Edgar Filing: NORD RESOURCES CORP - Form 10-K

NORD RESOURCES CORP
Form 10-K
March 31, 2011

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10 K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE ACT OF
1934
For the fiscal year ended December 31, 2010

[ ] TRANSITION REPORT UNDER SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number: 1 _08733

NORD RESOURCES CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 85 0212139
(State or other jurisdiction of incorporation or (IRS Employer Identification No.)
organization)

1 West Wetmore Road, Suite 203
Tucson, Arizona 85705
(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code: (520) 292 0266

Securities registered under Section 12(b) of the Exchange Act: None

Securities registered under Section 12(g) of the Exchange Act:

Common Stock, par value $0.01 per share
(Title of class)

Indicate by check mark if the registrant is a well known seasoned issuer, as defined in Rule 405 of the Securities Act.
[ 1Yes [X]No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Exchange
Act
[ 1Yes [X]No

Indicate by check mark whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the
Exchange Act during the preceding 12 months (or for such shorter period that the registrant was required to file such



Edgar Filing: NORD RESOURCES CORP - Form 10-K

reports), and (2) has been subject to such filing requirements for the past 90 days.
[X]Yes [ ]No

Indicate by check mark if disclosure of delinquent filers in response to Item 405 of Regulation S K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10 K or any amendment to this Form 10 K. [ ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes[ ] No[ ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non accelerated filer, or
a smaller reporting company. See the definitions of large accelerated filer , accelerated filer and smaller reporting
company in Rule 12b 2 of the Exchange Act.

Large accelerated filer [ ] Accelerated filer [ |
Non accelerated filer [ ] (do not check if a smaller reporting company)  Smaller reporting company [X]
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b 2 of the Exchange Act).
[ TYes [X]No



Edgar Filing: NORD RESOURCES CORP - Form 10-K
-0

The aggregate market value of the registrant s common stock held by non affiliates of the registrant as of June 30, 2010,
computed by reference to the price at which such stock was last sold on the OTC Bulletin Board ($0.10 per share) on
that date, was approximately $11,097,258.

The registrant had 112,040,264 shares of common stock outstanding as of March 15, 2011.




Edgar Filing: NORD RESOURCES CORP - Form 10-K

NORD RESOURCES CORPORATION
Form 10 K

ITEM1. BUSINE
ITEM 1A. RISK FACTORS
ITEM 1B. UNRESOLVED STAFF COMMENTS

ITEM 2. PROPERTIES
JOHNSON CAMP PROPERTY

OTHER PROPERTIES
ITEM3. LEGAL PROCEEDINGS
ITEM4. (REMOVED AND RESERVED)

ITEMS. MARKETFOR COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND
1 ER PURCHASES OF EQUITY SECURITIE

RECENT SALES OF UNREGISTERED SECURITIES
PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS

ITEM 6. SELECTED FINANCIAL DATA

ITEM7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW OF OUR BUSINESS

OUR PLLAN OF OPERATIONS

CRITICAL ACCOUNTING POLICIES AND ESTIMATES
OFF BAILANCE SHEET ARRANGEMENTS

ITEM 7A. ANTITATIVE AND QUALITATIVE DISCL RES ABOUT MARKET RISK
ITEMS. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS AND FINANCIAL
DISCL RE

ITEM 9A. CONTROLS AND PROCEDURES

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

INTERNAL CONTROL OVER FINANCIAL REPORTING

MANAGEMENT REPORT ON ASSESSMENT OF INTERNAL CONTROL OVER FINANCIAL
REPORTING

o 1S

I I s
oo foo 1o I

& k&
< o]

|-lk
=7

N
1= IENN V]

|-lk
I5N

B s =
N IO\ o0 1~

= |G\
= =

= =
=2 =2

R

N



Edgar Filing: NORD RESOURCES CORP - Form 10-K

INHERENT LIMITATION OF THE EFFECTIVENESS OF INTERNAL CONTROL
CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING
ITEM CONTROLS AND PROCEDURES

9A(T).
ITEM 9B. OTHER INFORMATION

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
DIRECTORS AND EXECUTIVE OFFICERS
COMPLIANCE WITH SECTION 16 OF THE SECURITIES EXCHANGE ACT
CODE OF ETHICS

ITEM11. EXECUTIVE COMPENSATION

SUMMARY COMPENSATION TABLE

OUTSTANDING EQUITY AWARDS AS OF DECEMBER 31. 2009
EQUITY COMPENSATION PLANS

=) N |2 &
(= A

B REREE
o] [~ [ON 100 Iee

N N [
12 I




Edgar Filing: NORD RESOURCES CORP - Form 10-K

COMPENSATION OF DIRECTORS
EMPLOYMENT CONTRACTS AND TERMINATION OF EMPL.OYMENT AND
CHANGE IN CONTROI ARRANGEMENTS

(g =

ITEM12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

|00
=)

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

|00
=]

WHERE YOU CAN FIND MORE INFORMATION
GILOSSARY OF TECHNICAL TERMS

OOlOO
NO

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

|\D
9

AUDIT FEES

AUDIT RELATED FEES

TAX FEES

ALL OTHER FEES

AUDIT COMMITTEE PRE APPROVAL OF AUDIT AND PERMISSIBLE NON AUDIT SERVICES
OF INDEPENDENT AUDITORS

SIS IS

ITEM 15S. EXHIBITS

|\D
o=

SIGNATURES

-1 -




Edgar Filing: NORD RESOURCES CORP - Form 10-K
FORWARD LOOKING STATEMENTS

The information in this annual report contains forward looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These
forward looking statements involve risks and uncertainties, including statements regarding our capital needs, business
plans and expectations. Such forward looking statements involve risks and uncertainties regarding the market price of
copper, availability of funds, government regulations, common share prices, operating costs, capital costs, outcomes
of ore reserve development and other factors. Forward looking statements are made, without limitation, in relation to
operating plans, property exploration and development, availability of funds, environmental reclamation, operating
costs and permit acquisition. Any statements contained herein that are not statements of historical facts may be
deemed to be forward looking statements. In some cases, you can identify forward looking statements by terminology
suchas may , will , should , expect , plan , intend , anticipate , believe , estimate , predict , potential
of such terms or other comparable terminology.

Forward looking statements in this annual report include, but are not limited to, statements with respect to the
following:

e the timing and possible outcome of pending regulatory and permitting matters;

e the parameters and design of our planned mining facilities on the Johnson Camp Mine;

e our future financial or operating performances and our projects;

e the estimation of mineral reserves and mineralized material;

e the estimation of future copper production

¢ the timing of exploration, development and production activities and estimated future production, if any;
e estimates related to costs of production, capital, operating and exploration expenditures;

e requirements for additional capital;

¢ government regulation of mining operations, environmental risks, reclamation and rehabilitation expenses;
e title disputes or claims;

® limitations of insurance coverage; and

e the future price of copper or other metals.

These forward looking statements reflect our current views with respect to future events and are subject to certain
risks, uncertainties and assumptions, including, the risks and uncertainties outlined under the sections titled Risk
Factors ,and Management s Discussion and Analysis of Financial Condition and Results of Operations . If one or more
of these risks or uncertainties materialize, or our underlying assumptions prove incorrect, our actual results may vary
materially from those expressed or implied by our forward looking statements anticipated, believed, estimated or
expected.

We note, in particular, that commencing in July 2010, we temporarily suspended the mining and crushing of ore at the
Johnson Camp Mine and laid off approximately half of our workforce at the mine. We continue to produce copper
through the leaching of ore already in place on our existing pads and processing the solution through the SX-EW
plant. The suspension resulted in an immediate reduction of costs and enabled our Company to maximize operating
cash flow from the production of copper achieved through continued leaching of ore on the Company s existing pads
and the operation of its SX-EW plant. We caution that our operating results realized during the period when our
mining and crushing activities are temporarily suspended will not be indicative of our future performance.
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In addition, the Johnson Camp Mine has limited recent operating history upon which to base estimates of future cash
flows and operating costs. These and other estimates or projections (including our expectations with respect to annual
copper production from our planned operations at the Johnson Camp Mine) are, to a large extent, based upon the
interpretation of geological data obtained from drill holes and other sampling techniques performed in accordance
with industry standards by third parties, the methodologies and results of which we have assumed are reasonable and
accurate, which results form the basis for, and constitute a fundamental variable in, the feasibility study and technical
report completed by Bikerman Engineering & Technology Associates which we have relied on. The sampling data
produced by third parties and amounts of metallurgical testing are less extensive than normal and our expected copper
recovery rates at the Johnson Camp Mine significantly exceed historical experience at the Johnson Camp property.
There is no assurance that we will be able to meet these expectations and projections at an operational level.

Our Company’s continuation as a going concern depends on its ability to refinance the obligations under the Credit
Agreement with Nedbank and the Copper Hedge Agreement with Nedbank Capital, its ability to produce copper to
sell at a level where our Company becomes profitable and generates cash flow from operations, and its ability to
achieve its operating plan. If management cannot achieve its operating plan because of sales shortfalls, a reduction in
copper prices, or other unfavorable events, we may find it necessary to dispose of assets, or undertake other actions as
may be appropriate.

For further information, you should carefully read and consider the section of this annual report entitled Risk
Factors beginning on page 5.

We caution readers not to place undue reliance on any such forward looking statements, which speak only to a state of
affairs as of the date made. We disclaim any obligation subsequently to revise any forward looking statements to
reflect events or circumstances after the date of such statements or to reflect the occurrence of anticipated or
unanticipated events. We qualify all the forward looking statements contained in this annual report by the foregoing
cautionary statements.

PART 1
ITEM 1. BUSINESS
Overview

We are a copper mining company and our principal asset is the Johnson Camp property located in Dragoon, Arizona.
The Johnson Camp property includes the Johnson Camp Mine, an integrated open pit copper mine and a production
facility that uses the solvent extraction, electrowinning (SX EW) process. The Johnson Camp Mine includes two
existing open pits, namely the Burro and the Copper Chief bulk mining pits. As described in more detail below, we
commenced production of copper from new ore in February 2009 and achieved commercial copper cathode
production from newly-mined ore on April 1, 2009. In July 2010, we announced that in order to reduce costs,
maximize cash flow, and improve our operating efficiencies, we had temporarily suspended the mining and crushing
of ore at the Johnson Camp Mine and laid off 43 people, representing approximately half of our workforce at the
mine. We have continued to produce copper through the leaching of ore already in place on our existing pads and
processing the solution through the SX-EW plant.

Development of Our Business

We acquired the Johnson Camp Mine from Arimetco, Inc. pursuant to a Sales and Purchase Agreement that had been
assigned to us in June 1999 by Summo USA Corporation, the original purchaser, following the completion of certain
due diligence work by Summo. Although Arimetco had ceased mining on the property in 1997, we, like Arimetco
before us, continued production of copper from ore that had been mined and placed on leach pads, and from 1999 to
2003 we (through our then subsidiary Nord Copper Company) produced approximately 4,490,045 pounds of copper

8
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In August 2003, we placed the Johnson Camp Mine on a care and maintenance program due to weak market
conditions for copper at that time. In June 2007 when conditions improved, we began the process of reactivating the
Johnson Camp Mine.

In September 2007, Bikerman Engineering & Technology Associates, Inc. completed a technical report for us entitled,

Johnson Camp Mine Project, Feasibility Study, Cochise County, Arizona, USA, Technical Report (the Technical
Report ), and prepared in accordance with National Instrument 43 101 Standards of Disclosure for Mineral Projects of
the Canadian Securities Administrators (as required for us to comply with provincial securities laws in Canada that are
applicable to our Company).

In January 2008 we commenced copper cathode production from leaching old leach pads, and during 2008, we
produced approximately 2,901,613 million pounds of copper from residual leaching.

In February 2008, we entered into a long-term cathode sales agreement with Red Kite Master Fund Limited for 100%
of the copper cathode production from the Johnson Camp Mine. The agreement runs through December 31, 2012 with
renewable extensions by mutual agreement of both parties. Pursuant to the agreement, Red Kite accepts delivery of
the cathodes at the Johnson Camp Mine, and pricing is based on the COMEX price for high grade copper on the date
of sale.

In August 2008, we received the Air Quality permit necessary to enable us to complete the construction related to the
reactivation of the Johnson Camp Mine.

We commenced mining of new ore upon completion of the reactivation work in January 2009, and we commenced
production of nominal amounts of copper from newly-mined ore during the testing and development phase of the
mine in February and March 2009. We achieved commercial copper cathode production from newly-mined ore on
April 1, 2009 and entered the production stage.

Although we have temporarily suspended the mining and crushing of ore at the Johnson Camp Mine and laid off
approximately half of our workforce at the mine, we continue to produce copper through the leaching of ore already in
place on the existing pads and processing the solution through the SX-EW plant. The suspension resulted in an
immediate reduction of costs and enabled our Company to maximize operating cash flow from the production of
copper achieved through continued leaching of ore on the existing pads and the operation of our SX-EW plant. The
suspension provides our Company with the opportunity to further evaluate its geological data, continue column leach
testing, expand mineralogical classification of the reserve and perform additional drilling as appropriate. The resulting
improved database and geologic block model are expected to provide us with the necessary tools to optimize the mine
plan by focusing on higher grade acid-soluble ore.

We are continuing to target a production rate of 25 million pounds of copper per year. However, we now believe that
we cannot achieve this until we have completed and put into full operation our planned new leaching pad. We expect
that the new pad, which will be about double the size of two of our existing three pads, could be operational
approximately 150 days after we have obtained the financing needed to build it (which cannot be assured at this time),
assuming that the permitting that we applied for in the fall of 2010 is also in place by that time. We estimate that we
would incur approximately $18 million in capital costs for the development and construction of the new leach pad.

In the interim, we have developed an alternative plan that is under active consideration, which should enable us to
move back into mining new ore to increase our copper production and operating cash flow in the short term. This plan
would require only about a $6 million investment to place a liner on our existing three pads, which would enable us to
productively leach new ore there. This approach does not require any additional permits, but remains contingent on
our ability to raise additional financing to cover the cost of the new liner and provide working capital for the
approximate 60 day period it would take to complete the work, resume our mining and crushing operations and
commence leaching new ore. If we are able to proceed on this basis, we plan to apply at least some of the increased

10
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cash flow to financing the construction of the new pad.

Financing Activities

In June 2008, we entered into an Amended and Restated Credit Agreement with Nedbank Limited, as administrative
agent and lead arranger, which provided for a $25 million secured term loan credit facility. All of the funds available
under such facility have been used by us to finance the construction, start up and operation of mining and metal
operations at the Johnson Camp Mine. As of December 31, 2010, this facility was fully drawn and the outstanding
balance of the credit facility was $23,257,826.

11
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In March 2009, we sold a 2.5% royalty on the mineral production sold from the existing mineral rights at the Johnson
Camp Mine for net proceeds of approximately $4,950,000.

In November 2009, we completed an unregistered, brokered private placement of 40 million units (the Units ) for total
gross proceeds of $12,000,000. In connection with the offering, which was effected in an offshore transaction pursuant

to Rule 903 of Regulation S promulgated under the Securities Act of 1933, as amended, we paid the placement agent a
commission equal to $600,000, or 5% of the gross proceeds of the offering. Each Unit, priced at $0.30, consisted of
one common share and one common share purchase warrant. Each warrant entitles the holder to purchase one
additional common share of our Company at a price of $0.38 per share until June 5, 2012. The proceeds of the
offering were used to make debt service payments under the Nedbank credit facility, to purchase approximately
$500,000 in additional equipment, to reduce accounts payable, and for general working capital purposes.

In connection with the private placement of the Units, we received an exemption from certain shareholder approval
requirements under the rules of the Toronto Stock Exchange (the TSX ), on the basis of financial hardship. Reliance on
this exemption automatically triggered a TSX de-listing review to confirm that we continue to meet the TSX listing
requirements. In June 2010, the Company announced that it was unable to meet the continued listing requirements of
the TSX and subsequently delisted from the TSX effective at the close of the market on July 30, 2010.

Default Under Secured Credit Agreement with Nedbank

In March 2009, our credit agreement with Nedbank was amended and restated to provide for, among other things, the
deferral of certain principal and interest payments until December 31, 2012 and March 31, 2013. While we made the
scheduled principal and interest payment that was due on December 31, 2009 in the approximate amount of
$2,200,000, we were unable to make the payments of principal in the amounts of $1,790,099 that were due on March
31, June 30, September 30, and December 31 2010, respectively, and the related interest payments of $362,852,
$567,982, $583,580 and $590,256 that were due on those dates. We do not have a forbearance agreement with
Nedbank and Nedbank has the full authority to exercise its rights under the credit agreement, including the
acceleration of the full amount due thereunder and the institution of foreclosure proceedings against the Johnson
Camp Mine. In accordance with the credit agreement, upon missing the principal and interest payments, the interest
rate on the outstanding debt and unpaid accrued interest has been increased by 3.00% to LIBOR plus 9.06% .

Given our default under the credit agreement, the full amount of the outstanding principal of $23,257,826 must now
be included in our Company s current liabilities. Accordingly, we have reclassified $8,937,038 of senior long-term
debt to current liabilities within our consolidated balance sheet as of December 31, 2010.

Default Under Copper Derivatives Agreements with Nedbank Capital

Nedbank Capital has also declined to extend the forbearance agreement regarding the Company s failure to make the
timely payments for the monthly settlements beginning in March of 2010 through December 31, 2010 in the aggregate
amount of $7,660,508 due under the copper derivatives agreements between the parties. However, 100% of the related
copper derivatives mature during the year ending December 31, 2011 and are therefore already classified as current
liabilities. Derivative contracts with a fair market value of ($8,677,926), which includes the long-term portion of the
Company s interest rate swap with Nedbank of $(30,153) that was accelerated into current liabilities due to the
Company s default, are scheduled to mature during the next twelve months.

Conversion of Fisher Sand & Gravel Company Payables to Two-Year Note

In July 2010, we reached an agreement with our largest unsecured trade creditor to convert approximately $8.2 million
of payables to a two-year unsecured note bearing interest on the outstanding principal at the rate of 6% per annum.
Under the agreement, the creditor, mining contractor Fisher Sand & Gravel Company ( Fisher ), will receive weekly
payments on the note with the amounts based on a formula related to the weekly level of copper sales made by our

12
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As a result of our agreement with Fisher, as of December 31, 2010, the current maturities of long-term debt and
long-term debt, less current maturities, are $0 and $6,495,428, respectively, and are reflected in the consolidated
balance sheet. As of December 31, 2010, the $0 amount within current maturities of long-term debt is based upon the
current state of operations wherein the Company has ceased the mining and crushing of new ore. Accordingly, in our
Company s estimate of copper production for the next twelve months, the weekly level of copper sales is such that the
payments to Fisher, as determined in accordance with the agreement, will be comprised of interest only. However, this
estimate is subject to change based upon changes made to the Company s mining operations - namely, the resumption
of the mining of new ore.

Other Operations

The Johnson Camp property includes decorative and structural stone operations, which produce landscape and
aggregate rock from the overburden piles at the Johnson Camp Mine. Until January 31, 2009 we leased the landscape
and aggregate rock operations to a third party in exchange for sliding scale royalties. Between February 2009 and
March 2010, we managed the landscape rock operation; the aggregate rock operation continues to be leased to a third
party. Effective April 2010, our Company leased the landscape rock operations to a third party in exchange for
royalties. We do not believe that the landscape and aggregate rock operations are now nor will be material to our
consolidated financial results of operations in the future.

Incorporation and Principal Business Offices

We were formed under the laws of the State of Delaware on January 18, 1971. Our principal business offices are
located at 1 West Wetmore Road, Suite 203, Tucson, Arizona 85705, and our telephone number is (520) 292 0266.

ITEM 1A. RISK FACTORS

Much of the information included in this annual report includes or is based upon estimates, projections or other

forward looking statements . Such forward looking statements include any projections or estimates made by us and our
management in connection with our business operations. While these forward looking statements, and any
assumptions upon which they are based, are made in good faith and reflect our current judgment regarding the
direction of our business, actual results will almost always vary, sometimes materially, from any estimates,
predictions, projections, assumptions, or other future performance suggested herein. We undertake no obligation to
update forward looking statements to reflect events or circumstances occurring after the date of such statements.

Such estimates, projections or other forward looking statements involve various risks and uncertainties as outlined
below. We caution readers of this annual report that important factors in some cases have affected and, in the future,
could materially affect actual results and cause actual results to differ materially from the results expressed in any such
estimates, projections or other forward looking statements . In evaluating us, our business and any investment in our
business, readers should carefully consider the following factors.

Risks Related to Our Company

We have a history of losses, and our future profitability will depend on the successful operation of the Johnson
Camp Mine, which cannot be assured.

We have a history of losses, and expect to incur losses in the future until we have reached full mining operations and
production levels at the Johnson Camp Mine.

We had net loss of ($21,205,410) and net income of $392,438 for the years ended December 31, 2010 and 2009,
respectively. As of December 31, 2010, we had a working capital deficiency of $(39,929,666). This deficiency
includes current liabilities of $22,968,561 representing the current portions of our long-
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term debt and derivative contracts, as well as $30,153 and $8,937,038 of long-term derivative liabilities and senior
long-term debt, respectively, that were classified as current liabilities due to our Company defaulting on the related
agreements.

We have temporarily suspended the mining and crushing of ore at the Johnson Camp Mine, with the result that
copper production will slowly decline over time until the resumption of mining and crushing operations.

In July 2010, our Company temporarily suspended the mining and crushing of ore at the Johnson Camp Mine and laid
off 43 people, representing approximately half of its workforce at the mine. Our Company continues to produce
copper through the leaching of ore already in place on its existing pads and the ongoing operations of its SX-EW
plant. The suspension resulted in an immediate reduction of costs and has enabled our Company to maximize
operating cash flow from the production of copper. However, we expect that the production level will slowly decline
until the resumption of mining and crushing operations.

Our targeted full production rate of 25 million pounds of copper per annum will not be attained until we have
transitioned the stacking of ore to the new leach pad, which is not expected to be operational until 90 days after we
obtain additional financing.

The targeted full production rate of 25 million pounds of copper per annum will not be attained until we have
transitioned the stacking of ore to the new leach pad which is scheduled to be in operation 90 days after we obtain
additional financing. We cannot provide any assurance that we will be able to obtain the necessary financing for the
new leach pad, ramp up to full production, or have successful mining and processing operations at the Johnson Camp
property in the future.

We are dependent upon the success of the Johnson Camp Mine as a source of future revenue and profits, if any. Even
if we should be successful in achieving our planned full copper production rate of 25 million pounds of copper per
annum, an interruption in operations of the Johnson Camp Mine may have a material adverse effect on our business.

Unforeseen conditions may affect our mining and processing efficiency, and we may not be able to execute the
leaching operation as planned if we do not maintain proper control of ore grade.

The parameters used in estimating mining and processing efficiency are typically based on testing and experience with
previous operations. Various unforeseen conditions can occur that may materially affect the estimates. In particular,
unless proper care is taken to ensure that proper ore grade control is employed and that other necessary steps are
taken, we may not be able to achieve production forecasts as planned. In addition, our projected production is based
on anticipated copper recoveries at the Johnson Camp Mine that are in excess of historical experience, which may
result in an overestimation of our mining and processing efficiency if our actual production does not meet our
projected production.

We may never achieve our production estimates since they are dependent on a number of assumptions and factors
beyond our control.

We have prepared estimates of future copper production; however, we cannot be certain that we will ever achieve
these estimates. Our production estimates depend on, among other things: the accuracy of our reserve estimates; the
accuracy of assumptions regarding ore grades and recovery rates; ground conditions and physical characteristics of the
mineralization, such as hardness and the presence or absence of particular metallurgical characteristics; the accuracy
of estimated rates and costs of mining and processing; and our ability to obtain and maintain all necessary permits at
all levels of development and production. We are processing the copper mineralization using Leach-SX EW
technology. This technique may not be as efficient or economical as we have projected. Our actual production may

vary
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from our estimates if any of these assumptions prove to be incorrect, and we may never achieve our full production
target rate of 25 million pounds of copper per annum.

A major increase in our input costs, such as those related to acid, electricity, fuel and supplies, may have an
adverse effect on our financial condition.

Our operations are affected by the cost of commodities and goods such as electrical power, sulfuric acid, fuel, and
supplies. Management prepares its cost and production guidance and other forecasts based on its review of current and
estimated future costs. A major increase in any of these costs may have an adverse impact on our financial condition.
For example, we expect that sulfuric acid and energy, including electricity and diesel fuel, will represent a significant
portion of production costs at our operations, and if the costs increase, we could be negatively affected.

Shortages of sulfuric acid, electricity and fuel, may have an adverse effect on our financial condition.

Sulfuric acid supply for SX EW projects in the southwestern U.S. is produced primarily as a smelter byproduct at
smelters in the southwest U.S. and in Mexico. We have an agreement in place with a broker of acid to supply us with
sulfuric acid through the end of 2011. However, we cannot be assured that the broker will be able to provide us with
an adequate supply of sulfuric acid without interruptions and we continue to remain subject to market fluctuations in
the price of sulfuric acid.

Continuation of our mining production is dependent on the availability of a sufficient water supply to support our
mining operations.

Our mining operations require water for mining, ore processing and related support facilities. Production at the
Johnson Camp Mine is dependent on continuous maintenance of our water rights. Under Arizona law groundwater
outside an active management area may be withdrawn and used for reasonable and beneficial use. The character of the
water right - that is groundwater versus surface water - may at some point become an issue and may be subject to
adjudication to the extent certain water is determined to be surface water. We are not subject to any such adjudication
claims at this time. However, we cannot predict our potential involvemen