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INDEPENDENT AUDITORS' REPORT

To the Shareholders of Timminco Limited

We have audited the accompanying consolidated financial
statements of Timminco Limited, which comprise the
consolidated balance sheets as at December 31, 2010

and 2009, and the consolidated statements of loss and
comprehensive loss and deficit and cash flows for the years
then ended, and a summary of significant acceunting policies
and other explanatory information.

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.

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated
financial staterments based on our audits, We conducted our
audits in accordance with Canadian generally accepted auditing
standards. Those standards require that we comply with

ethical requirerments and plan and perform the audit to obtain
reasonable assurance about whather the consclidated financial
statements are free frorm material misstaternent.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the
cansolidated financial statements, The procedures selected
depend on the auditors” 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 suditors consider 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
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for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. An audit also includes
evaluating 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 oblained in our
audits is sufficient and appropriate to provide a basis for
our audit opinion,

Opinion

In our opinion, the consolidated financial stalements present
fairly, in all material respects, the financial position of
Timminco Limited as at December 31, 2010 and 2009 and
the results of its operations and is cash flows for the years
then ended in accordance with Canadian generally accepted
accounting principles.

Emphasis of matter

Without qualifying our opinion, we draw attention to Note 1

in the consolidated financial statements which indicates

that the Company incurred a net loss of $74.8 million and
$134.2 million during the years ended December 31, 2010

and 2009. The Company has aiso been named as a defendant
in a class action lawsuit, the outcome and timing of which is
uncertain as indicated in Note 18. These conditions, along with
other matters as set forth in Note 1, indicate the existence of a
material uncertainty that may cast significant doubt about the
Company's ability to continue as a going concern.

Linot ¥ Yourp L17

Toronto, Canada Chartered Accountanis

March 25, 2011 Licensed Public Accouniants



Timminco Limited
2010 Annyal Report

P.64

CONSOLIDATED BALANCE SHEETS

See Note 1 regarding Going Concern

As at Oecember 31

{in thousands of Canadian doltars)
ASSETS
Current Assets

$ 8,074 $ L174

n iNote 14 105 -

Cash and ¢as
Restric

equivalent

3¢}

Accounis receivablie {Note 16} 13,984 1,007
Cue from related companies (Note 12] 967 209
fnventorizs (Nole 4) 29,348 39,797
Finished goods consigned to ad company (Note 12} 4,358 8,099
Prepaid expenses and deposiis 1,531 1,49
58,389 61,767
Long term receivables 1,27% 1,282
Lang term inventaries INote 4] 3,044 26,749
Property, plant and equipment iNotes Sand 7} 83,408 91,3%4
investment in Applied Magnesium 222 222

loyee fulure benefils 31490 937
5 iNote 15] 2,283 2,831
intangitle stes 6 and 7] ' 4,919 7.875
Guodwitl [Note 7} 12,352 16,827
3 169,234 209,908

el

Future income taxe

sets |

LIABILITIES
Current Liobili

iNote 8] & - $ 40,315
s {Note 18] 20,425 19,627

Bank indel
Ag

acerued Labiliti

nunts payable as

Geferred revenue 5,854 2.60%
Due to related companies {Note 12) 2,328 5,991
Future income laxes {Note 13] 335 455
Current portion of long term labilities {Note 9] 2,604 39158
Current portion of long term provisions {Note 10} 3,679 $.132

38,226 124,283
Bue compenies {Note 12) 16,199 -
Long term lahilities {Nete 9} 75,028 128
Employee future benefils {Nole 11} 283,269 20,118
Future income taxes (Note 15} 1,948 2,376
l.ong term provisions [Note 10) 9,015 6,266

107,776 149,171
Nen-centrolling interest [INote 14 41,574 -

SHAREMOLDERS' EQUITY
Capitat stock [Note 13} 311,523 285,951

Equity compenent of convertible netes iNote 12} 217 217
Contributed surplus {Note 13(cl) 21,323 12,994
Deficit {313,179} {238,427]
19,884 60,737

§ 169234 $ 209908

finzncial stalements.

The accompanying notes are an integral part of these consolidat
See Note 18 regarding Commitments, Contingencies and Guaraniees

On behalf of the Board:

Dr, Heinz . Schimmeibusch {signed} Mickey M. Yaksich

Girector Director
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CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

Years ended December 31

{in thousands of Canadian dollars, except for loss per share information)

Sales
Expenses .
Cost of goo 4 (Note 4) 155,807
Selling and administrative 25,218
Amertization of property, plant and equipment 8,319
Amortization of intangible assets 2,827
Interest (Notes 8, 9 and 12] 7,210
Foreign exchange gain {1,421} {7,210)
Loss before the undernoted (64,963] {81,599]
tmpairment of long lived assets [Note 39,939)
Reprganization costs iNote 10} {4,293
Environmental remediation costs (Noie 10] {1,627
Loss on disposal of Magnesium Bivision - {1109)
Realized foreign exchange loss on Fundoe investment bankruptey - {698}
impairment of investmantin Applied Magnesium = (4,077}
Loss bafore income taxes (16327 {132,447

{ncome tax expense [Note 15)

27

27
Net loss before non~contrelling interest 5 (74,154} %
Non-controlling interest 598 -

Netloss {74,752} {134,222]
Other comprehensive {oss, net of income taxes

- 698

Realized foreign exchange { psal oft - 170
Comprehensive loss $ (74,2820 % 1133,354)
Loss per common share—basic and diluted $ 0400 $ {1.09
Weighted average number of common shares outstanding——basic and diluted {Note 13(b}] 184,167,420 23,447,506

The accompanying noles are an integral part of these consolidated financial statements,

CONSOLIDATED STATEMENTS OF DEFICIT

usands of Canadian doliars]
Deficit, beginning of year $ {238,427 $ {164,205]
Net loss C 4987 {134.222)
Deficit, end of year % (3134791 $ (238,427

The accompanying notes are an intagral part of these alidated financial s
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended D@cember 3 . 2o09

Cash flows from ‘\ vities

Net loss $ {(74,752) g {134,222}
Adjuslments for ilerns not requiring cash
Amortization of property, plant and eguipment 8,319 13,212
Amortization of intangible assets 2,827 2,085
Non-controlling interest 598 -
Net realizable va{ue provision for inventories iNote 4) : 27,218 2.3%7
nteres 1,773 -
Accretion :)f owerhb e debt 199 759
Stock-nas nsation Note 13{cl} 8,327 7927
Financing ¢ 444 425
Reorgani: 506 4,293
Provision for contract lurvnr‘ g 1 2,206 -
Provision for environmental remediation [Nete TC’ 499 1,098
Aceration of environmental remediation costs {Nete 1061 460 529
Benefits plan expe 3878 4,908
Unrealized foreign exc {1,200) {51)
lmpairment of Lov*g 7,567 39,039
Futu’*e income fax E 1,724
- 1,109
- 638
- 4,077
.mplx)yoc' f {6,348] 14,299
tures charged {2,060]
{165) -
{2,977) 23,5%6
10,646 3,198
{37 (68)
98 {15,810)
- {206)
3,751) 9,605
{15 430) {24,210
Cash flows from {used in) investing
Capital expenditures (Nete 5) {2,797 (39,752
Developmant cos apl N - {5,656}
Becrease “ 114
investment in Applied Magnesium - 100
Decrease in long term receivable = &7
Proceeds on disposal of property, plant and equipment (Nete 12} - 4,821
Gther : - 174
{2,797} 40,154)
Cash flows fram {used in} financing activ
Issuance of common Note 13} 12,434 44,151
Issuaznce of convertisie nond {Note 9} 43 -

2 in bank ind Note 8]

m lgan, net

Tey

E,Nreasn in long term liabilities 1793}
sainloans fromr companies {Note 12} 3
Funding from nen-contrelling interest 74
25,133 63,589
Inc e {decressel in cash during y 6,908 {2,975}
Cash and cash equivalents assur - 1367}
Cash and cash eguivalent i 1:1720 4,512
) euuivaler & 8474 & 1170
Supplemental cash flow information
Cash paid during the year:
erest & 3.853 % 3,691
Incame taxes 5 g & 43

The accompanying notes are an integral part of these consolidated financial s



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{in thousands of Canadian dollars, except per share amounts)
Years ended December 31, 2010 and 2009

1. Going Concern

The consolidated financial statements of Timminco

Limited ("Timminco” and, collectively with its consclidated
subsidiaries, the "Company”] have been prepared on a going
concern basis, which conternplates the Company having
sufficient liquidity to realize its assets and to discharge

its liabilities in the normal course of business for the
foreseeable future. However, the Company incurred net
losses of $74.8 million and $134.2 million for the years
ended December 31, 2010 and 2009, respectively. In addition,
Timminco has been named as a defendant in a proposed class
action tawsuit and, while the timing and outcome of such
lawsuit are uncertain, the amount of any damages awarded
could be substantial {see Note 18],

In the fourth quarter 2010, the Company fully repaid borrowings
under its credit sgreement with Bank of America and
established a new senior revolving credit facility with Bank of
America for a further three years, and extended the term of both
its term debt due to Investissernent Québec and its convertible
loan from AMG Advanced Metallurgical Group. However, the
Company has not achieved a level of sustained profitability and
pusitive cash generation to operate without a revolving credit
facility, which the Company requires in order to finance working
capital requiremants, to fund long-term obligations relating to
rearganization costs, retirement benefits, contract termination
settlements and environmental remediation and to provide a
quidity buffer (see Notes 16,17 and 18],

Accordingly, the Company’s ability to continue as a going
concern is subject to achieving a level of sustained profitability
and positive cash generation which is subject to significant
uncertainty and without which the Company may be unable

to continue to reslize its assets and discharge its liabilities

in the normal course of business. The consclidated financial
statements do not give effect to any adjustiments to recorded
amounts and their classification which could be necessary
should the Company be unable to continue as a geing concern
and therefore be required o realize its assels and discharge
its liabilities in other than the normal course of business and
at amounts different than these reflected in the consolidated
financial statements [see also Notes 16 and 17].

2. Nature of Operations

The Company is a global supplier of silicon metal for the
electronics, chemical and aluminum industries and solar
grade silicon for the solar industry. Up to September 30, 20190,
these operations were conducted through the Company's
wholly-owned subsidiary Bécancour Siticon Inc. {"Bécancour
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Siticon”} and effective October 1, 2010, through Bécancour
Silicon and its majority~owned subsidiary Québec Silicon
Limited Partnership ("Québec Silicon”). These operations
constitute the Company's principal business segment known
as the "Silicon Group”.

Prior to July 22, 2009, the Company had another principal
business segment, known as the "Magnesium Group”, which
involved the producticn and the sale of magnesium extruded
and fabricated products and specialty non-ferrous metals,
Effective July 22, 2009, the Company no longer directly
controlled and operated the Magnesium Group as a segment,

AMG Advanced Metallurgical Group N.V. "AMG" ] is a
significant shareholder of the Company [sea Note 12,

See Note 17 for a discussion of the Company’s liquidity and
capital management strategy.

3. Summary of Significant Accounting Policies
and Change In Accounting Policy

Basis of consolidation

The consolidated financial statements are prepared in
accordance with Canadian generally accepted accounting
principles and include the accounts of Timminco and all of its
subsidiaries, The Company consolidates subsidiaries that it
controls through voling inferests and also consolidates Yariable
Interest Entities ["VIEs"] that are subject to control on a basis
other than through ownership of a majority of voting interests,
intercompany transactions are eliminated on consolidation.

Investments in companies which the Company is able to
significantly influence are accounted for using the equity
method, Under the equity method, the criginal cost of the
shares is adjusted for the Company’s share of post-acquisition
earnings or losses less dividends.

The Company uses the cost method to account for equity
investments where the Company does not have significant
influence.

Use of estimates

The preparation of the Company’s financial statements in
accordance with Canadian generally accepted accounting
principles requires management to make estimates and
assumptions which affect the reported amounts of assets and
liakilities, the disclosure of contingent assets and liabilities

at the date of the consolidated financial statements, and the
reported amounts of revenue and expenses for the reporting
period. Due to the inherent uncertainty involved with making
such estimates, actual results reported in future periods could
differ from those estimates. Significant estimates include
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provisions for environmental remediation, goodwill impairment,
long lived asset impairment, ecenomic lives of mining assets
and mine closure and site remediation costs, valuation
allowance of future income tax assets, valuation of inventories,
pension asset returns and employee {uture benefit discount
rates. In arriving at these estimates, management consults
with outside experts as it deems necessary.

Foreign currency translation

The Company's functional currency is the Canadian dollar.
Foreign currency transactions are translated into Canadian
dollars at rates in effect at the date of the transaction. Assets
and labilities denominated in foreign currencies are translated
at the exchange rate in effect at each year end. Exchange gains
or losses are included in net loss {for the year ended Decernber
31, 2010—%$1,322 gain; 2009—$4,756 gain].

The assets and labilities of the Company’s integrated foreign
operations are translated using the temporal method. Under
this method, monetary assets and liabilities are translated

at year end rates of exchange, non-monetary assets and
liabilities are translated at historic rates of exchange and
income statement items are translated at average rates
prevailing during the year. Exchange gains and losses are of a
current nature and are included in income (for the year ended
December 31, 2010—$nit; 2009—$%48 gainl.

The assets and liabilities of the Company’s self-sustaining
foreign operations are translated using the exchange rate
in effect at the year end and revenues and expenses are
translated al the average rate during the year. Exchange
gains and losses on translation of the Company’s net equity
investment in these operations are deferred as a separate
component of comprehensive income.

Financial instruments

All financial instruments are classified into one of the following
five categories: held-for-trading, held-to-maturity investments,
loans and receivables, available-for-sale financial assets or
other financial liabilities. All financial instruments, including
derivatives, are included in the consolidated balance sheets
and are measured at fair value with the exception of loans and
receivables, investments held-to-maturity and other financial
liabilities, which are measured at amortized cost. Subsequent
measurement and recognition of changes in fair value of
financial instruments depend on their initial classification.
Held-for-trading investments 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 assets are
measured at fair value with revaluation gains and losses

included in other comprehensive income until the asset is
derecognized or impaired. The Company has classified its cash
and cash equivalents, which includes highly tiquid marketable
securities with less than 90 days to maturity at the time of
purchase, as held-for-trading. Short term invesiments, which
include marketable securities with maturities of three months
or more at the time of purchase, are classified as held-for-
trading. Receivables are classified as loans and receivables.
Forward foreign exchange contracts, included in prepaid
expenses and deposits are classified as held-for-trading.
Unrealized gains and losses from the translation into Canadian
dollars of a foreign equity accounted investment are presented
as a separate component of cther comprehensive income
{loss]. Accumulated other comprehensive income {lossiis
presented as a separate component of shareholders’ equity in
the consolidated balance sheets. Accounts payable and accrued
liabilities, short-term debt and long term debt, including
inferest payable, are classified as other financial labilities.

Financial instruments such as bonds and debentures
convertible at the holder's option into common shares of the
Company take the form of a debt security but include both
liability and equity components. On initial recagnition of this
type of financial instrument, the carrying amount ascribed
to the holder’s right of conversion is presented as a separate
component of shareholders’ equity on the consolidated
balance sheet. The fair value of the liability component is
determined based on discounted cash flows. The equity
component is the residual difference between the proceeds
and the fair value of the liability component. Interest expense
on the liability component is determined using the effective
interest rate method.

Derivatives

Derivative financial instruments are mainly used to manage
the Company’s exposure to foreign exchange market risks.
They consist of forward foreign exchange contracts. Derivative
financial instruments are measured at fair vaiue, including
those derivatives that are embedded in financial or non-financial
contracts that are not closely related to host contracts.

Derivatives are carried at fair value and are reported as assels
where they have a positive fair value and as liabilities where
they have a negative fair value. Non-financial derivatives

are carried ai fair value unless exempted from derivative
treatment as a normal purchase and sale. The Company

has reviewed all significant contractual arrangements and
determined there are no material non-financial derivatives
that need to be carried at fair value,



Embedded derivatives

Derivatives embedded in other financial instruments

or contracts are separated from their host contracts

and accounted for as derivatives when their economic
characteristics and risks are not closely related to those of the
host contract; the terms of the embedded derivative are the
same as those of a free standing derivative; and the combined
instrument or contract is not measured at fair value, with
changes in fair value recognized in interest and other
expenses, nel. These embedded derivalives are measured

at fair value. The Company does not account for embedded
foreign currency derivatives in host contracts that are not
financial instruments separately from the host contracts when
the currency that is commonly used in contracts to purchase
or sell non-financial iterns in the economic environment is
that currency in which the transaction takes place. As at
December 31, 2010 and 2009, the Gompany does not have any
cutstanding contracts or financial instruments with embedded
derivatives thai require bifurcation.

Transaction Costs

Transaction costs directly attributable 1o the issuance or
renegetiation of long-term debt are expensed. Transaction
costs of $466 are included in selling and administrative
expense for the year ended December 31, 2010 {2009--$425]

Determination of fair value

The fair value of a financial instrument is the amount

of consideration that would be agreed upon in an arm's
length transaction between knowladgeable, willing parties
who are under no compulsion to act, The fair value of a
financial instrument on initial recognition is the transaction
price, which is the fair value of the consideration given or
received. Subsequent to initial recognition, the fair values

of financial instruments that are quoted in active markets
are based on bid prices for financial assets held and offer
prices for financial Uabilities. When independent prices are
not available, fair values are determined by using valuation
techniques which refer to observable market data. These
include comparisons with similar instruments where market
observable prices exisl, discounted cash flow analysis, option
pricing medels and other valuation technigues commonly
used by market participanis.

Hedges

Designation as a hedge is only allowed if, both at the inception
of the hadge and throughout the hedge period, the changes

in the fair value of the derivative financial instruments are
expected to substantially offset the changes in the fair value of
the hedged item attributable to the underlying risk exposure.
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The Company formally documents all relationships between
the hedging instruments and hedged items, as well as its

risk management objectives and strategy for underiaking
various hedge transactions. This process includes linking

all derivatives to forecasted foreign currency cash flows or

to a specific asset or lability. The Company also formally
documents and assesses, both at the hedge’s inception and on
an ongoing basis, whether the derivative financizl instruments
that are used in hedging transactions are highly effective in
offsetting the changes in the fair value or cash flows of the
hedged items, There are three permitted hedging strategies:

+ Fair value hedges—In a fair value hedge relationship, gains
or losses frorm the measurement of derivative hedging
instruments at fair value are recorded in net income, while
gains or losses on hedged items attributable to the hedged
risks are accounted for as an adjustment to the carrying
amount of hedged items and are recorded in net income,.
The Company has not designated any fair value hedges.

®

Cash flow hedges—In a cash flow hedge relationship,

the porticn of gains or losses on the hadging item that is
determined to be an effective hedge is recognized in other
comprehensive income, while the ineffective portion is
recorded in net income. The amounts recognized in other
camprehensive income are reclassified in net income
when the hedged item affects net income. However, when
an anticipated transaction is subsequently recorded as

a non-financial asset, the amounts recognized in other
comprehensive income are reclassified in the initial
carrying amount of the related asset. The Company has not
designated any cash flow hedges,

» Hedge of net investments in sell-sustaining foreign
operations—The portion of gains or losses on the
hedging item that is determined to be an effective hedge
is recognized in other comprehensive income, while the
ineffective portion is recorded in net income. The amounts
recognized in other comprehensive income are reclassified
to net income when corresponding exchange gains or losses
arising from the translation of the self-sustaining foreign
operations are recorded in net income. The Company has
rot designated any hedges of its net invesiments in self-
sustaining foreign operations.

The portion of gains or losses on the hedging item that

is determined to be an effective hedge is recorded as an
adjustment of the cost or revenue of the related hedged item.
Other gains and losses on derivative financial instruments
are recorded in other expense {income), or in financing
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income or financing expense for the interest component of
the derivatives or when the derivatives were entered into

for interest rate managermnent purposes. Hedge accounting

is discontinued prospectively when it is determined that the
hedging instrument is no longer effective as a hedge, the
hedging instrument is terminated or sold, or upon the sale or
early termination of the hedged item.

As at December 31, 2010 and 2009, the Company has not
designated any hedge transactions.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and short
term deposits with maturities at the date of acquisition of less
than 90 days.

Inventories

Raw materials, worl in process, finished goods and stores
inventories are valued at the lower of cost and net realizable
value, using a weighted average cost. For work in process
and finished goods, costs include all direct costs incurred

in production including direct labour and materials, freight,
directly atiributable manufacturing overhead costs and
property, plant and equipment amortization,

Inventories are written down ta net realizable value when

the cost of inventories is estimated to be unrecoverable due

v obsolescence, damage or declining selling prices. When
the circumstances that previously caused inventories to be
written down below cost no longer exist or when there is clear
evidence of an increase in selling prices, the ameunt of the
writedown previously recorded is reversed.

Property, plant and equipment

Property, plant and equipment ["PP&E"] is stated at cost
less accumulated amortization. Amortization is provided on
a straight-line basis over the estimated useful tives of the
assets as follows:

Ruitdings 2015 28 years

Roads and sidings

Plamt equipmént

Office equiprment

Computer software
Mobile equipment dyears
Leasehold improvements Over the lease period

Machinery and equipment

under capital leases 10 years

No amortization is tzken on construction in progress uniil
placed into service,

377

Amounts representing direct costs incurred for major
overhauls of furnaces are capitalized and amortized over
periods from 24 to 60 months, depending on the estimated
useful life of the overhaul.

intangible assets

Purchased intangible assets, which consist of technology and
customer relationships, are recorded at cost less accumulated
amortization. Expenditures incurred to develop a new raw
material feedstock for solar grade silicon production and
related to the crystatlization and ingoting of solar grade
silicon that meet the criteria for deferral are recorded at cost
as deferred development costs.

Intangible assets are amortized on a straight-line basis over
the estimated useful lives of the related assets as follows:

Technoiogy 1 years

Deferred development costs dyears

Customer relaticnships 10 years

Goodwill

Goodwill is the residual amount that results when the
purchase price of an acquired business exceeds the sum of
the amounts allocated to the assets acquired, less liabilities
assumed, based on their fair values,

Goodwill is not amortized and is tested for impairment
annually, or more frequently, if events or changes in
circumstances indicate that the asset might be impaired. The
impairment test is carried out in two steps. [n the first step,
the carrying amount of the reporting unit is compared with its
fair value. When the fair value of a reporting unit exceeds its
carrying amount, goodwill of the reporting unit is considered
not to be impaired and the second step of the impairment test
Is unnecessary.

The second step is carried out when the carrying amount of a
reporting unit exceeds its fair value, in which case, the implied
fair value of the reparting unit's goodwill is compared with its
carrying amount to measure the amount of the impairment
loss, if any. The implied fair vatue of goodwill is determined

in the same manner as the value of goodwill is determined in
a business combination, using the fair vaiue of the reporting
unit as if it was the purchase price. When the carrying amount
of the reporting unit goodwill exceeds the implied fair value of

equal to the excess.



Impairment of long lived assets

Long lived assets, including PP&E subject to amortization
and intangible assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of
assets to be held and used is measured by a comparison of

~ the carrying amount of an asset to estimated undiscounted
future cash flows expected to be generated by the asset.

{f the carrying armount of an asset exceeds its estimated
undiscounted future cash flows, an impairment charge is
recognized by the amount by which the carrying amount of
the assels exceeds the fair value of the asset. Assets to be
disposed of would be separately presented in the consolidated
balance sheet and reported at the lower of the carrying
arnount or falr value less costs to sell, and are no longer
depreciated. The assets and liabilities of a disposed group
classified as held for sale would be presented separately in
the appropriate asset and liability sections of the consolidated
balance sheet.

Research and development exgenditures

Research costs, other than capital expenditures, are
expensed as incurred, Development costs are expensed as
incurred unless they meet the criteria to be recognized as an
intangible assel. During 2010, the Company recorded a net
research and development expense of $2,653 (2009--$3,3431,
reflecting research and development expenses incurred less
amounts accrued as recovery of these expenses through

the Governments of Canada and Quebec research and
development credit programs. The net amount has been
recorded in cost of goods sold.

Employee future benefits

The Company accrues its obligations under employee benefit
plans and the related costs, net of plan assels, as services are
rendered. The costs of the Company's defined benefit plans
are determined periodically by independent actuaries. The
benefit plan costs charged to earnings for the year include
the cost of benefits provided for services rendered during the
year, using actuarial cost methods as permitted by regulstory
bodies and management’s best estimates of expected plan

investment performance, salary escalation and retirement ages

of ernployees. For the purpose of calcutating the actual return
on plan assets, those assetls are valued at fair value, For the
purpose of calculating the expected return on plan assets, a
market-related value of assets is used. The Company’s policy
is to amortize past service costs and the net actuarial gain

or loss in excess of 10% of the greater of the accrued benefit
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obligations and the market-related value of assets over the
expected average remaining service life of the employees.

Income taxes

The Company accounts for incorne taxes using the asset

and Uability method of accounting for income taxes, Under
the asset and liability method, future income tax assets and
liabilities are recognized for the future tax consequences of
ternporary differences {differences between the accounting
basis and the tax basis of the assets and liabilities) and are
measured using the currently enacted, or substantively
enacted, tax rates expected to apply when the differences
reverse. A valuation allowance is recorded against any future
income tax asset if it is more likely than not that the asset
will not be realized. Income tax expense or benefit is the sum
of the Cornpany’s provision for current income taxes and the
difference between the opening and ending balances of the
future income tax assets and liabilities.

Asset retirement obligations

The Company records the fair value of a tiability for an asset
retirement obligation in the year in which it is incurred and
when a reasonable estimate of falr value can be made.
Changes in the obligation due to the passage of time are
recognized in income as an operating expense using the
interest method. Changes in the obligation due to changes
in estimated cash flows are recognized as an adjustment of
the carrying amount of the related long lived asset that is
depreciated over the remaining life of the asset,

Revenue recognition

The Company recognizes revenue when products are shipped
and the customer takes ownership and assumes risk of loss,
collection of the related receivable is probable, persuasive
evidence of an arrangement exists and the sales price is fixed
or determinable.

The terms of the Company's solar silicon contracts provide
certain customers with specified rights of return. Revenue
from such contracts is recorded net of an adjustment for.
estimated returns of scrap material. The Company’s estimate
of returns requires assumptions to be made regarding the
market price for solar silicon scrap in concert with actusl
experience of returns received. Should this estimate and these
experiences change, the return provision will be adjusted in
the period.

Stock~based compensation and other stock-based payments

Share option plans—Timminco has share option plans for
key employees of the Company. All awards are accounted for
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under the fair value method. Under the fair value method,
compensation cost is measured at fair value at the grant date
using a Black-Scholes option pricing modet. Compensation cost
is recognized as selling and administrative expense on a straight-
line basis over the vesting period with a corresponding increase
to contributed surplus. Consideration paid on the exercise of
stock options is recorded as share capital.

Deferred share unit plan--Timminco has a deferred share
unit plan {"DSU Plan”] for members of its Board of Directors,
Under the DSU Plan, each director is reguired to receive a
minimum of 40% of his or her annual compensation in the
form of notional common shares of Timminco called deferred
share units ("DSUs™]. The issue price of each DSU is equal to
the market value of a common share which, for the purposes
of the DSU Plan, is based on the weighted average share price
at which Timminco common shares trade on the Toronto Stock
Exchange ["TSX"] during the five trading days pricr to the last
day of the quarter in which the DSUs are issued. A Director
may elect to have up to 109% of his or her compensation in the
form of DSUs.

DSUs are only redeemable in cash, upon each director’s
retirement or resignation from the Board of Directors of
Tiraminco, The value of the DSUs, when redeemed in cash,
witl be equivalent to the market value of the common shares
at the time of redemption. The value of the outstanding
DSUs as at December 31, 2010, was $594 representing the
equivalent of 1,801,033 common shares of Timminco (2009
$808 equivalent to 621,705 common shares]. Compensation
cost and changes in the value of earned DSUs are recognized
as selling and administrative expense as the DSUs are earned
{for the year ended December 31, 2010—%$214 net recovery;
20095537 expensel.

Performance share unit plan—Timminco has & performance
share unit plan ("PSU Plan”} for key employees of the
Company. Under the PSU Plan, each employee who is
awarded performance share units ("PSUs”} may be entitled
to receive a cash payment if certain minimum performance
conditions are achieved at the conclusion of a three year
performance period. The value of the PSUs will be based
on the market value of Timminco common shares at the
time of redemption, multiplied by a performance factor that
is determined by the relative performance of Timminco's
total shareholder return versus the return of a cémpo’site
benchmark index, established at the time of the award of
the PSUs. PSUs are only redeemable in cash, are subjéct

to three year vesting, and may be paid before the end of the

performance period and without regard to the performance
conditions or the performance factor in-certain extraordinary
circumstances. Buring 2010, approximately 2.3 million PSUs
were awarded for the three year performance period ending
2012 (2009—0.8 million PSUs for the performance period
ending 2011). Compensation cost and changes in the value of
PSUs are recognized as selling and administrative expense

if management estimates that, as at the financial statement
date, the future minimum performance conditions will be
satisfied at the end of the three year performance period {for
the years ended December 31, 2010 and 2009-$nill. The
accrual for the outstanding PSUs as at December 31, 2010 and
2009 was $nil.

Loss per common share

Basic loss per share is computed by dividing net loss by the
weighted average shares outstanding during the year. Diluted
loss per share is computed similarly to basic loss per share
except that the weighted average shares outstanding are
increased to include additional shares from the assumed
exercise of stock options and convertible notes, if dilutive.
The number of additional shares is calculated by assuming
that cutstanding stock options were exercised and that the
proceeds from such exercises were used to scquire shares of
carnmon stack at the average market price during the year,
The dilutive impact of the convertible notes is assessed using
the as-if-converted method.

The conversion of outstanding stock options and convertible
notes has not been included in the determination of loss per
share as to do so would have been anti-dilutive,

Recent Accounting Pronouncements
Recent accounting pronouncements issued and not yet effective:

International Financial Reporting Standards (IFRS)
Canadian publicly accountable profit-oriented enterprises
will adopt IFRS effective for the interim and annual periods
beginning on or after January 1, 2011, IFRS will replace
Canada's current GAAP for these enterprises. Comparative
IFRS information for the previous fiscal year will also have
to be reporied. These new standards will be effective for the
Company in the first guarter of 2011,

The Company is in the process of finalizing the potential
impact of IFRS on its consolidated financial statements and
will disclose the current GAAP to [FRS reconciliation in its first
interim financial statement for the period ended March 31,
2011. The Company's consolidated financial performance
and financial position as disclosed in the Company's current
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GAAP financial statements will be significantly different when
presented in accordance with [FRS.

There were no other Canadian GAAP accounting
pronouncements etfective on or before January 1, 2011 that
are axpected to have a significant impact on the Company.

4. Inventories '
Inventory-~current

10:529

Ra

Finist

materialg

14,246

4,592

ned geods

Stores inventory

G 29368 H

Stores inventory includes minor spare parts and consumables
for plant and equipment,

Inventory is carried at the lower of cost and net realizable value.
Net realizable value of work in progress and finished goods is the
estimated selling price in the ordinary course of business, less
estimated costs of completion and estimated costs necessary

to make the sale. Net realizable value of raw materials is the
lower of purchased cost and the proportionate value of the net
realizable value of the corresponding finished goods.

Cost of raw materials includes costs in bringing each product
to its present location and condition. Cost of finished goods
and work in progress includes cost of direct materials, labour
and a proportion of manufacturing overheads based on
normal operating capacity.

During the year ended December 31, 2010, provisions of
$1,241 {2009-%1,298) were recorded with regards to silicon
metal finished goods inventories, '

The components of cost of goods sold are as follows:

Year ended December 31 a 2008

Invenlory and overhe ;
126,208 $

capitalized to inventories 2991
Distribution costs 4425 2.4M
Drawdown of nel reslizable value

provision for inventory sold {2.642) 1411
Adjusiment to net realizable

value provision 9,377

$ 141,708

e

Given low sales volume of the Company's selar grade silicon
products, the need to meel prospective new customers’
specifications and the uncertainty around the timing of future
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demand for the finished products, management is not able to
predict the volumes of the solar grade silicon inventory that
may be sold in the near term. Management believes that the
timing of future sales of the Company’s solar grade silicon
product, including from existing inventories, is principally
dependent upon successful completion of the Company's
continued product and market development aclivities. As a
result, the Company's existing inventory of solar grade silicon
has been classified as a long-term asset. Future sales of this
inventory will be recognized as revenue and inventory will be
expensed at its net carrying cost.

Based upon solar grade silicon market conditions and the low
level of sales of its solar grade silicon products during 2010,
the Company evaluated the carrying value of these inventories
during the year ended December 31, 2010 relative to their
estimated net realizable value and recorded a provision of
$13,870 {2009-$5,237]. The charge has been recorded to cost
of goods sold. Notwithstanding such provision, the Company
continued to pursue market and product development activities
in respect of its solar grade silicon product line during 2010 and
i intends 1o further process its solar grade silicon inventories
in future periods as demand warrants to meet the enhanced
specifications of its prospective new customers,

Additionatly, the Company had accumulated a significant
volume of by-product generated from the production of solar
grade silicon that was in the past utilized in the production
of silicon metal. Following completion of the transaction
with Dow Corning Corporation {"Dow Corning”], there was
uncertainty regarding the use of this by-product in silicon
metal production by Queébec Silicon. As a result, the Silicon
Group recorded a provision of $12,407 during the year

ended December 31, 2010 {2009—$2,842] related to the net
realizable value of the by-product inventory which is classified
as raw materials. The charge has been recorded to cost of
goods sold. The Company intends to sell this by-product

in 2011 and has classified its net carrying value as current
inventory effective December 31, 2010,

Inventories—long term

Raw materials $

Work in progress

Finished goods WG
4 3,046 % 26769
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5. Property, Plant and Equipment

381

2009

Cast Net Cost Net

Land $ & 3,877 % 3,077 % - % 3,077
ings 37,117 58,120 20,967 37,153
Eouipment 43,118 134,721 84,012 90,709
L.eased equipment 571 395 176 571 35% 212
Consiruction in progress 120 - 120 24 - 245
190,842 $::107,236 & 83,608 $ 196,734 $ 108,338 $ 91,394

The Company reqularly assesses its long lived assets for
impairment. As at December 31, 2010, the Company impaired
the carrying value of solar grade silicon property, plant and
eguipment in the Silicon Group related to the HP1 asset group

6. Intangible Assets

in the amount of $2,893 (2009—$nil} and in 2009 $39,039
related to the HP2 asset group {See Note 7). Also, the carrying
value of buildings at the Haley, Ontario, site was reduced $69
in 2010,

2009

Accumulated
Cast Amgortization Net Cost izi Met
smar relationships $ 1,500 & 937 & 563 G 1,500 Y 788 kS 712
Deferred development costs 6,534 3,678 2,854 6,831 1,548 5,263
Technology 4,000 2,500 1500 4,000 2,160 1,900
$..112,034 % 7,118 $ 4919 $ 12,331 $ 4,456 3 7,875

During the year ended Decernber 31, 2009, deferred
development costs of $5,656 were capitalized by the Silicon
Group {$nil for the vear ended December 31, 2010}, These
costs relate to the development of raw materials for the
Company's self-produced silicon metal feedstock for the solar
grade silicon manufacturing process and activities related

to the crystallization and ingoting of solar grade silicon.
Amortization of the deferred development costs related to raw
materials for the self-produced silicon metal feedstock was
commenced in the second quarter of 2009 and amortization
of the arystallization and ingoting costs commenced in the
third quarter of 2009, As at December 31, 2019, the Company
impaired the carrying value of solar grade silicon intangible
assets in the Silicon Group related to the HP1 asset group in
the amount of $130 (2009—%nil] [See Note 7).

[P

7. Long Lived Asset [mpairment o
The Company assesses its long lived assets for impairment’
in accordance with its accounting policies. For purposes of
impairment testing the Company determined that it has three
asset groups, namely silicon metal assets and each of its

twao physically separate, stand alone solar grade purification
“HP1" and "HP2". Management compares
the carrying vatue of long term assets with undiscounted cash
flows for each of the three asset groups to determine whether

facilities, known as

an impairment indicator exists. The fair value of the long lived
assets is compared to its corresponding carrying value and any
difference is recognized as an impairment of the asset group.

As at December 31, 2010, management determined through an
undiscounted cash flow analysis that the long lived assets in the
HP1 and HPZ facilities were impaired. The Company impaired the
net carrying value of the production equipment and intangible
assets related to its HP1 and HP2 facilities in the amount of
$3,023 and goodwill related {o its solar grade reporting unitin
the amount of $4,475. As at December 31, 2009, management
determined through an undiscounted cash flow analysis that the
long lived assets in the HP2 facility were impaired, The Company
impaired the net carrying value of the production equipment
related to its HP2 facility in the armount of $39,039.

Recovery of the remaining carrying value of tong lived assels

and the portion of the Company’s intangible assets and
goodwill related to solar silicon production are dependent
upon successful completion of the Company’s continued
product and market development activilies, a restart of solar
grade production and sufficient profitable future production
votlumes. Should this not materialize as planned, additional
material long lived asset impairments and adjustments to
intangible assets and goodwill are likely to occur



8. Bank Indebtedness

Revolving line of credit : $ e $

40,315

Rank indebtedness % = $ 40,315

On October 4, 2010, the Company used the net cash proceeds
from the Québec Silicon production partnership transaction
with Dow Corning to repay fully all outstanding amounts due
under the Company's term loan facility and the revolving credit
facility, which were US$5,153 and US$22,528, respectively.

On December 15, 2010, Bécancour Silicon executed a Loan
and Security Agreement {the "Senior Credit Agreement”] with
Bank of America, N.A., Canada branch {the "Bank"} which
replaced the Company's revolving credit facility that expired on
the same day.

The Senior Credit Agreement, which terminates on

December 15, 2013, consists of a revolving credit facility

fthe "Senior Credit Facility”] of up to $20,000, subject to a
borrowing base. Bécancour Silicon may borrow under the
Senior Credit Facility in US dollars or Canadian dollars,

as prime rate loans, base rate loans, LIBOR loans or BA
aquivalent loans, and may use the Senior Credit Facility to
refinance existing indebtedness, issue standby or commercial
letters of credit, and finance ongoing working capital needs.
Amounts borrowed as prime rate loans under the Senior
Credit Facility will bear interest at the Canadian prime rate
pius an applicable margin of 2.75%, subject to adjustment,
Such interest rate totalled 5.75% as at December 31, 2010.
Availability under the Senior Credit Facility is equal to

the borrowing base minus the sum of {i] the aggregate
cutstanding amounts berrowed under such facility, which was
nil as at December 31, 2010, (il} any borrowing base reserve
applied by the Bank from time to time, and {iii} the amount of
the availability block, which is currently $5,000. The borrawing
hase continues to be based on the value of the Bécancour
Silicon’s inventories and receivables, subject to caps on the
advance rates and eligibility criteria. In determining the
borrowing base, the Bank may rely on reports or analyses
provided by the Company lincluding a borrowing base
certificate, or by third parties on behalf of the Bank, regarding
such inventories or receivables. The Company files borrowing
base certificates with the Bank currently on a monthly basis.

The Company is required to maintain certain minimum
EBITDA levels, on 2 cumulative year-to-date basis as at
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each month end, and to restrict capital expenditures to
certain maximum levels, alse on a cumulative year-to-date
basis as at each month end, throughout the term, The
Company is also subject to restrictions on distributions and
dividends, acquisitions and investments, asset dispositions,
indebtedness, tiens and affiliate transactions.

The Senior Credit Facility does not have a minimum fixed
charge coverage ratio covenant. However, in the event that the
Company achieves a certain minimum fixed charge coverage
ratio, the availability block will be reduced to $2,000 and,
depending on the extent and timing of any improvements

in such ratio, the applicable margin on the interest rate, as
well as the unused line fees payable under the Senior Credit
Facility, will also be reduced.

Timminco's and Bécancour Silicon’s assets, including
Bécancour Silicon’s equity interests in Québec Silicon,
continue to be pledged as security for the Company’s
obligations under the Senior Credit Facility. Accounts
receivable are required to be forwarded to a lockbox or
deposited in a blocked account, and Bank of America will
have the ability to exercise cash dominion if excess availability
is less than $5,000 or upon the occurrence of a default.
Timminco has also guaranteed all obligations of Bécancour
Silicon under the Senior Credit Facility,

A default under the Senior Credit Facility Agreement could
trigger an event of default under the cross-defaull provisions
of the Term Loan Agreement and the AMG Convertible Note,
subject to the provisions of the pestponement agreements
executed by the Bank with each of Investissement Québec
("10") and AMG, and Bécancour Silicon, in respect thereof.
Also, a default under either the Term Loan Agreement or the
AMG Convertible Note could trigger an event of default under
the cross-default provisions of the Senior Credit Agreement.

Going forward, the borrowing base and availability under the
Senior Credit Facility, and the Company’s ability to comply with
its financial covenants under the Senior Credit Agreement, are
subject to material uncertainty and risk. Any material adverse
developments in the Company's business, results of operations
or liguidity could enable the Bank to declare an event of default
under the Senior Credit Agreement and demand repayment of
all outstanding indebtedness {See Note 1)
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9. Long Term Liabilities

Long term liabilities are comprised as follows:

13 Term iozn 25,000

Repayment Liability-
{Becember 31, 2009

—£9,3971 : 14,096
Capitat tease and other 81 : 190
Thersi Bond : 1114 -

27432 39,284
Less current portion 2,604 39,158
$ 250287 G 128

Interest expense for the year ended December 31, 2010 includes
interest on long term liabilities of $3,379 (2009-$2,366).

10 Term Loan

in July 2009, Bécancour Silicon received a loan from 1Q in
the principal amount of $25,000 {the “Term Loan”}. The
proceeds of the Term Loan were used for general working
capital purposes, including repayment of amounts borrowed
under the Company's revolving credit facility. The Term Loan
is also secured by a guarantee from Timmince and a charge
upon Bécancour Silicon’s assels, and is subordinated to the
obligations of the Company to the Bank under the Senior
Credit Agreement.

The Term Loan is interest-bearing at a variable rate of Bank
of Canada prime plus 9%, which is currently 12% per annum,
with interest payable monthly until maturity. In March 2010,
1G agreed to defer interest payments for the six month period
from February 1, 2010 to July 31, 2010. Oeferred interest of
approximately $1,437 is payable August 31, 2011,

The loan agreement with 1 in respect of the Term Loan {the
“Term Loan Agreement”) includes certain annual financial

and other covenants in respect of Bécancour Silicon, including

& minimurm working capital ratio and a maximum long-term
debl to net equity ratio. All intercompany indebledniess due

from Bécancour Silicon to Timminco is treated as equity, for

the purposes of the long-term debt to net equity covenant. In
addition, all such intercompany indebtedness has been extended,
and payment thergon has been postponed pending payment in
full of all amounts due and owing under the Term Loan.

On September 30, 2010, 1G conditionally agreed to an
eight-year extension of the maturity date of the Term Loan
from August 31, 2011 to July 14, 2019, and certain other
amendments, subject to the execution of an acceptable new
revolving credit facility for the Company. 1Q has accepted the
amount and other terms of the Senior Credit Facility and,
accordingly, such condition has neen satisfied.

The Term Loan is repayable in fixed, consecutive monthly
installments of $175, starting on August 31, 2012, and
additienal annual installments, due on June 30 of each year, in
amounts based on a percentage of Bécancour Silicon’s defined
adjusted cash flow for the preceding fiscal vear, starting on
June 30, 2013, The first annual instailment will be 12.5% of
such adjusted cash flow for fiscal year ended December 31,
2012, and each annual installment thereafter will be 30% of
such adjusted cash flow. As well, Bécancour Silicon is obligated
to remit half of any future earn-out payments received from
Bow Corning as repayment under the Term Loan,

A default under the Term Loan Agreement or the guarantee
from Timminco could trigger an event of default under the
cross-default provisions of the Senior Credit Agreement and
under the cross-default provisions of the AMG Convertible
Note. Also, a default under the Senior Credit Agreement or the
AMG Convertible Note could trigger an event of default under
the cross-default provisions of the Term Loan Agreement,
subject to the provisions of the postponement agreements
executed by the Bank with each of 1Q, AMG and Bécancour
Silicon, in respect thereof,

Going forward, Bécancour Silicon’s ability to comply with its
financial covenants under the Term Loan Agreement is subject
to uncertainty and risk. Any material adverse developments

in the Company’s business, results of operations or liquidity
could cause a circumstance that may enable 10 to declare an
event of default under the Term Loan Agreement and demand
repayment of all cutstanding indebtedness {See Note 1.

Repayment Liability

During 2009, in connection with the setilement of a solar grade
silicon customer contract termination claim, Bécancour Silicon
agreed to a repayment schedule and terms for an outstanding
deposit received in 2008, which amounted to $13,8462 (€8,808]
{the "Repayment Liability"] at that time. As at December 31,
2009, the Repayment Liability was $14,094 {€9,397], including
accrued interest of $1,023 (€482). No cash payments were made
in respect of the Repayment Liability during 2009,

On March 26, 2010, Timminco issued approximately

15.9 mitlion common shares, representing just under 10%

of its total issued and outstanding commaon shares to the
customer, in settlement of substantially all of the Repayment
Liability, which was $13,372 {£9,665] at that tire. In
settiement of the balance of the Repayment Liability, the
customer also received a promissory note of €525, which was
a direct, unsecured obligation of Timminco, payable in nine
equal monthly installments of £58 starting April 30, 2010,
The promissory ncie was paid in full as of Decernber 31, 2010,
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Thorsil Bond

In February 2010, Thorsil ehf, ["Thorsil’}), 8 majority-controlled
lcetandic subsidiary of Timminco, issued 2 Us$1,000
convertible bond {the "Thorsil Bond"} to Strokkur Energy

ehf. {"Strokkur™} to fund preliminary expenses for a potential
silicon metal capacity expansion project in lceland. The
maturity date of the Thorsil Bond, which is tied to the deadline
date for signing a long-term power contract with Orkuveita
Reykjavikur, an lcelandic power company, for the project,

has been extended several times in 2010 and subsequent to
year-end, as a resuli of ongoing negotiations regarding such
power contract. The Thorsil Bond currently has a maturity
date of June 30, 2011, However, if by May 31, 2011, Thorsit
and Orkuveits Reykjavikur agree to a deadline date for signing
a power contract that is later than June 30, 2011, then the
maturity date of the Thorsil Bond will automatically extend

to a date that is 30 days after such power contract deadline
date, The Thorsil Bond bears interest at 12% per annum,
pavable on maturity and is a direct obligation of Thorsil, The
outstanding principal and interest will be reduced by 10% if
the power contract is not signed by the agreed deadline {or
any extended deadlines). Timminco does not have any cash
repayment lizbilities under the Thorsil Bond. Howevar, the
Thorsil Bond is convertible, at Strokkur’s eption, into Thorsil
hares at a nominal value, or into common shares

of Timmince at a conversion price that is the lesser of $1.09
per share and the b-day weighted average trading price per
share on the Toronto Stock Exchange ["TSX"] on the date of

cemimon &

notice of conversion, with the US dollar amount converted
into Canadian dollars at a fixed exchange rate of US$0.95.
Any notice of conversion shall be given within 5 days after the
power contract has been signed or the agreed deadline {or
any extended deadlines] has passed. The net proceeds of the
Thorsil Bond financing have been used exclusively for agreed
project expenses.

10. Long Term Provisions
Long term provisions are comprised as follows:

T804 $

ion for reorganization $

for environmental
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Provision for reorganization

- ended December 31

Balance, beginning of
the year

Costs recognized

Amounts charg
arovisien

ed against

[2,492)

Balance, end of the year $ 1,864 % 2.650

The provision for reorganization relates to the closures of
the Company's former magnesium manufacturing facilities
in Aurora, Colorado, in 2009, the prior closure of operations
at the Haley, Ontario facility, certain accrued retirement
obligations for former employees of the Haley facility and

a retention agreement with a former president and chief
operating officer of the Company. The future period costs
of these obligations have been discounted at 9% and will
continue until 2021,

in February 2009, the Company closed its Aurora, Colorado
facility which manufactured magnesium anodes and
extruded products. During the year ended December 31,
2009, reorganization costs of $3,095 for severance and site
remediation and an inventory net realizable value provision
of $487 were recognized.

in June 2008, the Company closed its Haley, Ontario
magnesium manufacturing facility. A pension settlement
charge relating to unamortized investment losses

estimated at $5,737 as at December 31, 2010 (December

31, 2009--%6,717) will be expensed in the future when the
pension obligation is actually settled in accordance with CICA
Section 3441, "Employee Future Benefits”, Pension charges
related to the unamortized invesiment losses are expensed to
rearganization costs on the basis of the beneficiaries” average
remaining life expectancy {for the vear ended December 31,
2010—%$506; 2009—$7111.

Reorganization costs, including accretion, are disclosed
separately in the consolidated statement of operations.

Provision for environmental remediation

Year ended December 31

Balance, beginning

¥ £,430 6,277 of the year $ 6,287 $ 5,880
Provigion for ¢ 1 s recognized 450 1,098
termination cl AKEG # - .

o Accretion 560 529

12,654 A ; P

i Arnounts charged against
Less current portion 3:679 provision {957 {1,214}
3 2015 $ Balance, end of the year & 6,430 $ 6,297
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The provision for environmental remediation relates to
remediation of a silica fume disposal site associated with the
Bécancour facility, the closure of the Haley facility and the
environmental certificate of authorization [the "Certificate of
Authorization”] which was granted to Québec Silicon by the
Québec Minister of Sustainable Development, Environment
and Parks {the "Ministry”} on September 30, 2010, in
connection with the production partnership transaction with
Dow Corning {see Note 18)

During 2010, the Company accrued its estimate of operating
expenditures to be incurred to ensure compliance with

the undertakings given to the Ministry in connection with
the Certificate of Authorization, Until December 2011, the
Company will also incur and recognize capital expenditures
required to complete such undertakings amounting to
approximately $780.

During 2009, the Company accrued $1,098 related to the
remediation of a silica fume disposal site.

Environmental remediation costs, including accretion,

are disclosed separately in the consolidated statement of

operations, The Company's environmental lizbilities are

discounted using rates of ¥% and 16%.

Provision for contract termination claims

Year ended December §1
Balance, beginning

of the year & 2,451 § -
Costs recognized : 2,208 2,451
Amounts charged against

provision i {1971 -
Balance, end of the year 8 4450 % 2451

The Company has negotiated settlement agreements with
certain suppliers to resolve claims arising from the termination
of contracts relating to Bécancour Silicon’s commitments to
purchase certain equiprment, supplies and services relating to
its solar grade silicon purification facility. The Company has
recorded & liability related to these matters.

11. Employee Benefits

The Company provides pension or retirement benefits to
substantially all of its employees in Canada and the United
States through Group RRSPs, 401(K], a defined contribution
plan and defined benefit plans, based on length of service and
remuneration. Contributions to the defined contribution plan
for the year end December 31, 2010 were $77 {2009~$112].

The Company sponsors a contributory defined benefit pension
plan and other retirement benefits for certain of its eligible
employees. Pension benefits vest immediately and are

based on years of service and average final earnings. Other
retirement benefits consist of a group insurance plan covering
plan members for Life insurance, disability, hospital, medical
and dental benefits. At retirement, employees maintain a
reduced life insurance coverage and certain hospital and
medical benefits. The other retirement coverage provided

by the plan is not funded. The net cost of other retirement
benefits includes the current service cost, the interest cost
and the amortization of experience losses.

The most recent Report on the Actuarial Valustion for
Funding Purposes for the Silicon Group Plan is dated as of
Septemnber 30, 2010. The Company is scheduled to have the
next detailed actuarial valuation as at December 31, 2010,
for the Silicon Group which will be performed during 2011
During 2010, a Report on the Actuarial Valuation for Wind-up
Purposes for the Magnesium Group Plan was prepared as of
August 1, 2009.
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Information about the Company's defined benefit plans, in aggregate, is as follows:

Accrued benefit cblig

Balance, beginning of year
Current gervice cost, net of plan expenses

ontribution

Employe

Interast cost

Net sctuarial {gain toss

Benelits paid

PensionPlans.

40,184
832
6,638
(3,899]

Other Posts

Retirerient Plan

$-.20,364
2%

1,401
{288}
{645
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2009

Gther Posi-
Pension Plans  Relirement Plan

$ 55,822 $ 16893

W
o~
o
@ ins
~

Balance, end of year & 67413 G- 21,653 $ 20,344
an assels:
Fair value, baginning of year $ 45445 % - $  3%.480 $ -
Actual contributions by the Company 6,798 548 3,824 4&75
niributions by employees 230 - 318 -
Actual return {foss) on plan assels 3788 - 5,583 E
{135} - {138} -
{3,899} (545 3,625] {475)
B2 % o AR A %
S 116,336) § 121,653

tized transitional asset {180} - 216
Unamortized p {672 {191 576; 3
Unameriized nel actuarial 17,450 4,120 12,095 4,618
Employee future benefils $ 262 & (17,482] $ (3,436 $ (15,742

The significant actuarial assumptions adopted in measuring the Company’s accrued obligations and benefit costs are as follows
(weighted-average assumptions as of December 31, 2010 and December 31, 2009):

tion as of December 31

Accrued benefit o
Di

Rzte of compensation i

count raie

crease

Pension Plang

Qther Pe
Retirgmenti Pt

2609

Jther Pust
Pansion Plans  Retirement Plan

4.18-6.75% 7.5%
Z.8% n/a

Bernefil costs for years ended December 3%:

Discount rate

Expected long-term rate of relurn on plan as

Rate of compensation increase

4.49-6.75%
£.25%
2.8%

6.75%
nfa
2.8% nfa
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For the curtailed pension plan, rate of compensation increases are not applicable.

Oecember 3%

o lrend rate

Ultimate weighted average health core trend rate 4£.30%

Year ullimate rate reached 2024-25

rment benefil costs ir

ed other poslere nd rates for the years ended Jecember 31:

al weighted average health core trend rate 7.9% 8.30%

Ultimate weighted average health care trend rate 4£.3% 4.70%

Year ultimale rate reached 202425 201415

The following table reflects the effect of a change in the assumed health care cost trend rates on the aggregate of the service
and interest cost components of the benefit cost for the period, and on the accrued benefit obligation at the end of the period:

v
i L

(2]

<

The Company's net benefit plan expense is as follows:

Other Post
PensigrnPlang  Relirement Plen Pension Plans
% 967 $ 72l % 824

Current

iod plan

ng from current pe
34

Infer cruad benefit 3,595 1,306
Actual return on plan assatls {5,583)
~
C
Actuarial [gain) less during curvent peried en acerued
be obligation £:437 {288] 3,384 1,846
7,396 1,834 2,220 3,948
ustments to recagnize long-term nature of future ample
penefit costs:
Ditference between actual and expacted return on plan assets 891 - 2,846 -
al actuaria {5:79%2) 533 {2.430] (1,648]
ticn of past service costs )
339 34 431 37

Ameortization of transiticnal asset

{ : . .
T OXPENSE Lo g dogh P 401 5 3,033 & 2,315

Net benefits pls

Plan assets by asset category

Pension plan

Equity ' 28% " 43%
Delst : _ E 48% 57%
Others {Fixed Incomel 34% S

100% 100%

With respect to other retirement benefits, there is no reguirement te fund the deficit. As such, cash disbursements in a given
year are limited to benefits paid to retirees in the year.
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12. Related Party Transactions

Due from related companies

Due from AMG Conversion
Due
Trade receivable from

friom Sudamin

o
N
o]

)

Convertible loan payable

to AMG $ - $ 5066
Promissory note payable
1o Dow ) 1,229 -
Due to Dow Cerning 260
Due to AMG Conversion 346 449
Duw to AMB 8 g
Oue to GfE Fremat 465 465
BGue to ALD 20 3
i3 2,328 ) 5,991
2009

Convertible lean payable

to AMG $ 4371 $ -
Revolving line of credit-— :
Dow Corning 10,060 -
Promissory note payable
to Dow Corning 1:228 -
S 16,199 £ -

AMG Advanced Metallurgical Group

AMG Advanced Metallurgical Group N.Y. ["AMG "} is a
significant shareholder in the Company. As at Dacember 31,
2010, AMG directly held 83,146,007 cornmon shares of

the Company, representing 42.5% of the total issued and
ouistanding shares at that time. During the year ended
December 31, 2010, AMG acquired comimon shares in a
private placement {see Note 13(bi}.

In December 2009, Bécancour Silicon issued a convertible
promissory note to AMG in exchange for a loan of US$5,000
{the "AMG Convertible Note™). On December 15, 2010,
Bécancour Silicon and AMG executed an amended and
rastated AMG Convertible Note, whereby AMG agreed to
extend the maturity dale of the AMG Convertible Note by three
years, from January 3, 2011 to Januény 3, 2014, the conversion
rate was adjusted and interest was set at 14%, paysble
monthly in arrears, starting on January 1, 2011

Timminco Limited
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The AMG Convertible Note is repayable, in whole or in part and
without penalty, at Bécanceur Silicon’s option, to the extent
that the availability under the Senior Credit Facility exceeds
45,000, both during the 90 days before and immediately after
such repayment, provided that the Company has also satisfied
a minimum fixed charge coverage ratio, over the previous

12 months and on a pro forma basis after giving effect to such
repayment, and is also not in default under the Senior Credit
Facility. Bécancour Silicon is also required to pay AMG, as a
partial or whole prepayment of the principal amount due under
the AMG Convertible Note and on a quarterly basis, an amount
equal to either: (i} one half of the availability under the Senicr
Credit Facility in excess of $5,000, where the principal amount
then outstanding is greater than such excess availability
amount; or {il} all of the principal amount then outstanding,
where such principal amount is less than the amount of
availability under the Senior Credit Facility in excess of $5,600,
In each case, such prepayment is subject to any prier exercise
of AMGB's conversion right, as well as satisfaction of the other
conditions in respect of optional prepayments.

Up to the full principal amount of the AMG Convertible Note
is convertible into common shares of Timminco, at AMS's
option at any time during the extended term at a conversien
price of $0.26 per share, subject to customary anti-dilution
adjustments, with the US dollar principsl amount converted
inta Canadian dollars at the Bank of Canada's noon exchange
rate on the date of notice of conversion. This new conversion
price represents a discount of approximately 21% from the
market value of a3 common share, as determined pursuant

te the TSX definitions, namely, the volume weighted average
trading price of such shares on the TSX on the last five trading
days up to and including December 14, 2010, ’

The AMG Convertible Note continues to have financial
reporting covenants, a negative debt covenant and certain
capital expenditure approval requirements. A default under
the AMG Convertible Note could trigger an event of default
under the cross-default provisions of the Senior Credit
Agreement and the Term Loan Agreement. Also, a default
under either the Senior Credit Agreement or the Term Loan
Agreement could trigger an event of default under the cross-
default provisions of the AMG Convertible Note subject to the
provisions of the postponement agreement executed by the
Bank, AMG and Bécancour Silicon. Timminco also continues
to guarantee all obligations of Bécancour Silicon under the
AMG Convertible Note.
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Dow Corning

On October 1, 2010, Bow Corning acquired a 49% equity interest
in Québec Siticon, the production partnership entity that owns the
silicon metal operations in Bécancour, Québec, in consideration
for net cash proceeds of approximately US$40.1 million,
Bécancour Silicon retained a 51% equity interest in Québec
Silicon, as well as all of the solar grade silicon purification
operations and facilities at the Bécancour site.

Québec Silicon’s production output is subject to a supply
agreement among Québec Silicon, Bécancour Silicon and Dow
Corning (the "Supply Agreement”]. The Supply Agreement
splits all of the production output of Québec Silicon, which will
bée based on an initial annual production capacity of 47,000
metric tons of silicon metal, between Bécancour Silicon and
Dow Ceorning, proporticnal to thelr equity interests in Québec
Siticon. All production output will be sold by Quékec Silicon

to each of Bécancour Silicon and Dow Corning at a price

equal to the actuat full productian cost per metric ton for the
quarter plus a fixed mark-up {for the three months ended
Decernber 31, 2010--$964 was invoiced 1o Dow Corningl.

The Supply Agreement further provides that if either
Becancour Silicon or Dow Corning elects not to purchase any
portion of its output allocation, then the other party will have
the option, at its discretion, to purchase any or all of such
allocation. If the other party does not purchase sll of such
product, then the party that failed to take its allocated output
must reimburse Québec Silicon for certain costs,

To fulfil Bécancour Silicon’s supply commitments to its third
party end customers during the fourth quarter 2010, less

than 49% of Québec Silicon’s production was allocated to Dow
Corning in such guarter. Québec Silicon will atlocate more
than 49% of its output to Dow Corning starting in the second
quarter of 2011 to replsce such shortfall in accordance with an

agreed formula, [f by the end of the fourth quarter of 2012 such

shortfall remains, Bécancour Silicon must pay Dow Corning
for such remaining shortfall at prevailing markel prices.
g g g p

Bécancour Silicon’s and Dow Corning’s equity interests in
Québec Silicon are subject to governance agreements that
provide for certain "pu” and "call” rights for the equity
holders. Should Timminco or Bécancour Silicon Undergo
a "change of control”, Dow Corning will have the right, but

not the obligation, to sell its 49% interest in Québec Silicon
to the Company st a price equal to the feir market value of |
such interest. In conjunction with any exercise of such put
right, Dow Corning has the righi tp retain all or any pertion
of its rights under the Supply Agreement for up to two years,
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Failure by the Company to fulfil its obligation in respect of
such put right within the specified period of time will entitle
Dow Corning to assume operating control and purchase all

of Bécancour Silicon's interest in Québec Silicon at the fair
market value of such interest, Bécancour Silicon will have the
right to retain all or any portion of its rights under the Supply
Agreement for up to two years.

Upon the occurrence of certain insolvency-related default
events affecting either party, the non-defaulting party has
the right to purchase the defaulting party's equity interests in
Québec Siticon.

Québec Siticon has a Loan Agreement with Dow Corning
dated October 1, 2010 {the "Loan Agreement”] that provides
for a revolving credit facility of up to $10,000 to fund Québec
Silicon’s working capital requirements. Funding under

the Loan Agreement is available {0 Quebec Silicon upon
request at any time, up to the full amount of the unused
credit commitment and subject to continued compliance.
Outstanding amounts bear interest at a variable rate of
Canadian prime plus 2% {December 31, 2010~5%], which is
payable quarteriy. The L.oan Agreement expires on October 1,
20313, and may be terminated earlier, at Dow Corming’s
discretion, if if ceases to own any inferest in Québec Silicon
or upon the occurrence of certain change of control events
in respect of the Company. This facility includes customary
negative covenants in respect of indebtedness and pledges.
All of Québec Silicon’s assets, properties and revenues
have been pledged to Dow Corning as security for Québec
Silicon’s obligations under the revolving credit facility. As of
December 31, 2010, $10,000 has been drawn on the facility.

Québec Siticon has two discounted notes payable to Dow
Corrzihg dated December 10, 2010. The first note of $1,225
without interest has been accrued at a rate of 5% and the
maturity date is April 1, 2011. The second note of $1,225
withoul interest has been accrued st a rate of 5% and the
maturity date is March 30, 2012,

AMG Conversion ‘ _

Récancour Silicon and AMG Conversion Ltd. {"AMG
Conversion™], a wholly-owned subsidiary of AMG, executed

a Memorandum of Understanding dated March 31, 2009 {as
amended, the "Memorandurm of Understanding”] whereby the
parties agreed fo jointly develop the ingot production process
ta optimize the quality of the ingols and bricks produced with
Bécancour Silicon’s solar grade silicon, and o jointly explore
the feasibility of AMG Conversion producing ingots and bricks
at the Becancour Silicon ingoting facility on an exclusive



long-term tolling basis for and on behalf of Bécancour Silicon.
These activities continued during an interim period, which
expired on December 31, 2010, Bécancour Silicon and AMG
Conversion are in negoliations to extend the interim period
into 2011, In the event that definitive agreements in respact of
long term tolling arrangements between Bécancour Silicon
and AMG Conversion are not concll.lde_d‘by March 31, 2011,
unless the parties agree oiherwise, AMG Conversion will have
the right to remove all of its ingot and brick making assets
from the Bécancour ingoting facility,

During the year ended December 31, 2010, AMG Conversion
produced ingots and bricks at the Bécancour crystallization
facility on behalf of Bécancour Silicon, using its equipment
and Bécancour Silicon’s employees and solar grade

silicen, and invoiced a tolling fee of approximately $1,025
{2009--$1,064), which was based on the actual, fully-leaded
cost to produce ingots and bricks for Bécancour Silicon,

plus an agreed fixed margin. Effective August 31, 2010, the
parties agreed to amend such interim tolling arrangements
to provide for a fixed fee payment by AMS Conversion for
each ingoet produced for AMB Conversion at the Bécancour
ingoting facility for the remainder of the interim period. AMG
Conversion also produced ingots and bricks at the Bécancour
crystaliization facility for its own account, using its equipment
and solar grade silicon and Bécancour Silicon’s employees.
Bécancour Silicon invoiced AMG Conversion a tolling fee of
approximately $4604 [2009—$42]. Ftfective August 31, 2010, the
parties agreed to amend such interim tolling arrangements
to provide for a fixed {ee payment by AMGS Conversion for
each ingot produced for AMG Conversion at the Bécancour
Siticon ingoting fa'éiliiy for the remainder of the interim
period. Although the interim period under the Memorandum
of Understanding has expired as of December 31, 2018,
Bécancour Silicon and AMG Conversion continue to cooperaie
with respect to their use of and access to the squipment at the
3écancour crystallization facility,

Bécancour Silicon and AME Conversion are also considering
the feasibility of a long-term relationship on the basis that
Bécancour Silicon weuld focus on the production and sale of
solar grade silicon, in chunk form, white AMG Conversion would
use solar grade silicon purchased from Bécancour Silicon

to produce and sell ingets and bricks and focus on the solar
wafer market. In this connection, certain sales have occurred

in pursuit of a new sales channel for Bécancour Silicon's

solar grade silicon. During 2009, Bécancour Silicon seld
approximately 153 metric tons of solar grade silicon to AMG
Conversion and received cash proceeds of approximately $5,928
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fraom such sale which amount has been recorded as deferred
revenue, During 2010, approximately 2 metric tons were
shipped and Bécancour Silican recognized $73 as revenue,
The remaining $5,854 will be recognized as revenue when the
inventory is shipped to third party customers. The inventory
associated with this transaction has been recorded as finished
goods consigned to related party. The price of the solar grade
siticon sold to AMG Conversion was consistent with the pricing
negotiated for similar material sold to third parties.

Sudamin

During 2010, Bécancour Siticon agreed to supply and deliver a
certain volume of silicon metat in 2010 on behalf of Sudamin
S.A. ["Sudamin™], a wholly-owned subsidiary of AMG, to one
of Bécancour Silicon’s traditional long-term silicon metal -
customers, and received a pre-payment of $4,468 (€3,259]
from Sudamin towards such deliveries. The Company, in turn,
agreed to pay Sudamin a transaction fee of $377 {€243], By
December 31, 2010, the Company had fulfilled all shipment
obligations and has recognized all revenues and costs
associated with this transaction,

During 2009, the Company also agreed to supply and deliver
a certain volume of silicon metal i the fourth quarter 2009
on behalf of Sudamin to one of Bécancour Silicon's traditional
long-term silicon metal customers, and received a pre-
payment of $6,787 from Sudamin towards such deliveries.
The Company, in turn, agreed to pay Sudamin a transaction
fee of $635. By December 31, 2009, the Company had fulfilled
all shipment obligations and has recognized all revenues and
costs associated with this transaction.

Buring the second guarter of 2009, Bécancour Silicon sold
5,800 metric tons of silicon metal finished goods inventory to
Sudamin for a cash purchase price of $10,430. A portion of
such silicon inventory was to b sold by Bécancour Siliconto a
European silicon metsl customer over the balance of 2009 and
Sudarmnin assumed a portion of the volume commitments under
the silicon metal supply contract with such customer for 2009,

inventory under the control of Sudamin was classified

as finished goods consigned to a related company with a
corresponding deferred revenue amount. Revenue was
recognized as the finished product was shipped to the

end customer. During the year ended December 31, 2010,
Bécancour Silicon recognized revenue of $8,345 (2009~
$13,540] representing the value of finished goods shipped
to the silicon metal customer. As at December 31, 2010, all
product had been shipped to the customer and deferred
revenue was $nil {2009—$3,6771.
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Bécancour Silicon has also engeged Sudamin to perform
certain consulting services relating to the solar photovoltaic
industry in Ghina. During 2010, Beé
fees for such services.

cancour Silicon paid $9 in

ALD Vacuum Technoldgies

Bécancour Silicon purchased equipment spare pa;'"ts from
ALD Vacuum Technologies {"ALD"], a wholly-owned subsidiary
of AMG, during the year ended Decemnber 31, 2010 for $20
{2009--%70%9). Shipments of solar grade silicon by Bécancour
Silicon to ALD were $15
[2009~$261]. The shipments were not recognized as revenue
as the finished goods inventory has been or will be shipped
back at the original invoiced cost.”
recorded at the exchange amount,

3 in the year ended December 31, 2010

These transactions were

GfE Fremat

Bérancour Siticon purchased from GfF Fremat GmbH {"GfE
wholly-owned subsidiary of AMG, ingots during
scember 31, 2009 for $591.
Siticon shipped solar grade silicon to GfE Fremat during the
year ended December 31, 2009 for $465. The shipments were
not recogruzed as revenue as the finished goods inventory
has been or will be shipped back at the original invoiced cost.
These transactions were recorded at the exchange amount.
There were no trensactions during 2010,

RW Silicium

RW Silicium GmbH {TRW Silicium™) is a controlled subsidiary

of AMG which produces and seils silicon metal in Germany.

RW Silicium has been appointed as Bécancour Silicon's
representative for the purposes of REACH roru[af ans spplicable
to Bécancour Siicon’s sales of silicon metal and related products
into the European Umon For the year ended December 31, 2019,
RW Siiiclum invoiced the Company, at cost, for government.
regulatory fees in the amount of $68 (2009—$1141,

Fremat”], a

the year ended De Bécancour

9]

issued capital is:

Year ended Decamber 31

Balance, begmn ng of the year

ad for cagh

Common s

Common shares issuved in setilement of deposits

nver‘tib"u} notes

Executive Management

Dr. Heinz C. Schimmelbusch is Chairman of the Board and
Chief Executive Officer of Timminco, as well as Chairman of
the Management Board of AMG. Dr. Schimmelbuschis also a
member of the executive committee of the general partner of
Safeguard International Fund, L.P. ["Safeguard”], which is a
shareholder of AMG. Mr, Arthur R. Spector is a member of the
Board of Directors of Timminco and is also a member of the
executive committee of the general partner of Safeguard, l,nhl
the end of the third quarter 2009, Mr.
Chairman of the Management Board of AMG.

Spector was also Vice

Mr. John Fenger was appointed President and Chief
Operating Officer of the Company on April 20, 2009, Prior
to that date in 2009,
cost of Mr. Fenger with AMG based on the relative amount
of time spent by Mr. Fenger acting on behalf
- ffective from April 20, 2009, the Company is
paying the full cost of remuneration of Mr F which is
patd through a subsidiary of Allied Rescurce Corporation,
of which Dr. Schimmelbusch is Chairman. For the year
ended December 31, 2010, the Company contributed $755
{2009~$657) to the cost of Mr. Fenger's remuneration,

13. Capital Stock

the Company shared the remuneration

fof these
companies,
enger,

{al ~Authorized: unlimited number of Class Aand Class B
preference shares, issuable in series and having such
hts, privileges, restrictions and conditions as may be
approved by the Board of Directors of Timminco, The
Class A and Class B praference shares rank in priority
to the commaon shares with respact 1o the payment of
dividends and the return of capital.

Issued: none

(bl Authorized: unlimited number of common shares.
are entitled to one vote for

Holders of common shares
each share.

) 2009

Amcunt Shareas (000s} Amount

$-285.951 104,414 ) $ 199,488

12,4346 18,308 44,181

- - 12,039 30,319

- - 18,668 10,55¢%
15,308 12,726 i o
338 412 908 1,234

198,738 $. 311,523 159,324 $ 283,981




On February 24, 2010, Timminco issued 337,701 commoh
shares as full and final settlement of a trade payable

" owing te a vendor of $412.

On March 26, 2010, Timminco issued 15,908,000 common
shares in payment of $12,726 [€9,198) of the Repayment
Liability [see Note 9).

OnMay 13,2010, Timminco issued 7,105,928 common
shares in the first tranche of an equity financing by way of
a private placement at $0.65 per share for gross proceeds
of 54,619 to AMG.

On May 21, 2010, Timminco issued 8,991,488 common
shares in the second tranche of an equity financing

by way of a private placement at $0.65 per share for
gross proceeds of $5,844, of which AMG subscribed for
4,221,488 of the common shares.

On June 14, 2010, Timminco issued 4,057,199 common
shares in the third and final tranche of an equity financing
by way of a private placement at $6.65 per share for gross

proceeds of $2,637 o AMG.

Cptions have heen granted to certain key employees and
directors to purchase common shares of the Company
subject to various vesting requirerents, During 2004,
the Company established a Share Option Plan (the 2004
Plan™} which supersedes the prior share option plan for
directors and key employees. The 2004 Plan was last
amended and restated as of April 28, 2008. Under the
2004 Plan, options are granted at the discretion of the
Board of Directors or its compensation committee, at
an exercise price no less than the closing price of the
common shares on the Toronto Steck Exchange on the
lest trading day preceding the day of grant. The options
vest aqually over a four year period, with the initial 25%
vesting after the first anniversary.of the grant date, and
expire seven years after the grant date.

\

On November 11, 2008, the Company established a new
share opticn plan [the "2008 Plan™} as part of certain
long-term incentive compensaticn arrangements for key
erployees in the Silicon Group. The options are granted

Year ended [ecermber 31
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with an exercise price at the fair market value of the
Company's common shares, have a nine-year vesting
schedule with 50% becoming exercisable after the fifth
anniversary of the grant date, and the remaining 50% vest
equally on the sixth through ninth anniversary dates. The
options expire ten years after the grant date,

Buring the year ended December 31, 2010, options to
purchase 1,736,600 common shares were granted under
the 2004 Plan. The fair values of the grants, determined
using the Black-Scholes option-pricing model at the time
of the grants, were $0.31 to $1.09 per common share
subject to option. The following assumptions were used
to calculate the fair value: expected dividend yield of 0%,
expected stock volatility of 118.4% to 119.8%, risk-free
interest rate of 2.91% te 3.0% and expected option lives of
seven years. The share oplion expense is being amertized,
according to the vesting schedule, over a four year period
from the date of the grants.

During the year ended December 31, 2009, options to
purchase 895,900 common shares of the Company were
granted under the 2004 Plan. The fair value of the grants,
determined using the Black~Scholes option-pricing model
at the time of the grants, were $1.44 t0 $2.28 per option.
The following assumptions were used to calculate the

fair value: expected dividend yield of 0%, expected stock
volatility of 116.9% te 122.9%, risk-free interest rate of 2.1%
to 2.7% and expected option liv
option expense is being amortized, according to the vesting

S

of seven years. The share

schedule, over a four year period from the date of the grani.

Subsequent to December 31, 2016, options to purchase
320,000 common shares of the Company were granted
under the 2004 Plan.

During the year ended Decermber 31, 2010, the Company
recorded stock-based compensation expense of

$8,327 {2009--$7,927) which is inctuded in selling and
administrative expenses in the statement of operations.

A summary of the status of the options under both the 2004
Option Plan and the 2008 Option Plan is presented below:

Exercise

i B
o~

Quistand $ 7

Gra g 3 1.87
For % $ 7.44
O 13,908 $. 490 S 5.48
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At December 31, 2010, the nurnber of common shares subject to options cutstanding and exercisable under both share

option plans was as follows:

Outstanding Oplions

Weightad Average  Exercisable Options Weighled Aver

Frice Range {060's) Exercise frice Remaining Life [000's] Exercisable Pr,u;
$0.29 to $0.40 2156 $ 0.37 447 1,225 $ 0.38
$0.59 te $2.57 3,828 % 116 383 2,091 % (.90
$7.64 to $15.27 7930 $ 7. 94 7.48 478 % 10.2¢

13,9208 $ 4,90 5.88 3,794 % 1.9¢

As of December 31, 2010, the maximum number of Timmince common shares that may be reserved for options granted
under the 2004 Option Plan is 7,332,175 and under the 2008 Option Plan is 10,000,000, representing 8.9% of the issued and

outstanding common shares,

Contributed Surplus

Year ended December 31 2009
Balance, beginning of year % 5,069
Stock-based compensation 7927
Balance, end of year % 12,998

14. Non-controlling Interest

The Canadian Institute of Charlered Accountants ["CICAT]
Accounting Guideline 15, "Consolidation of Variable Interest
Entities” ["AcG-15"], requires the consolidation of varisble
interest entities {"VIEs"} by the primary beneficiary of the
expacted residual {osses or returns, or both, of the VIEL AVIE
is any type of legal structure in which consolidation is required
due to contractusl or other financial arrangements, as
opposed to traditional voting rights, if certain conditions exist.
The company is the primary beneficiary of two VIEs as defined
under AcG-15.

On February 4, 2010, Tunminco and Strokkur Energy ehf.
{"Strokkur™}, an lcelandic private equity firm, formed
Tho

having subscribed for 51% of its share capilal and Strokkur

iLehf, {"Thorsil"], an lcelandic company, with Timminco

having subscribed for 49% of its share capital. The Company's
s censidered to be a VIE and the
Company is considered the primary beneficiary; accordingly,
the Company consolidates Thorsil {See Note 9).

investment in Thorsil

On September 30, 2010, Bécancour Silicon transferred

most of its silicon metal assets and tabilities to Québec
Silicon, including property, plant, equipment and certain

net working capital items, in anticipation of a production
partnership transaction with Dow Corning Corporation {"Dow
Corning”}, which was completed on October 1, 2010, Dow
Corning acquired a 49% equity interest in Québec Silicon in
considaration for net cash proceeds of $40,974 {US$40,105).

The Company's 51% investment in Québec Silicon is
considered to be 3 VIE and the Company is considered the
primary beneficiary; accordingly, the Company consolidates
Québec Silicon [See Note 121,

If the rolling average cost of production {per metric ton}
for any 12-month period in the three year period after
September 30, 2010 (the "Post-Closing Period”] is less
than specified thresholds, then Dew Corning will contribute
to Quebec Silicon, for distribution te Bécancour Silicon, a-
one-time payment of additional consideration in accordance
with an agreed formula. In addition, if during any consecutive
six-maonth period in the Post-Closing Period, the average
annual production capacity of Québec Silicon exceeds 47,600
metric tons of silicon metal, for any reason, then Dow Corning

will coniribute to Québec Silicon for distribution to Bécancour

Siticon a further one-time payment of additional consideration
calculated in accordance with an agreed formula. The
maximum amount that Bécancour Silicon may receive upon

achieving these performance objectives is US$10.0 million.

2009

Year ended December 31

Batance, beginning of

the year % % .
Proceeds from Dow
Corning (0976 -
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15.

income Taxes
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{al Income taxes {recovery] attributable to loss before tax differs from the amounts computed by applying the combined

(b}

Canadian federal and provincial income tax rates of 31% {33% in 2009} to the pre-tax loss as a result of the following:

Year ended December 31

Loss before income taxes

Computed ‘expecled’ tax recovery

Inere

fraduction) in income taxes resulling from:

Income taxed at different rates in other jurisdictions

trment to future tax assets and Uabilitie

effects
Change in valuation allowa
Expi

Guébec Silicon’s minority intere

ed investment tax credils and toss carry ferwards

Fermanent and olher differences

s for changes intaxrates

s taxable inceme and net future taxa

& (74,027

{22.979%]

954 2,053
1450 8,590
496 952
18,513 32,602

%
25 {Note 15{d} 1,941 -
]09

Income taxes

k] 1,780

The tax effe

are presentad below:

s of temporary differences that give rise to significant pertions of the future tax a

ets and future tax Habilities

ty, plant and equipment
Eligible capital expenditures

Deferred financin

Share igsue cosls

Accruals and long term provisions

EJ 1 3 o

16,589 13,643
1,041 -
164 191
585 748

4,244 6,554

ts k240 5,480

Yax toss carry forwards {Note 15{c} 52,487 431718
Investment tax credit cerey forwards expiring between 2011 and 2018 5,742 2,775
Research and development expenditures 7,294 1,819
Impaired investments 2,608 2,795
Impsired tand 53 - 43
Provincial/Federal sales tax harmenization credit 270 278
rnative and corporate minimurm tax carry forwards 113 119
95,540 77.57%

Less valuation sllowance 93,257 74,44
2,283 282

wcormne tax Habiliy

Future

Emplovee future beneiit 78% 234

{ 1,163 2,142

Foreign e j6 gaing 335 455
i 2,283 2,831

Nel future income tax asset [Liability] B $ -

The ultimate realization of future tax assets is dependent
upon the generation of future taxable income during the
periods in which these temporary differences and loss
carry ferwards become deductible. During 2010, the
future-income tax asset was increased by operating and

non-operating losses generated in entities not generating
taxable income. Accordingly, the valuation allowance

was increased by a corresponding amount as there is
currently no expectation of generating sufficient taxable
income in these legal entities.
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{c] At December 31, 2010, the Compsany has the following
gross tax loss carry forwards available to reduce future
years' inceme In:

Canada expiring between 2013 and 203C $ 159,352
{ stes (Federall expiring between .

2011 and 2028 $ 22,534
feeland expiring in 2020 % 1,242

Approximately $1,331 of the United States tax loss carry
forwards above are subject to restrictions that limit the
amount that can be utilized in any one taxation yearn

Al December 31, 2010, the Company has allowable capital
loss carry forwards of $11,553 available to reduce future
years' taxable capitsl gains. These loss carry farwards
have no expiry date.

{d] Québec Silicon is not taxable on a legal entity basis. lts
taxable income is attributed directly to its partners on a
percentage of ownership basis. Since income tax expense
(if any} and related future income tax assets and liabilities
attributed to the nunorily interest are not assets available

Carrying Amaiint

Financial Assels
Held-for-trading
Cash

tricted cash -

Foreign exchange contr

for sale
investment in Applied Magnesium

Legns and receivables

Accounts receiva
Due from ralsted companies

Lang term receivables

to or lisbilities of the Company, they have been excluded
from these consolidated financial statements.

14, Financial Instruments

Categories of financial assets and liabilities

Under CICA Handbook Section 3862, "Financial Instruments -
Disclosures”, the Company is required to provide disclosures
regarding its financial instruments, Financial instruments
are either measured at amortized cost or fair value. Held-
to-maturity investments, loans and receivables and other
financial liabilities are measured at amortized cost. Held-for-
trading financial assets and liabilities and available-for-sale
financial assets are measured on the balance sheet at fzir
value. Derivative non-~financial instruments are classified

as held-for-trading and are recorded on the balance sheet

at fair value unless exempted as a non-financial derivative
representing a normal purchase and sale arrangement.
Changes in fair value of derivative financial instruments are
recorded in earnings unless the instruments are designated
as cash flow hedges. The following table provides the carrying
value of each category of financial assets and liabilities and
the related balance sheet item:

2409

Fair Value ' Carrying Amount Fair Value

$ 8078 % 3,074 § 1,170 b 1170
105 o5 -

t 4% -

222 222 222 222

13,984 13,984 11,007 11,007

967 947 269 209

1275 1.278 1,282

S 13,890

E S
™3
B
N
o

29 $. 24,698

Financial Ligbilities

Other financial tabilities

Rank indebledness $ - $ - $ 29147
Aceountspayable and soerued liabilities 20,426 20,426 19.627
Due to related companies 2,328 2,318 5,991
Current portion of long term debl 2604 2,404 39,158
Currentportion of long termprovisions 3.679 3.679 5,132
Lang term debt 25.028 25,028 128
Due to retated companies 16,199 16,122
Long term provisions S E 2,015 6,264 6,266
% 09,279 & 79192 5 116,617 & V15,449

39

w
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The fair value hierarchy of financial instruments measured at fair value on the balance sheet is as follows:

Financial Assets
Cash and cash equivalents

Foreign exchange contracts

At December 31, 2010, the Company has $105 of restricted
cash which is classified as a current asset. The restricted cash
represents funds available for funding preliminary expenses -
for a potential silicon metal capacity expansicn projectin
fceland (Thorsill,

fnvestment in the common shares of Applied Magnesium is
classified as available for sale financial asset and is measured at
cost since there is not an active market io determine a fair value,

The Company has determined the estimated fair values of

its financial instrurnents based on appropriate valuation
methodologies; however, considerable judgmentis required
1o develop these estimates. The carrving value of current
monetary assets and Uabilities approximates their fair value
due to their relatively short periods to maturity. The fair values
of long term receivables, other long term liabilities and the
debt component of the amounts due to an affiliated company
approximate their carrying values as the terms and conditions
are similar to current market conditions, Foreign exchange
contracts are marked to market using quoted markel prices.

Risks arising from financial instruments

and risk management

The Company's activities expose it to & variety of financial
risks: market risk {including foreign exchange and interest
rate, credit risk and liguidity risk. The Company’s overall

risk managermnent program focuses on the unpredictability of
financial markets and seeks to minimize potential adverse
effects onthe Company’s financial performance. The
Company uses derivative financial instruments to mitigate
certain risk exposures. The Company does not purchase any
derivative financial instruments for speculative purposes. Risk
management is the responsibility of the corporate finance
function, The Company's domestic and foreign operations
along with the corporate finance function, identily, evaluate
and, where appropri;;fe. mitigate financial risks. Material
risks are monitored and are regularly discussed with the Audit
Committee of the Board of Directors. '

Foreign exchange risk

The Company reports its results in Canadian dollars, and a
substantial portion of the operating costs of the silicon business

2009

Level1 Level 2 level 3

8181 % - % SRR TV - % -
N T I L I - % -

Is in Canadian dollars, as the Company purchases silicon
metal from Québec Silicon in Canadian dollars, whereas the
majority of the Company's products are priced and sold in
Euros and U.5. dollars., In particular, Bécancour Silicon has
signed a contract to supply a significant portion of its allocation
of Québec Silicon's production of silicon metal over the next
five years at prices denominated in Euros. Such pricing is

fixed in Euros for deliveries in 2011, and subject to negotiation
within a defined price range in Euros, for each of the remaining
four years. Subsequent to the year end the Company and

the customer amended the supply agreement to provide for

an adjustment with respect to movement in the Euro/USD
exchange rate relative to the exchange rate in effect at the

date the companies agreed upon the pricing in 2009, thereby
reducing the exposure of the Company to fluctuations in the
Eurs/USD exchange rate. Volatility in the Canadian dellar—Euro
exchange and Canadian dollar—USD exchange rate could have
a material impact on the gross margins of the Company.

Since the majority of the Company’s sales are transacted in U.S,
dollars or Euros and the Company has interest bearing debt
denominated in foreign currency, the Company may experience
transaction exposures because of volatility in the exchange rate
between the Canadian and U.5. dollar and the Canadian dollar
and the Eure. B
net inflows and outflows for the year ended December 31, 2016,
a weakening {strengthening] of the U.S. dollar of 1% would,
everything else being equal, have a positive (negative] effect on
net income before taxes of $275 (2009-~$147). Based on the
Company's Euro denominated nel inflows and outflows for the

ed on the Company's U.S. dollar denominated

year ended December 31, 2010, a weakening {strengthening]
of the Euro of 1% would, everything else b‘eéng equal, have
positive {negative] effect en netincome before taxes of $365
(200952221, prior to hedging activities,

The objective of the Company's foreign exchange risk
management activities is {o minimize transaction exposures
and the resulting velatility of the Company's earnings, subject
to liquidity restrictions, by entering into foreign exchange '
forward contracts.



Timminco Limited
port

Foreign exchange forward contracts
The Company enters into foreign exchange forward contracts
te ritigate foreign currency risk relating to certain cash flow

exposures. The Company's foreign exchange forward coniracts

reduce the Company's risk from exchange movemaents because
gains and losses on such conlracis offset losses and gains on
transactions being hedged. The counterparty to the coniracts
is a multinational commercial bank and therefore credit risk

of counterparty non-peiformance is remote. Realized and
unrealized gaing or losses are included in net earnings (for the
year ended December 31, 20168—%99 gain; 2009-—$1,606 gain.
The open foreign exchange forward contracts as at December

31, 2010 are as follows:

sl Sanadian deliars equivalent

Unreali

Fair valua le
0o0's] $ kS
Euro 5,867 49

These foreign exchange forward contracts mature over the
period January to March 2011, Subsequent to December 31,
2010, the Comparny entered into foreign exchange forward

“
{

contracts to sell £*.000 for Canadian dollars in the period

January to March 2017 at rates of 1.3598 1o 1.3400 (see Note 21,

Interest rate risk . ] )

The Company is exposad to interest rate risk to the extent
that cash and short term investments, bank indebtedness, the
Term Loan and amounts due to an affiliated company are at
floating rates of interest. The Company's maximum exposure
to interest rate risk is based on the effective interest rate
and the current carrying value of these assets and liabilities.
The Company monitors the interest rate markets to ensure
that appropriate steps cen be taken if interest rate volatility
ccn‘xprjomises} the Comparny’s cash flows. A 1% change in
interest rates would, everything else being equal, change
annualized net income before taxes for the year ended
December 31, 2010 by $344 {2009—$653].

597

Credit risk

Accounts receivable and long lerm receivables are subject

to credit risk exposure and the carrying values reflect
management’s assessment of the associated maximum
exposure to such credit risk. Substantially all of the
Company’s accounts receivable are due from customers

in 3 variety of different industries and as such, are subject

to normal credit risks in their respective industries. The
Company reqularly monitors customers for changes in credit
risk, As a requirement of the Cempany's Credit Agreement,
trade receivables from customers in Europe, Australia, Mexico
and Japan are insured for events of non-payment through
third party export insurance.

The rmaximum exposure to credit risk is equal to the carrying
value of the financial assets. The objective of managing
counterparty credit risk is to prevent losses in financial assets,
The Company assesses the credit quality of the counterparties,
taking into account their financial position, past experience

and other factors. Credit risk is mitigated by entering into sales
contracts with only stable, creditworthy parties and through
frequent reviews of expasures to individual entities. In addition,
with
a targe multinational bank to mitigate associated credit risk. In

the Company enters into foreign exchange forward contracts

cases where the credit quality of a customer does not meet the
Company's requirements, a cash deposit is received before any
goods are shipped. The carrying amount of accounts receivable is
reduced through the use of an allowance account and the amount
of the loss is recognized in the censolidated statements of
operations within operating expenses, When a receivable balance
is considered uncollectible, it is written off against the allowance
for accounts receivable, Subsequent recoveries of amounts
previously written off are credited against operating expenses in
the consolidated statements of operations. The following table
sets forth details of the age of receivables that are not everdue as
well as an avna[ysis of averdue amounts and related allowance for
the doubtful accounts:

2009

Total accounts receivable 4§ 12,249
o for doubtful ace {1,242}

Total accounts receivable, net 5 11,007

Of whiciy:

Nat overd $ 13,?: 4 % 14,961
for rnore than three menths but not for more than six menths - -

¢ for moare than six months bul not for moré than one year - . -

Past due for more'then one year 27 1,288

Less: Allowance for doubtful accounts {276) (1,242}
Total accounts raceivable. net S 13,984 3 11,067




Contractual obligations

The contractual obiigations of the Company as at December 31, 2010 are as {ollows:
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Total 1103 Years &0 8 Years
Bank debt % - $ - § $ -
Term debt 47,527 3172 13,889 4,847
Operating leases 1.879 284 704 197
" Due to related parties 19,722 12,052 7670 -
Thorsil Bend 1114 .14 . .
Defined benefit pension funding ebligations 24,663 5,224 12,300 6,339 -
. Capital asset purs semmitments 1.312 1,312 - - -
Reorganization ebli 2,450 874 392 123 661
Environmenta! obligations 7,410 1,958 2.53% 138 2,728
Contract termination claims 5,081 1,043 4,040 ~ -
Other long term obligations 81 53 2% 7 -
Total contractual shligations $ 110,539 & 27,086 442,154 11,401 5729998

Liguidity risk

The Company is currently subject to liquidity risk. Liquidity
risk arises through excess financial obligations over available
financial assets due at any point in time. The Company's
objective in managing liquidity risk is to maintain sufficient
readily available sources of funding in order to meet its
tiquidity requirements at any point in time. The Company
attemnpts to achieve this through managing cash from
operations and through the availability of funding from
committed credit facilities,

The Company incurred net losses of $74,752, $134,222 and
$22,609 for the years ended December 31, 2010, 2009 and
2008, respectively. There is also material uncertainty with
respect to the level of liquidity that will be generated by
operations in the next twelve months.

At December 31, 2010, the Company had positive working
capital of $23,163, was holding cash of $8,076 and had
undrawn available lines of credit under the Credit Agreement
of approximately 7,900,

Both the Senior Credit Agreement and the Term Loan
Agreement contain financial covenants. The minimum EBITDA
levels for the purpose of the financial covenants in the Senior
Credit Agreement have been set at amounts based on the
Company's projected financial results, In the event that the
Company is unable to achieve such financial resulis, it may
become non-compliant under the Senior Credit Agreement.
Non-compliance with any of the financial covenants under
the Senior Credit Agreement or the Term Loan Agreement
may cause the Bank or {Q, respectively, to declare an event
of default and demand repayment of the entire outstanding
indebtedness under such facilities.

Both the Senior Credit Agreement and the Yerm Loan
Agreement also contain cross-default provisions, and restrict
the Company’s ability to incur adgitional indebtedness, sell
assets, create liens or other encumbrances, incur guarantee
obligations, make certain payments, make investments, loans
or advances and make acquisitions beyond certain levels,
Substantially all of the Company’s assets have been pledged
as coliateral to its lenders under the Senior Credit Agreemant
and the Term Loan Agreement. The AMG Convertible Note
also contains a cross-default provision, financial reporting
covenants, a negative debt covenant and certain capital
expenditure approval requirements.

Guébec Silicon's Governance Agreements provide that Québec
Silicon can require additional capital contributions from its
partners in certain circumsiances relating to capiial and
maintenance requirements for the Bécancour facility. In the
event that Québec Silicon's agyregate funding requirements
for working capital and capital projects exceed the funding
available under the Term Loan Agreement and from cash flow

from operations, Québec Silicon may have a working capital
deficiency, and/or may bé required to request additional
capital contributions from its partners. The Company may

be required, contractually or otherwise, to provide additional
funding to Québec Silicon in these circumstances, which could
have a material adverse effect on the Company's liquidity.
Timminco has also been named as a defendant in a proposed
class action lawsuit, claiming damages in excess of
$540,0C0. White Timrminco intends to vigorously defend the
allegations in such lawsuit and the plaintiff's attempt to get
court approval {o procesd, the timing and outcome of such
proceedings are uncertain and the amount of any damages
awarded could be substantial,
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As a resultof the Company's liquidity risk, the Company's
ability to continue as a going concern is subject to the
continued support of its lenders and is uncertain, therefore
the Company may be unable to continue to realize its assets
and discharge its liabilities in the normal course of business.
The consolidated financial statements do not give effect to
any adjustments o recorded amounts and their classification
which could be necessary should the Company be unable

to continue as a going concern and therefore be required to
realize its assets and discharge its liabilities in other than
the normal course of business and at amounts different than
those reflected in the consolidated financial statements.

17. Capital Management

The Company defines capital that it manages as the aggregate
of its shareholders’ equitly and interest bearing debt, The
Company's objectives when managing capital are to ensure
that the Company will continue as a going concern, so that

it can provide products and services to its customers and
returns to its shareholders, The Company includes its fully
consolidated ViEs in managing its capital consideration.

As at Decemnber 31, 2016, the Company’s managed capital
was $52,487 (December 31, 2009-$145,404] which was
comprised of shareholders’ equity of $19,884 [December 31,
2009--%$60,737]) and interest-bearing debt of $32,603
{December 31, 2009—%84,647]. Included in interest bearing
debt is the debt component of the convertible notes of $4,971
[December 31, 2009—%5,066], where the associated accreted
interest expense is a non-cash charge.

The Company manages its capital structure with the objective
of matching short and long-term financing with the respective
assats. The Company targe!s having sufficient revolving credit
acilities to fund working capital requirements and principal
and interest payments of its debts, and adequate long-term
debt and equity to finance long-lerm assets.

During 2010, the Company took additional measures towards
the eventual return of its operations to a cash generating
pasition through a temporary suspension of production

of its solar grade silicon operations, sale of silicon metal
inventories and reduction of accounts receivable to generate
cash from working capital-and commitment of substantially
all of its production capacity for 2011 at fixed prices. The
Company believes that these actions should support liquidity
o operate its business, subject to operating risks and
fluctuations in foreign exchange markets. The Company
completed a transaction on October 1, 2010 involving an

acquisition by Dow Corning of a 49% equity interest in Québec
Silicon and utilized a portion of the net proceeds to fully
repay the revolving and term loans outstanding with Bank of
America [see Note 8], However, the Company's ability to raise
capital in the debt or equity markets could be limited until the
Cornpany returns to a cash generating status for a number of
fiscal quarters {see Note 1],

18. Commitments, Contingencies and Guarantees

Commitments

Property, plan
As at December 31, 2010, the Company had capital
commitments of $1,312 related to its silicon metal production
facilities in Bécancour.

and equipment

Operating leases

The Company leases equipment and office, manufacturing
and warehouse space under operating leases with minimum
aggregate rent paysbie in the future as follows:

2011 $

2012

2013 179

2014 188

2015 and theresafter 837
5 1,634

tal matters

In 2009, the Québec Ministry of the Environment issued a
Certificate of Authorization with respect to the Bécancour
facility to remediate a silice fume disposal site. The planned
work is scheduled to be completed in 2014,

In 2008, the Company filed a2 Mine Closure Plan with the
Ontario Ministry of Northern Development, Mines and
Forestry with respect to the Haley, Ontario facility together
with appropriate financial assurance covering its cbligations
pursuant to the plan. The Company is required to provide
financial assurance of $1,683 by way of an initial deposit of
$337 and annual payments of $269 over a period of five years.
The Company has paid the initial payment and four annual
installments {$1,413). The Company has been remediating
the property in accordance with the agreed terms of the Mine
Disclosure Plan.

The environmental certificate of authorization [the "Certificate

of Authorization”] granted to Québec Silicon by the Québec
dinister of Sustainable Development, Environment and

Parks (the "Ministry”} on September 30, 2010 incorporated

anumber of environmental undertakings of Québec Silicon

399



which are to be completed within the timelines set out in the
Certificate of Authorization. The envirenmental undertakings
include the (i} proper storage of certain materials; {ii} the
proper disposal of certain pollutants and residual material
that are currently on the premises of the facility; and {iiil

the execution of corrective plans set cut in the Certificate of
Authorization relating to the identification and reduction of air
emission particulate matter. Bécancour Silicon has agreed

to indemnify Québec Silicon for all expenditures relating to
the environmental undertakings set out in the Certificate

of Authorization including future estimated capital-related
expenditures of approximately $849 incremental to the
Company’s capital expenditures commitments of $439 as at
December 31, 2610

Contingent liabilities

Class action lawsuit
Timminco and certain of its directors and officers, as well
as certain third parties, have been named as defendants

in a potential class action lawsuit filed in the Ontario
Superior Court of Justice on May 14, 2009. This lawsuit was
commenced by the plaintitf Ravinder Kumnar Sharma on
behalf of shareholders who acquired Timminco's common
shares between March 17, 2008 and November 11, 2008 and
claims damages exceeding $540,000. The plaintiif slleges
that Timminco and others made certain misrepresentations
about the Company's solar grade silicon production process.
These are unproven allegations, and the plaintiff will need
to seek leave, or permission, of the court to proceed under
the secondary market disclosure provisions of the Ontario
Securities Act, '

The Company has not recorded any tiability related to these
matters. Timminco's directors and officers insurance policies
provide for reimbursement of costs and expenses incurred in
connection with this lawsult, including lagal and professional
fees, as well as potential damages awarded, if any, subject to
certain policy limits and deductibles. The Company intends to
vigorously defend these allegations and the plaintiff's attempt
to get court approval to proceed. However, no assurance

can be given with respect to the ultimate outcome of such
proceedings, and the amount of any damages awarded in such
lawsuit could be substantial.
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tions

Other legal a
The Company is invelved in various legal matters arising in the
ordinary course of business. The resolution of these matters is
not expected to have a material adverse effect on the Company's
financial position, results of operations or cash flows,

Guarantees

in the normat course of business, the Company has provided
indemnifications in various commercial agreements which
may require payment by the Company for breach of contractual
terms of the agreement. Counterparties to these agreements
provide the Company with comparable indemnifications,

The indemnification period generally covers, at maximum,

the period of the applicable agreement plus the applicable
limitations period under law. The maximum potential amount of
future payments that the Company would be required to make
under these indemnification agreements is not reasonably
guantifiable as certain indernifications are not subject to
limitation. However, the Company eniers inta indemnification
agreements only when an assessnment of the business

circumstances would indicate that the risk of loss is remote.

The Company has agreed to indemnify its current and former
directors and officers to the extent permitted by law against
any and all charges, costs, expenses, amounts paid in
settlement and damages incurred by the directors and officers
as a result of any lawsuit or any other judicial administrative
or investigative proceeding in which the directors and officers
are sued as a resull of their service. These indemnification
claims will be subject to any statutory or other legal imitation
pericd. The nature of such indemnification prevents the
Company from making a reasonable estimate of the maximum
potential amount it could be required to pay to counterparties.

19. Segmented Information

To July 22, 2009, the Company managed its business along
two principal business segments, the production and

sale of silicon metal and solar grade silicon, the Silicon

Group {"Silicon”}, and of specially non-ferrous metals, the
Magnesium Group {"Magnesium”). Alter July 22, 2009, the
Siticon Group is the only business segment. Amaounts included
undar "Other” include corporate activities and amounts
related to the Company’s investment in Applied Magnesium,
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Segmented information on sales and identifiable assets by geographic region is as follows:

{a] Sales {based on the country/region to which the goods were shipped):
19 2009

Siticon Silicen Magnesium Totat

Canada ’ : & e B EABS $ 19,673 $ 3,029 $ 22,702
United States 53484 14,014 21,014 35,628
Mexico 45 19 1,433 1,452
Europe 60,293 39,942 1,343 41,305

- - 1,902 707

991 682 $37 1,589
1.001 g1 499 590
$ 132,997 $ Th,421 % 30,147 S 104,568

(b} Netincome [loss]:

Tots

Loss before the undery 7 $ {47.205)

fon of PP&E ¢ 22} {11,144)

Interest 011 {7011

Environmental remediation costs C{603} (448} {1,094

Accretion of convartible debt - {199] 1199)

Pension curtailment cosls - {564 {504)

{7,498) 1691 (7,567}

Income tax expe - 1271 (27}

Net loss : ’ ' S 146703 $ 128,045 $ (74,752

2009

Siticon Magnesium Other Total

Loss before the undernctad: $ {47,411 % (3,764} & {7,641 % (58871

Amortization of PRP&E and intangible assels (15,141) { - 3,297}
Interest -

vironmental rermediation costs 11,098) {529) -

ts - {4,293] - {4,293

Reoerganization ¢o

Loss on disposal of Magnesium Sroup - {1,10%] - {1,169
Pension curiailment costs 1 - 2 3
Accretion of convertible debt - - 1759

{39.039} .- (4,775)
{1,724] (56) -
{19901 $

impairment ot g

incometaxe

Netloss $ {104,412 $ . 19.909)

Fr

[c] ldentifiable assets:

Sitieon Gthe Total
Canada b 156,831 3 167,848
United States and Other — ) 583
% 158,831 $ 11,617 $0148,448

2009

Siticon Other Total

Cenada & 205723 % 3,183 & 208906
United States and Other 1,002 1,002

§ 205,723 $ 4,185 & 209,908




Included in the assets related to the Silicon Group is
goodwill of $16,827 which arose from the acquisition

of the Silicon Group by the Company. Effective with the
disposition of the Magnesium Group in 2009, all residual
assets are classified as "Other”. As at December 31, 2010,
the Company impaired the carrying value of solar grade
silicon property, plant and equipment in the Silicon

Group in the amount of $2,893 {2009--$39,039]. Also, the
carrying value of buildings at the Haley, Ontario site was
reduced $69 in 2010,

{¢] Property, Plant and Equipment

Siticon 82,198 $ 90,797
Other 1410 599
$ 83608 $ 91,39

{e] Additions to Property, Plant and Equipment:

Siticon $ 2,786 $
Other 11 3
& 2,797 ) 20,079

Economic dependence

The Cornpany has traditionally had several large customers,
the loss of any of which could have a material adverse effect
on the financial position, results of operations and liquidity of
the Company. In 2010, the five largest custerners accounted
for 58% of total sales (2009—-53%). Going forward, the
Caompany expects the customer concentration risk to increase,
mainly due to the reduced production-output that is available
to Bécancour Silicon as a result of the Supply Agreement
with Dow Corning and Guébec Silicon, and increased volume
commitments that Bécancour Silicen has under long-term
supply contracts and other delivery arrangements with
certain silicen metal custorners for 2017 and further years.
The extent to which any of the Company's significant silicon
metal custemers may be unwilling or unable to satisfy all

or a material portion of its purchase comrmitments with -
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the Company could-have a material adverse affect on the
Company's results of operations and tiquidity.

fh 2010, the Company sold inventories to Sudamin for $4,668.
In 2009, the Company sold inventories to Sudamin for $17,217
and to AMG Conversion for $5,975. These transactions were
for cash {see Note 12},

20. Comparative Figures

Certain of the 2009 comparative figures have been reclassified to
conform to the financial statement presentation adopted in 2010,

21, Subsequent Events

Subsequent to December 31, 2010, the Company entered

into fareign exchange forward contracts to sell €1,000 for
Canadian dollars in the period January to March 2611 at rates
of 1,3598 to 1.34600 (see Note 16).

in February 2011, the Company and Strokkur contributed
additional equity to Thersil, in proportion to their respective
ownership, for the purpose of completing feasibility studies
and negotiation of 2 power contract, The Company's
contribution was US$126.

Subseguent to December 31, 2014, the long-term contracts
executed by the Company in the first quarter 2010 to supply
approximately 90,000 metric tons of silicon metal over the next
five years o one of its long-standing silicon metal customers
were amended: to increase the volume commitments by a total
of 4,500 metric tons, deliverable over the contract years 2611
through 2013; to add a currency adjustment provision, effective
since the second quarter 2010, which over the remainder of
the term effectively reduces by half the parties exposures to
fluctuations in the US dollar-Euro exchange rate relative to
the rate in effect when the contract was originally negotiated

in the fourth quarter 2009; and to defer, by up to three years,
deliveries of approximately 3,500 metric tons from the original
2010 volume commitments of 18,500 metric tons. In addition,
in the fourth guarter 2010, in accordance with the terms of the
contract, the customer exercised its right to purchase the base
quantity ot 17,500 metric tons for 2011 deliveries at a fixed price
at the upper end of the previously agreed price range.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Asaresult nfe

Robert Dietrich; By

 This Management's Discussion and Analysis ("MD&A"] should
be read in conjunction with the audited Consolidated Financial
and, collectively,
with its consolidated subsidiaries, the "Company”] and the
December 31, 2010, which
ance with Canadian generally accepted
accounting principles. ; MD&A covers the quarter ended
December 31, 2010 ["Q4-10"] and the year ended December
31, 2010 {"FY-10"] with comparisons to the quarter ended
December 31, 2009 {"Q4-09"] and the year ended December
31, 2009 {"FY-09"]. All amounts are in Canadian dollars unless
otherwise noted, This MD&A is prepared as of March 25, 2011,

Statements of Timminco Limited (Timmince”

notes thereto for the year ended

were prepared in accor

Overview

While the Company historically has reported on the basis
of the Silicon Group segment and the Magnesium Group
segment, the Silicen Group, which is operated through
Timminco's subsidiaries, Bécancour Silicon Inc. {"Bécancour
Silicon”], and Québec Silicon Limited Parinership {"Québec
Silicon™], is the only reported segment since the disposition
of the Magnesium Group in U3-09. The Silicon Group segment
cons

grade silicon products,

ists of the production and sale of silicon metal and solar

The following are the highlights of results for Q4-10 and FY-10,
which are described in more detail elsewhere in this MD&A:

+ Sales for Q4-10 increased to $31.0 million, §
$25.5 miilion in Q4-09 reflecting improved silicon metal
market conditions. Similarly, sales for FY-10 increased 27%
to $133.0 million compared with $104.6 million in FY-09,

rom

e Larnings before interest, taxes, depreciation and
amortization ["EBITDA"] for Q4-10 was negative

ourstticon metal opera

“Strengthening our financial position

nrémained a top priority in 2010.

efforts in this regard, we ended the year much stronger
financially,-and better-positioned to capitalize on'the strength of

tions, as'wetl.as to pursue
opportunity in our prop’:etary sotar grade silicon purification progess.”

the significant

~Finance and Chiet Financial Offfcer

$5.7 million, compared to negative EBITDA of $17.4 millicn
in Q4-07 [negative EBITDA of $39.0 million in FY-10,
compared to negative EBITDA of $50.9 million in FY-09),

Nel loss for Q4-10 was $19.9 million or $0.10 per share,
compared 1o a loss of $69.4 million or $0.48 per share for
Q4-09 [net loss of $74.8 million or $0.40 per share in FY~10,
compared to a net loss of $134.2 million or $1.09 per share
in FY-09].

On Decernber 15, 2010, Bécancour Silicon executed a Loan
and Security Agreement {the "Senior Credit Agreement”}
with Bank of America, N.A,, Canada branch (the "Bank”)
which replaced the Company’s revolving credit facility that
expired on the same day. The Senior Credit Agreement,
which terminates on December 15, 2013, consists of a
revolving credit facility (the "Senior Credit Facility”} of up
to $20.0 mitlien.

On December 15, 2010, Investissement Guébec (717}
agread to an eight-year extension of the maturity date of
Bécancour Silicon’s $25.0 million term loan from August 31,
2011 to July 16, 2019, and certain other amendments, As a
esult of such amendments, the term loan is repayable in
fixed, consecutive monthly installments starting on August
31, 2012, and sdditionsl installments, due on June 30 of
each year
a percentage of Bécancour Silicon’s defined adjusted cash
flow for the preceding fiscal yean,

starting on June 38, 2013, in amounts based on

On December 15, 2010, Bécancour Silicon and AMG
{"AMG"],
shareholder in Timminco, executed an amended and

Advanced Metallurgical Group N.V. a significant

restated US$E.0 million convertible promissory note [the



"AMG Cenvertible Note”], whereby the maturity date was
extended by three years {o January 3, 2014, the conversion
rate was adjusted and interest was set at 14% starting on
January 1, 2011,

= On October 1, 2010, the Company completed its production
partnership transaction with Dow Corning Corporation
{"Dow Corning”} regarding the silicon metal production
facitities of Bécancour Silicon. Dow Corning acquired a
49% equily interest in Québec Silicon, the new production
partnership entity that owns the silicon metal operations in
Bécancour, Québec, in consideration for net cash proceeds
of approximately U$$40.1 million. Bécancour Silicon
retained a 51% equily interest in Québac Silicon, as well as
all of the solar grade purification operafions and facilities at
the Bécancour site.

o During G2-10, Timminco completed its private placement
equity financing, in which an aggregate of approximately
20.2 million common shares were issued at a price
of $0.65 per share, resulting in gross proceeds of
approximately $13.1 million. AMG acquired approximately
15.4 million common shares in this offering, with the
remaining commen shares issued to other investors.

» During Q1-10, Timminco issued approximately 15.9 million
common shares and a £€0.5 million promissory note in
settlement of a repayment liability for approximately
$13.4 million due to a former customer,

Québec Silicon operated at full capacity during Q4-10,

subject to scheduled maintenance activities, The Company
shipped nominal quantities of solar grade silicon in Q4-10 in
connection with its ongoing market development efforts, The
Company generated positive EBITDA from its silicon metal
product line for Q4-10 which was offset by fixed overhsad
costs, solar grade silicon fixed asset impairment charges,
solar grade silicon development costs, interest charges and
foreign exchange fluctuations resulling in a significant net loss
for the quartern

As a result of its {osses and the uncertainty with respect to future
solar grade revenues, the Company is subject to substantial
liquidity risk and going concern risk [see notes 1 and 16 to the
consolidated financial statements of the Company.

Strategy

The Company is pursiing a sirategy responsive to changes
in market conditions for its two Silicon Group product lines—
silicon metal and solar grade silicon.

Timminco Limite
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As of October 1, 2010, the Company is operating its silicon
metal business in partnership with Dow Corning through
Québec Silicon, the production partnership entity that owns
the silicon metal operations in Bécancour, Québec, Pursuant
to definitive agreements, Bécancour Silicon will purchase
$1% of the output of Québec Silicon on a cost-plus basis

for resale to Bécancour Silicon's traditional customer base
in the chemical {silicones), aluminum and electronic/solar
industries. The Company will continue o seek improved cost
performance and preduction volume increases in Québec
Silicon to further improve its operational performance over
the longer term.

In addition, the Company is pursuing opportunities to expand
its silicon metal production capacity through a potential new
siticon metal production facility in lceland that weuld operate
using geothermal power. Timminco, through its lcelandic
majority-owned subsidiary, is in discussions with an lcelandic
power cornpany regarding a long-term power contract to
supply electricily to such a facility, has undertaken preliminary
cite selection studies and has completed initial engineering
studies to determine the approximate capital cost of such a
project. However, definitive commitments to proceed with this
project have not yet materialized,

With respect to solar grade silicon, the Company's objeciive

is to produce, through repeatable processes, solar grade
silicon that is priced competitively with polysilicon and of such
quality that solar celis manufactured using the Company’s
solar grade siticon will have characteristics that make them
competitive with solar cells manufactured from polysilicon. To
that end, the Company continues its efforts to develop market
opportunities for its solar grade siticon product line, through
improvements in its proprietary purification processes to meet
the enhanced specifications of prospective new customers,
During Q4-10, the Company delivered approximately 7 metric
tons of solar grade silicon, in the form of chunks, bricks and
wafers, to several potential customers in the photovoltaic
industry, for product testing and development purposes.

The Company intends to continue its efforts to develop the
market for solar grade silicon with the objective of restarting
production of solar grade silicon in response to market
demand, subject to being able to achieve a sustainable positive
cash operating margin from prospective orders.
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Summary of Operations

[$G00's, except per share amounts)

Sales
Silicon
Magnhesium/Dther®
Total

Gross Peokit (Lo

Siticon
Magnesium/Other
Total
Gross Profit [Loss] Percentage™

Silicon

Magnesium/Dther
Total

Magnesium
Carporate/Other
Total

Adjusted Loss!®

licon
Magnesium

Corporate/Other

See "Non-GAAP Accounting Definitions”,
121 The Company included the tinancial resuits of the Magnesium Group in
J

uly 22, 2009, the effective disposition date of the Magnesium Sroup.

Magnesium Group.
{3) Natmeaningtul.

Provisions

The results for both 84-10 and FY-10 include provisiens
primarily related to the strategic pesitioning of the Silicon
Group, as it focused its business on the production of silicon
metal for the chemical and sluminum industries, and market
development for solar grade silicon. These provisions,
summarized in the table below, are in addition to the costs

its consolidated financial statements
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Fourth Quarter

30,975 25,44
= 2
30975 25,46

7 132,997 74,421
1 - 30,147
8 132,997 104,548
{2551 {14,142)

{22,810 (37,938}

~ 774 - 798
{37,140}

{258 {13,348! (22,8101

10.8%)

{0:8%] {52.5%]

{17.2%)

{11,780] {62.439] (46,703 {164,412
- - - 19,909)
81301 (6,964} 128,049 119,901]
{19,910} 169,402} £74,757) {134,222)

{1,460} {18,301} {27.49% (47,791]
. - ~ {3,354
{3,688} 869 {11,451} 214
148} (47,432] {38.942] {50,931}

{4,278} (22,17%1 (38,612) (62.928)
- - - (3.482)

(2,409} {3,440 (27,011 {18,179
{11,687} (25,6191 {45,625] {81,589}

{010 [0.48} 0,40} {1.09)

195,735 143,743 184,167 123,448

ard MD&A for the period up to
reafter, no revenue and expense transactions were recorded by the

recognized in relation to the closure of the former Magnesium
Group's Aurora, Colorado operations in 2009 and residual
impairment losses related to the Company's former investment
in Fundo Wheels AS. In total, the Company has written down
approximately $101 million in assets and investments over the
past two years as it has restructured the business.



{$000's]
Net realizable value provision relating te inventories
increasing cost of sales

Impazirment of tong lived assets related to purification
of silicon metal

ermination ctaims from

SG&A expenses

Provision for contract t
suppliers included i

Environmental remediation costs

Loss on disposal of the Magnesium Group and
i irment of notes receivable from Applied
m

Reorganization costs related to the closure of fac
and disposal of the Magnesium Group

Impairment of the investment in Fundo Wheels

Total impact on netincome

Through 2009 and 2010, the Company has, on a gquarterly
hasis, reviewed the carrying value of its inventories with
respect to net realizable value and the carrying value of its
solar grade silicon fixed assets, intangible assets and goodwill
for impairment. These reviews resulted in provisions for

the reduction in inventory carrying values to net realizable
value of $27.2 million in FY-10 {$9.4 million in FY-09] and
charges relating to the impairment of long lived assets of

£7.5 mitlion in FY~10 ($39.0 million in FY-09). The incremental
long lived asset impairment charge in 2010 was taken in light
of the absence of sales of solar grade silicon in 2010, the
expectation that the Company would implement changes to its
purification process and the likelihood and timing of restarting
purification activities. The Company also provided for contract
termination claims, relating to solar grade silicon operational
commitments of $2.2 million in FY-16 {$3.1 million in FY-09].
In total, charges against income of $36.9 million in FY-10
{$51.5 mitlion in FY-09] were recorded in relation to the

solar grade silicon product line. See below under "Liquidity
and Capital Resources—Long Term Inventory” and “Critical
Accounting Estimates-—Long Lived Asset Impairment”.
Despite these charges, the Company has retained all of its
manufacturing facilities that were constructed to produce
solar grade silicon, inciuding seven of twelve purification lines
installed, and has sold or is holding for sale or reprocessing
the inventories written down. See a discussion of the
Company's efforts with respect to its solar grade silicon
product line above under the heading "Strategy”.

Silicon Group

Markets for silicon metal include the chemical {silicones),
aluminum and electrenic/selar industries. All of these market
segments demonstrated a significant recovery in 2010 from
the global recession of 2009. As a result, dernand for silicen
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Year

Fourth Quarter

232 719 27,218 9,377
7498 39,039 7,698 3%.029
80 3,101 2,296 3,101
23 1,230 490 1,627

- 3,006 ~ 5,184
504 542 506 4,293
- - - 6498
8,339 54,037 37918 63,321

metal from these market segments returnad to pre-recession
tavels, and the Bécancour silicon metal manufacturing
facilities were operating at full capacity, subject to planned
maintenance outages in FY-10.

During Q4-10, market conditions for silicon metal remained
stable, with demand for chemical and regular grade silicon
at traditional levels and spot market prices strengthening.
Foreign currency exchange rates, particularly the Euro/
Canadian dollar and the Canadian dollar/US dollar exchange
rates were volatile, effectively lowering the revenues realized
by the Silicon Group in Canadian dollars in Q4-10 and FY-10
{as compared with Q4-09 and FY-09] since the Company sells
siticon metal externally predominantly in the Euro and US
dollars. In addition to movement in exchange rates for these
currencies, other significant factors impacting silicon metal
results are furnace efficiency (i.e. output per unit of capacity}
and spending. Efficiency is impacted by furnace utilization
{uptime], process efficiency [production per unit of electricity
consurmed), and raw material consumption {output to inputl.
Spending relates primarily to labour and overheads.

Solar grade silicon operations in FY-10 reflected the market
development stage of this product line with minimal revenues.
The pricing and availability of polysilicon for the solar
industry resulied in the market requiring a higher quality of
solar grade silicon. As a result, in Q1-10, Bécancour Silicon
temporarily suspended purification operations and focused on
gualifying product with potential customers through continued
market development and R&D efforts related to solar grade
siticon and its proprietary purification processes. Bécancour
Silicon recorded FY-10 sales of $0.3 million in support of
customer development, Subseguent to year end, Bécancour
Silicon sold and shipped 25 metric tans of solar grade silicon
in support of market development activities,
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Silicon Metal Supply Cemmitments

In Q1-10, Bécancour Silicon executed long-term contracts to
supply approximately 90,000 metric tons of silicon metal over
the next five years to one of its long-standing silicon metal
customers. The customer committed to buy base quantities of
15,500 metric tons in 2010 and 17,500 metric tons in each of
2011 through 2014, subject to adjustments at the customer’s
option. The pricing, in Euros, was fixed for all deliveries in
2010, and is subject to negotiation within a defined range for
each of the remaining four years. The volume commitments
may be suspended for any year after 2010 if the parties are
unable to settle upen pricing within mutuatly agreed ranges.

Subsequent to 04-10, these long-term contracts were
amended: to increase the volume commitments by a total

of 4,500 metric tons, deliverable over the contract years
2011 through 2013; to add a currency adjustment provision,
effective since 02-10, which over the remainder of the

term effectively reduces by half the parties’ exposures to
fluctuations in the US dollar-Eurc exchange rate relative to
the rate in effect when the contract was originally negotiated
in G4-09; and to defer, by up to three years, deliveries of
approximately 3,500 metric tons from the original 2010
volume commitments of 15,500 metric tons. In addition,

in Q4-10, in accordance with the terms of the contract, the
custorner exercised its right to purchase the base quantity of
17,500 metric tons for 2011 deliveries at a fixed price at the
upper end of the previously agreed price range.

In Q4-10 and subsequent {o year-end, Bécancour
Silicon entered into contractual arrangements to supply
Analysis of Silicon Group Sales

h Guarter

407

approximately 3,500 metric tons of silicon metal in 2011 to
another long-standing silicon metal custamer. Pricing for the
majority of the volume is fixed in Canadian dollars, with the
balance at a fixed price in Euros.

in Q3-10, all of the silicon metal operations of Bécancour
Silicon were transferred to Québec Silicon in connection
with the production partnership transaction with Dow
Corning, which was completed on October 1, 2010. Under
related supply commitments, Bécancour Silicon is entitled
to 51% of the silicon metal output of the Bécancour silicon
metal manufacturing facilities, and the parties have agreed
to operate such facilities at its full preduction capacity,
subject to planned maintenance cutages for the foreseeable
future. Pricing for Québec Silicon’s supply of silicon metal
to Bécancour Siticon and Dow Corning is on an actual full
production cost basis, plus a fixed margin. See below under
“Production Partnership with Dow Corning”.

In light of Bécancour Silicon's supply commiiments to
customers as described above and the anticipated production
volumes at Quebec Silicon in 2011, Bécancour Silicon’s
allocation of silicon metal production from Québec Silicon
may be less than such supply commitments. See "Risks and
Uncertainties—5Silicon Metal Supply Commitments.”

Results of Gperations

For Q4-10, Silicon Group sales were $31.0 million, compared
to $25.4 million in Q4-09. For FY-10, Silicon Group sales
were $133.0 million, compared to $74.4 million in FY-09, an
increase of 79%

, 200% 2009

Matrictons $000's . Metric tons $000's © Metric tons $060’s Metric tons S080°s
Silicen metal 10,249 126,568 11,307 27,4695 49,277 118547 24,010 59,975
By-products 15,461 1&?’:9 4,444 1,843 14166 9,378
Silicon metal product Uines 25,730 30,917 15,7583 29,338 101,816 603,264 49,354
Selar grada silicon [net of returns) 2 58 701 {3,891] 2 344 110 5,067
Total Silicon Broup sales 25,732 30,975 15,683 25,447 101,824 132,997 60,376 74,621

The increase in sales in Q4-10 and FY-10 compared with (14-09
and FY-09 was due to the recovery in demand for silicon metasl
from the Company's traditional silicon metal customers, as
their end product markets recovered, and higher unit setling
prices for silicon metal. The volume of silicon metal shipped
in 04-10 is representative of normal levels of production
activity, taking into account the timing of shipments and
revenue recognition. Volumes of by-products shipped during

Q4-10, which are generally irregular and seasonal, included
recovered silica fumes from Bécancour Silicon's silica fumes
disposal site, which are mainly recovered during the summer
menths and a bulk sale of low grade silicon dress. Sales of
silicon metal product lines were $132.7 million for FY-10

and $30.9 million in G410, compared to $69.4 million and
$29.3 million for the corresponding periods in 2009.



Solar grade silicon net revenues in FY-10 were $0.3 million,
compared to $5.1 million in FY-09, as the Company
concentrated its efforts on further research and development
to meet prospective customer specifications and market
development. Approximately 13 metric tons were shipped

to unrelated third parties in FY-10, for testing purposes,
compared to 182 metric tons for FY-09 {exciuding customer
returns of 5 metric tons in FY-10 and 72 metric tons in FY-09).

Normalized gross profit for silicon metal product lnes

Net realizable val ovision relaling te solar grade silicon
invantories increasing cost of sales

Stand-down and cther vperating costs related to solar grade siticon

Normalized gross profit llass) for silicon metal product tines'

1} See "Non-BAAP Accounting Definitions”,

Gross profit for Q4~10 was negative $0.3 million [0.8% of sales)
compared with negative $14,1 million in Q4-09. Gross profit
for FY-10 was negative $22.8 million compared to negative
gross profit of $37.9 million in FY-09. Although sales of solar
grade silicon declined throughout 2009 and were nominal in
2010, the Company incurred costs of $4.2 million in FY-10 to
improve the manufacturing processes related to this product
in anticipation of increased sales in the future. Normalized
gross profit for silicon metal product lines was $0.9 million for
Q4-10, negative $4.9 million for Q4-09, $7.4 million for FY-10
and $6.7 million for FY-09. The primary contributor to the
improvement in normalized gross profit in Q4-10 was reduced
production costs per metric ton reflecting better furnace
efficiency and lower labour costs compared with 04-09 as well

Normalized -on metal product lines

($000's]

ision relating to solar grade
g cost of sales

te

Stand-down and other operating costs retated to solar grad
Contract termination settlemants

Normatized EBITDA for silicon metal product nash

{1] See "Non-GAAP Accounting Definitions”.
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For FY-10, the significant appreciation of the Canadian dollar
against the Euro and the US dollar had an unfavourable
impact on sales of $7.9 million and $4.6 million, respectively,
compared to FY-09 {$1.6 million unfavourable and $0.4 million
unfavourable, respectively, for Q4-1C compared to G4-09], as
the majority of the Silicon Group's sales are denominated in
these currencies. Commencing October 2010, to mitigate the
volatility of short term exchange rate movements, Bécancour
Silicon entered into forward contracts to convert anticipated
Euro inflows into Canadian dollars.

Fourth Quarter

956} J
134 6,907 26,977 8,079
1,057 2,381 4,231 36,530
938 (4,854] 7,398 6,671

as higher selling prices. FY-10 Silicon Group gross margin was
unfavourably impacted by $12.5 million, compared to FY-09,
from lower realized Canadian dellar selling prices resulting
from the depreciation of the Eure and US dollar relative to

the Canadian dollar. An additional contributor to the negative
margin was higher than expected cosis of production for silicon
metal atiributable to the guality of coal used in production
during Q1-10. Utilities and labour represent a majority of the
production costs for metallurgical silicon. Spending in the
quarter was below expectations, particularly labour costs

due to reduced overtime. FY-09 production costs include the
reprocessing of solar grade silicon production by-products

into saleable material. Cost of sales of the solar grade silicon
product line are comprised of raw materials, utilities, labour
and an allocation of manufacturing overhead expenses.

ourth Quarter
' 10
27,431

138 6,907 75,977 8,079
1057 2.381 4,23 36,530
80 3.101 2,206 3,101
{187) {5,912} 4928 81
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The Silicon Group gensrated negative EBITDA in Q4-10 of
$1.5 million compared to negative EBITDA of $18.3 million in
Q4-09. The Silicon Group had negative EBITDA of $27.5 million
in FY-10 as compared to negative $47.8 million in FY-09
{largely attributable to the reprocessing of solar grade silicon
production by-products and weakening demand for silicon
metal]. Normalized EBITDA for the silicon metal product lines
was negative $0.2 million for Q4-10, negative $5.9 mitlion

for R4-09, positive $4.9 million for FY-10 and negative

$0.1 million for FY-09, The improvement in EBITDA reflects
improved productivity resulting from operating the facility at
historical production volumes compared to the temporary
shut-down in 2009, Q4-10 and FY-10 were unfavourably
impacted by the currency transiation effect of the Canadian
dollar against the Eure and the US dollar.

Net losses for G4-10 and FY-10 were $11.8 milion and
$46.7 million, respectively, compared with the net losses
for the corresponding periods of 2009 of $62.4 million and
$104.4 million. The FY-10 loss reflects solar grade silicon
inventory net realizable value provisions of $26.0 million,
tong lived asset impairment charges of $7.5 million, supplier
contract termination costs of $2.2 million, the impact of the
strengthening of the Canadian dollar relative to the Euro
and the US dollar, lower silicon metal production yields
and expenditures related to solar grade silicon process
improvements. Commencing G2-09, the Gompany could not
forecast future profitability with reasonable certainty and,
accordingly, ceased recording future income tax recoveries.

Corporate and Other

Corporate and Other expenses primarily represent selling and
administration expenses, Q4-10 includes professional fees of
$0.2 million related to the transaction with Dow Corning. FY-10
expenses also include production partnership transaction costs
of $2.1 million, expenditures of $1.3 million for evaluating the
feasibility of a silicon metal facility in {celand and a favourable
foreign exchange on the translation of fareign currency
denominated debt to Canadian dollars of $0.5 mitlion. Excluding
the production partnership transaction, foreign exchange and
lceland expenditures, Corporate and Other expenses were

$8.6 million in FY-10, $7.2 million in FY-09, $3.1 million in
Q4-10, and $2.2 million in Q4-09.

Production Partnership with Dow Corning

On October 1, 2010, the Company completed its production
partnership transaction with Dow Corning in respect of the
siticon metal production facilities in Bécancour, Québec.
As a result of the closing, Dow Corning acquired a 49%

409

gquity interest in Québec Silicon, the new production
partnership entity that owns the silicon metal operations in
Bécancour, Québec, in consideration for net cash proceeds
of approximately US$40.1 million after closing adjustments,
Bécancour Silicon retained a 51% equity interest in Québec
Silicon, as well as all of the solar grade silicon purification
operations and facilities at the Bécancour site.

Post-Closing Purchase Price Adjustment

Becancour Silicon is entitled to receive an “earn-out” of up

to US$10.0 million upon the achievement by Québec Silicon
of certain performance objectives tied to cost reduction and
capacity increases. Dow Corning will be obligated to pay an
amount based on the extent to which, during the three year
period ending September 30, 2013 {the "Post-Closing Period”},
the average cost of production {per metric ton} during any
consecutive 12-month period in the Post-Closing Period is
less than specified thresholds, or, during any consecutive six-
month period in the Post-Closing Period, the average annual
production capacity of Québec Silicon exceeds 47,600 metric
tons of silicon metal. The maximum amount that Bécancour
Silicon may receive upon achieving these performance
objectives is US$10.0 million. The Company does not expect
to receive any earn-out amounts in 2011,

Employees and Pensions

The majority of Bécancour Silicon's senior management team
was transferred to Québec Silicon and continues to manage
the day-to-day siticon metal manufacturing operations of
Québec Silicon.

All active union and non-union employees associated with

the silicon metal operations lthe "Transferred Employees”)
were transferred to Québec Silicon, which assumed certain
lizbilities associated with such employees, including in
respect of defined benefits pension plans and post-retirement
henefits plans as described below.

The pension obligations of the Transferred Employees were
transferred to Québac Silicon, which established registered
pension plans that cantain contribution, pension benefits and
ancillary benefits provisions that are substantially similar to
those under corresponding Becancour Siticon pension plans.
Subject to approval from pension plan regulatory authorities
which is expected in accordance with customary timeframes
following completion of the closing, the pension plan assets
and liabilities asscciated with the Transferred Employees who
participated in the Bécancour Silicon defined benefit pension
plans will be transferred to the new Québec Silicon defined
benefit pension plans. There was a net deficit in respect of



such assets, which was factored into the purchase price paid
by Dow Corning for its 49% equity interest in Québec Siticon
on closing. No further adjustments to the purchase price
will be made on account of any resulting changes to the net
deficit. In the event of a transfer of active employment of any
Transferred Employee, who participated in a Québec Silicon
defined benefit pension plan, to Bécancour Silicon after the
closing, the pension plan assets and liabilities relating to
such employee will be transferred back to Bécancour Silicon.
The Company expects that some Transferred Employees will
transfer back to Bécancour Silicon if there is a resumption in
the silicon purification operations at Bécancour Silicon. See
“Risks and Uncertainties—Pensions”,

Québec Silicon atso assumed obligations in respect of
post-retirement benefits for the Transferred Employees,

and the assumption of such liabilities was factored into the
purchase price paid by Dow Corning for its 49% equity interest
in Québec silicon. However, Bécancour Silicon has agreed

to pay, up to a maximum of $5.0 million in claims paid, for
post-retirernent benefits of any Transferred Employee who
retires on or before September 30, 2016, with age and service
credits qualifying such employee for benefits under the
Becancour Silicon post-retirement benefit plan in accordance
with the terms of such plan as in effect on the closing of

the transaction, Payments in this regard wilt be made by
Bécancour Silicon as they are incurred.

Supply Agreement

Québec Silicon's production output is subject to a supply
agreement among Québec Silicon, Bécancour Silicon and

Dow Corning {the "Supply Agreement”]. The Supply Agreement
splits all of the production output of Québec Silicon, which is
based on an initial annual production capacity of 47,000 metric
tons of silicon metal, between Bécancour Silicon and Dow
Corning, proportional to their equity interests in Québec Silicon.
All silicon metal production output is sold by Québec Siticon to
each of Bécancour Silicon and Dow Corning at a price equal to
the actual full production cost per metric ton for the quarter
plus a fixed rark-up. Siticon metal by-products are sold on
behalf of Québec Silicon to third parties, and revenues are
credited against production costs. )

To fulfil Bécancour Silicon’s supply commitments to its third
party end customers, substantially all of Québec Silicon’s
siticon metal production volume in Q4-10 was allocated to
Bécancour Silicon, which created a shertfall of approximately
4,440 metric tons of silicon metal that Dow Corning was
otherwise entitled to receive, and will eventuaily recover,
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from Québec Silicon in addition to its 49% allocation of the
production volume. In addition, subsequent to 04-10, less
than 49% of Québec Silicon’s production was allocated to Dow
Corning. As a result, Queébec Silicon will allocate more than
49% of its output to Dow Corning starting in G2-11 to account
for such shortfall in accordance with an agreed formula, and
Bécancour Silicon will not be entitled to receive its full 51%
allocation of Québec Silicon’s production volume until such
shortfall is fully accounted for. If by the end of Q4-12 any such
shortfall remains, Bécancour Silicon must pay Dow Corning
for such remaining shortfall at prevailing market prices,
Governance Agreements

Bécancour Silicon’s and Dow Corning’s equity interests in
Guébec Silicon are subject to governance agreements, which
provide for majority board representation for Bécancour
Silican and special approval rights in favour of minority equity
holders, as well as transfer restrictions.

The governance agreements also provide for certain "put”
and “call” rights for the equity holders. Should Timmince or
Bécancour Silicon undergo a “change of control”, Dow Corning
will have the right, but not the obiigation, to sellils 49%
interest in Québec Silicon to the Company at a price equal to
the fair market value of such interest. In conjunction with any
exercise of such put right, Dow Corning has the right to retain
all or any portion of its rights under the Supply Agreement for
up to two years. Failure by the Company to fulfil its obligation
in respect of such put right within the specified period of time
will entitle Dow Corning to assume operating control and
purchase all of Bécancour Silicon’s interest in Québec Siticon
at the fair market value of such interest. Bécancour Siticon
will have the right to retain all or any portion of its rights
under the Supply Agreement for up to two years,

Upon the occurrence of certain insolvency-related default
events affecting either party, the non-defaulting party has
the right to purchase the defaulting party’s equity interests
in Québec Silicon.

The governance agreements also provide that Québec Silicon
can make cash calls from time to time in order to ensure
sufficient funds are available te, among other things, comply
with laws, maintain the facility in sound condition so that itis
capable of operating at current capacity and satisfy pension
funding obligations. If either Bécancour Silicon or Dow
Corning fail to contribute its pro rata share with respect to any
cash call, the other party will have the right to loan Québec
Silicon the amount of such cash call on an unsecured basis at
an interest rate of LIBOR plus 10%.
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Shared Services

Pursuant to sgreements between Québec Silicon and
Bacancour Silicon, certain designated non-union employees of
Québec Silicon {the "Shared Employees”] allocate a specified
percentage of their ime to perform specified services for
Bécancour Silicon. In addition, Bécancour Silicon is entitled
to certain use and access rights in respect of information
technology and related systems and networks that were
transferred or licensed to Québec Silicon. Québec Silicon also
provides processing and handling services for Bécancour
Silicon in respect of silicon metal that Bécancour Silicon may
choose to buy from third parties from time to time, and resell
to its end customers. Bécancour Silicon must reimburse
Québec Silicon for the prorated portion of all salary and
benefits paid to the Shared Employees and of all costs and
expenses associated with such systems and services, which
amounted to approximately $0.2 million for Q4-10.

Pursuant to an agency services agreement, Bécancour Silicon
acts as Québec Silicon’s agent with respect to the sale of
silicon metal by-products produced by Québec Silicon for a
commission to be paid quarterly, which was approximately
$0.1 mitlion in Q4~10.

Financing

Dow Corning is providing 3 $10.0 million revolving credit
facility to Québec Silicon to fund its working capital
requirements. All of the available credit commitment under
such facility has been drawn to fund current working capital
requirements of Québec Silicon. In addition, Dow Corning and
Bécancour Silicon have extended additional debt financing

of $5.0 million to Quéhec Silicon to support working capital
requirements. See “Liguidity and Capital Resources—{Québec
Silicon Financing.”

Environmental Compliance

The environmental certificate of authorization {the "Certificate
of Authorization™] granted to Québec Silicon by the Québec
Minister of Sustainable Development, Environment and Parks
{the "Ministry”] on September 30, 2010 incorporated a number
of environmental undertakings, which include storage of
certain materials, proper disposal of certain pollutants and
residual materials on the premises and execution of correclive
ptans relating to the identification and reduction of air
emission particulate matter. Timminco and Bécancour Silicon

have agreed to indemnify Québec Silicon for all expenditures
to comply with such environmental undertakings, which

are estimated to be $1.8 million and will be incurred from
October 2010 to December 2011, During G4-10, expenditures
of approximately $0.6 million were incurred, most of which
were related to capital assets. See "Liquidity and Capital
Resources—Capital Expenditures” and "Contractual
Obligations as at December 31, 20107,

Divestiture of Magnesium Business

in Q3-09, the Company divested its magnesium business
with the closure of its former magnesium extrusion facility
in Aurcra, Colorado, and the merger of the Company’s
remaining magnesium business with the magnesium
operations of Winca Tech Limited ["Winca™} to form Applied
Magnesium. The Company acquired a 19.5% equity interest
in Applied Magnesium as well as promissory notes of
Applied Magnesium and other receivables. During Q4-10 and
subsequent to year end, Tianjin Dongyl, 2 Chinese-based
magnesium producer, acquired a 70.5% interest in Applied
Magnesium, subject to closing conditions, through two equity
purchases from Winca. The Company's equity interest in
Applied Magnesium remains unchanged at 19.5%.

Closure of Aurora Facility

In Q1-09, the Company accrued employment termination
costs of $1.4 mitlion that have been paid in full. An additional
$2.2 million was accrued for building rectification and other
costs expected to be incurred in the closing of the Aurora
facitity. The Company completed the wind-down of production
operations and the closure of its magnesium facility in Aurors,
Colorado, in Q3-09. As capital assets located at the Aurora
facility were fully impaired at December 31, 2006, there

was no write-down of long lived assets at this location. The
following table summarizes the closure costs,

Rearganization
charge

¢ expenditures
[Fiscal 2009)

during 20069

Employment

termination costs 1.384 1095 24%
Site closure and
1edistion costs 1,709 929 257
inventory writedowns 487 nfa nia
Total resrganization
charge 3,582 2,024 502

——
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Closure of Haley Facility resulted in a charge to before tax earnings of approximately
{n 2008, the Company completed the closure of its cast $11.9 million. The total cost of the closure over time is
magnesium billet and specialty magnesium granules and expected o be in the range of $15 to $17 million as indicated
turnings manufacturing facility in Haley, Ontario, The closure in the table below.

Estimated expense

Reorgani to be recogni in  Cash expenditures  Cash expenditures

charge (Fiscal fulure periods during 2008 during 2009
Employment termination costs n/a 1,333 462
Pension Expense 8,737 898 1140 2,20%
Site cigsure and remediation costs n/a 312 1,168 926
Asset writedowns 1128 nia nfs nfa 57
Total reorganization charge 11,939 5,737 2,543 2,770 3,318
Employment termination costs will continue to be incurred settled, and, accordingly, is not recognized as an expense at
to 2021 for accrued retirement cbligations of certain former the time of closure of the facility.
employees. The balance of the reorganization charge amounting
Of the anticipated pension expense of approximately to $7.7 million comprises severance, site closure and
$11.0 million related to the Haley facility, more than half remediation costs, asset relocation costs and asset

relates to the settlement of the liability to the pensioners upon  writedowns to estimated fair market value.
wind-up of the plan, when the pension obligation is actually

Liguidity and Capital Resources
Summary of Cash Flows

Faurth Quarter Year

(19,910}

Non-cash adiustments’® 15,158 ;
Expenditures for benefit plans and varicus provisions 14,6781 3
Cash used in operations befere changes in non-cash working capital {$:4:30) {19,072} {19,321} {61,097}
Non-cash working capital change 10,798 3.891 34,682
Cash generated in fused in) operating activilies 119,001 {8,274} {15:480) {26,410]
Capital expenditures 11,296} 12,099 {2,797 1397524
Decrease in bank indebtadness (28,566] iS,TGa! 140,315} {11,124}
Term loan, net = f175) - 24,575
Issuance ¢f convertible bond = - 1,043 -
issuance of common shares 5,295 12,434 44,151
128,506) 2,014 {26,838] 57,602
ner invesiing and g activ ! 52,382 4,194 51,971 5,469
Net change in cas g the period 3,579 {4,145] 4,904 {3,091}
Cash assumed by Applied Magnesium - - - {287}
# 4,497 5,335 1170 4,626
8,074 1170 8078 1170
s consists of “lesuance of comimon shares”, “lssuance of convertible bond” and "Decrease in bank

lf\r'n Loun I\Lt
g and finar
28 ", "Bec
in lonc; term Habi
(3] “"Cashincludes shortterm
(4] Includes inventory net real

{5 copitalized”, "Dec >
3¢ ", “Proceeids on sal of praperty, plant and equiprnent
'. mue:se in logns from related companies” and "Funding frem non- -controlling interest”,
terest bearing deposits with maturities less than 90 days
value provision {Q4-10: $0.2 million; R4-09: $7.1 million; FY~10: $27.2 million; FY-09: $9.4 mill

f "Developmer
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Cash Flows Before Financing Activities

During Q4-10 and Q4-09, the Company used cash of

$9.4 million and $19.1 million, respectively, from operations
before changes in non-cash working capital {$19.3 million and
$61.1 mitlion for FY-10 and FY-09, respectivelyl. The use of
cash in Q4-10 was largely attributable to cash expenditures
for employee future benefits of approximately $4.0 mitlion and
fong term provisions of $0.7 million, and R&D expenditures
relating to solar grade silicon development of $0.8 million,
Operation of solar grade silicon purification was temperarily
suspended in January 2010. The use of cash during 2009
resulted from losses incurred from the solar grade silicon
product line operations and the temporary shutdown of the
silicon metal operations in May 2009,

During Q4-10 and FY-10, the Company’s operations consumed
cash of $19.0 million and $15.4 million and consumed cash

of $8.3 million and $26.4 million in 2009, respectively. The
timing of payments for trade payables in December 2010
resulted in an increase in non~cash working capital. Working
capital inftiatives to decrease inventories during FY-10 also
contributed to positive cash flows in G4-10 and FY-10.

Long Term Inventory

Given low sales volume of the Company's solar grade silicon
products, the need to meet prospective new customers’
specifications and the uncertainty arocund the timing of future
demand for the finished products, management is not able to
predict the volumes of the solar grade silicon inventory that
may be sold in the near term. Management believes that the
timing of future sales of the Company's solar grade silicon
product, including from existing inventories, is principally
dependent upon successful completion of the Company’s
continued product and market development activities. As a
result, the Company's existing inventory of solar grade silicon
has been classified as a long-term assel. Future sales of this
inventory will be recognized as revenue and inventory will be
expensed at its net carrying cost.

Based upon solar grade silicon market conditions and the low
tevel of sales during FY-10 of its solar grade silicon products,
the Company evaluated the carrying value of these inventories
in Q3-10 relative to their estimated net realizable value and
recorded a provision of $13.1 million. The charge has been
recorded to cost of sales. Notwithstanding such provision, the
Company continued to pursue market and product development
activities in respect of its solar grade silicon product line during
(4-10 and it intends to further process its solar grade silicon
inventories in future periods as demand warrants to meet the

enhanced specifications of its prospective new customers. In
(4-10, the Cempany also reduced the carrying value of the long
lived assels of its HP1 and HPZ solar grade silicon purification
operations as described below under "Critical Accounting
Estimates—Long Lived Asset Impairment.”

Additionally, the Company had accumulated a significant
volume of by-product generated from the production of
solar grade silicon that the Company had in the past utilized
in the production of silicon metal. Following completion of
the transaction with Dow Corning, there was uncertainty
regarding the use of this by-product in silican metal
production by Québec Silicon. As a result, the Silicon Group
recorded a provision of $12.0 million in 03-10 related to the
net realizable value of the by-product inventory which is

to cost of sales. The Company intends to seill this by-produc
in 2011 and has classified its net carrying value as current
inventory effective December 31, 2010,

Credit Facilities
Summary of Credit

{% miilions}

Total facitity
Borrowing base C$13.0

Facilities available £%79

s Facilities drawn NIt
C$401
Undrawn facilities C$79 Uss0.3
£%0.3

The Company's Credit Agreement with Bank of America

N.A., dated April 15, 2005 {as amended, the "Credit
Agreement”], which provided for a revolving credit facility

of up to US$20.0 million and a term loan facility, expired on
December 15, 2010. The Company used the net cash proceeds
from the Guébec Silicon production partnership transaction
with Dow Corning to repay fully all outstanding amounts due
under the Company’s term loan facility and the revolving
credit facitity, which were approximately US$5.1 miliion and
US$$22.5 million, respectively, under the Credit Agreement. On
December 15, 2016, Bécancour Silicon executed a Loan and
Security Agreement [the "Senior Credit Agreement”] with Bank
of America, N.A, Canada branch (the "Bank”] which replaced
the revolving credit facility under the Credit Agreement.

413



The Senior Credit Agreement, which terminates on
December 15, 2013, consists of a revolving credit facility
{the "Senior Credit Facility™} of up to $20.0 million, subject
to a borrowing base. Bécancour Silicon may borrow under
the Senior Credit Facility in US dollars or Canadian dollars,
as prime rate loans, base rate loans, LIBOR loans or BA
equivalent loans, and may use the Senior Credit Facility {o
refinance existing indebtedness, issue standby or commercial
letters of credit, and finance ongoing working capital needs.
Amounts borrowed as prime rate loans under the Senior
Credit Facility will bear interest at the Canadian prime rate
plus an applicable margin of 2.75%, subject to adjustment.
Such interest rate totalled 5.75% as at December 31, 2010,

Availability under the Senior Credit Facility is equal to the
borrowing base minus the sum of {i] the aggregate outstanding
amounts borrowed under such facility, which was nil as at
December 31, 2010, {ii} any borrowing base reserve applied

by the Bank from tirne to time, and [iii} the amount of the
availability block, which is currently $5.0 million. The borrowing
base continues to be based on the valye of Bécancour Silicon's
inventories and receivables, subject to caps on the advance
rates and eligibility criteria. In determining the borrowing
base, the Bank may rely on reports or analyses provided by the
Company including a borrowing base certificate), or by third
parties on behalf of the Bank, regarding such inventories or
receivables. Bécancour Silicon files borrowing base certificates
with the Bank currently on a monthly basis.

Starting in G@1-11, the Company is required to maintain certain
minimum EBITDA levels, on a cumulative year-to-date basis

as at each month end, and to restrict capital expenditures to
certain maxirnum levels, also on a cumulative year-to-date
basis as at each month end, throughout the term. Timminco
and Bécancour Silicon are also subject to restrictions on
distributions and dividends, acquisitions and investments, asset
dispositions, indebtedness, liens and affiliate transactions.

The Senior Credit Facility does not have a minimum fixed
charge coverage ratio covenant. However, in the event that the
Company achieves a certain minimum fixed charge coverage
ratio, the availability block will be reduced te $2.0 million
and, depending on the extent and timing of any improvements
in such ratio, the appticable margin on the interest rate, as
well as the unused line fees payable under the Senior Credit
Facility, will also be reduced.

Timminco's and Bécancour Silicon's assets, including
Bécancour Silicen’s equity interests in Québec Silicon,
continue to be pledged as security for Bécancour Silicon's
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obligations under the Senior Credit Facility. Accounts
receivable are required to be forwarded to a lockbox or
deposited in a blocked account, and the Bank will have the
ability to exercise cash dominion if excess availability is
less than $5.9 million or upon the occurrence of a defaull.
Timiminco has also guaranteed all obligations of Bécancour
Silicon under the Seniar Credit Facility.

A default under the Senlor Credit Agreement could trigger an
event of default under the cross-default provisions of the Term
l.oan Agreement and the AMG Convertible Note, subject to the
provisions of the postponement agreements executed by the
Bank with each of [Q, AMB, and Bécancour Silicon, in respact
thereof [see below under the headings "Term Loan” ang
“Convertible Notes™]. Also, a default under either the Term
Loan Agreement or the AMG Convertible Note could trigger
an event of default under the cross-defaull provisions of the
Senior Credit Agreement,

Going forward, the borrowing base and availability under

the Senior Credit Facility, and the Company’s ability to

comnply with its financial covenants under the Senior Credit
Agreement, are subject to material uncertainty and risk. Any
material adverse developments in the Company’s business,
results of operations or liquidity could enable the Bank to
declare an event of default under the Senior Credit Agreement
and demand repayment of all vutstanding indebtedness. See
below under "Risks and Uncertainties-~Liquidity Risk”,

Term Loan

in July 2009, Bécancour Silicon received a loan from
Investissement Québec (13"} in the principal amount of

$25.0 mitlion {the "Term Loan”], The Term Lozan is secured

by a guarantee from Timminco and a charge upon Bécancour
Silican's assets, was suboerdinated o the obligations of Timmincs
and Bécancour Silicon under the Credit Agreement, and is
subordinated to the obligations of Timminco and Bécancour
Silicon to the Bank under the Senior Credit Agreement,

The Term Loan is interest-bearing at a variable rate of Bank
of Canada prime plus 9%, which is currently 12% per annum,
with interest payable monthly until maturity. In March 2010,
{0 agreed to defer interest payments for the six month pericd
from February 1, 2010 to July 31, 2010, Deferred interest of
approximately $1.4 million is paysble August 31, 2011

The loan agreement with 1Q in respect of the Term Loan [the
“Term Loan Agreement”] includes certain annual financial
and sther cevenants in respect of Bécancour Silicon, including
a minimum working capital ratio and a maximum long-term
debt to net equity ratio. All intercompany indebtedness due
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from Bécancour Silicon to Timminco is treated as equity, for
the purposes of the long-term debt to net equity covenant.

In addition, all such indebtedness has been extended, and
payment thereof has been postponed pending payment in full
of all amounts due and owing under the Term Loan.

In Q4-10, 10 agreed to an eight-year extension of the maturity
date of the Term Loan from August 31, 2011 to July 16,

2019, and certain other amendrments. As a result of such
amendments, the Term Loan is repayable in fixed, consecutive
ronthly installments of $175,000, starting on August 31,

2012, and additional annual installments, due on June 38 of
each year, starting at June 30, 2013, in amounts based on a
percentage of Bécancour Silicon’s defined adjusted cash flow
for the preceding fiscal year. The first annual installment will

be 12.5% of such adjusted cash flow for fiscal year ended
December 31, 2012, and each annuatinstallment thereafter will
be 30% of such adjusted cash flow. As well, Bécancour Silicon is
obligated te remit half of any future earn-out payments received
from Bow Corning Corporatien [See "Production Partnership
with Dow Corning—Post-Closing Purchase Price Adjustments”)
as repayment under the Term Loan.

A default under the Term Loan Agreement or the guarantee
from Timminco could trigger an event of default under the
cross-dafault provisions of the Senior Credit Agreement and
under the cross-default provisions of the AMG Convertible
Note. Also, a default under the Senior Credit Agreement or the
AMG Convertible Note could trigger an event of default under
the cross-default provisions of the Term Loan Agreement,
subject to the provisions of the postponement agreements
execuled by the Bank with each of [Q, AMB, and Bécancour
Silicon, in respect thereof.

Going forward, Bécancour Silicon’s ability te camply with its
financial covenants under the Term Loan Agreement is subject
to uncertainty and risk. Any material adverse developments

in the Company's business, results of operations or liquidity
could cause a circumstance that may enable 1Q to declare an
event of default under the Term Loan Agreement and demand
repayment of all sutstanding indebtedness, See below under
“Risks and Uncertainties—Liguidity Risk”.

(Québec Silicon Financing

Québec Silicon has a Loan Agreement with Dow Corning dated
Qctober 1, 2010 {the "Loan Agreement”]. The Loan Agreement
provides for a revolving credit facility of up to $10.0 million to
fund Québec Silicon’s working capital requirements. Funding
under the Loan Agreement is available to Québec Silicon

upen request at any time, up to the full amount of the unused

credit commitment and subject to continued compliance,
Outstanding amounts bear interest at a variable rate of
Canadian prime plus 2%, which is payable quarterly, The Loan
Agreement expires on October 1, 2013, and may be terminated
earlier, at Dow Corning's discretion, if it ceases to own any
interest in Québec Silicon or upon the occurrence of certain
change of control events in respect of Timminco or Bécancour
Silicon. This facility includes customary negative covenants in
respeci of indebtedness and pledges. All of Québec Silicon's
assets, properties and revenues have been pledged to Dow
Corning as security for Québec Silicon’s obligations under the
revolving credit facility.

Québec Silicon may make cash calls from time to time from
its partners if it requires funding in addition to that provided
by the revolving credit facility under the Loan Agreement.
See “Production Partnership with Dow Corning—Gavernance
Agreements.” As of the date hereof, all of the revolving credit
facility has been drawn,

On December 10, 2010, Bécancour Silicon and Dow Corning
extended an additional $5.0 million in financing to Québec
Silicon, in principal amounts that were proportional to their
equity interests in Québec Silicon. In consideration, Québec
Silicon issued to each of Bécancour Silicon and Dow Corning
two promissory notes with maturity dates of April 1, 2011 and
March 30, 2012, The notes bear interest at 5% per annum.

Equity Financings

During Q2-10, Timminco completed a three-tranche private
placement equity financing, in which an aggregate of
20,154,615 common shares were issued at a price of $0.45
per share, resulting in gross proceeds of approximately

$13.1 million. AMG acquired 15,384,615 common shares

in this offering, with the remaining common shares issued

to other investors. See “Related Party Transactions—-AMG
Advanced Metallurgical Group.” The net proceeds of the
offering, which were approximately $12.4 million, were paid to
Timrninco's and Bécancour Silicon’s secured lender to reduce
the cutstanding balance, and thereby increase availability
under thelr revolving facility. Such availability was used for
general corporate purposes.

Convertible Notes

Financial statement
carrying amount,
it cretion and
erast payable
CADS5.0 million
CADS1.1 millicn

Current
principat
amount
outstanding
Us%s
L8 millien

Amaount
Lender borrowed

AMG Us$s.

Strokkur U

O million

on



Becancour Silicon owes the US$5.0 million to AMG as at
December 31, 2010 pursuant to the AMG Convertible Note,
as described below under "Related Party Transactions—AMG
Advanced Metallurgical Group”.

In February 2010, Thorsil ehfl {"Thorsil"], a majority-controlled
lcelandic subsidiary of Timmince, Issued a US$1.0 million
convertible bond {the "Thorsil Bond”] to Strokkur Energy

ehf. ["Strokkur™} to fund preliminary expenses for a potential
silicon metal capacity expansion project in {celand. The
maturity date of the Thorsil Bond, which is tied to the deadline
date for signing a long-term power centract with Orkuveita
Reykjavikur, an lcelandic power company, for the project,
has been extended several times in FY-10 and subsequent to
year-end, as a result of ongoing negotiations regarding such
power contract. The Thorsil Bond currently has a maturity
date of June 30, 2011. However, if by May 31, 2011, Thorsil
and Orkuveita Reykjavikur agree to a deadline date for signing
a power contract that is later than June 30, 2011, then the

to a date that is 30 days after such power contract deadline
date. The Thorsil Bond bears interest at 12% per annum,
payable on maturity and is a direct obligation of Thorsil. The
outstanding principal and interest will be reduced by 10% if
the power contract is not signed by the agreed deadline [or
any extended deadlines]. Timminco does not have any cash
repayment Uabilities under the Thorsil Bond. However, the
Thorsit Bond is convertible, at Strokkur’s option, into Thorsit
common shares at a nominal value, or info common shares
of Timminco at a conversion price that is the lesser of $1.09
per share and the 5-day weighted average trading price per
share on the Toronto Stock Exchange ["TSX") on the date of
notice of conversion, with the US dollar amount converted
into Canadian dollars at a fixed exchange rate of US$¢.95,
Any notice of conversion shall be given within & days after the
power contract has been signed or the agreed deadline {or
any extended deadlines] has passed, The nel proceeds of the
Thorsil Bond financing have been used exclusively for agreed
project expenses.

Settlement of Customer Deposits ]

In Q2-10. Timminco issued approximately 15.9 million
common shares to Q-Cells SE {"G-Cells"] in seitlement of

a repayment schadule and terms regarding nutstanding
customer advances paid by Q-Cells in 2008, which was
approximately £9.7 million at that time, 0-Cells also received
a promissory note from Timminco in the amount of £525,000,
which was repaid in full as at December 31, 2010,
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Capitalization
Total Capitalization

{(H000's)

Convertible notes {AMS and Strokkur]

Bank indebiedness [Bank of Americal

ssemant Buébec)

Sharehaotders equity

Total capitalization

52,406

131,118

Timminco and Bécancour Silicon use the Senior Credit Facility
to finance the working capital requirements of Bécancour
Silicon's silicon metal trading operations {primarily accounts
receivable and silicon metal purchased from Québec Silicon),
future solar grade silicon operations and for general
corporate purposes, Bécancour Siticon has funded its
investment in its selar grade silicon production facilities and
recent losses from operations from the issuance of convertible
debt and common share equity of Timminco.

As at the end of 03-09, AMG ceased having a majority controlling
position in Timminco. Although AMG has participated in past
equity financings that have provided financial support to
Timminco and Bécancour Silicon, there can be no assurance
that AMG will participate in any future equity financings or
provide any other form of financial support.

Capital Expenditures

The Company operates in a capital-intensive manufacturing
industry. Capital expenditures are incurred to maintain
capacity, comply with safety and environmental regulations,
support cost reductions, and foster growth.

Buring FY-10, the Company invested $2.8 million in silicon
metal capital assets ($39.8 million for FY-09 primarily relating
to the expansion of the solar grade silicon production capacity],

As at December 31, 2010, the Company had outstanding
commitments for capital expenditures of $1.3 million
consisting of obligations of Québec Silicon related to the
silicon metal capital assets.

Timminco and Bécancour Silicon have agreed to indemnify
Québec Silicon for all expenditures relating to the
environmental undertakings set out in the Certificate

of Authorization {see "Production Partnership with Dow
Corning—Environmental Compliance”], including estimated
future capital-related expenditures of approximately

$0.8 mitlion incrementazl to the Company’s capital
expenditures commitments as at December 31, 2010
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While Québec Silicon plans to fund its capital expenditures
from internally generated cash flows, it has the right to
make a cash call on its partners if sufficient resources

Contractuat Cbligations as al December 31, 2010

J

are not available for certain maintenance-related or other
expenditures {See "Production Partnership with Dow
Corning—Governance Agreements”)

($000's) Total than 1 Year 1to 3 Years 4105 Years Thereafter
Bank debt - - - .- -
Term debt 47,527 3172 13.889% 4547 25,919
Operating leases 1.879 286 706 97 690
Due to related companies 9722 12,0652 7,670 - -
Thorstt Bond 1114 1,114 - - -
Employee future benef 24,463 5,224 12,960 5,339

Capitat asset purchase commitments 1,312 - - -
Recrganization obligations 874 392 123 661
Environraental obliga 1.958 2,536 188 2,728
Contract terminstion claims 1,041 4,040 -
Other long-term obligations 52 21 7

Total contraciual shiigations 27,086 42,194 11,401 29,998

Bécancour Silicon under the Senior Credit Agreement. As

at December 31, 2010, no smounts have been drawn on the
Senior Credit Facility. See "Liquidity and Capital Resources—
Credit Facilities™,

Term debt

The "term debt” obligation represents obligations of
Bécancour Silicon under the Term Loan, including principal
and interest payable in future periods, as recorded in the
balance sheet as at December 31, 2010, See “Liguidity and
Capital Resources—Term Loan™.

Operating leases
The “operating leases” obligation represents corporate office
facility commitments as at December 31, 2010,

Due to related companies

The "due to related companies” represents obligations of
Québec Silicon with respect to the Dow Corning revolver

toan [see “"Liquidity and Capital Resources—Québec Silicon
Financing”], and the obligations of Bécancour Silicon with
respect to the AMG Convertible Note {see “Liquidity and
Capital Resources—Convertible Notes™],

Thorsit Bord

The "Thorsit Bond” obligation represents liabilities of Thorsil
ehf with respect to the Thorsil Bond {see “Liguidity and Capital
Resources—Convertible Notes”].

1
“"Employee future benefits funding obligations” reflect

2 future benefils funding ob

Employe

statutory funding reguirements of the post-employment

defined pension plan benefits of Québec Silicon, Bécancour
Silicon and Timminco and the estimated future funding
reguirements for post-retirement benefits of Québec Silicon
and Bécancour Silicon as at December 31, 2010, Effective
October 1, 2010, Québec Silicon assumed funding obligations
related to active employees of Québec Silicon {see "Production
Partnership with Dow Corning—Employees and Pensions™).
Funding obligations in future periods will be dependent

on investment returns of the respective plang assets and
discount rates in conjunction with other assumptions at the
time of valuation updates.

Capital asset purchase commitments

“Capital asset purchase commilments” are obligations of
Québec Silicon for equipment and services to be paid or
provided subsequent to December 31, 2010, These expenditures
include estimated future capital expenditures of approximately
$0.8 million related to the Québec Silicon environmental
undertakings for which Timminco and Bécancour Silicon are
contractually responsible {see "Production Partnership with
Dow Corning—Environmental Compliance”].

and environme

Reorganizatic ons

The “recrganization” and “environmental obligations” are
commitments of Québec Silicon, Bécancour Silicon and
Timminco related to the closure of various legacy facilities and
compliance matters for the continuing operation of the Silicon
Group, including the Québec Silicon envirenmental undertakings
of approximately $0.4 million for which Timminco and
Bécancour Silicon are contractually responsible {see "Production
Partnership with Dow Corning—Environmental Compliance”}.
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Contract terminatien claims

“Contract termination claims” are obligations of Bécancour
Silicon related to the termination of contracts to purchase
certain equipment, supplies and services relating to its
Bécancour solar grade silicon purification facilities.

Other long-term obligations
The “other long-term obligations” are capital lease obligations
which have been assumed by Québec Silicon.

Class Action Lawsuit

Timminco and certain of its directors and officers, as well

as certain third parties, have been named as defendants

in a potential class action lawsuit filed in the Ontario
Superior Court of Justice on May 14, 2009. This lawsuit was
commenced by the plaintiff Ravinder Kumar Sharma on behalf
of shargholders who acquired Timminco's common shares
between March 17, 2008 and November 11, 2008 and claims
damages exceeding $540 million. The plaintiff zlleges that
Timminco and others made certain misrepresentations about
Bécancour Silicon’s solar grade silicon production process.
These are unproven allegations, and the plaintiff will need

to seek leave, or permission, of the court to proceed under
the secondary market disclosure provisions of the Ontario
Securities Ach.

The Company has not recorded any Uability related to these
matiers. Timminco's directors and officers insurance policies
provide for reimbursement of costs and expenses incurred in
connection with this lawsuit, including legsl and professional
fees, as well as potential damages awarded, if any, subject

o certain policy limits and deductibles. Timminco intends to
vigorously defend these allegations and the plaintiff's attempt
to get court approval to proceed. However, no assurance

can be given with respect to the ultimate outcome of such
proceedings, and the amount of any damages awarded in such
tawsuit could be substantial. '

Related Party Transactions

AMG Advanced Metallurgical Group

AMG is a significant shareholder of Timminco. As at December
31, 2010, AMG held 83,146,007 common shares of Timminca,
representing spproximately 42.5% of the total issued and
outstanding shares.

in December 2009, Becancour Silicon issued @

convertible promissory note to AMG in exchange for a

loan of US$5.0 million {the "AMG Convertible Note”]. On
December 15, 2010, Bécancour Silicon and AMG executed an
amended and restated AMG Convertible Note, whereby AMB
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agreed to extend the maturity date of the AMG Convertible
Note by three years, from January 3, 2011 to January 3, 2014,
the conversion rate was adjusted and interest was set at 14%,
payable monthly in arrears, starting on January 1, 2011,

The AMG Convertible Note is currently repayable, in whole or
in part and without penalty, at Bécancour Silicon’s option, to
the extent that the availability under the Senior Credit Facility
exceeds $5.0 million, both during the 90 days before and
immediately after such repayment, provided that the Company
has also satisfied a minimum fixed charge coverage ratio,
over the previous 12 months and on a pro forma basis after
giving effect to such repayment, and is also not in default
under the Senior Credit Facility. Bécancour Silicon is also
required to pay AMG, as a partial or whole prepayment of the
principal amaunt due under the AMG Convertible Note and
on a quarterly basis, an amount egual to either: (i} one half

of the availabitity under the Senior Credit Facility in excess

of $5.0 million, where the principal amount then outstanding
is greater than such excess availabitity amount; or {il} all of
the principal amount then outstanding, where such principal
amount is less than the amount of availability under the
Senior Credit Facility in excess of $5.0 million. In each case,
such prepayment is subject to any prior exercise of AMG's
conversion right, as well as satisfaction of the other conditions
in respect of optional prepayments.

Up to the full principal amount of the AMG Convertible Note is
convertible into common shares of Timminco, at AMG's option
at any time. Prior to January 3, 2011, the conversion price was
$1.58 per share and, currently, the conversion price is $0.24
per share, subject to customary anti-dilution adjustments,
with the US dollar principal amount converted into Canadian
dollars at the Bank of Canada’s noon exchange rate on

the date of notice of conversion. This new conversion price
represented a discount of approximately 21% from the market
value of a common share, as determined pursuant to the TSX
definitions, namely, the volume weighted average trading
price of such shares on the T5X on the last five trading days
up to end including December 14, 201G, In addition, the AMS
Convertible Note provides for a cap on the number of common
shares that can be acquired, such that in no event shall AMG
be entitled to receive an amount of common shares thai gives
it power over more than half of the voting rights of Timminco's
outstanding shares.

The AMG Convertible Note continues {o have financial
reporting covenants, a negative debt covenant and certain
capital expenditure approval requirements. A default under
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the AMG Convertible Note could trigger an event of default
under the cross-default provisions of the Senior Credit
Agreement and the Term Loan Agreement. Also, a default
under either the Senior Credit Agreement or the Term Loan
Agreement could trigger an event of default under the cross-
default provisions of the AMG Convertible Note subject to the
provisions of the postponement agreement executed by the
Bank, AMG and Bécancour Silicon, Timminco atso continues
to guarantee all obligations of Bécancour Silicon under the
AMG Convertible Note. See “Liquidity and Capital Resources—
Convertible Notes™ above for a summary of the outstanding
amount under the AMG Convertible Note, and see "Capital
Structure” below for a summary of the common shares
issuable upon a conversion of the AMG Convertible Note.

In Q2-10, Timminco completed a three-tranche private
nlacernent equity financing, in which an aggregate of
approximately 20.2 million common shares were issued at
a price of $0.85 per share, re

siting in gross proceeds of
approximately $13.1 million. AMG acquired approximately

15.4 million common shares in this offering, with the remaining
common shares issued to other investors, as described above
under “Liguidity and Capital Resources—Equity Financings.”
AMG's holdings, which represented 38.6% of tha total issued
and outstanding share capital of Timminco before the
completion of the first tranche of the equity financing, increased
to 42.5% after completion of the third tranche.

AMG Conversion

Bécancour Silicon and AMG Conversion Lid, ["AMG
Conversion”], a wholly-owned subsidiary of AMG, executed

a Memarandum of Understanding dated March 31, 2009 {as
amended, the "Memorandum of Understanding”] whereby the
parties agreed to jointly develop the ingot production process
to optimize the quality of the ingots and bricks produced with
Bécancour Silicon’s solar grade silicon, and {o jointly explore
the feasibility of AMB Conversion producing ingots and bricks
at the Bécancour Silicon ingoting facility on an exclusive
long-term tolling basis for and on behalf of Bécancour Silicon.
These activities continued during an interim period, which
expired on Decemnber 31, 2010, Bécancour Silicon and AMG
Conversion are in negotiations to extend the interim period
into 2011,

During FY-10, AMG Conversion produced ingots and bricks at
the Bécancour crystallization facility on behalf of Bécancour
Silicon, using its equipment and Beécancour Silicon’s
employees and solar grade silicen, and invoiced a tolling fee
of approximately $1.0 million, which was based on the actual,

fully-loaded cost to produce ingots and bricks for Bécancour
Silicon, plus an agreed fixed margin, AMG Conversion also
preduced ingots and bricks at the Bécancour crystallization
facility for its own account, using its equipment and solar
grade silicon and Bécancour Siticon's employees. Bécancour
Silicon invoiced AMG Conversion a tolling fee of approximately
$0.6 million. Effective August 31, 2010, the parties agreed

to amend such interim tolling arrangements to provide for a
fixed fee payment by AMG Conversion far each ingot produced
for AMG Conversion at the Bécancour Silicon ingoting facility
for the remainder of the interim period. Although the interim
period under the Memorandum of Understanding expired as
of December 31, 2010, Bécancour Silicon and AMG Conversion
continue {0 cooperate with respect to their use of and access
to the equipment at the Bécancour crystallization facility.

Bécancour Silicon and AMG Conversion are also considering
the feasibility of a long-term relationship on the basis that
Bécancour Silicon would facus on the production and sate

of solar grade silicon, in chunk form, while AMG Conversion
would use solar grade silicon purchased from Bécancour
Silicon to produce and sell ingots and bricks and focus on

the sotar wafer markel. In this connection, certain sales have
occurred in pursuit of a new sales channel for Bécancour
Silicon’s solar grade silicon. During FY-09, Bécancour Siticon
sald approximately 183 metric tons of solar grade silicon te
AMG Conversion and received cash proceeds of approximately
$5.9 million from such sale which amount hzs been recorded
as deferred revenue. During FY-10, approximately 2 metric
tons were shipped and Bécancour Siticon recognized
approximately $0.1 million as revenue. Approximately

$5.8 million will be recognized as revenue when the inventory
is shipped to third-party customers. The inventory associated
with this transaction has been recorded as finished qoods
consigned to related party. The price of the solar grade silicon
sold to AMG Conversion was consistent with the pricing
nagotiated for similar material sold to third parties.

Sudamin

Buring 31-10, Bécancour Silicen agreed to supply and deliver a
certain volume of silicon metal in Q4-1C on behali of Sudamin
S.A. ["Sudamin”], a wholly-owned subsidiary of AMG, to one

of Bécancour Silicen’s traditional long-term silicon metal
customers. Bécancour Silicon received a pre-payment of
approximataly £3.3 mitlion towards such deliveries net of a fee
of approxirmately €0.3 million. The deliveries were completed in
04-10 and the full amount recognized as revenue,
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Bécancour Silicon has also engaged Sudamin to perform
certain consulting services relating to the solar photovoltaic
industry in China. In FY-10, Bécancour Silicon paid
approximately $0.1 million in fees for such services.

Executive Management

Dr. Heinz C. Schirmmelbusch is Chairman of the Board and
Chief Executive Officer of Timminco, as well as Chairman of
the Management Board of AMG. Dr. Schimmelbuschis alsc a
member of the executive committee of the general partner of
Safequard international Fund, L.P. ["Safeguard”], which was
a shareholder of Timminco until Q4-10 and is & shareholder
of AMG. Mr, Arthur R, Spector is a member of the Board of
Directors of Timminco and is also a member of the executive
committee of the general partner of Safeguard. Until the

end of 33-09, Mr. Spector was also Vice Chairman of the
Management Board of AMG.

Mr. John Fenger has been President and Chief Operating
Officer of Timminco since April 20, 2009, Prior to that

date in 2009, Timm
Mr. Fenger with AMG based on the relative amount of time

inco shared the remuneration cost of

spent by Mr. Fenger acting on behalf of these companies.
Eftective from April 20, 2009, Timminco is paying the full
cost of remuneration of Mr. Fenger, which is paid through
a subsidiary of Allied Resource Corperation, of which

Br. Schimmelbusch is Chairman. During FY-10, Timminco
contributed $0.8 million to the cost of Mn Fenger's
remuneration [FY-09--%$0.7 million].

Capital Structure
As at December 31, 2010, the common shares issuad and
reserved were as follows:

Description Number of Shares

Common shares 195,734,769
Commen shares issuable upon the
exercise of options 13,917,500

Cornrnon shar
conversion

uable upon

vtes payable 6,321,544

Commeon shares on a fully diluied basis 215,973,813

As at December 31, 2010, approximately 6.9 million common
shares were subject to cutstanding options granted under
Timminco's Share Option Plan established in 2004 [the "2004
Option Plan"], with exercise prices ranging from $0.29-$15.27
per share, and 7.0 million common shares were subject to
outstanding options granted under Timminco's 2008 Share
Option Plan [the "2008 Option Plan”], with exercise prices

of $7.64 per share. As at December 31, 2010, approximately
3.8 million common shares subject to options under these
plans had satisfied the vesting criteria, of which approximately
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0.2 million were in-the-money, based on a closing price

of $0.33 per share on that date. The maximum number of
common shares reserved for issuance for options under the
2084 Option Plan is approximately 7.3 million, and under the
2008 Option Plan is 10.0 million, representing approximately
3.8% and 5.1%, respectively, of Timminco's issued and
outstanding common shares as at Decemnber 31, 2010,

As at January 3, 2011, the mavimum number of commaon shares
of Timminco that may be acquired by AMG upon conversion

of the AMG Convertible Note, as described above under

the heading "Related Party Transactions—AMG Advanced
Metallurgical Group”, is approximately 19.1 million common
shares {based on the December 31, 2010 noon exchange rate

of US$1 = CAD$0.9944 as reported by the Bank of Canadal,
regresenting approximately 9.77% of the current total issued and
outstanding common shares of Timminco (as at December 31,
2010, approximately 3.1 million commeon shares, representing
1.61% of the current issued and outstanding comron shares

of Timminco were issuable to AMG under the AMG Convertible
Note, based on the same exchange rate}, The AMG Convertible
Note provides for a cap on the number of common shares that
¢an be acguired, such that in no event shall AMG be entitled to
receive an amount of common shares that gives it power over
more than half of the voting rights of Timminco's outstanding
shares, AMG currently owns approximately 83.1 million common
shares of Timminco, representing approximately 42.5% of
Timmince's current outstanding share capital. Assuming the

tull conversion of the AMG Convertible Note as at January 3,
2011, AMG would own approximately 102.3 million common
shares, representing approximately 47.6% of Timminco's then
autstanding share capital.

As at Becember 31, 2010, the maximum number of common
shares of Timmince that were issuable upon conversion of the
Thorsii Bend, as described above under "Liquidity and Capital
Resources—~Convertible Notes”, was approximately 3.2 million
cornmon shares, based on a closing price of $0.33 per share
on that date and assuming no reduction in the principal
amount of the Thorsil Bond.

Risks and Uncertainties

The Company’s businesses are subject to significant risks

and uncertainties. These risks and uncertainties, togethe
with certain assumptions, also underlie the forward-looking
statements made in this MD&A and may cause the Company's
actual resulls to differ materially from its expectations.
Described below are some of the more significant risks that
coutd affect the Company’s results.
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Liquidity Risk

The Company is currently subject to liquidity risk. Liquidity
risk arises through excess financial obligations over available
financial assets due at any point in time. The Company's
objective in managing liguidity risk is to maintain sufficient
readily available sources of fundingin order to meet its
Liquidity requirements at any point in time, The Company
attempts to achieve this through managing cash from
operations and through the availability of funding from
committed credit facilities.

The Company incurred a net loss of $74.8 million for the year
ended December 31, 2010 and incurred net losses for the years
ended December 31, 2009, 2008 and 2007 of $134.2 million,
$22.6 mitlion and $18.0 million, respectively. There is also
material uncertainty with respect to the level of liguidity that
will be generated by operations in the next twelve months.

At December 31, 2010, the Company had positive working
capital of $23.2 million, was holding cash of approximately
$9.1 million and had undrawn available lines of credit under
the Senior Credit Agreement of approximately $7.9 mitlion.

Both the Senior Credit Agreement and the Term Loan
Agreement contain financial covenants, as described above
under "Liguidity and Capital Resources—Credit Facilities” and
“Liguidity and Capital Resources—Term Loan”. The minimum
EBITDA levels for the purpose of the financial covenants

in the Senior Credit Agreement have been set at amounts
based on Timmince's and Bécancour Silicon’s projected
financial results, In the event that Timminco and Bécancour
Silicon are unable to achieve such financial results, they may
become non-compliant under the Senjor Credit Agreement.
Non-compliance with any of the financial covenants under
the Senior Credit Agreement or the Term Loan Agreement
may cause the Bank or |Q, respectively, to declare an event
of default and demand repayment of the entire outstanding
indebtedness under such facilities,

Both the Credit Agreement and the Term Loan Agreement also
contain cross-default provisions, and restrict Timminco's and
Bécancour Silicon’s ability to incur additional indebtedness,
seil assets, create liens or other encumbrances, incur
guarantee obligations, make certain payments, make
investments, loans or advances and make acquisitions beyond
certain levels. Substantiatly all of Timmince’s and Bécancour
Silicon’s assets have been pledged as collateral to their
lenders under the Senior Credit Agreement and the Term
Loan Agreement. The AMG Convertible Note also contains

a cross-default provisien, financial reporting covenants,
a negative debt covenant and certain capital expenditure
approval requirements.

Québec Silicon’s Governance Agreements provide that Québec
Silicon can require additional capital contribations from its
partners in certain circumstances relating to capital and
maintenance requirements for the Bécancour facility. See
“Production Partnership with Dow Corning—Governance
Agreements”, In the event that Québec Silicon's aggregate
funding requirements for working capital and capital projects
exceed the funding available under the $10.0 million Loan
Agreement with Dow Corning and from cash flow from
operations, Québec Silicon may have a working capital
deficiency, and/or may be required to request additional
capital contributions from its partners. Timminco and
Bécancour Silicon may be required, contractually or
otherwise, to provide additional funding to Québec Silicon in
these circumnstances, which could have a material adverse
effect on the Company's liquidity.

Timminco has also been named as a defendant in a proposed
class action lawsuit, claiming damages in excess of

$540 million. While Timminco intends to vigorously defend
the allegations in such lawsuit and the plaintiff's attempt to
get court approval to proceed, the timing and outcome of such
proceedings are uncertain and the amount of any damages
awarded could be substantial.

As a result of the Company’s liquidity risk, the Company’s
ability to continue as a going concern is subject to the
continued support of its lenders and is uncertain, Therefore
the Company may be unable to continue to realize its assets
and discharge its liabilities in the normal course of business.
The consolidated financial statements do not give effect to
any adjustments to recorded amounts and their classification
which could be necessary should the Company be unable

to continue as a going concern and therefore be required to
realize its assets and discharge its labilities in other than
the normal course of business and at amounts different than
those reflected in the consolidated financial statements.

Silicon Metal Supply Commitments

in Q1-10, Bécancour Silicon executed long-term contracts to
supply 90,000 metric tons of silican metat over the next five
years to one of its long-standing silicon metal customers,
Subseguent to year-end, these centracts were amended to,
ameong other things, increase the volume commitments by a
total of 4,500 metric tons, deliverable over the contract years

421



2011 through 2013, in addition, in Q4-10 and subsequent

to year-end, Becancour Silicon entered into contractual
arrangements to supply approximately 3,500 metric tons of
silicon metal in 2011 te another long-standing silicon metal
customer {see “Summary of Operations—Silicon Metal Supply
Commitments”]. Under the Supply Agreement with Québec
Siticon and Dow Corning, Bécancour Silicon is entitled to 51% of
the silicon metal output of Québec Silicon, which as of October
2010 owns il of the silicon metal operations of Bécancour
Silicon {see "Production Partnership with Dow Corning—Supply
Agreement”]. As a resull of such existing supply commitments
to customers and given the anticipated production volumes at
Québec Silicon in 2011, Bacancour Silicon’s allecation of silicon
metal production from Québec Silicors may be less than such
supply commitments. In such event, Bécancour Silicon may:

{i] renegotiate the terms of the Supply Agreement with Québec
Silicon and Dow Corning 1o allow for the deferral of delivery

of some of Dow Corning’s silicon metal volume allocation for
2011; (i) renegotiste with Bécancour Silicon’s silicon metal
customers the delivery commitments for 2011; or {iii] purchase
silicon metal from third parties at 2011 spot prices, for resale
toits customers at the fixed contractual prices. However, there
is no assurance that any such renegotiations witl result in
more favourable delivery commitments for Bécancour Silicon.
Mareover, spot prices for silicon metal have been increasing
and Bécancour Silicon may be in a position of having to
purchase silicon metal on the spot market at a cost thatis in
excess of the selling price to its end custorners. As a result,

o the extent that Bécancour Silicon's delivery commitments

to its end custormners exceed Bécancour Silicon’s supply
allocation of silicon metal from Québec Silicon in 2011, any of
these outcomes could have a material adverse effect on the
Company’s financial position, results of operations and liquidity.

Production Partnership with Dow Coraing

On Qctober 1, 2010, Dow Corning acquired a 49% equity
interest in Québec Silicon in consideration for the Company
receiving net cash proceeds of approximately US$40.1 million
as weli as the right to earn-out payments of up to potentially
an additional U$$10.0 million, subject to Québec Silicon
achieving certzin performance objectives relating to
production cost and capacity improvements within three
years afier the closing. See "Production Partnership with
Dow Corning—Post-Closing Purchase Price Adjustment”,
There is no assurance that such performance objectives

will be achieved and that the Company will receive the
US$10.0 million earn-out payment. Any such development
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could have a malerial adverse effect an the Company’s
tiquidity and results of operations,

Bécancour Siticon’s and Dow Corning’s equity interests in
Québec Silicon are subject to governance agreements, which
include certain "put” and “call” rights for equity holders,
Should Bécancour Silicon or Timminco undergo a “change of
cantrol” during the existence of Québec Silicon, Dow Corning
will have the right, but not the obligation, to sell its 49%
interest in Québec Silicon to Bécancour Silicon at a price equal
to the fair market value of such interest. Failure by Bécancour
Silicon to fulfil its obligation in respect of such put right
within the specified period of time will entitle Dow Corning

to assume operating control and purchase all of Bécancour
Silicon's interest in Québec Silicon at the fair market value

of such interest, Dow Corning also has the right, but not the
obligation, to purchase frem Bécancour Silicon all of its 51%
interest in Québec Silicon, at a price equal to the fair market
value of such interest, in the event of any continuing and
material failure by Bécancour Siticon to pay for output taken
under the Supply Agreement or to make Quebec Silicon whole
for a failure to take output under the Supply Agreement. In
addition, upon the occurrence of certain insolvency-related
default events affecting either party, the non-defaulting

party has the right to purchase the defaulling party’s equity
interests in Québec Silicon. See "Production Parinership with
Dow Corning—BGovernance Agreements”. Any exercise by Dow
Corning of a right to purchase Bécancour Silicon's interest

in Québec Silicon, under any of the foregoing circumstances,
could have a material adverse effect on the Company's
tiguidity and results of operations.

Bécancour Silicon relies on certain designated non-union
employees of Québec Silicon to perform specified services
for Bécancour Silicon. See "Production Parthership—Shared
Services”. If any ene or more of such Québec Siticon
employees is unable or unwilling to continue providing such
services, Bécancour Silicon may not be able to replace them
readily. In such event, Bécancour Silicon’s operations may
be disrupted, and Bécancour Silicon may incur additional
expenses to recruit and retain replacement employees or
services, which could have an adverse affect on the Company's
results of operations.

Foreign Exchange and Currency Fluctuation

While the Company reports its results in Canadian dollars
and a substantial portion of the operating costs of the Siticon
Group are in Canadian dollars {Bécancour Silicon purchases
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its allocation of silicon metal from Québec Silicon in Canadian
dctlars), the majerity of the Company’s products are priced
and sold in U.G. dollars and Eures. In particular, Bacancour
Silicon has execuled contracts to supply a significant portion
of its silicon metal allocation from Québec Silicon over a five
year term at prices denominated in Euros. Such pricing is
fixed in Euros for deliveries in 2011, and subject to negotiation
within a defined price range, for each of the remaining four
years, Subsequent to G4-10, these long-term contracts were
amended, among other things, to add a currency adjustment
provision, which over the remainder of the term effectively
reduces by half the parties’ exposure to fluctuations in the
UsD-Euro exchange rate relative to the rate in effect when the
contract was originally negotiated in Q4-09 {see "Summary

of Operations—Silicon Metal Supply Commitments™L
Notwithstanding such reduction in exposure to currency
fluctuations, volatility in the Canadian dollar—Euro exchange
and Canadian dollar—USD exchange rate could still have a
material impact en the gross margins of the Company.

Bécancour Silicon also has interest-bearing debt denominated
in foreign currencies which may generate significant realized
or unrealized gains and losses. Consequently, the Company's
earnings and cash flows are sensitive to changes in foreign
currency exchange rates.

Bécancour Silicon may enter into foreign exchange contracts
from time to time in the future, to mitigate its foreign currency
exchange rate risks. In particular, commencing October

2016, Bécancour Silicon has entered into forward contracts

to convert a portion of its Euro denominated cash inflows in
Q4-10 and Q1-11 to Canadian dollars to mitigate such risks;
however, there is no assurance that these or any other foreign
exchange contracts entered into in the future will fully protect
the Company against such risks.

Long Lived Asset Impairment

Although the Company has heen and continues to devote
resources fowards the market development of selar grade
silicon, there remains uncertainty regarding the timing and
volumes of future commercial sates. In Q4-10, the Company
recorded a long lived asset impairment charge related to the
assets of its HP1 and HP2 sclar grade silicon purification
operations, including a portion of the intangible assets and
all of the goodwill attributable to solar grade purification,

in the amount of approximately $7.5 million. In Q4-~09, the
Company recorded a long lived asset impairment charge
related to the production equipment atits HPZ2 solar grade
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silicon purification facility in the amount of approximately
$39.0 million [see "Critical Accounting Estimates—Long Lived
Asset Impairment”]. Recovery of the remaining carrying value
of the HP1 and HP2 solar grade silicon purification facilities
and the intangible assets related to solar silicon production
are dependent upon successful completion of the Company’s
continued product and market development activities, a
restart of solar grade production and sufficient profitable
future production volumes. Should this not materialize as
planned, additional material long lived asset impairments
related to the HP1 and HPZ long lived assels, including
property, plant and equipment and intangibles , are likely

to occur, which could have a material adverse effect on the
Company's liquidity and results of operations.

Pensions

The estimated return on pension plan assels and discount rate
on future pension obligations affect the Company’s pension
expenses and obligations. The estimated return on plan
assets is subject to change based on the anticipated returns of
the equities and fixed income securities held by the plan and
the performance of public securities markets. The discount
rate is subject to change based on the age and changes in
composition of the plan members and long term bond rates.

A one percent change in either the estimated return or
discount rate would have a material impact on the pension
liabilities. Significant ongoing volatility in the global financial
markets or a substantial change in actuarial assumptions
could significantly increase the Company's pension lLiabilities
which could have a material adverse effect on the Company's
liquidity and results of operations. See "Critical Accounting
Estimates—Pension Return and Discount Rates.”

[f there is recovery in sales for Bécancour Silicon’s solar grade
siticon product line and a resulting resumption of purification
operations, Bécancour Silicon and Québec Silicon may agree
to a transfer of certain employees from Guébec Silicon. Any
transfer of empleyees from Québec Silicon who participate in
the Québeac Silicon defined pension benefits plans will include
the assumption by Bécancour Silicon of all pension ass
and liabilities associated with such employeas. To the extent
that a net deficit exists in respect of any such employees,
such transfer could have a material adverse effect on the
Company's liquidity and results of operations.

Production Efficiencies and Interruptions
Bécancour Silicon’s manufacturing processes for solar grade
silicon and Québec Silicon’s manufacturing processes for



silicon metal are dependent upon the continuous, efficient
operaticn of certain critical production equipment, such as
silicon metal electric arc furnaces, casters and crushing
equipment, electrical transfermers, rotary furnaces,
filtration equipment, molds, electromagnetic stirrers, silicon
crystallization furnaces, sawing equipment, and product
quality testing equipment. While some of this manufacturing
equipment is relatively new, such as Bécancour Silicon's
equipment for the solar grade silicon purification lines and
AMG Conversion’s equipment for ingoting, much of Québec

Silicon’s eguipment has been in operation for several years,
or even decades in the case of the silicon metal electric

arc furnaces. This eguinment may on occasion be out of
service as a result of unanticipated failures or scheduled
maintenance shutdowns, For example, some of the silicon
metal electric arc furnaces are scheduled to have major
repairs in 2011, Bécancour Silicon’s and Québec Silicon’s
manufacluring equipment may ailso operate st less than
nominal production capacity due to a variety of other factors,
such as the quality and mix of raw materials used in the
production process and any additional materials processing
to meet customer requirements, Some of this equipment
is, and in the future may be, owned and operated by third
parties, such as the equipment in the ingoting facility.
Bécancour Silicon and Québec Silicon may in the future
experience material shutdowns or periods of reduced
production efficiencies as a result of equipment failures,
prolonged maintenance shutdowns, or any of these other
factors. Moreover, Bécancour Silicon and Québec Silicon
may be required to make significant capital expenditures to
remedy any underlying problems with equipment failures or
production efficiencies. Pursuant to governance agreements
in place, Québec Silicon can make cash calls on its partners
if sufficient funds are not available to maintain ifs facility in
sound conditicn so that it is capable of operating at current
capacity [see "Production Partnership with Dow Corning—
Governance Agreements”], Any such capital expenditures
or cash calls could have a negative effect on the Company's
profitabilily and cash flows. Loss of production efficiencies
or interruptions in Québec Silicon’s silicon metal production
or Bécancour Siticon’s solar grade siticon purification and
testing capabilities could have a significant adverse affect on
production levels, revenues and earnings.

In addition to equipment failures, Bécancour Silicon’s and

Québec Silicon’s facilities are also subject to the risk of

catastrophic loss due to unanticipated events such as fires,
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explosions or violent weather conditions, The losses that
Bécancour Silicon or Québec Silicon may sustain as a result of
such events could exceed any recoveries they may be able to
make under their insurance coverage. In addition to such losses,
long term disruption could result in a loss of customers, which
could also have a material adverse effect on the Company's
business, financial condition and resulls of operations,

Power Supply and Electricity Prices

The production of silicon metal is energy intensive and Québec
Silicon is dependent upon the continuous supply of electricity
from Hydro Guébec and others for its smelting and other
operations in Bécancour. Québec Silicon has taken measures
to mitigate the likelihood of an interruption in electricity
service, but there is no assurance that Québec Silicon will not
be subject to power interruptions in the future.

in addition, electricity prices form a significant component of the
cost of production for silicon metal. Electricity rates for industrial
users in the Province of Québec are favourable, relative to other
global locations. Howaever, there is no assurance that such rates
will rerain favourable. Since all production output by Québec
Silicon is sold to each of Bécancour Silicon and Dow Corning at a
price equal to the actual full production cost per metric ton plus
a fixed mark-up, {see above under "Production Partnership with
Dow Corning—Supply Agreement”], an increase in electricity
prices for Québec Silicon's operations could have a material
adverse effect on Becancour Silicon's costs and the Company's
results of operations.

Pricing and Availability of Raw Materials

Coal is a significant raw material in the production of silicon

metal, and the market price of coa
influencing Québec Silican’s costs and thus the Company’s
cash flows and earnings. The price of coal fluctuates
considerably through the economic cycle. Québec Silicon
has its own supply of quartz which is another significant
raw material for silicon metal. However, alternate suppliers
of quartz may have superior guality for the production of

an important factor

ceriain grades of silicon metal, in which case Québec Silicon
may procure more of its quartz from third party suppliers.
Bécancour Silicon also buys silicon metal in the spot {or
open] market to balance its production and thus is subject to
fluctuations in market prices {see above under "Silicon Metal
Supply Commitments™], An increase in the pricing for, or
limitations on the availability of, any of these raw materials

could have a material adverse effect on the Company's
financial position, results of operations and liquidity.
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Credit Risk

Accounts receivable and long term receivables are subject
to credit risk exposure and the carrying values reflect
management’s assessment of the associated maximum
exposure to such credit risk. Substantially all of Bécancour
Silicon’s accounts receivable are due from customersina
variety of different industries and, as such, are subject to
normal credit risks in their respective industries. Bécancour
Silicon regularly monitors customers for changes in credit
risk. Where available, Bécancour Silicon has insured its
accounts receivable under credit insurance policies to offset
the increased credit risk environment. However, since all
custorners may not qualify for credit insurance Bécancour
Silicon may not be able to reduce its exposure to all such
credit risks.

Transportation Belays and Disruptions

The Company depends upon seaborne freight, rail and
truck transport to deliver raw materials to its facilities and
its products to market. Delays and disruptions in thess
transporiation services has arisen, and may arise from
time to time in the future, because of weather related
problems, equipment failures, labour strikes or lock-outs, or
timitations on available port capacity, shipping containers,
or rail delivery schedules. Any such disruption could
temporarily impair the Company’s ability to supply its raw
materials to its facilities, and/or deliver its products to its
customers on a timely basis, any of which could have a
material adverse effect on the Company's business, financial
condition and resulls of operations.

Class Action Lawsuit

Timminco is subject to a potential class action lawsuit alleging
that Timminco and others made certain misrepresentations
about Bécancour Silicen’s solar grade silicon production
process (see above under the heading "Liguidity and Capital
Resources—Class Action Lawsuits™}. Timminco intends

to vigorously defend these allegations and the plaintiff's
attempts to get court approval to proceed. However, no
assurance can be given with respect to the ultimate cutcome
of such proceedings, and the amount of any damages awarded
could be substantial. In addition, the defence of this lawsuit
could involve significant expenses and divert the attention of
Timminco's senior management and other personnel for long
periods of time.

These matters may have also contributed to negative publicity
in respect of Timminco and Bécancour Silicon’s solar grade
silicon production process. Continuing negative publicity could

have an adverse effect on the Company's business and liguidity,
and on the market price of Timminco's common shares.
Interest Rate Risk

The Company is exposed to interest rate risk to the extent
that cash and short term investments, bank indebtedness,

term debt and convertible debt are at floating rates of interest,

The Company's maximum exposure to interest rate risk is
based on the effective interest rate and the current carrying
value of these assets and labilities. The Company monitors
the interest rate markets to assess whether any steps can
be taken to mitigate interest rate volatility. However, the
Company may not be able to reduce its exposure to such
interest rate risks and a significant increase in interest rates
could have an adverse effect on the Company’s resuits of
operations and liquidity.

Financing for Capacity Expansion

The Company may require capital or other expenditures

for production capacity expansions, scquisitions, mergers,
business cornbinations, joint ventures, or strategic business
alliances or partnerships in respect of its businesses or
investments, whether in respect of silicon metal, solar grade
silicon or other products, For example, Bécancour Silicon
may be required to provide funding to Québec Silicon {see
“Liguidity and Capital Resources—Capital Expenditures”],

or Timminco may be required to provide further funding to
Thorsil to pursue a potential new siticon metal manufacturing
facility in lceland {see "Strategy”).

The Cornpany expects to fund its requirements for capital
expenditures from coammon equity, term debt, credit facilities,
operating cash flows and cash balances. However, these
sources of financing may not be available to the Company
when required in the amounts needed or on acceptable
terms. The Senior Credit Agreement, the {Q Term Loan, the
AMG Convertible Note and the Loan Agreement also limit

the Company's financial flexibitity in a number of ways,
including restrictions on the Company’s ability to incur
additicnal indebtedness, to sell assets, to create lens or
other encumbrances, to incur guarantee obligations, to make
certain payments, investrments, loans or advances, and lo
make acquisitions or capital expenditures beyond certain
levels, In addition, in the event that the holder of the Thorsil
Bond exercises its right to convert all or a portion of the
principal and accrued interest on such bond into common
shares of Thorsil, as described above under "Liquidity and
Capital Resources—Convertible Notes”, Timminco may be
required to make a further equity investment in Thorsil in
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order to maintain its majority equity ownershipin Thorsit,
which is a special purpose vehicle through which Timminco

is pursuing the fcelandic project. Any restriction or inability

of the Company to generate financing for such expenditures
may limit or prevent the Company from pursuing production
capacity expansions, acquisitions, mergers, business
combinations, joint ventures, or strategic business alliances
or partnerships, which could have a material adverse effect on
the Company's results of operation and tiguidity.

Expansion of Production Capacity
Timminco announced in 31-10 that it is pursuing opportunities
to expand its silicon metal capacity, through a potential
new silicon metal production facility in lceland that would
operate using geothermal power. To this end, Timminco is in
negotiations with an [celandic power company on the terms
fa long-term power supply contract for such a facility,
and Timminca has also secured preliminary financing, as
described above under "Liguidity and Capital Resources—
Convertible Notes”, te fund preliminary expenses associated
with this project. However, a definitive power contract has not
yet been signed and additional financing will be required to
fund future project expenses. In addition, engineering work
and a feasioility study in respect of such a facility are still
ongoing, as well as negotiations with potential long-term
customers and strategic partners. There is no assurance that
the potential silicon metal production capacity project will
proceed as expected, if at all,

<

In Q1-10, Bécancour Silicon temporarily suspended
purification operations pending meeting of prospective
customer specifications and recovery of sales for economic
volumes of solar grade silicon in future guarters. Once
production of solar grade silicon resumes, Bécancour

Siticon will continue to be in a ramp-up stage until demand
supports operating all of its planned purification lines and
acceptable operating performance has been achieved. The
number of purification lines and the nature and scope of the
production processes that Bécancour Silicon uses will depend
substantially on future customer demand, in terms of volume
and quantity, for Becancour Silicon’s solar grade silicon.

Any future production capacity expansion, whether for silicon
metal or solar grade silicon, will invelve risks, including
potential delays in commissioning of equipment, and
unanticipated costs and changes in design that may cause
the Company's capital budget for the project to be exceeded.
Failure to complete any further expansion or to achieve the
anticipated production capacity of the existing or any additional
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purification lines, within foreseeable timeframes and on budget,
could have a material adverse effect on the Company's financial
position, resulls of operations and liquidity.

Environmental Liabilities

The Company is, and historically has been, involved in

certain activities that may he deemed to be hazardeus to the
environment, and the Company must also comply with stringent
regulatory requirements in certain jurisdictions. The Company
maintains environmentat and industrial safety and health
compliance programs at its facilities. There can be no assurance
that current environmental requirements or future changes to
them, including possible additional regulations or increases
inlevels of fines or penalties, will not result in lizbilities and
obligations that may be material {o the Company's business,
financial condition and results of operations.

The Company's manufacturing businesses are subject to
extensive and changing laws and regulations governing,
amongst other things, emissions to air, discharges and
releases to land and water, the generation, handling, storage,
transportation, treatment and disposal of wastes and other
materials, and the remediation of contamination caused by
discharges of waste and other material, as well as the risk
that employees and others are exposed to hazardous or Loxic
substances, The Company also operates under environmental
permits issued by regulatory authorities, which impose
additional requirements for compliance under applicable
taws. Such laws and regulations not only expose the Company
to liability for its own actions, but also may expose it to liability
for the conduct of others or for its actions which were in
compliance with all applicable laws at the time such actions
were undertaken or performed but which subsequently have
become subject to regulation. In addition, the Company could
be held liable for the release or discharge of materials which
may be hazardous to health or the environment, including

the cost of investigating and cleaning up such contamination,
regardless of whether such release or discharge was legal
and of whether the Company continues to own or operate the
facility at which such release or discharge occurred, as well
as such releases or discharges that occur at sites to which the
Company or its predecessors have sent waste or that migrate
onto the property of third parties, The Company could be

held liable for such costs even if they arise from the actions
of third parties. The Company’s operations generally, and
those involving hazardcus materials in particular, also raise
potential risks of Uability under common law.
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Aviolation of environmental or health and safety laws relating
to the Company’s facilities or s faiture to comply with the
instructions of the relevant environmental or health and safety
authorities could lead to, amongst other things, a temporary
shutdown of the Company's facilities or the imposition of fines,
penalties or costly compliance or remediation procedures, The
Company may also be exposed to potential litigation based

on perceived violations of environmental or health and safety
laws. If environmental or health and safety authorities impose
substantial fines or penalties or require the Company to shut
down any of its facilities or to implement costly compliance
measures, whether pursuant to existing or new environmental,
health and safety laws and regulations, such measures could
have a material adverse effect on the Company’s business,
financial condition and results of operations,

The Company is also obligated to undertake remediation
activities related to former facilities and has accrued

%4.8 million as at December 31, 2010, for future costs relating
to site restoration and closure of certain of its former facilities
and operations, including at Haley, Ontario, and Aurora,
Colorado. The Company has also accrued $1.2 million as at
December 31, 2010 for future costs relating to site restoration
and remediation relating to the silica fumes site in Bécancour,
Québec. In addition, Timminco and Bécancour Silicon have
agreed to indemnify Québec Silicon for all expenditures

to comply with environmental undertakings set out in the
Certificate of Authorization estimated to be $0.4 miliion as at
December 31, 2010 and also expect to incur $0.8 miltion of
capital expenditures in respect of this matter. See "Production
Partnership with Dow Corning—Environmental Compliance.”
The actual cost in respect of any or all of the foregoing could
be higher than the amounts estimated. The Company’s
estimates for future liability are also subject to change based
on amendments to applicable laws, the nature of ongoing
operations, the timing of future events and technological
innovations. Any changes in estimates could have a material
adverse effect on the Company's financial pesition, results of
operations and liguidity.

Greenhouse Gas Regulatory Initiatives

As a producer of silicon metal, Québec Silicon emits carbon
dioxide, which is a greenhouse gas ("GHG"], as a natural
by-product of the pyrometaliurgical process used to make
silicon at its Bécancour facilities. Specifically, carbon-based
process materials, such as coal, coke, charcoal and wood chips
are combined with quartz to create both silicon and carbon
dioxide. In November 2009, Québec’s Minister of Sustainable
Development, Environment and Parks announced Québec's

target to reduce GHG emissions by 20% below 1990 levels

by the year 2020. In order to achieve its reduction target, the
Québec government has stated that a GHG cap and trade
system will need to be implemented in 2072, QGuébec Silicon’s
silicon metal operations in Bécancour are currently subject to
regulations requiring the guantification and annual reporting
of GHE emissions, and as such, may fall within the purview

of such anticipated cap-and-trade system. Similar regulatory
initiatives are also under way in other Canadian jurisdictions
designed to limit or create economic disincentives for GHG
emissions, inctuding potential carbon taxes and cap and trade
regimes. The scope and potential impact of such initiatives on
the Company's business is not yet known, and the extent to
which such initiatives impose limits, taxes, obligations or other
adverse economic censequences on any of the Company's
operations could have an adverse effect on the Company's
business, financial condition or results of operations.

Relationships with AMG Advanced Metallurgical Group

AMG is the largest single shareholder in Timminco, with a
direct holding of common shares representing approximately
42.5% of Timminco's issued and outstanding share capital

as of the date of this MD&A. Certain of AMG's directors and
executive officers are also directors and executive officers of
Timminco. AMG also trades in silicon metal, produces silicon
metal through its controlled subsidiary Graphit Kropfmuehl
AG, and operates other businesses that are complementary to
the Company's solar grade silicon product line. AMG has also
established various commercial relationships with Becancour
Silicon, including arrangements regarding ingot making. See
above under the heading "Relsted Party Transactions” for a
description of transactions with AMG and its subsidiaries.

As a result of these relationships, AMG has the ability to
influence the Company's strategic direction and business
opportunities, including any merger, consolidation or sale

of Timminco's and Bécancour Silicon’s assets and the
composition of Timminco's board of directors and executive
management. There may be significant synergies and new
business opportunities for the benefit of the Company that
may arise from these relationships with AMG. However,
these relationships may also involve conflicts of interest. The
boards of directors of Timminco and AMG have established
independent committees and special procedures to address
these conflicts of interest. AMG may also directly pursue
acquisitions or other strategic opportunities that could be
beneficial or complementary to the Company’s business.
However, the Company may not realize the benefits of any
such acgquisitions or opportunities pursued by AMG, if at alll
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in addition, these relationships have served as 2 foundation for
certain equity financings and other commercial transactions
between the Company and AMG, which have supported the
Company’'s expansion and liquidity. However, there is no
assurance that such financings or transactions with AMG will
be available on terms acceptable to the Company, if at all.

In the past, AMG has participated as an investor in Timminco’s
equity financings and maintained a controlling interest in
Timminco through its ewnership of more than 50% of the
outstanding common stock. However, since September 30,
2009, AMG no longer has majority control over Timminco. AMG
may acquire common shares of Timminco upon the exercise
of its conversion rights under the AMG Convertible Note, but
exercising these rights may not entitle AMG to reacquire a
majority ownership interest in Timminco. See above under

the heading "Related Party Transactions—AMG Advanced
Metallurgical Group™. In the event that AMG's equity ownership
position in Timminco declines, AMG may reduce its involvement
in pursuing opportunities that may otherwise be beneficial to
the Company's business, results of operations or liquidity.

Limited History with Solar Grade Silicon

Although Bécancour Silicon has experience in producing
silicon metal, it has relatively lirmuted history and experience
in producing solar grade silicon. As such, the Company’s
historical financial results may not provide a meaningful basis
for evalusting its future financial performance.

Solar Grade Silicon Selling Prices

The Company's revenues, earnings and cash flows from
the sale of solar grade silicon are significantly influenced
by the prevailing and expected future market {or spotl
prices for polysilicon. Such spot prices have declined
considerably since 2008 from a price peak of approximately
US$400 per kg to a level of approximately US$H5C per kg

in Q1-09 prior to increasing again in the second hatf of
2010 to a level of US$60-80 per kg. Volatility of polysilicon
spot prices is the result of real or perceived increases or
decreases in polysilicon manufacturing capacity, which

can be impacted by new plant construction, seasonal
availability of electricity in certain parts of China,
government regulation of polysilicon producers, operating
problems at large polysilicon producers or due to changes
in demand in the solar photovoltaic industry or electronic
{semiconductor] market. Continued price volatility could
have a matérial effect on the Company's financial position,
results of operations and liquidity with price declines in
polysilicon negatively irpacting solar grade silicon realized
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selling prices and margins, and price increases {avourably
impacting demand for solar grade silicon as a substitute
for potysilicon.

Customer Commitments for Solar Grade Silicon

There is significant uncertainty about the nature and scope
of demand from solar grade silicon customaers, including
future pricing, deliveries and volumes, Bécancour Silicon
had executed several long-term supply agreements with
solar grade silicon customers in 2007 and 2008, all of which
have since been terminated. Bécancour Silicon is in ongoing
negotiations with prospective solar grade silicon customers,
to secure new commitments to support future production
and sales aclivities. However, there is no assurance that
Bécancour Silicon will be able to secure meaningful long-
term conumitinents from such customers, which may have
an adverse effect on the prospects and future resulis of
operations from Beécancour Silicon’s solar grade silicon
product line.

Guality of Solar Grade Silicon

The requirements of Bécancour Silicon's prospective
customers with respect to specifications, quality contrels and
testing methodologies for sclar grade silicon are expected to
continue to evelve as Becancour Silicon and its prospective
customers build experience in using Becancour Silicon's solar
grade silicon for solar photovoltaic applications.

Bécancour Silicon's objective is to produce, through repeatasble
processes, solar grade silicon that is priced competitively with
polysilicon and of such quality that solar cells manufactured
using Beécancour Silicon’s solar grade silicon will have
characteristics that make them competitive with solar cells
manufactured from polysilicon, To that end, Bécancour Silicon
continues its efforts to develop market cpportunities for

its solar grade silicon product line, through improvements

in its proprietary purification processes and collaboration

with strategic partners in developing new downstream sales
channels, to meet the enhanced specifications of its prospective
new customers. Although it is making progress towards
achieving these objectives, Bécancour Silicon may experience
delays in being able to consistenily produce solar grade silicon
at the required specifications or purity levels, in implementing
such new equipment, methodologies and processes, and in
ultimately being able to achieve its objective. Furthermore,
achieving and maintaining these heightened customer
requirements may increase Beécancour Silicon's production
costs for solar grade silicon.
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Bécancour Silicon's proprietary purification process, which is
based on metallurgical methods as compared to the chemical

processes used to manufacture polysilicon, involve several
steps and various equipment {o control the levels of impurities,
or dopants, particularly phosphorus and boron. Controtling
these and other non-metallic elements, at the levels required
for solar cell applications {which are measured in parts

per million], is critical and there is no universally accepted
reethod for controlling all of these elements at required levels
simultanesusly. As a consequence, multiple refining steps,

or passes, are necessary, with the risk of lower yields and
increased solar grade silicon production costs. In addition,
recontamination by impurities from the equipment or reactants
used in the purification process may reduce the quality or
require further processing of the solar grade silicon. This

risk is exacerbated in the ramp-up stage of a new production
process. While Bécancour Silicen has valuable experience in
mitigating these risks, there is no assurance that it will be able
to consistently achieve the desired quality or required purity
levels within a certain range of production costs,

Producing Ingots with Bécancour Silicon’s Solar Grade Silicon
The process for making ingots is a key element in the objective
of being able to manufacture solar cells from solar grade
silicon that have characteristics that make them competitive
with solar cells manufactured from polysilicon, Bécancour
Silican is collaborating with third parties and its affiliates

to develop processes to optimize the quality of ingots and

bricks made fram its solar grade silicon in order {o achieve

this objective. However, there is no assurance that such
development efforts will be successful or that customers

will adopt appropriate processes. If Bécancour Silicon's
customers do not achieve the results that they expect from
using Bécancour Silicon’s solar grade silicon to make ingots

or bricks, or are unable to manufacture solar cells that

have characteristics that are competitive with solar cells
manufactured from polysiticon, such customers will be
disinclined to take deliveries of Bécancour Silicon’s solar grade
silicon, which could have a material adverse effect on the
Company's financial position, results of operations and liquidity.

Protection of Intellectual Property Rights

The success of Bécancour Siticon’s solar grade silicon
depends in part on the protection and development of its
intellectuai'property rights, including proprietary technology,
information, processes and know-how, Such protection

is based on trade secrets and patents, including patents
pending in respect of Bécancour Silicon’s manufacturing
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process for the production of solar grade silicon. Bécancour
Silicon has received some patents as well as favourable
preliminary reports from some patent examiners in respect
of two of its key patent applicaticns. However, some patent
examiners have also issued reports that could adversely
affect the patentability of certain processes in respect of
which patent protection has been sought. As well, Bécancour
Silicon attempts to protect its trade secrets through physical
security measures, as well as confidentiality“agreements
with customers, suppliers and key employees. Bécancour
Silicon also enters into licensing arrangements in respect of
third parties’ intellectual property rights, and collaborates
with AMG Conversion and others in the development of
technologies that are expected to enhance Bécancour Silicon’s
product offering. Bécancour Silicon could also be lable to
third parties in respect of any infringements of their patents
or other intellectual property rights, There is no assurance
that Bécancour Silicon has adequately protected or will be
able to adequately protect its valuable intellectual property
rights, or will at all times have access to ail intellectual
property rights that are required to conduct its business or
pursue its strategies, or that Bécancour Silicon will be able
to adequately protect itself against any intellectual property
infringement claims.

Customer Concentration

The Silicon Group has traditionally had several large
customers, the loss of any of which could have a material
adverse effect on the financial position, results of operations
and liguidity of the Company. In FY-10, the five largest
customers accounted for 58% of total sales in the Silicon
Group, compared to 53% in FY-09. Going forward, the
Company expects the customer concentration risk to increase,
mairly due to the reduced production output that is availzble
to Bécancour Silicon as a result of the Supply Agreement with
Dow Corning and Québec Silicon {see "Production Partnership
with Dow Corning—Supply Agreement”), and increased
volume commitments that Bécancour Silicon has under long-
term supply contracts and other delivery arrangements with
certain silicon metal customers for 2011 and further years
{see "Siticon Group—Silicon Metal Supply Commitments™].
The extent to which any of Bécancour Silicon’s significant
silicon metal customers may be unwilling or unable to satisfy
all or a material pertion of its purchase commitments with
Bécancour Silicon could have a material adverse affect on the
Campany's resulls of operations and lquidity.



Critical Accounting Estimates

The preparation of the Company's financial statements in
accordance with Canadian generally accepted accounting
principles requires management to make estimates and
assumptions which affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities at
the date of the financial statements, and the reported amounts
of revenue and expenses for the reporting year. Due to the
inherent uncertainty involved with making such estimates,
actual results reported in future periods could differ from those
estimates, Significant estimates include the following:

Measurement Uncertainty

Certain assets, principally inventery, long term inventory,
deferred development costs, property, plant and equipment,
goodwill and other intangibles are subject to recoverability
and/or impairment tests. Ullimate recovery of these assets
is dependent on the ability to meet higher quality demands
fram solar grade customers as market conditions evolve
and estimates of fuure levels of demand, sales, pricing and
product costing as it relates to both raw material input pricing
and production efficiencies. The net realizable value of solar
grade inventory is also subject to significant uncertainties in
near and long term market demand and pricing conditions.
Deferred development costs recoverability is dependent on
the successful completion and cornmercialization of solar
grade development activities. These estimates are subject
to measurement uncertainty and the effect on the financial
statements of changes in such estimates in future periods
could be significant.

l.ong Lived Asset Impairment

The Company assesses its long lived assets for impairment

in accordance with its accounting policies. For purposes of
impairment tesiing, the Company determined that it had three
asset groups, namely, silicon metal assets, and each of its
twao physically separate, stand alone solar grade purification
facilities, known as "HP1” and "HP2". Managernent compares
the carrying value of long lived assets with undiscounted cash
flows for each of the three asset groups to determine whether
an impairment indicator exists. In Q4-10, management
determined the HP1 and HP2 long lived assets, including

a portion of the intangible assets and all of the goodwill
attributable to solar grade purification, were impaired

and recognized a charge in the amount of approximately

$7.5 million to reduce their carrying value to fair value. In
Q4-09, management determined the HPZ2 long lived assels
{property, plant and equipment} were impaired and recognized
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a charge in the amount of approximately $39.0 million to
reduce the carrying value to fair value. Recovery of the
remaining carrying value of the HP1 and HP2 solar grade
silicon purification facilities and intangible assets related

to solar silicon production are dependent upon successiul
completion of the Company's continued product and market
development activities, a restart of solar grade production
and sufficient profiteble future production volumes. Should
this not materialize as planned, additional material long lived
asset impairments related to the HP1 and HP2 asset groups,
including property, plant and equipment and intangibles, are
likely to occur.

Solar Grade Silicon Inventory Net Realizable Value

Given the low sales volume of Bécancour Silicon’s solar grade
siticon products, the need to meet prospective new customers’
specifications and the uncertainty around the timing of

future demand for the finished products, management is

not able to predict the volumes of the solar grade silicon
inventory that may be sold in the near term. Management
believes that the timing of future sales of Bécancour

Silicon’s solar grade silicon product, including from existing
inventories, is principally dependent upon successful
completion of Becancour Silicon's continued product and
market development activities and improvements in external
economic conditions affecting the demand for such product,
including the pricing and availebility of alternative products
such as polysiticon for the solar photovoltaic industry. As a
result, Bécancour Silicon's existing inventory of solar grade
silican has been classified as a long-term asset. Future sales
of this inventory will be recognized as revenue and inventory
will be expensed at its net carrying cost. '

Based upon solar grade silicon market conditions and the low
level of sales of its solar grade silicon products, the Campany
evaluated the carrying value of these inventories in FY-10
relative to their estimated net realizable value and recorded

a provision of $13.4 million. The charge has been recorded to
cost of sales. Notwithstanding such provision, the Company
continues to pursue market and product development
activities in respect of its solar grade silicon product line and
it intends to further process its solar grade silicon inventories
in future periods as demand warrants to meet the enhanced
specifications of its prospective new customers,

Additionally, the Company had accumulated a significant volume
of by-product generated from the production of solar grade
silicon that the Company has in the past utilized in the production
of silicon metal. Fotlowing completion of the transaction with
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Dow Corning, there was uncertainty regarding the use of this
by-product in silicon metal production by Québec Silicon. During
FY-10, the Silicon Group recorded a provision of $12.0 million,
related to the net realizable value of the by-product inventory
which is classified as raw materials. The charge has been
recorded to cost of sales,

Pension Return and Discount Rates

The estimated return and discount rate affect pension expense
and liabilities. These estimates are made with the assistance
of the Company's actuaries to ensure that the estimates are
reasonable and consistent with those of other companies in
our industry. The estimated return on plan assets is subject to
change on an annual basis based on the anlicipated returns
of the plan assets, the return of equities and fixed income
securities held by the plan and the performance of public
securities markets. The discount rate is subject to change
based on the age and changes in composition of the plan
members and long term bond rates. A one percent change

in either rate would have a material impact an the pension
labitities. Significant ongoing volatility in the global financial
markets or a substantial change in actuarial assumptions
could significantly increase the Company's pension liabilities,
This could have a material adverse effect on the Company’s
Hguidity and results of operations. Certain future defined
benefit pension and other post-retirement benefit obligations
will be assumed by the production partnership upon closing.
Total net Uabilities of approximately $6.8 million and the
corresponding funding requirements were assumed by
Québec Silicon effective October 1, 2010,

Revenue Recognition

The terms of Bécancour Silicon’s solar silicon contracts provide
certain customers with limited rights of return for scrap,
Revenue from such contracts is recorded net of an adjustment
for estimated returns. The Company’s estimate of returns
requires assumptions to be made regarding the market price
for solar silicon scrap in concert with actual experience of
returns received. Should this estimate and these experiences
change, the return provision will be adjusted in the period.

Asset Retirement Obligations

The Company’s asset retirement obligations invelve various
estimates of the cost of a variety of activities often many years
in the future. The Company engages independent consultants
to assist in the estimation of closure and remediation costs.
Furthermore, the asset retirement obligation is a discounted
balance. Currently, the Company discounts the estimated

cash flows at 9% to 16%. A 1% change in the discount rate will
change the obligation by approximately $0.3 million,

Fair Market Value of Inactive Assets

Timminco owns land and buildings of former manufacturing
operations and anticipates eventually disposing of these
assets. Management has made estimates of the expected net
proceeds and has reduced the carrying value of these assets
to fair value, where applicable. The value of the properties is
impaired by the ongoing environmental remediation underway

at the sites.

Accounting Changes
There were no new accounting policies adopted in FY-10.

Disclosure Controts and Procedures

The Chief Executive Officer (CEQ] and Chief Financial Officer
[CFOJ are responsible for establishing and maintaining
adeqguate disclosure controls and procedures, as defined in
National Instrument 52-109—Certification of Disclosure in
lssuers’ Annual and Interim Filings (N1 52-109). Disclosure
controls and procedures are désigned to provide reasonable
assurance that information required to be disclosed in filings
under securities legislation is accumulated and communicated
to management, including the CEO and CFO as appropriate,

to allow timely decisions regarding public disclosure. They

are also designed to provide reasonable assurance that all
information required to be disclosed in these filings is recorded,
processed, summarized and reported within the time periods
specified in securities tegislation. The Company regularly
reviews its disclosure controls and procedures; however, they
cannot provide an absolute level of assurance because of the
inherent limitations in conirol systems to prevent or detect all
misstatements due to error or fraud.

Evatuation of Disclosure Controls and Procedures

The Company's management, including the CEQ and CFQ,
conducted an evaluation of the effectiveness of our disclosure
controls and procedures as of December 31, 2010, Based on
this evaluation, the CEQ and CF0 have concluded that the
Company's disclosure controls and procedures were effective
as of December 31, 2010.

Internal Control over Financial Reporting

Management is responsible for establishing and maintaining
adequate internal control over financisl reporting ["ICFR™),
as defined in N 52-109. ICFR is a process designed by or
under the supervision of the CED and CFQ, and effected by
the Board of Directors, management and other personnel,
to provide reasonable assurance regarding the reliability of
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financial reporting and the preparation of financial statements
for external purposes in accordance with GAAP, and includes
those policies and procedures that: {1 pertain to the
maintenance of records that in reasonable detail accurately
and fairly reflect the transactions and dispositions of the
assets of the Company; (2] are designed to provide reasonable
assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with
GAAP, and that receipts and expenditures of the Company

are being made only in accordance with authorizations

of management and directers of the Company; and (3}

are designed to provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition,
use or disposition of the Company’s assets that could have &
material effect on the financial statements.

All internal control systems have inherent imitations and
therefore ICFR can only provide reasonable assurance and may
not prevent or detect misstatements due to ecror or fraud,

Changes in Internal Control over Financial Reporting
The Company implemented the following changes in respect
of or affecting its ICFR during 2010:

e The scope of ICFR changed as the Company formed the
legal entity Québec Silicon and transferred assets and
{T functions continue to be performed by existing personnel.
ICFRs are largely unchanged; however, they are now
effective in two legal entities whereas they were previously
employed in one legal entity. The resulting sale of 2 49%
interest in Québec Silicon and various transfer pricing and
cost sharing arrangements have necessitated emphasis on
additionat ICFR congiderations.

There have been no other changes in the Cormpany’s ICFR
during the year ended December 31, 2010 that have materially
affected, or are reasonably likely to materislly affect, its ICFR.

Evaluation of internal Control over Financial Reporting

The Company's management, including the CEO and CFQ,
conducted an evaluation of the effectiveness of internal
controls over financial reporting as of December 31, 2010,
following a reassessment of key internal controls relating to
the above changes and using the Committee of Sponsoring
Organizations of the Treadway Commission [COSO}
framework. Based on this evaluation, the CED and CFD have
concluded that the Company's internal control over financial
reporting was effective as of December 31, 2010.
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Recent Accounting Pronouncements
Issued but Not Yet Adapted

International Financial Reporting Standards ("IFRS”}

In February 2008, the Accounting Standards Board ("AcSB”}
confirmed that Canadian GAAP for publicly traded enterprises
will be converted to IFRS effective in calendar year 2011, IFRS
uses a conceptual framewark similar to Canadian GAAP but
there are significant differences on recognition, measurement
and disclosures. In the period leading up to the changeover,
the AcSB has continued to issue accounting standards that
are converged with IFRS such a5 1AS 2, "Inventories” and 1AS
38, "Intangible Assets”, thus mitigating the impact of adopting
IFRS at the changeover date.

The Company currently converts its internal financial
statements to [FRS in order to report to AMG and therefore

has identified the nature of the significant differences between
Canadian GAAP and IFRS in its accounts. However, the amount
of the differences will not be the same as AMG had an earlier
transition date to [FRS. In terms of the IFRS conversion process,
during 04-09, the Company performed a formal diagnoestic
review of the significant differences between Canadian

GAAP and IFRS. The review identified potentially significant
differences in the areas of property, plant and equipment,
impairment of long lived assets, foreign currency translations,
share-based payments and provisions and contingencies.
During the first half of 2010, detailed work plans to facilitate
transition of these and other financial statement balances and
accounting policies to IFRS were prepared. During the second
half 2010, the Company has been documenting differences
between Canadian BAAP and IFRS, preparing analyses of the
IFRS choices, evaluating IFRS accounting policies, considering
one-time IFRS elections, where applicable, and reconciling
opening balance differences between Canadian GAAP and IFRS
effective from January 1, 2010. The Company will complete this
pracess for its Q1-11 interim reporting, including evaluation

of the Company's choices of these elements by the Company's
auditors. Where appropriate, the Company will adopt the same
[FRS accounting policies that are used to report o its significant
shareholder on a retroactive basis.

The Company has completed various preliminary assessments
of certain aspects of its transitional balance sheet at

January 1, 2010 and certain significant accounting policies.
The Company does not anticipate any material impact related
to the adoption of Inventory Valuation, Foreign Currency
Transtation, Investment in Applied Magnesium, Leasing,
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Business Combinations and Segmented Reporting. There
may be transitional adjustments for Investment Properties,
Intangible Asse
Accounting, Revenue Recognition and Financial Instruments
and Hedges. In addition, as indicated below, the Company
believes there may be significant transitional adjustments
related to Property, Plant and Equipment, Employee Benefits,
Share-Based Compensation, Long Lived Asset Impairment and
Consolidations. All of these matters are subject to verification
and confirmation by the Company’s auditors and the transition

ts, Goodwill, L.ong Term Provisions, Income Tax

opening balance sheet will be reported in conjunction with the
Company's first quarter 2011 interim financial results.

First-time adoption of IFRS

Most adjustments required on transition to IFRS will be made
retrospectively against opening retained earnings as of the
sheet presented based
on standards app xcable at that time. "First-Time Adoption

of International Financial Reporting Standards” ["IFRS 17)
provides entities adopting [FRS for the first time with a

date of the first comparative halance

number of optional exemptions and mandatory exceptions, in
certain areas,
application of IFRS. The most significant [FRS
that are expected to apply to the company upon adoption are

to the general requirement Tor full retrospective
b
1 exemptions

summarized in the following table.

Area
of IFRS Summary of Exemption Available
IFRS 2 - Choices: One of the ele itable under IFRS 1
Share~Based  rels o IFRS 2 and provides er with the
Payments following options:
1] ApplyIFRS retros
payment transsctions occurt £
transition to IFRS {this aption oMy avmlable if the
entity has oubhdy disclosed the fair value of these
awardsh o
21 Electnot to apply retrospective treatment to the
following:
- Equity instruments granted on or before
November 7, 2002;
- Equity inst erenlq g" n ed aﬂe Novc'nu
e-hased payment
d before the date of
P{)Eicy b&.l(‘}(‘.tﬂ)n The Con'many will elect to continue
'e(:ugmzmq vested option grants at i vi
GAAP valuation on transition to IFRS,
Expected transitional impact: None.
Expected future impact: Ne
{AS 16— Choices: Instead of retr ; applying the
Property, provisions of [AS 14 rmine the net
Plant & book value of pro pmen @
Equipment transition date t al wst thﬂ

ems of
ala lFRS

Company ¢sn
properiy, ptan
using orie of
1 Use an item of proper ty, 1
equip mmf at the date of transition to RS [
value as deemed cost” option}, or

cptic-nf-

21 Usea previous GAAP revaluation of an item of
property, pant and equipment at, or before, the
iste of lransition to IFRS a5 deemed cost al the
@ of the revaluation.

1o use the "fair
nthe sitican
rlam nd

12010, All athes
arex.,e*i n t! €5

t*’xe pr ocertv pla mt & equipment in the siticen metal
operating Jogmem is stil lbemg determined; h owever,
H t anticips

g cost of approxis
Expected future impact: {
increase the amount of depre

tien exp“ 1se recorded.
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Area Accounting
of [FRS Summary of Exemption Avaitable Policy Area  Impact on Policy Adoption
1AS 19 Choices: The Company may elect to recognize atl IFRS 2— Choices: There are no policy cheices available
Employee cumul ; gains and losses thro igh Share-Based under IFRS
Benefits opening ings at the date of tra Payments T « e b ey BA A D
th IFRS. A"tdal ml qam ?m(‘ losses would have tw be Y Differences from existing Canadian GAAP:
recalcuiated under IFRS from the inception of each Graded Vesting
defined benelit plan if the exemption is not taken. axisting Can
The Company's choice must be applied to all defir value oplion
benefit plans consistently. ions as one ay A«:)rd md recogh
fev Splact L Carmany % ne g
;’ﬁtzci:c{l:a&\:gr;CIB;rf[,?yln any ¢ of the instrument, i R.) 2 requz:e< each tranche fo
opening ret be measured and recog ed as s sepa ate a wrd
to IERS, While fh{; primary lm; h
58 awar
Fxpectec‘ transntxgn impact: The Cempany has o ;f ccnri‘pi y \Ttin the t"tal amount 0# corn.r:ensélzon !
: y $1 million of curmulative net actusrial recognized is impacted.
Grant Date Detert
> of Mr'um ; When sharshotd ary, IFRS 2 de
on of this a."\our\{ W 2 opeum;; m{ permt agr rto such appro
esrmngs nd m ase the employee fulure ¢]
e’v $17 miliion,
A ; Since lh
o the seltled aw
alive : ¢ -
tiens that Wcre granted by the Company in
by appr 100 Lu: m.l approved by sha? oholricrs.uw'u 2009, Tetst
Company's 2 compensatian for these ¢ ping delermined,
butis expeded to be appr oxirn $40 million lower
1AS 27— The company may ¢ erer H RS 2 than existing Canadian GAAP over the
Consolidation/ ¢ allp
Business ce with IFR$ 3, ons”, or
Combination stective exemption from applying IFRS 310

s combina

past busi .
the elective exemption is chosen,

Policy selection l;‘

.quiree, reucgm"
acquired ass
IFRS end rerr
al fair value,
to IF apply the o
fran t

@
will net b

pany will elect, on transilios
ctive exemption such that
ior to the transition date

Expected transition impact: None.
Expected future impact: None.

Expected Areas of Significance

The key areas where the company has identified that
accounting policies will differ significantly or where
accounting policy decisions were neces:;ary.ti}at may impact

the Company's consolidated financial statements are
in the following table, Note that this does not include impact of
transition policy choices made under IFRS 1, described above.

sel out

the c«rfc:z

rence only.
Expected transition smpa(,t Cn iho transition Mt\,
of January 1, 2010, th

3 owmun‘ oned ¢

Expectad future impact:

Graded Vesting and Grant Date Determination

The combined differences relating o graded vesting and
grant date cetarmmauon ""ll decrease the cumulative
amoum Jt L'»rn g gnized subsequent

cumulat%ve ac.jt,stmmt is s\
expec ted to be in axcess ; :
te i grant date

he impact on the tnmpan,t 2010 et
wdoto rni b,

d'fteren':es, only
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Accounting Accounting

Paolicy Area  Impact on Policy Adoption Policy Area  Impact on Policy Adeption

IAS 16— Choices: The Company can choose to account for {AS 19~ Choices: Actmn ial gains and losses are permilted
Property, its property, piant and equipment using either the Employee under iAS19,” I:mp cyee Benefits”, to be recognized
plant & cost method {which is based on histericat cost] or Benefits i one of three menners: {i} dll’"thyt'lrdutjh profit or
equipment the ethod {which requires assets to be i) directly in other comprehensive income, and

periadically revalued lo ensure the carrying value does
not differ materislly from fair valuel.
Policy selection: Property, plant and equipment will be
accounted for using the cest model,

g Canadian GAAP:

Differences from exi

3

Compenentization
IAS 16 requires each part of an jtem of property, plant
and equip n,ent with tinrelation
to its total cost to be eprulafed separately. Since
oxx\lmg Canadian GAAP le [ lcss emphaqxa on
s approach,
manrier inw

! y requires
hods to be reviewed every

1A% 14 gen
and insp
under g e art GAAP they are expensed
Expected impact:
["\;e to the Company’

s deemed cost” elat
equ:pment in the siticon metsl operat
{ ve~-menticned di
on date to IFRS will e limited fo asse
r grade siticon aperai‘ing segment.

sirvalue

holcs to use the

for proparty, plant and

ing segment,
an the
the

Componenti
The Company |
m jor iterms of ¢ merty. p!ant and eqmpment {e
furmcer and certair other ’na'or pros ion
; hat have nal
AN GA.&P As

{1

ain
{belng
man ment
icon assc\s is rcqu redatl

a0 below), the

d H e dopn.rmtmr* ratr\s of <
he impact of thes
detetmm d ifi is dﬁ err
charg
the trs
impact of these differences

Major Overhaul and Inspection Activities
The Company does not expect t*‘,ls c*lee’ence to have

m operating
e not histericaily

be de,ner‘der‘ or the

d inspection activ

e Iransitd
oocurrence o

ture overha

{iii) deferrad and amortized through profit or loss using
the corridor mathod.

Policy selection: Acluun ial gains and losses will be
deferrad a ed through profit or loss using t
corvidor iite this polley is consistent with
the polic; ChJ:aC‘F undm existing Canadian ¢
oppl:*ahm of this policy will yield different res
isting Canadian GAAP due to the Company's use of the
ble [FRS 1 election discussed above and the oth
erences between IAS 19 and existing Canadian GAA!
4 below.

Differences from existing Canadian GAAP:

v

Past Servi
185 19 requi
benefit plans o
with vested past ser w:e co;ts oxper‘ d m*mui
unveskev P8 Lu,gmznm cnast
basis unti Hh. 2

t—e\/und
ght-ling

e
under

lhc 0 an.

Transitional Asseis an
Under existing Cane

y GAAP, cartain gains and losses

wecognized st the time of adopting the

an acco 1y standard were permitted

to be arnoruud over a pericd under transitional
s of the current standar amounts will

De per*ﬂ*tted to remain unr ccu) nd must be

recognized on transition te

Biscount Rate

1AS 19 generally requires the rate user
defined benefit obligation to be determined by r eference
to marketyields on high quality corporate bonds ting
certain alternati
v ll‘,bl'* under [A

of ann\nty mtr
an annuity contract is ross ible,

Expected transition impact: On the tr

of January 1, 2010, the combined adjusiment for the
above-mentioned diffe 2sis e\(p“cted to lrcroaao

habmt/ The ‘,mo‘mt cf the
adjustmentis stx L being determined.

Expected future impact:

s and Transition:

j c’iﬂ'oroncea r'd

mg to past service costs

zo éncrease the cumulauve :

expanse recognized subs
to IFRS. The amount of the cumulati
impact on the Company’s 2010 net income
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Accounting

Policy Area  Impact on Policy Adoption impact on Policy Adoption

1AS 27 Cheices: There are no policy cheices available For the newly created Québec Silicon Limited
Consolidation under IFRS. Partrnership, Timminco has r;cncludcd th

Differences from existing Canadian GAAP: The IFRS
approa ch to consoli “‘Iun is prin lples ~bas dwh@r;n]

the Canad:a'\ BAA tWO-utép mo*iel
ires consideration as to whether an
le Interest Entity, the IFRS guidance

nee of controlis not pparent *«llnough
¢ rules-based E L,ni

enefits of
2yal ng‘nts or by
g an “autopilot” stepl
thereby defined as a policy guiding the ongeing activities
: Spm i Purpose Entity, which cannct be madified
without the approval of croator or SpONSsL

Expected impactin the IFRS comparison period

2010 ring 2010, the Company has entered into

two transactions which have been reviewed frema
consolidation perspective under the different guidance
" GAAT qrxd !FRS,

anJ)( pr wafo equity
horsit”], an Icelandic

ving subsc
nd Qtrf)w(km H«wu"

eq\rat
3R h’ud”l

n“be: ierresent atives
/\ddih nat I,: Ti 'nmn‘co is

ns oITho,

*mjm ity of tM risks qnd re
with the Company and there 18
Thorsil in accordance with IAF_ 2/ and SIC 12. 1
Canadian GAAP the Company has also concl udcc
an the consolidation of Tha l!~
differanc
have net
Thorsil case.

produc :
Corning in ro:—;p:}.:t of the sili setion
facilities in Bécanceur, Québec, As a resuit of the
Dow Corning has acquired 3 49% equity
interest in Qudt con the ne vp*odu\ tion
partnership siticon rmetal

i ¢, in consideration

Bu.a*\co‘xr Queébe
s of appr
1 mitlien, Béc zncwrS
y interest
i grade si
itias at the Bécancour site.

of the so
and fac

scordance with 1AS 27 and SIC 12, the Sompany
does nol control the partnership, bul has joint
control of @ ec Silicon in accordance with [AS 31
for the foliow ns:

a} Although the Company app(zints o

ecisions
'pquir'\ unari onsent from i
and Dow Corning board members, Therefo
sirategic decisions need the support of at
one poard mem rorn Dow Corning

k] Although key management members from
Ti been transferred to G éhec
0 ning in
joint conlrol
¢} flowing from Quéhec

ncwu'ly oquai; because

1 "’mlt\wo' tW(l to the
partners. In eddition, cther benefits pro"lce'i
aiso iz Jte in ,uostarxco asharing of all risks
and re

an BAAP purpases,
qualified as the

AP versus J
e tourth quarter 2010 moay resultin

tien of a gain or loss from the loss of
he silicon metal prod i
e amount is yet to b

under [FRS.
accordance with 1AS 27.34, this ge

as th
5h considg on
15 the fair value r)s‘ the

of cortrol Wou

2 fair value of the
from Oow Corning pt

g vatue of the net
1,2010 to Québec S llcrm. The ‘\,CIT!{)
has applied IAS 27.34 and not $IC 13 "Jaint
Conirolled Entities—Non Monetary
by Venturers” to :

deals spec
controiin a

th thf\ accounting fo
idiary ¢ siness and the cmst!r‘g
SIC130n vwill be replaced by the new
IASE stan int Ventures, which is expected
for final ap pr(;v*tl in March 2011,

Expected future impact: The different accounti
trestment of Québec Siticon under IFRS wili re:
t n \»f the jointly controtled entity o
SUS ccnsa\rdahan under Canadian
-refore Timminco is reflecting the results of
¢ Siliconinth ine adjus tment for the equity
vestmentinstead of idating the and
sults of the entity.
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Accounting Accounting

Policy Area  tmpact on Policy Adoption Policy Area  Impact on Policy Adoption

1AG 36 Choices: There are no policy choices available esting Level

fmpairment  under [FRS, As th{-z Company already assesses impairment on
of Assets radian GAAP sset g%ups that are

Differences from existing Canadian GAAP:
Methodelogy

1AS 36 uses a one-step
for and measuring impair
m'nproc‘ 'ﬂrv

for bcth tess!ing

/ ’\;I h t’lO 'ugnm of l:nr‘» ue
FX!*, m‘ﬁ Canadian

i ,!ua\v
nnt‘er TAS 34 but not

. ; , ry
under ems'mq ."nddlan (:A/\P

Testing Level

1AS 36 raquires impairmaent te;tmg m be perfor
a wy unit levet, €
Ca ngcmn GAAP uses the concepl uf an asset group. As
iate, th ﬁmpanyf’ sessed t!

ne ditfe rwces have been ideﬂ z
Campany will assess this conclusion on
an ongeing
Reversal of Writedowns

1AS 3& requires previous long term assel impairment
charges to be reversed where circumstances have
changed such that the impairmer

been reduced. Lanad
impairment losses.

OF Yroups
is ai[ocater

the (*OM"*;H is monxmrs. diorir
not be la
mined in acc

P
in Becancour
the cash qcnel ating units described above,

Expected transition impact:
Methodology

The T ucrrpar,/ does not expect this
et on ihn trunsx iond

erence to have
IFRS

is ce(nq used f m asselc in the chcam motal cpnrat ng
ﬁﬂjmenl gnd [hl Lhe solar grade silicen operati

] v subject to step twe of the
ing Canadian GAAP as at

] 'u,t prmm
impairment exnen es atthetra

(,faxl'htlr,n
ate to IFRS.
Reversal of Writedowns
As of transition date to IFRS the Company has not
Yo pm,n Amn, t se formar long term

Allocation of Gou&wxll

mber 31, 2009, ap =r7xmmic‘ly $4 million of
the $16 million goodwill y
to the Canadian GAAP “solar i
unit. Approximately the same amount is meroctpd te
be aliccated to the HP k generating unit for the
purposes of IFRS,

Allocation of Corpor nlv Assels
Mo 5t of the (,or’*pa

ssets are cash and
dally test
Y, these assets are alre
e transition date to
and therefore will not be allocs
geperating units for impairment testing,

Expected future impach:

[ue to the uncertainty regarding the future oseration
of the HPT and HF facilities, mere is a possibi
her impairment charges, Cenver p!y if the market
umstances for salar grade silicon improve and
tions resume at the HP2 facility, the current

Y 1t to o residuat value o HPZ assets mey
be partly or complelely reversed.

rercrd d at fair value at

Since the Company reports IFRS compliant financial results
to AMG, management has determined that the current
information technology infrastructure should be sufficient

for [FRS conversion and ongoing reporting reguirements,
Additionally, the Canadian accounting functions are aware

of IFRS reporting requirements in preparation for a format
implementation on January 1, 2011 [t is not anticipated that
the implementation of IFRS will have a significant effect on
the Company’s controt environment, internal controls over
financial reporting or disclosure controls and procedures. The
implementation of IFRS is not anticipated to result in material
differences in the calculation of bank covenants as they are
currantly defined in the Senior Credit Agreement.



Cautionary Note on Forward-Loaoking Information

This MID&A contains "forward-looking information”,
including “financial outlooks”, as such terms are defined in
applicable Canadian securities legislation, concerning the
Company’s future financial or operating performance and
other statements that express manzgement’s expectations or
estimates of future developments, circumstances or results,
Generally, forward-looking information can be identified by
the use of forward-looking terminology such as "expects”,
“targets”, "believes”, “anticipates”, "budget”, "scheduled”,
“estimates”, "forecasts”, Tintends”, "plans” and variations of
such words, or by statements that certain actions, events or

results “may”, "will", “could”, "would” or "might” "be taken”,
“oceur” or “be achieved”. Forward-looking information is
based on a number of assumptions and estimates that, while
considered reasonable by management based on the business
and markets in which Timminco operates, are inherently
subject to significant operational, economic and competitive
uncertainties and contingencies. Timminco cautions that
forward-looking information involves known and unknown
iske rtainties and other factors that may cause

risks, unc
Temminco's actual results, performance or achievements to
be materially different fram those expressed or implied by
such information, including, but not limited to: liquidity risks;
silicon melal supply commitments; production partnership
with Dow Corning; foreign currency exchange rates; long
lived asset impairment; pension risks; equipment failures,
downtime or inefficiencies; dependence upon power supply
for silicon metal production; pricing and availability of raw
materials; credit risk exposure; selling price of silicon metal;
transportation delays and disruptions; class action lawsuits;

Timminco Limited
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interest rates; future growth plans and strategic obiectives;
production capacity expansion at the Bécancour facilities;
environmental, health and safety laws and liabilities; climate
change; conflicts of interest; limited history with the solar
grade silicon business; seiling price of solar grade silicon;
customer commitments; achieving and maintaining quality of
solar grade silicon; customer capabilities in producing ingots;
access to crystallization equipment; protection of intellectual
property rights; customer concentration. These factors are
discussed in greater detail in Timminco's Annual Information
Form for the year ended December 31, 2010, which is
available on SEDAR via www.sedar.com, and above under the
heading "Risks and Uncertainties”. Although Timminco has
attempted to identify important factors that could cause actual
results, performance or achievements to differ materially
from those contained in forward-locking information,

there can be other factors that cause results, performance

or achievements not to be as anticipated, estimated or
intended. There can be no assurance that such information
will prove to be accurate or that management’s expectations
or estimates of future developments, circumstances or results
will materialize. Accordingly, readers should not place undue
reliance on forward-tooking information. The forward-looking
informaticn in this MD&A is made as of the date of this MD&A
and Timminco disclaims any intention or obligation to update
or revise such information, except as required by applicable law.

Other Information

Additional information relating to the Company, including
the Company’s Annual Information Form for the year ended
December 31, 2010, is available at www.sedar.com.
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Quarterly and Annual Financial Information

[CAD$040's except
per share amounts)

Q4 Q3 a2 Q1 G4 Q3 Q2 a1 FY FY

Sales

Siticon 36975 3 34,309 30,797 25,447 17.05¢ 8,286 23.638 132997 74,421
Magnesium/ Sther - - - 21 2,013 14,007 14,104 - 30,147
Totat 3G,975 36,916 34,309 30,797 25,468 19,043 22,293 37744 132,997 104,568

; (285} 2121 588 1410 {2,380 [14,14%) {5,442}
Magnesium/Other - - - - 774 7
Total {255 {21,585] 1,410 {2,380 113.348] {5,425)

Percen
Siticon {0:8%) - 158:5%] 501% {7.7%]) {43.4%) {17.2%% {51.0%)
Magnesium/ Gther - - 5 - 4.8% 5.8% - 2.6%
Total {0.8%] - {88.5% 4.1% {7.7%]) {28.5%) {24.6%]) (17.2%}  (35.5%)

Net Los
Silicon (11,7801 7 (27,464] {2,288} 571} 162,489) {12,973} [18,45%} (10,541) ~ {46,704) {104.412)
Magnesium - - - - 13,534) {1,278 {5,095] - {9.909)

Corporate/Other {8,130} 16,749} {7,418) 15,734} , {2,013) {4,243} {6,681 {28,048} {19,901

Total {19,910} {34,238 (9704) . (10205] 1694030 (18,522) (23,9801 (223170 (74,752} (134,2272)
Earnin

sh §.40) {0173 {C.05) {0.071 0.48} {G.15} {B.26} {0.20] .48} {1091

Weighted
commaor
basic an

ERITDAN
Silicon 1,640 {24,085 408 (2400 (18,301 {9,9291 {7,841}
Magnesium - - - - - {1,118 {1.097}
Corporate/Other {3,688] {2,784] {3,523) (1,458} 869 3,355 {922}
Totel 15.348) " {26,823 {3:118] {3,854 [(17,432) {7,692} {9,86G!

195,735 0 195,738 184,218 . 140,470 143,748 122928 17,868 108,874 A8418Y 123,448

27497 47279

7

. 3
481 2
[38,942]  (5D.931)
¢¢ Income (Loss]
Siticon {4,278]7 126,980} [2,229] (55270 (22,479 (13,473} {11,828
Magnesium - - - - i1,167] {1,138
Corporate/Other { {6,485; {7,350 {5:417) {3,440 {4,243}
Totat {11,687} . {33,465} {9,529}, © (10,744 {25,619) (146,183 {17,204}

Working Capitst {exciuding
available cash items and
interest bearing debt]
Sitlcon 24,284 17,741 28,225 22.226 30,833 11,870 29.3%4 23,493 24280 303,833
Magnesium - - - - - (7,743] {1,770] 4,149 w -
Corporate/Other (5,518 " 18497 [4:967] {59421 {5,980] 28] 197 (101} 15,518} {5,980!
Total 18762 9.54% 20,262 16,284 24,853 4,099 27,827 27,541 18,762 24,853
Total assets
Siticon 156,831 164,379 192,294 200,462 4
Magnesium - - - - - 7129 562 31,164 - -
Corporale/Other 11,617 5,264 3,37 3,907 3,975 4136 - 11,857 3,975
Totat 168,448 169,648 1 198,448 0 204,359 209,908 280,449 293,016 304,658 - 148448 209,908

138:6141 (62,9281

- {3,482}
7,011 118,179
1656251 (81.589]

269184 274,454 275494 156,831 205,933
1

i

Total bank delt - 28,506 31,213 34,226 40,315 43,424 41,663 53,100 - 40,315
Total long term liabilities 57,002 31,781 29,064 33,498 78,529 47,104 34,213 57,002 28,7146

counting deflinitions,
afut.,
sere paid during any of the quarters.
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Non-GAAP Accounting Definitions
Gross Profit {Loss) by Quarter and Year

Gross profit is not a recognized measure under GAAP.
Management believes that, in addition to net income [loss],
gross profit is a useful supplemental measure as it provides
investors with an indication of the profits generated on
products sold to customers before corporate overhead

(CADS000's)

Q4 Q3 az
30,978 36,916 34,309
i 58,501 32,899
{21,585} 1,410

Normalized Gross Profit {Loss) for Silicon Metal

Product Lines

Normalized gross profit Hloss] for silicon metal product

lines [Mnormalized gross profit [less]”] is not a recognized
measure under GAAP. Management believes that, in addition
to net income {loss), normalized gross profit {loss] (s a
useful supplemental measure as it provides investors with
an indication of the profits generated on the Company’s core
silicon metal products scld to customers before corporate

Normalized gross profit for silicon metal product tines
{CADS000's]

Timminco Limite

2010 Anny 31t

expenses. Investors should be cautioned, however, that gross
profit should not be construed as an alternative to net income
determined in accordance with GAAP as an indicator of the
Company's profitability. The Company’'s method of calculating
gross profit may differ from other companies and accordingly,
gross profit may not be comparable to measures used by
other companies. Gross profit is calculated as follows:

2009

a1 FY

Q4 a3 Qz Q1 EY
30,797 25,4468 19,863 22,293 37,744 132,997 104,568
33177 38,834 24,488 31,341 47,043 155807 141,708
(2,380 113,368] 15,425} {9,048) [2.2991 (22,8101  {37,140)

overhead expenses, Investors should be cautioned, however,
that normalized gross profit {loss] should not be construed
as an alternative to net income determined in accordance
with GAAP as an indicator of the Company's profitability. The
Company's method of calculating normalized gross profit
{loss) may differ from other companies and accordingly,
normalized gross profit [Loss! may not be comparable to
measures used by other companies. Normaslized gross profit
floss] is calculated as follows:

Gross pr
Netreali

Stand-down and cther operating cosis related to solar

Sion Group

zable value provision relating to solsr grade si

Normatized gross profit foss] for v enetal pr

EBITDA by Quarter and Year

EBITDA ["Earnings Betore Interest, Taxes, Depreciation and
Amcrtization”] is not 3 recognized measure under GAAP.
Management believes that, in addition to net inceme [loss],
EBITDA is 3 useful supplemental measure as it provides
investors with an indication of cash available for distribution
prior to debt service, past pension service obligations, capital

expenditures, income taxes and restructuring cash payments.

Investors should be cautioned, however, that EBITDA should

[#24 Q4 FY FY

{268] (14,142} (22,8100 (37.938)

ainventories increasing cost of sales 136 6,907 25,971 8.079
ade siticon 1057 2,381 4,231
938 (4,854] %398

not be construed as an alternative to net income determined
in accordance with GAAP as an indicator of the Company’s
profitability. Also, EBITDA should not be construed as an
alternative to cash flows from operating, investing and
financing activities as a measure of liquidity and cash flows.
The Company's method of calculating EBITDA may differ
fram other companies and, accordingly, EBITDA may not be
comparable to measures used by other companies.
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EBITDA is calculated as follows:

[CAD$000's)

Net ioss

Add back{subtract):
Income taxes
inipairment of Fundo

Loss on disposal of
Magnesium Group

Impairment of long lived assels

Loss [gain] on the sale of
property, plant and equipment

interest

Amorti

Amortization of long lived assets

Rearganization costs

Environmental remedistion costs 7
Stock-based compens? 2096 2,095
EBITNA {5,148) {24,822

Normalized EBITDA for Silicon Metal Product Lines
Normalized EBITDA for silicon metal product lines

{("mormalized EBITDA is not a recognized measure under
GAAP. Management believes that, in addition to net income
lloss), normalized EBITDA is 2 useful supplementa! measure
ag it provides investors with an indication of cash available for
distribution from the Company's core silicon metal product
lines prior to debt service, past pension service obligations,
capital expenditures, income taxes and restructuring cash
payments. Investors should be cautioned, however, that

Normali UTDA for silicon metal product bines

[CADS$00G's]

2009

Q4 a3 a2
169.403]  (18,522)  123,980)

174,752} (134,222

{14} 17 6,653 {4,874) 27 1,780

- - - £98 - 498

3,006 2,130 - - - 5,184

39,03% - - - 7567 39,039

{19 40 i1 - {64} 10

2,298 2,372 1,830 934 7,210 7,434

707 707 435 235 2,827 2,084

3,263 3,386 3.090 3,534 8,319 13.213

542 - 1 3,752 5gé 4,293

1 1,230 132 133 132 1.091 1,627
2,842 1,972 996 1,991 1,961 8,327 7827
(3.886) [{17.437) 7,692 19,8601 115,547) {38,%42) (50,931

normalized EBITDA should not be construed as sn alternative
to net income determined in accordance with GAAP as an
indicator of the Company's profitability. Also, normalized
EBITDA should not be construed as an alternative to cash

flows from operating, investing and financing activities as a
measure of liquidity and cash flows, The Company’s method

of calculating normalized EBITDA may differ from other
companies and, accordingly, normalized EBITDA may not be
comparable to measures used by other companies. Normalized
EBITDA Is calculated as follows:

EBITDA
Net rezlizable vaiue provisionrel

Silicon Broup

Stend-down and other operating costs related (o solar grade silicon

Contract termination setilements

Normalized EBITDA for siticon meial productlines

o0y R o000

Q4 Q4 FY FY

{,450F  118.301)  (274m) 7791

g to solar grade silicon inventeries increasing cost of sales 134 4,907 25,977 8,079
1057 2381 4281 36530

80 2,206 3,1

{187] 4,923 8y

FY FY
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Adjusted Income [Loss] by Quarter and Year

Adjusted income {loss] is not a recognized measure under
GAAP. Managemaent believes that, in addition to net income
{loss], adjusted income [loss] is a useful supplemental measure
as it provides investors with an indication of ongoing income
excluding non-operational costs originating from closed
facilities. Investors should be cautioned, however, that adjusted

[CADSE0D s)
Q4 a3 Q2
Net loss hegcl {34,233 19:704)
Add backisubtracth
Incore tax B8 9 -
Impairment of Fundo - - -
impairment of long tived assets 7567
Logs en disposal of Magnesium
on the sale of
tsnt aquipment - {781 14
Reorganization ¢ 506 = -
Environmental rem fon costs 142 427 161
(#1,687] {83,685 (9,529}

Timmineo Limited

P.41

442

income {loss] should not be construed as an alternative to net
income determined in accordance with GAAPR as an indicater
of the Company's profitability. The Company’s method of
caleulating adjusted income {loss) may differ from other

companies and, accordingly, adjusted income (loss] may not be
comparable to measures used by other companies. Adjusted
income {loss} is calculated as follows:

a1
{10,965t

161
140,744

2509

[+74
169,403]

3,006

191
542
1,23C

125,619}

G3
{18,522}

132

{16,153}

Q2
{23.980)

133
0

{17.204)

a1
{22,317

{4,876}
498

74,7521

t64)

504
1,091
145,625]

(134,222}

1,780
698
39,039

£,186

16
4,293
1,627

{81,589]



EXHIBIT “K”



This is Exhibit “K”
to the affidavit of Peter A.M. Kalins,
sworn before me on the 2nd day
of January, 2012

%//%/ /é////rﬂf///

ommissioner for Taking Affidavits

5913104 v1

yusuf Yannick Katirai, a )
Commissioner etc., Province of Ontario,
while a student-at-law.

Expires April 12, 2013,
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Timminco Limited

Consolidated Balance Sheets
See Note 2 regarding Going Concern

As at March 31 December 31 January 1
(unaudited) 2011 2010 2010
(in thousands of Canadian dollars)
ASSETS
Current Assets
Cash and cash equivalents $ 963 $ 7.483 $ 1,170
Restricted cash 27 108 -
Accounts receivable (Note 18} 7,979 12,365 11,007
Due from related companies (Note 14) 3,371 2,172 209
Inventories (Note 7) 13,477 14,473 39,797
Finished goods consigned to related company (Note14) 4,445 4,530 8,262
Prepaid expenses and deposits 1,573 1,365 1,494
. 31,835 42,493 61,939
Due from related companies (Note 14) : - 1,275 -
Long term receivables - 1,272 . 1,275 1,282
Long term inventories (Note 7) 2,264 2,874 26,597
Property, plant and equipment (Notes 8) 58,910 . -59,826 163,914
Investments (Note 6) 43,088 43,171 222
Intangible assets (Notes 9) . 2,650 3.231 7.875
Goodwill (Note 25 a) - - 16,827
$ 140,019 $ 154,745 $ 278,656
LIABILITIES
Current Liabilities
Bank indebtedness (Note 10) $ - $ - $ 40,315
Accounts payable and accrued liabilities 9,362 9,064 19,627
Deferred revenue 6,205 6,319 10,070
Due to related companies (Note 14) 9,507 19,262 5,117
Other financial liabilities (Note 14) 3,635 1,343 471
Current portion of long term liabilities (Note 10) 3,658 3,273 38,824
Current portion of long term provisions (Note 11) 2,358 2,555 4,366
34,725 41,806 118,790
Due to related companies (Note 14) 6,459 6.418 -
Long term liabilities (Note 10) 28,108 28,619 128
Employee future benefits (Note 12) 21,155 20,610 36,249
Long term provisions (Note 11) 6,771 6,855 7,432
97,218 104,308 162,599
SHAREHOLDERS' EQUITY
Capital stock 310,777 310,777 285,205
Contributed surplus 14,253 13,320 9,438
Deficit (281,675) (273.650) (178.586)
Equity attributable to owners of parent 43,355 50,447 116,057
Non-controlling interest (Note 15) (554) (610) -
Total Equity 42,801 49,837 116.057
$ 140,019 $ 154,145 $ 278,656
The accompanying notes are an integral part of these consolidated financial statements
See Note 22 regarding Commitments, Contingencies and Guarantees.
On behalf of the Board of Directors:
(signed) Heinz C. Schimmelbusch (signed) Mickey M. Yaksich
Dr. Heinz C. Schimmelbusch Mickey M. Yaksich

Director Director



Timminco Limited

Consolidated Statements of Operations and Comprehensive Loss

(unaudited)

44°

Period ended March 31

in thousands of Canadian dollars, except for loss per share information A

Sales
Cost of goods sold (Note 7 and 16 (¢))
Gross margin

Administrative expenses
Other operating expenses (income) (Note 16 (a))

Operating profit (loss)

Finance costs (income) (Note 16 {b))
Impairment loss on investment in Applied Magnesium

Share of net loss of a jointly controlled entity

Loss before income taxes

Income tax expense (Note 17)

Loss and total comprehensive loss for the period

Attributable to:
Owners of the parent
Non-controlling interests (Note 15)

Loss and total comprehensive loss for the period

Loss per common share - basic and diluted

Weighted average number of common shares
outstanding - basic and diluted (Note 18)

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

2011 2010
23,918 30,797
23,147 36,911

771 ©.114)
3,648 4,353
1,251 (1.657)

{3,128y 8.810)
3,701 1,826
222 -
30 -
(8,081) (10,636)
(8,081) (10,636)
(8,025) (10.427)
(56) (209)
(8,081) (10.636)
(0.04) (0.07)
195,734,769 160,470,031




Timminco Limited

Consolidated Statements of Cash Flows
(unaudited)

446

Three months ended March 31 2011 2010
(in thousands of Canadian dollars)
Cash flows from (used in) operating activities
Net loss $ (8,081) $ (10,636)
Adjustments for items not requiring cash
Amortization of property, plant and equipment (Note 8) 930 3,171
Amortization of intangible assets (Note 9) 581 706
Interest expense - 839
Accretion of convertible debt 304 283
Stock-based compensation (Note 13) 742 1,003
Termination benefits (Note 12) 1,341 -
Fair value loss on financial instruments at fair value 2,292 (471)
impairment of investment in Applied Magnesium 222 -
Accretion of provisions (Note 11) 45 49
Benefits plan expense 272 443
Share of net income of a jointly controlled entity 76 -
Unrealized foreign exchange (gain) loss (84) (1,127)
Accrued employee future benefits paid (1,068) (493)
Expenditures charged against provisions (Note 11) (326) (401)
Change in non-cash working capital items
Decrease (increase) in restricted cash 78 (639)
Decrease in accounts receivable 4,386 1,789
Decrease in inventories 1,691 6,769
Increase in prepaid expenses and deposits (208) (149)
increase in accounts pavable and accrued liabilities 298 482
Decrease in related company balances (Note 14) (9,821) (203)
Increase (decrease) in deferred revenue (114) 2,162
(6,444) 3,577
Cash used in investing activities
Capital expenditures (Note 8) (14) {655)
(14) (655)
Cash flows from (used in) financing activities
{ssuance of convertible bond - 1,043
Decrease in bank indebtedness - (4,089)
Funding from non-controlling interest 112 -
Decrease in long term receivable 3 2
Decrease in long term liabilities (177) (31)
(62) (3,075)
Decrease in cash during the period (6,520) {153}
Cash, beginning of period 7,483 1,170
Cash, end of period $ 963 $ 1,017
Supplemental cash flow information
Cash paid (received) during the period:
Interest $ 1,015 $ 881
Income taxes $ - $ (10)

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




Timminco Limited

Consolidated Statement of Changes in Equity

As at March 31, 2011; March 31, 2010 and December 31, 2010

(unaudited)

(in thousands of Canadian dollars)

Total
. attributable to Non-
Issued Capital Cont;:?ruﬁ?]: Retained earnings the equity controlling Total
P holders of the interest
parent
As at January 1, 2011 $ 310,777 $ 13,320 $ (273,650) $ 50,447 $ (610) $ 49,837
Total comprehensive loss - - (8,025) (8,025) (56) (8,081)
Non-controlling interest investment - - - - 112 112
Share-based payment transactions - 933 - 933 - 933
As at March 31, 2011 $ 310,777 $ 14,253 $ (281,675) $ 43,355 $ (554) $ 42,801
Total
Contributed attributable to Non-
Issued Capital surplus Retained earnings the equity controlling Total
P holders of the interest
parent
As at January 1, 2010 $ 285,205 $ 9,438 $ (178,586) $ 116,057 $ - $ 116,057
Total comprehensive loss - - (10,427) (10,427) (209) (10,636)
(?orr‘lrnon shares issued in settlement of repayment 12,726 ) _ 12,726 _ 12,726
liability
Common shares issued in settlement of trade payable 412 - - 412 - 412
Share-based payment transactions - 1,003 - 1,003 - 1,003
As at March 31, 2010 $ 298,343 $ 10,441 $ (189,013) $ 119,771 $ (209) $ 119,662
Total comprehensive loss - - (84,637) (84,637) (401) (85,038)
Common shares issued for cash 12,434 - - 12,434 - 12,434
Share-based payment transactions - 2,879 - 2,879 - 2,879
As at December 31, 2010 $ 310,777 $ 13,320 $ (273,650) $ 50,447 $ (610) $ 49,837

LYY



TIMMINCO LIMITED

Notes to Consolidated Financial Statements
Three months ended March 31, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

ORGANIZATION

The consolidated financial statements of Timminco Limited ("Timminco” and, collectively with its consolidated
subsidiaries, the "Company") for the three months ended March 31, 2011 were authorized for issuance in
accordance with a resolution of the Audit Committee of Timminco on June 13, 2011. Timminco is incorporated
under the laws of Canada and its common shares are listed and publicly traded on the Toronto Stock Exchange.
The address of Timminco’s principal office is at 150 King Street West, Suite 2401, Toronto Ontario Canada.

The Company’s silicon metal and solar grade silicon operations are organized as the “Silicon Group”, which is the
Company's only reporting segment. Up to September 30, 2010, the Company produced and sold silicon metal and
solar grade silicon products, through its wholly-owned subsidiary Bécancour Silicon Inc. ("Bécancour Silicon”). As of
October 1, 2010, the Company transferred ownership and operation of silicon metal production to Québec Silicon
Limited Partnership (“"Québec Silicon”), which is a 51% owned production partnership accounted for by the
Company under the equity method. See Note 6 for further details. Accordingly, as of October 1, 2010, the
Company's operations consist of the purchase and resale of silicon metal and the production and sale of solar grade
silicon, and the results of Québec Silicon’s operations are not consolidated with the results of the Company's
operations.

See Note 18 and 21 for a discussion of the Company’s liquidity and capital management strategy.
AMG Advanced Metallurgical Group N.V. ("AMG") is a significant shareholder of Timminco (see Note 14).

GOING CONCERN

The consolidated financial statements of the Company have been prepared on a going concern basis, which
contemplates the Company having sufficient liquidity to realize its assets and to discharge its liabilities in the
normal course of business for the foreseeable future. However, the Company incurred net losses of $8.0 million for
the three months ended March 31, 2011 and $95.7 million for the year ended December 31, 2010. In addition,
Timminco has been named as a defendant in a proposed class action lawsuit and, while the timing and outcome of
such lawsuit are uncertain, the amount of any damages awarded could be substantial (see Note 22).

In the fourth quarter 2010, the Company fully repaid borrowings under its credit agreement with Bank of America
and established a new senior revolving credit facility with Bank of America for a further three years, and extended
the term of both its term debt due to Investissement Québec and its convertible loan from AMG. As at March 31,
2011 the Company has no loan balance outstanding under its credit agreement with Bank of America. However the
Company has not achieved a level of sustained profitability and positive cash generation to operate without a
revolving credit facility, which the Company requires in order to finance working capital requirements, to fund long-
term obligations relating to reorganization costs, retirement benefits, contract termination settlements and
environmental remediation and to provide a liquidity buffer (see Notes 18, 21 and 22).

Accordingly, the Company's ability to continue as a going concern is subject to achieving a level of sustained
profitability and positive cash generation which is subject to material uncertainty and these conditions may cast
significant doubt about the Company’s ability to continue as a going concern. As a result, the Company may be
unable to continue to realize its assets and discharge its liabilities in the normal course of business. The
consolidated financial statements do not give effect to any adjustments to recorded amounts and their classification
which could be necessary should the Company be unable to continue as a going concern and therefore be required
to realize its assets and discharge its liabilities other than in the normal course of business and at amounts
different than those reflected in the consolidated financial statements (see also Notes 18 and 21).

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

For all periods up to and including the year ended December 31, 2010, the Company presented its financial
statements in accordance with Canadian Generally Accepted Accounting Principles ("Canadian GAAP"). These
financial statements for the three months ended March 31, 2011, are the first interim consolidated financial
statements the Company has prepared in accordance with International Financial Reporting Standards (“IFRS") as
issued by the International Accounting Standards Board ("IASB").

The notes presented in these interim consolidated financial statements are not fully inclusive of all matters that
would normally be disclosed in the Company's annual audited financial statements including the disclosures
required by IFRS. Accordingly, these interim consolidated financial statements should be read in conjunction with
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TIMMINCO LIMITED

Notes to Consolidated Financial Statements
Three months ended March 31, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

the disclosures included in the audited consolidated financial statements for the year ended December 31, 2010,
prepared in accordance with Canadian generally accepted accounting principles in effect for that period.

The Company has prepared these interim financial statements based on IFRS applicable for periods beginning on or
after January 1, 2011 as described in the accounting policies below. The Company's opening consolidated balance
sheet was prepared as at January 1, 2010, the Company's date of transition to IFRS. Note 24 explains the principle
adjustments made by the Company in restating its Canadian GAAP consolidated balance sheet as at January 1,
2010, and its previously published Canadian GAAP financial statements for the quarter ended March 31, 2010 and
year ended December 31, 2010, to be in compliance with IFRS.

(a)

{b)

(c)

(d)

Basis of preparation

The consolidated financial statements are presented in Canadian dollars, which is the functional currency of
the parent company Timminco, and all values are rounded to the nearest thousand. They are prepared on
the historical cost basis except for derivative financial instruments and liabilities for cash settled share based
payment plans which are measured at fair value.

Statement of compliance

These interim consolidated financial statements have been prepared in accordance with 1AS 34, Interim
Financial Reporting ("IAS 34"), and are subject to IFRS 1, First-time Adoption of International Financial
Reporting Standards ("IFRS 1”) as they apply to the period covered by the Company'’s first IFRS financial
statements for the year ending December 31, 2011. These interim financial statements have been prepared
in accordance with those IFRS standards and IFRIC interpretations issued and effective or issued and early
adopted as at the time of preparing these statements (June 2011). The IFRS standards and IFRIC
interpretations that will be applicable at December 31, 2011, including those that will be applicable on an
optional basis, are not known with certainty at the time of preparing these interim consolidated financial
statements. Accordingly, the accounting policies will be finalized when the first annual IFRS consolidated
financial statements are prepared for the year ending December 31, 2011. The policies described below
have been consistently applied to all the periods presented.

Principles of consolidation

The consolidated financial statements include the accounts of Timminco and its directly or indirectly owned
subsidiaries. Subsidiaries are consolidated from the date of acquisition, being the date on which the
Company obtains control, and continue to be consolidated until the date that such control ceases. The
financial statements of the subsidiaries are prepared for the same reporting period as the Company, using
consistent accounting policies. All balances, income and expenses and unrealized gains and losses resulting
from intercompany transactions are eliminated in full.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity
transaction. If the Company loses control over a subsidiary, it:

. Derecognizes the assets (including goodwill) and liabilities of the subsidiary

Recognizes the fair value of the consideration received

Recognizes the fair value of any investment retained

Recognizes any surplus or deficit in profit or loss

Reclassifies the parent’s share of components previously recognized in other comprehensive income
to profit or loss or retained earnings, as appropriate.

Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The consideration for the acquisition
is measured as the fair value of the assets and equity instruments given and liabilities incurred or assumed
at the date of exchange. An excess of the consideration over the fair value of the identifiable net assets
acquired is recorded as goodwill. Transaction costs that are incurred in connection with a business
combination are expensed. as incurred.

Any contingent consideration is measured at the fair value on the acquisition date and is included as part of
the consideration transferred. The fair value of a contingent consideration liability is re-measured at each
reporting date with the corresponding gain or loss being recognized in earnings.

Goodwill is initially measured at cost being the excess of the cost of the business combination over the
Company's share in the net fair value of the acquiree's identifiable assets, liabilities and contingent
liabilities. Any negative difference is recognized directly in the consolidated statements of operations and
comprehensive income/loss. If the fair values of the assets, liabilities and contingent liabilities can only be
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calculated on a provisional basis, the business combination is recognized using provisional values. Any
adjustments resulting from the completion of the measurement process are recognized within twelve
months of the date of acquisition.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the
purpose of impairment testing,” goodwill acquired in a business combination is, from the acquisition date,
allocated to each of the Company’s cash generating units ("CGUs") that are expected to benefit from the
synergies of the combination, irrespective of whether other assets and liabilities of the acquiree are
assigned to those CGUs. Where goodwill forms part of a CGU and part of the unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of operation. If the Company reorganizes its reporting structure in
a way that changes the composition of one or more CGUs to which goodwill has been allocated, the goodwill
is reallocated to the units affected. Goodwill disposed of or reallocated in these cases is measured based on
the relative values of the operation disposed of and the portion of the CGU retained or the relative value of
the part of the CGU allocated to a new CGU compared to the part remaining in the old organizational
structure.

On first-time adoption of IFRS, the Company elected not to apply IFRS 3 Business Combinations
retrospectively to acquisitions carried out before January 1, 2010. Accordingly, the goodwill associated with
acquisitions carried out prior to the IFRS transition date January 1, 2010, is carried at the amount reported
in the consolidated financial statements prepared under Canadian GAAP as of December 31, 2009.

Interest in a joint venture

The Company recognises its interest in a _jointly controlled entity using the equity method. Under the equity
method, the investment in a jointly controlled entity is carried in the consolidated balance sheet at cost plus
post acquisition changes in the Company's share of net assets of the jointly controlled entity. The
consolidated statements of operations and comprehensive income/loss reflect the Company's share of the
results of operations of the jointly controlled entity. Where there has been a change recognized directly in
the equity of the jointly controlied entity, the Company recognizes its share of any changes and discloses
this, when applicable, in the statement of changes in equity.

The financial statements of the jointly controlled entity are prepared for the same reporting period as the
Company. Adjustments are made where necessary to bring the accounting policies in line with those of the
Company.

Adjustments are made in the Company's consolidated financial statements to eliminate the Company’s
share of unrealized gains and losses on transactions between the Company and its_jointly controlled entity.

After application of the equity method, the Company determines whether it is necessary to recognize an
additional impairment loss on the Company's investment in its jointly controlled entity. The Company
determines at each reporting date whether there is any objective evidence that the investment in the jointly
controlled entity is impaired. If this.is the case the Company calculates the amount of impairment as the
difference between the recoverable amount of the investment and its carrying value and recognizes the
amount in the consolidated statements of operations and comprehensive income/loss.

Upon loss of joint control the Company measures and recognizes its remaining investment at its fair value.
Any difference between the carrying amount of the investment at the time of loss of joint control and the
fair value of the remaining investment and proceeds from disposal is recognized in profit or loss. When the
remaining investment constitutes significant influence, it is accounted for as investment in an associate.

Cash and cash equivalents

All highly liquid cash investments with an original maturity of three months or less when purchased are
considered to be cash equivalents. For the purpose of the consolidated statements of cash flows, cash and
cash equivalents consist of cash and short term deposits as defined above, net of outstanding bank
overdrafts.

Inventory )

Raw materials, work in process, finished goods and stores inventories are valued at the lower of cost and
net realizable value, using a weighted average cost. For work in process and finished goods, costs include
all direct costs incurred in production including direct labour, freight, directly attributable manufacturing
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overhead costs based on normal operating capacity, and property, plant and.equipment amortization and
direct materials.

Inventories are written down to net realizable value when the cost of inventories is estimated to be
unrecoverable due to obsolescence, damage or declining selling prices. Net realizable value is the estimated
selling price in the ordinary course of business, less estimated costs of completion and the estimated costs
necessary to make the sale. When the circumstances that previously caused inventories to be written down
below cost no longer exist or when there is clear evidence of an increase in selling prices, the amount of the
write down previously recorded is reversed.

Property, plant and equipment

Property, plant and equipment is stated at cost, net of any accumulated depreciation and any impairment
losses determined. Cost includes the purchase price, any costs directly attributable to bringing the asset to
the location and condition necessary and, where relevant, the present value of all dismantling and removal
costs. Borrowing costs are recognized for qualifying assets where construction commenced subsequent to
the IFRS transition date of January 1, 2010. Where major components of property, plant and equipment
have different useful lives, the components are recognized and depreciated separately. The Company
recognizes in the carrying amount of an item of property, plant and equipment the cost of replacing part of
such an item when the cost is incurred and if it is probable that the future economic benefits embodied with
the item can be reliably measured. Likewise, when a major inspection is performed, its cost is recognized in
the carrying amount of the plant and equipment as a replacement if the recognition criteria are satisfied. All
other ' repair and maintenance costs are recognized in the consolidated statements of operations and
comprehensive income/loss as an expense when incurred. Depreciation expense is recognized in the
consolidated statements of operations and comprehensive income/loss in the expense category consistent
with the function of the asset and is provided over the estimated useful lives of the assets as follows:

Buildings 26 to 50 years
Roads and sidings 50 years

Plant equipment 2 to 60 years
Machinery and equipment under finance leases 10 years

An item of property, plant and equipment and any significant part initially recognized is derecognized upon
disposal or when no future economic benefits are expected from its use or disposal. Any gain or loss arising
on derecognition of the asset is included in the consolidated statements of operations and comprehensive
income/loss when the asset is derecognized.

Useful lives and methods of depreciation are reviewed at each financial year end, and adjusted
prospectively, if appropriate. No amortization is taken on construction in progress until the asset is ready for
management'’s intended use. Amounts representing direct costs incurred for major overhauls of furnaces are
capitalized and amortized over the estimated useful life of the components replaced.

Intangible assets ) )

Intangible assets acquired separately are measured on initial recognition at cost. The cost of an intangible
asset acquired in a business combination is its fair value at the date of acquisition. Following initial
recognition, intangible assets are carried at cost less any accumulated amortization and any accumulated
impairment losses. The useful lives of intangible assets are assessed as either finite or indefinite. The
Company currently does not hold any intangible assets with indefinite lives.

Intangible assets with finite useful lives are amortized over the useful economic life and assessed for
impairment whenever there is an indication that the intangible asset' may be impaired. The amortization
method and amortization period of an intangible asset with a finite useful life is reviewed at least annually.
Changes in the expected useful life or the expected pattern of consumption of future economic benefits
embodied in the asset are accounted for by changing the amortization period or method, as appropriate,
and are treated as changes in accounting estimates. The amortization expense on intangible assets with
finite lives is recognized in the consolidated statements of operations and comprehensive income/loss in the
expense category consistent with the function of the intangible assets.
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Internally generated intangibles are capitalized when the product or process is technically and commercially
feasible and the Company has sufficient resources to complete development. The cost of an internally
generated intangible asset comprises all directly attributable costs necessary to create, produce, and
prepare the asset to be capable of operating in the manner intended by management. Amortization of an
internally generated intangible asset begins when the development is complete and the asset is available for
use. It is amortized over the period of expected future benefit. Amortization is recorded in cost of sales.
During the period of development, the asset is tested for impairment annually.

Intangibles are amortized on a straight-line basis over the estimated useful lives of the related assets as
follows:

Technology 10 years
Deferred development costs 3 years
Customer relationships 10 years

Gains or losses arising from derecognition of an intangible asset are measured as the difference between
the net disposal proceeds and the carrying amount of the derecognized asset and are recognized in the
consolidated statements of operations and comprehensive income/loss when the asset is derecognized.

i{mpairment of non-financial assets

The Company assesses at each reporting date whether there is an indication that an asset may be impaired.
If such an indication exists, the Company estimates the asset's recoverable amount. This estimate is also
performed annually. The recoverable amount of goodwill as well as intangible assets not yet available for
use, is estimated at least annually. The recoverable amount is the higher of an asset's or CGU's fair value
less costs to sell and its value in use. Where the carrying amount of an asset or CGU exceeds its recoverable
amount, the asset or CGU is considered impaired and is written down to its recoverable amount.

Value in use is determined by discounting estimated future cash flows using a pre-tax discount rate that
reflects the current market assessment of the time value of money and the specific risks of the asset. In
determining fair value less costs to sell, recent market transactions are taken into account, if available.-If no
such transactions can be identified, an appropriate valuation model has to be used. The recoverable amount
of assets that do not generate independent cash flows is determined based on the CGUs to which the asset
is allocated.

The Company bases its impairment calculation on detailed forecasts and calculations which are prepared
separately for each of the Company’'s CGUs to which the individual assets are allocated. These forecasts and
calculations generally cover a period of five years. For longer periods, a fong term growth rate is calculated
and applied to project future cash flows after the fifth year.

An impairment loss is recognized in the consolidated statements of operations and comprehensive
income/loss if an asset's carrying amount or that of the CGU to which it is allocated is higher than its
recoverable amount. Impairment losses of CGUs are first charged against the carrying value of the goodwill
balance included in the CGU and then against the value of the other assets, in proportion to their respective
carrying amounts except an individual asset is not impaired below the greater of zero, its fair value less
costs to sell (if determinable) or VIU (if determinable). In the consolidated statements of operations and
comprehensive income/loss the impairment losses are recognized in those expense categories consistent
with the function of the impaired asset.

For assets excluding goodwill, an assessment is made at each reporting date as to whether there is any
indication that previously recognized impairment losses may no longer exist or may have decreased. [f such
indication exists, the Company estimates the asset’'s or CGU'’s recoverable amount. A previously recognized
impairment loss is reversed only if there has been a change in the assumptions used to determine the
asset's recoverable amount since the last impairment loss was recognized. The reversal is limited so that
the carrying amount of the asset does not exceed its recoverable amount, nor exceed the carrying amount
that would have been determined, net of amortization, had no impairment loss been recognized for the
asset in prior years. Such a reversal is recognized in the statement of income.

Goodwill is tested for impairment annually as at December 31 and when circumstances indicate that the
carrying amount may be impaired. Impairment is determined for goodwill by assessing the recoverable
amount of each CGU or group of CGUs to which the goodwill relates. Where the recoverable amount of the
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CGU or group of CGUs is less than its carrying amount an impairment loss is recognized. |mpairment losses
relating to goodwill cannot be reversed in future periods.

Leases

The determination of whether an arrangement is, or contains, a lease is based on the substance of the
arrangement at the inception date: whether fulfilment of the arrangement is dependent on the use of a
specific asset or assets or the arrangement conveys a right to use the asset.

Company as a lessee:
Finance leases, which transfer to the Company substantially all the risks and benefits incidental to

ownership of the leased item, are capitalised at the commencement of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments. Lease payments are
apportioned between finance charges and reduction of the lease liability so as to achieve a constant rate of
interest on the remaining balance of the liability. Finance charges are recognized in the consolidated
statements of operations and comprehensive income/loss.

Leased assets under finance leases are depreciated over the useful life of the asset. However, if there is no
reasonable certainty that the Company will obtain ownership by the end of the lease term, the asset is
depreciated over the shorter of the estimated useful life of the asset and the lease term.

Operating lease payments are recognized as an expense in the consolidated statements of operations and
comprehensive income/loss on a straight line basis over the lease term.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that
necessarily takes a substantial period of time to get ready for its intended use or sale are capitalized as part
of the cost of the respective assets. All other borrowing costs are expensed in the period they occur.

The Company capitalizes borrowing costs for all eligible assets where construction was commenced on or
after the IFRS transition date January 1, 2010.

Financial instruments

Financial assets and liabilities:

The Company classifies its financial instruments as (i) financial assets at fair value through profit or loss, (ii)
loans and receivables, or (iii) available for sale, and its financial liabilities as (i) financial liabilities at fair
value through profit or loss, or (ii) other financial liabilities. Derivatives are designated as hedging
instruments in an effective hedge, as appropriate. Appropriate classification of financial assets and liabilities
is determined at the time of initial recognition or when reclassified in the consolidated balance sheet.

All financial instruments are recognized initially at fair value plus, in the case of investments and liabilities
not at fair value through profit and loss, directly attributable transaction costs. Financial instruments are
recognized.on the trade date, which is the date on which the Company commits to purchase or sell the
asset.

Financial assets at fair value through profit or loss:

Financial assets at fair value through profit or loss include financial assets held for. trading and financial
assets designated upon initial recognition at fair value through profit or loss. Financial assets are classified
as held. for trading if they are acquired for the purpose of selling or repurchasing in the near term. This
category includes derivative financial instruments entered into that are not designated as hedging
instruments in hedge relationships as defined by [AS 39.

Financial assets at fair value through profit and loss are carried at fair value. Related realized and unrealized
gains and losses are included in consolidated statement of income in finance income or finance costs.

The Company has not designated any financial assets upon initial recognition as fair value through profit or
loss.

Derivatives embedded in host contracts are accounted for as separate derivatives and recorded at fair value
if their economic characteristics and risks are not closely related to those of the host contracts and the host
contracts are not held for trading. These embedded derivatives are measured at fair value with changes in
fair value recognized in the consolidated statements of operations and comprehensive income/loss.
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Reassessment only occurs if there is a change in the terms of the contract that significantly modifies the
cash flows that would otherwise be required.

Loans and receivables:

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. Assets in this category include receivables. Loans and receivables are initially
recognized at fair value plus transaction costs. They are subsequently measured at amortized cost using the
effective interest method less any impairment. The effective interest amortization is included in finance
income in the consolidated statements of operations and. comprehensive income/loss. The losses arising
from impairment are recognized in the consolidated statements of operations and comprehensive
income/loss in administrative expenses.

Available for sale financial investments.

Available-for-sale financial investments include equity and debt securities. Equity investments classified as
available-for-sale are those, which are neither classified as held for trading nor designated at fair value
through profit or loss. Debt securities in this category are those which are intended to be held for an
indefinite period of time and which may be sold in response to needs for liquidity or in response to changes
in the market conditions.

After initial measurement, available-for-sale financial investments are subsequently measured at fair value
with unrealized gains or losses recognized as other comprehensive income/loss in the available-for-sale
reserve until the investment is derecognized, at which time the cumulative gain or loss is recognized in
other operating income, or until the investment is determined to be impaired, at which time the cumulative
loss is reclassified to the consolidated statements of operations and comprehensive income/loss in finance
costs and removed from the available-for-sale reserve.

Derecognition.: -
A financial asset is derecognized when the rights to receive cash flows from the asset have expired or when

the Company has transferred its rights to receive cash flows from the asset.

Impairment of financial assets: ‘
The Company assesses at each reporting date whether there is any objective evidence that a financial asset

or a group of financial assets is impaired. A financial asset or group of financial assets is deemed to be
impaired if, and only if, there is objective evidence of impairment as a result of one or more events that has
occurred after the initial recognition of the asset (an incurred ‘loss event’) and that loss event has an impact
on the estimated future cash flows of the financial asset or the group of financial assets that can be reliably
estimated.

For financial assets carried at amortized cost the Company first assesses whether objective evidence of
impairment exists individually for financial assets that are individually significant, or collectively for financial
assets that are not individually significant. If the Company determines that no objective evidence of
impairment exists for an individually assessed financial asset, it includes the asset in a group of financial
assets with similar credit risk characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is, or continues to be, recognized are
not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured
as the difference between the asset’s carrying amount and the present value of estimated future cash flows.
The present value of the estimated future cash flows is discounted at the financial asset’s original effective
interest rate.

The carrying amount of the asset is reduced through the use of an allowance account and the amount of the
loss is recognized in profit or loss. Interest income continues to be accrued on the reduced carrying amount
and is accrued using the rate of interest used to discount the future cash flows for the purpose of measuring
the impairment loss. The interest income is recorded as part of other income.

Loans and receivables together with the associated allowance are written off when there is no realistic
prospect of future recovery. If, in a subsequent period, the amount of the estimated impairment loss
increases or decreases because of an event occurring after the impairment was recognized, the previously
recognized impairment loss is increased or reduced by adjusting the allowance account, If a write-off is later
recovered, the recovery is credited to administrative expenses.
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For available-for-sale financial investments, the Company assesses at each reporting date whether there is
objective evidence that an investment or a group of investments is impaired. In the case of equity
investments classified as available-for-sale, objective evidence would include a significant or prolonged
decline in the fair value of the investment below its cost. 'Significant’ is evaluated against the original cost of
the investment and ‘prolonged’ against the period in which the fair value has been below its original cost.
Where there is evidence of-impairment, the cumulative loss — measured as the difference between the
acquisition cost and the current fair value, less any impairment loss on that investment previously
recognized in the consolidated statements of operations and comprehensive income/loss - is removed from
other comprehensive income and recognized in the consolidated statements of operations and
comprehensive income/loss. Impairment losses on equity investments are not reversed through the
consolidated statements of operations and comprehensive income/loss; increases in their fair value after
impairment are recognized directly in other comprehensive income. In the case of debt instruments
classified as available-for-sale, impairment is assessed based on the same criteria as financial assets carried
at amortized cost. However, the amount recorded for impairment is the cumulative loss measured as the
difference between the amortized cost and the current fair value, less any impairment loss on that
investment previously recognized in the consolidated statements of operations and comprehensive
income/loss. If, in a subsequent year, the fair value of a debt instrument increases and the increase can be
objectively related to an event occurring after the impairment loss was recognized in the consolidated
statements of operations and comprehensive income/loss, the impairment loss is reversed through the
consolidated statements of operations and comprehensive income/loss.

Financial liabilities at fair value through profit or loss:

Financial liabilities at fair value through profit or loss include financial liabilities held for trading and financial
liabilities designated upon initial recognition as at fair value through profit or loss. Financial liabilities are
classified as held for trading if they are acquired for the purpose of selling in the near term. This category
includes derivative financial instruments entered into by the Company that are not designated as hedging
instruments in hedge relationships as defined by IAS 39.

Gains or losses on liabilities held for trading are recognized in the consolidated statements of operations and
comprehensive income/loss.

The Company has bifurcated a derivative embedded in the convertible loan payable to AMG upon initial
recognition and is measuring such embedded derivative at fair value through profit or loss (Note 14).

Other Financial Liabilities:

Other financial liabilities are measured at amortized cost using the effective interest rate method. Financial
liabilities include long-term debt issued, which is initially measured at fair value determined as the
consideration received, net of transaction costs incurred. Transaction costs related to the long term debt
instruments are included in the value of the instruments and amortized using the effective interest rate
method. The effective interest expense is included in the finance cost in the consolidated statements of
operations and comprehensive income/loss. ‘

Derecognition:
A financial liability is derecognized when the obligation under the liability is discharged or cancelled or

expires.

When an existing financial liability is replaced by another from the same lender on substantially different
terms, or the terms of an existing liability are substantially modified, such an exchange or modification is
treated as a derecognition of the original liability and the recognition of a new liability, and the difference in
the respective carrying amounts is recognized in the consolidated statements of operations and
comprehensive income/loss.

Derivative instruments and hedge accounting

The Company uses derivative financial instruments such as forward currency contracts to hedge its foreign
currency risk. Such derivative. financial instruments are initially recognized at fair value on the date on which
a derivative contract is entered into and are subsequently remeasured at fair value on each reporting date.
Derivatives are carried as financial assets when the fair value is positive and as financial liabilities when the
fair value is negative.

Commodity contracts that meet the definition of a derivative as defined by IAS 39 but are entered into in
accordance with the Company'’s expected purchase requirements are accounted for as derivatives.
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The Company analyses all its contracts, of both a financial and non-financial nature, to identify the existence
of any “"embedded” derivatives. Embedded derivatives are accounted for separately from the host contract
at inception date when their risks and characteristics are not closely related to those of the host contracts
and the host contracts are hot carried at fair value.

Any gains or losses arising from changes in the fair value of derivatives are taken directly to the
consolidated statements of operations and comprehensive income/loss, except for the effective portion of
cash flow hedges, which is recognized in other comprehensive income. Hedges are classified as cash flow
hedges when hedging exposure to variability in cash flows that is either attributable to a particular risk
associated with a recognized -asset or liability or a highly probable forecast transaction or the foreign
currency risk in an unrecognized firm commitment.

At the inception of a hedge relationship, the Company formally designates and documents the hedge
relationship to which the Company wishes to apply hedge accounting and the risk management objective
and strategy for undertaking ‘the hedge. The documentation inciudes identification of the hedging
instrument, the hedged item or transaction, the nature of the risk being hedged and how the entity will
assess the effectiveness of changes in the hedging instrument's fair value in offsetting the exposure to
changes in the cash flows attributable to the hedged risk. Such hedges are expected to be highly effective in
achieving offsetting changes in cash flows and are assessed on an ongoing basis to determine that they
actually have been highly effective throughout the financial reporting periods for which they were
designated.

The effective portion of the gain or loss on the hedging instrument is recognised directly as other
comprehensive income_in the cash flow hedge reserve, while any ineffective portion is recognised
immediately. in the consolidated statements of operations and comprehensive income/ioss in other operating
expenses.. Amounts recognised - as. other comprehensive income are transferred to the consolidated
statements of operations and comprehensive income/loss when the hedged transaction affects profit or loss,
such as when the hedged financial income or financial expense is recognised or when a forecast sale occurs.
Where the hedged item is the cost of a non-financial asset or non-financial liability, the amounts recognised
as other comprehensive income are transferred to the initial carrying amount of the non-financial asset or
liability.

If the forecast transaction or firm commitment is no longer expected to occur, the cumulative gain or loss
previously recognised in equity is transferred to the consolidated statements of operations and
comprehensive income/loss. If the hedging instrument expires or is sold, terminated or exercised without
replacement or rollover, or if its designation as a hedge is revoked, any cumulative gain or loss previously
recognised in other comprehensive income remains in other comprehensive income until the forecast
transaction or firm commitment affects profit or loss.

The Company has an embedded derivative in the convertible loan payable to AMG. This derivative is
accounted for as a separate instrument and is measured at fair value at each reporting date. Changes in fair
value are recognized in earnings.

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated balance
sheet if, and only if, there is a currently enforceable legal right to offset the recognized amounts and there
is an intention to settle on a net basis, or to realize the assets and settle the liabilities simultaneously.

Fair value of financial instruments )

Fair value is the estimated amount that the Company would pay or receive to dispose of these contracts in
an arm's length transaction between knowledgeable, willing parties who are under no compulsion to act.
The fair value of financial instruments that are traded in active markets at each reporting date is determined
by reference to quoted market prices, without any deduction for transaction costs.

For financial instruments .not traded in an active market, the fair value is determined using appropriate
valuation techniques that are recognized by market participants. Such techniques may include using recent
arm’'s length market transactions; reference to the current fair value of another instrument that is
substantially the same; discounted cash flow analysis or other valuation models.

An analysis of fair values of financial instruments and further details as to how they are measured are
provided in Note 18.
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(@ Revenue recognition
Revenue is recognized when significant risks and rewards of ownership are transferred to the customer.
Revenue is recognized when products are shipped and the customer takes ownership and assumes risk of
loss, collection of the related receivable is probable, persuasive evidence of an arrangement exists and the
sales price is fixed or determinable. ’

The terms-of the Company’s contracts may provide certain customers with specified rights of return.
Revenue from such contracts is recorded net of an adjustment for estimated returns of material not meeting
contractual specifications. The Company’s estimate of returns requires assumptions to be made regarding
the costs of re-working returned material to meet customer specification. Should these estimates change,
the return provision will be adjusted in the period.

Rental income arising from operating leases on investment properties is accounted for on a straight line
basis over the lease terms and included in other operating income.

(9] Foreign currency translation
These consolidated statements are presented in Canadian dollars, which is the functional currency of
Timminco. Each entity included in the consolidated financial statements determines its own functional
currency and measures iterns included in its financial statements using that functional currency.

Transactions in foreign currencies are initially recorded at the applicable functional currency rate prevailing
at the date of the transaction.

Monetary items are translated at the functional currency spot rate as of the reporting date. Exchange
differences from monetary items are recognized in profit or loss. Non-monetary items that are not carried at
fair value are translated using the exchange rate as at the date of the initial transaction. Non-monetary
items measured at fair value in a foreign currency are translated using the exchange rate at the date when
the fair value is determined.

The financial statements of entities with a functional currency different than the Canadian dollar are
translated to Canadian dollars using the current rate for assets and liabilities and average rates for revenues
and expenses. Exchange differences are recognized in other comprehensive income. On disposal of a
foreign operation, the component of other comprehensive income relating to that particular foreign
operation is recognized in the consolidated statements of operations and comprehensive income/loss.

Any goodwill arising on the acquisition of a foreign operation and any fair value adjustments to the carrying
amounts of assets and liabilities arising on the acquisition are treated as assets and liabilities of the foreign
operation and translated at the closing rate. '

(s) Earnings per share
The computation of earnings per share is based on the weighted average number of shares outstanding
during the year. Diluted earnings per share is computed in a similar way to basic earnings per share except
that the weighted average shares outstanding are increased to include additional shares assuming the
exercise of share options, share appreciation rights and convertible debt options, if dilutive.

t) Share based compensation plans
Directors, senior executives and key employees of the Company receive part of their remuneration in the
form of share based payment transactions, whereby their services are rendered in ccnsideration for equity
instruments or for cash settled instruments, or both.

In situations where equity instruments are issued and some or all of the goods or services received by the
Company as consideration cannot be specifically identified, the value of these goods or services received are
measured as the difference between the fair value of the share based payment transaction and the fair
value of any identifiable goods or services received at the grant date. This is then capitalized or expensed as
appropriate.

Equity-settled transactions:
The cost of equity-settled transactions is recognized, together with a corresponding increase in contributed

surplus, over the period in which the performance and/or service conditions are fulfilled.

The cumulative expense recognized for equity-settled transactions at each reporting date reflects the extent
to which the vesting period has expired and the Company’s best estimate of the number of the shares that
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will ultimately vest. The expense or credit recognized for a period represents the movement in cumulative
expense recognized at the beginning and end of that period and is recognized in the consolidated
statements of operations and comprehensive income/loss in the expense category consistent with the
function to which the equity-settled transaction pertains.

When options and other share-based compensation awards are exercised or exchanged, the amounts
previously credited to contributed surplus are reversed and credited to capital stock. The amount of cash, if
any, received from participants is also credited to capital stock.

Where the terms of an equity settled transaction award are modified, the minimum expense recognized is
the expense as if the terms had not been modified, if the original terms of the award are met. An additional
expense is recognized for any modification that increases the total fair value of the share based payment
transaction, or is otherwise beneficial to the employee as measured at the date of modification.

Where an equity settled award is cancelled, it is treated as if it vested on the date of cancellation, and any
expense not yet recognized for the award is recognized immediately. This includes any award where non-
vesting conditions within the control of either the Company or the employee are not met. However, if a new
award is substituted for the cancelled award, and designated as a replacement award on the date that it is
granted, the cancelled and new awards are treated as if they were a modification of the original award. All
cancellations of equity settled transaction awards are treated equally.

The dilutive effect of outstanding options is reflected as additional share dilution in the computation of
diluted earnings per share.

Cash settled transactions:

The cost of cash settled transactions is measured initially at fair value at the grant date, further details of
which are given in Note 13. This fair value is expensed over the period until the vesting date with
recognition of a corresponding liability. The liability is remeasured to fair value at each reporting date up to
and including the settlement date, with changes in fair value recognized in the consolidated statements of
operations and comprehensive income/loss in the expense category consistent with the function the
respective employee is engaged in.

u) Employee future benefits
The Company operates defined benefit and defined contribution pension plans. The cost of providing
benefits under the defined benefit plans is determined separately for each plan using the projected unit
credit method. The Company's policy is to amortize net actuarial gains or losses in excess of 10% of the
greater of the accrued benefit obligations and the market value of assets over the expected average
remaining service life of the employees.

The past service costs are recognized as an expense on a straight line basis over the average period until
the benefits become vested. If the benefits have already vested, immediately following the introduction of,
or changes to, a pension plan, past service costs are recognized immediately.

The costs of the Company'’s defined benefit plans are determined periodically by independent actuaries. The
benefit ‘plan costs charged to income for the period include the cost of benefits provided for services
rendered during the period, using actuarial cost methods as permitted by regulatory bodies and
management’s best estimates ‘of expected plan investment performance, salary escalation and retirement
ages of employees. For the purpose of calculating the actual return on plan assets, those assets are valued
at fair value. ‘For the purpose of calculating the expected return on plan assets, a market value of assets is
used.

The defined benefit asset or liability comprises the present value of the defined benefit obligation (using a
discount rate based on high quality corporate bonds), less past service costs and less the fair value of plan
assets out of which the obligations are to be settled. Plan assets are assets that are held by a long term
employee benefit fund or qualifying insurance policies. Plan assets are not available to the creditors of the
Company, nor can they be paid directly to the Company. Fair value is based on market price information
and in the case of quoted securities it is the published bid price. The value of any defined benefit asset
recognized is restricted to the sum of any past service costs and the present value of any economic benefits
available in the form of refunds from the plan or reductions in the future contributions to the plan.
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)

(w)

Asset Retirement Obligations

The Company records the fair value of a provision for an asset retirement obligation in the year in which it is
incurred and when a reasonable estimate of fair value can be made. Asset retirement obligations are
provided for at the present value of expected costs to settle the obligation using estimated cash flows and
are recognized as part of the cost of that particular asset. The cash flows are discounted at a current pre-tax
rate that reflects the risks specific to the asset retirement obligation. Changes in the obligation due to the
passage of time are recognized in finance costs in the consolidated statements of operations and
comprehensive income/loss using the effective interest method. Changes in the obligation due to changes in
estimated cash flows are reviewed annually and recognized as an adjustment of the carrying amount of the
related long-lived asset that is depreciated over the remaining life of the asset.

Income Taxes

The Company is a taxable entity under the Income Tax Act (Canada) and applicable provincial income tax
legislation. Current income tax assets and liabilities for the current period are measured at the amount
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to
compute the expected amount are those that are enacted or substantively enacted, at the reporting date in
the jurisdictions where the Company operates and generates taxable income. Current income tax relating to
items recognized directly in equity are recognized in equity and not in the consolidated statements of
operations and comprehensive income/loss. Management periodically evaluates positions taken in the tax
returns with respect to situations in which applicable tax regulations are subject to interpretation and
establishes provisions where appropriate.

The Company follows the liability method of accounting for deferred taxes. Under this method, income tax
liabilities and assets are recognized for the estimated tax consequences attributable to the temporary
differences between the carrying value of the assets and liabilities on the consolidated financial statements
and their respective tax bases.

Deferred tax liabilities are recognized for all taxable temporary differences, except:

. Where the deferred tax liability arises from the initial recognition of goodwill or of an asset or liability
in a transaction that is not a business combination and, at the time of the transaction, affects neither
the ‘accounting profit nor taxable profit or loss; and

. In respect of taxable temporary differences associated with investments in subsidiaries and interests.

in_joint ventures, where the timing of the reversal of the temporary differences can be controlled and
it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, carry forward of unused tax
credits and unused tax losses, to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, and the carry forward of unused tax credits and unused tax
losses can be utilized, except:

. Where the deferred tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time
of the transaction, affects neither the accounting profit nor taxable profit or loss; and

. In respect of deductible temporary differences associated with investments in subsidiaries and
interests in joint ventures, deferred tax assets are recognized only to the extent that it is probable
that the temporary differences will reverse in the foreseeable future and taxable profit will be
available against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
tax asset to be utilized. Unrecognized deferred tax assets are reassessed at each reporting date and are
recognized to the extent that it has become probable that future taxable profits will allow the deferred tax
asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the yéar when
the asset is.realised or the._liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the reporting date.

Deferred tax relating to items recognized outside profit or loss is recognized outside profit or loss. Deferred
tax items are recognized in correlation to the underlying transaction either in other comprehensive income
or directly in equity.
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Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to. set off
current tax assets against current income tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority.

Tax benefits acquired as part of a business combination, but not satisfying the criteria for separate
recognition at that date, would be recognized subsequently if new information about facts and
circumstances changed. The adjustment would either be treated as a reduction to goodwill if it incurred
during the measurement period or in profit or loss.

Sales tax:

Revenues, expenses and assets are recognized net of the amount of sales tax except: .

. Where the sales tax incurred on a purchase of assets or services is not recoverable from the taxation
authority, in which case the sales tax is recognized as part of the cost of acquisition of the asset or
as part of the expense item, as applicable; and

. Receivables and payables that are stated with the amount of sales tax included.

The net amount of sales tax recoverable from, or payable to, the taxation authority is included as part of
receivables or payables in the consolidated balance sheet.

(x) Provisions

Provisions are recognized when the Company has a present obligation, legal or constructive, as a result of a
past event, it is probable that an outflow of resources embodying economic benefits will be required to
settle the obligation and a reliable estimate can be made of the amount of the obligation. Where the
Company expects some or all of a provision to be reimbursed, for example under an insurance contract, the
reimbursement is recognized as a separate asset but only when the reimbursement is virtually certain. The
expense relating to any provision is presented in the consolidated statements of operations and
comprehensive income/loss net of any reimbursement. If the effect of the time value of money is material,
provisions are discounted using a current pre-tax rate that reflects, where appropriate, the risks specific to
the liability. Where discounting is used, the increase in the provision due to the passage of time is
recognized as a finance cost.

4. - SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of -the consolidated financial statements requires_judgment and the use of estimates and related
assumptions to be made in applying the accounting policies that affect the reported amounts of assets, liabilities,
income, expenses-and the disclosure of contingent liabilities. The estimates and related assumptions are based on
previous experience and other factors considered reasonable under the circumstances, the results of which form
the basis of making the assumptions about carrying values of assets and liabilities that are not readily apparent
from other sources.

The following_judgments and estimates in particular were made in the process of applying the accounting policies:

. Judgment is required to fair value all silicon metal property, plant and equipment as of the IFRS transition
date January 1, 2010, using the fair value as deemed cost exemption from the retrospective application of
IAS 16 in accordance with IFRS 1.

. Judgment is required to determine the amount of deferred tax assets that can be recognized, based upon
the likely ‘timing and the level of future taxable income realized including the usage of tax planning
strategies. :

. Estimates are used when estimating the useful lives of property, plant and equipment and intangible

assets for the purpose of amortization, and when accounting for and measuring items such as inventory
allowances and allowances for doubtful debts.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to-accounting estimates
are recognized in the period in which the estimate is revised. if the revision affects only that period, or in the period
of the revision and future periods: if the revision affects both current and future periods. Judgments made by
management in the application of IFRS that have significant effect on the financial statements relate to the
following:

Impairment of non-financial assets

The Company's impairment test is based on value in use and fair value less cost to sell calculations that use a
discounted cash flow model. The cash flows are derived from the budget for the next five years and are sensitive to
the discount rate used as well as the expected future cash-inflows and the growth rate used for extrapolation
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purposes. The key assumptions used to determine the value in use or fair value less costs to sell for the different
CGUs, including a sensitivity analysis, are further explained in Note 25(a).

Intangible assets — deferred development costs

Development costs are capitalized in accordance with the accounting policy in Note 3(i). Initial capitalization of
costs is based on managements’ judgment that technical and economical feasibility is confirmed, usually when a
project has reached a defined milestone according to an established project management model. At March 31,
2011, the carrying amount of capitalized development costs was $2,126 (December 31, 2010: $2,669, January 1,
2010: $5,263). This amount primarily includes costs related to the internal development of a new raw material
feedstock for solar grade silicon production and the crystallization and ingoting of solar grade silicon.

Useful life of key property, plant and equipment and intangible assets
The depreciation method and useful lives reflect the pattern in which management expects the asset's future
economic benefits to be consumed by the Company. Refer to Notes 3(h) and (i) for the estimated useful lives.

Provisions for litigation

The Company reviews outstanding litigation matters at each reporting date to assess whether a contingent liability
exists. In particular, judgment by management is required in the estimation of the probability of a liability existing.
Additionally, when the Company determines a liability exists, it estimates the amount of any provision. These
estimates are based on assumptions about a number of factors and actual results may differ, resuiting in future
changes to the provision.

Trade receivables

The Company -reviews its individually significant receivables at each reporting date to assess whether an
impairment loss should-be recorded 'in the consolidated statement of operations and comprehensive loss. In
particular, judgment by management is required in the estimation of the amount and timing of future cash flows
when determining the impairment loss. In estimating these cash flows, the Company makes _judgments about the
borrower’s financial situation and the net realizable value of collateral. These estimates are based on assumptions
about a number of factors and actual results may differ, resulting in future changes to the allowance. Refer to Note
18 for further details.

Fair value of financial instruments .

Where the fair value of financial assets and financial liabilities recorded in the balance sheet cannot be derived from
active markets, they are determined using valuation techniques including the discounted cash flow models. The
inputs to these models are taken from observable markets where possible, but where this is not feasible, a degree
of judgment is required in establishing fair values. The judgments include considerations of inputs such as liquidity
risk, credit risk and volatility. Changes in assumptions about these factors could affect the reported fair value of
financial instruments. Refer to Note 18 for further details about the assumptions as well as sensitivity analysis.

Share based payments

The Company measures the cost of share-based transactions with employees by reference to the fair value of the
instruments granted. The fair value of equity-settled instruments is measured at the date at which they are
granted and not subsequently remeasured. The fair value of cash-settled instruments is remeasured at each
subsequent reporting date. Estimating fair value for share-based payments requires determining the most
appropriate valuation model, which is dependent on the terms and conditions of each grant, and the most
appropriate inputs to.the valuation model, including the expected life of the instrument, volatility and dividend
yield. Refer to Note 13 for further details.

Taxes . .

Uncertainties exist with respect to the interpretation of complex tax regulations, changes in tax laws, and the
amount and timing of future taxable income. Given the wide range of international business relationships and the
long-term nature and complexity of existing contractual agreements, differences arising between the actual results
and the assumptions made, or future changes to such assumptions, could necessitate future adjustments to tax
income and expense already recorded. The Company establishes provisions, based on reasonable estimates, for
possible consequences of audits by the tax authorities of the respective countries in which it operates. The amount
of such provisions is based on various factors, such as experience of previous tax audits and differing
interpretations of tax regulations by the taxable entity and the responsible tax authority. = Such differences of
interpretation may arise on a wide variety of issues depending on the conditions prevailing in the respective
company's domicile. As the Company assesses the probability for litigation and subsequent cash outflow with
respect to taxes as remote, no contingent liability has been recognised. Deferred tax assets are recognised for all
unused tax losses to the extent that it is probable that taxable profit will be available against which the losses can
be utilised. Significant management judgment is required to determine the amount of deferred tax assets that can
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be recognised, based upon the likely timing and the level of future taxable profits together with future tax planning
strategies.

The Company has tax loss carry forwards. These losses relate to entities that have a history of losses, of which a
significant portion expire in the future and may not be used to offset taxable income elsewhere in the Company.
The entities. have neither taxable temporary differences nor any. tax planning opportunities available that could
partly support the recognition of these losses as deferred tax assets. Further details on taxes are disclosed in Notes
17 and 25(b).

Pension benefits

The cost of defined benefit pension plans and other post employment medical benefits and the present value of
these obligations are determined using actuarial valuations. An actuarial valuation involves making various
assumptions which may differ from actual developments in the future. These include the determination of the
discount rate, future salary increases, mortality rates and future pension increases. Due to the complexity of the
valuation, the underlying assumptions and its long term nature, a defined benefit obligation is highly sensitive to
changes in these assumptions. All assumptions are reviewed at each reporting date. In determining the appropriate
discount rate, management considers the interest rates of corporate bonds in the respective currency with at least
an AA rating, with extrapolated maturities corresponding to the expected duration of the defined benefit obligation.
The underlying bonds are further reviewed for quality, and those having excessive credit spreads are removed from
the population of bonds on which the discount rate is based, on the basis that they do not represent high quality
bonds. The mortality rate is based on publicly available mortality tables for Canada. Future salary increases and
pension increases are based on expected future inflation rates for Canada. Further details about the assumptions
used are given in Note 25(c).

Acquisition accounting

For acquisition accounting purposes, all identifiable assets, liabilities and contingent liabilities acquired in a business
combination are recognized at fair value at the date of acquisition. Estimates are used to calculate the fair value of
these assets and liabilities as of the date of acquisition.

STANDARDS ISSUED BUT NOT YET EFFECTIVE

Standards issued but not yet effective up to the date of issuance of the Company’s financial statements are listed

. below. This listing is of standards and interpretations issued, which the Company reasonably expects to be

applicable at a future date. The Company intends to adopt those standards when they become effective.

IFRS 9 Financial Instruments: CIassmcatlon and Measurement

IFRS. 9 as. issued reflects the first phase of the IASB's work on the replacement of IAS 39 and applies to
classification and measurement of financial assets as defined in IAS 39. The standard is effective for annual periods
beginning on or after January 1, 2013. In subsequent phases, the IASB will address classification and
measurement of financial liabilities, hedge accounting and derecognition. The completion of this project is expected
in early 2011. The adoption of the first phase of IFRS 9 will have an effect on the classification and rmeasurement
of Company’s financial assets. The. Company will quantify the effect in conjunction with the other phases, when
issued, to present a comprehensive picture.

IFRS 10 Consolidated Financial Statements

IFRS 10 replaces the portion of IAS 27 Consolidated and Separate Financial Statements that addresses the
accounting for consolidated financial .statements. It also includes the issues raised in SIC-12 Consolidation —
Special Purpose Entities. What remains in IAS 27 is limited to accounting for subsidiaries, jointly controlled entities,
and associates in separate financial statements. IFRS 10 establishes a single control model that applies to all
entities (including “special purpose entities,” or “structured entities” as they are now referred to in the new
standards). The changes introduced by IFRS 10 will require management to exercise significant judgment to
determine which entities are controlled, and therefore are required to be consolidated by a parent, compared with

the requirements that were in IAS 27. Under IFRS 10, an investor controls an investee when it is exposed, or has -

rights, to variable returns from its involvement with the investee and has the ability to affect those returns through
its power over the investee. This principle applies to all investees, including structured entities.

IFRS 10 is effective for annual periods commencing on or after January 1, 2013. The Company is currently in the
process of evaluating the implications of this new standard, if any.

IFRS 11 Joint Arrangements

IFRS 11 replaces 1AS 31 Interests in Joint Ventures and SIC-13 Jointly-controlled Entities — Non-monetary
Contributions by Venturers. IFRS 11 uses some of the terms that were used by IAS 31, but with different
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meanings. Whereas 1AS 31 identified three forms of joint ventures (i.e., jointly controlled operations, jointly
controlled assets and jointly controlled entities), IFRS 11 addresses only two forms of joint arrangements (joint
operations and joint ventures) where there is joint control. IFRS 11 defines joint control as the contractually
agreed sharing of control of an arrangement which exists only when the decisions about the relevant activities
require the unanimous consent of the parties sharing control.

Because IFRS 11 uses the principle of control in IFRS 10 to define joint control, the determination of whether joint
control exists may change. In addition, IFRS 11 removes the option to account for jointly controlled entities using
proportionate consolidation. Instead, jointly controlled entities that meet the definition of a_joint venture must be
accounted for using the equity method. For joint operations. (which includes former jointly controlled operations,
Jointly controlled assets, and potentially some former jointly controlled entities), an entity recognizes its assets,
liabilities, revenues and expenses, and/or its relative share of those items, if any. In addition, when specifying the
appropriate accounting, IAS 31 focused on the legal form of the entity, whereas IFRS 11 focuses on the nature of
the rights and obligations arising from the arrangement.

IFRS 11 is effective for annual periods commencing on or after January 1, 2013. The Company is currently in the
process of evaluating the implications of this new standard, if any.

IFRS 12 Disclosure of Interests in Other Entities

IFRS 12 includes all of the disclosures that were previously in 1AS 27 related to consolidated financial statements,
as well as all of the disclosures that were previously included in 1AS 31 and IAS 28 Investment in Associates.
These disclosures relate to an entity’s interests in subsidiaries, joint arrangements, associates and structured
entities. A number of new disclosures are also required. One of the most significant changes introduced by IFRS 12
is that an entity is now required to disclose the judgments made to determine whether it controls another entity.

IFRS 12 is effective for annual periods commencing on or after January 1, 2013. The Company is currently in the
process of evaluating the implications of this new standard, which will be limited to disclosure requirements for the
financial statements.

IFRS 13 Fair Value Measurement

IFRS 13.does not change when an entity is required to use fair value, but rather, provides guidance on how to
measure the fair value of financial and non-financial assets and liabilities when required or permitted by IFRS.
While many of the concepts in IFRS 13 are consistent with current practice, certain principles, such as the
prohibition on blockage discounts for all fair value measurements, could have a significant effect. The additional
disclosure requirements are substantial.

IFRS 13 is effective for annual periods commencing on or after January 1, 2013 and will be applied prospectively.
The Company is currently in the process of evaluating the implications of this new standard.

Deferred Tax: Recovery of Underlying Assets (amendments to I1AS 12)

On 20 December 2010, the IASB issued Deferred Tax: Recovery of Underlying Assets (amendments to IAS 12)

concerning the determination of deferred tax on investment property measured at fair value. The amendments

incorporate S/C-21 Income Taxes — Recovery of Revalued Non-Depreciable Assets into IAS 12 for non-depreciable

assets measured using the revaluation model in 1AS 16 Property, Plant and Equipment. The aim of the

amendments is to provide a practical solution for jurisdictions where entities currently find it difficult and

subjective to determine the expected manner of recovery for investment property that is measured using the fair

value model in 1AS 40 /nvestment Property. IAS 12 has been updated to include:

. A rebuttable presumption that deferred tax on investment property measured using the fair value model in
1AS 40 should be determined on the basis that its carrying amount will be recovered through sale; and

. A requirement that deferred tax on non-depreciable assets, measured using the revaluation model in IAS 16,
should always be measured on a sale basis. ‘ '

The amendments are mandatory for annual periods beginning on or after January 1, 2012, but earlier application is
permitted. This amendment is not expected to have any impact on the Company.

INVESTMENTS

(a) Interest in Jointly Controlled Entity
On September 30, 2010, Bécancour Silicon transferred all the silicon metal operations in Bécancour,
Québec, to Québec Silicon. On October 1, 2010 Dow Corning Corporation ("Dow Corning”) acquired a 49%
equity interest in Québec Silicon in consideration for net cash proceeds of approximately US$40.1 million.
Bécancour Silicon retained a 51% equity interest in Québec Silicon, as well as all of the solar grade silicon
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purification operations and facilities at the Bécancour site.

The Company has concluded, that, in accordance ‘with 1AS 27 and SIC 12, it does not control the
partnership, but has_joint control of Québec Silicon in accordance with 1AS 31 for the following reasons:

. Although Bécancour Silicon appoints three of five board members (the other two are appointed by
Dow Corning) of the general partner of Québec Silicon, all strategic decisions of this board require
unanimous consent from the Timminco and Dow Corning board members

. Although key management members from Bécancour Silicon have been transferred to Québec Silicon,
participation rights of Dow Corning in operational decisions indicate joint control.

. In substance the benefits flowing from Québec Silicon to its partners are nearly equal, because the
silicon metal output from operations is allocated 51% and 49% and risk and rewards are being
shared proportionately.

The Company accounts for its interest in Québec Silicon using the equity method. The following sets out
the Company’s 51% share of the statement of financial position of Québec Silicon as at March 31, 2011,
December 31, 2010 and January 1, 2010 and income and expenses of the jointly controlled erntity for the
three months ended March 31, 2011, is included in the consolidated financial statements using the equity
method, is as follows:

As at As at As at
March 31, 2011 December 31, 2010 January 1, 2010

Share of the joint venture's

consolidated balance sheet:
Current assets ) $ 18,984 $ 18,847 $ L.
Non-current assets - 47,552 47,343 .
Current liabilities (13,523) (13,166) ) -
Non-current liabilities (8,871) (10,037) -
Equity $ 44,142 $ 42,987 3 -
Three months ended Three months ended
March 31, 2011 March 31, 2010

Share of the joint venture's revenue and profit:

Revenue $ 14,672 $ -
Cost of sales (14,232) -
Administrative expenses (228) -
Finance costs (97) -
Profit before tax 115 -
Income tax expense - -
Profit for the period from continuing operations $ 115 $ -

Québec Silicon has no contingent liabilities as at March 31, 2011 and December 31, 2010.

The capital expenditure commitments of Québec Silicon for the silicon metal operatlons as at March 31,
2011 amount to $800 (December 31, 2010: $1,312).

The Company recorded an impairment loss of $17,693 in the third quarter of 2010 when the operations of
Québec Silicon qualified as assets held for sale. The impairment loss reflects a writedown of the carrying
value to fair value less costs to sell. This loss was calculated as the difference between the cash
consideration received from Dow Corning in the amount of $40,908, (US$ 40,106) plus the fair value of the
investment retained in Québec Silicon in the amount of $42,601 minus the carrying value of the net assets
transferred to Québec Silicon as of October 1, 2010 in the amount of $86,590, environmental provision of
$660 and the impairment of the carrying value of goodwill and intangible assets assigned to the silicon
metal CGU of $13,952.
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If the rolling average cost of production (per metric ton) for any 12-month period in the three year period
commencing October 1, 2010 (the "Post-Closing Period”) is less than specified thresholds, then Dow
Corning will contribute to Québec Silicon, for distribution to Bécancour Silicon, a one-time payment of
additional consideration in accordance with an agreed formula. In addition, if during any consecutive six-
month period in the Post-Closing Period, the average annual production capacity of Québec Silicon exceeds
47,000 metric tons of silicon metal, then Dow Corning will contribute to Québec Silicon for distribution to
Bécancour Silicon a further one-time payment of additional consideration calculated in accordance with an
agreed formula. The maximum amount that Bécancour Silicon may receive upon achieving these

performance objectives is US$10,000.

(b) Investment in Applied Magnesium

March 31, 2011 December 31, 2010 January 1, 2010
Balance, beginning
of period $ 222 $ 222 $ 222
Impairment loss (222) - -
Balance, end of
period $ - $ 222 $ 222

During the first quarter 2011, the Com'pany impaired its investment in Applied Magnesium due to the

uncertainty of Applied Magnesium continuing as a going concern.

7. INVENTORIES
Inventory — current March 31,2011 December 31, 2010 January 1, 2010
Raw materials $ - $ - 10,432
Finished goods 11,971 13,044 25,134
Stores inventory 1,506 1,429 4,231
Total inventories at the lower of cost and net
realizable value $ 13,477 $ 14,473 39,797

Stores inventory includes minor spare parts and consumables for plant and equipment.

Cost of raw materials includes costs in bringing each product to its present location and condition. Cost of finished
goods and work in progress includes cost of direct materials, labour and a proportion of manufacturing overheads

based on normal operating capacity.

During the three months ended March 31, 2011, provisions of $nil (March 31, 2010 - $ 500) were recorded with

regards to silicon metal finished goods inventories.

The components of cost of goods sold, excluding depreciation and amortization, are as follows:

Three months ended

March 31
2011 2010
Inventory and overhead not capitalized to inventories $ 23,105 $ 31,543
Distribution costs 1,263 652
Drawdown of net realizable value provision for inventory
sold (239) (829)
Adjustment to net realizable value provision (2,493) 1,667
$ 21,636 $ 33.033

The Company's inventory of solar grade silicon was classified as a long-term asset as at December 31, 2010.
Future sales of this inventory will be recognized as revenue and inventory will be expensed at its net carrying cost.

Given low sales volume of the Company's solar grade silicon products, the need to meet prospective new
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customers’ specifications and the uncertainty around the timing of future demand for the finished products,
management is not able to predict the volumes of the solar grade silicon inventory that may be sold in the near
term. Management believes that the timing of future sales of the Company’s solar grade silicon product, including
from existing inventories, is principally dependent upon successful completion of the Company's continued product
and market development activities. As a result, the Company's existing inventory of solar grade silicon was
classified as a long-term asset at December 31, 2010.

During the first quarter 2011 the Company received purchase orders for quantities of solar grade silicon held in
inventory for shipment in the second quarter 2011. The Company has classified as current inventories the quantity
of solar grade silicon subject to these purchase orders at March 31, 2011. Additionally during the first quarter 2011
the Company processed certain quantities of solar grade silicon in the Bécancour ingoting facility to meet future
expected demand from existing customers who had purchased similar products in the first quarter 2011. Finished
goods resulting from this processing are classified as current inventories at March 31, 2011.

Based upon solar grade silicon market conditions and the low level of sales of its solar silicon products during 2010,
the Company evaluated the carrying value of its solar grade silicon inventories during the year ended December
31, 2010 relative to their estimated net realizable value and recorded a provision of $ 13,570 to cost of goods sold.
However, notwithstanding such provision, the Company continues to pursue market and development activities in
respect of its solar grade silicon product line during 2011 and reversed net realizable value provisions amounting to
$2,278 during the three months ended March 31, 2011 (March 31, 2010 - $nil) based on sales and firm
commitments for sales for products which are held in inventory and that require no further processing. The
Company intends to further process a portion of its solar grade silicon inventories in future periods as demand
warrants to meet the enhanced specifications of its prospective new customers.

The Company had also accumulated a significant volume of by-product generated from the production of solar
grade silicon that was in the past utilized in the production of silicon metal. Following completion of the transaction
with Dow Corning, there was uncertainty regarding the use of this by-product in silicon metal production by Québec
Silicon. During the three months ended March 31, 2011, the Silicon Group reversed a provision of $241 (March 31,
2010 - charge of $338) related to the net realizable value of the by-product inventory which is classified as raw
materials. The charge/reversal of provision has been recorded to cost of goods sold. The Company sold a
significant portion of this inventory subsequent to the end of the first quarter 2011 and accordingly has classified
its net carrying value as current inventory at March 31, 2011.

‘Inventories — long term March 31, 2011 December 31, 2010 January 1, 2010
Raw materials ' $ 158 $ 120 $ 10,959
Work in progress 1,214 1,214 5,187
Finished goods ] 892 1,540 10,451

$ 2,264 3 2,874 % 26,597

Inventories pledged as security:

Substantially all of the Company's inventories are pledged as security for the Company’s obligation under the Loan
and Security Agreement dated December 15, 2010 with Bank of America, N.A. and under the term loan with
Investissement Québec (see Note 10).
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PROPERTY, PLANT AND EQUIPMENT

Land Buildings Equipment Total
Cost:
Opening balance at
January 1, 2011 1,434 37,534 84,353 123,321
Additions - 14 - 14
Balance at
March 31, 2011 1,434 37,548 84,353 123,335
Depreciation and
impairment:
Opening balance at
January 1, 2011 - 3.812 59,683 63,495
Depreciation charge
for the period - 302 628 930
Balance at March 31,
2011 - 4,114 60,311 64,425
Net book value at
January 1, 2011 1,434 33,722 27,670 59,826
Net book value at
March 31, 2011 1,434 33,434 24,042 58,910
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468

Leased Construction

Land Buildings Equipment Equipment in progress Total
Cost:
Opening balance at
January 1, 2010 $ 3077 $ 49,015 $ 165,976 $ 212 3 245 $ 218,525
Additions - 73 910 - - 983
Disposals - - 47) - - (47)
Disposal to Québec
Silicon (1.643) (11,554) (82,486) (212) (245) (96,140)
Balance at
December 31,
2010 $ 1,434 % 37.534 $ 84,353 % - 3 - $ 123,321
Depreciation and
impairment:
Opening balance at
January 1, 2010 $ - % 2,462 $ 52,149 $ - 3 - % 54,611
Depreciation .
charge for the year - - 1,615 8,938 27 - 10,580
Disposals - - €X)] - - (31)
Disposal to Québec
Silicon - (334) (6,101) 27) - (6.462)
Impairment - 69 4,728 - - 4,797
Balance at
December 31,
2010 $ $ 3.812 % 59,683 $ 3 $ 63,495
Net book value at
January 1, 2010 $ 3,077 % 46,533 $ 113,827 $ 212 $ 245 $ 163,914
Net book value at
December 31,
2010 $ 1,434 $ 33,722 $ 24,670 $ - $ - $ 59,826

The Company regularly assesses its long lived assets for impairment. As at December 31, 2010, the Company
impaired the carrying value of solar grade silicon property, plant and equipment related to the CGU known as the
“HP1" solar grade silicon purification facility in the amount of $3,156 and the CGU known as the "HP2" solar grade
silicon purification facility in the amount of $1,572 (see Note 25). These impairment expenses have been
recognized in the consolidated statements of operations and comprehensive income/loss in impairment of long
lived assets. Also, the carrying value of buildings at the Company's former magnesium manufacturing facility at the
Haley, Ontario site was reduced by $69 in 2010 which was recorded as an impairment of long lived assets.

Property, plant and equipment pledged as security:
Substantially all of the Company's land, buildings and equipment are pledged as security for the Company’s

obligations under the Loan and Security Agreement dated December 15, 2010 with Bank of America, N.A. and
under the term loan with Investissement Québec (see Note 10).
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9. INTANGIBLE ASSETS

Internally
Customer generated
Technology relationships intangible assets Total
Cost:
Opening balance at January 1, 2010 $ 4,000 $ 1,500 $ 6,831 $ 12,331
Disposal silicon metal operations (4,000) - - (4,000)
Balance at December 31, 2010 and March
31, 2011 $ - 3 1,500 % 6,831 $ 8,331
Internally
Customer generated
Technology  relationships  intangible assets Total
Amortization and impairment:
Opening balance at January 1, 2010 $ 2,100 $ 788 $ 1,568 $ 4,456
Amortization charge for the year 400 150 2,277 2,827
Impairment loss - - 317 317
Disposal silicon metal operations (2,500) (2,500)
Exchange differences - -
Balance at December 31, 2010 $ - % 938 3 4,162 $ 5,100
Amortization charge for the period - 38 543 581
Balance at March 31, 2011 3 - 3 976 % 4,705 $ 5,681
Net book value at January 1, 2010 $ 1,900 % 712§ 5,263 $ 7,875
Net book value at December 31, 2010 - 562 2,669 3,231
Net book value at March 31, 2011 $ - 3 524 $ 2,126 § 2,650

As at December 31, 2010, the Company impaired the carrying value of solar grade silicon intangible assets related
to the CGU known as the "HP1" solar grade silicon purification facility in the amount of $317 (see Note 25(a)).
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10.

INTEREST BEARING LOANS AND BORROWINGS

March 31, 2011 December 31, 2010 January 1, 2010

Senior Credit Facility $ - % - $ 40,315

Long term liabilities

1Q Term Loan $ 26,371 $ 26,318 % 24,666
Repayment Liability
(January 1, 2010 - €9,397) - 14,096
Capital lease and other - - 190
Contract termination claims (Note 11) 4,282 4,460 -
Thorsil Bond 1,113 1,114 -
31,766 31,892 38,952
Less current portion 3,658 3,273 38.824
$ 28,108 $ 28,619 $ 128

Interest expense for the three months ended March 31, 2011 includes interest on long term liabilities of $896
($1,076 for three months ended March 31, 2010).

Senior Credit Facility

On December 15, 2010, Bécancour Silicon executed a Loan and Security Agreement (the "Senior Credit
Agreement”) with Bank of America, N.A., Canada branch (the "Bank”) which replaced the Company’'s revolving
credit facility that expired on the same day. The Senior Credit Agreement consists of a three-year revolving credit
facility (the “Senior Credit Facility”) of up to $20,000, subject to a borrowing base and terminates on December
15, 2013. Bécancour Silicon may borrow under the Senior Credit Facility in US dollars or Canadian dollars, as
prime rate loans, base rate loans, LIBOR loans or BA equivalent loans, and may use the Senior Credit Facility to
refinance.existing indebtedness, issue standby or commercial letters of credit, and finance on-going working capital
needs. Amounts borrowed as prime rate loans under the Senior Credit Facility bear interest at the Canadian prime
rate plus an applicable margin of 2.75%, subject to adjustment. Such interest rate totaled 5.75% as at March 31,
2011.

Availability under the Senior Credit Facility is equal to the borrowing base minus the sum of (i) the aggregate
outstanding amounts borrowed under such facility, which was nil as at December 31, 2010 and March 31, 2011,
(i) any borrowing base reserve applied by the Bank from time to time, and (iii} the amount of the availability
block, which is currently $5,000. The borrowing base continues to be based on the value of the Bécancour Silicon's
inventories and receivables, subject to caps on the advance rates and eligibility criteria. In determining the
borrowing base, the Bank may rely on reports or analyses provided by the Company (including a borrowing base
certificate), or by third parties on behalf of the Bank, regarding such inventories or receivables. The Company files
borrowing base certificates with the Bank currently on a monthly basis.

The Company is required to maintain certain minimum EBITDA levels, on a cumulative year-to-date basis as at
each month end, and to restrict capital expenditures to certain maximum levels, also on a cumulative year-to-date
basis as at each month end, throughout the term. The definition of EBITDA, for the purposes of the firancial
covenants in the Senior Credit Agreement, has been amended to exclude certain non-cash charges arising in
connection with the Company'’s transition to IFRS. The Company is also subject to restrictions on distributions and
dividends, acquisitions and investments, asset dispositions, indebtedness, liens and affiliate transactions.

The Senior Credit Facility does not have a minimum fixed charge coverage ratio covenant. However, in the event
that the Company achieves a certain minimum fixed charge coverage ratio, the availability block will be reduced to
$2,000 and, depending on the extent and timing of any improvements in such ratio, the applicable margin on the
interest rate, as well the unused line fees payable under the Senior Credit Facility, will also be reduced.

The Company's assets, including Bécancour Silicon's equity interests in Québec Silicon, continue to be pledged as
security -for the Company's obligations under the Senior Credit Facility. Accounts receivable are required to be
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forwarded to a lockbox or deposited in a blocked account, and Bank of America will have the ability to exercise
cash dominion if excess availability is less than $5,000 or upon the occurrence of a default. Timminco has also
guaranteed all obligations of Bécancour Silicon under the Senior Credit Facility.

A default under the Senior Credit Agreement could trigger an event of default under the cross-default provisions of
the Term Loan Agreement (see below) and the AMG Convertible Note (see Note 14), subject to the provisions of
the postponement agreements executed by the Bank with each of Investissement Québec and AMG, and
Becancour Silicon, in respect thereof. Also, a default under either the Term Loan Agreement or the AMG
Convertible Note could trigger an event of default under the cross-default provisions of the Senior Credit
Agreement.

Going forward, the borrowing base and availability under the Senior Credit Facility, and the Company's ability to
comply with its financial covenants under the Senior Credit Agreement, are subject to material uncertainty and
risk. Any material adverse developments in the Company'’s business, results of operations or liquidity could enable
the Bank to declare an event of default under the Senior Credit Agreement and demand repayment of all
outstanding indebtedness (see Note 2).

1Q Term Loan

In July 2009, Bécancour Silicon received a loan from Investissement Québec ("1Q") in the principal amount of
$25,000 (the “Term Loan"). The proceeds of the Term Loan were used for general working capital purposes,
including repayment of amounts borrowed under the Company's revolving credit facility. The Term Loan is also
secured by a guarantee from Timminco and a charge upon Bécancour Silicon's assets, and is subordinated to the
obligations of the Company to the Bank under the Senior Credit Agreement.

The Term Loan is interest-bearing at a variable rate of Bank of Canada prime plus 9%, which is currently 12% per
annum, with interest payable monthly until maturity. In March 2010, IQ agreed to defer interest payments for the
six month period from February 1, 2010 to July 31, 2010. Deferred interest of approximately $1,400 is payable
August 31, 2011.

The loan agreement with 1Q in respect of the Term Loan (the "Term Loan Agreement”) includes certain annual
financial and other covenants in respect of Bécancour Silicon, including a minimum working capital ratio and a
maximum long-term debt to net equity ratio. All interCompany indebtedness due from Bécancour Silicon to
Timminco is treated as equity, for the purposes of the long-term debt to net equity covenant. In addition, all such
intercompany indebtedness has been extended, and payment thereon has been postponed pending payment in full
of all amounts due and owing under the Term Loan.

On December 15, 2010, 1Q agreed to an eight-year extension of the maturity date of the Term Loan from August
31, 2011 to July 16, 2019. The Term Loan is repayable in fixed, consecutive monthly installments of $175,
starting on August 31, 2012, and additional annual instailments, due on June 30 of each year, in amounts based
on a percentage of Bécancour Silicon's defined adjusted cash flow for the preceding fiscal year, starting on June
30, 2013. The first annual installment will be 12.5% of such adjusted cash flow for fiscal year ended December 31,
2012, and each annual installment thereafter will be 30% of such adjusted cash flow. As well, Bécancour Silicon is
obligated to remit half of any future earn-out payments received from Dow Corning as repayment under the Term
Loan (see Note 6(a)). .

A default under the Term Loan Agreement or the guarantee from Timminco could trigger an event of default under
the cross-default provisions of the Senior Credit Agreement (see above) and under the cross-default provisions of
the AMG Convertible Note (see Note 14). Also, a default under the Senior Credit Agreement or the AMG
Convertible Note could trigger an event of default under the cross-default provisions of the Term Loan Agreement,
subject to the provisions of the postponement agreements executed by the Bank with each of 1Q, AMG and
Bécancour Silicon, in respect thereof. .

Going forward, Bécancour Silicon’s ability to comply with its financial covenants under the Term Loan Agreement is
subject to uncertainty and risk. _Any material adverse developments in the Company's business, results of
operations or liquidity could cause a circumstance that may enable IQ to declare an event of defauit under the
Term Loan Agreement and demand repayment of all outstanding indebtedness.

Repayment Liability

During 2009, in connection with the settlement of a solar grade silicon customer contract termination claim,
Beécancour Silicon agreed to a repayment schedule and terms for an outstanding deposit received in 2008, which
amounted to €8,808 ($13,862) (the "Repayment Liability”) at that time. As at December 31, 2009, the Repayment
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11.

Liability was $14,096 (€9,397), including accrued interest of $1,023 (€682). No cash payments were made in
respect of the Repayment Liability- during 2009.

On March 26, 2010, Timminco issued approximately 15.9 million common shares, representing_just less than 10%
of its total issued and outstanding common shares to the customer, in settlement of substantially all of the
Repayment Liability, which was $13,372 (€9,665) at that time. In settlement of the balance of the Repayment
Liability, the customer also received a promissory note of €525, which was a direct, unsecured obligation of
Timminco, payable in nine equal monthly installments of €58 starting April 30, 2010. The promlssory note was
paid in full as of December 31, 2010.

Thorsil bond

Thorsil ehf ("Thorsil”), a majority-controlled Icelandic subsidiary of Timminco, has issued a US$1,000 convertible
bond dated February 22, 2010 (the "Thorsil Bond”) to Strokkur Energy ehf ("Strokkur”), the proceeds of which
have been fully and exclusively used to fund preliminary expenses for a potential silicon metal capacity expansion
project in Iceland. The Thorsil Bond bears interest at 12% per anhum, payable on maturity and is a direct
obligation of Thorsil. Timminco does not have any cash repayment liabilities under the Thorsil Bond. However, the
Thorsil Bond is convertible, at Strokkur’s option, into Thorsil common shares at a nominal value, or into common
shares of Timminco at a conversion price that is the lesser of $1.09 per share and the 5-day weighted average
trading price per share on the Toronto Stock Exchange ("TSX") on the date of notice of conversion, with the US
dollar amount converted into Canadian dollars at a fixed exchange rate of US$0.95. Strokkur's notice of
conversion is due no later than ten days prior to the maturity date of the Thorsil Bond.

Since (i) the maturity date of the Thorsil Bond depends on the outcome of negotiations for a long-term power
contract for the iceland project, and (ii) Thorsil and Orkuveita Reykjavikur, an Icelandic power company, had, by
May 31, 2011, neither signed a long-term power contract for the Iceland project nor agreed to a new deadline for
doing so, the maturity date of the Thorsil Bond is currently June 30, 2011 and the outstanding principal and
interest of the Thorsil Bond will be reduced by 10%. However, Thorsil, Timminco and Strokkur are currently in
negotiations to amend the Thorsil Bond, for the purposes of (i) extending the maturity date beyond June 30, 2011,
and linking it to certain deadline dates relating to a potential long-term power contract for the Iceland project, (ii)
and avoiding a 10% reduction in.the outstanding principal and interest and a conversion of the Thorsil Note on
June.30, 2011.

LONG TERM PROVISIONS

March 31, 2011 December 31, 2010 January 1, 2010

Provision for reorganization ‘ $ . 642 $ 719 $ - 745
Provision for environmental remediation 8,487 8,691 8,602
Provision for contract termination claims . - - 2,451
9,129 9,410 11,798

Less current portion 2,358 2,555 4,366
3 6,771 $ 6,855 $ 7,432

Provision for reorganization

Three months ended Year ended

March 31, 2011 December 31, 2010

Balance, beginning of the period $ 719 $ 745
Costs recognized v - -
Amounts charged against provision (7)) (26)
Balance, end of the period $ 642 $ 719

The provision for reorganization relates to the closure of Aurora, Colorado facility in 2009 which manufactured
magnesium anodes and extruded products The Company's reorganization liabilities are recorded at the
anticipated cash outflow.
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Provision for environmental remediation

Three months ended Year ended

March 31, 2011 December 31, 2010

Balance, beginning of the period $ 8,691 $ 8,602
Costs recognized (13) 1.096
Accretion . 45 200
Amounts charged aqainst provisicn (236) (1,207)
Balance, end of the period : $ 8,487 $ 8,691

The provision for environmental remediation relates to remediation of a silica fumes disposal site associated with
the silicon metal manufacturing facility in Bécancour, Québec, the closure of the former magnesium manufacturing
facility in Haley, Ontario, and 49% of the indemnification by Bécancour Silicon to Québec Silicon related to
undertakings in connection with the environmental certificate of authorization granted to Québec.

Environmental remediation costs, including accretion, are disclosed in other operating expenses in the consolidated
statement of operations. The Company’'s environmental liabilities are discounted using risk free discount rates of
0.98% - 3.77% for periods to 2029.

Provision for contract termination claims

Three months ended Year ended

March 31, 2011 December 31, 2010

Balance, beginning of the year $ } - 3 2,451
Costs recognized - 2,206
Amounts charged against provision - (197)
Classified as long term liability (see Note 10) - (4,460)
Balance, end of the period $ - 3% -

The Company has negotiated settlement agreements with certain suppliers to resolve claims arising from the
termination of contracts relating to Bécancour Silicon’s commitments to purchase certain equipment, supplies and
services relating to its solar grade silicon purification facilities. The Company has recorded a liability related to
these matters. Upon finalization of settlement of agreements, these provisions have been classified as financial
liabilities.

EMPLOYEE BENEFITS

March 31, 2011 December 31, 2010 January 1, 2010

Pension and post retirement benefits $ 18,724 $ 19,380 $ 34,236
Termination benefits 2,431 1,230 2,013
$ 21,155 $ 20,610 % 36,249

The Company provides pension or retirement benefits to substantially all of its employees in Canada through group
RRSPs, non-registered employee savings plans, and a defined contribution and defined benefit pension plans,
based on length of service and remuneration. The Company also sponsors a contributory defined benefit pension
plan and other retirement benefits for certain of its eligible employees (see Note 25(c)).

Termination benefits relate to the-closures of the Company's former magnesium manufacturing facilities in-Aurora,
Colorado, in 2009, the prior closure of operations at the Haley, Ontario facility, certain accrued retirement
obligations for former employees of the Haley facility and a termination agreement with a former president and
chief operating officer of the Company. The future period costs of these obligations have been discounted at the
rate of high quality corporate bonds and will continue until 2021. During the three months ended March 31, 2011,
Company has accrued an additional $1,341 (nil for three months March 31, 2010) which relates to a change in
actuarial estimate for retirement benefits relating to a former chief executive officer of the Company.
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SHARE BASED COMPENSATIOM PLANS

(a)

Share option plans ‘
The Company has a share option plan for key employees originally established in 2004 (the “2004 Option
Plan”), as well as another share option plan established in 2008 (the "2008 Option Plan”), both of which

- were amended and restated in March 2011 to:

. decrease the number of common shares of Timminco ("Common Shares”) available for issuance under
the 2008 Option Plan by 3,000,000 Common Shares (from 10,000,000 Common Shares to 7,000,000
Common Shares);

. increase- the number of Common Shares available for issuance under the 2004 Option Plan by
3,000,000 Common Shares (from 8,448,175 Common Shares to 11,448,175 Common Shares);

. provide that, with respect to any options that expire under the 2008 Option Plan without the recipient
having purchased all of the Common Shares which he was entitled to purchase, the remaining
Common Shares shall not be available for re-issuance under the 2008 Option Plan; and :

. provide that the number of Common Shares reserved for issuance under the 2004 Option Plan shall be
increased by an amount equal to the number of Common Shares that otherwise would have become
available for issuance under the 2008 Option Plan as a result of options expiring without the recipient
having purchased all of the Common Shares which he was entitled to purchase.

All awards are accounted for under the fair value method. Under the fair value method, compensation cost
is measured at fair value at the grant date by graded vesting tranche using a Black-Scholes option pricing
model. Compensation cost is recognized in the respective expense category by function on a straight-line
basis over each tranche's graded vesting period, net of estimated forfeiture, with a corresponding increase

- to contributed surplus. Consideration paid on the exercise of stock options is recorded as share capital.

: Options are granted at the discretion of the Board of Directors or its compensation committee, at an

exercise price no less than the closing price of the common shares on the Toronto Stock Exchange on the
last trading day preceding the day of grant. Options granted under the 2004 Option Plan vest equally over
a four year period, with the initial 25% vesting after the first anniversary of the grant date, and expire
seven years after the grant date, whereas options granted under the 2008 Option Plan have a nine-year
vesting schedule with 50% becoming exercisable after the fifth anniversary of the grant date, and the
remaining 50% vesting equally on the sixth through ninth anniversary dates and expire ten years after the
grant date.

A summary. of the status of the opﬁons under both the 2004 Option Plan and the 2008 Option Plan is
presented below: ' ,

Three months ended Year ended
March 31, 2011 December 31, 2010

Weighted Weighted
Shares. Average ~ Shares Average
(000’s) Exercise Price (000's) Exercise Price

Outstanding, beginning of
period 13,908 $ 4.90 12,235 $ 5.45
Granted i 320 $ 0.53 1,737 $ 0.90
Expired - o , (1,010) $ 0.96 . - $ -
Forfeited - $ - (64) $ 1.26
Outstanding, end of period . . 13,218 $ 5.08 13,908 $ 4.90
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(b)

At March 31, 2011, the number of Common Shares subject to options outstanding and exercisable under
both option plans was as follows:

Weighted

Outstanding Weighted Weighted Exercisable Average

Options Average Average Options Exercisable

Price Range (000's) Exercise Price Remaining Life (000's) Price
$0.29 to $0.59 3,335 $ 0. 44 3.60 2,365 $ 0.46
$1.23 to $2.57 1,953 $ 1. 52 5.73 543 $ 1.62
$7.64 to $15.45 7.930 $ 7.94 7.24 528 $ 10.70
13,218 $ 5.08 6.10 3.436 $ 2.22

As of March 31, 2011, the maximum number of Timminco Common Shares that may be reserved for
issuance pursuant to options granted under both the 2004 Option Plan and the 2008 Option Plan is
18,448,175, representing 9.4% of the issued and outstanding Common Shares on that date.

The following tables list the inputs to the model for the three months ended March 31 2011 and year ended
December 31, 2010:

March 31, 2011 December 31, 2010
Dividend yield (%) - .

Expected volatility (%) 120.58 - 131.18 118.4 - 119.8
Risk-free interest rate (%) 2.91 - 3.21 291 -3.0
Expected life of the options (years) 5.69 - 6.88 5.27 - 6.82
Welghted average share prlce ($/share) 0.53 0.34

Model used Black-Scholes Black-Scholes

~The expected life of the options is based on historical data and current expectations and is not necessarily
_indicative of exercise patterns that may occur. The expected volatility reflects the assumption that the

historical volatility over a period similar to the options is mdlcatlve of future trends, which may also not
necessarily be the actual outcome.

Compensation cost for the three month period ending March 31, 2011 $742 (March 31, 2010 - $1,003)
relating to the two option plans is recognized in the expense lines related to the function of the respective
employee.

Deferred share unit plan

Timminco has a deferred share unit plan ("DSU PIan”) for members of its Board of Directors. Under the
DSU Plan, each director is required to receive a minimum of 40% of his or her annual compensation in the
form of notional common shares of Timminco called deferred share units ("DSUs"). The issue price of each
DSU is equal to the market value of a common share which, for the purposes of the DSU Plan, is based on
the weighted average share price at which Timminco's common shares trade on the Toronto Stock Exchange
("TSX") during the five trading days prior to the last day of the quarter in which the DSUs are issued. A
director may elect to have up to 100% of his or her compensation in the form of DSUs. DSUs are fully
vested at the date of issuance.

DSUs are only redeemable in cash, upon each director’'s retirement or resignation from the Board of
Directors of Timminco. The value of the DSUs, when redeemed in cash, will be equivalent to the market
value of the common shares at the time of redemption. DSUs are recognized as liabilities and compensation
is measured at fair value, with remeasurement occurring at each reporting date. Since DSUs are fully vested
at the date of issuance, both the initial fair value and any subsequent changes in fair value are recognized
immediately. The value of the outstanding DSUs as at March 31, 2011, is $952 (December 31, 2010 -
$594), representing the equivalent of 2,070,447 (December 31, 2010 - 1,801,033) common shares of
Timminco. Compensation cost for three month period ending March 31, 2011 of $379 (March 31, 2010 -
$29) is recognized in the statements of operations and comprehensive loss in administrative expenses.
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©

Performance share unit plan

Timminco has a performance share unit plan ("PSU Plan”) for key employees of the Company. Under the
PSU Plan, each employee who is -awarded performance share units ("PSUs"”) may be entitled to receive a
cash payment if certain minimum performance conditions are achieved at the conclusion of a three year
performance period. The value of each PSU will be based on the market value of a Timminco common share
at the time of redemption, multiplied by a performance factor that is determined by the relative
performance of Timminco’s total shareholder return versus the return of a composite benchmark index,
established at the time of the award of the PSUs. PSUs are only redeemable in cash, are subject to three
year. vesting, and may be paid before the end of the performance period and without regard to the
performance conditions or the performance factor in certain extraordinary circumstances. During the three
month period ended March 31, 2011, no PSUs were awarded (March 31 2010 — 2,436,900 PSUs for the
performance period ending 2012). Compensation cost and changes in the value of PSUs are recognized in
the statements of operations if management estimates that, as at the financial statement date, the future
minimum performance conditions will be satisfied at the end of the three year performance period (for the
three months ended March 31, 2011 - $184 and March 31, 2010 - $206). The accrual for the outstanding
PSUs as at March 31, 2011 and December 31, 2010 were $428 and $244 respectively.

2010 PSU awards 2009 PSU awards Total
PSUs granted 2,346,900 771,800 3,118,700
Less PSUs cancelled 590,100 148,200 738,300
Outstanding units as at

March 31, 2011 1,756,800 623,600 2,380,400

The e_xpensé recognized for employee. services received -during the period, which is included in selling and
administrative expenses in the statement of operations, is shown in the following table:

Three months ended Three months ended
March 31, 2011 March 31, 2010
Expense arising from share option plans % 742 $ 1,003
Expense arising from DSUs 379 29
Expense arising from PSUs 184 206
Total expense arising from share-based payment :
transactions $ 1,305 $ 1,238

RELATED PARTY DISCLOSURES

The financial statements include the financial statements of the Company and each of the subsidiaries listed in the
following table:

% equity interest

Name of subsidiary Country of Incorporation March 31, 2011 December 31, 2010
Bécancour Silicon Inc. Canada 100% 100%
Thorsil ehf Iceland 51% 51%
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The following table provides the total amounts receivable from and payable to related parties:

Due from related companies-
current

March 31, 2011

December 31, 2010

January 1, 2010

Due from AMG Conversion $ 70 $ 1 $ 64
Due from ALD 26 - 145
Trade receivable from Québec Silicon 725 896 -
Notes receivable from Québec Silicon 2,550 1,275 -

$ 3,371 $ 2,172 $ 209

Due from related companies- long
term

March 31, 2011

December 31, 2010

January 1, 2010

Notes receivable from Québec Silicon

1,275

$ -

$ 1,275

$ -

Due to related companies- current

March 31, 2011

December 31, 2010

January 1, 2010

AMG Convertible Note $ - $ - $ 4,657
Due to AMG Conversion 331 346 449
Due to AMG 8 8 8
Due to Québec Silicon 9,086 18,841 -
Indemnification liability to Québec¢ Silicon 37 37 -
Due to ALD 45 20 3

‘ $ 9,507 $ 19,252 $ 5,117

Due to related companies- long term

March 31, 2011

December 31, 2010

January 1, 2010

AMG Convertible Note $ 3,537 $ 3,539 $ -
Indemnification liability to Québec Silicon 2,922 2,879 -
$ 6,459 $ 6,418 3 -

Other financial liability

March 31, 2011

December 31, 2010

January 1, 2010

AMG Convertible Note embedded
derivative

$ 3,635

$ 1.343

471

$ 3,635

$ 1,343

471

The following tables provide the total sales to and purchases from related parties:

Sales to related companies

Three months ended

March 31, 2011

Three months ended
March 31, 2010

AMG Conversion 62 $ 604
Sudamin - 2,843
ALD 11 -
Dow Corning 3,345 4,385

3,418 $ 7,832
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Three months ended Three months ended

Purchases from related companies March 31, 2011 March 31, 2010
AMG Conversion $ 352 $ 131
RW Silicium - 35
ALD - 9
Québec Silicon 16,545 -
$ 16,897 $ 175

Québec Silicon and Dow Corning

On October 1, 2010, Dow Corning acquired a 49% equity interest in Québec Silicon, the production partnership
entity that owns the silicon metal operations in Bécancour, Québec, in consideration for net cash proceeds of
approximately US$40,106. Bécancour Silicon retained a 51% equity interest in Québec Silicon, as well as all of the
solar grade silicon purification operations and facilities at the Bécancour site. Québec Silicon is classified as a_jointly
controlled entity of the two venturers (see Note 6(a)).

Québec Silicon’s production output is subject to a supply agreement among Québec Silicon, Bécancour Silicon and
Dow Corning (the "Supply Agreement”). The Supply Agreement allocates all of the silicon metal production output
of Québec Silicon, which will be based on an initial annual production capacity of 47,000 metric tons of silicon
metal, between Bécancour Silicon and Dow Corning, proportional to their equity interests in Québec Silicon. Ali
production output will be sold by Québec Silicon to each of Bécancour Silicon and Dow Corning at a price equal to
the actual full production cost per metric ton for the quarter plus a fixed mark-up.

To fulfill Bécancour Silicon's supply commitments to its third party end-customers during the fourth quarter 2010
and the first quarter 2011, less than 49% of Québec Silicon’s production was allocated to Dow Corning in each
quarter. Québec Silicon has agreed to allocate more than 49% of its output to Dow Corning starting in the second
quarter of 2011 to replace such shortfall in accordance with an agreed formula. If any shortfall from the fourth
quarter 2010 remains at the end of 2012, Bécancour Silicon has agreed to pay Dow Corning for such remaining
shortfall at prevailing market prices.

Certain designated non-union employees of Québec Silicon (the “Shared Employees”) allocate a specified
percentage of their time to perform specified services for Bécancour Silicon. Such allocations of time and services
are to be reviewed and adjusted quarterly. In addition, Bécancour Silicon is entitled to certain use and access
rights in respect of Québec Silicon’s information technology and related systems and networks. Québec Silicon also
provides processing and handling services for Bécancour Silicon in respect of silicon metal that Bécancour Silicon
may choose to buy from third parties from time to time, and resell to its end-customers. In consideration,
Bécancour Silicon reimburses Québec Silicon for the prorated portion of all salary and benefits paid to the Shared
Employees and of all costs and expenses associated with such systems and services. For the three months ended
March 31, 2011, such amounts totaled $812.

Pursuant to an agency services agreement, Bécancour Silicon acts as Québec Silicon's agent with respect to the
sale of by-products produced by Québec Silicon for a commission to be paid quarterly. For the three months ended
March 31, 2011, such amounts totaled $53. )

Québec Silicon's governance agreements provide that, upon the occurrence of certain insolvency-related default
events affecting either Bécancour Silicon or Dow Corning, the non-defaulting party has the right to purchase the
defaulting party’s equity interests. in Québec Silicon.

Québec Silicon has a Loan Agréement with Dow Corning dated October 1, 2010 (the “"Loan Agreement”) that
provides for a revolving credit facility of up to $10,000 to fund Queébec Silicon's working capital requirements.
Outstanding amounts bear interest at a variable rate of Canadian prime plus 2%, which is payable quarterly.

On December 10, 2010, Bécancour Silicon and Dow Corning loaned an aggregate of $5,0C0 to Québec Silicon, in
principal amounts that were proportional to their equity interests in Québec Silicon. In consideration, Québec
Silicon issued to each of Bécancour Silicon and Dow Corning two promissory notes with maturity dates of April 1,
2011 and March 30, 2012, respectively, and bearing interest at 5% per annum. Subsequent to the first quarter
2011, Québec Silicon repaid the notes due in April 2011 in the amount of $2,500.
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AMG Advanced Metallurgical Group

AMG Advanced Metallurgical Group N.V. ("AMG") is a significant shareholder in the Company. As at March 31,
2011, AMG directly held 83,146,007 common shares Timminco, representing 42.5% of the total issued and
outstanding shares at that time. '

AMG Convertible Note

In December 2009, Bécancour Silicon issued a convertible promissory note to AMG in consideration for a loan of
US$5,000 (the "AMG Convertible Note"). On December 15, 2010, Bécancour Silicon and AMG executed an
amended and restated AMG Convertible Note, that extended the maturity date of the AMG Convertible Note by
three years, from January 3, 2071 to January 3, 2014, adjusted the conversion rate, and commencing January 1,
2011, set the interest rate at 14%, payable monthly in arrears, starting on January 1, 2011.

The AMG Convertible Note is repayable, in whole or in part and without penalty, at Bécancour Silicon's option, to
the extent that the availability under the Senior Credit Facility exceeds $5,000, both during the 90 days before and
immediately after such repayment, provided that the Company has also satisfied a minimum fixed charge coverage
ratio, over the previous 12 months and on a pro forma basis after giving effect to such repayment, and is also not
in default under the Senior Credit Facility. Bécancour Silicon is also required to pay AMG, as a partial or whole
prepayment of the principal amcunt due under the AMG Convertible Note and on a quarterly basis, an amount
equal to either: (i) one half of the availability under the Senior Credit Facility in excess of $5,000, where the
principal amount then outstanding is greater than such excess availability amount; or (i) all of the principal amount
then outstanding, where such principal amount is less than the amount of availability under the Senior Credit
Facility in-excess of $5,000. In each case, such prepayment is subject to any prior exercise of AMG's conversion
right, as well as satisfaction of the other conditions in respect of optional prepayments. Given the possibility of
. repayment prior to maturity, the AMG Convertible Note has been recorded as a current liability.

Up to the full principal amount-of the AMG Convertible Note is convertible into common shares of Timminco, at
AMG's option at any time during the extended term at a conversion price of $0.26 per share, subject to customary
anti-dilution adjustments, with the US dollar principal amount converted into Canadian dollars at the Bank of
Canada's noon exchange rate on the date of notice of conversion.

The AMG Convertible Note continues to have financial reporting covenants, a negative debt covenant and certain
capital expenditure approval requirements. . A default under the AMG Convertible Note could trigger an event of
default under the cross-default provisions of the Senior Credit Agreement and the Term Loan Agreement. Also, a
default under either the Senior Credit Agreement or the Term Loan Agreement could trigger an event of default
under the cross-default provisions of the AMG Convertible Note subject to the provisions of the postponement
agreement executed by the Bank, AMG and Bécancour Silicon. Timminco also continues to guarantee all
obligations of Bécancour Silicon under the AMG Convertible Note.

The AMG Convertible Note is denominated in U.S. dollars, which is a different currency than the functional currency
of Timminco, which is Canadian dollars. As a result, changes in the exchange rate between the US$ and the C$
results in variability in the number of common shares that may be issued upon the exercise of the conversion right
and therefore the conversion right under the AMG Convertible Note represents an embedded derivative liability
which is fair valued as at the balance sheet date with gains and losses recognized in the statement of operations
and comprehensive loss. The fair value of this embedded derivative as of December 15, 2010, which was the
effective date of the amendment and restatement.of the AMG Convertible Note, was determined to be $1,555. The
consideration received of US$5,000 being the fair value of the previous convertible debt instrument extinguished as
of December 15, 2010, or ($5,018) was apportioned between the fair value of the embedded derivative and the
residual value was allocated to the debt component of the AMG Convertible Note. The fair vaiue of the embedded
derivative liability at March 31, 2011 is $3,635 (December 31, 2010 - $1,343).

AMG Conversion Lo

Bécancour Silicon and AMG Conversion Ltd. ("AMG Conversion”), a wholly-owned subsidiary of AMG, executed a
Memorandum of Understanding .dated March 31, 2009 (as amended, the “Memorandum of Understanding”)
whereby the parties agreed to jointly develop the ingot production process to optimize the quality of the ingots and
bricks produced with Bécancour Silicon's solar grade silicon, and to_jointly explore the feasibility of AMG Conversion
producing ingots and bricks at the Bécancour Silicon ingoting facility on an exclusive long-term tolling basis for and
on behalf of Bécancour Silicon. These activities continued during an interim period, which expires on September
30, 2011.

AMG Conversibn produces ingots and bricks at the Bécancour ingotting facility on behalf of Bécancour Silicon, using

its equipment and Bécancour Silicon’s. employees and solar grade silicon. AMG Conversion also produces ‘ingots
and bricks at the Becancour ingotting facility for its own account, using its equipment.and solar grade silicon and
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15.

Bécancour Silicon’s employees.

Becancour Silicon and AMG Conversion are also considering the feasibility of a long-term relationship on the basis
that Bécancour Silicon would focus-on the production and sale of solar grade silicon, in chunk form, while AMG
Conversion would use solar grade silicon purchased from Bécancour Silicon to produce and sell ingots and bricks
and focus on the solar wafer market.

Sudamin - o :

During 2009, Bécancour Silicon sold 5,000 metric tons of silicon metal finished goods inventory to Sudamin S.A.
("Sudamin”), a wholly-owned subsidiary of AMG, for a cash purchase price of $10,430. A portion of such silicon
inventory was to be sold by Bécancour Silicon to a European silicon metal customer during 2009 and Sudamin
assumed a portion of the -volume commitments under the silicon metal supply contract with such customer.

Inventory under the control of Sudamin is classified as finished goods consigned to a related company with a
corresponding deferred revenue amount. Revenue is recognized as the finished product is shipped to the end
customer. During three months ended March 31, 2010, Bécancour Silicon recognized revenue of $2,843
representing the value of finished goods shipped to the silicon metal customer and $834 was recorded as deferred
revenue.

During the three months ended March 31, 2010, Bécancour Silicon agreed to supply and deliver a certain volume of
silicon metal in the third and fourth quarters 2010 on behalf of Sudamin to one of Bécancour Silicon's traditional
long-term silicon metal customers, and received a pre-payment of $4,668 (€3,259) from Sudamin towards such
deliveries, recorded as deferred revenue, net of a fee of $337 (€235).

As of December 31, 2010, all product had been shipped to the customers and deferred revenue was $nil.

Executive Management

Dr. Heinz C. Schimmelbusch is Chairman of the Board ‘and Chief Executive Officer of Timminco, as well as
Chairman of the Management Board of AMG. Dr. Schimmelbusch is also a member of the executive committee of
the general partner of Safeguard International Fund, L.P. ("Safeguard”), which is a shareholder of AMG. Mr. Arthur
R. Spector is a member of the Board of Directors of Timminco and is also a member of the executive committee of
the general partner of Safeguard.

Mr. John Fenger is President and Chief Operating Officer of Timminco. The Company is paying the full cost of
remuneration of Mr. Fenger, which is paid through a subsidiary of Allied Resource Corporation, of which Dr.
Schimmelbusch is Chairman. For the three months ended March 31, 2011, the Company contributed $317 (three
months ended March 31, 2010 - $210) to the cost of Mr. Fenger’'s remuneration.

NON-CONTROLLING INTEREST

On February 4, 2010, Timminco and Strokkur Energy ehf ("Strokkur”), an Icelandic private equity firm, formed
Thorsil ehf (“Thorsil”), an Icelandic company, with Timminco having subscribed for 51% of its share capital and
Strokkur having subscribed for 49% of its share capital. The Company’s.investment in Thorsil is considered to be a
Special Purpose Entity ("SPE") since.the Company has the rights to obtain the majority of the benefits of Thorsil
and as suchis also exposed to risks incident to the activities of Thorsil; accordingly, the Company consolidates
Thorsil. . .

Three months ended Year ended

» March 31, 2011 December 31, 2010

Balance, beginning of the period $ (610) $ -
Investment in Thorsil v 112 2
Share of net loss ' (56) (612)
Balance, end of the period $ (554) $ (610)
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16. OTHER INCOME / EXPENSES

(a) Other operating expenses (income), net

Three months ended
March 31, 2011

Three months ended
March 31, 2010

Environmental remediation costs $ (14) $ -
Termination benefits 1,341 -
Foreign exchange gain (76) (1,657)

$ 1,251 $ (1.657)

(b) Finance costs (income), net

Three months ended
March 31, 2011

Three months ended
March 31, 2010

interest income $ (40) $ (5)

Interest on overdrafts and other finance costs 287 826

Interest on debts and borrowings 1,162 1,476

Fair value loss (gain) on financial instruments at

fair value through profit and loss 2,292 (471)
$ 3,701 $ 1,826

(©) Depreciation, amortization and cost of inventories included in the consolidated statements of

operations and comprehensive income/loss

Included in costs of goods sold:

Three months ended
March 31, 2011

Three months ended
March 31, 2010

Depreciation $ 930 $ 3,171
Amortization of intangible assets 581 707
Costs of inventories recoghized as an expense 21,636 33,033

$ 23,147 $ 35,91 1

(d) Employee benefits expense

Three months ended
March 31, 2011

Three months ended
March 31, 2010

Salaries and wages $ 1,327 $ 5,117
Share based payments transaction expense 926 1,247
Pension Costs 335 851
Other employee benefit expenses 103 1,252
Total employee benefit expense $ 2,691 $ 8,467

17. INCOME TAX EXPENSE

Significant components of income tax expense:

Three months ended
March 31, 2011

Three months ended
March 31, 2010

Current tax expense

Deferred tax expense

$ -

$ -

$ -

$ -

34



TIMMINCO LIMITED

Notes to Consolidated Financial Statements
Three months ended March 31, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

18.

Effective tax rate

The Company has not recognized deferred tax assets for significant amounts of timing differences, tax loss carry-
forwards and investment tax credits (see Note 22(b)) as there is insufficient certainty as to the availability of future
profits against which they can be utilized. The Company has recognized deferred tax assets only to the extent that
they equal its recognized deferred tax liabilities and are expected to be realized over the same time periods as the
deferred tax liabilities. Since the Company expects to have no current income tax expense in 2011 and any
changes in recognized deferred tax liabilities will be matched by a corresponding off-setting change in recognized
deferred tax assets, the expected effective income tax rate for the year is zero percent.

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Categories of financial assets and liabilities

Financial instruments are either measured at amortized cost or fair value. Held-to-maturity investments, loans and
receivables and other financial liabilities are measured at amortized cost. Held-for-trading financial assets and
liabilities and available-for-sale financial assets are measured on the balance sheet at fair value. Derivative non-
financial instruments are classified as held-for-trading and are recorded on the balance sheet at fair value unless
exempted as a non-financial derivative representing a normal purchase and sale arrangement. Changes in fair
value of derivative financial instruments are recorded in earnings unless the instruments are designated as cash
flow hedges. The following table provides the carrying value of each category of financial asscts and liabilities and
the related balance sheet item:
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March 31, 2011 December 31, 2010 January 1, 2010
Carrying Carrying Carrying
Amount Fair Value Amount. Fair Value Amount Fair Value
Financial Assets
Held-for-trading
Cash $ 963 $ 963 $ 7,483 % 7.483 $ 1,170 % 1,170
Restricted cash 27 27 105 105 - -
Foreign exchange contracts 20 20 69 69 - -
Available for sale
Investment in Applied
Magnesium - - 222 222 222 222
Loans and receivables
Accounts receivable 7,979 7.979 12,365 12,365 11,007 11,007
Due from related companies 3,371 3,371 2,172 2,172 209 209
Long term receivables 1,272 1,272 1,275 1,275 1,282 1,282
$ 13,632 $ 13,632 $ 23,691 $ 23,691 $ 13,890 3 13,890
Financial Liabilities
Other financial ‘Iiabilities
Bank indebtedﬁess $ - 3 - $ - 8 - $ 40,315 §% 39,147
Accounts payable and accrued -
liabilities 9,362 9,362 9,064 9,064 19,627 19,627
Liabilities due to/from related
companies 9,507 9,507 19,252 19,252 5117 5,403
Current portion of long term .
debt 3,658 3,658 3,273 3,273 38,824 38,824
Due to related companies 6,459 7,424 6,418 7,465 - -
Long term debt 28,108 28,108 28,619 28,619 128 128
Derivative financial liabili
Embedded derivative 3,635 3,635 1,343 1,343 471 471
$ 60,729 % 61,694 $ 67,969 $ 69,016 $ 104,482 % 103,600

The fair value of the financial assets and liabilities are included at the amount at which the instrument could be
exchanged in a current transaction between willing parties, other than in a forced or liquidation sale. The following
methods and assumptions were used to estimate the fair values:

. Cash and short-term deposits, trade receivables, trade payables and other current liabilities approximate their
carrying amounts largely due to the short-term maturities of these instruments.

. Long-term fixed-rate and variable-rate receivables / borrowings are evaluated by the Company based on
parameters such as interest rates, specific country risk factors, individual creditworthiness of the customer
and the risk characteristics of the financed project. Based on this evaluation, allowances are taken to account
for the expected losses of .these receivables. As at December 31, 2011, the carrying amounts of such

~receivables, net of allowances, are not materially different from their calculated fair values.

. The fair value of unquoted instruments, loans from banks and other financial liabilities, obligations under
finance leases, as well as other non-current financial liabilities is estimated by discounting future cash flows
using rates currently available for debt on similar terms, credit risk and remaining maturities.

. Fair value of unquoted available-for-sale financial assets is estimated using appropriate valuation techniques.

. The Company enters into derivative financial instruments with various counterparties, principally financial
institutions with investment grade credit ratings. Derivatives valued using valuation techniques with market
observable inputs are mainly foreign exchange forward contracts and one option embedded in a convertible
debt agreement. The valuation of the foreign exchange forward contracts is primarily forward pricing using
present value calculations. The models incorporate various inputs including the credit quality of counterparties
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and foreign exchange spot and forward rates. The carrying value of the option embedded in the convertible
debt is based on valuation techniques with appropriate market inputs.

Fair value hierarchy

The Company uses the following hierarchy for determining and disclosing the fair value of financial instruments by

valuation technique:

. Level 1: The fair value measurements are classified as Level 1 in the fair value hierarchy if the fair value is
determined using quoted, unadjusted market prices for identical assets or liabilities.

. Level 2: Fair value measurements which require inputs other than quoted prices in Level 1, and for which ali
inputs which have a significant effect on the recorded fair value are observable, either directly or indirectly are
classified as Level 2 in the fair value hierarchy. .

. Level 3: Fair value measurements which require unobservable market data or use statistical techniques to
derive forward curves from observable market data and unobservable inputs are classified as Level 3 in the
fair value hierarchy.

The fair value hierarchy of financial instruments measured at fair value on the balance sheet is as follows:

March 31, 2011 December 31, 2010 January 1, 2010
Level 1 Level 2 level 3 Level 1 Level 2  Level 3 Level 1  Level 2 Level 3

Financial Assets

Cash and cash

equivalents $ 963 $ - --% - % 743 % - $ - % 1170 $ - 3% -
~ Foreign exchange

contracts $ - 20 $ - $ - $ 69 $ - 3 - % - 3 -
Embedded

derivative $ - 3,635 $ -3 - $ 1343 % - $ - $ 471 % -

At March 31, 2011, the Company has $27 of restricted cash which is classified as a current asset. The restricted
cash represents funds available for funding preliminary expenses for a potential silicon metal capacity expansion
project in Icetand (Thorsil).

Investment in the common shares of Applied Magnesium is classified as available for sale financial asset and is
measured at cost since there is not an active market to determine a fair value.

The Company has determined the estimated fair values of its financial instruments based. on appropriate
valuation methodologies; however, considerable judgment is required to develop these estimates. The carrying
value of current monetary assets and liabilities approximates their fair value due to their relatively short periods to
maturity. The fair values of long term receivables, other long term liabilities and the debt component of the
amounts due to an affiliated company approximate their carrying values as the terms and conditions are similar to
current market conditions. Foreign exchange contracts are marked to market using quoted market prices.

The Company's principal financial liabilities, other than derivatives, comprise loans and borrowings and trade and
other payables. The main purpose of these financial liabilities is to finance the Company’s operations and to provide
guarantees to support its operations. The Company has deposits, trade and other receivables and cash and short
term deposits generated directly from its operations. The Company also holds available for sale investments and
enters into derivative transactions. :

The Company’s activities expose it to a variety of financial risks: market risk (including foreign exchange and
interest rate), credit risk and liquidity risk. The Company’'s overall risk management program focuses on the
unpredictability of financial markets and.seeks to minimize potential adverse effects on the Company’s financial
performance. The Company uses derivative financial instruments to mitigate certain risk exposures. The Company
does not purchase any derivative financial instruments for speculative purposes. Risk management is the
responsibility of the corporate finance function, which has the appropriate skills, experience and supervision. The
Company'’s operating entities along with the corporate finance function, identify, evaluate and, where appropriate,
mitigate financial risks. Material risks are monitored and are regularly discussed with the Audit Committee of the
Board of Directors.
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The risks associated with the Company’s financial instruments are as follows:

(a)

Market risk ‘

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because
of changes in market prices. Components of market risk to which the Company is exposed are discussed
below.

Foreign currency risk: :

The objective of the Company's foreign exchange risk ' management activities is to minimize transaction
exposures and the resulting volatility of the Company’s earnings, subject to liquidity restrictions, by entering
into foreign exchange forward contracts. Foreign currency risk is created by fluctuations in the fair value or
cash flows of financial instruments due to changes in foreign exchange rates and exposure.

The Company reports its resuits in Canadian dollars, and a substantial portion of the costs of the Silicon
Group is in Canadian dollars, as the Company purchases silicon metal from Québec Silicon in Canadian
dollars, whereas a significant part of the Company's products are priced and sold in Euros and U.S. dollars.
In particular, Bécancour Silicon has commitments to supply silicon metal to long standing customers over
the next five years at prices denominated in Euros in quantities that are a significant portion of Bé&cancour
Siticon's expected supply allocation from Québec Silicon for at least the next three years. Such pricing is
fixed in Euros for 2011 and subject to negotiation within a defined price range in Euros, for each of the
remaining four years. The pricing is subject to currency adjustment which effectively reduces by half the
exposure of both parties to fluctuations in the average quarterly Euro/USD exchange rate by more than 5%
relative to the exchange rate in effect in October 2009. The Company also has U.S. dollar interest-bearing
debt. Volatility in the Canadian dollar — Euro exchange rate and Canadian dollar - USD exchange rate could
have a material impact on the gross margins of the Company.

Based on the Company’s Euro denominated net inflows and outflows for the three months ended March 31,
2011, a strengthening (weakening) of the Euro. of 1% would, everything else being equal, have a positive
(negative) effect on net income before taxes of $11 (2010 - $365), prior to hedging activities. Based on the
Company's U.S. dollar denominated net inflows and outflows for the three months ended March 31, 2011, a
strengthening (weakening) of the U.S. dollar of 1% would, everything else being equal, have a positive
(negative) effect on net income before taxes (due to changes in the fair value of monetary assets and
liabilities including non designated foreign currency derivatives) of $65 (2010 - $275). The Company’s
exposure to foreign currency changes for all other currencies is not material.

The Company enters into foreign exchange forward contracts to mitigate foreign currency risk relating to
certain cash flow exposures. The hedge transactions are expected to occur within a maximum 12 month
period. The Company's foreign exchange forward contracts reduce the Company’s risk from exchange
movements because gains and losses on such contracts offset losses and gains on transactions. being
hedged. Where the nature of the hedge relationship is not an economic hedge, it is the Company's policy to
negotiate the terms of the hedging derivatives to match the terms of the underlying hedge items to
maximize hedge effectiveness.

The Company had entered into foreign exchange forward contracts at March 31, 2011 and December 31,
2010, relating to Euro deriominated sales in subsequent respective quarters. The counterparty to the
contracts is a multinationat commercial bank and therefore credit. risk of counterparty non-performance is
remote. Realized and unrealized gains or losses are included in net earnings (three months ended March 31,
2011 - $134 loss; three months ended March 31, 2010 - $nil).

The open foreign exchange forward contracts as at March 31, 2011 are as follows:

‘Notional Notional Canadian dollars equivalent

amount of Contract amount Fair value - -~ - Unrealized loss
{00Q’s) currency sold . $ 3 $

Euro 5,300 7,279 7,259 20
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(b)

The open foreign exchange forward contracts as at December 31, 2010 are as follows:

" Notional Notional Canadian dollars equivalent
. . amount of Contract amount Fair value Unrealized loss
(000's) currency sold $ $ $
Euro 4,500 5,936 5,867 69

Subsequent to March 31, 2011, the Company entered into foreign exchange forward contracts to sell €1,800
for Canadian dollars in the period May 20 June 2011 at rates of 1.395 to 1.401 (see Note 26).

[nterest rate risk:

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Company is exposed to interest rate risk to the extent that
cash and short term investments, bank indebtedness, the 1Q Term Loan and amounts due to an affiliated
entity are at floating rates of interest. The Company’s maximum exposure to interest rate risk is based on
the effective interest rate and the current carrying value of these assets and liabilities. The Company
monitors the interest rate markets to ensure that appropriate steps can be taken if interest rate volatility
compromises the Company's cash flows. A 1% change in interest rates would, everything else being equal,
change annualized net income before taxes for the three month period ended March 31, 2011 by $264
(March 31, 2010 - $612). There is no additional impact on consolidated statements of operations from the
change in interest rates.

Commodity price risk - _
The Company is exposed to market risks associated with commodity prices and market volatility where

estimated. customer requirements do not match actual customer requirements. Management actively
monitors these positions with regards to anticipated silicon metal purchases from Québec Silicon. The

‘Company's exposure to market'risk is- affected by a number of factors, including accuracy of estimation of -

customer commodity requirements, commodity prices, volatility and liquidity of markets. The inability or
failure of the Company to manage and monitor the above market risks could have a material adverse effect
on the operations and cash flow of the Company.

As of the year ends December 31, 2011 and 2010 the Company does not have any derivative financial
instruments to hedge comimodity price risks.

Credit risk ’ :

Credit risk is the risk that one party to a financial instrument fails to discharge an obligation and causes
financial loss to another party. The Company is exposed to credit risk from its operating activities (primarily
for trade accounts receivable and deposits) and from financing activities, including deposits. with banks and
financial institutions, foreign exchange transactions and other financial instruments.

Accounts receivable and long term receivables are subject to credit risk exposure and the carrying values
reflect management’s assessment of the associated maximum exposure to such credit risk. Substantially all
of the Company’s accounts receivable are due from customers in a variety of different industries and as
such, are subject to normal credit risks in their respective industries. The Company regularly monitors
customers for changes in credit risk. As a requirement of the Company's Senior Credit Facility, trade
receivables from customers in Europe are insured for events of non-payment through third party export
insurance.

The maximum exposure to-credit risk is equal to the carrying value of the financial assets. The objective of
managing counterparty credit'risk is to prevent losses in financial assets. The Company assesses the credit
quality of the counterparties, taking into account their financial position, past experience and other factors.
Credit risk is mitigated by entering into sales contracts with stable, creditworthy parties and through
frequent reviews of exposures to individual entities. The Company does not believe that any single industry
or customer group or geographic region represents significant credit risk.

At March 31, 2011, the Company- had five customers (December 31, 2010: five customers, January 1,
2010 five customers) that-accounted for approximately 57% (December 31, 2010: 48%, January 1, 2010:
70%) of all receivables owing. The requirement for an impairment is analyzed at each reporting date on an
individual basis for major customers. Additionally, a large number of minor receivables are grouped into
homogeneous groups and assessed for impairment collectively. The calculation is based on actual historical
data. The Company does not hold collateral as security. The Company evaluates the concentration of risk
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with-respect to trade receivables as low, as its customers are located in several jurisdictions and industries
and operate in largely independent markets.

In addition, the Company enters into foreign exchange forward contracts with a large multinational bank to
mitigate associated foreign exchange risk. In cases where the credit quality of a customer does not meet
the Company's requirements, a cash deposit is received before any goods are shipped. The carrying
amount of accounts receivable is reduced through the use of an allowance account and the amount of the
loss is recognized in the consolidated statements of operations within other operating expenses. When a
receivable balance is considered uncollectible, it is written off against the allowance for accounts receivable.
Subsequent recoveries of amounts previously written off are credited against other operating income in the
consolidated statements of operations. The following table sets forth details of the age of trade accounts
receivables that are not overdue as well as an analysis of overdue amounts and related allowance for the
doubtful accounts:

March 31, 2011 December 31, 2010 January 1, 2010
Total accounts receivable $ 8,214 $ 12,641 $ 12,249
Less: Allowance for doubtful accounts (235) (276) (1,242)
Total accounts receivable, net $ 7,979 3 12,365 3 11,007
Of which:
Not overdue . $ 7,979 $ 12,365 $ 10,961
Past due for 'more than three months
but not for more than one year - - -
Past due for more than one year 235 276 1,288
Less: Allowance for doubtful accounts (235) (276) (1.242)
Total accounts receivable, net . $ 7.979 $ 12,365 $ 11,007

The movement in the Company'’s allowance for doubtful accounts for the periods ended March 31, 2011, and
December 31, 2010 was as follows:

Total ' March 31,2011 December 31, 2010

(c)

Cost: .

At January 1 ' $ 276 $ 1,242
Additional provision recognized - 226
Amounts recovered during the year - (1.160)
Unused provision reversed 37) (23)
Exchange differences (C)) (9)
At period end $ 235 $ 276

Credit risk from balances. with banks and financial institutions is managed by the Company's treasury in
accordance with the Company’'s policy. Investments of surplus funds are made only with approved
counterparties and within credit limits assigned to each counterparty. The Company’s maximum exposure to
credit risk for the components of the consolidated balance sheet at March 31, 2011 and December 31, 2010
is the carrying amounts of cash and cash equivalents and other current financial assets in the consolidated
balance sheet.

Liquidity risk i

Liquidity risk is the potential inability to meet financial obligations as they fall due. The Company manages
this risk by monitoring detailed monthly cash forecasts and longer term forecasts for subsequent periods to
ensure adequate and efficient use of cash resources and credit facilities.

The Company’s objective in managing liquidity risk is to maintain sufficient readily available sources of
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19.

funding in order to meet its liquidity requirements at any point in time. The Company attempts to achieve
this through managing cash from operations and through the availability of funding from committed credit
facilities.

The Company incurred net losses of $8,025 for the three months ended March 31, 2011 and $95, 674 for
the year ended December 31, 2010. There is also material uncertainty with respect to the level of liquidity
that will be generated by operations in the future.

At March 31, 2011, the Company had negative working capital of $2,890, was holding cash of $963 and had
undrawn available lines of credit-under the Credit Agreement with Bank of America of approximately
$3,798.

Both the Senior Credit Agreement and the Term Loan Agreement contain financial covenants and cross-
default provisions (see Note 10). The minimum EBITDA levels for the purpose of the financial covenants in
the Senior Credit Agreement have been set at amounts based on the Company'’s projected financial results.
In the event that the Company is unable to achieve such financial results, it may become non-compliant
under the Senior Credit Agreement. Non-compliance with any of the financial covenants under the Senior
Credit Agreement or the Term Loan Agreement may cause Bank of America or 1Q, respectively, to declare
an event of default and demand repayment of the entire outstanding indebtedness under such facilities.
The AMG Convertible Note also contains a cross-default provision, financial reporting covenants, a negative
debt covenant and certain capital expenditure approval requirements.

Both the Senior Credit Agreement and the Term Loan Agreement restrict the Company’s ability to incur
additional indebtedness, sell assets, create liens or other encumbrances, incur guarantee obligations, make
certain payments, make investments, loans or advances and make acquisitions beyond certain levels.
Substantially all of the Company’s assets have been pledged as collaterai to their lenders under the Senior
Credit Agreement and the Term Loan Agreement.

The Company has also been named as a defendant in a proposed class action lawsuit, claiming damages in
excess of $540,000. While the Company intends to vigorously defend the allegations in such lawsuit and
the plaintiff's attempt to get court approval to. proceed, the timing and outcome of such proceedings are
uncertain and the amount of any damages awarded could be substantial.

As a result of the Company's liquidity risk, the Company's ability to continue as a going concern is subject to
the continued support of its lenders and is uncertain. Therefore the Company may be unable to continue to
realize its assets and discharge its liabilities in the normal course of business. The consolidated financial
statements do not give effect to any adjustments to recorded amounts and their classification which could
be necessary should the Company be unable to continue as a going concern and therefore be required to
realize its assets and discharge.its liabilities in.other than the normal course of business and at amounts
different than those reflected in the consolidated financial statements.

EARNINGS PER SHARE

Basic earnings per share amounts are calculated by dividing net income/loss for the period attributable to equity
holders of.the parent by the weighted average number of shares outstanding during the period. Diluted earnings
per share amounts are calculated by.dividing the net income/loss attributable to equity hoiders of the parent by the
weighted average number of shares outstanding during the period plus the weighted average number of shares
that would be issued on conversion of all the dilutive potential shares into shares.
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The folIowinQ reflects the income and share data used in the basic and diluted earnings per share computations:

March 31, 2011 March 31, 2010
Net loss attributable to shareholders for basic and diluted earnings
per share ‘ $ 8,025 § 10,427
Weighted average number of shares for basic earnings per share 195,734,769 160,470,031
Effect of dilution:
Share options - -
Convertible debt conversion right - -
Weighted average number of shares adjusted for the effect of
dilution 195,734,769 160.470,031

There have been no other transactions involving an actual or potential issuance of shares between the reporting
date and the date of completion of these financial statements which materially affect diluted earnings per share.

REPORTABLE BUSINESS SEGMENTS

The Company is managed as a single business segment, the Silicon Group, that consists of silicon metal and solar
grade silicon product lines. The Company also incurs corporate administrative expenses and costs related to
inactive, legacy entities ("Other”). The Company determines and presents business segments based on the
information that internally is provided to the president and chief operating officer of the Company, who is the
Company’s chief operating decision maker ("CODM"). When making resource allocation decisions the CODM
evaluates liquidity and production capacity. The objective in making resource allocation decisions is to maximize
consolidated profits and cash flows.

The CODM assesses the performance of the business segment based on the consolidated earnings of the Company
for the period. This measure excludes the effects of certain income and expense items, which are unusual, by
virtue of their size and incidence, in the context of the Company'’s ongoing core operations, such as the impairment
of a financial asset investment and accelerated depreciation of property, plant and equipment.

All segment revenue is derived wholly from external customers and as the Company has a single reportable
segment, intersegment revenue is zero.

(a) Sales (based on the country/region to which the goods were shipped):

Three month period ended March 31

2011 2010

Silicon Group Silicon Group

Canada $ 2,328 $ 3,880
United States ‘ 7,777 9,600
Mexico - 6
Europe : 12,553 17,127
Australia - - -
Pacific Rim - 1,260 184
Other - ' -

$ 23,918 $ 30,797
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(b)

Net income (loss):

Three month period ended March 31

2011
Silicon Group Other Total
Loss before the undernoted: 1,697 (5,573) (3.876)
Amortization of PP&E and intangible
assets (1.467) (5) (1.472)
Interest - (1,345) (1,345)
Environmental remediation costs (50) 36 (14)
Accretion of convertible debt - (80) (80)
Pension curtailment costs - - -
Impairment of investment in Applied
Magnesium - (222) (222)
Reorganization costs - (1,341) (1.341)
Equity income of Québec Silicon 269 - 269
Net loss 449 (8.530) (8.081)
Totél assets 137,546 2,473 140,019
Total liabilities 79,735 17,483 97,218
Three month period ended March 31, 2010
Silicon Group Other Total
Loss before the undernoted: (2,255) (2,206) (4,461)
Amortization of PP&E and intangible
assets (3.872) (6) (3,878)
Interest - (2,7111) (2117)
Environmental remediation costs (44) (6) (50)
Accretion of convertible debt - (136) (136)
Pension curtailment costs - - -
Impairment of assets Q)] - -
Income tax expense - - -
Net loss (6,171) (4,465) (10,636)
;I'otal assets 264,200 3,316 267,516
128,500 19,454

Total liabilities
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(c) Non-current assets (excludes financial instruments, deferred tax assets and post-employment
benefit assets):

Silicon Group Other March 31, 2011

Canada $ 63,308 $ 516 $ 63,824
3 63,308 $ 516 $ 63,824

Silicon Group Other December 31,2010

Canada $ 64,640 1,291 $ 65,931
$ 64,640 1,291 $ 65,931

(d) Additions to non-current assets (excludes financial instruments, deferred tax assets and post-
employment benefit assets):

March 31, 2011 December 31, 2010

Silicon ’ $ 14 $ 927
... Other . ‘ - .
$ 14 $ 927

The Company has traditionally had several large customers, the loss of any of which could have a material
adverse effect on the financial position, resuits of operations and liquidity of the Company. For the three
months ended March 31, 2011, sales to each of the Company’s two (three months ended March 31, 2010 -
two) largest customers exceeded 10% of total sales and were $ 10,384 and $3,345 (three months ended
March 31, 2010 - $ 12,631 and $ 4,385). The extent to which any of the Company'’s significant silicon metal
customers may be unwilling or unable to satisfy all or a material portion of its purchase commitments with
the Company could have a material adverse affect on the Company's results of operations and liquidity.

For the three months ended March 31 2011, the Company sold inventories to Sudamin for $nil (three
months ended March 31, 2010 - $4,668). These transactions were for cash (see Note 14).

CAPITAL MANAGEMENT

The Company defines capital as Shareholders’ equity (excluding accumulated other comprehensive income) and
long-term debt. The Company's objectives when managing capital are to maintain flexibility between:

(a)  Enabling it to operate efficiently;
(b) Providing liquidity and access to capital for growth opportunities; and
{c) Providing returns and gengrating predictable cash flow for distribution to shareholders.

The Company mariages the capital structure and makes adjustments to it in light of changes in economic conditions
and the risk characteristics of the underlying assets. The Board of Directors does not establish quantitative return
on capital criteria for management; but rather promotes year-over-year sustainable profitable growth. The
Company’s capital management objectives have remained unchanged from the prior year. The Company is not
subject to any externally imposed capital requirements, other than restrictions on distributions and dividends under
the Senior Credit Facility (see Note 10).

The Company defines capital that it manages as the aggregate of its shareholders’ equity and interest bearing
debt. The Company's objectives when managing capital are to ensure that the Company will continue as a going
concern, so that it can provide products and services to its customers and returns to its shareholders.

As at March 31, 2011, the Company's managed capital was $74,376 (March 31, 2010 - $150,750) which was

comprised of shareholders’ equity excluding non-controlling interest of $43,355 (March 31, 2010 - $119,771) and
interest-bearing debt of $31,021 (March 31, 2010 - $30,979). Included in interest bearing debt is the debt
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component of the convertible note of $3,537 (March 31, 2010 - $4,767), where the associated accreted interest

expense is a non-cash charge.

The Company manages its capital structure with the objective of matching short and long-term financing with the
respective assets. The Company targets having sufficient revolving credit facilities to fund working capital
requirements and principal and interest payments of its debts, and adequate long-term debt and equity to finance

long-term assets.

COMMITMENTS AND CONTINGENCIES

(a) Commitments

i Contractual obligations

The table below summarizes the maturity profile of the Company's financial liabilities as at March 31,
2011 and December 31, 2010 based on contractual undiscounted payments:

Period ended March 31, 2011:

Less than 1to 3 4to5
Total 1 Year Years Years Thereafter

Term debt $ 46,745 $ 3,181 3% 14,250 4,492 % 24,822
Operating Lease 1,826 285 703 197 641
Financial liabilities due to
related parties 9,038 739 6,664 260 1,375
Thorsil Bond 1,113 1,113 - - -
Defined benefit pension
funding obligations 14,811 3,424 9,017 2,370 -
Capital asset purchase

- commitments 800 800 - - -
Reorganization obligations 1,958 792 376 118 672
Environmental obligations 7,686 2,234 2,536. 188 2,728
Contract termination claims_ 4,843 1,443 3,400 - -
Total contractual obligations  $ 88,020 $ 13,211 $ 36,946 7,625 $ 30,238
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Period ended December 31, 2010:

Less than 1to3 4to 5

Total 1 Year Years Years Thereafter
Term debt $ 47,527 $ 3,172 3% 13,889 $ 4,547 $ 25,919
Operating Lease 1,879 286 706 197 690
Financial liabilities due to
related parties 7,106 700 6,406 - -
Thorsil Bond - 1,114 1,114 - - -
Defined benefit pension
funding obligations 14,811 3,424 9,017 2,370 -
Reorganization obligations 2,050 874 392 123 661
Environmental obligations 6,886 1,434 2,536 188 2,728
Contract termination claims 5,081 1,041 4,040 - -
Total contractual obligations $ 87,766  $ 13,357 % 36,986 $ 7,425 % 29,998

ii. Operating leases
The Company leases equipment and office, manufacturing and warehouse space under operating
leases with minimum aggregate rent payable in the future as follows:

Within one year $ 285
After one year but not more than five years 900
More than five years 641

$ 1,826

iii. Environmental obligations
In 2009, the Québec Ministry of the Environment issued a Certificate of Authorization with respect to
the Bécancour facility to remediate a silica fumes disposal site. The planned work is scheduled to be
completed in 2014.

In 2006, the Company filed a Mine Closure Plan with the Ontario Ministry of Northern Development,
Mines and Forestry with respect to the Haley, Ontario facility. The plan requires the Company to
provide financial assurance of $1,683 by way of an initial deposit of $337 and annual payments of
$269 over a period of five years. The Company has paid the initial payment and four annual
instalments ($1,413). The Company has been remediating the property in accordance with the
agreed terms of the Mine Disclosure Plan.

The environmental certificate of authorization (the "Certificate of Authorization”) granted to Québec
Silicon by the Québec Minister of Sustainable Development, Environment and Parks (the “Ministry”)
on September 30, 2010 incorporated a number of environmental undertakings of Québec Silicon
which are to be completed within the timelines set out in the Certificate of Authorization. Bécancour
Silicon _has. agreed to indemnify Québec Silicon for all expenditures relating to the environmental
undertakings set out in the Certificate of Authorization including future estimated capital-related
expenditures of approximately $849 incremental to the Company's capital expenditures
commitments of $439 as at December 31, 2010.

(b) Contingent liabilities

i. Class Action Lawsuit
Timminco and certain of its directors and officers, as well as certain third parties have been named
as defendants in a potential class action lawsuit filed in the Ontario Superior Court of Justice on May
14, 2009. This lawsuit was commenced by the plaintiff Ravinder Kumar Sharma on behalf of
shareholders who acquired Timminco’s common shares between March 17, 2008 and November 11,
2008 and claims damages exceeding $540 million. The plaintiff alleges that Timminco and others
made certain misrepresentations about Bécancour Silicon's solar grade silicon production process.
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These are unproven allegations, and the plaintiff will need to seek leave, or permission, of the court
to proceed under the secondary market disclosure provisions of the Ontario Securities Act.

The Company has not recorded any liability related to these matters. Timminco's directors and
officers insurance policies provide for reimbursement of costs and expenses incurred in connection
with this lawsuit, including legal and professional fees, as well as potential damages awarded, if any,
subject to certain policy limits and deductibles. Timminco intends to vigorously defend these
allegations and the plaintiff’s attempt to get court approval to proceed. However, no assurance can
be given with respect to the ultimate outcome of such proceedlngs and the amount of any damages
awarded in such lawsuit could be substantial.

ii.. Other legal actions
The Company is involved in various legal matters arising in the ordinary course of business. The
resolution of these matters is not expected to have a material adverse effect on the Company's
financial position, results of operations or cash flows.

iii. Guarantees

In the normal course of business, the Company has provided indemnifications in various commercial
agreements which may require payment by the Company for breach of contractual terms of the
agreement. Counterparties to these agreements provide the Company with comparable
indemnifications. The indemnification period generaily covers, at maximum, the period of the

- applicable agreement plus the applicable limitations period under law. The maximum potential
amount of future payments that the Company would be required to make under these
indemnification agreements is not reasonably quantifiable as certain indemnifications are not subject

.-to ‘limitation. However, the Company enters into indemnification agreements only when an
assessment of the business circumstances would.indicate that the risk of loss is remote.

The Company has agreed to indemnify its current and former directors and officers to the extent
permitted by law against any and all charges, costs, expenses, amounts paid in settlement and
damages incurred by the -directors and officers as a result of any lawsuit or any other judicial
administrative or investigative proceeding in which the directors and officers-are sued as a result of
their service. These indemnification claims will be subject to any statutory or other legal limitation
period. The nature of such indemnification prevents the Company from making a reasonable
estimate of the maximum potential amount it could be required to pay to counterparties.

COMPARATIVE FIGURES

Certain of the Januéry 1, 2010 and March 31, 2010 comparative figures have béen reclassified to conform to the
financial statement presentation adopted in 2011.

EXPLANATION OF TRANSITION TO IFRS

For all periods up to December 31,.2010 the Company prepared its consolidated financial statements.in accordance
with previous Canadian generally accepted accounting principles ("Canadian GAAP"). These consolidated financial
statements for the quarter ending March 31, 2011 are the first interim consolidated financial statements that
comply with IFRS expected to he in effect as at December 31, 2011, as described in the accounting polices
described in Note 3. In preparing these consolidated. financial statements, the Company's opening consolidated
balance sheet was prepared as at January 1, 2010, the Company's date of transition to IFRS. This note explains
the principal adjustments made by the Company in restating its previous Canadian GAAP consolidated balance
sheet as at January 1, 2010 and.jts previously published Canadian GAAP consolidated financial statements for the
three month period ended March 31, 2010 and year ended December 31, 2010.

(a) Elected exemptions from full retrospective appllcatlon
In preparing these consolidated - financial statements in_ accordance with IFRS 1 First- time Adoptlon of
International Financial-Reporting Standards (“IFRS 17), the Company has applied certain of the optional
exemptions from full retrospective application of IFRS as described below.

i Business' combinations )
The Company has applied the business combinations exemption in IFRS 1 to not apply IFRS 3

retrospectively to past business combinations. Accordingly, the Company has not restated business
combinations that took place prior to the transition date.
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Vi.

vil.

Fair value or revaluatlon as deemed cost
The Company has elected to measure the silicon metal property, plant and equnpment at Bécancour
at fair value as at January 1, 2010 and use that amount as deemed cost as at January 1, 2010.

Employee beneflts
The Company. has .elected to recognize all cumulative actuarial galns and losses as at January 1,
2010 in opening retained.earnings for the Company’s. employee benefit plans.

Share-based payments

The Company has elected to retrospectively apply .the provisions of IFRS 2 Share-based Payment
("IFRS 2") only to equity instruments granted. after November 7, 2002 that are unvested at the
transition date; and liability instruments arising from-share-based payment transactions that are
outstanding at the date of transition.

Foreign exchange
Cumulative currency translation differences for all foreign operations are deemed to be zero as at
January 1, 2010.

Borrowing costs
The Company has elected only to capitalize borrowing costs relating to qualifying assets for which the
commencement date for capitalization is on or after the date of transition.

First time adopter later than an entity that has significant influence over it

The Company became a first time adopter later than AMG, which has significant influence over the
Company (see Note 14). IFRS 1 offers the Company the opportunity either to use the carrying
amounts: that would be included in AMG's consolidated financial statements, based on AMG's date of
transition to IFRSs, if no adjustments were made for equity accounting procedures and for the effects
of the acquisition accounting in which AMG acquired an interest in the Company; or the carrying
amounts required by the rest of IFRS 1 based on the Company's date of transition to IFRSs. The
Company has elected to apply the IFRS 1 exemptions independently of AMG's application of such
exemptions using the Company’s transition date of January 1, 2010. )
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(b)

Reconciliation of equity

The following is a reconciliation of the Company’s consolidated balance sheet reported in accordance with
previous Canadian GAAP to its consolidated balance sheet reported in accordance with IFRS at the transition

date January 1, 2010:

Canadian
Notes GAAP Adjustment 1FRS
ASSETS
Current Assets
Cash and cash equivalent 1,170 - 1,170
Accounts receivable 11,007 - 11,007
Due from related companies 209 - 209
Inventories 39,797 - 39,797
Finished goods consigned to
related company 8,262 - 8,262
Prepaid expenses and
deposits 1,494 - 1,494
61,939 - 61,939
Long term receivables 1,282 - 1,282
Long term inventories 26,597 . 26,597
Property, plant and »
equipment’ ) i 91,396 72,518 163,914
Investments 222 - 222
Future income taxes X 2,831 (2.831) -
Employee future benefits : {] 939 (939) .-
lntangible assets 7.875 - 7,875
Goodwill 16,827 - 16.827
209,908 68,748 278,656
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Canadian
Notes GAAP Adjustment IFRS

LIABILITIES
Current Liabilities
Bank indebtedness 40,315 - $ 40,315
Accounts payable and accrued
liabilities v 22,078 (2,451) 19,627
Deferred revenue 10,070 - 10,070
Due to related companies vi 5,526 (409) 5,117
Future income taxes X 455 (455) -
Other financial liability vi - 471 471
Current portion of long term
liabilities viii 39,158 (334) 38,824
Current portion of long term
provisions v 2,681 1,685 4,366

120,283 (1.493) $ 118,790
Lon'g term liabilities 128 - 128
Employee future benefits -~ ii 20,118 16,131 36,249
Future income taxes 2,376 (2,376) -
Long term provisions 6,266 1,166 7.432

149,171 13,428 $ 162,599
SHAREHOLDERS' EQUITY
Capital stock X 285,951 (746) 285,205
Equity . component of
convertible notes vi 217 217) -
Contributed surplus vii 12,996 (3,558) 9,438
Deficit (238,427) 59.841 $ (178,586)
Equity attributable to owners
of parent 60,737 55,320 116,057
Non-controlling interest - - -
Total Equity 60,737 55,320  $ 116,057

209,908 68,748 3
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The following is a reconciliation of the Company’s consolidated balance sheet reported in accordance with

Canadian GAAP to its consélidated balance sheet reported in accordance with IFRS at December 31, 2010:

De-
Consolidate
Canadian Québec
GAAP Silicon (Note
Notes (Note 23) iv) Adjustment 1FRS
ASSETS
Current Assets
Cash and cash
equivalent $ 8,076 (593) - 7.483
Restricted cash 105 - - 105
Accounts receivable 13,984 (1,619) - 12,365
Due from related
companies 967 1,205 - 2,172
Inventories iv 29,368 (14,684) (211) 14,473
Finished goods
_ consigned to
related company 4,530 - - 4,530
Prepaid expenses
‘ andrdeposits 1,531 (166) - 1,365
‘ : $ 58,561 (15,857) 211) % 42,493
Due from related
companies - 1,275 - 1,275
~ Longterm :
" receivables 1,275 - - 1,275
Long term
inventories 2,874 - - 2,874
Property, plant and :
equipment i, iil 83,608 (91,155) 67,373 59,826
Investments .\ o222 42,895 54 43,17
Future income
taxes X 2,283 - (2,283) -
Employee future
benefit ii 3,140 - (3.140) -
intangible assets ifi, iv 4,919 (1,500) (188) 3,231
- Goodwill ifi, iv 12,352 (12,352) - -
$ 169,234 (76,694) 61,605 % 154,145
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Canadian De-consolidate
GAAP Québec Silicon
Notes (Note 23) (Note iv) Adjustment 1FRS
LIABILITIES
Current Liabilities
Bank indebtedness - - - -
Accounts payable and
accrued liabilities vii 20,426 (11,606) 244 9,064
Deferred revenue 6,319 - - 6,319
Due to related
companies 1,863 17,337 52 19,252
Future income taxes 335 - (335) -
Other financial liability vi - - 1,343 1,343
Current portion of long
term liabilities v, viii 2,604 (53) 722 3,273
Current portion of long
term provisions iv, v 3,679 (57) (1,067) 2,555
35,226 5,621 ,959 41,806
Due to related
companies vi 16,199 (8,348) (1,433) 6,418
Long term liabilities 25,028 (28) 3,619 28,619
Employee future
benefits ii 20,360 (9,466) 9,716 20,610
Future income taxes X 1,948 - (1,948) -
Long term provisions v 9,015 - (2,160) 6,855
107,776 (12,603) 9,135 104,308
Non-controiling interest iv 41,574 (41,574) - -
SHAREHOLDERS'
EQUITY
Capital stock x 311,523 - (748) 310,777
Equity component of ’
convertible notes vi 217 - (217) -
Contributed surplus vii 21,323 - (8,003) 13,320
Deficit (313,179) (22,.899) 62,428 (273,650)
Equity attributable to
owners of parent 19,884 (22,899) 53,462 50,447
Non-controlling interest ix - - (610) (610)
Total Equity 19,884 (22,899) 52,852 49,837
169,234 (76,694) 61,605 154,145
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The following is a reconciliation of the Company's consolidated balance sheet reported in accordance with

Canadian GAAP to its consolidated balance sheet reported n accordance with IFRS at March 31, 2010:

Canadian
GAAP
Notes (Note 23) Adjustment IFRS
ASSETS
Current Assets
Cash and cash equivalent 1,017 - 1,017
Restricted cash 639 - 639
Accounts receivable 9,218 - 9,218
Due from related companies 584 - 584
Inventories 36,837 - 36,837
Finished goods consigned to
related company 5,419 - 5,419
Prepaid expenses and
deposits 1,643 - 1,643
55,357 - $ 55,357
Long term receivables 1,280 - 1.280
Long tefm inventories 25,631 - 25,631
Property, plant and )
equipment i 89,657 71.373 161,030
Investments 222 - 222
Future income taxes X . 7,287 (7,287) -
Employee future benefit ii . 939 (939) -
Intangible assets 7,169 - 7,169
Goodwill 16.827 - 16,827
204,369 63,147 $ 267,516
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Canadian
GAAP
Notes (Note 23) Adjustment IFRS
LIABILITIES
Current Liabilities
. Bank indebtedness 36,226 - 36,226
Accounts payable and accrued
liabilities v, vii 21,575 (2,245) 19,330
Deferred revenue 12,232 - 12,232
Due to related companies vi 5,743 (311) 5,432
Future income taxes X 332 (332) -
Current portion of long term
liabilities viii 27.310 (287) 27,023
Current portion of long term
provisions \' 2,441 1,820 4,261
105,859 (1,355) 104,504
Long term liabilities 66 - 66
Employee future benefits . i 20,297 15,606 35,903
Future income taxes 6,955 (6,955) -
Long term provisions 6,180 1,301 7.481
139,357 8,597 147,954
SHAREHOLDERS' EQUITY
Capital stock X 299,089 (746) 298,343
Equity component of
convertible notes vi 217 (217) -
Contributed surplus vii 15,038 (4,597) 10,441
Deficit (249,332) 60,319 (189,013)
Equity attributable to owners
of parent 65,012 54,759 119,771
Non-controlling interest ix - (209) (209)
Total Equity 65,012 54,550 119,562
204,369 63,147 267,516
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Reconciliation of Net Income As Reported Under Previous Canadian GAAP to IFRS
The following is a reconciliation of the Company's net income reported in accordance with Canadian GAAP to
its net income in accordance with IFRS for the three month period ended March 31, 2010.

Period ended Year ended
Note March 31, 2010 December 31, 2010

Net loss as reported under previous

Canadian GAAP $ (10.,905) $ (74,752)
Differences increasing (decreasing)

reported net income:

Depreciation expense i (1.145) (3.311)
Employee benefit expense ii 144 (313)
Share-based payments expense vii 833 4,378
Impairment of assets prior to disposal

to Québec Silicon iv - (17,693)

De-consolidate Québec Silicon

iv - (1.462)

Fair value adjustment of financial
liability vi 460 663
Share of net loss in jointly controlled

entity iv, vii - (335)
Impairment of long lived assets jii - (2,022)
- Interest. . s i, v, vi 24 (612)
Transaction costs =~ ] : viii (47) (215)
Net loss as reported undér IFRS ~* ; $ (10,636) " g (95,674)

Explanation of reconciling items from previous Canadian GAAP to IFRS

The following explanations accompany the preceding reconciliations and describe the effect of the transition
to IFRS:

Property, Plant and Equipment

The Company elected. to. record certain items of property, plant and equipment at fair value as
deemed cost on transition. The resuiting carrying value of these assets for IFRS exceeded the
recorded amount-under previous Canadian GAAP by $71,070 at January 1, 2010.

For all other items of property, plant and equipment, the provisions of IAS 16 were retrospectively
applied. Differences relating to the level of componentization and depreciation rates as at transition
date caused the carrying value of these assets under IFRS to exceed the recorded amount under

Canadian GAAP by $1,448.

The net increase in -carrying value resulted in higher depreciation under [FRS as compared to

" previous Canadian GAAP, however, this impact is partially offset by using longer estimated useful

lives for certain component parts (for the three months ended March 31, 2010 - $1,145; twelve
months ended December 31, 2010 - $3,311).

Employee Benefits
The Company elected to recognize in equity all cumulative actuarial gains and losses existing at the
transition date.

The other differences impacting the consolidated balance sheet and consolidated statements of
operations and comprehensive loss include:

“e .. Under Canadian GAAP, past service costs are generally amortized on a straight-line basis over

the average remaining service period of active employees. 1AS 19 requires the past service
cosls to be expensed on an accelerated basis, with vested past service costs expensed
immediately and unvested past service costs recognized on a straight-line basis until the
benefits become vested.

¢ Under Canadian GAAP, certain losses that were unrecognized at the time of adopting the

Canadian accounting standard were permltted to be recognized as a transitional asset and
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amortized into income over time. Those amounts are not permitted to remain unrecognized
under |AS 19 and must be recognized in equity on the transition date.

. Canadian GAAP permits the defined benefit obligation to be measured using rates inherent in
the current prices of annuity contracts if immediate settlement using such an annuity contract
‘is possible. "'1AS 19 requires the rate-used to discount the -defined benefit obligation to be
determined by reference to market yields on high quality corporate bonds.

D In addition IFRIC 14, The Limit on-a Defined Benefit Asset — Minimum Funding Requirements,
requires the Company to take: into account solvency funding contributions it currently makes
to its pension plans to cover ‘its solvency deficit when ‘determining its pension asset or
obligation. ‘The Corporation has recorded an additional liability as a result of IFRIC 14.

The consolidated balance sheets above show a total 1AS 19 defined benefit plan deficit of $36,249 at
January 1, 2010 ($35,903 at March 31, 2010; $20,610 at December 31, 2010) which compares with
a net deficit (employee future benefit obligation less asset) of $19,179 at January 1, 2010 ($19,358
at March 31, 2010; $17,220 at December 31, 2010) reported previously under Canadian GAAP. In
addition, the operating expense through the 2010 consolidated statement of operations and
comprehensive loss increased by $313 for the year ended December 31, 2010 (three months ended
March 31, 2010 — decreased $144).

Employee benefit obligations reclassified from long term provisions and included in the [AS 19
amounts described above were re-measured applying high quality bond discount rates. The carry

- value of the obligations increased $107 at January 1, 2010 (March 31, 2010 - $107; December 31,

2020 - $144). The remeasurement increased interest expense $37 for the year ended December 31,
2010 (three months ended March 31, 2010 - $nil).

'Long term asset impairment

IAS 36, Impairment of Assets (“1AS 36"), requires a one-step approach to determine the recoverable
amount of a CGU. Previous Canadian GAAP's two step approach required the application of
discounted cash flow techniques to measure the impairment amount, but only after the use of
undiscounted cash .analysis indicates the existence .of -impairment. The adoption of IAS 36 is
expected to result in more frequent write downs as compared.to previous Canadian GAAP since the
carrying amount of the assets which are supported by undiscounted cash flows may be determined
impaired when the future cash flows are discounted in accordance with the IFRS requirements. Under
IFRS, except for irnpairment losses  attributed to goodwill, previous .impairment losses may be
reversed or reduced if circumstances lead to a change in the impairment amount.

In accordance with IAS 36, Impairment of Assets, the Company assessed whether there were events
or circumstances indicating that an asset may be impaired both at the date of transition to IFRS and
as at December 31, 2010. Recoverable amounts were calculated using discounted cash flow models
based on the Company's long-term planning model. The key assumptions used in those. reviews are
disclosed in.Note 25. As a result of the review of recoverable amounts it was determined that certain
of the Company’s CGUs were impaired.

The total impact on _the consolidated balance sheet shows a reduction. in property, plant and
equipment of $1,834 and a reduction in intangible assets of $188 at December 31, 2010 ($nil at
January. 1, 2010 and March 31, 2010). In addition, cost of goods sold reflects the impact on
depreciation/amortization as a result of the recognition of this impairment loss.

Investments

Under IAS 31, Financial Reporting of Interests in Joint Ventures, the Company recognizes its interest
in the jointly controlled entity, Québec Silicon, using the equity method from October 1, 2010 (Note
6). Under the equity method, the investment in a jointly controlled entity is carried in the
consolidated balance sheet at cost plus post acquisition changes in the Company's share of net
assets of the jointly controlled entity. Under previous Canadian GAAP, however, this investment was
considered to be a Variable Interest Entity from October 1, 2010 and the Company was considered
the primary beneficiary and accordingly the Company consolidated.the _jointly controiled entity.

The adjustment on the consolidated balance sheet reflects deconsolidation of all the assets and

liabilities recognized under previous Canadian GAAP relating to the jointly controlled entity and an
increase in investment balance by $43,173 at December 31, 2010 (refer to Note 6).
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Under the equity method, the Company recognizes its share of the net -income of the jointly
controlled entity, restated to IFRS accounting policies consistent with those of the Company (three
months ended March 31, 2010 - $nil; year ended December 31, 2010 - $54). Under previous
Canadian GAAP, Québec Silicon was consolidated and a non-controlling interest change was
recognized with regards to Dow Corning. Under IFRS, Québec Silicon is not consolidated resulting in
a decrease in net income of $1,462 for the twelve months ended December 31, 2010.

The Company’s share of profits included in inventories purchased from Québec Silicon are eliminated
as at the balance sheet date (January 1, 2010 and March 31, 2010 - $nil; December 31, 2010 -
$211). . ) : B ,

The accounting in this respect also resulted in an additional impairment loss on transition to IFRS of
$17,693 for the year ended December 31, 2010 determined as the difference between the net
proceeds received, the fair value of the 51% investment in Québec Silicon retained and the carrying
value of the assets deconsolidated.

V. Provisions

Under IFRS, the discount rate used to calculate the present value of obligations is the pre-tax rate

that reflects current market assessments of the time value of money and the risks specific to the

liability. Under previous Canadian GAAP, Timminco discounted the future cash flows using

Timminco's credit adjusted risk free rate. Accordingly, the discount rate applied under [FRS is lower

- .. than the rate used under.previous Canadian GAAP. The re-measurement increased current and long-

-.term_ provisions (January. 1, 2010 - $2,306; March 31, 2010 - $2,195 and December 31, 2010 -
$2,319). : -

"Amounts relating to termination benefits which were recorded as provisions under previous Canadian

GAAP have been reclassified as employee benefits. The total impact on the consolidated balance
sheet is a decrease in current and long-term provisions and an increase in employee benefits of
$1,906 at January 1, 2010 ($1,525 at March 31, 2010; $1,086 at December 31, 2010). |n addition,
the statements of operations and comprehensive loss reflect the impact on operating expense as a
result of the recognition of the additional provisions on transition to IFRS. .

Under IFRS, current and long-term provisions are accounted for. and disclosed separately. from
accounts payable: and accrued liabilities. Provisions were reclassified from accounts payable and
accrued liabilities to current and long-term provisions (January 1, 2010 and March 31, 2010 -
$2,451; December 31, 2010 - $nil). Also, the accounting for Québec Silicon under the.equity
method for IFRS results in the environmental undertakings indemnification of.Bécancour Silicon to
Québec Siticon (Note 22(a) iii) being re-measured as at December 31, 2010 and increasing the
provision $52 ($nil impact for January 1, 2010 and March 31, 2010). During the third and fourth
quarters of 2010, the obligations previously reclassified from accounts payable and accrued liabilities
were settled as contractual obligations, Accordingly, these obligations were reclassified to long term
liabilities including current portions under IFRS during these respective. periods (as at December 31,
2010 - $4,460). ' )

Accretion of provisions for the three months ended March 31, 2010 was lower by $111 (year ended
December 31, 2010 - $12 increase).

Vi, Due to related companies and other financial liability

The Company had issued a convertible debt to AMG (refer Note 14) and under Canadian GAAP the
conversion feature relating to this debt was accounted for as an .equity instrument for $217 at all
reporting dates. Under IFRS, however, this debt including the embedded derivative conversion option
is accounted for as a financial liability in accordance with |AS 32, Financial Instruments: Presentation
and I1AS 39, Financial Instruments.

The total impact on the consolidated balance sheet shows a decrease in long term portion of due to
related companies by $409 at January 1, 2010 ($311 at March 31, 2010; $1,433 at December 31,
2010) and recognition of an other financial liability of $471 at January 1, 2010 ($nil at March 31,
2010; $1,343 at December 31, 2010)..1n addition, the operating expense reflects the adjustment for
accreted- interest expense, foreign exchange, and the mark to market of the embedded derivative
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vil.

viii.

conversion option financial liability (three ‘months ended March -31, ‘2010 - $87 and $460,
resp_ectively; twelve ‘mpnths ended December 31, 2010 - $511 and $663, respectively).

Share-Based Payrrients
The Company elected to only retrospectively apply the provisions of IFRS 2 to equity-settled awards
that were unvested at the transition date and liability awards outstanding at the transition date. -

The differences impacting the statement of position at the transition date include:
. When shareholder approval is necessary, IFRS 2 does not-permit a grant date to occur prior to
- such approval being obtained. - Under existing Canadian GAAP,-a grant date can occur when
shareholder approval is assured. Since the final measurement of compensation for equity-
settled awards generally occurs on the grant date, this difference impacts the measurement of
compensation for certain options that were granted by the Company in 2008 but approved by
shareholders in 2008.

. Awards with graded vesting provisions are treated as a single award for both measurement
and recognition purposes under Canadian GAAP. IFRS 2 requires such awards to be treated
as a series of individual awards, with compensation measured and recognized separately for
each tranche of options within a grant that has a different vesting date.

Under Canadian GAAP, compensation is recognized assuming all options will vest and adjusted as
forfeitures occur. IFRS 2 requires an estimate of forfeitures to be reflectad in the amount of

- compensation recognized.

At January 1, 2010,.the application of IFRS 2 reduced contributed surplus and increased opening

- retained earnings by $ 3,558 ($4,597 at March 31, 2010; $8,003 at December 31, 2010). The
.expense under IFRS is lower by $4,622 for the year ended December 31, 2010 ($1,039 for the three
_months ended March 31, 2010) as compared to previous Canadian GAAP.

Employees transferred from Bécancour Silicon to Québec Silicon retained the rights to vested and
unvested options. As there is no corresponding equivalent or offsetting contribution by Dow Corning,
49% of the share-based payment must be recognized by the Company . The amount increases
contributed surplus and decreases share of net income of a jointly controlled entity. (for the year
ended December 31, 2010 - $178).

Under IFRS, expense recognition for the performance share units is based on.a fair value model,
compared to an intrinsic value under previous Canadian GAAP (for the three months ended March 31,
2010 - $206; for the year ended December 31, 2010 - $244). The resulting fair value is recorded in
accounts payable and accrued liabilities (January 1,-2010 - $nil; March 31, 2010 - $206; December
31, 2010 - $244).

Transaction costs on debt

Under IFRS, transactioh costs related to the lohg term debt instruments are included in the value of
the instruments and amortized using the effective interest rate method. Under previous Canadian
GAAP, such transaction costs were expensed by the Company.

The total impact on the consolidated balance sheets is a decrease. in long term liabilities including
current portions by $334 at January 1, 2010 ($287 at March 31, 2010; $119 at December 31, 2010).
In addition, the operating expense reflects the impact of accreted interest expense in this respect of
$215 for the year ended December 31, 2010 ($47 for the three months ended March 31, 2010).

Non-Controlling Interest in Thorsil

Under previous Canadian GAAP, the loss attributable to the non-controlling .interest of Thorsil is
shown as a deduction in the determination of loss in the statement of operations.and comprehensive
loss. 1AS 27, Consolidated Financial Statements and.Accounting for Investments in Subsidiaries, the
loss attributable to the non-controlling interest of Thorsil is not included in the determination of loss
in the statement of operations but are attributed to non-controlling interest in the statement of
changes in equity. .In addition, under previous Canadian GAAP, losses attributable to the non-
controlling interest were limited such that the non-controlling interest amount on the balance sheet
was not taken into a debit balance. .Under IFRS, losses continue to be attributed to non-controlling
interest. even if this results in a debit balance (for. the three months ended March 31, 2010 - $209;
for the year ended December 31, 2010 - $610). '
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25,

X. Income Taxes

The decrease in net income related to deferred taxes reflects the change in temporary differences
resultlng from the effect of the IFRS and Canadian GAAP adjustments descnbed

Under previous Canadian GAAP, the Company ‘is exempt from recognizing temporary differences
relating to its outstanding convertible debt because the Company is able to settle the instrument
without the incidence of tax. 1AS 12, Income Taxes ("1AS 12") does not contain such an exemption
and the recognition of temporary differences is required. At January 1. 2010, this change in
accounting policy reduced capital stock-and increased opening retained-earnings by $746 ($746 at
March 31, 2010; $746 at December 31, 2010).

Under IFRS the deferred tax assets and liabilities can be offset if they are from the same legal entity
and subject to tax by the same taxing authorities. In this respect an adjustment has been made on
the consolidated balance sheets to reduce the deferred tax asset and liability by $2,831 at January 1,
2010 ($7.287 at March 31, 2010; $2,283 at December 31, 2010) compared with that previously
reported under Canadian GAAP.

(d) Reconciliation of Comprehensive (Loss) Income As Reported Under Previous Canadian GAAP and
IFRS
The following is a reconciliation of the company’'s comprehensive income reported in accordance with
previous Canadian GAAP to its comprehensive income in accordance with [FRS for the three month period
ended March 31, 2010.
Period ended Year ended
Note March 31, 2010 December 31, 2010
Comprehensive loss as reported under previous
Canadian GAAP - : (10,908) (74,752)
Differences increasing (decreasing) reported
comprehensive loss:
Differences in net income _ 269 (20,922)
Comprehensive loss as reported under IFRS - (10,636) (95,674)
i Differences in Net income
Reflects the differences in net income between Canadian GAAP and IFRS as descrlbed above (Note
24(c)) :
(e) Reconclhatlon of COnsolldated Statements of Cash Flows As Reported Under Previous Canadlan

GAAP and IFRS

There are no material dlfferences between the operating, investing and financing subtotals in the
statements of cash flows presented under IFRS and the statements of cash flows under previous Canadian
GAAP for the three months ended March 31, 2010. For the year ended December 31, 2010 the operatlng,
investing and fmancmg sub-totals are impacted by the d(, consolidation of Québec Slllcon

SELECTED ANNUAL DISCLOSURES

As these interim consolidated financial statements are the Company’s first consolidated financial statements
prepared Using IFRS, the Company has included certain unaudited annual IFRS disclosures to the extent that ‘they
are new disclosures or have changed significantly under IFRS and the Company considers them to be material to
the understanding of the interim consolidated financial statements.
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(a)

lMPAlRMENT TESTING

For purposes of impairment testlng the Company determlned that is has three CGUs namely snhcon metal
assets and each of the solar grade purification facilities known as HP1 and HP2. The silicon metal asset CGU
is at the reporting date primarily comprised of the 51% share in the jointly controlled entity Québec Silicon
and working capital for the silicon metal trading operation of Bécancour Silicon. Goodwill has been allocated
to the solar metal asset cash generating unit and to the group of solar grade purification cash generating
units comprised of HP1 and HP2.

Silicon metal assets: 2010
Opening balance historical costs goodwill at January 1 $ 12,352
Impairment loss of the period (12,352)
Closing balance goodwill at December 31, 2010 $ -

Solar grade purification facilities: 2010
Opening balance historical costs goodwill at January 1 $ 4,475
Impairment loss of the period (4,475)
Closing balance goodwill at December 31, 2010 $ -

Silicon metal facilities:

- The Company performed ltS last annual impairment test as at December 31, 2010. The recoverable amount

of the silicon metal asset:CGU has been determined based on a:value in use calculation using cash flow
projections from financial forecasts presented to the Company’s Board of Directors covering a five year
period. The pre-tax discount rate applied to the cash flow projections was 19% as of December 31, 2010
(January 1, 2010: 17%) and cash flows beyond the five year period were extrapolated using a 3% growth
rate as-of .December 31, 2010 (January 1, 2010: 3%) which did not exceed the long term average growth
rate projected for the worldwide silicon industry. As a resuit of this analysis management has not recognized
any impairment. .

In the third quarter 2010 the Company announced an agreement for the sale of a 49% interest in the
silicon metal production assets (*metal disposal group”) to Dow Corning. Accordingly. the silicon metal CGU
was reclassified as assets available for sale. The carrying value of the metal disposal group exceeded fair
value less cost of sale resulting in an impairment charge of $17,693.

Solar grade purification facilities:

The Company performed an annual impairment test as at January 1, 2010. The recoverable amount of the
solar CGU HP1 was determined based on a value in use calculation using medium-term cash flow projections
from financial forecasts presented to the Company’s Board of Directors and estimated cash flows thereafter.
The pre tax discount rate applied. to the cash flow projections was 19.5% as of January 1, 2010 and cash
flows beyond the five year period are extrapolated using a 3% growth rate as of January 1, 2010 which did
not exceed the long term average growth rate projected for the worldwide polysilicon industry.

The Company performed its last annual impairment test as at December 31, 2010. The recoverable amount
of the solar CGU HP1 was determined based on a fair value less cost of sale calculation under which the
Company used probability weighted cash flow projection scenarios to arrive at the fair value less cost of
sale. The pre tax discount rate applied to the cash flow prQJectlons was 21.5% as of December 31, 2010
and cash flows beyond. the. five year period are extrapolated using a 3% growth rate as of December 31,
2010 which did not exceed the Icng term average growth rate projected for the worldwide polysilicon
industry.

With respect to the HP2 CGU, the installation of the assets is still not complete and there is also the
expectation, that future sales volumes will not be sufficient to require this facility’s. capacity in the
production of solar grade silicon. Accordingly the fair value less cost of sale of the assets was used for the
determination of the recoverable amount for the HP2 CGU.

As a‘result of this analysis the goodwill balance allocated to the solar CGUs was cempletely impaired in the

amount of $4,475 in the fiscal period 2010. For the HP2 CGU, at the IFRS transition date january 1, 2010,
an impairment amount of $41,377 was recorded. This impairment amount was further increased during the
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fiscal period 2010 by $1,572. For. the HP1 CGU the net carrying value of the production -equipment and
intangible assets was.impaired in the fourth quarter 2010 by an amount of $3,156. In the first quarter
2011 no further impairment has been recognized.

Key assumptions used in value in use and fair value less cost of sale calculations

The calculation of value-in-use for both the solar grade S|I|con and the silicon metal CGUs are most sensitive
to the following assumptions:

. Gross margin;

Discount rates;

Price development for silicon products;

Market share during the forecast period; and

Growth rate used to extrapolate cash flows beyond the forecast penod

The Company determined that these same assumptions were appropriate for the evaluation of probability
weighted scenarios to determine fair value less cost of sale as at December 31, 2010 for the HP1 CGU.

Gross margins

Gross margins are based on average values achieved in the three years preceding the start of the budget
period. These are increased over the forecast period for anticipated efficiency improvements and resulting
production volume increases. An increase of 5 percentage points per annum was applied.

Discount rates

Discount rates reflect the current market assessment of the risks specific to each CGU. The pre-tax discount
rate was estimated based. on the average percentage of a weighted average cost of capital adjusted to
exclude-taxes for the.industry. This rate was further adjusted to reflect the market assessment of any risk
specific to the CGU for which future estimates of cash-flows have not been adjusted.

" Price development for the silicon markets
Estimates are obtained from published forecasts about the future development of worldwide silicon metal

prices during the detailed forecast period.

Market share assumptions = . . v

These assumptions are important because, as well as using industry data for growth rates (as noted below)
ranagement assesses how the CGU’s position, relative to.its competitors, might change over the forecast
period. The Company expects its share of the silicon market to be stable over the forecast period.

Growth rate estimates
Growth rates of approximately 3% were used to extrapolate cash flow projections beyond the five year
period covered by the forecast and did not exceed the long-term average growth rate of the industry.

Sens:t:vnty to changes in assumptions

With regard to the assessment of value-in-use and fair value less cost of sale, management believes that
reasonably foreseeable changes in the above key assumptions taken as a whole would not cause the
carrying value of the silicon metal CGU to materially exceed its recoverable amount.

For.the HP1 and HP2 CGUs the recoverable amount is equal to its carrying value and, consequently, any
adverse change in a key assumption may result in a further impairment loss. The implications of the key
assumptions for the recoverable amount are discussed.below:

Operational Performance

Management has considered the possibility of lower than forecasted production yields. This may occur if
production. lines are not. operating efficiently or if below grade silicon metal feedstock is used. Also during
2010, the Company has been applying a continuous improvement strategy to .its solar purmcatlon
processes, which have been specifically designed to achieve a targeted purity and consistency in the end
product .at a competitive cost, Should the Company be unable to achieve targeted production yields or
consistent manufacturing processes a further impairment would result.

Growth rate assumptions =
Management recognises that the speed of technological change and the pOSSlblllty of new entrants can have

a significant impact on growth rate assumptions. The effect of new entrants is not expected to have an
adverse impact on the forecasts included in the budget, but could yield a reasonably possible alternative to
the estimated long-term growth rate of 3%. During 2010, the Company focused efforts to develop market
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opportunities for the solar grade silicon product line to determine and evaluate current specifications of
prospective customers. If these specifications cannot be achieved or prospective customers cannot
efficiently produce solar wafers with solar grade silicon, then projected volumes or growth rates may not be
achieved. A reduction cf the estimated volumes or long-term growth rate would result in a further
impairment. ' :

Deferred tax assets and liabilities

Rééo’gnized deferred income tax assets and liabilities
The tax effects of temporary differences that have been recognized as deferred tax assets and liabilities are
presented below:

Consolidated
-statements of
operations and
comprehensive

Consolidated balance sheet income/loss
As at As at Year ended
December 31, 2010 January 1, 2010 December 31, 2010

Accruals and provisions $ 1,577 % 3,479 $ (1,902)
Inventories 111 - 111
Post employment benefits ‘ 2,074 3,979 (1,905)
Tax loss cafry forwards : - 9,191 (9,191)
Propérty, plant and equipment 2,913 (13,962) 16,875
Investment in" QSLP " © (5,437) ’ - ' (5.437)
Intangible assets (871) (2,142) 1,271
Transaction costs : (32) (90) 58
Unrealized foreign exchange gains (335) (455) 120
Net deferred tax assets -
(liabilities) . $ - $ -
Deferred tax expense (income) ) $ -

Reconciliation of deferred tax assets and liabilities

Opening balance as of January 1 -

Deferred tax expense (income) in the period -

Closing balance as of December 31 ' -

Deferred tax assets and liabilities are offset since equal amounts of assets and liabilities relate to taxes
levied by the same tax authority.
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Notes to Consolidated Financial Statements
Three months ended March 31, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

Unrecognized deferred tax assets and liabilities
Deferred tax assets have not been recognized in respect of the following items:

AS at
31 December 2010

Timing differences associated with:

Property, plant and equipment 47,840
Deferred financing costs 664
Share issue costs 2,338
Accruals and provisions 11,513
Post employment benefits 12,919
Research and development expenditures 26,693
Impaired investments 9,230
Impaired land 158
Ontario/Federal tax harmonization credit 270

$ 111,625
Tax loss carry forwards 194,567
Inve;stment. tax credits expiring between 2011 and 2018 7,845
Alternative and corporate minimum tax carry forwards . 113

Deferred tax assets have not been recognized in respect of these timing differences, tax losses and
investment tax credits as there is insufficient certainty as to the availability of future profits against which
they can be utilized. : : : :

At December 31, 2010 the unrecognized tax loss carry forwards above include:

Gross tax:loss carry forwards available to reduce future years' income in:

Canada expiring between 2013 and 2029 $ 159,353
United-States (Federal) expiring between 2012 and 2028 $ 22,534
Iceland expiring in 2020 $ 1.243

Taxable capital loss carry forwards available to reduce future years' taxable capital
gains in:

Canada — no expiry date ‘ $ 11,553

Approximately $1,331 of the United States tax loss carry forwards above are subject to restrictions that
limit the amount that can be utilized in any one taxation year.

The Company's investment in partnership units of Québec Silicon has a tax basis which is approximately
$19,375 less than its accounting carrying value. A deferred tax liability pertaining to the half of this
difference which would be taxable on the disposition of the partnership units has not been recorded since
the Company has control over a disposition and it is probable that the temporary difference will not reverse
in the foreseeable future.

Except as discussed above with respect to the investment in Québec Silicon, the Company does not have

any temporary differences associated with investments in subsidiaries, branches and associates and
interests in joint ventures, for which deferred tax liabilities could be recognized.
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TIMMINCO LIMITED

Notes to Consolidated Financial Statements
Three months ended March 31, 2011.and 2010 ‘
(in thousands of Canadian dollars, except where indicated and per share amounts)

©

Employee benefits

The Company provides pension or retirement benefits to substantially alt of its employees in Canada and the
United States through Company RRSPs, 401(K), a defined contribution plan and defined benefit plans, based
on length of service and remuneration.

The Company sponsors a contributory defined benefit pension plan and other retirement benefits for certain
of its eligible employees. Pension benefits vest immediately and are based on years of service and average
final earnings. Other post-retirement benefits consist of a group insurance plan covering plan members for
life insurance, disability, hospital, medical and dental benefits. At retirement, employees maintain a reduced
life insurance coverage and certain hospital and medical benefits. The Company funds expenditures of the
other post-retirement benefits plan as incurred. The net cost of other post-retirement benefits includes the
current service cost, the interest cost and the amortization of experience losses.

Information about the Company's defined benefit plans, in aggregate, is as follows:

2010
Other Post-

Pension Plans Retirement Plan
Accrued benefit obligation:
Balance, beginning of year $ 59,316 % 20,364
Current service cost, net.of plan expenses 637 559
Enﬁplpyee'édhﬁcr_ibution A 228 -
Plan curtailment ) ' ) - - (11,121)
Interest cost 3,342 ' 1,252
Net actuarial (gain) loss 7,596 2,206
Benefits paid (3.899) (545)
Attributable to disposal of Québec Silicon ] (1 8;560) o -
Balance, end of yea‘r L $ 48,660 $ 12,715
Plan assets:
Fair value, beginning of y'ear . ) 8 45,445 K ‘ -
Actual contributions by the Company . 5,340 545
Actual contributions by e'm'ployees' - » ’ . 228 -
Actual return (loss) on plan assets 3,468 -
Expected plan expenses (135) -
Benefits paid (3.899) (545)
Transferred to Québec Silicon (11,252) S -
Fair value, end of year : $ 39,195 - $ i 0
Funded status — deficit $ (9,465)  $ (12,715)
Restriction to Defined Benefit Asset due to Asset Ceiling :
(additional liability for past service minimum funding
requirements) (1,652) -
Unamortized net actuarial loss 4,383 69
Embloyee future benefits (Note 12) $ (6,734) $ (12,646)
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Notes to Consolidated Financial Statements
Three months ended March 31, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

The Company's net benefit plan expense, which is recognized in the respective functional expense Ime in the
consolidated statements of operatlons and comprehensnve income/loss, is as follows:

2010
Other Post
Pension Plans Retirement Plan
Current service cost . $ N & ) $ . 559
Past service cost arising from current period plan
initiation / amendment - -
Interest cost on accrued benefit obligation 3,342 1,252
Actual return on plan assets (2,750) -
Curtailment gain reported as part of disposal to Québec
Silicon (4,866) (9,001)
Actuarial loss during current period on accrued benefit
obligation 53 17
(3.449) (7.173)
Adjustments to recognize long-term nature of future
employee benefit costs:
Change in the effect of the Asset Ceiling (additional
liability for past service minimum funding requirement) 1,654 -
Amortization of transitional asset- - -
Net benefits plan expense $ (1,795) $ (7,173)

; The overall expected rate-of return on assets is determined on the market-value expectations prevailing on
that date, applicable to the period over which the obligations are to be settled. These are reflected in the
actuarial assumptions below.

The significant actuarial assumptions adopted in measuring the Company’s accrued cbligations and benefit
costs are as follows (weighted-average assumptions as of March 31, 2011 and December 31, 2010):

2010

Pension - - . Other Post
Plans Retirement Plan
Accrued benefit obligation as of December 31:
Discount rate 4.38-5.9% 5.4-5.9%
Rate of ;:ompensation increase 2.8% n/a
Benefit costs for years ended December 31: ’
Discount rate - 4.19-6.75% 5.4-5.9%
Expected long-term‘ rate of return on plan assets 6.25% n/a
Rate of compensation increase 2.8% n/a
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Three months ended March 31, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

(d)

For the curtailed pension plan, rate of compensation increases are not applicable

Assumed other post-retirement benefit obligation trend rates as of 210
December 31:
Initial weighted average health care trend rate 7.10%
Ulitimate weighted average health care trend rate 4.30%
Year ultimate rate reached ) 2026-27
Assumed other post-retirement benefit costs trend rates for the years
ended December 31:
Initial weighted average health care trend rate 7.9%
Ultimate weighted average health care trend rate 4.3%
Year ultimate rate reached 2024-25

The following table reflects the efiect of a change in the assumed health care cost trend rates on the
aggregate of the service and interest cost components of the benefit cost for the period, and on the accrued
benefit obligation at the end of the period:

Aggregate of service cost and

Accrued Benefit Obligation as at interest cost for the period
7 December 31, 2010 ending December 31, 2010

Valuation trend + 1% ) $ 1,428 $ 381
Valuation trend - 1% $ (1,199) 3 (291)

The major categories of plan assets as a percentage of the fair value of the total plan assets are as follows:

December 31, 2010

Pension plan

Equity : i . 28%
Debt : : 38%
Others (Fixed Income) - 34%

100%

With  respect to other retirement benefits, there is no requirement to fund the deficit. As such, cash
disbursements in a given year are limited to benefits paid to retirees in the year.

CompenS:ktibn of Key Management Personnel

The Company's key management personnel as at December 31, 2010 includes: (i) all members of the Board
of - Directors of Timminco,- which-is comprised of seven individuals, (ii) the Chief Executive Officer of
Timminco, who is also a member of the Board: of Directors of Timminco, (iii) the Executive Vice President —
Finance and Chief Financial -Officer. of Timminco, who is also a member of the Board of Directors of
Bécancour Silicon, (iv) the President and Chief Operating Officer of Timminco, who is also a member of the
Board of Directors of Bécancour Silicon, (v) the General Counsel and Corporate Secretary of Timminco, who
is also a member of the Board of Directors of Bécancour Silicon, and (vi) the President and Chief Executive
Officer of Quebec Silicon, who also serves in a non-executive .capacity for the Company primarily as a
member of the Board of Directors of Bécancour Silicon. The compensation of the Company's key
management personnel comprised the following: ' )
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‘ December 31, 2010
Short-term employee benefits : $ 2.,627
Post-employment benefits ‘ ) 759
Other long-term employee benefits . . » -
Termination benefits ‘ ' ‘ ' -
Share-based payments 3,459
Total 3 6,845

Short-term employee benefits include: (i) for all members of the Board of Directors of Timminco, the portion
of total compensation earned as a director, including annual retainer, committee chair fees and meeting
fees, for the year ended December 31, 2010 that were paid in cash, and (ii) for all other key management
personnel, the fees, salaries and annual bonuses earned in respect of the year ended December 31, 2010,
and other non-monetary benefits in respect of such period.

Post-employment benefits include: (i) expenses incurred in respect of the year ended December 31, 2010
on behalf of the key management personnel under defined benefit pension plans, group retirement savings
plans, and supplementary executive retirement plans, and (ii) expenses associated with post-retirement
medical benefits (see Note 12).

. Share-based payments include expenses incurred in the year ended December 31, 2010 in respect of PSUs,
“DSUs and options granted to key management personnel (see Note 13).

Any 'compensétion of key management personnel in connection with the transfer of employment from
Bécancour ‘Silicon to Québec Silicon on September 30, 2010, which includes certain payments on account of
the settlement of PSUs, has been included in the amount in respect of share-based payments.

See Note 14 for additional transactions with related parties involving the Company’'s key management
personnel. )

26. EVENTS AFTER THE REPORTING PERICD

Subsequent to the first quarter 2011, during May 2011, Bécancour Silicon executed a new long-term contract with
one of its long-standing silicon metal customers that replaces all previous commitments with this customer for the
years 2011 to 2014, which provides for revised pricing as of January 1, 2011 and extends supply commitments to
2015, ~ - ¢ »

Subsequent to March 31, 2011, the Company entered into foreign exchange forward contracts to sell €1,800 for
Canadian dollars in the period May 20 June 2011 at rates of 1.395 to 1.401.
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TIMMINCO

MANAGEMENT’'S DISCUSSION AND ANALYSIS

This Management'’s Discussion and Analysis ("MD&A") should be read in conjunction with the unaudited
consolidated financial statements of Timminco Limited (“Timminco” and, collectively, with its
consolidated subsidiaries, the “"Company”) and the notes thereto for the quarter ended March 31,
2011, which were prepared in accordance with International Financial Reporting Standards (“IFRS").
While the Company’s financial statements prepared in accordance with Canadian generally accepted
accounting principles ("CGAAP") for the year ended December 31, 2010 consolidated Québec Silicon
Limited Partnership (“Québec Silicon”), a 51%-owned production partnership that owns the silicon
metal operations in Bécancour, Québec, as of October 1, 2010, the Company equity accounts for this
entity in accordance with IFRS and thus no longer consolidates Québec Silicon. This MD&A covers the
quarter ended March 31, 2011 (*Q1-11") with comparisons to results for the quarter ended March 31,
2010 ("Q1-10") restated to IFRS. All amounts are in Canadian dollars unless otherwise noted. This
MD&A is prepared as of June 14, 2011,

OVERVIEW

The following are the highlights of results for Q1-11, which are described in more detail elsewhere in
this MD&A:

. Sales for Q1-11 were $23.9 million, compared to $30.8 million in Q1-10 reflecting the lower
production off-take from the silicon metal production operations available to Bécancour Silicon
Inc.

- Earnings' before interest, taxes, depreciation and amortization ("EBITDA”) for Q1-11 was

negative $0.6 million, compared to negative EBITDA of $3.9 million in Q1-10.

.« Net loss for 'Ql—‘ll was $8.1 million or $0.04 per share compared to a loss of $10.6 million or
$0.07 per share for Q1-10. :

e . . Subsequent to Ql-11, during May 2011, Bécancour Silicon Inc. executed a new, long-term

silicon metal supply contract with one of its long-standing silicon metal customers that replaces

-~ all previous commitments: with this customer for the years 2011 to 2014, amends the existing

contractual. relationship with revised pricing retroctive to January 1, 2011, and extends supply
commitments through to the end of 2015.

As-a result of vits losses and' theb uncertainty with respect.to future solar grade silicon revenues, the
Company  is subject: to. substantial liquidity risk and going concern risk (see notes 2 and 18 to the
unaud ted consolldated financial statements of the Company).

ADOPTION OF IFRS

In February 2008, the Accounting Standards Board ("AcSB") confirmed that CGAAP for publicly traded
enterprises.-would ' be -converted ‘to IFRS in the 2011 calendar year.. While IFRS uses a conceptual
framework similar to CGAAP, there are significant differences with respect to recognition,
measurement and disclosures.

The accompanying Ql-il unaudited consolidated financial statements reflect the. adoption of IFRS;
with effect from January 1, 2010.

Note 24 of the Q1-11 unaudited consolidated financial statements contains a detailed description of the
Company’s conversion to IFRS, .including a reconciliation .of net income and comprehensive income
previously prepared under CGAAP to IFRS for Q1-10 and for the balance sheets and equity as at
January 1, 2010, March 31, 2010 and December 31, 2010. :



STRATEGY

The Company is pursuing a strategy responsive to changes in market conditions for its two Silicon
Group product lines - silicon metal and solar grade silicon.

The Company’s allocation of Québec Silicon’s silicon metal production for 2011 through 2013, based on
existing capacity, is essentially sold out as customer demand remains strong. Silicon metal pricing has
also strengthened since the low point in 2009. In addition, in May 2011, the Company signed a new,
long-term silicon metal supply contract with a long-standing customer that provides for revised pricing
retroactive to January 1, 2011 and extends the Company’s supply commitments through to the end of
2015. . The new contract, which replaces all previous commitments with this customer for the years
2011 to 2014, will provide additional liquidity to the Company’s wholly-owned subsidiary, Bécancour
Silicon Inc. ("Bécancour Silicon”) in the near term through higher pricing. The Company will continue
to seek improved cost performance and production volume increases in Québec Silicon to further
improve its operational performance over the long term.

With respect to solar grade silicon, the Company’s objective is to produce, through a standardized
process, solar grade silicon that has the characteristics necessary to meet solar cell manufacturers’
specifications and that is priced competitively with polysilicon. To that end, the Company continues its
efforts to develop market opportunities for its solar grade silicon product line, through improvements
in its proprietary purification processes to meet the current specifications of prospective new
customers. The Company has been applying a continuous improvement strategy to its purification
processes, which have been specifically designed to achieve a targeted purity and consistency in the
end product at a competitive cost. These process enhancements have already been implemented, on a
trial scale, and are in advanced stages of testing. In Q1-11, the Company also implemented process
controls in the critical stage of production that transforms the Company’s solar grade silicon into ingots
and bricks. The end goal of these efforts is to deploy improved ingoting techniques and derive product
data that the Company can share with its customers to assist them in achieving optimal outcomes
when they produce ingots; bricks and wafers using the Company’s solar grade silicon. In addition, as of
Aprit 30, 2011, year to date, the.Company had delivered approximately 135 metric tons of solar grade
silicon, in the form of chunks and bricks, to several customers in the photovoltaic industry, as initial
sales towards ‘building future, ongoing customer relationships. The Company intends to continue its
efforts to develop the market for solar grade silicon with the objective of restarting production of solar
grade silicon in.2011 in response to. market demand, sub]ect to being able to achieve -a sustainable
positive cash operatlng margin from prospectlve orders
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SUMMARY OF OPERATIONS

($000’s, except per share amounts)
Q1-11 Q1-10
Sales 23,918 30,797
Gross Profit (Loss) 771 (6,114
Gross Profit (Loss) Percentage 3.2% (19.9%)
Net Income (Loss)
Silicon 449 (6,172)
Corporate/Other (8,530) (4,464)
Total (8,081) (10,636)
EBITDAY
Silicon 1,935 (2,300)
Corporate/Other (2,483) (1,629)
Total (548) (3,929)
Adjusted Income (Loss) (V)
Silicon 429 (6,172)
Corporate/Other (4,639) (4,935)
Total (4,210) (11,107)
Loss per common shére, bésic and diluted (0.04) (0.07)
Weighted average number of common shares : ‘
outstanding, basic and diluted (000’s) ) 195,735 160,470
(1) See "Non-GAAP Accounting Definitions”, :

Silicon Group

The Silicon Group segment is operated through the Company’s wholly-owned subsidiary, Bécancour
Silicon. Up to September 30, 2010, the Silicon Group segment consisted of the production and sale of
silicon metal and solar grade silicon products. As of October 1, 2010, the production of silicon metal
was transferred to Québec Silicon, and Bécancour Silicon became a purchaser of silicon metal from
Québec Silicon and continued to sell silicon metal to its own customers. For the three months ended
December 31, 2010, Québec Silicon’s results of operations were consolidated with the Company, under
CGAAP. However, starting October 1, 2010, Québec Silicon’s results are not consolidated with the
Company under IFRS.

During Q1-11, market conditions for silicon metal remained stabie, with demand for chemical and
regular-grade ‘silicon at traditional levels and spot market prices strengthening. Foreign currency
exchange rates, . particularly the Euro/Canadian dollar and the Canadian dollar/US. dollar exchange
rates were volatile, effectively lowering the revenues realized by the Silicon Group in Canadian dollars
in Q1-11 (as.compared with Q1-10) since the Company sells silicon metal externally predominantly in
Euros and US dollars. The Company purchases from Québec Silicon substantially all of its silicon metal
for resale to its customers and augments such supply with purchases from other silicon- metal
suppliers, at prevailing market prices. Purchases from Québec Silicon are on a cost-plus basis.
Accordingly, significant factors impacting silicon metal results are furnace efficiency (i.e. output per
unit- of - capacity) and spending . within. Québec Silicon, Efficiency is impacted by furnace utilization
(uptime), process efficiency (production per unit of electricity consumed), and raw material
consumption (output to input). Spending relates primarily to labour and overheads.



Solar grade silicon operations in Q1-11 reflected the improving market conditions for this product line
with revenue of . approximately.$2.2 million generated primarily from the shipment to customers
through distributors of 72 metric tons of solar grade silicon inventory, some of which was further
processed at the ingoting facility .in Bécancour, Québec. Subsequent to Q1-11, during April 2011,
Bécancour Silicon shipped an additional 63 metric tons of solar grade silicon, substantlally through
similar channels to these same customers.

Silicoh Metal Supply Commitments

Subsequent to Q1-11, during May 2011, Bécancour S|I|con executed a new; long-term silicon metal
supply contract with one of its long- standmg silicon metal customers.. This new . contract, which
replaces all previous commitments with this customer for the years 2011 to 2014, amends the existing
contractual relationship with revised pricing retroactive to January 1, 2011, and extends the supply
commitments through to the end of 2015.

The base quantity to be delivered under the new contract is 17,500 metric tons per year from 2011
through 2015, plus an additional quantity of approximately 8,000 metric tons to be delivered by the
end of 2013, for an aggregate total volume of approximately 95,500 metric tons over the five-year
term. These volumes, together with Bécancour Silicon’s commitments to other silicon metal
customers, represent substantially all of Bécancour Silicon’s anticipated allocation of up to 51% of the
silicon metal output from the Québec Silicon production partnership for at least the next three years,
based on existing production capacity at the silicon metal manufacturing facility in Bécancour, Québec,
and Québec Silicon’s commitments under its supply contract with Dow Corning and Bécancour Silicon
(see “Related Party Transactions - Québec Silicon”).

The prices under the new contract are fixed for 2011 and are subject to negotiation within a defined
price range for each of the remaining four years, as was the case under the previous supply
commitments. However, under the new contract, the fixed prices for 2011 have-increased while the
upper-limits of the defined price range for negotiations: for the years 2012 through-2014 have been
reduced, relative to the previous commitments. The price range for negotiations in respect of 2015
will be based ona percentage spread above and below the actual pricing for silicon' metal deliveries in
2014.

The new pricing is effective as of January 1, 2011 and, as a result, Bécancour Silicon received a true-
up payment of approximately €1.2 million ($1.6 million), on account of deliveries made in 2011 prior
-to signing the new contract: of which $1 2 million was recorded as revenue inQ1-11.

The new contract still contains annual call-and put rights in respect of the 'supply commitments,
starting with-2012 ‘and based on the upper and lower limits of the defined -price range for annual
negotiations. " If Bécancour Silicon and the customer are unable to mutually agree on prices for silicon
metal deliveries before the following year, the customer will have a right to buy the annual base
quantity for that year from Bécancour Silicon at the upper limit of the price range and Bécancour
Silicon will have the right to sell that quantity to the customer at the lower limit.

Consistent with the previous contract, the annual base quantity under the new contract is subject to
volume adjustments by up to approximately 20% per year, at the customer’s option. However, if
either the call right or the put right is exercised, then these adjustments do-not apply in such year.
The partles commitments regarding the base quantity for any year may also be suspended, if the
parties are uiable to mutually agree upon prices for that year and neither the call right nor the put
right is exercised.

All pricing under the new contract is in Euros, and is subject to the currency adjustment clause from
the previous contract. This clause effectively reduces by half the parties” exposure to fluctuations in
excess of 5% in the average quarterly USD Euro exchange rate relative to the rate in effect in October
2009.
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In the fourth quarter of 2010 and Q1-11, Bécancour Silicon entered into contractual arrangements to
supply approximately 3,500 metric tons of silicon metal to another long-standing silicon metal
customer. The majority of the volume reflects a fixed Canadian dollar price, with the balance reflecting
a fixed Euro prlce ‘ .

In light of Bécancour Sl|lC0nS supply commitments to customers as described above and the
anticipated production volumes at Québec Silicon, Bécancour Silicon’s allocation of silicon metal
production from Québec Silicon may be less than such supply commitments. See “Risks and
Uncertainties - Silicon Metal Supply Commitments.”

Results of Operations

For Q1-11, Silicon Group sales were $23.9 million, compared to $30.8 million in Q1-10.

Analysis of Silicon Group Sales

Q1-11 Q1-10
Metric tons $000’s Metric tons $000’s
Silicon metal 7,815 21,757 12,280 29,206
By-products - - 6,234 1,576
Silicon metal product lines 7,815 21,757 18,514 30,782
Solar grade silicon 72 2,161 - 15
Total Silicon Group sales 7,887 23,918 18,514 30,797

Sales of silicon metal were $21.8 million in Q1-11, compared to $29.2 million for Q1-10. As a result of
transferring the silicon metal production assets to Québec Silicon and establishing the production and
supply agreements with Dow Corning in Q4-10, quantities of silicon metal available for sale by
Bécancour Silicon to its customers were reduced by 49%. This is reflected in the lower volumes and
revenues in Q1-11, compared with Q1- -10. However, the Company has been able to realize higher unit
selling prices for smcon metal in Q1-11, reflecting lmproved market demand compared to Q1-10. The
volume of silicon metal sold by Bécancour Silicon in Q1-11 includes shipments from its existing silicon
metal inventories and silicon metal purchased from Québec Silicon and other suppliers. The volume of
silicon metal allocated to Bécancour Silicon in Q1-11 was' greater than 51% of Québec Silicon’s
production during that period and, accordingly, Bécancour Silicon’s allocation will be reduced ‘in
subsequent reporting periods. See “Related Party Transactions - Québec Silicon”.

Also, as a result of the transfer of the silicon metal production assets to Québec Silicon in Q4-10, all
by-products produced by Québec Silicon are sold by Bécancour Silicon as agent on behalf of Québec
Silicon. Consequently, these by-product sales are no longer included in the Silicon Group’s sales.
However, Bécancour Silicon still ‘owns a silica fumes disposal site and extracts silica fumes (a form of
by-product) from that site. Silica fumes extraction operations are conducted mainly in the summer
months and, accordingly, the Silicon Group did not have any sales of such material in Q1-11.

Solar grade silicon net revenues in Q1-11 were $2.2 million, compared to $0.1 million in Q1-10, and
relate to sales of inventories produced in 2009, some of which were further processed at the ingoting
facility in Bécancour, Québec. The Company continues its efforts on further research and development
to meet prospective. customer specifications and market development. :

Gross. proflt for Q1-11 was $0.8 million (3,2%- of sales). compared with negative: $6.1 million (negative
19.9% of sales) in Q1-10. The primary contributors to the improvement in gross profit in Q1-11,
compared to Q1-10, were improved -gross margin-for silicon metal, profitable sales of solar grade
silicon-and-inventory valuation provisions of $2.3 million recorded in 2010 that were reversed to reflect
committed solar grade silicon sales. Silicon Group gross margins in Q1-11 were unfavourably impacted
by $1.2 million, compared to Q1-10, as a result of lower. realized Canadian dollar selling prices
resulting from.the depreciation of the Euro and US dollar relative to the Canadian dollar. Commencing
October 2010; to mitigate the volatility -of short term exchange rate movements, Bécancour Silicon
entered into forward. contracts to .convert anticipated Euro inflows into Canadian dollars. During Q1-
11, Québec Silicon operated at full capacity and the Company purchased its full planned portion of



production. Silicon metal unit production costs of Québec Silicon were lower in Q1-11 reflecting better
furnace efficiency, better raw material quality and lower labour costs. Utilities and labour represent a
majority of Québec Silicon’s silicon meta! production costs. - Québec Silicon’s spending in the quarter
was lower than Q1-10, including in respect of labour costs due to reduced overtime. The Company
also operated the ingoting facility at full capacity during Q1-11 in order to further process existing
solar grade silicon inventories: for .sale to third parties. in Q1-11 and future periods, capitalizing
production costs directly attributable to the finished goods inventories. Cost of sales of the solar grade
silicon product line are comprised of raw materials, utilities, labour, depreciation and an allocation of
manufacturing overhead expenses. . During Q1-10 solar grade silicon operatlons were operated for
product development purposes and all- costs were expensed in the period. .

The Silicon Group generated EBITDA -in Q1-11 of positive $1.9 million compared. to negative $2.3
million in Q1-10. -The improvement in EBITDA reflects.improved average selling prices for silicon
metal, shipment of solar grade silicon- at positive gross margins and the operation of the ingoting
facility for.inventory production. :Q1-11 was unfavourably impacted by the currency-translation effect
of the Canadian dollar against the Euro and the US dollar.

The Silicon Group generated net income for Q1-11 of $0.4 million, compared with a net loss of $6.2
million for Q1-10. The net income for Q1-11 reflects improved silicon metal margins, profitable
shipments of solar grade silicon inventory and the reversal of net realizable value provisions of $2.3
million in respect of solar grade silicon inventory.

Corporate and Other

Corporate and Other expenses primarily represent selling and administration expenses. Q1-11
includes professional fees of $0.2 million related to the split of the Bécancour Silicon and Québec
Silicon pension and post-retirement- benefit plans, expenditures of $0.1 million for evaluating the
feasibility of a silicon metal facility in Iceland and a favourable foreign exchange adjustment on the
translation of foreign. currency denominated debt to Canadian dollars of $0.1 million.. Excluding the
split of the pension and post-retirement benefit-plans, foreign exchange and Iceland expenditures,
Corporate and Other expenses were-$1.9 million in Q1-11 and $2.2 million in Q1-10:
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LIQUIDITY AND CAPITAL RESOURCES

SUMMARY OF CASH FLOWS ($000’s)
Q1-11 Q1-10
Net loss® (8,081) (10,636)
Non-cash adjustments™® 6,721 4,896
Expenditures for benefit plans and various
provisions ' - (1,394) (894)
Cash used in operations before changes in non-cash
working capital (2,754) (6,634)
Non-cash working capital changes (3,690) 10,211
Cash from (used in) operating activities (6,444) 3,577
Capital expenditures (14) (655)
Decrease in bank indebtedness - (4,089)
Issuance of convertible bond - 1,043
Cash used in financing activities? - (3,046)
Other investing and financing activities® (62) (29)
Net change in cash during the period (6,520) (153)
Cash - beginning of period® 7,483 1,170
Cash - end of period® 963 1,017
(1) “Cash from {used in) financing activities” consists of “Issuance of convertible bond” and
“Decrease in bank indebtedness”.
(2) “Other investing and financing activities” consists of “Decrease in long term liabiities”, “Increase
in loans from related companies” and “*Funding from non-controlling interest”.
(3) "Cash includes short term interest bearing deposits with original maturities less than 90 days.
(4) Includes inventory net realizable value (reversal) / provision: Q1-11 - $2.5 million reversal; Q1-
10: $0.8 million provision.

Cash From (Used in) Operating Acfivities

During'Q1-11 and Q1-10, the Company used cash of $2.8 million and $6.6 million, respectively, from
operations before changes in non-cash working capital. The use of cash in Q1-11 was largely
attributable to cash expenditures for employee future benefits of approximately $1.1 million and long
term provisions of $0.3 million. The use of cash during Q1-10 resulted from losses incurred from the
solar grade silicon product line operations.

During 'Q1_-;1_1 and Q1-10, the Cdmbény’s operations consumed cash of $6.4 million and generated
cash of $3.7 million, respectively. Q1-11 cash flows reflect payment in Q1-11 of Q4-10 silicon metal
purchases from Québec Silicon and Q1-10 cash flows reflect the orderly liquidation of inventories.

Long Term Inventory

During the 2010 fiscal year, management believed that the timing of future sales of the Company’s
solar grade silicon product, including from existing inventories, would be principally dependent upon
successful completion of the Company’s continued product and market development activities. As a
result, the Company’s inventory of solar grade: silicon was classified as a long-term asset.

Based. upon- actual solar grade silicon market conditions and the low level of sales during the 2010
fiscal year of its solar ‘grade silicon -products, the Company evaluated. the:carrying value of these
inventories in the:-third quarter of 2010 relative to their estimated net realizable value and recorded a
provision of $13.1 million to cost of sales. However, the Company continued to pursue market and
product development activities in respect of its solar grade silicon product line and began to further
process its solar grade silicon -inventories in Ql-11 to meet renewed market demand. Given the
shipments of and orders-on-hand for solar grade silicon inventories and re-cast solar grade silicon, the
Company . has: re-classified. $2.3. million of these inventeries, after net realizable value reversal, as
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current assets as at March 31, 2011 as it expects to liquidate this inventory within the current year. In
addition, the Company has adjusted the carrying value of inventory for which the Company has
received firm purchase.orders that do not require further processing to the extent that the sale prices
are above the carrying values. The Company continues to classify as long-term inventory solar grade
silicon that it intends to further process when purification operations re-start. Such re-start date is
currently not determinable. '

Expenditures fro_m Benefit Plans and'Variohs Provisions
In 2008, the Company completed the closure of its cast magnesium billet and specialty magnesium

granules and turnings manufacturing facility in Haley, Ontario. The following table summarizes the
Company's long term obligations related to the site closure:

Cost element v Cash ' Cash Anticipated Anticipated

($000’s) . expenditures expenditures additional cash expenditures

. 2008 to 2010 during 2011 expenditures beyond 2011

: . during 2011
Employment
termination costs 1,934 25 101 604
Pension 4,239 - 1,175 1,915
Site closure and
remediation costs 2,406 91 1,113 3,738
Total 8,579 116 2,389 6,257

The total cost of the closure over time is expected to be approximately $17 million.

Employment ‘termination costs” will contlnue to be incurred to 2021 for accrued post employment
obligations of certain former emp!oyees

Credit Facilities

Summary of Credit Facilities

($ millions) - i ~ ' March 31, 2011 December 31, 2010
Total facility ‘ B . $20.0 _ $20.0
. Borrowing base - » ‘ ' ’ $8.8 ' ' $13.0
Facilities available $3.8 $7.9
Less: Facilities drawn . ; C NIL NIL
Undrawn facilities o ’ $3.8 | $7.9

Bécancour Silicon has a Loan and Security Agreement dated December 15, 2010 (the "Senior Credit
Agreement") with Bank of America, N.A., Canada branch (the “Bank”). The Senior Credit Agreement,
which terminates on December 15, 2013, consists of a revolving credit facility (the “Senior Credit
Facility”) of up to $20.0 million, subject to a borrowing base and a $5.0 million availability block. The
appllcable interest rate for the Senior (‘redlt Facility was 5.75% as at March 31, 2011

Starting in Q1 11, the Company is- requnred to maintain certain minimum" EBITDA levels, on a
cumulative year-to-date basis as at each month end, and to restrict capital expenditures to certain
maximum: levels, alsoon a cumulative year-to-date- basis as-at each month end, throughout the term.
The definition of EBITDA, for the purposes of the financial covenants in the Senior Credit Facility has
been amended to exclude certam non- cash charges-arising in connection with the.Company’s transition
to IFRS. .



Term Loén

Bécancour Silicon has a loan from Investissement Québec (*IQ") in the principal amount of $26.4 (the
“Term Loan"), which-includes the initial $25.0 million principal amount received in July 2009 plus $1.4
million .of deferred-interest for a: six- month period during 2010 that has been capitalized. The Term
Loan has a maturity-date of July 16, 2019 .and bears. interest at a variable rate of Bank of Canada
prime plus 9%, which was 12% as at March 31, 2011.

Convertible Notes

Lender Amount Current principal Financial statement
borrowed amount carrying amount, including
outstanding accretion and accrued
interest payable
AMG US$5.0 million US$5.0 million CAD$3.5 million
Strokkur US$1.0 million US$1.0 million CAD$1.1 million

In December 2009, Bécancour Silicon issued a convertible promissory note to AMG in consideration for
a loan of US$5.0 million (the "AMG Convertible Note”). On December 15, 2010, Bécancour Silicon and
AMG executed an amended and restated AMG Convertible Note, that extended the maturity date of the
AMG Convertible Note by three years, from January 3, 2011 to January 3, 2014, adjusted the
conversion rate and, as of January 1, 2011, set interest at 14%, payable monthly in arrears. Under
IFRS, on the date of restatement, the debt under the AMG Convertible Note and the conversion option
under the AMG Convertible Note were ascribed separate values of US$3.5 million and US$1.5 million,
_respectively. The US$3.5 million carrying value of the debt will be accreted to the maturity date value
of US$5.0 million over the three-year term of the note. The conversion option will be fair valued every
quarter and recognized on the Company’s balance sheet as “other financial liabilities”.

Thorsil ehf. ("Thorsil”), a ma]orlty -controlled Icelandic subsidiary of Timminco, has issued a US$1.0
million convertible' bond dated’ Februaty 22, 2010 (the “Thorsil Bond”) ‘to Strokkur Energy ehf.
(“Strokkur”), the proceeds of which have been fully and exclusively used to fund prehmlnary expenses
for'a potential silicon metal capacity expansion project in Iceland. Interest on the Thorsil Bond accrues
at 12% per annum and is payable upon maturity. Timminco does not have any cash repayment
liabilities under the Thorsil Bond. However, the Thorsil Bond is convertible, at Strokkur’s option, into
Thorsil common shares at a nominal value, or into common shares of Timminco at a conversion price
that is the lesser of $1.09 per share and the 5-day weighted average trading. price per share on the
Toronto Stock Exchange (*TSX”) on the date of notice of conversion, with the US dollar amount
converted into Canadian dollars at a fixed exchange rate of US$0.95. Strokkurs notlce of conversion
is due by ten days prior to the maturity date of the Thorsil Bond.

Since (i) the maturity date of the Th’orsil Bond depends on the outcome of negotiations for a long-term
power contract for the Iceland project, and (ii) Thorsil and Orkuveita Reykjavikur, an Icelandic power
company, had, by May 31, 2011, neither signed a long-term power contract for the Iceland project nor
agreed to a new.deadline for doing so, the maturity date of the Thorsil Bond is.currently June 30, 2011
and the outstanding principal and interest of the Thorsil Bond will be reduced by 10%. . However,
Thorsil, .- Timmnico: and Strokkur.-are currently in negotiations to amend the Thorsil Bond, for the
purposes of (i) extending the maturity date beyond June 30, 2011, and linking it to certain deadline
dates relating to a potential long-term power contract.for the Iceland project, and. (ii) avoiding a 10%
reduction-in the outstanding principal and interest and a:conversion of the Thorsil Note on June 30,
2011. If the parties do not agree to such amendments, the amount of principal and interest repayabie
on the Thorsil Bond-on_June 30, 2011 will be approximately US$1.05 million and, if-Strokkur -elects to
convert such amount into Timminco. common shares, the conversion amount in Canadian dollars will be
approximately $1.1 million, pursuant to the existing terms: of the Thorsil Bond.
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Capitalizatioh

Total Capitalization . L v .
($000's) . . March 31, 2011 . December 31, 2010
Convertible notes (AMG and Strokkur)' - , -4,650 Lo : 4,652
Bank indebtedness (Bank of America) i - . - -
Term loan (Investissement Quebec) s ) 26,371 e 26,318
Shareholders’ equity = ‘ ' ‘ 43,355 50,447
Total capitalization 74,376 81,417

The Company uses the Senior Credit Facility to finance the working capital requirements of Bécancour
Silicon’s silicon metal trading operations (primarily accounts receivable and silicon metal purchased
from Québec Silicon), solar grade silicon operations and for general corporate purposes. Bécancour
Silicon has funded its investment in its solar grade silicon production facilities and losses from
operations from the issuance of convertible debt and the proceeds from common share equity issued
by Timminco.

Capital Expenditures

The Company operates in a capital—intensive manufacturing industry. Capital expenditures are
incurred to maintain capacity, comply with safety and environmental regulations, support cost
reductions, and foster growth.

During Q1-11, the Company invested nominal amounts in solar grade silicon capital assets.

The Company has agreed to indemnify Québec Silicon for all expenditures relating to environmental
undertakings set out in a certificate of authorization granted to Québec Silicon by the Québec Minister
of Sustainable Development, Environment and Parks on September 30, 2010, including estimated
future capital-related expenditures of approximately $0.8 million expected to be incurred during the
remainder of 2011.. .

While Québec Silicon plans to fun‘d its capital expenditures from internally generatevd cash flows, it has

the right to make a cash call on its partners |f sufficient resources are . not available for certaln
maintenance- related or other expenditures.
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Contractual Obligations as at March 31, 2011

Less than 1to3 4to5

($000’s) ) Total 1 Year Years Years Thereafter
Term debt $ 46,745 $ 3,181 ¢ 14,250 $ 4,492 $ 24,822
Operating Leases ' 1,826 285 703 197 641
Non-trade financial liabilities due to

related parties 9,038 739 6,664 260 1,375
Thorsil Bond 1,113 1,113 - - -
Employee future benefit funding

obligations 14,811 3,424 9,017 2,370 -
Reorganization obligaticns 1,958 792 376 118 672
Environmental obligations 7,686 12,234 2,536 188 2,728
Contract termination obligations 4,843 1,443 3,400 - -
Total contractual obligations $ 88,020 $ 13,271 ' $ 36,946 $ 7,625 ¢ 30,238

Term debt

“Term debt” represents obligations of Bécancour Silicon under the Term Loan, including principal and
interest payable in future periods, as recorded on the balance sheet as at March 31, 2011. See
“Liquidity and Capital Resources -~ Term Loan”.

Operating leases

“Operating leases” represent cornorate office facility commitments as at March 31, 2011.

Non-trade financial liabilities due to related companies B

“Non-trade financial liabilities due to related compames” represent obllgatnons of Becancour Slhcon to
reimburse Québec Silicon for expenditures with respect to post-retirement benefit obligations of certain
employees ‘who retire on or:before September 30, 2016 and with respect to the AMG Convertlble Note
(see“Liquidity and Capital Resources - Convertible Notes”).

Thorsil Bond

“Thorsil Bond” represents liabilities of Thorsi! ehf with respect to the Thorsil Bond.

Employee future benefit funding obligations

“Employee future benefits funding obligations” reflect statutory funding requirements of the post-
employment defined benefits pension plan of Bécancour-Silicon and Timminco-and the estimated future
funding requirements for post-retirement benefits of Bécancour Silicon as at December 31, 2010.
Funding obligations in future periods will be dependent on investment returns of the respective plans’
assets and discount rates in conjunction with other assumpticns at the time of valuation updates.

Reorganlzatlon and enwronmental obligations

“Reorgamzatuon” and “environmental obligations” are commitments of the Company related to the
closure of various legacy facilities and compliance matters for the continuing operation of the Silicon
Group. These expenditures include estimated future capital expenditures of approximately $0.8 million
related to "Québec Silicon environmental undertakings for which 'the Company is contractually
responsible.
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Contract termination obligations

“Contract termination claims” are obiigations of Bécancour Silicon related to the termination of
contracts to. purchase certain equipment, supplies and services relating to its Bécancour solar grade
silicon purlflcatlon facilities.

Class Action LawSuit

Timminco and certain of its dlrectors and ofﬁcers, as well as certain third parties, have been named as
defendants in a potential class action lawsuit filed in the Ontario Superior Court of Justice on May 14,
2009. This lawsuit was commenced by the plaintiff Ravinder Kumar Sharma on behalf of shareholders
who acquired Timminco’s common shares between March 17, 2008 and November 11, 2008 and claims
damages exceeding $540 million. The plaintiff alleges that Timminco and others made certain
misrepresentations about Bécancour Silicon’s solar grade silicon production process. These are
unproven allegations, and the plaintiff will need to seek leave, or permission, of the court to proceed
under the secondary market disclosure provisions of the Ontario Securities Act.

The Company has not recorded any liability related to these matters. Timminco’s directors and officers
insurance policies provide for reimbursement of costs and expenses incurred in connection with this
lawsuit, including legal and professional fees, as well as potential damages awarded, if any, subject to
certain policy limits and deductibles. Timminco intends to vigorously defend these allegations and the
plaintiff’s attempt to get court approval to proceed. However, no assurance can be given with respect
to the ultimate outcome of such proceedings, and the amount of any damages awarded in such lawsuit
could be substantial.

RELATED PARTY TRANSACTIONS
AMG Advaneed Metallufgical Group

AMG js a significant shareholder of Timminco.: As at March 31, 2011, AMG held. 83,146,007 common
shares of Timminco, representing approximately 42.5% of the total issued and outstanding shares of
Timminco. AMG also holds the AMG Convertible Note (see “Liquidity and Capital Resources-
Convertible Notes”).:

AMG Convers:on

Becancour Silicon and AMG Conversmn Ltd. ( AMG Conversion”), a wholly-owned subsidiary of AMG,
executed a:Memorandum of Understanding dated March 31, 2009 (as amended, the “Memorandum of
Understanding”) whereby the parties agreed to jointly develop the ingot production process to optimize
the quality of the ingots and bricks produced with Bécancour Silicon's solar grade silicon, and to jointly
explore the- feasibility of AMG..Conversion producing ingots and bricks at the Bécancour ingoting
facility. on an exclusive long-term tolling basis for and .on behalf of Bécancour Silicon, These activities
are to continue during an interim perlod which currently expires on September 30 2011,

In Q1 11 AMG Conversron produced mgots and bricks at the Bécancour ingoting facxhty on behalf of
Bécancour Silicon, using its equipment and Bécancour Silicon’s. employees and solar grade silicon, and
invoiced a tolling fee of approximately $0.4 million, -which was based on the actual, fully-loaded cost to
produce ingots and bricks for Bécancour Silicon, plus an agreed fixed margin. AMG Conversion also
produced ingots and bricks at the Bécancour ingoting facility for its own account, using its equipment
and solar grade silicon and Bécancour Silicon’s employees. Bécancour Silicon invoiced AMG Conversion
a tolling fee of approximately $0.1 million.

Quebec SI|ICOn
Quebec Sl|ICOn is the productlon partnershlp between the Company and Dow Corning that owns the
silicon metal operations in Bécancour, Québec and supplies silicon metal to its two partners.in

proportion to their ownership interests, namely. 51% and 49%. Under IFRS, the Company accounts for
its. ownership: in Québec. Silicon- on -an equity basis. and, accordingly, does :not consolidate Québec
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Silicon’s results of operations upon the transition to- IFRS. The following is.a summary of certain Q1-11
financial information of Québec Srllcon not included in the Company s unaudited consolidated financial
statements: :

Summary of Quebec Slllcon Fmancnal Informatlon : Q1l-11

‘Revenue . - . S : o 5 28,821
"EBITDAY -~ e : L ' o 2,819
Net Income’ ~ o S ‘ o o 147
Cash flow from operations 7,294
Capital expenditures (282)
Net cash flow before financing and other activities : ‘ o 7,012
Interest bearing debt e o ' o o 15,064
Equity ' ‘ ‘ o ' 86,552
Total capitalization 130,462

(1) See “Non-GAAP Accounting Definitions”.

Québec Silicon’s revenues are derived solely from sales of silicon metal that it produces for its two
partners, and sales of by-products of Québec Silicon’s manufacturing operations. The selling price of
silicon metal is based on Québec Silicon’s full cost of production plus a fixed margin, and the selling
price of by-products is based on prevailing market prices as negotiated with third party customers.
Québec Silicon’s production volumes vary between reporting periods, depending on the overall silicon
metal volume requirements of its partners, the timing of scheduled shut-downs for furnace
malntenance purposes, and other factors :

Although Becancour Silicon is entltled to 51% of the smcon metal produced by Quebec Silicon, the
actual volume of silicon metal allocated to Bécancour Silicon may fluctuate between reporting periods,
to address variations in the mix:of silicon metal grades that Québec Silicon is required to produce for
its two .partners, and as a result of the timing of shipments. Any over or under allocations of Québec
Silicon’s. production volumes between the two partners during any reporting period are expected to be
rebalanced in subsequent reporting periods. In addition, in Q4-10 (the first period of Québec Silicon’s
operations) and Q1-11, Bécancour Silicon received from Québec Silicon a total of approximately 5,200
metric tons of silicon metal in excess of its 51% entitlement, to satisfy its previously existing customer
commitments; This” excess will be factored into Bécancour Silicon’s production allocation for
subsequent reporting periods through to the end of 2012. :

Québec Silicon has a Loan Agreement with Dow Corning dated October 1, 2010 (the “Loan
Agreement”) that provides for a revolving credit facility of up to $10.0 million to fund Québec Silicon’s
working capital requirements. Outstanding amounts bear interest at a variable. rate of-Canadian prlme
plus 2%, wh|ch is payable quarterly. As at March 31, 2011, this facility was fully drawn.

On December 10 2010, Bécancour: Silicon and Dow Corning loaned $5.0 million to Quebec Silicon, in
principal amounts that were proportional to their equity interests in Québec Silicon. In consideration,
Québec Silicon issued to each-of Bécancour Silicon and:Dow Corning two promissory notes with
maturity dates of April 1, 2011 and March 30, 2012, respectively, and-bearing interest at 5% .per
annum. Subsequent to Q1-11, Quebe" Silicon repald the notes due in April 2011 in the amount of $2 5
million.
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CAPITAL STRUCTURE

As at March 31 2011, the common shares |ssued and reserved were as follows:

‘ Descrlptlon ' : Number of Shares
Common shares lssued ’ o T o 195,734,769
Common shares issuable upon the exercise of options 13,217,500
Common shares issuable upon conversion of notes payable 20,926,869
Common shares on a fully diluted basis 229,879,138

RISKS AND UNCERTAINTIES

For a detailed description of risk factors associated with the Company, refer to the section entitled
“Risks and Uncertainties” in the Company’s 2010 MD&A dated March 25, 2011. Except as disclosed
below, there have been no material changes to the Company’s risk factors from what was disclosed at
that time.

Liquidity Risk

The Company continues to be exposed to liquidity risk. Liquidity risk arises through financial
cbligations exceeding available financial assets at any point in time. The Company’s objective in
managing liquidity risk is to maintain sufficient readily available sources of funding in order to meet its
liquidity requirements at any point in time. The Company attempts to achieve this through managing
cash from operations and through the availability of funding from committed credit facilities.

The Company incurred a net loss of $8.1 million for Q1-11 and $95.1 million for the year ended
December 31; 2010. The Company also incurred net losses for the years ended December 31, 2009,
2008 and 2007. There remains material uncertainty with respect to the level of liquidity that will be
generated by operations in the next twelve months,. particularly given the current suspension of solar
grade siilicon purification operat|ons

At March 31,2011, the Company had negatlve working capital of $2.9 million, was holdlng cash of
approximately -$1.0 million and ‘had undrawn avallable lines of credit under the Senlor Credit
Agreement of approxlmately $3 8 mllllon

Both the Senior Credit Agreement ‘and the Term Loan Agreément contain financial covenants and
cross-default provisions. . The minimum EBITDA levels for the purpose of the financial covenants in the
Senior Credit Agreement have been set at amounts based on the Company’s projected financial
results. In the event that the Company is unable to-achieve such financial results, it may become non-
compliant under the Senior Credit Agreement. Non-compliance with any of the financial covenants
under the Senior Credit Agreement.or.the Term Loan:Agreement may cause-the Bank. or IQ,
respectively, to declare an event of default and demand repayment of the entire outstanding
indebtedness under such facilities. The AMG Convertible Note also contains a cross-default provision,
financial- reporting covenants, a negative debt covenant and certain capital expenditure approval
reqwrements

Both the Senior- Credlt Agreemer‘t and the Term Loan Agreement restrict the Company S ablllty to incur

additional indebtedness, sell assets, create liens or other encumbrances, incur guarantee obligations, -

make certain payments, make investments, loans or advances and make acquisitions beyond certain

levels. - Substantially all of the Ccmpany'’s assets have been pledged as collateral to their lenders under-

the Senior Credit Agreement and the Term Loan Agreement

Timminco has also been named as a defendant in a proposed class action lawstuit, clalmmg damages in
excess of $540 million. While Timminco intends to vigorously defend.the allegations-in such lawsuit
and..the plaintiff’s attempt to -get court: approval to proceed, the timing and. outcome. of such
proceedings are uncertain and the amount of any damages awarded could be substantial.
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As a result of the Company’s Ilqwdlty risk, the Company's: ability to continue as 'a -going concern is
subject to the contintied support of its lenders and is uncertain. Therefore the Company may be
unable to continue to realize its assets and discharge its liabilities in the normal colrse of business.
The unaudited consolldated financial statements do not give effect to any adJustments to recorded
amounts and their classification which ‘could be necessary should the Company be unable to continue
as a going concern and therefore be required to realize its assets and discharge its liabilities in other
than the normal course of busmess and at amounts dlfferent than those reflected |n the unaudlted
consolldated fmanual statements

Silicon Metal Supply Commltments

In May 2011, Bécancour Silicon executed a new, long-term silicon metal supply contract with one of its
long-standing silicon metal customers that replaces all previous commitments with this customer for
the years 2011 to 2014, amends the existing contractual relationship with revised pricing retroactive to
January 1, 2011, and extends supply commitments to 2015, The base quantity to be delivered under
the new contract is 17,500 metric tons per year from 2011 through 2015, plus an additional quantity
of approximately 8,000 metric tons to be delivered by the end of 2013, for an aggregate total volume
of approximately 95,500 metric tons over the five-year term. In addition, in the fourth quarter of
2010 and Q1-11, Bécancour Silicon entered into contractual arrangements to supply approximately
3,500 metric tons of silicon metal to another long-standing silicon metal customer (see “Summary of
Operations - Silicon Metal Supply Commitments”). Under the Supply Agreement with Québec Silicon
and Dow Corning, Bécancour Silicon is entitled to 51% of the silicon metal output of Québec Silicon,
which as of October 2010 owns and operates all of the silicon metal operations of Bécancour Silicon.
Based on such existing supply commitments to customers and the anticipated production volumes at
Québec Silicon, Bécancour Silicon’s allocation of silicon metal production from Québec Silicon may be
less than such supply commitments. In such event, Bécancour Silicon may: (i) renegotiate the terms
of the Supply Agreement with Québec Silicon and Dow Corning to allow for the deferral of delivery. of
some of Dow -Corning’s_silicon metal allocation; (ii) renegotiate with Bécancour Silicon’s silicon metal
customers the delivery commitments; or (iii) purchase silicon metal from third parties .at spot prices,
for resale to its customers at the fixed contractual prices. However, there is no assurance that any
such measures will result in- more:favourable delivery commitments for Bécancour Silicon. Moreover,
spot prices for silicon metal have been increasing and Bécancour Silicon may be in a position of having
to purchase silicon metal on the spot market at-a cost that is in excess.of the selling. price to its.end
customers.: As a result, to: the extent that Bécancour Silicon’s delivery commitments to its end
customers exceed Bécancour Silicon’s supply allocation of silicon metal from Québec Silicon, there
could be a material adverse effect. on the Company’s financial position, results of operations and
liquidity. :

CRITICAL ACCOUNTING ESTIMATES

The preparation of the Companys unaudlted consolldated financial statements in accordance wnth IFRS
requires management to make estimates and assumptions which affect the reported amounts of assets
and liabilities, the’ disclosure of contingent assets and liabilities at the: date of the. unaudited
consolidated - financial statements, and the reported - amounts .of revenue -and expenses. for the
reporting period. Due to the inherent uncertainty involved with making such estimates, -actual results
reported in- future perlods could dlffer from those estlmates Significant estimates ‘include the
foilowmg ' : : S .

Measurement Uncertamty

Certaln assets, prmmpally inventory,-long term inventory, deferred development costs, property, plant
and equipment and intangibles are subject’ to -recoverability and/or -impairment tests.- Ultimate
recovery of these assets is.dependent on the ability to meet higher quality demands. from solar grade
customers ‘as market conditions -evolve and estimates of future levels-of demand, sales, .pricing and
product costing as it relates to both raw ‘material input pricing: and production efficiencies..-The net
realizable value of solar grade silicon inventory is-also subject to significant uncertainties in near and
long term market demand and- pricing conditions. Deferred development costs recoverability -is
dependent on the successful completion and -commercialization- of solar-grade silicon development
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activities. These estimates. are - subjeet to measurement uncertainty and the effect on the financial
statements of changes in such estimates in future perlods could be significant.

Long Lived Asset Impalrment

The Company .assesses its long lived assets for impairment in accordance with its accounting policies.
For purposes of impairment testing, the Company determined that it had three cash generating units,
namely, - silicon -metal assets, and each of its two physically. separate, stand alone solar grade
purification facilities, known as. “HP1” and “HP2”. Management compares the carrying value of long
lived assets with. the respective. fair values of.the three cash generating units to determine. if it has
been impaired. In Q4-10, management. determined the HP1 and HP2 long lived assets, including a
portion of the intangible assets and all of the goodwill attributable to. solar- grade purification, were
impaired and recognized a charge to reduce their carrying value to fair value. .- Recovery of the
remaining carrying value of the HP1 and HP2 solar grade silicon. purification facilities and intangible
assets related to solar silicon production.are dependent upon successful completion of the Company’s
continued product and market development activities, a restart of solar grade production and sufficient
profitable future production volumes. Should this not materialize as planned, additional material long-
lived asset impairments related to the HP1 and HP2 asset groups, including property, plant and
equipment and intangibles, are likely to occur.

Solar Grade Silicon Inventory Net Realizable Value

Given low sales volume of the Company’s solar grade silicon products, the need to meet prospective
new customers’ specifications and the uncertainty around the timing of future demand for the finished
products, during 2010, management was not able to predict the volumes of the solar grade silicon
inventory that might have been sold in the near term. Management believed that the timing of future
sales - of. the -Company’s - solar -grade- silicon product, including from existing inventories, would be
principally. dependent upon successful completion of the. Company’s continued product and market
development activities. As a result, the Company’s existing inventory of solar grade silicon was
classified .as a.l!ong-term asset.. Future sales of this inventory would be recognized as revenue and
mventory would be expensed at its net carrymg cost.

Based upon solar grade silicon market cond|t|ons and the low level of sales. durmg 2010 of its solar
grade silicon -products, :the Company evaluated the carrying value of these -inventories in Q3-10
relative to their estimated net realizable value and recorded. a provision of $13.1 million to cost of
sales. - However, the Company continued to pursue market and: product development activities in
respect: of its. solar grade silicon. product line and began to further process its solar grade. silicon
inventories-in. Q1-11 to .meet market demand. Given the shipments of and orders-on-hand for solar
grade silicon inventories and re-cast solar grade silicon, the Company has re-classified :$2.3 million: of
these inventories as current assets as at March 31, 2011 as it expects to liquidate this inventory within
the current year. In addition, the-Company has adjusted the carrying value of inventory for which the
Company has received firm purchase orders-that do not require further processing to the extent that
the sale prices are above the carrying values. The Company continues: to classify -as [ong-term
inventory solar grade silicon: that it intends to further process when purification operations re-start.
Such restart date is currently not determinable.

Pension -Return and Discount Rates ;-

The estimated return. and discount rate affect pension expense and_liabilities. - These estimates are
made with the. assistance of the Company’s actuaries to ensure that the estimates are reasonable and
consistent with those of other. companies in our industry.:The- estimated return on plan assets is
subject.to change based on the anticipated returns of the plan assets,. the return of equities and fixed
income securities held by the.plan and the performance of public securities markets. The discount rate
is subject to change based on the age and changes in composition of the plan members and long term
bond rates. . A one percent change in either rate would have a material impact on-the pension
liabilities. . Significant ongoing volatility in the global financial markets or a substantial change in
actuarial assumptions could significantly increase the Company’s pension liabilities. This could have a
material adverse effect on the Company’s liquidity and results of operations.

16

530



Revenue Recognition

The terms ‘of Bécancour Silicon’s ‘supply agreements provide certain customers with limited rights of
return. Revenue from such contracts is recorded net of an adjustment for estimated returns of
material not meeting contractual specifications. The Company’s estimate of returns requires
assumptions to be made regarding the costs of re-working returned material to meet customer
specifications.. Should thls estlmate change, the return provisicn will be adJusted in the period,

Ass'et Retlrement Obllgatlons

The Companys asset retlrement obllgatlons involve various estimates of the cost of a variety of
activities often many years in the future. The Company engages independent consultants to assist in
the "estimation of closure and" remedlatlon costs. Furthermore, the asset retirement obligation is
determined with a risk-free discount rate which currently varies from 1.40% to 3.77% depending on
term. A 1% change in the discount rate will change the obligation by approximately $0.5 million.

Fair Market Value of Inactive Assets

Timminco owns land and buildings of former manufacturing operations and anticipates eventually
disposing of these assets. Management has made estimates of the expected net proceeds and has
reduced the carrying value of these assets to fair value, where applicable. The value of the properties
is impaired by the ongoing environmental remediation underway at the sites.

ACCOUNTING CHANGES

The Company adopted IFRS as the basis of financial reporting effective for Q1-11 with restatement of
comparative periods, using a transition date of January 1, 2010. The significant accounting policies
are included in Note 3 to the Company’s unaudited consolidated financial statements. Note 24 to the
unaudited consolidated financial: statements also includes a reconciliation of eqmty, operatlons and
comprehensive Ioss as reported under GAAP and IFRS.

DISCLOSURE CONTROLS AND PROCEDURES

The Chief Executive Ofﬂcer (CEO) and Chlef Fmanc:al Officer (CFO) are responsnble for establlshlng and
maintaining adequate disclosure controls and procedures, as defined in National Instrument 52-109 -
Certification of Disclosure in Issuers’ Annual and Interim Filings (NI 52-109). Disclosure controls and
procedures.are designed to provide reasonable assurance that information required to be disclosed in
filings-.under. securities legislation is accumulated and communicated to management, .including-the
CEO and CFO as appropriate, to allow: timely .decisions 'regarding. public “disclosure. They are aiso
designed to provide reasonable assurance that all information .required to be disclosed in these filings
is- recorded, processed, summarized. and. reported within .the time.-periods specified in. securities
legislation. The Company regularly reviews its disclosure controls and procedures; however, they
cannot provide an absolute level of assurance because of the inherent limitations in control systems to
prevent or detect all mlsstatements due to error or fraud

INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for estabI|°h|ng and maintaining adequate mternal control over flnanc1al
reporting (“"ICFR"), as defined in NI 52-109. ICFR is a process designed by or under the supervision of
the CEO.and CFO,.and effected by the Board of Directors, management and other personnel, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external .purposes in_accordance with IFRS, and includes those policies and
procedures. that: (1) pertain to the maintenance of records that in reasonable deteil accurately and
fairly reflect the transactions and dispositions .of the assets of the Company; (2) are_designed-to
provide-reasonable. assurance that transactions are recorded as necessary:to-permit. preparation. of
financial statements in accordance with IFRS, and that receipts and expenditures of the Company are
being made only in accordance with authorizations of management and directors of the Company; and
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(3) are- designed to provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or dlsposmon of the Company’s assets that could have a material effect
on the financial statements.

All internal control systems have inherent limitations and therefore ICFR can only provide reasonable
assurance and may not prevent or detect misstatements due to error or fraud.

Changes in Internal Control over Financial Reportmg

The Company lmplemented changes in-respect of or affectmg its ICFR during Q1 11 in connectlon w1th
the requirement that commencing Q1-11, the Company must report its results applying IFRS. The
January 1, 2010 transition date requires re-statement” of the Company’s 2010 interim and annual
results from CGAAP to IFRS. Although the Company has been reporting IFRS compliant results to
AMG, there are some reporting differences resulting from: AMG’s earlier transition date. The Company
has performed a detailed comparison and analysis of CGAAP to IFRS to identify all material differences.

RECENT ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTED
IFRS 9 Financial Instruments: Classification and Measurement

IFRS 9 as issued reflects the first phase of the IASB’s work on the replacement of IAS 39 and applies
to classification and measurement of financial assets as defined in IAS 39. The standard is effective for
annual periods beginning on or after January 1, 2013. In subsequent phases, the IASB will address
classification and measurement of financial liabilities, hedge accounting and derecognition. The
completion of this project is expected in early 2011. The adoption of the first phase of IFRS 9 will have
an effect on the classification and measurement of the Company’s financial assets. The Company will
quantify the effect in conJunctlon with- the other. phases when issued, to present a comprehensnve
plcture .

IFRS 10 Consolrdated Fmanc:al Statements

IFRS 10 replaces the portion of IAS 27 Consolldated and Separate Fmanaal Statements that addresses
the accounting for consolidated financial statements. It also includes the issues raised in SIC-12
Consolidation. — Special Purpose: Entities. -What- remains in IAS 27 is limited to accounting for
subsidiaries, jointly controlled entities, and associates in separate financial statements. IFRS 10
establishes a single control model that applies to all entities (including “special purpose entities”, -or
“structured entities” as they are:now referred to'in the new standards, or “variable interest entities” as
they are referred to.in U.S. GAAP). The changes: introduced by IFRS 10 will require- management to
exercise significant judgement to determine which entities are.controlled, and therefore are required to
be consolidated by .a parent, compared with the requirements that were in IAS 27. Under IFRS 10, an
investor controls an investee when it is exposed,-or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns through its power over the investee. This
principle applies to all investees; including structured: entities. :

IFRS 10 is-effective. for annual periods-commencing .on: or -after January 1, 2013. The Company is
currently in the process of evaluatmg the |mpl|catlons of this new standard, if any

IFRS 11 Jomt Arrangements

IFRS 11 repldces IAS 31 Intere.,ts in Jomt Ventures and SIC 13 Jointly- controlled Entities. — Non-
monetary Contributions by Venturers. IFRS 11 uses some of the terms that were used by IAS 31, but
with different meanings. Whereas 1AS 31 identified three forms of joint ventures (i.e., jointly controlled
operations, -jointly- controlled assets and jointly controlled. entities), IFRS 11 addresses only two forms
of joint arrangements (joint operations and joint ventures) where there is joint control. IFRS 11
defines joint control as the contractually agreed sharing of control of an arrangement which exists only
when the decisions. about the: relevant-activities require the unanimous consent of the parties sharing
control.
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Because IFRS 11 uses the principle of control in IFRS 10 to define joint control, the determination of
whether joint.control exists may change. In addition, IFRS 11 removes the option to account for jointly
controlled entities using proportionate consolidation.  Instead, jointly controlled entities that meet the
definition of a joint venture must be accounted for using the equity method. For joint operations
{which, includes former. jointly controlied operations, jointly controlled assets, and potentially some
former Jomtly controlled entities), an entity recognises its assets, liabilities, revenues and expenses,
and/or its relative share of those items, if any, In addition, when specifying the .appropriate
accounting, IAS 31, focused on the legal form of the entity, whereas IFRS 11 focuses on the. nature of
the nghts and obhgatnons arising from the arrangement. .

IFRS 11 is effectlve for annual perlods commencing on or after January 1, 2013 The Company is
currently in the process of evaluatmg the implications of this new standard, if any.

IFRS 12 DisClosure of Interests in'Other Entities

IFRS 12 includes all of the disclosures that were previously in IAS 27 related to consolidated financial
statements, as well as all of the disclosures that were previously included in IAS 31 and IAS 28
Investment in Associates. These disclosures relate to an entity’s interests in subsidiaries, joint
arrangements, associates and structured entities. A number of new disclosures are also required. One
of the most significant changes introduced by IFRS 12 is that an entity is now required to disclose the
judgements made to determine whether it controls another entity.

IFRS 12 is effective for annual periods commencing on or after January 1, 2013. The Company is
currently in the process of evaluating the implications of this new standard, which will be limited to
disclosure requirements for the financial statements.

IFRS 13 Fair Value Measuremernt

IFRS 13 does not change when-an-entity is required to use fair value, but rather, provides guidance on
how to measure the fair value of financial and -non-financial assets and liabilities when: required or
permitted by-IFRS. While many of the concepts.in IFRS 13 are consistent with current practice, certain
principles, such as the prohibition on-blockage discounts for all fair value measurements, .could have a
significant effect. The.disclosure requ1rements are substantlal and could present additional challenges

IFRS 13is effectlve for annual. perlods commencing on or after January 1, 2013 and will be applled
prospectively. The Company is currently in the process of evaluating the |mpl|cat|ons of th|s new
stardard.

Deferred Tax Recovery of Underlymg Assets (amendments to IAS 12)

on December 20 2010 the IASB lSSUEd Deferred Tax Recovery of Underlying Assets (amendments to
IAS 12) concerning the determination of -deferred tax on investment property measured at fair value.
The-amendments incorporate SIC-21-Income Taxes — Recovery of Revalued Non-Depreciable Assets
into-IAS .12 for non-depreciable.assets measured using the revaluation medel in IAS 16 Property, Plant
and Equipment The aim:of the amendments is to provide a. practical solution for jurisdictions where
entities currently find it difficult -and subjective to determine the expected manner. of:recovery for
investment. property. that is measured-using the fair value model! in IAS 40 Investment Property. IAS
12 has been updated to include:

e A rebuttable presumption. that deferred tax on investment property measured. using the fair
-value model in IAS 40 should. be determined on the basis that its carrying amount will be
recovered through sale; and
- e - A requirement. that deferred tax on non-depreciable assets, measured using the revaluation
model in IAS 16, should always be measured on a sale basis.

The amendments are mandatory for annual perlods beglnnlng on or after January 1, 2012 but earller
application is permitted. This amendment is.not expected to have any.impact on the__Co‘mpa_ny
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CAUTIONARY NOTE ON FORWARD-LOOKING INFORMATION

This MD&A contalns “forward- Iooklng information”, mcludmg “financial outlooks”, as such terms are
defined in applicable Canadian.securities legislation, concerning the Company’s future financial or
operatmg performance and other statements that express management’s expectations or estimates of
future "developments, ‘circumstances or results. Generally, forward-looking ‘information can be
identified by the use of forward-looking terminology such as “expects”, “targets”, “believes”,
“anticipates”, “budget”, “scheduled”, “estimates”, “forecasts”, “intends”, “plans” and variations of such
words, or by statements that ‘certain actions, events or results “may”, “will”, '“could” “would” or
“might” “be taken”, “occur” or “be achieved”. Forward-looking information is based on a number of
assumptions and estifnates that, while considered reasonable by management based on the business
and markets in which Timminco Operates, are inherently subject to significant operational, economic
and competitive uncertainties and contingencies. Timminco cautions that forward-looking information
involves known and unknown risks, uncertainties and. other factors that may cause Timminco’s actual
results, performance or achievements to be materlally different from those expressed or implied by
such information, including, but not limited to: liquidity risks; silicon métal supply commitments;
production partnershlp with Dow Corning; foreign currency exchange rates; long lived asset
impairment; pension risks; equipment failures, downtime or inefficiencies; dependence upon power
supply for silicon metal production; pricing and availability of raw materials; credit risk exposure;
selling price of silicon metal; transportation delays and disruptions; class action lawsuits; interest
rates; future growth plans and strategic objectives; production capacity expansion at the Bécancour
facilities; environmental, health and safety laws and liabilities; climate change; conflicts of interest;
limited history with the solar grade silicon business; selling price of solar grade silicon; customer
commitments; achieving and maintaining quality of solar grade silicon; customer capabilities in
producing ingots; access to crystallization equipment; protection of intellectual property rights;
customer concentration. These factors are discussed in greater detail in Timminco’s Annual
Information - Form  for . the year: ended. December  31,- 2010, which is available on- SEDAR via
www.sedar.com, and above under the heading “Risks and Uncertainties”. Although Timminco has
attempted to identify important factors. that could cause actual results, performance or achievements
to differ materially from those contained in forward-looking information, there can be other factors that
cause results, performance or achievements not to be as anticipated, estimated- or intended.. - There
can be no assurance that- such-.information will prove to be accurate or that management’s
expectations or. estimates of future developments, circumstances or results. will materialize.
Accordingly, readers should not place undue reliance on forward-looking information. -The forward-
looking information in.this MD&A is made as of the date of this MD&A and Timminco disclaims:any
intention’}for obligation to-update or revise such information, except as required.by applicable law.

OTHER IN FORMATION

Additional mformatlon relatlng to the Company, including the Company s Annual Information Form for
the year ended December 31, 2010 is available at www.sedar.com. . ,
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'"QUARTERLY FINANCIAL INFORMATION®
(CAD$000’s except per share amounts)

Q1-11 Q1-10%)

Sales
Silicon 23,918 30,797
Gross Profit (Loss)
Silicon 771 (6,114)
Gross Profit (Loss) Percentage
Silicon 3.2% (19.9%)
Net Income (Loss)
Silicon 449 (6,172)
Corporate / Other (8,530) (4,464)
Total ‘ (8,081) (10,636)
Earnings (loss) per common share,
basic and diluted (0.04) (0.07)
Weighted average number of
common shares outstanding, basic and
diluted (000’s)® 195,735 160,470
EBITDA®
Silicon - 1,935 (2,300)
Corporate / Other (2,483) (1,629)
Total ‘ (548) (3,929)
Adjusted Income (Loss) ¥
Silicon : 429 (6,172)
Corporate ./ Other (4,639) (4,935)
Total I (4,210) (11,107)
Working Capital (excluding available cash
items and interest bearing debt) ]
Silicon ' 8,558 22,765
Corporate / Other (4,786) (5,552)
Total . 3,413 17,213
Total assets ‘
Silicon 137,546 264,200
Corporate / Other 2,473 3,316
Total 140,019 267,516
Total bank debt

L o - 36,226
Total long term liabilities 62,493 43,450

(1) - 2010 amounts have been re-stated based on the application of IFRS
(2) .. See Non-GAAP accounting definitions. ‘
No dividends were paid during any of the quarters.

@
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NON-GAAP ACCOUNTING DEFINITIONS

In addition to the Company’s results reported in accordance with IFRS, the Company uses certain non-
GAAP financial measures as supplemental indicators of the Company’s operating performance and
financial position and for internal planning purposes. The Company has historically reported non- GAAP
fmanaal results as the Company believes their use provides more insight into its performance.

EBITDA BY QUARTER

EBITDA (“Earnings Before Interest, Taxes, Depreciation and Amortization”) is not a recognized
measure under GAAP. Management believes that, in addition to net income (loss), EBITDA is a useful
supplemental measure as it provides investors with an indication of cash available for distribution prior
to debt service, past pension service obligations, capital expenditures, income taxes and restructuring
cash payments. The Company defines EBITDA as net loss excluding impairment of Applied
Magnesium, interest, amortization of intangible assets, amortization of property, plant and equipment,
reorganization costs, environmental remediation costs, stock-based compensation, fair value loss
(gain) on financial instruments at fair value and share of net income/loss of a jointly controlied entity.
Investors should be cautioned, however, that EBITDA should not be construed as an alternative to net
income determined in accordance with GAAP as an indicator of the Company’s profitability. Also,
EBITDA should not be construed as an alternative to cash flows from operating, investing and financing
activities as a measure of liquidity and cash flows. The Company’s method of calculating EBITDA may
differ from other companies and, accordingly, EBITDA may not be comparable to measures used by
other companies. EBITDA is calculated as follows:

(CAD$00Q’s) Q1-11 Q1-10

Net loss (8,081) (10,636)
Add back(subtract)

Impalrment of Applled Magnes:um o 222 - B -
Interest = - 1,409 | SR 2,297
Amortization of |ntang|ble assets. 581 707
Amortization of property, plant and 930 3,171
equipment

Reorganization costs 1,341 -
Environmental remediation costs (14) -
Stock-based compensation® 742 1,003
Fair value loss (gain) on financial mstruments 2,292 (471)
at fair value ‘

Share of net loss of a Jomtly controlled entity 30 -
EBITDA ‘ ; (548) (3,929)
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ADJUSTED INCOME (LOSS) BY QUARTER

Adjusted income (loss) is not a recognized measure under GAAP. Management believes that, in
addition to net income (loss), adjusted income (loss) is a useful supplemental measure as it provides
investors with an indication of ongoing income excluding non-operational costs originating from closed
facilities and fair value adjustments of other financial liabilities. Investors should be cautioned,
however, that adjusted income (ioss) should not be construed as an alternative to net income
determined in accordance with GAAP as an indicator of the Company’s profitability. The Company’s
method of calculating adjusted income (loss) may differ from other companies and, accordingly,
adjusted income (loss) may not be comparable to measures used by other companies. Adjusted
income (loss) is calculated as follows:

(CAD$000’s) Q1-11 Q1-10

Net loss (8,081) (10,636)
Add back(subtract):

Impairment of Applied Magnesium 222 -
Reorganization costs 1,341 -
Environmental remediation costs (14) -
Fair value loss (gain) on financial instruments at fair

value 2,292 (471)
Share of net loss of a jointly controlled entity 30 -
Adjusted Income (Loss) (4,210) (11,107)
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This is Exhibit “L"
to the affidavit of Peter A.M. Kalins,
sworn before me on the 2nd day
of January, 2012

ALommissioner for Taking Affidavits

5913104 v1

Yusuf Yannick Katirai, 2

Commissioner etc., Province of Ontario,
while a student-at-law.

Expires April 12, 2013.
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Timminco Limited

Consolidated Balance Sheets
See Note 2 regarding Going Concern

December 31

As at June 30

(unaudited) 2011 2010

(in thousands of Canadian dollars)

ASSETS

Current Assets .

Cash and cash equivalents $ 412 $ 7,483
Restricted cash 18 105
Accounts receivable 6,810 12,365
Due from related companies (Note 15) 1,809 2,172
Inventories (Note 7) 10,831 14,473
Finished goods consigned to related company 4,126 4,530
Prepaid expenses and deposits 1,178 1,365

Due from related companies (Note 15)
Long term receivables

Long term inventories (Note 7)
Property, plant and equipment (Notes 8)
Investments (Note 6)

Intangible assets (Notes 9 )

LIABILITIES

Current Liabilities

Bank indebtedness (Note 10)

Accounts payable and accrued liabilities
Deferred revenue

Due to related companies (Note 15)

Current portion of long term liabilities (Note 10)
Current portion of long term provisions (Note 11)

Due to related companies (Note 15)
Other financial liabilities (Note 15)
Long term liabilities (Note 10)
Employee future benefits (Note 12)
Long term provisions (Note 11)

SHAREHOLDERS' EQUITY

Capital stock (Note 13)

Contributed surplus

Deficit

Equity attributable to owners of parent

Non-controlling interest (Note 16)

Total Equity

25,184

1,269

2,363

58,002

43,409

2,082

$ 132,309

$ 700
7,273

5,542

11,250

1,545

2,100

28,410

6,554
1,427
28,915
20,814
6,760

92,880

311,873
15,091
287,535
39,429

39,429
$ 132,309

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

See Note 21 regarding Commitments, Contingencies and Guarantees.

On behalf of the Board of Directors:

(signed) Heinz C. Schimmelbusch

Dr. Heinz C. Schimmelbusch
Director

42,493

1,275
1,275
2,874

59,826

43,171
3,231

$ 154,145

9,064
6,319
19,252
3,273
2,555
70,463

6,418
1,343
28,619
20,610
6,855

104,308

310,777
13,320

: 273,650
4’?‘—15 457
(610)

49,837

$ T I54145

(signed) Mickey M. Yaksich

Mickey M. Yaksich
Director
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Timminco Limited

Consolidated Statements of Operations and Comprehensive Loss

(unaudited)
Three months ended June 30 Six months ended June 30
2011 2010 2011 2010
(in thousands of Canadian dollars, except for loss per share information,
Sales $ 21,046 $ 34,309 $ 43,964 § 65,106
Cost of goods sold (Note 7) 23,837 36,634 46,984 73,545
Gross margin (2,791) (2,325) (2,020) (8,439)
Administrative expenses 2,820 3,813 6,468 8,166
Other operating expenses (income) (Note 17 (a)) 610 1,652 1,861 (5)
Operating profit (loss) (6,221) (7,790) (10,349) (16,600)
Finance costs (income) (Note 17 (b)) : (997) 1,895 2,704 3,721
Impairment l0ss on investment in Applied Magnesium - - 222 -
Share of net loss of a jointly controlled entity 82 - 112 -
Loss and total comprehensive loss for the period (5,306) (3,685) (13,387) 120,321)
Attributable to: X
Owners of the parent (5,317) (9,604) {13,342) (20,031)
Non-controlling interests (Note 16) 11 (81) {45) (290)
Loss and total comprehensive loss for the period {5,306) {9,685) (13,387) (20,321)
Loss per common share - basic and diluted $ (0.03) $ (0.05) $ (0.07) $ (0.12)
Weighted average number of common shares
outstanding - basic and diluted (Note 19) 193,614,722 184,215,471 194,668,889 172,408,346

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



Timminco L_imited

Consolidated Statements of Cash Flows
(unaudited)

Six months ended June 30

2011 2010
(in thousands of Canadian dollars)
Cash flows from (used in) operating activities
Net loss $ (13,387) $ (20,321)
Adjustments for items not requiring cash
Amortization of property, plant and equipment (Note 8) 1,875 6,343
Amortization of intangible assets (Note 9) 1,149 1,413
Interest expense - 1,636
Accretion of convertible debt 508 283
Stock-based compensation (Note 14) 1,411 1,887
Termination benefits (Note 12) 1,754 -
Loss (gain) on disposal of property, plant and equipment - 14
Environmental remediation 62 -
Fair value loss (gain) on financial instruments at fair value 84 (471)
Impairment of investment in Applied Magnesium 222 -
Accretion of provisions (Note 11) 90 82
Benefits plan expense 640 1,702
Share of net income of a jointly controlled entity 112 -
Unrealized foreign exchange (gain) loss (128) (1,015)
Accrued employee future benefits paid (2,190) (2,220)
Expenditures charged against provisions (Note 11) (702) (255)
Change in non-cash working capital items
Decrease (increase) in restricted cash 87 (471)
Decrease (increase) in accounts receivable 5,555 (1,932)
Decrease in inventories 4,557 11,620
Cecrease in prepaid expenses and deposits 187 102
Decrease in accounts payable and accrued liabilities (1,793) (3,594)
Decrease in related company balances (Mote 15) (6,831) (173)
Increase (decrease) in deferred revenue (777) 2,241
(7,515) (3,129)
Cash used in investing activities
Capital expenditures (Note 8) (50) (906)
(50) (906)
Cash flows from (used in) financing activities
Issuance of common shares - 12,434
Issuance of convertible bond - 1,043
Increase (decrease) in bank indebtedness 700 (9,102)
Funding from non-controlling interest 112 -
Decrease in long term receivable 6 2
Decrease in long term liabilities (324) (31)
494 4,346
Decrease (increase) in cash during the period (7,071) 311
Cash, beginning of period 7,483 1,170
Cash, end of period $ 412 § 1,481
Supplemental cash flow information
Cash paid (received) during the period:
Interest $ 1,927 $ 1,572
‘Income taxes $ - $ (10)

The daccompanying notes are an integral part of these consolidated financial statements.
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Timminco Limited

Consolidated Statement of Changes in Equity
As at June 30, 2011 and June 30, 2010
(unaudited)

(in thousands of Canadian dollars)

Total
Contributed attributable to Non-
Issued Capital surplus Deficit the equity controlling Total
P holders of the interest
parent
As at January 1, 2011 $ 310,777 % 13,320 $ (273,650) $% 50,447 $ (610) $ 49,837
Total comprehensive loss - - (13,342) (13,342) (45) (13,387)
Non-controlling interest investment - - - - 112 112
Common shares issued in settlement of convertible
notes 1,096 - - 1,096 - 1,096
Share-based payment transactions - 1,771 - 1,771 - 1,771
Acquisition of non-controlling interest (Note 16) - - (543) (543) 543 -
As at June 30, 2011 $ 311,873 $ 15,091 $ (287,535) $ 39,429 $ -$ 39,429
Total
. attributable to Non-
Issued Capital Cont;ﬂ):'ﬁig Deficit the equity controlling Total
P holders of the interest
parent
As at January 1, 2010 $ 285,205 $ 9,438 $ (178,586) % 116,057 $ - 3% 116,057
Total comprehensive loss - - (2¢,C31) (20,031) (290) (20,321)
(_:on'vnon shares issued in settlement of repayment 12,726 _ _ 12,726 _ 12,726
liability
Common shares issued in settlement of trade payable 412 - - 412 - 412
Common shares issued for cash 12,434 - - 12,434 - 12,434
Share-based payment transactions - 1,886 - 1,886 - 1,886
As at June 30, 2010 $ 310,777 $ 11,324 $ (198,617) $ 123,484 $ (290) $ 123,194

s



TIMMINCO LIMITED
Notes to Condensed Consclidated Interim Financial Statements

Three and six months ended June 30, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

1. ORGANIZATION

" The condensed consolidated interim financial statements of Timminco Limited (*Timminco” and, collectively with its
consolidated subsidiaries, the “Company”) for the three and six months ended June 30, 2011 were authorized for
issuance in accordance with a resolution of the Board of Directors of Timminco on August 9, 2011. Timminco is
incorporated under the laws of Canada and its common shares are listed and publicly traded on the Toronto Stock
Exchange. The address of Timminco’s principal office is at 150 King Street West, Suite 2401, Toronto Ontario
Canada.

The Company’s silicon metal and solar grade silicon operations are organized as the “Silicon Group”, which is the
Company’s only reporting segment. Up to September 30, 2010, the Company produced and sold silicon metal and

- solar grade silicon products, through its wholly-owned subsidiary Bécancour Silicon Inc. (*Bécancour Silicon”). As of
October 1, 2010, the Company transferred ownership and operation of silicon metal production to Québec Silicon
Limited Partnership (*Québec Silicon”), which is a 51% owned production partnership accounted for by the Company
under the equity method. See Note 6 for further details. Accordingly, as of October 1, 2010, the Company's
operations consist of the purchase and resale of silicon metal and the production and sale of solar grade silicon, and
the results of Québec Silicon’s operations are not consolidated with the results of the Company’s operations,

AMG Advanced Metallurgical Group N.V. ("AMG") is a significant shareholder of Timminco (see Note 15).
2. GOING CONCERN

The condensed consolidated interim financial statements of the Company have been prepared on a going concern
basis, which contemplates the Company having sufficient liquidity to realize its assets and to discharge its liabilities
in the normal course of business for the foreseeable future. However, the Company incurred net losses of $13.3
~million for-the six months ended. June 30, 2011 and. $95.7 million for the year ended December 31, 2010. In
addition, Tirnminco has been named as a defendant in a proposed class action lawsuit and, while the timing and
outcome of such lawsuit are uncertain, the amount of any damages awarded could be substantial (see Note 21).

The Company has not achieved a level of sustained profitability and positive cash generation to operate without a
revolving credit facility, which the Company requires in order to finance working capital requirements, to fund long-
term obligations relating to reorganization costs,. retirement benefits, contract termination settlements and
environmental remediation and to provide a liquidity buffer. Also the Company did not achieve the minimum required
year-to-date June 30, 2011 Earnings before Interest, Taxes, Depreciation and Amortization ("EBITDA") covenant and
obtained a waiver in this regard and negotiated revised EBITDA covenant thresholds for the period June to December
2011 (see Notes 10 and 21).

The Company's ability to continue as a going concern is subject to achieving a level of sustained profitability, the
continued support of its lenders and positive cash generation which is subject to material uncertainty and these
conditions may cast significant doubt about the Company’s ability to continue as a going concern. As a result, the
Company may be unable to continue to realize its assets and discharge its liabilities in the normal course of business.
The" consolidated financial statements do not give effect to any adjustments to recorded amounts and their
classification which could be necessary should the Company be unable to continue as a going concern and therefore
be required to realize its assets and discharge its liabilities other than in the normal course of business and at
amounts different than those reflected in the consolidated financial statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

For all periods up to and including the year ended December 31, 2010, the Company presented its financial
statements in accordance with Canadian Generally Accepted Accounting Principles (“"Canadian GAAP"). The
condensed consolidated interim financial statements for the three and six months ended June 30, 2011 were
prepared in accordance with International Accounting Standard 34 Interim Financial Reporting (“IAS 34") as issued
by. the International Accounting Standards Board (“IASB"). The same accounting policies and methods of
computation were followed in the preparation of these condensed consolidated interim financial statements as were
followed in the preparation of the unaudited condensed consolidated interim financial statements for the three month
period ending March 30, 2011. Accordingly, these unaudited interim consolidated financial statements for the six
month period ending June.30, 2011 should be read.in conjunction with the accounting policies as .described in Note 3
of the unaudited interim consolidated financial statements for the three months period ended March 31, 2011.

These interim condensed consoi,idated,financial statements are prepared using International Financial Reporting
Standards (“IFRS"). Certain incremental disclosures that are required to be included in annual financial statements
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prepared in accordance with IFRS were not included in the Company’s most recent annual financial statements
prepared ‘in accordance with Canadian GAAP but were included in the unaudited interim consolidated financial
statements for the three months:ended March 31, 2011, As such, these interim financial statéements should be read
in conjunction with the Company’s 2010 annual financial statements together with the IFRS transition disclosures
included in Note 21 to these financial statements and the incremental annual disclosures required under IFRS
included in-Note- 25 of the unaudlted interim consolidated financial statements for the three month period ended
March 31, 2011.

SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the consolidated financial statements requires judgment and estimates and related assumptions
to be made in applying the accounting policies that affect the reported amounts of assets, liabilities, income,
expenses and the disclosure of .contingent liabilities. The estimates and related assumptions are based on previous
experience and other factors considered reasonable under the circumstances, the results of which form the basis of
making the assumptions about carrying values of assets and liabilities that are not readily apparent from other
sources

The accounting judgements, estimates and assumptions that the Company expects to adopt in its financial
statements as at and for the year ending December 31, 2011 are disclosed in Note 4 of the Company’s unaudited
interim financial statements as at and for the three months ended March 31, 2011.

STANDARDS ISSUED BUT NOT YET EFFECTIVE

Standards issued but not yet effective up to the date of issuance of the Company’s financial statements are listed
below. This listing is of standards and interpretations issued, which the Company reasonably expects to be applicable
at a future date. The Company intends to adopt those standards when they become effective.

IAS 1 Presentation of financial statements: Presentation of other comprehensive income

The IASB recently issued amendments to IAS 1 Presentation of Financial Statements on the presentation of other
comprehensive income (OCI). The amendments to IAS 1 change the grouping of items presented in OCI. Items that
could be reclassified (or ‘recycled’) to profit or loss at a future point in time would be presented separately from
items which will never be reclassified..

OCI items that can be reclassified into profit or loss:

. Foreign exchange gains and losses arising from translations of financial statements of a foreign operation (IAS
21)

. Effective portion of gains and losses on hedging instruments in a cash flow hedge (IAS 39)

OCI items that cannot be reclassnﬁed into profit or loss:

. Changes in revaluation surplus (IAS.16 and IAS 38)

. Actuarial gains and losses.on defined benefit plans (IAS 19.93A)

. Gains and losses from investments in equity instruments measured at fair value through OCI (IFRS 9)

« For those liabilities designated at fair value through profit or loss, changes in fair value attributable to changes
in the liability’s credit risk (IFRS 9)

These amendments are effective for annual periods beginning on or after 1 July 2012.

IAS 19 Employee benefits: Significant changes to accounting for pensions

The IASB has issued numerous amendments to IAS 19. The corridor mechanism for pension plans has been
removed, This means all changes in the value of defined benefit plans will be recognized as they occur. Those
movements are recorded in profit or loss and other comprehensive income as follows:

. Profit or loss will be charged with a service cost and a net interest income or expense. The net interest income
or expense is the product of the net balance sheet liability or asset and the discount rate used to measure the
obligation — both as at the start of the year. This removes the current concept of expected return on plan
assets — where income is credited with the expected long-term yield on the assets in the fund.

. ‘Remeasurements’ will be recorded in other comprehensive income.

. Entities will no longer be allowed to recognize all movements in profit or loss.

Other changes as a result of the revised standard include:
. Past service cost will be expensed when the plan amendments occur regardless of whether or not they are
vested. ’ '
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. The distinction between short-term and other long-term employee benefits is now based on expected timing of
settlement rather than employee entitlement. Changes in the carrying amount of liabilities for other long-term
employment benefits will continue to be recognized in profit or loss.

The revised standard requires termination benefits (outside of a wider restructuring) to be recognized only when the
offer becomes legally binding and cannot be withdrawn. In the context of a wider restructuring, termination benefits
are recognized at the same time as the other restructuring costs. These amendments are applicable for annual
periods beginning on or after 1 January 2013, with earlier application permitted.

IFRS 9 Financial Instruments: Classification and Measurement

IFRS 9 as issued reflects the first phase of the IASB’s work on the replacement of IAS 39 and applies to classification
and measurement of financial assets as defined in IAS 39. The IASB has tentatively decided to move the mandatory
effective date of IFRS 9 to annual periods beginning on or after January 1, 2015 with earlier adoption permitted. In
subsequent phases, the IASB will address classification and measurement of financial liabilities, hedge accounting
and derecognition. The completion of this project is expected in Q4 of 2011, The adoption of the first phase of IFRS 9
will have an effect on the classification and measurement of Company’s financial assets. The Company will quantify
the effect in conjunction with the other phases, when issued, to present a comprehensive picture.

IFRS 10 Consolidated Financial Statements

IFRS 10 replaces the portion of IAS 27 Consolidated and Separate Financial Statements that addresses the
accounting for consolidated financial statements. It also includes the issues raised in SIC-12 Consolidation — Special
Purpose .Entities. What remains in IAS 27 is limited to accounting for subsidiaries, jointly controlled entities, and
associates in separate financial statements. IFRS 10 establishes a single control model that applies to all entities
(including “special purpose entities,” or “structured entities” as they are now referred to in the new standards). The
changes introduced by IFRS 10 will require management to exercise significant judgment to determine which entities
are controlled, and therefore are required to be consolidated by a parent, compared with the requirements that were
in IAS 27. Under IFRS 10, an investor controls an investee when it is exposed, or has rights, to variable returns from
its involvement with the investee and has the ability to affect those returns through its power over the investee. This
principle applies to all investees, including structured entities.

IFRS 10 is effective for annual periods commencing on or after January 1, 2013. The Company is currently in the
process of evaluating the implications of this new standard, if any.

IFRS 11 Joint Arrangements

IFRS 11 replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly-controlled Entities -~ Non-monetary
Contributions by Venturers. IFRS 11 uses some of the terms that were used by IAS 31, but with different meanings.
Whereas IAS 31 identified three forms of joint ventures (i.e., jointly controlled operations, jointly controlled assets
and jointly controlled entities), IFRS 11 addresses only two forms of joint arrangements (joint operations and joint
ventures) where there is joint control. IFRS 11 defines joint control as the contractually agreed sharing of control of
an arrangement which exists only when the decisions about the relevant activities require the unanimous consent of
the parties sharing control.

Because IFRS 11 uses the principle of control in IFRS 10 to define joint control, the determination of whether joint
control exists may change. In addition, IFRS 11 removes the option to account for jointly controlled entities using
proportionate consolidation. Instead, jointly controlled entities that meet the definition of a joint venture must be
accounted for using the equity method. For joint operations (which includes former jointly.controlied operations,
jointly controlled assets, and potentially some former jointly controlled entities), an entity recognizes its assets,
liabilities, revenues and expenses, and/or its relative share of those items, if any. In addition, when specifying the
appropriate accounting, IAS. 31 focused on the legal form of the entity, whereas IFRS 11 focuses on the nature of the
rights and obligations arising frorn the arrangement. ’ ‘

IFYRS' 11 is effective for vannual pérjods commencing on or after January 1, 2013, The Company is currently in the
process of evaluating the implications of this new standard, if any. ’

IFRS 12 Disclosure of Interests in Other Entities

IFRS 12 includes all of the disclosures that were previously in IAS 27 related to consolidated financial statements, as
well as all of the disclosures that were previously included in IAS 31 and IAS 28 Investment in Associates. These
disclosures relate to an entity’s interests in subsidiaries, joint arrangements, associates and structured entities. A
number of new disclosures are also required. One of the most significant changes introduced by IFRS 12 is that an
entity is now required to disclose the judgments made to determine whether it controls another entity.

(a
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IFRS 12 'is effective for annual periods commencing on or after January 1, 2013. The Company is currently in the
process of evaluating the implications of this new standard, which will be Ilmlted to disclosure requirements for the
ﬂnanC|aI statements.

IFRS 13 Fair Value Measurement

IFRS 13 does not change when an entity is required to use fair value, but rather, provides guidance on how to
measure the fair value of financial and non-financial assets and liabilities when required or permitted by IFRS. While
many of the concepts in IFRS 13 are consistent. with current practice, certain principles, such as the prohibition on
blockage ' discounts for all fair value measurements, could have a significant effect. The additional disclosure
requirements are substantial.

IFRS 13 is effective for annual periods cofnmencing on or after January 1, 2013 and will be applied prospectively. The
Company is currently in the process of evaluating the implications of this new standard.

Deferred Tax: Recovery of Underlying Assets (amendments to IAS 12)

On 20 December 2010, the IASB issued Deferred Tax: Recovery of Underlying Assets (amendments to IAS 12)

concerning the determination of deferred tax on investment property measured at fair value. The amendments

incorporate SIC-21 Income Taxes — Recovery of Revalued Non-Depreciable Assets into IAS 12 for non-depreciable

assets measured using the revaluation model in IAS 16 Property, Plant and Equipment. The aim of the amendments

is to provide a practical solution for jurisdictions where entities currently find it difficult and subjective to determine

the expected manner of recovery for investment property that is measured using the fair value model in 1AS 40

Investment Property. IAS 12 has been updated to include:

. A rebuttable presumption that deferred tax on investment property measured using the fair value model in IAS
40 should be determined on the basis that its carrying amount will be recovered through sale; and

. A requirement that deferred tax on non-depreciable assets, measured using the revaluation model in IAS 16,
should always be measured on a sale basis.

The amendments are mandatory for annual periods beginning on or after January 1, 2012, but earlier application is
permitted. This amendment is not expected to have any impact cn the Company.

6. INVESTMENTS . _
(a)v Interest in Jointly Controlied Entity
The Company accounts for its interest in Québec Silicon using the equity method. The following sets out the
Company’s 51% share of the balance sheet of Québec Silicon as at June 30, 2011 and December 31, 2010

and sales, expenses and profit of the jointly controlled entity for the three and six months ended June 30,
2011, that are reflected in the consolidated financial statements of the Company using the equity method:

Share of the joint venture's balance sheet: June 30, 2011 December 31, 2010

Current assets $ 17,825 $ 18,847
Non-current assets ' 47,028 47,343
Current liabilities : (12,404) (13,166)
Non-current liabilities (8,980) {10,037)
Equity ‘ $ 43,469 $ 42,987
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Share of the joint venture's sales, Three months ended

Six months ended

expenses and profit: June 30 June 30
2011 2010 2011 2010
Revenue $ 15,211 $ - $ 29,883 $ -
Cost of sales (14,683) - (28,915) -
Administrative expenses (322) - (550) -
Finance costs (72) - (169) -
Prefit before tax 134 - 249 -
Income tax expense - - - -
Profit for the period from continuing
operations $ 134 $ - $ 249 $ -

Québec Silicon has no contingent liabilities as at June 30, 2011 and Decemter 31, 2010.

(b) Investment in Applied Magnesium

June 30, 2011

December 31, 2010

Balance, beginning of period $ 222 $ 222
Impairment loss (222) -
Balance, end of period $ - $ 222

During the first quarter 2011, the Company impaired its investment in Applied Magnesium International Ltd.

due to the uncertainty of Applied Magnesium continuing as a going concern.

INVENTORIES

Inventory - current June 30, 2011

December 31, 2010

Finished goods $ 9,374 $ 13,044
Stores inventory 1,457 1,429
Total inventories at the lower of cost and net

realizable value $ 10,831 $ 14,473

During the three and six months ended June 30, 2011, provisions of $66 and $331 (three and six months ended June
30, 2010 - $77 net recovery and $1,250 net expense) were recorded with regards to silicon metal finished goods
inventories.. During the three and six months ended June 30, 2011, provisions were reversed for sales of silicon
metal inventory for $268 and $507 (three and six months ended June 30, 2010 - $529 and $1,357).

Inventories - long term June 30, 2011

December 31, 2010

Raw materials ) : $ : _ 174 $ 120
Work in progress 1,111 1,214
Finished goods 1,078 1,540

$ 2,363 $ 2,874

Given low sales volume of the Company’s solar grade silicon products, the need to meet prospective new customers’
specifications and the uncertainty around the timing of future demand for the finished products, management is not
able to predict the volumes of the solar grade silicon inventory that may be sold in the near term. Management
believes that the timing of future sales of the Company’s solar grade silicon product, including from existing
inventories, is principally dependent upon successful completion of the Company’s continued product and market

development activities.
at its net carrying cost.

Future sales of this inventory will be recognized as revenue and inventory will be expensed
During the three and six months ended June 30, 2011, net realizable value provisions

amounting to $nil and $2,278 were reversed where there were firm sales commitments for products that required no

further processing (three and six months ended June 30, 2010 - $37 and $375).
' 5
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During the three and six months ended June 30, 2011, the Silicon Group reversed a provision of $nil and $241 (three
and six months ended June 30, 2010 - charge of $37 and $375) related to the net realizable value of by-product
inventory generated from the production _of solar grade silicon.

The components of cost of goods sold are as follows:

Three months ended Six months ended
: June 30 ’ June 30 -
» : 2011 2010 2011 2010 .
Inventory and overhead not capitalized to .
inventories $ 23,589 $ 32,483 $ 48,205 $ 64,028
Distribution costs 718 841 1,981 1,493
Drawdown of net realizable value provision for
inventory sold (268) (529) (507) (1,358)
Adjustment to net realizable value provision (202) 40) (2,695) 1,625

$ 23837 $ 32,755 $ 46,984 $ 65,788

PROPERTY, PLANT AND EQUIPMENT

During the three and six months ended June 30, 2011, the Company acquired assets with a cost of $36 and $50
(three and six months ended June 30, 2010 - $101 and $385). No assets were disposed of by the Company during
the six months ended June 30,.2011 (six months ended June 30, 2010 - $16, resulting in a loss on disposal of $14),
Depreciation for the three and six months ended June 30, 2011 were $945 and $1,875 (three and six months ended
June 30, 2010 - $3,172 and $6,343). : :

Property, plant and equipment pledged as security:
Substantially all of the Company’s land, buildings and equipment are pledged as security for the Company’s

obligations under the Loan and Security Agreement dated December 15, 2010 with Bank of America, N.A. and under
the term loan with Investissement Québec (see Note 10).
INTANGIBLE ASSETS

Amortization for the three and six months ended June 30, 2011 was $568 and $1,149 respectively (three and six
months ended June 30, 2010 - $707 and $1,413).

INTEREST BEARING LOANS AND BORROWINGS

June 30, 2011 December 31, 2010
Senior Credit Facility $ 700 $ -
Long term liabilities o

1Q Term Loan $ L 26,324 $ L 26,318
Contract termination claims . 4,136 4,460 -
Thorsilv Bond - 1,114
C 30,460 31,892
Léss current portion S M 1,545 3,273
‘ - ' $ ' 28,915 s 28,619

Interest expense for the three and-six months ended June 30, 2011 includes interest on lony term liabilities of $834
and $1,730.(three and six months ended June 30, 2010 - $827 and $1,903).

6
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Senior Credit Facility

Bécancour Silicon has a Loan and Security Agreement dated December 15, 2010 (the "Senior Credit Agreement'")
with- Bank--of America, N.A., Canada branch (the “Bank”). The Senior Credit- Agreement, which terminates on
December 15, 2013, consists of a revolving credit facility (the “Senior Credit Facility”) of up to $20,000, subject to a
borrowing base and a $5,000 availability block. The applicable interest rate for the Senior Credit Facility was 5.75%
as.at June 30, 2011.

Starting in Q1-11, the Company is required to maintain certain minimum EBITDA levels, on a cumulative year-to-
date basis as at each month end, and to restrict capital expenditures to certain maximum levels, also on a
cumulative year-to-date basis as at each month end, throughout the term. The Company did not achieve the
minimum required level of EBITDA on a cumulative year-to-date basis as at June 30, 2011 to satisfy the minimum
EBITDA covenant in the Senior Credit Agreement, and obtained a waiver from the Bank in respect of such covenant
for such period. In connection with such covenant waiver, the Company and the Bank agreed to revised minimum
EBITDA levels for the periods from June to September 2011. The Company and the Bank also agreed to lower the
maximum level of permitted capital expenditures, for the purposes of the capital expenditure covenant in the Senior
Credit Agreement, to a level that prohibits the Company from incurring any additional capital expenditures beyond
existing commitments without the Bank’s consent.

A default under the Senior Credit Agreement could trigger an event of default under the cross-default provisions of
the Term l.oan Agreement (see below) and the AMG Convertible Note (see Note 15), subject to the provisions of the
postponement agreements executed by the Bank with each of Investissement Québec and AMG, and Bécancour
Silicon, in respect thereof. Also, a default under either the Term Loan Agreement or the AMG Convertible Note could
trigger an event of deault under the cross-default provisions of the Senior Credit Agreement.

Going forward, the borrowing base and availability under the Senior Credit Facility, and the Company’s ability to
comply with its financial covenants under the Senior Credit Agreement, are subject to material uncertainty and risk.
Any material adverse developments in the Company’s business, results of operations or liquidity could enable the
Bank to declare an event of default under the Senior Credit Agreement and demand repayment of all outstanding
indebtedness (see Note 2).

Thorsil bond

The Company is pursuing opportunities to expand its silicon metal production capacity through a potential new silicon
metal production facility in Iceland. = Timminco, through its Icelandic majority-owned subsidiary Thorsil ehf.
("Thorsil"”), is in active discussions with Icelandic power companies regarding a long-term power contract and with
strategic customers and partners regarding silicon metal off-take agreements, and has undertaken preliminary site
selection studies and completed initial engineering studies. However, definitive commitments to proceed with this
project have not yet materialized.

To fund. preliminary expenses for this project, Thorsil issued a US$1,000 convertible bond (the “Thorsil Bond”) to
Strokkur Energy ehf. ("Strokkur”) in February 2010. Interest on the Thorsil Bond accrued at 12% per annum and
was payable upon maturity, on June 30, 2011. The Thorsil Bond was convertible, at Strokkur’s option, into Thorsil
share capital or into common shares of Timminco. Since Thorsil had neither signed a long-term power contract for
the Iceland project, nor agreed to a deadline with an Icelandic power company for doing so, the outstanding
principal and interest of the Thorsil Bond was reduced by 10%, and thereby only 90% of the principal amount and
accrued interest (the “Conversion Amount”) was payable on maturity. = Strokkur elected to convert all of the
Conversion Amount, of approximately US$1,050, into Timminco common shares. As a result, on June 30, 2011,
Timminco issued 2,810,447 common shares to Strokkur, based on a translation of the Conversion Amount into
Canadian dollars at an exchange rate of US$0.9542, which was the fixed exchange rate for such purposes, and a
conversion price of $0.39 per Timminco common share, which was the 5-day weighted average trading price per
share on the Toronto Stock Exchange ("TSX") on the effective date of notice of conversion. Furthermore, by reason
of issuing its common shares to Strokkur, Timminco acquired additional share capital in Thorsil in an amount equal to
the Conversion Amount, and thereby increased its- equity ownership percentage in Thorsil from 51% to
approximately 91%, on June 30, 2011. This has been reflected as a decrease in non-controlling interest and increase
in deficit (See Note 16).
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LOMG TERM PROVISIONS

June 30, 2011 December 31, 2010

Provision for. reorganization $ 577 $ 719
Provision for environmental remediation 8,283 8,691
8,860 9,410

Less current portion 2,100 2,555
$ 6,760 3% 6,855

Six months ended Year ended

Provision for reorganization June 30, 2011 December 31, 2010
Balance, beginning of the period $ 719 & 745
Amounts charged against provision (142) (26)
Balance, end of the period $ 577 $% 719

The provision for reorganization relates to closure of the Aurora, Colorado facility in 2009 which manufactured
magnesium anodes and extruded products. The Company’s reorganization liabilities are recorded at the anticipated
cash outflow.

. Six months ended Year ended
Provision for environmental remediation June 30, 2011 December 31, 2010
Balance, beginning of the period $ 8,691 ¢ 8,602
Cogts recognized 61 1,096
Interest ) 90 200
Amounts charged against provision (559) (1,207)
Balance, end of the period $ 8,283 $ 8,691

The provision for environmental remediation relates to remediation of a silica fumes disposal site associated with the
silicon metal manufacturing facility in Bécancour, Québec, the closure of the former magnesium manufacturing
facility in. Haley, Ontario, and 49% of the indemnification by Bécancour Silicon to Québec Silicon related to
undertakings in connection with the environmental certificate of authorization granted to Québac.

Environmental remediation costs, including interest, are disclosed in other operating expenses in the consolidated
statement of operations. The Company’s environmental liabilities are discounted using risk free discount rates of
0.98% - 3.77% for periods to 2029.

EMPLOYEE BENEFITS

June 30, 2011 December 31, 2010

Pension and-post retirement benefits : $ 18,040 $ 19,380
Termination benefits : 2,774 1,230
: $ 20,814 § 20,610

The Company provides pension or retirement benefits to substantially all of its employees in Canada through group
RRSPs, non-registered employee savings plans, and a defined contribution and defined benefit pension plans, based
on length of service and remuneration. The Company- also sponsors a contributory defined benefit pension plan and
other retirement benefits for certain of its eligible employees.

Termination benefits relate to closures of the Company’s magnesium manufacturing facilities in Aurora, Colorado, in
2009 and operations at the Haley, Ontario facility, certain accrued retirement obligations for former employees of the
Haley facility and a termination agreement with a former president and chief operating officer of the Company. The

8
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future period costs of these obligations have been discounted at the rate of high quality corporate bonds and will
continue until 2021. During the six months ended June 30, 2011, Company has accrued an additional $1,754 (six
months ended June 30, 2010 - $nil) which relates to a change in actuarial estimate for retirement benefits relating to
a former chief executive officer of the Company and change in estimate resulting from higher anticipated cash
outflows relating to accrued retirement obligations for former employees of the Haley facility.

CAPITAL STOCK

Authorized: unlimited number of Class A and Class B preference shares, issuable in series and having such rights,
privileges, restrictions and conditions as may be approved by the Board of Directors of Timminco. The Class A and
Class B preference shares rank in priority to the common shares with respect to the payment of dividends and the
return of capital.

Issued: none

Authorized: unlimited number of common shares. Holders of common shares are entitled to one vote for each
share.

Six months ended Year ended
Issued capital June 30, 2011 December 31, 2010
Shares Shares
{(000's) Amount (000’'s) Amount
Balance, beginning of the period. 195,735 - $ 310,777 159,334 $ 285,205
Common shares issued for cash - - 20,155 12,434
Common shares issued in
settlement of Thorsil Bond (Note
10) 2,810 1,096 -
Common shares issued in .

- settlement of repayment liability - - - 15,908 12,726
Common shares issued in, . )
settlement of trade payable - - 338 412
Balance, end of the period o 198,545 $ 311,873 195,735 ‘ $ 310,777

SHARE BASED COMPENSATION PLANS

(a) Share option plans

The Company has a share option plan for key employees originally established in 2004 (the “"2004 Option

Plan”), as well as another share option plan established in 2008 (the “2008 Option Plan”), both of which were

amended and restated in March 2011 and approved by the shareholders on May 18, 2011 to:

. decrease the number of common shares of Timminco (*Common Shares”) available for issuance under
the 2008 Option Plan by 3,000,000 Common Shares (from 10,000,000 Common Shares to 7,000,000
Common Shares);

. increase the number of Common Shares available for issuance under the 2004 Option Plan by
3,000,000 Common Shares (from 8,448,175 Common Shares to 11,448,175 Common Shares);

. provide that, with respect to any options that expire under the 2008 Option Plan without the recipient
having purchased a!l of the Common Shares which he was entitled to purchase, the remaining Commos

_ Shares shal!l not be available for re-issuance under the 2008 Option Plan; and

e -~ “provide that the number of Common Shares resérved for issuance under the 2C04 Option Plan shall be
increased by an amount equal to the number of Common Shares that otherwise would have become
available for issuance under the 2008 Option Pian as a result of options expiring without the recipient
having purchased all of the Common Shares which he was entitled to purchase.
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A summary of the status of the options under both the 2004 Optlon Plan and the 2008 Option Plan (*Option

Plans”) is presented below

S|x months ended Year ended
June 30, 2011 December 31, 2010
Weighted Weighted
Shares Average Shares Average
(000's) Exercise Price (000's) Exercise Price

Outstanding, beginning of
period 13,908 $ 4.90 12,235 $ 5.45
Granted 3,255 $ 0.41 1,737 $ 0.90
Expired (1,010) $ 0.96 - $ -
Forfeited (300) $ 0.62 (64) $ 1.26
Qutstanding, end of period 15,853 $ 4.31 13,908 $ 4,90

At June 30, 2011, the number of Common Shares subject to options outstanding and exercisable under the

Option Plans was as follows:

Outstanding Weighted Weighted Exercisable Weighted

Options Average Average Options Average

Price Range (000's) Exercise Price Remaining Life (00Q's) Exercisable Price
$0.29 to $0.59 ' 5,990 $ 0.42 4.94 2,365 % 0.46
$1.23 to $2.57 1,938 $ 1.52 5.48 562 $ 1.63
$7.64 to $15.45 7,925 $ 7.94 6.99 528 $ 10.70
15,853 $ 4.31 6.03 3,455 $ 2.21

As of June 30, 2011, the maximum number of Timminco Common Shares that may be reserved for issuance
pursuant to options granted under the Option Plans is 18,448,175, representing 9.4% of the issued and

outstanding Common Shares on that date.

The following tables list the inputs to the model for the Option Plans for the six months ended June 39, 2011

and year ended December 31, 2010:

June 30, 2011

December 31, 2010

Dividend yield (%)

Expected volatility (%)

Risk-free interest rate (%)
Expected life of the options (years)
Share prlce (%)

Model used

(b) Deferred share unit plan

115.6 - 131.2 118.4 - 119.8
2.24 - 3.21 2.91 - 3.00
5.69 - 6.89 5.27 - 6.82
0.37 - 0.53 0.34

Black-Scholes

Black-Scholes

The value cf the outstanding deferred share units ("DSU") as at June 30, 2011, is $837 (December 31, 2010 -
$594), representing the equivalent of 2,461,552 (December 31, 2010 - 1,801 /033) common shares of

Timminco.

(c) Performance share unit plan

During the three and six months ended June 30, 2011, 69,400 performance share units ("PSUs") were
cancelled. The accrual for the outstanding PSUs as at June 30, 2011 and December 31, 2010 were $314

(2,311,000 unlts) and $244 (2,380,400 units), respectlvely

10
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Notes to Cond'ensed Consolidated Interim Financial Statements
Three and six months ended June 30, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

The expensé from share based payment transactions recognized for employee services received during the period,
which is included in selling and administrative expenses in the statement of operations, is shown in the following

table:
Three months ended Six months ended
June 30 June 30-
2011 2010 2011 2010
Expense arising from share option plans $ 669 $ 884 $ 1,411 $ 1,887
Expense (recovery) arising from DSUs (73) 205 306 234
Expense (recovery) arising from PSUs (51) 54 133 260
Total expense arising from share-based
payment transactions $ 545 $ 1,143  $ 1,850 $ 2,381

15. RELATED PARTY DISCLOSURES

The financial statements include the financial statements of the Company and each of the subsidiaries listed in the

foilowing table:

Name of subsidiary

% equity interest

June 30, 2011

December 31, 2010

Bécancour Silicon Inc. " Canada

Thorsil ehf Iceland

Country of Incorporation

100%
- 91.4%

100%
51%

Thé'follbwir'\g table provides the total amounts receivable from and péyable to related bartiés: o

Due from related companies- current

December 31, 2010

June 30, 2011

Due from AMG Conversion Ltd. ("AMGC") 259 $ 1
Trade receivable from Québec Silicon Limited
Partnership (“"Québec Silicon") 275 896
Note receivable from Québec Silicon 1,275 1,275
' 1,809  $ 2,172
Due from related companies- iong term June 30, 2011 December 31, 2010
Note receivable from Québec Silicon - 1,275
- - - % 1,275
Due to related companies- curcent June 30, 2011 December 31, 2010
Due to AMGC 361 $ 346 .
Due to AMG 8 8
Due to Québec Silicon 10,799 18,841
Indemnification liability to Québec Silicon 37 37
Due to ALD Vacuum Technologies ("AlLD") 45 20
S ' - 11,250  $ 19,252

11

353



TIMMINCO LIMITED ' 5

Notes to Condensed Consolidated Interim Financial Statements
Three and six months ended June 30, 2011 and 2010
(in thousands of Canadian dollars, except-where indicated and per share amounts)

Due to related companies - long term June 30, 2011 December 31, 2010
AMGC ’ : $ 3,589 ¢ 3,539
Indemnification liability to Québec'Silicoh 2,965 2,879

$ 6,554 $ 6,418
Other financial liability - long term June 30, 2011 December 31, 2010
AMG Convertible Note embedded derivative fair value $ 1,427 $ ‘ 1,343

The following tables provide the total sales to and purchases from related parties:

Three months ended Six months ended

Sales to related companies June 30 June 30
2011 2010 2011 2010

AMGC $ 902 $ - 3 964 $ 604
Sudamin S.A ("Sudamin”) - 898 - 3,741
GfE Fremat GmbH (“GfE") 465 - 465 -
"ALD CY - 64 11 64
Dow Corning Corporation ("Dow Corning”) - 5,600 3,345 9,985
$ 1,367 $ 6,562 $ 4,785 $ 14,394

Three months ended Six months ended

June 30 June 30

Purchases from related compames ‘ 2011 2010 2011 2010
AMGC R $ 368 § = 252 720 $ 383
RW Silicium GmbH - - - 35
ALD 109 28 109 37
Québec Silicon - : - 10,657 - 27,202 -
$ 11,134 $ 280 $ 28,031 $ 455

Québec Silicon Limited Partnérship and Dow Corning Corporation
For the three and six months ended June 30, 2011, Bécancour Silicon reimbursed Québec Silicon $184 and $346 for
its propottionate share of salaries, benefits and various overhead expenses of Quebec Silicon, at cost.

For the three and six months ended June 30, 2011, Bécancour Silicon invoiced Québec Silicon commissions of $60
and $113 with respect to the sale of by-products produced by Québec Silicon.

On its maturity date of April 1, 2011, Québec Silicon repaid Bécancour Silicon a note in the amount of $2,500.

To fulfill Bécancour Silicon’s supply commitments to its third party end-customers during the fourth quarter 2010 and
the first quarter 2011, less than 49% of Québec Silicon’s production was allocated to Dow Corning in each quarter.
Québec Silicon has agreed to allocate more than 49% of its output to Dow Corning starting in the second quarter of
2011 to replace such shortfall in accordance with an agreed formula. If any shortfall from the fourth quarter 2010
remains at the end of 2012, Becancour Silicon has agreed to pay Dow Corning for such remaining shortfall at
prevailing market prices.

AMG Conversion Ltd.
The Company invoiced AMGC for services to convert AMGC’s inventories into ingots. AMGC invoiced the Company
tolling fees for the use of AMGC’s ingoting equipment.,

ALD Vacuum Technologies.
The Company purchased from ALD maintenance parts for the operations of the ingoting facmty

12
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16.

17.

GfE Fremat GmbH
The Company recognized 2009 shipments: of solar.grade s.hcon, previously recorded as deferred |evenue, as all
revenue recognition criteria have been satisfied.

AMG Advanced Metallurgical Group

AMG Advanced Metallurgical Group N.V. ("AMG") is a significant shareholder in the Company. As at June 30, 2011,
AMG directly held 83,146,007 common shares Timminco, representing 41.9% of the total issued and outstanding
shares at that time.

Executlve Management

Dr. Heinz C. Schimmelbusch is Chalrman of the Board and Chief Executive Officer of Timminco, as well as Chairman
of the Management Board of AMG. Dr. Schimmelbusch is also a member of the executive committee of the general
partner of Safeguard International Fund, L.P. (*Safeguard”), which is a shareholder of AMG. Mr. Arthur R. Spector is
a member of the Board of Directors of Timminco and is also a member of the executive committee of the general
partner of Safeguard.

Mr. John Fenger is President and Chief Operating Officer of Timminco and is paid through a subsidiary of AMG. For
the three and six months ended June 30, 2011, the Company contributed $100 and $417 (three and six months
ended June 30, 2010 - $162 and $372) to the cost of Mr. Fenger’s remuneration.

NON-CONTROLLING INTEREST

The non:controlling interest represents Strokkur Energy ehf’s (“Strokkur”) interest in Thorsil ehf ("Thorsil”), an entity
consolidated by the Company. Upon conversion of the Thorsil bond on June 30, 2011, Strokkur’s interest decreased

- from 49% to 8.6%.

June 30, 2011 December 31, 2010
Balance, beginning of the period $ (610) ¢ -
Investment in Thorsil 112 2
Share of net loss . . . (45) (612)
Acquisition of non-controlling mterest (Note 10) 543 -
Balance, end of the period $ - $ (610)
OTHER INCOME /EXPENSES
(a) Other operating expenses (income), net
. Three months ended Six months ended
June 30 June 30
A 2011 2010 2011 2010
Environmental remediation costs  $ ‘74 3 - $ . 60" $ ' -
Termination benefits 413 - 1,754 -
Foreign exchange gain ‘ v 123 1_,652 ) 47 (5
L% : 610 $ . . 1,652 % . .. 1,861 $ (5)
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18.

(b)

Finance costs (income), net

Three months ended Six months ended

June 30 June 30

2011 2010 2011 2010

Interest income $ (12) $ 3 s (52) $ (8

Interest on overdrafts and other finance costs 187 712 474 1,538

Interest on debts and borrowings 1,163 1,186 2,325 2,662
Fair value loss (gain) on financial instruments

at fair value through profit and loss (2,208) - 84 471)

Gain on Thorsil bond conversion (127) - (127) -

$ (997) $ 1,805 $ 2,704 $ 3,721

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Categories of financial assets and liabilities
The carrying value of financial assets and financial liabilities is equivalent to fair value, except for the following items:

June 30, 2011 December 31, 2010
Carrying
Carrying Amount Fair Value Amount Fair Value
Financial Liabilities

Other financial liabilities
Bank indebtedness $ 700 $ 606 $ - % -
Due to related companies - 6,554 7,453 6,418 7,465
$ 7,254 $ 8,059 $ 6,418 $ 7,465

The risks associated with the Cempany’s financial instruments are as follows:

(a)

(),

Market risk
Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of
changes in market prices. Components of market risk to which the Company is exposed are discussed below.

Foreign currency risk:
The Company had entered into foreign exchange forward contracts at June 30, 2011 and December 31, 2010,

relating to Euro denominated sales in subsequent respective quarters. Realized and unrealized gains or losses
are included in net earnings (three and six months ended June 30, 2011 - $15 loss and $149; three and six
months ended June 30, 2010 - $nil loss and $nil). .

There are no open foreign exchange forward contracts as at June 30, 2011.

The open'foreign exchange"forward contracts as at December 31, 2010 are as follows:

Notional Canadian dollars equivalent

Notional amount Contract amount Fair value ‘Unrealized loss
(00Q’'s) of currency sold $ $ $
Euro : - 4,500 5,936 5,867 69

Subsequent to June 30, 2011, the Company entered into foreign exchange forward contracts to sell €4,500 for
Canadian dollars in the period July to September 2011 at rates of 1.3519 to 1.3523 (see Note 24).

Creditrisk =

At June 30, 2011, the Company had five customers (December 31, 2010: five customers, January 1, 2010:
five customers) that accoynted for approximately 71% (December 31, 2010: 48%, January 1, 2010: 70%) of
all receivables owing.
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(in thousands of Canadian dollars, except where indicated and per share amounts)

19. EARNINGS PER SHARE
Basic earnings per share amounts are calculated by dividing net income/loss for the period attributable to equity
holders of the parent by the weighted average number of shares outstanding during the period. Diluted earnings per
share amounts are calculated by dividing the net income/loss attributable to equity holders of the parent by the
weighted average number of shares outstanding during the period plus the weighted average number of shares that
would be issued on conversion of all the dilutive potential shares into shares.
The follqwing reflects the income".an:d share data used in the basic and diluted earnings per share computations:
Three months ended Six months ended
June 30 June 30
2011 2010 2011 2010
Net loss attributable to shareholders
for basic and diluted earnings per
share $ 5306 $ 9,604 $ 13,387 $ 20,031
Weighted average number of shares 172,408,34
for basic earnings per share 193,614,722 184,215,471 194,668,889 6
Effect of dilution:
Share options - - - -
Convertible debt conversion right ‘ - - - -
Weighted average number of shares 172,408,34
adjusted for the effect of dilution 193,614,722 184,215,471 ;94,668,889 6
There have been no other transactions involving an actual or potential issuance of shares between the reporting date
and the date of completion of these financial statements which materially affect diluted earnings per share.
20. REFI’ORTABL‘E BUSINESS SEGMENTS

The Company is managed as a single business segment; the Silicon Group, that consists of silicon metal and solar
grade silicon product lines. The Company also incurs corporate administrative expenses and costs related to inactive,
legacy entities ("Other”). The Company. determines and presents business segments based on the information that
internally is provided to the president and chief operating officer of the Company, who is the Company’s chief
operating decision maker ("CODM"), When making resource allocation decisions the CODM evaluates liquidity and
production capacity. The objective in making resource allocation decisions is to maximize consolidated profits and
cash flows. ’

The CODM assesses the performance of the business segment based on the consolidated earnings of the Company
for the period. This measure excludes the effects of certain income and expense items, which are unusual, by virtue
of their size and incidence, in the context of the Company’s ongoing core operations, such as the impairment of a
financial asset investment and-accelerated depreciation of property, plant and equipment.

All segment revenue is derived wholly from external customers and as the Company has a single reportable
segment, intersegment revenue is zero.
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(a) Sales (based on the country/region to which the goods were shipped):

Three months ended

Six months ended

June 30 June 30
2011 2010 2011 2010
Silicon Group Silicon Group Silicon Group Silicon Group
Canada $ 2,776 $ 4,220 5,104 $ 8,100
United
States 2,783 16,766 10,560 26,366
Mexico - 5 - 11
Europe 15,133 13,054 27,686 30,181
Pacific Rim 354 264 1,614 448
$ 21,046 $ 34,309 44,964 $ 65,106
(b) Net income (loss):
Three months ended Six months ended
June 30 June 30
2011 2011
Silicon
Silicon Group Other Total Group Other Total
- ¢ Loss before oo T o ‘
the e T ’ ’ .
" undernoted: $. 0 (1;702) $ (445) $ (2,147) $ (5) % (6,018) $ (6,023)
Amortization o . . o
of PP&E and
intangible
assets (1,540) (12) (1,552) (3,007) (17) (3,024)
Interest - (1,062) (1,062) - (2,407) (2,407)
Environmenta . :
| remediation
costs (51) (88) (139) (101) (52) (153)
Interest on : : - :
convertible
debt - (80) (80) - (160) (160)
Impairment of
investment in
Applied
Magnesium - ) =) - (222) (222)
Reorganizatio
n costs - (413) (413) - (1,754) (1,754)
Equity income
of Québec
Silicon 87 - 87 356 - 356
Net loss $ (3,206) $ (2,100) $ (5,306) $ (2,757) $ (10,630) $ (13,387)
Total assets - 125,703 $ 2,606 $ 132,309 $ 129,703 $ 2,606 $ 132,309
Total liabilities _$ 74,720 ¢ 18,160 - $ 92,880 $ 74,720 $ 13,160 $ 92,880
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(©)

(d)

Three months ended

_ Six months ended

June 30 June 30
2010 ' 2010

Silicon ‘ Silicon

Group Other Total Group Other Total
Loss before
the
undernoted: $ 581 $ (4,509) $ (3,928) $ (1,632) % (6,758) $ (8,390)
Amortization
of PP&E and
intangible
assets (3,874) (5) (3,879) (7,745) (1) (7,756)
Interest - (1,684) (1,684) - (3,795) (3,795)
Environmenta
| remediation
costs (44) (7) (51) (88) (13) (101)
Interest on
convertible
debt - (143) (143) - (279) (279)
Net‘l!o,s‘sr $ (3,337) $ (6,348) $ (9,685) - $ (9,465) $ (10,856) $ (20,321)
Total assets _$. 250,267 $ 3,048 $ 262,315 _$ 250267 $ 3048 $ 262,315
Total liabilities $ 139,121 $ 120,093 $ 19,028 $ 139,121

120,093 ¢ 19,028 % -

Non-current assets (excludes financial instruments, deferred tax assets and post-employment

benefit assets): :

Silicon Group Other _ June 30, 2011

Canada , $ 61,909 $ 538 . $ 62,447
' $ 61,909 $ 538§ 62,447
Silicon Group Other December 31,2010

' Canada $ 64,640 $ 1,291 $ 65,931
$ 64,640 1,291 $ 65,931

Additions to non-current assets (excludes financial instruments, deferred tax assets and post-

employment benefit assets):

June 30, 2011

Silicon

December 31, 2010

$ 17 ¢ 927
Other 33 -
$ 50 $ 927

The Company has traditicnally had several large customers, the loss of any of which could have a material
adverse effect on the financial position, results of operations and liquidity of the Company. For six months
ended June 30, 2011 and 2010, sales to each of the Company’s two largest customers exceeded 10% of total
sales'and were $20,584 and $4,686 (June 30, 2010 - $22,201 and $10,219). The extent to which any of the
Company’s significant silicon metai customers may be unwilling or unable to satisfy all or @ material portion of
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its pu'rchase commitments with the Company could have a material adverse affect on the Company’s results
of ‘operations and liquidity.

For the three and six months ended June 30 2011, the Company sold inventories to Sudamin for $nil and $nil
(three and six months ended June 30, 2010 - $nil and $64). These transactions were for cash (see Note 15). .

21. COMMITMENTS AND CONTINGENCIES

(a) Contingent liabilities

Class Action Lawsuit

Timminco and certain of its directors and officers, as well as certain third parties, have been named as
defendants in a potential class action lawsuit filed in the Ontario Superior Court of Justice on May 14,
2009. The plaintiff, St. Clair Pennyfeather, is bringing the action on behalf of shareholders who
acquired Timminco’s common shares between March 17, 2008 and November 11, 2008 and claims
damages exceeding $540 million. The plaintiff alleges that Timminco and others made certain
misrepresentations about Bécancour Silicon’s solar grade silicon production process. These are
unproven allegations and the action has not yet been certified. Moreover, the plaintiff will need to
obtain leave, or permission, of the court to proceed with any of its misrepresentation claims under the
secondary market disclosure provisions of the Ontario Securities Act.

The Company has not recorded any liability related to these matters. Timminco's directors and officers
insurance policies  provide for reimbursement of costs and expenses incurred in connection with this

~ lawsuit, including legal and professional fees, as well as potential damages awarded, if any, subject to

certain policy limits-and deductibles. Timminco intends to vigorously defend these allegations and the
plaintiff's attempt to get court approval to proceed. However, no assurance. can be given with respect
to the ultimate outcome of such proceedings, and the amount of any damages awarded in such lawsuit
could be substantiai.

" Other legal actions

The Company is involved in various legal matters arising in the ordinary course of business. The
resolution of these matters is not expected to have a material adverse effect on the Company's
financial position, results of operations or cash flows.

" Guarantees

In the normal course of business, the Company has provided indemnifications in various commercia!
agreements which may require payment by the Company for breach of contractual terms of the
agreement. Counterparties to these agreements provide the Company with comparable
indemnifications. The indemnification period generally covers, at maximum, the period of the
applicable agreement plus the applicable limitations period under law. The maximum potential amount
of future payments that the Company would be required to make under these indemnification
agreements is not reasonably quantifiable as certain indemnifications. are not subject tolimitation.
However, the Company enters into indemnification agreements only when an -assessment- of  the
business circumstances would indicate that the risk of loss is remote. ‘

The Company has agreed to indemnify: its current and former directors and officers .to the extent
permitted by -law. against -any. and all charges, costs, expenses, amounts paid .in settlement and
damages incurred: by the directors and officers as a result of any :lawsuit-or any other judicial
administrative or investigative proceeding in which the directors and officers are sued as a result of
their service. These indemnification claims will be subject to any statutory or other legal limitation
period. The nature of such indemnification prevents the Company from making a reasonable estimate
of the maximum potential amount it could be required to pay to counterparties.

22, COMPARATIVE FIGURES

Certain of the June 30, 2010 comparative figures have been reclassified to conform to the financial statement
presentation adopted in 2011.
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23.

EXPLANATION OF TRANSITION TO IFRS

For all periods up to December 31, 2010 the Company prepared its consolidated financial statements in accordance
with previous Canadian generally accepted accounting principles (“Canadian GAAP"). These interim consolidated
financial statements are prepared on'the basis of the IFRS expected to be in effect as at December 31, 2011, as
described in the accounting ‘polices described in Note 3. In preparing these consolidated financial statements, the
Company’s opening consolidated balance sheet was prepared as at January 1, 2010, the Company’s date of
transition to IFRS. This note explains the principal adjustments made by the Company in restating its previously

published Canadian GAAP consolidated financial statements for the three and six month period ended June 30, 2010.

(a) Reconciliation of equity -
The following is a reconciliation of the Company’s consolidated balance sheet reported in accordance with
Canadian GAAP to its consolidated balance sheet reported in accordance with IFRS at June 30, 2010:

Canadian GAAP

Notes {Note 22) Adjustment IFRS
ASSETS
Current Assets
Cash and cash equivalent $ 1,481 - 1,481
Restricted cash 471 - 471
Accounts receivable i 12,939 - 12,939
‘Due from related companies - 18 - 18
S  Inveritories 33,893 - 33,893
Finished goods consigned to related .
company 4,585 - 4,585
Prepaid expenses and deposits 1, 392 - 1,392
$ 54,779 $ - $ 54,779
Long term 'receivables _ : 1,280 - 1,280
Long term inventories o 24,558 " - 24,558
Property, plant and equipment i : 88,051 70,136 158,187
Investments 222 - 222
Future income taxes viti 2,550 (2,550) -
Employee fu_tu‘re benefit ii 939 (939) -
Intangible assets 6,462 - 6,462
__ Goodwill 16,827 - 16,827
~ $ 195,668 66,647 _$ 262,315

19

561



562

TIMMINCO LIMITED

Notes to Condensed Cdnsolidated Intérim Financial Statements
Three and six months ended June 30, 2011 and 2010
(in thousands of Canadian dollars, except where indicated and per share amounts)

Canadian GAAP

Notes {Note 22) Adjustment IFRS
LIABILITIES
Current Liabilities
Bank indebtedness $ 31,213 - 31,213
Accounts payable and accrued liabilities fii,v 17,537 (2,191) 15,346
Deferred revenus 12,311 - 12,311
Due to related companies iv 5,499 (228) 5,271
Future income taxes viii - 268 (268) -
Other financial liability iv - - -
Current portion of long term liabilities vi 27,806 (232) 27,574
Current portion of long term provisions iii 2,134 1,977 4,111
96,768 (942) 95,826
Long term liabilities 50 - 50
Employee future benefits ii 20,481 15,230 35,711
Future incorne taxes ‘ viii 2,282 (2,282) -
Long term provisions ) ) iii 6,251 1,283 7,534
125,832 13,289 139,121
SHAREHOLDERS' EQUITY
Capital stock - viii : 311,523 v(746) 310,777
Equity component of convertible notes iv 217 (217) -
Contributed surplus v 17,132 (5,808) 11,324
Deficit - (259,036) 60,419 (198,617)
Equity attributable to owners of parents 69,836 53,648 123,484
Non-controlling interest vii - (290) (290)
Total Equity 69,836 53,358 ‘ 123,194
B ' $ 195,668 66,647 262,315
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(b)

Reconciliation of Net Income As Reported Under Previous Canadian GAAP to IFRS
The following is a reconciliation of the Company’s net income reported in accordance with Canadian GAAP to
its net income in accordance with IFRS for the three and six month periods ended June 30, 2010.

Three months ended Six months ended
Note June 30, 2010 June 30, 2010
Net loss as reported under previous Canadian GAAP $ (9,704) ¢ (20,609)
Differences increasing (decreasing) reported net
income:
Depreciation expense : i (1,237) (2,382)
Employee benefit expense ii 144 288
Share-based payments expense v 1,156 1,989
Fair value adjustment of financial liability iv 12 472
Interest i, dil, iv 1) 23
Transacticn costs vi (55) (102)
Net loss as reported under IFRS $ (9,685) s (20,321)

+ Explanation of reconciting items from previous Canadian GAAP to IFRS

~ - The foIIowmg explanatlons accompany the preceding reconciliations and describe the effect of the transition

to IFRS

Property, Plant and Equipment

The Company elected to record certain items of property, plant and equipment at fair value as deemed
cost on transition. The resulting carrying value of these assets for IFRS exceeded the recorded amount
under previous Canadian GAAP by $71,070 at January 1, 2010.

For all other items of property, plant and equipment, the provisions of IAS .16 were retrospectively
applied. Differences relating to the level of componentization and depreciation rates as at transition
date caused the carrying value of these assets under IFRS to exceed the recorded amount under
Canadian GAAP by $1,448.

The net increase in carrying value resulted-in higher depreciation under IFRS as compared to previous
Canadian GAAP of $1,237 and $2,382 for the three and six months ended June 30, 2010. However,
this impact is partially offset by using longer estimated useful lives for certain component parts-.

Employee Benefits
The Company elected to recognize in equity all cumulative actuarial gains and losses existing at the
transition date.

" The other differences impacting the consolidated balance sheet and consolidated statements of

operations and comprehensive loss include:
. Under Canadian GAAP, past service costs are generally amortized on a straight-line basis over
- the average. remaining service.period of active employees. . IAS 19 requires the past service
costs to be expensed on an accelerated basis, with vested past service costs expensed
" immediately’ "@nd. ‘'unvested past service costs recognized on ‘a straight-line basis until the
benefits become vested.

"« Under Canacian GAAP, certain Iosses tha* were unrecognized at the time of adopting the

Canadian agcounting standard were. permitted to be recognized, as a transitional asset and
amortized 'in:0 income over time. Those amounts are not permitted to remain unrecognized
under IAS 19 and must be recognized in equity on the transition date.

. Canadian GAAP permits the defined benefit obligation to be measured using rates inherent in
the current prices of annuity contracts if immediate settlement using such an annuity contract is
possible. IAS 19 requires the rate used to ‘discount the defined benefit obligation to be
determined by reference to market yields on high quality corporate bonds.

. In addition IFRIC 14, The Limit on a Defined Benefit Asset - Minimum Funding Requirements,
requires the Company to take into account solvency funding contributions it currently makes to
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