
 

 

 

 

 

 

 

 

 

MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 

AND RESULTS OF OPERATIONS 

For the Three and Nine Months ended September 30, 2008 

As at November 11, 2008 

This Management’s Discussion and Analysis (“MD&A”) provides a discussion and analysis of the 

financial condition and results of operations to a reader to assess material changes in the financial 

condition and results of operations as at and for the period ended September 30, 2008. The MD&A is 

intended to supplement the audited consolidated financial statements and notes thereto (“Statements”) 

of Aquiline Resources Inc (“Aquiline” or the “Corporation”) as at and for the years ended December 31, 

2007 and 2006 and the unaudited consolidated financial statements as at September 30, 2008. You are 

encouraged to review the Statements in conjunction with this document. 

All amounts included in the MD&A are in Canadian dollars, unless otherwise specified. This report is 

dated November 11, 2008, and the Corporation’s filings, including its most recent Annual Information 

Form, can be reviewed on the SEDAR website. www.Sedar.com 

 

Overview  

Aquiline Resources Inc. is a silver and gold exploration and development Corporation traded 

on the TSX under the symbol “AQI”.  Aquiline is focused on discovery and acquisition of 

advanced deposits in the Americas that can be mined profitably.  The Corporation’s two main 

assets are in Argentina, with assets in Peru added through the acquisition of Absolut 

Resources Inc. (“Absolut”) which closed in April 2008.  The Navidad Silver Project in Chubut 

Province, Argentina, is one of the largest undeveloped silver deposits in the world, containing 

127.7 million tonnes (Measured and Indicated) grading 110 g/t Ag and 49.0 million tonnes 

(Inferred) grading 97 g/t Ag, or 453 million contained silver ounces (M+I) plus 153 million 

ounces (I).  The Calcatreu Gold Project (“Calcatreu”) was purchased from Newmont Mining 

Corporation (“Newmont”) in 2003, the year of the Corporation’s entry into Argentina.  In 



  
 

 

 

Aquiline Resources Inc.                     Management Discussion and Analysis                                 Page 2 of 24 

                   Three and Nine Months ended September 30, 2008  

   

    

April 2008, the Corporation announced an updated NI 43-101 compliant resource calculation 

(Micon International Limited) in excess of 1,000,000 gold-equivalent ounces, comprised of 

780,220 gold-equivalent ounces (Measured and Indicated) and 255,140 gold-equivalent ounces 

(Inferred).   

 

On October 2, 2007, Aquiline announced its offer to purchase 100% of Absolut in a three-way 

amalgamation described in the joint press release of the same date and in the subsequently 

filed Management Information Circular of Absolut.   The consideration for the acquisition, 

payable in stock, was set at a ratio of 9:1, or one Aquiline share to be issued for each nine 

Absolut shares issued and outstanding, with Absolut options and warrants to be exchanged on 

the same basis.  The transaction closed April 1, 2008, and was consolidated on Aquiline’s 

balance sheet for the first time in the second quarter of 2008.  Absolut’s main gold asset, Pico 

Machay in Peru, is typical of a high sulphidation gold system with an inferred resource of 

580,000 ounces of gold (24.8 million tonnes grading 0.73 g/t Au, Caracle Creek International 

Consulting Inc., 2006).  Absolut’s wholly owned subsidiary, Minera Calipuy SAC has an 

agreement with Monterrico Metals PLC to earn up to a 75% interest in the Pico Machay gold 

project. Aquiline’s intent is to structure the Pico Machay asset and Calcatreu as a gold division.   
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Results of Operations - Exploration and Development 

The following is a summary of Exploration activities and deferred Exploration expenses:  

 

  

Balance 

 

 

Incurred in Quarter Ending 

 

Balance 

 

 
Resource Assets 

 

September 30 

2007  

December 31 

2007 

March 31 

2008 

June 30 

2008 

September  30 

2008 

September  30 

2008 

Navidad Silver 

Project 

 – Argentina 

   

$ 44,485,826 

 

$ 7,175,087 

 

$8,432,994 

 

$60,093,907 

Calcatreu Gold 

Project 

– Argentina 

 

$30,615,298 

 

 $ 3,453,596 

     

 626,263 

 

399,778 

 

322,198 

 

35,417,133 

Pico Machay           

-  Peru 

    

42,345,782 

 

975,801 

 

 

43,321,583 

 

Chaparra - Peru    4,430,245 86,130 4,516,375 

Platinum and 

Palladium 

 – Canada 

 

1,470,540 

 

(739,972) 

  

2,681 

  

733,249 

 

Regalo Gold 

property  

- Argentina 

   

98,420 

 

169,615 

  

268,035 

La Jojoba Gold 

Properties 

 - Mexico 

 

50,000 

     

50,000 

Total $32,135,838   $ 2,713,624    $ 45,210,509 $ 54,523,188 $9,817,723 $144,400,282 

 

 

Navidad Silver Project, Chubut, Argentina 

 

After a legal process that commenced in March 2004 with Aquiline’s filing of a 

Statement of Claim and ended with a positive Supreme Court decision announced 

December 20, 2007, Aquiline was formally  awarded ownership of the Navidad Silver 
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Project (“Navidad”) and its surrounding claims located to the south east of Calcatreu in 

the Chubut Province of Argentina. Aquiline began managing operations at Navidad in 

November 2006 pursuant to an interim project development agreement (“IPDA”) with 

IMA Exploration Inc. (“IMA”), pending an appeal court hearing in British Columbia 

challenging the Company’s legal victory in July 2006 which awarded ownership of 

Navidad to Aquiline. Drilling on Navidad was conducted over the course of more than 

four years, with Aquiline drilling commencing November 27, 2006.  Total drilling at 

Navidad now stands at 172,513 metres in 865 drill holes to the end of September 2008, 

of which 65% of the metres have been drilled by Aquiline. 

Exploration expenditures at Navidad of approximately $8.4 million in the third quarter 

of 2008 are up 17.5% from expenditure levels of ($7.2 million) in the second quarter of 

2008, and are  comprised primarily of indirect and direct drilling costs, as four rigs were 

operating on the property.  In addition, scoping study costs and pre-feasibility activity 

including geotechnical work performed with Golder Associates Argentina S.A. and new 

water bore drilling was conducted during the quarter. Expenditures during the third 

quarter of 2008 were more than four times the comparative level of approximately $1.87 

million in the third quarter of 2007, but the main factor in the increase is the cost 

associated with four rigs turning vs. one rig until August 2007, at which time a second 

rig was commissioned.  Effective October 2008, drilling costs were reduced significantly 

as the Company made the decision to cut back to one rig in light of the current financial 

climate, and in order to give management time to review and analyze the large amount 

of drilling and engineering data that has been generated in the last two quarters. . Also 

in the third quarter of 2008, land purchases worth US$300,000 were completed, bringing 

the total land purchases to $US1.84 million with further payments of $1.13 million to be 

incurred in 2009.  The total land purchase expenditure is approximately US$2.96 million 

and gives Aquiline ownership of all the key surface lands over the presently known 

economic mineralization of Navidad, as well as most of the rest of the surface area in the 

greater 10km by 10km core Navidad property block.  

The total land position held by the Corporation in Chubut province at the end of 2007 

was 192,900 hectares.  Effective in the first quarter of 2008, the Chubut land claims held 

under the Interim Project Development Agreement (“IPDA”) for Navidad were added to 

what we already had for Minera Aquiline, with the updated aggregate land position in 

Chubut being 401,700 hectares.  Exploration concessions (cateos) are administered by the 

province of Chubut, which imposes limitations on the number of exploration cateos 
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granted to an individual legal entity.  These limitations apply to cateos that have been 

granted (i.e. not to cateos that are in the application stage or to mining claims).  Granted 

cateos to an individual legal entity are limited to 200,000 hectares or 20 individual cateos.  

Aquiline is below this limit, at nine granted cateos covering 40,042 hectares between the 

holdings of its two subsidiary companies in Chubut. However, Aquiline has entered into 

a dialogue with the government concerning the disposition of cateos that are currently in 

progress so that Aquiline maintains compliance with the provincial regulation.   

 

 

Exploration and Development Report Q3 2008 

 

Total drilling at Navidad now stands at 172,513 metres in 865 drill holes to the end of 

September 2008.  Assay results have been announced by press release to drill hole NV08-

802, and a complete table of historical results is posted to the website at 

www.aquiline.com.  Chronological highlights of the last 18 months have been as follows:   

Apr 2007:  First drill results reported from Barite Hill, which represented Aquiline’s first 

successful drilling of a “blind target”, ie: mineralization was buried under cover at 

depths of up to 200 metres.  Drill hole NV07-403 returned 30.8 metres grading 547 g/t Ag 

and 0.77% Cu. 

August 2007:   Second drill rig turning on property for the first time in Navidad’s 

exploration history; drill results from 41 holes reported, with best results concentrated 

on the Loma de La Plata zone, a high grade silver zone  on the Argenta Trend.   

December 2007:   New Navidad Resource Estimate reported by Snowden Mining 

Consultants Inc.:  453 Measured and Indicated silver ounces (up 52%) and 3.0 billion 

pounds lead plus 153 million silver ounces (Inferred) and 546 million pounds lead.  

January 2008: First metallurgical tests reported on Loma de La Plata zone; one sample 

demonstrated recoveries of approximately 85% of the contained silver into a concentrate 

in rougher flotation testing.   

March 2008:  Results for 3 holes at Valle Esperanza are announced, indicating a new 

discovery zone.  The holes are consistent with NV07-628 reported by press release 

January 30, 2008, and include NV07-655 (Valle Esperanza) 18m @561 g/t Ag including 

2.2m @2,470 g/t Ag. 

http://www.aquiline.com/
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May 2008: Navidad drilling continues to expand resource; drill hole NV08-694 

intersected 18.5 metres @ 1,058 g/t silver while drill hole NV08-692 returned 21.0 metres 

@ 487 g/t silver at Valle Esperanza  

 

June 2008:  First metallurgical results for multiple Loma de La Plata samples released 

from G & T; results demonstrate a low mass, high grade silver concentrate containing 

approximately 50 kilograms silver per tonne at silver recoveries of 80-85% can be 

produced in a simple flotation process without any use of cyanide.  Also in June, 

Aquiline announced a Scoping Study on Loma de La Plata to be conducted by Snowden 

Mining Industry Consultants (“Snowden”) for publication in Q3 2008;  

 

August 2008: Metallurgical testwork by Xstrata Process Support (“XPS”) announced, 

confirming results demonstrated by G & T; Xstrata results demonstrated a high grade 

silver concentrate containing up to 39 kilograms of silver per tonne at 85% - 95% 

recoveries can be produced in a simple flotation process without the use of cyanide.  

Unlike the G & T data which included some locked cycle testing, the XPS testwork to 

date has been on rougher concentrates, with cleaner concentrate testing recommended in 

the next phase of testwork.    

 

September 2008:  Loma de La Plata infill drilling results released, along with new Valle 

Esperanza holes; fourteen Valle Esperanza holes were drilled within the known area of 

mineralization.  Best holes included hole NV08-768, with 30.25m @ 347 g/t Ag, including 

3.71m @ 1,604 g/t Ag and hole NV 08-802 which returned19.68 m @ 870 g/t including 3.56 

m @ 1,982 g/t Ag. 

 

October 2008:  Loma de La Plata Preliminary Economic Assessment (“Scoping Study”) 

released, providing the first independent analysis (Snowden) of the economics of 

developing Navidad.  The Scoping Study contemplates a mine throughput rate of 10,000 

tpd of ore, producing on average 15 million silver ounces per year, with peak production 

in the first year up to 23 million ounces.   

 

Loma de La Plata Scoping Study 

 

As announced by press release dated October 7, 2008, the NI 43-101 compliant Loma de 

La Plata (“Loma”) Scoping Study demonstrated positive economics based on three year 
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average commodity prices of $12.52/oz silver and $3.23/lb copper.  Production of a high 

grade, low mass silver concentrate is assumed, with the concentrate being treated at an 

external copper smelter.   The resource calculation performed by Snowden in November 

2007 did not report contained copper, as many samples were below minimum detection 

levels; however, Snowden performed an additional mineral inventory estimate in July 

2008, as smelter terms being proposed by copper smelters were more attractive for the 

silver refining returns than those being proposed by lead smelters. The Scoping Study 

evaluated a two stage open pit mine, approximately 200 metres deep and containing 24.0 

M tonnes mineralized material grading 178 g/t Ag, 0.05% Cu and 0.09% Pb, at a 46 g/t Ag 

equivalent cut-off grade.  Pre-production capital expenditures of US$272.6 million were 

estimated.   

 

Despite the sharp decline in silver prices since September 2008, the economics of 

developing silver-rich Loma remain robust, when compared to the profitability of silver 

deposits which rely on significant base metals credits.  Lead and zinc have declined in 

percentage terms more than precious metals, thereby seriously impacting the economic 

profitability of mixed base metal/ silver deposits.  The average price of silver in the 

month of October was US$10.34/ounce (LME  fixed price average), at which price the 

IRR of Loma would be roughly 8% , and remains positive at silver prices of 

US$9.20/ounce and higher.  The Study is also highly sensitive to silver recoveries, which 

is relevant because the assumed recovery is 80% whereas both XPS and G & T 

metallurgical tests achieved recoveries ranging between 80% - 85%, with some tests 

achieving recoveries in excess of 90%.   Returns are maximized during the first two years 

of mining, as the production rates are highest in the first two years at the lowest strip 

ratios (under 1:1).  Aquiline intends to pursue metallurgical testwork on neighboring 

zones with apparently complementary metallurgy, with the objective of updating the 

Scoping Study to encompass material from other zones that might be mined in Years 3 

onward to optimize the return.  More detail will be provided on this ongoing 

metallurgical work in the next two quarters. 

 

Exploration and Development Plan Q4 2008 and Going Forward 

 

Under a significantly reduced drilling budget, the Company nonetheless aims to 

complete up to 3,000 metres per month based on current productivity rates.  The rig time 

will be split between completion of the current close spaced drill program at Loma de La 

Plata and continuing exploration of areas that represent resource expansion, including 
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the recently discovered high grade zone, Valle Esperanza.  The drill program is expected 

to continue until December 18, 2008, which will be the cut-off date for a new resource 

estimate scheduled for delivery in the first quarter of 2009.  Aquiline also intends to 

pursue metallurgical testwork on zones outside Loma with apparently complementary 

metallurgy, with the objective of updating the Scoping Study to encompass material 

from other zones that might be mined in Years 3 onward to optimize the return.  More 

detail will be provided on this ongoing metallurgical work in the next two quarters.  

 

 

Environmental and Social Activity 

 

An extensive environmental baseline monitoring program is well underway at 

Navidad, with up to three years of monitoring data available.  In 2007, an additional 

meteorological station was installed to supplement the existing project site station 

installed in 2004. These stations will improve baseline data for estimation of annual 

groundwater in a specific catchment. This data is critical for calculating sustainable 

yields for process water extraction for a future mine. Air quality baseline monitoring to 

international standards commenced in February 2007, while an acid rock drainage 

study commenced in September 2007.  Baseline monitoring has continued  in 2008, with 

an emphasis on characterizing potential water resources in the project area, and an 

extensive aquifer testing program in order to complete the hydrological baseline in 

2008.  Drilling for water bores commenced in June 2008, and water samples have been 

sent for testing .   

 

Aquiline has developed a broad-based community development program in close 

consultation with the local communities and the provincial government of Chubut.  

This program includes training and courses for local people to improve the skill base for 

future mine and related development, and programs aimed at sustainable economic 

development of the local grazing and agricultural sectors, as well as investments to 

improve local infrastructure.  These programs have continued throughout Q3, and will 

be ongoing throughout 2008.    One of the initiatives from this program resulted in the 

partial funding of an airstrip which was constructed in Gastre, and which was 

completed in the first half of this year.   This airstrip will be owned and operated by the 

provincial government, but will be used by Aquiline as Navidad activity increases.  

 



  
 

 

 

Aquiline Resources Inc.                     Management Discussion and Analysis                                 Page 9 of 24 

                   Three and Nine Months ended September 30, 2008  

   

    

In the first quarter of 2008, Aquiline disclosed in Note 10 to the Interim Consolidated 

Financial Statements that the total undiscounted amount of the estimated cash flows 

required to settle the Corporation’s asset retirement obligation related to Navidad 

drilling to be USD $562,000 to be incurred over the years 2008 – 2010. Reclamation 

activity has started, including the recontouring of drill platforms and the planting of 

native seedlings; however, as the Company moves into the next phase of engineering 

following the delivery of the Scoping Study, additional accruals will need to be made 

for reclamation following mining activity.   

 

 

Calcatreu Gold Project, Rio Negro, Argentina  

Expenditures of $322,198 at Calcatreu during the third quarter of 2008, compared to 

quarterly expenditures of approximately $2.0 million and higher during most of 2007, 

reflect the Corporation’s decision in the fourth quarter of 2007 to suspend drilling after 

the completion of the campaign which finished in late October 2007, and comprised a 

total of 41,818 metres completed across the project in 423 holes.  The majority of these 

holes have been concentrated within the Vein 49 and the Nelson project areas, for ore 

resource definition purposes as well as to define potential water sources for planned 

operations. Drilling was also conducted to discover and define additional nearby 

mineralization and satellite mineralized deposits, such as the Castro Sur and Cancela 

deposits that are located within five kilometers from the proposed plant facilities at Vein 

49.  All data was submitted to Micon International Limited (“Micon”) for the calculation 

of a new resource estimate, which was announced in April 2008.  The Corporation’s 

objective was to reach a gold-equivalent number exceeding one million ounces (the 

resource contains gold and silver, on a ratio of roughly 10 ounces silver for one ounce 

gold).  This objective was met, as Micon reported the following resource: 
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CALCATREU RESOURCE ESTIMATE ɬ Indicated 

Extraction 

Method 

Tonnes Au g/t Ag g/t Contained 

Oz Au 

Contained 

Oz Ag 

AuEq 

g/t 

AuEq oz 

Open Pit 4,081,000 4.10 37.7 537,960 4,946,590 4.69 615,790 

Leach 2,959,000 0.46 7.3 43,760 694,490 0.57 54,410 

Underground 955,000 3.09 31.1 94,880 954,910 3.58 110,020 

 Total 7,995,000 2.63 25.7 676,040 6,606,160 3.04 780,220 

CALCATREU RESOURCE ESTIMATE ɬ Inferred 

Extraction 

Method 

Tonnes Au g/t Ag g/t Contained 

Oz Au 

Contained 

Oz Ag 

AuEq 

g/t 

AuEq oz 

Open Pit 2,244,000 2.56 19.0 184,700 1,370,800 2.86 206,310 

Leach 909,000 0.56 8.3 16,370 242,570 0.69 20,110 

Underground 260,000 3.04 25.0 25,410 208,980 3.44 28,720 

Total 3,413,000 2.06 16.6 226,050 1,821,550 2.33 255,140 

 

Expenditure levels on a year to date basis have declined each successive quarter, with 

the quarterly expenditures in the third quarter this year expected to continue, as 

environmental baseline data continues to be monitored and the Corporation maintains a 

smaller complement of technical staff for geology, environmental, hydrology and 

meteorology studies and local community programs. 

 

Environmental and Social Activity 

 

In 2007, Aquiline recorded $395,241 as an addition to the Asset Retirement Obligations 

liability, which had originally been $26,999. This addition reflects outstanding costs for 

future environmental reclamation work at Calcatreu, relating to the disturbance of the 

ground caused by exploration activity, particularly drilling. During 2007, reclamation 

and revegetation of areas disturbed by exploration activity were carried out on a 
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continuous basis, and it is estimated that roughly 10% of the total area disturbed was 

reclaimed by December 31, 2007. Reclamation work was carried out during the first 

nine months of 2008, resulting in a reduction of the Asset Retirement Obligation by 

$26,185.   

 

In addition to the reclamation activity, environmental activity in the first nine months of 

2008 comprised baseline monitoring of hydrology and meteorology, which will be 

maintained in 2008.  Aquiline also continues to maintain a small community 

engagement program with participation in local cultural events and consultation with 

local residents and land holders. 

 

Pico Machay Gold Project, Peru 

 

On April 1, 2008, Aquiline acquired 75% of the Pico Machay Gold Project in the 

acquisition of Absolut Resources Corp. (“Absolut”), as described in Note 2 to the 

Interim Consolidated Financial Statements ended June 30, 2008.   The assets acquired 

net of liabilities amounted to $33.3 million which by period end September 30, 2008 was 

increased to $43.3 million with spending in the second and third quarters on ongoing 

metallurgical tests, detailed engineering studies, and completion of an updated resource 

estimate to be published in the fourth quarter this year as the asset is prepared for 

construction and production.  These expenditures were incurred to complete 

metallurgical and engineering studies, and monthly expenditures are expected to 

decline over the next two quarters to levels of approximately $100,000 until the project 

is permitted.  The Pico Machay asset is a high sulphidation gold system, located in 

South Central Peru within the Calipuy volcanics.  The last independent resource 

estimate performed on the project was conducted by Caracle Creek International 

Consulting Inc. in 2006.   

Results of their findings are summarized in the table below. 

 

PICO MACHAY  RESOURCE ESTIMATE - Inferred 

Zone Tonnes Au (g/t) Au (oz) 

Oxide & Mixed 15,926,000 0.85 437,000 

Sulphide 8,900,000 0.51 146,000 
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Chaparra Project, Peru  

The acquisition of Absolut also resulted in Aquiline’s carrying a resource asset value of 

$4.5 million for the Chaparra Project, which is an earlier stage gold exploration project 

located along the coast of southern Peru 600 kilometres south of Lima in the Nazca- 

Ocoña gold belt.  Chaparra hosts eight prospective mesothermal gold-quartz veins with 

an aggregate strike length of 8.8 km.  Absolut entered into the purchase agreement 

because of the assumption that the project has potential for significant gold 

mineralization amenable to underground mining methods.  Absolut purchased the 

project by paying US$1.45 million over a four year period, with a 1% NSR to a privately 

held Peruvian company that is capped at US$1,000,000.  $645,000 has been paid to date, 

with another payment of US$800,000 due in the second quarter of 2009.   

 

River Valley Palladium-Platinum Projects, Ontario  

Aquiline’s River Valley Platinum-Group Element Projects, located 65 kilometres 

northeast of Sudbury, Ontario, represent an extensive land position within several 

townships that cover the prospective River Valley mafic-ultramafic intrusive.  The 

intrusion is host to several palladium-platinum deposits.  Due to the relative 

importance ascribed to the Navidad and Calcatreu projects, no exploration 

expenditures were made on two of the three Aquiline PGE projects in 2007 and no 

further exploration is planned, with the result that the Dana North and Anaconda 

properties were written down to zero at year end. 

Aquiline's projects consist of three separate claim groupings: the Dana North, 

Anaconda and Central River Valley mineral properties, which together comprise 194 

mining claim units covering 31 km2 (12 mile2).  The Dana North and Anaconda 

properties are held 100% by Aquiline, whereas the Central River Valley property is a 

joint-venture (1999) with Mustang Minerals Corp. where Aquiline has the option to 

earn a 70% interest by spending $500,000 in exploration work.  Aquiline met its 

expenditure commitment on the joint-venture in 2006 with minimal exploration 

spending in 2007 and is working toward registering its 70% interest. 

 

Expenditures of $2,681 were recorded in the first half of 2008, with no expenditures 

planned for the balance of this year.  The decision to undertake future drilling  will be 
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dependent upon availability of resources including personnel, as activity on Navidad is 

accorded first priority in allocation of the Corporation’s resources 

 

Regalo Gold Project, Argentina 

 

In March 2008, Aquiline and Consolidated Pacific Bay (“Pacific Bay”) signed a definitive 

agreement (“Agreement”) concerning the Regalo gold property (“Regalo”), also located 

in Chubut Province, Argentina.  The Regalo property is located approximately 70 

kilometres southwest of Navidad.  Pacific Bay had previously been earning an interest 

in Regalo from IMA Exploration Inc. that was assigned to Aquiline.  The new 

Agreement reverses the terms of the original agreement, with Aquiline becoming the 

operator and earning an interest from Pacific Bay.  The terms of the Agreement are 

described in Note 9 to the June 30, 2008 Interim Consolidated Financial Statements, and 

the expenditure of $98,420 in the first quarter this year represents the payment Aquiline 

made to Regalo of US$100,000 upon signing of the Agreement.  In April 2008, Aquiline 

also reimbursed Pacific Bay for the cost of an airborne survey over the property, which 

accounts for the additional expenditure of $169,615 in the second quarter this year.  The 

data from this survey is currently being interpreted.  No expenditures were incurred in 

the third quarter of 2008, consistent with the Company’s decision to implement strict 

budget controls. 

 

Results of Operations - Financial  

Total assets as at September 30, 2008 of $156,995,759 have increased from the December 

31, 2007 assets of $68,497,311 as the result of the acquisition on February 11, 2008 of 

Minera Argenta S.A. and Aquiline Holdings Inc. which hold the Navidad Silver Project 

and because of the acquisition on April 1, 2008 of Absolut Resources which holds both 

the Pico Machay and Chaparra projects. As at September 30, 2008 total assets include 

$2,950,210 of Cash and Short-term investments which is $3,684,188 lower than as at 

December 31, 2007. Resource assets have increased in the nine month period by 

$109,950,820 due to the acquisition of the Navidad Silver, Pico Machay and Chaparra 

projects, and exploration work done at the projects in the period. Other receivables and 

prepaids have increased by $886,321 mostly due to the inclusion of Absolut effective 

April 1, 2008 ($0.3 million), the inclusion in the first quarter of Minera Argenta which 

holds the Navidad project ($0.5 million which includes $0.4 million advanced in the 

second quarter as a down payment on a land purchase), $0.1 million of prepaid 
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expenses for the sponsorship payment to the Canadian Alpine Ski team which is 

amortized over a twelve month period, and other sundry receivable and prepaid 

amounts. Foreign tax recoverable has increased by $4,882,740 reflecting the inclusion of 

value added tax paid in Argentina for the Navidad project. Similarly, Property and 

Equipment has increased by $1,548,939 due to the consolidation of the Navidad Silver, 

Pico Machay and Chaparra projects.  

Payables and accruals increased by $4,079,777 mostly from the impact of including both 

Navidad ($3.7 million) and Absolut ($0.8 million) in the period. Long term debt was 

introduced to the balance sheet resulting from the consolidation of Absolut and the debt 

it carries in relation to its acquisition of the Chaparra project. Future Tax liabilities 

increased by $19,385,000 recognizing the tax cost of purchasing the shares of Absolut 

and the Navidad company instead of purchasing assets. 

 

 

The net loss for the three months ended September 30, 2008 was $1,219,990 compared to 

a loss of $669,904 for the same period in 2007. The results are summarized as follows: 

Expenses of $1,769,033 in the current quarter have increased from the expenses of 

$783,050 recorded in the comparative quarter last year:   

¶ The cost of stock option compensation in the current quarter is $1,006,709 higher 

reflecting the amortization over the vesting period of the cost of options issued in 

2008;  

¶ Salaries and consulting expenses have increased by $79,426 reflecting the 

addition of the Peruvian management; 

¶ Investor relations expenses have decreased by $29,874  mainly reflecting the 

payment in 2007 for an investor trip which took place in August 2007, and 

advance payment on the 2007 analyst trip.  This year’s analyst trip is scheduled 

for mid-November, with most costs being incurred and paid in the fourth 

quarter of 2008; 

¶ Office and Administration costs decreased by $130,760 as the 2007 expenses 

included a $126,895 adjustment for both 2007 and 2006 capital taxes;  
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¶ The current quarter includes an additional expense of $30,809 representing the 

accretion of the asset retirement obligation for both the Calcatreu and Navidad 

projects. Amortization costs increased in the period by $68,740 due to the 

depreciation recorded on the property and equipment of the newly acquired 

Navidad Silver Project and Peruvian operations; 

¶ Legal and audit expenses increased by $19,443 mostly due to extra audit costs for 

review of the quarterly statements. There were no IMA legal costs in the current 

quarter as compared to $11,234 in the comparative period as the court case was 

settled in the first quarter of 2008. 

 

Interest income decreased in the period by $90,279 due to lower interest bearing cash 

and short- term investment balances in the period. The interest revenue in the third 

quarter of 2007 reflected higher cash and short term investments because of the private 

placement financing in November 2006. 

The current quarter includes a $527,372 foreign exchange gain reflecting the exchange 

rate movement of the Argentinean and Peruvian currency relative to the Canadian 

dollar over the period. 

The net loss for the nine months ended September 30, 2008 was $6,744,224 compared to 

a loss of $1,996,671 for the same period in 2007. The results are summarized as follows: 

Expenses of $6,836,733 in the current period have increased substantially from the 

expenses of $2,341,919 recorded in the comparative quarter last year.   

¶ The cost of stock option compensation in the current period is $2,792,433 higher 

reflecting the amortization over the vesting period of the cost of options issued in 

2008; 

¶ Salaries and consulting expenses have increased by $1,300,604 reflecting bonuses 

paid in the second quarter to senior management and the addition of the 

Peruvian management;  

¶ Investor relations expenses have increased by $311,123 reflecting $154,000 of non 

recurring fees paid in the second quarter to a firm specializing in proxy 

solicitations, and because of timing differences in the recognition of our 
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sponsorship payment to the Canadian Alpine ski team; 

¶ Office and Administration costs increased by $14,435 reflecting increased TSX 

fees based on a larger capitalization , higher insurance costs as liability coverage 

was implemented, and the timing of payments in the period which are offset by 

an  adjustment in 2007 for prior period capital taxes; 

¶ The current period includes an additional expense of $90,409 representing the 

accretion of the asset retirement obligation for both the Calcatreu and Navidad 

projects. Amortization costs increased in the period by $211,989 due to the 

depreciation recorded on the property and equipment of the newly acquired 

Navidad Silver Project and Peruvian operations;  

¶ Legal and audit expenses decreased by $15,635.  There are $8,556 of IMA legal 

costs in the current period as compared to $227,742 in the comparative period as 

the court case was settled in the first quarter of 2008. 

 

Interest income decreased in the period by $216,074 due to lower interest bearing cash 

and short- term investment balances in the period. The interest revenue in the first nine 

months of 2007 reflected higher cash and short term investments because of the private 

placement financing in November 2006. 

The current period includes a $535,101 foreign exchange loss reflecting the exchange 

rate movement of the Argentinean and Peruvian currency relative to the Canadian 

dollar over the nine month period. 

2008 includes a $508,909 gain resulting from the sale of shares of Absolut Resources.  In 

2008, 1,170,000 warrants of Absolut were exercised and a similar number of shares were 

sold such that the overall position in Absolut remained constant for the purposes of the 

acquisition 
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Selected Quarterly Financial Information 

The following table summarizes selected financial data for Aquiline for each of the most 

recently completed eight quarters. The information set forth below should be read in 

conjunction with the interim consolidated financial statements prepared by 

management in accordance with Canadian generally accepted accounting principles 

and the related notes thereto as filed on SEDAR. 

 

Quarter  

2008 

Third 

($) 

2008 

Second 

($) 

2008 

First 

($) 

2007 

Fourth 

($) 

2007 

Third 

($) 

2007 

Second 

($) 

2007 

First 

($) 

2006 

Fourth 

($) 

Revenue  - - - - - - - - 

Interest income 21,671 51,784 56,946      10,104 111,950 99,012 135,513 59,622 

Net loss  (1,219,990) (4,225,188) (1,299,046) (1,572,003) (669,904) (684,905) (641,862) (4,426,725) 

Net loss  per  

common share  

(basic and 

diluted)  

 

(0.02) 

 

(0.07) 

 

(0.02) 

 

(0.04) 

 

(0.01) 

 

(0.01) 

 

(0.01) 

 

(0.09) 

Total assets  

    

156,995,759 156,971,132 98,000,626 68,497,311 57,814,025 56,145,101 54,516,011 53,842,898 

Long term 

debt* 

1,206,789 1,200,916 - - - - - - 

 *includes current portion of long term debt  

 

 

The fluctuation in Total Assets one quarter to the next is primarily a function of cash 

increases through the issuance of shares and the exercise of warrants and options in the 

quarter, and the employment of cash in spending on mineral properties. The following 

summarizes the major cash movements by quarter: 
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Cash generated 

 (used)  by: 

2008 

Third 

($) 

2008 

Second 

($) 

2008 

First 

($) 

2007 

Fourth 

($) 

2007 

Third 

($) 

2007 

Second 

($) 

2007 

First 

($) 

2006 

Fourth 

($) 

Issuance of Shares 

by private 

placements and 

exercise of 

warrants and 

options 

 

(7,108) 

 

16,830,411 

 

1,806,200 

 

6,585,500 

 

1,986,175 

 

1,579,614 

 

223,136 

  

25,861,217 

Issuance of 

convertible 

debenture 

   

16,417,604 

 

- 

 

- 

 

- 

 

- 

 

- 

Redemption 

(purchase) of 

Short term 

investments 

 

7,729,973 

 

(3,750,000) 

 

(1,150,000) 

 

250,000 

 

3,400,000 

 

5,124,406 

 

4,939,808 

 

(12,899,214) 

LTD repayment  (75,010) - - - - -    (603,146) 

Cash received on 

acquisition of 

companies 

  

505,040 

 

1,519,508 

     

Acquisition  cost 

of Navidad Silver 

Project, net of 

cash received 

   

(10,730,492) 

     

Expenditures on  

Exploration 

(8,810,440) (5,459,489) (6,445,138) (215,303) 

   

(1,878,500) (1,943,831) (1,720,911) (1,541,952) 

Cash held in 

escrow for future  

acquisitions 

   

- 

 

7,500,000 

 

 

- 

 

- 

 

- 

 

(7,500,000) 

Loans and 

advances  to 

Navidad 

   

- 

 

(5,055,746) 

 

(1,659,883) 

 

(2,723,138) 

 

(1,860,917) 

 

    (117,087) 

Disposal 

(purchase) of  

long term 

investments 

   

(877,500) 

 

- 

 

(73,064) 

 

(95,089) 

 

(1,170,000) 

     

  422,430 

 

Proceeds on 

disposal of long 

term investments 

   

1,022,945 

 

- 

 

- 

 

- 

 

1,162,805 

 

- 

Operating 

activities 

(323,502) (5,470,491) 

 

(928,726) (1,968,816) (479,851) (654,134) (524,892) (1,036,960) 
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Liquidity and Capital Resources  

 

The Corporation's Cash and Short-term investments as at September 30, 2008 are 

$2,950,210 compared to $6,634,398 as at December 31, 2007. In the nine month period 

$20,715,067 of cash was used on exploration and development activities, primarily at 

Navidad; $12,250,000 was used to purchase the companies which hold the Navidad 

Silver Project; $877,500 was used in the exercise of warrants of Absolut Resources Inc.; $ 

1,119,367 was used to purchase exploration equipment; and operating activities 

consumed $6,722,719 of cash. Cash was generated in the period of $16,417,604 from the 

issuance of a convertible debenture to Silverstone Resources Corp; a private placement 

of 1,818,182 shares resulted in cash proceeds of $14,886,054; $3,593,450 was generated 

from the exercise of options; $149,999 was generated from the exercise of warrants; 

$1,022,945 was received on the sale of Absolut shares; and $2,024,548 of cash was 

received on consolidation of the companies owning the Navidad Silver, Pico Machay 

and Chaparra Projects. 

The Corporation is authorized to issue an unlimited number of common shares of 

which 62,300,115 were outstanding as at September 30, 2008.  As at September 30, 2008, 

the Corporation had 4,734,889 stock options outstanding having a weighted average 

exercise price of $9.02.. There are 2,055,682 warrants outstanding which are exercisable 

at prices ranging between $10.00 and $13.00. 

At the end of the period, Aquiline is reporting a negative working capital position of 

$860,920 which includes a cash balance of $2,880,183 and liquid short term investments 

of $70,027.   

On October 23, 2008 and on November 6 2008, the Corporation closed two tranches of a 

non-brokered private placement financing which raised gross proceeds of $10,620,000 

through the issuance of 5,310,000 common shares priced at $2.00, each having one 

warrant attached which is exercisable into one common share within three years from 

the placement closing at an exercise price of $2.50 per share. 

 

Subsequent to the quarter end, the Corporation implemented a plan which strategically 

refocuses its spending at the Navidad, Calcatreu and Pico Machay projects. This plan 

provides for reduced drilling targeted at increasing resource definition and 

metallurgical information. The monthly expenditures associated with this plan are 
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budgeted to be approximately one million dollars per month.  

 

The Corporation is working to raise additional funding and based on its track record, 

believes additional funding will be available. 

 

Off Balance Sheet Transactions 

 

During the period ended September 30, 2008 and the year ended December 31, 2007 

there are no off-balance sheet transactions. The Corporation has not entered into any 

specialized financial arrangements to minimize its investment risk, currency risk or 

commodity risk.  

Transactions with Related Parties  

 

The following is a summary of the related party transactions of the Corporation during 

the period ended September 30, 2008:  

¶ Payables to a law firm in which a partner, Michael Hobart, is an officer of the 

Corporation were $8,635 at September 30, 2008 (December 31, 2007 - $110,592). 

The Corporation was charged $104,753 by this law firm for the nine months 

ended September 30, 2008 (nine months ended September 30, 2007 - $118,297) for 

legal services included in IMA legal costs and legal and audit expenses. 

 

¶ At September 30, 2008 the Corporation held 170,000 shares of Sierra Minerals Inc. 

("Sierra"). A director of the Corporation, Martin Walter, was also a director of 

Sierra during part of the period). Included in other receivables and prepaids is 

$154,111 (December 31, 2007 - $126,882) receivable from Sierra. The balance 

pertains to general and office expenses paid on behalf of Sierra. 

 

 

Transactions with related parties were in the normal course of operations and were 

measured at the exchange amounts. Any amounts due to or from these related parties 

are subject to normal trade payment terms. 
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Changes in Accounting Policies 

 

 On December 1, 2006, the CICA issued three new accounting standards: Capital 

Disclosures (Handbook Section 1535), Financial Instruments – Disclosures (Handbook 

Section 3862), and Financial Instruments – Presentation (Handbook Section 3863). These 

new standards became effective for the Corporation on January 1, 2008. 

 

Capital Disclosures: 

Handbook Section 1535 specifies the disclosure of (i) an entity’s objectives, policies and 

processes for managing capital; (ii) quantitative data about what the entity regards as 

capital; (iii) whether the entity has complied with any capital requirements; and (iv) if it 

has not complied, the consequences of such non-compliance. The Corporation has 

included disclosures recommended by the new Handbook section in note 4 to the 

September 30, 2008 interim consolidated financial statements 

 

Financial Instruments: 

Handbook Sections 3862 and 3863 replace Handbook Section 3861, Financial 

Instruments – Disclosure and Presentation, revising and enhancing its disclosure 

requirements, and carrying forward unchanged its presentation requirements. These 

new sections place increased emphasis on disclosures about the nature and extent of 

risks arising from financial instruments and how the entity manages those risks. The 

Corporation has included disclosures recommended by the new Handbook section in 

note 5 to the September 30, 2008 interim consolidated financial statements.  

 

Financial Instruments 

 

The current bank accounts, accounts receivable and accounts payable are non-interest 

bearing. The majority of cash is held in short term investments in Canadian 

government-guaranteed instruments bearing interest up to 4%.  The Company has no 

investments in Asset Backed Commercial Paper instruments. 

 

The principal financial instruments affecting the Corporation’s financial condition and 

results of operations is currently its cash, which it receives from interest and royalty 

payments, its investment portfolio and any financing transactions entered into by the 

Corporation. These sources of revenue are subject to various risks, including production 

risks with respect to the royalty payments and market risks with respect to the 
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investment portfolio. The investment portfolio is managed by the Corporation. The 

Corporation to date has not used any formal currency hedging contracts to manage 

currency risk. 

 

Risks and Uncertainties  

The Corporation’s Risks and Uncertainties are disclosed in the Aquiline AIF which was 

SEDAR-filed September 30, 2008, and is herein incorporated by reference.  These Risks 

are updated each quarter when new events or changes in the jurisdictions where the 

Corporation operates necessitate new risk analysis.  For the third quarter of 2008, the 

Risks and Uncertainties disclosed in the AIF continue to apply, and are not deemed to 

require an update as no significant changes have occurred since publication of the AIF.   

 

Other Information 

 

This discussion and analysis of the financial position and results of operations as at and 

for the period ended September 30, 2008 should be read in conjunction with the audited 

consolidated financial statements for the year ended December 31, 2007. Additional 

information can be accessed at the Corporation’s website www.Aquiline.com or 

through the Corporation’s public filings at www.sedar.com.  

 

 

ManagÌÔÌÕÛɀÚɯ1ÌÚ×ÖÕÚÐÉÐÓÐÛà for Financial Information 

 

The Corporation's financial statements are the responsibility of the Corporation's 

management, and have been approved by the board of directors. The consolidated 

financial statements were prepared by the Corporation’s management in accordance 

with generally accepted Canadian accounting principles. The consolidated financial 

statements include certain amounts based on the use of estimates and assumptions. 

Management has established these amounts in a reasonable manner, in order to ensure 

that the financial statements are presented fairly in all material respects.  

 

Disclosure controls and procedures 

Management has evaluated the effectiveness of our disclosure controls and procedures 

and have concluded that, based on our evaluation, they are sufficiently effective as of 
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September 30, 2008 to provide reasonable assurance that material information relating 

to the Corporation and its consolidated subsidiaries is made known to management and 

disclosed in accordance with applicable securities regulations. 

 

,ÈÕÈÎÌÔÌÕÛɀÚɯ1Ì×ÖÙÛɯÖÕɯ(ÕÛÌÙÕÈÓɯ"ÖÕÛÙÖÓɯÖÝÌÙɯ%ÐÕÈÕÊÐÈÓɯ1Ì×ÖÙÛÐÕÎ 

 

Management is responsible for certifying the design of the Corporation’s internal 

control over financial reporting (“ICFR”) as required by Multilateral Instrument 52-109 

– “Certification of Disclosure in Issuers ’Annual and Interim Filings” and CSA staff 

notice 52-316 – “Certification of Design of Internal Control over Financial Reporting”.  

 

Our ICFR is intended to provide reasonable assurance regarding the reliability of 

financial reporting and the preparation of financial statements for external purposes in 

accordance with applicable Canadian GAAP. ICFR should include those policies and 

procedures that establish the following: 

¶ maintenance of records in reasonable detail, that accurately and fairly reflect the 

transactions and dispositions of our assets;  

¶ reasonable assurance that transactions are recorded as necessary to permit 

preparation of financial statements in accordance with applicable Canadian 

GAAP;  

¶ receipts and expenditures are only being made in accordance with authorizations 

of management and the Board of Directors;  

¶ reasonable assurance regarding prevention or timely detection of unauthorized 

acquisition, use or disposition of our assets that could have a material effect on 

the financial statements.  

 

Because of its inherent limitations, ICFR may not prevent or detect misstatements. Also, 

projections of any evaluation of effectiveness to future periods are subject to the risk 

that controls may become inadequate because of changes in conditions, or that the 

degree of compliance with the policies or procedures may deteriorate. 

 

Management, including the Chief Executive Officer and Chief Financial Officer have 

assessed the design of the Corporation’s internal controls over financial reporting as of 

September 30, 2008 pursuant to the requirements of Multilateral Instrument 52-109.  The 

Corporation has designed appropriate internal controls over financial reporting 
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(“ICFR”) for the nature and size of the Corporation’s business, to provide reasonable 

assurance regarding the reliability of financial reporting and the preparation of financial 

statements for external purposes in accordance with GAAP except as noted herein: 

 

 The Corporation uses a service organization in Canada to perform the majority of its 

financial reporting functions including the recording of transactions, the reconciliation 

of accounts and the preparation of financial statements. Controlling and monitoring 

processes performed by the service organization are as important as controlling and 

monitoring processes performed within the Corporation. Management currently 

monitors the work performed by the service organization through the review of 

financial statements and other financial information and discussions with the staff of 

the service organization.   Though these monitoring controls do provide some 

assurance, they lack a sufficient level of precision to ensure errors are prevented or 

detected. 

 

Started in 2006, the particular service organization has been proceeding to obtain an 

“Auditors report of controls at a service organization” which when completed in 2008, 

will provide information on which management can access whether internal controls at 

the service organization are sufficient and are designed and operating effectively. 

 

There have been no changes in ICFR during the quarter ended September 30, 2008 that 

have materially affected, or are reasonably likely to materially affect the Corporation’s 

ICFR. 
 

Cautionary Note: The Management Discussion and Analysis contains forward-looking 

statements concerning anticipated developments in the Corporation’s operations in 

future periods. Forward-looking statements are statements about the future and are 

inherently uncertain. Actual achievements of the Corporation may differ materially 

from those reflected in these statements due to a variety of risks and uncertainties.  

 

 

 

 

Marc C. Henderson  

President and Chief Executive Officer 

November 11, 2008 


