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Management‟s Discussion and Analysis 

This Management‟s Discussion and Analysis (MD&A) is intended to help the reader understand Sherritt 

International Corporation‟s operations, financial performance and the present and future business 

environment. This MD&A, which has been prepared as of February 23, 2010, should be read in 

conjunction with Sherritt‟s audited consolidated financial statements for the year ended December 31, 

2009. 

References to “Sherritt” or “the Corporation” refer to Sherritt International Corporation and its share of 

consolidated subsidiaries and joint ventures, unless the context indicates otherwise. All amounts are 

in Canadian dollars, unless otherwise indicated. References to “US$” are to United States dollars.  

Securities regulators encourage companies to disclose forward-looking information to help investors 

understand a company‟s future prospects. This discussion contains statements about Sherritt‟s future 

financial condition, results of operations and business. See the end of this report for more 

information on forward-looking statements. 

Additional information relating to the Corporation, including the Corporation‟s Annual Information 

Form, is available on SEDAR at www.sedar.com or on the Corporation‟s web site at www.sherritt.com.  
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Key financial and operational data 

$ millions,  for the years ended December 31 2009           2008            

Financial highlights
(1)

Revenue
(2)

1,477.5 $     1,616.1 $     

EBITDA
(2)(3)

492.8           577.5           

Operating earnings
(2)(3)

231.1           337.4           

Net earnings (loss) 85.7            (289.7)          

Net earnings (loss) per share, basic and diluted ($ per share) 0.29            (1.05)            

Cash flow
(1)

Cash provided by operating activities 433.6 $        495.2 $        

Capital expenditures
(1)

1,567.5 $     2,208.8 $     

Production volumes

Nickel (tonnes)(50% basis) 16,800         16,204         

Cobalt (tonnes)(50% basis) 1,861           1,714           

Coal - Prairie Operations
(4)

 (millions of tonnes) 35.4            34.9             

Coal - Mountain Operations (millions of tonnes)(50% basis) 2.0              1.8               

Oil - Cuba - net production (barrels per day) 12,489         16,000         

Electricity (gigawatt hours) 2,167           2,318           

Unit operating costs

Nickel
(5)

 (US$ per pound) 3.21 $          3.72 $          

Coal - Prairie Operations ($ per tonne) 11.29           11.54           

Coal - Mountain Operations ($ per tonne) 63.88           65.16           

Oil - Cuba ($ per barrel) 7.92            7.28             

Electricity ($ per megawatt hour) 14.35           14.20           

Averaged-realized sales prices

Nickel ($ per pound) 7.46 $          9.93 $          

Cobalt ($ per pound) 17.54           36.67           

Coal - Prarie Operations ($ per tonne) 14.56           14.55           

Coal - Mountain Operations ($ per tonne) 79.04           87.51           

Oil - Cuba ($ per barrel) 45.38           55.88           

Electricity ($ per megawatt hour) 46.79           43.12           

$ millions, as at December 31 2009           2008            

Financial Condition

Current ratio
(6)

3.16:1 1.68:1 

Net working capital balance
(6)

1,027.3 $     554.3 $        

Cash, cash equivalents and short-term investments 861.6           607.4           

Total assets 9,899.4        9,547.2        

Total long-term debt 2,993.9        2,255.9        

Non-controlling interests 2,110.8        1,668.4        

Shareholders' equity 3,454.4        3,727.1        

Long-term debt-to-capitalization
(7)

35%  29%   
 

(1) Operating results and capital expenditures include those of Royal Utilities Income Fund from date of acquisition, May 2, 

2008. The Corporation recognized in its financial statements $8.3 million in the year ended December 31, 2008 as its 

share of equity earnings for the period January 1, 2008 to May 1, 2008. 

(2) Amounts for the year ended December 31, 2008 have been amended to include the results of Mineral Products which had 

previously been accounted for as a discontinued operation.  

(3) For additional information see the Non-GAAP Measures section. 

(4) For comparative purposes, Prairie Operations‟ volumes for the year ended December 31, 2008 include production for the 

period January 1, 2008 to May 1, 2008. 

(5) Net direct cash cost is inclusive of by-product credits and third-party feed costs.  

(6) Working capital at December 31, 2009 included $272.1 million of cash and cash equivalents held by the Ambatovy Joint 

Venture that can only be used to fund the Ambatovy Joint Venture‟s activities. Not including this cash, the Corporation‟s 

current ratio is 2.59:1. 

(7) Calculated as Total long-term debt divided by the sum of Total long-term debt, Non-controlling interests and Shareholders‟ 

equity. For the purposes of this calculation, Total long-term debt does not include other long-term liabilities. 
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Overview of the business 

Sherritt International Corporation is a diversified natural resource company that produces nickel, 

cobalt, thermal coal, oil, gas, and electricity. It also licenses its proprietary technologies to other 

metals companies. The Corporation has operations in the nickel mining and refining, coal mining, oil 

and gas production and power generating industries. Sherritt has operations in Canada, Cuba, Spain 

and Pakistan and a significant mining property under development in Madagascar. The common 

shares of the Corporation are listed on the Toronto Stock Exchange, trading under the symbol “S”. 

Sherritt‟s operations are decentralized, having significant management autonomy at the business level 

with certain strategic, financing, consolidation and reporting activities managed from the head office 

in Toronto, Canada. 

The Corporation remains focused on the long-term objective of effectively capitalizing on 

opportunities to grow its asset base through the expansion of existing businesses and strategic 

acquisitions.  
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(1)
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(1)
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(1) For additional information, see the Non-GAAP Measures section. 
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Metals 

Metals is an industry leader in mining, processing and refining lateritic nickel and cobalt. Sherritt has 

a 50/50 partnership with General Nickel Company S.A. of Cuba (the Moa Joint Venture or Moa JV) and 

a 40% interest in a significant nickel development project in Madagascar (the Ambatovy Joint Venture).  

Metals also owns and operates fertilizer, sulphuric acid, utilities and storage facilities in Fort 

Saskatchewan, which provide additional sources of income and enhances the security of supply of 

certain inputs and services required by its metals refining operations. 

The Moa JV mines, processes and refines nickel and cobalt for sale worldwide (except in the United 

States of America). The Moa JV has mining operations and associated processing facilities in Moa, 

Cuba; refining facilities in Fort Saskatchewan, Alberta; and an international marketing and sales 

operations.  

Continuous optimization of production facilities combined with the implementation of innovative 

technologies assists Metals in continuing to be one of the world‟s lower-cost producers of nickel and 

cobalt from lateritic ore bodies. Metals‟ experienced and knowledgeable workforce and management 

team has been the key to maintaining equipment reliability and maximizing the utilization of 

production assets. 

In Madagascar, Sherritt has a 40% interest in what is expected to be one of the world‟s largest lateritic 

nickel mining, processing and refining operations (the Ambatovy Project). Sherritt is the operator of 

this project and has as its partners, Sumitomo Corporation, Korea Resources Corporation (Kores) and 

SNC-Lavalin Inc. (collectively referred to as the Ambatovy Joint Venture). The Ambatovy Project is a 

large tonnage nickel and cobalt project with two nickel deposits located near Moramanga which are 

planned to be mined over a 27-year period. The ore from these deposits will be delivered via pipeline 

to a processing plant and refinery located near the Port of Toamasina. According to a feasibility study 

released in 2006, the Ambatovy Project has proven and probable reserves of 125 million tonnes 

grading 1.04% nickel and 0.099% cobalt and annual production capacity estimated at 60,000 tonnes 

(100% basis) of nickel and 5,600 tonnes (100% basis) of cobalt. 

Coal 

Sherritt is Canada's largest thermal coal producer, operating ten surface mines in Alberta and 

Saskatchewan. Sherritt supplies domestic utilities and international companies with coal for electricity 

generation and has abundant, high-quality and strategically located reserves in Canada that are suited 

to providing customers with a stable, low-cost, long-term fuel supply.  

Coal consists of three distinct groups: 

 Prairie Operations  

 Mountain Operations  

 Coal development assets  

Prairie Operations consists of a 100% interest in Royal Utilities Income Fund (Royal Utilities). Royal 

Utilities indirectly owns and operates the Paintearth, Sheerness, Genesee (50% joint venture interest), 

Poplar River, Boundary Dam and Bienfait mines and operates the Highvale and Whitewood mines 

under contract (the contract mines). Prairie Operations also indirectly owns a 50% joint venture 

interest in the Bienfait Activated Carbon Joint Venture, which is presently constructing an activated 

carbon plant that is expected to be commissioned in the second quarter of 2010 which will produce 

and sell activated carbon to electric utility power plants. Prairie Operations also produces and sells 

char to the barbeque briquette industry. In addition, Prairie Operations holds a portfolio of mineral 

rights located in Alberta and Saskatchewan on which it earns royalties from the production of coal, 

potash and other minerals.  

 

http://www.sherritt.com/doc08/subsection.php?submenuid=operations&category=operations/sherritt_coal_prairie_operations
http://www.sherritt.com/doc08/subsection.php?submenuid=operations&category=operations/sherritt_coal_mountain_operations
http://www.sherritt.com/doc08/subsection.php?submenuid=operations&category=operations/carbon_dev_partnership
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Mountain Operations‟ principal asset, Coal Valley Resources Inc. (CVRI), is indirectly owned 50% by 

Sherritt through the Coal Valley Partnership (CVP). CVRI owns the Coal Valley mine, Obed Mountain 

mine, Gregg River mine and Coleman properties. The Coal Valley and Obed Mountain mines are the 

only active mines in the group. The majority of coal from Mountain Operations was sold in the export 

market to overseas customers.  

Coal‟s development assets include Carbon Development Partnership (CDP), a general partnership that 

is 50% indirectly owned by Sherritt whose purpose is to undertake initiatives aimed at monetizing its 

significant undeveloped coal reserves. CDP‟s foremost project to date is the Dodds-Roundhill coal 

gasification project.  

The foundation of Coal is its experienced management team whose philosophy encourages a safe and 

productive work environment, enduring relationships with customers and partners and mutually 

beneficial relationships with the communities at each mine site. 

Oil and Gas 

Sherritt explores for and develops and produces oil and gas, primarily from fields situated in Cuba, 

from which the Corporation produced approximately 95% of its worldwide net oil production during 

2009. Sherritt holds a 100% indirect working-interest in six production-sharing contracts in Cuba.  All 

of Sherritt‟s production in Cuba during 2009 was sold to an agency of the Government of Cuba. 

Sherritt also holds working-interests in several oil fields located off the coast of Spain, has a working- 

interest in a natural gas field in Pakistan and during 2009 earned working-interests in seven licenses 

in the Western Black Sea region of Turkey.  

In January 2009, Sherritt‟s joint venture partner, Peberco Limited, entered into an agreement with an 

agency of the Government of Cuba in respect of the termination of the production-sharing contract for 

Block 7. As a result of this transaction, Sherritt did not recognize any production from Block 7 in 

2009. 

Oil and Gas has developed expertise in the exploration and development of fold-and-thrust geological 

plays along the north coast of Cuba. Reservoirs are located offshore, but in close proximity to the 

coastline. As a result, specialized directional drilling methods have been developed to economically 

exploit the reserves from land-based drilling locations. Sherritt has also implemented production 

technology to process the heavy oil produced in Cuba.  

Power 

Sherritt‟s main operational focus for Power is in Cuba. In 2009, Power also completed the construction 

of a 25 megawatt (MW) thermal power project in Madagascar.  

Sherritt holds a one-third indirect interest in Energas S.A. (Energas), a joint venture, established to 

generate electricity for sale to the Cuban national electrical grid. The remaining two-thirds interest in 

Energas is held equally by two Cuban agencies, Union Electrica (UNE) and CUPET. Energas supplies 

electricity to UNE under long-term fixed-price contracts. CUPET supplies the raw natural gas to 

Energas at no cost.  

Energas‟ integrated gas treatment and power generation facilities are located near the Varadero, Boca 

de Jaruco and Puerto Escondido oil fields in Cuba. These facilities generate electrical power by 

processing raw natural gas that would otherwise be flared deriving economic benefit while at the 

same time providing a positive environmental impact.  

The 150 MW combined cycle expansion at Boca de Jaruco is under review and as a result there was 

limited construction activity during 2009. Sherritt continues to maintain the option value of this 

project by making progress payments on major components that are under construction.  

In 2009, Sherritt completed the construction and commissioning of a 25 MW thermal power project in 

Madagascar furthering Power‟s expertise in constructing and operating power projects in emerging 

markets and coping with the challenges of these environments. The operation of the facility is 
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contracted to the local electricity utility which is entitled to all of the electricity generated for which 

Sherritt receives a fixed monthly fee. As a result, Sherritt does not recognize any production or sales 

volumes from this facility. 

Other - Technologies 

Technologies has two main focuses: hydrometallurgical technologies for the recovery of non-ferrous 

metals and technology for the cleaning of coal prior to combustion in power stations and coal 

gasification plants. In addition to supporting the Corporation‟s divisions, more than thirty commercial 

plants worldwide currently employ Technologies‟ hydrometallurgical processes.  Technologies‟ 

operations consist of approximately 65 scientists, engineers, technologists, and support staff. 

Technologies develops processes for the treatment of nickel and cobalt-bearing laterites, nickel, 

copper and cobalt-bearing concentrates, mattes, intermediates and residues, zinc and bulk zinc-lead 

concentrates, refractory gold ores and concentrates and uranium ores and is also involved in the 

development of hydrometallurgical and associated technologies for application in other resource 

based industries. 

Technologies‟ clean coal technologies development work is focused primarily on removing unwanted 

mineral matter and moisture from western Canadian lignite and sub-bituminous coals. Historically, 

the coal based energy industry has concentrated on the removal of unwanted environmental 

contaminants from exhaust gases instead of cleaning coal prior to combustion which increases energy 

content and reduces contaminants requiring capture post combustion. Technologies is currently 

working to develop beneficiation processes for low-rank coals in order to meet the emission reduction 

requirements of the power generation industry.  
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Executive summary 

Key 2009 priorities and highlights 

As a commodity-based company, Sherritt‟s financial results were directly impacted by rapidly 

deteriorating global economic conditions that began late in 2008. Throughout 2009, the economy 

improved and each of Sherritt‟s divisions remained profitable despite lower average-realized prices for 

most of Sherritt‟s products. In addition, to maintain strong financial and strategic ties in Cuba and 

Madagascar, Sherritt continued to progress with business and social responsibility programs. 

Sherritt‟s key priorities for 2009 were to: 

 Maintain the liquidity of its balance sheet; 

 Ensure the operational integrity of its core divisions; 

 Tailor production and growth initiatives to prevailing economic conditions; and 

 Position the Corporation for economic recovery. 

Highlights from 2009, below, illustrate the progress that was made on these priorities:  

 Net earnings for the year ended December 31, 2009 were $85.7 million compared to a net loss of 

$289.7 million in the prior year. 2009 net earnings include a loss on disposal of property, plant 

and equipment of $79.5 million ($57.4 million after-tax) related to the termination by Sherritt‟s 

joint-operating partner of the Block 7 production-sharing contract in Cuba. The 2008 net loss 

included an impairment of goodwill of $463.3 million related to the Ambatovy Joint Venture 

project; 

 Revenue of $1.5 billion and EBITDA
(1)

 of $492.8 million in 2009 compared to revenue of $1.6 

billion and EBITDA of $577.5 million in the prior year. Lower revenue and EBITDA were primarily a 

result of lower nickel, cobalt, export thermal coal and oil prices and lower production volumes at 

Oil and Gas as a result of the termination of the Block 7 production-sharing contract, partially 

offset by the recognition of a full-year of operating results from Prairie Operations in Coal 

compared to 2008; 

 Production levels in Coal and Metals exceeded those of the prior year. Gross working-interest oil 

production at Oil and Gas was lower by 31% primarily due to the impact of the termination of the 

Block 7 production-sharing contract. As well, production at Power was lower as a result of 

intermittent gas supply shortages; 

 An additional $1.6 billion was spent on property, plant and equipment, of which $1.3 billion was 

spent on site-based construction activities to advance the development of the Ambatovy Project 

towards the expected mechanical completion scheduled for the end of 2010 to early 2011. The 

continued political uncertainty in Madagascar has not resulted in any material disruptions in 

activities at the Ambatovy Project; 

 Initiatives in late 2008 to preserve the Corporation‟s balance sheet and maintain liquidity resulted 

in the suspension of the Phase 2 expansion at Moa/Fort Saskatchewan and the Boca de Jaruco 

expansion at Power was put under review. The Corporation also implemented cost containment 

initiatives, including restricting divisional capital spending to divisional cash flows, reducing 

controllable operating costs and reviewing ongoing Ambatovy Project costs; 

 

 

 

 

(1) For additional information, see the Non-GAAP Measures section. 
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 Oil and Gas and Power reached agreements with Cuban customers to ensure collection of the 

overdue 2008 accounts receivable and accounts receivable due in 2009; 

 The Corporation continues to maintain a strong liquidity position with a current ratio of 3.16:1, a 

net working capital balance of $1.0 billion and cash, cash equivalents, and short-term 

investments of $861.6 million. These amounts include $272.1 million in cash and cash 

equivalents that are held by the Ambatovy Joint Venture and must be used to fund the Joint 

Venture‟s activities. The Corporation‟s long-term debt-to-capitalization ratio
(1)

 is 35%; and 

 In June 2009, Sherritt finalized arrangements with its partners in the Ambatovy Project that 

established a mechanism through which the partners could finance the Corporation‟s pro rata 

share of the Ambatovy Project‟s equity funding requirements.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(1) Calculated as Total long-term debt divided by the sum of Total long-term debt, Non-controlling interests and Shareholders‟ 

equity. For the purposes of this calculation, total long-term debt does not include other long-term liabilities. 
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Consolidated financial results 

$ millions, except per share amounts, for the years ended December 31 2009           2008
(1)

Revenue by segment

Metals 415.7 $        573.5 $        

Coal
(2)

710.7           546.0           

Oil and Gas 219.7           349.8           

Power 118.1           122.8           

Corporate and other 13.3            24.0             

1,477.5        1,616.1        

EBITDA
(3)

 by segment

Metals 111.2 $        170.6 $        

Coal
(2)

187.3           141.9           

Oil and Gas 153.5           206.1           

Power 80.9            87.3             

Corporate and other (40.1)           (28.4)            

492.8           577.5           

Operating earnings (loss)
(3)

 by segment

Metals 82.3 $          144.7 $        

Coal
(2)

80.9            70.5             

Oil and Gas 63.6            98.3             

Power 49.7            57.8             

Corporate and other (45.4)           (33.9)            

231.1           337.4           

Loss on disposal of property, plant and equipment 79.5            -                  

Impairment of property, plant and equipment -                  33.5             

Impairment of goodwill -                  463.3           

Net financing expense 20.7            8.5               

Share of earnings of equity-accounted investments -                  (9.5)              

Other items 1.5              -                   

Non-controlling interests 20.4            26.1             

Income taxes 23.3            105.2           

Net earnings (loss) 85.7 $          (289.7)$        

Net earnings (loss) per share 

Basic 0.29 $          (1.05)$          

Diluted 0.29 $          (1.05)$          

Effective tax rate 18%  - %  
  

 

(1) Amounts for the year ended December 31, 2008 have been amended to include the results of Mineral Products which had 

previously been accounted for as a discontinued operation.  

(2) The Coal segment includes the following: 

 The Corporation‟s 50% proportionate interest in Mountain Operations and coal development assets. 

 The Corporation‟s consolidated results of Royal Utilities since the date of acquisition, May 2, 2008. Prior to the date of                                

acquisition, the Corporation recognized its share of earnings in “Share of earnings of equity-accounted investments”. 

(3) For additional information see the Non-GAAP Measures section. 
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The prices of nickel, cobalt and oil have been trending up in 2009, although average-realized prices 

for 2009 were significantly lower than in 2008. For 2009, domestic average-realized coal prices were 

comparable to 2008, although average-realized export coal prices were lower. Sherritt‟s diverse asset 

base, a moderate recovery in commodity prices, a decrease in most commodity input costs and the 

implementation of cost containment initiatives has allowed Sherritt to continue generating positive 

operating cash flows. Detailed information on the performance of each division can be found in the 

review of operations sections. In summary:  

 Metals‟ operating earnings of $82.3 million for the year ended December 31, 2009 were $62.4 

million lower than in 2008 primarily due to lower average-realized prices for nickel and cobalt. 

These reductions were partially offset by lower mining, processing, refining and third-party feed 

costs which were mainly due to lower commodity input prices and higher production levels; 

 Coal's operating earnings of $80.9 million for the year ended December 31, 2009 were $10.4 

million higher than in 2008. Operating earnings at Prairie Operations were higher in 2009 

primarily due to the inclusion of results of Royal Utilities for the entire year compared to eight 

months in 2008 and lower operating costs, partially offset by lower potash royalties resulting 

from lower market prices and production. In Mountain Operations, operating earnings were lower 

than in 2008 primarily due to lower average-realized prices and higher operating costs as a result 

of reduced yields at the Coal Valley mine related to temporary reductions in coal quality, partially 

offset by higher sales volumes; 

 Oil and Gas‟ operating earnings of $63.6 million for the year ended December 31, 2009 were 

$34.7 million lower than in 2008 primarily due to a reduction in oil production resulting from the 

termination of the Block 7 production-sharing contract and a 19% decrease in the average-realized 

price for oil produced in Cuba. Consolidated net earnings included a $79.5 million ($57.4 million 

after-tax) loss on disposal of assets associated with Block 7 that was recognized in the first 

quarter of 2009; 

 Power‟s operating earnings of $49.7 million for the year ended December 31, 2009 were $8.1 

million lower than in 2008 primarily due to lower sales volumes resulting from intermittent 

supply shortages and lower by-product prices and sales volumes. These decreases were partially 

offset by higher average-realized electricity prices, primarily due to changes in the foreign 

exchange rate; and 

 The effective consolidated tax rate for the year ended December 31, 2009 was 18% compared to 

nil in 2008 primarily due to changes in the relative mix of earnings and losses incurred by each 

division which are carried out in different tax rate jurisdictions. Removing the impact of the $79.5 

million ($57.4 million after-tax) loss on disposal of assets realized by Oil and Gas, the normalized 

effective consolidated tax rate for 2009 was 22%.  

Significant factors influencing operating results 

As a commodity-based, geographically diverse company, operating results are influenced by many 

factors, the most significant of which are: commodity prices, operating costs and foreign exchange 

rates. 

Commodity Prices 

Results for the year ended December 31, 2009 were significantly impacted by market-driven 

commodity prices for nickel, cobalt, export thermal coal and oil and gas. The majority of export 

thermal coal and electricity production is sold at prices that are typically established at the beginning 

of a negotiated supply contract period and are therefore less susceptible to commodity price 

fluctuations during the term of the contract.  



 

10 Sherritt International Corporation | 2009 Annual Management‟s Discussion and Analysis  

Nickel, cobalt and oil commodity prices were significantly lower in 2009 compared to 2008. Nickel 

prices declined in 2009 primarily reflecting weaker stainless steel demand. Cobalt prices were also 

lower than in the prior year due to lower demand, particularly from China. Oil prices began to recover 

in 2009 but remain well below prices seen in the second and third quarters of 2008. A sensitivity 

analysis of 2009 earnings to changes in significant commodity prices is provided in the 

Supplementary information ð Sensitivity analysis section. 

Operating costs 

Sherritt‟s success depends in part on remaining a low-cost producer at each division. Each division has 

been able to maintain this position through a combination of beneficial geographic locations, vertical 

integration at some divisions, effective management of human resources and effective use of 

technology.  

The main operating cost drivers for all divisions are labour and consumables, such as electricity, fuel 

oil, natural gas, sulphur and sulphuric acid. These costs are all driven by market forces. A sensitivity of 

the 2009 earnings to changes in significant commodity input costs is provided in the Supplementary 

information ð Sensitivity analysis section.  

Foreign exchange rate 

As Sherritt reports its results in Canadian dollars, the fluctuation in foreign exchange rates has the 

potential to cause significant volatility in those results. Most commodity prices are quoted in U.S. 

dollars. In addition, many of Sherritt‟s trade accounts receivable, accounts payable and loans payable 

are denominated in U.S. dollars. A significant appreciation or depreciation in the exchange rate can 

have a significant impact on earnings and the balance sheet. During 2009, the average U.S. dollar to 

Canadian dollar exchange rate was $1.14 compared to $1.07 in 2008. 

For the year ended December 31, 2009, the approximate impact of a $0.05 appreciation in the U.S. 

dollar would decrease 2009 annual net earnings by approximately $3.0 million. The positive impact of 

a stronger U.S. dollar on the operating earnings was more than offset by the negative impact of the 

conversion of U.S. dollar-denominated debt.  
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Review of Operations 

Metals 

Highlights  

 Established record annual nickel, cobalt and mixed sulphides production levels at the Moa JV; 

 Reached an agreement on an extension of the mixed sulphides supply agreement between the 

Moa JV companies; 

 Finalized arrangements with its partners in the Ambatovy Project to establish a mechanism 

through which the partners can finance the Corporation‟s pro rata share of shareholder funding; 

and 

 Procured all major equipment for the Ambatovy Project, with a number of systems already turned 

over to pre-commissioning teams, operational readiness activities underway and mechanical 

completion scheduled for the end of 2010 to early 2011.  

Financial review 

 

$ millions, for the years ended December 31 2009           2008            

Revenue

  Nickel 278.9 $        355.3 $        

  Cobalt 71.8            139.7           

  Fertilizers 57.0            66.5             

  Other 8.0              12.0             

415.7           573.5           

Operating costs
 (1)

  Mining, processing and refining 204.9           254.2           

  Third-party feed costs 8.8              30.4             

  Fertilizers 53.4            64.5             

  Other 18.8            35.7             

285.9           384.8           

Selling costs 12.1            13.3             

General and administrative costs 6.5              4.8               

EBITDA
 (2)

111.2           170.6           

Depletion, amortization and accretion 28.9            25.9             

Operating earnings 
(2)

82.3 $          144.7 $        
  

 

(1) Excluding depreciation and amortization of $19.4 and $16.1 million for the years ended December 31, 2009 and 2008, 

respectively. 

(2) For additional information see the Non-GAAP Measures section. 
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The change in operating earnings between 2009 and 2008 is detailed below: 

 

$ millions, for the year ended December 31 2009            

Lower realized nickel prices (148.9)$        

Lower realized cobalt prices (97.9)            

Higher sales volumes 25.3             

Lower mining, processing, refining and 

third-party feed costs 110.3           

Impact of stronger U.S. dollar 50.3             

Other (1.5)              

Change in operating earnings, compared to 2008 (62.4)$          
 

 

Metal prices 

 
 

Prices

For the years ended December 31 2009           2008            

Nickel - average-realized ($/lb) 7.46 $          9.93 $          

Cobalt - average-realized ($/lb) 17.54           36.67           

Nickel - average-reference (US$/lb) 6.67             9.54             

Cobalt - average-reference (US$/lb) 
(1)

15.89           36.58           
  

 

(1)  Average low-grade cobalt published price per Metals Bulletin. 

 

The average nickel and cobalt reference prices in 2009 decreased by US$2.87 per pound and 

US$20.69 per pound, respectively. During 2009, average-realized prices benefited from a stronger 

U.S. dollar relative to the Canadian dollar. 

Production and sales 

 

Production (tonnes) (50% basis)

For the years ended December 31 2009           2008            

Mixed sulphides 18,664         17,560         

Finished nickel 16,800         16,204         

Finished cobalt 1,861           1,714           

Sales (50% basis)

For the years ended December 31 2009           2008            

Finished nickel (thousands of pounds) 37,365         35,782         

Finished cobalt (thousands of pounds) 4,095           3,811           

Fertilizer (tonnes) 157,662       149,508       

 



 

13 Sherritt International Corporation | 2009 Annual Management‟s Discussion and Analysis  

During 2009, production of 37,328 tonnes (100% basis) of contained nickel and cobalt in mixed 

sulphides established an annual production record and was 2,209 tonnes higher than in the prior 

year. The increase primarily reflects the full-year contribution of Phase 1 expansion assets 

commissioned in the second quarter of 2008 and the impact of Hurricane Ike which reduced 

production in 2008. Finished nickel and cobalt production of 33,599 tonnes (100% basis) and 3,721 

tonnes (100% basis), respectively, was 1,191 tonnes (100% basis) and 293 tonnes (100% basis) higher 

than in the prior year, also establishing production records for the refinery. Finished metals 

production reflects the full-year contribution of Phase 1 expansion assets and increased mixed 

sulphide availability.  

Agreement has been reached to extend the mixed sulphides supply agreement between the Moa Joint 

Venture companies to June 30, 2017 on essentially the same terms.  

Metals‟ share of finished nickel and cobalt sales in 2009 was approximately 1.6 million pounds and 

284,000 pounds higher, respectively, than the prior year, as a result of higher finished metals 

production, establishing sales records for both nickel and cobalt. Annual fertilizer sales volumes were 

8,154 tonnes higher than in the prior year as a strong fall season more than offset the impact of poor 

spring weather conditions and an extended acid plant maintenance outage in Fort Saskatchewan.  

Operating costs 

 

Unit operating costs

For the years ended December 31 2009           2008            

Mining, processing and refining costs 4.64 $          6.68 $          

Third-party feed costs 0.20            0.80             

Cobalt by-product credits (1.70)           (3.73)            

Other 
(1)

0.07            (0.03)            

Net direct cash cost (US$/lb of nickel) 3.21            3.72             

Natural gas costs ($/gigajoule) 3.88            7.83             

Sulphur costs (US$/tonne) 138.03         483.71         

Sulphuric acid costs (US$/tonne) 146.21         224.88         

  

(1) Includes fertilizer profit or loss, marketing costs, premiums, and other by-product credits.  

 

 

                      

(1) Approximate breakdown of mining, processing and refining costs based on a breakdown of production costs for the year 

excluding the impact of opening and closing inventory values on the cost of sales. 

2008 Components of mining, process and 

refining costs 
(1)

16%

Fixed Costs

15%

Sulphur

19%

Sulphuric acid15%

Fuel oil

10%

Maintenance

25%

Other variable 

2009 Components of mining, process and 

refining costs 
(1)

22%

Fixed Costs

7%

Sulphur

18%

Sulphuric acid16%

Fuel oil

13%

Maintenance

24%

Other variable 
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The net direct cash cost of nickel was US$0.51 lower than the prior year due to lower mining, 

processing, refining and third-party feed costs partially offset by lower cobalt by-product credits 

resulting from lower cobalt prices. Lower mining, processing and refining costs largely reflect lower 

commodity input prices and the impact of a stronger U.S. dollar on Canadian dollar denominated 

refining costs. Lower third-party feed costs were the result of lower nickel and cobalt reference prices 

and the increased availability of Moa mixed sulphides, which have partially displaced third-party feed.  

Capital spending 

 

Capital Expenditures
(1)  

($ millions)

$ millions, for the years ended December 31 2009                2008             

Moa Joint Venture

Sustaining 27.8 $              44.6 $           

Expansion 6.1                   193.9            

33.9                 238.5            

Ambatovy Joint Venture 1,333.3            1,796.7         

Total 1,367.2 $          2,035.2 $      
 

 

(1) Capital expenditures relate to the Corporation‟s 50% interest in the Moa JV, its 100% interest in the utility and fertilizer 

operations in Fort Saskatchewan and 100% of the Ambatovy Joint Venture.  

 

Capital spending by the Moa JV was $204.6 million lower than the prior year, reflecting the 

suspension of expansion activities in late 2008 and curtailment of the sustaining capital program 

earlier in the year when nickel reference prices were lower. Expansion spending during 2009 reflected 

the on-going capitalization of interest related to financing of the Phase 2 expansion and the Moa acid 

plant and the construction of certain Phase 2 expansion assets primarily at Fort Saskatchewan.  

Capital spending for the Ambatovy Project was primarily for site-based construction activities.  

Ambatovy Project update  

 The projected capital cost of the project remains unchanged at US$4.52 billion, excluding 

accrued financing charges, foreign exchange and working capital requirements;  

 Capital spending for the project was $1.3 billion for the year; 

 A total of $1,211.2 million was provided by the Ambatovy Joint Venture partners during the year. 

Sherritt‟s share of this amount was $473.2 million, which was financed primarily through loans 

from the other joint venture partners;  

 A total of $568.0 million was drawn from the Ambatovy Joint Venture senior debt financing in 

2009; 

 Mechanical completion is scheduled for the end of 2010 to early 2011; 

 Procurement of all major equipment was completed in the fourth quarter of 2009; 

 Activities are now focused on the procurement of bulk materials and expediting delivery of 

materials to support the construction program; 

 Some systems have already been turned over from the EPCM contractor to the pre-commissioning 

teams for system walk-downs and integrity testing. This turnover process will continue 

throughout the year as the construction of systems is completed; 

 All major earthworks at the plant site and the mine site, the tailings management facility, some 

plant control rooms, and the offshore oil jetty were completed during the fourth quarter of 2009. 

At year-end, the right-of-way earthworks for the slurry pipeline were completed and the majority 

of the slurry pipeline was installed; 
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 The commissioning teams and operations teams are being staffed in preparation for 

commissioning and startup activities later in 2010; 

 Operational readiness activities are well advanced in anticipation of commissioning later in 2010; 

and  

 There have been no material disruptions in activities at the project as a result of the political 

uncertainties in Madagascar. The Corporation actively monitors the political climate in 

Madagascar and has established communication with officials of the Transitional Government and 

continues its communication with multilateral institutions and key embassies.  

Outlook for 2010  

 

Production volumes and capital spending Actual Projected

For the twelve months ended December 31 2009 2010

Production

Mixed sulphides (tonnes, 100% basis) 37,328         37,000         

Finished Nickel (tonnes, 100% basis) 33,599         33,500         

Finished Cobalt (tonnes, 100% basis) 3,721           3,700           

Capital Expenditures ($ millions)

Moa Joint Venture (50% basis)
(1)(2)

34 $             74 $            

Ambatovy (100% basis, US$)
(2)

1,118 $        1,100 $          
 

(1) Includes approximately $22 million for the acid plant in Moa, which is subject to securing financing. 

(2) Excludes interest capitalization associated with financing of assets under construction. 

 

In Metals, production of mixed sulphides in 2010 is expected to continue at a level similar to 2009. 

Consequently, finished nickel and cobalt production is also expected to be near 2009 levels. In 2010, 

scheduled annual maintenance for the Moa Joint Venture will include a planned total shutdown of the 

metals refinery that generally occurs every five years. This is not expected to materially affect annual 

production. The resumption of construction activities on the 2,000 tonne per day sulphuric acid plant 

at Moa (which is subject to securing adequate financing), and the return to more typical levels of 

sustaining capital spending, together account for the year-over-year projected increase in capital 

spending. Construction activities related to the 9,000 tonne Phase 2 Expansion at Moa and Fort 

Saskatchewan are not currently scheduled for 2010.  

At Ambatovy, mechanical completion is scheduled for the end of 2010 to early 2011. Operational 

readiness activities, which are well underway, will continue over the course of 2010 in anticipation of 

commissioning and ramp-up. 
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Coal 

Highlights 

 Continued construction of the activated carbon plant at Bienfait, Saskatchewan; incurring $21.8 

million (50% basis) of capital expenditures in 2009 with commissioning expected in the second 

quarter of 2010;  

 Finalized the extension of two mining contracts and successfully ratified three collective 

bargaining agreements in 2009; 

 Re-opened the Obed Mountain mine in July 2009, leading to record annual production in 

Mountain Operations of 3.9 million tonnes (100% basis); 

 Resolved a dispute relating to an off-take contract for increased production resulting from the re-

opening of Obed Mountain mine. Shipments began in January 2010. This dispute reduced CVRI‟s 

working capital and tangible net worth as it was unable to record expected levels of revenue in 

2009.  As a result, CVRI was not in compliance with two financial covenants applicable to a $38.0 

million (100% basis) 3-year non-revolving term facility. The financial institution granted a waiver of 

these covenants for the quarter ended December 31, 2009. See the Liquidity and capital resources 

section for more information; 

 Transportation problems, including the CN Rail labour action in December 2009, continuing 

service issues, and severe weather and equipment outages at the Westshore Terminal Port in 

British Columbia, hampered Mountain Operations‟ sales in late 2009; and 

 Permitting delays related to the Coal Valley mine led to reduced plant yields and production. 
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Financial review  

 

$ millions, for the years ended December 31 2009           2008            

Prairie Operations (100% basis) 
(1)(2)

Mining revenue 502.1 $        508.2 $        

Coal royalties 50.8            46.5             

Potash royalties 10.2            20.2             

563.1           574.9           

Operating costs 
(3)

389.5           402.8           

General and administrative costs 
(4)

10.6            12.6             

EBITDA 
(5)

163.0           159.5           

Depletion, amortization and accretion 91.6            94.7             

Operating earnings
(5)

71.4 $          64.8 $          

Mountain Operations and coal development assets (50% basis)

Revenue 147.6 $        155.7 $        

Operating costs
 (6)

119.1           115.8           

General and administrative costs 4.2              2.9               

EBITDA 
(5)

24.3            37.0             

Depletion, amortization and accretion 14.8            10.4             

Operating earnings 
(5) 

9.5 $           26.6 $          

 

(1) The results of Prairie Operations have been consolidated from May 2, 2008. Prior to May 2, 2008, Sherritt equity-accounted 

for its investment in Royal Utilities. In order to provide a meaningful discussion of results on a consolidated basis, the table 

above and the financial analysis below discuss Prairie Operations on a 100% basis for the prior year. Prairie Operations‟ 

operating results have been included in the financial statements of the Corporation since May 2, 2008.  

(2) For the year ended December 31, 2008, the Corporation recognized in its financial statements total Coal operating 

earnings of $70.5 million, including operating earnings for Prairie Operations of $43.9 million for the period May 2, 2008 

to December 31, 2008. In addition to operating earnings, the Corporation recognized in its financial statements $8.3 

million in the year ended December 31, 2008 as its share of equity earnings of Royal Utilities for the period January 1, 

2008 to May 2, 2008. 

(3) Excluding depreciation and amortization of $50.0 million and $45.5 million for the years ended December 31, 2009 and 

December 31, 2008, respectively.  

(4) Includes restructuring and other costs of $6.9 million for the year ended December 31, 2008 related to the acquisition of 

the remaining units of Royal Utilities. 

(5) For additional information see the Non-GAAP Measures section.  

(6) Excluding depreciation and amortization of $12.9 million and $8.8 million for the years ended December 31, 2009 and 

December 31, 2008, respectively. 

 



 

18 Sherritt International Corporation | 2009 Annual Management‟s Discussion and Analysis  

The change in operating earnings between 2009 and 2008 is detailed below: 

 

$ millions, for the year ended December 31 2009

Prarie Operations:

Lower royalties (5.7)$            

Lower operating costs, net of mining revenue 7.2               

Higher pension expense (4.3)              

Lower other general and administrative costs 6.3               

Lower depletion, amortization and accretion 3.1               

6.6 $            

Mountain Operations and coal development assets:

Lower export coal prices, denominated in U.S. dollars (22.9)$          

Impact of stronger U.S. dollar 10.1             

Impact of higher export sales volumes 9.6               

Impact of lower domestic sales volumes (1.6)              

Higher operating costs (3.3)              

Higher general and administrative costs (1.3)              

Higher depletion, amortization and accretion (4.4)              

Other (3.3)              

Change in operating earnings, compared to 2008 (17.1)$          

Change in operating earnings, compared to 2008

 

 

Coal prices  

 

Prices ($/tonne)
(1)

For the years ended December 31 2009           2008            

Prairie Operations - average-realized 14.56 $        14.55 $        

Mountain Operations - average-realized 79.04           87.51           
 

 

(1) Excludes royalty revenue. 

 

During the year, in Prairie Operations, there was no significant change in the average-realized price of 

coal which reflected the net impact of index-adjusted prices at owned mines, higher cost and capital 

recoveries at the Genesee mine and lower cost recoveries at the contract mines.  

In Mountain Operations, the average-realized price decreased $8.47 per tonne in 2009 due to reduced 

pricing on export coal contracts. The reduced price was partially offset by coal contracts entered into 

in 2008 at record high prices that carried into the first half of 2009 and a stronger U.S. dollar relative 

to the Canadian dollar.  

Royalty revenue 

 

$ millions, for the years ended December 31

Prairie Operations (100% basis) 2009           2008            

Coal royalties 50.8 $          46.5 $          

Potash royalties 10.2            20.2              
 

In 2009, coal royalties in Prairie Operations increased due to the timing of mining in royalty areas. 

Potash royalties decreased due to both lower production volumes and lower market prices.  
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Operating costs 

 

Unit operating costs ($ per tonne)

For the years ended December 31 2009           2008            

Prairie Operations 11.29 $        11.54 $        

Mountain Operations 63.88           65.16            

 

 

(1) Composed of rentals, subcontracts, explosives, power, taxes, tires, licenses and other miscellaneous expenses. 

(2) Composed largely of commissions, royalties, freight and port fees. 

(3) Composed of tires, explosives, power, taxes, licenses, other miscellaneous expenses. 

 

In Prairie Operations, operating costs decreased $0.25 per tonne in 2009 compared to the prior year, 

primarily due to a decline in commodity prices, particularly fuel. These cost reductions were partially 

offset by increased maintenance activities at certain owned mines on equipment that had reached 

specified operating-hour thresholds. During 2009, operating costs also increased due to two 

unplanned dragline outages in the first quarter at the Boundary Dam mine which required more costly 

mining techniques to be employed. 

In Mountain Operations, operating costs decreased by $1.28 per tonne in 2009 compared to the prior 

year, primarily due to lower commodity prices, particularly fuel, as well as better equipment 

availability. These cost reductions were partially offset by reduced plant yields at the Coal Valley mine 

and higher costs associated with the start-up of production at the Obed Mountain mine. Reduced 

plant yields were a result of fluctuations in the quality of coal being mined at the Coal Valley mine. 

 

2008 Prairie Operat ions

Components of operat ing costs

38%

Labour

26%

Repairs and 

Maintenance

16%

Fuel

20%

Other 
(1)

2009 Mountain Operat ions

Components of operat ing costs

18%

Other 
(3)

32%

Ex-Mine 
(2)

6%

Rentals  and 

Contractors

10%

Fuel

12%

Repairs and 

Maintenance

22%

Labour

2008 Mountain Operat ions

Components of operat ing costs

18%

Labour

12%

Repairs and 

Maintenance

14%

Fuel12%

Rentals  and 

Contractors

35%

Ex-Mine 
(2)

9%

Other
 (3)

2009 Prairie Operat ions

 Components of operat ing costs

40%

Labour

30%

Repairs and 

Maintenance

12%

Fuel

18%

Other 
(1)
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Production and sales 

 

Production (millions of tonnes)

For the years ended December 31 2009           2008            

Prairie Operations (100% basis) 35.4             34.9             

Mountain Operations (50% basis) 2.0               1.8               

 

 

Sales (millions of tonnes)

For the years ended December 31 2009           2008            

Prairie Operations (100% basis) 34.5             34.9             

Mountain Operations (50% basis) 1.9               1.8               

 

In Prairie Operations, production volumes in 2009 were higher compared to the prior year, largely due 

to higher production and sales at the Poplar River mine, which experienced a lengthy power plant 

shutdown in 2008, partially offset by reduced production at the Sheerness mine and the contract 

mines as a result of decreased customer demand in 2009.  Sales volumes were lower compared to 

2008 primarily due to reduced demand at the Sheerness mine and the contract mines. 

In Mountain Operations, production and sales volumes for the year were higher due to the re-opening 

of the Obed Mountain mine in July 2009.  

Capital spending 

 

Capital Expenditures 

$ millions, for the years ended December 31 2009           2008            

Prairie Operations 

   Sustaining (100% basis) 47.5 $          17.3 $          

   Growth  (50% basis) 21.8            0.2               

Mountain Operations (50% basis)

   Sustaining 
(1)

10.6            6.6               

   Growth 
(2)

11.8            2.6               

Total 91.7 $          26.7 $          

  

(1) Includes $3.6 million of equipment financed through a bank credit facility during the year ended December 31, 2009 that 

previously would have been acquired under a capital lease. 

(2) Includes $2.9 million of equipment financed through a bank credit facility during the year ended December 31, 2009 that 

previously would have been acquired under a capital lease. 

 

Coal leases the majority of its mobile equipment under long-term mine-support equipment 

agreements entered into in 2004. In 2009, due to the limited availability of lease financing at 

acceptable terms, Prairie Operations utilized working capital to purchase $27.2 million of equipment. 

During the year, Prairie Operations incurred capital costs of $20.3 million for infrastructure 

development and capital repairs on mobile equipment. 

During 2009, $21.8 million (50% share) was spent on the construction of the activated carbon plant at 

the Bienfait mine. Commissioning of the plant and sale of activated carbon to coal-fired electric utility 

power plants is expected in the first half of 2010.  

In Mountain Operations, capital spending for infrastructure development was higher than in the prior 

year as the Coal Valley mine prepared to enter new mining areas. Growth capital spending primarily 

related to the re-opening of the Obed Mountain mine in July 2009.  
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Outlook for 2010 

 

Production volumes, royalties and capital expenditures Actual Projected

For the twelve months ended December 31 2009 2010

Production

Prairie Operations (millions of tonnes) 35                36                  

Mountain Operations (millions of tonnes, 100% basis) 4                  5                    

Royalties ($ millions)

Coal 51 $             37 $               

Potash 10                15                  

Capital Expenditures ($ millions)

Prairie Operations
(1)

48 $             73 $               

Mountain Operations (50% basis)
(2)

11                24                  

Obed Mountain mine (50% basis)
(3)

12                -                     

Activated Carbon Project (50% basis) 22                14                   
 

(1) Projected 2010 amounts include capital expenditures of $41.2 million that are expected to be lease financed.  Actual 2009 

amounts do not include capital expenditures that were lease financed. 

(2) Projected 2010 amounts include capital expenditures of $12.1 million for Mountain Operations that are expected to be 

lease financed.  Actual 2009 amounts do not include capital expenditures that were lease financed. 

(3) Actual 2009 amounts do not include capital expenditures that were lease financed. 

 

In Prairie Operations, 2010 production is anticipated to remain at levels comparable to those in 2009. 

Potash royalties in 2010 are anticipated to increase approximately 50% from the prior year as the 

major production curtailments seen in the industry in the last half of 2009 ease. Coal royalties are 

expected to decline approximately 27%, as planned mining in 2010 does not overlap with as many 

royalty assessable areas as mined in 2009. Sustaining capital expenditures in Prairie Operations are 

expected to be lower than 2009 mainly as a result of the cyclical timing of equipment purchases. 

Expansion expenditures for the Activated Carbon Project will continue until second-quarter 2010, 

when the plant is to commence commercial production.  

In Mountain Operations, rail and port service has not returned to normal levels following disruptions in 

December 2009. In addition, permitting delays currently prevent the Coal Valley mine operation from 

mining the Mercoal West properties. As a result, areas of poorer quality are being mined, resulting in 

lower plant yields and higher costs which are expected to continue until all required permits are obtained. 

The sales target for Mountain Operations remains 5.2 million tonnes for 2010, but could be negatively 

impacted by the continuation of the logistics and permitting issues. Capital expenditures for Mountain 

Operations in 2010 are expected to be consistent with sustaining capital expenditures in 2009.
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Oil and Gas 

Highlights  

 Agreement reached with Cuban government agencies for payment of overdue 2008 receivables 

and receivables due in 2009; 

 Termination of Block 7 production-sharing contract resulted in a 27% reduction in gross working-

interest production; and 

 Six development wells drilled and one exploration well spudded in Cuba. 

Financial review 

 

$ millions, for the years ended December 31 2009           2008            

Revenue 

Cuba 206.9 $        327.3 $        

Spain 9.3               16.4             

Pakistan 1.1               1.1               

Processing and other 2.4               5.0               

219.7           349.8           

Operating costs 44.5             116.2           

General and administrative costs 21.7             27.5             

EBITDA 
(1) 

153.5           206.1           

Depletion, amortization and accretion 89.9             107.8           

Operating earnings
 (1)

63.6 $          98.3 $          
 

 

(1) For additional information see the Non-GAAP Measures section.  

 

The change in operating earnings between 2009 and 2008 is detailed below:  

 

$ millions, for the year ended December 31 2009

Operating earnings from Block 7 in 2008 $         (34.1) 

Impairment of Block 7 receivables in 2008 65.5             

Continuing operations:

    Lower realized oil and gas prices (72.0)            

    Impact of stronger U.S. dollar 11.5             

    Lower revenue due to decrease in  volumes (8.7)              

    Lower general and administrative expenses 
(1) 

5.7               

    Increases in depletion, amortization and accretion (5.3)              

    Other 2.7               

Change in operating earnings, compared to 2008 $         (34.7)  
 

(1) The decrease in general and administrative costs in 2009 was due mainly to increased allocation of costs to Power 

following the transition to a shared services model with between the two divisions. A corresponding increase in general 

and administrative costs was recognized by Power.  
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Oil prices 

 

Prices 

For the years ended December 31 2009           2008            

Average-realized prices:

Cuba ($/barrel) 45.38 $        55.88 $        

Spain ($/barrel) 71.32           102.55         

Pakistan ($/boe)
 (1)

8.07            7.80             

Reference price (U.S.$/barrel)

Gulf Coast Fuel Oil No. 6 55.80           72.63           

Brent 61.82           97.21           
 

 

(1) Average-realized price for natural gas production is stated in barrels of oil equivalent (boe), which is converted at 6,000 

cubic feet per boe. 

 

The average-realized price for oil production in Cuba decreased by $10.50 per barrel in 2009 as a 

result of lower oil reference prices, partially offset by a stronger U.S. dollar relative to the Canadian 

dollar. The average-realized price for oil produced in Spain was lower in 2009 for the same reasons. 

Production and sales 

 

Daily Production Volumes 
(1)

For the years ended December 31 2009           2008            

Gross working-interest oil production in

Cuba 
(2) (3)

21,707         31,233         

Net oil production 
(4)

Cuba (heavy oil)

Cost recovery
 (3)

6,172           6,487           

Profit oil 
(3)

6,317           9,513           

     Total 12,489         16,000         

Spain (light/ medium oil) 
(4)

358             438              

Pakistan (natural gas) 
(4)

367             388              

Total 13,214         16,826         

 

(1) Oil production is stated in barrels per day (bpd). Natural gas production is stated in barrels of oil equivalent per day 

(boepd), which is converted at 6,000 cubic feet per barrel.  

(2) In Cuba, Oil and Gas delivered all of its gross working-interest oil production to CUPET at the time of production. Gross 

working-interest oil production excludes (i) production from wells for which commerciality has not been established in 

accordance with production-sharing contracts; and (ii) working-interests of other participants in the production-sharing 

contracts.  

(3) Gross working-interest oil production is allocated between Oil and Gas and CUPET in accordance with production-sharing 

contracts. The Corporation‟s share, referred to as „net oil production‟, includes (i) cost recovery oil (based upon the 

recoverable capital and operating costs incurred by Oil and Gas under each production-sharing contract divided by the 

realized oil price)and (ii) a percentage of profit oil (gross working-interest production remaining after cost recovery oil is 

allocated to Oil and Gas). Cost recovery pools for each production-sharing contract include cumulative recoverable costs, 

subject to certification by CUPET, less cumulative proceeds from cost recovery oil allocated to Oil and Gas. Cost recovery 

revenue equals capital and operating costs eligible for recovery under the production-sharing contracts.  

(4) Net oil production (equivalent to net sales volume) represents the Corporation‟s share of gross working-interest 

production. In Spain and Pakistan, net oil production volumes equal 100% of gross working-interest production volumes. 

 

In January 2009, Sherritt‟s joint operating partner, Peberco Limited, entered into an agreement with an 

agency of the Cuban government which resulted in the termination of the Block 7 production-sharing 

contract. As a result, no Block 7 production was recorded in 2009. Excluding Block 7, gross working-

interest production in 2008 was 22,809 bpd. 
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Excluding Block 7, gross working-interest oil production in Cuba was lower by 1,102 bpd in 2009 

compared to the prior year primarily as a result of the temporary suspension of development drilling 

activity during the fourth quarter of 2008 and the first quarter of 2009 due to delays in collection of 

Cuban receivables. With the resumption of drilling activity in Cuba in March 2009, gross working-

interest production levels improved relative to 2008 levels during the last half of the year.  

In 2008, net production in Cuba, excluding Block 7, was 12,775 bpd consisting of 5,821 bpd of cost 

recovery oil and 6,954 bpd of profit oil. The increase in cost recovery oil of 351 bpd, excluding Block 

7, for 2009 was due primarily to the decrease in the oil price partially offset by a decrease in costs 

eligible for recovery. The profit oil component of net production is Sherritt‟s contractual share of 

production after the cost recovery component is subtracted from gross working-interest production. 

Sherritt‟s average share of profit oil in Cuba during 2009 was 41%.  

Production in Spain was lower due to natural reservoir declines and the impact of a series of 

workovers performed during 2009. 

Operating costs 

 

Unit operating costs ($ per net boe)

For the years ended December 31 2009           2008            

Cuba
(1)

7.92 $          7.28 $          

Spain 53.68           29.60           

Pakistan 1.00            0.81             

Weighted-average 9.21 $          7.71 $          
 

 

(1) 2009 excludes the impact of loss on disposal of Block 7 assets; 2008 excludes the impact of impairment of receivables. 

 

 

(1) Composed mainly of chemicals, insurance, yard maintenance costs and fuel, net of capitalized equipment costs. 

 

Unit operating costs in Cuba increased by $0.64 per barrel in 2009, primarily due to fixed operating 

costs being applied against a smaller production base following the termination of the Block 7 

contract and higher treatment and transportation rates. In addition, a retroactive adjustment to 2008 

treatment and transportation rates was recorded during the first quarter of 2009. Labour and 

maintenance costs both decreased as a percentage of total costs due to the termination of the Block 7 

contract and the suspension of drilling activity in the first quarter of 2009.  

2009 Components of operat ing costs - 

Cuba

41%

Other 
(1)

42%

Treatment and 

transportation

12%

Maintenance

5%

Labour

2008 Component s of operat ing cost s - 

Cuba

8%

Labour

26%

Maintenance

39%

Treatment and 

transportation

27%

Other
 (1)
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Capital spending 

 

Capital Spending

$ millions, for the years ended December 31 2009              2008            

Development and facilities 50.3 $          95.8 $          

Exploration 12.2            11.8             

Total 62.5 $          107.6 $        
 

 

In 2009, development and facilities capital spending included $32.0 million for development drilling 

activities, $6.6 million related to facilities and $1.5 million for workovers. Reduced development and 

facilities capital expenditures in 2009 compared with 2008 reflected the termination of the Block 7 

contract and the suspension of drilling activity in Cuba up to the end of the first quarter of 2009.  

Exploration costs related mainly to a well drilled offshore in Turkey. The well did not produce 

commercial quantities of natural gas and was abandoned. Oil and Gas is reviewing the drilling results 

to improve the Corporation‟s understanding and interpretation of the adjacent area in which it has a 

21% working-interest, in order to identify future potential drilling targets. 

During 2009, six development wells were drilled in Cuba. In addition, one exploration well was 

spudded in December 2009. Results from the exploration well are expected by the end of the first 

quarter of 2010.  

Outlook for 2010 

 

Production volumes and capital expenditures Actual Projected

For the twelve months ended December 31 2009 2010

Production

Gross working-interest (Cuba) (bpd) 21,707         19,700         

Net working-interest production, all operations (boepd)
(1)

13,214         12,450         

Capital Expenditures ($ millions)

Cuba 49 $             84 $            

Other 14 $             39 $            
 

 

(1) Net oil production predicated on the Fuel Oil No. 6 price remaining consistent with the 2009 year-end levels. 

 

In Oil and Gas,   gross working-interest oil production in Cuba is expected to be approximately 10% 

lower in 2010 when compared to 2009, due to the scheduled contractual expiry of the Varadero 

production-sharing contract in March 2010, which currently accounts for approximately 2,500 

bbls/day of gross working-interest production. Forecast gross working-interest production excludes 

any production that may result from exploration wells, on the basis that if successful, they likely will 

not be declared commercial during 2010. Capital spending in Cuba for 2010 includes five 

development wells, two exploration wells and workovers. Capital expenditures outside of Cuba relate 

to plans to grow reserves and increase production in jurisdictions where Sherritt can leverage its 

experience and operating expertise. During 2009, regular monthly payments were received for Cuban 

oil production. Sherritt anticipates continued payment of receivables on a timely basis in 2010; 

however, the payment pooling arrangements and the pledge of certain third-party payments to Cuban 

government agencies received in the past are not expected to be available to Sherritt in 2010. 
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Power 

Highlights  

 Agreement reached with Cuban government agencies regarding payment of overdue 2008 

receivables and receivables due in 2009; and 

 25 MW facility commissioned in Madagascar in the fourth quarter of 2009. 

Financial review 

 

$ millions, for the years ended December 31 2009           2008            

Revenue

Electricity sales 101.4 $        100.0 $        

By-products and other 16.7            22.8             

118.1           122.8           

Operating costs 31.1            32.9             

General and administrative costs 6.1              2.6               

EBITDA 
(1) 

80.9            87.3             

Depletion, amortization and accretion 31.2            29.5             

Operating earnings
 (1)

49.7 $          57.8 $           
 

(1) For additional information see the Non-GAAP Measures section.  

 

The change in operating earnings between 2009 and 2008 is detailed below: 

 

$ millions, for the year ended December 31 2009            

Higher realized electricity prices, denominated 

    in Canadian dollars  $           6.7  

Lower by-products prices (7.4)              

Lower electricity and higher by-products sales volumes (3.9)              

Higher general and adminstration costs 
(1)

(3.5)              

Change in operating earnings, compared to 2008 $           (8.1) 
 

 

(1) The increase in general and administrative costs in 2009 was due mainly to the increased allocation of costs to Power 

following the transition to a shared services model with Oil and Gas. A corresponding decrease in general and 

administrative costs was recognized by Oil and Gas.  

 

Electricity Prices 

 

Prices ($/MWh) 
(1)

For the years ended December 31 2009           2008            

Average-realized price 46.79 $        43.12 $        
 

 

(1) Megawatt hours (MWh). 

 

The average-realized price of electricity was $3.67 per MWh higher in 2009 compared to the prior 

year, primarily due to a greater proportion of production in 2009 from facilities that receive a higher 

tariff for electricity sales and a stronger U.S. dollar relative to the Canadian dollar. 

During 2009, by-product revenue decreased compared to the prior year mainly as a result of lower 

prices, which are linked to market prices for petroleum products.  
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Production and sales 

 

Production/Sales

For the years ended December 31 2009           2008            

Electricity sold
 (1) 

GWh
(2)

2,167           2,318           

 

(1) Including non-controlling interest‟s share. 

(2) Gigawatt hours (GWh). 

 

Production decreased by 151 GWh in 2009 due primarily to intermittent gas supply shortages at Boca 

de Jaruco, an increase in scheduled maintenance and turbine failures in the first two quarters of 2009.  

Operating costs  

 

Unit operating costs ($ per MWh)

For the years ended December 31 2009           2008            

Operating cost 14.35 $        14.20 $        

 

 

(1) Composed mainly of insurance, freight and duty.  

 

Unit operating costs in 2009 were consistent with the prior year.  

Capital spending  

 

Capital Expenditures 

$ millions, for the years ended December 31 2009           2008            

Sustaining 12.6 $          6.8 $            

Growth 15.2            18.4             

Total 27.8 $          25.2 $          
 

 

Sustaining capital expenditures in 2009 related mainly to equipment, infrastructure projects and 

major inspections. Growth capital spending of $15.2 million in 2009 related mainly to construction 

activity and equipment purchases for the 25 MW project in Madagascar. Spending on the 150 MW 

Boca de Jaruco Combined Cycle Project in Cuba was minimal as a result of the ongoing review of the 

project.  

2009 Components of operat ing costs

35%

Labour

53%

Maintenance

12%

Other
 (1)

2008 Components of operat ing costs

14%

Other 
(1)

52%

Maintenance

34%

Labour
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Outlook for 2010 

 

Production volumes and capital expenditures Actual Projected

For the twelve months ended December 31 2009 2010

Production

Electricity (GWh) 2,167           2,040           

Capital Expenditures ($ millions)
(1)

Cuba 45 $             31 $            

Madagascar 14 $             - $                
 

(1) Includes amounts recorded as progress payments in Other assets of $22.9 million in Cuba and $8.5 million in Madagascar 

in 2009, and estimates of $5.0 million in Cuba in 2010. 

 

In Power, 2010 electricity production is projected to be lower than in 2009 as a result of an 

anticipated decline in natural gas supply from CUPET. Capital expenditures for 2010 are estimated to 

be $31.0 million, of which approximately 45% will be for sustaining capital including major 

inspections planned on two gas turbines. Excluding progress payments, expansion capital spending is 

contingent on the outcome of the review of the 150 MW Boca de Jaruco combined cycle expansion 

project. At the present there are no plans for construction of additional power facilities in 

Madagascar. 
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Other - Technologies 

Highlights 

 Opened the Sherritt Technologies‟ Clean Coal Technology Centre, a facility unique to Alberta and 

Canada, in Fort Saskatchewan in September 2009.  Testwork programs are underway; and 

 Licensed Sherritt Technologies‟ pressure hydrometallurgical technology and commissioned a zinc 

pressure leach plant in China in the fourth quarter of 2009. 

Financial review 

For the year ended December 31, 2009, Technologies generated revenue of $10.7 million, compared 

to $14.0 million in the prior year. Revenue decreased in 2009 primarily due to the decreased demand 

for services resulting from weaker global economic conditions. 

Other – Mineral Products 

Financial review 

The Mineral Products business is an Ontario-based talc, barite and dolomite based operation. The 

business was acquired as part of the Dynatec acquisition in 2007. During the third quarter of 2009, 

the Corporation determined that Mineral Products no longer met the criteria to be classified and 

accounted for as a discontinued operation as the Corporation was no longer actively marketing this 

business for sale. For the year ended December 31, 2009, Mineral Products incurred a loss of $2.8 

million compared to a loss of $3.5 million for the prior year.  
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Consolidated financial position 

Total assets increased by $352.2 million in 2009 to $9.9 billion. During the same period, total 

liabilities increased by $182.5 million to $4.3 billion and total shareholders‟ equity decreased by 

$272.7 million to $3.5 billion.  

 

$ millions, except ratio and percentage

amounts to December 31 2009 2008 % change

Current assets 1,503.0 $     1,367.5 $     10%

Current liabilities 475.7           813.2           -42%

Working capital 1,027.3        554.3           85%

Current ratio 3.16:1 1.68:1 88%  

 
The significant changes in working capital were primarily related to an increase in cash, cash 

equivalents and short-term investments and a reduction in accounts payable, partially offset by a 

decrease in accounts receivable. The significant changes in balance sheet amounts between December 

31, 2008 and 2009 are summarized below: 

The Ambatovy Project has significantly impacted the balance sheet as follows: 

 Of the $254.2 million increase in cash, cash equivalents and short-term investments, $206.4 

million was related to increased cash balances at the Ambatovy Joint Venture. These funds are to 

satisfy expenditure obligations of the Ambatovy Joint Venture; 

 Of the $1.6 billion addition to property, plant and equipment, $1.3 billion related to capitalized 

development costs for the Ambatovy Joint Venture. Property, plant and equipment increased by 

only $463.9 million, as additions during the year were partially offset by the revaluation of U.S. 

dollar-denominated property, plant and equipment as a result of a stronger Canadian dollar 

relative to the U.S. dollar at the end of 2009; 

 Of the $695.0 million net increase in long-term debt and other long-term liabilities, $807.3 

million increase primarily related to the Ambatovy Joint Venture senior debt financing and 

financing provided by the Ambatovy Joint Venture partners partially offset by a repayment on the 

senior credit facility at Coal;  

 The $300.2 million decrease in accounts payable and accrued liabilities was primarily a result of 

reduction in payables in the Ambatovy Joint Venture; and 

 The $442.4 million increase in non-controlling interest primarily related to an increase in net 

assets at the Ambatovy Joint Venture.  

Other factors affecting the consolidated financial position are as follows: 

 Of the $270.8 million decrease in current and long-term accounts receivables, US$161.1 million 

was collected at the beginning of 2009 which, as part of a payment agreement with Cuban 

Governmental agencies, was used by the Corporation to purchase Cuban certificates of deposit in 

approximately the same amount; 

 The $79.1 million decrease in other assets was primarily due to the receipt of $65.6 million as 

payments on loans and advances from certain Moa JV entities;  

 The $95.3 million decrease in total future income tax assets was primarily the result of the 

utilization of previously tax-benefited losses in 2009 as well as the offset of certain future income 

tax assets against future income tax liabilities in 2009; and 
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 The $173.1 million decrease in total future income tax liabilities was primarily a result of the 

following: the write-off of future taxes related to Block 7, the impact of the strengthening 

Canadian dollar on the revaluation of the mineral rights and the offset of certain future income 

tax assets against future income tax liabilities in 2009. 

The change in Shareholders‟ equity is primarily related to the following:  

 The $43.5 million increase in retained earnings reflects the net earnings for the year of $85.7 

million net of dividends paid of $42.2 million; and 

 The $315.9 million decrease in accumulated other comprehensive income (loss) is due to the 

unrealized foreign currency loss on self-sustaining foreign operations reflecting a stronger 

Canadian dollar relative to the U.S. dollar at the end of 2009.  
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Liquidity and capital resources 

The following section explains how the Corporation manages cash and capital resources to carry out 

strategy and deliver results. 

Liquidity risk arises from general funding needs and in the management of assets, liabilities and 

optimal capital structure. Sherritt manages liquidity risk to maintain sufficient liquid financial 

resources to meet its commitments and obligations in the most cost-effective manner possible. 

Although economic conditions and commodity prices improved in the latter part of 2009, Sherritt 

continues to focus on effectively managing liquidity. Management believes that, based on the financial 

position and liquidity profile at December 31, 2009, the Corporation should be able to fund the 

working capital requirements of its operations, to fund capital assets, and to make all of its short and 

long-term debt repayments and other obligations. 

Cash requirements 

The following table provides a summary of consolidated liquidity and capital commitments based on 

existing commitments and debt obligations: 

 

Year 6 and 

$ millions, as at Total Year 1 Year 2 Year 3 Year 4 Year 5 thereafter 

Long-term debt

   repayment obligations 3,236.7 $   42.3 $      24.2 $      440.0 $    149.8 $    374.8 $    2,205.6 $  

Capital purchase commitments 708.8         540.1       135.0       33.7         -               -               -                

Capital leases and other 

 equipment financing 114.2         38.8         30.3         24.8         16.2         4.1           -                

Operating leases 79.9           16.7         13.0         10.9         9.2           5.7           24.4          

Pension obligations 81.1           7.6           7.6           7.7           7.8           7.9           42.5          

Asset-retirement

obligations 366.4         25.1         19.0         22.1         24.6         15.5         260.1        

Total 4,587.1 $   670.6 $    229.1 $    539.2 $    207.6 $    408.0 $    2,532.6 $  
 

 

Long-term debt consists primarily of $1.6 billion (100% basis) of Ambatovy Joint Venture senior debt 

financing which matures in 2024 and bears interest at LIBOR plus a margin of between 0.9% and 1.9%, 

depending on the lender, with principal repayments beginning the later of six months after financial 

completion of the Ambatovy Project and 30 months following the final draw or February 2013; $774 

million in three public issues of senior unsecured debentures having interest rates of between 7.75% 

and 8.25% and maturities in 2012, 2014 and 2015; and $422 million and $92 million in loans 

provided by the Ambatovy Joint Venture partners to finance Sherritt‟s portion of the funding 

requirements of the Joint Venture bearing interest of LIBOR plus a margin of 7% and 1.125%, 

respectively. These partner loans are to be repaid from Sherritt‟s share of cash distributions from the 

Ambatovy Joint Venture. 

Capital purchase commitments for the Ambatovy Joint Venture total $518.8 million at December 31, 

2009. In addition to the capital commitments at the Ambatovy Joint Venture, the Corporation was 

committed to purchases of capital equipment and services; capital leases, primarily for production 

equipment and operating leases for equipment, office space and vehicles, in the amount of $384.1 

million, including its proportionate share of other joint venture commitments. 

Capital leases 

Capital leases consist primarily of leases used to procure mining equipment, primarily in Coal. These 

leases are secured by the specific equipment and have varying maturity dates up to 2014.  
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Future capital expenditures 

Inclusive of the capital purchase commitments above and based on the current market environment, 

sustaining and expansion related capital expenditures in 2010 are expected to be approximately $1.4 

billion. Of this amount, US$1.1 billion is allocated for the Ambatovy Joint Venture. See the outlook 

sections in the review of operation for each division for more information.  

Investment Liquidity 

At December 31, 2009, cash, cash equivalents and short-term and long-term investments were 

located in the following countries: 

 

$ millions, as at December 31, 2009

Cash and 

cash 

equivalents

Short-term 

investments

Long-term 

investments Total

Canada 108.9 $        420.8 $        34.5 $          564.2 $        

Cuba 26.9             -                   131.8           158.7           

England 259.7           -                   -                   259.7           

Other 45.3             -                   -                   45.3             

Total 440.8 $        420.8 $        166.3 $        1,027.9 $     

 

Cash and short-term investments 

The Corporation‟s policy is to invest available excess cash in highly liquid investments of the highest 

credit quality in a given marketplace and to limit the exposure to individual counterparties in order to 

minimize risks associated with these investments. Management generally seeks to maximize 

investments in Government of Canada treasury bills. Joint venture entities maintain their own 

investment policies, but where possible, these policies are aligned with those of the Corporation. The 

maximum duration of any short-term investment is one year; however, decisions regarding the length 

of maturities are based on cash flow requirements, rates of return and other factors. 

The Corporation‟s cash balances are deposited with major financial institutions rated A or higher by 

Standard and Poor‟s and with banks in Cuba that are not rated.    

At December 31, 2009, included in cash, cash equivalents and short-term investments was $272.1 

million (100% basis) of cash held by the Ambatovy Joint Venture and $14.2 million (50% basis) held by 

the Moa JV. All cash held by the Ambatovy Joint Venture and Moa JV is for the exclusive use of those 

joint ventures.    

The Corporation‟s short-term investments are primarily in Government of Canada treasury bills with 

original maturity dates of greater than three months and less than one year. 

Long-term investments 

As a result of the agreement in January 2009 with Oil and Gas and Power‟s Cuban customers, Sherritt 

acquired approximately US$159.1 million in certificates of deposit upon which principal and interest 

are required to be paid weekly over five years. These CDs were issued by a Cuban bank and bear 

interest at a rate of 30-day LIBOR plus 5%. The Corporation continues to receive a weekly payment of 

approximately US$0.6 million plus interest on the outstanding amount. In the event of default, 

Sherritt has the right to receive payment from the cash flows payable by the Moa JV to its Cuban 

beneficiaries. At December 31, 2009, the balance of the CD‟s was $131.8 million. 

At December 31, 2009, the Corporation held MAV notes with a fair value of $28.8 million. These 

notes are not widely traded in the public market and are held as an investment. The Corporation has 

used these notes as collateral for its MAV note loans. Under the terms of the loans, proceeds from the 

sale of the MAV notes would be used to repay any outstanding principal amount of the loan, if any 

and/or reduce the amount available under the loan in accordance with the terms of the agreement. 
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Sources and uses of cash 

The Corporation‟s cash flows from operating, investing and financing activities are summarized in the 

following table as derived from Sherritt‟s Consolidated Statements of Cash Flow. 

 

$ millions, for the years ended December 31 2009 2008

Cash from operating activities

Cash from operating activities before 

   change in non-cash working capital 420 $          546 $           

Change in non-cash working capital 14               (51)               

Cash provided by operating activites 434 $          495 $           

Cash from investing and financing

Cash capital spending (1,768)$       (2,159)$        

Short-term debt borrowings (repayments) (48)              (8)                 

964             1,601           

734             175              

Royal Utilities acquisition -                  (240)             

Issuance of common shares 1                 418              

Dividends paid on common shares (42)              (39)               

Change in other assets 24               (171)             

Other (44)              76                

(179)$          (347)$           

255 $          148 $           

     Beginning of year 607 $          459 $           

     End of year 862 $          607 $           

Long-term debt borrowings (net of repayments)

Funding from Ambatovy Joint Venture partners

Cash, cash equivalents, and short-term investments:

 

The cash flows can be significantly impacted by the Corporation‟s ability to collect Oil and Gas and 

Power receivables on a timely basis. The receipt of funds on the overdue 2008 receivables in the first 

quarter of 2009 of US$161.1 million had a minimal impact on the overall cash position as the 

Corporation agreed to purchase a similar amount of certificates of deposit.  

At December 31, 2009 $7.5 million of Oil and Gas and $7.1 million of Power receivables were 

overdue. These overdue amounts were collected in the first five weeks of 2010.  

During the first quarter of 2009, the Corporation received $74.1 million as its share of proceeds 

related to the termination of the Block 7 production-sharing contract in Oil and Gas.  

Total cash capital expenditures were $1.8 billion during the year. The majority of this spending 

related to the development of the Ambatovy Project. Beginning in late 2008 and continuing through 

2009, Sherritt implemented measures to bring spending in each division in line with the projected 

short-term cash flows from operations and available project-specific credit facilities in order to 

maintain a strong liquidity position as a response to the economic climate. A discussion of capital 

expenditures is included in the Review of operations sections for each division. 

In 2009, long-term debt proceeds were $964 million (net of repayments), the majority of which were 

received under the Ambatovy Joint Venture senior debt financing and amounts received under the 

Ambatovy Joint Venture additional partner loans. 

In addition, $734 million was received by the Ambatovy Joint Venture from the other Ambatovy Joint 

Venture partners as their share of the joint venture funding requirements. 
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Capital structure 

 

$ millions, except share amounts and percentages

for the years ended December 31 2009 2008

Short-term debt obligations - $                   47.3 $           

77.4                57.4              

Long-term debt obligations 2,959.6            2,237.9         

Other long-term liabilities 208.1              254.8            

Total Debt 3,245.1 $         2,597.4 $      

Shareholders' equity 3,454.4 $         3,727.1 $      

Total debt-to-equity 48% 41%

Common shares outstanding 293,981,277    293,051,276 

Stock options outstanding 4,774,906        3,978,335     

Dividend payout ratio 50% n/a
(1)

Current portion of long-term debt

 

(1) During 2008, the Corporation paid dividends to common shareholders of $38.7 million. The dividend payout ratio is not 

applicable as the Corporation incurred a loss in 2008.   

 

The Corporation finances its operations and expansion through a combination of operating cash 

flows, short-term debt, long-term debt and through the issuance of shares. In the past, the 

Corporation has issued public debt and shares to facilitate acquisitions and to provide working 

capital. Wherever possible, expansion activities are financed through long-term debt with repayment 

obligations corresponding with the expected cash flows. 

The Corporation primarily uses credit facilities, along with funds generated from operating activities 

to fund operational expenses, sustaining, expansion and development capital spending, dividends 

and interest and principal payments on the debt securities. 

The Corporation currently does not need to access public debt and equity capital markets for 

financing over the next twelve months; however, the Corporation may access these markets. 

The current DBRS rating of the Corporation is BB (high).  

Available credit facilities 

At December 31, 2009, the Corporation and its divisions had borrowed $3.0 billion under available 

long-term credit facilities. Total credit available under these facilities was $971 million, inclusive of 

approximately $530 million (US$507 million) (100% basis) available under the Ambatovy Joint Venture 

senior debt financing. 
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The following table outlines the maximum amount and amounts available to the Corporation under its 

credit facilities as at December 31, 2009 and December 31, 2008. A detailed description of these 

facilities is provided in note 14 of the December 31, 2009 consolidated financial statements.  

 

$ millions, as at December 31 2009           2008            

Maximum Available Maximum Available 

Short-term

Syndicated 364-day revolving term credit facility 140             117             140              89                

MAV liquidity line of credit 20               20               20                4                  

Long-term

Ambatovy Project financing
 

(US$) (100%) 2,100          507             2,100           1,030           

Ambatovy J.V. partner loans  (US$)
(1)(2)

213             128             236              173              

Ambatovy J.V. additional partner loans  (US$)
(2)

23               -                  

Senior credit facility agreement 235             135             235              52                

MAV note loans 33               33               40                15                

Total Canadian Equivalent 2,874$        971$           3,296$         1,633$         

Capital leases
(3)

140             46               145              50                

Proportionate share of credit facility
(4)

Maximum Available Maximum Available 

Ambatovy Project financing
 

(US$) (40%) 840             203             840           412           

Total Canadian Equivalent 879$           212$           1,029$         505$            
 

 

(1) The availability under this loan has been reduced by US$22.9 million, the amount repaid to Kores.  

(2) The Ambatovy Joint Venture additional partner loans are uncommitted except for a commitment of US$22.9 million. The 

US$22.9 million is committed to offset the reduction in amounts available under the original Ambatovy Joint Venture 

partner loans. (See footnote 1, above) 

(3) Capital leases include only those that have been committed by lenders.  

(4) To illustrate Sherritt‟s 40% proportion of the available credit under the Ambatovy Project financing. On a proportionate 

basis, at December 31, 2009, Sherritt has drawn a total of $666.9 million.  

 

Covenants  

Certain of the Corporation‟s credit facilities, loans, and debentures have financial tests and other 

covenants with which the Corporation and its affiliates must comply. Non-compliance with such 

covenants could result in accelerated repayment of the related debt or credit facilities and 

reclassification of the amounts to current. The Corporation monitors its covenants on an ongoing 

basis and reports on its compliance with the covenants to its lenders on a quarterly basis.  

At December 31, 2009, CVRI was not in compliance with two of its financial covenants applicable to a 

3-year non-revolving term facility that requires CVRI to maintain a current ratio of not less than 1:1 

and a debt-to-tangible-net-worth ratio of not greater than 2.5. The facility provides total liquidity of 

$19.0 million (50% basis). The financial institution granted a waiver of these covenants for the quarter 

ended December 31, 2009.   

CVRI has reclassified the $18.0 million balance on this loan (50% basis) to current liabilities as there is 

uncertainty that CVRI will be in compliance with the working capital covenant and debt-to-tangible-net-

worth covenant for the next twelve months. This potential reduction in liquidity is not expected to 

preclude the Corporation from satisfying its current and long-term obligations as they come due. This 

facility was entered into to finance the re-opening of the Obed Mountain mine. The dispute relating to 

an off-take contract for increased Mountain Operations‟ production resulting from the re-opening of 

the mine has now been resolved. All terms and conditions of the three-year contract remained 

essentially the same with the exception of the start date which was moved from August 1, 2009 to 

January 1, 2010.  Shipments commenced in January 2010.  
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The Corporation was in compliance with all other financial covenants as at December 31, 2009.  Other 

than the two covenants applicable to the 3-year non-revolving term facility discussed above, the 

Corporation expects to remain in compliance with all of its other financial covenants during the next 

twelve months, based on current market conditions. Other than the covenants required for the debt 

facilities, the Corporation is not subject to any externally imposed capital restrictions.  

Common shares 

As at February 23, 2010, the Corporation had 293,981,277 common shares outstanding. An 

additional 4,774,906 common shares are issuable upon exercise of outstanding stock options 

granted to employees and directors pursuant to the Corporation‟s stock option plan. 

An additional 1,886,555 common shares are issuable in relation to the cross-guarantees provided by 

certain Ambatovy Joint Venture partners. These shares are to be issued in approximately-equal 

amounts on December 31, 2010 and December 31, 2011. 

The Board of Directors of the Corporation approved a quarterly dividend of $0.036 per share that was 

paid January 14, 2010 to shareholders of record at the close of business on December 31, 2009. 
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Managing risk 

Sherritt manages a number of risks in each of its businesses in order to achieve an acceptable level of 

risk without hindering its ability to maximize returns. Management has procedures to identify and 

manage significant operational and financial risks. Strategies designed to manage the Corporation‟s 

significant business risks are discussed below. An extensive list of business risks can be found in the 

Annual Information Form filed on SEDAR at www.sedar.com or on the Corporation‟s website at 

www.sherritt.com. 

Market conditions 

General 

Since the middle of 2008, there has been global economic uncertainty, reduced confidence in financial 

markets, bank failures and credit availability concerns. These economic events have had a negative 

affect on the mining and minerals and oil and gas sectors in general. While current economic and 

market conditions have improved in 2009, conditions have remained unsettled and the outlook 

uncertain.  As a result, the Corporation will continue to consider its future plans and options carefully 

in light of prevailing economic conditions.  

Should these conditions continue, or re-intensify, such conditions could have a material adverse effect 

on the Corporation‟s business, results of operations and financial performance. 

Commodity risk 

Sherritt‟s principal businesses include the sale of several commodities. Revenue, earnings and cash 

flows from the sale of nickel, cobalt, oil, gas and coal are sensitive to changes in market prices, over 

which the Corporation has little or no control. The Corporation‟s earnings and financial condition 

depend largely upon the market prices for nickel, cobalt, coal and other commodities, which can be 

volatile in nature. The prices for these commodities can be affected by numerous factors beyond the 

Corporation‟s control, including expectations for inflation, speculative activities, relative exchange 

rates to the U.S. dollar, production activities of mining and oil and gas companies, global and regional 

supply and demand, supply and market prices for substitute commodities, political and economic 

conditions and production costs in major producing regions. Significant reductions in the prices for 

these commodities could have a material adverse effect on the Corporation‟s business, results of 

operations and financial performance. 

Sherritt‟s current businesses are dependent upon commodity inputs such as natural gas, sulphur, 

sulphuric acid, diesel and related products, and materials costs that are subject to prevailing 

commodity prices. Costs and earnings from the use of these products are sensitive to changes in 

market prices over which Sherritt has no control. 

Price Fluctuations and Share Price Volatility 

Since 2008, the securities markets in Canada and the rest of the developed world have experienced 

price and volume volatility.  In particular, during this period the market price of securities of many 

companies, including Sherritt, had decreased. Such decrease was not necessarily related to the 

operating performance, underlying asset values or prospects of such companies. There can be no 

assurance that continued fluctuations in price will not occur. 

http://www.sedar.com/
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Project development 

Sherritt‟s business involves the development and construction of large mining and metals refining 

projects, including the development of the Ambatovy Project. In light of market conditions, certain of 

these projects remain suspended or delayed or are under review. There can be no assurance that 

projects that are currently suspended or under review will resume. For projects that continue, 

unforeseen conditions or developments could arise during the course of these projects that could 

delay or prevent completion of, and/or substantially increase the cost of construction and/or could 

affect the current and projected level of production, the sustaining capital requirements or operating 

cost estimates relating to the projects. Such events may include, without limitation, shortages of 

equipment, materials or labour; delays in delivery of equipment or materials; customs issues; labour 

disruptions; difficulties in obtaining necessary services; delays in obtaining regulatory permits; 

political events; adverse weather conditions; unanticipated increases in equipment, material and 

labour costs; unfavourable currency fluctuations; natural or man-made disasters or accidents; and 

unforeseen engineering, technical and technological design, geotechnical, environmental, 

infrastructure or geological problems. Any such event could delay commissioning, and affect 

production and cost estimates. There can be no assurance that the development or construction 

activities will proceed in accordance with current expectations or at all. 

These risks and uncertainties could have a material adverse effect on the Corporation‟s business, 

results of operations and financial performance. 

Capital and operating cost estimates 

Capital and operating cost estimates made in respect of the Corporation‟s mines and projects may not 

prove accurate. Capital and operating costs are estimated based on the interpretation of geological 

data, feasibility studies, anticipated climatic conditions and other factors. Any of the following, among 

the other events and uncertainties described herein, could affect the ultimate accuracy of such 

estimates: unanticipated changes in grade and tonnage to be mined and processed; incorrect data on 

which engineering assumptions are made; delay in construction schedules; unanticipated 

transportation costs; the accuracy of major equipment and construction cost estimates; labour 

negotiations; and changes in government regulation (including regulations regarding prices, cost of 

consumables, royalties, duties, taxes, permitting and restrictions on production quotas or exportation 

of the Corporation‟s products). 

Ambatovy Project 

The Ambatovy Joint Venture companies, the Ambatovy Partners and Sherritt have executed financing 

agreements to support the construction of the Ambatovy Project. Although project financing has been 

arranged, there can be no assurance that additional funding, if required, will be made available on 

acceptable terms. The Ambatovy Partners are guaranteeing their pro rata share of the project debt 

financing until the project passes certain completion tests. Once the project passes the completion 

tests all the project debt becomes non-recourse to the Ambatovy Partners and Sherritt. There is no 

assurance that the project will pass all completion tests. 

The development of the Ambatovy Project requires significant amounts of capital, in addition to 

project debt financing. The shareholders agreement among the Ambatovy Partners and Sherritt 

permits the shareholders to advance additional funds in the event other shareholders do not comply 

with their funding obligations. However, the shareholders agreement contains restrictions on the 

entry of alternative or additional equity partners. There can be no assurance that each of the 

shareholders will advance any or all of the funds required to be advanced by it or that sufficient 

alternative financing will be available on acceptable terms or at all in the event a shareholder ceases 

to contribute its pro rata share of such funding. 
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In 2009, the Corporation entered into arrangements with its partners in the Ambatovy Joint Venture 

for a mechanism pursuant to which its partners may fund the Corporation‟s share of the equity 

component of the capital cost of the Ambatovy Project. This mechanism does not, however, provide a 

committed facility to Sherritt to fund its equity contributions and there can be no assurance that 

sufficient funds will be made available to Sherritt under this mechanism in order to complete the 

Ambatovy Project. 

Madagascar‟s location potentially exposes it to cyclones and tropical storms. The risk of damage is 

dependent on such factors as intensity, footprint, wind direction and the amount of precipitation 

associated with a storm. 

In 2002, the government of Madagascar passed the Loi sur les Grands Investissements Miniers (Large 

Mining Investment Act or LGIM). The LGIM has been largely untested and the Ambatovy Project is the 

first project to be developed under its terms and provisions. Although the Ambatovy Joint Venture has 

received its eligibility certification under the LGIM, it is possible that the LGIM could be interpreted in 

a manner that has a material adverse effect on the Ambatovy Joint Venture. 

In 2009, Madagascar experienced an unexpected change of government and the ongoing political 

instability in the country could have direct or indirect impacts on the Ambatovy Project.  In particular, 

shortly after coming to power, members of Madagascar‟s transitional government made public 

statements about revising the LGIM.  Although the Minister of Mines has since publicly stated that the 

government does not intend to revise the LGIM, there is no guarantee that the government will not 

attempt to do so in the future.  Such a development could have a material adverse effect on the 

Ambatovy Project.   

Moa Joint Venture expansion project 

The Moa Joint Venture expansion project, which is currently suspended, is funded equally by the 

Corporation and GNC, its Cuban joint venture partner. In December 2005, the Corporation and its 

joint venture partner entered into funding agreements with companies within the Moa Joint Venture to 

finance the Moa Joint Venture expansion. Under these agreements, the projected capital cost is to be 

funded equally by the Corporation and its joint venture partner. Additionally, a 2,000 tonne per day 

sulphuric acid plant was under construction at Moa to coincide with the completion of the expansion. 

Construction was largely being financed by the Corporation, which has agreed to provide a loan of 

U.S.$75.0 million to fund the construction with any additional costs being funded equally by the 

Corporation and GNC.  The expansion project also requires certain utility upgrades to be completed at 

Fort Saskatchewan.  It is expected that the cost of these upgrades will be funded by the Corporation 

and recovered from the Moa Joint Venture over future periods. The Moa Joint Venture expansion 

project, sulphuric acid plant construction at Moa and utility upgrades at Fort Saskatchewan were 

suspended in the fourth quarter of 2008 in response to weakening commodity markets. Neither the 

cost of completing these projects in modules nor the timelines for completion are known at this time. 

The Moa Joint Venture expansion is based on a commitment by the appropriate Cuban governmental 

authority to grant mineral concessions of economic limonite reserves in the Moa area sufficient to 

permit Moa Nickel to operate at expanded capacity for a period of not less than 25 years. Since some 

reserves may not be fully defined prior to the start of construction of the expansion and since ores 

are variable in quality, there is a risk that operating costs and sustaining capital costs may vary from 

the initial estimates relating to the Moa Join Venture expansion project. 

As at December 31, 2009, the Corporation had contributed approximately U.S.$24.0 million to the 

Moa Joint Venture expansion project in excess of the amount contributed by its Cuban partner. In 

accordance with the various funding agreements, loan repayments to the Cuban shareholder continue 

to be redirected back into the Moa Joint Venture until the funding shortfall is extinguished. 

Repayment of the shareholder loans associated with the expansion commenced in 2009. Full 

repayment is due by December 31, 2015. 
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Political, economic and other risks of foreign operations  

Sherritt has operations located in Cuba, Madagascar, Spain and Pakistan. As such, Sherritt is subject 

to political, economic and social risks relating to operating in foreign jurisdictions. These risks include 

nationalization, expropriation of assets or property with or without compensation, forced modification 

or cancellation of existing contracts, currency fluctuations and devaluations, changing political 

conditions, political unrest, civil strife, and changes in governmental regulations or policies with 

respect to currency, production, price controls, profit repatriation, export controls, labour, taxation, 

trade, and environmental, health and safety matters or the personnel administering those regulations 

or policies. In particular, Madagascar experienced civil unrest and had an unexpected change in 

government in the first quarter of 2009.  Any of these risks could have a material adverse effect on 

the Corporation‟s business, results of operations and financial performance. 

Restrictions in debt instruments 

Sherritt is a party to certain agreements in connection with its credit facilities (the Credit Agreements) 

and trust indentures governing the 7.875% debentures, the 8.25% debentures and the 7.75% 

debentures (the Indentures), and Sherritt and the Ambatovy Joint Venture companies are party to 

various agreements relating to the $2.1 billion Ambatovy Financing (Ambatovy senior debt financing). 

These debt instruments contain covenants which could have the effect of restricting Sherritt‟s ability 

to react to changes in Sherritt‟s business or to local and global economic conditions. In addition, 

Sherritt‟s ability to comply with these covenants and other terms of its indebtedness may be affected 

by changes in the Corporation‟s business, local or global economic conditions or other events beyond 

the Corporation‟s control. Failure by Sherritt or the Ambatovy Joint Venture companies, as the case 

may be, to comply with the covenants contained in the Indentures, the Credit Agreements, the 

Ambatovy senior debt financing, or any future debt instruments or credit agreements, could 

materially adversely affect the Corporation‟s business, results of operations, and financial 

performance.  

Uncertainty of Oil and Gas exploration and development programs  

Sherritt‟s oil and gas profitability is significantly affected by the costs and results of its exploration 

and development programs. As oil and gas reservoirs have limited lives based on proven and probable 

reserves, Sherritt actively seeks to replace and expand its reserve base. Exploration for, and 

development of, oil and gas reserves involves many risks, is subject to compliance with many laws 

and regulations, and is often unsuccessful. In the event that new oil and gas reserves are not 

discovered or cannot be developed on an economic basis, Sherritt may not be able to sustain 

production beyond the current reserve life, based on current production rates. 

Uncertainty of gas supply to Energas  

Energas does not own the gas reserves in the oil fields located in the regional vicinity of the Energas 

plant sites, nor does it control the rate or manner in which such gas reserves are produced. CUPET 

reserves the right to produce crude oil from such fields at such rates as the government of Cuba may 

deem necessary in the national interest, which may affect the future supply of gas to Energas. 

Although the Corporation believes that generation of electricity will remain a key priority of the 

government of Cuba and that the fields will be operated in a manner which ensures sufficient gas 

production, there can be no certainty that sufficient quantities of gas will be available to operate the 

Energas facilities at maximum capacity for the duration of the term of the Energas joint venture. 

Adequate future supplies of gas may depend, in part, upon the successful development of new oil 

fields as the existing fields are being depleted and the introduction of production practices designed 

to optimize the recovery of oil and gas reserves. 
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Uncertainty of reserve estimates 

Sherritt has reserves of thermal coal, nickel, cobalt, oil and gas. Reserve estimates are imprecise and 

depend partly on statistical inferences drawn from drilling, which may prove to be unreliable. Future 

production could differ dramatically from reserve estimates for the following reasons: 

 Mineralization or formations could be different from those predicted by drilling, sampling and 

similar examinations; 

 Declines in the market price of thermal coal, nickel, cobalt, oil and gas may render the production 

of some or all of Sherritt‟s reserves uneconomic; 

 Increases in operating costs and processing costs could adversely affect reserves; 

 The grade of mineral reserves may vary significantly from time to time and there is no assurance 

that any particular level of thermal coal, nickel, cobalt, oil or gas may be recovered from the 

reserves; and 

 Legislative changes and other political changes in jurisdictions in which Sherritt operates may 

result in changes to Sherritt‟s ability to exploit reserves. 

Any of these or other factors may require Sherritt to reduce its reserve estimates, reduce its 

production rates, or increase its costs. Should the market price of any of the above commodities fall, 

Sherritt could be required to materially write down its investment in its resource properties or delay or 

discontinue production or the development of projects. 

Access to coal reserves and resources 

The Corporation‟s ability to supply coal to its customers depends on its ability to retain and 

economically exploit its coal reserves and those to which it has the exclusive right to exploit.  While 

Management believes it has all the necessary rights to access and mine its coal reserves, there is no 

guarantee such rights will not be challenged and found to be defective.  Such defects could adversely 

affect the Corporation‟s ability to access and mine its reserves and to supply its customers. In 

addition, new surface access rights may need to be obtained from third parties from time to time by 

the Corporation or its customers. There is no guarantee such rights will be obtained at a reasonable 

cost, or at all, and a failure to do so could prevent the Corporation from accessing a particular reserve 

and could have a material adverse effect on the Corporation‟s business, results of operations and 

financial performance.  

Asset-retirement obligations 

Sherritt has estimated asset-retirement obligations, which Management believes will meet current 

regulatory requirements. These future obligations are estimated by Management using closure plans 

and other similar studies which outline the requirements that will be carried out to meet the 

obligations. The obligations are dependent on legislative and regulatory requirements which could 

change in the future. Because the estimate of obligations is based on future expectations, a number 

of assumptions and judgments are made by Management in the determination of these provisions 

which may prove to be incorrect. As a result, estimates may change from time to time and actual 

payments to settle the obligations may differ from those estimated and such differences may be 

material. 
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The Corporation has an obligation under applicable mining, oil and gas and environmental legislation 

to reclaim certain lands that it disturbs during mining or oil and gas production. The Corporation is 

required to provide financial security to certain governmental authorities for future reclamation costs. 

Currently, the Corporation provides this reclamation security by way of corporate guarantees and 

irrevocable letters of credit issued under its senior credit facilities. The Corporation may be unable to 

obtain adequate financial security in the future or may be required to replace its existing security with 

more expensive forms of security, including cash deposits, which would reduce cash available for 

operations. In addition, any increase in costs associated with reclamation and mine closure resulting 

from changes in the applicable legislation (including any additional bonding requirements) could have 

a material adverse effect on the Corporation‟s business, results of operations and financial 

performance. 

Reliance on partners 

In many of the Corporation‟s projects and operations, the Corporation works with partners. A failure 

by a partner to comply with its obligations under applicable partnership arrangements or a breakdown 

in relations with its partners could have a material adverse effect on the Corporation‟s business, 

results of operations and financial performance. 

Risks related to Sherrittõs investments in Cuba 

The processing facilities and mining properties of 50%-owned Moa Nickel, a substantial portion of oil 

exploration, development and production activities and the power generation assets are located in 

Cuba. As such, the operations of the Cuban businesses may be affected by economic pressures on 

Cuba. Risks include, but are not limited to, fluctuations in official or convertible currency exchange 

rates and high rates of inflation. Any changes in regulations or shifts in political attitudes are beyond 

the control of Sherritt and may adversely affect its business. Operations may be affected in varying 

degrees by such factors as Cuban government regulations with respect to currency conversion, 

production, price controls, export controls, income taxes or reinvestment credits, expropriation of 

property, environmental legislation, land use, water use and mine and plant safety. 

Operations in Cuba may also be affected by the fact that, as a Caribbean nation, Cuba regularly 

experiences hurricanes and tropical storms of varying intensities. The risk of damage is dependent 

upon such factors as intensity, footprint, wind direction and the amount of precipitation associated 

with the storm and tidal surges. While the Corporation, its joint venture partners and agencies of the 

Government of Cuba maintain comprehensive plans and the Corporation‟s Cuban facilities have been 

constructed to the extent reasonably possible to minimize damage, there can be no guarantee against 

severe property damage and disruptions to operations. 

While Sherritt has no information indicating that Cuban authorities seek to expropriate any of 

Sherritt‟s assets or property located in Cuba, or otherwise cancel or modify any of Sherritt‟s contracts 

with Cuban agencies, any such event could have a material adverse effect on the Corporation‟s 

business, results of operations and financial performance. 

The Cuban government has, for more than a decade, sought to encourage foreign investment by 

removing certain restrictions on foreign investments and permitting foreign entities to repatriate 

profits out of Cuba. However, there can be no assurance that this attitude to foreign investment and 

profit repatriation will continue or that a change in economic conditions will not result in a change in 

the policies of the Cuban government or the imposition of more stringent foreign investment 

restrictions. Such changes are beyond the control of Sherritt and the effect of any such changes 

cannot be accurately predicted. 

Agencies of the Cuban government have significant payment obligations to the Corporation in 

connection with the Corporation‟s Oil and Gas, Metals and Power operations in Cuba. This exposure 

to the Cuban government and its potential inability to fully pay such amounts could have a material 

adverse effect on the Corporation‟s financial condition and results of operations. 
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Risks related to U.S. Government policy towards Cuba 

The United States has maintained a general embargo against Cuba since the early 1960s, and the 

enactment in 1996 of the Cuban Liberty and Democratic Solidarity (Libertad) Act (commonly known as 

the Helms-Burton Act) extended the reach of the U.S. embargo. 

The U.S. Embargo 

In its current form, apart from the Helms-Burton Act, the embargo applies to almost all transactions 

involving Cuba or Cuban enterprises, and it bars all “U.S. Persons” from participating in such 

transactions unless such persons obtain specific licences from the U.S. Department of the Treasury 

(Treasury) authorizing their participation in the transactions. U.S. Persons include U.S. citizens, 

U.S. residents, individuals or enterprises located in the United States, enterprises organized under 

U.S. laws and enterprises owned or controlled by any of the foregoing. Subsidiaries of U.S. enterprises 

are subject to the embargo‟s prohibitions. The embargo also extends to entities deemed to be owned 

or controlled by Cuba (specially designated nationals or SDNs). The three entities constituting the Moa 

Joint Venture in which Sherritt holds an indirect 50% interest have been deemed SDNs by the Treasury. 

Sherritt is not an SDN. The U.S. embargo generally prohibits U.S.Persons from engaging in 

transactions involving the Cuban-related businesses of the Corporation. Furthermore, U.S.-originated 

technology, U.S.-originated goods, and many goods produced from U.S.-originated components or 

with U.S.-originated technology cannot under U.S. law be transferred to Cuba or used in the 

Corporation‟s operations in Cuba. In 1992, Canada issued an order pursuant to the Foreign 

Extraterritorial Measures Act (Canada) to block the application of the U.S. embargo under Canadian 

law to Canadian subsidiaries of U.S. enterprises. In addition, Sherritt conducts its Cuba-related 

operations so as not to require U.S. Persons to violate the U.S. embargo. The general embargo limits 

Sherritt‟s access to U.S. capital, financing sources, customers, and suppliers. 

The Helms-Burton Act 

Separately from the general embargo, the Helms-Burton Act authorizes sanctions on individuals or 

entities that “traffic” in Cuban property that was confiscated from U.S. nationals or from persons who 

have become U.S. nationals. The term “traffic” includes various forms of use of Cuban property as well 

as “profiting from” or “participating in” the trafficking of others. 

The Helms-Burton Act authorizes damage lawsuits to be brought in U.S. courts by U.S. claimants 

against those “trafficking” in the claimants‟ confiscated property. No such lawsuits have been filed 

because all Presidents of the United States in office since the enactment of the Helms- Burton Act have 

exercised their authority to suspend the right of claimants to bring such lawsuits indefinitely, for 

periods of up to six months. Pursuant to this authority, the President has suspended the right of 

claimants for successive six-month periods since 1996; the latest suspension extends through to 

July 31, 2010. The Corporation has nevertheless received letters from U.S. nationals claiming 

ownership of certain Cuban properties or rights in which the Corporation has an indirect interest. 

Even if the suspension were permitted to expire, Sherritt does not believe that its operations would be 

materially affected by any Helms-Burton Act lawsuits, because Sherritt‟s minimal contacts with the 

United States would likely deprive any U.S. court of personal jurisdiction over Sherritt. Furthermore, 

even if personal jurisdiction were exercised, any successful U.S. claimant would have to seek 

enforcement of the U.S. court judgment outside the U.S. in order to reach material Sherritt assets. 

Management believes it unlikely that a court in any country in which Sherritt has material assets would 

enforce a Helms-Burton Act judgment. 



 

45 Sherritt International Corporation | 2009 Annual Management‟s Discussion and Analysis  

The Foreign Extraterritorial Measures Act (Canada) was amended as of January 1, 1997 to provide that 

any judgment given under the Helms-Burton Act will not be recognized or enforceable in any manner 

in Canada. The amendments permit the Attorney General of Canada to declare, by order, that a 

Canadian corporation may sue for and recover in Canada any loss or damage it may have suffered by 

reason of the enforcement of a Helms-Burton Act judgment abroad. In such a proceeding, the 

Canadian court could order the seizure and sale of any property in which the defendant has a direct or 

indirect beneficial interest, or the property of any person who controls or is a member of a group of 

persons that controls, in law or in fact, the defendant. The property seized and sold could include 

shares of any corporation incorporated under the laws of Canada or a province. 

The Federal Government of Canada has also responded to the Helms-Burton Act through diplomatic 

channels. Other countries, such as the members of the European Union and the Organization of 

American States, have expressed their strong opposition to the Helms-Burton Act as well. 

Nevertheless, in the absence of any judicial interpretation of the scope of the Helms-Burton Act, the 

threat of potential litigation discourages some potential investors, lenders, suppliers, and customers 

from doing business with Sherritt. 

Under the Helms-Burton Act, if the Corporation were considered to be “trafficking”, then investors in 

the Corporation might be considered to be “profiting from” or “participating in” trafficking. However, 

the Helms-Burton Act explicitly excludes from the definition of trafficking “the trading or holding of 

securities publicly traded or held”, unless the trading is with an SDN. Sherritt is not an SDN. The 

securities of Sherritt are publicly traded and held. Accordingly, Management believes that anyone 

purchasing, holding or trading such securities should not be subject to Helms-Burton Act liability so 

long as the securities were not traded with or by someone who is an SDN.  Management believes that 

the foregoing interpretation of the exception in the Helms-Burton Act definition of “trafficking” is a 

reasonable one; however, in the absence of any judicial interpretations of the Helms-Burton Act, any 

construction of the law is subject to doubt. Accordingly, potential investors should consider the threat 

of Helms-Burton Act litigation before investing in securities of the Corporation. 

In addition to authorizing private lawsuits, the Helms-Burton Act also authorizes the U.S. Secretary of 

State and the U.S. Attorney General to exclude from the United States those aliens who engage in 

certain “trafficking” activities, as well as those aliens who are corporate officers, principals, or 

controlling shareholders of “traffickers” or who are spouses, minor children, or agents of such 

excludable persons. The U.S. Department of State has deemed Sherritt‟s indirect 50% interest in Moa 

Nickel S.A. to be a form of “trafficking” under the Helms-Burton Act. In their capacities as directors or 

officers of the Corporation, certain individuals have been excluded from entry into the U.S. under this 

provision. The Corporation does not believe the exclusion from entry into the U.S. of such individuals 

will have any material effect on the conduct of the Corporation‟s business. 

The U.S. Department of State has issued guidelines for the implementation of the immigration 

provision, which state that it is “not sufficient in itself for a determination” of exclusion that a person 

“has merely had business dealings with a person” deemed to be “trafficking”. Also, the statutory 

definition of “traffics” relevant to the Helms-Burton Act‟s immigration provision explicitly excludes 

“the trading or holding of securities publicly traded or held, unless the trading is with or by a person 

on the SDN List”. 

The general embargo has been, and may in the future be, amended from time to time, as may the 

Helms-Burton Act, and therefore the U.S. sanctions applicable to transactions with Cuba may become 

more or less stringent. The stringency and longevity of the U.S. laws relating to Cuba are likely to 

continue to be functions of political developments in the United States and Cuba, over which Sherritt 

has no control. 
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Significant customers  

The Moa Joint Venture derives a material amount of revenue from one end-use customer in Asia. 

Payment is made by way of an irrevocable letter of credit in a form acceptable to the lenders of the 

senior credit facility. Any cancellation of shipments would result in nickel being placed with other 

customers through the spot markets; however, prices realized could vary from those set with 

the customer. 

All sales of Sherritt‟s oil production in Cuba are made to an agency of the Government of Cuba, as are 

all electricity sales made by Energas. The access of the Cuban government to foreign exchange is 

severely limited. As a consequence, from time to time, the Cuban agencies have had difficulty in 

discharging their foreign currency obligations. During such times, Sherritt has worked with these 

agencies in order to ensure that Sherritt‟s operations continue to generate positive cash flow. 

However, there is a risk, beyond the control of Sherritt, that receivables and contractual performance 

due from Cuban entities will not be paid or performed in a timely manner, or at all. If any of these 

agencies or the Cuban government are unable or unwilling to conduct business with Sherritt, or 

satisfy their obligations to Sherritt, Sherritt could be forced to close some or all of its Cuban 

businesses which could have a material adverse effect upon Sherritt‟s results of operations and 

financial performance. 

Coal derives a significant amount of revenue from utility customers.  Although the coal supply 

contracts are long-term, they do provide for customers to terminate the contracts under certain 

circumstances.  There is also no guarantee that they will be renewed at expiration.  The loss of one or 

more of these customers could result in the closure of the relevant mine or mines, the loss of the 

mining contract or in some cases, the sale of the relevant mine to the customer.  

Sherritt is entitled to the benefit of certain assurances received from the government of Cuba and 

certain agencies of the government of Cuba that protect it in many circumstances from adverse 

changes in law, although such changes remain beyond the control of the Corporation and the effect of 

any such changes cannot be accurately predicted. 

Foreign exchange and pricing risks  

Many of Sherritt‟s businesses operate in currencies other than Canadian dollars and their products 

may be sold at prices other than prevailing spot prices at the time of sale. Sherritt is also sensitive to 

foreign exchange exposures when commitments are made to deliver products quoted in foreign 

currencies or when the contract currency is different from the product pricing currency. Metals derives 

the majority of its revenue from nickel and cobalt sales that are typically based on U.S. dollar 

reference prices and collected in currencies other than Canadian dollars over a defined period of time. 

Similarly, Oil and Gas, Power and the Mountain Operations of Coal derive substantially all of their 

revenue from sales in U.S. dollars. Accordingly, fluctuations in Canadian dollar exchange rates and 

price movements between the date of sale and final settlement may have a material adverse effect on 

the Corporation‟s business, results of operations and financial performance. 

Climate change / Greenhouse gas emissions 

See Environment, health, and safety section for more information related to this risk. 

Environment, health, and safety  

See Environment, health, and safety section for more information related to this risk. 
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Credit risk  

Sherritt‟s sales of nickel, cobalt, oil, gas, electricity and coal expose the Corporation to the risk of 

non-payment by customers. Sherritt manages this risk by monitoring the credit worthiness of its 

customers, covering some exposure through receivables insurance, documentary credit and seeking 

pre-payment or other forms of payment security from customers with an unacceptable level of credit 

risk. In addition, there are certain credit risks that arise due to the fact that all sales of oil and 

electricity in Cuba are made to agencies of the Cuban government. Although Sherritt seeks to manage 

its credit risk exposure, there can be no assurance that the Corporation will be successful in 

eliminating the potential material adverse impacts of such risks. 

Accounting policies  

The Corporation prepares its financial statements in accordance with Canadian generally accepted 

accounting principles (GAAP).  All companies that are Canadian reporting issuers will have to use the 

International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards 

Board for their financial reporting for the years beginning on or after January 1, 2011. Although IFRS 

uses a conceptual framework similar to the Canadian GAAP, there are significant differences in 

recognition, measurement and disclosure. The Corporation is in the process of an IFRS conversion 

project to assess the impact of these new standards on its financial statements. On adoption, the 

Corporation‟s financial position and results of operations reported in accordance with IFRS may differ 

compared to Canadian GAAP, and these differences may be material.  In addition, these differences 

may impact the calculation of certain defined terms and covenants under the Credit Agreements, 

Indentures and Ambatovy senior debt agreements.   
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Environment, health and safety 

Metals 

Metals continually works to improve environment, health and safety management systems at its 

operations in Fort Saskatchewan, Cuba and Madagascar. Programs support a strong corporate 

commitment to meet both community expectations and regulatory requirements.  

Moa Joint Venture  

The environmental program at Metals‟ Fort Saskatchewan operations includes active monitoring of 

soil, groundwater, effluent, and air. The Fort Saskatchewan site continues to work with provincial 

regulators on the development of a multi-phased site-specific environmental management plan for 

soil and groundwater. The first phase involving a site human-health risk assessment for nickel was 

submitted to the regulators in May 2008 and is being used to ensure the most appropriate protective 

levels are adopted for workers at the site. The second phase to model soil and groundwater on-site is 

planned to be completed in 2010 and will assist in developing a more accurate asset-retirement 

obligation model for the site and improved environmental project planning. 

Metals‟ Fort Saskatchewan site operations are located in Alberta‟s Industrial Heartland, the most 

heavily industrialized area in the province. The Fort Saskatchewan site works co-operatively with other 

industries in the region through the Northeast Capital Industrial Association (NCIA), an association 

that promotes sustainable industrial growth and high quality of life through environmental and socio-

economic principles.  Participation and active leadership by Metals‟ personnel at the NCIA Board and 

technical sub committees allows for input into provincial environmental policy development and 

dialogue with the regulators.     

Provincial legislation setting green house gas targets applicable to the Fort Saskatchewan site was 

introduced in 2007. Following the completion of a third-party intensity audit in 2008, Fort 

Saskatchewan site management is actively pursuing internal and external options for meeting its 

greenhouse gas targets. 

In 2009, discussions with Environment Canada and Alberta Environment continued on a variety of 

environmental issues including the setting of potential air shed targets for substances such as 

nitrogen oxide and sulphur oxide. The Fort Saskatchewan site participated in two Base Level Industrial 

Emission Requirements (BLIERS) and a final report from the Base Metals Smelter BLIER has been 

submitted to Environment Canada. Final recommendations for resolution on limits for sulphur 

dioxide, particulate matter and nitrogen oxides have yet to be established. 

The Fort Saskatchewan site completed implementation of a layered hazard identification and control 

management system. A key aspect of this program includes the active engagement of all personnel in 

the development and execution of a variety of safety planning and communication tools, including 

Safe Work Action Plans (SWAPlans), Safe Work Permits and STARRT cards. The STARRT card is the 

site‟s field level hazard assessment program. Fort Saskatchewan site leadership continued to 

undertake an aggressive audit of work-in-progress or Safety System Inspections (SSIs) in the latter half 

of 2009 to reinforce the necessary safe behaviors and adherence to site safety policies to improve 

overall safety performance. 

The Fort Saskatchewan site continues to focus on training and development of its employees as it 

relates to safety management systems. All employees in Operations and Maintenance work 

environments have received some form of critical safety systems training in 2009 such as Control of 

Hazardous Energy, Permit Understanding, Confined Space Entry, Rigging and Hoisting and Gas 

Detection. Employees also continue to receive leadership skills training to provide the necessary 

understanding of philosophy and practical application of safety concepts to ensure the stewardship of 

appropriate safe behaviors. At the end of 2009, an extensive review and re-definition of safety roles 

and responsibilities for all leadership levels took place and is expected to be implemented and 

communicated in the first quarter of 2010.  
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The environmental program implemented by Metals at the Moa site includes active monitoring of soil, 

surface water, groundwater, process effluents and air. This program is consistent with the corporate 

targets and ensures that the Moa site meets both community expectations and regulatory 

requirements. Various initiatives to reduce emissions and effluent discharge have been successfully 

implemented on the plant site. At the Moa site, an erosion and sediment control plan has been 

designed and put into effect. Since 2007, the amount of reforested hectares in the mine has exceeded 

the number of areas that have been impacted by mining operations.  

In 2007, the Moa site initiated a project to improve the conversion efficiency of sulphur dioxide to 

sulphur trioxide in its two-train acid plant, consistent with the “Environmental Improvement Studies” 

of the operating standard. Through a combination of increased catalyst levels and replacement 

catalyst, sulphur dioxide emissions from each train have now been reduced by 50%. 

The Moa site continues to focus on training and development of its employees as it relates to safety 

practices, including defensive driving which was a focus in 2009. In 2009, the Moa site continued with 

planned safety risk audits in all areas identifying concerns for follow-up action.    

Ambatovy Joint Venture 

Operations at the Ambatovy Project are subject to certain laws regulating the impact of mining 

operations on the environment and worker health and safety. For example, Madagascar‟s LGIM sets 

out the conditions for both exploration and exploitation permits which must be applied for 

sequentially. The exploitation permit is similar to a Canadian mining permit and requires an 

environmental assessment. The LGIM guarantees that the terms of a permit will not be changed after 

it has been granted and provides investment incentives for qualifying projects. 

In addition, the Ambatovy Project was required to complete a comprehensive environmental 

assessment in order to design a mitigation program. The required assessment was supplemented to 

meet the Equator Principles and various applicable World Bank policies and guidelines. Terms of 

reference for the assessment were developed in consultation with the Malagasy government and 

included both environmental and social issues. The assessment also reflected input received through 

extensive consultation with local communities and non-governmental organizations in Madagascar. 

All project facilities have been designed and are being built, operated and reclaimed in accordance 

with applicable Malagasy laws and regulations, World Bank guidelines and the Equator Principles. For 

example, the mine site is located within a forest zone, which is recognized for its environmental 

sensitivities to forest disturbance. Extensive work was undertaken to evaluate potential impacts and 

develop suitable mitigation measures. In the case of mitigation, this includes a commitment to 

maintaining a forest buffer zone around the mining area, forest de-fragmentation work through 

targeted reforestation as well as a plan to set aside an off-set area of similar ecological value 

elsewhere in the eastern forest of Madagascar. The off-set area is being implemented as part of the 

United Nations Business and Biodiversity Offset pilot program. 

The Ambatovy Project has also designed a comprehensive water management plan for the mine site. 

The plan consists of a system of collection and clarification ponds allowing proper settlement of 

suspended solids in order to discharge water that meets the environmental criteria stipulated in the 

environmental assessment. For extreme storm events, the Ambatovy Project plans to put in place a 

flocculation system aimed at accelerating inherent settling of the suspended solids. 

Safety Management continues to be a very high priority for the project. Management is working 

closely with contractors and construction personnel as well as all employees to ensure compliance 

with safety standards. During 2009, contractor audits and stand-downs associated with non-

compliance, resetting of safety awareness through training and orientation, improved job safety 

analysis and a focus on the use of Personal Protective Equipment occurred.  
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Coal 

Coal has a comprehensive program of environment, health and safety management that consists of 

policies and practices that integrate operating procedures, employee training and emergency 

response and is designed to protect the health and safety of employees and fulfill the Corporation‟s 

responsibilities as stewards of the environment. 

In Canada, the coal mining industry is subject to extensive regulation by federal, provincial and local 

authorities on various matters including: employee health and safety; air quality; water quality and 

availability; the protection and enhancement of the environment (including the protection of plants 

and wildlife); land-use zoning; development approvals; the generation, handling, use, storage, 

transportation, release, disposal and cleanup of regulated materials, including wastes; and the 

reclamation and restoration of mining properties after mining is completed. Mining operations are 

regulated primarily by provincial legislation, although the Corporation‟s coal interests must also 

comply with applicable federal legislation and local by-laws. 

In order to preserve the quality of water and air leaving the mine sites, Coal manages surface and 

ground water, dust and both hazardous and non-hazardous waste. A comprehensive reclamation 

program is also in place designed to return land that has been mined to a condition suitable for other 

uses as quickly as possible. Coal‟s reclamation efforts are focused on reclaiming mined land to 

productive farmland and wildlife habitat to meet or exceed regulatory standards. Environmental work 

at the Genesee mine resulted in the reclamation of 600 hectares at the site and earned the mining 

partners, EPCOR and Sherritt, the 2009 Alberta Chamber of Resources' Major Reclamation Award. 

In order to support the development of new mining areas and new projects, Coal provides monitoring, 

advice and leadership in the areas of regulatory changes and trends. Mining inherently involves the 

disturbance of large tracts of land. This activity has significant, but short-term impacts to existing and 

adjacent landowners; therefore, impact assessments and mitigation proposals are completed in all 

cases. In 2009, Coal continued the regulatory and consultative process involved in authorizing the 

continued access to available mining areas. During 2009, this included the Coal Valley mine 

progressing with the required documentation to expand the current mining area. The Genesee and 

Paintearth mines are also in the initial stages of preparing mine permit extension applications. In 

addition, applications for required permits, licenses and approvals related to the re-opening of the 

Obed Mountain mine were finalized in January 2009. 

Employees are exposed to significant health and safety risks when working around large mining 

equipment and within process facilities. Coal‟s systems encompass cooperatively-developed direct-

control mechanisms that quantify the risks of operations to people and the environment. Measures 

are taken to mitigate or control those risks.  Several mines celebrated safety milestones during 2009, 

with no lost-time incidents for periods ranging up to twenty years. As at December 31, 2009, over two 

thousand salaried and hourly employees were employed at Coal, and throughout the year, only three 

lost-time incidents occurred. 

In the event of an injury or an environmental incident, there are well defined reactive measures that 

are instituted to control the situation, assess ongoing risk and take appropriate measures. These 

incident investigation systems also assist in the potential for learning from each incident by providing 

timely and clear incident reports outlining root causes and preventative measures. 
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Oil and Gas 

The Corporation‟s oil and gas operations are subject to extensive EH&S laws. These laws generally 

require the Corporation to mitigate, remove or remedy the effect of its activities on the environment 

at current and former operating sites, and can require the Corporation to dismantle production 

facilities and remediate damage caused by the use or release of specified substances. 

Oil and Gas has maintained its commitment to ensuring a safe and environmentally sound workplace. 

Ground water and air quality monitoring processes have been maintained in Cuba by Sherritt and 

overseen by approved Cuban environmental agencies. Oil and Gas remains in material compliance 

with all regulatory requirements in Cuba. Work to reduce emissions continues on a number of oil 

production batteries through improvements and updates to the operating equipment that is currently 

in place. Finally, training of all employees and contractors continues, ensuring that environmental, 

health and safety as well as safe work practices are understood and continue to be a critical 

component of daily operational activities. 

Oil and Gas strives to conduct its Cuban operations according to safety standards and practices 

complimentary to those established by Canadian authorities. The Corporation provides proper safety 

equipment and training for employees, particularly when working in hazardous areas, such as where 

hydrogen sulphide gas is present. 

A full-time EH&S manager is in place in Cuba to make recommendations for the implementation of 

EH&S standards in day-to-day operations and to provide assurance that all applicable environmental 

and regulatory standards are met. Contingency plans are in place for a timely response in case of a 

hurricane, oil spill or other environmental event. 

Power 

Power‟s ground water monitoring program is being carried out in conjunction with approved Cuban 

environmental agencies company specializing in geographical and environmental solutions, to ensure 

that operations understand the quantity and quality of existing fresh water supplies and that current 

operations do not create any negative impact to those supplies. 

A Cuban environmental agency conducts ground water and air quality surveys on an annual basis at 

the Varadero, Boca de Jaruco and Puerto Escondido plant sites in order to monitor compliance with 

emission standards under Cuban environmental laws. To date, compliance with such emission 

standards has been maintained at all three plant sites. 

The Varadero, Boca de Jaruco and Puerto Escondido plant sites are subject to regulation under Cuban 

environmental laws. The area in the vicinity of these sites has been used for the development and 

production of petroleum and natural gas and other industrial activity for many years. Baseline 

environmental surveys conducted prior to commencement of operations have confirmed the presence 

of pre-existing ground water contamination at each of the Varadero, Boca de Jaruco and Puerto 

Escondido plant sites. The Corporation believes, however, that Energas has no liability under Cuban 

law for any pre-existing contamination at these sites. 

Safety continues to be a major focus of Power. Hydrogen sulphide courses are provided through a 

facility in Cuba, using Sherritt equipment to better familiarize the employees with the breathing 

equipment available. The development of a first aid training program in conjunction with the local 

health authorities has seen a number of Sherritt‟s employees trained to respond to injury situations 

both at work and at home. 

The introduction and use of the Operations Integrity Management System to all employees ensure 

quality business practices throughout Power. These policies have been translated into Spanish to 

increase the understanding and compliance by the Cuban employees and contractors.  

Power also continues to support technical and operator training of expatriates and Cuban staff. This 

includes recognized apprenticeship and journeyman programs offered through educational 

institutions in Canada. 
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A full-time EH&S manager is located in Cuba to make recommendations for the implementation of 

EH&S standards in the day-to-day operations of the sites, and to provide assurance that all applicable 

environmental and regulatory standards are being met. Contingency plans are in place for a timely 

response in the event of a hurricane or other environmental event. 

Climate change and greenhouse gas emissions  

The Kyoto Protocol (Kyoto), an international agreement which came into force in 2005, binds most of 

the world‟s developed nations to specific reductions of greenhouse gas (GHG) emissions. The Kyoto 

compliance period for these reductions took effect on January 1, 2008 and will continue until 

December 31, 2012. As a consequence, many industrialized countries, including some that are not 

bound by Kyoto, are implementing policies and regulations designed to materially reduce GHG 

emissions. The Corporation expects that these developments will increasingly impact the cost of its 

operations (including through an increase in the cost of power) and may reduce the demand for its 

fossil fuel-derived products.  

The Canadian federal government ratified Kyoto in 2002, formally committing to reduce GHG 

emissions to a limit of 6% below 1990 levels by the end of the 2008 to 2012 compliance period. In 

April 2007, the Federal Government announced its intention to implement a regulatory framework 

that would require significant reductions of GHG emissions by Canada‟s largest industrial sectors, 

including some of the Corporation‟s facilities, most of the facilities in Canada from which the 

Corporation ultimately obtains power, and the industrial sectors to which the Corporation provides 

fossil fuel-derived products. The regulatory framework would generally require an overall reduction of 

18% in the amount of GHG emissions produced in the regulated sectors per unit of output by 2010 

(known as an intensity reduction target) and an annual 2% intensity reduction thereafter until 2020. 

Draft regulations for implementing the reduction targets were expected to be issued in late 2008. The 

Federal Government has acknowledged that this framework and related efforts will not be enough to 

meet Canada‟s Kyoto commitments, indicating that to do any more would risk serious adverse 

economic consequences. The opposition parties are pressuring the government to impose more 

stringent measures designed to achieve compliance with Kyoto. 

In addition, various Canadian provincial governments and other regional initiatives are moving ahead 

with GHG reduction and other initiatives designed to address global warming. 

As it is unclear at this time what shape regulation will ultimately take, it is not yet possible to estimate 

the extent to which such regulations will impact the Corporation‟s operations. However, the 

Corporation‟s Canadian operations are large facilities, so the setting of emissions targets (whether in 

the manner described above or otherwise) may well affect them and may have a material adverse 

effect on the Corporation‟s business, results of operations and financial performance. In addition to 

directly emitting GHGs, the Corporation‟s operations require large quantities of power and produce 

fossil fuel-derived products, and future taxes on or regulation of these power producers or fossil fuel-

derived products may also add to operating costs.  

The increased regulation of GHG emissions may also reduce the demand for the Corporation‟s fossil 

fuel-derived products. With respect to the coal business, existing customers produce a significant 

amount of electricity for the regions they serve, and it is expected that they will continue to operate 

due to the ongoing and increasing demand for electricity. If the power plants which the Corporation 

supplies are subjected to any potential requirement to reduce GHG emissions, then electric utilities 

companies may seek to reduce the amount of coal consumed, introduce technology that would allow 

for the reduction of emissions, engage in programs that would allow the continued use of coal by 

paying for emissions offsets or reduce emissions in other parts of the business. Any reduction of the 

Corporation‟s customers‟ use of coal, restrictions on the use of coal, fuel substitution or major capital 

investment will have an impact on the business of electric utilities companies and will negatively 

impact the Corporation‟s ability to extend existing contracts or to grow new coal sales.  
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The United Nations agency that administers the Clean Development Mechanism (CDM) process under 

the Kyoto Protocol has registered the Varadero combined cycle facility which means that since June, 

2008, 166,744 Certified Emission Reduction credits (CERs) have been issued to Sherritt and its 

partners in Energas (55,581 net to Sherritt). No CERs were issued during 2009 in respect of the 

Varadero combined cycle facility. The Corporation, however, expects that approximately 300,000 

CERs will be issued in 2010 in relation to this facility (100,000 net to Sherritt). CDM registration for 

the Phase 8 Expansion combined cycle facility at Boca de Jaruco is on hold pending resolution of the 

ongoing review of the project. CERs received by Sherritt can be sold to third parties or, could 

potentially be used by Sherritt towards a certain percentage of any future greenhouse gas reduction 

obligations imposed on Sherritt by the Canadian federal government. 
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Critical accounting estimates, changes in accounting policies and 

accounting pronouncements 

Critical accounting estimates 

The preparation of financial statements requires the Corporation to estimate the effect of various 

matters that are inherently uncertain as of the date of the financial statements. Each of these required 

estimates varies with respect to the level of judgment involved and the potential impact on the 

Corporation‟s reported financial results. Estimates are deemed critical when the Corporation‟s 

financial condition, change in financial condition or results of operations would be materially 

impacted by a different estimate or a change in estimate from period to period. By their nature, these 

estimates are subject to measurement uncertainty, and changes in these estimates may affect the 

consolidated financial statements of future periods. 

Variable interest entities 

Canadian Institute of Chartered Accountants Accounting Guideline 15 (AcG-15) - “Consolidation of 

Variable Interest Entities”, provides guidance on applying the principles of consolidation to certain 

entities defined as variable interest entities (VIEs). Where an entity is considered a VIE, the primary 

beneficiary is required to consolidate the assets, liabilities and results of operations of the VIE. The 

primary beneficiary is the entity that is exposed, through variable interests, to a majority of the VIE‟s 

expected losses (as defined in AcG-15) or is entitled to a majority of the VIE‟s expected residual 

returns (as defined in AcG-15), or both. 

The Corporation uses a variety of estimation processes involving both qualitative and quantitative 

factors to determine whether an entity is a VIE, and, if required, to analyze and calculate the expected 

losses and the expected residual returns. These processes involve estimating the future cash flows 

and performance of the VIE, analyzing the variability in those cash flows, and allocating the losses and 

returns among the identified parties holding variable interests to determine who is the primary 

beneficiary. Such analysis involves assumptions regarding many factors, including: current and future 

economic conditions, net realizable sale prices, production rates, production costs for the entity as 

well as foreign exchange rates and participation levels and beneficial returns and risks of the 

Corporation relative to the other identified parties. In addition, there is a significant amount of 

judgment exercised in interpreting the provisions of AcG-15 and applying them to specific 

transactions of the Corporation. In particular, Management reviews the accounting for its joint 

ventures and investments in light of events and circumstances that create a reconsideration event 

under the VIE rules and determines the impact of the event on the analysis. For further details on 

current VIEs of the Corporation, refer to note 2 to the 2009 consolidated financial statements. 

Property, plant and equipment  

Property, plant and equipment (PP&E) comprises the largest component of the Corporation‟s assets 

and as such the capitalization of costs, the determination of estimated recoverable amounts and the 

depletion and amortization of these assets have a significant effect on the Corporation‟s financial 

results. 

Management uses its best available information to determine when a development project reaches 

commercial viability; the stage when costs incurred to develop a mine on the property are capitalized. 

This is generally based on Management‟s assessment of when proven and/or probable reserves are 

determined to exist. Management also uses the best available information to determine when a 

project reaches commercial production and costs related to pre-production cease to be capitalized. 

The criteria used to assess when commercial production is achieved depends on many factors, 

including the project plan as well as economic, political and environmental conditions.  
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Management‟s estimates on recoverable amounts and its basis for depletion and amortization are 

based on assumptions about future commodity prices, exchange rates, production costs and 

information on reserves that may change. Management, where considered necessary, engages 

qualified third-party professionals to assist in formulating estimates and assumptions.  

Proven and probable reserve estimates are determined based on professional evaluations provided by 

internal or external qualified persons. Reserve estimates should not be interpreted as assurances of 

the life or of the profitability of current or future operations. Estimates of the reserves may change 

based on additional knowledge gained subsequent to the assessment date. This may include 

additional data available from continuing exploration and development, results from the reconciliation 

of actual production data against the original reserve estimates, or the impact of economic factors 

such as changes in the price of commodities or the cost of components of production. The estimation 

of reserves is a subjective process, which is subject to numerous uncertainties and various 

interpretations.  

Impairments 

Property, plant and equipment 

The Corporation‟s estimates of recoverability of its operating and development properties are critical, 

because they could have a significant impact on the balance sheet and statement of earnings. The 

Corporation periodically reviews and evaluates the recoverability of property, plant and equipment 

based on an estimate of undiscounted future cash flows and at Oil and Gas cost centres by 

performing ceiling-test calculations. In performing impairment tests, Management must make certain 

estimates: future cash flows, expected commodity prices, inflation rate, future exchange rates, future 

operating, capital and reclamation costs, and the amount of proven and probable reserves. Future 

cash flows are calculated using quoted benchmark prices in the futures market or price forecasts 

consistent with reputable industry forecasts or contracted prices where applicable. If any of these 

estimates change, future net cash flows from the property, plant and equipment could be lower which 

would result in impairment.  

Goodwill 

At December 31, 2009, the Corporation had goodwill with a carrying value of $307.9 million related 

to the acquisition of Royal Utilities.  

The Corporation tests for impairment of goodwill on an annual basis and at any other time if events 

occur or circumstances change that would indicate that it is more likely than not that the fair value of 

the reporting unit has been reduced below its carrying amount. Circumstances that could trigger an 

impairment test include: a significant adverse change in the business climate or legal factors; an 

adverse action or assessment by a regulator; unanticipated competition; the loss of key personnel; 

change in reportable segments; the likelihood that a reporting unit or significant portion of a 

reporting unit will be sold or otherwise disposed; adverse results of testing for recoverability of a 

significant asset group within a reporting unit; and the recognition of a goodwill impairment loss in 

the financial statements of a subsidiary that is a component of a reporting unit. 

Application of the goodwill impairment test requires judgment, including the identification of 

reporting units, assignment of assets and liabilities to reporting units, assignment of goodwill to 

reporting units, and determination of the fair value of each reporting unit.  

Goodwill could potentially be determined to be impaired in future periods, for a number of reasons, 

including if there is an increase in the annual weighted-average cost of capital. 

Intangible assets 

The Corporation tests for impairment of intangible assets if events occur or circumstances change 

that would indicate that it is more likely than not that the fair value of the asset has been reduced 

below its carrying amount. 
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An impairment loss is recognized when the estimate of undiscounted future cash flows generated by 

such assets is less than the carrying amount. Measurement of the impairment loss is based on the 

present value of the expected future cash flows which requires estimates of cash flows, commodity 

prices, inflation rate, future exchange rates, future operating, capital and reclamation costs, and the 

amount of proven and probable reserves. An impairment analysis contains estimates of an inherently 

speculative nature regarding forecasting long-term cash flows and determining the ultimate useful 

lives of assets. Actual results will differ, which could materially impact future impairment 

assessments. 

Asset-retirement obligations  

The Corporation‟s operations and joint ventures are subject to environmental regulations in Canada, 

Cuba, Madagascar, and other countries in which the Corporation operates. 

Upon establishment of commercial viability of a site, the Corporation estimates the cost to restore the 

site following the completion of commercial activities and depletion of reserves. These future 

obligations are estimated by taking into consideration closure plans, known environmental impacts, 

and internal and external studies which estimate the activities and costs that will be carried out to 

meet the retirement obligations. Amounts recorded for asset-retirement obligations are based on 

estimates of retirement costs which may not be incurred for several years or decades. The asset-

retirement cost estimates could change due to amendments in laws and regulations in the countries 

in which the businesses operate. As well, actual estimated decommissioning and reclamation costs 

may differ from those projected as a result of an increase over time of actual remediation costs, a 

change in the timing for utilization of reserves and the potential for increasingly stringent 

environmental regulatory requirements.  

The asset-retirement liability is measured by discounting the expected cash flows at credit-adjusted 

risk-free interest rates ranging from 4.2% to 14.7%. The actual rate depends on a number of factors, 

including the time it will take to rehabilitate the property (which can range from 20 to 30 years) and 

the location of the property. Changes in estimates are amortized over the life of the operating 

properties.  

Income Taxes  

The Corporation operates in a number of industries in several tax jurisdictions, and consequently, its 

income is subject to various rates and rules of taxation. As a result, the Corporation‟s effective tax 

rate may vary significantly from the Canadian statutory tax rate depending upon the profitability of 

operations in the different jurisdictions.  

The Corporation calculates future income taxes based upon temporary differences between the assets 

and liabilities that are reported in its consolidated financial statements and their tax basis as 

determined under applicable tax legislation. The Corporation records a valuation allowance against its 

future income tax assets when it determines that it is not “more likely than not” that such assets will 

be realized. The future realization of future tax assets and any associated valuation allowance can be 

affected by many factors, including: current and future economic conditions, net realizable sale 

prices, production rates and production costs and can either be increased or decreased where, in the 

view of Management, such change is warranted. 

In determining whether a future tax asset is more likely than not to be realized, Management reviews 

the timing of expected reversals of taxable temporary differences, the estimates of future taxable 

income and prudent and feasible tax planning that could be implemented. Based upon this review in 

2009, the Corporation has recorded $116.4 million of future tax assets on non-capital and capital 

losses and other deductible temporary differences, $79.0 million of which have been offset against 

future tax liabilities in the Consolidated Balance Sheet.  
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Changes in accounting policies  

Goodwill and other intangible assets 

Effective January 1, 2009 the Corporation adopted the new recommendations of the Canadian 

Institute of Chartered Accountants (CICA) Handbook Section 3064, “Goodwill and Intangible Assets”, 

which replaced Section 3062, “Goodwill and Other Intangible Assets” and Section 3450, “Research and 

Development Costs”. The new standard provides guidance on the recognition, measurement, 

presentation and disclosure of goodwill and intangible assets subsequent to their initial recognition. 

The adoption of this standard did not have a significant impact on the consolidated financial 

statements. 

Credit risk and the fair value of financial assets and financial liabilities 

In January 2009, the CICA issued EIC-173, “Credit Risk and the Fair Value of Financial Assets and 

Financial Liabilities” which requires the Corporation to consider its own credit risk as well as the credit 

risk of its counterparty when determining the fair value of financial assets and liabilities, including 

derivative instruments. The accounting treatments provided in EIC-173 have been applied in the 

preparation of the consolidated financial statements. The adoption of this standard did not have an 

impact on the valuation of the financial assets or liabilities. 

Mining exploration costs 

In March 2009, the CICA issued EIC-174, “Mining Exploration Costs” which provides guidance to 

mining enterprises related to the accounting and the conditions that a mining enterprise should 

consider when determining the need to perform an impairment review of such costs. The accounting 

treatments provided in EIC-174 have been applied in the preparation of the consolidated financial 

statements and did not have an impact on the accounting for exploration costs. 

Financial Instruments ð recognition and measurement 

In July 2009, the Accounting Standards Board approved amendments to Section 3855, “Financial 

Instruments: Recognition and Measurement”, in order to converge with international standards for 

impairment of debt instruments by changing the categories into which debt instruments are required 

and permitted to be classified. These amendments will permit (or require in certain circumstances) 

entities to reclassify certain investments in debt instruments, amend the guidance regarding 

impairment measurement for held-to-maturity debt instruments and require reversals of impairment 

losses for available-for-sale debt instruments when conditions have changed. These amendments 

apply only to investments in debt instruments and do not apply to investments in equity instruments 

or to debt instruments that have been designated at origination as held-for-trading. The amendments 

are effective for annual financial statements for fiscal years beginning on or after November 1, 2008. 

The adoption of this standard did not have an impact on the classification of its investment in debt 

instruments.  

Financial instruments ð disclosures 

In June 2009, the CICA amended Section 3862, “Financial Instruments – Disclosures”, to include 

additional disclosure requirements about fair value measurement for financial instruments and 

liquidity risk disclosures. These amendments require a three-level hierarchy that reflects the 

significance of the inputs used in making the fair value measurements. Additional disclosures are 

provided in the notes to the December 31, 2009 consolidated financial statements. 
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Accounting pronouncements 

Convergence with International Financial Reporting Standards  

The Canadian Accounting Standards Board (AcSB) requires all Canadian publicly accountable entities 

to adopt IFRS for years beginning on or after January 1, 2011. The Corporation‟s first mandatory filing 

under IFRS, which will be the first quarter of 2011, will contain IFRS-compliant information on a 

comparative basis, as well as reconciliations to Canadian GAAP for the comparative quarter and as at 

the January 1, 2010 transition date. Although IFRS uses a conceptual framework similar to Canadian 

GAAP, there are significant differences in recognition, measurement and disclosure.  

The Corporation is managing its IFRS Conversion Project in three phases. The scoping and planning 

phase (Phase 1) of the IFRS project plan has been completed. In 2009, significant progress was made 

on the design and build phase (Phase 2). The following highlights progress under Phase 2: 

 Completed the initial impact assessments that provided an analysis of the issues and accounting 

policy choices for the areas that the Corporation has determined will likely result in significant 

differences between IFRS and Canadian GAAP. In the third quarter of 2009, significant policy 

choices were identified; 

 Completed the initial scoping study identifying the necessary changes to the financial systems;  

 Completed an assessment of the impact of IFRS on business policies; 

 Continued training stakeholders involved in the implementation process; and 

 Initiated the design of the control framework necessary to support the IFRS reporting 

environment with a view to updating the CEO/CFO certification process by the fourth quarter of 

2010. 

The implementation and review phase (Phase 3) has commenced. This phase, which will continue to 

January 1, 2011 and beyond, is the execution phase which will focus on enabling continued IFRS 

reporting and facilitating knowledge transfer.  

The key elements of Phase 3 are as follows: 

 Prepare full IFRS interim and annual financial statements for the transition period ending 

December 31, 2010 for comparative disclosure; 

 Prepare interim and annual IFRS financial statements for the year ending December 31, 2011; 

 Continue IFRS compliance by developing new accounting policies, accounting manuals, 

guidelines, processes for reporting packages to internal management and shareholders; 

 Develop detailed training and knowledge transfer to appropriate staff; and  

 Develop revised internal control and disclosure control processes, updating key controls as 

required, and address any internal or disclosure control deficiencies. 

Management provides regular progress reports on the status of Sherritt‟s IFRS Conversion Project to 

the IFRS Conversion Project Steering Committee and to the Audit Committee of the Board of Directors. 

In the third quarter of 2009, Management determined that additional resources were required to meet 

the implementation deadline. As a result, the Corporation has engaged additional professional 

advisors and has added resources to its Finance Group. These resources will support the increased 

demands of the conversion process as well as ongoing reporting under IFRS. 
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Business combinations/consolidated financial statements/non-controlling interests 

In January 2009, the CICA issued Sections 1582, “Business Combinations”, 1601, “Consolidated 

Financial Statements”, and 1602, “Non-Controlling Interests”, which superseded current Sections 

1581, “Business Combinations”, and 1600, “Consolidated Financial Statements”. These new sections 

replaced existing guidance on business combinations and consolidated financial statements to 

harmonize Canadian accounting for business combinations with IFRS. These sections will be applied 

prospectively to business combinations for which the acquisition date is on or after the beginning of 

the first annual reporting period beginning on or after January 1, 2011. Earlier adoption is permitted. 

If an entity applies these sections before January 1, 2011, it is required to disclose that fact and apply 

each of the new sections concurrently. The Corporation is currently evaluating the impact of the 

adoption of these changes on its consolidated financial statements. 

Multiple deliverable revenue arrangements 

In December 2009 the CICA issued EIC-175, “Multiple Deliverable Revenue Arrangements” which 

provides guidance for determining whether an arrangement involving multiple deliverables contains 

one or more units of accounting. The accounting treatments provided in EIC-175 are effective the first 

annual reporting period beginning on or after January 1, 2011. Early adoption is permitted. The 

Corporation is currently evaluating the impact of the adoption of these changes on its consolidated 

financial statements. 
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Summary of quarterly results and 2009 fourth quarter results 

Summary of quarterly results 

The following table presents a summary of the segments and consolidated operating results for each 

of the eight quarters ended March 2008 to December 2009.  

 

2009                     2009                  2009             2009           2008                2008                2008            2008              

$ millions, except per share amounts,

    for the three months ended December  31 September 30 June 30 March 31 December  31 September 30 June 30 March 31 

Revenue
(1)

Metals 110.6 $                 114.3 $              111.1 $         79.7 $         96.0 $              137.5 $            177.7 $        162.3 $          

Coal
 (2)

174.9                    181.2                 165.7            188.9          200.7               189.9               124.5           30.9               

Oil and Gas 63.0                      59.9                   50.2              46.6            44.9                 112.9               104.5           87.5               

Power 28.5                      30.6                   28.6              30.4            31.8                 30.9                 30.3             29.8               

Corporate and other 2.8                        3.6                     2.9                4.0              6.5                   7.1                   5.4               5.0                 

379.8 $                 389.6 $              358.5 $         349.6 $       379.9 $            478.3 $            442.4 $        315.5 $          

Net  earnings (loss) 48.3                      55.9                   24.4              (42.9)           (592.1)              133.1               80.3             89.0               

Net earnings (loss) per share

Basic 0.16 $                   0.19 $                0.08 $           (0.15)$         (2.03)$              0.45 $              0.28 $          0.38 $            

Diluted 0.16 $                   0.19 $                0.08 $           (0.15)$         (2.03)$              0.45 $              0.28 $          0.38 $            

 

(1) Prior period revenue has been amended to include the results of Mineral Products which had previously been accounted for 

as a discontinued operation. 

(2) Coal‟s results include the Corporation‟s 100% interest in Royal Utilities from the date of acquisition, May 2, 2008, and the 

Corporation‟s 50% proportionate interest in the Coal Valley export thermal coal mine and other coal development assets. In 

the periods prior to May 2, 2008, Royal Utilities was equity-accounted. 

 

Operating results for the Corporation before the inclusion of unusual items were affected primarily by 

changes in commodity prices and exchange rates that impact revenue and costs. Also, during the last 

seven quarters, the Corporation‟s results included the consolidation of Royal Utilities from the date of 

acquisition, May 2, 2008. During the most recent five quarters, the Corporation‟s results were 

significantly impacted by a reduction in nickel, cobalt, and oil and gas prices as compared to the first 

three quarters of 2008; however, prices in these sectors have been increasing on a quarter-over- 

quarter basis. In the first quarter of 2009, the Corporation recognized a loss on the disposal of Block 

7 assets of $79.5 million ($57.4 million after-tax). As a result of the weakened economic environment 

in the fourth quarter of 2008, the Corporation recognized $590.7 million in unusual costs, including 

the impairment of goodwill related to the Ambatovy Joint Venture and impairment of certain Cuban 

accounts receivable balances.  
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2009 Fourth quarter results 

The following table and discussion compares the fourth quarter 2009 to the fourth quarter 2008: 

 

$ millions, for the three months ended December 31 2009 2008

Financial highlights
(1)

Revenue by segment

Metals 110.6 $        96.0 $          

Coal 174.9           200.7           

Oil and Gas 63.0             44.9             

Power 28.5             31.8             

Corporate and other 2.8               6.5               

379.8 $        379.9 $        

EBITDA
(2)

 by segment

Metals 41.1 $          (29.0)$          

Coal 49.0             58.4             

Oil and Gas 49.9             (44.6)            

Power 19.5             16.9             

Corporate and other (11.1)            (3.7)              

148.4 $        (2.0)$            

Operating earnings (loss)
(2)

 by segment

Metals 33.5 $          (37.4)$          

Coal 19.1             40.5             

Oil and Gas 30.0             (75.3)            

Power 11.4             9.4               

Corporate and other (12.5)            (5.1)              

81.5 $          (67.9)$          

Net earnings (loss) 48.3             (592.1)          

Net earnings (loss) per share, diluted ($ per share) 0.16 $          (2.03)$          

Cash flow
(1)

Cash provided by operating activities 92.8 $          279.9 $        

Capital expenditures 365.4 $        647.6 $        

Production volumes

Nickel (tonnes)(50% basis) 4,125.0        4,340.0        

Cobalt (tonnes)(50% basis) 433.0           464.0           

Coal - Prairie Operations (millions of tonnes) 9.6               8.5               

Coal - Mountain Operations (millions of tonnes)(50% basis) 0.5               0.5               

Oil - Cuba - net production (barrels per day) 12,062.0      13,401.0      

Electricity (gigawatt hours) 524.0           576.0           

Unit operating costs

Nickel
(3)

 (US$ per pound) 3.12 $          5.00 $          

Coal - Prairie Operations ($ per tonne) 11.09           11.83           

Coal - Mountain Operations ($ per tonne) 62.38           68.72           

Oil - Cuba ($ per barrel) 8.04             12.58           

Electricity ($ per megawatt hour) 12.85           24.71           

Averaged-realized sales prices

Nickel ($ per pound) 8.36 $          6.18 $          

Cobalt ($ per pound) 19.18           23.38           

Coal - Prairie operations ($ per tonne) 14.83           14.46           

Coal - Mountain operations ($ per tonne) 66.28           104.86         

Oil - Cuba ($ per barrel) 52.75           34.14           

Electricity ($ per megawatt hour) 43.83           48.76           
 

 

(1) Amounts for year ended December 31, 2008 have been amended to include the results of Mineral Products which had 

previously been accounted for as a discontinued operation. 

(2) For additional information see the Non-GAAP Measures section. 

(3) Net direct cash cost inclusive of by-product credits and third-party feed costs. 
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 The Corporation‟s net earnings for the three months ended December 31, 2009 were $48.3 million 

compared to net loss of $592.1 million in the prior year. Net earnings for the year ended December 

31, 2008 includes $590.7 million in unusual costs that primarily related to the impairment of 

goodwill related to the Ambatovy Joint Venture and impairment of certain Cuban accounts 

receivable balances.  

 Revenue of $379.8 million during the three months ended December 31, 2009 was consistent with 

the prior year.  EBITDA of $148.4 million in 2009 compared to an EBITDA loss of $2.0 million in the 

same period in the prior year as higher average-realized prices for nickel and oil more than offset 

the impact of lower average-realized prices for coal in Mountain Operations and electricity. In 

addition, in the fourth quarter of 2008, Oil and Gas EBITDA was impacted by the recognition of an 

impairment of its Cuban accounts receivables. 

 Production levels in the three months ended December 31, 2009 were lower in each of the 

following divisions compared to the same period in the prior year; Metals was lower primarily as a 

result of scheduled maintenance; Oil and Gas in Cuba was lower primarily as a result of the 

termination of the Block 7 production-sharing contract; Power was lower primarily as a result of 

intermittent gas supply shortages.  Production at Prairie Operations was higher in the three months 

ended December 31, 2009, than in the same period in the prior year due to increased demand at a 

contract mine. 

 Metals‟ operating earnings of $33.5 million during the three months ended December 31, 2009 

were $70.9 million higher than in the same period in the prior year as a higher average-realized 

price for nickel more than offset the impact of a lower average-realized price for cobalt and lower 

nickel and cobalt production volumes. In addition, operating earnings in 2008 included an 

inventory impairment of $14.2 million; 

 Coal's operating earnings of $19.1 million during the three months ended December 31, 2009 

were $21.4 million lower than in the same period in the prior year as lower average-realized prices 

in Mountain Operations and lower royalty revenue in Prairie Operations were partially offset by 

higher sales volumes in Prairie Operations.  Sales volumes in Mountain Operations were lower as a 

result of severe weather and equipment problems at the Westshore Terminal Port in British 

Columbia late in the fourth quarter and due to the impact of the CN labour action in December that 

slowed rail transportation to this port; 

 Oil and Gas‟ operating earnings of $30.0 million for three months ended December 31, 2009 were 

$105.3 million higher than in 2008; however operating earnings in 2008 included the impact of 

the impairment of the Cuban receivables of $65.5 million. The remaining increase was a result of 

higher average-realized prices in Cuba partially offset by lower production levels; and  

 Power‟s operating earnings of $11.4 million for the three months ended December 31, 2009 were 

$2.0 million higher than the same period in the prior year, as lower operating costs more than 

offset lower average-realized electricity prices and lower sales volumes. Operating costs were 

higher in 2008 due to non-recurring costs, including the reduction of an estimated insurance 

recovery and due to an increase in the inventory obsolescence provision. 
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Off-balance sheet arrangements  

The Corporation has no foreign exchange or commodity options, futures or forward contracts. The 

Corporation has made a completion guarantee to the Ambatovy Project lenders and has also 

guaranteed letters of credit issued by Coal and payments under a lease contract entered into by Coal. 

Details of these arrangements can be found in note 18 of the December 31, 2009, consolidated 

financial statements.  

Transactions with related parties  

The Corporation engaged in the following related-party transactions resulting in the balances at 

December 31, 2009 below: 

 

$ millions, the years ended December 31 2009           2008                 

Total value of goods and services:

Provided to joint ventures and affiliates 102.2 $        147.1 $             

Purchased from joint ventures and affiliates 51.6            117.1                

$ millions, as at December 31 2009           2008                 

Accounts receivable from joint ventures 4.4 $           9.3      $            

Accounts payable to joint ventures 1.7              3.3                    

Advances and loans receivable from certain Moa Joint Venture entities 210.0           279.4                

Loan receivable from Coal Valley Resources Inc. 5.0              -                        

 

The Corporation and its subsidiaries provide goods, labour, advisory and other administrative services 

to joint ventures and affiliates at exchange amounts (cost, commercial rates and other various 

contractual terms). The Corporation and its subsidiaries also market, pursuant to sales agreements, a 

portion of the nickel, cobalt, and certain by-products produced by certain jointly-owned entities in 

Metals. The above transactions arise in the normal course of the Corporation‟s relationships with the 

joint venture entities. 

Advances and loans receivable include two loans provided pursuant to a funding agreement and 

advances on a working capital facility provided by the Corporation to certain Moa JV entities. The 

funding arrangement was created in order to finance the expansion activities at the Moa JV. All 

amounts are recorded at the proportionately consolidated amounts.  
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Controls and procedures 

Disclosure controls and procedures 

Management is responsible for establishing and maintaining adequate internal control over disclosure 

controls and procedures, as defined in National Instrument 52-109 of the Canadian Securities 

Commission (NI 52-109). Disclosure controls and procedures are designed to provide reasonable 

assurance that all relevant information is gathered and reported to Management, including the CEO 

and CFO, on a timely basis so that appropriate decisions can be made regarding public disclosure. 

Management, with the participation of the certifying officers, has evaluated the effectiveness of the 

design and operation, as of December 31, 2009, of the Corporation‟s disclosure controls and 

procedures. Based on that evaluation, the certifying officers have concluded that such disclosure 

controls and procedures are effective and designed to ensure that material information known by 

others relating to the Corporation and its subsidiaries is provided to them.  

Internal controls over financial reporting 

Management is responsible for establishing and maintaining adequate internal control over financial 

reporting, as defined in NI 52-109. Internal control over financial reporting means a process designed 

by or under the supervision of the CEO and CFO, Management and other personnel to provide 

reasonable assurance regarding the reliability of financial reporting and the preparation of financial 

statements for external purposes in accordance with GAAP. 

The internal controls are not expected to prevent and detect all misstatements due to error or fraud. 

Management advises that there have been no changes in the Corporation‟s internal controls over 

financial reporting during 2009 that have materially affected or are reasonably likely to materially 

affect the Corporation‟s internal control over financial reporting. 

Management, with the participation of the certifying officers, conducted an evaluation of the 

effectiveness of the Corporation‟s internal controls over financial reporting, as of December 31, 2009, 

using the Committee of Sponsoring Organizations of the Treadway Commission (COSO) framework. 

Based on this evaluation, the CEO and CFO have concluded that the internal controls over financial 

reporting were effective as of December 31, 2009.  
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Supplementary information 

Sensitivity analysis 

The following table shows the approximate impact on the Corporation‟s 2009 net earnings and EPS of 

a change in selected key variables. The impact is measured changing one variable at a time and may 

not necessarily be indicative of sensitivities on future results.  

 

Approximate 

annual change Approximate 

in net earnings annual change 

($ millions) in basic EPS 

Factor Increase Increase/(decrease) Increase/(decrease)

Prices

Nickel - LME price per pound US$     0.50 14                       0.05                    

Cobalt - Metal Bulletin price per pound US$     5.00 13                       0.05                    

Oil -U.S. Gulf Coast Fuel Oil No. 6 price per barrel US$     5.00 19                       0.07                    

Volume

Nickel - tonnes 1,000             2                         0.01                    

Cobalt - tonnes 250                3                         0.01                    

Oil - barrels per day 1,000             16                       0.05                    

Electricity production - MWh 25,000           1                         -                          

Exchange Rate

US dollar per Canadian dollar US$     0.05 (3)                        (0.01)                   

Operating costs

Natural Gas - cost per gigajoule (Metals) $     1.00 (3)                        (0.01)                   

Sulphur - cost per tonne (Metals) US$   25.00 (1)                        -                          

Sulphuric acid  - cost per tonne (Metals) US$   25.00 (3)                        (0.01)                   

Fuel - WTI oil price (Coal Mountain Operations) US$   10.00 (1)                        -                          
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Non-GAAP measures  

EBITDA and Operating earnings 

The Corporation‟s definition of EBITDA is earnings or loss from operations as reported in the GAAP 

financial statements, excluding net earnings or net loss related to any non-controlling interest, 

amounts included in net earnings or net loss for income taxes, interest expense, depletion, 

amortization, accretion, depreciation, impairment charges for property, plant and equipment, 

goodwill and investments, and gain or loss on disposal of property, plant and equipment.  

The Corporation‟s definition of Operating earnings is EBITDA less depletion, amortization and 

accretion expense and depreciation included in operating expenses. 

The table below presents EBITDA and Operating earnings and reconciles these non-GAAP measures to 

earnings from operations before income taxes and non-controlling interests. 

 

$ millions, for the years ended December 31 2009            2008            

Revenue 1,477.5 $     1,616.1 $     

Operating, selling, general and administrative expenses 1,067.0        1,097.9        

410.5           518.2           

Add: Depreciation included in operating expenses 82.3             59.3             

EBITDA 492.8           577.5           

Less:

Depreciation included in operating expenses 82.3             59.3             

Depletion, amortization and accretion 179.4           180.8           

Operating earnings 231.1           337.4           

Loss on disposal of property, plant and equipment 79.5             -                   

Impairment of property, plant and equipment -                   33.5             

Impairment of goodwill -                   463.3           

Net financing expense 20.7             8.5               

Share of earnings of equity-accounted investment -                   (9.5)              

Other items 1.5               -                   

Earnings (loss) from operations before income  taxes and non-

controlling interests 129.4 $        (158.4)$        

 

Adjusted balance sheet 

The Corporation is the primary beneficiary of two Variable Interest Entities (VIEs) as defined under 

CICA Accounting Guideline 15. The Corporation holds an indirect 40% interest in the equity of a VIE, 

the Ambatovy Joint Venture, and in accordance with Canadian GAAP, the accounts of the Ambatovy 

Joint Venture are consolidated and the 60% equity interests of the other shareholders are accounted 

for as non-controlling interests. The Corporation also holds an indirect one-third interest in the equity 

of another VIE, Energas S.A., and in accordance with Canadian GAAP, the accounts of Energas S.A. are 

consolidated. The two-thirds equity interests of the other shareholders are accounted for as non-

controlling interests.  

Given the magnitude of these VIEs relative to the Corporation‟s total asset base, certain shareholders 

and other stakeholders have requested additional information that will help them better understand 

the Corporation‟s economic interest in and exposure to these VIEs.  
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To address these concerns, the Corporation has prepared an adjusted balance sheet that includes the 

Corporation‟s proportionate interest in these VIEs. The adjusted balance sheet has been prepared 

using an arithmetic formula and does not represent proportionate consolidation under Canadian 

GAAP. The adjusted balance sheet has also been condensed in order to better illustrate key financial 

statement line items of interest to investors and management. The adjusted balance sheet does not 

have a standardized meaning under Canadian GAAP and is not to be used to compare the Corporation 

to other companies. An investor may find this information useful in analyzing Sherritt‟s financial 

information but it should not be considered in isolation or as a substitute for any information 

prepared in accordance with Canadian GAAP.  

The adjusted balance sheet provides both investors and management with information to help them 

better understand the Corporation‟s economic interest in key financial statement line items. 

Management also reviews key financial statement line items on this adjusted basis. 

The adjusted balance sheet has been reconciled to the condensed Canadian GAAP balance sheet as at 

December 31, 2009. This reconciliation provides a concise view of the impact of these VIEs on the 

Corporation‟s balance sheet by clearly identifying the adjustments related to each VIE by financial 

statement line item. 

 

 

GAAP Ambatovy Energas S.A Ambatovy Energas S.A Adjusted

$ millions, as at December 31, 2009 Balance Sheet 100% 100% 40.0% 33.33% Balance Sheet

ASSETS

 

Cash, cash equivalents, short-term investments 861.6 $          (272.1)$           (6.0)$            108.8 $        2.0 $            694.3 $               

Other current assets 641.4             (28.2)               (54.7)            11.3             18.2             588.0 $               

Property, plant and equipment 7,162.9          (5,064.9)           (449.3)          2,026.0        149.8           3,824.5               

Other 1,233.5          (8.9)                 (19.9)            3.6               6.6               1,214.9               

9,899.4 $       (5,374.1)$        (529.9)$       2,149.7 $     176.6 $        6,321.7 $            

LIABILITIES AND SHAREHOLDERS' EQUITY

 

Current liabilities 475.7             (251.0)             (34.6)            100.1           11.5             301.7                  

Long-term debt and other long-term liabilities 3,167.7          (1,616.7)           -                   646.7           -                   2,197.7               

Other 690.8             (327.7)             (189.4)          131.1           63.1             367.9                  

4,334.2          (2,195.4)           (224.0)            877.9           74.6             2,867.3               

Non-controlling interests 2,110.8          (1,906.9)           (203.9)          -                   -                   -                      

Shareholders' equity 3,454.4          (1,271.8)           (102.0)          1,271.8        102.0           3,454.4               

9,899.4 $       (5,374.1)$        (529.9)$       2,149.7 $     176.6 $        6,321.7 $            

Consolidated amount Proportionate Interest

Less: Add:
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Five-year financial and operating summary  

 

$ millions, except per share amounts 2009        2008        2007        2006        2005        

Consolidated Statements of Operations

Revenue from continuing operations 1,477.5 $ 1,616.1 $ 1,344.3 $ 1,114.4 $ 1,020.5 $ 

Operating earnings (loss) 
(2)

 for continuing operations

Metals 82.3         144.7       458.5       243.0       146.3       

Coal
(3)

80.9         70.5         (17.4)        (1.2)          8.2           

Oil and Gas 63.6         98.3         140.0       128.7       118.0       

Power 49.7         57.8         56.2         46.2         45.9         

Corporate and other (45.4)        (33.9)        (41.2)        (45.3)        (46.9)        

231.1       337.4       596.1       371.4       271.5       

Share of earnings (loss) of equity-accounted investments -               9.5           34.6         10.9         0.6           

Non-controlling interests 20.4         26.1         21.1         17.2         28.1         

Earnings (loss) from continuing operations 85.7         (289.7)      368.8       242.9       121.0       

Earnings (loss) from discontinued operations -               -               1.6           2.7           3.3           

Net earnings (loss) 85.7         (289.7)      370.4       245.6       124.3       

Earnings (loss) from continuing operations per share 

Basic 0.29 $      $( 1.05) 1.79 $      1.59 $      0.80 $      

Diluted 0.29 $      $( 1.05) 1.78 $      1.41 $      0.68 $      

Net earnings (loss) per share 

Basic 0.29 $      $( 1.05) 1.80 $      1.61 $      0.82 $      

Diluted 0.29 $      $( 1.05) 1.79 $      1.42 $      0.70 $      

Consolidated Balance Sheets

Cash and cash equivalents 440.8 $    500.9 $    355.7 $    353.3 $    437.3 $    

Restricted cash 1.8           11.7         31.4         6.5           5.9           

Short-term investments 420.8       106.5       103.5       9.9           41.7         

Non-cash working capital 196.6       31.5         103.3       241.7       221.0       

Goodwill and intangibles 791.3       804.8       404.0       -               -               

Assets of discontinued operation (current) -               -               -               -               13.2         

Capital assets 7,162.9    6,699.0    3,283.5    1,079.9    1,613.8    

Investments and other assets 474.4       580.4       624.2       543.6       159.9       

Assets of discontinued operation (long-term) -               -               -               -               35.0         

Debt (3,245.1)   (2,597.4)   (659.9)      (424.4)      (733.3)      

Asset-retirement obligation (162.4)      (148.2)      (74.6)        (65.0)        (81.6)        

Liabilities of discontinued operations (current) -               -               -               -               (7.7)          

Non-controlling interests (2,110.8)   (1,668.4)   (1,202.3)   (194.1)      (211.8)      

Future taxes, net (515.9)      (593.7)      (318.7)      25.9         (135.1)      

Shareholder's equity 3,454.4 $ 3,727.1 $ 2,650.1 $ 1,577.3 $ 1,358.3 $ 

Consolidated Statements of Cash Flow

Cash provided by operating activities 433.6 $    495.2 $    729.2 $    323.2 $    297.2 $    

Capital expenditures 1,567.5    2,208.8    1,002.8    241.9       284.9       

Proceeds from sale of investments 15.1         -               40.3         2.8           5.0           

Increase (decrease) in net cash (60.1)        145.2       2.4           (84.3)        18.0         

Sales Volumes

Nickel (thousands of pounds, 50% basis) 37,365     35,782     34,398     33,541     35,564     

Cobalt (thousand of pounds, 50% basis) 4,095       3,811       3,974       3,685       3,731       

Fertilizers (thousands of tonnes) 158          150          198          151          192          

Coal: Prairie Operations
(5)

 (thousands of tonnes) 34,482     34,921     35,758     36,528     36,684     

Coal: Mountain Operations 
(6)

 (thousands of tonnes) 1,860       1,775       1,889       1,622       718          

Oil (net barrels per day) 13,214     16,826     19,154     17,477     17,417     

Power
(3)

 (GWh) 2,167       2,318       2,288       2,047       1,632       

Average Realized Prices

Nickel ($ per pound) 7.46 $      9.93 $      17.85       12.59       8.22         

Cobalt ($ per pound) 17.54       36.67       29.40       17.52       18.71       

Coal: Prairie Operations
(4)

 ($ per tonne) 14.56       14.55       13.00 $    11.92 $    11.02 $    

Coal: Mountain Operations 
(5)

 ($ per tonne) 79.04       87.51       50.50       47.45       50.34       

Oil ($ per barrel) 45.05       55.99       42.70       41.80       36.47       

Electricity ($ per megawatt hour) 46.79       43.12       43.11       44.68       51.39       

Common Share Prices

High 8.44 $      17.35 $    18.04 $    13.50 $    11.30 $    

Low 1.69 $      1.75 $      11.49 $    9.28 $      8.45 $      

Shares Outstanding at December 31 (thousands) 293,981   293,051   231,809   172,012   151,334    
 

(1) Certain 2008 figures have been reclassified to conform to the current-year‟s presentation. 

(2) For additional information, see the “Non-GAAP Measures” section. 

(3) The Coal segment includes the following 

 The Corporation‟s 50% proportionate interest in Mountain Operations and coal development assets. 

 The Corporation‟s 50% proportionate interest in Royal Utilities up to June 27, 2006, share of equity earnings to the date 

of acquisition (May 2, 2008), and consolidated results since that date. 

(4) Tonnage amounts are presented on a 100% basis for each period. 

(5) Tonnage amounts are presented on a 50% basis for each period. 
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Forward-looking statements 

This discussion contains certain forward-looking statements. Forward-looking statements generally 

can be identified by the use of statements that include words such as “believe”, “expect”, “anticipate”, 

“intend”, “plan”, “forecast”, “likely”, “may”, “will”, ”could”, “should”, “suspect”, “outlook”, “projected”, 

“continue” or other similar words or phrases. Specifically, forward-looking statements in this 

document include statements respecting certain future expectations about capital expenditures; 

capital project commissioning and completion dates; production volumes; realized prices for 

production; royalty revenues; debt repayments; future cash requirements for asset-retirement and 

pension obligations, compliance with financial covenants; collection of account receivables; and other 

corporate objectives, plans or goals for 2010. These forward-looking statements are not based on 

historic facts, but rather on current expectations, assumptions and projections about future events. 

There is significant risk that predictions, forecasts, conclusions or projections will not prove to be 

accurate, that those assumptions may not be correct and that actual results may differ materially from 

such predictions, forecasts, conclusions or projections. Sherritt cautions readers of this MD&A not to 

place undue reliance on any forward-looking statements as a number of factors could cause actual 

future results, conditions, actions or events to differ materially from the targets, expectations, 

estimates or intentions expressed in the forward-looking statements. By their nature, forward-looking 

statements require Sherritt to make assumptions and are subject to inherent risks and uncertainties.  

Key factors that may result in material differences between actual results and developments and those 

contemplated by this MD&A include, global economic conditions, business, economic and political 

conditions in Canada, Cuba, Madagascar, and the principal markets for Sherritt‟s products. Other such 

factors include, but are not limited to, uncertainties in the development and construction of large 

mining projects; risks related to the availability of capital to undertake capital initiatives; changes in 

capital cost estimates in respect of the Corporation‟s capital initiatives; risks associated with Sherritt‟s 

joint-venture partners; future non-compliance with financial covenants; potential interruptions in 

transportation; political, economic and other risks of foreign operations; Sherritt‟s reliance on key 

personnel and skilled workers; the possibility of equipment and other unexpected failures; the 

potential for shortages of equipment and supplies; risks associated with mining, processing and 

refining activities; uncertainties in oil and gas exploration; risks related to foreign exchange controls 

on Cuban government enterprises to transact in foreign currency; risks associated with the United 

States embargo on Cuba and the Helms-Burton legislation; risks related to the Cuban government‟s 

ability to make certain payments to the Corporation; development programs; uncertainties in reserve 

estimates; uncertainties in asset-retirement and reclamation cost estimates; Sherritt‟s reliance on 

significant customers; foreign exchange and pricing risks; uncertainties in commodity pricing; credit 

risks; competition in product markets; Sherritt‟s ability to access markets; risks in obtaining 

insurance; uncertainties in labour relations; uncertainties in pension liabilities; the ability of Sherritt to 

enforce legal rights in foreign jurisdictions; the ability of Sherritt to obtain government permits; risks 

associated with government regulations and environmental health and safety matters; and other 

factors listed from time to time in Sherritt‟s continuous disclosure documents. 

Further, any forward-looking statement speaks only as of the date on which such statement is made, 

and except as required by law, Sherritt undertakes no obligation to update any forward-looking 

statements. 

 


