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Introduction

Financing of investments in the mining and oil eecs a very specialized fieldsecause of the
nature of these industries. These resources argemewable, and they require replacement
through exploration activities. Although returng anvestments in resources projects can be
determined, the cost and probability of finding n@serves cannot. Thus it requires a special
type of investor, one who is willing to take higkks, to support exploration activities. This
paper focuses en-thesource sector financing at the early stagesxpfoeation and mine
development. For Colombia this is of special ies¢rsince the country is starting to become a
desirable address for investors in the resouraeisec

Worldwide, between 1998 and 2001/2002, there wts Investor interest-in-+tavestidag the

minerals sector—in—paihecause—the—equity-market-was—soe—pobrlow metals pricesand

languishing share prices—tanguishing—in—the—doldzurhe gold market started seeing new
interest and—fianeirfancing increased significantly in 2002, followéy the base metals

reacting a year later. As mining companies retdro profitability, financing new projects has
again become-easpssible, stimulated by the improved share prices.

Because of the very specialized nature of investnmetine resource sector, especially for early
projects and even more so for exploration, theeevary few stock markets that focus -en are
specializedn-dealing-withthe —seetanetals. Countries with important mining traditiosisch

as Canada Australia, South Africa and the U.S. have devetbfinancial markets—te-finance
for the sector. As market specialization developdds—sectorbecame—more—specialized
especially for early stage projects, the expertisgnancing became ever more concentrated in
fewer stock exchanges. Although there still area b dozen exchanges that finance this



sector, it is the Toronto and-alsiee London Stock Exchanges that today play, by tfae
dominant role in financing the minerals industrgward the world. Of course senior financings
of the major-mnaimining houses-de-ebtain-financhage effected in many of the other major
stock markets.

Colombia is now on the radar screen of investard, @mpanies with projects in the resource
sector located in Colombia are now able to raiseawoon the equity markets. The long
absence of investment in certain segments of tbrssuch as precious and base metals, as
well as in the energy sector has resulted in mampodunities for investest both foreign and
national.

Mineral and Exploration Boom

It can be fairly reasonably be said that we ar@ scommodity boom market. There are a number
of reasons why this is happening

1. Industry Consolidation
2. Commodity Bloll Mmarket
3. Market Liquidity
Industry Consolidation
The resource sector, as with so many other indigssthas gone through major consolidation
resulting in far fewer large companies in the secto
Commodity Bull Market has big positive impact owjBct and Mine Financing
In the last few decades the return on capital ertiining sector had been very disappointing,

but there has been a big increase in earningdalsharp metal price increases triggered in
large part by the growth in China and to a lessgreke India.



Market Environment
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What is-happening in China is a major change caused biathest population shift recorded
in history from the country to the cities. Thiscigating an almost insatiable appetite for almost
all commodities.

The industry had been unprepared for this largeease in demand for all commodities. Since

mining projects have long lead times;-that-freglyesdn-takeoften from five to ten years, it is
difficult to increase supply in the short term .

Market Liquidity

The pheneminglhenomenal stock market appreciations have resiité@mendous liquidity

in the market which has led to the quest for negtase that are attractive. The resource sector
provided such opportunity. However, since sodiitivestment had taken place in the sector
over such a long time, the investment opportunivese limited, and new opprtunities were

sought after. Therein lies the current boom in gtneents in  exploration and early stage
projects.

Exploration Financing Boom

In the last three years there has been a greaasein financing both of exploration projects



and new mine development.

Why is there such a financing boom for the resoweetor?-All-ef-aBecause suddenly the
resource sector has been re-discovered by thecfadamstitutions.

The reasons are obvious.

1. laeldack of new discoveries due to prolonged low mptales and the subsequent lack
of investment in exploration and mine developmestltedingn a-drying-ugoaucity of
new projects in the discovery pipeline.

2. A tremendous increase in demand—foatif commodities, driven in large part by the
rapid industrialization of China and the—eeneentitencomitant large population
movement from the countryside to the cities.

3. Adttractiveness to financial institutions to be ire ttsector” because of the frequent
stellar performance of resource stocks

In a recent meeting in Tampa sponsored-by-BOBMO/Nesbitt Burns there were many new
participants who had never been involved in theiptes metal sector.

Equity Financing

Companies with early stage—projectsource projects rely heavily on the equity market
funding. As the resource sector is cyclical indysthe maketharkets that really understand
and cater to the sector are few. The two main Skbathanges specializing in a wide range of
financings are the Toronto (TSXEand London Stock Exchanges (LSE). In order twresk
the needs of higher risk early stage projects btite TSE and LSE have established junior
exchanges. The Ventures Exchange (TSX-V) and thve (Alternate Investor Market) are both
geared to the peculiarities of companies that gfserialize in mineral and oil exploration or
early stage projects. Since these companies usually no cash flow andften have only have
exploration properties, their valuations requisgpacial expertise.
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Toronto Stock Exchange TSX

The Toronto Stock Exchange has become the primee Nfimance Center for companies
investing in many parts of the worldas a result of a long history of successfiihancial
capacity building in the sector, which resultedhin-yaHeringailoring of appropriate financial
products.

Today's high metal prices, have resulted in higlua@on of resource equities to the point
where currenththeresources-tedasepresent 40 % of the TSX portfolio, highly skewiting
weighting of this sector on the exchange.

The TSX has a separate market for higher risk anlg stage company listings in the Ventures
Board (TSX-V). The Venture Exchange is designeddcommodate the needs of the junior
companies while protecting the interest of the gt@es.

The Toronto Stock Exchange saw a major upswing0@22financing—efwith gold equity



financings averaging overeve$ $2 -bidillion- through 2004, and then declined somewhat in
2005. Base metal financing which was almost nostart from 1998 through 2002 took off in
2003 hitting C$ 2-bidillion, before settling at an average of C$ didtillion range in 2004
and 2005.

So far, both the gold and base metal sectors &te afgood start in 2006.

Financing Activity
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London Stock Exchange

The AIM market was launched in 199 a junior market for the London Stock Exchange.

Since then over 2,200 companies have used the Aflvkeh and over £ 27 billion has been
raised -siree-thenOf these companies, over 270 are incorporateeseasputside of the U.K.

In the first quarter of 2006, 175 mining companies with an aggregate marketevaf £13.1
billiona were on the AIM.

AIM attracts a segment of the European investnanilic which -apeareappears more
positively inclined to investing in countries pexea to have higher country risks. In this
category we find Colombia, and countries in Afrittee former Soviet Union, etc.

The listing requirements on AIM are less stringgr@n on some of the-exhanrggshanges.
Thus a company alreadysted on otheraereditadcredited Exchangesuch as the TSX, has a
much-easiepasier access to get a secondary listing on AlMchSistings can be done in a
fairly short time period under a fast track procasailable to such companies. The following
graph illustrates mining financing on the AIM sir2@01.



Financing Activity On The AIM In the Mining Market
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Other Markets

Although companies rely on the TS>dad LSE for much of their financing, they alsoatsify
their trading by cross listing in a number of USrkeds as well as elsewhere.

As an example Mr. Washington from Wellington WesT'apital Market Group in Toronto has
presented the information on the proportion ofitrgcbn US marketsof 13 gold companies in
the paperpresntpdesented at the PDAC in March of 2006. On averagéunder 50 % of the
trading in these equities are traded on exchangdsas AMEX, New York and OTC.
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Greystar Resources LTD. Financing Experience



Greystar is a TSXEnd AIM listed company that has been explorin€olombia since 1995.
Greystar has invested over U8 million Mie—-{UJS}in the Angostura gold project to date.
(www.greystarresources.com).

Greystar'ssmain asset is the Angostura project in SantandgraB@ment which contains 5.9
mie-million ounces of indicated and 4-5-mnallion ounces of inferred gold resources. In mid
2006 the company is having a scoping study donélAYCH Engineering , and anticipates
starting the feasibility study late in 2006 to lmenpleted in 2007. In 2006 the company will be
investing apprximately US$4 -Mie-millionUsS in the project.

With the exception of recurrence to one convertddbt instrument entered into in September
2004, Greystar has raised all its moniesaythe equity market. Greystar has raised ové& C
80 —miamillion- SBN-to date. Between 2001 and 2005 the proceeds ofifign(including
exercise of warrents) has resulted in proceedsveir C$60,000,000-Cdn

Prior to 2004 all the financing had be@one on the TSE, however since 2004 GSL has done
50 % of new financing on the AIM. The purpose bé tAIM listing was to diversify the
shareholder base by adding European institutionastors.

GREYSTAR STOCK PEERFORMANCE VS INDEX

The history of GSL private placement financingsei 2001 is illustrated.in Table below.



LIST OF PRIVATE PLACEMENTS

Date

Price per
Unit

Terms

Dec. 19 2001

$0.16

6,137,500 units (the “Units”) at for total proceeafs$982,000. Each
Unit consists of one Common share without part #atuthe capital
stock of the Company and one non-transferable Comrsioare
purchase warrant (the “Warrant”). One Warrant weiititle the holder
to purchase one Common share without par valubdrcapital stock
of the Company for a twenty-four month period (Dd®, 2003)
extending from the closing of this Unit offeringaprice of $0.32 pef
share.

June 12,
2002

$0.25
(Special
Warrant)

20,000,000 special warrants at a price of $0.25gpecial warrant.
Each special warrant was exchanged at no additco®tlinto one unit
(“Unit”) of the Company. Each Unit consists of oBemmon share
and one-half common share purchase warrant withh e&bole

common share purchase warrant entitling the hdidegurchase oneg
Common share at a price of $0.30 per share foriagpef 12 months
expiring on June 11, 2003.

June 3, 2004

$1.90

1,000,000 units of the Company were issued at @epsf $1.90 per
unit. Each unit consists of one common share amethalf share
purchase warrant. Each whole warrant will entithe holder to
purchase an additional common share for a perio2dofmonths at a
price of $2.50 per share expiring June 3, 2006.

August 3,
2004

$2.44

Private placement of 5,124,460 common shares aica pf 1 or
Cdn$2.44 per share. Of this total, 3,415,000 shéfre “UK Placing
Shares”) were placed outside of Canada by Oceaiti€sjlLimited
and 1,709,460 shares (the “Canadian Placing Shanes®é placed by
Jennings Capital Inc., as Canadian sub agent.

Nov. 18,
2004

$3.10

7,000,000 Units were sold at a price of Cdn$3.H (pnit for gross
proceeds of approximately Cdn$21,700,000.

Each Unit consists of one common share (a “Unir&hand one-half
of one transferable common share purchase warearitVarrant”).
Each whole Warrant entitles the holder to purclmasecommon sharg
(a “Warrant Share”) at a price of Cdn$4.00 per sham or before
November 17, 2006




The -sperformangeerformance of Greystar has been very good sincgiagéing exploration
activities on the Angostura project in Colombi&2003.

Other Colombian Financing Example
Coalcorp (TSE-V)

Caaalcorp is a Canadian listed company that has aglawed a portfolio of existing
Colombian coal operations. With the portfolio obpeties, the company worked with Griffiths
McBurney Partners (GMP) in 2005 in Toronto taaage financing on the TSE-V.

Initial project financing for Coalcorp by GMP inofionto was not successful in October of
2005, however by early 2006 maket sentiments tsv&olombia in general and the coal
sector in particular allowed the financing to tgiace in Febuary 2006. Coalcorp placed
300,000,00G-suseriptisnbscription receipts raising a total of $ 180,000,through GMP and
Cannacord. Each of the units are convertible to @memon share and ne half warrant. For
more informationl refer you to their web site (ww.coalcorp.ca)

Debt Financng

Debt financing is rarely used at the early stage wiineral project.
Upon completion of a positive feasibility studybtiénancing is usuallyreserted émployed.

Debt instruments involve fixed term, revolving dtedlines and convertible
debeturedebentures. The choice of debt stucture dependsioous factors, and the choice is
often the result of weighing factors such as taglications, reduction of dilution of shares etc.
The trade off of convertible debt is that althoutje company gives up some upside for
shareholder because of additional dilution , it nhey more—desireahlesirable because of
feregiondoregoing debt covenants.( Themes and Trends BMAitNBurns Research “ Gold
Book” February 2006, Global Resource Conferencéidgi

In the more Junior mining companies, there is adr®r fairly short term debt facilities with
terms of 3 to 6 years.

Who provides debt financing

Commercial Banks

conventional loans. Will require a third paognkable feasibility study. Normally require a
minimum of 20-25% equity

From Bill Washington — Current Trends in Mining BBgyuMarkets PDAC — March 2006




Metals Banks
possible source of gold (or other metal) loahsre the developer borrows gold which is
then sold to finance the operations. Future gotdipction is pledged for repayment

Securities Firms

A possible source of convertible debenturelsesg are not often of sufficient size to
complete the financing. Convertible debenturedaars that can be converted into equity in
the company if certain conditions are met.

End Users
smelters, refiners, or other end users wikmfiinance some of the requirements for
production. This is similar to a metal loan sifieciire production is pledged.

Private Sources
private money from a variety of individuals/coamies is sometimes available. Usually this
source of funds is very expensive.

Governments
Funding from local and federal governmentdamform of bonding, tax relief, property, etc.
is often times available for part of the financparkage.

Quasi-Government Agencies

These are banks with international charactdrfanding which encourage development in
some difficult areas. Examples are the World B@RK), the Inter-American  Development
Bank, etc. Financing from these entities usualiyes with a number of "strings" attached
regarding social and environmental issues.

Debt financing is never easy and always comes tmattie basic asset. All lenders will

carefully study the viability of the project and keaheir own determination of the likelihood of
success after studying the project, politics, markkad a myriad of other issues.

Country Risk Investment Insurance

It is often advisable to obtain investment insusaon projects that are in risk areas.
A number of agencies offer such produccts frorarmational agencies to national programs.

MIGA



National investment insurance groups.

Social Responsibility - New Trends in Financingt€ra

More and more financial institutions be they lersder equity takers are scrutinizing closely
projects on their CSR record. A number of banksehswscribed to the Equator priniciple to
assess companies.

Greystar’s social responsibility programs camehtdttention of IFC which triggered stronger
interest by that organization in the Angostura @cbj

Conclusions

Foreign financing of mineral and other resoucegutg in Colombia are a reality. There is more
and more willingness by foreign investors to inviesequities of companies operating in the
resource sector in Colombia.

Debt Facility Summary

Amount

Interest

Company Date Project Country Type 1 (mm) Rate 2 Rate Info
Rio Narcea 23-Mar-04  Aguablanca Spain Senior Loan Facility $25.00 2.0-2.4% Variable, LIBOR +
Alamos Gold 19-Jul-04 Mulatos Mexico Gold Loan $40.00 3.0-3.75% Variable, Gold Lease
Apolio Gold 19-Oct-04 Corporate Term Bridge $ 3.00 25.00% Fixed
Alamos Gold 2-Feb-05 Mulatos Mexico Revolving Credit Facility $10.00 2.75% Variable, LIBOR +
Eldorado Gold 6-Apr-05 Kisladag Turkey Revolving Credit Facility $65.00 1.25% Variable, LIBOR +
Y amana Gold 19-Apr-05 Chapada Brazil TS - Variable Rate Facility $90.00 3.0-35% Variable, LIBOR +
Yamana Gold 19-Apr-05 Chapada Brazil TS - Fixed Rate Facility $90.00 10.75% Fixed
Gammon Lake  14-Oct-05 Ocampo Mexico Non - Revolving Term $ 40.00 2.25% Variable, LIBOR +
Gammon Lake  14-Oct-05 Ocampo Mexico Reducing Revolving Term $ 20.00 2.25% Variable, LIBOR +
Yamana Gold 18-Oct-05 Chapada Brazil Senior Secured Notes $ 100.00 10.95% Fixed
Rio Narcea 24-Nov-05 Tasiast Mauritania  Term Debt Facility $ 40.00 pending pending
Rio Narcea 24-Nov-05 Tasiast Mauritania  Guaranteed Loan Facility $5.00 pending pending
Jaguar Mining  21-Dec-05 Turmalina Brazil Variable ate Facility $14.00 4.00% Variable, LIBOR +
Crystallex 23-Dec-05 Corporate Term Loan $14.40 2.25% Variable, LIBOR +
Etruscan 5-Jan-06 Youga Burkina Faso TS - Debt Facility $ 28.50 pending pending
Etruscan 5-Jan-06 Youga Burkina Faso TS - Subordinated Debt $5.00 pending pending

Notes

1: "TS-" Indicates released details of a term sheet.
2: Interest rate premium show n for variable rate-based loans. Fixed loans show fixed rate. "Pending" - debt mandate announced but not f
3: Show s amount of gold hedged or proposed to be hedged under described facility.



(from Gold Book, BMO Nebitt Burns 2006)
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