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2011 Message to Shareholders

2011 marked the successful culmination of more than four years of
research and development aimed at “Creating Value from Waste™” for
our shareholders. World energy demand, environmental concerns and
exceptionally strong zircon markets are converging in support of our
business. We are now working closely with industry and Government to
commercialize these important technologies.
Over the past four years, our scientists together with research, engineering and Government partners have
taken our early concepts through disciplined laboratory testing, bench scale and final demonstration piloting.
Our technologies have now been proven to recover lost commodities currently discharged into tailings ponds
and to environmentally remediate oil sands froth treatment tailings. The results from these programs have
been outstanding and position our Company with a defined product and market. Our goals are: to create
a new international minerals processing and export industry; increase bitumen recoveries and deliver vital
environmental improvements for Canada’s mining oil sands industry.
During 2011, our team completed a $15 million, twelve month demonstration pilot for three naphtha
based oil sands operators. Results during the pilot have been confirmed by over 30,000 independent
sample analysis by Maxxam Analytics. Our technology has now demonstrated the recovery of 80% of the
bitumen lost in froth treatment tailings, 75% of the solvent and 95% of the valuable heavy minerals as
a concentrate, the first stage of minerals recovery. Our technology significantly reduces Volatile Organic
Compound (VOC) emissions by up to 80% and reduces CO2 and NOX. Our partners at CanmetENERGY
successfully thickened the residual tailings from our process and recovered water suitable for recycle in
oil sands utility systems which currently use river water. Significant piloting has also been conducted with
tailings provided by paraffinic operators with excellent results.

2011 Progress and Objectives:
Since decommissioning our demonstration pilot this past June, we have been working closely with our
industry and Government partners to advance projects to commercialization and meet our 2011 objectives:
• D
 etailed “due diligence” reviews of technical results have been completed. The oil sands operators who
participated in the SDTC Consortium and demonstration pilot have all expressed interest in our technology
and are conducting internal reviews.
• A
 t one of the operator’s locations, our engineering firm SNC-Lavalin has prepared preliminary engineering
design work for a designated site as well as capital and operating cost estimates.
• P
 roject economics have been prepared and are under review with the oil sands operators. Projections
continue to indicate robust economics for minerals and bitumen recovery.
• In parallel, we have been working with the Alberta Government who are designing appropriate fiscal
programs for this new business. The recovery of valuable minerals was not contemplated in the current oil
sands fiscal regime nor was the recovery of bitumen from tailings.
• D
 uring the engineering and planning processes with the oil sands industry and Government, we expect to
reach project agreements for commercialization.
• O
 ur technical team made excellent progress during a four week demonstration pilot which recovered 85%
of lost bitumen from paraffinic froth treatment tailings. Paraffinic tailing, which contain considerably more
bitumen and solvent losses, represent an additional opportunity area for our Company.
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• T
 he individual projects are significant with capital costs of up to $370 million per site and 24 months
of construction and commissioning. Discussions are underway with potential operational and financial
partners who will add value and facilitate commercialization.

Goals for 2012:
Our goals for 2012 continue to focus on completing all of the required steps with industry and Government
to achieve our first commercial project:
• F
 iscal Program finalization and Ministerial approval to establish royalties and incentives for heavy minerals
and bitumen recovered from tailings.
• Project partner financing agreements.
• C
 ompletion of oil sands operators’ internal engineering and review processes; budgeting and scheduling
on-site facilities projects.
• Agreements among partners to build and operate the commercial facilities.
Developing a new heavy minerals industry in conjunction with the Athabasca Sands is more compelling
than ever before. When we started our R&D programs over four years ago, the Company adopted a “zircon
first” strategy. Since then, zircon prices have increased from $800 per tonne to over $2,000 per tonne in
late 2011. Worldwide zircon consumption, used in ceramic tiles, is growing steadily driven by increased
standards of living in emerging economies like China and India. Athabasca Sands zircon represents a
new source to meet growing world demand. We are finalizing a separation flow sheet to optimize zircon
recoveries with best in class technologies together with minerals engineering firms in Australia. The
Athabasca Sands also contain significant quantities of titanium bearing minerals which represent a future
opportunity. The highest grade titanium minerals will be the first to be investigated as prices and markets
continue to improve.
During 2011, we continued to carefully manage our financial resources, expending $5.9 million to complete
our demonstration pilot. A further $2.8 million of Government Grant funding was received as the Company
met project milestones and budgets. The Company continues to control overhead costs which totaled
$2million for the year including a significant ramp up of our investor relations and financial markets activities.
Our year-end cash position of $12 million was bolstered by the December 2010 Private Placement with net
proceeds of $13.4 million.
The longest and most difficult R&D stage of our journey is complete. We have now entered a final phase
where we must rely on the Government and oil sands industry to reach final decisions on the priority and
timing for adoption of our technology. Your Board of Directors and management team are committed to
ensuring that all of our stakeholders understand the benefits to the environment, the oil sands industry,
Alberta and Canada. We appreciate the strong support of our valued engineering, technical and Government
partners. Most of all, we thank our shareholders who have taken the risks and made the investments required
to “Create Value from Waste™” and improve our world.
Sincerely,

Gordon Pridham 			
Chairman				
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Scott Nelson
President and Chief Executive Officer

A Compelling Value Proposition:
CVW™ Technology
Titanium’s CVW ™ technology creates value in multiple areas as illustrated in the diagram below.
By reprocessing and remediating one of the most complex oil sands tailings streams, valuable
commodities currently lost and discharged to tailing ponds are recovered. This includes: valuable heavy
minerals which will be separated into final products for export sales to international markets; lost
bitumen which will be returned to the oil sands process to increase resource recoveries; and lost solvent
which will be recovered and recycled.
Equally important, preventing hydrocarbons from entering tailings ponds significantly reduces
harmful air emissions and greenhouse gases. Removing hydrocarbons and minerals from this tailings
stream also enhances the opportunity to thicken tailings and recover water. This is an exciting
opportunity to reuse water in services that currently require river water, thereby reducing river
water consumption.
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World energy demand, environmental
concerns and exceptionally strong
zircon markets are converging in
support of our business.
Creating a New Minerals Industry for Alberta and Canada.
Valuable heavy minerals from Alberta’s Athabasca Sands are extracted during oil sands mining,
concentrated by the bitumen recovery process and removed from bitumen in the froth treatment
process. Tailings from the froth treatment process, currently being discharged to tailings ponds, contain
a high concentration of valuable heavy minerals. The recovery of zircon and titanium by the Company’s
CVW™ technology will create a new industry, exporting heavy minerals to meet growing world demand.
As illustrated in the following charts, demand and prices for zircon have been growing rapidly. A
worldwide shortage is forecast to continue for many years. Zircon is an essential ingredient in the
manufacture of ceramic tiles due to opacity, abrasion resistance, temperature resistance and inertness.
Fast growing, emerging economies like China are demanding new sources of zircon due to urbanization.
Due to its relative high value and rising world demand, the Company is developing zircon products
first. As world demand and prices for titanium minerals increase, the Company also plans to bring this
resource to market in the years ahead.
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Recovering Lost Hydrocarbons and Reducing Environmental Impacts
The most common bitumen extraction process in use today, the naphtha based process, experiences
bitumen losses of 2-3% from the froth treatment process. This lost bitumen currently enters tailings ponds
along with trace amount of solvent. A newer froth treatment process, the paraffinic process, is in use at oil
sands mining extraction locations which do not have upgrading facilities. The paraffinic process experiences
bitumen losses of 8-10% with corresponding higher losses of solvent. These combined bitumen and
solvent losses to tailings ponds currently amount to over 10 million barrels per year. With growth underway
and planned expansions, losses could increase to over 30 million barrels per year in the next decade.
The combination of bitumen and solvent losses to tailings ponds results in significant Volatile Organic
Compounds (VOC) and Greenhouse Gas (GHG) emissions which Titanium’s CVW™ technology can remediate.
Titanium’s CVW™ has demonstrated recoveries of up to 80% of this lost bitumen and 75% of lost solvents.
The economic value of recovered commodities from implementation of Titanium’s technologies could amount to
over $1 billion per year at current production rates and commodity prices. The planned growth of the oil sands
industry has the potential to increase these recoveries to over $2.5 billion per year in the next decade. CVW™
represents a unique opportunity to recover valuable resources and significantly reduce environmental impacts
while creating a profitable new industry with benefits for all stakeholders. Bitumen recovered from tailings,
currently a waste product discharged to tailings ponds, is highly attractive. The capital and operating costs
associated with recovering lost tailings bitumen are significantly lower than alternative mined volumes of bitumen.
The GHG intensity of bitumen recovered from tailings on a “well to wheels” or gas pump basis is among the lowest
of available oil sources.
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Management Discussion and Analysis
for the Year Ended August 31, 2011

Management Discussion and Analysis
For the year ended August 31, 2011
Titanium Corporation Inc. (“Titanium” or the “Company”) has prepared the following management’s discussion
and analysis (the “MD&A”) to provide information to assist in understanding the financial results for the three
and twelve month period ended August 31, 2011. This MD&A should be read in conjunction with Titanium’s
audited financial statements for the fiscal year ended August 31, 2011 including the notes thereto (the
“Financial Statements”). This MD&A is dated as at and based on information available to management as of
November 17, 2011. The Company is a development stage company whose common shares are listed on
the TSX Venture Exchange under the symbol “TIC”.
The above referenced material is available on Titanium’s website at www.titaniumcorporation.com or it can
be found, along with additional information about Titanium, on the System for Electronic Document Analysis
and Retrieval (“SEDAR”) at www.sedar.com.
The financial statements have been prepared in accordance with generally accepted accounting principles
in Canada (“GAAP”). All amounts included in this MD&A are in Canadian dollars, unless otherwise specified.
Certain prior year amounts have been reclassified to conform with the presentation for the current year.
This MD&A contains forward-looking information that reflects the current expectations of management
about the future results, performance, achievements, prospects or opportunities for Titanium. These
statements generally can be identified by use of forward-looking words such as “may”, “will”, “expect”, “estimate”,
“anticipate”, “believe”, “project”, “should” or “continue” or the negative thereof or similar variations. Forwardlooking information is provided in this document in the discussion of Titanium’s research and development
plans under the heading “Titanium’s Business” and Titanium’s business plans for fiscal 2012 under the
heading “Update on the Project”, “Next Steps for the Company” and “IFRS Assessment and Conversion
Plan”. Titanium provides forward-looking information in order to describe management expectations and
assist shareholders in understanding our financial position as at and for the periods ended on the dates
presented in this MD&A. Readers are cautioned that this information may not be appropriate for other
purposes. Forward-looking statements are based upon a number of assumptions and are subject to a number
of known and unknown risks and uncertainties, many of which are beyond Titanium’s control, which could
cause actual results to differ materially from those that are disclosed in or implied by such forward-looking
statements. Forward-looking information is subject to significant risks and uncertainties and is based on
a number of Titanium’s expectations and assumptions which may prove to be incorrect regarding future
stable or increasing prices for zircon and bitumen, stable currency exchange rates between the Canadian
and US dollars, the Company’s conversion to international financial reporting standards (“IFRS”), expected
capital expenditures and Titanium’s expected future research and development activities. The material risks,
uncertainties and other factors that could influence actual results include, but are not limited to:
• Commercialization of the Project (as defined herein) on the timetable anticipated or at all;
• Access to and cost of oil sands tailings necessary to carry out the Project;
• Access to the necessary sources of capital to finance the Project;
• Results of research activities;
• Operational or technical difficulties in connection with successfully completing research activities;
• Development timeline delays and problems, including negative impacts on Titanium’s technologies caused
by unforeseen development costs;
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• Reliance on a small number of key people to carry out Titanium’s business and research activities;
• Competitors who may develop alternate solutions or Titanium’s intellectual property may not be
adequately protected; and/or
• C
 hanges to environment laws and regulations which may add significant cost to or impair the permitted
operation of the Project.
While we anticipate that subsequent events and developments may cause our views to change, we do not
have an intention to update this forward-looking information except as required by applicable securities
laws. This forward-looking information represents our views as of the date of this MD&A and such
information should not be relied upon as representing our views as of any date subsequent to the date of this
document. We have attempted to identify important factors that could cause actual results, performance
or achievements to vary from those current expectations or estimates expressed or implied by the forwardlooking information. However, there may be other factors that cause results, performance or achievements
not to be as expected or estimated and that could cause actual results, performance or achievements to
differ materially from current expectations. There can be no assurance that forward-looking information
will prove to be accurate as actual results and future events could differ materially from those expected
or estimated in such statements. Accordingly, readers should not place undue reliance on forward-looking
information. These factors are not intended to represent a complete list of the factors that could affect the
Company. Additional information on these and other factors are disclosed elsewhere in this MD&A and in
reports filed with the securities regulatory authorities in Canada from time to time and available on SEDAR.

Titanium’s Business
Titanium is “Creating Value from Waste™”. The Company is developing a new business to recover heavy
minerals and bitumen from waste generated in the oil sands mining operations of northern Alberta. The
recovery of bitumen, associated solvents and water will result in important and timely environmental
improvements for the oil sands industry. The research and development activities related to creating this
new business are referred to as the “Oil Sands Project” or the “Project”.
Oil sands operators surface mine deposits to extract bitumen (heavy oil trapped in the sands) for further
processing into synthetic crude oil. Heavy minerals occurring in the oil sands deposits are concentrated in
the froth treatment tailings during one of the bitumen extraction steps. Oil sands producers currently use
either a naphtha or paraffinic based solvent to process bitumen at the froth treatment stage. The Company’s
technology has been developed for both naphtha based and paraffinic froth treatment tailings to meet the
current and future needs of all the major oil sands operators related to froth treatment tailings remediation.
Four large oil sands mining sites are currently in operation: Syncrude Canada, Suncor Energy, Canadian
Natural Resources Limited (CNRL) and Albian Sands (Shell). One new mining site, Imperial Oil Kearl, is under
construction for commissioning in 2012 and an additional site, Total Jocelyn, recently received regulatory
approval. All of the current and developing sites forecast expansions, which will significantly increase
Canada’s oil sands production in the years ahead. The rapid growth of the oil sands industry means that
increased volumes of bitumen, solvent and minerals will be generated and lost in the froth treatment tailings.
Titanium has been developing proprietary processes to recover value from froth treatment tailings.
Extensive research and development (“R&D”) programs have been conducted over the past 8 years and have
been accelerated during the last year which saw completion of the major R&D program. The Company’s
research programs have developed new solutions for the production of both the heavy minerals and bitumen.
Research has also been focused on the recovery of solvents and water to reduce environmental impacts in
areas of air emissions, water usage and the footprint of tailings ponds.
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The Company has conducted a phased research program both with Titanium’s internal researchers and with
external research firms to develop technologies to process oil sands froth treatment tailings directly from the
tailings pipeline. The phases of the research programs, which are now substantially complete, were as follows:
• Phase I – initial laboratory scale work: the objective was to identify the most prospective laboratory-based
solutions;
• Phase II – continuous bench scale testing: the objective was to provide scaling data for piloting; and
• Phase III – integrated pilot testing: the objective was to demonstrate the operation of the technology in an
integrated continuous process.
The Company completed Phases I and II, successfully executing a two year research program endorsed by the
Alberta Government and supported by a $3.5 million Alberta Energy Innovation Fund (“AEIF”) grant received in
March 2008. The key achievements of the program were the development of technologies to remove bitumen
from heavy minerals and recover bitumen, solvents and water from froth treatment tailings. As a condition of
the grant, a Government Advisory Committee to the Company was formed, comprised of representatives from
the Energy and Environment Ministries, the Energy Resources Conservation Board (ERCB), Alberta Innovates
and CanmetENERGY. The AEIF grant program was extended to include partial funding of the Company’s
demonstration pilot program. The Company has completed all programs associated with the AEIF grant and
provided final reports to the Alberta Government.
The success of the R&D program resulted in the award of a $4.9 million Canadian Government grant from
Sustainable Development Technologies Canada (“SDTC”) in September 2009. The SDTC grant was utilized
by the Company to fund one-third of a comprehensive demonstration pilot program. The demonstration
pilot was engineered and operated over an 18 month period and decommissioned in early May 2011.
Tailings from the 3 naphtha based oil sands operators were extensively tested during the program. The
demonstration pilot was highly successful achieving the top end of targets for bitumen, solvent and minerals
recoveries. The Company now intends to commercialize and implement the technology at the operational oil
sands sites.

Update on the “Project”
From mid 2010 through April, 2011, the integrated pilot (Phase III) was operated at Natural Resources
Canada CanmetENERGY’s Devon, Alberta pilot facility. Over 25,000 independent sample analyses were
conducted by Maxxam Analytics during the 12 month pilot program.
The Company has now completed demonstration piloting for the three naphtha based oil sands operators
achieving excellent results: overall bitumen and solvent recoveries of 75%, the top end of targeted ranges;
removal of bitumen from heavy minerals concentrate (“HMC”) below target ranges; and effective thickening of
tailings and recovery of water for recycle.
The following outlines the progress and success of the Company’s project and business plan throughout the
2011 fiscal year:
• In September, 2010, the Company announced initial piloting results for the first oil sands operator achieving the
high end of performance targets for bitumen and solvent recovery and minerals cleaning.
• In December 2010, the Company completed a Private Placement raising $14.3 million ($13.3 million after
issue costs) to fund costs associated with ongoing pilot testing and commercialization including engineering
design costs and for general corporate purposes.
• In March 2011, a third SDTC milestone payment of $0.8 million was received bringing total grant payments
received to $4.4 million of the $4.9 million grant program. The Canadian Government and the Company
jointly announced successful completion of the major operational phase of the demonstration pilot.
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• In parallel with completion of the demonstration pilot for the three naphtha based operators, the Company has
been conducting pilot testing of paraffinic froth treatment tailings for two other oil sands firms. In April 2011,
the Company completed four weeks of piloting at a third party site, achieving bitumen recoveries of 85%.
• The minerals cleaning circuit was operated through April 2011 at the CanmetENERGY facility producing
additional cleaned HMC. The HMC was shipped to Australia where the Company is conducting minerals
separation testing with expert firms to optimize zircon recoveries.
• In May 2011, the Company completed decommissioning at the CanmetENERGY test facility and has
stored the technology circuits utilized during the demonstration pilot.
• By July 2011, technical reports of pilot results had been completed and reviewed with the three oil sands
operators participating in the demonstration pilot at CanmetENERGY as well as the Alberta Government.
• Paraffinic programs are now underway at third party research firms including: bitumen removal from
paraffinic HMC; solvent recovery; a project testing gasification of the heavy ends, referred to as
asphaltenes; and testing of bitumen recovered from paraffinic tailings for up-grading. Recovering
additional value from paraffinic froth treatment tailings and delivering environmental improvements is an
additional opportunity area for the Company.
• SNC-Lavalin has conducted preliminary site-specific engineering for one of the oil sands sites as part of
the process of planning adoption of the Company’s technology. Based on this engineering, site specific
cost estimates and economics have been prepared and are under internal review by the oil sands operator.
• The Company is now working with the Alberta Government to establish fiscal terms to support the
recovery of minerals and bitumen from oil sands tailings. Recovery of these commodities from tailings was
not anticipated in the current fiscal regimes.
• A recently formed Oil Sands Tailings Consortium (“OSTC”), comprised of the major oil sands operators,
has been formed to share best practices and technologies across the industry. OSTC is in the process of
developing an oil sands tailings “Technology Roadmap” which will guide the industry’s implementation of
new technologies. The Company’s technology has been submitted to OSTC for inclusion in this process.
• Dr. Kevin Moran, the Company’s Vice President Process Development, has been announced as a 2011
ASTech Award Honoree by Alberta Science and Technology (“ASTech”) for his role in developing the
Company’s new innovative tailings technologies for the oil sands industry. The prestigious ASTech
award Honorees are recognized by industry, Government and academia for achieving outstanding
technology breakthrough’s that improve our world.

Next Steps for the Company
Implementation of the Company’s technology involves the construction of large facilities at oil sands sites
which integrate with existing oil sands operations. An off-site central minerals facility would process HMC,
sourced from these on-site facilities, into final minerals products. The Company plans to be the principle
owner and operator of the minerals facility.
Currently, the Company may be regarded as engaged in the “pre-commercialization” phase whereby ongoing
consultations, planning and negotiations are taking place. The oil sands operators have disciplined internal
review processes prior to sanctioning on-site projects followed by more detailed front end engineering and
design (FEED). The Company’s objective is to work closely with the oil sands operators and Government to
reach commercial agreements during this process.
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Activities required to complete commercialization include: site selection for the on-site froth treatment
tailings facilities; specific engineering for each oil sands site including integration with current operations;
site economics based on engineering estimates of costs and recoveries; a new fiscal regime for minerals and
bitumen recovered from tailings; and internal review, prioritization and sanctioning by the oil sands operators.
Following final engineering, construction for an initial site implementation is estimated to take approximately
24 months. Under the terms of the Government funding, the Company is required to develop an industry wide
solution for froth treatment tailings. As a result of its collaboration with oil sands operators and Government, the
Company expects to identify a first adopter of the technology and negotiate the terms for commercialization.
In contrast to the testing and pilot demonstration phase, which generated numerous reportable events,
results and milestones, the pre-commercialization phase is characterized by confidential planning, analysis
and negotiations that generate fewer reportable events. Progress toward ultimate commercialization is thus
typified less by reportable milestones than by the Company’s continued public disclosure acknowledging
ongoing negotiations and analyses between the Company, Government and the oil sands operators.
The Company has reached this stage because of its successful development and demonstration piloting of
the technology. It is confident that its technology will gain recognition in the marketplace as it has during the
development process.

Financial Information & Analysis
Summary of Annual and Quarterly Results
The following table presents a summary of selected annual financial information ($ millions except per share data):
Fiscal Year Ended
Aug 31, 2011 Aug 31, 2010 Aug 31, 2009
Net Loss

$

10.4

$

7.0

$

20.4

Net Loss per Share – Basic & Diluted

$

0.17

$

0.12

$

0.36

Cash & Short Term Investments*

$

12.0

$

9.5

$

15.2

Total Assets

$

12.7

$

10.1

$

15.5

*includes cash equivalents and restricted short term investments

The following table summarizes the financial data of the Company for the most recently completed eight
quarters ($ millions except per share data):
Q4

Q3

Q2

Q1

Aug 31, 2011 May 31, 2011 Feb 28, 2011 Nov 30, 2010
STATEMENT OF LOSS
Net Loss

$

2.0

$

3.1

$

2.5

$

2.8

Basic and Diluted Loss per Share

$

0.03

$

0.05

$

0.04

$

0.05

Q4

Q3

Q2

Q1

Aug 31, 2010 May 31, 2010 Feb 28, 2010 Nov 30, 2009
STATEMENT OF LOSS

12

Net Loss

$

3.0

$

1.5

$

0.9

$

1.6

Basic and Diluted Loss per Share

$

0.05

$

0.03

$

0.01

$

0.03
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The following summarizes Titanium’s financial results for the fiscal year and fourth quarter ended August 31,
2011 as compared to the same periods in 2010:
• Net loss increased to $10.4 million for the year ended August 31, 2011 compared to $7.0 million
for the year ended August 31, 2010. The difference relates primarily to the increase in stock based
compensation of $2.2 million for the grant of regular stock options (1.3 million) and performance based
stock options (1.85 million) during the year. In addition, the decrease in government grant funding of $1.6
million over last year also contributed to a larger loss in the current fiscal year as the Company completed
research and development programs that were partially funded by the provincial and federal governments.
Net loss decreased by $1.0 million to $2.0 million in fourth quarter of 2011 from $3.0 million in fourth
quarter 2010. This decrease was due to the reduction in R&D spending of $1.8 million in the fourth quarter
of 2011 as the pilot plant was decommissioned in May of 2011, offset by an increase in stock based
compensation expense of $0.8 million in Q4 of 2011. The Company had $12.0 million in cash at August
31, 2011 as compared to $9.0 million at August 31, 2010. All of the cash balances are liquid and are held
in interest bearing cash accounts. The increase in cash for the period ended August 31, 2011 relates to
the completion of the $14.4 million private placement ($13.3 million net of issue costs) in December of
2010 offset by the use of cash to fund the piloting and research activities and general and administrative
(“G&A”) expenses throughout the year.
• There was no restricted short-term investment balance at the end of August 31, 2011 as compared
to $0.4 million at the end of fiscal 2010. The restricted investment related to a certificate of deposit
which was pledged as security to a chartered bank for a letter of credit issued by the bank to the
Alberta Government in respect of the AEIF Grant. The letter of credit expired on June 30, 2011 and the
investment was consolidated with the cash in the interest bearing cash accounts.
• The Company has recorded a receivable in the amount of $0.5 million for the SDTC portion of research and
development expenditures relating to the 10% holdback on the total integrated demonstration project
value. On March 10, 2011, the Company received the advance of a third payment of $0.8 million from
SDTC in support of the third milestone. To date, the Company has received a total of $4.4 million from
SDTC under the terms of the Contribution Agreement.
• The government grant balance (AEIF and STDC) was eliminated during the fiscal period ended August 31,
2011 from $1.5 million at August 31, 2010. The decrease relates to the completion of the integrated
pilot and recovery of all of the SDTC and AEIF grants, except for 10% holdback on the SDTC grant.

Research and Development Expenditures
Below is a summary of the R&D spending by major category ($ thousands):
Three Month Period Ended
Aug 31
Aug 31
Increase
2011
2010 (Decrease)
–
–
–

External Research

Fiscal Year– Ended
Aug 31
Aug 31
Increase
2011
2010 (Decrease)
–
782
(782)

Compensation & Benefits

259

272

(13)

731

792

(61)

Research & Piloting

575

3,549

(2,974)

7,983

7,929

54

834

$ 3,821

$ (2,987) $ 8,714

$ 9,503

–

(189)

(189)

(206)

(2,039)

(990)

(2,571)

(2,348)

223

$ (4,166) $ 5,937

$ 5,116

$ (2,399)

Subtotal

$

$

(789)

Less:
Alberta Grant (AEIF)
Federal Grant (SDTC)
R&D net of government grants

$

(63)

(1,053)

771

$ 2,579

(1,833)

Titanium Corporation | 2011 Annual Report

13

Management Discussion and Analysis
for the Year Ended August 31, 2011

• R
 &D spending for the fourth quarter was $0.8 million for the three month period ended August 31, 2011
as compared to $3.8 million for the comparable period in fiscal 2010. These amounts do not include
recovery of government grants, for the quarter ended August 31, 2011 of $0.1 million and $1.2 million for
the period ended August 31, 2010. Spending in the quarter decreased over the comparable fiscal period
as the pilot was decommissioned in May and R&D expenses decreased as the projects were completed.
R&D spending in the quarter consisted of the decommissioning of the naptha based demonstration pilot,
detailed analytical work processing oil sand’s operators froth treatment tailings, and the paraffinic pilot. As
the Company completed decommissioning of the naptha based pilot plant and final work on the paraffinic
pilot, research and pilot spending for the three month period ended August 31, 2011 consisted mainly of
analytical testing for paraffinic tailings, related minerals work as well as completion of the paraffinic pilot
at a third party site. A portion of these pilot costs are being recovered through the Contribution Agreement
with SDTC. On a year to date basis, the Company spent $8.7 million on R&D, compared to $9.5 million in
the same period last fiscal year. The expense in the current fiscal period represents the cost of operating
the pilot, as compared to the prior year where pilot plant costs consisted of engineering, fabrication and
installation of the equipment. Spending on external research in the current quarter and fiscal year was nil
as compared to nil and $1.0 million in the prior fiscal periods, as the Company focused all of its resources
on the operation of the integrated demonstration pilot.

General & Administrative Expenditures
The following table provides details of G&A expenses for the periods noted ($ thousands):
Three Month Period Ended
Aug 31
2011
Compensation
& Benefits
Consulting
& Professional Fees

$

106

Aug 31
2010
$

87

Fiscal Year Ended
Aug 31
2011

Increase
(Decrease)
$

19

$

727

Aug 31
2010
$

567

Increase
(Decrease)
$

160

123

45

78

358

323

35

Directors’ Fees

60

58

2

299

267

32

Travel

21

17

4

139

147

(8)

46

71

(25)

214

226

(12)

50

10

40

259

95

164

118

$ 1,996

$ 1,625

Rent, Insurance
& Office
Investor Relations
& Regulatory
Total

$

406

$

288

$

$

371

• G&A expense totaled $0.4 million for the three month period ended August 31, 2011, higher than
the comparable period in fiscal 2010 by $0.1 million. Compensation expense is slightly higher in
the quarter due to lower amount of management time allocated to SDTC project as the project was
decommissioned in the third quarter. On a year to date basis, compensation is higher by $0.2 million due
to an executive retention arrangement paid in the first quarter of the current fiscal year which was part of
a compensation agreement finalized in January 2010. Investor relations and regulatory expenses were
higher in the current quarter, and on a year to date basis as the Company increased spending on investor
relations activity which was nominal in the prior comparable period. As the Company prepared for the
commercialization of its technology in the fourth quarter of 2011, there was an increase in spending on
consulting and professional fees over the same period last year.
• Interest income increased to $132,538 from $103,787 for the fiscal year ended August 31, 2011
reflecting the increase in the Company’s cash balances along with marginal increases in interest rates.
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Liquidity and Capital Resources
On March 10, 2011, the Company received $0.8 million from SDTC representing the advance payment
for milestone three under the terms of the SDTC agreement. The payment has been advanced following
achievement of the second major operational phase of the pilot. The Company has now received a total of
$4.4 million from SDTC under the previously announced Contribution Agreement.
The Company had $12.0 million in cash at August 31, 2011, which compares to cash and short-term
investments of $9.0 million (including $0.4 million of current restricted investment) at August 31, 2010.
The Company’s cash balances consist of interest bearing cash accounts held at Schedule I Canadian
chartered banks.
The Company has sufficient cash, and remaining government grants to fund its research and development
and general and administrative costs for at least the next twelve months. Options available to the Company
to fund its future cash requirements include, but are not limited to, new or additional government grants and/
or issuances of securities and/or some form of partnership or joint venture.
The following is a summary of the cash flows for the periods noted:
• Cash used in operating activities for the fiscal year ended August 31, 2011 was $12.0 million compared
to $9.5 million for the same period ended August 31, 2010. The increase in cash used in operations during
the fiscal year was due to the lower amounts recovered under the government grant programs that were
completed during the year. In addition, changes in non-cash working capital contributed to the use of cash
as the Company decommissioned its integrated pilot plant in the third quarter.
• Cash provided by investing activities was $2.7 million for the fiscal year ended August 31, 2011,
representing the reduction of unrestricted and restricted short term investments. During the year the
Company successfully completed the R&D projects related to the integrated pilot and its obligations
under the AEIF Grant. As a condition of the grant, the Company issued a letter of credit (“LC”) to
the Province of Alberta, which, under certain circumstances, would allow the Province of Alberta to
recover the balance of funds advanced under the AEIF Grant. The LC was secured by restricted short
term investments and was reduced as eligible expenditures were incurred. The letter of credit expired
on June 30, 2011 and the associated restricted short term investments were consolidated with cash
held in interest bearing accounts.
• Cash provided from financing activities was $14.5 million for the fiscal year ended August 31, 2011, as
compared to $3.7 million in the previous fiscal year ended August 31, 2010. The primary source of cash
was $13.3 million net proceeds received from the completion of a private placement where the Company
issued 7,165,500 units of the Company at $2.00 per unit for total gross proceeds of $14.3 million
(the “Private Placement”). Each unit consisted of one common share and one half of one common share
purchase warrant (each whole common share purchase warrant a “Warrant”). In addition, the Company
received $0.4 million on the exercise of 434,066 stock options during the fiscal year along with $0.8
million in Government funding from SDTC for funding for the third milestone payment.
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Financial Instruments
The Company’s financial instruments consist of cash and cash equivalents, accounts payable and accrued
liabilities. Management of the Company believes that it is not exposed to significant interest, currency,
liquidity or credit risks arising from its financial instruments and that their fair values approximated their
carrying values. The Company manages the risks relating to the financial instruments by holding cash in
interest bearing accounts at Schedule I Canadian chartered banks. The income statement includes interest
income and foreign exchange loss which are associated with the Company’s financial instruments.

IFRS Assessment and Conversion Plan
In February 2008, the CICA announced that Canadian generally accepted accounting principles for publicly
accountable enterprises will be replaced by IFRS for fiscal years beginning on or after January 1, 2011.
Companies are required to provide IFRS comparative information for the previous fiscal year. Accordingly,
the conversion from Canadian GAAP to IFRS is applicable to the Company’s reporting for the first quarter
of fiscal year 2012 for which the current and comparative information will be prepared under IFRS.
The Company’s IFRS implementation project consists of three primary phases which will be completed by
a combination of in-house resources and external consultants.
• Initial diagnostic phase (“Phase I”) – Involved preparing a preliminary impact assessment to identify key
areas that may be impacted by the transition to IFRS. Each potential impact identified during this phase
was ranked as having a high, moderate or low impact on our financial reporting and the overall difficulty of
the conversion effort.
• Impact analysis, evaluation and solution development phase (“Phase II”) – Involves the selection of IFRS
accounting policies by senior management and the review by the audit committee, the quantification of
the impact of changes on our existing accounting policies on the opening IFRS balance sheet and the
development of draft IFRS financial statements.
• Implementation and review phase (“Phase III”) – Involves training key finance and other personnel and
implementation of the required changes to our information systems and business policies and procedures.
It will enable the Corporation to collect the financial information necessary to prepare IFRS financial
statements and obtain audit committee approval of the IFRS financial statements.
The Company has completed its preliminary assessment of the differences between IFRS and Canadian
GAAP that may potentially impact the recognition, measurement and presentation of the Company’s financial
statement balances at the transitional date of September 1, 2010. The Company is almost complete d
Phase II of the project to (i) update its findings under Phase I; (ii) quantify the differences identified in Phase
1; (iii) record necessary entries to its transitional balance sheet at September 1, 2010; and (iv) prepare
the reconciliation tables mandated by IFRS 1 commencing with the Company’s first interim IFRS financial
statements (November 30, 2011 with (November 30, 2010 comparatives) from Canadian GAAP reported
net income and equity to that reported under IFRS.
The Company is required to apply all of those IFRS standards which are effective for periods ending August
31, 2012 and apply them to its opening September 1, 2010 balance sheet (transition date).
The differences as identified in Phase I and Phase II are summarized below. These areas do not represent a
complete list of expected changes. As the Company progresses further and as changes to Canadian GAAP
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and IFRS standards may occur prior to the changeover date, the differences and impacts described below
may be subject to change.
The table below summarizes the expected timing of key activities related to the Company’s
transition to IFRS.
Initial analysis of key areas for which changes to accounting
policies may be required.

Completed

Detailed analysis of all relevant IFRS requirements and
identification of areas requiring accounting policy changes or
those with accounting policy alternatives.

Completed

Assessment of first-time adoption (IFRS 1) requirements and
alternatives.

Completed

Final determination of changes to accounting policies and
choices to be made with respect to first-time adoption
alternatives

Completed

Resolution of the accounting policy change implications on
information technology, internal controls and contractual
arrangements

In progress with completion expected
during Q1 2012

Management and employee education and training

In progress with completion expected
during Q1, 2012

Quantification of the Financial Statement impact of changes
in accounting policies

In progress with completion expected
during Q1, 2012

Transitional impact on financial statement presentation and classification
The Company’s financial statements will have a different format upon transition to IFRS. The components
of a complete set of IFRS financial statements are: statement of financial position (balance sheet),
statement of comprehensive income, statement of changes in equity, statement of cash flows, and notes
including accounting policies. The income statement will be presented as a component of the statement of
comprehensive income.

IFRS 1 Transitional policy choices and exceptions for retrospective application
IFRS 1 contains the following policy choices with respect to first-time adoption that are applicable to
Titanium.

Property, plant & equipment
IFRS 1 provides a choice between measuring property, plant and equipment at its fair value at the date of
transition and using those amounts as deemed cost or using the historical cost basis under Canadian GAAP.
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Impact on the Company
The Company does not expect any significant transitional issues. The Company will elect to use the
historical cost carrying values for property, plant and equipment as determined under Canadian GAAP
for transitional purposes.

Mandatorily applicable standards with retrospective application (i.e. not specifically
exempt under IFRS 1
Intangible Assets – Research & Development Assets
The Company completed a large research program and received grants from the Alberta Government’s AEIF
to assist in a two-year program.
IFRS: IAS 38 “Intangible Assets” deals with the criteria for the recognition of research versus development
phases and impairment testing. Expenditures incurred in the research phase are required to be expensed as
incurred and expenditures incurred in the development phase are allowed to be capitalized if certain requisite
criteria are met. Impairment of intangible assets is to be considered each reporting period.

Impact on the Company
The Company does not expect any significant transitional issues. The Company retroactively adopted,
in the fourth quarter ended August 31, 2009, the new CICA Handbook Section 3450, “Research and
Development Costs”, with no impact on the financial statements. The Company’s R&D expenditures
will not be impacted by the transition to IFRS as CICA Section 3450 has been converged with IAS 38,
Intangible Assets.

Government Grants
The Company participates in the following Government incentive programs.
1. AEIF – The Company was awarded a $3.5 million Alberta Energy Innovation Fund Grant (the “Grant”) from
the Province of Alberta to assist the Company in its research in recovering heavy minerals and bitumen
from oil sands froth treatment tailings streams.
2. SDTC Contribution Agreement - In January 2010, the Company entered into a Contribution Agreement
with SDTC, effective September 1, 2009, to financially assist the Company in developing and
demonstrating its technology.
IFRS: IAS 20, Accounting for Government Grants and Disclosure of Government Assistance Under IAS 20,
Government Grants are recognized when there is reasonable assurance that the entity will comply with the
relevant conditions attached to the grant and the grants will be receivable.

Impact on the Company
The Company does not expect any significant transitional issues. The Company believes that its recognition
policy under Canadian GAAP is substantively consistent with IAS 20.

Share Based Compensation
The Company accounts for all stock-based payments granted to employees and non-employees using the
fair value method as per the CICA Handbook Section 3870, “Stock-Based Compensation and Other StockBased Payments” which requires entities to account for employee stock options using the fair value
based method.

18

Titanium Corporation | 2011 Annual Report

Management Discussion and Analysis
for the Year Ended August 31, 2011

IFRS: Under IFRS 2, “Share Based Payments”, graded vesting awards must be accounted for as though
each installment is a separate award. IFRS does not provide for an election to treat the instruments as
a pool and recognize expense on a straight line basis.

Impact on the Company
The Company has recognized stock compensation expense on a straight line basis under Canadian
GAAP and expects to record transitional entries for options unvested at September 1, 2010 for IFRS.
The Company has completed these calculations, and will record at the date of transition an increase
in deficit and a corresponding decrease in contributed surplus.

Information systems and processes and controls
Based on findings from the preliminary diagnostic phase of the project the Company does not expect that
adoption of IFRS will have a pervasive impact on its present systems and processes. The Company expects
to implement certain minor changes to the general ledger account descriptions as well as the calculation
methodologies currently in use for certain specific financial statement areas such as asset impairment
and share based compensation. As the accounting policies are selected, appropriate changes to ensure
the integrity of disclosure controls and procedures will be made. For example, any changes in accounting
policies could result in additional controls or procedures being required to address reporting of first time
adoption as well as ongoing IFRS reporting requirements. At this point, the Company is in the final stages of
determining its accounting policy choices. The certifying officers plan to complete the design, and evaluate
the effectiveness of, any significant changes to controls in the first quarter of fiscal year 2012 to prepare for
certification under IFRS in fiscal year 2012.

Impact on Transition Date Financial Position
As a result of the aforementioned IFRS differences, the Company expects that its deficit at September 1,
2010 will increase under IFRS, due to the recognition of additional stock-based compensation expense at
the date of transition.

Risks
The following conditions currently known to management may have a material impact on the financial
condition and results of operations of the Company in the future. This discussion is not all-inclusive and
other factors may affect the Company in the future.
• The Company may not be able to achieve commercialization of the Project on the timetable anticipated or at all;
• The Company expects its cash reserves will be reduced due to future research and development
expenditures, commercialization activities, and G&A expenses and cannot provide certainty as to how long
the cash reserves will last or that the Company will be able to access additional capital when necessary;
• Potential fluctuations in financial and business results and conditions make forecasting difficult for a new
Project and may restrict access to funding for a commercialization plan;
• Exchange rate and commodity price fluctuations are beyond the Company’s control and may have a
material adverse effect on its business, operating results, financial condition and future profitability;
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• M
 arkets for the heavy minerals have not been established and may take longer to develop than
anticipated;
• The costs for large capital intensive projects in the oil sands are difficult to forecast and there is no
assurance that the capital expenditures required to commercialize any products resulting from the
Project will not be significantly higher than planned;
• The Company is an R&D company and it has limited experience with completing a commercial operation
for a new business;
• The Company is dependent on third party suppliers and the oil sands operators for the supply of key
materials and components for the Project and it currently does not have contracts in place for these
supplies;
• R
 egulatory or environmental law changes may impact negatively on the Project and the market for the
Company’s products;
• O
 nce the Project is developed, the Company could be liable for environmental damages resulting from
research activities or commercial operations;
• Failure to protect intellectual property could adversely affect the Company’s success and growth.
Intellectual property litigation may cause the Company to incur significant expenses or prevent the
Company from successfully completing or operating the Project;
• The Company could fail to attract and retain the personnel necessary to run its business;
• Competitors may discover solutions to remove and recover bitumen and minerals prior to the successful
commercialization of the Project.

Other Information
Outstanding Share Data – as at November 17, 2011:
Number of common shares – issued and outstanding

64,078,416

Number of Warrants (1)

4,008,780

Number of options to purchase common shares

5,614,967

Each whole Warrant entitles the hold to purchase one additional common share at
a price of $2.50 per commons share. The Warrants expire on June 15, 2012.

(1) 

Compliance
Mr. Neil Dawson, Principal of Titanatek (Pty) Ltd. of Australia, and a registered member of AusIMM is
the independent consultant who acts as the Qualified Person for the Company on its Oil Sands Project.
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Independent Auditor’s Report

PricewaterhouseCoopers LLP
Chartered Accountants
TD Tower, 10088 102 Avenue NW, Suite 1501
Edmonton, Alberta, Canada T5J 3N5
T: +1 780 441 6700 F: +1 780 441 6776

November 16, 2011

To the Shareholders of Titanium Corporation Inc.
We have audited the accompanying financial statements of Titanium Corporation Inc., which comprise the
balance sheets as at August 31, 2011 and 2010 and the statements of loss, comprehensive loss and
deficit and cash flows for the years then ended, and the related notes including a summary of significant
accounting policies and other explanatory information.

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

Auditor’s responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of
Titanium Corporation Inc. as at August 31, 2011 and 2010 and the results of their operations and their
cash flows for the years then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants
Edmonton, Alberta
“PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.
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Balance Sheets
As at August 31, 2011 and 2010

2011

2010

Assets
Current assets
$ 12,025,482

Cash and cash equivalents

$

6,777,638

Short-term investments

–

2,267,653

Restricted short-term investment (note 7)

–

425,799

18,777

293,146

491,850

–

Goods and services tax receivable
Eligible grant funding receivable (note 7)
Prepaid expenses

Equipment (note 9)

89,224

256,577

12,625,333

10,020,813

37,913
$

12,663,246

$

456,459

56,899
$ 10,077,712

Liabilities
Current liabilities
Accounts payable
Accrued liabilities

Government grants (note 7)

$

1,711,592

294,506

815,600

750,965

2,527,192

–

1,459,865

750,965

3,987,057

Shareholders’ Equity
Share capital (note 10)

59,929,848

48,386,821

Contributed surplus (note 11)

13,891,714

9,198,999

Deficit

(61,909,281)

(51,495,165)

Nature of business and basis of presentation (note 1)
Commitments (note 13)

Approved by the Board of Directors

“Scott Nelson” 		

“Eric W. Slavens”

Director		

Director

The accompanying notes are an integral part of these financial statements.
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11,912,281

6,090,655

$ 12,663,246

$ 10,077,712

Statements of Loss, Comprehensive Loss and Deficit
For the years ended August 31, 2011 and 2010

2011

2010

Expenses and losses
Research and development

$

8,714,036

$

9,503,841

Government grant recovery

(2,777,323)

(4,386,698)

General and administrative

1,996,068

1,625,075

Stock-based compensation (note 10)

2,583,785

345,778

Amortization

18,986

20,710

Foreign exchange loss

11,102

142

–

(20,517)

10,546,654

7,088,331

(132,538)

(103,787)

10,414,116

6,984,544

Deficit – Beginning of year

$ 51,495,165

$ 44,510,621

Deficit – End of year

$ 61,909,281

$ 51,495,165

Basic and diluted loss per share (note 10)

$

$

Gain on disposal of equipment

Interest income
Net loss and comprehensive loss

0.17

0.12

The accompanying notes are an integral part of these financial statements.
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Statements of Cash Flows
For the years ended August 31, 2011 and 2010

2011

2010

Cash (used in) provided by
Operating activities
Net loss for the years

$ (10,414,116)

$

(6,984,544)

Items not affecting cash
Stock-based compensation

2,583,785

345,778

Recovery of grant – net of interest

(2,777,323)

(4,386,698)

18,986

20,710

–

(20,517)

(10,588,668)

(11,025,271)

Decrease (increase) in goods and services tax receivable

274,369

(192,712)

Decrease (increase) in prepaid expenses

167,353

(180,876)

(Decrease) increase in accounts payable
and accrued liabilities

(1,776,227)

1,942,441

(11,923,173)

(9,456,418)

357,316

49,675

Amortization
Gain on disposal of equipment

Net change in non-cash working capital items

Financing activities
Common shares issued on exercise of stock options
Common shares and warrants issued on private placement,
net of issue costs

13,294,641

–

825,608

3,616,256

14,477,565

3,665,931

425,799

2,429,909

2,267,653

9,820,151

Proceeds on disposition of equipment

–

32,846

Acquisition of equipment

–

(5,567)

2,693,452

12,277,339

Increase in cash and cash equivalents

5,247,844

6,486,852

Cash and cash equivalents – Beginning of year

6,777,638

290,786

Government grant proceeds, including interest

Investing activities
Decrease in restricted short-term investments
Decrease in short-term investments

Cash and cash equivalents – End of year

The accompanying notes are an integral part of these financial statements.
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$ 12,025,482

$

6,777,638

Notes to the Financial Statements
August 31, 2011 and 2010

1. Nature of business and basis of presentation
Titanium Corporation Inc. (“Titanium” or the “Company”) is a corporation governed by the Canada Business
Corporations Act. The Company is engaged in the business of researching and developing a separation
process for the recovery of bitumen (heavy oil), solvents and heavy minerals from oil sands froth treatment
tailings (“Oil Sands Project” or the “Project”). The Company has completed demonstration piloting of its
patented new clean technologies. Creating Value from Waste™ technologies are designed and tested to
recover bitumen (heavy oil), solvents and valuable heavy minerals from oil sands tailings and reduce negative
environmental impacts.
The Company is in the development stage as it has yet to earn any revenues from its process. The
recoverability of amounts expended on research and development to date, is dependent on the ability of the
Company to complete pre-commercialization activities, commercialization at oil sands sites, and achieve
future profitable operations. The Company is dependent on raising funds through the issuance of shares,
government grants and/or attracting partners in order to undertake further research, development and
commercialization of its technology. The Company may not be successful in these endeavours.

2. Summary of significant accounting policies
The financial statements have been prepared and reported in Canadian dollars in accordance with Canadian
Generally Accepted Accounting Principles (“GAAP”).

Use of estimates
The timely preparation of the financial statements in conformity with Canadian GAAP requires that
management make estimates and assumptions and use judgement regarding the reported amount of assets
and liabilities and disclosures to contingent assets and liabilities at the date of the financial statements
and the reported amounts of expenses during the period. Such estimates relate to unsettled transactions
and events as at the date of the financial statements. Accordingly, actual results may differ from estimated
amounts as future confirming events occur and the impact in the financial statements of future periods
could be material.

Cash and cash equivalents
Cash and cash equivalents consist of cash on hand and bank balances net of outstanding cheques which
have not cleared the bank at a period end. Also included are short-term investments with maturity dates of
3 months or less.

Short-term investments
Short-term investments are comprised of certificates of investment with original maturity dates of
twelve months but which are all redeemable within 30 days of the issue date. The Company’s short-term
investments are held with Schedule 1 Canadian banks where management believes the risk of loss to be
minimal.

Research and development costs
Expenditures that are related to research activities are expensed as incurred. Expenditures that meet the
criteria for the development stage are capitalized as intangible assets.
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2. Summary of significant accounting policies (continued)
Equipment
Equipment is recorded at cost less accumulated amortization. Amortization is recorded on the declining
balance basis at rates between 20% and 50% as appropriate for the type of equipment.
In the year in which an asset is acquired, half the normal rate of amortization is recognized.

Government grants
The Company periodically receives financial assistance under government incentive programs. Government
assistance relating to research and development costs is reflected as a reduction of the related expenses.

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 (Black-Scholes) 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.

Foreign currency translation and transactions
The Company employs the temporal method of translation whereby monetary assets and liabilities are
translated at the period-end rates and all other assets and liabilities are translated at applicable historical
exchange rates. Revenue and expense items are translated at the rate of exchange in effect at the date the
transactions are recognized in income, with the exception of amortization which is translated at the historical
rate for the associated asset. Realized exchange gains and losses and currency translation adjustments are
included in income.

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 likely.

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, 2011, the Company has not incurred or committed any asset retirement obligations
related to the development of its Oil Sands Project.
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3. Adoption of new accounting standards
In February 2008, the Canadian Accounting Standard Board confirmed that International Financial
Reporting Standards (“IFRS”) is mandatory in Canada for profit-oriented publicly accountable entities for
fiscal periods beginning on or after January 1, 2010. The Company’s first annual IFRS financial statements
will be for the fiscal year ending August 31, 2012 and will include IFRS comparative period for 2011.
Starting in the first fiscal quarter of 2012, the Company will provide unaudited financial information in
accordance with IFRS including comparative figures for 2011.

4. Comparative figures
Certain prior period comparative figures have been reclassified to conform to the current year’s financial
statement presentation.

5. Capital management
The Company considers its shareholders’ equity and government grant balance as its capital, which at
August 31, 2011 totalled $11,912,281 (August 31, 2010 – $7,550,520). The Company does not have
any bank debt or externally imposed capital requirements to which it is subject. The Company’s capital
management objectives are to manage its cash and short-term investments prudently; to minimize the
expenditures on general and administrative costs so that more funds are available for research and
development to continue to advance the Oil Sands Project forward; and to access available government
funding for research and development.
Management reviews its capital management approach on an ongoing basis and believes that its current
approach, given the relative size and stage of development of the Company, is appropriate. There were no
changes in the Company’s approach to capital management during the year ended August 31, 2011.

6. Financial instruments and financial risk factors
The Company has for accounting purposes, designated its cash and cash equivalents, short-term
investments and restricted short-term investments as held-for-trading, which are measured at fair value.
Goods and services tax receivable and Government grant receivable are classified for accounting purposes
as receivables, which are measured at amortized cost which equals fair market value at inception. Accounts
payables and accrued liabilities are classified for accounting purposes as other financial liabilities, which are
measured at amortized cost which also equals fair market value at inception.
As of August 31, 2011, the Company estimates that both the carrying and fair value amounts of the
Company’s financial instruments are approximately equivalent.
The Company has classified the financial instruments measured at fair value in accordance with a three level
hierarchy. The hierarchy groups financial assets and liabilities into three levels based on the significance of
inputs used in measuring the fair values of the financial assets and liabilities. The fair value hierarchy has the
following levels:
i) Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;
ii) Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset
or liability either directly (i.e. as prices) or indirectly (i.e. derived from prices); and
iii) Level 3: inputs for the asset or liability that are not based on observable market data
(unobservable inputs).
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6. Financial instruments and financial risk factors (continued)
The level within which the financial asset or liability is classified is determined based on the lowest level of
significant input to the fair value measurement. The Company’s cash and cash equivalents has been subject
to level 2 valuation. Assessment of the significance of a particular input to the fair value measurement
requires judgment and may affect the placement within the fair value hierarchy.

Financial risk
The Company’s activities expose it to a variety of financial, credit, liquidity and market risks, including
interest rate and foreign exchange rate risks.
Financial risk management is carried out by the Company’s management team with guidance from the
Audit Committee and the Board of Directors. The Board of Directors also provides guidance for enterprise
risk management.

Credit risk
Credit risk is the risk of loss associated with a counterparty’s inability to fulfill its payment obligations. The
Company’s credit risk is primarily attributable to cash and cash equivalents. Cash and cash equivalents are
held with Schedule I Canadian Chartered banks which are reviewed by management. Management believes
that the credit risk concentration with respect to financial instruments is minimal.

Liquidity risk
Liquidity risk is the risk that the Company will not have sufficient cash resources to meet its financial
obligations as they come due. The Company’s approach to managing liquidity risk is to ensure that it will
have sufficient liquidity to meet liabilities when due. As at August 31, 2011, the Company had an aggregate
cash and cash equivalents, of $12,025,482 (August 31, 2010 – $9,471,090) to settle current liabilities of
$750,965 (August 31, 2010 – $2,527,192). Most of the Company’s financial liabilities have contractual
terms of 30 days or less.

Market risk
Market risk is the risk of loss that may arise from changes in market factors such as interest rates and foreign
exchange rates.
a) Interest rate risk

The Company’s current policy is to invest excess cash in bankers’ acceptances and guaranteed investment
certificates issued by Schedule I Canadian banks. The Company periodically monitors its investments and
the creditworthiness of the banks it holds investments in. As at August 31, 2011, the Company has no
bankers’ acceptances, guaranteed investment certificates or interest-bearing debt.
b) Foreign currency risk

The Company’s reporting and functional currency is the Canadian dollar and most purchases are transacted
in Canadian dollars. Some research and development expense is denominated in US dollars and to a lesser
extent Australian dollars. The Company does not hold any significant balances in foreign currencies to give
rise to exposure to foreign exchange risk. Any impact from fluctuations in foreign exchange rates would be
minimal and therefore the Company does not hedge its foreign exchange risk.

28

Titanium Corporation | 2011 Annual Report

Notes to the Financial Statements
August 31, 2011 and 2010

7. Government funding
Alberta Energy Innovation Fund (“AEIF”) Grant
On March 28, 2008, the Company was awarded a $3.5 million Energy Innovation Fund Grant (the “Grant”)
from the Province of Alberta to assist the Company in its research in recovering heavy minerals and
bitumen from oil sands froth treatment tailings streams. The Grant matched the Company’s expenditure
and represented half of the total program expenses of $7 million for a two year program. The program was
completed on March 31, 2011. The recovery of the AEIF grant recognized in the income statement was
$206,089 for the year ended August 31, 2011 (August 31, 2010 – $2,038,720).
As a condition of the grant, the Company issued a letter of credit (“LC”) to the Province of Alberta, which,
under certain circumstances, would allow the Province of Alberta to recover the balance of funds advanced.
The LC was secured by restricted cash and was reduced as eligible expenditures were incurred. The letter
of credit expired on June 30, 2011 and the associated cash became unrestricted.

Sustainable Development Technology Canada (“SDTC”) Contribution Agreement
In January 2010, the Company entered into a Contribution Agreement with SDTC, effective
September 1, 2009, to financially assist the Company in developing and demonstrating its technology.
Under the terms of the agreement SDTC contributed to the Company up to the lesser of 30.75% of eligible
project costs or $4,919,212. The contribution is payable in stages when the Company meets agreed
project milestones as set out in the agreement. During the year ended August 31, 2011, the Company
was advanced a third payment of $824,207 (August 31, 2010 – $3,603,155). As of August 31, 2011,
the funding received to date has been spent in its entirety and the Company has an amount recoverable of
$491,850 representing a 10% holdback on the full value of the grant.
The government grant recovery of SDTC is recognized on a matching basis as the Company incurs
expenditures on the specific projects under the terms of the Contribution Agreement. The recovery of the
SDTC funding recognized in the income statement is $2,571,234 for the year ended August 31, 2011
(August 31, 2010 – $2,347,978).
The following table summarizes the balance of the grants as at August 31:
Period from
inception of grant
to August 31

Year ended August 31
AEIF grant balance – Beginning of year

$

Interest earned – net
Eligible expenditures during the year
AEIF grant balance – End of year
SDTC grant balance – Beginning of year
SDTC grant during the year
Eligible expenditures during the year
SDTC grant balance – End of year
Total government grants – End of year

$

2011

2010

204,688

$ 2,230,307

1,401

13,101

124,865

(206,089)

(2,038,720)

(3,624,865)

–

204,688

–

1,255,177

3,603,155

4,427,362

2011
$

3,500,000

824,207

–

–

(2,571,234)

(2,347,978)

(4,919,212)

(491,850)

1,255,177

(491,850)

(491,850)

$ 1,459,865

$

(491,850)
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8. Oil sands project
The Company meets the criteria of an enterprise in the development stage which requires additional
disclosure about the Project and the costs incurred to date. The Oil Sands Project is described in note 1 and
the cumulative amounts expensed on the Oil Sands Project to August 31, 2011 were $37.8 million (August
31, 2010 – $29.1). No revenue has been earned to date on the Oil Sands Project. Currently there are no
contractual rights or obligations related to the Oil Sands Project.

9. Equipment
2011

2010

Cost
Accumulated amortization

$

98,799
60,886

$

98,799
41,900

Net carrying value

$

37,913

$

56,899

10. Share capital
Authorized
The Company is authorized to issue an unlimited number of common shares.

Issued and outstanding
Balance – August 31, 2009
Exercise of stock options for cash
Reallocation from contributed surplus relating
to the exercise of stock options
Balance – August 31, 2010
Private placement, net of warrant value
Exercise of stock options for cash
Reallocation from contributed surplus relating
to the exercise of stock options
Share issue costs
Balance – August 31, 2011

Number of 		
shares

Amount

56,314,317

$ 48,302,546

150,833

49,675

–

34,600

56,465,150

48,386,821

7,165,500

12,081,203

434,066

357,316

–

204,394

–

(1,099,886)

64,064,716

$ 59,929,848

On December 15, 2010, the Company completed a private placement (the “Placement”), issuing 7,165,500
units (the “Units”) of the Company for total gross proceeds of $14,331,000 ($2.00/Unit). Each Unit
consisted of one common share and one half of one share purchase warrant (the “Warrants”) (note 12).
Related to the placement, the Company incurred $852,060 in cash commissions, issued 426,030 broker
warrants (the “Broker Warrants”) valued at $267,527 (note 12) and incurred other costs of $184,299
required to complete the Placement. The total share issue costs were recorded as a charge against capital
raised and allocated between share capital and contributed surplus.
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10. Share capital (continued)
The weighted average number of common shares for the year ended August 31, 2011 is 61,774,938
(August 31, 2010 – 56,404,324). Currently, the effect of potential issuance of common shares upon the
exercise of options would be anti-dilutive since the Company is in a net loss position and accordingly basic
and diluted loss per common share are the same.

Stock Option Plan
The Company has a stock option plan (the “Plan”) for directors, officers, employees and certain key
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 10% of the
issued and outstanding common shares (rolling 10% plan) in the aggregate. All options granted 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. All of the current options expire five
years from the grant date unless the options are forfeited sooner.
In accordance with the regulations of the TSX Venture Exchange, the rolling 10% Stock Option Plan is
subject to annual approval by the Company’s shareholders.
The following table reflects the continuity of stock options and performance stock options (the “Options”):

		

Balance – August 31, 2009
Options granted

Weighted
average
exercise
price

Number of
stock options
3,235,000

$

975,000

2.03
0.71

Options exercised

(150,833)

(0.33)

Options expired

(675,000)

(3.46)

Options cancelled

(146,667)

(1.27)

Balance – August 31, 2010

3,237,500

Options granted

3,150,000

1.72

(434,066)

(0.82)

(50,000)

(1.98)

(285,000)

(2.78)

Options exercised
Options cancelled/forfeited
Options expired
Balance – August 31, 2011

5,618,434

$

$

1.44

1.57
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10. Share capital (continued)
As of August 31, 2011, there were 4,043,434 exercisable Options (August 31, 2010 – 2,695,833). The
remaining stock based compensation expense to be recognized as a charge to income over the estimated
vesting period for unvested options is $1,290,834 (August 31, 2010 – $216,148).
During the year ended August 31, 2011, the Company granted 1,300,000 stock options (the “Stock
Options”) to officers, directors and consultants. The terms of the grant are consistent with the Plan and
are exercisable at a weighted average price of $1.32 per Stock Option. The fair value of the Stock Options
granted are estimated as at the grant date using the Black-Scholes option pricing model. The assumptions
used in the calculation of the fair value of the grant are noted below:
2011

2010

Risk-free interest rate

2.09%

2.16%

Expected life

5 years

5 years

91%

Expected volatility
Fair value per option

$

0.93

86%
$

0.47

In addition to the above noted stock option grant, the Company also granted 1,850,000 performance
stock options (the “Performance Stock Options”) to officers and directors (August 31, 2010 – nil). The terms
of the grant are such that Performance Stock Options vest based on milestones related to certain of the
Company’s objectives associated with the commercialization of its technology. Subject to the vesting of
these Performance Stock Options, the Performance Stock Options are exercisable at $2.00 per share for a
period of five years from the date of grant, consistent with the Company’s stock option plan. The fair value of
the Performance Stock Options granted during the period are estimated at the grant date using the BlackScholes option pricing model with the expense being recognized over the expected vesting term.
Under Canadian GAAP, the measurement of compensation expense for an award with a performance
condition will determine the number of options that will vest, should be based on the best estimate
of the outcome of the performance condition. No compensation expense should be recognized for awards
that do not vest due to a failure to meet a performance condition. The estimate of this expense is adjusted
for subsequent changes in the expected or actual outcome of the vesting requirements and any changes
to this expense are recorded in the period of the change. Management has estimated the probability that
the performance milestone will be met. The resulting compensation expense recognized for the year ending
August 31, 2011 is $392,000. The range of possible compensation expense that could have been recorded
for the year is $nil to $544,000. The estimated amount may change by a material amount in the near future.
The assumptions used in the calculation of the Performance Stock Options are noted below:
Risk-free interest rate

2.59%

Expected life

5 years

Expected volatility
Fair value per option
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10. Share capital (continued)
The total Stock-based compensation expense for options vesting consistent with the terms of the plan and
performance based options is summarized below:
2011

Stock-based compensation expense
$

Stock options – vesting per the “Option Plan”

968,459

2010
$

345,778

1,615,327

Performance based Options

$ 2,583,786

Stock-based compensation expense

–
$

345,778

The following table reflects the Options outstanding as of August 31, 2011:

Exercise price

Weighted
average
exercise
price

$0.00 – $0.99

$

Number of
options
outstanding

Weighted
average
remaining
life (years)

Number of
options
exercisable

Weighted 		
average
exercise
price 		
(exercisable)

0.66

1,155,100

3.00

1,155,100

$1.00 – $1.99

1.38

1,533,334

3.47

883,334

1.43

$2.00 – $2.99

2.03

2,930,000

3.28

2,005,000

2.05

1.57

5,618,434

3.27

4,043,434

$

$

$

0.66

1.52

11. Contributed surplus
The following table reflects the continuity of contributed surplus relating to stock options:
Balance – August 31, 2009
Stock-based compensation expense
Reallocation of contributed surplus on options exercised

$

8,887,821
345,778
(34,600)

Balance – August 31, 2010

9,198,999

Stock-based compensation expense

2,583,785

Reallocation of contributed surplus on options exercised
Warrants (note 12)
Balance – August 31, 2011

(204,394)
2,313,324
$ 13,891,714
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12. Warrants
The following table reflects the warrants outstanding as of August 31, 2011:

Weighted 		
average 		
Warrants exercise price
Balance – August 31, 2010
Warrants issued on private placement (i)
Broker warrants issued on private placement (ii)
Issue costs
Balance – August 31, 2011

–
3,582,750

$

Amount

–

–

2.50

$ 2,249,797

426,030

2.50

267,527

–

–

(204,000)

2.50

$ 2,313,324

4,008,780

$

i) As part of the Placement, subscribers received one half of one Warrant per Unit purchased.
Each Warrant entitles the holder to purchase one common share of the Company at a price of $2.50
until June 15, 2012. A value of $2,249,797 has been attributed to the Warrants issued under the
subscription agreement based on the Black-Scholes pricing model and has been credited to contributed
surplus within shareholders’ equity.
ii) As part of the Placement, 426,030 Broker Warrants were issued to those brokers facilitated the
Placement. Each Broker Warrant was issued under the same terms as the Warrants. A value of $267,527
has been attributed to the Broker Warrants based on the Black-Scholes pricing model and has been
credited to contributed surplus within shareholders’ equity.
The assumptions used in the Black-Scholes pricing model for the Warrants and the Broker Warrants are as
noted below:
Risk-free interest rate
Expected life

1.71%
1.5 years

Expected volatility
Fair value per whole warrant

13. Commitments
The Company has a commitment to lease office space with terms that expire in May 2012. The total
remaining commitment is $60,000.
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14. 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 loss at August 31:
2011
$ 10,414,116 $

Net loss reflected in the statements of loss

2010
6,984,544

Expected income tax recovery at statutory rate

2,811,811

1,990,391

Adjustment to non-capital losses

1,415,646

(167,129)

Non-deductible stock-based compensation expense

(697,622)

(98,537)

Non-deductible other items

118,095

(1,831)

Effect of change in income tax rates
Valuation allowance
$

Income tax reflected in the statement of loss

(156,159)

(248,441)

(3,491,771)

(1,474,453)

– $

–

The following table reflects the future income tax assets at August 31:
2011

2010

Future income tax assets (liabilities)
$

6,330,248 $

3,431,512

3,792,276

2,843,879

Excess of unclaimed undepreciated capital cost over book basis

830,213

632,451

Unclaimed Common Stock Issue Costs

260,777

–

Deferred grant revenue

(122,963)

364,966

11,090,551

7,272,808

(11,090,551)

(7,272,808)

Unclaimed non-capital losses
Scientific research and development (SR&ED) expenditure pool

Less: Valuation allowance
Total future tax assets (liabilities)

$

– $

–

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 incurred. The expenditure
pool can be carried forward indefinitely and deducted in full in any subsequent year. The Federal SR&ED
expenditure pool at August 31, 2011 is $18,729,644 (August 31, 2010 – $15,950,098). Of the total
SR&ED pool, the Company has filed returns in support of SR&ED expenditures of $13,782,588 for the
year ended August 31, 2010. The Company has up to 18 months within its fiscal year end to file the 2011
SR&ED claim.
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14. Income taxes (continued)
The Company has also earned Federal investment tax credits (“ITC’s”) on SR&ED expenditures at August
31, 2011 of $4,387,589 (August 31, 2010 – $3,163,740), which can reduce Canadian Part I income
taxes in future years. Of the total ITC pool, the Company has filed returns in support of $3,303,138 of ITC’s
for the fiscal year ended August 31, 2010. The Company has up to 18 months within its fiscal year end to
file the 2011 SR&ED claim. No amount of benefit in respect of the ITC’s has been reflected in the financial
statements.
In addition to the Federal SR&ED program, the Alberta SR&ED tax credit program provides a refundable
tax credit to qualified corporations that incur eligible R&D expenditures in the province. The Company filed
its 2010 SR&ED claim applying for the maximum available refundable credit of $400,000. No amount of
benefit in respect of the Alberta refundable tax credit has been reflected in the financial statements.
As at August 31, 2011, the Company has Federal Canadian tax losses carried forward of $24,220,314
(August 31, 2010 – $17,390,979) and are available until 2031 as follows:
2014

$

2,018,780

2015

5,059,308

2026

3,398,982

2027

1,737,397

2029

4,192,821

2030

3,113,630

2031

$

4,699,396

$ 24,220,314
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