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MANAGEMENT’S RESPONSIBILITY
FOR CONSOLIDATED FINANCIAL STATEMENTS

All of the information in the management‘s discussion and analysis and accompanying consolidated financial statements of
Elgin Mining Inc. is the responsibility of management. The consolidated financial statements have been prepared by
management in accordance with Canadian generally accepted accounting principles. Where necessary, management has
made judgments and estimates in preparing the consolidated financial statements, and such statements have been prepared
within acceptable limits of materiality. The financial information contained elsewhere in the management‘s discussion and
analysis has been reviewed to ensure that it is consistent with the consolidated financial statements.

Management maintains appropriate systems of internal control to give reasonable assurance that its assets are safeguarded,
and the financial records are properly maintained.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting and
internal control and exercises this responsibility principally through the Audit Committee. The Audit Committee, which is
comprised of independent, non-executive Directors, meets with management and the external auditors to review the auditors*
report and the consolidated financial statements to satisfy itself that management is properly discharging its responsibilities to
the Directors, who approve the consolidated financial statements.

A firm of independent Chartered Accountants, appointed by the shareholders, audits the consolidated financial statements in
accordance with Canadian generally accepted auditing standards and provides an independent professional opinion thereon.
The external auditors have free and full access to the Audit Committee with respect to their findings regarding the fairness of
financial reporting and the adequacy of internal controls.

“Robert Buchan” “Brian Morales”
Robert Buchan Brian Morales
Chief Executive Officer Chief Financial Officer

March 31, 2011 March 31, 2011



Independent Auditors’ Report
To the Shareholders of Elgin Mining Inc.

We have audited the accompanying consolidated financial statements of Elgin Mining Inc., (formerly Phoenix Coal Inc.)
which comprise the consolidated balance sheets as at December 31, 2010 and 2009 and the consolidated statements of
operations and comprehensive income, shareholders® equity and cash flows for the years then ended, and a summary of
significant accounting policies and other explanatory information.

Management's responsibility for the consolidated financial statements

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

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our
audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditors® judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditors consider internal control relevant to the entity's preparation and fair presentation of the consolidated
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Elgin
Mining Inc. as at December 31, 2010 and 2009 and the results of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles.

Toronto, Canada ("Signed") ERNST & YOUNG LLP
March 31, 2011 Chartered Accountants
Licensed Public Accountants



ELGIN MINING INC.
(FORMERLY PHOENIX COAL INC.)
CONSOLIDATED BALANCE SHEETS
(Expressed in U.S. Dollars)

As at December 31

ASSETS 2010 2009
Current assets

Cash and cash eqUIVAIENLS. ........euieii e e 9 $ 47,009,454 $ 13,828,683

MaArKetable SECUITEIES. . ...\ ettt ettt et e et e e et 9 1,182,350 -

Account receivable - OTher. ... ..o s 61,096 47,369

Prepaid expenses and other CUrrent assets.............oevueuiiiriiniineiiiiiniiiineeieenn, 61,205 286,272

Restricted cash and cash equivalents.............coooeviiiiiiiiii e, 2,59 1,100,000 6,788,467
TOtAl CUTTENT ASSEES.ceeinnneereeeeerrnneereeeeesssnssccecessssssssscecssssssssssccossssnsssscccsnnss 49,414,105 20,950,791
Property plant and equipment, Net.......ccccoieiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiicieiiiineiecnee, 7 - 615,671
Restricted cash and cash equivalents..........ccoeiieiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiienee, 5,8,9,14 2,534,926 5,282,293
Mining rights, mine development costs, and mineral interests net of accumulated

amortization of $nil in 2010 and 2009........... ... 3,4,6 323,089 22,739,143
Equity-accounted investment.........cccvuieuiieiieiiiiiiiiiiiiiiiiiiiiiiiiiiiiireeaees 4 2,077,377 -
(077115 W T £ J O PPN 8,000 624,744

$ 54,357,497

$ 50,212,642

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities

Trade accounts payable and accrued liabilities.............oviiiiiiiiiiiiiieeee, 9 $ 902,155 § 929,381
INCOME taXESs PAYADIC. .. ... ettt 275,168 56,551
Current portion of asset retirement Obligations. ............c..oeiiiiieiiiiiiiiiiinieeenns. 8 415,000 1,454,700
Total current labilities.....ceeereeiiiiieiirtiireteireeerseerereneeesnceeesassesnssecsnsseennnsens 1,592,323 2,440,632
Asset retirement obHgations.......ccoovveiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiir s 8 241,000 723,300
Other long-term liabilities.......cccooviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiir e 16,000 396,461
1,849,323 3,560,393
Non-controlling interest......cccoeveveiiiiiiiiiiiiiiieiiiiiiiiiiiiiiiiiiiiiiiitiiietectnenececnene 4 81,853 -
Shareholders' eqUity......ccoeviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiirrererrrtsasraeeaes
Share capital.........ooooiiii e 1,10 33,125,676 171,817,981
Stock Options and WaITANES. .........ueetiet ettt ettt et et et e e et et eeaneaans 11 9,593,988 19,209,566
Contributed SUIPIUS. . ... .e et 11 8,118,240 -
Retained earnings (defiCit)..........ooiiiuiniii i 1 1,542,523 (144,375,298)
Accumulated other comprehensive INCOME. ........vueiuitiniieiiiieeie e 45,894 -
52,426,321 46,652,249
$ 54,357,497 $ 50,212,642
Commitments and cONtiNGeNCIeS.....cocvvviiiiiiiiiiiiiiiiiiiiiiieeieiieiieiiiiieiecieciecnecnees 15
Subsequent eVeNES....ceeieeiiiiieiieiieiiiiiiiiiiiiiiiieiiiiiiiiiiiietietiittittittiatitttcnennns 18

See accompanying notes to the consolidated financial statements

Signed on behalf of the Board of Directors:

Robert Buchan (signed) , Director Robert Wardell (signed)

, Director




ELGIN MINING INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Expressed in U.S. Dollars)

For the Years Ended December 31

REVENUE. ..ciiiiiieiiiiiiiiiiiietteiienesteeessnssceesennssessssnsssesssnsssssssnnsssann

Costs and expenses
OPETatiNg COSES. .. vuvvtttnininittt et ettt et

NS LT Q1S PP
General and adminiStrative EXPeNSES. ... .. .oueuueuteeneatae ettt ateeanaeanans.

Depreciation and amortization...............coeueueuiiinenenienananann..
Loss on sale of surface mining assets ..............coceerereeunenenns
Asset impairment Writ€ dOWN.............cooiiiiiiiiiiiiiiiianene.
Sales contract termination COSt........occeueuirrreneninerniniininennene.

Loss from operations.........cccceevuiieiiiieiiiiiiiiiiieiiiieiiiienennn.
Other income (expense)

Gain on sale of coal assets and INVESMENTS. ...........ccvivviiniiiriiniiniiniinan..s

Interest EXPenSe. ....o.uunuiinii i

INtEreSt INCOMIC. ...\ttt ettt e e e e e e e et

Unrealized foreign exchange gain on cash held in Canadian dollars..............

Unrealized gain on on marketable SECUrities. ... ... ...covvevereieiiiriiineninnnan.

Other, Net. ...

Income (loss) before iNCOMeE taXes....c.vvveeiiiuiiiiuiieienieiinresecscnsesnsesnnces

Income tax (reCOVEry) €XPEISE .couruerurneiniierneiurerueiesncissoecassesacsssacsasans
Non-controlling interest.........ccoeeveiuiieiiiieiiiiiiiiiiiiiiiiiieiiiieiieneinennene
Net iNCOME (10SS) tovveeeirniinrireieetsnronrssatsssosssssssssssmsssssnssnsosssssssnssnssnnss

)

Net income (loss) per share - DASIC e eeee e

Net income (loss) per share - diluted®....ooeeeivereieerrreeeeeeeenns

Weighted average number of common shares outstanding - basic'")..

Weighted average number of common shares outstanding - diluted”

..............

Note

17
1,2

16

3,4

13
13

13
13

2010 2009
10,100 § 58,753,744
263,756 55,388,311

- 5,863,681
6,093,362 9,774,162
16,686 3,752,955

- 36,417,038

- 21,900,000

- 3,000,000
6,373,804 136,096,147
(6,363,704) (77,342,403)
9,415,989 -
(15,517) (1,344,438)
207,802 134,139
1,314,599 -
547,701 -
168 (15,931)
11,470,742 (1,226,230)
5,107,038 (78,568,633)
(1,261,465) 56,551
18,440 -
6,350,063 $  (78,625,184)
0.13 $ (1.57)
012 $ (1.57)
50,718,887 50,015,184
51,711,450 50,015,184

(1) Per share amounts have been restated to reflect the impact of the one-for-three consolidation of the issued
and oustanding common shares of the Company that was approved by shareholders on April 28, 2010. See note 1.

See accompanying notes to the consolidated financial statements



ELGIN MINING INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(Expressed in U.S. Dollars)

For the years ended December 31,2010 and 2009

Accumulated
Common shares Retained other
Stock options Contributed earnings comprehensive
Note Shares Dollars and Warrants Surplus (deficit) income Total

December 31, 2008... eeeree e e e rernaeene 50,015,184 $ 171,817,981 $§ 16,625,724 $ - $ (65,750,114) $ - $ 122,693,591
Share-based compensation expense. oo 11 - - 2,583,842 - - - 2,583,842
INEELOSS .« - - - - (78,625,184) - (78,625,184)
December 31, 2009 50,015,184 171,817,981 19,209,566 - (144,375,298) - 46,652,249
Stock options exercised.......... 11 1,349,988 875,453 - - - - 875,453
Warrants and Brokers' Option expiration, net of income taxes.... 11,12 - - (9,646,231) 8,118,240 - - (1,527,991)
Reduction of accumulated deficit..................cocooiiiin 1 - (139,567,758) - - 139,567,758 - -
Comprehensive iNCOME .......e.ueeniniieii e eeeeanaennes - - - - - 45,894 45,894
Share-based compensation expense. . - 30,653 - - 30,653
Net income.............c....... - - - - - 6,350,063 - 6,350,063

December 31, 2010 51,365,172 $§ 33,125,676 $ 9,593,988 $ 8,118,240 § 1,542,523 § 45894 $§ 52,426,321

(1) Share amounts have been restated to reflect the impact of the one-for-three consolidation of the issued and oustanding common shares of the Company that was approved by
shareholders on April 28, 2010. See note 1.

See accompanying notes to the consolidated financial statements

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Expressed in U.S. Dollars)

For the years ended December 31,2010 and 2009

Note 2010 2009
Net income..... $ 6,350,063 $ (78,625,184)
Currency translation adjustments on self-sustaining operations and investments......................... 4 45,894 -
Comprehensive INCOME. .. ..ocvieiiiiiiiiiiiiiiiiieiiiieiieiiiietieiieietietieietiecsecacssssesscssssscscsscnnes $ 6,395,957 $ (78,625,184)

See accompanying notes to the consolidated financial statements



ELGIN MINING INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Expressed in U.S. Dollars)
For the Years Ended December 31

Cash flow from operating activities

NEt INCOME (LOSS). . ettt ettt et et et et e e e eeanes

Adjustments to reconcile net income (loss) to net cash used in operating activities.............

Depreciation and amortiZation.................veeeiuininiiiinni e
Gain on sale 0f COAl ASSELS. ... iveit ittt

(Gain) loss on disposal of property plant and equipment and other assets...........

Loss on sale of surface mining Operations............ovvuvuieiuiuninininiiiiiiniieenane,

Write down of assets held for sale............oocceiiiiiiiiiiiiii e

FUture inCOmE taX TECOVETY. ... .uuutniiiies et et et et ettt e et e e e eaens

Unrealized foreign exchange gain on cash held in Canadian dollars.................
Unrealized gain on marketable securities
Share-based compensation....................
ACCTELION EXPEIISEC. ..ot eeeneetetenen et e tiiee e et et et et e e et e e e e e et e e e e et e e e enenenes
Adjustment to asset retirement obligations................coeiiiiiiiiiiniiiiaas

Non-controlling INtETeSt... ... ....ouiiuiui e

Changes in non-cash operating assets and liabilities
Accounts receivable
LN 110 4 (<) PP
Prepaid expenses and other current assets. ..............o.veveriiiiiniiiiiiiininininnnn.

Asset retirement eXpenditures. ... .........o.iviuiiiiiiii

Trade accounts payable and accrued liabilities.................cooiiiiiiiiiiiiii..

Net cash used in operating activities......cccceveieieiiiieiiieiiiiiiiiiiiiiiiiiiiiiiiiiieienecene,

Cash flow from investing activities
Restricted cash and cash equivalents............c.ooooiiiiiiiiiiiiiii
Proceeds from sale of coal assets, net of selling expenses..................c.coeeeee.
Purchases of investments and marketable securities. ..............ccoeeieieiieenenn..
Proceeds from sale of investments and marketable securities.........................
Purchase of equity-accounted investment and other assets.............................

Purchaes of other assets, principally mine development and prepaid royalties..............
Proceeds from sale of surface mining operations, net of expenses of sale.......................

Proceeds from sale of property and equipment.............cccooeeuiuiiiiiiniiinann..
Asset acquisitions, net of cash acquired.............cccooeeiiiiiii
Purchases of property and equipment .............ccooeeeieieiiiiiiiiiiiiieens
Acquisition of mining rights and mineral interests..................c.ocoeevneieenne
Net cash provided by (used in) investing activities.........ccccoveviniinieieieninne.
Cash flow from financing activities
Principal payments on debt..............oooiiiiiiiii
Payments on equipment financing ...............cooeiiiiiiiiiiiiiii e
Decrease in other long-term liabilities. .............cooooiiiiiiiiiiiii s
Proceeds from stock options exercised...............cocoeeiiininnn.
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash held in Canadian dollars...
Net increase (decrease) in Cash and Cash Equivalents.................
Cash and Cash Equivalents, beginning of year........c.cccocevveiiiiiniiiniieininnnn.
Cash and Cash Equivalents, end of year.......c.ccccccviiiiiiiiiiiiiiiiiniieiecnnnn.

Supplemental disclosure:
Interest Paid....ccceieieieiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiirce et eeaeaeas

Non-cash investing and financing activities:
Amount escrowed from sale of coal assets...........cceeevuveiiiiiiiiiiiiiiiiiininn..

Vendor financing from equipment purchases.

Asset retirement obligations assumed by purchaser of surface mining operations..........

Debt related to equipment assumed by purchaser of surface mining operations

See accompanying notes to the consolidated financial statements

2010 2009
6,350,063 (78,625,184)
16,686 3,752,955
(8,792,177) -
(623,812) 11,579
- 36,417,038
- 21,900,000
1,527,991) -
(1,314,599) -
(547,701) -
30,653 2,583,842
150,720 230,632
616,392 106,313
18,440 -
9,847) 2,795,765
- 200,202
225,979 (150,249)
(2,289,112) (564,964)
(130,432) (5,427,659)
(7,826,738) (16,769,730)
8,935,834 2,368,161
32,187,707 -
(1,606,076) (2,470,000)
1,629,733 2,570,707
(2,115,390) -
- (2,979,545)
- 4,632,361
88,572 210,000
64,283 -
- (1,367,393)
(177,138) (6,307,259)
39,007,525 (3,342,968)
- (209,025)
- (6,288,921)
(205,461) (86,282)
875,453 -
669,992 (6,584,228)
1,329,992 -
33,180,771 (26,696,926)
13,828,683 40,525,609
$ 47,009,454 $ 13,828,683
$ 15,588 $ 1,389,438
$ - $ 2,800,000
$ - $ 6,629,614
$ - $ 2,164,276
$ - $ 21,305,458




ELGIN MINING INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009
NOTE 1 — NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Shareholders’ resolutions: At the April 28, 2010 annual shareholders® meeting, the Company‘s shareholders approved
several resolutions that included (1) A special resolution authorizing the Company to file articles of amendment to change the
name of the Company from Phoenix Coal Inc. to Elgin Mining Inc.; (2) A resolution to eliminate the accumulated deficit as
at March 31, 2010 by applying it to the Company*‘s share capital balance; (3) A special resolution to consolidate all of the
issued and outstanding common shares of the Company on the basis of one post-consolidation common share for each three
pre-consolidation common shares; and (4) An amendment to the 2008 Stock Option Plan increasing the number of common
shares issuable under the plan from 13,500,000 shares to 15,500,000 shares (4,500,000 shares to 5,166,666 shares, on a post-
consolidation basis). All share and per share amounts have been restated to reflect the share consolidation.

Nature of Operations: On September 30, 2009, Elgin Mining Inc. (formerly Phoenix Coal, Inc.) (the -€ompany”) sold
substantially all of its surface mining operations (as described in note 2) and was thus engaged primarily in the development
of its underground coal reserves in Western Kentucky, consisting of the —-Gryphon Reserves” and the —Ranama South
Reserves”, (together, the -Gryphon Mining Complex”). The Company sold its Panama South Reserves in February 2010 (as
described in note 4), and its Gryphon Reserves in May 2010 (also described in note 4). The Company‘s ongoing operations
consist primarily of reclamation work performed at depleted surface mining locations and undertakings related to the
transition of the Company from coal mining to other natural resource sectors.

Principles of Consolidation: These consolidated financial statements for the years ended December 31, 2010 and 2009
reflect the assets, liabilities and results of operations of the Company and its subsidiaries. Investments over which the
Company has significant influence are accounted for using the equity method.

Basis of Presentation: The consolidated financial statements of the Company have been prepared in accordance with
Canadian generally accepted accounting principles (<GAAP”). All monetary references expressed in these notes are
references to United States dollars, except occasional references to Canadian dollar amounts, where the dollar amount is
preceded by Cdn (—Cd$”).

Use of Estimates: The preparation of the consolidated financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from these estimates. The assets and liabilities which require management to
make significant estimates and assumptions in determining carrying values include, but are not limited to, mining rights,
mine development, mineral reserves, provision for income taxes, asset retirement obligations and share-based compensation.

Sale of Surface Mining Operations: As further described in note 2, on September 30, 2009, the Company sold substantially
all of its surface mining operations. At June 30, 2009, pursuant to Canadian Institute of Chartered Accountants‘ (-<€ICA”)
Section 3475, Disposal of Long-Lived Assets and Discontinued Operations, and Emerging Issues Committee (—EC”)
Abstract No. 161, Discontinued Operations, the Company had classified these surface mining assets and liabilities related to
this sale, as assets and liabilities held for sale. Due to the classification of the property and equipment, mine development
and mining rights as assets held for sale, no depreciation and amortization expense was recorded on these assets from July 1,
2009 to December 31, 2009. As the Company did not have substantial continuing operations after September 30, 2009,
discontinued operations accounting has not been applied in these consolidated financial statements.

Financial Instruments: Financial instruments are classified into one of the following five categories: held for trading assets
or liabilities, held to maturity investments, loans and receivables, available for sale financial assets or other financial
liabilities. Held for trading financial instruments are measured at fair value and all gains and losses are included in net income
in the period in which they arise. Available for sale financial instruments are measured at fair value with revaluation gains
and losses included in accumulated other comprehensive income until the instruments are derecognized or impaired. Loans
and receivables, investments held to maturity and other financial liabilities are measured at amortized cost using the effective
interest method.

The Company‘s financial instruments consist of cash and cash equivalents (including restricted cash), marketable securities,
accounts receivable, trade accounts payable and accrued liabilities, and other long-term liabilities. Cash and cash equivalents



ELGIN MINING INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

are classified as held for trading, and are measured at fair value at the balance sheet date. Marketable securities are classified
as held for trading and are measured at fair value at the balance sheet date. Accounts receivable are designated as loans and
receivables and accounted for at amortized cost. Trade accounts payable and accrued liabilities and other long-term liabilities
are classified as other financial liabilities and accounted for at amortized cost. Transaction costs for financial instruments,
other than held for trading, are included in the carrying value of the financial instrument. Income and expense related to
financial instruments is included in the consolidated statement of operations and comprehensive income as interest income or
interest expense.

Cash and Cash Equivalents: Cash and cash equivalents include demand deposits held with banks and highly liquid
investments with remaining maturities of three months or less at acquisition date. For purposes of reporting cash flows, the
Company considers all cash accounts that are not subject to withdrawal restrictions or penalties to be cash and cash
equivalents.

Restricted Cash, Cash Equivalents, and Certificates of Deposit: Restricted cash balances include funds held in escrow from
the sale of the surface mining operations, amounts used to collateralize letters of credit, or cash deposited with state agencies
to secure reclamation bonds. At December 31, 2010, restricted cash of $1,100,000 is scheduled to be released from the
escrow account by March 31, 2011 and $2,534,926 of the restricted cash relates to reclamation bonds and has been classified
as a non-current asset.

Property, Plant and Equipment: Property, plant and equipment are stated at cost. The Company provides for depreciation on
the straight-line basis with useful lives that range from 5 to 40 years, with mining equipment depreciated over a 10 year
period. Depreciation expense for the years ended December 31, 2010 and 2009 was $16,686 and $3,752,955, respectively.

The cost of assets sold, retired, or otherwise disposed of and the related accumulated depreciation are eliminated from the
accounts. Expenditures for maintenance and repairs are charged to expense as incurred.

Exploration costs are incurred in gathering the information necessary to determine whether a particular property can become
a commercially viable operating mine and include costs to determine whether a property adjacent to a property with Proven
and Probable Reserves has Proven and Probable Reserves, whether Inferred Resources can be classified as Measured and
Indicated Resources, or whether Measured and Indicated Resources can be converted to Proven and Probable Reserves.
These costs are expensed as incurred. When it has been determined than an exploration property can be economically
developed as a result of establishing Proven and Probable Reserves, costs incurred prospectively to develop the property and
place it into commercial production are classified as development costs and capitalized as they are incurred until the asset is
ready for its intended use.

Costs to acquire mineral properties as part of an asset acquisition are capitalized and represent the property‘s fair value at the
time it was acquired.

Interest cost is capitalized for qualifying assets during the period in which the asset is being installed and prepared for its
intended use. Capitalized interest cost is amortized on the same basis as the related asset. No interest costs were capitalized
for the years ended December 31, 2010 and 2009.

Consistent with CICA Section 3063, Impairment of Long-Lived Assets, the Company evaluates long-lived assets for
impairment when events or changes in circumstances indicate that their carrying amount may not be recoverable. This
impairment testing is based on estimated future undiscounted cash flows to be realized from the use of the long-lived asset.
These future cash flows are developed using assumptions that reflect the long-term operating plans given management‘s best
estimate of future economic conditions, such as revenues, production costs, and reserve estimates. A change in these factors
could result in a modification of the impairment calculation. During the year ended December 31, 2009, and as detailed in
note 3, the Company recorded an impairment charge against certain of its underground coal mining assets. No impairment
charges were recorded in 2010.

Mine Development Costs: Mine development costs represent the costs incurred to prepare future mine sites for mining and
are amortized on the units-of-production method. Surface mining development cost amortization totaled $nil and $126,439
for the years ended December 31, 2010 and 2009, respectively.



ELGIN MINING INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

Mining Rights: Mining rights, which are rights to mine coal properties acquired through coal leases, are recorded at cost and
amortized on the units-of-production method. Surface mining rights amortization totaled $nil and $781,650 for the years
ended December 31, 2010 and 2009, respectively.

Mineral Interests: Mineral interests, which the Company owns, are recorded at cost and are amortized as mining occurs and
reserves are depleted on a units-of-production basis.

Equity-accounted investments: Long-term investments in equity securities over which the Company has significant influence
are accounted for using the equity method with the initial investment accounted for at cost. When a decline in the fair value
of an equity-accounted investment is considered other than temporary, the investment is written down to fair value.

Asset Retirement Obligations: CICA Handbook Section 3110, —Aset Retirement Obligations,” addresses financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and the associated asset
retirement costs. The Company‘s asset retirement obligation (“ARO”) liabilities primarily consist of spending estimates
related to reclaiming surface land and support facilities in accordance with United States federal and state reclamation laws as
defined by each mining permit.

Revenue Recognition: During 2009, the Company recognized revenue when all of the following criteria were met: (1)
persuasive evidence of an arrangement existed, (2) delivery occurred or services have been rendered, (3) the seller‘s price to
the buyer was fixed or determinable, and (4) collectability was reasonably assured. In the case of coal that is mined and sold,
a specific sales contract is negotiated with each customer, which includes a fixed-price per ton, a delivery schedule, and terms
of payment. There were no coal sales in 2010.

Royalty Expense: The majority of the coal that the Company mined was owned by other entities. The Company acquired the
right to mine and sell the coal through various leases. These leases required the Company to pay a royalty to the owners of
the land and the minerals being mined. Royalty expense for the years ended December 31, 2010 and 2009 was $nil and
$2,688,647, respectively, and was included in selling expenses on the consolidated statement of operations and
comprehensive income.

Income Taxes: Future income taxes are provided for temporary differences arising from differences between the financial
statement and tax basis of assets and liabilities existing at each balance sheet date using substantively enacted tax rates
expected to be in effect when the related taxes are expected to be paid or recovered.

Earnings (Loss) per Share: The Company uses the treasury stock method to compute the dilutive effect of options and
warrants. Under this method the dilutive effect on earnings (loss) per share is recognized on the use of the proceeds that could
be obtained upon exercise of options and warrants. It assumes that the proceeds would be used to purchase common shares at
the average market price during the year. The Company also uses the —f converted” method to compute the dilutive effect of
any convertible debt. For loss per share, the dilutive effect has not been presented, as it would prove to be anti-dilutive. Basic
and diluted earnings (loss) per common share is calculated using the weighted-average number of common shares
outstanding during the year.

Share-based Compensation: The Company uses the fair value method for options, warrants and restricted stock granted. The
fair value of stock options and warrants is determined by the Black-Scholes option pricing model with assumptions for risk-
free interest rates, dividend yields, volatility factors of the expected market price of the Company‘s common shares and an
expected life of the options and warrants. The fair value of the restricted stock is determined to be the equivalent of the
Company‘s common shares‘ trading price on the date of the grant. The fair value of the instruments granted is amortized over
this vesting period.

Foreign Currency Translation:
Foreign Currency Balances and Transactions: The Company translates monetary assets and liabilities at the rate of exchange

in effect at the balance sheet date and non monetary assets and liabilities at historical exchange rates. Revenues and expenses
denominated in foreign currencies are translated at rates prevailing at the dates of the related transactions.
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Self-sustaining Foreign Operations: Self-sustaining foreign operations are translated using the exchange rate in effect at
year-end for assets and liabilities. Expenses and cash flows are translated using the average exchange rate over the period in
which the expenses were incurred and the cash flows were generated. For the year ended December 31, 2010, assets and
liabilities were translated using a Canadian dollar to US dollar exchange rate of $1.01 and expenses and cash flows were
translated at an average Canadian dollar to US dollar exchange rate of $0.99.

Reclassifications: Certain of the 2009 figures have been reclassified to conform to the 2010 financial statement presentation.

Future Accounting Changes:

Business Combinations, Consolidated Financial Statements and Non-controlling interests: CICA Section 1582 amends
standards for the measurement, presentation and disclosure of a business combination, which is effective for a business
combination on or after January 1, 2011. The standard requires the additional use of fair value measurements, recognition of
additional assets and liabilities and increased disclosure. The impact of Section 1582 is expected to have a material impact on
how prospective business combinations are accounted for.

Additionally, as part of the application of Section 1582, companies will be required to adopt CICA Handbook Section 1601
_ Consolidated Financial Statements‘‘ and 1602 _Non-controlling interests‘‘. These sections will require that non-controlling
interest be presented as part of sharcholders® equity on the balance sheet and the controlling parent to present 100 percent of
the subsidiary‘s results in the statement of operations with an allocation between controlling and non-controlling interest. The
standards are effective as of January 1, 2011, with early adoption permitted. The Company has chosen not to early adopt
these standards

International financial reporting standards (“IFRS”): On January 1, 2011, the Company will begin reporting under IFRS,
which will replace Canadian GAAP for publicly accountable enterprises. The Company will report under IFRS for interim
and annual periods beginning on January 1, 2011, with comparative information for 2010 restated under IFRS. IFRS requires
the Company to make certain accounting policy choices and could materially impact the Company‘s reported financial
position and results of operations.

NOTE 2 — SALE OF SURFACE MINING OPERATIONS

On September 30, 2009, the Company sold substantially all of its operating assets and operations associated with its surface
coal mining operations in Western Kentucky, including coal and supplies inventories, coal reserves and related prepaid
royalties, mining property, plant and equipment, mining rights, coal purchase contracts and coal sales contracts. All of the
Company‘s recurring revenues were derived from these operations.

The consideration received under the terms of the agreement (—Aguisition Agreement”) for the surface mining operations
included cash, assumption by the purchaser of all debt associated with the equipment being sold and the assumption of
certain asset retirement obligations. Asset retirement obligations related to surface mining operations whose reserves had
been depleted as at September 30, 2009 were not included in the sale. The Company was entitled to potentially receive an
additional $500,000 of cash consideration if, by June 30, 2010, it satisfied certain post-closing obligations (2010 Fee”).
These conditions were satisfied in January 2010 and the $500,000 in cash consideration was placed in escrow and reported in
the consolidated statement of operations as a gain on sale of coal assets.

In addition, upon completion of the regulatory transfer of the acquired mining permits, the purchaser was required to replace
the Company“s letters of credit for assumed reclamation obligations. By June 30, 2010, all acquired mining permits had been
transferred to the purchaser and the Company's bonding had been returned.

With respect to the cash consideration, $5.1 million was received by the Company in 2009, and $2.8 million was placed in
escrow. The 2010 Fee initially was not earned and placed in escrow until January 2010. Subject to the indemnification
provisions of the Acquisition Agreement, the escrowed funds were released to the Company with one third of the escrowed
balance released on March 31, 2010, one half of the remaining escrowed balance was released on October 1, 2010, and the
balance of the escrowed funds of $1.1 million will be released March 31, 2011.

Consideration received from the sale and the related loss on sale is as follows:
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Proceeds from sale:

Cash conSIAEration TECEIVEA ........ecoviiiiiiiiieiiecciee ettt et e e et e e v e e beeeabeesbeeeaseesabeesaseesaveesaseesaseans $ 5,123,096
CaSh PlACEA 1N ESCTOW.....eeutieuiieiiietieet ettt et et e ettt e et e s bt e bt e bt et e s et e eseeebe e bt enbeenbeemeeseeesbeeneeeneens 2,800,000
Asset retirement obligations assumed by the purchaser ............occoeciiiiiiiiiiiii e 2,764,276
Debt related to equipment assumed by the purchaser...........c.cccceveriiirieieninininncccee e, 21,305,458

31,992,830

Net book value of assets sold and expenses of sale:

Working capital components including coal and supplies inventories and prepaid royalties.................... 718,641
Property and EqUIPINEIL .......ccouiiiiiiiiieitieie ettt ettt ettt e et et e bt e e ee e e eaeesbeesbe e bt et e eneeeaeeeneennes 49,953,795
Mine development, mining rights and mineral TESEIVES .........cccoeruiriirierieiieieee e 17,246,697
EXPENSES OF SALE ...ttt ettt ettt et et b e bt ettt st e b e e 490,735

68,409,868
Loss on sale of surface mining OPErations ...........cceeueriereereerieeie e etieste et eeeeeeeseeseeesreeseeeeeeneeeneesseeees $ 36,417,038

NOTE 3 — IMPAIRMENT OF GRYPHON MINING COMPLEX

As at December 31, 2009, the Company was evaluating strategic alternatives for its Gryphon Mining Complex, including a
possible sale to a third party. During the review of these alternatives, market value evidence indicated that the carrying value
of the Gryphon Reserves exceeded their fair value and thus an impairment of these assets was warranted. As a result, the
Company recorded an impairment loss of $21.9 million on the assets related to its Gryphon Reserves.

The assets deemed impaired and the related impairment charge recorded at December 31, 2009 were as follows:

Post
Original Impairment
Carrying Impairment Carrying
Value Charge Value
Land.....ooooiiiii e $ 874,920 $ (399,000) $ 475,920
Mining rights and mine development COStS .........ccccevververereirnieneaienns 43,595,143 (21,356,000) 22,239,143
Prepaid rOyalties .......cevieiieiiee e 317,631 (145,000) 172,631

$ 44,787,694 $ (21,900,000) $§ 22,887,694

A similar impairment analysis was performed on the Company‘s Panama South Reserves. No impairment was indicated.
As detailed in note 5, the Company sold its Panama South Reserves in February 2010, and in March 2010, entered into a
definitive agreement to sell its Gryphon Reserves.

11



ELGIN MINING INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2010 and 2009

NOTE 4 — OTHER ACQUISITIONS AND DISPOSITIONS

Sale of Panama South Reserves

In February 2010, the Company sold its Panama South Reserves to a major U.S. coal producer for $10 million in cash.
Consideration received from the sale and the related gain is as follows:

Proceeds from sale:

Cash cONSIAEIAtION TECEIVE .......couviiiieieeeeeieie e e e e e et e e et e e e e e e e entaeeeenaneeeeenneeeennneees $ 10,000,000
Net book value of assets sold and expenses of sale:

IMININEG TIZAES .ttt ettt et e b ettt s bt et s bt e ae st ess et e naeebenueeueeaees 500,000

Prepaid TOVAITIES .......eeuieieieiieie ettt sttt ettt et et e et e st e bt e e emaeeneesaeeseeenneenbeeneeeneeeneenes 433,342

EXPENSES OF SALE ...ttt h bttt b e bbbt et b e sae bt 246.293

1,179,635

Gain 0N SA1E OF COAL ASSELS ...uvieuiieiietieitieite ettt ettt ettt et eee e et e bt ebeenteeneesseeseeeneeeneens $ 8,820,365

Sale of Gryphon Reserves
In May 2010, the Company sold its Gryphon Reserves to a major U.S. coal producer for $23 million in cash.
Consideration received from the sale and the related loss is as follows:

Proceeds from sale:

Cash CONSIAETAION TECEIVE ......ocouviiiieiiiiicieieeeeee et e et ee e e et e e e et e e eaae e e e etaeeseenaeeeseareesenaeeean $ 23,000,000
Net book value of assets sold and expenses of sale:

IMININE TIZAES ettt ettt ettt et b et h ettt e st et et naeeb e s bt ebeeaeeneenneneennen 21,052,441
MINE AEVEIOPITIENIL ...ttt ettt ettt et et e e st e st e bt enteenseeneesseesseenseenneeneeeneenseanseens 1,190,653
PrEPaid TOVAITIES ...ecuvieeiiiiieiiieitieie ettt ettt e et e st este e te e beesbeeseeeseasaesseesseessasssessaesseesseesseasseessenssenseans 191,175
LN ettt bt h e a e bttt s a e bbbttt et e e ren 527.919
EXPEISES OF SAL.. ettt ettt ettt sttt ettt et b e bt bttt naeres 566.000

23,528,188
L0SS 01N SAlE OF COAL ASSELS ..c.vivinieiiiiieiirictececrcr ettt ettt sttt ettt ettt et $ (528,188)

In addition to the consideration paid, the purchaser was also contractually obligated to replace the Company's reclamation
bonding associated with the Gryphon Reserves in the amount of $572,600. Upon completion of the regulatory transfer of the
acquired permits, the bonding was replaced, which released the restrictions on restricted cash.

Investment in Auracle Resources Ltd.

On November 25, 2010, the Company acquired 1.8 million common shares of Auracle Resources Ltd. (—Aracle”) by way of
a share purchase agreement with certain shareholders of Auracle at a price of $0.02 per common share. The Company also
acquired 10 million units (-Ynits”) of Auracle by way of a private placement at a price of $0.20 per Unit. Each Unit consists
of one common share of Auracle and one share purchase warrants (Warrants”). Each Warrant entitles the Company to
acquire one common share until November 25, 2011 at an exercise price of $0.30 per common share. Total consideration for
the investments was approximately Cdn$2.0 million.
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The Company owns approximately 37% of Auracle and the investment is considered an equity-accounted investment as the
Company has significant influence based on its ownership percentage.

Acquisition of Silver Reef Resources Ltd.

On November 12, 2010, the Company acquired 89% of the issued and outstanding shares of Silver Reef Resources Ltd.
(-Silver Reef”), by way of a private placement. The purchase price was approximately Cdn$1.9 million. The acquisition
was accounted for as an asset acquisition. In addition to the cash acquired, the acquisition resulted in an increase in mineral
interests of $145,300 and non-controlling interest of $62,000 at the acquisition date. See note 6 for additional details.

Silver Reef is a private company with options to acquire a 100% interest in several properties located in Nevada, which
Silver Reef is currently exploring for silver, gold, and base metal deposits. Silver Reef has commissioned National
Instrument 43-101 compliant technical reports on four of the properties. To earn the 100% interest, Silver Reef must make
payments of Cdn$1,250,000, of which Cdn$175,000 has been paid and incur exploration expenditures of Cdn$7,500,000 by
August 2013. It is anticipated that Silver Reef will raise the funds required through additional private placements.

The results of Silver Reef Resources Ltd. were consolidated from November 12, 2010. Subsequent to December 31, 2010,
the Company‘s ownership interest was reduced to 68% as a result of additional shares issued by Silver Reef by way of
private placements.

Pact Resources LLC and Petersburg Coal Sublease

In March 2009, the Company entered into a sublease agreement with Petersburg Coal, LLC (Retersburg”) to sublease
mineral reserves which are contiguous to the Gryphon Reserves. Under the terms of the sublease, the Company paid
$6,000,000 to Petersburg and assumed $192,178 in liabilities. The Company also incurred transaction costs related to the
sublease of $115,081, bringing the total cost of the sublease to $6,307,259.

The costs of the sublease were allocated to the following identifiable assets:

Prepaid TOYAILIES ....c.eeutiiiriiriiitieieeieet ettt sttt ettt sb bttt sa b bt ettt est et e b na e et ae e enne $ 172,413
IMINNE TIZIES ..eeeeeeeieieete ettt ettt ettt ettt s aee s s et e et ea e e emteeaeeeseessee st e st easeemseemeeeneeeseanseenseenseensesneesneenns 6,134,846

§ 6,307,259

As detailed above, the Company sold its Panama South Reserves in February 2010, and in May 2010, entered into a
definitive agreement to sell its Gryphon Reserves.

NOTE 5 —RESTRICTED CASH

2010 2009
Balance at be@inning Of YEaT..........ccvecuieiiiieiieiie sttt ettt ettt be e sbeeeaeseeesreesseeseesseenns $ 12,070,760 $ 11,638,921
Amount released related to the sale of surface mining operations............cceeeveeverceereereenneenenne. (2,200,000) —-
Amount escrowed due to sale of surface mining OPerations............ceceevveerrrecrerveseeseeseenneenneenns — 2,800,000
Amount released related to reduction of bonding requirements ............cceceeeeeeeereereeneeneeneenne (6,235,834) (2,368,161)
Total asset retirement ODIIALIONS .........ccueeiirieriieirieieete e ete st sre e eaeeee e e ereesreebeesbeesseesaeseeas 3,634,926 12,070,760
LSS CUITENE POTTION ..e.vvieieiieiieieeteeteeeteeeteeteesteeteesseesseessesssesseesseesseessesssesssessaesseesenssesssenssessees 1,100,000 6,788,467

$ 2534926 $ 5,282,293
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NOTE 6 — MINING RIGHTS, MINE DEVELOPMENT COSTS AND MINERAL RESERVES

Mining rights, mine development costs and mineral reserves for the Company‘s active and developmental mining locations
consist of the following:

December 31, December 31,
2010 2009
Operations in development where the Company was not currently mining:
Mining rights and mineral INEIESTS ........c..eerirriiriiiieiieeee et $ 323,089 $21,552,440
Mine development costs related to underground coal reServes.........cooeveerieiiinienienieneeeeeeee. _ 1,186,703

$§ 323,089 §22,739,143

Mineral interests as at December 31, 2010 consist of mineral interests resulting from the acquisition of Silver Reef, which .
See note 4 for additional details

NOTE 7 — PROPERTY, PLANT AND EQUIPMENT, NET

Property, plant and equipment consists of the following at December 31:

2010
Accumulated
Cost Depreciation  Net Book Value
2 4 Lo RSP RR $ — 3 — 3 —
OFfiCE CQUIPIMEIL ...nvieieiiiieiieetiete ettt ettt sttt ettt ettt et e bt et e eneeeneeseeeeneas _ _ _
VERICIES ...ttt — — —
$ — 3 — 3 —
2009
Accumulated
Cost Depreciation  Net Book Value
7 4 Lo SRS SPR $§ 518,574 $ — $ 518,574
OFfiCe CQUIPIMEIL ...uviiiieiieeiieeiiete ettt sttt e et e st et e et e enteeneesneesneas 133,565 56,905 76,660
VENICIES ... e e e e aee s 20,783 346 20,437

$§ 672922 § 57251 § 615,671

As described in note 2, the Company sold substantially all of its surface mining assets on September 30, 2009 and in 2010
disposed of the remaining office equipment and vehicles.

NOTE 8 — ASSET RETIREMENT OBLIGATIONS

The Company estimates its ARO liabilities for final reclamation and mine closure based upon detailed engineering
calculations of the amount and timing of the future cash spending for a third party to perform the required work. Spending
estimates are escalated for inflation and then discounted at the credit-adjusted risk-free rate, which ranged from 6.50% to
7.20% at December 31, 2010 and 6.62% to 8.71% at December 31, 2009. Total estimated undiscounted future cash spending
related to the ARO liabilities totaled $731,100 at December 31, 2010, with spending estimated to occur from 2011 to 2014.
Total estimated undiscounted future cash spending related to the ARO liabilities totaled $2,414,000 at December 31, 2009.

Prior to the sale of its surface mining operations, the Company recorded an ARO asset associated with the discounted liability
for final reclamation and mine closure. The obligation and corresponding asset were recognized in the period in which the
liability was incurred. The ARO asset was amortized on the units-of-production method over its expected life and the ARO
liability is still accreted to the projected spending date. As changes in estimates occur (such as mine plan revisions, changes
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in estimated costs or changes in timing of the performance of reclamation activities), the revisions to the obligation and asset
were recognized at the appropriate credit-adjusted risk-free rate. The Company also recognized an obligation for
contemporaneous reclamation liabilities incurred as a result of its former surface mining activities. Contemporaneous
reclamation consisted primarily of grading, topsoil replacement, and revegetation of backfilled pit areas. Following the sale

of the surface mining operations, adjustments to the ARO obligations resulting from changes in estimates are expensed.

A progression of the reclamation liability recorded on the consolidated balance sheet is as follows:

2010 2009
Balance at beginning Of YEAT.........ccoiiiiiiiiieiieiie ettt $ 2,178,000 $ 4,324,000
LIaDIIItIES INCUITEA ...eeiiiiiiiiiieeeee ettt e ettt e e e e e et e e e e e s eeesaaaeeeeeessesnsaaeeeeeseesnsnees 616,392 964,608
AACCTEHION . ...ttt ettt ettt b e bt bt ea e ea et et s bbbt eh e ee b et et s bt e bbbt e bt et e st et et e 150,720 230,632
Liabilities assumed by purchaser of surface mining operations...........ecceeeueeeuereereereeneeneeneeene — (2,764,276)
Liabilities SCHIEA .. .c.viiiiiieeiieiiesieeie ettt e et e e e esae s s e essesteesseensaenseensessaennnas (2,289,112) (576,964)
Total asset retirement OBIIGAIONS ..........cueeuiirieriieieie ettt eee e 656,000 2,178,000
) Bl 1y (<) L 0T 5 o) o AU 415,000 1,454,700

$§ 241,000 $ 723,300

NOTE 9 — FINANCIAL INSTRUMENTS AND FINANCIAL RISK FACTORS

The Company has exposure to credit risk, liquidity risk, interest rate risk, and foreign currency risk. The Company‘s risk
management objective is to protect earnings and cash flow and, ultimately, shareholder value. Risk management strategies,
as discussed below, are designed and implemented to ensure the Company‘s risks and the related exposure are consistent
with the business objectives and risk tolerance.

Credit Risk: Credit risk is the risk of a financial loss to the Company if a customer or counterparty to a financial instrument
fails to meet its contractual obligation.

The Company invests its cash and cash equivalents and short-term investments in U.S. and Canadian financial institutions,
which at December 31, 2010, carried Standard and Poor‘s investment ratings on their short-term deposits of A-2 and AA-.
The Company has not experienced any losses on its deposits with these financial institutions. At December 31, 2010, the
Company invested approximately Cdn$40.0 million (December 31, 2009 - $nil) in Banker‘s Acceptances. Additionally, at
December 31, 2010, $1,182,350 had been invested in marketable securities (December 31, 2009 - $nil).

At December 31, 2010, the total fair value of assets subject to credit risk, including cash and cash equivalents (including
restricted cash and marketable securities was $51,887,826. At December 31, 2009, the total fair value of assets subject to
credit risk was $25,946,812.

Liquidity Risk: Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they come due.
The Company manages its liquidity by ensuring that there is sufficient capital to meet short and long-term business
requirements, after taking into account cash flows from operations and the Company's holdings of cash, cash equivalents, and
short-term investments. The Company also strives to maintain sufficient financial liquidity at all times in order to participate
in investment opportunities as they arise, as well as to withstand sudden adverse changes in economic circumstances.

Management forecasts cash flows for its current and subsequent fiscal years to predict future financing requirements. Future
requirements are met through a combination of credit commitments and access to capital markets. At December 31, 2010,
the Company had $49,291,804 in cash, cash equivalents, marketable securities and short-term restricted cash. At December
31, 2009, the Company had approximately $20.6 million of cash, cash equivalents, short-term investments, and short-term
restricted cash.
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The following are the maturities, excluding interest payments, reflecting undiscounted future cash disbursements of the
Company‘s financial liabilities based on years ending December 31:

2011 2012 and later
Trade accounts payable and accrued liabilities .........cocveruveriieeiinierierieeeee e $ 902,155 $ —
INCOME taXES PAYADIC....c..eeiieiieiieieeieeeee ettt ettt e nes 275,168 —
Other 1ong-term LHabilities........cccvireierieriieiieii ettt seae e — 16,000
$ 1,177,323 $ 16,000

Interest Rate Risk: Interest rate risk is the risk borne by an interest-bearing asset or liability as a result of fluctuations in
interest rates. Financial assets and financial liabilities with variable interest rates expose the Company to cash flow interest
rate risk. The Company‘s most significant interest rate risk arises from its investments in marketable securities and cash
equivalents. However, the maturity on these instruments is generally less than ninety days, thereby mitigating the exposure
to the impact of changing interest rates. The Company‘s long-term debt consisted of only fixed rate notes and was assumed
by the purchaser of its surface mining operations.

The following represents the hypothetical annual future interest income that would be earned on the Company‘s cash and
cash equivalents (including restricted cash and investments) and short-term investments, and the effect of a 1% change in the
interest rates on these investments. The calculation uses the weighted-average interest rates realized on these assets, which
was 0.80% at December 31, 2010, and the balances of the investments at December 31, 2010.

Annualized Income Earned Using:

Interest rates in effect at December 31, 2010 ......ooiiiiiiiiiiiieeeeee e $ 392,713
Interest rates With @ 1% dECIEASE 1N TALES ....ccveeivieeiieiiieeieecteeetee et e et e sbeeeteesbeeebeessseeesseessseaasseessseeaseeenns —
Interest rates With @ 1%0 INCTEASE 1N TALES ........ccveeeeiiuiieeeeiiee e et e e et e e et e e e et e e e et e e e eeateeeeeaeeeeeteeeeeenneeeeeneeas 883,179

Currency Risk: As at December 31, 2010, the Company*‘s functional currency was the U.S. dollar. As the Company operates
in an international environment, some of the Company's financial instruments and transactions are denominated in currencies
other than the U.S. dollar, particularly the Canadian dollar. The results of the Company's operations are subject to currency
transaction risk. As at December 31, 2010, the Company had approximately $44.4 million of cash, cash equivalents and
short-term investments denominated in Canadian dollars (December 31, 2009 - $nil), which translated into $44.6 million
(December 31, 2009 - $nil). For the year ended December 31, 2010 an unrealized gain on foreign currency translation of
approximately $1.3 million recorded in the statement of operations. Had the Canadian dollar weakened by 10 per cent
relative to the US dollar, the unrealized foreign currency translation on the statement of operations would have decreased by
$3.9 million.

Fair Values: The following are the fair values and the respective carrying values of the Company*s financial instruments at
December 31, 2010 and 2009:

2010 2009
Fair Value Carrying Value Fair Value Carrying Value

Cash and cash equivalents ...........cccceeeeveeriiencieencieenneenns $ 47,009,454 $ 47,009,454 $ 13,828,683 $ 13,828,683
Marketable SECUIILIES .......eeeeveierrieieeeeeeiiieeeeeeeeeeieeeene 1,182,350 1,182,350 — —

Accounts receivable........oovieviiiiiiiiiie e 61,096 61,096 47,369 47,369
Restricted Cash.......cccccovveeiiieiiieciiecieceeeceeee e 3,634,926 3,634,926 12,070,760 12,070,760
Trade accounts payable and accrued liabilities............... 902,155 845,693 929,381 929,381
Income taxes payable.......cccccvercieeniieniieniieeieece e 275,168 275,168 56,551 56,551
Other long-term liabilities.........ccceevvieriiieriiienieeiiieeieens 16,000 16,000 396,461 396,461
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At December 31, 2010 and 2009, the fair values of cash and cash equivalents (including restricted cash and investments),
short-term investments, marketable securitics, accounts receivable, and trade accounts payable and accrued liabilities
approximated their carrying values because of the short-term nature of these instruments. The fair value of other long-term
liabilities also approximated its carrying value.

The fair value hierarchy for established by CICA Handbook Section 3862 — Financial Instruments — Disclosures (—Section
3862”) establishes three levels to classify the inputs to valuation techniques used to measure fair value. Level 1 inputs are
quoted market prices in active markets for identical assets or liabilities. Level 2 inputs are quoted prices in markets that are
not active, quoted prices for similar assets or liabilities in active markets, inputs other than quoted prices that are observable
for the asset or liability, or inputs that are derived principally from or corroborate by observable market data or other means.
Level 3 inputs are unobservable. The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority
to Level 3 inputs. The Company*s held for trading marketable securities were classified as Level 1 as the fair value of the
securities was determined based on a market approach reflecting the closing price of the securities at the balance sheet date.
The closing price is a quoted market price obtained from the exchange that is the principal active market for the particular
security.

NOTE 10 — SHARE CAPITAL AND CAPITAL MANAGEMENT
Share capital

The Company is authorized to issue an unlimited number of common shares. The issued and outstanding common shares
consist of the following:

Common shares

Shares Dollars
December 31, 2008......cccciiiiieiiiniiineicnnrcanncnns 50,015,184 $ 171,817,981
December 31, 2009......ccciiiiiieiiiniiieiennrcnnnnnns 50,015,184 171,817,981
Stock options exercised...........cooiiiiiiiiiiiiiiii 1,349,988 875,453
Reduction of accumulated deficit........................ - (139,567,758)
December 31, 2010...cccciiiiieneeeeeeenrinnneeececcennns 51,365,172 $ 33,125,676

At the April 28, 2010 annual shareholders® meeting, the Company‘s shareholders approved several resolutions that included a
resolution to eliminate the accumulated deficit as at March 31, 2010 by applying it to the Company*s share capital balance;
and a special resolution to consolidate all of the issued and outstanding common shares of the Company on the basis of one
post-consolidation common share for each three pre-consolidation common shares. This share consolidation is reflected in
the shares noted in the table above.

Share capital

Due to the change in the Company‘s operations, the Company‘s capital currently consists of cash and cash equivalents,
including restricted cash. The Company‘s primary objectives when managing capital are to safeguard the Company‘s ability
to redeploy its cash into assets in the natural resource sector and ensure its future cash expenditures can be met.

Management reviews its capital management approach on an ongoing basis and believes that this approach, given the relative
size and stage of the Company is reasonable. The Company is not subject other externally imposed capital requirements with
the exception of cash that has been restricted to cover the requirements of the asset retirement obligations.

NOTE 11 — STOCK INCENTIVE PLAN AND WARRANTS

2007 Stock Option Plan

An incentive stock option plan in was adopted in May 2007 (the 2007 Plan”) which provided that the board of directors of
the Company may from time to time, in its discretion, and in accordance with TSX requirements, grant to directors, officers,
employees and technical consultants to the Company, non-transferable options to purchase common shares, provided that the
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number of common shares reserved for issuance will not exceed 10% of the issued and outstanding common shares. Such
options will be exercisable for a period of up to 5 years from the date of grant. Vesting terms will be determined at the time
of grant by the board of directors.

The 2007 Plan remains in force and options issued continue to be governed by the 2007 Plan; however due to the approval of
the 2008 Plan (defined below), no further options will be issued pursuant to the 2007 Plan.

2008 Stock Option Plan of the Company
In 2008, the Company adopted a revised stock option plan (the 2008 Plan’’) on May 20, 2008.

The 2008 Plan is designed to advance the interests of the Company by encouraging employees, officers, directors and
consultants to have equity participation in the Company through the acquisition of common shares. The current intention is
to use the 2008 Plan for option grants to employees, officers, directors and consultants of the Company. Options granted
under the 2008 Plan may be —icentive stock options” or —non-qualified stock options”. The 2008 Plan was approved by the
shareholders of the Company in June 2008 and 13,500,000 common shares are reserved for issuance under the 2008 Plan.
The shares reserved for issuance under the 2008 Plan was increased to 15,000,000 in 2010.

The exercise price per common share is not to be less than the market price of the common shares at the time of the grant and
is in accordance with TSX Venture requirements. The exercise period for each stock option is not to be more than ten years
(five years in the case of an incentive stock option granted to a person who owns more than 10% of the issued and
outstanding common shares). Options may be granted subject to vesting requirements.

Unless terminated earlier by the board of directors, the 2008 Plan will remain in effect until all options granted under the
2008 Plan have been exercised or forfeited, or have expired. However, no new options may be granted under the 2008 Plan
more than 10 years from the date the Plan was originally adopted by the board of directors.

Information regarding stock option activity under the Plans follows:

2007 MCC Plan and 2008 Company Plan

2010 Activity

Number of Weighted Average
Options Denominated in Canadian Dollars Options Exercise Price
Balance, December 31, 2009 ........oooiiiiiiiiiieieeeeeeeeee et 3,118,942 Cdn$0.82
(€20 01 (=T ERU TP PRRRTRN 150,000 Cdn 1.42
EXEICISEA ..evveiirieeiiiecie ettt et et et e et e e tbe e aae e tbeeabeessaeennnas (1,349,988) Cdn 0.67
FOTTRItEA. ...eiiieiiiiece ettt et et et e e e e tbeesaseesebeenenas (27,682) Cdn 0.90
Options outstanding as at December 31, 2010.........cccccvevvieviieiercieiieiieie e 1,891,272 Cdn$0.97
Options exercisable as at December 31, 2010 .........ccoocvevvieviieieiieiieseeie e 1,791,272 Cdn$0.95
Options Denominated in U.S. Dollars (2004 Plan Options Replaced with  Number of Weighted Average
2008 Plan Options) Options Exercise Price
Balance, December 31, 2009 ........oooiiiiiiiieiiieeeeeeeeeeeeeee e 461,667 $0.93
FOTTRItEA. ..o ettt sate et e e aae e sebaessaee e (8,336) 0.75
Options outstanding as at December 31, 2010........cccceceecienienininieniinenicieienns 453,331 $0.93
Options exercisable as at December 31, 2010 ........ccceeviiirieeniieeniienieecieeeieenns 453,331 $0.93
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2009 Activity
Number of Weighted Average

Options Denominated in Canadian Dollars Options Exercise Price
Balance, December 31, 2008 .........oooiiiiiiiiiieeeeeee e 1,470,276 Cdn$2.49
GIANTEA ..o e e e e e e e e e e etre e e eenaeeeeenaeeas 2,166,666 Cdn 0.90
Voluntarily surrendered and cancelled ..........c.ccoooveienienieiiiieeie e (300,000) Cdn 5.25

(O 11 TeTc] 1< USSPt (8,333) Cdn 5.25
Cancelled and replaced .........c.oecvveiiiieiiienieeee e e (112,333) Cdn 5.25
Replacement options, including 69,333 previously issued in U.S. dollars .......... 181,666 Cdn 0.90
FOTTRItEA. .. oottt ae et e e aa e e aa e e tbeeaseessaeennas (279,000) Cdn 3.69
Options outstanding as at December 31, 2009..........cocceiiiiiiiinienenieceeeee 3,118,942 Cdn$0.82
Options exercisable as at December 31, 2009 ..........coocoeiieiiniinieiereeeee e 3,118,942 Cdn$0.82
Options Denominated in U.S. Dollars (2004 Plan Options Replaced with  Number of Weighted Average
2008 Plan Options) Options Exercise Price
Balance, December 31, 2008 .........ooiiiiiiiiiiieeeeeeee e 1,770,333 $2.94
Voluntarily surrendered and cancelled .............cccooeeiieiiiiiniineieeeeeee (1,100,000) 3.75
Cancelled and replaced (in Canadian dollars)...........ccocceevirvinienienieieeeeeee, (69,333) 3.75
FOTTRItEA. ...ttt (139,333) 2.91
Options outstanding as at December 31, 2009.........cccocvevvivienieneenieeieereeee e, 461,667 $0.93
Options exercisable as at December 31, 2009 .........cccoocveiiiiinienieeeeeeeeee e, 461,667 $0.93

Compensation cost of stock option grants is recognized straight-line over the options‘ vesting periods. Compensation
expense related to stock options for the years ended December 31, 2010 and 2009 was $30,653 and $2,583,842, respectively.
For the year ended December 31, 2009, under the terms of the 2008 Plan, and as approved by the board of directors, the sale
of the surface mining assets and associated liabilities described in note 2 caused all options outstanding under the 2008 Plan
to become fully vested and all unrecognized compensation expense was charged to the consolidated statement of operations
and comprehensive loss. Had this accelerated vesting not occurred, the 2009 stock compensation expense would have
decreased by approximately $529,000.

In March 2009, certain officers of the Company voluntarily surrendered, and the board of directors concurrently cancelled,
4,200,000 options that had been previously issued to them, of which 2,075,849 were fully vested at the surrender date. The
voluntary surrender was not accompanied by a concurrent grant of a replacement award or other consideration to these
officers. This surrender caused an acceleration of the related compensation costs under CICA Handbook Section 3870 which
totaled approximately $1,441,000. Additionally, in March 2009, the board of directors cancelled and replaced 545,000 stock
options that had been previously issued to various production and administrative personnel. These options had originally
been granted in 2007 and 2008, with vesting periods ranging from 3 years to 5 years, and exercise prices ranging from $1.25
to Cdn$1.75. The replacement options have an exercise price of Cdn$0.30.

The options® fair value was determined using the Black-Scholes option-pricing model. Expected volatilities are based on

comparable company historical share price movement and other factors. The cost relating to the share-based compensation
plans is included in general and administrative expenses in the accompanying consolidated statements of operations.
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2010 2009
Weighted average fair value per share of options granted.............cccoceeveerenenenne. $0.55 per share $0.24 per share
Assumptions (weighted average):
RISK-TI€€ INTEIEST TALE ....veeeievieieiieie et e e e e et e e eeaaeeeeennes 2.48% 2.73%
Expected dividend yield ............cccoooooiiiiiiiiii 0.00 0.00
ExXpected VOLatility.......cccoeeveeieriieiieieeieeie et 0.40 0.40
Expected option life (in Years) ......cccceeoerierieiienieieie e 5.00 10.00
As at December 31, 2010, the following stock options were outstanding:
Number of Options Exercise Price Expiration Date
194,999 $0.75 April 2015
146,666 $0.75 December 2015
111,666 $1.50 May 2016
21,276 Cdn $1.77 August 2012
1,653,330 Cdn $0.90 March 2019
66,666 Cdn $0.90 May 2019
150,000 Cdn $1.42 November 2014

2,344,603

Of the Cdn$1.42 grant, 50,000 options of the 150,000 are exercisable.

Phoenix Warrants and Company Warrants

As part of the fee structure related to Phoenix‘s preferred share offering in August 2007, the underwriter received warrants
(—Phoenix Warrants™) to purchase 1,780,000 shares of the preferred shares of Phoenix at $1.25 per share. The warrants® total
value of $462,800 was determined using the Black-Scholes option pricing model and was charged to share capital. On June
27, 2008, under the terms of a broker agreement, the warrants were converted to warrants to purchase common shares of the
Company at $1.25 per common share and expired in June 2010.

Under the terms of the Offering, 31,428,580 warrants (—Cmpany Warrants”) were issued to the purchasers of the common
shares offered. The warrants entitle the holder to purchase one common share for each warrant held at a price of Cdn$2.25
per share. The warrants expired in June 2010. The warrants total value of $8,077,145 was determined by the underwriter of
the Offering. The value of the warrants was charged to share capital.

Information regarding the warrant activity follows:

Weighted
Number of Average Exercise
Phoenix Warrants Warrants Price
Balance, December 31, 2009 .......o.oueeeeeeeeeeeeeeeeeeeeee et eeeeeeens 1,780,000 $ 1.25
EXPITEU....eeivieiieieeie ettt ettt ettt et et e b e et e et e te e be et e enbeesbeenneeaeas (1,780,000) (1.25)

Warrants outstanding and exercisable as at December 31, 2010.................... — $ —

20



ELGIN MINING INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2010 and 2009

Weighted
Warrants Denominated in Canadian Dollars Number of Average Exercise
Company Warrants Warrants Price
Balance, December 31, 2009 ..........oooioiiiiiiieeeeeeee e 31,428,580 Cdn$2.25
Warrants XpPired........c.eeeveeeerierieriieieeiesteseeseesreeseesesseesseesseesseensesssessnessnes (31,428,580) Cdn 2.25

Warrants outstanding and exercisable as at December 31, 2010 .................... — $ —

Total cash received from options and warrants exercised during the years ended December 31, 2010 and 2009 totaled
$875,453 and nil, respectively.

Upon expiry, the Company reclassified the value of the Phoenix Warrants, Company Warrants and Brokers' Options from
"stock options and warrants" to "contributed surplus” in the shareholders' equity section of the balance sheet.

Broker Options

In 2008, Broker‘s options were issued entitling the agents to purchase in the aggregate 2,514,286 Brokers® Units. Each
Broker Unit entitled the agent to purchase one common share for Cdn$1.75 per share and one half warrant entitling the agent
to purchase one additional common share for each full warrant at Cdn$2.25 per share. The Brokers Options expired in June
2010.

As a result of the expiry of warrants and Broker options, the Company transferred $8,118,240, net of income taxes of
$1,527,991 to contributed surplus.

NOTE 12 — INCOME TAXES

The components of income tax expense for the years ended December 31 are as follows:

2010 2009
CUTTEIIE ¢ e oo e e e e s oo e e e ee s e e e e e e e ee s s e s e e s e s e ees e eeseeeeeseees $266,526  $ 56,551
FUBUTE ¢ e e e s e e s e e s e eee s eeseeeeseesese s eeseeeees e ees s eesseeessesessseeeseeeeseeseeseeeesseeees (1,527,991) —

$(1,261,465) $ 56,551

The Company‘s income tax provision in 2010 consists of benefit of utilization of tax losses not previously recognized offset
to some extent by state taxes in the United States. In 2009, the tax provision consists principally of state taxes.

A reconciliation of the differences between the statutory U.S. federal income tax expense (benefit) and the Company‘s
effective tax expense at December 31 is as follows:

2010 2009
Tax Amount Effective Rate Tax Amount Effective Rate
Federal tax benefits at statutory rates..............cceveneene. $ 1,789,401 35.0% $ (27,518,814) 35.0%
State income tax benefits, net of federal benefit ......... 450,579 8.8% (2,773,956) 3.6%
Permanent items:
Share-based compensation...........cccceeerveerveenveennnenns 11,832 0.2% 997,363 (7.3%)
Utilization of tax losses not previously recognized (1,527,991) (29.9)% - -
Other permanent itemS.............o.vevrevereierrieneeenenennns 84,296 1.6% 61,947 (0.1%)
Total current year permanent it€ms ..........cccoeeereeeneee (1,431,863) (28.1%) 1,059,310 (11.4%)
Change in valuation allowance attributable to
current year activity .....coeeeeereeeeeerrenenenenennens (2,069,582) (40.5%) 29,290,011 (27.2%)
Income tax (recOVery) EXpense .........ccceververerveruernenn $ (1,261,465) (24.7%) $ 56,551 0.0%
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The (recovery) expense for income taxes includes federal and state income taxes currently payable or receivable and those

deferred or prepaid because of temporary differences between the financial statement and the tax basis of assets and
liabilities.

The future tax assets and liabilities recognized in the consolidated balance sheet are comprised of the following at
December 31:

2010 2009
Future tax assets:
Net operating 10ss carry forwards .........ocoeeeieiirirene e e $ 41,683,446 $ 35,801,671
Share-based COMPENSALION. .........eiiirieriieiieieeie ettt saees 18,228 18,228
Asset retirement ObIIZATIONS .......co.eiruiiiiiiiiieieieee et 253,216 460,884
IMININE TIZIES ettt ettt ettt st e bt et e bt et esteeaeeeeeesbeeeeens — 8,453,400
COMPENSALION EXPECIISE ....vverrrerrierreereesrerseesseesseesseeseessesssesseesseessesssesssesssesseesseessesssenses — 36,786
L0 7311 SRS — —
41,954,890 44,770,969
Future tax liabilities:
Mine deVeloPmMENt COSES .....ccuiiiuirriiiieeieeieeeert et eete e ete st te st e e see e e enteeneeseeenseeeeens — (655,434)
IMINING TIZIES ettt ettt ettt eete s et e s bt e sbeeneeeeeeneeeneeeneesseenseens — —
ROYAILY CXPOINSC....uiiuiiieiieiieiieiieie ettt ste st e sttt ete e teesae e seesbeesseessessaesseesseesseensennns — (210,457)
Tax over DOOK dePreCiation........c.eevverierierieieeieereeeeeeeeesteesieeseesseesresseesseesseesseensennns — (47,630)
Unrealized gain on marketable securities (718,848) —
OLRET <.ttt b ettt sttt nae (10,387) (18,421)
(729,235) (931,942)
TOLAL ettt ettt naen 41,255,655 43,839,027
Valuation allOWANCE ..........ccveriieiiieiieiecie ettt b e b e seaeseeesseesseesseenseenns (41,255,655) (43,839,027)
NEL TULUTE TAXES ..veuveviviereeietieeteeteet et ete et ettt et eaeete st eseete st essetessessetessessetessessesessessesesreneas $ — $ —

As a result of losses from operations, management has recorded a valuation allowance against the total net future tax asset as
they do not believe it is more likely than not these assets will be realized. At December 31, 2010, the Company had available
net operating loss (NOL) carry forwards, to reduce future taxable income of approximately $107,988,000 expiring through
2031. The future benefit of these NOL carry forwards may be limited on an annual basis and in total under Section 382 of the
United States Internal Revenue Code as a result of prior ownership changes and depending on the extent of future ownership

changes contemplated by the Company. As a result of its valuation allowance, the Company has not currently recognized
any benefit for these losses in its consolidated financial statements.
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Net Operating Loss Carryovers (20 year carryover):

Loss Expiring In Amount
Expiring 2004 2025 $ 305,000
2005 2026 1,860,000
2006 2027 6,094,000
2007 2028 19,347,000
2008 2029 35,107,000
2009 2030 28,537,000
2010 2031 16,738,000

$107,988,000
NOTE 13 — EARNINGS (LOSS) PER SHARE

The following table details the weighted average number of outstanding common shares for the purposes of computing basic
and diluted earnings (loss) per common share for the year ended December 31:

2010 2009
Weighted average shares outstanding - basic.................. 50,718,887 50,015,184
Dilutive effect of share options..............c..coeeiiiiiiiinnian 992,563 -
Weighted average shares outstanding - diluted................ 51,711,450 50,015,184
Net inCome (10SS). .. .vnininiiee e $ 6,350,063 $ (78,625,184)
Net income (loss) per share - basic............ccevviinininnnnnn. $ 0.13 $ (1.57)
Net income (loss) per share - diluted.....................oooeins $ 012 $ (1.57)

Dilutive stock options were determined using an average share price of Cdn$1.32 for the year ended December 31, 2010 and
$nil for the year ended December 31, 2009. A total of 282,942 options and 33,208,580 warrants were excluded as they were
out-of-the-money. As a result of the loss in 2009, there is no dilutive effect of options and warrants in that year.

NOTE 14 — MAJOR CUSTOMERS

For the years ended December 31, 2010 and 2009, the Company*‘s concentration of major customers was as follows:

2010 2009
Number Of Primary CUSLOMETS ........ceueereerreeieereete et eeeeeesteesteeteeeeesaeseeesseesseeneeenseenneens — 4
Percentage 0f COal SALES .......cc.eririiiriiieici e — 98%

Accounts receivable due at year end..........ccceevieeiieiiiiiiieneee e — —

The Company has never experienced non-payment from any of these customers.
NOTE 15 — COMMITMENTS AND CONTINGENT LIABILITIES

In the normal course of business, the Company makes various commitments and incurs certain contingent liabilities including
liabilities related to asset retirement obligations and financial obligations in connection with mining permits that are not
reflected in the accompanying consolidated balance sheet. The Company does not anticipate any material losses as a result of
these transactions. In accordance with Kentucky state law, the Company is required to post reclamation bonds to assure that
reclamation work is completed. Outstanding reclamation bonds related to Company owned reclamation operations totaled
approximately $3.8 million and $6.3 million as at December 31, 2010 and 2009, respectively. These bonds are secured by
letters of credit, cash, certificates of deposit or surety bonds. The surety bonds and letters of credit are collateralized by cash.
The restricted cash and certificates of deposit collateralizing the reclamation bonds on the consolidated balance sheet totaled
$2,534,926 and $9,270,700 as at December 31, 2010 and 2009, respectively.
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The Company had future commitments to purchase fuel, coal, and pay fees for the delivery of certain coal reserves to a third
party. These commitments were assumed by the purchaser under the terms of the Acquisition Agreement.

The Gryphon Reserves are controlled through leasing arrangements and non-cancellable royalty lease agreements under
which future minimum lease payments are due. As described in note 4, the Company sold the Gryphon Reserves to a major
U.S. coal producer for $23 million in cash and those lease agreements were no longer the obligation of the Company.
However, the buyer of the Gryphon Reserves did not assume three consulting arrangements that provide for future payments
to third parties based on the sale of coal from specific tracts within the Gryphon Reserves. If the coal that is subject to the
consulting arrangements were mined and sold, two of the consulting agreements would require the Company to pay 2% of
the gross sales price for coal sold from the tracts associated with those agreements and the other agreement would require the
Company to pay $0.05 per ton for coal sold from the tracts associated with that agreement. Because of the uncertainty
regarding the timing, volume and dollar amount of future coal sales, it is not possible as of the balance sheet date to quantify
the liability, if any, with any degree of accuracy. The Company does not believe that the present value of the future
payments, if any, pursuant to these arrangements would be material.

NOTE 16 — SALES CONTRACT TERMINATION

On March 3, 2009, the Company entered into a mutual release and settlement agreement with one of its customers to
terminate a coal supply agreement for delivery of coal in 2009 and 2010 (the —2009/2010 Supply Agreement”). In
consideration for terminating the 2009/2010 Supply Agreement, the Company paid the customer $3,000,000 in cash. The
payment relieved the Company of the obligation to deliver approximately 970,000 tons of coal, 470,000 in 2009 and 500,000
in 2010. In addition, the Company agreed to make up in 2009 approximately 170,000 tons of shipments that were not
delivered in 2008 under a separate coal supply agreement dated January 1, 2008 (the 2008 Supply Agreement”). In return
for fulfilling the 2008 Supply Agreement, the customer agreed to change the guaranteed monthly average BTU specification
from 11,500 to 11,200. The $3,000,000 payment has been charged to the consolidated statement of operations and
comprehensive income. Under the terms of the Acquisition Agreement described in note 2, this coal supply agreement was
transferred to the purchaser.

NOTE 17 — EMPLOYEE BENEFITS, EMPLOYEE TERMINATION BENEFITS AND EXECUTIVE PAYMENTS

The Company had a retirement savings trust plan in effect for substantially all full-time employees. The Plan contained a
deferred salary arrangement under IRC Section 401(k). Under the deferred salary arrangement, employees can contribute up
to 100% of their earnings and the Company may match a portion of the employee contributions. As a result of the sale of the
surface mining operations the majority of employees were terminated and during 2010, the assets under the plan were paid
out. At December 31, 2010 the Plan had no assets. For the year ended December 31, 2009, the Company charged to
operations approximately $540,000 for plan contributions.

The Company incurred termination benefits for the retention of certain administrative personnel. These benefits totaled
approximately $150,000 for the year ended December 31, 2010 and are included in general and administrative expenses in
the consolidated statement of operations and comprehensive income.

Upon closing of the sale of the Gryphon Reserves, the Company sold substantially all of its assets. Pursuant to employment
agreements with the former CEO, the former COO and the CFO of the Company (the "Contracted Officers"), the sale of the
Gryphon Reserves, the surface mining operations in September 2009 and the Panama South Reserves in February 2010
caused the Contracted Officers to be entitled to a total change of control payments of approximately $3.1 million. The Board
of Directors approved the payments to these officers in March 2010. The former CEO received his payment in March 2010
and the former COO and the CFO received their payments in April 2010. The change of control payments were included in
general and administrative expenses in the consolidated statement of operations and comprehensive income for the year
ended December 31, 2010.

NOTE 18 — SUBSEQUENT EVENTS

On March 31, 2011, the Company entered into an option agreement (—Amement”) with Lincoln Mining Corporation
(—Incoln”), granting it the exclusive right and option to acquire up to a 60% undivided interest in each of Lincoln's Oro Cruz
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	6 TRANSPORTATION
	6.1 Storage and Packaging of Hazardous Waste Prior to Shipment 
	Vehicle and mill maintenance personnel shall immediately notify the Site Manager if the total amount of hazardous waste in the accumulation drums at any one location reaches 45 gallons. In the event that a total of more than 45 gallons of hazardous waste are accumulated in any one satellite accumulation area, the drums must be moved to the storage area immediately.  Within 24  hours of reaching the 45 gallon total, the Site Manager must enter this waste in the hazardous waste log as being generated at that time, regardless of whether the waste has been transferred to the storage area or not. Appropriate placards, as required under the transport of hazardous materials must be supplied by the transporter. Only licensed waste handlers shall be used.  A copy of the license shall be kept in the files.

	6.2 Labelling  
	The Site Manager shall ensure the appropriate labeling of all hazardous waste when it is placed in the storage area. Drums must be labeled as "Hazardous Waste" and the label must include the date of the start of the accumulation and the contents of the drum. The Site Manager shall maintain a log tracking the amount, accumulation date and nature of all hazardous wastes placed in the storage area, including any used solvent or antifreeze generated at the Lupin Site which is determined to be hazardous.

	6.3 Manifests 
	All required information on a hazardous waste manifest for offsite shipment of waste shall be filled out.
	The manifest form must be signed by one of the following:
	The transporter must sign and date the manifest upon accepting the waste for shipment. A copy of the signed manifest shall be retained for at least three years. The returned copy of the manifest with the handwritten signature of the owner or operator of the recycling or disposal facility shall be retained in the Environmental files for at least three years .

	6.4 Record Keeping and Reporting 
	Copies of each manifest form (Separate files for winter road and air cargo and travel direction), Exception Report, Annual or Biennial Report when hazardous waste was generated shall be retained in the Environmental files for at least three years.
	The Site Manager shall retain all records of any test results, waste analysis or other determinations made in evaluating whether wastes generated at the Lupin Site are hazardous wastes for at least three years after the waste(s) were last sent offsite for treatment or disposal.
	Records containing data used to determine treatment requirements for land disposal shall be retained for at least five years after the waste(s) were last sent offsite for treatment or disposal.
	The Lupin Site shall retain records of any arrangements made with local police, fire, hospitals or emergency response teams, emergency response contractors, and with the local health department, which are appropriate for the types of hazardous wastes handled at the Lupin Site and the potential need for the services of these agencies






