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This Managementôs Discussion and Analysis (ñMD&Aò), prepared as of May 25, 2012, should be read in conjunction with 

the unaudited condensed consolidated interim financial statements of Southern Arc Minerals Inc. (ñSouthern Arcò or the 

ñCompanyò) for the three and nine months ended March 31, 2012, and related notes thereto, which have been prepared in 

accordance with International Financial Reporting Standards (ñIFRSò).  Previously, the Company prepared its interim and 

annual financial statements in accordance with Canadian generally accepted accounting principles (ñCA GAAPò). The 

Companyôs fiscal 2011 comparatives in this MD&A have been presented in accordance with IFRS. As the Companyôs IFRS 

transition date was July 1, 2010, any fiscal 2010 comparative information included in this MD&A has not been restated. All 

amounts are stated in Canadian dollars unless otherwise indicated. Additional information related to the Company can be 

found on SEDAR at www.sedar.com and on the Companyôs website at www.southernarcminerals.com. The reader should 

also refer to the annual audited financial statements for the years ended June 30, 2011 and 2010, and the Managementôs 

Discussion and Analysis for those years.  

 

Statements in this MD&A that are not historical facts are ñforward-looking statementsò that are subject to risk factors set 

out in a cautionary note contained herein.  Readers are cautioned not to put undue reliance on forward-looking statements.  

 

 
COMPANY OVERVIEW  

 

Southern Arc, through its wholly-owned subsidiaries and partnerships (collectively ñSouthern Arcò or ñthe Companyò) is a 

mineral exploration company exploring for gold and copper-gold in Indonesia. The Companyôs current portfolio includes 

four exploration-stage projects with epithermal gold and copper-gold porphyry prospects on the Lombok and Sumbawa 

islands in Indonesia, two of which are being advanced in partnership with Vale S.A. (ñValeò). The Companyôs key 

exploration focus is its West Lombok project, which hosts several gold-rich copper porphyry and epithermal gold vein 

prospects.   

 

The Company has been actively exploring in Indonesia since 2005 and has assembled a technical team with decades of 

Indonesian experience, from grassroots exploration through to feasibility studies and production. The technical team is 

supported by executives, directors and advisors with extensive experience in corporate governance, business development 

and government relations, much of it Indonesian focused. 

 

Southern Arc is committed to building strong relationships and bringing long-term benefits to its community partners, 

communicating openly and supporting local infrastructure and community initiatives through the Companyôs fully-funded 

foundation. The Company has forged cooperation agreements with the local government for two of its projects, offering the 

local government a 10% free-carry interest in the project. Having the local government as an equity partner creates a 

synergistic and mutually beneficial relationship, ensuring government support for the projects and long-term benefits for 

local communities as the projects advance.    

 

The Companyôs technical team reviewed and completed preliminary exploration work on a number of properties across the 

Southern Arc of the Indonesian islands before focusing on its current portfolio of properties, all of which are highly 

prospective for both gold and copper-gold mineralization. Since porphyry mineralization tends to be deeper than near-surface 

epithermal mineralization, and therefore more expensive to drill, Southern Arcôs strategy is to joint venture properties with a 

porphyry focus. Southern Arc remains the operator while the joint venture partner funds all exploration expenditures to earn 

its interest. In this way, Southern Arc reduces drilling risk and conserves its treasury while retaining upside potential as the 

properties advance. Currently, Southern Arcôs Sabalong and East Elang properties are being advanced in partnership with 

Vale. 

 

Southern Arc was incorporated in British Columbia, Canada on August 19, 2004 and is trading on the TSX Venture 

Exchange under the symbol ñSAò and on the OTCQX International under the symbol ñSOACFò.  To date, the Company has 

not generated revenues from operations and is considered to be in the exploration stage. The Company conducts its activities 

through wholly-owned subsidiaries, limited liability companies, partnerships and joint ventures, as outlined in the corporate 

chart below. 

 

 

 

http://www.sedar.com/
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 RECENT EVENTS 

 

¶ Increased ownership to 90% in the West Lombok and Taliwang projects 

¶ Completed Cooperation Agreement with West Sumbawa Regency Government, ensuring collaboration as the Taliwang 

project advances 

¶ Terminated Heads of Agreement with Newcrest Mining Limited for the Taliwang project 

¶ Completed drilling of third hole at the Sabalong project, targeting copper-gold porphyry mineralization, with results 

pending 

¶ Completed drilling at the West Lombok project pending issuance of Pinjam Pakai permit, with 3,501.5 metres of drilling 

completed year to date 

¶ Mapping and sampling at the West Lombok project ongoing, with 472.5 line kilometres completed year to date 

¶ Initiated micro-credit schemes at village level as part of Company CSR efforts 

 

 

FINANCIAL SNAPSHOT  

 

Summary of quarterly results 

 

 March 31, 

2012 

December 31, 

2011 

September 30, 

2011 

June 30, 

2011 

Total assets  $ 62,872,227  $ 61,274,365  $ 62,268,305  $ 62,706,114  

Exploration properties  35,680,748  29,634,073  25,502,244  22,796,908  

Working capital  22,901,030  29,897,586  35,017,284  37,957,778  

Net loss  (1,272,920)  (1,569,848)  (285,270)  (1,224,222)  

Basic and diluted loss per share  (0.01)  (0.01)  (0.00)  (0.01)  

 

 

EXPLORATION UPDATE AND OUTLOOK  

 

West Lombok Property (Lombok Island) 

 

The West Lombok Project covers a 13km by 7km structural corridor of mineralization and alteration hosting porphyry 

copper-gold, high-sulfidation gold-copper and epithermal gold deposits. Two of the prospects on the property host a 

combined proven strike length of more than 26 kilometres of mineralized epithermal breccias, with individual bodies ranging 

in thickness from 2 to 66 metres, with a strike length of up to 1,000 metres and a vertical extent of greater than 300 metres. 

Southern Arc has completed more than 22,000 metres of drilling to date focused on the epithermal gold mineralization, 

confirming high-grade events typical of epithermal boiling zones and identifying several high-grade shoots. In addition, the 

Company has completed an airborne geophysical survey of the West Lombok project at 50-metre spacings to define both 

near-surface and buried copper-gold porphyry targets, identifying 17 porphyry targets on the property. A number of the 

targets have already had a limited amount of drill testing that demonstrated host zones of high-grade gold-rich porphyry 

copper mineralization, supporting the outcome of the prospectivity analysis.  

 

On May 17, 2012, Southern Arc announced that it has increased its interest in the West Lombok project from 85% to 90%. 

Southern Arc simplified the ownership structure and increased its equity interest in the West Lombok project through the 

acquisition of additional shares in PT Indotan Lombok Barat Bangkit, the subsidiary that holds the mining business license 

(ñIUPò) to explore the West Lombok project, from Southern Arcôs Indonesian partner, PT Permata Puri Mega (ñPT PPMò). 

In consideration for transferring its 5% interest in both the West Lombok and Taliwang projects, PT PPM will  receive 

US$1,500,000 and 2,250,000 Southern Arc shares, subject to TSX Venture Exchange acceptance.  

 

On December 29, 2011, Southern Arc announced the decision to focus its near-term drilling activities on targets within areas 

without forestry designation. As described in the press release issued on August 26, 2010, approximately 1.1% of the West 

Lombok property is designated Protected Forest (no open-pit mining allowed; underground mining allowed with the 

appropriate forestry permits), 55.1% is designated Production Forest (open-pit and underground mining allowed with the 



SOUTHERN ARC MINERALS INC.  

Managementôs Discussion and Analysis 

For the Three and Nine Months Ended March 31, 2012 

 ______ 

 

- 5 - 

 

appropriate forestry permits) and 43.8% has no forestry designation (no restriction on mining activities). Since the property 

had been clear-cut logged in the 1990s, Southern Arc decided to proceed with exploration activities, with strong local 

government support and encouragement, while awaiting issuance of its forestry permit, known as a Pinjam Pakai (borrow to 

use) permit. Year to date Southern Arc has completed 14 holes on areas in the northwest section of the property, focused on 

epithermal gold mineralization, and 2 holes in the southeast section of the property, focused on porphyry copper-gold 

mineralization. Southern Arc has completed its current drill program and does not plan to resume drilling until the Pinjam 

Pakai permit is received. To conserve its treasury during this period, Southern Arc has reduced its in-country technical team. 

While some employees were laid off, a number of technical personnel were seconded to other exploration groups in the area 

to ensure Southern Arc has the technical capacity to resume exploration activities upon issuance of the Pinjam Pakai permit. 

Permitting is progressing as expected, and Southern Arc will continue to update the market of any material events at the 

property.  

 

In late 2011 Southern Arc completed an airborne geophysical survey of the West Lombok project at 50-metre spacings to 

define both near-surface and buried copper-gold porphyry targets. Dr. Steve Garwin, Southern Arcôs Senior Technical 

Advisor, modeled and interpreted the results of the survey in conjunction with the Companyôs geological and geochemistry 

database, and identified 17 porphyry targets on the property. A number of the targets have already had a limited amount of 

drill testing that demonstrated host zones of high-grade gold-rich porphyry copper mineralization, supporting the outcome of 

the prospectivity analysis. In early 2012 Southern Arc initiated an exploration program to drill porphyry targets located in the 

south of the property in areas without forestry designation, and will continue to test the other targets when the Company 

receives the Pinjam Pakai permit and is able to resume full-scale exploration. In early 2012 the Belikat and Blongas East 

targets of the Selodong prospect, where previous exploration returned significant porphyry-grade intersections, were tested 

by two drill holes totaling 974.0 metres.  

 

Exploration activities on West Lombok in 2011 and the first calendar quarter of 2012 have focused on Phase 2 exploration at 

the Pelangan prospect and Phase 1 exploration at the Mencanggah prospect. Initial activities on Mencanggah focused on the 

Waterfall target, where Southern Arc completed 27 holes for a total of 6,634 metres of drilling, with 17 of the 27 holes 

encountering gold mineralization (www.SEDAR.com). Southern Arc also completed eight holes on the Bising target, for a 

total of 2,286 metres. All eight holes encountered mineralization (www.SEDAR.com) and Bising remains a high-priority 

drilling target when Southern Arc is able to resume full-scale exploration.  

 

Southern Arc completed 6,643 metres of drilling in 35 holes at the Pelangan prospect earlier in 2011, and results from all 

holes have been released (www.SEDAR.com). Drilling to date has confirmed the Companyôs geological model for the 

prospect and identified three high-grade shoots that will be explored further with the next phase of drilling. Two rigs were 

operational this period at the Jati, Tanjung and Kayu Putih targets on the Pelangan prospect, where previous exploration 

identified a continuous 1.5km-long mineralized epithermal breccia, hosting at least one high-grade lode structure. At May 25, 

2012, the Company had completed 2,527.5 metres in 14 holes (including one re-drill ).  

 

Surface mapping has continued on the West Lombok property and the team has to date identified 18.5 km of mineralized 

structural breccias (ñMSBsò) on the Mencanggah prospect with an additional 1.3 km of epithermal structural breccias 

(ñESBsò) with geochemical testing ongoing  to determine mineralization, and 8.0 km of MSBs on the Pelangan prospect with 

an additional 1.7 km of ESBs. Encouraging assay results (+5.0 g/t Au) from continuous rock chip channels collected across 

the strike of MSBs have been received from a number of Pelangan and Mencanggah prospect localities. 

 

Southern Arc has engaged SRK Consulting (Canada) Inc. (ñSRKò) to complete a National Instrument 43-101(ñNI 43-101ò) 

technical report for the property. Completion of the technical report requires more exploration and drilling data, and the 

timing of the report is contingent on Southern Arcôs ability to resume full-scale exploration. The Company will provide 

additional guidance on the timing of this report as more information becomes available. 

 

Sabalong Property (Sumbawa Island) 

 

The Sabalong property is being advanced in partnership with a wholly-owned subsidiary of Vale under an option and joint 

venture agreement whereby Vale has an option to earn a 75% interest in the property by funding all project expenditures 

through to completion of a bankable feasibility study. Southern Arc is the operator of the property. Geomapping along with 

geochemical and geophysical surveying activities at the Sabalong property have defined a number of potential porphyry 

intrusive targets. Southern Arc commenced drilling in October 2011 and has completed two holes to date, for a total of 1,342 
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metres. Although no significant assay results were returned, the geology and wallrock alteration recognized in the drill core 

provided sufficient encouragement to drill a third hole targeting potential porphyry copper-gold mineralization below a 

lithocap. Drilling of the third hole has just been completed with final target depth of 468.85 metres. . Vale has exceeded its 

US$1 million Phase 1 funding obligations with the current drilling program. Results will be released when Phase 1 

exploration is deemed complete, at which point Vale has the option to carry on to Phase 2 and complete US$2 million of 

funding within two years.   

 

East Elang Property (Sumbawa Island) 

 

The East Elang property is located adjacent to Newmontôs Elang copper-gold deposit (25 Moz gold, 16 Blb copper - 

Newmont February 2011 press release). Aerial photography and lithographical studies suggest that the Elang mineralized 

structure extends onto Southern Arcôs East Elang property. While the property is considered highly prospective due to its 

location and results from aerial surveys, exploration of this property has been deferred pending reclassification of the 

propertyôs forestry status. Application has been made to the Regency authorities for suspension (back-dated for two years) of 

the IUP license until the reclassification process has been completed, ensuring that Southern Arc has adequate time to 

evaluate the property once exploration commences. The East Elang property is included in the Vale option and joint venture 

agreement. Vale can earn a 75% interest in both the Sabalong and East Elang properties by advancing either property to 

bankable feasibility study.  

 

Taliwang Property (Sumbawa Island) 

 

Located adjacent to Newmontôs world-class Batu Hijau copper-gold mine, the Taliwang property covers 31,200 hectares 

prospective for gold, silver and copper mineralization. Exploration to date has identified a gold-silver bearing epithermal vein 

system in which 56 drill holes have confirmed both lateral and vertical persistence of the mineralized structures, near-surface 

porphyry copper-gold targets with associated surface high-sulphidation epithermal signatures, and sedimentary gold-hosted 

targets. Surface exploration activities during 2011 focused on detailed lithological and alteration mapping of epithermal and 

porphyry prospect areas, as well as clay spectral analysis studies.  

 

In March 2012, Newcrest Mining Limited (ñNewcrestò) terminated a Heads of Agreement with Southern Arc whereby 

Newcrest could have earned a 63.75% interest in the project by funding exploration expenditures through to bankable 

feasibility study or US$50 million in expenditures. Despite best efforts by Southern Arc and Newcrest, certain conditions 

precedent under the non-binding Heads of Agreement could not be met in the required timeframe, and accordingly the Heads 

of Agreement lapsed.  

 

On May 17, 2012, Southern Arc announced the completion of a Cooperation Agreement with the West Sumbawa Regency, 

ensuring collaboration and support as the project advances. Under the terms of the agreement, Southern Arc has granted the 

West Sumbawa Regency a 10% free-carry equity interest in the project. Also on May 17, Southern Arc announced that it has 

increased its ownership in the Taliwang project from 85% to 90%. Southern Arc simplified the ownership structure and 

increased its equity interest in the project through the acquisition of additional shares in PT Indotan Sumbawa Barat 

(Taliwang Project), the subsidiary that holds the IUP to explore the Taliwang project, from Southern Arcôs Indonesian 

partner, PT PPM. In consideration for transferring its 5% interest in both the West Lombok and Taliwang projects, PT PPM 

will receive US$1,500,000 and 2,250,000 Southern Arc shares, subject to TSX Venture Exchange acceptance.  

 

Other properties 

 

Southern Arc is actively pursuing a number of acquisition and partnership opportunities in Indonesia with the objective of 

adding value for shareholders by expanding the Companyôs project portfolio. 

 

EXPLORATION PROPERTIES  

 

The Companyôs accounting policy is to record its exploration properties at cost. Exploration and evaluation expenditures 

relating to exploration properties are deferred until either the properties are brought into production, at which time they are 

amortized on a unit of production basis, or the properties are sold or abandoned, at which time the deferred costs are written 

off.  
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Acquisition of properties 

 

Southern Arc has acquired and relinquished a number of properties since its inception in 2004, choosing to focus its effort on 

areas determined, by management, to have the highest prospectivity for gold and copper-gold mineralization in areas 

amenable to both exploration and production. Southern Arcôs exploration efforts are currently focused on four projects on the 

islands of Lombok and Sumbawa, Indonesia. 

 

West Lombok and Taliwang properties 

During 2005, the Company acquired its original interests in the West Lombok and Taliwang properties by paying $81,572 

and issuing 11,500,000 common shares (valued at $862,500) to Sunda Mining Corporation (ñSundaò) and by paying 

$180,000 and issuing 1,000,000 common shares (valued at $125,000) to Indotan Inc. (ñIndotanò).  The Company also granted 

a 0.5% net smelter return (ñNSRò) to individuals related to Sunda and a 2% NSR to Indotan on the Taliwang property and a 

0.5% NSR to individuals related to Sunda and a 1% NSR to Indotan on approximately 8% of the current West Lombok 

property, which excludes Block 1 described below. 

 

In August 2005, the Company entered into an agreement with PT Newmont Nusa Tenggara (ñNewmontò), a subsidiary of 

Newmont Mining Corporation, regarding a property (ñBlock 1ò) which now forms the western portion of the Companyôs 

West Lombok property and is included in the mining business license (ñIUPò).  The acquisition was completed through a 

relinquishment by Newmont of the Block 1 area.  The terms of the agreement include granting Newmont a 2% NSR on any 

mineral production from the Block 1 area and a right of first refusal should the Company wish to introduce a new partner into 

any development within the area originally covered by Block 1. The Company has the right to repurchase this 2% NSR for 

US$1 million at any time. 

 

In December 2009, the Company acquired the right to the name Indotan Inc. as well as control over two companies (Indotan 

Lombok Pte. Ltd. and Indotan Sumbawa Pte. Ltd.) (each a ñSingapore Companyò).  As consideration, the Company issued 

3,500,000 of its common shares with a value of $2,415,000 subject to two assignable options.  The first option entitled the 

Company to acquire 500,000 of these shares at a price of $0.50 per common share until August 2010. It was assigned to a 

related party in relation to a loan agreement and was exercised. The second option entitled the Company to acquire 1,500,000 

of these shares at a price of $0.90 per common share until June 2011. The Company acquired 1,300,000 of these shares in 

June 2011 and holds them in treasury. The acquisition of the Singapore Companies was accounted for using the purchase 

method and the purchase price of $2,415,000 was allocated to exploration properties. 

 

Previously the Company had established 85%-owned Indonesian subsidiaries (PT. Indotan Lombok Barat Bangkit (ñPT 

ILBBò) and PT. Indotan Sumbawa Barat (ñPT ISBò) to hold its West Lombok and Taliwang properties, respectively.  

 

On May 17, 2012, Southern Arc announced that it had increased its interest in both projects from 85% to 90% by acquiring 

additional shares in PT Indotan Lombok Barat Bangkit (West Lombok project) and PT Indotan Sumbawa Barat (Taliwang 

project) from Southern Arcôs Indonesian partner, PT Permata Puri Mega (ñPT PPMò). In consideration for transferring its 5% 

interest in both projects to Southern Arc, PT PPM will receive US$1,500,000 and 2,250,000 Southern Arc shares, subject to 

TSX Venture Exchange acceptance. All Company formalities including approval from the Foreign Investment Coordinating 

Agency have been completed to reflect that PT PPM no longer holds a 5% interest in the projects.  

 

The remaining 10% of the West Lombok and Taliwang projects are held by the local Regency Governments. Southern Arc 

and the West Lombok Regency Government finalized a cooperation agreement in late December 2010, ensuring government 

support for the project and long-term benefits for local communities as the project advances. In May 2012, Southern Arc 

finalized a similar agreement with the West Sumbawa Regency Government for the Taliwang project. Southern Arc believes 

that having the local Regency Governments as equity partners creates a synergistic and mutually beneficial environment for 

the advancement of these projects. These relationships ensure that it is in the local governmentôs interest to support the 

Companyôs activities and that the local community will receive benefits directly from Southern Arcôs success at the projects. 

The Regency interests are loan-carried through to a production scenario, whereby debt and equity contribution are paid back 

through dividends or other financial means. 
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Sabalong and East Elang properties 

The Company acquired the Sabalong and East Elang properties by way of mining licenses (ñKPsò) that were granted to the 

Company in 2006 and 2007.  Both KPs were subsequently transitioned into seven year IUP licenses in December 2009. 

 

West Lombok Property (Lombok Island) 
 

This area was previously held by Newmont. Through an agreement with Newmont announced on January 11, 2006, 

Newmont relinquished the area and the Company incorporated it into its contract of work application area.  The area of 

interest comprises a 13-km long, northwest-trending structural corridor of hydrothermal mineralization and alteration that 

hosts the Pelangan epithermal gold prospect, the Mencanggah epithermal/porphyry copper-gold district and the Selodong 

porphyry copper-gold prospect.  

 

The exploration stage of the West Lombok IUP (encompassing 10,088 hectares), issued in January 2011, is initially valid for 

5 years and permits the Company to pursue exploration activities up to the conclusion of a feasibility study. This period may 

be extended with approval of the Indonesian Government. On approval of a feasibility study, the Company can automatically 

transition the IUP into the exploitation stage, with the right to conduct mining production on this property for 20 years, with 

the potential for two further 10-year extension periods. In addition to the IUP, the Ministry of Forests Pinjam Pakai permit 

required for exploration activities within production designated areas has been applied for and is pending. On the West 

Lombok property, 1.1% of the area is designated protected forest (no open-pit mining), 55.1% is designated production forest 

(open-pit mining allowed) and 43.8% has no forestry designation (no restriction on mining activities). Although a portion of 

the property is still designated production forest, the property was clear-cut logged in the late 1990s. The Ministry of Forests 

is in the process of reviewing forestry designations throughout the country and reclassifying areas to reflect current status. 

 

Since receiving its West Lombok IUP in January 2011, Southern Arc has proactively engaged with local communities to 

discuss its exploration and development plans and address questions and concerns. The Company offers extensive 

employment and training programs and employs up to 400 people from local communities.   

 

A detailed, high-definition helicopter magnetic and radiometric survey was flown over the property in late 2011. A total of 

2,590 line kilometres with north/south-oriented flight lines at 50m spacings were completed over a 12-day period. The 

objective of the survey was to define both near-surface and buried copper-gold porphyry targets within the Selodong-

Mencanngah-Pelangan mineralized structural corridor.  The new geophysical data were modeled and interpreted by leading 

geophysical consultants using state-of-the-art processing methods and integrated with geological and geochemical databases 

to prioritize porphyry copper-gold target areas for the next phase of exploration. The resulting porphyry prospectivity study 

identified 17 porphyry targets on the property.  

 
On August 8, 2011, a group of demonstrators damaged the drill rigs at the West Lombok property. No one was injured. The 

West Lombok project was subject to a similar demonstration in May 2011 and, based on that event, the Company had hired 

both police and army representatives to provide additional security for its workers and to protect Southern Arcôs property. 

Since the August incident the Provincial Government has assigned the services of the Mobilized Police Brigade (ñMPBò), an 

elite security force used nationally to provide stability in times of unrest and civil disturbance, to maintain security within 

Southern Arcôs tenement area. On October 11, 2011, Southern Arc announced that drilling had resumed at the West Lombok 

property, and drilling has progressed without incident since that time. 

 

Pelangan prospect  

 

The Pelangan prospect comprises 8.5 km cumulative strike length of gold-bearing epithermal mineralization that outcrops at 

surface. Drilling to date shows that these breccia bodies range in true width between 3m and 20m, and has also identified 

three high-grade shoots. A further 1.7 km of structural breccias have been identified with surface mapping.   

 

Shallow Phase 1 drilling at Pelangan in 2007/2008 tested 53 holes for a total of 4,130 metres and confirmed good background 

mineralization with some high-grade areas, as disclosed in previous Southern Arc press releases and MD&A, which are 

available on SEDAR at www.sedar.com. 
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Phase 2 drilling at Pelangan started in late March 2011 and returned the best hole to date on the property with 17.4m @ 19.4 

g/t gold. A total of 35 drill holes (6,642.70 metres) have been completed. Drill results are discussed and summarized in the 

Appendix and are available at www.sedar.com. Phase 2 drilling is focused on identifying and defining high-grade shoots 

within large continuous structures. The presence of such shoots are suggested by a high-grade quartz episode within the 

MSBs and increasing gold grade with depth. Phase 2 drilling has confirmed high-grade events typical of epithermal boiling 

zones at both the Central Raja and Tanjung Lode structures. The Company has recently focused on the Jati, Tanjung, and 

Kayu Putih targets in the northwest areas of the Pelangan prospect and had completed 2,527.5  metres in 14 holes (including 

one re-drill) as of May 25, 2012. Drill holes of significance include PLD040 (2.0m @ 5.84 g/t gold from 11.7m) and PLD043 

(1.4m @ 9.3 g/t gold from 50.5m). 

 

Surface prospecting in 2011 and 2012 has focused on geo-mapping of lithocap-related porphyry mineralization targets and 

mapping of inferred MSB mineralization between Raja South and North Mencanggah. A total of 1.7 line km of epithermal 

structural breccias have been mapped, and geochemical testing is underway to assess mineralization. Other epithermal 

structural breccias that have been previously mapped and subsequently found to be geochemically inferior are excluded from 

this total. Aside from geo-mapping and geochemical sampling, hydrothermally altered outcrop samples have been collected 

on a regular basis and submitted for spectral analysis, with the aim of establishing a thermal vectoring towards near-surface 

porphyry mineralization  

 

Mencanggah prospect  

 

The Mencanggah prospect comprises a large cluster of west-northwest to north-trending, gold-bearing epithermal MSBs 

concentrated in a 6.5km by 4.5km area. In excess of 18 km cumulative strike extent of MSBs have been identified, and a 

further 1.3 km of structurally controlled epithermal breccias have been mapped and are being geochemically tested. Surface 

channel sampling has returned high-grade intervals up to 7.1m @ 53.5 g/t gold and 5.0m @ 12.2 g/t gold, as well as some 

very wide intervals of lower-grade gold mineralization up to 66m @ 1.1 g/t gold. Channel sampling indicates that these 

breccia bodies range in true width between 3m and 66m.  

 

Phase 1 epithermal drill targets have been prioritized based on detailed geological mapping and geochemical sampling. At 

least 45 drill holes are planned (10,000+ m) to test the strike length of the main mineralized breccias. Outcrops of banded and 

brecciated, epithermal chalcedonic-quartz veins are the main target with the objective of intersecting high-grade ñboiling 

zonesò at depth.  

 

A total of 27 holes (totaling 6,633.95m) on a 100m x 100m grid basis have been completed on the Waterfall target. Results 

have been filed on www.SEDAR.com and are detailed in the Appendix.  Drilling tested outcrops of banded and brecciated 

epithermal chalcedonic-quartz veins for the presence of high-grade shoots at depth. The results confirm multiple vein zones 

at Waterfall, with highlight intersections of 4.75m @ 15.6 g/t gold and 15 g/t silver from 168.50m, including 2.0m @ 36.1 g/t 

gold and 31 g/t silver from 169.70m (MCG016) and 1.6m @ 11.0 g/t gold and 2.6 g/t silver from 122.35m (MCG006).  
 

With completion of Phase 1 drilling at the Waterfall target, drill rigs were moved north to the Bising target. Surface channel 

sampling along the extensive strike length at Bising returned high-grade intervals up to 7.1m @ 53.5 g/t gold and 

5.0m @12.2 g/t gold, as well as some very wide intervals of lower-grade gold mineralization up to 66m @ 1.1 g/t gold. The 

Company completed eight holes at Bising for a total of 2,285.7 metres. Highlight drilling intersections include 

51.3m @ 1.5 g/t gold from 35.6m (including 5.1m @ 3.5 g/t gold) and 39.0m @ 1.8 g/t gold from 34.0m (including 

9.7m @ 4.9 g/t gold and 5.9 g/t silver). The extensive width (up to 66 metres) of the main Bising epithermal body is inferred 

to result from the intersection of geological structures: a major west-northwest trending structure and several north-northwest 

trending structures, the latter of which form the dominant gold mineralized trend in the district. Drill holes were located at 

100 m drill spacings to test the main Bising epithermal structural body, its extensions, and intersections with several crossing 

structures. Further drilling is warranted to map out these broad silification zones, which have large tonnage potential. Closer-

spaced drilling is required to determine the orientation and continuity of higher-grade gold zones. Southern Arc will prioritize 

additional drilling of the Bising target when the Company resumes full-scale exploration upon receipt of its Pinjam Pakai 

forestry permit.  
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Selodong prospect  

 

As a result of the porphyry prospectivity study, in calendar Q1-2012 the Company initiated drilling at the Belikat and 

Blongas East targets in the Selodong prospect and had completed 974m in two holes at May 25, 2012. Drill hole SLD031, 

which tested the North Belikat target, reported an intersection of 83.0m @ 0.33 g/t gold from 285.0m (including 14.0m @ 

0.60 g/t gold and 0.12% copper). The mineralization intersected in this hole is very encouraging since the North Belikat 

target is not exposed at surface, and these results confirm the methodology behind the prospectivity study for targeting 

shallow or blind porphyry mineralization throughout the property.     

 

The Company completed Phase 1 drilling at Selodong in September 2008 with 30 holes (SLD001 to SLD030) totaling 

17,859m. These holes tested seven of the 14 porphyry copper-gold targets, with the majority intersecting broad zones (126.45 

to 855.11 m) of significant copper-gold mineralization, the results of which have been previously disclosed in Southern Arc 

press releases and MD&As, which are available on SEDAR at www.sedar.com.  

 

Sabalong and East Elang Properties (Sumbawa Island) 

 

The Company has entered into an option and joint venture agreement with Vale regarding its East Elang and Sabalong 

properties.  To exercise its option to purchase a 75% interest in the properties, Vale must fully fund the advancement of either 

property, through to and including the completion of a bankable feasibility study, at no cost to the Company. The Vale 

commitments include:  

 

1. Phase 1 ï Vale will fund US$1,000,000 (Sabalong) and US$1,200,000 (East Elang) of exploration expenditures 

within one year from the date the Company receives an exploration activities permit from the Ministry of Forestry 

for the that property. Vale can then elect to proceed to Phase 2. 

2. Phase 2 minimum program ï Vale could fund at least US$2,000,000 (Sabalong) and/or US$2,500,000 (East Elang) 

of additional exploration expenditures within 2 years of commencing Phase 2. 

3. Phase 2 full program ï Vale may proceed to completion of a pre-feasibility study or fund further exploration 

expenditures of at least US$10,000,000 (on either property) within 4 years of commencing Phase 2. 

4. Upon completing the Phase 2 full program, Vale may elect to solely fund the completion of a bankable feasibility 

study within 7 years of commencing Phase 2. 

 
If Vale completes a bankable feasibility study on either of the East Elang or Sabalong properties within the permitted 

timeframes, Vale will be entitled to receive a 75% interest in the Companyôs subsidiary PT. Selatan Arc Minerals (ñPT 

SAMò). 

 

Sabalong 

The Sabalong property covers 9,950 hectares and is located in the Miocene volcanic belt of the Sunda-Banda Arc, 30km 

north-northeast of Newmontôs Elang copper-gold porphyry deposit and 75km northeast of Newmontôs Batu Hijau copper-

gold mine. Geologic mapping at Sabalong has defined two main prospects. The Lito prospect consists of massive vuggy 

silica outcrops enclosed by a 1.5km-diameter overprint of intense advanced argillic alteration in rhyo-dacitic pyroclastics. 

This is interpreted to represent a ñlithocapò possibly indicative of a buried porphyry copper-gold system. Adjacent to Lito, 

the Toyang prospect comprises a 2km by 4km northeast elongate area of hydrothermal alteration hosting epithermal veins. 

 

During 2011 Southern Arc completed a detailed ground magnetic survey covering a 15.5 square km area over the Lito and 

Toyang prospects to identify potential buried porphyry targets. Magnetic anomalies identified on the western and southern 

margins of the Lito lithocap were recently covered by a deep-penetrating IP survey, which covered an 8.2 square km area. 

Inversion modeling and 3D visualization of the magnetic and IP data has revealed a chargeable zone over a 1.3km by 1.5km 

area, possibly related to buried sulphides. 

 

Southern Arc and Vale elected to drill this target with a series of deep holes to test for the presence of a mineralized porphyry 

system. Drilling operations commenced on October 21, 2011 and two holes were completed for a total of 1,342 metres. 

Although no significant assay results were returned, the geology and wallrock alteration recognized in the drill core provided 

sufficient encouragement to drill a third hole targeting potential porphyry copper-gold mineralization below a lithocap. 
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Drilling of the third hole has just been completed with final target depth of 468.85 metres. Vale has exceeded its US$1 

million Phase 1 funding obligations with the current drilling program. Results will be released when Phase 1 exploration is 

deemed complete, at which point Vale has the option to carry on to Phase 2 and complete US$2 million of funding within 

two years.   

 

PT SAM was granted an IUP license for the Sabalong property in December 2009 for a period of seven years, at which point 

the Company can apply to have the license extended. Southern Arc has received the MoF permit for the Sabalong property, 

although the Companyôs exploration area of focus falls within the 50% of the property with no forestry designation.  An 

environmental baseline survey was completed in early September. Field data will be collected on a regular basis as part of the 

requirements for an environmental impact study report. 

  

East Elang  

 

The East Elang property covers 9,670 hectares immediately to the east of Newmontôs Elang-Dodo property, which hosts a 

ñconsolidated 25Moz gold and 16Blb copper targetò (Newmont press release, February 24, 2011).  

 

PT SAM was granted an IUP license for the East Elang property in December 2009 for a period of seven years, at which 

point the Company can apply to have the license extended. On the East Elang property, 60.3% of the area is designated 

protected forest, 34.2% is designated limited production forest and 5.5% has no forestry classification. While the property is 

considered highly prospective due to its location and results from aerial surveys, exploration of this property has been 

deferred pending reclassification of the propertyôs forestry status. Application has been made to the Regency authorities for 

suspension (back-dated for two years) of the IUP license until the reclassification process has been completed, ensuring 

Southern Arc has adequate time to evaluate the property once exploration commences. Company field activities continue to 

focus on CSR engagement at the village and sub-district levels. At these meetings, Company personnel explain the 

Companyôs planned exploration program, CSR, social and environmental commitments, along with a commitment to 

prioritize the use of local personnel and companies in its exploration program. 

 

Taliwang Property (Sumbawa Island) 

 

The Companyôs 2011ï2012 exploration work program and budget was approved by the West Sumbawa authorities on 

November 21, 2011. On May 17, 2012, Southern Arc announced the completion of a Cooperation Agreement with the West 

Sumbawa Regency, ensuring collaboration and support as the project advances. Under the terms of the agreement, Southern 

Arc has granted the West Sumbawa Regency a 10% free-carry equity interest in the project. Also on May 17, Southern Arc 

announced that it has increased its ownership in the Taliwang project from 85% to 90%. Southern Arc simplified the 

ownership structure and increased its equity interest in the project through the acquisition of additional shares in PT Indotan 

Sumbawa Barat (Taliwang Project), the subsidiary that holds the IUP to explore the Taliwang project, from Southern Arcôs 

Indonesian partner, PT PPM. In consideration for transferring its 5% interest in both the West Lombok and Taliwang 

projects, PT PPM will receive US$1,500,000 and 2,250,000 Southern Arc shares, subject to TSX Venture Exchange 

acceptance.  

   

On November 19, 2010, Newcrest and the Company announced the signing of a Heads of Agreement (ñAgreementò) 

involving a joint venture investment in the Taliwang property, whereby Newcrest could have earned a 63.75% interest in the 

project by funding exploration expenditures through to bankable feasibility study or US$50 million in expenditures. Despite 

best efforts by Southern Arc and Newcrest, certain conditions precedent under the non-binding Heads of Agreement could 

not be met in the required timeframe, and in March 2012, the Heads of Agreement lapsed.  

 

The Taliwang Exploration IUP license was issued by the Regent of West Sumbawa in July 2010.  The exploration IUP 

covers the period from general survey through to feasibility study. The Company has the automatic right to conduct 

commercial production for 20 years and a further two 10-year extension periods, if warranted. Southern Arc has applied to 

have the previous MoF permit extended. On the Taliwang property, 3.7% of the area is designated conservation forest (no 

mining activities allowed), 10.9% is protected forest, 29.7% is production forest and 55.7% has no forestry designation. The 

areas of interest for proposed exploration activities with Newcrest are all within the area of the property with no forestry 

designation. 
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Low-key exploration activities by site personnel this period have focused on mandatory license boundary surveys, upgrades 

of camp and drill storage facilities, along with CSR commitments.  

 

Other properties 

 

The Company is aggressively pursuing other mineral opportunities within Indonesia.  Along with research of the potential of 

historically reported mineral occurrences, negotiations are continually being carried out with various government and private 

entities with the aim of acquiring interests, whether in the form of joint ventures, farm-in, or contract exploration agreements 

in greenfield through to more advanced projects. 

 

Nickel Oil & Gas Corp. 

 

At December 31, 2011, the Company concluded that the decline in the value of its equity investment in the private company 

Nickel Oil & Gas Corp. (ñNickelò), due to continued low natural gas prices, is other than temporary. Therefore it wrote down 

the remaining value of the investment to $nil and recorded an impairment loss of $305,582 during the period. As at March 

31, 2012 and June 30, 2011, the Company holds 15.3 million Nickel shares (37.6%) with a carrying value of $nil (June 30, 

2011: $357,871). Until March 31, 2011, the Company consolidated the financial results of Nickel. Effective April 1, 2011, 

due to changes in ownership, voting relationships and the Board of Directors, the Company determined that it no longer 

controlled Nickel and since that date it has accounted for Nickel as an equity investment and no longer consolidates its 

financial results. Under the equity method of accounting, the Company recorded a loss of $52,289, which represented its 

equity ownership proportion of Nickelôs loss for the six-month period ended December 31, 2011. 

 

During the year ended June 30, 2010, Nickel entered into a farmout and option agreement granting it the option to earn 

certain oil and gas rights with respect to property in the Brewster and Pine Creek areas in Alberta, Canada. At Brewster, 

Nickel earned working interests in 43-13-W5M: Section 22 (20%) and Section 26 (48%).  A party holding a 20% interest in 

both sections elected not to participate and forfeited its interest until the other parties have collectively recovered a penalty 

equal to 400% of the operation costs associated with the drilling and completion of these wells.  As a result, Nickel 

effectively held a 40% interest in one section and a 68% interest in the second section.  Nickelôs joint venture partner solely 

funded the completion, equipping and tie-in costs of the well on Section 26 and will receive 100% of all revenue from the 

well until it recoups 125% of the payout costs incurred. At current production rates and low gas prices, this well is not 

projected to reach payout. 

 

At Pine Creek, Nickel earned a 60% working interest in two sections at 55-18-W5M, Section 9 by funding 100% of the costs 

of drilling of the horizontal well.  Nickel had an obligation to pay 100% of the completion, equipping and tie-in costs.  The 

horizontal well was drilled by Nickel and its joint venture partner solely funded the completion, equipping and tie-in costs of 

the well.  According to the amended agreement, the joint venture partner receives 100% of all revenue from the well until it 

recoups 125% of the payout costs incurred. At current production rates and low gas prices, this well is not projected to reach 

payout. 

 

The Company has entered into an agreement, with effect from July 1, 2012, to sell all of its resource properties to its joint 

venture partner for all amounts owing of $452,731. The purchaser will undertake ownership and all operating and 

rehabilitation obligations related to the properties.   

 

 

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED MARCH 31, 2012 

 

During the three-month period ended March 31, 2012, the Company had a loss of $1,272,920 compared to a loss of 

$1,815,241 for the three-month period ended March 31, 2011.  Significant fluctuations occurred in the following categories: 

a) Share-based compensation of $282,135 (2011: $1,014,090) decreased due to fewer stock options granted during the 

period.  Share-based compensation expense is accounted for at fair value as determined by the Black-Scholes Option 

Pricing Model using estimates that are believed to approximate the volatility of the trading price of the Companyôs 

stock, the expected lives of awards of stock-based compensation, the fair value of the Companyôs stock and the risk-

free interest rate. 

b) Consulting fees of $292,080 (2011: $191,822) increased as more consultants were engaged during the period. 
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c) Foreign exchange gain of $81,154 was realized during the three-month period ended March 31, 2012 (2011: $6,620) 

primarily due to the effect the fluctuation of the US$/CDN$ exchange rate had on the Canadian equivalent of the 

Companyôs holdings and transactions in its US$ bank balance and US$ payables balance. 

d) Management fees increased to $176,000 compared to $100,500 in 2011 and are discussed in detail in the Related 

Parties section. 

e) Office and miscellaneous expense increased slightly to $298,877 (2011: $275,995) as a result of staffing up to 

support the increased exploration activity, inclusive of increased administrative charges from a related party. 

f) Professional fees of $213,042 (2011: $137,381) increased due to higher corporate activity in the period. 

g) No property investigation costs were expensed during period ended March 31, 2012 (2011: recovery of $94,500). 

h) Travel expenses of $68,293 (2011: $140,305) decreased as a result of a reduction in executive travel during the 

period. 

i) Interest income of $70,693 increased significantly during the three-month period ended March 31, 2012 

(2011: $3,693) due to higher cash balances from equity financings. 

j) During the three-month period ended March 31, 2012, the Company invested $3,541,092 (2011: $943,709) on 

exploration properties and $9,488 on property, plant and equipment (2011: $104,301). 

k) During the three-month period ended March 31, 2012, the Company received $292,993 (2011: $453,146) of 

exploration advances in relation to its joint venture on the Sabalong and East Elang properties and expended 

$252,758 (2011: $136,236) on exploration activities related to this joint venture. 

 

 

RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED MARCH 31, 2012 

 
During the nine-month period ended March 31, 2012, the Company had a loss of $3,624,672 compared to loss of $5,359,131 

for the comparable period ended March 31, 2011.  Significant fluctuations occurred in the following categories: 

a) Share-based compensation of $837,053 (2011: $3,679,906) decreased as a result of fewer stock options granted 

during the period.  Share-based compensation expense is accounted for at fair value as determined by the Black-

Scholes Option Pricing Model using estimates that are believed to approximate the volatility of the trading price of 

the Companyôs stock, the expected lives of awards of stock-based compensation, the fair value of the Companyôs 

stock and risk-free interest rate. 

b) Consulting fees of $333,573 (2011: $281,113) increased as more consultants were engaged during the period. 

c) Foreign exchange gain of $473,267 was realized during the period ended March 31, 2012 (2011: $17,583) primarily 

due to the effect the fluctuation of the $US/$CAD exchange rate had on the Canadian equivalent of the Companyôs 

holdings and transactions in its $US bank balance and $US payables balance. 

d) Management fees increased to $458,000 compared to $301,500 in 2011 and are discussed in detail in the Related 

Parties section. 

e) Office and miscellaneous expense increased to $872,108 (2011: $405,748) as a result of staffing up to support the 

increased exploration activity, inclusive of increased administrative charges from a related party. 

f) Professional fees of $434,670 (2011: $448,296) decreased slightly with similar levels of corporate legal activity 

during the period. 

g) No property investigation costs were expensed during period ended March 31, 2012 (2011: recovery of $94,500). 

h) Travel expenses of $172,967 (2011: $223,662) decreased as a result of a reduction in executive travel during the 

period. 

i) Interest income of $217,710 increased significantly during the nine-month period ended March 31, 2012 

(2011: $3,711) due to higher cash balances from equity financings. 
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j) Under other items in 2012, the Company recorded its share of the equity loss of Nickel Oil & Gas of $52,289 and 

recorded an impairment charge related to Nickel of $305,582. In 2011, other items included a $54,852 gain on the 

sale of the Companyôs MAV II notes. 

k) During the nine-month period ended March 31, 2012, the Company invested $10,288,639 (2011: $1,831,429) on 

exploration properties and $206,090 on property, plant and equipment (2011: $104,301). 

l) During the nine-month period ended March 31, 2012, the Company received $1,090,307 (2011: $407,555) of 

exploration advances in relation to its joint venture on the Sabalong and East Elang properties and expended 

$1,038,624 on exploration activities related to this joint venture (2011: $127,033). 

 
The following table provides a brief summary of the Companyôs financial operations. For more detailed information, refer to 

the financial statements. 

 
Nine-month period 

ended March 31, 

2012 

$ 

 

Year ended June 30, 

2011 

$ 

 

Year ended June 30, 

2010 
(1)

 

$ 

Revenues  - - - 

Loss for the period  (3,128,038) (6,583,353) (1,613,086) 

Basic and diluted loss per share   (0.03)  (0.08)  (0.02) 

Total assets  62,872,227  62,706,114  24,898,967 

Total long-term liabilities  - - - 

Cash dividends  - - - 
(1)  Prepared in accordance with CA GAAP 

 

 

SUMMARY OF QUARTERLY RESULTS  

 

  

March 31,  

2012 

 

December 31,  

2011 

 

September 30,  

2011 

 

June 30,  

2011 

     

Total assets $ 62,872,227 $ 61,274,365 $ 62,268,305 $ 62,706,114 

Exploration properties   35,680,748   29,634,073   25,502,244     22,796,908 

Working capital   22,901,030   29,897,586   35,017,284     37,957,778 

Net loss   (1,272,920)   (1,569,849)   (285,270)      (1,224,222) 

Basic and diluted loss per share   (0.01)   (0.01)                (0.00)               (0.01) 

 

 

  

March 31,  

2011 

 

December 31,  

2010 

 

September 30, 

2010 

 

June 30,  

2010 
(1)

 

     

Total assets $ 50,617,532 $ 25,002,393 $ 24,538,433 $24,898,967 

Exploration properties     24,216,140     23,195,375     22,769,384    22,410,416 

Working capital (deficit)     24,018,795         (530,251)   (323,688)         479,631 

Net loss      (1,815,241)         (444,126)   (3,099,764)       (542,816) 

Basic and diluted loss per share               (0.02)               (0.01)               (0.04)             (0.01) 
(1)  Prepared in accordance with CA GAAP 
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LIQUIDITY AND CAPITAL RESOURCES 

 

The Companyôs cash position at March 31, 2012 was $26,089,266, a decrease of $12,542,825 from June 30, 2011. As at 

March 31, 2012, the Companyôs working capital was $22,901,030 compared to a working capital of $37,957,778 as at June 

30, 2011. The decrease is primarily due to cash used for operation activities and exploration activities on the Indonesian 

properties. As at the date of this MD&A, the Companyôs working capital balance is approximately $21.1 million. 

 

Net cash used in operating activities for the nine-month period ended March 31, 2012 was $2,418,442 compared to net cash 

used of $1,731,746 during the nine-month period ended March 31, 2011.  The cash used in operating activities reflects the 

higher level of activity during the period.  

 

Net cash used in investing activities for the nine-month period ended March 31, 2012 was $10,596,429 compared to net cash 

used of $591,933 during the nine-month period ended March 31, 2011.  The cash used in investing activities for the period 

consists primarily of additions to exploration properties and to property plant and equipment. In 2011, the Company disposed 

of its investment in MAV II notes and received exploration advances from Vale which significantly offset additions to 

exploration properties.  

 

There were minimal financing activities during the nine-month period ended March 31, 2012 as there was only an adjustment 

to share issuance expenses during the period. Net cash provided by financing activities for the nine-month period ended 

March 31, 2011 was $26,549,795 due to a significant equity issuance in February 2011, slightly offset by net loan 

repayments.  

  

 

RELATED PARTY TRANSACTIONS   

 

The key management personnel include the Directors and other Officers of the Corporation. Key management compensation 

consists of the following: 

 

Key management personnel compensation 

For the nine months ended 

March 31, 2012 

For the nine months ended 

March 31, 2011 

Management and geological consulting fees $       736,261 $          759,724 

Share based compensation $       533,848 $       2,455,000 

 

As at March 31, 2012, there were no related party balances arising from purchases of goods and services. 

 

During the nine month period ended March 31, 2012, the Company paid $435,000 (2011:  $301,500) for management fees 

and $123,000 (2011: $90,000) for administration fees to a private company controlled by the Chief Executive Officer and 

director of the Company.  

 

The above transactions occurred in the normal course of operations and are recorded at the consideration established and 

agreed to by the related parties.  The related party balances have no fixed payment term and bear no interest.  

 

During the year end June 30, 2011, the Company entered into a contract with a company controlled by a director and officer 

of the Company for drilling services at the Companyôs West Lombok property. This contract was awarded under a 

competitive bidding process and all charges under the contract are considered to be at market rates. During the period ended 

March 31, 2012, the Company paid a total of $2,881,592 (US$2,863,625) for drilling services pursuant to the contract. A 

balance of $27,411 (June 30, 2011: $297,387) is included in accounts payable for drilling services incurred during the period 

ended March 31, 2012 under this contract.  
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CURRENT SHARE DATA  

 

As at the date of this MD&A, the Company has 106,964,510 common shares issued and outstanding. In addition, the 

Company has agreed (subject to regulatory approval) to issue 2,250,000 common shares to PT PPM, its Indonesian joint 

venture partner, as partial compensation for the acquisition of an additional 5% interest in two of its Indonesian subsidiary 

companies.  

The Company has the following stock options outstanding:  

 

Number 

of Shares  

Exercise 

Price 

Expiry 

Date 

     

Options  3,150,000  $ 0.40 September 16, 2014 

 3,350,000  $ 0.80 July 19, 2015 

 400,000  $ 2.00 January 18, 2016 

 300,000  $ 1.85 February 11, 2016 

 300,000  $ 1.70 June 22, 2016 

 200,000  $ 1.71 July 11, 2016 

 200,000  $ 1.11 August 17, 2016 

 1,255,000  $ 0.90 November 18, 2016 

 9,155,000    

 

As at the date of this MD&A, the Company has 1,704,571 share purchase warrants outstanding, exercisable at $1.60 to $1.70 

per share during the period to August 24, 2012. 

 

 

COMMITMENTS  

 

The Company has committed to rent office space for the period ended August 31, 2012 totaling $5,529 per month. 

 
 

RISKS AND UNCERTAINTIES  

 

The nature of the Companyôs operations expose the Company to credit risk, liquidity risk, and market risk and foreign 

exchange risk and interest rates, which may have a material effect on cash flows, operations and comprehensive income. 

 

The Companyôs risk management policies are established to identify and analyze the risks faced by the Company, to set 

appropriate risk limits and to monitor market conditions and the Companyôs activities. The Board of Directors has overall 

responsibility for the establishment and oversight of the Companyôs risk management framework and policies.  

 

Credit risk  

 

Credit risk is the risk of loss associated with a counter-partyôs inability to fulfill its payment obligations. Financial 

instruments that potentially subject the Company to credit risk consist primarily of cash and accounts receivable.  The 

maximum exposure to credit risk is equal to the fair value or carrying value of the financial assets.  

 

The Company reduces its credit risk by maintaining its bank accounts at large financial institutions.  Receivables are amounts 

receivable from the Canadian federal government for the refundable HST/GST amounts.  The credit risk on these amounts is 

minimal. 
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Liquidity risk  

 

Liquidity risk is the risk that the Company is not able to meet its financial obligations as they fall due.  All of  the Companyôs 

financial liabilities are classified as current and are anticipated to mature within the next fiscal year.  The Companyôs 

approach to managing liquidity risk is to ensure that it will have sufficient liquidity to meet liabilities when due. See also 

Note 1 in the accompanying Financial Statements.  

 

Market risk  

 

Market risk is the risk of loss that may arise from changes in market factors such as interest rates, foreign exchange rates, and 

commodity and equity prices.  The Company is exposed to the interest rate risk to the extent that the cash maintained at the 

financial institutions is subject to a floating rate of interest.  The interest rate risk on the Companyôs cash is minimal.  The 

Company is exposed to market risk as the ability of the Company to develop or market its properties and the future 

profitability of the Company is related to the market price of certain minerals. 

 

The Companyôs largest non-monetary assets are its resource interests in Indonesia.  The Company could accordingly be at 

risk for foreign currency fluctuations and risks associated with legal and political issues in a developing-country 

environment.  The Company minimizes cash and monetary assets or liabilities in Indonesia.   

 

At March 31, 2012, the Company had US$4,918,426 (approximately CDN$4,913,999) and Indonesian Rupiah (ñRphò) 

433,535,139 (approximately CDN$48,556) in cash and US$1,869,000 (approximately CDN$1,867,556) and Rph 

730,895,339 (approximately CDN$81,860) in account payable and accrued liabilities.  As at March 31, 2012, US$ amounts 

were converted at a rate of US$1.0009 to CAD$1 and Rph amounts were converted at a rate of Rph 8,929 to CAD$1. 

 

Fair value 

 

The fair value of the Companyôs financial instruments is approximated by their carrying value as at March 31, 2012 due to 

their short-term nature. 

 

IFRS requires disclosure about fair market value measurements for financial instruments and liquidity risk using a three-level 

hierarchy that reflects the significance of the inputs used in making the fair value measurements. The three-level hierarchy is 

as follows: 

Level 1 -  Unadjusted quoted prices in active markets for identical assets or liabilities; 

Level 2 -  Inputs other than quoted prices that are observable for the asset or liability either 

directly or indirectly; and 

Level 3 - Inputs that are not based on observable market data. 

 

Financial instruments measured at fair value on December 31, 2011 and June 30, 2011 are summarized in levels of fair value 

hierarchy as follows: 

December 31, 2012  Level 1 Level 2 Level 3 

Assets     

 Cash   $  26,089,266 $ -    $         -    
 

June 30, 2011     

Assets     

 Cash   $  38,632,091 $ -    $ -    

 

The Companyôs financial instruments consist of cash, receivables, loans receivable, investment, accounts payable and 

accrued liabilities, and loans payable. 
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INDUSTRY 

 

The Company is engaged in the acquisition and exploration of resource properties, an inherently risky business, and there is 

no assurance that an economic mineral deposit will ever be discovered and subsequently put into production.  Most 

exploration projects do not result in the discovery of economically mineable deposits.  The focus of the Company is on areas 

in which the geological setting is well understood by management. 

 

 

GOLD AND METAL PRICES  

 

The price of gold is affected by numerous factors beyond the control of the Company including central bank sales, producer 

hedging activities, the relative exchange rate of the U.S. dollar with other major currencies, demand, political and economic 

conditions and production levels. In addition, the price of gold has been volatile over short periods of time due to speculative 

activities. The prices of other metals and mineral products for which the Company may explore all have the same or similar 

price risk factors.  

 

 

TRENDS 

 

Continued strength in gold and other commodity prices, increasing demand, especially from Asia, and perception of 

increased risk in major financial markets has supported a discernible need for the development of commodity exploration 

projects.  Junior companies, like Southern Arc, are key participants in identifying properties of merit to explore and develop. 

 

 

SHAREHOLDER RIGHTS PLAN  AND BONUS AND COMPENSATION PLAN  

 

The Companyôs Shareholder Rights Plan dated effective October 21, 2010 (the ñPlanò) is designed to ensure the fair 

treatment of shareholders in connection with any take-over bid for outstanding common shares of the Company. The Plan 

seeks to provide shareholders with adequate time to properly assess a take-over bid without undue pressure. It also provides 

the Board of Directors with adequate time to fully assess an unsolicited take-over bid, to allow competing bids to emerge, 

and, if applicable, to explore other alternatives to the take-over bid to maximize shareholder value. 

 

The Plan is not intended to prevent or deter take-over bids that treat shareholders fairly. Under the Plan, those bids that meet 

certain requirements intended to protect the interests of all shareholders are deemed to be ñPermitted Bidsò. Permitted Bids 

must be made by way of a take-over bid circular prepared in compliance with applicable securities laws and, among other 

conditions, must remain open for 60 days. In the event a take-over bid does not meet the Permitted Bid Requirements of the 

Plan, the rights will entitle shareholders, other than any shareholder or shareholders making the take-over bid, to purchase 

additional common shares of the Company at a substantial discount to the market price of the common share at that time. The 

Plan has an initial term of three years. The Plan is similar to plans adopted by other Canadian companies and ratified by their 

shareholders.  

 

The Companyôs Bonus and Compensation Plan permits the Company to distribute or option up to 1.3 million common shares 

of the Company from time to time to eligible persons, including directors, officers, employees or consultants of Southern 

Arc.  

 

 

CRITICAL ACCOUNTING POLICIES  

 

Reference should be made to the Companyôs significant accounting policies contained in Note 2 of the Companyôs unaudited 

condensed consolidated interim financial statements as at March 31, 2012 and the June 30, 2011 and 2010 audited financial 

statements.  These accounting policies can have a significant impact of the financial performance and financial position of the 

Company. 
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Conversion to International Financial Reporting Standards 

 

The Canadian Accounting Standards Board (ñAcSBò) has replaced Canadian generally accepted accounting principles (ñCA 

GAAPò) with International Financial Reporting Standards (ñIFRSò) for publicly accountable enterprises for financial periods 

beginning on or after January 1, 2011. 

 

These condensed consolidated interim financial statements have been prepared in accordance with International Accounting 

Standard 34, Interim Financial Reporting (ñIAS 34ò) and IFRS 1, First-time adoption of IFRS (ñIFRS 1ò) using accounting 

policies consistent with IFRS as issued by the International Accounting Standards Board (ñIASBò) and interpretations of the 

International Financial Reporting Interpretations Committee (ñIFRICò). 

 

These are the Companyôs first IFRS condensed consolidated interim financial statements for part of the period covered by the 

first IFRS annual financial statements to be presented in accordance with IFRS for the year ending June 30, 2012.  

Previously, the Company prepared its annual and interim financial statements in accordance with CA GAAP. 

 

As these are the Companyôs first condensed consolidated interim financial statements prepared in accordance with IFRS, the 

Companyôs disclosures exceed the minimum requirements under IAS 34.  The Company has elected to exceed the minimum 

requirements in order to present the Companyôs accounting policies in accordance with IFRS and the additional disclosures 

required under IFRS, which also highlight the changes from the Companyôs June 30, 2011 annual consolidated financial 

statements prepared in accordance with CA GAAP.  In fiscal 2013 and beyond, the Company may not provide the same 

amount of disclosure in the Companyôs condensed consolidated interim financial statements under IFRS as the reader will be 

able to refer to the annual consolidated financial statements which will be prepared in accordance with IFRS. 

 

Principles of consolidation 

 

These consolidated financial statements include the accounts of the Company and 

i) its wholly-owned Canadian subsidiary West Indonesia Mining Holdings Inc.; and 

ii)  its wholly-owned Singapore subsidiaries: Indotan Lombok Pte. Ltd., Indotan Sumbawa Pte. Ltd., East Indonesia 

Mining Pte. Ltd. and Southern Sunda Mining Pte. Ltd.; and  

iii)  its wholly-owned Indonesian subsidiary PT. Selatan Arc Minerals; and 

iv) its 90%-owned Indonesian subsidiaries: PT. Indotan Lombok Barat Bangkit and PT. Indotan Sumbawa Barat. 
 

Significant intercompany balances and transactions have been eliminated upon consolidation. 

 

Basis of presentation 

 

The condensed interim financial statements have been prepared on a historical cost basis, as modified by the revaluation of 

available-for-sale financial assets. 

 

Significant accounting judgements and estimates 

 

The preparation of financial statements in conformity with IFRS requires the use of judgements and/or estimates that affect 

the amounts reported and disclosed in the consolidated financial statements and related notes. These judgements and 

estimates are based on managementôs best knowledge of the relevant facts and circumstances, having regard to previous 

experience, but actual results may differ materially from the amounts included in the financial statements. Information about 

such judgements and estimation is contained in the accounting policies and/or notes to the financial statements, and the key 

areas are summaries below:   

i) The estimated fair value of the Companyôs financial assets and liabilities are by their nature, subject to measurement 

uncertainty. 

ii)  The calculation of income taxes requires judgement in applying tax laws and regulations, estimating the timing of 

the reversal of temporary differences, and estimating the realizability of future tax assets. These estimates impact 

current and future income tax assets and liabilities, and current and future income tax expenses (recovery). 
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iii)  The calculation of share-based compensation requires estimates of volatility, forfeiture rates and market prices 

surrounding the issuance of stock options. These estimates impact share-based compensation expense and share-

based payment reserve. 

iv) The application of the Companyôs accounting policy for exploration expenditure requires judgement in determining 

whether it is likely that future economic benefits will flow to the Company, which may be based on assumptions 

about future events or circumstances. Estimates and assumptions made may change if new information becomes 

available. If, after expenditure is capitalized, information becomes available suggesting that the recovery of 

expenditure is unlikely, the amount capitalized is written off in the profit or loss in the year the new information 

becomes available. 

v) Although the Company has taken steps to verify title and permits to mineral properties in which it has an interest, 

these procedures do not guarantee the Companyôs title or rights. Such properties may be subject to prior agreements 

or transfers and title or rights may be affected by undetected defects. 

vi) The determination of a subsidiaryôs functional currency often requires significant judgement where the primary 

economic environment in which they operate may not be clear. This can have a significant impact on the 

consolidated results of the Company based on the foreign currency translation method. 

 

The acquisition of Indotan Lombok Pte. Ltd. and Indotan Sumbawa Pte. Ltd. 

 

In December 2009, the Company acquired control over two companies (Indotan Lombok Pte. Ltd. and Indotan Sumbawa Pte. 

Ltd.).  As consideration, the Company issued 3,500,000 common shares with a value of $2,415,000 (allocated to exploration 

properties) subject to two assignable options.  The first option, which entitled the Company to acquire 500,000 of these 

shares at a price of $0.50 per common share until August 15, 2010 at a price of $0.50 per common share, was assigned to a 

related party in relation to a loan agreement (see Note 7(iii)) and was exercised during the period ended December 31, 2010. 

The second option entitled the Company to acquire 1,500,000 of these shares at a price of $0.90 per common share during the 

year ended June 30, 2011. The Company assigned 200,000 of these $0.90 options to a director of the Company as stock-

based compensation. The Company exercised the remaining 1,300,000 $0.90 options and currently holds those shares. 

 

Effective March 30, 2012, the Company increased its ownership in PT. Indotan Lombok Barat Bangkit and PT. Indotan 

Sumbawa Barat to 90% each by acquiring the 5% interests owned by the Companyôs Indonesian joint venture partner PT 

PPM.  In consideration for transferring its 5% interest in both companies to Southern Arc, PT PPM will receive 

US$1,500,000 and will receive 2,250,000 Southern Arc shares (subject to regulatory approval). As at the date of this MD&A, 

US$500,000 has been paid to PT PPM. 

 

Property, plant and equipment 

 

Telephone equipment is recorded at cost and amortized using the declining balance method at 20% per year. Vehicle, 

furniture, computer, field equipment and leasehold improvements are recorded at cost and amortized on a straight-line basis 

over the estimated useful lives of the assets. The estimated useful lives are as follows: 

  Vehicles, furniture, computers and field equipment  4 years  

  Leasehold improvements   10 years 

 

Depreciation of vehicles, computers (field) and field equipment are allocated to exploration properties. 

 

Exploration properties 

 

Exploration properties 

Once the legal right to explore a property has been acquired, costs directly related to exploration and evaluation are 

recognized and capitalized by geographical area, in addition to the acquisition costs by geographical area. These direct 

expenditures include such costs as materials used, surveying costs, drilling costs, payments made to contractors and 

depreciation on plant and equipment during the exploration phase. Costs not directly attributable to exploration activities, 

including general administrative overhead costs, are expensed in the period in which they occur. 
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If economically recoverable ore reserves are developed, capitalized costs of the related property are reclassified as mining 

assets and amortized using the unit of production method.  When a property is abandoned, all related costs are written off to 

operations.  If, after management review, it is determined that the carrying amount of a resource property is impaired, that 

property is written down to its estimated fair value.  A resource property is reviewed for impairment annually and whenever 

events or changes in circumstances indicate that its carrying amount may not be recoverable. 

 

As the Company currently has no operational income, any incidental revenues earned in connection with exploration 

activities are applied as a reduction to capitalized exploration costs. 

 

The amounts shown for resource properties do not necessarily represent present or future values.  Their recoverability is 

dependent upon the discovery of economically recoverable reserves, the ability of the Company to obtain the necessary 

financing to complete property development and future profitable production or proceeds from the disposition thereof. 

 

Title and permits to resource properties involves certain inherent risks due to the difficulties of determining the validity of 

certain resource property interests as well as the potential for problems arising from the frequently ambiguous conveying 

history characteristic of many resource properties.  The Company has investigated titles to all of its resource property 

interests and, to the best of its knowledge, title to all of its resource property interests are in good standing. The Company is 

in various stages of applying for permits for ongoing exploration activities related to the exploration properties. 

 

Joint interest 

A portion of the Companyôs development activities are conducted jointly with others.  These financial statements reflect only 

the Companyôs proportionate interest in such activities. 

 

The Company does not record any exploration expenditure made by the joint venture partner on its account. It also does not 

recognize any gain or loss on its option and joint venture agreement arrangement, but redesignates any costs previously 

capitalized in relation to the whole interest as relating to the partial interest retained. Exploration advances received from 

joint venture partner in accordance with the terms of the option and joint venture agreement are recorded as current liabilities 

until exploration expenditure is incurred. 

 

Rehabilitation provision 

The Company is subject to various government laws and regulations relating to environmental disturbances caused by 

exploration and evaluation activities. The Company records the present value of the estimated costs of legal and constructive 

obligations required to restore the exploration sites in the period in which the obligation is incurred. The nature of the 

rehabilitation activities includes restoration, reclamation and re-vegetation of the affected explorations sites. The 

rehabilitation provision generally arises when the environmental disturbance is subject to government laws and regulations. 

When the liability is recognized, the present value of the estimated costs is capitalized by increasing the carrying amount of 

the related mining assets. Over time, the discounted liability is increased for the changes in present value based on current 

market discount rates and liability specific risks. 

 

Additional environment disturbances or changes in rehabilitation costs will be recognized as additions to the corresponding 

assets and rehabilitation liability in the period in which they occur. 

 

Foreign currency transactions 

 

The functional and reporting currency of the Company and its subsidiaries is the Canadian dollar. Transactions in currencies 

other than the functional currency are recorded at the rates of exchange prevailing on dates of transactions. Monetary assets 

and liabilities that are denominated in foreign currencies are translated at the rates prevailing at each reporting date. Non-

monetary assets and liabilities denominated in foreign currencies that are measured at fair value are re-translated to functional 

currency at the exchange rate at the date the fair value was determined. Non-monetary items that are measured in terms of 

historical cost in a foreign currency are not re-translated. Foreign currency translation differences are recognized in profit or 

loss.   
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Share-based payment transaction  

 

The share option plan allows the Company to grant options to its employees and consultants. The fair value of options 

granted is recognized as a share-based payment expense with a corresponding increase in share-based payment reserve. An 

individual is classified as an employee when the individual is an employee for legal or tax purposes (direct employee) or 

provides services similar to those performed by a direct employee. 

 

The fair value for employee options is measured at grant date and each tranche is recognized on a graded-vesting basis over 

the period during which the options vest. The fair value of the options granted is measured using the Black-Scholes option 

pricing model taking into account the terms and conditions upon which the options were granted. At each financial position 

reporting date, the amount recognized as an expense is adjusted to reflect the actual number of share options that are expected 

to vest. 

 

Equity-settled share-based payment transactions with non-employees are measured at the fair value of the goods or services 

received. However, if the fair value cannot be estimated reliably, the share-based payment transaction is measured at the fair 

value of the equity instruments granted at the date the non-employee provides the goods or the services. 

 

Loss per share 
 

The Company presents basic per share data for its common shares, calculated by dividing the net loss attributable to common 

shareholders of the company by the weighted average number of common shares outstanding during the period. Diluted loss 

per share is determined by adjusting the loss attributable to common shareholders and the weighted average number of 

common shares outstanding for the effects of all dilutive potential common shares. In reporting periods when a loss is 

incurred, potential issuance of shares would be anti-dilutive and, therefore, basic and diluted loss per share are the same.   

 

Income taxes 

 

Income tax expense comprises of current and deferred tax. Current tax and deferred tax are recognized in net income except 

to the extent that it relates to a business combination or items recognized directly in equity or in other comprehensive 

loss/income. 

 

Current income taxes are recognized for the estimated income taxes payable or receivable on taxable income or loss for the 

current year and any adjustment to income taxes payable in respect of previous years. Current income taxes are determined 

using tax rates and tax laws that have been enacted or substantively enacted by the year-end date. 

 

Deferred tax assets and liabilities are recognized where the carrying amount of an asset or liability differs from its tax base, 

except for taxable temporary differences arising on the initial recognition of goodwill and temporary differences arising on 

the initial recognition of an asset or liability in a transaction which is not a temporary differences arising on the initial 

recognition of an asset or liability in a transaction which is not a  business combination and at the time of the transaction 

affects neither accounting nor taxable profit or loss. 

 

Recognition of deferred tax assets for unused tax losses, tax credits and deductible temporary differences is restricted to those 

instances where it is probable that future taxable profit will be available against which the deferred tax asset can be utilized. 

At the end of each reporting period the Company reassesses unrecognized deferred tax assets. The Company recognizes a 

previously unrecognized deferred tax asset to the extent that it has become probable that future taxable profit will allow the 

deferred tax asset to be recovered. 

 

Investments 

 

Investments in companies over which the Company can exercise significant influence are accounted for using the equity 

method. When there is a loss in value of an investment that is other than a temporary decline, the investment would be 

written down to recognize the loss in the determination of comprehensive income or loss. 
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Financial instruments 

 

On initial recognition, all financial assets and financial liabilities are recorded at fair value directly attributable transaction 

costs, other than financial assets and liabilities classified as at fair value through profit or loss.  The directly attributable 

transaction costs of financial assets and liabilities classified as at fair value through profit or loss are expensed in the period 

they are incurred. 

 

Subsequent measurement 

 

Financial assets 

The Company classifies its financial assets into one of the following categories, depending on the purpose for which the asset 

was acquired. The Companyôs accounting policy for each category is as follows: 

Fair value through profit or loss ï This category comprises derivatives, or assets acquired or incurred principally for the 

purpose of selling or repurchasing it in the near term. They are carried in the statement of financial position at fair value with 

changes in fair value recognized in the statement of operations and comprehensive loss. Cash is classified as fair value 

through profit or loss. 

Loans and receivables ï These assets are non-derivative financial assets with fixed or determinable payments that are not 

quoted in an active market. They are carried at amortized cost using the effective interest method less any provision for 

impairment. Individually significant receivables are considered for impairment when they are past due or when other 

objective evidence is received that a specific counterparty will default. Accounts receivable are classified as loans and 

receivables. 

Held-to-maturity investments ï These assets are non-derivative financial assets with fixed or determinable payments and 

fixed maturities that the Companyôs management has the positive intention and ability to hold to maturity. These assets are 

measured at amortized cost using the effective interest method.  If there is objective evidence that the investment is impaired, 

determined by reference to external credit ratings and other relevant indicators, the financial asset is measured at the present 

value of estimated future cash flows.  Any changes to the carrying amount of the investment, including impairment losses, 

are recognized in the statement of operations and comprehensive loss. 

Available-for-sale ï Non-derivative financial assets not included in the above categories are classified as available-for-sale. 

They are carried at fair value with changes in fair value recognized directly in other comprehensive income (loss). Where a 

decline in the fair value of an available-for-sale financial asset constitutes objective evidence of impairment, the amount of 

the loss is removed from equity and recognized in the statement of operations and comprehensive loss. 

 

All financial assets except for those recognized at fair value through profit or loss are subject to review for impairment at 

each reporting date. Financial assets are impaired when there is any objective evidence that a financial asset or a group of 

financial assets is impaired. Different criteria to determine impairment are applied for each category of financial assets, which 

are described above. 

 

Financial liabilities 

The Company classifies its financial liabilities into one of two categories, depending on the purpose for which the asset was 

acquired. The Companyôs accounting policy for each category is as follows: 

Fair value through profit or loss ï This category comprises derivatives, or liabilities acquired or incurred principally for the 

purpose of selling or repurchasing it in the near term. They are carried in the statement of financial position at fair value, with 

changes in fair value recognized in the statement of operations and comprehensive loss. 

Other financial liabilities ï This category includes accounts payable and accrued liabilities, and loans payable, all of which 

are recognized at amortized cost at the settlement date using the effective interest method of amortization. 
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New accounting standards and recent pronouncement 

 

The Company has not yet adopted certain new standards, amendments and interpretations to existing standards, which have 

been published but are effective only for accounting periods beginning on or after January 1, 2013. These include: 

¶ IFRS 7 (amendments) ï Financial Instruments - Disclosures 

¶ IFRS 9 ï Financial Instruments: Classification and Measurement 

¶ IFRS 10 ï Consolidated Financial Statements 

¶ IFRS 11 ï Joint Arrangement 

¶ IFRS 12 ï Disclosure of Interests in Other Entities 

¶ IFRS 13 ï Fair Value Measurement 

¶ IAS 12 ï Income Taxes 

 

 

TRANSITION TO INTERNATIONAL FINANCIAL REPORTING STANDARDS   

 

As stated in Note 2 of the Companyôs unaudited condensed consolidated interim financial statements for the nine-month 

period ended March 31, 2012, these are the Companyôs first condensed consolidated interim financial statements for the 

period covered by the first annual financial statements prepared in accordance with IFRS. 

 

The accounting policies in Note 2 of the Companyôs condensed consolidated interim financial statement for the nine-month 

period ended March 31, 2012 have been applied in the preparation of the following: 

¶ the condensed consolidated interim financial statements for the three and nine months ended March 31, 2012; 

¶ the comparative information for the three and nine months ended March 31, 2011; 

¶ the consolidated statement of financial position as at June 30, 2011; and  

¶ the opening IFRS consolidated statement of financial position on the Transition Date, July 1, 2010. 

 

In preparing the opening IFRS statement of financial position, comparative information for the three and nine months ended 

March 31, 2011, and the financial statements for the year ended June 30, 2011, the Company has adjusted amounts 

previously reported in financial statements prepared in accordance with CA GAAP. 

 

The guidance for the first time adoption of IFRS is set out in IFRS 1. IFRS 1 provides for certain mandatory exceptions and 

optional exemptions for first time adopters of IFRS.  In preparing these financial statements, the Company has elected to 

apply the following transitional arrangements. 

 

(a) Share-based payment transactions 

IFRS 2 Share-based payment has not been applied to equity instruments that were granted on or before  

November 7, 2002, nor has it been applied to equity instruments granted after November 7, 2002 that vested before 

July 1, 2010. 

 

IFRS 2, similar to CA GAAP, requires the Company to measure share-based compensation related to share purchase 

options granted to employees at the fair value of the options on the date of grant and to recognize such expense over the 

vesting period of the options.  However, under IFRS 2, the recognition of such expense must be done with a ñgraded 

vestingò methodology as opposed to the straight-line vesting method allowed under CA GAAP.  In addition, under IFRS, 

forfeiture estimates are recognized in the period they are estimated and are revised for actual forfeitures in subsequent 

periods, while under CA GAAP, forfeitures of awards are recognized as they occur. There is no adjustment required to 

the July 1, 2010 statement of financial position on the Transition Date. 

 

(b) Business combinations 

IFRS 1 permits the Company to keep the original CA GAAP accounting treatment for business combinations that 

occurred prior to the date of transition to IFRS. The Company has applied this exemption and will not restate business 

combinations that occurred before July 1, 2010. 
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(c) Reclassification within equity section 

IFRS requires an entity to present, for each component of equity, a reconciliation between the carrying amount at the 

beginning and end of the period, separately disclosing each change.  The Company examined its ñcontributed surplusò 

account and concluded that as at the Transition Date, the entire amount of $10,461,028 relates to ñshare-based payment 

reserveò. As a result, the Company believes that a reclassification would be necessary in the equity section between 

ñcontributed surplusò and the ñshare-based payment reserveò account.  

 

(d) Reclassification of exploration properties 

Under IFRS, the Company has chosen not to record any exploration expenditure made by its joint venture partner on 

account of its properties. Exploration advances received from a joint vendor partner in accordance to the terms of the 

option and joint venture agreement are treated as current liabilities until the exploration expenditure is incurred. Based on 

the new accounting policy adopted, the Company examined and adjusted its ñexploration propertiesò and ñaccounts 

payable and accrual liabilitiesò balance accordingly as at the Transition Date.   

 

 

CAUTIONARY NOTE REGARDING FORWARD -LOOKING STATEMENTS  

 

Certain of the statements made and information contained herein is ñforward-looking informationò within the meaning of the 

British Columbia Securities Act.  These statements relate to future events or the Companyôs future performance.  All 

statements, other than statements of historical fact, may be forward-looking statements.  Generally, these forward-looking 

statements can be identified by the use of forward-looking  terminology such as ñanticipatesò, ñplansò, ñbudgetò, 

ñscheduledò, ñcontinueò, ñestimatesò, ñforecastsò, ñexpectò, ñis expectedò, ñprojectò, ñproposeò, ñpotentialò, ñtargetingò, 

ñintendsò, ñbelievesò or variations of such words and phrases or statements that certain actions, events or results ñmayò, 

ñcouldò, ñwouldò, ñmightò, or ñwill be takenò, ñoccurò or ñbe achievedò or the negative connotation thereof.  These 

statements involve known and unknown risks, uncertainties and other factors that may cause actual results or events to differ 

materially from those anticipated in such forward-looking statements.  The Company believes that the expectations reflected 

in those forward-looking statements are reasonable, but no assurance can be given that these expectations will prove to be 

correct and such forward-looking statements included in this MD&A should not be unduly relied upon by readers, as actual 

results may vary.  These statements speak only as of the date of this MD&A and are expressly qualified, in their entirety, by 

this cautionary statement.  In particular, this MD&A contains forward-looking statements, pertaining to the following: capital 

expenditure programs, development of resources, treatment under governmental and taxation regimes, expectations regarding 

the Companyôs ability to raise capital, expenditures to be made by the Company and its joint venture partners on its 

properties and work plans to be conducted.  With respect to forward-looking statements listed above and contained in the 

MD&A, the Company has made assumptions regarding, among other things:  

¶ uncertainties relating to receiving mining, exploration and other permits in Indonesia; 

¶ the impact of increasing competition; 

¶ unpredictable changes to the market prices for gold, copper, natural gas and oil; 

¶ exploration and developments costs for its properties in Indonesia; 

¶ availability of additional financing and farm-in or joint-venture partners; 

¶ anticipated results of exploration and development activities; 

¶ the Companyôs ability to obtain additional financing on satisfactory terms. 

The Companyôs actual results could differ materially from those anticipated in these forward-looking statements as a result of 

the risk factors set forth below and elsewhere in this MD&A: volatility in the market price for minerals; uncertainties 

associated with estimating resources; geological, technical, drilling and processing problems; liabilities and risks, including 

environmental liabilities and risks, inherent in mineral and oil and gas operations; fluctuations in currencies and interest rates; 

incorrect assessments of the value of acquisitions; unanticipated results of exploration activities; competition for, amongst 

other things, capital, undeveloped lands and skilled personnel; lack of availability of additional financing and farm-in or joint 

venture partners and unpredictable weather conditions.  Although the Company has attempted to identify important factors 

that could cause results to differ materially from those contained in forward-looking statements, there may be other factors 

that cause results not to be as anticipated, estimated or intended. There can be no assurance that such statements will prove to 

be accurate, as actual results and future events could differ materially from those anticipated in such statements. Accordingly, 

readers should not place undue reliance on forward-looking statements.  Readers are cautioned that the foregoing lists of 

factors are not exhaustive.  Forward looking statements are made as of the date hereof and accordingly are subject to change 
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after such date. The forward-looking statements contained in this MD&A are expressly qualified by this cautionary 

statement.  The Company does not undertake to update or revise any forward-looking statements, whether as a result of new 

information, future events or otherwise, except in accordance with applicable securities laws. 

 

 

QUALIFIED PERSON AND QUALITY CONTROL AND ASSURANCE  

 

The technical information in this document has been reviewed by Southern Arcôs Chief Geologist, Andrew Rowe, B. App. 

Sc. Geology, MAusIMM. Mr. Rowe has over 18 years of international mineral exploration experience throughout Southeast 

and Central Asia and Australia. During this time he has held such positions as Principal Geologist ï Feasibility Studies, 

Senior Geologist and Consulting Geologist. The technical information in this document has also been reviewed by Southern 

Arcôs President & Chief Operating Officer, Dr. Mike Andrews, PhD, FAusIMM, who has sufficient experience relevant to 

the style of mineralization under consideration and qualifies as a Qualified Person as defined by National Instrument 43-101. 

 

The drill program and sampling protocol is managed by Southern Arc under the supervision of Andrew Rowe. The diamond 

drill holes are drilled at PQ, HQ and NQ sizes depending on hole depth and core recovery to date has averaged 98.0%. Half 

core is cut by rock saw and is generally sampled using nominal 1-metre intervals; however, sample intervals are varied 

according to geological contacts and have ranged between 0.2 to 2.5 metres in length. Three quality control samples (one 

blank and two standards) are inserted into each batch of 40 samples. The half core samples are securely transported from the 

project site to the Intertek Testing Services (ñITSò) sample preparation laboratory in Sumbawa Besar via private truck hired 

by Southern Arc. Sample pulps are then sent to the ITS Jakarta laboratory by ITS. Gold is analysed by fire assay with AAS 

finish and a four-acid digestion with ICP-MS finish is used to analyse a full suite of elements including silver and base 

metals. ITS is one of the worldôs largest product and commodity testing, inspection and certification organizations. The 

Jakarta laboratory is ISO 17025 accredited and employs a Laboratory Information Management System for sample tracking, 

quality control and reporting.  
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WEST LOMBOK EXPLORATION PROGRAM  

 

Pelangan prospect 

 
Since early January 2012, the Company has completed 14 shallow drill holes (including one re-drill ) totaling 2,527.5 m along 

a 900-meter-long strike length of the Tanjung-Jati target and along southeast extensions of the Kayu Putih target, in the 

Pelangan prospect. Results are summarized in Table 1 and Figure 1, with highlight intersections of:  

 

PLD043  1.4 m @ 9.30 g/t gold from 50.5 m  

PLD040  2.0 m @ 5.84 g/t gold and 2.2 g/t silver from 11.7 m  

 

Table 1 ï Pelangan Prospect, Jati / Tanjung Target, Phase 2 Drill Hole Statistics Summary 

  

Drill hole  Target Depth Coordinates Az Dip From To Interval  Gold Silver 

  (m) E N   (m) (m) (m) (g/t) (g/t) 

PLD039 Jati 222.00 383153.0 9029461.6 210 -50 79.3 81.3 2.0 0.83 2.5 

PLD040 Jati 184.70 383234.2 9029417.3 210 -50 11.7 13.7 2.0 5.84 2.2 

       99.0 101.6 2.6 1.64 7.5 

       111.5 111.8 0.3 0.90 5.3 

PLD041 Jati 200.80 383331.1 9029277.3 30 -50 52.75 53.7 0.95 0.53  

       62.0 63.2 1.20 0.68 21.8 

Including       62.8 63.2 0.4 1.22 63.2 

PLD042 Tanjung 248.70 383737.6 9028867.2 30 -50 No Significant Result 

PLD043 Tanjung 183.60 383675.7 9029039.0 30 -50 50.5 51.9 1.4 9.3  

PLD044 Tanjung 156.85 383850.3 9028840.5 30 -50 43.55 44.75 1.2 1.1  

PLD045a Tanjung 8.75 383886.9 9028800.0 30 -50 Hole abandoned 
PLD045 Tanjung 172.70 383886.9 9028800.0 30 -60 No Significant Result 

PLD046 Jati 162.00 383576.2 9029107.9 30 -50 47.1 49.3 2.2 1.4  

PLD047 Tanjung 235.80 383777.1 9028827.0 30 -50 No Significant Result 

PLD048 Jati 155.90 383454.1 9029199.7 30 -50 No Significant Result 

PLD049 Jati 252.00 383454.1 9028997.3 30 -50 No Significant Result 

PLD050 Kayu 

Putih 

180.10 383805.1 9029945.8 225 -50 94.50 95.10 0.6 1.46  

PLD051 Kayu 

Putih 

163.60 383805.1 9029945.8 195 -50 No Significant Result 
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Figure 1 ï Tanjung-Jati Compilation Pelangan Prospect 
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Selodong prospect 

 

In Q4-2011 Southern Arc completed an airborne geophysical survey of the West Lombok project at 50-metre spacings to 

define both near-surface and buried copper-gold porphyry targets. Dr. Steve Garwin, Southern Arcôs Senior Technical 

Advisor, modeled and interpreted the results of the survey in conjunction with the Companyôs geological and geochemistry 

database, and identified 17 porphyry targets on the property. A number of the targets have already had a limited amount of 

drill testing that demonstrated host zones of high-grade gold-rich porphyry copper mineralization, supporting the outcome of 

the prospectivity analysis. Southern Arc has initiated an exploration program to drill porphyry targets in the southeast and 

northeast of the property located in areas without forestry designation, and will continue to test the other targets when the 

Company receives the Pinjam Pakai permit and is able to resume full-scale exploration.  

 

Drill hole SLD031 was the first to test new porphyry targets generated by the aeromagnetic survey and porphyry 

prospectivity study of the property. This drill hole tested the North Belikat target (see Table 2 and Figure 2) and returned:  

 

SLD031  83.0 m @ 0.33 g/t gold and 0.08% copper from 285.0 m  

incl.  43.5 m @ 0.41 g/t gold and 0.08% copper from 306.0 m  

incl.  14.0 m @ 0.60 g/t gold and 0.12% copper  

 

The mineralization intersected in this hole is very encouraging, since the North Belikat target is not exposed at surface and 

these results confirm the methodology behind the prospectivity study for targeting shallow or blind porphyry mineralization 

throughout the property.  

 

Drilling of the Blongas East target intersected only limited intrusive rocks and weak hydrothermal alteration. No significant 

intersections were reported. 

 

 

 Table 2 ï Selodong Prospect, North Belikat Target, Phase 2 Drill Hole Statistics Summary 

 

Drill hole  Target Depth Coordinates Az Dip From To Interval  Gold Cu 

  (m) E N   (m) (m) (m) (g/t) (%)  

SLD031 North 

Belikat 

603.3 389442.5 9021771.0 270 -50 285.0 368.0 83.0 0.33 0.08 

Incl.       306.0 349.5 43.5 0.41 0.08 

Incl.       306.0 320.0 14.0 0.6 0.12 
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Figure 2 ï Selodong Prospect Compilation 
 

 
 


