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HEAVY MINERALS – TITANIUM AND ZIRCON
Heavy minerals are called “heavy” because they are heavier than quartz (specific gravity >2.67), and
they are of value because they are the prime source for titanium and zircon minerals.Titanium is
prized throughout the world for its endurance, brightness, non-toxicity and high strength-to-weight
ratio.Titanium dioxide (TiO2) is a critical ingredient in a wide range of industrial and consumer
products, including paints, plastics, paper, cosmetics, sunscreens and candy. Zircon is a valuable byproduct of titanium mineral operations that is currently high in demand and short in supply. It is used
in the manufacturing of ceramics, porcelain fixtures, television screens and computer monitors.
F I N A L P RO C E S S E D P RO D U C T S : I L M E N I T E , Z I R C O N , L E U C OX E N E

PA I N T S

COMPUTER SCREENS

CERAMIC TILES

A E RO S PAC E

OUR ACCOMPLISHMENTS IN 2005

•

STRENGTHENED TEAM OF WORLD - CLASS MINERAL SANDS EXPERTS

•

COMMISSIONED MINERAL SANDS PILOT PLANT BY SEPTEMBER 2004

•

PRODUCED HIGH - QUALITY TITANIUM AND ZIRCON PRODUCTS

•

EXTENDED EXCLUSIVITY AGREEMENT WITH SYNCRUDE CANADA LTD.

•

RELEASED INDEPENDENT PRE - FEASIBILITY STUDY BY J . C . WHITCOMB & ASSOCIATES

•

COMMISSIONED BULK SAMPLING WET PLANT ON OIL SANDS SITE

•

COMPLETED PRIVATE PLACEMENT FINANCING FOR PHASE ONE OF
PRODUCTION FACILITIES

•

ANNOUNCED RESULTS OF PIPELINE SAMPLING PROGRAM

This 2005 Annual Report contains certain forward-looking statements. These forward-looking statements are subject to
the cautions contained in the Forward-Looking Statements found on page 11 of this Annual Report.
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“ TITANIUM

CORPORATION CONTINUES TO

ACHIEVE ITS MILESTONES TO BECOME A WORLD
LEADER IN THE MINERAL SANDS INDUSTRY ”

G E O R G E D . E L L I OT T
CHAIRMAN

LETTER FROM THE CHAIRMAN

I am pleased to report that Titanium Corporation

The Board recognizes its corporate govern-

is entering an exciting new phase in our continu-

ance responsibilities and we have implemented

ing progress towards the commercialization of

a number of policies to refine our corporate

our Oil Sands Project.

governance practices.

Our world-class metallurgists are using state-

We are eager to embark on Titanium Corpo-

of-the-art, full-size commercial processing equip-

ration’s important activities for 2006. I remain

ment capable of producing titanium and zircon

committed and focused on the long-term interest

products for ever-growing markets.

of your Company and its shareholders and in

Through evaluation of existing tailings coupled

assisting Titanium Corporation to attain its goals.

with recent analysis of fresh tailings and the
testing of original core samples, we will establish
a firm foundation for the commercialization of
our project.

George D. Elliott, Chairman

Management has been greatly enhanced by
the addition of an experienced CEO, a new CFO
appointed in 2004, a new Chair of the Audit
Committee, and the addition of one of the
world’s most experienced mineral sands
executives to the Board of Directors.

A NEW INDUSTRY FOR C ANADA
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•

CREATION OF MAJOR NON - CYCLICAL INDUSTRY

•

SECURE SUPPLY FOR NORTH AMERICAN CUSTOMERS

•

NO ADDITIONAL MINING , DISPOSAL OR LAND RECLAMATION

•

FUTURE MINERAL SANDS GROWTH AND NEW PROJECTS

•

ENVIRONMENTALLY RESPONSIBLE

•

POTENTIAL RECOVERY OF BITUMEN AND OTHER MINERALS

“ OUR

2006 FOCUS WILL BE ON SUPPLY AND

FISC AL AGREEMENTS , TOGETHER WITH FACILITIES
DESIGN AND ENGINEERING FOR PHASE ONE
OF OUR OIL SANDS PROJECT ”
S C OT T N E L S O N
PRESIDENT & CEO

MESSAGE TO SHAREHOLDERS FROM THE PRESIDENT & CEO

Titanium Corporation made significant advance-

In the first half of 2005, we designed and

ments in 2005 in the commercialization of our

constructed a portable bulk sampling plant (BSP)

Oil Sands Project. From assembling an outstanding

in Australia.The BSP was shipped to Canada and

team of Australian, South African and Canadian

commissioned in Fort McMurray at the oil sands

mineral sands experts, to designing and commis-

site in August where it was connected to the

sioning pilot and on-site testing facilities, to testing

fresh oil sands tailings pipeline. Fresh tailings were

our first titanium and zircon products, we have

successfully processed and 350 tonnes of washed

had an extremely busy and successful year.

sands were produced for further processing at

By the fall of 2004,Titanium Corporation’s
pilot mineral processing facilities at the Saskat-

our pilot facility.
We used our pilot facility to design, develop

chewan Research Council campus in Regina were

and test process flow-sheets and equipment to

fully commissioned, processing oil sands tailings

optimize the recovery of heavy minerals and

and producing our first titanium and zircon

enhance product quality. Customers have been

products for market testing. Our facility hosted

conducting lab-scale testing of our titanium and

visits by customers, financial advisors, investors

zircon product samples and the ceramics industry

and mineral experts who describe it as the most

has successfully produced high-quality ceramic tiles

advanced research facility in the mineral

from our zircon.

sands industry.

OUR NEXT STEPS

•

COMPLETE TECHNICAL PROGRAMS AND ANALYSIS

•

ATTAIN FISCAL AGREEMENTS WITH THE PROVINCE OF ALBERTA

•

COMPLETE OIL SANDS DRILL CORE RESOURCE STUDY

•

FINALIZE SUPPLY AGREEMENT WITH OIL SANDS PRODUCERS

•

DESIGN / ENGINEER / CONSTRUCT PHASE ONE FACILITIES
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MESSAGE TO SHAREHOLDERS FROM THE PRESIDENT & CEO

(CONT’D)

The first independent pre-feasibility study

financing. A further $3.8 million was received

prepared for our Oil Sands Project, prepared by

in August 2005, from the exercise of warrants

the South African firm, J.C.Whitcomb & Associates,

outstanding from a financing in 2004.

was released in May 2005. In the same month, our

In 2006, we will focus on the design and

Exclusivity Agreement with Syncrude Canada Ltd.

engineering of production facilities, completion of

was extended a further twelve months to allow

the drill core/resource program, completion of

additional time to complete technical programs.

fiscal agreements with the Province of Alberta,

In November 2005, we announced that our

signing of supply agreements with the oil sands

test results showed a greater proportion of

industry and the commencement of facilities

higher-grade titanium and zircon in the product

construction.The development program is

suite recovered from the fresh tailings coming

comprised of two stages, which include the design

directly from the pipeline than from the product

and construction of one-tenth capacity facilities

suite recovered earlier from the beach material

in Fort McMurray to produce industrial-sized

of the settling pond. As a result of the success of

production runs for testing by down-stream

the pilot and test programs, we have engaged

customers (Phase 1), followed by the design and

Canadian and Australian engineering firms to

construction of full-capacity facilities.

proceed with process design and engineering

I am pleased to report that Titanium Corpora-

work for commercial facilities.The successful

tion and our employees performed safely and

completion of these and other technical programs

responsibly in the communities and environments

were prerequisites to commencing negotiations

in which we operate. Our project provides a new

with the oil sands operator for long-term supply.

source of environmentally responsible mineral

In late 2005, we commenced a drill core

products.The mineral and pigment industries are

analysis program to quantify the overall heavy

experiencing strong demand, in particular from

minerals resource contained in the Oil Sands

the emerging economies of China and Asia. We

Project and to provide mineral production plan-

look forward to becoming the first company in

ning information.This program will continue into

Canada, and the world, to tap into the large

the first half of 2006. Considering the scale of the

resource of the oil sands and to begin supplying

oil sands resource and projected development

high-grade natural titanium and zircon products to

and expansion projects, the potential heavy

meet growing global demand.

minerals yielded from this vast resource would
rank our project among the largest in the world.
To support our technical and engineering
programs and continue with the next stage
of our Oil Sands Project, we raised $23.9 million
in August 2005, through a private placement
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Scott Nelson, President & CEO
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TITANIUM AND ZIRCON INDUSTRIES
Titanium Corporation will supply two principal product chains: titanium mineral “feedstock”, to
produce titanium dioxide (TiO2) pigment; and zircon sand, to supply a number of consumer
industries, including ceramics and refractories.Two distinct processes are used to manufacture TiO2
pigment.The sulphate process is an older method employed in Europe and Asia.The chloride process
is a newer, more environmentally friendly method favoured by North American pigment producers.
Titanium Corporation will produce chloride-grade feedstock for the North American market.

AERIAL VIEW OF OIL SANDS

OUR ZIRCON TILES

P L A N T O P E R AT I O N S

L E U C OX E N E G R A I N S

TITANIUM FEEDSTOCK SUPPLY
AND DEMAND

S P I R A L C O N C E N T R ATO R S

ZIRCON SUPPLY AND DEMAND
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PROJECTS AND PROCESSES

OIL SANDS PROJECT

An Exciting Opportunity

In late 2004,Titanium Corporation announced

Titanium Corporation is focusing its technical,

that its technology to recover titanium-bearing

engineering and financial resources on the com-

minerals and zircon from oil sands tailings was

mercialization of its Oil Sands Project for the

successful and had been confirmed by

following reasons:

independent assay results.This marked the
culmination of extensive research by Titanium

•The deposit has a long reserve life of at least
50 years.

Corporation’s world-class technical team including
the successful operation of a pilot facility in
Regina, Saskatchewan.

•The oil recovery process greatly concentrates
valuable heavy minerals into a tailings stream,
from which Titanium Corporation recovers its

Background

products.

The Athabasca oil sands deposits are located in
Northern Alberta, Canada.These deposits date
back more than 100 million years, cover an area in
excess of 30,000 square kilometres, and are one
of the largest known accumulations of
hydrocarbons in the world.

•There are high-grade titanium-bearing minerals
and zircon present in the heavy mineral fraction
that can be recovered.
•There is no mining involved, only processing of
a tailings stream.

The oil sands industry has known since its

•The infrastructure is in place in Alberta.

inception that Alberta’s oil sands contain valuable

•The tailings produced by Titanium Corporation’s

heavy minerals such as titanium-bearing minerals

mineral processing will be deposited into an

and zircon. It has long been known that the oil

existing tailings pond, effectively reducing any

(bitumen) extraction process greatly concentrates

environmental impact.

these minerals.
•There is the potential for additional recovery of
There have been a number of attempts to

bitumen and naphtha from the tailings by the oil

recover heavy minerals from oil sands tailings

sands producer.

using various standard and non-standard methods,
but none of these attempts produced acceptable
product grades and recoveries for the titanium
and zircon industries.

•There is the potential for direct and indirect
reduction of CO2 and NOx emissions.
•Titanium Corporation’s Oil Sands Project could
become a significant new supply for the North

Titanium Corporation has successfully integrated
conventional oil sands technologies with mineral
sands separation technologies to develop a
process to produce marketable titanium and
zircon products from this rich tailings stream.

6 — TITANIUM CORPORATION INC .

American market.
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CREATING VALUE FROM WASTE
Titanium Corporation formalized its Oil Sands Project in May 2003 with the signing of an Exclusivity
Agreement with Syncrude Canada Ltd. and a major titanium dioxide pigment manufacturer.This
Agreement provides for the co-operative research and development for the recovery of heavy
minerals (titanium and zircon) from oil sands tailings. After successfully producing high-quality
titanium and zircon products from the beach material contained in the oil sands producer’s settling
pond in late 2004,Titanium Corporation announced in 2005, the on-site extraction of washed sands
from the fresh oil sands tailings flow line utilizing a bulk sampling wet plant.
A L B E RTA ’ S O I L S A N D S

BITUMEN

O P E R AT I O N S T E A M

OIL SANDS MINING

MINERAL SANDS

OIL SANDS PROJECT TIMELINE

2004–2005

2006–2007

2008–2009

2010–2015

PILOT PLANT & BULK
SAMPLING PLANT

PHASE I
PROJECT

PHASE II
COMMERCIAL PLANT

OIL SANDS EXPANSIONS AND
NEW OIL SANDS PROJECTS

STEP I:

STEP II:

STEP III:

STEP IV:

The construction and operation of a Pilot Plant at the
Saskatchewan Research
Council (SRC) facility followed
by the operation of a Bulk
Sampling Plant on the oil
sands site.

The design, engineering and
construction of a 1/10 capacity
Phase One production facility
to produce industrial-sized
samples for testing by downstream customers.

Project financing followed
by the engineering and construction of a full capacity
commercial production facility.

Expansions to existing open pit
oil sands operations as well
as new greenfield oil sands
projects.
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PROJECTS AND PROCESSES

P R O C E S S I N G O P E R AT I O N S

The Primary Dry Circuit non-conductors, con-

Typical mineral sands operations mine their

taining mostly quartz and zircon, are upgraded in

resource using dredges, hydraulic monitors or dry

a Wet Zircon Circuit using gravity separation

mining methods, to yield a field stream to a pro-

processes.The wet zircon concentrate, enriched in

cessing plant with between three per cent and

zircon, is then dewatered, dried and subjected to

seven per cent total heavy minerals (THM)

final electrostatic and magnetic separation stages

content.Titanium Corporation is avoiding environ-

in the Dry Zircon Circuit to produce zircon.

mentally and financially costly traditional mining by
tapping into an existing tailings pipeline that
contains on average 20–30 per cent THM content.
Two processing facilities will treat the material
recovered. A Primary Concentrator Plant will
produce a Heavy Mineral Concentrate (HMC),
which will be separated into the final products,
ilmenite, leucoxene and zircon, in the Mineral
Separation Plant.

Tailings and waste products from Titanium
Corporation’s mineral processing facilities will be
returned to the existing tailings pond of the
oil sands producer.
Final Products
Titanium Corporation’s final titanium products
(ilmenite and leucoxene) will be sold to the
titanium dioxide (TiO2) pigment industry, which
manufactures products for the paint, coatings,

The Primary Concentrator Plant

paper, and plastics industries.The ilmenite product

The Primary Concentrator Plant treats the

grade varies between 64–66% TiO2 content, while

entire tailings slurry stream by washing the sand

the leucoxene product grade can vary between

to remove the oil. The wet sand then passes

70–84% TiO2 content.The Company’s zircon

through a wet gravity upgrading circuit to

products will be sold to zircon consumers, millers

produce an HMC for processing in the Mineral

and distributors. Prime grade zircon products have

Separation Plant.

been produced with typical analysis of 66.5%

The Mineral Separation Plant
The HMC is dewatered and dried in the Mineral
Separation Plant and subjected to electrostatic
separators in the Primary Dry Circuit, producing a
conductor and a non-conductor fraction.The
conductor fraction, containing ilmenite and
leucoxene is further upgraded into ilmenite and
leucoxene products.
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ZrO2, 0.12% TiO2 and 0.07% Fe2O3 content.
Consumer laboratory scale testing of the
Company’s titanium and zircon products are
underway and in the case of the ceramics
industry, high-quality ceramic tiles have been made
from Titanium Corporation’s zircon product.
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PROPRIETARY PROCESS TECHNOLOGY
Titanium Corporation has employed a combination of company-developed proprietary processes
and conventional mineral sands separation technology to successfully recover heavy minerals from
oil sands tailings.Two processing facilities will treat the heavy minerals recovered. A Primary
Concentrator Plant will produce a Heavy Mineral Concentrate, which will be separated into the
final products, ilmenite, leucoxene and zircon, in the Mineral Separation Plant.These processing
facilities are planned to be on site in Fort McMurray, Alberta.

G R AV I T Y C O N C E N T R AT I O N C I R C U I T

N I E L E R A S M U S , V P P RO D U C T I O N

WA S H I N G C I R C U I T W E T P L A N T

M AG N E T I C S E PA R ATO R

WA S H E D S A N D S

PRODUCT PROCESS FLOW

BITUMEN TO
UPGRADING
TRUCK AND
SHOVEL MINING

BITUMEN
FLOTATION PLANT

FROTH TREATMENT
PLANT

THE FINAL PRODUCT IS

SAND TAILINGS

TRANSPORTED TO LYNTON
RAILHEAD AND THEN
TAILINGS
SETTLING POND
PCP
TAILINGS

TRANSPORTED TO
CUSTOMERS BY RAIL

MSP
TAILINGS

• ILMENITE
• LEUCOXENE
PRIMARY
CONCENTRATOR
PLANT (PCP)

HEAVY MINERAL
CONCENTRATE

• ZIRCON
MINERAL SEPARATION
PLANT (MSP)
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SUSTAINABLE DEVELOPMENT
Titanium Corporation’s Oil Sands Project complements the Sustainable Mining Principles
developed by the Mining Association of Canada and adopted by the oil sands industry. These
Principles call for performance measures in areas such as footprint of disturbance, speed of
reclamation, emissions, energy usage, and water usage. Environmental improvements associated
with Titanium Corporation’s project enhances performance in a number of these areas.

ENVIRONMENTAL IMPROVEMENTS INCLUDE:

•

ELIMINATES THE NEED FOR MINING IN THE HEAVY MINERAL RECOVERY PROCESS

•

REDUCES OIL SANDS TAILINGS VOLUMES BY CONVERTING WASTE INTO VALUABLE
PRODUCTS

10 — TITANIUM CORPORATION INC .

•

ESTABLISHES THE POTENTIAL FOR PRODUCTION OF OTHER MINERAL PRODUCTS

•

REDUCES TRANSPORTATION EMISSIONS DUE TO PROXIMITY TO MARKETS

•

HOLDS POTENTIAL FOR ADDITIONAL RECOVERY OF BITUMEN AND NAPHTHA

•

REDUCES DOWNSTREAM PROCESSING DUE TO HIGHER GRADE PRODUCTS
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M A N A G E M E N T ’ S D I S C U S S I O N A N D A N A LY S I S
For the Year Ended August 31, 2005

The following discussion and analysis of the operations, results, and financial position of Titanium Corporation Inc. (“Titanium” or the
“Company”) for the year ended August 31, 2005 should be read in conjunction with the August 31, 2005 audited financial statements
and the related notes thereto.The financial statements have been prepared in accordance with Canadian generally accepted accounting
principles.The effective date of this report is October 26, 2005.
All amounts herein are expressed in Canadian dollars unless otherwise indicated.
Forward Looking Statements
Except for statements of historical facts relating to Titanium, certain information contained herein constitutes forward-looking statements. Forward-looking statements include, but are not limited to, statements concerning estimates of expected capital expenditures,
statements relating to expected future production and cashflows, statements relating to the advancement of Titanium’s Oil Sands
Project and exploration and development projects, statements relating to the potential of the Oil Sands project and other statements
which are not historical facts.When used in this document, the words such as “could,” “plan,” “estimate,” “expect,” “intend,” “may,”
“potential,” “should,” and similar expressions are forward-looking statements. Although Titanium believes that its expectations reflected in
these forward-looking statements are reasonable, such statements involve risks and uncertainties and no assurance can be given that
actual results will be consistent with these forward-looking statements. Forward-looking statements are based on the opinions and
estimates of management at the date the statements are made, and are subject to a variety of risks and uncertainties and other
factors that could cause actual events or results to differ materially from those projected in the forward-looking statements.The
Company undertakes no obligation to update forward-looking statements if circumstances or management’s estimates or opinions
should change.The reader is cautioned not to place undue reliance on forward-looking statements.

1 . 0 B U S I N E S S OV E RV I E W

The Company is a venture issuer reporting in
Ontario, British Columbia, Alberta and Quebec.
The common shares of Titanium trade on the
TSX Venture Exchange under the symbol TIC.
The Company’s principal business activity is the
commercialization of a proprietary process to
recover titanium-bearing minerals and zircon from
Canada’s oil sands.The Company also holds
exploration licences on titanium bearing mineral
property claims in Nova Scotia.
Oil Sands Project
The Company’s mission is to become the first
titanium and zircon sand producer from Canada’s
oil sands.The Company has successfully developed
and refined a proprietary separation process for
the recovery of titanium and zircon from oil sand
tailings.The Company operates a pilot mineral
sands processing facility in Regina, Saskatchewan
(the “Regina Pilot Plant”) that continues to yield
high quality titanium-bearing minerals and zircon. In
August 2005, the Company successfully commissioned and operated a 12 tonne per hour portable
wet plant (the “Bulk Sampling Plant”) that was

connected to a live tailings flow from an oil sands
operation in Fort McMurray, Alberta.
Exploration Properties
The Company currently holds mineral exploration
claims in Nova Scotia near the community of Truro
along the Shubenacadie River northward to the
eastern reaches of Cobequid Bay (the “Exploration
Properties”). At this time the Company does not
intend on pursuing further work on the Exploration
Properties. (See Section 2.2).
2 . 0 OV E R A L L P E R F O R M A N C E

Explanation of 2005 Annual Results
The Company had working capital of approximately $26.0 million at August 31, 2005 compared
to approximately $2.3 million at August 31, 2004.
During the year the Company did not generate any
operating revenues as it is in the development
stage and, therefore, losses were incurred
throughout the year.
The net loss for the year ended August 31, 2005
was $8,172,615 as compared $2,168,046 for the
year ended August 31, 2004. Basic and diluted net

TITANIUM CORPORATION INC . — 11
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M A N A G E M E N T ’ S D I S C U S S I O N A N D A N A LY S I S

loss per share for fiscal 2005 was $0.19 compared
to a net loss per share of $0.06 for fiscal 2004.
The increase of approximately $6.0 million in net
loss compared with the previous year can primarily
be attributed to an increased level of corporate
activity and a write-down of the Exploration
Properties.
During fiscal 2005 the Company incurred increased
consulting ($719,168), office administration
($135,603), insurance ($37,982), professional fees
($69,373) and travel and promotion ($171,202)
costs.These increases were offset by a decrease in
investor relations costs of $248,204.The increases
in consulting resulted from the hiring of a new
President and Chief Executive Officer during the
year and the cost of added resources required to
progress the Company’s Oil Sands Project. Of the
increased consulting costs of $719,168 a total of
$551,423 related to stock-based compensation
costs of stock options vesting during the year.The
increased level of insurance, professional and travel
costs primarily related to added operational and
corporate administration costs of running the
Regina Pilot Plant for a full year.The increased level
of administration was primarily related to
increased capital taxes as a result of the equity
capital raised in August 2005 private placement.
Having carefully evaluated the prospects for the
Exploration Properties, the management resources
required to develop the Exploration Properties and
the Company’s stated mission of developing the Oil
Sands Project, the Board decided not to undertake
additional work or expenditures on the Exploration Properties. As a result, the Company recognized the full cost of $4,920,391 relating to these
mining claims and exploration costs and $99,781
relating to the Nova Scotia pilot plant and related
exploration equipment as a non-cash charge during
fiscal 2005.While at this time the Company does
not intend on pursuing further work on the
Exploration Properties it will continue to hold six
out of the twelve exploration licences that have
remaining assessment work credits.
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Explanation of Quarterly Results
of Operations
For the three months ended August 31, 2005, the
net loss was $1,010,110 compared with a net loss
of $641,837 for the same period in 2004. Basic and
diluted net loss per share was $0.01 for the three
months ended August 31, 2005 and $0.03 for the
three months ended August 31, 2004.The increase
of $368,273 in net loss during the three months
ended August 31, 2005 compared with the same
three-month period in 2004 can primarily be
attributed to increased consulting, capital tax and
stock-based compensation costs.
Financial Condition
The Company’s primary assets at August 31, 2005
were cash, short term investments and marketable
securities totaling $26.6 million ($2.5 million –
August 31, 2004) and development costs for its Oil
Sands Project of $9.2 million ($6.7 million –
August 31, 2004). A description of additions to the
Oil Sands Project is presented in Section 2.1.
Critical Accounting Estimates
Oil sands Project Development Costs
All direct costs which meet the generally accepted
criteria for deferral related to the oil sands project
are capitalized as incurred.These criteria include
having a clearly defined process with identifiable
associated costs, establishment of technical feasibility, an intention to process and sell the recovered
minerals to a clearly defined market, and adequate
resources exist or are expected to be available to
complete the project to commercial production.
Stock-based Compensation
The Company accounts for all employee and nonemployee stock-based awards pursuant to the
amended recommendations of the Canadian Institute of Chartered Accountants (“CICA”) Handbook Section 3870, Stock-based Compensation and
Other Stock-based Payments.The stock-based
compensation recorded by the Company is a
critical accounting estimate because of the value of
compensation recorded and the many assumptions
required to calculate the compensation expense.
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Compensation expense is recorded for stock
options issued to employees and non-employees
using the fair value method.The Company must
calculate the fair value of stock options issued and
amortize the fair value to stock compensation
expense over the vesting period, and adjust the
amortization for stock option forfeitures and
cancellations.The Company uses the Black-Scholes
model to calculate the fair value of stock options
issued which requires that certain assumptions
including the expected life of the option and
expected volatility of the stock be estimated at the
time that the options are issued.
Accounting policy changes since
August 31, 2004
Sources of GAAP
Effective September 1, 2004, the Company adopted
the new CICA Handbook Section 1100, “Generally
Accepted Accounting Principles”.This section
establishes standards for financial reporting in
accordance with GAAP and provides guidance on
sources to consult when selecting accounting
policies and determining appropriate disclosures
when a matter is not explicitly dealt with in the
primary sources of GAAP. The adoption of this
section did not have any significant impact on the
Company’s financial statements.
Asset retirement obligation
Effective September 1, 2004, the Company adopted
the CICA Handbook Section 3110, “Asset Retirement Obligations”, which established standards for
asset retirement obligations and the associated
retirement costs related to site reclamation and
abandonment.The fair value of the liability for an
asset retirement obligation is recorded when it is
incurred and the corresponding increase to the
asset is depreciated over the life of the asset.The
liability is increased over time to reflect an accretion element considered in the initial measurement
at fair value. At August 31, 2005, the Company has
not incurred or committed any asset retirement
obligations related to the development of its Oil
Sands Project or Exploration Properties.

Impairment of long-lived assets
Effective September 1, 2004 the Company adopted
the recommendations of CICA Handbook Section
3063 “Impairment of Long-lived Assets” on a
prospective basis. Section 3063 requires that longlived assets and intangibles to be held and used by
the Company be reviewed for possible impairment
whenever events or changes in circumstances
indicate that the carrying amount of an asset may
not be recoverable. If changes in circumstances
indicate that the carrying amount of an asset that
an entity expects to hold and use may not be
recoverable, future cash flows expected to result
from the use of the asset and its disposition must
be estimated.
If the fair value is less than the carrying amount of
the asset, impairment is recognized.With the
exception of the write-off of the Exploration
Properties (See Section 2.2), management believes
that there has been no impairment of the Company’s long-lived assets as at August 31, 2005 and
the adoption of Section 3063 has no other effect
on the current financial statements.
2.1 Oil Sands Project
2.1.1 Strategy and Outlook
The Company’s mission is to become the first
titanium and zircon sand producer from Canada’s
oil sands.The Company has successfully developed
and refined a proprietary separation process for
the recovery of titanium and zircon from oil
sand tailings.
In fiscal 2004, the Company opened the Regina
Pilot Plant located in the Regina Research Park in
Saskatchewan.The purpose of the Regina Pilot Plant
was to demonstrate the viability of the Company’s
process and perfect the flow sheet. During fiscal
2005 the Company focused on completing the commissioning of the dry mill in the Regina Pilot Plant
and further optimizing and improving the assay
results from material recovered from Syncrude
Canada’s Plant 6 tailings. In September 2004, it was
announced that the dry mill was successfully
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commissioned and the first TiO2-bearing products
were produced, validating the Company’s process
technology for recovering TiO2-bearing minerals.
On November 30, 2004, it was further announced
that the first bulk zircon products were produced
from the Regina Pilot Plant.
During the second quarter of fiscal 2005 the
Company recruited Mr. Scott Nelson as President
and Chief Executive Officer of the Company.
Mr. Nelson has a demonstrated record of leading
and managing growth gained from over 25 years
experience in resource based, capital intensive
companies. He has held key management positions
with Amoco Canada Petroleum Company Ltd.,
Dome Petroleum Ltd.,The Irving Group,
IBM Canada and Amerada Hess Canada Ltd.
During the third quarter of 2005 the Company
released an independent report on its Oil Sands
Project that was completed by J.C.Whitcomb of
Whitcomb & Associates, Pretoria, South Africa and
filed it with the Securities Regulatory Authorities.
The Study included an assessment of the supply
of oil sands tailings and their heavy mineral content
and a review of Titanium Corporation’s proposed
mineral sands extraction process including design
and location of facilities, product recoveries and
logistics.Whitcomb & Associates also reviewed
world market conditions for titanium and zircon
feedstocks as well as the pigment and ceramics
industries which consume large portions of
these feedstocks.
During the fourth quarter of 2005, the Company
completed the onsite portion of the Bulk Sampling
Plant.This Company designed wet plant was constructed in Australia and commissioned at the oil
sands site in Fort McMurray in August 2005.The
12 tonne per hour capacity unit was connected to
the live tailings line and successfully extracted
tonnages of washed sands from the tailings flow.
A daily sampling program conducted throughout
2005 and the bulk sampling program has confirmed
heavy minerals content averaging 24%.The washed
sands from the program are now being processed
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and analyzed at the Regina Pilot Plant. Also during
the fourth quarter, the Company commenced a
core sampling program utilizing the existing oil
sand core inventory.The cores are being analyzed
for heavy minerals which will enable the Company
to compile an overall resource estimate as well as
predict heavy minerals production resulting from
the oil sands mining program.
In order to achieve its stated mission the Company
will be focusing over the next year on the following strategic objectives and an update of progress
is included below:
1. Securing long-term sources of supply of oil sands
tailings at an efficient cost. In May, 2005, the
Company announced that the three way
exclusivity agreement among Syncrude,Titanium
and a major titanium dioxide pigment producer
had been extended for a further 12 months to
allow completion of a number of technical
programs that are underway.The results of the
Bulk Sampling Plant program together with the
final flow sheet and recoveries of the Regina
Pilot Plant will be the subject of a final joint
technical review with Syncrude in late 2005.
After completion of the bulk sampling program,
the portable Bulk Sampling Plant will be
available for testing at other oil sands sites.
2. Achieve a royalty agreement with the Alberta
government which reflects the economic, environmental and potential downstream industrial opportunities that Titanium’s commercial production
facility will provide Alberta. Discussions with the
Alberta government have been concluded,
proposals have recently been submitted and the
Company is awaiting review and response by
the government.
3. Negotiate premium long-term sales contracts with
consumers of titanium and zircon feedstocks.
Zircon samples have been supplied to the major
milling and ceramics firms who have undertaken
laboratory testing and found the quality of the
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Company’s product to be high quality, commercial grade. A number of these firms have made
ceramic tiles utilizing Titanium’s zircon and are
very pleased with the results and have provided
Titanium with formal expressions of interest
including volumes of feedstock that they are
prepared to contract for.The Company has also
been actively working with the pigment industry
in the testing of the Company’s titanium
products. Confidential negotiations are underway and will continue for a number of months.
The pigment industry will require large quantities of feedstock for testing in their operational
processes in advance of the construction of a
full scale commercial facility.The Company is
therefore planning a phased approach for construction of scalable commercial facilities to
meet this requirement. Preliminary engineering
estimates indicate the cost of Phase 1 facilities
would be in the range of $25-30 million.The
Phase 1 facilities will be a further development
stage and not at a scale that would generate
positive cash-flow. Earlier plans for commercialization developed by the Company in 2003
included Phase 1 and Phase 2 facility projects
and it is apparent that this approach is the
optimal one to meet customer requirements.
4. Design a commercial minerals processing facility.
Preliminary engineering for Phase 1 facilities is
underway by an experienced Australian
engineering firm.The preliminary indications are
that approximately 12-16 months will be
required to finalize engineering, procure longer
lead equipment and construct scalable wet plant
and dry mill facilities at the oil sands site.
During the fourth quarter, the Company
engaged a large Canadian engineering firm with
experience in both mining and oil sands.The
Canadian firm is working closely with the
Australian firm on the preliminary engineering
and costing of facilities.

2.1.2 Oil Sands Project – Expenditures
Year ended August 31, 2005

Beginning Balance, August 31, 2004 $ 6,718,901

Consulting fees
Stock option compensation charge
Building
Maintenance
Bulk Sample Plant
Salaries
Equipment
Travel
General
Regina Pilot Plant Rent
Sampling and assays
Transport – feedstock, samples, tailings
Ending balance, August 31, 2005

231,561
617,519
202,916
23,893
512,295
293,006
59,004
97,366
43,294
189,263
105,731
119,781
$ 9,214,530

2.2 Exploration Properties and Nova Scotia Pilot Plant
and Exploration Equipment
Having carefully evaluated the prospects for the
Exploration Properties, the management resources
required to develop the properties and the
Company’s stated mission of developing the Oil
Sands Project, the Board decided not to undertake
additional work or expenditures on the Exploration Properties. As a result, the Company recognized the full cost of $4,920,391 relating to these
mining claims and exploration costs and $99,781
relating to the Nova Scotia pilot plant and
exploration equipment as a non-cash charge in the
third quarter.While at this time the Company does
not intend on pursuing further work on the
Exploration Properties it will continue to hold six
out of the twelve exploration licences that have
remaining assessment work credits.

TITANIUM CORPORATION INC . — 15

ANNUAL REPORT 2005

M A N A G E M E N T ’ S D I S C U S S I O N A N D A N A LY S I S

3 . 0 S E L E C T E D A N N U A L I N F O R M AT I O N

The following are the highlights of financial data on the Company for the most recently completed three
financial years which have been prepared in accordance with Canadian generally accepted accounting
principles. All amounts herein are expressed in Canadian dollars unless otherwise indicated:
(audited)

2005

For the Years Ended August 31

Loss before write-off of Exploration Properties
Net loss
Net loss per share (basic and diluted)
Total assets
Total liabilities
Deficit
Working capital

2004

2003

$ (3,152,443)

$ (2,168,046)

$ (1,172,538)

(8,172,165)

(2,168,046)

(1,172,538)

(0.19)

(0.06)

36,013,588
696,508

8,418,360

681,299

(13,930,634)
$ 26,016,806

(0.03)

14,790,230

51,740

(5,758,019)
$ 2,263,614

(3,589,973)
$ 3,335,657

4 . 0 S U M M A RY O F Q U A RT E R LY R E S U LT S

The following are the highlights of financial data on the Company for the most recently completed eight
quarters which have been prepared in accordance with Canadian generally accepted accounting principles.
All amounts herein are expressed in Canadian dollars unless otherwise indicated:

Interest revenues
Net loss
Basic loss per share
Diluted loss per share

Interest revenues
Net loss
Basic loss per share
Diluted loss per share

Q4

Q3

Q2

Q1

Aug. 31, 2005

May 31, 2005

Feb. 28, 2005

Nov. 30, 2004

$

5,973

9,965

$

3,209

$

6,406

(1,010,110)

(5,759,817)

(790,669)

(612,019)

(0.01)

(0.14)

(0.02)

(0.02)

(0.01)

(0.14)

(0.02)

(0.02)

Q4

Q3

Q2

Q1

Aug. 31, 2004

May 31, 2004

Feb. 29, 2004

Nov. 30, 2003

$

31,437

$

11,861

$

25,483

$

16,245

(641,837)

(605,705)

(525,282)

(395,222)

(0.03)

(0.01)

(0.01)

(0.01)

(0.03)

(0.01)

(0.01)

(0.01)

5.0 LIQUIDITY

In management’s view, the most meaningful
information concerning the Company relates to
its current liquidity and solvency given that,
currently, it is not generating any income from
its Oil Sands Project.
The Company raises funds for its operations
through issuance of common shares. Although the
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$

Company has been successful in the past in raising
funds, there can be no assurance that any funding
required by the Company in the future will be
made available to it and, if such funding is available,
that it will be offered on reasonable terms.
In August 2005, the Company closed a private
placement financing raising gross proceeds of
$23,875,002 through the sale of 10,611,112 units
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comprised of one common share and one whole
warrant at a price of $2.25 per unit. Proceeds of
the financing will be used primarily to fund the
next phase (Phase1) of the Company’s Oil Sands
Project including the design, engineering and
construction of expandable production facilities,
and for general corporate purposes.

The Company had a net working capital balance of
$26,016,806 as at August 31, 2005 compared to
$2,263,614 at August 31, 2004.
During the year ended August 31, 2005, a total of
$6,049,562 was generated from the exercise of
agent’s options, warrants and incentive stock
options to purchase common shares of the
Company as follows:
Number

Exercise of agents’ options for cash
Exercise of warrants for cash
Exercise of stock options for cash

Exercise Price

376,800
2,362,526
332,500

$
$
$

1.70
2.00
2.06*

Amount
$

640,560
4,725,052
684,000
$ 6,049,612

*Weighted average exercise price

At August 31, 2005, outstanding warrants represented a total of 10,611,112 shares issueable for
maximum aggregate proceeds of $34,486,114.
The Company does not currently have contractual
Contractual Obligation
Consulting (see Section 8 – Related Party)
Long Term Debt
Capital Lease Obligation
Operating – Office Space
Operating – Land Lease
Purchase Obligation
Other Long Term Obligation
Total Contractual Obligations

obligations with regards to any purchase obligations or financings.The Company has entered into
agreements to lease land and office space for
various periods until 2008.
Total

$

$

750,000
—
—
88,000
159,000
—
—
997,000

6 . 0 C A P I TA L R E S O U R C E S

Current demands on the Company’s capital
resources stem from management’s pursuit to add
shareholder value through the development and
commercialization of the Oil Sands Project.To fund
its past development activities the Company has
raised equity capital to achieve specific milestones
set out in its business plan.The Directors consider
that the latest funds raised in August 2005 will be
sufficient to complete the design, engineering and
construction of a Phase 1 expandable production
facility to be located in Fort McMurray, Alberta.

2006
$

$

475,000
—
—
88,000
53,000
—
—
616,000

2007
$

$

275,000
—
—
—
53,000
—
—
328,000

2008
$

$

—
—
—
—
53,000
—
—
53,000

The funds are also forecast to provide sufficient
working capital to at least the end of fiscal 2006.
Phase 1 is a significant step towards commercial
scale production and will provide selected pigment
manufacturers large scale quantities of feedstock
for testing as part of securing long-term sales
contracts.The Phase 1 facilities will not be designed
to operate at a scale that will generate positive
cashflow but will be designed to be expandable to
a commercial scale once a production decision is
made. At such time as the Company decides to
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build a commercial scale plant further project
finance will be required.
During the year ended August 31, 2005 the
Company capitalized $2,495,629 on its Oil Sands
Project related primarily to the operation of its
Regina Pilot Plant and development of the Bulk
Sampling Plant at the Syncrude site.
7.0 OFF-BALANCE SHEET
ARRANGEMENTS

The Company has not entered into any off-balance
sheet transactions.
8 . 0 T R A N S AC T I O N S W I T H
R E L AT E D PA RT I E S

Auxilium Corporation (“Auxilium”)
The Company entered into an agreement with
Auxilium to provide the services of Scott Nelson,
a director and the President and Chief Executive
Officer of the Company.The agreement is for a
term of 3 years, commencing February 23, 2005,
during which time Auxilium will be paid $275,000
per year plus a $12,000 vehicle allowance. Auxilium
was also granted 500,000 options to purchase
common shares of the Company at a price of
$3.40, vesting over a 3 year period. Auxilium is a
corporation controlled by Scott Nelson.The
Company was charged $71,750 (2004 – $nil) and
$150,333 (2004 – $nil) for the three and twelve
months ended August 31, 2005, by Auxilium.
Harbour Capital Corporation (“Harbour”)
The Company entered into an agreement with
Harbour to provide the services of George Elliott,
a director and the Executive Chairman.The agreement is for a term of 18 months, commencing
January 19, 2005, during which time Harbour will
be paid $200,000 per year. Harbour is a corporation controlled by George Elliott.The Company was
charged $50,000 (2004 – $50,000) and $200,000
(2004 – $250,000) for the three and twelve
months ended August 31, 2005.
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The Company was charged $13,333 (2004 –
$12,500) and $40,833 (2004 – $12,500) for the
three and twelve months ended August 31, 2005
respectively, for the services of Bradley Kipp the
Chief Financial officer of the Company.
The Company was charged $31,818 (2004 –
$6,377) and $65,334 (2004 – $45,061) for the
three and twelve months ended August 31, 2005
respectively by a corporation partially owned by
George Duguay an officer of the Company that
provided bookkeeping and corporate secretarial
services. Accounts payable at August 31, 2005
were $13,470 (2004 – $1,464).
These related party transactions were in the
normal course of operations and were measured
at the exchange amounts.
9.0 RISKS

The following discussion pertains to the outlook
and conditions currently known to management
that may have a material impact on the financial
condition and results of operations of Titanium.
This discussion, by its nature, is not all-inclusive.
Other factors may affect the Company in
the future.
9.1 Oil Sands Project
The Company has successfully tested its process
for cleaning and extracting the appropriate concentrates from the Syncrude tailings at its Regina Pilot
Plant facility. Unforeseen difficulties with scale-up to
commercial scale, unexpected utility costs, natural
gas costs, labour cost or shortages, engineering
cost and related industrial process risks could
negatively impact the viability of the project.
The Company has necessarily relied on the 1996
study by the Alberta Chamber of Resources
(Mineral Development Agreement Study) and
Syncrude’s own data to establish the extent and
consistency of the tailings supply.This involves
more risk than the typical situation where a
company can control its own source of supply.
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The Company has filed patent applications in the
United States and Canada with respect to its
proprietary technology for recovering heavy
minerals.There can be no assurance that such
patent applications will be allowed or that, if issued,
the patents will not be challenged by any third
parties, or that the patents of others will not have
an adverse effect on the ability of the Company to
commercially exploit its technology. Furthermore,
there can be no assurance that others will not
independently develop similar technology, duplicate
the Company’s product or design around the
patented technology developed by the Company. In
addition, the Company could incur substantial costs
in defending itself in suits brought against it in
respect of such patents or in suits in which the
Company attempts to enforce its own patents
against other parties.
The Company may not be able to negotiate fair
commercial arrangements with Syncrude notwithstanding their obligations under the current
exclusivity agreement to negotiate in good faith,
and in such event, the Company may not be able
to secure new customers and/or new suppliers
of tailings.
Technological developments could render titanium
dioxide obsolete as a pigment thereby substantially
reducing the demand for titanium dioxide. Similarly,
global demand for zircon could be diminished in
the face of alternatives for its current consumers.
10.0 COMPETITION

The Company competes with international
companies that have substantially greater financial
and technical resources to support their business
activities as well as for the recruitment and
retention of qualified employees.The Company has
not operated its titanium processing technology at
a commercial scale. Accordingly, it cannot describe
processing efficiencies and costs associated with its
titanium processing technology or compare such

efficiencies and costs to those of competitors.The
manufacturing methods and costs to manufacture
also vary greatly, with certain methods lending
themselves to specific niche applications and
deposits. As a result, competition within the
industry is driven by a variety of factors, principally
cost of production, price and product attributes.
11.0 FINANCIAL INSTRUMENTS

The Company’s financial instruments consist of
cash and cash equivalents, marketable securities,
commodity taxes receivable and payables and
accruals.Terms of the financial instruments, where
relevant, are fully disclosed in the Company’s
annual financial statements. It is management’s
opinion that the Company is not exposed to
significant interest, currency, or credit risks arising
from its financial instruments and that their fair
values approximated their carrying values unless
otherwise noted.
1 2 . 0 O U T S TA N D I N G S H A R E DATA

Outstanding Common Shares
Balance, August 31, 2004
Shares issued on the exercise
of Agents’ Options
Shares issued on the exercise
of Warrants
Share issued on the exercise
of Stock Options
Shares issued on private placement
Balance August 31, 2005 and
October 26, 2005

Number
40,903,480
376,800
2,362,526
332,500
10,611,112
54,586,418
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Warrants and Agents’ Options
Agents’ Options
Warrants
Balance August 31, 2004
Exercise of Agents’ Options
Issue of Warrants*
Exercise of Warrants
Expiry of Warrants
Issue of Warrants on private placement
Balance at August 31, 2005 and October 26, 2005

Number

Exercise Price ($)

376,800
2,355,000
2,731,800
(376,800)
188,400
(2,362,526)
(180,874)
10,611,112
10,611,112

1.70
2.00
1.70
2.00
2.00
2.00
3.25
3.25

Expiry Date
February 2005
August 2005

August 2005

August 2007
August 2007

*Each Agent Option was exercisable into one common share and one-half common share purchase warrant at $2.00

Stock Options
Balance August 31, 2004
Options granted
Options cancelled or expired
Options exercised
Option adjustment
Balance August 31, 2005 and October 26, 2005

Number

Weighted Average
Exercise Price ($)

3,278,075
1,175,000
(276,409)
(332,500)
100,000
3,944,166

2.15
3.46
2.00
2.06
2.20
2.56

13.0 DISCLOSURE CONTROLS

A D D I T I O N A L I N F O R M AT I O N

Based on an evaluation of the Company’s disclosure controls and procedures, the Company’s
Chief Executive Officer and Chief Financial Officer
have concluded at August 31, 2005 that these
controls and procedures operated effectively.

Additional information relating to the Company is
available on SEDAR at www.sedar.com.
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To the Shareholders of
Titanium Corporation Inc.
We have audited the balance sheets of Titanium Corporation Inc. as at August 31, 2005 and 2004 and the
statements of operations and deficit and cash flows for the years then ended.These financial statements
are the responsibility of the company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards.Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation.
In our opinion, these financial statements present fairly, in all material respects, the financial position of the
company as at August 31, 2005 and 2004 and the results of its operations and its cash flows for the years
then ended in accordance with Canadian generally accepted accounting principles.

Toronto, Canada
October 14, 2005

Chartered Accountants
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BALANCE SHEETS

2005

August 31

Assets
Current
Cash and cash equivalents
Short term investments
Marketable securities
(Market value, $581,178; 2004 – $1,549,635)
Commodity taxes receivable
Prepaids

$ 2,024,499

Exploration properties (Note 3)
Oil Sands Project development costs (Note 4)
Nova Scotia pilot plant and exploration equipment (Note 5)
Office equipment and leasehold improvements (Note 6)

Liabilities
Current
Payables and accruals
Shareholders’ equity
Capital stock (Note 7)
Warrants (Notes 7 and 8)
Contributed surplus (Note 10)
Deficit

955,316
—

567,450

1,549,635

51,477

395,201

51,075

44,761

26,713,314

2,944,913

—

4,902,784

9,214,530

6,718,901

—

117,388

85,744

106,244

$ 36,013,588

$ 14,790,230

$

$

696,508

681,299

43,512,498

17,538,422

3,735,111

1,263,239

2,000,105

1,065,289

(13,930,634)

(5,758,019)

35,317,080

14,108,931

$ 36,013,588

$ 14,790,230

See accompanying notes to the financial statements

On Behalf of the Board
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$

24,018,813

Commitments (Note 13)

George D. Elliott, Director

2004

Eric W. Slavens, Director
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2005

For the Years Ended August 31

Expenses
Consulting
Office and administration
Depreciation and amortization
Directors’ fees
Insurance
Investor relations
Professional fees
Shareholders’ communication and filing fees
Travel and promotion
Writedown of marketable securities
Exploration properties and related plant and equipment
costs written off (Notes 3 and 5)

$ 1,330,560

2004

$

624,204

611,392
488,601

30,612

21,483

152,000

141,500

132,498

94,516

166,564

414,768

371,213

301,840

84,429

38,633

285,916

114,714

—

25,625

5,020,172

—

8,198,168

2,253,072

Interest income
Net loss

$ 8,172,615

$ 2,168,046

Basic and diluted loss per share (Note 11)

$

$

Deficit at beginning of year
Net loss
Deficit at end of year

$ 5,758,019

(25,553)

0.19

(85,026)

0.06

$ 3,589,973

8,172,615

2,168,046

$ 13,930,634

$ 5,758,019

See accompanying notes to the financial statements
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S TAT E M E N T S O F C A S H F L OW S

2005

Years Ended August 31

2004

Increase (decrease) in cash and cash equivalents
Operating activities
Net loss
Write down of marketable securities
Exploration properties and related plant and
equipment costs written off
Stock-based compensation
Depreciation and amortization

$ (8,172,615)
—

Financing activities
Common shares issued, net of issue cost settled for cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Cash and cash equivalents at end of year consists of:
Cash
Term deposits with weighted average interest rate of 2.21%
(2004: 1.72%)

5,020,172

—

551,423

330,608
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21,483

(2,570,408)

(1,790,330)

(6,314)

(8,824)

343,724

186,524

(266,538)

(293,165)

(2,499,536)

(1,905,795)

28,211,823

7,339,049

(24,018,813)

—

982,185

(563,478)

—

(440,063)

(1,878,110)

(5,912,584)

281,746

183,304

(10,112)

(59,186)

(24,643,104)

(6,792,007)

1,069,183

(1,358,753)

955,316

2,314,069

$ 2,024,499

$

955,316

$

$

392,281

438,992
1,585,507

$ 2,024,499
See accompanying notes to the financial statements

25,625

30,612

Net changes in non-cash working capital items:
Increase in prepaids
Decrease in commodity taxes receivables
Decrease in payables and accruals

Investing activities
Increase in short term investments
Decrease (increase) in marketable securities
Exploration expenditures excluding depreciation of
pilot plant and equipment
Oil Sands Project development costs
Net change in non-cash working capital relating to oil sands
development costs
Acquisition of office equipment and leaseholds

$ (2,168,046)

563,035
$

955,316
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N OT E S TO F I N A N C I A L S TAT E M E N T S
Year Ended August 31, 2005 and 2004

1 . N AT U R E O F O P E R AT I O N S A N D
B A S I S O F P R E S E N TAT I O N

Titanium Corporation Inc. (“Titanium” or the
“Company”) was formed by articles of amalgamation under the Business Corporations Act (Ontario)
on July 24, 2001.The Company is engaged in the
business of developing a separation process for the
recovery of titanium and zircon from Canada’s oil
sands.The Company is considered to be in the
development stage as it has yet to earn any revenues
and it is devoting substantially all of its efforts
toward the development of this process.
To fund its past development activities, the Company has raised equity capital to achieve specific
milestones set out in its business plan. In August
2005, the Company raised funds that will be used
to complete the design, engineering and construction of a Phase 1 expandable production facility to
be located in Fort McMurray, Alberta and for
working capital purposes.
Phase 1 is a significant step towards commercial
scale production and will provide selected pigment
manufacturers large scale quantities of feedstock
for testing as part of securing long-term sales
contracts.The Phase 1 facilities will not be
designed to operate at a scale that will generate
positive cash flow but will be designed to be
expandable to a commercial scale once a
production decision is made.
Management is of the opinion that additional funding is available and may be sourced in time to allow
the Company to expand the Phase 1 facilities to a
commercial scale plant.While it has been successful
in the past, there can be no assurance that it will
be able to raise sufficient funds in the future.
2 . S U M M A RY O F S I G N I F I C A N T
AC C O U N T I N G P O L I C I E S

The financial statements have been prepared by
management in accordance with accounting
principles generally accepted in Canada.

Use of estimates
In preparing the financial statements, management
is required to make estimates and assumptions
that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements
and reported amounts of revenue and expenses
during the period. Actual results could differ from
these estimates.
Cash and cash equivalents
Cash and cash equivalents include cash on hand,
balances with banks and short term deposits with
original maturities of three months or less.
Short term investments
Short term investments represent investments
in guaranteed investment certificates with maturity
dates of more than three months. Short term
investments are carried at cost which approximates
fair value.
Marketable securities
Marketable securities are valued at the lower of
cost and market value.
Exploration properties
All direct costs associated with exploration
properties are capitalized as incurred. If the
property proceeds to development, these costs
become part of preproduction and development
costs of the mine. If a property is abandoned or
continued exploration is not deemed appropriate
in the foreseeable future, the related costs and
expenditures are written off.
The amounts capitalized at any time represent
costs to be charged to operations in the future and
do not necessarily reflect the present or future
values of particular properties. During the year,
exploration properties were written off as
explained in Note 3.
Oil Sands Project development costs
All direct costs relating to the Oil Sands Project
which meet the generally accepted criteria for
deferral are capitalized as incurred.These criteria
include having a clearly defined process with
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identifiable associated costs, establishment of technical feasibility, an intention to process and sell the
recovered minerals to a clearly defined market,
and adequate resources exist or are expected to
be available to complete the project to
commercial production.
Pilot plant, exploration equipment and
related depreciation
The pilot plant and exploration equipment are
recorded at cost. Depreciation is recorded on the
declining balance basis at an annual rate of 20% and
is charged to exploration properties. During the
year, the pilot plant and exploration equipment
were written off as disclosed in Note 3.
Office equipment, leasehold improvements
and related depreciation
Office equipment is recorded at cost. Depreciation
is recorded on the declining balance basis at an
annual rate of 20%.
Leasehold improvements are recorded at cost.
Depreciation is recorded on the straight line basis
at an annual rate of 20%.
Stock-based compensation
The Company has adopted the recognition of
stock compensation expense for grants of options
to officers, directors and employees in the financial
statements based on the estimated fair value at the
grant date for options granted after September 1,
2003.The Company, as permitted by CICA Handbook Section 3870, has adopted this section
prospectively.
Income taxes
Income taxes are calculated using the asset and
liability method of tax accounting. Under this
method, current income taxes are recognized for
the estimated income taxes payable for the current
period. Future income tax assets and liabilities are
determined based on differences between the
financial reporting and tax bases of assets and
liabilities and on unclaimed losses carried forward
and are measured using the substantively enacted
tax rates that will be in effect when the differences
are expected to reverse or losses are expected to
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be utilized. A valuation allowance is recognized to
the extent that the recoverability of future income
tax assets is not considered more likely than not.
Loss per common share
Basic loss per share is computed by dividing the
loss for the year by the weighted average number
of common shares outstanding during the year,
including contingently issuable shares which are
included when the conditions necessary for
issuance have been met. Diluted loss per share is
calculated in a similar manner, except that the
weighted average number of common shares
outstanding is increased to include potentially
issuable common shares from the assumed
exercise of common share purchase options and
warrants, if dilutive.The number of additional
shares included in the calculation is based on the
treasury stock method for options and warrants.
The effect of potential issuances of shares under
options and warrants would be anti-dilutive, and
accordingly basic and diluted loss per common
share are the same.
Sources of GAAP
Effective September 1, 2004, the Company adopted
the new CICA Handbook Section 1100, “Generally
Accepted Accounting Principles”.This section
establishes standards for financial reporting in
accordance with GAAP and provides guidance on
sources to consult when selecting accounting
policies and determining appropriate disclosures
when a matter is not explicitly dealt with in the
primary sources of GAAP. The adoption of this
section did not have any significant impact on the
Company’s financial statements.
Asset retirement obligation
Effective September 1, 2004, the Company adopted
the CICA Handbook Section 3110, “Asset Retirement Obligations”, which established standards for
asset retirement obligations and the associated
retirement costs related to site reclamation and
abandonment.The fair value of the liability for an
asset retirement obligation is recorded when it is
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incurred and the corresponding increase to the
asset is depreciated over the life of the asset.The
liability is increased over time to reflect an accretion element considered in the initial measurement
at fair value. At August 31, 2005, the Company has
not incurred or committed any asset retirement
obligations related to the development of its
Oil Sands Project.
Impairment of long-lived assets
Effective September 1, 2004 the Company adopted
the recommendations of CICA Handbook Section
3063 “Impairment of Long-lived Assets” on a prospective basis. Section 3063 requires that long-lived
assets and intangibles to be held and used by the
Company be reviewed for possible impairment
whenever events or changes in circumstances
indicate that the carrying amount of an asset may
not be recoverable. If changes in circumstances
indicate that the carrying amount of an asset that
an entity expects to hold and use may not be
recoverable, future cash flows expected to result
from the use of the asset and its disposition must
be estimated.
If the fair value is less than the carrying amount of
the asset, impairment is recognized.With the
exception of the write-off of the exploration
properties and related pilot plant and equipment
(described in Note 3), management believes that
there has been no impairment of the Company’s
long-lived assets as at August 31, 2005 and the
adoption of Section 3063 has no effect on the
current financial statements.
3 . E X P L O R AT I O N P R O P E RT I E S

2005
Nova Scotia Titanium
Mineral Sands Project

$

—

2004

$ 4,902,784

Due to the Company’s focus on the Oil Sands
Project in Western Canada, the Company has
decided not to undertake additional work or
expenditures on the exploration properties and,
accordingly, all costs of $4,920,391 have been

written-off during the year. In addition, all the
related pilot plant and exploration equipment cost
of $99,781 were written off.
4. OIL SANDS PROJECT
DEVELOPMENT COST

Costs incurred relating to the Oil Sands Project
development are as follows:
2005
Acquisition and
development costs $ 4,732,510
Building and equipment
construction costs
4,482,020
$ 9,214,530

2004

$ 3,077,199
3,641,702
$ 6,718,901

In May 2005, the Company extended until May
2006, the three-way exclusivity agreement with
Syncrude (“Syncrude”) and a major titanium
dioxide pigment producer to develop the
commercial feasibility of extracting and producing
titanium bearing minerals and zircon as byproducts of bitumen extraction from oil sands
produced by Syncrude’s centrifuge plant.
5 . N OVA S C OT I A P I L OT P L A N T A N D
E X P L O R AT I O N E Q U I P M E N T

2005
Cost
Pilot plant
$
Exploration equipment

—

$

Accumulated depreciation
$
Pilot plant
Exploration equipment

2004

$

179,406

—

$

220,419

—

$

—

41,013

—

76,066
26,965

$

—

$

103,031

Net carrying value
$
Pilot plant
Exploration equipment

—

$

103,340

$

—

—

14,048
$

117,388
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6 . O F F I C E E Q U I P M E N T A N D L E A S E H O L D I M P R OV E M E N T S

Cost
Office equipment
Leasehold improvements

Accumulated depreciation
Office equipment
Leasehold improvements

Net carrying value
Office equipment
Leasehold improvements

2005

2004

$ 115,351

$ 105,242

46,573

46,573

161,924

151,815

43,525

26,834

32,655

18,737

76,180

45,571

71,826

78,408

13,918

27,836

$ 85,744

$ 106,244

Number of Shares

Amount

Balance, August 31, 2003
Shares issued on the exercise of warrants
Common shares issued, net of issue costs
Value assigned to 2,355,000 warrants
Balance, August 31, 2004

36,173,480

$ 11,715,069

20,000

40,000

40,903,480

17,538,422

Common shares issued, net of issue costs
Value assigned to 10,611,112 warrants
Exercise of warrants for cash
Exercise of Agents’ options for cash
Exercise of stock options for cash
Reallocation from contributed surplus relating to the exercise
of Agents’ options and stock options
Valuation of warrants exercised
Balance, August 31, 2005

10,611,112

22,162,211

7 . C A P I TA L S TO C K

The Company is authorized to issue an unlimited number of common shares.
Common shares
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4,710,000

7,046,592
(1,263,239)

(3,735,111)
2,362,526

4,725,052

376,800

640,560

332,500

684,000

—

308,182

—

1,189,182

54,586,418

$ 43,512,498
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On February 17, 2004, the Company completed
a private placement financing of 4,710,000 units at
a price of $1.70 per unit for gross proceeds of
$8,007,000. Each unit consisted of one common
share and one-half of one common share purchase
warrant. Each whole warrant entitled the holder
to purchase one additional common share at an
exercise price of $2.00 per share until August 17,
2005.The offering was co-led by First Associates
Investments Inc. and Dundee Securities Corp.
(the “Agents”). Acadian Securities Inc. and
Hampton Securities Ltd. acted as sub-agents on
the offering.The Agents received a commission of
7% of the gross proceeds raised together with
non-transferable Agents’ options to purchase
376,800 units at a price of $1.70 per unit until
February 17, 2005. Each unit consists of one
common share and one-half of one common share
purchase warrant. Each whole warrant entitled the
Agents to purchase one common share for
$2.00 until August 17, 2005.
The fair value of the warrants and Agents’ options
were estimated using the Black-Scholes pricing
option model.The assumptions used for the
valuation of the warrants and Agents’ options were:
(i) Warrants issued on private placement
Dividend yield 0%, expected volatility 100%,
risk-free interest rate 4.0% and an expected
life of 18 months.Value assigned to 2,355,000
warrants is $1,263,239, net of issue costs of
$152,042
(ii) Agents’ options
Dividend yield 0%, expected volatility 100%,
risk-free interest rate 4.0% and an expected
life of 12 months.Value assigned to 376,800
options is $252,457.

allocated between common shares and warrants
on a pro-rata basis.
332,500 stock options were exercised during 2005
resulting in the issuance of 332,500 common
shares. Each stock option was exercisable into
common shares at $2.06 per share.
376,800 Agents’ options were exercised during
2005 resulting in the issuance of 376,800 common
shares and 188,400 warrants. Each warrant was
exercisable into common shares of the Company
at $2.00 per warrant until August 17, 2005. Of the
188,400 warrants issued, 42,814 expired and
145,586 were exercised.
On August 25, 2005, the Company completed a
private placement financing of 10,611,112 units at a
price of $2.25 for net proceeds of $22,162,211
after allocating share issue costs of $1,712,791.
Each unit is comprised of one common share in
the capital of the Company and one whole
warrant. Each warrant will be exercisable for one
common share at an exercise price of $3.25 per
common share until August 25, 2007. BMO Nesbitt
Burns Inc. acted as lead agent in a syndicate with
GMP Securities Limited, Clarus Securities Inc.,
Paradigm Capital Inc., Acadian Securities Inc.,
Dundee Securities Corporation and First
Associates Investments Inc.
The fair value of the warrants were estimated
using the Black-Scholes pricing option model.The
assumptions used for the valuation of the warrants
were: Dividend yield 0%, expected volatility 47%,
risk-free interest rate 2.75% and an expected life of
24 months.Value assigned to 10,611,112 warrants
is $3,735,111.

Common share issue costs relating to the private
placement were $960,408 of which $252,457
was the non-cash value attributed to the 376,800
Agents’ options.The share issue costs were
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8 . C O M M O N S H A R E P U R C H A S E WA R R A N T S A N D A G E N T S ’ O P T I O N S

The following table reflects the continuity of the number of warrants and Agents’ options:

Expiry Date
Agent’s Options:
February 2005
Warrants:
August 2005
September 2003

Expiry Date
Agent’s Options:
February 2005
Warrants:
August 2005
August 2005
August 2007

Exercise
Price

2003
Opening
Balance

Issued

Exercised

Expired

2004
Closing
Balance

$ 1.70

—

376,800

—

—

376,800

$ 2.00

—

2,355,000

—

—

2,355,000

$ 2.00

20,000

—

(20,000)

—

—

20,000

2,731,800

(20,000)

—

2,731,800

Expired

2005
Closing
Balance

—

—

Exercise
Price

2004
Opening
Balance

Issued

$ 1.70

376,800

—

(376,800)

$ 2.00

2,355,000

—

(2,216,940)

(138,060)

—

$ 2.00

—

188,400

(145,586)

(42,814)

—

$ 3.25

—

10,611,112

2,731,800

10,799,512

9. COMMON SHARE PURCHASE PLAN

The Company has a stock option plan (the “Plan”)
which is restricted to directors, officers, key
employees and consultants of the Company.The
number of common shares subject to options
granted under the Plan (and under all other
management options and employee stock purchase
plans) is limited to 4,000,000 common shares in the
aggregate, and with respect to any one optionee, to
5% of the number of issued and outstanding
common shares of the Company at the date of the
grant of the option. Options issued under the Plan
may be exercised during a period determined by
the board of directors which cannot exceed
five years.
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Exercised

—
(2,739,326)

—
(180,874)

10,611,112
10,611,112

Effective February 26, 2003, all options granted
subsequently under the Plan will vest and become
exercisable by the holder over a period of
18 months, with 1/6 of the options being granted
vesting at the end of each 3 month period following the grant.
Effective February 23, 2005, the Company amended
its stock option plan to increase the number of
common shares reserved for issuance under the
plan from 4,000,000 to 5,000,000 common shares.
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The following table reflects the continuity of stock options granted under the Plan.
Number of Stock Options
2005

2004

Weighted Average
Exercise Price
2005

2004
$

Opening Balance
Options granted
Options cancelled/expired
Options exercised
Option adjustment
Ending Balance

3,278,075

2,713,075

2.15

2.20

1,175,000

1,095,000

3.46

1.97

2.00

2.22

2.06

—

(276,409)
(332,500)

(530,000)
—

100,000

—

2.20

—

3,944,166

3,278,075

2.56

2.15

As at August 31, 2005, there were 2,920,833
(2004 – 2,565,575) exercisable stock options

$562,136 was capitalized to Oil Sands Project
development costs.

The following table reflects the stock options
outstanding as at August 31, 2005:

The fair value of all options granted in fiscal 2005
and 2004 has been estimated at the date of grant
using a Black-Scholes option pricing model.The
current year’s valuation was calculated with the
following assumptions: weighted average risk free
interest rate of 4% (2004: 4%); volatility factor of
the expected market price of the Company’s common stock of 47% (2004: 100%); and a weighted
average expected life of the options of 5 years
(2004 – 5 years).

Expiry Date

Weighted Average
Exercise Price ($)

Options
Outstanding

2006

2.20

690,000

2007

2.26

530,000

2008

2.22

635,000

2009

1.98

984,166

2010

3.56

1,105,000
3,944,166

During the year ended August 31, 2005, 1,175,000
(2004: 1,095,000) stock options were granted to
directors, officers and consultants of the Company.
These options will be expensed in the statement of
operations and deficit or capitalized to Oil Sands
Project development costs as they vest. Of the
options granted, 157,500 (2004: 382,500) have
vested and accordingly, $232,998 (2004: $571,308)
was recorded as contributed surplus. Of the
$232,998 (2004: $571,308) recorded as contributed surplus, $177,615 (2004: $330,608) was
recorded as stock-based compensation and
$55,383 (2004: $240,700) was capitalized to
Oil Sands Project development costs.
During 2005, 625,832 options granted in prior
years had vested. Accordingly, $935,944 was
recorded as contributed surplus. Of the $935,944
recorded as contributed surplus, $373,808 was
recorded as stock-based compensation and

10. CONTRIBUTED SURPLUS

The following table reflects the continuity of
contributed surplus relating to stock options:
Amount
Balance, August 31, 2003
$ 241,524
Stock option compensation expense
330,608
Stock option compensation charged to
Oil Sands Project development costs
240,700
Agents’ options
252,457
Balance, August 31, 2004
1,065,289
Stock option compensation expense
551,423
Stock option compensation charged to
617,519
Oil Sands Project development costs
Options exercised
(55,725)
Agents’ options exercised
(252,457)
Expired warrants
74,056
Balance, August 31, 2005
$ 2,000,105
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11. LOSS PER COMMON SHARE

The basic loss per share is computed by dividing
the loss for the year by the weighted average
number of common shares outstanding during the
year. Diluted loss per share is the same as basic
loss per share.The effect of common share
purchase options, warrants and Agents’ options on
the net loss is not reflected as to do so would
be anti-dilutive.
The following table sets forth the computation of
basic and diluted loss per share:

Numerator:
Net loss
Denominator:
Weighted average
number of
common shares

2005

2004

$ 8,172,615

$ 2,168,046

The Company was charged $40,833 (2004 –
$12,500) for the services of the Chief Financial
Officer of the Company.
The Company was charged $65,334 (2004 –
$45,061) by corporations partially owned by an
officer of the Company that provided bookkeeping
and corporate secretarial services. Accounts
payable at August 31, 2005 were $13,470
(2004 – $1,464).
These related party transactions were in the
normal course of operations and were measured
at the exchange amounts.
13. COMMITMENTS

41,829,203

38,708,631

1 2 . R E L AT E D PA RT Y T R A N S A C T I O N S

Auxilium Corporation (“Auxilium”)
The Company entered into an agreement with
Auxilium, a corporation controlled by a director,
to provide the services of President and Chief
Executive Officer.The agreement is for a term of
3 years, commencing February 23, 2005, during
which time Auxilium will be paid $275,000 per
year plus a $12,000 per year vehicle allowance.
Auxilium was also granted 500,000 options to
purchase common shares of the Company at a
price of $3.40, vesting over a 3 year period.The
Company was charged $150,333 (2004 – $nil)
during the year by Auxilium.
Harbour Capital Corporation (“Harbour”)
The Company entered into an agreement with
Harbour, a corporation controlled by a director, to
provide the services of Executive Chairman.The
agreement is for a term of 18 months, commencing
January 19, 2005, during which time Harbour will
be paid $200,000 per year.The Company was
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charged $200,000 (2004 – $250,000) during the
year by Harbour.

The Company has entered into agreements to
lease land and office space for various periods until
2008. Minimum annual rent and land lease payable
in each of the next three years are as follows:
Office Space:
2006

$ 88,000

Land Lease:
2006

$ 53,000

2007

53,000

2008

53,000
$ 159,000

1 4 . S U P P L E M E N TA RY C A S H F L OW
I N F O R M AT I O N

2005
Non-cash investing activity:
Stock compensation
charged to oil sands
$ 617,519
development costs
Depreciation of oil
sands charged to
exploration
expenditures
$
—

2004

$ 240,700

$ 29,345
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1 5 . I N C O M E TA X E S

The following table reconciles the expected income tax recovery at the statutory income tax rate to the
amounts recognized in the statements of operations:

Net loss reflected in the statements of operations
Expected income tax recovery at statutory rate
Non-deductible consulting (stock compensation) expense
Other non-deductible items
Effect of change in income tax rates
Valuation allowance
Income tax recovery reflected in the statement of operations

2005

2004

$ 8,172,615

$ 2,168,046

2,955,000

819,000

(218,000)

(125,000)

(52,000)

(16,000)

(165,000)

275,000

(2,520,000)
$

—

(953,000)
$

—

The following table reflects the future income tax assets at August 31, 2005 and 2004.

Future income tax assets
Unclaimed non-capital losses
Excess of unclaimed exploration and development
expenditures and undepreciated capital cost
over carrying values
Unclaimed common stock issue costs

2005

2004

$ 5,375,000

$ 2,861,000

341,000

28,000

Less valuation allowance

At August 31, 2005, the Company had temporary
differences between tax and carrying values of
exploration properties and Oil Sands Project
development costs of $945,000, unamortized
common share issue costs of $1,900,000 and noncapital losses of $14,923,000 available to reduce
future taxable income.
The non-capital losses expire as follows:

2007

$

779,000
1,040,000

2008

283,000

2009

1,502,000

2010

1,153,000

2014

2,080,000

2015

369,000
3,258,000

6,402,000
$

2006

686,000
6,402,000

8,086,000
$ 14,923,000

—

3,258,000
$

—

16. FINANCIAL INSTRUMENTS

At August 31, 2005, the Company’s financial
instruments consisted of cash and cash
equivalents, marketable securities, commodity
taxes receivable and payables and accruals. Unless
otherwise noted, it is management’s opinion that
the Company is not exposed to significant
interest, currency or credit risks arising from these
financial instruments. The Company estimates that
the fair value of these financial instruments
approximate the carrying values.
1 7 . C O M PA R AT I V E F I G U R E S

Certain prior year comparative figures have been
reclassified to conform with the current year’s
financial statement presentation.
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WET SHAKING TABLE IN
PRIMARY CONCENTRATOR PLANT

TITANIUM CORPORATION’S MISSION IS TO COMBINE INNOVATIVE
ENGINEERING AND BUSINESS SOLUTIONS TO COMMERCIALIZE THE RECOVERY
OF HEAVY MINERALS FROM CANADA’S OIL SANDS.
OUR OIL SANDS PROJECT COMPLEMENTS SUSTAINABLE MINING PRINCIPLES
TO CREATE A NEW, ENVIRONMENTALLY SOUND INDUSTRY FOR CANADA.
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