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Formation Capital Corporation (TSX: FCO)–Initiating Coverage at HOLD; Near Term Cobalt
Producer

Sector/Industry: Junior Mining/ Cobalt/Precious Metals Refining www.formcap.com

Market Data (as of August 2, 2007)
Current Price C$0.60
Fair Value C$0.67
Rating* HOLD
Risk* 4 (Speculative)
52 Week Range C$0.28–C$1.04
Shares O/S 202,402,967
Market Cap C$121.44 mm
Current Yield N/A
P/E N/A
P/B 1.74
YoY Return 114.3%
YoY TSX 14.7%

*see back of report for rating and risk definitions
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Investment Highlights
Formation Capital’s flagship project is the Idaho Cobalt project, 

currently in the permitting, engineering, and procurement stage. It
is expected to be the United States’ soleprimary cobalt producer
and metals refiner.

 Cobalt has a wide variety of applications, and cobalt prices are at
record highs. The United States government has declared it a
strategic metal, and is very interested in having a domestic source.

 Formation Capital owns a hydrometallurgical complex in Idaho that
will be retrofitted to process the cobalt-copper-gold concentrate
from the Idaho Cobalt project.

 The company generates revenues through the Sunshine Silver
Refinery, operated by their wholly owned subsidiary, Essential
Metals.

 The company holds interests in many exploration projects,
including two notable uranium projects in Canada.

 We believe the stock is fairly valued at this time. The valuation
could improve if the company is able to improve the economics of
the Idaho Cobalt project, notably by decreasing capital and
operating costs.

Risks
 Formation Capital is subject to delays that are affecting the entire

mining industry, due to the shortage of mining services. The
Record of Decision is expected in November 2007, and the project
is proceeding “at risk” until that time.

Key Financial Data (FYE - Febuary 28)
(C $) 2005 2006 2007 Q1-2008 2008E 2009E

Cash 13,161,884 2,636,961 5,777,610 22,045,151 22,767,412 912,944
Working Capital 14,170,195 5,357,817 7,975,630 26,088,592 25,027,037 3,285,550
Mineral Assets & PPE 24,772,552 32,860,958 37,635,708 38,998,373 46,604,983 105,905,908
Total Assets 44,856,136 44,681,835 51,267,274 70,974,818 72,588,273 110,195,524
Revenues - 8,441,165 7,584,650 170,771 7,963,883 8,362,077
Net Loss (2,589,485) (2,274,329) 3,573,870 (659,320) (952,672) (1,117,179)
Loss per Share (0.02) (0.01) 0.02 (0.00) (0.00) (0.01)

Formation Capital has three separate strategies: the development and production of the Idaho Cobalt project, the
exploration of precious metals and uranium properties in North America, and the revenue generating operations of the
Sunshine Precious Metals Refinery, which processes client material.
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Company
Overview

Corporate
History

Company
Strengths

Formation Capital is poised to begin production at their Idaho Cobalt project in the next two
years and take advantage of the high cobalt prices currently. Formation Capital has a diverse
business. Unlike many junior mining companies, they are currently generating revenues
through the operations of their Sunshine Precious Metals Refinery. We believe Formation
Capital has provided an excellent example of how to advance a mining project successfully,
as they have incorporated and considered all of the factors involved. Their project, if
successful, will be the world’s second largest primary cobalt producer, and will meet a
significant percentage of the United States’ demand for this metal.     

Source: Formation Capital Corp.

Formation Capital formed in 1988, and three of the four founding directors remain with the
company. The company was initially listed on the Vancouver Stock Exchange and moved to
the Toronto Stock Exchange in 1995. The company operated for many years using the joint
venture model, allowing them to advance a number of precious metals and uranium
properties throughout North America. They became interested in cobalt in Idaho in the mid
1990s.

We believe Formation Capital has a number of strengths.

Formation Capital has assembled a large, strong management team. Their team is fully
committed to advancing the Idaho Cobalt Project, and has brought together a team of
experts to work on the many aspects of the project.

Formation Capital is proactive in engaging the community and government to support the
Idaho Cobalt Project. The www.idahocobalt.com website has a number of testimonials
from state and federal politicians in support of the project. They have met with
environmental groups in Idaho to engage them in conversation. They conducted a public
poll that surveyed over 300 residents of Idaho, and the majority was aware of, and in
support of, the Idaho Cobalt Project.

Formation Capital is committed to advancing their project in a way that minimizes
environmental impact. The mine is underground, the ore concentrate will be processed



Brian Tang, BBA, CFA Formation Capital Corporation (TSX: FCO)–Initiating Coverage Page 3

2007 Fundamental Research Corp. www.researchfrc.com Brian Tang, BBA, CFA
PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Corporate
Structure
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Model

Idaho Cobalt
Project

without smelting, and a number of environmental protection plans are in place.
The company has their own hydrometallurgical concentrate processing plant, which will

allow them to produce high quality cobalt, copper, and gold.
The United States is the world’s second largest consumer of cobalt, and currently imports 

all of their cobalt from Russia, Cuba, Zambia, and the Democratic Republic of Congo.
The U.S. government has declared cobalt a strategic metal, meaning that the lack of
availability during a national emergency would impact the economic, industrial, and
defensive capability of the United States. (Definition taken from
www.idahocobalt.com/s/cobaltuses.asp)

Formation Capital has several wholly owned subsidiaries that control their separate projects.
Formation Capital Corporation is the parent company, based in Vancouver, BC. Its
Canadian uranium exploration projects are controlled by its subsidiary, Coronation Mines
Ltd. Its Mexican project is controlled by its subsidiary, Minera Terranova, S.A. de C.V. Its
American subsidiary, Formation Capital Corporation U.S., controls its remaining exploration
projects. The Sunshine Precious Metals Refinery is owned and operated by Essential Metals
Corporation, which is in turn owned by Formation Capital Corporation U.S.

For many years, Formation Capital subscribed to the joint venture model. They focused on
early stage metals properties in Canada, the United States, and Mexico. This model was
conceived to minimize risk while simultaneously advancing many properties. Through this
model, the underlying owner is rewarded for the acquisition of the property, and the joint
venture partner funds exploration and development. The underlying owner then has
increased exposure to the success of these joint ventured properties with little risk. This
model has been criticized for its diverse focus, and investors were concerned that joint
ventures reduced upside potential. However, many companies adopted this model during the
market downturn at the end of the 1990s, when exploration companies recognized the value
of reducing risk, and capital expenditures, while advancing many projects. Currently, there
are many junior mining companies that aim to become prospect generators and joint venture
their properties.

Property Overview: The Idaho Cobalt project, near Salmon, Idaho, is the company’s 
flagship property and is currently in bankable feasibility/procurement. The company expects
to begin production by the end of 2008. The Idaho Cobalt project is a high grade, primary
cobalt deposit that will produce aircraft grade high purity cobalt metal. There is currently a
supply shortage of high quality cobalt, due to lack of concentrate processing facilities, but
Formation Capital has sourced their own hydrometallurgy plant. The Idaho Cobalt project
will be the only producer of cobalt in the Western Hemisphere, and is expected to supply
14% of the United States’ demand for cobalt. 

Ownership: The Idaho Cobalt project is made up of 144 claims surrounding the former
Blackbird copper-cobalt mine, operated by Noranda. According to management, these
claims were acquired through staking when Noranda dropped them in 1994.

Historic Exploration/Production: Copper-gold mineralization was first discovered in this
region in the late 1800s, and cobalt was first mined during World War I. At least five
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Big Creek
Complex

companies have mined the property intermittently since that time. In total, the Blackbird
Mine has produced 1.74 million tons grading 0.63% cobalt and 1.65% copper. It was most
recently owned by Noranda Exploration (now Xstrata Plc, LSE: XTA) and Hanna Mining,
who considered reopening the mine in the late 1970s, and early 1980s, but were unable to do
so at the time. They have assumed liability for the cleanup of pollution from the Blackbird
Mine under the United States’ Environmental Protection Agency’s Comprehensive
Environmental Response, Compensation, and Liability Act (CERCLA).

The company has been pursuing the Idaho Cobalt project since 1994, with the goal of putting
it into production. From 1994-2000, the company focused on exploring the deposits of the
property, and eventually defined the Ram deposit as the best for continuing exploration.
They filed the initial Mine Plan of Operations for the project in January 2001.

Accessibility & Infrastructure: The Idaho Cobalt Project is located 26 miles west of
Salmon, Idaho (population 3,120).  The project surrounds Noranda’s former BlackbirdMine,
and access and infrastructure is considered excellent.

Geology and Mineralization: The Idaho Cobalt project is found in the 35 mile long Idaho
Cobalt Belt, where exhalative copper-cobalt deposits were deposited in an underwater basin
structure. All of the copper cobalt deposits are found in the Lower Yellowjacket (Apple
Creek) Formation, in sub-parallel stratiform layers. The predominant ore minerals are
cobaltite (CoAsS), chalcopyrite (CuFeS2), and gold.

The company has focused their exploration efforts on two cobalt-copper zones: Sunshine and
Ram. The Ram Zone is the largest zone delineated thus far and will be the first zone to be
exploited for production. This large deposit is still open along both strike directions and at
depth, and the company intends to continue exploration underground after production
commences. Ram is the higher-grade deposit.

Metallurgy: The company intends to build an 800 tpd flotation mill on site to process the
ore. Metallurgical test work indicates recoveries of 93% cobalt, 95% copper, and 86% gold
by flotation and gravity. The company intends to continue metallurgical testing to optimize
recovery rates. The mill will likely operate at 400 tpd, 350 days/year in the first year, and
ramp up to 800 tpd by year two. When operating at 800 tpd, the mill will produce 32 dry
tons of concentrate and 768 tons of tailings per day. The concentrate will be trucked
approximately 260 miles to the Big Creek Hydrometallurgical Complex in Kellogg, Idaho
for processing into high purity cobalt, copper plate, and gold bullion.

The 2001 feasibility study recommended the company source a hydrometallurgical
processing plant to process the concentrate from the Idaho Cobalt Project. As previously
mentioned, the lack of processing capabilities has lead to a shortage of high quality cobalt
worldwide. The company acquired the Big Creek Hydrometallurgy Complex from the
Sunshine Mining Company in 2002. The company acquired the complex in receivership
proceedings and paid US$1.275 million in total. This metallurgical complex has three main
components: the hydrometallurgy unit, the SXEW copper refinery, and the Sunshine
Precious Metals Refinery. It also came with a tailings pond facility, which the company
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recently sold to the Sterling Mining Company for US$4.5 million.

The hydrometallurgy complex and the SXEW copper refinery are not operational currently.
The hydrometallurgy complex was used to process refractory silver ore, and requires
retrofitting to process cobalt from concentrate. Hydrometallurgy uses aqueous solutions
containing chemical solutions or bacteria to recover metals from ore. One advantage of
hydrometallurgy is that it converts arsenic to inert compounds. The Idaho Cobalt ore is
known to be high in arsenic. The SXEW copper refinery will be used to process the smaller
copper resource in the ore.

The acquisition of the Big Creek Hydrometallurgy Complex was a strategic move, allowing
the company to keep key personnel that had experience operating the facility on their staff to
develop the Idaho Cobalt Project. In 2004, the company decided to reopen the Sunshine
Precious Metals Refinery to process client material. They have an operating capacity of 50
tons of concentrate per day, but they have been operating at approximately 35% capacity for
the past two years. The facility processes dore, a mixture of gold and silver concentrate
produced at a mine, high-grade silver products, mints, and pre-1965 US Coins. The facility
is a zero discharge facility.

The proposed layout of the Idaho Cobalt Mine and Mill.
Source: Formation Capital Inc.

Mine & Mill Design: The Idaho Cobalt project is very advanced, and the company has
submitted a comprehensive Mine Plan of Operation (POO) to the Salmon-Challis Forest
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Commitment
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Treatment

Service as part of an Environmental Impact Statement. The company plans to develop an
underground mine at Ram first, with the intention to develop the Sunshine deposit later.
They will construct an 800 tpd flotation mill on the Big Flat Plateau to produce a cobalt-
copper-gold concentrate. Tailings will be disposed of in an adjacent 32 acre waste storage
facility, and approximately half of the tailings will be backfilled into the underground
workings.

The Sunshine and Ram deposits are located 1.5 and 0.8 miles from the proposed mill site,
respectively. The ore will be shipped in 20 ton ore trucks, and the company intends to
construct an overhead tram from the Ram deposit to the mill to transport ore. The mill will
produce 32 tons of concentrate and 768 tons of tailings per day. The tailings will be stored
in a dry tailings facility, lined with 4 feet of packed soil and a synthetic liner.

Environmental Impact: Formation Capital has made it very clear that they strive to
conduct mining in the best possible way to minimize the impact to the environment. The
company has a number of plans in place to meet this goal, as the project is located in an
environmentally sensitive area. The company recognizes the importance of ensuring that the
Idaho Cobalt project does not interfere with the reclamation of the Blackbird Mine CERCLA
Site, and the Environmental Impact Statement has indicated that this is the case.

The company is proposing to use a closed circuit water treatment program for water from the
mill, dry tailings facility, and mine.  The company’s preferred alternative is to use reverse 
osmosis to purify water and discharge it to the Big Deer Creek under a National Pollutant
Discharge Elimination System (NPDES) permit. Water management ponds will be
constructed.

The underground Ram and Sunshine Mines will be designed to prevent water from draining
from the portals. As part of the mine closure and reclamation, wells will be installed down
flow of the Ram and Sunshine Mines to intercept groundwater that may become acidic from
contact with host rocks. This water will be treated in the water treatment plant and
discharged in the same manner as water from the mill and mine.

Current Developments: The bankable feasibility study was completed in July 2007. The
bankable feasibility study incorporates the finalized mine plan, a core document of the final
Environmental Impact Statement and the Record of Decision, which will enable the
company to receive their final permitting. This is expected by November 2007. The Public
Comment Period for the Environmental Impact Statement ended May 24, 2007, and the
Forest Service is in the process of reviewing and negotiating these comments. The company
has reported that over 90% of the 175 official comments were in support of the Idaho Cobalt
Project.  The majority of the 160 positive comments supported the company’s proposed mine 
plan over other alternatives.



Brian Tang, BBA, CFA Formation Capital Corporation (TSX: FCO)–Initiating Coverage Page 7

2007 Fundamental Research Corp. www.researchfrc.com Brian Tang, BBA, CFA
PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Bankable
Feasibility
Study

Virgin River
Uranium
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Details from the bankable feasibility study are outlined in the table below.

Capital Cost $138.7 million Cost to build flotation mill
and upgrade Big Creek

Facility
Operating Cost $70.72/ton ore Works out to $7/pound

cobalt
Operating Rate 800 tpd achieve 800 tpd by year 2
Mine Life 10 years Based on current reserves,

potential to expand mine life
Recovery 92.8% cobalt, 94.7% copper At this time, the gold

recovery is unknown

Resource Estimates: This property has been the subject of several resource estimates and
two pre-feasibility studies, in 1998 and 2001. The company announced an updated resource
estimate in 2006 that is outlined below. The 2007 bankable feasibility study calculated a
new reserve based on the 2006 resource estimate.

Category Tonnage (short tons) Grade Contained Metal
Measured & Indicated
Cobalt 2.654 million 0.628% 33.3 million pounds
Copper 2.654 million 0.619% 32.9 million pounds
Gold 2.654 million 0.016 oz/ton 42,464 ounces

Inferred
Cobalt 1.122 million 0.585% 13.1 million pounds
Copper 1.122 million 0.794% 17.8 million pounds
Gold 1.122 million 0.017 oz/ton 19,074 ounces

Reserves from 2007 bankable feasibility study
Category Tonnage (short tons) Grade Contained Metal
Proven & Probable
Cobalt 2.636 million 0.559%
Copper 2.636 million 0.596%
Gold 2.636 million 0.014 oz/ton 36,906 ounces

Property Overview: Formation Capital holds a 2% carried interest in Cameco/Areva
Resources’ Virgin River Uranium property.  This property is located in the Athabasca Basin 
of Saskatchewan, and is prospective for a large uranium deposit like Cameco’s McArthur 
River and Cigar Lake. It is considered the best new target discovered along the
Dufferin/Virgin River fault trend in over 25 years of exploration.

Ownership: Cameco Corp (TSX:CCO) and Areva Resources (PARIS:CEI) have a private
joint venture company, UEM Corporation. UEM Corporation owns 98% of the Virgin River
property and acts as the operator. UEM Corp. is known to bring in a third parties to mitigate
risk and generate additional sources of financing, as they did with Cigar Lake. Formation
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risk and generate additional sources of financing, as they did with Cigar Lake. Formation
Capital holds a 2% interest, and they do not have to expend any funds until UEM has spent
$10 million on exploration. UEX has spent $8.4 million and expects to spend $3.3 million in
2007. Thus, after this season of exploration, Formation Capital can be expected to fund 2%
of future work. Formation Capital has the first right of offer to gain an additional 8%
interest, for a total interest of 10%.

Historic Exploration/Production: UEM has completed three major drilling programs on
the property since 2004. These drilling results have been very good, with multiple high-
grade (>1% U3O8) intersections.

Accessibility & Infrastructure: Although this property is located in the world’s largest 
uranium mining district, accessibility and infrastructure is limited due to the remote location
of this project.

Source: Formation Capital Inc.

Geology and Mineralization: The target at Virgin River is an unconformity type uranium
deposit. The company has outlined a mineralized zone, known as the Centennial Zone.

Current Developments: The company expects to spend approximately $150,000 to fund
exploration at Virgin River this year. UEM expects to spend $3.3 million on exploration,
including drilling, in 2007.

Resource Estimates: This property does not have any historic or NI 43-101 compliant
resource estimates at this time.
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Property Overview: Although the Milagro property is early stage, management has
indicated this property will become a greater priority as the Idaho Cobalt project moves
towards production.

Ownership: This property is held 100% by the company’s Mexican subsidiary.

Historic Exploration/Production: Like many properties in Mexico, the Milagro property
was mined on a small-scale by artisanal miners. Although it is an interesting target with
high-grade sampling results, very little exploration has been done.

Accessibility & Infrastructure: The project is located in Tamaulipas State, Mexico. It is
located approximately 60 kilometers northwest of the city of Tampico on the Gulf of Mexico
coast.

Geology and Mineralization: The Milagro property is considered prospective for high-
grade silver lead zinc vein direct shipping ore (DSO). The company has conducted
exploration on one showing, the Santa Maria vein. Other mineralization types include
silver-lead zinc stockwork and rare earth elements in carbonatites and nephenilites.

Current Developments: The company intends to joint venture this project in the future.
They intend to consolidate a larger land package.

Resource Estimates: This property does not have any historic or NI 43-101 compliant
resource estimates at this time.

The company has other precious metals and uranium projects. They have a 20% interest in
UEM Corporation’s Kernaghan Lake Uranium property, Saskatchewan, and a 100% interest
in the Compass Lake property, a gold target in Saskatchewan. Other properties include
Morning Glory and Queen of the Hills, two gold targets in Idaho. According to
management, they are seeking joint venture partners for some of these properties.

Formation Capital’s wholly owned subsidiary, Essential Metals Corporation, re-started
production at the Sunshine Precious Metals Refinery in June 2004. Commercial production
commenced in September 2005. The refinery, built in 1980 by Sunshine Mining & Refining
Company, is located within the Big Creek Hydrometallurgical Complex. The division refines
materials containing silver, gold and copper from dore, industrial precious metal waste,
recycled metals, and other high content precious metal bearing materials. The plant has the
capability to produce 1,000 oz silver bars, 100 oz gold bars, cylindrical billets and silver
crystals. The plant, which operates five days a week, has the capacity to produce over 10
million oz of silver, 350,000 oz of gold and 8 million lbs of copper every year. Once a cobalt
circuit is completed, the plant can produce 1,625 tonnes of cobalt per annum, which will
make the company the only primary producer of cobalt in the U.S.  The company’s major 
customers at this time are mints, photographic companies, other refineries and mining
companies.
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Management

Pouring silver bars at the Sunshine Silver Refinery.
Source: Formation Capital Inc.

The refinery is considered as one of the best quality refiners, with consistent fineness of
99.95% or better silver/gold. FCO has received a number of awards for exceptional
environmental practices as its refining facility, which uses state-of the-art processes and
equipment, is of zero discharge. The refined silver bars produced at the refinery are
determined to be ‘good delivery’ for the Dubai Multi Commodities Centre (DMCC) and the
Dubai Gold and Commodities Exchange (DGCX). We expect the company to start selling
produced silver/gold to these exchanges going forward. FCO will have to complete three and
five years of commercial production in order to be eligible to apply to the London Mercantile
Exchange (LME) and COMEX, respectively.

Production: The refinery produced 2.52 million oz of silver and 1,081 oz of gold in
FY2007, versus 2.65 million oz of silver and 2,207 oz of gold in the previous year. The
company generated $7.58 million in revenues in FY2007 ($3.01/oz), versus $8.44 million
($3.19/oz) in the previous year. Sales declined YOY in FY2007 as the company took more
lower margin orders in the first year of production (FY2006). As a result, cost of revenues
declined from $8.5 million ($3.21/oz) in FY2006, to $6.66 million ($2.64/oz) in FY2007.
Gross margins increased from -$0.02/oz to $0.37/oz.

Sales in Q1-2008 (ended May 2007) were much lower than expected. Revenues in Q1-2008
were only $0.17 million, compared to $1.49 million in the comparable period in the previous
year. However, we believe the company will be able to ramp up sales in the rest of the fiscal
year. We expect the business to grow as the refinery gains increased credit and signs better
deals with suppliers. Our revenue forecasts for the business are presented later in the report.

Formation Capital has built a large management team, including the many people who
support the operations of the Sunshine Precious Metals Refinery and the development of the
Idaho Cobalt Project. They have a large number of consultants for the many aspects
involved in planning, development, and production of the Idaho Cobalt project. This
includes metallurgical experts, environmental consultants.
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Mari-Ann Green, B.A., B.Ed.–Director, Chairman & C.E.O.
Ms. Green, co-founder of Formation Capital, has over 20 years experience in the resource
sector in the areas of finance, management and corporate development. She has been
directly responsible for the raising of over $30 million in equity funding for the Company
and has assembled and directed a team of exceptional industry professionals. Since
inception, she has kept the team focused on the corporate objective - to become a profitable,
primary metals miner and refiner.

J. Scott Bending, P.Geo., B.Sc.–Director, President
Mr. Bending, also a co-founder, has over 23 years experience in mineral exploration and
development within Canada, Mexico, United States and abroad and has 15 years experience
in metal price forecasting and commodity analysis. Mr. Bending provides Formation with
solid management expertise and has a proven record of accomplishment of acquiring and
evaluating high quality metal projects.

W.G. (Bill) Scales, B.Sc.–Director, Executive V.P.
Mr. Scales, also a co-founder, has over 30 years experience in project management including
20 years in mineral exploration and development. His extensive knowledge of the Idaho
Cobalt deposit gives him a solid background from which to oversee and review property
development as Project Manager.

J. Paul Farquharson, B.B.A., C.S.C. - Senior V.P. / C.F.O.
Mr. Farquharson has over 24 years experience in financial management and regulatory
compliance with private and public resource companies across Canada. Over the last 14
years he has been responsible for financial and compliance matters for Formation and has
assisted with the raising of venture capital and the corporate development of Formation.

E.R. (Rick) Honsinger, B.Sc., P.Geo. - V.P. Corporate Communications
Mr. Honsinger's geological and technical background brings over 20 years of project
management, exploration and I.T. related experience to the Company. He is directly
responsible for Corporate Communications and related compliance and has managed and
contributed to the success of numerous field and special projects during his past 15 years
with Formation.

Alan D. Vichert, B.A., B.Sc. (Geol), M.B.A. - V.P.
Mr. Vichert is a geologist with many years of business experience in the Middle East, the
Caribbean, the USA and Canada. Before joining Formation Capital, Mr. Vichert spent a
decade with the International Financial Centre Vancouver where he represented most of the
major financial institutions in British Columbia promoting Vancouver as a centre for
international financial business. Mr. Vichert assists Formation in matters of corporate
finance, business development, and risk management.

David Stone, Ph.D., M.B.A., P.E., P.Eng.–Director
Dr. Stone is an internationally recognized expert in mine backfilling with over 17 years of
experience in underground and surface mining in some 40 projects in 17 countries. He has
participated in due diligence teams as well as leading mining scoping and mining feasibility
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Management
Rating

studies for open pit and underground projects worldwide.

Robert Metka, B.Sc., Eng., M.B.A.–Director
Mr. Metka has over 23 years of mineral production and engineering experience as V.P. of
Projects for Noranda Minerals and V.P. and General Manager of CEZinc. He is presently a
Principal of Hatch, the world's largest international hydrometallurgical company.

James B. Engdahl–Director
Mr. Engdahl has over 30 years experience in corporate finance, management, accounting and
administration with major financial institutions such as Barclays Bank of Canada and the
Bank of Montreal.

Robert J. Quinn, B.S., B.A., J.D. - Director
As past Chief Legal Officer for Battle Mountain Gold Company, Mr. Quinn offers
experience that focuses on due diligence, negotiating, structuring and documenting
acquisitions and joint ventures and the financing, permitting and development of major
mining projects.

Jeffrey T.K. Fraser, B.Comm., LLB. - Corporate Secretary
Mr. Fraser has practiced corporate, securities and mineral natural resources law for over 20
years. He has, through Jeffrey T.K. Fraser Law Corporation, been legal counsel to
Formation Capital Corporation since 1997, providing legal services relative to financings,
corporate law and governance, and securities regulatory compliance.

In this report, we present our management rating for Formation Capital. We believe that the
most important aspect of a junior mining company is its management, and we affirm
management’s vital importance to the success of a mining company.  Therefore we 
developed this system as a quantitative way to rate management based on a number of
factors, including technical experience, the ability to raise financing, and management’s time 
commitment to the company. We also analyzed trading records to identify for evidence of
insider trading by management.

Our net rating for Formation Capital (see below) was 3.8, which we have rated above
average. We rated the company above average on many factors, due to their many years of
experience in managing public companies and developing prospects. We believe Formation
Capital is well managed, as they employ a number of highly experienced professionals
necessary to move the Idaho Cobalt Project forward.



Brian Tang, BBA, CFA Formation Capital Corporation (TSX: FCO)–Initiating Coverage Page 13

2007 Fundamental Research Corp. www.researchfrc.com Brian Tang, BBA, CFA
PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Strength of
Board

Outlook for
Cobalt

Management Rating
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Net Rating

Any unusual insider trading in the past 12 months

Team's focus on the company

Experience in projects similar to the current project

Track record in raising capital/w orking for public
companies

Experience in putting mines to production/generating
prospects

Technical Experience

The Toronto Stock Exchange recommends that the Board of Directors of every company
include independent or unrelated directors who are free of any relationship or business that
could materially interfere with the director’s ability to act in the best interest of the company.  
An unrelated/independent director can be a shareholder. In this report, we introduce our
strength of board rating for Formation Capital, which uses information available from the
company’s annual “Management Information Circular” to ensure that the company has an 
independent Board of Directors, Audit Committee, and Compensation Committee. This
report also identifies any non-arms length transactions and management’s compensation.  

Formation’s Board of Directors is made up of 7 individuals: J. Scott Bending, Mari-Ann
Green, James B. Engdahl, Robert J. Quinn, William G. Scales, Robert G. Metka and David
M.R. Stone. Robert J. Quinn is the only director that does not hold any shares in the
company. The unrelated/independent board members are James B. P. Engdahl, Robert G.
Metka, Robert J. Quinn and David M. R. Stone. The remaining directors are executive
officers of the company, and are thus not independent. The Audit Committee is made up of
David M.R. Stone, Robert J. Quinn and James B.P. Engdahl. The Compensation, Corporate
Governance, and Nomination Committee is made up of Robert G. Metka, Robert J. Quinn
and David M.R. Stone. Unlike other junior mining companies, the company has a Health,
Safety, Environmental and Community Committee, the members of which are William G.
Scales, Robert J. Quinn and Robert G. Metka. We have confidence in the independence of
Formation Capital’s governing boards.

Cobalt Prices: Cobalt prices have been highly volatile in the past, and have ranged between
$7.00/lb - $33/lb since 1989. The chart on the next page shows cobalt prices since May
2006. As shown in the chart, prices almost doubled YOY, and hit their cyclical peak of
$32.57/lb in April 2007. Prices have experienced a slight correction since then, and as of
June 2007, cobalt was trading at $27.50/lb versus an average price of $6.91/lb in 2002.

No
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Source: BHP Billiton

Cobalt, a silver-grey metal, is primarily produced as a by-product of copper and nickel
production. Production has shifted over the years from a by-product of copper to a by-
product of nickel to primary production. According to the Cobalt Development Institute
(CDI), in 2005, about 41.5% of refined cobalt was produced from nickel ores (versus 23.5%
in 1980), 7% was produced from copper ores (versus 73% in 1980), and about 23.6% from
primary production.

Demand: Cobalt is used in superalloys for jet engines, chemicals (rechargeable batteries,
paint driers, catalysts –to turn gas into liquid fuels, magnetic coatings, pigments,), magnets,
and cemented carbides for cutting tools. According to Roskill, global demand for cobalt in
2006 was about 56kt versus 54kt in 2005, an increase of 3.7% YOY. The table below shows
global demand by end use in 2005.

Global Demand by End Use in 2005
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11%

8%

7%2%9%
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SuperAlloys

Hard Materials

Wear Resistant/Other
Alloys
Magnets
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Ceramics/Enamels/Pigm
ents
Batteries

Tyres/Paint Dryers

Catalysts

Source: CDI
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The two major applications of the metal are in superalloys (for jet engines) and rechargeable
batteries. There has been a significant change in demand patterns for cobalt since 2002, as
demand for the metal for rechargeable batteries (used in Li-ion, Ni-MH and Ni-Cd
rechargeable batteries) increased from 9% of total demand in 2002, to 22% in 2005.

Demand by Geographical Location: The significant increase in demand from Asia (by
about 80% since 2002) was one of the major drivers of cobalt prices since 2002. According
to CDI, more than 50% of the global demand came from Asia in 2004. In 2004, about 39%
of the demand came from Asia (excluding China), 20% from China, and 20% from the
Americas.

Japan and China are the two largest consumers of Cobalt in the world. With the emergence
of low-cost airlines and increasing mobile phone usage, growth in demand for cobalt for
rechargeable batteries and super alloys in Asia is expected to stay strong. According to the
CRU, Chinese cobalt demand in 2007 is estimated to reach about 15.5kt, up from 10kt (FRC
estimate) in 2004.

However, demand in North America is expected to grow at a slightly lower rate, primarily
due to lower GDP growth rate forecasts. According to the USGS, consumption in the U.S.
increased by a CAGR of 3.5% during 2002-06, from 9.8kt to 11.3kt. About 81% of U.S.
consumption was met by imports, primarily from Norway, Russia, Finland and Canada. The
rest of the demand was met through secondary production (from scrap and stock releases)

Strong demand for superalloys: According to Rolls Royce, aircraft deliveries are expected
to double in the next 20 years, from 26,038 during 1986-2005, to 51,814 during 2006-25.
Eventhough cobalt prices have gone up significantly compared to 2006 levels, we do not
expect users to substitute the metal in the near-term because of its special properties and
high nickel prices (nickel-based alloys are one of the major substitutes for cobalt in jet
engines). According to Roskill, demand for the metal for superalloys will grow at 5% p.a.,
and reach 15kt by 2011.

Strong demand for rechargeable batteries: We expect demand for cobalt for rechargeable
batteries will outpace demand for superalloys, based on strong demand for mobile phones
and laptops in Asia. According to Roskill, demand for cobalt for rechargeable batteries will
grow by 12% p.a, and will reach 18kt by 2011. We believe that demand from this sector will
increase further as global use of hybrid electric vehicles increases.

Demand as a catalyst for GTL: Demand for cobalt as a catalyst in gas to liquid technology
(GTL), we believe, could be one of the major sources of demand going forward. GTL
technology has the potential to convert natural gas into liquid petroleum. According to the
CDI, global GTL capacity is expected to increase from 40,000 bpd in 2005, to 1.0 million
bpd by 2020. We believe that a significant increase in global GTL capacity will keep
demand growth for the metal high in the long-term.

Overall, we expect strong growth in demand for cobalt, both in the short-term and long-term,
primarily for superalloys and rechargeable batteries, and secondarily for GTL and other
chemical applications. According to Roskill, global cobalt demand is expected to rise to 80kt
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chemical applications. According to Roskill, global cobalt demand is expected to rise to 80kt
- 85kt by 2011, up from 56kt in 2006.

Supply: The chart below shows the distribution of cobalt reserves worldwide. According to
the USGS, global reserves worldwide are estimated to be 7 million tons (2005). The
Democratic Republic of Congo (DRC) holds about 48% of global reserves, followed by
Australia (20%), Cuba (14%), Russia (4%) and Zambia (4%).

Cobalt Reserves

Congo
48%

Australia
20%

Cuba
14%

Russia
4%

Zambia
4%

Rest of the World
10%

Source: USGS

Global annual production of refined cobalt has increased from 35kt in 1999, to 55kt in 2006,
which reflects a CAGR of 7.7% (shown below). Congo was the largest producer in 2006,
with production of 22kt, followed by Australia (6kt) and Cuba (4kt). China is currently the
number one producer of refined cobalt (primarily from cobalt-rich ores from Congo), and
produced about 22.5% of the total refined global cobalt in 2005.

Based on current production figures, cobalt supply is expected to last for more than 100
years. However, we believe that future supplies of cobalt-rich ore could be affected by
declining ore grades, higher nickel prices (which could influence miners and smelters to shift
to nickel production), and increasing efforts by the Government of Congo to require that
cobalt ores be processed before being exported. Although there are concerns over cobalt ore
supplies from Congo in the future, the IMF predicts output from the country to increase,
based on increasing international investment in the Congo, and improved political stability in
the country.

Forecast: The two major nickel-cobalt projects that will be put into production in 2007 are
the Ravensthorpe and Browns projects in Australia. We expect a shortage in cobalt supply
in the mid-term, as not many projects are expected to be put into production in 2007, and

Refined Cobalt Availability
1999 2000 2001 2002 2003 2004 2005

CDI Members 25,795 26,219 27,853 30,164 31,406 32,811 33,603
Others 9,368 12,484 12,118 11,043 13,489 16,825 21,231

35,073 38,703 39,971 41,207 44,895 49,636 54,834
Source: CDI
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Financials

in the mid-term, as not many projects are expected to be put into production in 2007, and
2008. Also, future production will be dependant on copper and nickel prices. Therefore, our
outlook on short-term and mid-term cobalt prices is positive, based on strong growth in
demand and expectations of a supply shortage during the period. Although we do not expect
a major supply shortage from 2008+, we believe that strong demand for the metal for super
alloys and rechargeable batteries will keep cobalt prices above its historical lows ($7/lb since
1989) in the long-term.

Operations: The company generated $7.58 million in revenues in FY2007 (ended February
2007) versus $8.44 milllion in the previous year. Gross margins in FY2007 were 0.92
million (12.2% of sales) compared to -$0.06 million (-0.7% of sales) in the previous year.
The table below shows the company’smargins since FY2006, along with our forecasts.

Margins 2006 2007 2008E 2009E
Gross Margin -0.7% 12.2% 15.0% 15.0%
EBITDA Margin -27.3% -7.7% -5.0% -5.0%
EBIT Margin -31.4% -14.9% -13.0% -13.4%
Net Margin -26.9% 47.1% -12.0% -13.4%

The company ended up with a net profit of $3.57 million (eps: $0.02) in FY2007, versus a
net loss of $2.27 million (eps: -$0.01) in the previous year. FCO was able to achieve profits
in FY2007 primarily due to a $4.78 million gain from the sale of its tailing facility, an
adjacent property, and a neighboring 16-acre land parcel.

As mentioned earlier, sales in Q1-2008 dropped significantly YOY. Revenues in Q1-2008
were $0.17 million compared to $1.49 million in the comparable period in the previous year.
We believe the refinery will be able to ramp up revenues for the rest of the year. We forecast
revenues from the refinery to grow at 5% per year going forward. Considering that the plant
has the capacity to produce over 10 million oz of silver, 350,000 oz of gold and 8 million lbs
of copper every year (Production in FY2007 was 2.65 million oz of silver and 2,207 oz of
gold), we believe, our revenue growth forecast of 5% per year is conservative.

Our revenue forecasts for FY2008, and FY2009, are $7.96 million and $8.36 million,
respectively. We expect a net loss of $0.95 million (eps: -$0.00) and $1.12 million (eps: -
$0.01) in FY2008, and FY2009, respectively. Revenues are expected to increase
significantly in FY2010, as production commences at the Idaho Cobalt project in 2009.

Cash Flows: Due to higher gross margins, the company generated positive cash flows from
operations in FY2007. Cash flows from operations in FY2007 were $0.19 million compared
to ($2.88) million in the previous year. The company spent $4.57 million on mineral
property expenditures in FY2007, versus $8.09 million in the previous year. FCO raised
$2.59 million from financings, and $5.17 million from the sale of its tailing facility and
properties in FY2007.

As a result of the significant decline in revenues YOY, the company had to spend $2.62
million on operating activities in Q1-2008. FCO had generated $0.83 million from operating
activities in Q1-2007.
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Valuation

Cash and Liquidity Position: Cash and working capital at the end of Q1-2008 were $22.05
million and $26.09 million, respectively, compared to $5.78 million and $7.98 million at the
end of FY2007. The company is debt-free.  The table below shows FCO’s cash and liquidity 
position. As shown in the table, the company’s cash cycle was maintained at 111-113 days
for the past two fiscal years.

Liquidity Analysis 2005 2006 2007 Q1-2008 2008E 2009E
Current Ratio 18.15 5.58 8.57 21.32 27.17 4.27
Working Capital 14,170,195 5,357,817 7,975,630 26,088,592 25,027,037 3,285,550
Debt / Capital - - - - - -
Interest Coverage Ratio - - - - - -
Activity Analysis
Days Accounts Receivable - 1 2 2 2
Inventory (Precious Metals) Days - 160 169 164 164
Days Accounts Payable - 50 58 52 52
Cash Conversion Cycle - 111 113 114 114

Recent Financings: In May 2007, the company closed a private placement, by issuing 26.67
million units at a unit price of $0.75, and raised $20 million. Each unit consists of one
common share and one-half of one transferable common share purchase warrant. The
company also raised $0.93 million through the exercise of 1.87 million warrants at $0.50 per
share.

FCO intends to use a portion of the proceeds from the recent financing to purchase certain
key mine equipment in advance to avoid potential construction and start-up delays on the
Idaho Cobalt Project.

Stock Options and Warrants: We estimate the company has about 13.09 million stock
options outstanding (8.39 million are ‘in-the-money’) with exercise price ranging between 
$0.40 - $0.80, and maturity periods between September 2007 –May 2010. The company
also has about 15.3 million warrants outstanding (only 0.2 million are ‘in-the-money’) with 
exercise price ranging between $0.40 and $1.00, and maturity periods between June 2008
and November 2008.

Conclusion: We believe the company is in an excellent cash position and has sufficient cash
on hand to fund its capital expenditures in FY2008.

We valued the Idaho Cobalt project based on Discounted Cash Flow (DCF) and Real
Options valuation models. Our DCF valuation on the project (shown on the next page) is
$74.87 million ($0.37 per share). According to the recently completed Feasibility Study on
the project conducted by Samuel Engineering, the Net Present Value (NPV) of the project is
$63.63 million (with a discount rate of 10%).

The following inputs into our valuation models were significantly different from those used
in the Feasibility study conducted by Samuel Engineering.

Resource Estimates: The NPV calculated by the feasibility study accounted for only
measured and indicated resources. In order to account for upside potential, we have also
used half of inferred resources in our valuation models.
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Commodity Prices: We have used a more conservative cobalt price of US$17.5/lb, and
copper price of US$1.75/lb in our valuation models, compared to US$22.5/lb and
US$2.30/lb, respectively, used by the Feasibility study.

Discount Rate: We have used a higher discount rate of 12%, compared to 10% used by
the Feasibility study.

The table below is a summary of our DCF valuation on the project.

Resource (in short tons) 3,215,000

Cobalt
Contained Metal (in lbs) 39,897,940
Wt. average Grade (%) 0.62%
Recovery 93.0%
Long-term Price (US$/lb) $17.50
Copper
Contained Metal (in lbs) 41,765,200
Wt. average Grade (%) 0.650%
Recovery 95.0%
Long-term Price (US$/lb) $1.75
Gold
Contained Metal (in troy oz) 52,001
Wt. average Grade (opt) 0.016
Recovery 86.0%
Long-term Price (US$/oz) $550
Production Commencement 2009

Mill Processing (tpd)
2009: 400 tpd;

2010+: 800 tpd
Mine Life (in years) 11
Average Operating Costs (per short ton) $70.39
Capital Costs (in $mm) $140,000,000
Discount Rate 12%
Net Present Value $74,868,498
No. of shares (diluted) 204,288,056
Value per share $0.37

DCF Valuation Summary

Our real options valuation on the project is $93.63 million ($0.46 per share). The table on
the next page shows a summary of our real options valuation model. Unlike DCF analysis,
the real options valuation model takes into account management’s flexibility to 
abandon/pursue projects, and volatility in commodity prices. We believe real options
valuation is a good technique to value junior mining companies, and it serves as a check on
our DCF valuation.
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Resources Grade Contained Metal Commodity Prices Value
(in short tons) Co & Cu - in % Co & Cu - in lbs Co & Cu - in US$/lb (C$)

Au - in oz/t Au - in troy oz Au - US$/oz
Cobalt 3,215,000 0.62% 39,897,940 25.00 1,066,771,171
Copper 3,215,000 0.65% 41,765,200 3.00 136,885,443
Gold 3,215,000 0.016 52,001 625.00 32,143,118

Recovery (Co) 93%
Recovery(Co) 95% $1,235,799,732
Recovery (Au) 86% $237,619,043
C$/US$ 1.15 $998,180,689

Estd. Mineral Resources (in tons) 3,215,000
Estd.Value of Minerals if extracted today $729,964,653
Annualized Standard Deviation of Mineral prices 26%
Capital Investment $140,000,000
Estd. Mine Life (years) 11.0
Riskfree Rate 4.20%

Stock Price $729,964,653 T.Bond rate 4.20%
Strike Price $140,000,000 Variance 0.07
Expiration (in years) 11.0 Annualized div yield 13.33%

d1 = 1.177
N(d1) = 0.880 Value of Option $93,630,508
d2 = 0.303 No of outstanding shares (diluted) 204,288,056
N(d2) = 0.619 Value per share $0.46

Real Options Valuation Model

Inputs relating to the underlying asset

Output

Total Value (C$)
Operating Costs (C$)
Net Value (C$)

We did not do a comparables valuation on the project because we are not aware of any
company at this time that has a refinery business and a Cobalt project expected to be put into
production in 2009.

Combining the cash flows from the Idaho Cobalt project and the Sunshine Refinery, we
obtained a DCF value of $136.24 million ($0.67 per share) on the company (shown below).

DCF Valuation - Formation Capital
(in C$)

2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E
FFO 318,017 250,862 25,916,562 39,279,487 39,802,244 40,009,196 40,207,476 40,398,075
WC Investment (61,605) (112,981) (3,184,251) (3,319,220) 26,092 (122,354) (128,472) (134,896)
CFO 256,412 137,881 22,732,312 35,960,267 39,828,337 39,886,842 40,079,004 40,263,180
CAPEX (5,000,000) (60,000,000) (15,000,000) (15,000,000) (15,000,000) (15,000,000) (15,000,000) (1,000,000)
FCF (4,743,588) (59,862,119) 7,732,312 20,960,267 24,828,337 24,886,842 25,079,004 39,263,180
PV (4,357,059) (49,093,110) 5,661,869 13,703,428 14,493,124 12,970,782 11,670,478 16,313,449

DCF Valuation - Formation Capital
(in C$)

2016E 2017E 2018E 2019E 2020E 2021E 2022E Terminal
F FO 40,229,131 40,080,785 39,951,890 39,841,403 39,748,381 39,034,556 3,916,127 3,870,734
W C Investment (141,640) (148,722) (156,159) (163,966) (172,165) (66,436) 6,098,750 (199,302)
CF O 40,087,490 39,932,063 39,795,732 39,677,437 39,576,216 38,968,120 10,014,877 3,671,432
CAPEX (1,000,000) (1,000,000) (1,000,000) (1,000,000) (1,000,000) (1,000,000) (1,000,000) (1,000,000)
F CF 39,087,490 38,932,063 38,795,732 38,677,437 38,576,216 37,968,120 9,014,877 2,671,432
P V 14,500,404 12,895,307 11,473,349 10,212,826 9,094,730 7,992,291 21,084,800 5,578,735

Discount Rate 12%
G rowth Rate 3%
Net Present Value 114,195,402
Debt -
Cash 22,045,151
Total Value 136,240,553
No. of Shares (diluted) 204,288,056

F air value per share $0.67
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Conclusions &
Rating

The company often uses the image below to highlight their current position in the life cycle
of a one-mine company.

Source: Formation Capital Corp.

Currently, we believe investors are awaiting the arrival of key factors, notably the final
record of decision expected in November 2007.  The project is proceeding “at risk” until that 
time.

We believe Formation Capital’s long-term growth potential is good. We are intrigued by the
unique operations of a refinery, which allows the company to generate positive cash flow
going forward.  Although this is not the key component of the company’s valuation, it is a 
huge benefit to the project. This project has everything: environmental commitment,
valuable metals, ability to produce an end product, and most importantly, a management
team to advance it. Our valuation at this time reflects the current economics of the project,
which the company hopes to improve by lowering operating and capital costs.

Based on our valuation models, and analysis of the company’s projects, we initiate 
coverage on Formation Capital with a HOLD rating, and a fair value estimate of $0.67
per share. The fair value reflects an upside potential of 11.7% from current price
levels.

Share prices have fallen significantly in the past two weeks, from $0.86 per share as of July
13, 2007, to the current price of $0.60 (as of August 2, 2007). We believe one of the primary
reasons for the decline in prices was the announcement of the feasibility study results in late
July 2007. Although the feasibility study suggests the project is economic and should
proceed, our fair value estimate of $0.67 per share suggests that prices have dropped more
than they should have, and therefore, we believe that prices could pick up and move closer to
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Risks

our fair value estimate going forward.  We look forward to the company’s future work, 
which may provide options that improve the economics of the project. Notably, the
company is sourcing a more inexpensive water treatment option, and is considering the sale
of magnesium sulfate and other byproducts that may lower operating costs. We will update
our coverage when this news becomes available.

The following risks, though not exhaustive, may cause our estimates to differ from actual
results:

The success of development, permitting, and procurement are important long-term success
factors for the company.

The value of the company depends on commodity prices.
The refinery is in the early stages of production and future revenues will depend on the

company gaining credibility and signing long-term contracts.
The company has been in the permitting process for eight years. Although the final

decision is expected in November 2007, there is a risk that permitting may be delayed
further due to factors beyond the company’s control. 

We rate the shares Risk 4 (Speculative).
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Appendix

Formation Capital Corporation - Income Statement
(in C$)

2006 2007 2008E 2009E

Revenues - Production
Revenues - Refinery 8,441,165 7,584,650 7,963,883 8,362,077
COGS 8,503,763 6,660,326 6,769,300 7,107,765
Net Revenues (62,598) 924,324 1,194,582 1,254,311

Expenses
Stock-based Compensation 752,200 593,500 637,111 668,966
General and Administrative 1,485,639 914,549 955,666 1,003,449

2,237,839 1,508,049 1,592,777 1,672,415

EBITDA (2,300,437) (583,725) (398,194) (418,104)

Depreciation 350,793 542,725 633,578 699,075
EBIT (2,651,230) (1,126,450) (1,031,773) (1,117,179)

Foreign Exchange (gain) loss 185,654 (172,795)
Write-down of mineral properties - -
Other Income 191,247 4,873,115 79,101

Taxes - -
Income/Loss (2,274,329) 3,573,870 (952,672) (1,117,179)
Earnings/Loss per Share (0.01) 0.02 (0.00) (0.01)
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Formation Capital Corporation - Balance Sheet
(in C$)

2005 2006 2007 2008E 2009E
Assets

Current
Cash 13,161,884 2,636,961 5,777,610 22,767,412 912,944
Accounts Receivables 47,860 26,007 41,119 33,856 35,549
Precious Metals Recovery 1,500,103 3,722,277 3,087,744 3,050,665 3,203,199
Prepaid Expenses 286,629 142,415 122,240 131,357 137,925

14,996,476 6,527,660 9,028,713 25,983,291 4,289,616

Reclamation Deposit 20,970 19,322 - - -
Mineral Properties 24,772,552 32,860,958 37,635,708 39,818,919 69,469,381
Property, Plant and Equipment 5,066,138 5,273,895 4,602,853 6,786,064 36,436,526

44,856,136 44,681,835 51,267,274 72,588,273 110,195,524

Liabilities and Shareholders' Equity

Current
Accounts Payables 503,465 345,970 294,922 287,576 301,955
Accrued Liabilities 322,816 823,873 758,161 668,677 702,111

826,281 1,169,843 1,053,083 956,253 1,004,066

Shareholders' Equity
Share Capital 55,631,626 56,682,645 59,333,293 81,066,683 119,074,333
Contributed Surplus 1,609,101 2,314,548 2,792,229 3,429,340 4,098,306
Deficit (13,210,872) (15,485,201) (11,911,331) (12,864,003) (13,981,181)

44,029,855 43,511,992 50,214,191 71,632,020 109,191,458

Total Liabilities & S.E 44,856,136 44,681,835 51,267,274 72,588,273 110,195,524



Brian Tang, BBA, CFA Formation Capital Corporation (TSX: FCO)–Initiating Coverage Page 25

2007 Fundamental Research Corp. www.researchfrc.com Brian Tang, BBA, CFA
PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Formation Capital Corporation - Statement of Cash Flows
(in C$)

2005 2006 2007 2008E 2009E
Cash Flows from Operating Activities

Net Income for the Period (2,589,485) (2,274,329) 3,573,870 (952,672) (1,117,179)
Items not Involving Cash:
Depreciation 51,882 350,793 542,725 633,578 699,075
Others 65,645 (4,780,371)
Stock-Based Compensation 1,502,979 752,200 593,500 637,111 668,966

(968,979) (1,171,336) (70,276) 318,017 250,862

Changes in Non-Cash Working Capital Items:
(1,105,500) (1,712,545) 262,332 (61,605) (112,981)

(2,074,479) (2,883,881) 192,056 256,412 137,881

Cash Flows from Financing Activities

Issuance of Common Shares 13,699,142 1,004,266 2,585,979 20,135,890 37,000,000
Issuance of Warrants and Options (881,370) 1,597,500 1,007,650

12,817,772 1,004,266 2,585,979 21,733,390 38,007,650

Cash Flows from Investing Activities
Mineral Property Expenditures (6,412,822) (8,088,406) (4,565,396) (5,000,000) (60,000,000)
Purchase of PP&E (1,901,911) (558,550) (262,725)
Proceeds on Sale of PP&E / Inventory 5,171,413
Others 1,737 1,648 19,322

(8,312,996) (8,645,308) 362,614 (5,000,000) (60,000,000)

Increase in Cash 2,430,297 (10,524,923) 3,140,649 16,989,802 (21,854,469)
Cash, Beginning of Period 10,731,587 13,161,884 2,636,961 5,777,610 22,767,412
Cash, End of Period 13,161,884 2,636,961 5,777,610 22,767,412 912,944



Brian Tang, BBA, CFA Formation Capital Corporation (TSX: FCO)–Initiating Coverage Page 26

2007 Fundamental Research Corp. www.researchfrc.com Brian Tang, BBA, CFA
PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Fundamental Research Corp. Equity Rating Scale:
Buy–Annual expected rate of return exceeds 12% or the expected return is commensurate with risk
Hold–Annual expected rate of return is between 5% and 12%
Sell–Annual expected rate of return is below 5% or the expected return is not commensurate with risk
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.
The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is
conservative with little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive
to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash
flows (though current free cash flow may be negative due to capital investment).  The company’s capital structure is conservative with little to modest use of debt.

3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and
coverage ratios are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.

Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry.   Any “forward looking statements” are our best estimates and 
opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or correctness.
There is no guarantee that our forecasts will materialize.   Actual results will likely vary.   The analyst and Fundamental Research Corp.  “FRC” does not own any shares 
of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject
company. Fees of less than $35,000 have been paid by FCO to FRC. The purpose of the fee is to subsidize the high costs of research and monitoring. FRC takes
steps to ensure independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional
Conduct. Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release of the reports, and release of
liability for negative reports are protected contractually. To further ensure independence, ASM has agreed to a minimum coverage term including an initial report and
three updates starting with this report. Coverage cannot be unilaterally terminated. Distribution procedure: our reports are distributed first to our web-based
subscribers on the date shown on this report then made available to delayed access users through various other channels for a limited time.  The performance of FRC’s 
research is ranked by Investars. Full rankings and are available at www.investars.com.

The distribution of FRC’s ratings are as follows:  BUY (85%), HOLD (6.5%), SELL (2%), SUSPEND (6.5%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscription.htm for subscription options.

This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and 
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differences include, but are
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services;
competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks discussed in
the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators. By making
these forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these statements for revisions or
changes after the date of this report. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO. ALWAYS
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST.   WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S 
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN
YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is not intended as being a
complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report were independently prepared
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional information is available
upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION. Please give proper credit,
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.

Fundamental Research Corp is registered with the British Columbia Securities Commission as a Securities Adviser which is not in any way an endorsement from the
BCSC. The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person
or entity in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.


