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HEAVY MINERALS – TITANIUM AND ZIRCON

Heavy minerals are referred to as “heavy” because they have a specific gravity greater than quartz

(i.e. >2.67). Heavy minerals are derived from the erosion of various source rocks over geologic

time and are widely distributed in nature. Typically, it is only zircon and titanium-bearing minerals

(rutile, ilmenite, altered ilmenite, and leucoxene) that are of commercial interest. 

TITANIUM CORPORATION INC.

Canada’s Athabasca oil sands are potentially one of the world’s largest deposits of

titanium and zircon minerals. Titanium Corporation’s vision is to create a new sustainable

minerals industry for Canada by developing innovative technology to recover valuable

heavy minerals – zircon and titanium-bearing minerals – from oil sands tailings.
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Titanium Corporation Inc.

Titanium Corporation’s technology
processes waste tailings into
valuable products providing a
number of benefits including:

ENVIRONMENTAL BENEFITS

• Utilization of non-renewable
resources.

• Reduction of CO2 emissions . . .
the heavy minerals have already
been mined by the oil sands
operators and do not require the
establishment of a new mine or
additional mining.

• Reduction of volatile organic
carbons (VOC) and particulates
emissions through the potential
recovery of additional
hydrocarbons (otherwise lost in
the tailings). 

• Reduction of tailings volumes by
conversion of waste into saleable
product. 

• Potential recovery of other 
co-products from tailings such
as bitumen, naphtha, garnets,
tourmalines, silica and clays. 

SOCIO-ECONOMIC BENEFITS

• Creation of a new world-scale
minerals industry in Western
Canada with considerable
potential for new wealth
creation, employment, growth
and economic diversification. 

• Creation of new, skilled and
permanent jobs.

• Generation of a sustainable
operating business – the majority
of the direct operating costs will
be incurred in Western Canada,
with indirect impact and spin-off
benefits for the region.

• New tax revenues for the
Province of Alberta and for
Canada. 

• Expansion and growth by
processing tailings from all open-
pit oil sands mining operations
and new developing projects. 

• The opportunity for future
value-added downstream
processing in such industries as
zircon milling, chemical and
pigment manufacturing.

BENEFITS AND IMPACTS

Creating a New Sustainable Minerals Industry

Ti t an ium Corpo ra t ion  i s  comb in ing  innova t ion ,  eng inee r ing  and  bus iness

so lu t ions  to  deve lop  a  un ique ,  env i ronmenta l l y  f r i end ly  p rocess  tha t

wou ld  app ly  to  a l l  open-p i t  o i l  s ands  ope ra t ions .  Th i s  new sus ta inab le

deve lopment  w i l l  r e cove r  p rev ious l y  was ted  r e sou r ces  and  de l i ve r

impor tan t  env i ronmenta l ,  soc i a l  and  economic  bene f i t s  fo r  s t akeho lde r s .
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Global Supply and Demand

World production of TiO2 pigment
is approximately 5.6 million tonnes
per year. Consumption has typically
grown at three per cent per year for
the last 35 years and is expected to
continue to grow at this rate for the
foreseeable future. As a consumer
product staple,
TiO2 con-
sumption is
similar to a
country’s
annual GDP. 

TITANIUM CONSUMPTION
BY MARKET
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TITANIUM-BEARING MINERALS

Titanium is an element which
occurs mainly in the minerals,
rutile (TiO2), ilmenite (FeO.TiO2),
altered ilmenite (Fe2O3.TiO2), and
“leucoxene” – a generic term given
to minerals that range in
composition between altered
ilmenite and rutile. About 95 per
cent of titanium production is
consumed in the oxide form, TiO2.
Approximately five per cent of total
consumption is in the metal form.
TiO2 is extremely white and bright,
chemically inert, and stable in UV
light. These properties make it
excellent for a wide range of
industrial and consumer uses,
including paint pigment, plastics,
coatings for high-quality papers,
cosmetics, sunscreens and
foodstuffs.

TITANIUM

Titanium markets have

historically grown steadily

at approximately three per

cent per annum and are

forecast to continue to

grow at a similar rate.

More than 90 per cent of

the world’s titanium is

consumed by the pigment

industry. Demand is being

driven mainly by China,

with economic growth of

over 10 per cent last year,

reaching more than 15 per

cent of global demand.

WORLD PRODUCTION OF TITANIUM
FEEDSTOCKS BY COUNTRY
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21.1% South Africa

13.2% Canada

7.0% USA

27.8% Other

6.6% Norway



ZIRCON AS A CO-PRODUCT 

Zircon (ZrO2.SiO2) is almost
always produced as a co-product
from the production of titanium-
bearing minerals. In recent years,
the mineral ore-bodies that have
been developed have tended to
have a lower zircon : titanium ratio.
As a result, zircon production has
been fairly constant, even though
titanium production has grown to
meet increased demand. This has
led to a shortfall in zircon supply,
which in turn has resulted in a
dramatic increase in zircon prices
in recent years. 

Zircon has unique properties
that render it essential to a
wide variety of consumer and
industrial products: a low

ZIRCON SUPPLY/DEMAND BALANCES
2000–2008
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Titanium Corporation Inc.

ZIRCON CONSUMPTION
BY MARKET

50.0% Ceramics

14.0% Refractory

14.0% Foundry

8.0% TV Glass

12.0% Zirconia &
 Zr Chemicals

2.0% Other

coefficient of expansion when
heated; an extremely high softening
temperature; a clarity and strong
resistance to abrasion; and the
ability to absorb gamma radiation.
These properties allow it to be used
in a wide variety of applications
including glazing on ceramic tiles,
foundry sand for high-precision
castings, refractories, and in glass
for TV screens.  

ZIRCON

The world zircon market

grew by three per cent in

the past year to a record

1.2 million tonnes. More

than half of the demand

came from the ceramics

industry, which has been

experiencing worldwide

growth of 10 per cent per

annum. Demand from Asia

is driving growth – China

has grown to consume

30 per cent of the world’s

zircon. Global supply of

zircon has been tight with

supply deficits occurring

in recent years. 

ZIRCON PRODUCTION BY
COUNTRY 2005
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A Message from The Chairman

unlock the vast heavy mineral
resource in the Athabasca oil sands. 

Continuing to strengthen our
Board and management team,
our Board now includes highly
respected senior executives from
the mineral sands and oil sands
industries together with our newest
director who brings extensive
experience in the Capital Markets.

Our Board, management and
technical teams, together with our
capital base, have positioned
Titanium Corporation to achieve
its goals for 2007 to bring forth a
new sustainable mineral resource
for Alberta.

George D. Elliott
Chairman

I am pleased to report that
Titanium Corporation has once
again achieved important goals
during 2006 toward the
development of a new heavy
minerals industry.

A thorough assessment of the
nature and consistency of the
heavy minerals in the oil sands
tailings pipeline, together with an
analysis of the titanium and zircon
markets, resulted in a positive
change in strategy prioritizing the
construction of a commercial
zircon facility to fill under-supplied
and growing global zircon market
demand, especially in Asia.

Over the past three years,
Titanium Corporation has success-
fully built, on budget and on time,
three complex research facilities to
confirm the separation of valuable
heavy minerals from oil sands
tailings flow. Your technical team
has done an exceptional job in
developing this technology to

The technical achievements in 2006 together with our strengthened
Board of Directors will progress Titanium Corporation to create a new
sustainable minerals industry for Canada.

George D. Elliott, Chairman

Titanium Corporation operated a

Pilot Mineral Concentrator at an

oil sands tailings site during

September and October 2006.
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Titanium Corporation Inc.

A Message from The President & CEO

During the past year, your Company
made significant progress developing
and piloting technologies to unlock
heavy mineral resources contained
in one of the world’s largest petro-
leum basins – Canada’s Athabasca
oil sands. This vast resource
represents an exciting opportunity
for Titanium Corporation to lead
development and create a new
minerals industry for Alberta.
There are three large open-pit oil
sands projects in operation, planned
expansions and a number of new
projects under development. All of
these operations produce froth
treatment tailings containing
heavy minerals.

Over the past two years, your
management team has been
evaluating development options
that offer the highest returns and
benefits for stakeholders while
effectively managing technical,
operational and economic risks.
Worldwide shortages of zircon,
increasing prices and the content of
zircon in our mineral suite

compelled us to adopt a strategy to
focus initially on the development of
this high-value product.

Our initiatives for 2006 can be
summarized in three areas: technical
achievement, market development
and sustainability. 

• Our technical team modified
process technologies to handle
increased amounts of hydrocarbons
encountered in our 2005 program,
improved the recovery of titanium
and zircon concentrate from fresh
tailings during the 2006 pilot, and
focused on the optimization of
zircon production. In July, we
renewed our Exclusivity Agree-
ment with Syncrude Canada Ltd.
for a further two years.

• Worldwide demand for heavy
minerals is growing steadily at
three per cent per year with
growth in China in excess of 15 per
cent. Our marketing activities have
been concentrated in Asia, where
customers have expressed strong
interest in a long-term, reliable
supply from the oil sands.

KEY OBJECTIVES FOR 2007

• Analyze the results of our 

on-site concentrator program

while completing our Regina

separation test work and our

drill core resource study. The

outcomes from this work will be

used in completing a final

engineering feasibility study,

necessary to reach agreements

with our business partners,

stakeholders and plan first

phase commercial facilities.

• Complete sales arrangements

with strategic partners in high

demand growth regions

including China.

• Arrange project financing to

support commercial

development.

Over the past two years, your management team has been
continually evaluating development options that offer the highest
returns and benefits for stakeholders while effectively managing
technical, operational and economic risks. Worldwide shortages of
zircon, increasing prices and the content of zircon in our mineral
suite compelled us to adopt a strategy to focus initially on the
development of this high-value product.

Scott Nelson, President & CEO
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A Message from The President & CEO

concentrate for separation testing
at our Regina facility. Our technical
team is testing separation processes
to optimize the recovery of zircon
from the concentrate. This work
will enable us to finalize our
engineering design, provide
product samples to customers
and plan the first phase of
development . . . commercial
zircon facilities. 

To achieve our goal of creating a
new minerals industry, we have
assembled an experienced technical
and management team, added
world-class mineral sands and oil
sands executives to our Board of
Directors, and strengthened our
balance sheet. During 2006,
Titanium Corporation also
undertook several new initiatives to
increase communication with
stakeholders including publishing
our first professional annual report,
initiating conference calls and web-
casts, and implementing a new
user-friendly website.

• Titanium Corporation’s mineral
recovery initiative is becoming
recognized as a sustainable
development with important
environmental and socio-
economic benefits, outlined in a
November 2006 report prepared
for the Government of Alberta.

Titanium Corporation’s major
project initiative for 2006 was the
design, construction and piloting
of the world’s first mineral
concentrator to be operated at an
oil sands site. You have been able to
follow the progress of this project
through our news releases,
conference calls and on our new
website. During an intensive six
months of work, our team stepped
forward and executed on-time and
on-budget from the initial design in
March, construction in Australia,
and commissioning on-site in Fort
McMurray, Alberta in September.
We operated the facility during
September and October 2006,
producing a titanium and zircon

Our major project initiative for

2006 was the design, construction

and piloting of the world’s first

mineral concentrator at an oil

sands site.

2006 2007 2008 2009 2010 AND BEYOND

CONSTRUCT ZIRCON 
FACILITY

COMMERCIAL OPERATIONS 
AND TITANIUM EXPANSION

OIL SANDS EXPANSIONS AND
NEW OIL SANDS PROJECTS

PILOT PROGRAM AND 
ANALYSIS

OIL SANDS PROJECT TIMELINE
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Titanium Corporation Inc.

Our people are active in industry
and community organizations and
we contribute to local causes
assisting those less fortunate in
our communities. 

Looking ahead to 2007, the key
objectives for the year in technical,
marketing and business areas
include:

• Analyzing the results of our
on-site concentrator program
while completing our Regina
separation test work and our drill
core resource study. The out-
comes from this work will be
used in completing a final
engineering feasibility study,
necessary to reach agreements
with our business partners,
stakeholders and plan first phase
commercial facilities.

• Completing sales arrangements
with strategic partners in high-
demand growth regions
including China.

• Arranging project financing
to support commercial
development.

I would like to commend our
operational team for their long
hours, hard work and dedication to
safety throughout the year,
particularly during the on-site
program . . . our Board members
who devoted additional time
providing valued technical and
financial guidance . . . and our
business partners in Alberta and
Australia who worked closely with
us on the 2006 programs.

Our people have a passion for their
work and a determination to create
value for our shareholders. To our
shareholders, thank you for your
continued support as we build a
new sustainable minerals industry
for Canada. 

Scott Nelson 
President & CEO

OUR NEXT STEPS 

• Completion of technical

analysis of 2006 Pilot

Concentrator Program 

• Completion of separation

process design and testing at

Regina facility 

• Product market testing and

customer partner agreements

• Preparation of oil sands drill

core resource study and

engineering feasibility 

• Agreements with the oil sands

industry and the Province

of Alberta

• Design and engineering of

first phase commercial zircon

facilities

ACCOMPLISHMENTS DURING THE PAST YEAR

• Completed on-site bulk sampling program

• Designed process technology to improve recoveries and optimize zircon

• Designed, built and commissioned the world’s first titanium/zircon

mineral concentrator to operate at an oil sands site

• Prepared and submitted Project Overview for the Province of Alberta

focused on Sustainability



TRUCK AND
SHOVEL MINING

BITUMEN
FLOTATION PLANT

FROTH TREATMENT
PLANT

SAND TAILINGS 

PCP 
TAILINGS 

MSP 
TAILINGS 

FINAL PRODUCT IS TRANSPORTED 
FROM FORT MCMURRAY BY RAIL 

HEAVY MINERAL CONCENTRATE

OIL SANDS OPERATIONS TITANIUM CORPORATION OPERATIONS

•                      ZIRCON

BITUMEN TO
UPGRADING

PRIMARY CONCENTRATOR
PLANT (PCP)

    MINERAL
 SEPARATION
PLANT (MSP)

TAILINGS
SETTLING POND

•         ILMENITE 

•                LEUCOXENE 
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PROJECT HISTORY

Titanium Corporation’s association
with the oil sands goes back to 2000
when the Company became aware of
oil sands industry research publica-
tions on potential heavy minerals
recovery from oil sands tailings.
Test work over the next three years
by Titanium Corporation on tailings
samples taken from the beach area
of the tailings pond of one of the oil
sands operators was sufficiently
encouraging to continue exploring
the potential opportunity. In 2004, a
research and development facility
was constructed and commissioned
at the Saskatchewan Research
Council in Regina. In 2005, the first
pilot facility test was conducted

on-site in Fort McMurray to
recover a bulk sample of heavy
minerals from flowing oil sands tail-
ings. Further test work was under-
taken during 2006 following the
design and construction of a pilot
mineral concentrator plant . . . the
world’s first mineral concentrator to
be commissioned and operated at
an oil sands site.

PROJECT DESCRIPTION

The heavy minerals contained in
the oil sands deposits are concen-
trated by the bitumen extraction/
recovery process. The majority of
these minerals are contained in the
oil sands froth treatment plant
(FTP) tailings stream. 

Titanium Corporation’s process
will intercept FTP tailings near
their discharge into the tailings
pond. The Company’s Primary
Concentrator Plant (PCP) will
separate and concentrate the heavy
minerals in this waste tailings
stream. The concentrate will then
be transported to the Company’s
Mineral Separation Plant (MSP)
where zircon, ilmenite, leucoxene
and rutile will be separated out as
marketable products. These final
products will then be trucked to the
railhead at Lynton just south of
Fort McMurray where they will be
railed to North American markets
or to a port site for export. The
major export markets are Asia and
European regions.

Oil Sands Mineral Recovery Project

TITANIUM CORPORATION INC. 
PRODUCT PROCESS FLOW
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GROWTH POTENTIAL

A similar enriched heavy minerals tailings stream is generated by each of the open-

pit oil sands mining/extraction operations. The Athabasca oil sands region holds the

potential to become a significant source of heavy minerals to supply world markets,

with mineral concentrators located at each of the oil sands mining sites supplying a

centralized separation facility in the Fort McMurray region.



10

MINERAL CONCENTRATOR PLANT

Our Pilot Mineral Concentrator Plant operated at the oil sands tailings site in

Fort McMurray during September and October 2006. The Plant produced a titanium

and zircon heavy mineral concentrate, which was shipped to our Regina facility for

testing in separation circuits designed to maximize the recovery of zircon.
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Our Pilot Programs

Based on valuable results from 2005
Programs, design modifications and
improvements to our heavy mineral
concentration and separation flow-
sheets were made. These modifica-
tions improved the removal of
hydrocarbons from the mineral
sands and increased recoveries of
heavy minerals, in particular zircon.
A pilot mineral concentrator plant
was then designed and constructed
in Australia for shipment to Canada
for on-site testing of the new
concentrator flow-sheet.

After continually evaluating
development options and in
response to continued positive
market economics for zircon,
Titanium Corporation announced
a phased development strategy in
April 2006, which would initially
focus on the commercial

production of zircon followed by
an expansion phase for the
production of titanium.

The Pilot Mineral Concentrator
arrived in Canada in August, 2006
and operated on-site in Fort
McMurray during September and
October. The Concentrator
produced a titanium and zircon
concentrate for separation
processing at the Company’s
Regina facility. This work will
finalize process flow-sheets to
maximize the recovery of zircon
from the heavy mineral concentrate
and produce product samples for
interested customers/partners. 

RESERVE ESTIMATION 

A comprehensive program is
underway to quantitatively define
heavy mineral resources contained
in the Athabasca oil sands. Daily

samples have been taken from the
tailings stream throughout 2005
and 2006 to determine the heavy
mineral content and mineral
composition of that stream. Drill
cores have also been sampled from
blocks mined throughout 2005 to
produce those tailings and
researchers are utilizing this data
to determine in-ground mineral
content. Correlations have been
developed between in-ground
heavy minerals and the proportion
of those heavy minerals that report
to froth treatment plant tailings.

This work also includes an
evaluation of the blocks to be mined
by the oil sands operator over the
coming years and will become the
basis for the estimation of the heavy
mineral reserves that will meet
acceptable reporting standards.

A Pilot Mineral Concentrator Plant designed for on-site

testing of the new concentrator flow-sheet was constructed

offshore in Australia in modules, a strategy which has

proved highly efficient with project timing and costs

tracking within the original budget of Cdn$3 million. 
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The oil sands froth treatment plant
tailings stream will be routed
through a Primary Concentrator
Plant (PCP), and in a series of
process steps, the heavy minerals
will be removed from this stream
to produce a titanium and zircon
heavy mineral concentrate.
This concentrate will then be
pumped to a separate Mineral
Separation Plant (MSP) for further
separation processing. Heavy
mineral processing plants are
typically compact in their design,
and their footprint is small. 

THE PRIMARY CONCENTRATOR
PLANT:

The PCP will be located close to
the discharge point of the oil sands
froth treatment plant tailings
stream into the tailings pond. The

PCP will produce a heavy mineral
concentrate by separating the heavy
minerals from other unwanted
material in the tailings. This
concentrate would contain virtually
all the zircon and titanium minerals
present in the froth treatment
plant tailings.

THE MINERAL SEPARATION
PLANT:

The MSP will be located on a site
in reasonable proximity to the
PCP and to Highway 63 in
Fort McMurray. The MSP will
process the entire heavy mineral
concentrate from the PCP to
produce final zircon and titanium
products. The minerals are
separated from each other using
differences in physical properties
such as magnetic susceptibility,

electrical conductivity, size, specific
gravity, and surface tension. The
minerals are chemically unaltered by
these processes. It is envisioned that
MSP production will be expanded
by the supply of heavy mineral
concentrates from all surface oil
sands mining operations. 

Water used in the PCP and MSP
will primarily be water recovered
from froth treatment plant tailings,
recycled water from the tailings
pond(s), or water internally recycled
within Titanium Corporation’s
treatment processes. The use of raw
water would be minimal and would
be primarily restricted to use for
human purposes (potable water,
water for sanitary purposes, etc.).

Mineral Processing Operations Design

The minerals are separated from each other using

differences in physical properties such as magnetic

susceptibility, electrical conductivity, size, specific

gravity, and surface tension.
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MINERAL SANDS OPERATIONS 

Typical mineral sands operations mine their resource using dredges, hydraulic monitors

or dry mining methods, to yield a field stream to processing with between 3-7 per cent

total heavy mineral (THM) content. The concentration of heavy minerals in oil sands

froth treatment plant tailings is typically in the range of 20-30 per cent THM.
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TITANIUM CORPORATION’S COMMITMENT

Titanium Corporation is committed to achieving the highest standards in safety and

environmental performance, risk mitigation, best business practices, and involvement

with the local community and other stakeholders. We strongly support the Province

of Alberta’s sustainability initiatives.
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Sustainable Development

OUR COMMITMENT

We are committed to achieving
the highest standards in all areas
including safety and environmental
protection, corporate governance,
risk mitigation, business practices,
involvement with the local com-
munity and open communication
with all affected stakeholders.

Titanium Corporation makes the
following commitments regarding
its oil sands mineral recovery
initiatives:

• Meet or exceed all regulatory
requirements.

• Design in accordance with best
accepted engineering design
practices, and with safety,
environmental protection, and
risk mitigation as key
components of the design.

• Communicate openly with all
affected stakeholders.

• Collaborate with all affected
stakeholders and members of
the community.

• Conduct business activities with
openness, transparency, and the
highest integrity.

ENVIRONMENTAL BENEFITS
AND IMPACTS

Titanium Corporation is commit-
ted to operating in a responsible
manner, minimizing the environ-
mental impact of processing
operations.

Titanium’s planned process
proposes a compact design with
minimal footprint characterized by
the following environmental
benefits:

• Utilization of non-renewable
resources.

• Reduction of CO2 emissions by
recovering heavy minerals from
oil sands tailings, instead of
establishing a new mine or
additional mines.

• Reduction of volatile organic
carbons and particulates
emissions through the potential
recovery of additional
hydrocarbons, otherwise lost
in the oil sands tailings.

• Reduction of tailings volumes
by conversion of waste into
saleable product.

• Potential recovery of other 
co-products from tailings such
as bitumen, naphtha, garnets,
tourmalines, silica and clays.

Sustainable Development

requires superior performance

in environmental, social, and

economic areas. Titanium

Corporation’s project makes a

positive contribution in all of

these areas.

SOCIAL AND 

COMMUNITY 

DEVELOPMENT

ECONOMIC 

CONTRIBUTIONS

ENVIRONMENTAL 

CONTRIBUTIONS
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SUSTAINABILITY

Titanium Corporation’s Project
supports the Mining Association of
Canada’s Principles, which call for
performance measures and improve-
ment in a wide range of areas, such
as: footprint of disturbance, speed of
reclamation, emissions, energy
usage, and water usage.

Our Project also strongly supports
the Province’s strategies to create
new industry, to encourage the
establishment in Alberta of value-
added processing of the Province’s
resources, to encourage new

technology and innovation, and to
support the Province’s Sustainability
Initiatives.

SOCIO-ECONOMIC BENEFITS

Titanium Corporation is proud to
be leading the creation of a new
world-scale minerals industry in
Western Canada with considerable
potential for new wealth creation,
employment, growth and economic
diversification.

The development of our Oil Sands
Mineral Recovery Project means
new, skilled and permanent jobs
and the generation of a sustainable
operating business in Western
Canada. The majority of the direct
operating costs will be incurred in
the region, with indirect impact
and spin-off benefits for the region.
The Project also means new tax
revenues for the Province of
Alberta and for Canada. 

All of the open-pit oil sands mining
operations and new developing
mining projects have the potential
to benefit, as do growth in such
industries as zircon milling and
chemical and pigment manu-
facturing with the opportunity for
future value-added downstream
processing.

HEALTH AND SAFETY

The heath and safety of our
employees and contractors is a top
priority. Healthy employees,
working in a safe environment, are
important to the achievement of
our business goals. We will
continue to set high health and
safety objectives and targets,
monitor our performance and
implement programs to achieve
continual improvement of this
important area.

Sustainable Development

Titanium Corporation is combining innovation engineering and

business solutions to develop a unique, environmentally friendly

process that would apply to all open-pit oil sands operations.

This new sustainable development would recover previously

wasted resources and deliver important environmental, social

and economic benefits for stakeholders. 
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Management’s Discussion and Analysis

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

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

Inc. (“Titanium” or the “Company”). This MD&A has been prepared for the fiscal year ended August 31, 2006 and includes material

information available up to November 29, 2006. The MD&A is intended to supplement the Company’s audited financial statements

and notes thereto (“Financial Statements”) as at and for the years ended August 31, 2006 and 2005. This MD&A should be read

and reviewed in conjunction with the Financial Statements.

All amounts included in the MD&A are in Canadian dollars, unless otherwise specified. The Company’s public filings, including its

most recent annual audited financial statements at August 31, 2006, can be reviewed via the SEDAR website at www.sedar.com or

the Company’s website at www.titaniumcorporation.com.

Certain statements included herein, including future potential of the Oil Sands Project, capital cost estimates and other statements that

express management’s expectation or estimates regarding the timing of completion of various aspects of the projects’ development or

of the Company’s future performance, constitute “forward-looking statements”. The words “believe”, “expect”, “anticipate”,

“contemplate”, “target”, “plan”, “intends”, “continue”, “budget”, “estimate”, “may”, “will”, “should”, “schedule”, “potential”,

and similar expressions identify forward-looking statements. Forward-looking statements are necessarily based upon a number of

estimates and assumptions that, while considered reasonable by management, are inherently subject to significant business, economic

and competitive uncertainties and contingencies. In particular, the MD&A includes many such forward-looking statements and such

forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause the actual financial

results, performance or achievements of Titanium to be materially different from its estimated future results, performance or

achievements expressed or implied by those forward-looking statements and its forward-looking statements are not guarantees of

future performance. Titanium expressly disclaims any intention or obligation to update or revise any forward-looking statements

whether as a result of new information, events or otherwise, except where required by law. These risks, uncertainties and other factors

include, but are not limited to: changes in the worldwide price of zircon and titanium; fluctuations in exchange rates; legislative,

political or economic developments including changes to relevant legislation in Canada; operating or technical difficulties in

connection with development activities; requirement for additional funding; development timelines; expected capital expenditures;

and Titanium’s expected future production and cash flows. For further expansion of certain risks and uncertainties that could

contribute to a difference in results, please review those risks listed under the heading “Risks” in this MD&A.

BUSINESS OVERVIEW

The Company is in the development stage and is a
reporting issuer 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 vision is to create a new industry in
Alberta by processing a waste material into valuable
products such as zircon and titanium-bearing minerals.
The Company’s mission is to develop and build a
commercial process that will maximize the inherent
value existing in the waste material currently being
deposited in oil sands tailings (the “Oil Sands Project”).
The potential exists in such process not only to recover
previously wasted resources but to simultaneously
deliver environmental benefits. There are currently
three oil sands mining operations that would be
candidates to utilize the Company’s planned process and
a number of other mining projects under development.
As the Company develops its Oil Sands Project it is

committed to achieving the highest standards in areas of
good corporate governance, open communication with
all affected stakeholders and excellence with best
accepted engineering design practices with safety,
environmental protection, and risk mitigation as key
components of the commercial process. 

OVERALL PERFORMANCE

The Company made solid progress in fiscal 2006 and is
committed to significant advancement of the Oil Sands
Project in fiscal 2007. 

At the beginning of fiscal 2006, the Company had
constructed and commissioned its first bulk sample plant
(the “Bulk Sample Plant”) to separate heavy minerals
from a flowing oil sands tailings pipeline in
Fort McMurray, Alberta. Previous testing had been
performed on the deposited beach sand tailings. The
technical results of the Bulk Sample Plant indicated

Titanium Corporation Inc.
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higher levels of bitumen and fines as compared with the
deposited beach sand tailings as well as a higher
concentration of heavy minerals. During the winter of
2005/2006 the Company’s technical staff worked on and
completed modifications to concentration and separation
flow sheets and an amended process design was finalized
to process tailings direct from the tailings pipeline.
These modifications have proved to be successful in the
separation of hydrocarbons from the mineral sands and
provided increased recoveries of the heavy minerals, in
particular zircon.

As the Company has progressed in developing the
Oil Sands Project it has continually been evaluating
development options to determine those which provided
the highest returns and effectively managed technical,
operational and economic risks. In April 2006, in
response to the new process flow design and continued
positive market economics for zircon, the Company
announced a phased development strategy which would
initially focus on the commercial production of zircon
followed by an expansion phase for the production of
titanium-bearing minerals.

Utilizing the results from the Bulk Sample Plant the
Company focused its efforts to design and build a
continuous flow pilot plant (the “2006 Pilot Plant”).
The 2006 Pilot Plant is a necessary step prior to
constructing a full-sized commercial zircon facility.
During the second and third quarter of fiscal 2006, the
Company’s technical staff completed the design,
engineering and procurement of these modular 2006
Pilot Plant facilities. The objective of the 2006 Pilot
Plant was to test, at a significant scale, the new process
flow design for the recovery of heavy minerals and
associated hydrocarbons directly from the oil sands
tailings pipeline in Fort McMurray. The results of the
2006 Pilot Plant will be instrumental in finalizing the
flow sheet for the commercial zircon production facility.

By October 2006 the 2006 Pilot Plant had successfully
produced sufficient heavy mineral concentrates which
were shipped to the Company’s Regina development
facility for testing in separation circuits designed to
maximize the recovery of zircon. These tests will be
conducted during November and December 2006 after
which the Company expects to finalize the flow sheet
for the construction of the commercial zircon facility.
At the same time the Regina facility will also produce
samples of zircon feedstock to be sent to major zircon
customers to evaluate and compare to the previously
successful zircon produced from beach tailings. This

will facilitate negotiations with customers for future
off-take contracts.

The Company’s technical team continues to conduct a
number of related technical programs important to the
development of a commercial facility including: the
daily sampling program of fresh pipeline tailings
material at the Fort McMurray oil sands site and a drill
core analysis program utilizing existing core samples
from the oil sands operator’s drill core inventory. The
cores are being analyzed for total heavy minerals
content which will enable the Company to compile an
overall resource estimate as well as predict valuable
heavy minerals production resulting from the oil sands
operator’s mining program.

FISCAL 2007 OUTLOOK

The Company’s key objectives for the upcoming year, all
of which are predicated upon various assumptions which
may or may not turn out to be accurate, include the
following: 

1. Complete final feasibility and design of the zircon
production facility
Expediting the design and construction timetable for
the first phase of commercial facilities which will
focus on the production of zircon. This facility will
also be designed to produce titanium concentrates to
be processed and marketed in a subsequent expansion
phase. Following completion and analysis of the 2006
Pilot Plant technical results, the Company will com-
mence a final engineering feasibility study that is
estimated to be completed in the third quarter of
fiscal 2007; 

2. Secure long-term sources of supply of oil sands tailings
The potential application of the Company’s process
(and sources of long-term supply of tailings) involves
three large oil sands mining operations currently
producing over 700,000 barrels per day as well as
several new projects planned and under construction.
In July 2006 the Company signed a new exclusivity
agreement with Syncrude Canada Limited
(“Syncrude”). This new two-year, two-party
agreement replaces the existing agreement that
expired on May 16, 2006. Under terms similar to the
prior agreement, the new agreement provides that
Syncrude and the Company will co-operate on the
development of heavy minerals from oil sands tailings;
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3. Negotiate sales contracts with consumers of heavy minerals
The Company has been working with a number of
international companies that are testing heavy mineral
sample products. These potential customers have also
been visiting the Company’s Regina facilities and on-
site at Fort McMurray during the operation of the
2006 Pilot Plant. The markets for heavy minerals are
international with the fastest growing areas being
Asian markets, particularly China. The Company has
accordingly increased its focus on prospective Asian

markets which have high demand and very good
proximity to Canada’s oil sands region.

4. Arrange project financing for the construction of
commercial facilities
Identifying sources of financing and initiating project
financing discussions based on the outcome and
delivery of the final engineering feasibility study; and

5. Continuously improve communications with all
stakeholders.

LOSS BEFORE WRITE-OFF OF EXPLORATION
PROPERTIES AND LOSS

• The fiscal 2006 and fiscal 2005 losses before write-off
of exploration properties and related plant and
equipment were similar at approximately $3.2 million.
Higher consulting fees in fiscal 2006 compared to
fiscal 2005 were offset by savings in office administra-
tion and investor relations costs, as well as increased
interest income as a result of higher average cash
balances during fiscal 2006.

• The fiscal 2006 loss of $3.2 million ($0.06 per share)
was lower than the fiscal 2005 loss of $8.2 million
($0.19 per share). The primary reason for this
decrease was the write-off of the Company’s Nova
Scotia exploration properties and related equipment.
Due to the Company’s focus on the Oil Sands Project
the board decided not to undertake additional work or
expenditures on the Nova Scotia properties and,
accordingly, $4,920,391 representing all the costs, was
written off in the third quarter of fiscal 2005. In
addition, all the related pilot plant and exploration
equipment costs totaling $99,781 were also written off
in the same quarter.

• Increased costs relating to higher travel, promotion
and administration costs, as well as higher consulting
and professional fees contributed to the increase in
loss before write-off of exploration properties of
$3.2 million in fiscal 2005 compared to $2.2 million
in fiscal 2004.

• The Company expects that it will continue to incur
losses until the Oil Sands Project commences
commercial production. 

CASH FLOW FROM FINANCING ACTIVITIES

• The Company’s primary source of liquidity until the
Oil Sands Project is commercially viable is the equity
markets. The Company raised $37.9 million over the
last three years through two equity financings,
exercise of warrants, as well as the exercise of stock
options by employees and directors.

SELECTED ANNUAL INFORMATION

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:

For the year ended August 31 (in Canadian dollars) 2006 2005 2004

Loss before write-off of exploration properties and related 
plant and equipment $ (3,177,792) $ (3,152,443) $ (2,168,046)

Loss (3,177,792) (8,172,615) (2,168,046)
Loss per share – basic and diluted (0.06) (0.19) (0.06)
Total long-term liabilities — — —
Cash flow from financing activities 2,326,224 28,211,823 7,339,049
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RESULTS OF OPERATIONS

EXPLANATION OF FINANCIAL RESULTS

For the year ended August 31, 2006, the Company
incurred a loss of $3,177,792, or $0.06 per share,
compared to a loss of $8,172,615, or $0.19 per share
for fiscal 2005. Included in the fiscal 2005 loss was a
$5.0 million non-cash write-down of the Company’s
Nova Scotia exploration properties. During the third
quarter of fiscal 2005 the Board decided not to
undertake additional work or expenditures on the
Nova Scotia exploration properties and accordingly all
previously capitalized expenditures were written off.

Before adjusting for the write-down in fiscal 2005, the
loss in fiscal 2005 was $3.15 million compared to
$3.18 million in fiscal 2006. Higher consulting fees in
fiscal 2006 were offset by savings in administration and
investor relations costs, as well as increased interest
income as a result of higher average cash balances
during fiscal 2005.

During both years the Company did not generate
operating revenues as it is in the development stage. 

EXPENSES

Corporate General and Administrative (“G&A Costs”)

For the year ended August 31 2006 2005

Consulting $ 884,089 $ 779,137
Office and administration 508,091 624,204
Directors’ fees 150,000 152,000
Insurance 128,384 132,498
Investor relations 86,417 166,564
Professional fees 408,069 371,213
Shareholders’ 

communication and 
filing fees 303,899 64,265

Travel and promotion 288,356 285,916
$ 2,757,305 $ 2,575,797

During fiscal 2006, the Company incurred a total of
$2,757,305 for G&A costs compared to $2,575,797 in
the year-earlier. Increased consulting and professional
fees, as well as increased communication and filing fees
during fiscal 2006 were offset by savings realized in
office, administration and investor relations costs.
The consulting fee increase was primarily due to
performance bonuses paid to two senior officers of the
Company. The shareholder communication cost
increase was the result of having the annual report

professionally designed and colour printed for the first
time and capital tax expense. G&A Costs are expected to
remain at approximately the current level per year until
commercial production commences.

STOCK-BASED COMPENSATION

During the year ended August 31, 2006, 550,000 (2005:
1,175,000) 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 79,169
(2005: 157,500) have vested and accordingly, $335,313
(2005: $232,998) was recorded as contributed surplus.
Of the $335,313 (2005: $232,998) recorded as
contributed surplus, $267,578 (2005: $177,615) was
recorded as stock-based compensation and $67,735
(2005: $55,383) was capitalized to Oil Sands Project
development costs.

During 2006, 399,154 (2005: 625,832) options granted
in prior years had vested. Accordingly, $1,054,684
(2005: $935,944) was recorded as contributed surplus.
Of the $1,054,684 (2005: $935,944) recorded as
contributed surplus, $940,598 (2005: $373,808) was
recorded as stock-based compensation and $114,086
(2005: $562,136) was capitalized to Oil Sands Project
Development Costs.

The fair value of all options granted in fiscal 2006 and
2005 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 3.65%
(2005: 4%); volatility factor of the expected market price
of the Company’s common stock of 55.64% (2005: 47%);
and a weighted average expected life of the options of
5 years (2005 – 5 years).

FOREIGN EXCHANGE LOSS

Foreign exchange losses for fiscal 2006 totaled $51,408
compared to a $6,389 loss in fiscal 2005. The Company
records foreign exchange gains and losses on US dollar
cash balances held. In addition, the Company incurs
foreign exchange gains and losses on payments in
Australian dollars as it only converts Canadian dollars
to Australian dollars at the time of payment. The
Company expects to continue to see foreign currency
gains and/or losses as it continues to hold approximately
$315,000 in US dollars.
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INTEREST INCOME

Interest income in fiscal 2006 increased to $815,217,
compared to $31,942 during fiscal 2005. The higher
interest income during the current year period relates to
higher cash balances during the year due to the equity
offering completed in August 2005, which raised 

$23.9 million. Interest income should modestly decrease
in fiscal 2007 as average cash balances decline as a result
of development expenditures (including feasibility study
costs) and general and administrative costs incurred
during fiscal 2007. 

The Company capitalizes all costs incurred related to
the development of its Oil Sands Project. The Company
capitalized $4.0 million in Oil Sands Project develop-
ment costs during fiscal 2006, compared with
$2.5 million in fiscal 2005. 

During fiscal 2005, the Company invested in the
construction of the Bulk Sample Plant which was a
portable wet plant directly connected to the oil sands
tailings pipeline onsite in Fort McMurray. This Bulk
Sample Plant marked the first use of live tailings
feedstock. Previous processing had utilized beach sands
that had been deposited in the tailings pond area.

Based on the results from the Bulk Sample Plant, the
Company’s engineering team redesigned the process
flow sheet and the Company’s strategic plan was
modified to focus the first phase of development on the
production of zircon, followed by an expansion phase to
produce titanium products. As a result, during fiscal
2006 the Company invested in the construction and
operation of the 2006 Pilot Plant including $856,838 on
engineering consulting fees for process development and

design and $1,459,626 on plant and process equipment.
The 2006 Pilot Plant was successfully commissioned
during September 2006 and provided the Company the
ability to recover hydrocarbons associated with the
concentration and recovery of heavy minerals. Processed
material from the 2006 Pilot Plant is currently being
tested at the Company’s Regina development facility for
further separation processing and analysis. 

Stock-based compensation capitalized to the Oil Sands
Project for fiscal 2006 decreased to $181,821 compared
to $617,519 during fiscal 2005. 

SUMMARY OF QUARTERLY RESULTS

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:

OIL SANDS PROJECT – EXPENDITURES

For the year ended August 31 2006 2005

BEGINNING BALANCE $ 9,214,530 $ 6,718,901
Engineering and Consulting Fees 856,838 231,561
Stock Option Compensation Charge 181,821 617,519
Building 169,939 202,916
Maintenance 7,573 23,893
2005 Bulk Sample Plant 141,804 512,295
Salaries 389,164 293,006
Equipment 1,459,626 59,004
Travel 140,715 97,366
General and Administrative 183,545 43,294
Regina Pilot Plant Rent 182,877 189,263
Sampling and Assays 171,553 105,731
Transport-feedstock, Samples, Tailings 112,508 119,781
ENDING BALANCE $ 13,212,493 $ 9,214,530
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FOURTH QUARTER FISCAL 2006 ANALYSIS

For the three months ended August 31, 2006, the
Company incurred a loss of $746,293, or $0.02 per
share compared to a loss of $1,010,110 or $0.01 per
share in the year-earlier quarter. The Company earned
$239,000 interest in the fourth quarter of fiscal 2006
compared to $12,000 in the comparable previous year
quarter. Stock-based compensation costs were higher
during the three months ended August 31, 2006
compared to the comparable quarter reflecting the
vested portion of the 550,000 options granted during
fiscal 2006, all of which were new options amortized
over the vesting period. Cash flow from financing
activities in the fourth quarter of fiscal 2006 was nil
compared to $25,964,841 in the year-earlier quarter.

The second quarter of fiscal 2006 shows relatively
higher losses than other periods due substantially to
higher stock-based compensation expenses and bonuses
paid to two senior officers. Losses in fiscal 2006 were
partially offset by increased interest income earned in
fiscal 2006 compared to fiscal 2005 as a result of higher
average cash balances in fiscal 2006. The third quarter

of fiscal 2005 showed a large loss primarily related to
the write-off of the Company’s Nova Scotia exploration
properties and related plant and equipment of
$5,020,172. 

Other fluctuations in the Company’s expenditures
reflect increases in administrative costs and professional
fees associated with seasonal corporate filing and
regulatory activities. Specifically, the increased costs
related to the preparation of year end audit files and
annual meeting materials, as well as the impact of year
end audit adjustments to the financial statements.

LIQUIDITY AND CAPITAL RESOURCES

In management’s view, the most meaningful information
concerning the Company relates to its current liquidity
given that, currently, it is not generating any income
from its Oil Sands Project. 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 

Q4 Q3 Q2 Q1
Aug. 31, May 31, Feb. 28, Nov. 30,

2006 2006 2006 2005

STATEMENT OF LOSS

Net loss $ 746,293 $ 786,375 $ 987,438 $ 657,686
Basic and diluted loss per share 0.02 0.01 0.02 0.01

BALANCE SHEET

Working capital $ 22,524,604 $ 24,479,995 $ 25,082,720 $ 24,949,874
Total assets $ 36,863,876 $ 36,696,565 $ 36,358,235 $ 35,480,130

STATEMENT OF CASH FLOW

Cash flow from financing activities $ — $ 738,251 $ 1,587,973 $ —

Q4 Q3 Q2 Q1
Aug. 31, May 31, Feb. 28, Nov. 30, 

2005 2005 2005 2004

STATEMENT OF LOSS

Net loss $ 1,010,110 $ 5,759,817 $ 790,669 $ 612,019
Basic and diluted loss per share 0.01 0.14 0.02 0.02

BALANCE SHEET

Working capital $ 26,016,806 $ 1,466,735 $ 1,929,553 $ 1,303,749
Total assets $ 36,013,588 $ 10,355,150 $ 15,093,129 $ 14,156,101

STATEMENT OF CASH FLOW

Cash flow from financing activities $ 25,964,841 $ 604,000 $ 1,593,982 $ 49,000
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Project. The Company’s only sources of liquidity until
the Oil Sands Project reaches commercial production
and profitability are current cash balances, issue of
equity capital, exercise of warrants and stock options
outstanding, incurring project financing and entering
joint ventures. The Company is in a strong financial
position through the feasibility stage of project
development with $23,418,952 in cash and short-term
investments at August 31, 2006. To complete the
development to commercial production, the Company
will need to obtain external financing. The ability to
develop the Oil Sands Project is dependent on the
Company’s ability to raise the necessary financing to

build the required plant and infrastructure through
debt or equity issues or other strategic alternatives.
Management remains confident that necessary funds
will be available at reasonable commercial terms. 

The Company had a net working capital balance of
$22,524,604 as at August 31, 2006 compared to
$26,016,806 at August 31, 2005. The Company’s
working capital could be increased if warrants currently
outstanding that expire in August 2007 are exercised. If
the warrants are exercised in full (as described in the
table below) it would add $35.7 million to the
Company’s cash balances. 

OFF-BALANCE SHEET ARRANGEMENTS

The Company has not entered into any off-balance
sheet transactions.

TRANSACTIONS WITH RELATED PARTIES

Auxilium Corporation (“Auxilium”)
In February 2005 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

Number Exercise Price Amount Expiry Date

Broker Warrants* 557,100 $ 2.25 $ 1,253,475 August 2007
Warrants* 10,611,112 3.25 34,486,114 August 2007
Total 11,168,212 $ 35,739,589

*Issued as part of the August 2005 private placement financing.

The Company’s primary assets at August 31, 2006 were cash, short-term investments and marketable securities totaling
$23.4 million ($26.6 million – August 31, 2005) and development costs for its Oil Sands Project of $13.2 million
($9.2 million – August 31, 2005).

CONTRACTUAL OBLIGATIONS

The Company has a number of agreements with arms-length parties who provide equipment and services to it.
Typically, these agreements are for the purchase of a specific piece of equipment or service and are for a term of not
more than one year and permit either party to terminate on notice periods ranging from 30 days to 90 days. The
Company has entered into agreements for various periods as follows:

Year ended August 31

Contractual Obligation Total 2007 2008

Consulting (see Section 10 – Related Party) $ 530,500 $ 387,000 $ 143,500
Long Term Debt — — —
Capital Lease Obligation — —
Operating – Office Space 96,253 57,752 38,501
Operating – Land Lease 196,320 98,160 98,160
Purchase Obligation 16,647 16,647 —
Other Long Term Obligation — — —
Total Contractual Obligations $ 839,720 $ 559,559 $ 280,161
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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 and provides for
up to a 50% annual bonus related to certain
performance criteria. Auxilium is a corporation
controlled by Scott Nelson. The Company was charged
$424,500 (2005 – $150,333) for the year ended
August 31, 2006 by Auxilium. Included in this amount is
a 12 month performance bonus of $137,500 (2005 –
$nil) that was paid to Auxilium. 

Harbour Capital Corporation (“Harbour”)
Under the terms of a consulting agreement expiring
August 31, 2006, $267,170 (2005 – $200,000) was paid
to Harbour, a company controlled by George Elliott, a
director of the Company, to provide the services of
Executive Chairman. Included in this amount is a
performance bonus of $50,000 (2005 – $nil) that was
also paid to Harbour. This agreement was amended and
renewed for a term of 12 months, commencing
September 1, 2006, during which time Harbour will be
paid $100,000 per year.

These related party transactions were in the normal
course of operations and were measured at the exchange
amounts.

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 non-
employee 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. 

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.

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 the Company. This discussion,
by its nature, is not all-inclusive. Other factors may
affect the Company in the future.

In general, development projects have no operating
history upon which to base estimates of future cash
capital and operating costs. For development projects
such as the Oil Sands Project, estimates of tailings
supply are, to a large extent, based upon the
interpretation of geological data obtained from drill
holes and other sampling techniques and feasibility
studies. This information is used to calculate estimates
of the capital cost, cash operating costs based upon
anticipated tonnage and grades to be processed,
expected recovery rates, facility and equipment
operating costs, anticipated climatic conditions and
other factors. In addition, there remains to be
undertaken certain work on the Oil Sands Project that
could adversely impact estimates of capital and
operating costs of the project and such differences could
have a material adverse effect on the Company’s
business, financial condition, results of operations
and prospects.

There can be no assurance that the Company will be
able to complete development of the Oil Sands Projects
at all or on time or to budget due to, among other
things, changes in the economics of the project, the
delivery and installation of plant and equipment and
cost overruns, or that the current personnel, systems,
procedures and controls will be adequate to support the
Company’s operations. Should any of these events occur,
it would have a material adverse effect on the
Company’s business, financial condition, results of
operations and prospects.
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Potential customers for heavy mineral products have
unique manufacturing processes that utilize feedstock
with specific characteristics. The oil sands have more
impurities and on average have a slightly finer grain size
than typical beach mineral sand deposits. There is also a
larger than normal variance of the heavy minerals.
These factors present additional challenges to the
efficient processing of the heavy mineral concentrate.
The critical steps required to create marketable-grade
titanium dioxide and zircon from the oil sands include
making a heavy mineral concentrate from the tailings
and removal of the remaining hydrocarbons from the
concentrate. There is no assurance that the Company
will overcome such challenges on a commercial scale
and that its products will meet certain of the customers’
specifications. 

The development of the Oil Sands Project and the
construction of processing facilities and commencement
of commercial production will require substantial
additional financing. Failure to obtain sufficient
financing will result in a delay or indefinite
postponement of further development and commercial
production. The only sources of funds currently
available to the Company are through the issue of equity
capital, the entering into of joint ventures or incurring
project financing. Additional financing may not be
available when needed or if available, the terms of such
financing might not be favourable to the Company and
might involve substantial dilution to existing
shareholders.

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 costs and
related industrial process risks could negatively impact
the viability of the project.

While the Exclusivity Agreement with Syncrude was
renewed in July 2006, the Company may not be able to
negotiate fair commercial arrangements with Syncrude,
and in such event, the Company may not be able to
secure new customers and/or new suppliers of tailings.

The Company has necessarily relied on the 1996 study by
the Alberta Chamber of Resources (Mineral Develop-
ment 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.

The Company has filed or is in the process of filing
patent applications in the United States and Canada
with respect to its 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’s business is dependent on retaining the
services of a small number of key personnel of the
appropriate caliber as the business develops. The
Company has entered into employment agreements
with certain of its key executives. The success of the
Company is, and will continue to be, to a significant
extent, dependent on the expertise and experience of
the directors and senior management and the loss of
one or more could have a materially adverse effect on
the Company.

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 and zircon 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.
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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.

OUTSTANDING SHARE DATA

Outstanding Common Shares Number

Balance, August 31, 2005 54,586,418 
Shares issued on the exercise of Broker Warrants 79,567
Shares issued on the exercise of Stock Options 1,004,666
Balance August 31, 2006 55,670,651
Shares issued on the exercise of Stock Options 2,500
Balance November 29, 2006 55,673,151

Warrants Number Exercise Price ($) Expiry Date

Warrants issued 10,611,112 3.25 August 2007
Broker Warrants issued 636,667 2.25 August 2007
Balance at August 31, 2005 11,247,779
Broker Warrants exercised (79,567) 2.25
August 31, 2006 and November 29, 2006 11,168,212

Weighted Average
Stock Options Number Exercise Price ($)

Balance August 31, 2005 3,944,166 2.56
Options granted 550,000 2.77
Options exercised (1,004,666) 2.14
Options expired (530,000) 2.20
Balance August 31, 2006 2,959,500 2.75
Options granted 425,000 1.98
Options exercised (2,500) 1.60
Balance November 29, 2006 3,382,000 2.65

DISCLOSURE CONTROLS AND PROCEDURES

As at the end of the period covered by this MD&A,
management of the Company, with the participation of
the Chief Executive Officer and the Chief Financial
Officer, evaluated the effectiveness of the Company’s
disclosure controls and procedures as required by
Canadian securities laws. Based on that evaluation, the
Chief Executive Officer and the Chief Financial Officer
have concluded that the disclosure controls and
procedures were effective to provide reasonable

assurance that information required to be disclosed in
the Company’s annual filings and other reports filed or
submitted under Canadian securities laws is recorded,
processed, summarized and reported within the time
periods specified by those laws and that material
information is accumulated and communicated to
management of the Company, including the Chief
Executive Officer and the Chief Financial Officer, as
appropriate to allow timely decisions regarding
required disclosure.
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The Chief Executive Officer, the Chief Financial
Officer and the management of the Company have
designed and implemented internal controls over
financial reporting, or caused them to be designed under
supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation
of financial statements for external purposes in
accordance with GAAP. In designing the internal
control over financial reporting it has been taken into
consideration the size of the Company, its business
environment and the complexity of its operations. Based
on an evaluation of internal controls over financial

reporting, the Chief Executive Officer and the Chief
Financial Officer have concluded that the internal
controls over financial reporting provide reasonable
assurance regarding the reliability of financial reporting
and the preparation of financial statements for external
purposes in accordance with GAAP. 

ADDITIONAL INFORMATION

Additional information relating to the Company is
available on SEDAR at www.sedar.com.
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Auditors’ Report

To the Shareholders of
Titanium Corporation Inc.

We have audited the consolidated balance sheet of Titanium Corporation Inc. as at August 31, 2006 and the
consolidated statements of income and retained earnings and cash flows for the year then ended. These consolidated
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audit.

We conducted our audit 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 consolidated financial statements present fairly, in all material respects, the financial position of
the Company as at August 31, 2006 and the results of its operations and its cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles.

The consolidated financial statements as at August 31, 2005 and for the year then ended were audited by other
auditors who expressed an opinion without reservation on those statements in their report dated October 14, 2005.

Toronto, Canada
November 27, 2006 Chartered Accountants
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Balance Sheets

August 31 (in Canadian dollars) 2006 2005

ASSETS

Current
Cash $ 239,172 $ 2,024,499
Short-term investments 23,179,780 24,018,813
Marketable securities — 567,450
Commodity taxes receivable 76,968 51,477
Prepaids 37,052 51,075

23,532,972 26,713,314
Oil Sands Project development costs (Note 3) 13,212,493 9,214,530
Office equipment and leasehold improvements (Note 4) 118,411 85,744

$ 36,863,876 $ 36,013,588

LIABILITIES

Current
Payables and accruals $ 1,008,368 $ 696,508

Shareholders’ equity
Capital stock (Note 5) 46,751,330 43,512,498
Warrants (Note 6) 4,087,198 3,735,111
Contributed surplus (Note 8) 2,125,406 2,000,105
Deficit (17,108,426) (13,930,634)

35,855,508 35,317,080
$ 36,863,876 $ 36,013,588

Commitments (Note 11)

See accompanying notes to the financial statements 

On Behalf of the Board

George Elliott, Director Eric W. Slavens, Director
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Statements of Loss and Deficit

Cumulative,
since inception 

on October 6, 1997
For the years ended August 31 (in Canadian dollars) 2006 2005 to August 31, 2006

EXPENSES

Consulting $ 884,089 $ 779,137 $ 2,851,998
Office and administration 508,091 624,204 2,345,675
Depreciation and amortization 32,482 30,612 108,345
Directors’ fees 150,000 152,000 443,500
Insurance 128,384 132,498 445,041
Investor relations 86,417 166,564 802,693
Loss on foreign exchange 51,408 6,389 56,255
Professional fees 408,069 371,213 1,790,327
Shareholders’ communication and filing fees 303,899 64,265 576,806
Stock-based compensation 1,208,176 551,423 2,367,967
Travel and promotion 288,356 285,916 1,007,931
Exploration properties and related plant 

and equipment costs written off — 5,020,172 5,453,766
4,049,371 8,184,393 18,250,304

INTEREST INCOME (815,217) (31,942) (1,125,182)
NET LOSS BEFORE INCOME TAXES 3,234,154 8,152,451 17,125,122
INCOME TAXES (RECOVERY) (56,362) 20,164 (36,198)
NET LOSS 3,177,792 8,172,615 17,088,924

BASIC AND DILUTED LOSS PER SHARE (Note 9) $ 0.06 $ 0.19

DEFICIT AT BEGINNING OF YEAR $ 13,930,634 $ 5,758,019 $ —
NET LOSS 3,177,792 8,172,615 17,088,924
SHARES PURCHASED FOR CANCELLATION — — 19,502
DEFICIT AT END OF YEAR $ 17,108,426 $ 13,930,634 $ 17,108,426

See accompanying notes to the financial statements 
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Statements of Cash Flows

Cumulative,
since inception 

on October 6, 1997
For the years ended August 31 (in Canadian dollars) 2006 2005 to August 31, 2006

Cash (used in) provided by:

OPERATING ACTIVITIES

Net loss $ (3,177,792) $ (8,172,615) $ (17,088,924)
Net changes in non-cash working capital items:

Exploration properties and related plant and 
equipment costs written off — 5,020,172 5,453,766

Stock-based compensation 1,208,176 551,423 2,367,967
Depreciation and amortization 32,482 30,612 108,345

(1,937,134) (2,570,408) (9,158,846)
Decrease (increase) in commodity taxes receivable (25,491) 343,724 (76,968)
Increase in prepaids 14,023 (6,314) (37,052)
Decrease (increase) in payables and accruals 311,860 (266,538) 1,008,368

(1,636,742) (2,499,536) (8,264,498)

FINANCING ACTIVITIES

Common shares issued, net of issue cost
settled for cash 2,326,224 28,211,823 49,536,425

2,326,224 28,211,823 49,536,425

INVESTING ACTIVITIES

Decrease (increase) in short-term investments 839,033 (24,018,813) (23,179,780)
Decrease in marketable securities 567,450 982,185 —
Exploration expenditures excluding depreciation of

pilot plant and equipment — — (5,522,391)
Oil Sands Project development costs (3,816,148) (1,596,364) (12,103,833)
Acquisition of office equipment and leaseholds (65,144) (10,112) (226,751)

(2,474,809) (24,643,104) (41,032,755)

NET INCREASE IN CASH (1,785,327) 1,069,183 239,172
CASH AT BEGINNING OF YEAR 2,024,499 955,316 —
CASH AT END OF YEAR $ 239,172 $ 2,024,499 $ 239,172

See accompanying notes to the financial statements 
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1. NATURE OF OPERATIONS AND BASIS OF
PRESENTATION

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 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.

Previously the Phase 1 program was planned as a
non-commercial demonstration facility to produce an
industrial sized titanium feedstock sample required by
pigment manufacturers. In response to continued
positive market economics for zircon, the Company is
now planning to redesign the first phase of its facilities
to be a commercial plant and to initially prioritize the
commercial production of zircon.

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 zircon 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. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The financial statements have been prepared by manage-
ment in accordance with Canadian Generally Accepted
Accounting Principles. These financial statements are
denominated in Canadian dollars.

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
maturities at period end of three months or less.

SHORT-TERM INVESTMENTS

Short-term investments represent investments in
guaranteed investment certificates with maturity dates of
more than twelve months from period end. Short-term
investments are carried at cost. The carrying value of
the guaranteed investment certificates held by the
Company approximates their fair value.

MARKETABLE SECURITIES

Marketable securities are valued at the lower of cost and
market value.

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 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. 

OFFICE EQUIPMENT, AUTOMOBILE, LEASEHOLD

IMPROVEMENTS AND RELATED AMORTIZATION

Office equipment is recorded at cost. Amortization is
recorded on the declining balance basis at an annual rate
of 20%.

Automobile is recorded at cost. Amortization is recorded
on the declining balance basis at an annual rate of 30%.

Leasehold improvements are recorded at cost.
Amortization is recorded on the straight line basis at an
annual rate of 20%.

In the year in which an asset is acquired, half the normal
rate of amortization is recognized.
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STOCK-BASED COMPENSATION

The Company recognizes the fair value of stock-based
compensation over the vesting period of the options.
The fair value of the options granted is calculated using
an option pricing model that takes into account the
exercise price, expected life of the option, expected
volatility of the underlying shares, expected dividend
yield, and the risk free interest rate for the term of
the option.

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 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. Currently, 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.

ASSET RETIREMENT OBLIGATION

The fair value of the liability for retirement costs related
to site reclamation and abandonment 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, 2006, 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

Canadian GAAP 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, undiscounted future cash flows expected to
result from the use of the asset and its disposition must
be estimated and compared with the carrying values of
those assets.

Where the undiscounted future cash flows are less than
the carrying amount of the asset, the assets are written
down to their estimated fair values. Management has not
identified circumstances indicating possible impairment
of the Company’s long-lived assets as at August 31, 2006.
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3. OIL SANDS PROJECT DEVELOPMENT COSTS

Costs incurred relating to the Oil Sands Project development are as follows:

2006 2006
Opening Closing
Balance Additions Write-downs Balance

ACQUISITION AND

DEVELOPMENT COSTS: $ 4,732,510 $ 1,715,293 $ — $ 6,447,803

BUILDING AND EQUIPMENT

CONSTRUCTION COSTS: 4,482,020 2,282,670 — 6,764,690
$ 9,214,530 $ 3,997,963 $ — $ 13,212,493

2005 2005
Opening Closing
Balance Additions Write-downs Balance

ACQUISITION AND

DEVELOPMENT COSTS: $ 3,077,199 $ 1,655,311 $ — $ 4,732,510

BUILDING AND EQUIPMENT

CONSTRUCTION COSTS: 3,641,702 840,318 — 4,482,020

$ 6,718,901 $ 2,495,629 $ — $ 9,214,530

In July 2006, the Company signed a new two-year Exclusivity Agreement with Syncrude Canada Ltd. to facilitate
further development of the Company’s Oil Sands project to recover titanium and zircon from oil sands tailings.

4. OFFICE EQUIPMENT AND LEASEHOLD IMPROVEMENTS

2006 2005

COST

Office equipment $ 132,784 $ 115,351
Automobile 45,714 —
Leasehold improvements 48,573 46,573

227,071 161,924

ACCUMULATED AMORTIZATION

Office equipment 59,633 43,525
Automobile 6,857 —
Leasehold improvements 42,170 32,655

108,660 76,180

NET CARRYING VALUE

Office equipment 73,151 71,826
Automobile 38,857 —
Leasehold improvements 6,403 13,918

$ 118,411 $ 85,744
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5. CAPITAL STOCK

The Company is authorized to issue an unlimited number of common shares.

Common Shares Number of Shares Amount

Balance, August 31, 2004 40,903,480 $ 17,538,422
Common shares issued, net of issue costs 10,611,112 22,162,211
Value assigned to 10,611,112 warrants — (3,735,111)
Exercise of warrants for cash 2,362,526 4,725,052
Exercise of Agents’ options for cash 376,800 640,560
Exercise of stock options for cash 332,500 684,000
Reallocation from contributed surplus relating to the exercise of 

Agents’ options and stock options — 308,182
Valuation of warrants exercised — 1,189,182
Balance, August 31, 2005 54,586,418 $ 43,512,498
Exercise of warrants for cash 79,567 179,025
Valuation of warrants exercised — 50,287
Exercise of stock options for cash 1,004,666 2,147,199
Reallocation from contributed surplus relating to the exercise of 

Agents’ options and stock options — 1,264,695
Adjustment to share issue costs as at August 26, 2005 to reflect value 

of Broker Warrants issued — (402,374)
Balance, August 31, 2006 55,670,651 $ 46,751,330

6. COMMON SHARE PURCHASE WARRANTS AND AGENTS’ OPTIONS

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

2005 2005
Exercise Opening Closing

Expiry Date Price Balance Issued Exercised Expired Balance

AGENT’S OPTIONS:
February 2005 $ 1.70 376,800 — (376,800) — —

WARRANTS:
August 2005 $ 2.00 2,355,000 — (2,216,940) (138,060) —
August 2005 $ 2.00 — 188,400 (145,586) (42,814) —
August 2007 $ 3.25 — 10,611,112 — — 10,611,112

2,731,800 10,799,512 (2,739,326) (180,874) 10,611,112

2006 2006
Exercise Opening Closing Black-Scholes

Expiry Date Price Balance Issued Exercised Balance Value

BROKER WARRANTS:
August 2007 $ 2.25 — 636,667(*) (79,567) 557,100 $ 352,087

WARRANTS:
August 2007 $ 3.25 10,611,112 — — 10,611,112 3,735,111

10,611,112 636,667 (79,567) 11,168,212 $ 4,087,198

(*) During the year, share issue costs were adjusted to reflect the value of 636,667 Broker Warrants issued on August 26, 2005. The value assigned to these warrants
and charged against share capital was $402,374. The warrants were valued using the Black-Scholes pricing model with the following assumptions; dividend yield 0%,
expected volatility 45%, a risk free interest rate of 4.15%, and an expected life of 2 years.
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As at August 31, 2006, there were 3,031,167 (2005 –
2,920,833) exercisable stock options. The remaining
expense to be recognized as a charge to income over the
vesting period for unvested options is $1,154,958.

The following table reflects the stock options
outstanding as at August 31, 2006:

Weighted Average Options
Expiry Date Exercise Price ($) Outstanding

2007 2.26 525,000
2008 2.31 135,000
2009 1.98 694,500
2010 3.46 1,130,000
2011 2.84 475,000

2,959,500

During the year ended August 31, 2006, 550,000 (2005:
1,175,000) 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 79,169 (2005:
157,500) have vested and accordingly, $335,313 (2005: 

$232,998) was recorded as contributed surplus. Of the
$335,313 (2005: $232,998) recorded as contributed
surplus, $267,578 (2005: $177,615) was recorded as
stock-based compensation and $67,735 (2005: $55,383)
was capitalized to Oil Sands Project development costs.

During 2006, 399,154 (2005: 625,832) options granted
in prior years had vested. Accordingly, $1,054,684
(2005: $935,944) was recorded as contributed surplus.
Of the $1,054,684 (2005: $935,944) recorded as
contributed surplus, $940,598 (2005: $373,808) was
recorded as stock-based compensation and $114,086
(2005: $562,136) was capitalized to Oil Sands Project
Development Costs.

The fair value of all options granted in fiscal 2006 and
2005 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 3.65% (2005:
4%); volatility factor of the expected market price of the
Company’s common stock of 57% (2005: 47%); and a
weighted average expected life of the options of 5 years
(2005 – 5 years). 

7. 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 6,000,000 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 prior to February 26, 2003 may be
exercised during a period determined by the board of directors which cannot exceed five years. All options granted
subsequently under the Plan 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.

The following table reflects the continuity of stock options granted under the Plan.

Weighted Average
Number of Stock Options Exercise Price

2006 2005 2006 2005
$

Opening Balance 3,944,166 3,278,075 2.56 2.15
Options granted 550,000 1,175,000 2.77 3.46
Options cancelled/expired (530,000) (176,409) — 2.06
Options exercised (1,004,666) (332,500) 2.14 2.06
Ending Balance 2,959,500 3,944,166 2.68 2.56
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8. CONTRIBUTED SURPLUS

The following table reflects the continuity of
contributed surplus relating to stock options:

Amount

Balance, August 31, 2004 $ 1,065,289
Stock option compensation expense 551,423
Stock option compensation charged to 

Oil Sands Project development costs 617,519
Options exercised (55,725)
Agents’ options exercised (252,457)
Expired warrants 74,056
Balance, August 31, 2005 2,000,105

Stock option compensation expense 1,389,997
Options exercised (1,264,696)
Balance, August 31, 2006 $ 2,125,406

9. 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 anti-dilutive and
therefore, basic loss per share is equal to fully diluted
loss per share.

The following table sets forth the computation of basic
and fully diluted loss per share:

2006 2005

NUMERATOR:
Net loss $ 3,177,792 $ 8,172,615

DENOMINATOR:
Weighted average 

number of common 
shares 55,073,853 41,829,203

10. RELATED PARTY TRANSACTIONS

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. The Company was charged $424,500 (2005 –
$150,333) during the year by Auxilium. Included in this
amount is a bonus of $137,500 (2005 – $nil) paid to this
Company during the year.

HARBOUR CAPITAL CORPORATION (“HARBOUR”)

Under the terms of a consulting agreement expiring
August 31, 2006, $267,170 (2005 – $200,000) was paid
to Harbour, a company controlled by a director of
the Company to provide the services of Executive
Chairman. Included in this amount is a performance
bonus of $50,000 (2005 – $nil) that was also paid to
Harbour. This agreement was amended and renewed
for a term of 12 months, commencing September 1,
2006, during which time Harbour will be paid $100,000
per year.

These related party transactions were in the normal
course of operations and were measured at the exchange
amounts.

11. COMMITMENTS

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:
2007 $ 57,752
2008 38,501

$ 96,253

LAND LEASE:
2007 $ 98,160
2008 98,160

$ 196,320

12. SUPPLEMENTARY CASH FLOW INFORMATION

2006 2005

Cash paid for interest $ — $ 2,429
Cash paid for income taxes (56,361) 17,735
Stock compensation 

capitalized to oil sands 
development costs 181,821 617,519

$ 125,460 $ 637,683
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15. INCOME TAXES

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

2006 2005

Net loss before income taxes reflected in the statements of operations $ 3,234,154 $ 8,152,451

Expected income tax recovery at statutory rate 1,216,573 2,955,000
Non-deductible consulting (stock compensation) expense (454,473) (218,000)
Other non-deductible items (5,423) (52,000)
Effect of change in income tax rates (484,416) (165,000)
Valuation allowance (328,623) (2,499,836)
Income tax (recovery) reflected in the statement of operations $ (56,362) $ 20,164

The following table reflects the future income tax assets at August 31, 2006 and 2005:

2006 2005

Future income tax assets:
Unclaimed non-capital losses $ 4,608,594 $ 5,375,000
Scientific research and development (SR&ED) expenditure pool 2,019,074 —
Excess of unclaimed exploration and development expenditures and 

undepreciated capital cost over carrying values — 341,000
Unclaimed common stock issue costs 330,959 686,000
Other 16,861 —

6,975,488 6,402,000
Less valuation allowance (5,477,865) (6,402,000)
Total future tax assets 1,497,623 —

Future income tax liabilities:
Excess of book value over unclaimed exploration and development 

expenditures, undepreciated capital cost and cumulative eligible 
capital property (1,497,623) —

Net future tax $ — $ —

13. FINANCIAL INSTRUMENTS

At August 31, 2006, 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.

14. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to
conform with the current year’s financial statement
presentation.
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Under the Income Tax Act (Canada), certain expenditures
are classified as SR&ED expenditures and are grouped
into a pool for tax purposes, which are 100% deductible
in the year in which they are incurred. The expenditure
pool can be carried forward indefinitely and fully
deducted in any subsequent year. The SR&ED
expenditure pool at August 31, 2006 was $6,215,832
(2005 – $nil).

The Company has also earned investment tax credits on
SR&ED expenditures at August 31, 2006 of $1,324,331
(2005 – $nil), which can offset Canadian income taxes
otherwise payable in future years up to 2015.

As at August 31, 2006, the Company has Canadian tax
losses carried forward of $14,228,494 (2005 –
$14,923,000) which expire as follows:

2007 $ 1,039,818
2008 282,336
2009 1,502,266
2010 1,114,190
2014 1,983,101
2015 4,786,419
2026 3,520,364

$ 14,228,494
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partner of McCarthy Tetrault and as counsel to
Gowlings, Mr. Elliott is a director for Integrated Asset
Management, and Augen Capital Corporation. He is
also a director and Chairman of the Executive
Committee for the PLM Group.

MALCOLM MACPHERSON

Director
Mr. Macpherson led Iluka Resources Ltd., the world’s
largest producer of alluvial titanium minerals and
zircon, through two decades of expansion in Australia
and the U.S., and served as its Managing Director &
CEO until 2002. He is a director of Minara Resources
Ltd., Portman Ltd., and Azumah Resources Ltd.

SCOTT NELSON

President & CEO
Mr. Nelson has over 25 years experience building
successful organizations and fostering growth in
resource-based, capital-intensive industries in Canada
and internationally. He has held senior executive
positions in the oil and gas sector with Dome Petroleum,
Amoco Canada, and Amerada Hess. Mr. Nelson also
held consulting positions with PWCC and IBM.

GORDON PRIDHAM

Director
Mr. Pridham is an experienced executive with more
than 25 years experience in investment banking, capital
markets and corporate banking. He is President and
CEO of Edgewater Capital Inc., and Chairman of
Monarch Wealth Management. He also serves as a
director of Newalta Income Fund.

D. STEPHEN RANKIN

Director
Mr. Rankin is the Chairman of Seagull Pewter &
Silversmiths Ltd., and is a member of the Economic
Council of Canada. He serves on the board of governors
for St. Francis Xavier University, and the Technical
University of Nova Scotia. 

BRANT SANGSTER

Director
Mr. Sangster retired from a 25-year career with 
Petro-Canada where most recently, he served as Senior
Vice-President responsible for oil sands production and
development. Mr. Sangster was a director of Syncrude
Canada Ltd., and currently serves as a director of
Canadian Oil Sands Ltd., a wholly-owned subsidiary
of Canadian Oil Sands Trust.

ERIC W. SLAVENS

Director, FCA
Mr. Slavens is a Fellow of the Institute of Chartered
Accountants of Ontario, and serves on the board of
directors for FMF Capital Group Ltd., Altus Group
Income Fund, Canada-Israel Securities Limited,
and Heritage Toronto. He was a partner of
PricewaterhouseCoopers LLP, and served as its
IPO Services National Leader.

WILLIAM WELSH

Director
Mr. Welsh is the founder, President and Director of
Megaloid Resins. Mr. Welsh is also President and
Director of Megaloid Laboratories, which markets
chemicals for the adhesive, coatings and sealant
industries. 
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Corporate Information

This report was printed in Canada using vegetable-based inks on recycled paper
The financial section was printed on paper containing 2% titanium dioxide

HEAD OFFICE

360 Bay Street, Suite 1001
Toronto, ON  M5H 2V6
Tel 416-955-0715
Fax 416-955-0790
pr@titaniumcorporation.com

MANAGEMENT & OFFICERS

George Duguay
Corporate Secretary

George D. Elliott
Chairman, LLB

Daniel Erasmus
Vice-President Production
Operations

Dr. Salustio Guzman
Vice-President Marketing and
Technology

Bradley Kipp
Chief Financial Officer, CA, CFA

Scott Nelson
President & CEO

John Oxenford
Senior Vice-President Oil Sands

Carolyn Muir
Manager, Investor Relations

STOCK EXCHANGE

TSX Venture Exchange
Symbol: TIC
Shares Outstanding (Aug 31, 2006):
55,670,651

ANNUAL MEETING

Titanium Corporation’s Annual
and Special Meeting of Share-
holders will be held at the
TSX Broadcast Centre Gallery,
The Exchange Tower, 
130 King Street West, Toronto,
Ontario at 10:00 am (Eastern Time)
on February 22, 2007.

AUDITORS

PricewaterhouseCoopers LLP
P.O. Box 82
Royal Trust Tower, Suite 3000
Toronto, Ontario  M5K 1G8

COUNSEL

Gowling Lafleur Henderson LLP
Suite 1600, 1 First Canadian Place
100 King Street West
Toronto, Ontario  M5X 1G5

TRANSFER AGENT

Equity Transfer Services
200 University Avenue
Suite 400
Toronto, Ontario  M5H 4H1

INVESTOR RELATIONS

Inquiries should be directed to:
Tel 416-955-0715
Fax 416-955-0790
Website www.titaniumcorporation.com
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