company has released a preliminary economic assessment (the “PEA”) supporting the installation 
of facilities estimated to produce approximately 500,000 tonnes of SSP per annum. The PEA is preliminary in nature. It 
includes inferred mineral resources which 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 no certainty that the preliminary 
economic assessment will be realized. 

ITAFÓS PROJECT UPDATE 

ITAFÓS CAMPOS BELOS RNP OPERATIONS - Current Processing Facility

In October 2008, the Company acquired Itafós Mineração Ltda. (“Itafós”), which owned several exploration and mining 
rights along with the net assets comprising the Itafós Campos Belos RNP Operations, sited in the city of Arraias, Tocantins. 
The table below summarizes the tonnage extracted, processed and sold during the years ended July 31, 2011 and 2010.

(In tonnes)											        2011			  2010

Extracted 											        77,562			  37,586
Processed										       	 54,877			  50,277
Sold										       	 57,393			  25,312
		

Revenue								      		 $ 	 6,564		 $	 2,342
Avg. selling price per tonne 							     		 	 $	 114.37		 $	 92.53
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ITAFÓS ARRAIAS SSP PROJECT - SSP Facility

Though modest in scale, the Itafós Campos Belos RNP Operations presently provide strategic value in respect of industry 
knowledge, market presence and technical expertise, which are all essential to the advancement of the Itafós Arraias SSP 
Project. During the nine month period ended April 30, 2011, MBAC announced the completion of a definitive feasibility study 
entitled “Arraias Tocantins Definitive Feasibility Study Report, as amended” dated October 26, 2010, as amended February 10, 
2011 (the “DFS Technical Report”), the results of which support the Company’s decision to proceed with the Itafós Arraias SSP 
Project. The responsible qualified persons for the DFS Technical Report were David Frost of AMEC Minproc Engenharia e 
Consultoria Ltda. (“AMEC”), Carlos Guzmán of NCL Brasil Ltda. (“NCL”), Callum Grant of Wardrop Engineering Inc., a Tetra 
Tech Company (“Wardrop”) and Daniel B. J. Kivari, P.Eng of DK Serviços Cadastrais Ltda. The Itafós Arraias SSP Project will 
be located near the city of Arraias, Tocantins in Brazil where the mineral deposit is located, approximately 10 kilometres 
from the existing Itafós Campos Belos RNP Operations. The DFS Technical Report provides a detailed analysis of the 
technical, operating and capital cost considerations of the Itafós Arraias SSP Project and incorporates the results of a 
National Instrument 43-101 (“NI 43-101”) compliant mineral resource estimate report prepared by Wardrop, a mining plan 
prepared by NCL and a market report prepared by MB Agro (Brazil). The independent technical report prepared by Callum 
Grant of Wardrop entitled “Arraias-Campos Belos Phosphate Project, Brazil - Updated Mineral Resource Estimate” (the 
“Resource Estimate”) dated September 2010 and the DFS Technical Report have been filed under the Company’s profile on 
SEDAR at www.sedar.com, and readers are referred to the full text of such reports.

Milestones and expected timelines for the Itafós Arraias SSP Project are presented below.

	 	 Jul-Sep	 Oct-Dec	 Jan-Mar	 Apr-Jun	 Jul-Sep	 Oct-Dec
	 	 2011	 2011	 2012	 2012	 2012	 2012 
Engineering

	 Detailed engineering

	 Environmental studies

	 Operational license

Civil Construction

Equipment Acquisition

Electromechanical Erection

Commissioning

Start-up

The licensing process in Brazil consists of three stages and involves the issuance of a preliminary license, a construction 
license and an operating license. The preliminary license was granted upon evaluation of all the project details and it 
confirms the project is environmentally feasible. The Company received the preliminary license for the Itafós Arraias SSP 
Project in December 2010. The second stage was the awarding of the construction license, which was granted after certain 
preconditions established on the issuance of the preliminary license which were fulfilled by the Company. MBAC received 
the construction license in March 2011. The final outstanding license required is the operating license, which is expected 
to be issued after the construction of the mine and all facilities are completed in accordance with the protocols established 
in the previous two licenses.

Since receiving the construction license the Company placed orders for several capital items including the sulphuric acid 
plant and ball mill which are the longest lead items for the Itafós Arraias SSP Project. Earthworks commenced during the 
last quarter of the fiscal year.

Highlights of the Definitive Feasibility Study 
The DFS Technical Report supports an open pit mining operation, crushing of the ore on-site, grinding and flotation 
concentration of the phosphate ore. The flotation concentrate will be further reacted with sulphuric acid produced on 
site.

The following is a summary of the Base Case assumptions and economics of the project:

Base Case assumptions
•	 produce and sell on average 500,000 tonnes of SSP per annum;
•	 SSP selling price of US$250 per tonne;
•	 strip ratio	- 1.85 for the first 10 years
		  - 2.30 over the mine life; and
•	 average run-of-mine (“ROM”) grade - 5.94% P2O5 in first 10 years
		  - 5.39% P2O5 over the mine life.
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Project economics
•	 internal rate of return (“IRR”) of 26.8%;
•	 net present value (“NPV”) of US$252.5 million, using 10% discount rate;
•	 payback period of 3.1 years;
•	 mine life of 14.5 years;
•	 operating cost (SSP) 	- US$94.95 per tonne in first 4 years;
		  - US$104.32 per tonne over the mine life; and 
•	 total expected capital cost, including general & administrative, start-up and reclamation costs, of US$195 million  

(± 15%).

A change of ±10% in SSP selling prices would impact the project NPV by approximately ±US$70 million, all else being 
equal. 

Other highlights
•	 proven and probable mineral reserves based on the production schedule used for the DFS Technical Report are as 

follows1:

Ore source											         Tonnage (Mt)			  P2O5%

Proven reserves											        13.0			  4.53%
Probable reserves											        31.2			  5.47%

											        44.2			  5.39%

EXPLORATION ACTIVITIES

ITAFÓS - PHASE II

In addition to the current Itafós Campos Belos RNP Operations and the Itafós Arraias SSP Project, the Company is engaged 
in exploration efforts aimed at developing Itafós - Phase II, an expansion that could bring the Itafós Arraias SSP Project to 
produce an additional 500,000 tonnes of SSP per annum as early as 2015.

The Company engaged Wardrop to prepare the Resource Estimate which provides for total inferred mineral resources of 
24.02 Million Tonnes (“Mt”) with an average P2O5 grade of 5.27% in the following blocks:

											      
Blocks											        Tonnage (Mt)			  P2O5%

Near Mine 											        4.04			  4.00
Canabrava											        3.52			  4.14
Domingos											        0.72			  3.76
Avião											        0.55			  5.66
Brejo											        14.37			  6.00
Cabeçuda											        0.81			  4.75

											        24.02			  5.27

At the time, Wardrop also identified additional potential inferred mineral resources to be confirmed by further drilling in the 
Northern Domingos block and fringes of the Canabrava block.

Since the September 2010 Resource Estimate, the Company drilled an additional 1,788 metres comprising 43 new holes 
at a nominal 200 x 200 metres or closer spacing in the northern extension of the Domingos Block, an area within close 
proximity to the future plant site that had not been previously drilled due to access restrictions. The Company also targeted 
central parts of the Domingos Block that had been previously drilled at 200 x 200 metre spacing. These areas were infill 
drilled with the objective of generating additional analytical information and variography studies.

A number of the drill holes intersected mineralization with grades that were significantly higher than the grades reported in 
DFS Technical Report and led to identification of new mineralized zones which are relatively shallow. An updated resource 
calculation is yet to be performed but new results demonstrate a potential to increase existing resources in excess of that 
indicated in the DFS Technical Report. 

1	 The results and conclusions of the DFS Technical Report are based solely on measured mineral resources and indicated mineral resources with no 
consideration for any potential economic upside or extended mine life that may result from the migration of inferred mineral resources to measured mineral 
resources or indicated mineral resources or mine optimization opportunities.
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The economies of scale realizable vis-à-vis the location of the project, which is in close proximity to the Itafós Arraias SSP 
Project, could potentially justify the development of Itafós-Phase II.

SANTANA PHOSPHATE PROJECT 

Subsequent to year-end, the Company announced the results of the PEA for the Santana Project. The PEA is based on 
an initial inferred mineral resource estimate determined by a drilling campaign undertaken up to July 31, 2011. The 
responsible qualified persons for the PEA are Carlos Guzmán (the “NCL QP”) and Beau Nicholls (the “Amazon Resources 
QP”). The technical information set forth below has been reviewed and approved by both the NCL QP and the Amazon 
Resources QP, who is a “qualified person” as that term is defined in NI 43-101. Portions of the following information are 
based on assumptions, qualifications and procedures which are not fully described herein. Reference should be made to 
the full text of the Santana PEA which has been filed with the applicable Canadian securities regulatory authorities pursuant 
to NI 43-101 and is available for review under the Company’s SEDAR profile at www.sedar.com. The PEA is preliminary 
in nature. It includes inferred mineral resources which 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 no certainty that 
the PEA will be realized. 

The PEA indicates that the Santana Project is expected to generate robust returns. The assumptions for the economic 
analysis are as follows:

Highlights of the PEA: 
•	 The initial resource estimate for the Santana deposit of 33.5Mt inferred mineral resources with an average P2O5 

content of 12.4% (using a 3% P2O5 Cut-off); and 
•	 Potentially one of the highest grade phosphate mines in Brazil. 
 
Base Case assumptions:
•	 Estimated production of 500,000 tonnes per annum of SSP production starting in Q3 2015, using 300,000 tonnes 

of P2O5 34% concentrate; 
•	 SSP selling price of US$350 per tonne2; and
•	 Production target Q3 2015.

Summary of the Project Economics: 
•	 internal rate of return (“IRR”) of 26.3%;
•	 net present value (“NPV”) of US$423 million, using 10% discount rate;
•	 mine life of 22 years (based on initial resource estimate);
•	 operating cost SSP 	 - US$127.00 per tonne (including a 10% contingency)
•	 operating cost Concentrate 	- US$81.95 per tonne 
•	 total expected capital cost US$385 million.

Other highlights: 
•	 Significant resource expansion potential;
•	 Opportunities to increase value by production of other higher-content phosphate fertilizers and animal nutrient 

products, a review of which will be finalized before completion of the feasibility study; and 
•	 The initial lab tests with concentrates resulted in high quality SSP and phosphoric acid suitable for Triple Superphosphate 

(“TSP”) and Di-calcium Phosphate (“DCP”) production. 

Upcoming Milestones 
•	 The Company intends to complete the pre-feasibility study by early calendar 2012 and a bankable feasibility study by 

the first calendar quarter of 2013. 

ARAXÁ PROJECT 

Subsequent to year-end, the Company exercised its option to purchase 100% of the rare earth oxide/niobium/phosphate 
project (the “Araxá Project”) located in the southern part of Minas Gerais State, Brazil. The acquisition of the option was 
announced by the Company on June 29, 2011. No additional funds were paid upon exercising the option. 

2	 Nominal price by 2015 with the current foreign exchange rate. The SSP price through 2020 was based on TSP prices furnished by a leading independent 
authority in fertilizer industry. For the period after 2020, the price was escalated at a rate of 2% per annum.
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The Company is currently performing metallurgical tests to confirm the historical work as well as the ability to produce rare 
earth oxides (“REOs”). The Company plans to commence drilling immediately with the intent of twinning the holes in order 
to validate historical drilling results.

The Araxá Project includes four (4) tenements covering 214 hectares of Barreiro Cretaceous carbonatite. The Barreiro 
carbonatite is a well-known host rock to the Brazilian company Companhia Brasileira de Metalurgia e Mineração’s (“CBMM”) 
massive niobium mine which currently supplies approximately 85% of the world’s niobium annual consumption. Historical 
exploration has led to the discovery of significant phosphate, REOs and niobium mineralization. Phosphate occurrences in 
the carbonatite were first discovered in the early 1950s and the tenement areas optioned to the Company were explored 
in the past by companies such as CBMM and Rhône-Poulenc. The region in which the Project is situated hosts excellent 
infrastructure and is home to one of the largest Brazilian phosphate mines currently owned and operated by Vale. 

Exploration has been completed by a number of companies including:

•	1965 by DNPM/Geosol;
•	1970 by CBMM;
•	1974 by Rhône-Poulenc;
•	2004 by Extramil; and
•	2008 by Extramil and CIF.

Historical exploration data from auger drilling (31 holes for a total of 199m), pitting (43 pits for a total of 436m), 
diamond drilling (35 holes for a total of 3,485m) and metallurgical test work has identified niobium, REOs and phosphate 
mineralization; however no NI 43-101 compliant resource estimates currently exist. 

A historical resource for the REO was previously estimated by Jair Carvalho (geologist), an Extramil employee and is 
contained in a report filed with the Brazilian National Department of Mineral Production (“DNPM”) on November 30, 1989. 
The Company has received the digital excel spreadsheets used in the historical resource estimation. Extramil undertook an 
estimate based on 11 cross sections 40m apart with half distance influence. The cross sections were defined based on 
the above mentioned auger drilling, pitting and 16 of the 32 diamond drill holes. 

Extramil reported, based on partial exploration of the property, 1.3 million tonnes at an average grade of 9.62% REO (using 
a 6% REO cut-off and density of two (2) tonnes/m3). The 9.62% REO grade was comprised of the following: 

	 CeO2 	 La2O3 	 Nd2O3 	 Pr2O3 	 Sm2O3 	 Eu2O3 	 Gd2O3 	 Dy2O3 	 Yb2O3 	 Y2O3 
	48.63% 	 29.46% 	 13.82% 	 4.24% 	 1.59% 	 0.33% 	 0.64% 	 0.30% 	 0.04% 	 0.94% 

Mr. Beau Nicholls, the qualified person responsible for the technical disclosure regarding the Araxá Project above, has not 
done sufficient work to verify or classify the historical estimate as current mineral resources or mineral reserves and the 
Company is not treating the historical estimate as a current NI 43-101 mineral resource or mineral reserve. The qualified 
person is not able to relate the classification parameters used by Extramil to the NI 43-101 parameters of measured, 
indicated and inferred and no recent estimates are available. Accordingly, the historical estimate should not be relied upon.

In order to complete a current NI 43-101 mineral resource estimate and to verify the historical estimate by Extramil, the 
Company is undertaking due diligence umpire sampling of 10% of the mineralized historical drill samples that are available 
along with a detailed topography and drill hole collar survey and bulk density sampling. 

CARMO PHOSPHATE PROJECT

During the year MBAC secured access to approximately 73,000 hectares by means of claim applications and 5,900 
hectares by means of option contracts for the acquisition of exploration tenements in the eastern Minas Gerais State in 
Brazil (“Carmo Phosphate Project”). Rock chips and channel sampling surrounding the Maxixe Plateau demonstrated the 
presence of mineralization all around it, with grades of up to 18% P2O5.  

Follow-up of such positive results by means of systematic drilling led to validation of geological continuity as inferred from 
surface mappings however, preliminary results indicate grades in the range of 3% to 5% P2O5 capped by a titanium dioxide 
(“TiO2”) rich layer averaging  26m at 12% TiO2, starting at surface.

The drilling equipment has been de-mobilized indefinitely and the prospect is to be evaluated once all analytical results are 
available.  During the year, the Company relinquished 45,000 hectares of its Carmo Phosphate Project exploration claims 
and recorded an impairment of $220 in respect thereof.
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ANEBÁ POTASH PROJECT (FORMERLY REFERRED TO AS REDSTONE PROJECTS)

During the year, MBAC and Redstone Resources Limited (“Redstone”) entered into a settlement agreement to terminate the 
option agreements in respect of two (2) exploration projects known as the Apuí Phosphate Project and the Anebá Potash 
Project, and to distribute, at fair value, the interests in the project assets as follows:

(a)	 MBAC transferred its 35% undivided beneficial interest in each of the projects to Redstone; and

(b)	 Redstone, in turn, transferred complete legal and beneficial title in four (4) tenements forming part of Anebá to MBAC. 
MBAC also granted Redstone a 1% net smelter return royalty on proceeds from any future commercial production from 
the four (4) Anebá tenements.

COASTAL POTASH PROJECT 

During the year, MBAC evaluated third parties permits for potash along the coast of Brazil and data acquired from the 
Brazilian Petroleum Agency. The Company continues to hold tenements related to the Sergipe coastal target area, where 
bona fide sylvinite intercepts associated with large scale salt structures have been identified within 13 kilometres of the 
coast, under some 50 metres of water.

HIGHLIGHTS AND OVERALL PERFORMANCE Year Ended July 31, 2011

Highlights

•	Completed a bought deal equity financing for aggregate gross proceeds of $42,424 less transaction costs of approximately 
$2,523.

•	Recorded net loss of $2,510 or $0.03 loss per share compared to a loss of $36,130 or $0.57 loss per share in the prior year.
•	Invested $20,519 in capital assets ($14,232 in fixed assets and $6,287 in exploration and evaluation activities).
•	Recorded sales of $6,564, an increase of 180.3% over the prior year.
•	Extracted 77,562 tonnes, produced 54,877 tonnes and sold 57,393 tonnes of phosphate.
•	Reported positive drilling results at the Santana Project with an average grade of 12.4% P2O5.
•	Cash balance of $73 million as at July 31, 2011.
•	Initiated efforts to secure “off-take agreements” targeting major customers.
•	Placed orders for several capital items including the sulphuric acid plant and ball mill which are the longest lead items for 

the Itafós Arraias SSP Project.
•	Received construction license for Itafós Arraias SSP Project and started earthworks.
•	Subsequent to year-end, reported initial PEA and Resource Estimate for the Santana Project.
•	Subsequent to year-end, exercised option to buy the Araxá Project rare earth oxide/niobium/phosphate project in south east 

Brazil.
•	Subsequent to year-end, completed private equity financing with International Finance Corporation (“IFC”) for aggregate 

proceeds of approximately $33,573.
•	Subsequent to year-end, the Company executed a loan agreement securing R$193.5 million project financing.

Financial											        Years ended July 31,

											        2011			  2010

Net loss										       $	 (2,510	)	 $	 (36,130	)
Stock-based compensation											        3,495			  12,285
Impairment of long-lived assets										       	 1,388			  13,257
Future income tax benefit related to the acquisition of Itafós*						    	 (8,913	)	 	 – 
Foreign exchange loss 											        21			  383

Adjusted loss before income tax effects										       (6,519	)		  (10,205	)
Income tax effect of adjustments											        – 		  418 

Adjusted loss**										       $	 (6,519	)	 $	 (10,623	)

Basic adjusted loss per share										       $	 (0.08	)	 $	 (0.17	)

Diluted adjusted loss per share								      		 $	 (0.08	)	 $	 (0.17	)
		
*	 See “Income Taxes” section.
**	 See section on non-GAAP measures.
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OUTLOOK AND STRATEGY 

The Company’s core objective is to be a significant integrated producer of phosphate and potash fertilizer in Brazil. The 
Company’s primary focus is to construct and operate the Itafós Arraias SSP Project with the start of production expected 
in early Q4 2012. MBAC remains focused on getting this project into production as timely and cost effectively as possible. 
The Company continued to make strides with the Itafós Arraias SSP Project in 2011 having completed the NI 43-101 DFS 
Technical Report, obtained all requisite licenses, started the civil construction and earthworks and obtained financing 
of approximately $40 million in equity. Subsequent to the year-end, MBAC closed an approximately $33.6 million equity 
investment by the IFC, a member of the World Bank Group. The Company is in the process of completing two (2) project 
finance debt facilities with IFC and Itaú BBA S.A. (“Itaú BBA”) respectively, for a combined amount of approximately $154 
million. See “Expected Sources and Uses of Funds”. 

MBAC is very excited about two (2) new projects it announced during calendar Q4 2010 and Q3 2011, being the Santana 
Project and the Araxá Project respectively. The Santana Project is a high grade phosphate deposit strategically located in 
Pará State in north central Brazil one of the largest animal feed markets in Brazil. It is also close to Mato Grosso State 
one of the largest grain and soya producing states in Brazil. The Company has recently completed a NI 43-101 PEA for its 
Santana Project which includes an initial resource estimate of 33.5Mt grading 12.4% of P2O5. MBAC intends to continue 
drilling in order to have a NI 43-101 pre-feasibility study completed by early calendar 2012 and a bankable feasibility study 
by the first calendar quarter of 2013. See “Santana Phosphate Project”. 

The Company also announced that it exercised an option to acquire 100% of the Araxá Project deposit located in the 
southern part of Minas Gerais State, Brazil. MBAC will initiate drilling with the intent of twinning the holes in order to validate 
historical results. The Company intends to perform metallurgical tests with the ore in order to confirm the historical work 
completed to date. The Company continues to talk with interested parties regarding potential off-take agreements for REO 
and niobium. See “Araxá Project”. 

The Company is also looking to add to its potash portfolio through acquisition of potential assets in South America.

MBAC is committed to prudent and disciplined growth and continuous improvement of the value and returns of its various 
projects. It will also continue to focus on controlling costs and ensuring the effective management of capital expenditures. 
MBAC continues to consider and evaluate various opportunities that would be accretive to shareholder value.

REVERSE TAKEOVER TRANSACTION

On December 24, 2009, the Company completed the acquisition of all of the outstanding common shares of MBAC 
Opportunities and Financing Inc. (“FinCO”) in exchange for common shares of the Company. The transaction constituted 
a reverse takeover transaction (“RTO”) of the Company by FinCO for accounting purposes with FinCO as the acquirer. The 
consolidated financial statements of the Company reflect the continuation of the financial statements of FinCO, while the 
capital structure is that of the Company. Upon completion of the RTO, the Company changed its name to MBAC Fertilizer 
Corp.

 

FINANCIAL INFORMATION 

The following selected financial data is derived from the audited annual consolidated financial statements of MBAC for the 
years ended July 31, 2011 and 2010, which were prepared in accordance with Canadian GAAP:
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RESULTS OF OPERATIONS

												        Years ended July 31,

											        2011			  2010

Revenue								      		 	 $	 6,564		 $	 2,342
Cost of sales											        	 4,904			  2,090

Gross profit 												         1,660			  252
	

Operating expenses										       		  17,015			  24,200

Operating loss												         (15,355	)		  (23,948	)

Foreign exchange loss										       		  (21	)		  (383	)
Interest income												         758			  212
Impairment of long-lived assets										       		  (1,388	)		  (13,257	)
Other income, net 												         622			  344

Loss before income taxes												         (15,384	)		  (37,032	)

Provision for (recovery) of income taxes	- current										       289			  54
		  - future										       (13,163	)	 	 (956	)

												         (12,874	)		  (902	)

Net loss										       	 $	 (2,510	)	 $	 (36,130	)

Basic net loss per common share								      		 	 $	  (0.03	)	 $	 (0.57	)

Diluted net loss per common share								      		 	 $	 (0.03	)	 $	 (0.57	)

FOR THE YEAR ENDED JULY 31, 2011

Revenue and cost of sales
MBAC extracted 77,562 tonnes (2010 - 37,586) of ore during the year ended July 31, 2011. The Company processed 
54,877 tonnes (2010 - 50,227) of phosphate rock and sold 57,393 tonnes (2010 - 25,312) of processed phosphate, 
which generated revenue of $6,564 (2010 - $2,342) at an average selling price of $114.37 per tonne (2010 - $92.53 per 
tonne).

The Company realized gross profit before idle capacity charges of $3,207 (2010 - $1,101), however, due to lower than 
normal levels of production during certain months of the year, the Company continued to incur fixed overhead costs 
associated with the Itafós Campos Belos RNP Operations. Accordingly, idle capacity charges of $1,547 (2010 - $849) were 
charged to cost of sales during the year.

Revenues (phosphate prices) are exposed to other than BRL currencies, while costs are entirely exposed to the BRL. 
Therefore, as the BRL strengthens, reported revenues and costs increase, though the impact on gross margin is negative. 

								      2011						    2010

Sales			  	 $	 6,564		 	 100%		 $	 2,342			  100%
Cost of sales before idle capacity costs				   3,357			  51%			  1,241			  53%

Gross profit before idle capacity costs			  	 3,207			  49%			  1,101			  47%
Idle capacity costs				   	 1,547			  24%			  849			  36%

Gross profit				   $	 1,660			  25%		 $	 252			  11%

Operating Expenses

a)	 Selling, general and administrative expenses
	 Selling, general and administrative expenses during the year were $13,520 (2010 - $11,915). The majority of these 

expenses were attributable to salaries and labour taxes of $9,001 (2010 - $6,672), office & general expenses of 
$1,522 (2010 - $1,069) and professional fees of $1,404 (2010 - $2,341).

b)	 Stock-based compensation
	 During the year, stock option awards were granted to executive officers and directors. At the date of grant, the aggregate 

fair market value of these awards was $821. The current and future recognition of the stock-based compensation is, 
and will be, expensed using the graded vesting method of accounting. Under this method, the expense is recognized 
based on the vesting date of each option with a corresponding increase in contributed surplus. The Company recognized 
a total expense of $3,495 for the year, which includes the value of the options granted in prior years that vested during 
the current fiscal year.
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Net income (loss) 
Loss for the year was $2,510 compared to a net loss of $36,130 in the prior year.

FINANCIAL CONDITION

The following selected financial data is derived from the consolidated financial statements for the years ended:

BALANCE SHEET

											        July 31,			  July 31,
											        2011			  2010

Cash									      	 $	 73,060		 $	 63,349
Other current assets										       	 4,775			  2,799
Investments											        –			  564
Long-term accounts receivable											        573			  –
Mineral properties and exploration assets										       68,789			  60,704
Property, plant and equipment										       	 27,222			  9,898

Total assets									      	 $	 174,419		 $	 137,314
		

Current liabilities									      	 $	 9,106		 $	 3,363
Future income tax liabilities										       	 2,366			  15,254
Asset retirement obligations											        154			  51

Total liabilities										       	 11,626			  18,668

Shareholders’ equity											        162,793			  118,646

Total liabilities and equity									      	 $	 174,419		 $	 137,314

Assets

Total assets include cash of $73,060, the majority of which represents the unused proceeds from brokered private 
placements and a bought deal equity financing. Other significant assets are described below.

Capital assets
During the year, MBAC acquired and constructed property, plant and equipment of $14,232 (2010 - $6,695), of which 
$11,518 related to the Itafós Arraias SSP Project and the remainder $2,714 related to other projects. Depreciation and 
depletion of property, plant and equipment and mineral properties for the year was $837 (2010 - $271).

Liabilities

Total liabilities are comprised of accounts payable and accrued liabilities, asset retirement obligation, and future income 
taxes. Accounts payable and accrued liabilities primarily include $1,311 in trade payables (2010 - $906), $3,153 in payroll 
liabilities, $3,347 related to the Itafós Arraias SSP Project accruals and other liabilities of $1,295 (2010 - $1,272). The 
future tax liability of $2,366 (2010 - $15,254) comprises the future income taxes that arose on the acquisition of Itafós, 
net of future income tax assets resulting from available tax loss carry-forwards and the deductible premium paid over the 
net book value of the Itafós assets acquired. In future years, as these assets are depleted or depreciated, the future tax 
liabilities will reverse and be credited to income (see “Income Taxes” section). 

Shareholders’ Equity

											        July 31,			  July 31,
											        2011			  2010

Share capital								      		 $	 179,632		 $	 139,731
Contributed surplus 										       	 17,759			  14,264
Accumulated other comprehensive income 										       5,437			  2,176
Deficit											        (40,035	)		  (37,525	)

								      		 $	 162,793		 $	 118,646
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CASH FLOW INFORMATION
											        Years ended July 31,

											        2011			  2010

Cash flows used in operating activities							     		 $	 (10,559	)	 $	 (10,555	)
Cash flows used in investing activities									      	 (19,572	)		  (20,587	)
Cash flows from financing activities										       	 39,901			  53,898
Foreign currency effect on cash											        (59	)		  (110	)

Increase (decrease) in cash								      		 $	 9,711		 $	 22,646

		
Year ended July 31, 2011

Operating activities
Cash flows used in operating activities was $10,559 after adding other items not affecting cash of $8,050 and a positive 
change in non-cash working capital items of $1 to the net loss of $2,510. 

Investing activities
During the year, the Company invested $19,572 of cash, comprised primarily of investments in property, plant and equipment 
totalling $14,232 (2010 - $6,695), and exploration, evaluation and mine development expenditures of $6,287 (2010 - 
$14,173).

Exploration expenditures totalling $6,287 (2010 - $14,173) were capitalized during the year. Below is a summary of these 
expenditures:

											        2011			  2010

Geological									      	 $	 2,340		 $	 3,159
Engineering											        43			  530
Drilling										       	 1,398			  5,643
Consulting										       	 437			  281
Permitting										       	 627			  2,427
Lab analysis										       	 705			  1,788
Other											        737			  345

										       $	 6,287		 $	 14,173
		

Financing activities
During the year, MBAC raised net cash proceeds of $39,901 through issuance of common shares pursuant to a bought-deal 
equity financing. 

SUMMARY OF QUARTERLY RESULTS

	 Three months ended

					    Q4 2011			  Q3 2011			  Q2 2011			  Q1 2011

Net Sales				   $	 2,571		 $	 774		 $	 957		 $	 2,262
Net income (loss) - total				   $	 (4,564	)	 $	 (2,369	)	 $	 6,574		 $	 (2,151	)
Basic net income (loss) - per share 				   $ 	  (0.06	)	 $	 (0.03	)	 $	 0.09		 $	 (0.03	)
Total assets				   $	 174,419		 $	 172,032		 $	 132,815		 $	 137,144
				 
	 Three months ended

					    Q4 2010			  Q3 2010			  Q2 2010			  Q1 2010

Net Sales				   $	 924 	 $	 63 	 $	 388 	 $	 967 
Net loss - total				   $	 (15,807	)	 $	 (4,827	)	 $	 (8,866	)	 $	 (6,630	)
Basic net loss - per share 				   $	 (0.22	)	 $	 (0.07	)	 $	 (0.15	)	 $	 (0.13	)
Total assets				   $	 137,314 	 $	 150,798 	 $	 153,749 	 $	 108,140 

The Company’s sales are subject to quarterly variances due to the seasonality of the Company’s production cycle and 
customers’ purchasing cycles impacted by the seasonal nature of the fertilizer business in Brazil. The first and last quarter 
of each fiscal year for the Company historically generate substantially more sales than sales generated during the second 
and third quarters of the fiscal year.
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FOURTH QUARTER

During the fourth quarter of 2011, the Company sold 25,231 tonnes of phosphate at an average price of $101.90 per 
tonne. The average sales price for the fourth quarter for the same period of 2010 was lower due to greater sales of lower-
grade, lower-priced products. Details of sales and production figures for the quarter are presented below.

											         				 
											        Q4 2011			  Q4 2010

Revenue										       $	 2,571		 $	 924
Average selling price (Cdn$)								      		 $	 101.90		 $	 91.24

Tonnes of ore mined											        25,341			  14,782
Tonnes processed											        18,292			  31,249
Sales (in tonnes)											        25,231			  10,127

OTHER HIGHLIGHTS OF THE FOURTH QUARTER ARE:

The Company invested $10,508 in capital assets during the fourth quarter of 2011 (Q4 2010 - $7,054), of which $7,770 
related to Itafós Arraias SSP Project and the remainder $2,738 related to other projects.

NON-GAAP MEASURES

The Company has included certain non-GAAP measures including “Adjusted Earnings or Loss” and “Adjusted Earnings or 
Loss per share” to supplement its financial statements, which are presented in accordance with Canadian GAAP. Non-GAAP 
measures do not have any standardized meaning prescribed under Canadian GAAP, and therefore they may not be comparable 
to similar measures employed by other companies. The 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 Canadian GAAP.

The presentation of adjusted non-GAAP measures are not meant to be a substitute for net earnings or loss or net earnings 
or loss per share presented in accordance with Canadian GAAP, but rather should be evaluated in conjunction with such 
Canadian GAAP measures. Adjusted Earnings or Loss and Adjusted Earnings or Loss per share are calculated as net 
earnings excluding (a) stock-based compensation, (b) foreign exchange gains or losses related to intercompany loans, 
(c) write-off of deferred exploration assets and (d) unusual and non-recurring future income taxes recovery or expense. 
Management believes that the presentation of Adjusted Earnings or Loss and Adjusted Earnings or Loss per share provide 
useful information to investors because they exclude non-cash and other charges and are a better indication of the 
Company’s results from operations. The items excluded from the computation of Adjusted Earnings or Loss and Adjusted 
Earnings or Loss per share, which are otherwise included in the determination of net earnings or loss and net earnings or 
loss per share prepared in accordance with Canadian GAAP, are items that the Company does not consider to be meaningful 
in evaluating the Company’s past financial performance or the future prospects and may hinder a comparison of its period-
to-period results.

LIQUIDITY AND CAPITAL RESOURCES

Cash as at July 31, 2011 was $73,060 compared to $63,349 at July 31, 2010. Factors that could impact MBAC’s 
liquidity are monitored regularly and include the project costs, currency fluctuation, operating cash costs, capital costs and 
exploration expenditures.

On February 24, 2011, the Company completed a bought deal financing and issued 13,685,000 common shares of the 
Company for aggregate gross proceeds of $42,424 less transaction costs of approximately $2,523. 

Subsequent to year end, the Company issued 10,829,900 common shares for aggregate proceeds of approximately 
$33,573. The proceeds will be used to advance the Itafós Arraias SSP Project.

EXPECTED SOURCES AND USES OF FUNDS

For the year ending July 31, 2012, management expects that it will require approximately $231 million to fund development 
and construction costs related to the Itafós Arraias SSP Project (see Itafós Arraias SSP Project - SSP facility - Project 
Economics section) and sustaining capital, approximately $5 million in planned exploration activities and $2 million to fund 
operating activities including working capital.
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In consideration of these capital and non-capital requirements, the Company has completed, or is in the process of 
completing two (2) project financing debt facilities with Itaú BBA and the IFC for a combined amount of approximately 
US$154 million which together with the Company’s cash on hand are expected to fund substantially all of the expenditure 
requirements for 2012. 

The Company’s ability to complete the Itafós Arraias SSP Project could be impaired by certain circumstances such as 
material foreign exchange variations, world commodity prices and domestic inflation on goods and services may increase 
forecasted capital expenditures, availability of sufficient financing for the Company and a material decrease in the SSP 
price.

CAPITALIZATION

Shareholders’ equity as at July 31, 2011 was $162,793. As at July 31, 2011 MBAC had 86,374,336 common shares 
issued and outstanding.

On September 29, 2011, the Company issued 10,829,900 common shares for aggregate proceeds of approximately 
$33,573. 
 

STOCK-BASED INCENTIVE PLANS

The Company has established a stock option plan (the “Stock Option Plan”) designed to provide a long-term incentive to 
employees, officers and directors of the Company. The maximum number of options that may be issued under the Stock 
Option Plan cannot exceed the number that is equal to 10% of the issued and outstanding common shares at the date 
of grant. The vesting period of the awards under the plan are determined by the Board of Directors. Also, share purchase 
options granted under the Stock Option Plan cannot have an exercise price that is less than the trading price of the common 
shares on the day immediately preceding the grant date, and are exercisable for a period to be determined by the Board.

During the year, the Company issued 890,758 share purchase options, compared to 7,123,550 for the prior year. The fair 
value of these options has been determined to be $821. During the year, the Company recognized a total of $3,495 in 
compensation expense (2010 - $12,285) in connection with these and prior year options and a corresponding increase 
in contributed surplus. As at July 31, 2011, under the Company’s Stock Option Plan, 400,000 stock options to purchase 
common shares remained available for issuance.

The following is a summary of the outstanding share purchase options to acquire common shares as at the year end and 
the changes thereof during the year:

	 Year ended July 31, 2011

											        Number of		 Weighted average
											        options		 exercise price 

Outstanding, beginning of period											        7,123,550		 $	 2.69
Granted											        890,758			  2.46
Exercised											        –			  – 

Outstanding, end of period											        8,014,308		 $	 2.67

Exercisable											        6,887,417		 $	 2.57

The following common shares and common share options of the Company were outstanding at October 28, 2011:
	
											        Securities			 Common shares
					    Expiry date			  Exercise price			  outstanding			  on exercise	
	

Common shares					    –			  –			  97,720,219			  –
Options	 Aug 12 to Nov 27, 2014		 $1.50 to $3.75		 7,287,415		 7,287,415
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CONTRACTUAL OBLIGATIONS

The following table lists information with respect to the Company’s contractual obligations and respective payment due by 
period:

		  Total			 Less than 1 year			  1 -3 years			  4 -5 years			  Thereafter

Mine operating/construction 
	 and service contracts	 $	 32,438		 $	 29,967		 $	 2,428		 $	 43		 $	 – 
Asset retirement obligations		  154			   –			   –			   –			  154
Office leases		  936			  427			  460			  49			  –

		  $	 33,528		 $	 30,394		 $	 2,888		 $	 92		 $	 154

FOREIGN EXCHANGE

MBAC’s Brazilian operations are denominated in Brazilian Reais (“BRL” or “R$”), the functional currency of the Brazilian 
entities. Accordingly, fluctuations in the exchange rates can significantly impact (a) the consolidated results of operations 
and (b) the consolidated reported net assets. The effect of changes in currency fluctuations on the operations’ net assets 
is recorded in the Company’s shareholders’ equity as a cumulative translation adjustment.

For the year ended July 31, 2011, MBAC recognized an unrealized foreign exchange loss of $21, compared to a loss of 
$383 recognized in the prior year. The BRL strengthened by 5.0% against the Canadian dollar over the course of the year 
ended July 31, 2011, resulting in a gain in other comprehensive income of $3,604 on translation of the Brazilian entities, 
compared to a Cumulative Translation Adjustment (“CTA”) gain of $565 in the prior year.

OFF-BALANCE SHEET ARRANGEMENTS

As at July 31, 2011, MBAC did not have any off-balance sheet arrangements.

INCOME TAXES 

MBAC’s combined Canadian federal and provincial statutory tax rate was 29.1%. There are a number of factors that affect 
MBAC’s effective tax rate, including the rate differential and proportion of income earned in each jurisdiction, tax benefits 
that were not recognized, foreign currency gains and losses and changes in tax rates. As a result, MBAC’s effective tax rate 
may fluctuate from period-to-period. A reconciliation of the Company’s statutory rate to the effective tax rate is provided in 
Note 8 to the consolidated financial statements for the year ended July 31, 2011.

During 2011, the Company completed an internal reorganization that resulted in a future tax benefit of $8,913 in Brazil.

The interpretation of tax regulations and legislation and their application to the Company’s business is complex and subject 
to change. Accordingly, the Company’s ability to realize future income tax assets, could significantly affect net income or 
cash flow in future periods.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

MINERAL PROPERTIES, PROPERTY, PLANT AND EQUIPMENT AND RELATED DEPLETION AND DEPRECIATION

The costs of acquiring land and mineral rights are capitalized based on the estimated fair value of reserves and resources 
at the date of acquisition. When production begins, capitalized acquisition costs are amortized using the unit-of-production 
method. On acquisition of mineral properties, an estimate of the fair value of the exploration potential of the property is 
recorded, which is not subject to amortization. At the time mineralized material is converted into reserves, the associated 
cost is reclassified to an asset subject to amortization. 
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Costs incurred in exploring for and developing reserves and resources are capitalized. Such expenditures include geological 
and geophysical expenses, costs of drilling and general and administrative costs directly related to exploration and 
development activities. For those properties that are still in the development stage, related costs are capitalized until either 
commercial production commences or it is determined that the invested amounts will not be recovered. Capitalized costs 
are not amortized until transferred to mineral properties.

The Company reviews and tests the carrying amount of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable. If there is an indication that impairment may have occurred, an impairment test 
is performed whereby the net capitalized costs of the asset group is compared to the sum of the undiscounted cash flows 
expected to result from the asset group. If the undiscounted cash flows are less than the carrying amount, an impairment 
loss, based on the excess carrying amount above the net present value of future cash flows is recorded in the consolidated 
statements of operations and deficit.

INCOME TAXES

The Company follows the liability method of accounting for income taxes. Under this method current income taxes are 
recorded at the estimated income tax rates payable for the current period. Future tax assets and liabilities are recognized 
for temporary differences between the financial statement carrying amounts of assets and liabilities and their respective 
tax bases. Future tax liabilities and assets are measured using substantively enacted statutory tax rates in effect when 
the timing differences are expected to reverse. The effect on future tax liabilities and assets of a change in tax rates is 
recognized in the period that the change occurs. A valuation allowance is recorded against any future income tax assets if 
it is more likely than not that the asset will not be realized.

STOCK-BASED COMPENSATION

The Company accounts for stock-based compensation that settle through the issuance of equity using the fair value based 
method, whereby the fair value of the stock-based award is determined at the date of grant using a market-based option 
valuation model. The fair value of the award is recorded as compensation expense and is accrued on a graded vesting basis 
with a corresponding increase to contributed surplus. No adjustment for subsequent changes in the price of the Company’s 
shares will be recorded. On exercise of the award, the proceeds together with the amount recorded in contributed surplus 
are recorded as share capital.

INTERNATIONAL FINANCIAL REPORTING STANDARDS (“IFRS”) CHANGEOVER PLAN

OVERVIEW

In February 2008, the Canadian Accounting Standards Board confirmed that International Financial Reporting Standards 
(“IFRS”) will replace Canadian GAAP for publicly accountable enterprises for interim and annual financial statements for 
fiscal years beginning on or after January 1, 2011. Therefore, the Company will be required to adopt IFRS for its fiscal year 
commencing August 1, 2011 and the transition will require the restatement for comparative purposes into IFRS of the 
amounts and disclosures reported by the Company for its prior fiscal year ended July 31, 2011. Effectively this means that 
IFRS will need to be implemented August 1, 2010 with an opening balance sheet. During the year ending July 31, 2012, 
the Company will issue unaudited interim consolidated IFRS financial statements prepared in accordance with IAS 34 - 
Interim Financial Reporting (“IAS 34”) for the periods ending October 31, 2011, January 31, 2012, and April 30, 2012, with 
a restatement of comparative balance sheets as at July 31, 2011 and August 1, 2010 and statements of earnings and 
comprehensive income for the comparative periods presented.

TRANSITION PLAN

The following table summarizes the key elements of the Company’s plan for transitioning to IFRS and the progress made 
against each activity.
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Key Activities

Accounting policies and procedures:

•	Identify differences between IFRS and 
the Company’s existing policies and 
procedures.

•	Analyze and select ongoing policies 
where alternatives are permitted.

•	Analyze and determine which IFRS 1 
exemptions will be elected on transition 
to IFRSs.

Financial statement preparation:

•	Prepare financial statements and note 
disclosures in compliance with IFRS.

•	Quantify the effects of converting to 
IFRS.

•	Prepare first-time adoption 
reconciliations required under IFRS 1.

Training and communication:

•	Provide topic-specific training 
to key employees involved with 
implementation.

•	Develop awareness of the likely 
impacts of the transition throughout 
the company.

•	Provide company-specific training on 
revised policies and procedures to 
affected personnel.

Business impacts:

•	Identify impacts of conversion 
on financial covenants, executive 
compensation and contracts.

IT systems:

•	Identify changes required to IT systems 
and implement solutions.

•	Determine implementation solution 
for capturing financial information 
under Canadian GAAP and IFRS during 
the year of transition to IFRS (for 
comparative information).

Control environment:

•	Maintain effective Disclosure Controls 
& Procedures and Internal Controls 
over Financial Reporting throughout the 
IFRS project.

•	Design and implement new IFRS 
processes and controls.

Milestones

•	Senior management approval and audit 
committee review of policy decisions.

•	Revised accounting policy and 
procedures in place by changeover 
date.

•	Senior management approval and 
audit committee review of preliminary 
skeleton interim financial statements 
and disclosures.

•	Ongoing training to key personnel as 
needed.

•	Financial covenant, executive 
compensation and contract analysis  
to be completed.

•	Taxation impacts to be identified  
prior to changeover.

•	Necessary changes to IT systems 
implemented by changeover date.

•	Solution for capturing financial 
information under Canadian GAAP  
and IFRSs prior to changeover date.

•	Incremental controls to be developed 
to reflect the change in accounting 
standards.

•	Redesigned business process 
standards and controls to be in place 
prior to changeover date, as required.

Status

•	Conclusions on IFRS 1 exemptions 
have been made and disclosed below.

•	Differences arising from IFRS adoption 
have been identified and decisions 
have been documented in accounting 
papers addressing specific policies.

•	Revisions and approval of the 
Company’s documented accounting 
policies under IFRS are underway.

•	Draft IFRS financial statements are 
undergoing a thorough review and 
approval with the involvement of the 
Company’s auditors.

•	The identification of significant 
differences between Canadian GAAP 
and IFRS impacting the Company’s 
opening balance sheet for August 1, 
2010 is substantially complete. 
Significant adjustments to the opening 
balance sheet to date have been 
disclosed below with the exception  
of IAS 12 - Income Taxes.

•	A professional services firm trained 
our accounting staff in Brazil. Key 
management and staff in Toronto 
attended CICA training on IFRS. Further 
training will be procured as deemed 
necessary.

•	The Audit Committee receives quarterly 
updates on the project’s progress 
status.

•	Financial covenant and contract 
analysis for the impact of IFRS are 
currently underway.

•	Income tax accounting impact 
calculation is currently underway.

•	The upgrade to the Company’s financial 
information system in Toronto is 
completed.

•	The Company analyzed and concluded 
that its systems can accommodate the 
required changes under IFRS.

•	A process has been designed and 
implemented to provide reasonable 
assurance on the controls in place 
relating to the conversion process.

•	At this point in the IFRS project, the 
Company does not anticipate any 
significant changes to key internal 
controls.



MBAC 2011 ANNUAL REPORT 19

RECONCILIATION OF CONSOLIDATED BALANCE SHEETS AS REPORTED UNDER CANADIAN GAAP AND IFRS (Unaudited)

								      As at
								      July 31, 2010			  Effect of			  As at
								      Canadian			  conversion			  August 1, 2010
					    Note			  GAAP basis			  to IFRS			  IFRS basis

Assets				 

Current				 
	 Cash							     $	 63,349		 $	 – 	 $	 63,349
	 Accounts receivable								      773			  – 		  773
	 Inventories								      1,450			  – 		  1,450
	 Other current assets								      576			  – 		  576

										        66,148			  – 		  66,148

Investments								      564			  – 		  564
Property, plant and equipment					    (A, E)			  9,898			  – 		  9,898
Mineral properties					    (B, E)			  60,704			  (1,075	)		  59,629

									       $	 137,314		 $	 (1,075	)	 $	 136,239

Liabilities				 

Current				 
	 Accounts payable and accrued liabilities						    $	 3,175		 $	 – 	 $	 3,175
	 Deferred revenue								      188			  – 		  188
				  

										        3,363			  – 	
				  
Future income taxes					    (D)			  15,254			  TBD 		  15,254
Asset retirement obligation				   	 (F, H(ii))			  51			  – 		  51

										        18,668			  – 		  18,668

Shareholders’ Equity				 

Share capital								      139,731			  – 		  139,731
Contributed surplus					    (C)			  14,264			  – 		  14,264
Accumulated other comprehensive income 			  	 (G, H(iii))			  2,176			  (1,833	) 		  343
Deficit								      (37,525	)		  758			  (36,767	)

										        118,646			  (1,075	)		  117,571

									       $	 137,314		 $	 (1,075	)	 $	 136,239

A. Property, Plant and Equipment (“PP&E”)

Key differences between Canadian GAAP and IFRS with respect to PP&E include component accounting which must be 
applied to physical and non-physical components which are significant and have a useful life which differs to that of the 
overall asset, the mandatory capitalization of borrowing costs when directly related to a qualifying asset, choice of cost or 
revaluation model, treatment of spare parts (usually inventory per IFRS unless specific conditions met), and requirements 
for the annual review of estimates of useful life, residual value and the depreciation method. 

The Company’s componentization analysis determined that the level of componentization of assets under the Company’s 
policies under Canadian GAAP also meets the IFRS requirements and therefore there are no GAAP differences. The Company 
did not incur any borrowing costs specifically for acquisition of a qualifying asset. The Company will continue to account for 
its PP&E using the cost model and treatment of its spare parts as inventory.

B. Exploration costs and mineral properties 

Key differences between Canadian GAAP and IFRS with respect to exploration costs include choice of an accounting policy 
whether to expense or capitalize exploration and evaluation expenditures whereas under Canadian GAAP these costs were 
capitalized. Also, IFRS gives the option of adopting the cost or revaluation model for exploration assets. 
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The Company has elected to expense certain exploration expenditures incurred from the time of acquisition of the legal 
right to explore a specific mine area until the time where the Company receives an independent pre-feasibility or other study 
suggesting positive project economics, at which time all further exploration costs will be capitalized. Under Canadian GAAP, 
all such costs were capitalized by the Company. The Company will continue to account for its exploration assets and mineral 
properties using the cost model.

The Company has recorded an adjustment of $1,075 to account for this transition.

C. Share-based Payments

IFRS 2, Share-based Payments entails that the fair value of the charge for stock-based compensation includes an estimate 
of the forfeiture rate which will arise over the life of the stock options granted, whereas under Canadian GAAP, the Company 
would recognize forfeitures as they occur. Based on the historical forfeiture analysis performed for the Company’s stock 
options, the impact of the difference in policy is not material.

D. Income taxes

The income taxes impact of the change to IFRS is currently being assessed. 

E. Impairment of assets

Under Canadian GAAP, a two-step approach to impairment testing is performed: firstly, the asset carrying value is compared 
with its undiscounted future cash flow to determine whether impairment exists. The impairment is then measured by 
comparing the asset’s carrying value with its fair value. IAS 36, Impairment of Assets (“IAS 36”), requires the application 
of a one-step approach for both testing for and measuring impairment, with asset carrying values compared directly with 
the higher of fair value less costs to sell and value in use and includes the use of discounted cash flows when a cash flow 
model is used. IAS 36 also requires the reversal of impairments for long-lived assets if conditions that gave rise to these 
impairments no longer exist. It is expected that there may be increased volatility in impairment recognition due to the 
possibility of more frequent impairments and the reversal of impairments under IFRS. Under IAS 36, to the extent possible, 
individual assets should be tested for impairment. However, if it is not possible to determine the recoverable amount of 
an individual asset, an entity should determine the recoverable amount of the Cash Generating Unit (“CGU”), which is 
the lowest level at which the assets generate independent cash inflows. Differently, under Canadian GAAP, impairment 
assessment and testing is done at the level of an asset group. The asset group is the lowest level where there are 
independent cash flows (as opposed to cash inflows). However, no difference between asset groups previously classified 
under GAAP and CGU’s have been identified. 

The Company concluded that the historical impairment recognized for Pyrite option and abandonment of Apuí and Anebá 
projects should not be reversed and no additional impairment is required under IFRS.

F. Asset Retirement Obligations (“ARO”)

Differences in this area between Canadian GAAP and IFRS that are being assessed include the recognition of provisions 
based on the concept of legal and constructive obligations, when probable (“more likely than not” or greater than 50%) and 
the measurement requirements for discounting using a pre-tax discount rate that reflect current market assessments of the 
time value of money and the risks specific to the liability. The Company’s ARO analysis determined that the impact of the 
difference between GAAP and IFRS is not material and as such no adjustment was recorded. 

G. Foreign Currencies

IFRS uses a functional currency concept, where the functional currency is defined as the currency of the primary economy 
in which the entity operates (sales prices, costs of labour, etc.), whereas under Canadian GAAP the functional currencies 
are effectively determined as a result of the translation method used (integrated vs. self-sustaining). Furthermore, under 
IFRS, upon translation of foreign operations (self-sustaining - Canadian GAAP) and the translation of an entity into a different 
presentation currency, there is an accounting policy choice with respect to the translation of equity items (historical rates 
vs. current rates). 

Based on the functional currency analysis performed by the Company, there is no change to the functional currencies 
currently being used under Canadian GAAP. The Company will continue to use the Brazilian Reais as the functional currency 
of its Brazilian operations and the Canadian Dollar for the Canadian entities and holding companies. 
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H. First-time adoption of International Financial Reporting Standards

IFRS 1, First-time Adoption of International Financial Reporting Standards (“IFRS 1”), sets forth guidance for the initial 
reporting of IFRS. Commencing with the period ended October 31, 2011 the Company will restate its comparative fiscal 
2011 financial statements for annual and interim periods to be consistent with IFRS. In addition, the Company will reconcile 
equity and comprehensive income from the previously reported fiscal 2011 Canadian GAAP amounts to the restated 
fiscal 2011 IFRS amounts. IFRS generally requires that first-time adopters retrospectively apply all IFRS standards and 
interpretations in effect as at the first annual reporting date. IFRS 1 provides for certain mandatory exceptions and optional 
exemptions to this general principle.

The mandatory exception from retrospective application of IFRS applicable to the Company is as follows:

•	 Estimates used in preparing the Company’s opening consolidated IFRS balance sheet as at August 1, 2010 and restating 
its 2011 comparative periods under IFRS must be consistent, with estimates previously made for the same date under 
Canadian GAAP, after adjustments to reflect any difference in accounting policies, unless there is an objective evidence 
that those estimates were in error. More specifically, an entity may be in possession of information about estimates it 
made under Canadian GAAP that was not available at the time those estimates were made. IFRS 1 requires the receipt 
of such information to be accounted for prospectively. The estimates previously made by the Company under Canadian 
GAAP were not revised for application of IFRS except where necessary to reflect any difference in accounting policies.

The significant exemptions from retrospective application of IFRS the Company has elected to apply in preparing its first 
consolidated IFRS financial statements include:

i)	 Business combinations
	 The Company will elect to utilize the option in IFRS 1 to not apply IFRS 3R, Business Combinations retrospectively to 

business combinations completed prior to August 1, 2010. The impact of this policy decision is that all prior business 
combinations will continue to be accounted for as they were under Canadian GAAP. As a result of this election, there 
was no impact on MBAC’s opening balance sheet due to the transition to IFRS.

ii)	 Environmental rehabilitation provision
	 IFRS 1 allows for a simplified approach for historical changes when estimating environmental rehabilitation provision 

between initial inception of the liability and the adoption of IFRS, as well as the corresponding asset. The Company will 
elect to utilize this option.

iii)	CTA
	 IFRS 1 offers the first-time adopter of IFRS the option to reclassify the CTA currently recorded in accumulated other 

comprehensive income directly to retained earnings on transition to IFRS as an alternative to full retrospective application 
of IAS 21, The Effects of Changes in Foreign Exchange Rates. The Company will elect to apply this exemption and reset 
the CTA balance to NIL as of August 1, 2010, resulting in the transfer of approximately $1,833 of CTA to our deficit 
balance as at that date.

iv)	Fair value as deemed cost
	 IFRS 1 allows a first-time adopter of IFRS to record certain assets at fair value on transition to IFRS as an alternative 

to the full retrospective application of applicable IFRS. The fair value of these assets is deemed to be their cost base 
for accounting purposes as of that date or at an earlier date. This option is available on an individual asset basis. The 
Company has decided not to take this election and maintain the assets at their respective cost base.

RELATED PARTY TRANSACTIONS

The Company did not enter into any new related party transactions outside of the normal course of operations during the 
year.

CONTINGENCIES

Due to the size, complexity and nature of MBAC’s operations, various legal and tax matters arise in the ordinary course of 
business. MBAC accrues for such items when a liability is both probable and the amount can be reasonably estimated. In 
the opinion of management, these matters will not have a material effect on the consolidated financial statements of MBAC.
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PHOSPHATE FERTILIZER MARKETS 

The fundamentals for the phosphate market remain strong. Di-ammonium phosphate (“DAP”) prices FOB Tampa, Florida is 
one of the benchmarks the industry uses for phosphate pricing. DAP fertilizer prices have gained significantly this year from 
US$600 per tonne beginning of the calendar year to $660 per tonne at the end of August 2011. The strong rebound in the 
price of fertilizer is being driven primarily by global demand for food resulting in rising crop prices which supports increased 
fertilizer demand by farmers. 

Cost of food prices have been increasing and measured by the international agency Food and Agriculture Organization 
(a UN Organization). The Food Price Index in July was 232 close to 238 the highest reached this decade in February 2011. 

Agribusiness export revenues reached US$43 billion as Brazilian sector exports grew by 23% in the first half of calendar 
year 2011. In the first six months of 2011, Brazilian agribusiness recorded a US$34.7 billion trade surplus. According to 
the Brazilian Ministry of Agriculture, it is 20.5% higher than the surplus recorded in the same period of last year. The surplus 
was mainly due to the increase in exports of soybean, soy oil, meats, sugar and ethanol, forestry products and coffee. These 
products combined account for 82.4% of total exports during the period, or US$35.5 billion. The expectation is the total 
exports will reach US$90 billion of the calendar year 2011, 18% higher than 2010. Agribusiness growth is 9% double that 
of national GDP growth rate. 

According to ANDA (National Association for the Promotion of Fertilizers), total consumption of fertilizers in Brazil from 
January to July 2011 was 13.9Mt, which was 27% higher than 10.9Mt in 2010. The Brazilian production of fertilizers 
increased by 5% from January to July 2011 compared to the same period in 2010.

Demand for phosphate is expected to remain strong for the remainder of 2011. SSP prices in the Company’s target region 
in July was approximately US$420 per tonne, significantly higher than the US$250 per tonne price used as the basis for 
the DFS Technical Report completed in the fall of 2010.

RISKS AND UNCERTAINTIES

Exploration, development and mining of minerals involve numerous inherent risks. As such, an investment in the securities 
of the Company is subject to various risks. Although the Company assesses and minimizes these risks by applying high 
operating standards, including careful management and planning of its facilities, hiring qualified personnel and developing 
their skills through training and development programs, these risks cannot be eliminated. Such risks include changes in 
local laws governing the mining industry, a decline in fertilizer prices and the activity in the mining sector, uncertainties 
inherent in estimating mineral reserves and mineral resources and fluctuations in local currency against the Canadian 
Dollar.

In addition to the other information contained in this MD&A and the Company’s other publicly filed disclosure documents, 
investors should give careful consideration to the following factors, which are qualified in their entirety by reference to, and 
must be read in conjunction with, the detailed information appearing elsewhere in this MD&A. Any of the matters highlighted 
in these risk factors could have a material adverse effect on the Company’s business prospects or financial condition. 
Readers are also encouraged to read and consider the risk factors more particularly described in the Company’s Annual 
Information Form for the year ended July 31, 2011.

UNCERTAINTY IN THE ESTIMATION OF MINERAL RESERVES AND MINERAL RESOURCES

The calculation of reserves, resources and corresponding grades being mined or dedicated to future production are 
imprecise and depend on geological interpretation and statistical inferences or assumptions drawn from drilling and 
sampling analysis, which might prove to be unpredictable. Mineral resources that are not mineral reserves do not have 
demonstrated economic viability. Until resources are actually mined and processed, the quantity of resources and grades 
must be considered to be estimates only. Any material change in the quantity of reserves, resources, grade or stripping 
ratio may affect the economic viability of MBAC’s properties. In addition, there can be no assurance that metal recoveries 
in small-scale laboratory tests will be duplicated in larger scale tests.

MINE DEVELOPMENT AND COMPLETION

Feasibility studies are used to determine the economic viability of a mineral deposit. Many factors are involved in the 
determination of the economic viability of a deposit, including the achievement of satisfactory mineral reserve estimates, 
the level of estimated metallurgical recoveries, capital and operating estimates and the estimate of future commodity 
prices. Capital and operating cost estimates are based on many factors, including anticipated tonnage and grades of 
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ore to be mined, the configuration of the ore body, ground and mining conditions, expected recovery rates of the ore and 
anticipated environmental and regulatory compliance costs. Each of these factors involves uncertainties and, as a result, 
the Company cannot give any assurance that the estimates in the DFS will be correct or that the project will produce 
profitable operating mine(s). If a mine is developed, actual operating results may differ from those anticipated in the DFS. 
There can be no assurance that delays will not be experienced. 

OPERATING AND POLITICAL RISKS

The Company holds mining properties in Brazil and is exposed to the laws governing the mining industry in that country. The 
government in Brazil is currently supportive of the mining industry but changes in government regulations including taxation, 
the repatriation of profits, restrictions on production, export controls, environmental compliance, expropriation of property, 
shifts in the political stability of the country and labour unrest could adversely affect the Company and its exploration and 
production initiatives in Brazil. 

To mitigate land title risks, the Company makes no commitments and does not undertake exploration without first 
determining that necessary property rights are in good standing. However, despite the Company’s best efforts, land title 
may still be affected by undetected defects.

INCOME TAXES

The interpretation of tax regulations and legislation and their application to the Company’s business is complex and subject 
to change. Accordingly, the Company’s ability to realize future income tax assets, could significantly affect net income or 
cash flow in future periods. 

CURRENCY FLUCTUATIONS

Currency fluctuations may affect MBAC’s capital costs and the costs that MBAC incurs in its operations. The appreciation of 
the Brazilian real against the Canadian dollar would increase the costs of phosphate production at such mining operations, 
which could materially and adversely affect MBAC’s earnings and financial condition.

CREDIT RISKS

Credit risk is the risk that a third party might fail to fulfill its performance obligations under the terms of a financial instrument. 
For cash, cash equivalents and accounts receivable, credit risk is represented by the carrying amount on the balance sheet. 
The Company limits credit risk by entering into business arrangements with high credit-quality counterparties, limiting the 
amount of exposure to each counterparty and monitoring the financial condition of counterparties.

EQUIPMENT AND SUPPLIES

The Company is dependent on various supplies and equipment to carry out its exploration activities and mining operations. 
The shortage of supplies, equipment and parts could have a material adverse effect on its ability to carry out its operations 
and therefore limit or increase the cost of exploration and related activities. An increase in demand for services and 
equipment could cause project, exploration, development or construction costs to increase materially, could result in delays 
if services or equipment cannot be obtained in a timely manner due to inadequate availability, and could increase potential 
scheduling difficulties and costs due to the need to coordinate the availability of services or equipment. Any such material 
increase in costs would adversely affect the Company’s results of operations and financial condition.

COMMODITY PRICES

The profitability of MBAC’s operations will be dependent upon the market price of mineral commodities. Mineral prices 
fluctuate widely and are affected by numerous factors beyond the control of MBAC. The level of interest rates, the rate of 
inflation, the world supply of mineral commodities and the stability of exchange rates can all cause significant fluctuations 
in prices. Such external economic factors are in turn influenced by changes in international investment patterns, monetary 
systems and political developments. The price of mineral commodities has fluctuated widely in recent years, and future 
price declines could cause commercial production to be impracticable, thereby having a material adverse effect on MBAC’s 
business, financial condition and results of operations. Furthermore, reserve and/or resource calculations and life-of-mine 
plans using significantly lower mineral prices could result in material write-downs of MBAC’s investment in mining properties 
and increased amortization, reclamation and closure charges. In addition to adversely affecting MBAC’s resource estimates 
and its financial condition, declining commodity prices can impact operations by requiring a reassessment of the feasibility 
of a particular project. Such a reassessment may be the result of a management decision or may be required under 
financing arrangements related to a particular project. Even if the project is ultimately determined to be economically viable, 
the need to conduct such a reassessment may cause substantial delays or may interrupt operations until the reassessment 
can be completed.
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ENVIRONMENTAL RISKS AND HAZARDS

All phases of MBAC’s operations are subject to environmental regulation in Brazil. These regulations mandate, among other 
things, water quality standards and land reclamation and regulate the generation, transportation, storage and disposal of 
hazardous waste. Environmental legislation is evolving in a manner that will require stricter standards and enforcement, 
increased fines and penalties for non-compliance, more stringent environmental assessments of proposed projects and a 
heightened degree of responsibility for companies and their officers, directors and employees. There is no assurance that 
existing or future environmental regulation will not materially adversely affect MBAC’s business, financial condition and 
results of operations.

Environmental hazards may also exist on the properties in which MBAC holds interests that are unknown to MBAC at present 
and that have been caused by previous or existing owners or operators of the properties. Government environmental approvals 
and permits are currently, or may in the future be, required in connection with MBAC’s operations. To the extent that such 
approvals are required and not obtained, MBAC may be curtailed or prohibited from proceeding with planned exploration 
or development of mineral properties. Failure to comply with applicable laws, regulations and permitting requirements may 
result in enforcement actions, including orders issued by regulatory or judicial authorities causing operations to cease or 
be curtailed, and may include corrective measures requiring capital expenditures, installation of additional equipment, or 
remedial actions. Parties engaged in mining operations, including MBAC, may be required to compensate those suffering 
loss or damage by reason of the mining activities and may have civil or criminal fines or penalties imposed for violations of 
applicable laws or regulations. Amendments to current laws, regulations and permits governing operations and activities of 
mining companies, or more stringent implementation thereof, could have a material adverse impact on MBAC and cause 
increases in exploration expenses and, capital expenditures or abandonment or delays in development of new mining 
properties.

DEPENDENCE UPON KEY MANAGEMENT PERSONNEL AND EXECUTIVES

MBAC is dependent upon a number of key management personnel. The loss of the services of one or more of such 
key management personnel could have a material adverse effect on MBAC. MBAC’s ability to manage its operating, 
development, exploration and financing activities will depend in a large part on the efforts of these individuals. MBAC faces 
intense competition for qualified personnel, and there can be no assurance that MBAC will be able to attract and retain such 
personnel. MBAC has entered into employment agreements with certain of its key executives.

FINANCING RISKS

The development of the Itafós Expansion Project is dependent on obtaining financing in order to continue the proposed 
business plan. Despite previous success in obtaining financing in the equity markets, there is no guarantee of obtaining any 
future financing, or that any financing will be available on acceptable terms. Phosphate prices fluctuate and are affected by 
many factors outside of MBAC’s control. The price of phosphate and future expectations for such price may have a material 
impact on the market sentiment for investment in mining and mining exploration companies.

CURRENT GLOBAL FINANCIAL CONDITIONS

Current global financial conditions have been characterized by increased volatility and several financial institutions have 
either gone into bankruptcy or have had to be rescued by governmental authorities. Access to credit and financing has been 
negatively impacted by both the rapid decline in value of sub-prime mortgages and the liquidity crisis affecting the asset-
backed commercial paper market. These factors may impact the ability of MBAC to obtain financing in the future on terms 
favourable to MBAC. Additionally, these factors, as well as other related factors, may cause decreases in asset values that 
are deemed to be other than temporary, which may result in impairment losses.

DISCLOSURE CONTROLS AND PROCEDURES

Both the Chief Executive Officer (“CEO”) and the Chief Financial Officer (“CFO”) have assessed the design of the Company’s 
internal controls over financial reporting as at July 31, 2011, pursuant to the requirements of National Instrument 52-109.

The Company has very limited administrative staffing and in many instances, the implementation of internal controls relying 
on segregation of duties is not always possible. The Company relies on senior management review and approval to ensure 
that the controls are effective. There has been no change in the Company’s disclosure controls and procedures during 
the period from May 1, 2011 to July 31, 2011 that has materially affected, or is reasonably likely to materially affect, the 
Company’s internal controls over financial reporting.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of the Company is responsible for establishing and maintaining effective internal control over financial reporting 
as defined in the rules of the Canadian Securities Administrators. The Company’s internal control over financial reporting 
is designed to provide reasonable assurance regarding the reliability of the Company’s financial reporting for external 
purposes in accordance with accounting principles generally accepted in Canada for external purposes. The Company’s 
internal control over financial reporting includes:

•	 maintaining records that, in reasonable detail, accurately and fairly reflect our transactions and dispositions of the 
assets of the Company;

•	 providing reasonable assurance that transactions are recorded as necessary for preparation of the Company’s financial 
statements in accordance with generally accepted accounting principles;

•	 providing reasonable assurance that receipts and expenditures are made in accordance with authorizations of 
management and the directors of the Company; and

•	 providing reasonable assurance that unauthorized acquisition, use or disposition of company assets that could have a 
material effect on the Company’s financial statements would be prevented or detected on a timely basis.

The Company’s internal control over financial reporting may not prevent or detect all misstatements because of inherent 
limitations. Additionally, projections of any evaluation of effectiveness to future periods are subject to the risk that controls 
may become inadequate due to changes in conditions or deterioration in the degree of compliance with the Company’s 
policies and procedures.

During the year, there have been no significant changes to the internal control over financial reporting other than the 
implementation of certain key controls in connection with the capital expenditure transactions in respect of the Itafós 
Arraias SSP Project. Accordingly, the CEO and CFO have concluded that the design of the internal controls over financial 
reporting were effective as of the end of the period covered by this MD&A and have concluded that they are effective at a 
reasonable assurance level. 

LIMITATIONS OF CONTROLS AND PROCEDURES

The Company’s management, including the President and CEO and the Vice President, Finance and CFO, believe that any 
disclosure controls and procedures or internal controls over financial reporting, no matter how well conceived and operated, 
can provide only reasonable, and not absolute, assurance that the objectives of the control system are met. Further, the 
design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be 
considered relative to their costs. Because of the inherent limitations in all control systems, they cannot provide absolute 
assurance that all control issues and instances of fraud, if any, within the Company have been prevented or detected. These 
inherent limitations include the realities that judgments in decision making can be faulty, and that breakdowns can occur 
because of simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by 
collusion of two or more people, or by unauthorized override of the control. The design of any systems of controls also is 
based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any 
design will succeed in achieving its stated goals under all potential future conditions. Accordingly, because of the inherent 
limitations in a cost effective control system, misstatements due to error or fraud may occur and not be detected.

QUALIFIED PERSON

Unless otherwise indicated, the responsible qualified person, within the meaning of NI 43-101 who has reviewed and 
approved the scientific and technical information contained in this MD&A is Carlos Guzmán of NCL.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING INFORMATION

This MD&A contains “forward-looking information” within the meaning of applicable Canadian securities legislation. Except 
for statements of historical fact relating to the Company, information contained herein may constitute forward-looking 
information, including any information as to the Company’s strategy, plans or future financial or operating performance. 
Generally, forward-looking information can be identified by the use of forward-looking terminology such as “plans”, “expects”, 
“is expected”, “estimates”, “intends”, 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”. In particular, forward-looking 
information included in this MD&A includes, without limitation, statements with respect to:

•	 the Company’s expansion strategy;
•	 the Company’s vision to become a significant integrated producer of potash and phosphate fertilizers in the Brazilian 

market;
•	 expected timelines for the completion of the Itafós Arraias SSP Project;
•	 expected capital costs associated with the Itafós Arraias SSP Project; 
•	 the expectation that proceeds from a project financing facility will fund substantially all of the projected capital 

expenditures;
•	 the expectation that cash flows from the Itafós Arraias SSP Project will support borrowing under a project financing 

facility;
•	 projections in connection with future agricultural exports, fertilizer demand and fertilizer consumption in Brazil;
•	 the Company’s expectation that it will achieve its objective of producing approximately 500,000 tonnes per year of SSP 

during the second half of calendar 2012;
•	 the Company’s expectations for future use of funds;
•	 projections of future levels of taxable income;
•	 the Company can potentially produce DCP in the future;
•	 expected timeline for having a NI 43-101 compliant technical report for the Santana Project; and
•	 the expectation of the sufficiency of capital resources to fund all projected capital expenditures for the Itafós Arraias SSP 

Project.

The forward-looking information contained in this MD&A is based on the opinions, assumptions and estimates of management 
set out herein, which are considered to be reasonable as at the date the statements are made, and are inherently subject to 
a variety of risks and uncertainties and other known and unknown factors that could cause actual events or results to differ 
materially from those projected in the forward-looking information. These factors include: exploration, development and 
operating risks; environmental risks and hazards; risks in connection with current global financial conditions; uncertainty 
with respect to the estimation of mineral reserves and mineral resources; uncertainty with respect to inferred mineral 
resources; fluctuations in commodity prices; infrastructure risks; the Company’s ability to obtain all necessary permits; 
insurance and uninsured risks; risks relating to potential disputes to the Company’s title to its properties; the possibility 
that the Company’s concessions may be terminated in certain circumstances; competition with other companies possessing 
greater financial and technical resources than MBAC; risks relating to additional capital requirements; currency fluctuations; 
potential write-downs and impairments; litigation risks; risks relating to future acquisitions and the integration of these 
acquisitions into the Company’s business structure; risks relating to governmental regulation of the mining industry; risks 
relating to the Company’s foreign operations; risks relating to labour, employment and other workforce matters; risks 
relating to the transfer of cash and assets to and from MBAC’s foreign subsidiaries; the Company’s dependence upon key 
management personnel and executives; possible conflicts of interests of the Company’s directors and executive officers; 
possible damage to the Company’s reputation; risks relating to potential malicious acts of destruction to the Company’s 
property; risks relating to weather and climate change; volatility with respect to the Company’s stock price; uncertainty with 
respect to the commercial viability of phosphate and potash ore deposits; uncertainty with respect to mine development 
and completion; uncertainty with respect to the accuracy of estimates in the DFS Technical Report; operating and political 
risks; credit risks; risks relating to the Company’s equipment and supplies; and uncertainty with respect to the Company’s 
ability to obtain sufficient financing in order to continue its proposed business plan. 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 information, there may be other factors that cause actions, events or results not to be anticipated, 
estimated or intended. There can be no assurance that forward-looking information will prove to be accurate, as actual 
results and future events could differ materially from those anticipated in such information. The reader is cautioned not to 
place undue reliance on forward-looking information. The forward-looking information contained herein is presented for the 
purpose of assisting investors in understanding the Company’s expected financial and operational performance and the 
Company’s plans and objectives and may not be appropriate for other purposes.
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Management’s Responsibility for Financial Information

The accompanying consolidated financial statements of MBAC Fertilizer Corp. and all other financial information included 
in this annual report have been prepared by management in accordance with Canadian generally accepted accounting 
principles and have been approved by the Board of Directors.

Financial statements are not precise since they include certain amounts based on estimates and judgments. When 
alternative methods exist, management has chosen those it deems most appropriate in the circumstances to ensure that 
the consolidated financial statements are presented fairly, in all material respects, in accordance with generally accepted 
accounting principles.

MBAC Fertilizer Corp. maintains adequate systems of internal accounting and administrative controls, consistent with 
reasonable costs. Such systems are designed to provide reasonable assurance that the Company’s assets are appropriately 
accounted for and adequately safeguarded, and that financial information is relevant and reliable. 

The Board of Directors, through its Audit Committee, is responsible for ensuring that management fulfills its responsibilities 
for financial reporting and is ultimately responsible for reviewing and approving the audited consolidated financial statements 
and the accompanying management’s discussion and analysis of financial results.

The Audit Committee is composed of three non-management, independent directors and meets periodically with 
management and the independent auditors to review internal accounting controls, auditing matters and financial reporting 
issues, and to satisfy itself that all parties are properly discharging their responsibilities. The Audit Committee also reviews 
the consolidated financial statements, the management’s discussion and analysis of financial results, the independent 
auditor’s report and considers and recommends to shareholders, the engagement or reappointment of the external auditors. 
The Audit Committee reports its findings to the Board of Directors for its consideration when approving the consolidated 
financial statements for issuance to the shareholders.

The consolidated financial statements have been audited, on behalf of the shareholders, by the Company’s independent 
auditors, PricewaterhouseCoopers LLP, in accordance with Canadian generally accepted auditing standards. 
PricewaterhouseCoopers LLP have full and free access to the Audit Committee.

 			 

	 Antenor Silva Jr.	 Anthony Cina
	 Chief Executive Officer	 Chief Financial Officer

	 October 28, 2011
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Independent Auditors’ Report

To the Shareholders of 
MBAC Fertilizer Corp.

We have audited the accompanying consolidated financial statements of MBAC Fertilizer Corp. (the Company), which 
comprise the consolidated balance sheets as at July 31, 2011 and 2010 and the consolidated statements of operations, 
comprehensive income, shareholders’ equity and cash flows for the years then ended, and the related notes, which comprise 
a summary of significant accounting policies.

Management’s responsibility for the consolidated financial statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with Canadian generally accepted accounting principles, and for such internal control as management determines 
is necessary to enable the preparation of consolidated financial statements that are free from material misstatement, 
whether due to fraud or error.

Auditor’s responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted 
our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply 
with ethical requirements and plan and perform the audits to obtain reasonable assurance about whether the consolidated 
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks 
of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes valuating 
the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, 
as well as evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit 
opinion.

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of MBAC 
Fertilizer Corp. as at July 31, 2011 and 2010 and the results of operations and cash flows for the years then ended in accordance 
with Canadian generally accepted accounting principles.

 			 

	 Chartered Accountants, Licensed Public Accountants
	 Toronto, Canada

	 October 28, 2011
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Consolidated Balance Sheets
As at July 31, 2011 and 2010 (In thousands of Canadian dollars)

			   2011			  2010

ASSETS		

Current		
	 Cash	 $	 73,060		 $	 63,349
	 Accounts receivable	 	 2,814			  773
	 Inventories (Note 4)		  1,334			  1,450
	 Other current assets		  627			  576

		  	 77,835			  66,148
			 
Investments (Note 5)		  – 		  564
Long-term accounts receivable	 	 573			  – 
Property, plant and equipment (Note 6)	 	 27,222			  9,898
Mineral properties and exploration assets (Note 7)	 	 68,789			  60,704

		  $	 174,419		 $	 137,314

LIABILITIES		

Current		
	 Accounts payable and accrued liabilities	 $	 9,106		 $	 3,363
		
Future income taxes (Note 8)	 	 2,366			  15,254
Asset retirement obligation 		  154			  51

		  	 11,626			  18,668

SHAREHOLDERS’ EQUITY		

Share capital (Note 9)	 	 179,632			  139,731
Contributed surplus	 	 17,759			  14,264
Accumulated other comprehensive income	 	 5,437			  2,176
Deficit	 	 (40,035	)		  (37,525	)

		  	 162,793			  118,646

		  $	 174,419		 $	 137,314
		
Commitments (Note 11)

ON BEHALF OF THE BOARD:

	 Peter Marrone	 Antenor Silva Jr.
	 Director	 Director

			 
The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Operations
For the years ended July 31, 2011 and 2010 (In thousands of Canadian dollars except for per share amounts)

Consolidated Statements of Comprehensive Income
For the years ended July 31, 2011 and 2010 (In thousands of Canadian dollars)

			   2011			  2010

Sales	 $	 6,564		 $	 2,342
Cost of sales	 	 4,904			  2,090

Gross profit	 	 1,660			  252

Operating expenses		
	 Selling, general and administrative expenses	 	 13,520			  11,915
	 Stock-based compensation (Note 10)	 	 3,495			  12,285

		  	 17,015			  24,200

Operating loss	 	 (15,355	)		  (23,948	)

Foreign exchange loss	 	 (21	)		  (383	)
Interest income		  758			  212
Other income, net (Note 5)		  622			  344
Write-off of exploration assets and property, plant and equipment (Note 7)	 	 (1,388	)		  (13,257	)

Loss before income taxes	 	 (15,384	)		  (37,032	)

Current income taxes (Note 8)		  289			  54
Future income tax recovery (Note 8)	 	 (13,163	)		  (956	)

		  	 (12,874	)		  (902	)

Net loss	 $	 (2,510	)	 $	 (36,130	)

Basic loss per share (Note 9(b))	 $	 (0.03	)	 $	 (0.57	)

Diluted loss per share (Note 9(b))	 $	 (0.03	)	 $	 (0.57	)
			 
The accompanying notes are an integral part of these consolidated financial statements.

			   2011			  2010

Net loss	 $	 (2,510	)	 $	 (36,130	)

Other comprehensive income		
	 Unrealized gain on available-for-sale investment, net of taxes (Note 5)		  –			  343
	 Realization of gain on available-for-sale investment (Note 5)		  (343	)		  –
	 Unrealized gain on translation of self-sustaining foreign operations	 	 3,604			  565

		  	 3,261			  908

Comprehensive income (loss)	 $	 751		 $	 (35,222	)
			 
The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity
For the years ended July 31, 2011 and 2010 (In thousands of Canadian dollars except for number of shares)

			   2011			  2010

Common shares (in shares)		
	 Balance, beginning 	 	 72,689,336			  11,856,256
	 Shares issued as equity financing (Note 9(c))		  13,685,000			  4,538,500
	 Conversion of Founders’ special warrants 		  – 		  462,375
	 Shares issued as compensation		  – 		  65,000

	 Balance, FinCO prior to reverse takeover (Note 1)		  86,374,336			  16,922,131

	 Pursuant to the acquisition of FinCO (Note 1)		  – 		  (16,922,131	)
	 Outstanding shares of the Company prior to acquisition (Note 1)		  – 		  31,607,361
	 Exchange of shares on reverse takeover (Note 1)		  – 		  1,057,633,188
	 Share consolidation under amalgamation agreement (Note 1)		  – 		  (1,016,624,546	)
	 Stock options exercised		  – 		  73,333

		  	 86,374,336			  72,689,336

Common shares		
	 Balance, beginning 	 $	 139,731		 $	 86,226	
	 Shares issued as equity financing, net of costs (Note 9(c))		  39,901			  53,442
	 Reverse takeover transaction costs		  – 		  (356	)
	 Shares issued as compensation		  – 		  261	
	 Stock options exercised		  – 		  158	

			   179,632			  139,731	

Contributed surplus		
	 Balance, beginning 		  14,264			  1,979	
	 Stock-based compensation expense for the period (Note 10)		  3,495			  12,285	
	 Options assumed on reverse takeover (Note 1)		  – 		  48	
	 Transfer on the exercise of stock options 		  – 		  (48	)

			   17,759			  14,264	

Deficit		
	 Balance, beginning		  (37,525	)		  (1,939	)
	 Net loss		  (2,510	)		  (36,130	)
	 Reverse takeover transfer of legal parent share capital		  –			  544	

	 Balance, ending	 	 (40,035	)		  (37,525	)
	 Accumulated other comprehensive income		  5,437			  2,176	

		  	 (34,598	)		  (35,349	)

Total shareholders’ equity	 $	 162,793		 $	 118,646	
			 
The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows
For the years ended July 31, 2011 and 2010 (In thousands of Canadian dollars)

				    2011			  2010

Cash provided by (used in):		

Operating activities		
	 Net loss	 $	 (2,510	)	 $	 (36,130	)
		  Add (deduct) items not affecting cash:		
			   Depreciation and depletion		  837			  271
			   Shares issued as compensation, including stock options	 	 3,495			  12,546
			   Future income tax recovery	 	 (13,163	)		  (956	)
			   Gain on disposal of property, plant and equipment		  (6	)		  (122	)
			   Foreign exchange loss 		  21			  383
			   Gain on sale of available-for-sale securities (Note 5)		  (754)			  – 
			   Provisions and other write-offs		  132			  – 
			   Write-off of exploration assets and property, plant and equipment (Note 7)	 1,388			  13,257

			   	 (10,560	)		  (10,751	)

		  Net change in non-cash working capital (Note 15(a))		  1			  196

				    (10,559	)		  (10,555	)

Investing activities		
	 Acquisition of property, plant and equipment	 	 (14,232	)		  (6,695	)
	 Exploration, evaluation and mine development expenditures		  (6,287	)		  (14,173	)
	 Proceeds of disposition of property, plant and equipment		  35			  281
	 Investments (Note 5)	 	 (263	)		  – 
	 Proceeds on sale of available-for-sale securities (Note 5)		  1,175			  – 

			   	 (19,572	)		  (20,587	)

Financing activities		
	 Issuance of common shares, net of transaction costs (Note 9(c))	 	 39,901			  53,442
	 Cash acquired from reverse takeover transaction (Note 1)		  –  		  346
	 Cash received on stock options exercised		  – 		  110

			   	 39,901			  53,898

Foreign currency effect on cash		  (59	)		  (110	)

Increase in cash	 	 9,711			  22,646

Cash, beginning	 	 63,349			  40,703

Cash, ending	 $	 73,060		 $	 63,349
		
Supplementary cash flow information (Note 15(a),(b))

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements
For the years ended July 31, 2011 and 2010 (In thousands of Canadian Dollars unless otherwise noted)

1.	 BASIS OF CONSOLIDATION AND PRESENTATION

	 The accompanying consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles (“Canadian GAAP”) and include the assets, liabilities and operations of MBAC Fertilizer 
Corp. (“MBAC” or the “Company”) and its wholly-owned subsidiaries. Intercompany balances and transactions have 
been eliminated.

	
	 MBAC is a Toronto based company engaged in the mining, production and exploration of phosphate and potash 

fertilizer in Brazil. In October 2008, MBAC indirectly acquired 100% interest in Itafós Mineração Ltda. (“Itafós”), which 
wholly owns all interests in the Itafós phosphate mine and related infrastructure in Brazil.

	 The Company’s sales are subject to quarterly variances due to the seasonality of the Company’s production cycle and 
customers’ purchasing cycles impacted by the seasonal nature of the fertilizer business in Brazil. The first and last 
quarter of each fiscal year for the Company historically generate substantially more sales than during the second and 
third quarters of the fiscal year.

	 On December 24, 2009, the Company completed the acquisition of all of the outstanding common shares of MBAC 
Opportunities and Financing Inc. (“FinCO”) in exchange for common shares of the Company. Pursuant to the terms 
of an amalgamation agreement (the “Amalgamation Agreement”) dated November 26, 2009, the Company issued 
1,057,633,188 common shares to acquire the 16,922,131 outstanding common shares of FinCO (“FinCO Shares”). 
The transaction constituted a reverse takeover transaction (“RTO”) of Sandwell Mining Ltd. (“Sandwell”) by FinCO for 
accounting purposes with FinCO as the acquirer. These consolidated financial statements reflect the continuation of 
the financial statements of FinCO, while the capital structure is that of the Company. Upon completion of the RTO, 
Sandwell changed its name to MBAC Fertilizer Corp., consolidated its issued and outstanding shares on the basis of 
one (1) post-consolidation share for every 15 pre-consolidation shares held and continued out of the province of British 
Columbia pursuant to the Canada Business Corporation Act.

2.	 SIGNIFICANT ACCOUNTING POLICIES

	 Cash and cash equivalents
	 Cash and cash equivalents consist of cash on deposit with banks and highly liquid short-term investments with terms 

of less than 90 days.

	 Measurement uncertainty
	 Management has made estimates and assumptions that affect the carrying value of assets and liabilities, the 

disclosure of contingent assets and liabilities at each financial statement date, and the reported amounts of revenues 
and expenses in the preparation of the consolidated financial statements. Such estimates primarily relate to the fair 
value of assets acquired and liabilities assumed in business combinations, accounting for income taxes, unsettled 
transactions and events as of the date of the consolidated financial statements. Accordingly, actual results may differ 
from estimated amounts.

	 The recovery of both the costs of acquiring mineral properties and the related exploration and development expenditures 
which depend on the existence of economically recoverable reserves and resources, the ability of the Company to 
obtain the financing necessary to complete exploration and development activities, and the future profitable production 
of phosphate and related products are all subject to significant risks and uncertainties.

	 Depletion and depreciation and amounts used for impairment calculations are based on estimates of phosphate 
reserves and resources and commodity prices, production expenses and capital costs required to develop and produce 
those reserves and resources. By their nature, estimates of reserves and resources and the related future cash flows 
are subject to measurement uncertainty, and the impact of differences between actual and estimated amounts on the 
consolidated financial statements of future periods could be material.
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	 Mineral properties and related depletion and depreciation
	 The costs of acquiring land and mineral rights are capitalized based on the estimated fair value of reserves and 

resources at the date of acquisition. When production begins, capitalized acquisition costs are amortized using the 
unit-of-production method. On acquisition of mineral properties, an estimate of the fair value of the exploration potential 
of the property is recorded, which is not subject to amortization. At the time mineralized material is converted into 
reserves, the associated cost is reclassified to an asset subject to amortization. 

	 Costs incurred in exploring for and developing reserves and resources are capitalized. Such expenditures include 
geological and geophysical expenses, costs of drilling and general and administrative costs directly related to 
exploration and development activities. For those properties that are still in the development stage, related costs are 
capitalized until either commercial production commences or it is determined that the invested amounts will not be 
recovered. Capitalized costs are not amortized until transferred to mineral properties.

	 The Company reviews the carrying amount of mineral property assets on an ongoing basis. This review is generally 
made by reference to the timing of exploration and/or development work, work programs proposed and the exploration 
results achieved. If there is an indication that impairment may have occurred, an impairment test is performed whereby 
the net capitalized costs of a particular operation or project is compared to the sum of the undiscounted cash flows 
expected to result from the particular operation or project. If the undiscounted cash flows are less than the carrying 
amount, an impairment loss, based on the excess carrying amount above the net present value of future cash flows is 
recorded in the consolidated statements of operations.

	 Buildings, plant and equipment are recorded at cost, which includes all expenditures incurred to prepare the asset 
for its intended use. Costs are also capitalized to the extent they improve productive capacity or extend the useful 
economic life of an asset. The cost, less any residual value, is amortized over its estimated useful economic life using 
the straight-line method. The lives of these assets range from 2 years to 25 years.

	 Foreign currency translation
	 The Brazilian subsidiaries of the Company are considered self-sustaining operations and exist in a business 

environment where the Brazilian Real is their functional currency. The financial statements of self-sustaining operations 
are translated into Canadian dollars from their functional currency using the current rate method. Under this method, 
assets and liabilities are translated into Canadian dollars using the exchange rate in effect at the consolidated balance 
sheet date. Revenues and expenses are translated into Canadian dollars at the average exchange rate for the period. 
All resulting exchange gains and losses are recorded in shareholders’ equity in the accumulated other comprehensive 
income (loss) account (“AOCI”).

	 Inventory valuation
	 The phosphate inventory is valued at the lower of cost and net realizable value. Phosphate is extracted from open pits 

and accumulated in stockpiles. Costs are allocated to the stockpiles based on current mining costs incurred up to 
the point of stockpiling the phosphate. Overhead costs are allocated based on normal levels of production. In periods 
where we produce at less than a normal capacity due to the seasonality of the operations, unallocated overheads are 
recognized as an expense in cost of sales in the period in which they are incurred. As phosphate is processed and 
sold, costs are removed on a weighted average basis. Inventory stockpiles are reduced by provisions required to reduce 
inventory to net realizable value. Reversal of previous write-downs is made when there is a subsequent increase in the 
value of inventories. Mine operating supplies are recorded at the lower of purchase cost and market value.

	 Asset retirement obligation
	 The Company recognizes the fair value of an asset retirement obligation (“ARO”) in the period in which it is incurred 

when a reasonable estimate of fair value can be made. The fair value of the estimated ARO is recorded as a long-term 
liability, with a corresponding increase in the carrying amount of the related asset. The capitalized amount is amortized 
to expense through depletion over the life of the asset. The liability amount is increased each reporting period due to the 
passage of time and the amount of this accretion is charged to earnings in the period. Revisions, if any, to the estimated 
timing of cash flows or to the original estimated undiscounted cost, if any, also result in an increase or decrease to the 
ARO and the related asset. Actual costs incurred upon settlement of the ARO are charged against the ARO to the extent 
of the liability recorded. Any difference between the actual costs incurred upon settlement of the ARO and the recorded 
liability is recognized as a gain or loss in the Company’s earnings in the period in which the settlement occurs. 

	 Financial instruments
	 All financial instruments have been classified into one of the following five categories: held-for-trading assets or 

liabilities, held-to-maturity investments, loans and receivables, available-for-sale financial assets or other financial 
liabilities. Held-for-trading financial instruments are measured at fair value and all gains and losses are included in 
net income in the period in which they arise. Available-for-sale financial instruments are measured at fair value with 
revaluation gains and losses included in AOCI until the instruments are derecognized or impaired. Available-for-sale 
securities are reviewed periodically for possible other than temporary impairment and more frequently when economic 
or market concerns warrant such evaluation. Loans and receivables, investments held-to-maturity and other financial 
liabilities are measured at cost.
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	 The Company’s financial instruments consist of cash, accounts receivable, investment in securities and accounts 
payable and accrued liabilities. The Company has elected the following classifications:

		  Short and Long-term Accounts receivable	 Loans and receivables
		  Investments in securities	 Available-for-sale
		  Accounts payable and accrued liabilities	 Other financial liabilities

	 Revenue recognition
	 Revenue from the sale of phosphate is recognized when the product is shipped to the customer and title has transferred, 

the price can be estimated or determined, and collection is reasonably assured. Revenue is recorded net of Brazilian 
sales taxes which amounted to $331 (2010 - $136).

	 Comprehensive income
	 Comprehensive income is the change in the Company’s net assets that results from transactions, events and 

circumstances from sources other than the Company’s shareholders and includes items that would not normally 
be included in net earnings such as unrealized gains or losses on available-for-sale investments and cumulative 
translation adjustments arising from the consolidation of self-sustaining operations denominated in foreign currencies.

	 Loss per share
	 Basic loss per share is calculated using the weighted average number of shares outstanding. Diluted loss per share 

is calculated using the treasury stock method. In order to determine diluted loss per share, the treasury stock method 
assumes that any proceeds from the exercise of dilutive stock options and warrants and the unrecognized portion of 
the related fair value would be applied to repurchase common shares at the average market price during the period, 
with the incremental number of shares being included in the denominator of the diluted loss per share calculation. 
The diluted loss per share calculation excludes any potential conversion of options and warrants that would increase 
earnings per share or decrease loss per share.

	 Share issue costs
	 Costs incurred in connection with the issuance of capital stock are netted against the proceeds received.

	 Income taxes
	 The Company follows the liability method of accounting for income taxes. Under this method current income taxes 

are recorded at the estimated income tax rates payable for the current period. Future tax assets and liabilities are 
recognized for temporary differences between the financial statement carrying amounts of assets and liabilities and 
their respective tax bases. Future tax liabilities and assets are measured using substantively enacted statutory tax 
rates in effect when the timing differences are expected to reverse. The effect on future tax liabilities and assets of a 
change in tax rates is recognized in the period that the change occurs. A valuation allowance is recorded against any 
future income tax assets if it is more likely than not that the asset will not be realized.

	 Stock-based compensation
	 The Company accounts for stock-based compensation that settle through the issuance of equity using a fair value 

based method, whereby the fair value of the stock-based award is determined at the date of grant using a market-based 
option valuation model. The fair value of the award is recorded as compensation expense and is accrued on a graded 
vesting basis with a corresponding increase to contributed surplus. No adjustment for subsequent changes in the price 
of the Company’s shares will be recorded. On exercise of the award, the proceeds together with the amount recorded 
in contributed surplus are recorded as share capital.

	 Operating segments
	 The Company operates in a single operating segment, consisting of mining activities in the Brazilian phosphate market. 

All of the Company’s assets and revenues are attributable to this single segment.

	 Economic dependence
	 The Company earns significant sales revenue from two (2) customers in Brazil. During the year $2,363 (36%) and 

$1,772 (27%) of revenue was earned from each of these two (2) customers (2010 - $1,106 (46%) and $1,036 (44%)) 
respectively.
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3.	 CHANGES IN SIGNIFICANT ACCOUNTING POLICIES

	 Canadian public companies will be required to prepare their financial statements in accordance with International 
Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards Board (“IASB”), for 
financial years beginning on or after January 1, 2011 (“Changeover Date”). Effective August 1, 2011, the Company 
adopted IFRS as the basis for preparing its consolidated financial statements. The Company will issue its financial 
results for the quarter ending October 31, 2011 prepared on an IFRS basis and provide comparative data on an IFRS 
basis as required.

4.	 INVENTORIES

										       	 2011			  2010

Raw materials									      	 $	 248		 $	 12
Processed phosphate held in finished goods stockpiles						    	 911			  1,359
Spare parts and supplies											        175			  79

									      	 $	 1,334		 $	 1,450

5.	 INVESTMENTS

			 
			 
	 2011	 2010
 

			   						    Cumulative 	 							     Cumulative
							     	 	 amount in									      amount in
									       other 								      other
Available-for-sale							     comprehensive 							     comprehensive
	 investments		  Cost			  Fair value			  income		 	 Cost			  Fair value			  income

Redstone Resources Ltd.						   
	 Common shares	 $	 – 		  – 	 $	 – 	 $	 144			  485		 $	 341
	 Warrants		  – 		  – 		  – 		  14			  79			  65

		  $	 – 		  – 	 $	 – 	 $	 158			  564		 $	 406
							     

	 During the year, the Company sold its entire investment in Redstone Resources Ltd. for proceeds of $1,175 and a 
realized gain of $754 (July 31, 2010 - $NIL) recorded as Other Income. 

	 The financial instruments presented above were classified as Level 1 instruments as their fair value was obtained from 
unadjusted quoted prices from an active market.
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6.	 PROPERTY, PLANT AND EQUIPMENT

									       2011									      2010

		  		 Accumulated		 Net book				  Accumulated		 Net book
		  Cost		 amortization		 value		 Cost		 amortization		 value

Property, plant and equipment	 $	 7,680			  (1,087	)	 $	 6,593		 $	 4,506			  (444	)	 $	 4,062
Cost of non depreciable items:						   
	 Land		  4,045			  – 		  4,045			  3,367			  – 		  3,367
	 Assets under construction		  16,584			  – 		  16,584			  2,469			  – 		  2,469

	 	 $	 28,309			  (1,087	)	 $	 27,222		 $	 10,342			  (444	)	 $	 9,898

7.	 MINERAL PROPERTIES AND EXPLORATION ASSETS

								      	 2011									      2010

		  		 Accumulated		 Net book				  Accumulated		 Net book
		  Cost		 depletion		 value		 Cost		 depletion		 value

Depletable producing property						   
	 Itafós Arraias SSP project	 $	 64,484			  (290	)	 $	 64,194		 $	 59,716			  (88	)	 $	 59,628
Exploration properties						   
	 Coastal potash project	 	 137			  – 		  137			  710			  – 		  710
	 Santana phosphate project	 	 3,218			  – 		  3,218			  88			  – 		  88
	 Carmo phosphate project	 	 833			  – 		  833			  59			  – 		  59
	 Regional phosphate project		  213			  – 		  213			  171			  – 		  171
	 Other projects	 	 194			  – 		  194			  48			  – 		  48

	 	 $	 69,078			  (290	)	 $	 68,789		 $	 60,792			  (88	)	 $	 60,704
						    
	 During the year, the Company decided to relinquish some of its exploration properties in connection with its Coastal 

potash project, Regional phosphate project, Carmo phosphate project, and Other projects and wrote off a total of 
$1,249 of deferred costs. 

	 During the prior year, the Company determined that it was unlikely to exercise the Pyrite supply agreement option and 
accordingly recorded $11,910 as impairment. Furthermore, during the prior year, the Company wrote off $1,347 in 
deferred costs with regards to abandonment of further exploration efforts with the Apuí and Anebá projects, as well as 
relinquishment of approximately one (1) million hectares of its coastal potash project exploration permits. 

8.	 INCOME TAXES 

	 The following table reconciles the statutory tax rate with the effective income tax rate:

									       2011						     2010

Combined Canadian federal and  
	 provincial statutory tax rate		  		 $	 (4,474	)		  29.1%	 		 $	 (11,791	)	 31.8%
Changes in future tax rates				   	 247			  (1.6)				   2,015		 (5.4)
Difference in foreign tax rates				   	 (1,879	)		  12.2	 			  (152	)	 0.4
Permanent differences				   	 1,664			  (10.8)				   4,766		 (12.9)
Future tax assets not previously recognized	 			  (8,913	)		  57.9	 			  –  		  –
Expired losses				   	 989			  (6.4)				   –			 –
Change in valuation allowance				   	 (508	)		  3.3	 			  4,260		 (11.5)

Effective tax rate		  		 $	 (12,874	)		  83.7%	 		 $	 (902	)	 2.4%
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	 Income tax recovery is represented by:
	

								      	 2011									      2010

	 	 Current 	 Future income		 		 Current		 Future		
		  income		 tax expense 	 		 income		 income
	 	 tax expense		 (recovery	)	 Total		 tax expense		 tax recovery		 Total

Canada	 $	 –			  63		 $	 63		 $	 –			  (61	)	 $	 (61	)
Foreign	 	 289			  (13,226	)		  (12,937	)		  54			  (895	)		  (841	)

		  $	 289			  (13,163	)	 $	 (12,874	)	 $	 54			  (956	)	 $	 (902	)
						    

	 Significant components of future income tax liabilities and assets are as follows:

												         2011			  2010

Future income tax liabilities		
	 Fair value increments on acquisition of Itafós Mineração Ltda.					   	 $	 16,579		 $	 16,285
	 Other											        22			  44

											        	 16,601			  16,329

Future income tax assets		
Share issue costs										       	 1,639			  1,442
	 Non-capital losses carry-forward									      	 7,210			  4,122
	 Write-off of pyrite supply agreement									      	 1,489			  1,489
	 Investments											        10,125			  –
	 Other											        51			  85

											        	 20,514			  7,138

Valuation allowance										       	 (6,279	)	 	 (6,063	)

											        	 14,235			  1,075

Net future income tax liability								      		 $	 2,366		 $	 15,254
		

	 As at July 31, 2011, the Company has Canadian non-capital losses that expire as follows:

2026 to 2028													         $	 171
2029														          3,310
2030														          2,979
2031														          6,087

														          $	 12,547

	 No tax benefit has been recognized on the financial statements for the Canadian and Dutch tax losses in the 
amount of $12,547 and $118 respectively. As at July 31, 2011, the Company has Brazilian non-capital losses 
of $11,892 that may be carried forward indefinitely to offset up to 30% of taxable income in any given period. 
The amount of $4,043 related to these Brazilian tax losses has been recognized in the financial statements. 

	 During 2011, the Company completed an internal reorganization that resulted in a future tax benefit of $8,913 in Brazil. 

	 The interpretation of tax regulations and legislation and their application to MBAC’s business is complex and subject 
to change. Accordingly, the Company’s ability to realize future income tax assets, could significantly affect net income 
or cash flow in future periods.
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9.	 SHARE CAPITAL

(a)	 Authorized capital

	 The Company is authorized to issue unlimited number of common shares without par value and an unlimited 
number of preferred shares issuable in series.

(b)	 Weighted average number of common shares and dilutive common share equivalents

											        2011		 	 2010

Weighted average number of common shares							    	 	 78,575,761			  63,425,174

Weighted average number of dilutive share purchase options							     –			  –

Diluted weighted average number of common shares						    	 78,575,761			  63,425,174
		
	 The dilutive effect of share purchase options has not been included in the calculation of the weighted average 

number of common shares of the prior and current fiscal years as their impact would be anti dilutive.

(c)	 Bought deal equity financing

	 On February 24, 2011, the Company completed a bought deal equity financing and issued 13,685,000 common 
shares of the Company for aggregate gross proceeds of $42,424 less transaction costs of approximately $2,523. 

	 During the prior year, the Company completed a private placement of 4,538,500 subscription receipts at a price of 
Cdn$12.50 per subscription receipt for proceeds, net of transaction costs, of $53,442.

10.	STOCK-BASED COMPENSATION

	 The Company has established a stock option plan (the “Stock Option Plan”) designed to provide a long-term incentive 
to employees, officers, directors and consultants of the Company. The maximum number of options that may be issued 
under the Stock Option Plan cannot exceed the number that is equal to 10% of the issued and outstanding common 
shares at the date of grant. The vesting period of the awards under the plan are determined by the Board of Directors. 
Also, share purchase options granted under the Stock Option Plan cannot have an exercise price that is less than the 
trading price of the common shares on the day immediately preceding the grant date, and are exercisable for a period 
to be determined by the Board but not to exceed ten years.

	 During the year ended July 31, 2011, the Company issued 890,758 share purchase options. The fair value of these 
options has been determined to be $821. During the year, the Company recognized a total of $3,495 (2010 - $12,285) 
in compensation expense and a corresponding increase in contributed surplus. During the year, no share purchase 
options were exercised under the Stock Option Plan. Under the Company’s Stock Option Plan, 400,000 stock options 
to purchase common shares were available for issuance as at July 31, 2011.

	 The following is a summary of the issued share purchase options to acquire common shares as at the year end and 
the changes thereof during the year:

									       2011						    2010

					    		 Weighted				  Weighted
					    		 average				  average
				   	 Number of		 exercise price		 Number of		 exercise price	
				   	 options		 (Cdn$)		 options		 (Cdn$)

Outstanding, beginning 				   	 7,123,550		 $	 2.69			  – 	 $	 –
Assumed on reverse takeover				   	 – 		  –			  73,333			  1.50	
Granted				   	 890,758			  2.46			  7,123,550			  2.69	
Exercised				   	 – 		  –			  (73,333	)		  1.50	

Outstanding, ending 				   	 8,014,308		 $	 2.67			  7,123,550		 $	 2.69	

Exercisable, ending 				   	 6,887,417		 $	 2.57			  3,489,085		 $	 2.57	
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	 Stock options outstanding and exercisable as at July 31, 2011 are as follows:

													         Weighted average
Range								      Outstanding		 Remaining vested			  exercise price
(Cdn$)								      and exercisable		 contractual life			  (Cdn$)

$2.00 - $2.49								      4,947,054			  3.17		 $	 2.40
$2.50 - $3.00								      1,940,363			  3.33		 $	 3.00

			 

	 The share purchase options issued during the year ended July 31, 2011 were recorded using the fair value based 
method of accounting whereby the fair value of the share purchase options were estimated at the time of grant using 
the Black-Scholes option pricing model with the following assumptions:

	
		  Dividend yield	 – %
		  Annualized expected price volatility	 44.61%
		  Risk free interest rate	 2.21%
		  Expected life	 3.8 years

11.	COMMITMENTS

	 In addition to commitments otherwise reported in these consolidated financial statements the Company is contractually 
committed to the following:

2012													         $	 30,394
2013														          2,723
2014														          165
2015														          81
2016 and thereafter														          11

														          $	 33,374

12.	CONTINGENCIES

	 The Company does not have any material liabilities not recorded in these financial statements that will arise from 
contingent liabilities.

13.	CAPITAL MANAGEMENT

	 The Company manages its capital to ensure that the Company and its subsidiaries will be able to continue as a going 
concern while attempting to maximize the return to shareholders through the optimization of equity and debt financing. 
The Board of Directors does not establish quantitative return on capital criteria for management, but rather relies on 
the expertise of the Company’s management to sustain future development of the Company. The capital structure 
consists of raised capital net of transaction costs of $179,632 through the issuance of common shares. MBAC 
monitors its capital through its net cash position. The Company maintains this structure by managing working capital 
and capital spending programs and reviews its capital management approach on an ongoing basis.

14.	FINANCIAL INSTRUMENTS

	 The Company’s risk exposures and the impact on the Company’s financial instruments are summarized below:

	 Credit risk

	 Credit risk is the risk of loss associated with a counterparty’s inability to fulfill its payment obligations. The Company’s 
credit risk is primarily attributable to accounts receivable. At July 31, 2011, the Company had a provision for credit 
losses of $36 which represents 1% of total accounts receivable (July 31, 2010 - $37). Cash consists of funds that 
have been invested with reputable financial institutions and management believes the risk of loss to be remote.
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	 Liquidity risk
	

	 The Company’s approach to managing liquidity risk is to ensure that it will have sufficient funds to meet liabilities as 
they come due and to execute on its business plan. As at July 31, 2011, the Company had a cash balance of $73,060 
(July 31, 2010 - $63,349).

	 Interest rate risk
	

	 The Company holds significant cash balances following the equity issues that have occurred during the year. Changes in 
interest rates will result in a change in the amount of interest earned on the Company’s cash. Given the current levels 
of cash and the anticipated period of holding this cash while the Company executes its business plan, management 
believes that the risk of material changes to interest rate in the short to medium term is remote and therefore does 
not hedge its interest rate risk. As at July 31, 2011, the Company has no outstanding debt. 

	 Foreign currency risk
	

	 The Company’s reporting and functional currency is the Canadian dollar. The functional currency of the Brazilian 
operations is the Brazilian Real (“R$”). Management does not hedge its foreign exchange risk. The R$ exchange rate 
strengthened by 5.0% (2010 - 1.1%) against the Canadian dollar over the course of the year, resulting in a cumulative 
translation gain of $3,604 on translation of the Brazilian entities (July 31, 2010 - $565).

	 Commodity price risk
	

	 The Company is exposed to commodity price risk with respect to phosphate. The price of phosphate is dependent on 
general economic conditions such as local market supply and demand considerations. Future price declines could 
cause reported accounting losses and future exploration and development to be uneconomical. The Company does 
not manage any exposure to commodity price risk. As of July 31, 2011, management estimates that if the price of 
phosphate had changed by 10% with all other variables being constant, revenue would have changed by $656 (2010 - 
$234).

15.	SUPPLEMENTARY CASH FLOW INFORMATION

(a)	 Net change in non cash working capital items

											        2011			  2010

Accounts receivable									      	 $	 (2,500	)	 $	 (652	)
Inventories											        206			  (62	)
Other current assets											        (15	)		  (364	)
Accounts payable and accrued liabilities									      	 2,310			  1,274

								      		 $	 1		 $	 196
		

(b)	 Interest and income taxes paid

											        2011			  2010

Interest paid during the period									      $	 52		 $	 43
Income taxes paid during the period									      $	 –		 $	 75
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16.	SUBSEQUENT EVENTS

	 Subsequent to year end:

(a)	 the Company issued 10,829,900 common shares to the IFC (a member of the World Bank Group) for aggregate 
proceeds of approximately $33,573; 

(b)	 the Company executed a loan agreement and other transaction documents in connection with a R$193.5 million 
project financing facility with Itaú BBA S.A., with on-lending from the Banco Nacional de Desenvolvimento Econômico 
e Social (“BNDES”); and   

(c)	 the IFC received Board approval to provide the Company a US$40 million project financing facility in connection with 
the Itafós Arraias SSP Project, subject to customary conditions.

17.	COMPARATIVE FIGURES

	 Certain of the prior year’s figures have been reclassified to conform to the current year’s presentation. 
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