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PAN AMERICAN SILVER INCREASES EARNINGS AND CASH 
FLOW DURING THE FIRST QUARTER OF 2010  

 (All amounts in US dollars unless otherwise stated and all production figures are approximate) 

Cash Costs per ounce of Silver Decline 27% 

Vancouver, B.C. – May 10, 2010 – Pan American Silver Corp. (NASDAQ: PAAS; TSX: 
PAA) (“Pan American” or the “Company”) today reported unaudited financial and operating 
results for the quarter ended March 31, 2010.  The Company also provided an update on its 
operations and development projects.  

This earnings release should be read in conjunction with the Companyôs MD&A, Financial Statements 
and Notes to Financial Statements for the corresponding period, which have been posted on SEDAR at 
www.sedar.com and are also available on the Companyôs website at www.panamericansilver.com.   

First Quarter 2010 Highlights (unaudited) 
(1)

 

 Silver production increased 13% to 5.5 million ounces. 

 Gold production increased 34% to 27,896 ounces. 

 Cash costs 
(2)

 declined 27% to $4.35 per ounce of payable silver, net of by-product 
credits. 

 Mine operating earnings 
(3)

 increased 252% to $36.9 million. 

 Net income increased 189% to $19.1 million or $0.18 per share. 

 Cash flow from operations (before changes in non-cash working capital)
 (4)

 increased 
127% to $42.1 million, or $0.39 per share. 

 Sales rose 88% to $132.4 million. 

 First semi-annual dividend of $0.025 per share paid to shareholders in March. 

 Completed acquisition of Aquiline Resources Inc. and launched a comprehesive 
development program at the Navidad silver project in Argentina. 

(1)
 Financial information based on Canadian GAAP; percentages compare Q1 2010 with Q1 2009. 

(2)
 Cash costs per payable ounce of silver is a non-GAAP measure. The Company believes that, in addition to cost of sales, 

cash cost per ounce is a useful and complementary benchmark that investors use to evaluate the Company‟s performance and 
ability to generate cash flow and is well understood and widely reported in the silver mining industry. However, cash costs per 
ounce does not have a standardized meaning prescribed by Canadian GAAP as an indicator of performance.  A reconciliation 
is included in the Company‟s MD&A on page 12. 
(3)

 Mine operating earnings is a non-GAAP measure used by the company to assess the performance of its silver mining 
operations.  Mine operating earnings are equal to sales less cost of sales and depreciation and amortization and is considered 
to be substantially the same as gross margin. 
(4) 

Cash flow from operations (before changes in non-cash working capital) is a non-GAAP measure used by the Company to 
manage and evaluate operating performance.  The Company considers this measure to better reflect normalized cash flow 
generated by operations.  Cash flow per share is a non-GAAP measure used as a measure of return on capital and is 
calculated using cash flow from operations, before changes in non-cash working capital, divided by basic weighted average 
shares outstanding.  Investors are cautioned that this measure is not defined in current GAAP and there is no comparable 
measure defined in GAAP. 

Commenting on Pan American‟s first quarter results, Geoff Burns, President & CEO said, “At 
5.5 million ounces, our silver production was about 3% shy of our expectations, but we more 
than offset this by producing almost 8,000 ounces of gold more than we planned.  At $4.35 
per ounce of silver, our consolidated cash costs were almost 19% lower than in the previous 
quarter, 27% lower than a year ago and well below our 2010 cash costs guidance of $6.40 
per ounce of silver.  Our net earnings and operating cash flows increased as compared to a 
year ago, benefitting from solid production and strong silver and gold prices.” 

Burns continued, “In addition, we also commenced an aggressive and comprehensive 
development program at the Navidad silver project.  In less than three months since acquiring 
the project, we‟ve staffed up our local project team and are active in all aspects of project 
development, from environmental impact assessment to advanced metallurgical testing and 

http://www.sedar.com/
http://www.panamericansilver.com/
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plant site selection.  Navidad is a huge part of our future growth and we are committed to 
giving it all the attention a world-class silver development project deserves.”     

Financial Results  

Sales during the quarter ended March 31, 2010 rose to $132.4 million, an increase of 88% 
compared to the $70.4 million posted during the first quarter of 2009.  The increase resulted 
from higher quantities of silver, gold and zinc sold and the significant increase in realized 
prices for all metals produced by the Company.  Mine operating earnings for the quarter 
increased by more than 250% to $36.9 million from the comparable period in 2009, as 
increased revenues more than offset higher cost of sales and depreciation and amortization 
charges.   

During the first quarter of this year, Pan American generated net income of $19.1 million or 
$0.18 per share, which represents an increase of 189% from the $6.6 million posted during 
the first three months of last year.  The increase was a result of higher quantities of metals 
sold, significantly higher realized prices for all metals produced and a positive foreign 
exchange adjustment of $3.0 million primarily from the revaluation of liabilities denominated 
in Argentinean pesos.   

The Company generated $42.1 million or $0.39 per share in quarterly cash flow from 
operating activities (before changes in non-cash operating working capital), which was 121% 
higher than a year ago.   

During the quarter, Pan American recorded a tax provision of $11.4 million, which was $9.1 
million higher than in the first quarter of 2009.  The increase was primarily attributable to 
higher taxable income generated and the establishment of a valuation allowance related to 
exploration activities in Argentina and Mexico.   

The Company remains in very strong financial condition.  At March 31
st
 the Company had 

$215.4 million in cash and short term investments, working capital of $302.8 million, and no 
debt. 

This financial strength allowed Pan American to declare the first dividend in its history.  
Holders of record of the Company‟s common shares as of the close of business on February 
26

th
 received a dividend of $0.025 per share payable on or about March 12, 2010.  We 

expect to have the necessary financial and operational maturity to return cash to our 
shareholders on a regular basis.  Specific amounts and distribution dates of future semi-
annual dividends will be approved by the Board of Directors on an ongoing basis.  

Production and Mining Operations 

Consolidated silver production for the first quarter of 2010 was 5.5 million ounces, 13% more 
than in the first quarter of 2009.  The increase was due to production from the Manantial 
Espejo and San Vicente mines, which were in start-up mode in the first quarter of last year 
and this year contributed 1.0 million ounces and 0.8 million ounces of silver, respectively.  

In Mexico, both the Alamo Dorado and La Colorada mines had a strong production quarter 
producing 1.1 million ounces and 0.9 million ounces of silver respectively.  Alamo Dorado 
was once again the Company‟s largest silver producer during the quarter. 

In Perú, both Morococha and Quiruvilca produced as expected and contributed 0.7 million 
ounces and 0.3 million ounces of silver respectively; however, silver production at Huaron 
was hampered by poor ground conditions which have significantly slowed ore extraction.  The 
Company expects that Huaron will experience decreased mining rates until early in the third 
quarter of this year, when new mining areas will be developed.  However, the Company also 
expects that higher silver and gold production from its other operations will make up for the 
shortfall.  Huaron contributed only 0.7 million ounces of silver to the first quarter total, 33% 
less than a year ago.  

The Company also increased its first quarter gold production to 27,896 ounces, a 34% 
improvement from the same period of last year.  The rise in gold production is directly 
attributable to more gold ounces being produced at the Manantial Espejo mine, where gold 
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grades and recoveries were better than expected.  Consolidated zinc and copper production 
remained stable compared to the first quarter of last year; however, lead production declined 
25% as it was negatively affected by Huaron‟s slow down, as well as by lower lead 
production from Morococha.  

Consolidated cash costs for the quarter were $4.35 per ounce of silver, net of by-product 
credits, a decline of 26.7% from the $5.94 per ounce recorded in the same period of last year 
and well below the Company‟s 2010 annual forecast of $6.40 per ounce of silver.  Lower 
cash costs were primarily a function of better than expected gold production from Manantial 
Espejo and higher than predicted gold and base metal by-product prices.  

As a consequence of the lower than planned cash costs in the first quarter, the Company has 
revised downward its full year consolidated cash cost guidance to $5.90 per ounce of silver.  

Business Development  

On January 26 2010 Pan American announced that it had completed the acquisition of 100% 
of the outstanding common shares of Aquiline Resources Inc. (“Aquiline”), owner of several 
development projects, including the world-class Navidad silver deposit located in Chubut, 
Argentina.  The Company has launched a comprehensive development program for the eight 
separate deposits that comprise the Navidad project.  The program includes infill, 
condemnation and hydro-geological drilling, advanced metallurgical testing, resource 
modeling, and preparation of a detailed environmental and social impact assessment.  During 
the first quarter of 2010, Pan American invested $4.7 million in the project and expects to 
spend approximately $40 million over the next 10 months to complete a full feasibility study 
and be prepared for a construction decision.  

In February, the holder of a convertible debenture that Pan American inherited through its 
acquisition of Aquiline, announced its decision to convert the debenture into an agreement to 
purchase 12.5% of the life of mine payable silver production from the Loma de la Plata zone 
of the Navidad deposit.  Although the decision to convert the debenture into an agreement to 
purchase has been made, the terms of the final agreement are still being discussed.  

At the La Preciosa joint-venture in Durango, Mexico, the Company continued to advance the 
drilling and metallurgical testing program that began last year in June.  During the first 
quarter, Pan American invested $2.1 million to complete 15,025 meters of resource definition 
drilling, as well as to continue with metallurgical testing and the evaluation of potential mining 
methods.  The Company continues to work on securing land access rights to test new 
exploration targets within the property and Pan American expects to release a preliminary 
economic assessment early in the third quarter of this year.   

Geoff Burns added, “At the beginning of 2009 we were focused on bringing Manantial Espejo 
and San Vicente to full commercial production.  A year later, our attention has shifted to the 
optimization of our existing operations, while laying the foundation for our next leg of growth 
at Navidad and La Preciosa.  We will continue to focus on what we do best, operate and 
develop profitable silver mines throughout the Americas and I look forward to continuing to 
update you on our progress as we advance our projects into the pre-feasibility and feasibility 
stages.”   
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Outlook 

Pan American remains confident that it will achieve its 2010 annual consolidated silver 
production forecast of 23.4 million ounces and has increased its 2010 annual gold production 
forecast to 95,000 ounces.  The Company expects 2010 consolidated cash costs to decline 
to $5.90 per ounce of silver.   

About Pan American Silver 

Pan American Silver‟s mission is to be the world‟s largest and lowest cost primary silver 
mining company by increasing its low cost silver production and silver reserves.  The 
Company has eight operating mines in Mexico, Peru, Argentina and Bolivia.  Pan American 
also owns the Navidad project in Chubut, Argentina and is the operator of the La Preciosa 
project in Durango, Mexico. 

Technical information contained in this news release has been reviewed by Michael 
Steinmann, P.Geo., Executive Vice President Geology & Exploration, and Martin Wafforn, 
P.Eng., Vice President Technical Services, who are the Companyôs Qualified Persons for the 
purposes of NI 43-101.  

Pan American will host a conference call to discuss its first quarter financial and operating 
results on Tuesday, May 11, 2010 at 11:00 am ET (08:00 am PT).  Participants can access 
the call by dialing 1-604-638-5340. The call can also be accessed via live audio webcast at 
https://services.choruscall.com/links/pan100511.html or at www.panamericansilver.com.   

The call will be available for replay for one week after the call by dialing 1-604-638-9010 and 
entering code 6218 followed by the # sign. 

Information Contact  
Kettina Cordero 
Coordinator, Investor Relations  
(604) 684-1175  
info@panamericansilver.com  
www.panamericansilver.com 

 
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
CERTAIN OF THE STATEMENTS AND INFORMATION IN THIS NEWS RELEASE CONSTITUTE ñFORWARD-LOOKING 
STATEMENTSò WITHIN THE MEANING OF THE UNITED STATES PRIVATE SECURITIES LITIGATION REFORM ACT 
OF 1995 AND ñFORWARD-LOOKING INFORMATIONò WITHIN THE MEANING OF APPLICABLE CANADIAN 
PROVINCIAL SECURITIES LAWS RELATING TO THE COMPANY AND ITS OPERATIONS.  ALL STATEMENTS, OTHER 
THAN STATEMENTS OF HISTORICAL FACT, ARE FORWARD-LOOKING STATEMENTS.  WHEN USED IN THIS NEWS 
RELEASE THE WORDS, ñBELIEVESò, ñEXPECTSò, ñINTENDSò, ñPLANSò, ñFORECASTò, ñOBJECTIVEò, ñOUTLOOKò, 
ñPOSITIONINGò, ñPOTENTIALò, ñANTICIPATEDò, ñBUDGETò, AND OTHER SIMILAR WORDS AND EXPRESSIONS, 
IDENTIFY FORWARD-LOOKING STATEMENTS OR INFORMATION.  THESE FORWARD-LOOKING STATEMENTS OR 
INFORMATION RELATE TO, AMONG OTHER THINGS: FUTURE PRODUCTION OF SILVER, GOLD AND OTHER 
METALS; FUTURE CASH COSTS PER OUNCE OF SILVER; THE PRICE OF SILVER AND OTHER METALS; THE 
EFFECT OF THE ACQUISITION OF AQUILINE RESOURCES ON THE COMPANY; THE EFFECTS OF LAWS, 
REGULATIONS AND GOVERNMENT POLICIES AFFECTING PAN AMERICANôS OPERATIONS OR POTENTIAL 
FUTURE OPERATIONS, INLCUDING BY NOT LIMITED TO, LAWS IN THE PROVINCE OF CHUBUT, ARGENTINA, 
WHICH, CURRENTLY HAVE SIGNIFICANT RESTRICTIONS ON MINING; FUTURE SUCCESSFUL DEVELOPMENT OF 
THE NAVIDAD PROJECT, THE LA PRECIOSA PROJECT, AND OTHER DEVELOPMENT PROJECTS OF THE 
COMPANY; THE SUFFICIENCY OF THE COMPANYôS CURRENT WORKING CAPITAL, ANTICIPATED OPERATING 
CASH FLOW OR ITS ABILITY TO RAISE NECESSARY FUNDS; THE ACCURACY OF MINERAL RESERVE AND 
RESOURCE ESTIMATES; TIMING OF PRODUCTION AND THE CASH AND TOTAL COSTS OF PRODUCTION AT EACH 
OF THE COMPANYôS PROPERTIES; ONGOING OR FUTURE DEVELOPMENT PLANS AND CAPITAL REPLACEMENT, 
IMPROVEMENT OR REMEDIATION PROGRAMS; THE ESTIMATES OF EXPECTED OR ANTICIPATED ECONOMIC 
RETURNS FROM THE COMPANYôS MINING PROJECTS; ESTIMATED EXPLORATION EXPENDITURES TO BE 
INCURRED ON THE COMPANYôS VARIOUS PROPERTIES; FORECAST CAPITAL AND NON-OPERATING SPENDING; 
FUTURE SALES OF THE METALS, CONCENTRATES OR OTHER PRODUCTS PRODUCED BY THE COMPANY; AND 
THE COMPANYôS PLANS AND EXPECTATIONS FOR ITS PROPERTIES AND OPERATIONS. 
 
THESE STATEMENTS REFLECT THE COMPANYôS CURRENT VIEWS WITH RESPECT TO FUTURE EVENTS AND 
ARE NECESSARILY BASED UPON A NUMBER OF ASSUMPTIONS AND ESTIMATES THAT, WHILE CONSIDERED 
REASONABLE BY THE COMPANY, ARE INHERENTLY SUBJECT TO SIGNIFICANT BUSINESS, ECONOMIC, 
COMPETITIVE, POLITICAL AND SOCIAL UNCERTAINTIES AND CONTINGENCIES.  MANY FACTORS, BOTH KNOWN 
AND UNKNOWN, COULD CAUSE ACTUAL RESULTS, PERFORMANCE OR ACHIEVEMENTS TO BE MATERIALLY 
DIFFERENT FROM THE RESULTS, PERFORMANCE OR ACHIEVEMENTS THAT ARE OR MAY BE EXPRESSED OR 
IMPLIED BY SUCH FORWARD-LOOKING STATEMENTS CONTAINED IN THIS NEWS RELEASE AND THE COMPANY 

https://services.choruscall.com/links/pan100511.html
http://www.panamericansilver.com/
mailto:info@panamericansilver.com
http://www.panamericansilver.com/
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HAS MADE ASSUMPTIONS AND ESTIMATES BASED ON OR RELATED TO MANY OF THESE FACTORS.  SUCH 
FACTORS INCLUDE, WITHOUT LIMITATION: FLUCTUATIONS IN SPOT AND FORWARD MARKETS FOR SILVER, 
GOLD, BASE METALS AND CERTAIN OTHER COMMODITIES (SUCH AS NATURAL GAS, FUEL OIL AND 
ELECTRICITY); FLUCTUATIONS IN CURRENCY MARKETS (SUCH AS THE CANADIAN DOLLAR, PERUVIAN SOL, 
MEXICAN PESO, ARGENTINE PESO AND BOLIVIAN BOLIVIANO VERSUS THE U.S. DOLLAR); RISKS RELATED TO 
THE TECHNOLOGICAL AND OPERATIONAL NATURE OF THE COMPANYôS BUSINESS; CHANGES IN NATIONAL AND 
LOCAL GOVERNMENT, LEGISLATION, TAXATION, CONTROLS OR REGULATIONS AND  POLITICAL OR ECONOMIC 
DEVELOPMENTS IN CANADA, THE UNITED STATES, MEXICO, PERU, ARGENTINA, BOLIVIA OR OTHER COUNTRIES 
WHERE THE COMPANY MAY CARRY ON BUSINESS IN THE FUTURE; RISKS AND HAZARDS ASSOCIATED WITH 
THE BUSINESS OF MINERAL EXPLORATION, DEVELOPMENT AND MINING (INCLUDING ENVIRONMENTAL 
HAZARDS, INDUSTRIAL ACCIDENTS, UNUSUAL OR UNEXPECTED GEOLOGICAL OR STRUCTURAL FORMATIONS, 
PRESSURES, CAVE-INS AND FLOODING); RISKS RELATING TO THE CREDIT WORTHINESS OR FINANCIAL 
CONDITION OF SUPPLIERS, REFINERS AND OTHER PARTIES WITH WHOM THE COMPANY DOES BUSINESS; 
INADEQUATE INSURANCE, OR INABILITY TO OBTAIN INSURANCE, TO COVER THESE RISKS AND HAZARDS; 
EMPLOYEE RELATIONS; RELATIONSHIPS WITH AND CLAIMS BY LOCAL COMMUNITIES AND INDIGENOUS 
POPULATIONS; AVAILABILITY AND INCREASING COSTS ASSOCIATED WITH MINING INPUTS AND LABOUR; THE 
SPECULATIVE NATURE OF MINERAL EXPLORATION AND DEVELOPMENT, INCLUDING THE RISKS OF OBTAINING 
NECESSARY LICENSES AND PERMITS AND THE PRESENCE OF LAWS AND REGULATIONS THAT MAY IMPOSE 
RESTRICTIONS ON MINING, INCLUDING THOSE CURRENTLY IN THE PROVINCE OF CHUBUT, ARGENTINA; 
DIMINISHING QUANTITIES OR GRADES OF MINERAL RESERVES AS PROPERTIES ARE MINED; GLOBAL FINANCIAL 
CONDITIONS; THE COMPANYôS ABILITY TO COMPLETE AND SUCCESSFULLY INTEGRATE ACQUISITIONS AND TO 
MITIGATE OTHER BUSINESS COMBINATION RISKS; CHALLENGES TO, OR DIFFICULTY IN MAINTAINING, THE 
COMPANYôS TITLE TO PROPERTIES AND CONTINUED OWNERSHIP THEREOF; THE ACTUAL RESULTS OF 
CURRENT EXPLORATION ACTIVITIES, CONCLUSIONS OF ECONOMIC EVALUATIONS, AND CHANGES IN PROJECT 
PARAMETERS TO DEAL WITH UNANTICIPATED ECONOMIC OR OTHER FACTORS; INCREASED COMPETITION IN 
THE MINING INDUSTRY FOR PROPERTIES, EQUIPMENT, QUALIFIED PERSONNEL, AND THEIR COSTS; AND THOSE 
FACTORS IDENTIFIED UNDER THE CAPTION ñRISKS RELATED TO PAN AMERICANôS BUSINESSò IN THE 
COMPANYôS MOST RECENT FORM 40-F AND ANNUAL INFORMATION FORM FILED WITH THE UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION AND CANADIAN PROVINCIAL SECURITIES REGULATORY 
AUTHORITIES.  INVESTORS ARE CAUTIONED AGAINST ATTRIBUTING UNDUE CERTAINTY OR RELIANCE ON 
FORWARD-LOOKING STATEMENTS.  ALTHOUGH THE COMPANY HAS ATTEMPTED TO IDENTIFY IMPORTANT 
FACTORS THAT COULD CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY, THERE MAY BE OTHER FACTORS 
THAT CAUSE RESULTS NOT TO BE AS ANTICIPATED, ESTIMATED, DESCRIBED OR INTENDED.  THE COMPANY 
DOES NOT INTEND, AND DOES NOT ASSUME ANY OBLIGATION, TO UPDATE THESE FORWARD-LOOKING 
STATEMENTS OR INFORMATION TO REFLECT CHANGES IN ASSUMPTIONS OR CHANGES IN CIRCUMSTANCES 
OR ANY OTHER EVENTS AFFECTING SUCH STATEMENTS OR INFORMATION, OTHER THAN AS REQUIRED BY 
APPLICABLE LAW. 
 
 
 
 
  



7 
 

Pan American Silver Corp.    

Financial & Operating Highlights   
   
    Three months ended 
    March 31, 
     2010 2009 

    
Consolidated Financial Highlights (in thousands of US dollars) 
(Unaudited)      
      
Net income for the period   $ 19,113 $ 6,610 
Basic earnings per share   $ 0.18 $ 0.08 
Mine operating earnings  $ 36,874 $ 10,474 
Cash flow from operations (excluding 
 changes in operating assets and 
liabilities) 

 

$ 42,055 $ 18,998 
Capital spending   $ 12,031 $ 18,652 
Cash and short-term investments  $ 215,425 $ 107,312 
Working capital  $ 302,791 $ 199,272 
      

Consolidated Ore Milled & Metals 
Recovered to Concentrate 

 

    
      
Tonnes milled   1,145,634  919,912 

Silver metal - ounces 
 

 
 

5,507,275   4,879,325 
Gold metal - ounces   27,896   20,858  
Zinc metal - tonnes   10,890   10,930  
Lead metal - tonnes   3,099   4,106  
Copper metal - tonnes   1,301   1,427  
      
Consolidated Cost per Ounce of 
Silver (net of by-product credits) 

 
    

      
Total cash cost per ounce  $ 4.35     $     5.94  
Total production cost per ounce  $    8.07      $     9.99  
      
Payable ounces of silver (used in cost 
per ounce calculations) 

 
 5,234,764  

  
4,620,788  
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Pan American Silver Corp.  
Consolidated Balance Sheets 
(Unaudited, in thousands of U.S. dollars) 
 March 31,   

2010 
December 31, 

2009 
Assets    

Current    

 Cash $ 119,734 $ 100,474 

 Short-term investments (Note 6)  95,691  92,623 
 Accounts receivable (Note 5)  51,054  66,059 
 Income taxes receivable  9,035  12,132 
 Inventories (Note 7)  89,821  93,446 
 Unrealized gain on commodity contracts  -  160 
 Future income taxes   7,750  4,993 
 Prepaid expenses and other current assets  3,980  2,568 

Total Current Assets  377,065  372,455 

     
Mineral property, plant and equipment, net (Note 8)  1,507,042  1,457,724 
Other assets (Note 9)  21,504  18,430 

Total Assets $ 1,905,611 $ 1,848,609 

     Liabilities     
Current     
 Accounts payable and accrued liabilities (Note 10) $ 70,213 $ 96,159 
 Income taxes payable  3,484  4,021 
 Unrealized loss on commodity contracts (Note 5)  577  - 

Total Current Liabilities  74,274  100,180 
     
Provision for asset retirement obligation and reclamation   63,218  62,775 
Future income taxes   329,378  305,820 
Other liability (Note 3)  20,788  20,788 

Total Liabilities  487,658  489,563 

     
Non-Controlling Interests  6,803  15,256 
     
Shareholders’ Equity (Note 11)     
Share capital (authorized: 200,000,000 common shares of no par value)   1,251,127  1,206,647 
Contributed surplus  51,873  47,293 
     
Accumulated other comprehensive income  3,477  1,618 
Retained earnings   104,673  88,232 

Retained earnings and accumulated other comprehensive income  108,150  89,850 

Total Shareholders’ Equity  1,411,150  1,343,790 

Total Liabilities, Non-Controlling Interests and Shareholders’ Equity $ 1,905,611 $ 1,848,609 
 

See accompanying notes to the consolidated financial statements. 
 
 
 
APPROVED BY THE BOARD 
 

ñsignedò Ross J. Beaty, Director ñsignedò Geoff A. Burns, Director 
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Pan American Silver Corp. 
Consolidated Statements of Operations 
 (Unaudited in thousands of U.S. Dollars, except for per share amounts) 
 

 Three months ended 

 March 31, 

 2010 2009 

Sales $ 132,375 $ 70,406 

Cost of sales  75,681  45,117 

Depreciation and amortization  19,820  14,815 

Mine operating earnings  36,874  10,474 
     
General and administrative  3,172  2,267 

Exploration and project development  5,452  641 
Accretion of asset retirement obligation  732  693 

Operating earnings  27,518  6,873 

Interest and financing expenses  (776)  (426) 

Investment and other income  1,351  1,411 

Foreign exchange gains  3,018  834 

Net (losses) gains on commodity and foreign currency contracts  (703)  283 

Net (losses) gains on sale of assets  (14)  16 

Income before non-controlling interest and taxes   30,394  8,991 

Non-Controlling interests  135  (31) 

Income tax provision  (11,416)  (2,350) 

Net income for the period $ 19,113 $ 6,610 

     

     

Basic income per share (Note 12) $ 0.18 $ 0.08 

Diluted income per share $ 0.18 $ 0.08 

Cash dividends declared and paid per common share $ 0.025 $ - 

     

Weighted average number of common shares outstanding (in thousands)     

       

  Basic  106,686  84,140 

  Diluted  107,228  84,425 
 
 

Consolidated Statements of Comprehensive Income 
(in thousands of U.S. dollars) 
 

 Three months ended 

 March 31, 

 2010 2009 

Comprehensive income     

Net income for the period $ 19,113 $ 6,610 

Unrealized net gains on available for sale securities  1,903  1,249 

Reclassification adjustment for net (gains) included in net income  (44)  (4) 

Comprehensive income for the period $ 20,972 $ 7,855 

     
 

See accompanying notes to the consolidated financial statements. 
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Pan American Silver Corp. 
Consolidated Statements of Cash Flows 
(Unaudited in thousands of U.S. dollars) 
 

 Three months ended 

 March 31, 

 2010 2009 

Operating activities     
  Net income for the period $ 19,113 $ 6,610 
  Reclamation expenditures  (334)  - 

Items not affecting cash:     

  Depreciation and amortization  19,820  14,815 

  Accretion of asset retirement obligation  732  693 

  Net gains (losses) on sale of assets  14  (16) 

  Future income taxes  3,544  (2,070) 

  Non-Controlling interest  (135)  31 

  Unrealized gains on foreign exchange   (2,199)  (220) 

  Unrealized losses (gains) on commodity and foreign currency contracts  737  (1,688) 
  Stock-based compensation  763  843 

  Changes in non-cash operating working capital (Note 13)  1,062  (24,373) 

Cash generated by (used in) operating activities  43,117  (5,375) 

     
Investing activities     
  Mineral property, plant and equipment expenditures (net of accruals)  (12,031)  (18,652) 

  Net (purchase of) proceeds from sale of short-term investments   (666)  (73,630) 

  Proceeds from sale of assets  145  38 

  Other asset expenditures  (3,120)  (1,655) 

Cash (used in) investing activities  (15,672)  (93,899) 

     
Financing activities     

  Proceeds from issuance of common shares   133  103,864 

  Share issue costs  -  (5,553) 

  Dividends paid   (2,672)  - 

  Contributions from non controlling interest  -  388 

  Net (repayments) proceeds from advances on metal shipments and loans  (5,646)  3,017 

Cash (used in) generated by financing activities  (8,185)  101,716 

     

Increase in cash during the period  19,260  2,442 
Cash, beginning of period  100,474  26,789 

Cash, end of period $ 119,734 $ 29,231 

     

Supplemental Cash Flow Information      

Interest paid $ - $ - 

Taxes paid $ 5,497 $ 8,221 

Significant Non-Cash Items     

Equity issued to acquire mineral interest (Note 3) $ 47,517 $ - 

Stock compensation issued to employees and directors $ 761 $ 624 

 
See accompanying notes to the consolidated financial statements. 
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Pan American Silver Corp. 
Consolidated Statements of Shareholders‟ Equity 
For the three months ended March 31, 2010 and 2009  
(Unaudited in thousands of U.S. dollars, except for numbers of shares) 

 

 

Common Shares Contributed 
Surplus 

Accumulated 
Other 

Comprehensive 
Income (Loss) 

Retained 
Earnings Total  Shares Amount 

            

Balance, December 31, 2009 105,117,120 $ 1,206,647 $ 47,293 $ 1,618 $ 88,232 $ 1,343,790 

Issued on the exercise of stock 
options 

7,308  187  (54)  -  -  133 

Issued as compensation 31,824  761  -  -  -  761 

Issued to acquire mineral 
interests 

1,747,738  43,532  3,985      47,517 

Stock-based compensation on 
options granted 

-  -  649  -  -  649 

Other comprehensive income -  -  -  1,859  -  1,859 

Dividend declared         (2,672)  (2,672) 

Net income -  -  -  -  19,113  19,113 

Balance, March 31, 2010 106,903,990 $ 1,251,127 $ 51,873 $              3,477 $ 104,673 $ 1,411,150 

 
 

 

Common Shares Contributed 
Surplus 

Accumulated 
Other 

Comprehensive 
Income (Loss) 

Retained 
Earnings Total  Shares Amount 

            

Balance, December 31, 2008 80,786,107 $ 655,517 $ 4,122 $ (232) $ 26,234 $ 685,641 

Issued on the exercise of stock 
options 

22,000  472  (137)  -  -  335 

Issued on public offering  6,371,000  97,976  -  -  -  97,976 

Issued as compensation 44,626  624  -  -  -  624 

Stock-based compensation on 
options granted 

-  -  416  -  -  416 

Other comprehensive income -  -  -  1,245  -  1,245 

Net income -  -  -  -  6,610  6,610 

Balance, March 31, 2009 87,223,733 $ 754,589 $ 4,401 $ 1,013 $ 32,844 $ 792,847 

 
 
 

See accompanying notes to consolidated financial statements 

 



Pan American Silver Corp.  
Notes to Consolidated Financial Statements (Unaudited) 
As at March 31, 2010 and December 31, 2009 and for the three month periods ended March 31, 2010 and 2009 
 (Tabular amounts are in thousands of U.S. dollars except number of options and per share amounts)  
 

 
 

13 

 

1. NATURE OF OPERATIONS 

Pan American Silver Corp. and its subsidiary companies (collectively, the “Company”, or “Pan American”) 
are engaged in silver mining and related activities, including exploration, extraction, processing, refining 
and reclamation.  The Company‟s primary product (silver) is produced in Peru, Mexico, Argentina and 
Bolivia.  The Company has current project development activities in Peru, Mexico and Argentina, and 
exploration activities throughout South America and Mexico.  

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

a. Basis of Presentation 

The accompanying unaudited consolidated financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles for interim financial information and follow the same 
accounting policies and methods as our most recent annual financial statements. Accordingly, they do not 
include all the information and footnotes required by accounting principles generally accepted in Canada 
for complete financial statements. In the opinion of management, all adjustments (consisting of normal 
recurring adjustments) considered necessary for a fair presentation have been included. Operating 
results for the three-month  period ended March 31, 2010 are not necessarily indicative of the results that 
may be expected for the year ending December 31, 2010.  

For further information, refer to the consolidated financial statements and footnotes thereto included in the 
Company‟s Annual Report for the year ended December 31, 2009.  

b. Principles of Consolidation 

The consolidated financial statements include the wholly-owned and partially-owned subsidiaries of the 
Company, the most significant of which are presented in the following table: 

Subsidiary Location 
Ownership 

interest Status 
Operations and Development 

Projects Owned 

     
Pan American Silver S.A. Mina Quiruvilca Peru  100% Consolidated Huaron Mine/Quiruvilca Mine 
Compañía Minera Argentum S.A. Peru  92% Consolidated Morococha Mine 
Minera Corner Bay S.A.  Mexico  100% Consolidated Alamo Dorado Mine 
Plata Panamericana S.A. de C.V. Mexico  100% Consolidated La Colorada Mine 
Compañía Minera Triton S.A. Argentina  100% Consolidated Manantial Espejo Mine 
Pan American Silver (Bolivia) S.A. Bolivia  95% Consolidated San Vicente Mine 
Minera Argenta S.A. Argentina  100% Consolidated Navidad Project 

 

Inter-company balances and transactions have been eliminated on consolidation.  

c. Significant Accounting Policies 

Mineral exploration costs are expensed as incurred. Capitalization of evaluation expenditures 
commences when there is a high degree of confidence in the project‟s viability and hence it is probable 
that future economic benefits will flow to the Company.  Evaluation expenditures, other than that acquired 
from the purchase of another mining company, are carried forward as an asset provided that such costs 
are expected to be recouped in full through successful development and exploration of the area of 
interest or alternatively, by its sale. Evaluation expenditures include delineation drilling, metallurgical 
evaluations, and geotechnical evaluations amongst others. 
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When it has been determined that a mineral property can be economically developed as a result of 
establishing proven and probable reserves (which occurs upon completion of a positive economic 
analysis of the mineral deposit), the costs incurred to develop such property including costs to further 
delineate the ore body and remove overburden to initially expose the ore body prior to the start of mining 
operations, are also capitalized. Such costs are amortized using the units-of-production method over the 
estimated life of the ore body based on proven and probable reserves.  

Costs associated with commissioning activities on constructed plants are deferred from the date of 
mechanical completion of the facilities until the date the Company is ready to commence commercial 
service. Any revenues earned during this period are recorded as a reduction in deferred commissioning 
costs. These costs are amortized using the units-of-production method over the life of the mine, 
commencing on the date of commercial service. 

Significant payments related to the acquisition of land and mineral rights are capitalized as incurred. Prior 
to acquiring such land or mineral rights the Company makes a preliminary evaluation to determine that 
the property has significant potential to develop an economic ore body. The time between initial 
acquisition and full evaluation of a property‟s potential is dependent on many factors including: location 
relative to existing infrastructure, the property‟s stage of development, geological controls and metal 
prices. If a mineable ore body is discovered, such costs are amortized when production begins. If no 
mineable ore body is discovered, such costs are expensed in the period in which it is determined the 
property has no future economic value. In countries where the company has paid Value Added Tax 
(“VAT”) and where there is uncertainty of its recoverability, the VAT payments have either been deferred 
with mineral property costs relating to the property or expensed if it relates to mineral exploration. If the 
company ultimately make recoveries of the VAT, the amount received will be applied to reduce mineral 
property costs or taken as a credit against current expenses depending on the prior treatment. 

d. Significant Changes in Accounting Policy 

The Company continues to evaluate three new Handbook Sections the Canadian Institute of Chartered 
Accountants‟ (“CICA”) issued in December 2008: Section 1582, “Business Combinations”, Section 1601, 
“Consolidated Financial Statements”, and Section 1602, “Non-controlling Interests”.  These new 
standards are harmonized with International Financial Reporting Standards (IFRS). Section 1582 
specifies a number of changes, including: an expanded definition of a business, a requirement to 
measure all business acquisitions at fair value, a requirement to measure non-controlling interests at fair 
value, and a requirement to recognize acquisition-related costs as expenses. Section 1601 establishes 
the standards for preparing consolidated financial statements. Section 1602 specifies that non-controlling 
interests be treated as a separate component of equity, not as a liability or other item outside of equity. 
The new standards will become effective on January 1, 2011 but early adoption is permitted.  The 
Company did not adopt these new standards but continues to evaluate the attributes of early adoption of 
these standards and their potential effects. 

Multiple Deliverable Revenue Arrangements: In December, 2009, the EIC issued EIC Abstract 175, 
“Multiple Deliverable Revenue Arrangements”.  This EIC addresses how to determine whether an 
arrangement involving multiple deliverables contains more than one unit of accounting and how such a 
multiple deliverable revenue arrangement consideration should be measured and allocated to the 
separate units of accounting.  This EIC should be applied prospectively and should be applied to revenue 
arrangements with multiple deliverables entered into or materially modified in the first annual fiscal period 
beginning on or after January 1, 2011.  Early adoption is permitted.  The Company did not early adopt this 
EIC and upon adoption does not expect it to have a material impact on the Company‟s financial position 
or results of operations. 
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3. ACQUISITIONS OF MINERAL INTERESTS 

Aquiline Resource Inc. (Navidad Project, Chubut, Argentina) 

During January 2010, Pan American completed the acquisition of a 100% interest in Aquiline Resources 
Inc. (“Aquiline”), a Canadian publicly traded company that controls the Navidad Project in Chubut, 
Argentina, a silver development project, as well as several other early stage development projects in 
Argentina and Peru. The acquisition was made on the basis of issuing 0.2495 of a Pan American 
common share, plus 0.1 of a Five Year Pan American Warrant (“Consideration Warrant”) for each 
Aquiline Share tendered. Each whole Consideration Warrant will entitle the holder to acquire one Pan 
American common share at a price of $35.00 per Pan American common share for a period of five years 
after the date on which Pan American first paid for Aquiline Shares tendered, December 7, 2009. The 
acquisition was completed in three significant steps.  On December 7, 2009 the Company completed the 
acquisition of 84.5% of the outstanding shares of Aquiline and extended the offer to December 22, 2009 
at which time the Company had taken up 93% of the outstanding shares of Aquiline.  Through a 
Compulsory Acquisition, on January 22, 2010 the Company acquired the remaining shares of Aquiline 
achieving 100% ownership.  The acquisition of Aquiline was accounted for as an asset acquisition. 

The purchase price of the transaction totaled $588.6 million, comprised of approximately 19.6 million Pan 
American common shares, 7.9 million Consideration Warrants, 0.5 million Replacement Warrants, 0.5 
million Replacement Options, 1.7 million common shares and 1.5 million warrants of Aquiline, 
respectively, held by Pan American prior to the offer and considered disposed of into the transaction, a 
replacement convertible debenture as discussed below and transaction costs of $8.4 million. 

Pan American exchanged and replaced all outstanding options, warrants and the convertible debenture at 
an exchange ratio of 0.2495 and at strike prices equivalent to the original strike prices divided by 0.2495.   

Pan American share values utilized for valuing the consideration of shares issued were closing prices on 
the actual dates of the Pan American shares being issued, with a range of prices used from $23.54 to 
$25.40 for the December 2009 acquisition dates and $24.57 to $24.96 during January. 

Consideration warrants were valued using observable market pricing with a range of prices from $4.50 to 
$5.73 assigned to the consideration warrants issued on the issue dates. 

Replacement warrants and options were valued using the Black-Scholes option pricing model.  
Assumptions used were as follows: 

     

Dividend yield    0% 
Expected volatility    52% - 63% 
Risk free interest rate    1.5% 
Expected life    0 – 2 years 

 
Warrants owned by Pan American prior to the offer and considered disposed into the transaction were 
valued using the Black-Scholes option pricing model.  Assumptions used were as follows: 
 

     

Dividend yield    0% 
Expected volatility    50% 
Risk free interest rate    1.3% 
Expected life    1.9 years 
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The Company issued a convertible debenture that allowed the holder to convert the debenture into either 
363,854 Pan American shares or a Silver Stream contract related to certain production from the Navidad 
project.  The Company concluded that the most appropriate guidance regarding treatment of the 
replacement convertible debenture at the time of acquisition was provided under Canadian GAAP by 
making reference to the principles in EIC 70 – “Presentation of a Financial Instrument Labeled as a Share 
when a Future Event or Circumstance may affect the Issuer‟s Obligations”.  In consideration of EIC-70 
and the economic substance of the contract, it was concluded that a liability presentation was the most 
appropriate and best representation of the economics underlying the contract as of the date the Company 
assumed the obligation as part of the Aquiline acquisition.  Upon analysis of the relative fair values of the 
conversion options there was an extremely high probability that the holder of the option would convert to 
a Silver Stream (the fair value of the Silver Stream option was significantly higher than that of the equity 
option which was deeply “out-of-the-money”).   

The purchase price allocation for 100% of Aquiline was calculated as follows: 

Fair value of Pan American shares issued $ 495,643 
Fair value of Pan American consideration warrants issued  36,824 
Fair value of Pan American replacement warrants issued  8,106 
Fair value of Pan American replacement options issued  1,027 
Fair value of Aquiline units tendered into the transaction  17,771 
Fair value of replacement debenture issued  20,788 
Transaction costs  8,423 

Purchase Consideration $ 588,582 

   
The purchase price allocation is as follows:   
Net working capital acquired (including cash of $4.3 million)  (4,299) 
Mineral property, plant and equipment  870,436 
Asset retirement obligation  (1,235) 
Future income tax liability  (276,320) 

 $ 588,582 

 

On February 25, 2010, subsequent to the acquisition transaction, the counterparty to the replacement 
debenture indicated its intention to elect the Silver Stream alternative.  The final contract for this alternative 
is being discussed and is expected to be finalized later in 2010.  Pending the final resolution to this 
alternative, the Company continues to classify the fair value calculated at the acquisition of this alternative 
as a liability. 

The current draft of the Silver Stream alternative allows the counterparty the right to purchase 12.5% of the 
payable silver produced from the Loma de La Plata zone of the Navidad project for the life of the zone, such 
right including the right to purchase a minimum of one million ounces of payable silver per year from the 
zone, or if unavailable, from other production on the Navidad Project, for a minimum of a 12.5 year period.  
The silver under the Silver Stream contract will be purchased by the counterparty for the sum of: (a) an 
upfront payment of $50 million (the „„Upfront Payment‟‟); and (b) the lesser of $4.00 per ounce of payable 
silver and the prevailing market price per ounce of payable silver on the London Metals Exchange.  The 
Upfront Payment shall be made by the counterparty as follows: (a) Cdn.$17.5 million represented by the 
purchase price of the convertible debenture, which has already been paid; (b) $14.9 million on the Maturity 
Date; and (c) $17.5 million to be paid in four equal installments over one year, payable starting three months 
after commencement of construction.  The Maturity Date is defined as the date that is the later of:  (a) the 
completion of a feasibility study on the Loma de La Plata zone; (b) the decision and public announcement 
by the Company to proceed with the construction of a mine; and (c) the receipt of all necessary permits to 
proceed with the construction of a mine. 
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Joint Venture with Orko Silver Inc. (La Preciosa Project, Durango, Mexico) 

In April, 2009, Pan American and Orko Silver Corp. („„Orko‟‟) entered into an agreement (the „„Joint 
Venture Letter Agreement‟‟), pursuant to which Pan American and Orko agreed to form a joint venture 
(the „„Joint Venture‟‟) to develop the La Preciosa silver project located in the State of Durango, Mexico 
(the „„La Preciosa Project‟‟). Under the terms of the Joint Venture Letter Agreement, in order to retain its 
55% interest in the Joint Venture: (a) the Company must, in addition to contributing its mine development 
expertise, spend a minimum of $5 million in the first 12 months (condition achieved as at March 31, 2010 
as indicated below) from the date of the Joint Venture Letter Agreement and conduct resource definition 
drilling, acquire necessary surface rights, obtain permits, and prepare a feasibility study over the following 
24 month period; and (b) following a positive construction decision, the Company must contribute 100% 
of the funds necessary for practical completion of an operating mine.  In exchange for its 45% interest in 
the Joint Venture, Orko agreed to contribute its exploration expertise and the La Preciosa Project and 
related concessions. 

The Company has assessed the operating company of the La Preciosa project to be a variable interest 
entity as contemplated under AcG-15 and as such it is consolidated in the financial statements of the 
Company.  Until such time as an economic analysis is completed and proven and probable reserves are 
established, costs incurred through the joint venture company will be expensed and no value has been 
attributed to the property contributed by the joint venture party. For the three months ended March 31, 2010, 
the exploration expense recognized arising from the Orko joint venture is $2.1 million and exploration 
spending since the start of the joint venture through to March 31, 2010 is $6.1 million. 

4. MANAGEMENT OF CAPITAL  

The Company‟s objective when managing its capital is to maintain its ability to continue as a going 
concern while at the same time maximizing growth of its business and provide returns to its shareholders.  
The Company‟s capital structure consists of shareholders‟ equity, comprising issued share capital plus 
contributed surplus plus retained earnings, less accumulated other comprehensive income (loss).  Since 
October 2008, the Company has had a $70 million credit facility with a syndicate of international banks 
which has not been drawn. 

The Company is not subject to externally imposed capital requirements and the Company‟s overall strategy 
with respect to capital risk management remains unchanged from the year ended December 31, 2009. 

5. FINANCIAL INSTRUMENTS 

Overview 

The Company has exposure to risks of varying degrees of significance which could affect its ability to 
achieve its strategic objectives for growth and shareholder returns.  The principal financial risks to which 
the Company is exposed are metal price risk, credit risk, foreign exchange rate risk, and liquidity risk.  
The Company‟s Board of Directors has overall responsibility for the establishment and oversight of the 
Company‟s risk management framework and reviews the Company‟s policies on an ongoing basis. 

Metal Price Risk 

Metal price risk is the risk that changes in metal prices will affect the Company‟s income or the value of its 
related financial instruments. 

The Company derives its revenue from the sale of silver, zinc, lead, copper, and gold.  The Company‟s 
sales are directly dependent on metal prices that have shown extreme volatility and are beyond the 
Company‟s control.  
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Consistent with the Company‟s mission to provide equity investors with exposure to changes in silver 
prices, Company policy is not to hedge the price of silver.  

The Company mitigates the price risk associated with its base metal production by committing some of its 
forecasted base metal production from time to time under forward sales and option contracts.  The Board 
of Directors continually assesses the Company‟s strategy towards its base metal exposure, depending on 
market conditions. At March 31, 2010, the Company had 3,150 tonnes of zinc and 1,125 tonnes of lead 
under contract, respectively, with a negative mark to market valuation of $0.6 million which is presented in 
current liabilities.  

Credit Risk 

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial 
instrument fails to meets its contractual obligations, and arises principally from the Company‟s trade 
receivables.  The carrying value of financial assets represents the maximum credit exposure. 

The Company has long-term concentrate contracts to sell the zinc, lead and copper concentrates 
produced by the Quiruvilca, Huaron, Morococha, San Vicente and La Colorada mines.  Concentrate 
contracts are common business practice in the mining industry. At March 31, 2010 the Company had 
receivable balances associated with buyers of our concentrates of $38.9 million (December 31, 2009 - 
$54.0 million).  The vast majority of our concentrate is sold to three well known concentrate buyers. 

Silver doré production from La Colorada, Alamo Dorado and Manantial Espejo is refined under long term 
agreements with fixed refining terms at five separate refineries worldwide.  The Company generally 
retains the risk and title to the precious metals throughout the process of refining and therefore is 
exposed to the risk that the refineries will not be able to perform in accordance with the refining contract 
and that the Company may not be able to fully recover precious metals in such circumstances.  At March 
31, 2010 the Company had approximately $15.6 million (December 31, 2009 - $15.1 million) of value 
contained in precious metal inventory at refineries.  The Company maintains insurance coverage against 
the loss of precious metals at our mine sites, in-transit to refineries and whilst at the refineries. 

The Company maintains trading facilities with several banks and bullion dealers for the purposes of 
transacting the Company‟s trading activities. None of these facilities are subject to margin arrangements.  
The Company‟s trading activities can expose us to the credit risk of our counterparties to the extent that 
our trading positions have a positive mark-to-market value.  However, the Company minimizes this risk by 
ensuring there is no excessive concentration of credit risk with any single counterparty, by active credit 
management, and monitoring. 

Refined silver and gold is sold in the spot market to various bullion traders and banks.  Credit risk may arise 
from these activities if we are not paid for metal at the time it is delivered, as required by spot sale contracts. 

Management constantly monitors and assesses the credit risk resulting from its refining arrangements, 
concentrate sales and commodity contracts with its refiners, trading counterparties and customers.  
Furthermore, management carefully considers credit risk when allocating prospective sales and refining 
business to counterparties.  In making allocation decisions, Management attempts to avoid unacceptable 
concentration of credit risk to any single counterparty.  

As at March 31, 2010, Doe Run Peru (“DRP”), one of the buyers of concentrates from the Company‟s 
Peruvian operations, owed to the Company approximately $8.8 million for deliveries of concentrates that 
occurred in early 2009. The Company established a doubtful accounts receivable provision of $4.4 million 
of the amount receivable in Q2 2009 and, in addition, reclassified the remaining receivable balance of 
$4.4 million from current assets into long term assets on its consolidated balance sheet. This 
reclassification reflects the Company‟s current expectation that the remaining receivable balance of $4.4 
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million owed by DRP may not be recovered within the next twelve months, and in recognition of that 
expectation, the Company recorded an additional charge of $0.6 million in Q2 2009 related to the 
negative present value impact of the expected delay in the recovery of the DRP receivable.  The 
Company believes that the circumstances surrounding DRP do not warrant any further changes to the 
accounting treatment established in Q2 2009 and the Company remains optimistic that the La Oroya 
smelter will resume operations in 2010.  No interest income has been accrued.  Other than this receivable 
with DRP, at March 31, 2010 and December 31, 2009, the Company had no material past due trade 
receivables.  With the DRP receivable presented in long term other assets, the accounts receivable on 
the Consolidated Balance Sheets is presented with $ NIL provision for doubtful accounts (March 31, 2009 
- $ NIL). 

The Company invests its cash with the objective of maintaining safety of principal and providing adequate 
liquidity to meet all current payment obligations.  

Foreign Exchange Rate Risk 

The Company reports its financial statements in U.S. dollars (“USD”); however, the Company operates in 
jurisdictions that utilize other currencies.  As a consequence, the financial results of the Company‟s 
operations as reported in USD are subject to changes in the value of the USD relative to local currencies.  
Since the Company‟s sales are denominated in USD and a portion of the Company‟s operating costs and 
capital spending are in local currencies, the Company is negatively impacted by strengthening local 
currencies relative to the USD and positively impacted by the inverse.   

In order to mitigate this exposure, from time to time the Company has purchased Peruvian New soles 
(“PEN”), Mexican pesos (“MXN”) and Canadian dollars (“CAD”) to match anticipated spending.  At March 
31, 2010, the Company had no forward contracts to purchase foreign currencies.  The Company‟s net 
income is also affected by the revaluation of its monetary assets and monetary liabilities at each balance 
sheet date.  The most significant monetary item affected by such movements in foreign currencies is the 
future income tax liability arising from the Aquiline acquisition with a March 31, 2010 balance of $271.0 
million.  This liability reflects the difference between the tax values and the accounting book values of the 
assets purchased.  As this balance is deemed to be denominated primarily in Argentine pesos, the Company 
will be required to adjust this liability for any movements in the exchange rate of that currency against the USD. 
At March 31, 2010 the Company was also holding $52.6 million in CAD in cash and short term investments. 

Liquidity Risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they come 
due.  The Company manages its liquidity risk by continuously monitoring forecasted and actual cash 
flows.  The Company has in place a rigorous planning and budgeting process to help determine the funds 
required to support the Company‟s normal operating requirements on an ongoing basis and its expansion 
plans.  The Company strives to maintain sufficient liquidity to meet its short-term business requirements, 
taking into account its anticipated cash flows from operations, its holdings of cash and short-term 
investments, and its committed loan facilities. 
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The Company‟s commitments have contractual maturities which are summarized below: 

PAYMENTS DUE BY PERIOD 

        Less than  1 – 3  4 – 5   After 

    Total   1 year  years  years  5 years 

Capital Lease Obligations $ 450 $ 411 $ 39  -  - 

Current Liabilities  71,077  71,077  -  -  - 

Contribution Plan 
(1)

  7,763  2,587  5,176  -  - 

Total contractual obligations
(2)

 $ 79,290 $ 74,075 $ 5,215  -  - 

 
(1) In June 2008 the Company initiated a 4 year contractual retention plan for key officers and management, further discussed 

in Note 11. Contract commitments for the plan, payable in CAD, represent minimum payments expected to be paid out, 
presented above in USD at the period-end rate.   

(2) Amounts above do not include payments related to the Company‟s anticipated asset retirement obligation. 

 

Fair Value of Financial Instruments 

The carrying value of cash is at fair value, while accounts receivable, accounts payable and accrued 
liabilities approximate their fair value due to the relatively short periods to maturity and terms of these 
financial instruments.  The methodology and assessment of inputs for determining the fair value of 
financial assets and liabilities as well as the levels of hierarchy for the Company‟s financial assets and 
liabilities measured at fair value remains unchanged from that at December 31, 2009.  

Fair value estimates are made at a specific point in time, based on relevant market information and 
information about the financial instrument.  These estimates are subjective in nature and involve 
uncertainties and matters of significant judgment and, therefore, cannot be determined with precision.  
Changes in assumptions could significantly affect the estimates. 

6. SHORT TERM INVESTMENTS AND OTHER INVESTMENTS 

 March 31, 2010  December 31, 2009 

Available for Sale 
 Fair 

Value 
 

Cost  
Accumulated unrealized 
holding gains (losses) 

  
Fair 

Value 
 Cost  

Accumulated unrealized 
holding gains (losses) 

Short term investments $ 95,691 $ 92,818  2,873  $ 92,623 $ 92,153  470 
Investments 

(1)
  1,009  405  604   1,553  405  1,148 

 $ 96,700 $ 93,223  3,477  $ 94,176 $ 92,558  1,618 

 
(1)

  
 Investments in certain equity securities are presented in other assets on the balance sheet (Note 9). 

7. INVENTORIES 

Inventories consist of: 
 March 31, 2010 December 31, 2009 

Concentrate inventory $ 12,863 $ 15,379 
Stockpile ore  21,156  21,892 
Direct smelting ore  1,462  1,462 
Doré and finished inventory  27,055  27,577 
Materials and supplies  28,296  28,147 

  90,832  94,457 
Less: non-current direct smelting ore (Note 9)  (1,011)  (1,011) 

 $ 89,821 $ 93,446 
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8. MINERAL PROPERTY, PLANT AND EQUIPMENT 

Acquisition costs of investment and non-producing properties together with costs directly related to mine 
development expenditures are capitalized.  Exploration expenditures on investment and non-producing 
properties are charged to operations in the period they are incurred. 

Capitalization of evaluation expenditures commences when there is a high degree of confidence in the 
project‟s viability and hence it is probable that future economic benefits will flow to the Company.  
Evaluation expenditures, other than that acquired from the purchase of another mining company, are 
carried forward as an asset provided that such costs are expected to be recouped in full through 
successful development and exploration of the area of interest or alternatively, by its sale.  Evaluation 
expenditures include delineation drilling, metallurgical evaluations, and geotechnical evaluations amongst 
others. 

Mineral property, plant and equipment consist of: 

 March 31, 2010  December 31, 2009 

 Cost 
Accumulated 
Amortization 

Net Book 
Value 

 Cost 
Accumulated 

Amortization 
Net Book 

Value 
              
Huaron mine, Peru $ 93,482 $ (34,749) $ 58,733  $ 92,768 $ (33,966) $ 58,802 
Morococha mine, Peru  100,904  (26,874)  74,030   97,568  (25,140)  72,428 
Alamo Dorado mine, Mexico  181,832  (73,063)  108,769   181,903  (68,320)  113,583 
La Colorada mine, Mexico  55,528  (34,052)  21,476   53,951  (33,239)  20,712 
Manantial Espejo mine, Argentina  312,838  (46,298)  266,540   311,357  (37,993)  273,364 
San Vicente mine, Bolivia  106,103  (15,524)  90,579   105,445  (12,543)  92,902 
Other  6,284  (2,020)  4,264   2,229  (1,222)  1,007 

              
TOTAL $ 856,971 $ (232,580) $ 624,391  $ 845,221 $ (212,423) $ 632,798 

       
      

Non-producing properties:      
Morococha, Peru $ 17,766  $ 19,012 
Aquiline Group (Navidad project – Note 3)  863,278   804,308 
Other  1,607   1,606 

TOTAL Non-producing properties $ 882,651  $ 824,926 

 
TOTAL Mineral Property, Plant and Equipment $ 1,507,042 

 
$ 1,457,724 

 

Navidad Project, Argentina 

During the quarter ended March 31, 2010, the Company capitalized $4.7 million of evaluation costs at the 
Navidad Project in Argentina (NIL million in 3 months ended March 31, 2009). 
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9. OTHER ASSETS 

Other assets consist of: 

  March 31, 
2010 

 
December 31, 

2009 

Long-term refundable tax, net  $ 15,029 $ 11,909 
Long-term receivable, net (Note 5)  3,825  3,825 
Reclamation bonds  184  132 
Investments (Note 6)  1,009  1,553 
Non-current direct smelting ore (Note 7)  1,011  1,011 
Future income tax asset  446  - 

 $ 21,504 $ 18,430 

 

10. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 

Account payable and accrued liabilities consist of: 

  March 31, 
2010 

 
December 31, 

2009 

Trade accounts payable $ 20,844 $ 29,836 
Other accounts payable and trade related accruals  16,966  18,108 
Acquisition costs payable (Note 3)  2,749  7,582 
Payroll and related benefits  12,369  12,848 
Severance accruals  5,454  4,781 
Payment due for mineral property acquired (Note 3)  -  5,799 
Capital leases  450  646 
Advances on concentrate  22  5,668 
Other  11,359  10,891 

 $ 70,213 $ 96,159 

11. SHARE CAPITAL AND STOCK COMPENSATION PLAN 

The Company has a comprehensive stock compensation plan for its employees, directors and officers.  
The plan provides for the issuance of common shares and stock options, as incentives.  The maximum 
number of Shares which may be issued pursuant to options granted or bonus Shares issued under the 
2008 Plan may be equal to, but will not exceed 6,461,470 Shares.  The exercise price of each option shall 
be the weighted average trading price of the Company‟s stock for the five days prior to the award date.  
The options can be granted for a maximum term of 10 years with vesting provisions determined by the 
Company‟s Board of Directors.  Any modifications to the stock Compensation Plan require shareholders‟ 
approval. 

The Board has developed long term incentive plan (“LTIP”) guidelines, which provides annual 
compensation to the senior managers of the Company based on the long term performance of both the 
Company and the individuals that participate in the plan.  The LTIP consists of an annual grant of options 
to senior management to buy shares of the Company and a grant of the Company‟s common shares with 
a two year no trading legend.  The options are five year options which vest in three installments, one third 
on the first anniversary of the grant date and one third on each of the second and third anniversary dates 
of the award.  Options and common shares granted under the LTIP plan are based on employee salary 
levels, individual performance and their future potential.  The Compensation Committee oversees the 
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LTIP on behalf of the Board of Directors.  The LTIP plan guidelines can be modified or suspended, at the 
discretion of the Compensation Committee and the Board of Directors. 

Transactions concerning stock options and share purchase warrants are summarized as follows in 
Canadian dollars (“CAD”): 

 Incentive 
Stock Option Plan 

 Share Purchase  
Warrants      Total 

 Shares  Price CAD$  Shares  Price CAD$  Shares 

 As at December 31, 2008 614,640 $ 21.88     - $ -  614,640 

          
 Granted 442,008 $ 17.73  - $ -  442,008 
 Issued on acquisition 517,709 $ 46.11  7,702,698 $ 33.56  8,220,407 
 Exercised (32,000) $ 14.85  - $ -  (32,000) 
 Expired (37,000) $ 24.87  - $ -  (37,000) 
      Forfeited (36,231) $ 20.67  - $ -  (36,231) 

 As at December 31, 2009 1,469,126 $ 29.66     7,702,698 $ 33.56  9,171,824 

          
 Granted 438,633 $ 24.13  - $ -  438,633 
 Issued on acquisition - $ -  702,540 $ 35.00  702,540 
 Exercised (7,308) $ 18.50  - $ -  (7,308) 
 Expired - $ -  - $ -  - 
 Forfeited (22,672) $ 24.25  - $ -  (22,672) 

 As at March 31, 2010 1,877,779 $ 28.48    8,405,238 $ 33.68  10,283,017 

 

Long Term Incentive Plan 

In January, 2010 the Company awarded 31,824 shares of common stock with a two year holding period 
and granted 281,921 options under this plan.  The Company used as its assumptions for calculating fair 
value a risk free interest rate of 2.0 per cent, weighted average volatility of 57 per cent, expected lives 
ranging from 1.5 to 3 years based on historical experience dividend yield of zero, and an exercise price of 
CAD $25.19 per share.  The weighted average fair value of each option was determined to be CAD 
$8.53. 

During the quarter ended March 31, 2010, 7,308 common shares were issued for proceeds of $0.1 million 
in connection with the exercise of options under the plan (March 31, 2009 – 22,000 and $0.3 million, 
respectively). 

In February, 2010 the Company granted a further 156,712 options under the guidelines of this plan as a 
transactional award to certain employees arising from the Aquiline acquisition described in Note 3.  The 
Company used as its assumptions for calculating fair value a risk free interest rate of 1.5 per cent, 
weighted average volatility of 55 per cent, expected lives ranging from 1.5 to 3 years based on historical 
experience dividend yield of zero, and an exercise price of CAD $22.23 per share.  The weighted average 
fair value of each option was determined to be CAD $8.04.  The options are unvested at the grant date 
and will vest only when a positive construction decision is made by the Board with regards to the Navidad 
project and only if that decision is made no later than 3 years from the grant date of the options.  

Share Option Plan 

The following table summarizes information concerning stock options outstanding and options exercisable 
as at March 31, 2010.  The underlying options agreements are specified in Canadian dollar amounts and 
includes 517,709 options issued as part of the acquisition of Aquiline Resources Inc. (Replacement 
Options as discussed in Note 3): 
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  Options Outstanding  Options Exercisable 

Range of Exercise 
Prices 
CAD$ 

 
Number 

Outstanding as at 
March 31, 2010 

 
Weighted Average 

Remaining Contractual 
Life (months) 

 

 

Weighted 
Average 
Exercise 

Price CAD$ 

 
Number 

Exercisable as at 
March 31, 2010 

 Weighted 
Average 
Exercise 

Price CAD$ 

$                 5.00  155,000  7.50  $ 5.00  155,000  $ 5.00 
$17.73 - $ 22.23  678,609  43.07  $ 19.37  250,828  $ 19.35 
$25.19 - $ 28.41  397,688  47.02  $ 26.16  124,404  $ 28.30 
$33.00 - $ 36.66  159,960  29.71  $ 35.96  117,046  $ 35.70 
$     48.10  486,522  10.92  $ 48.10  486,522  $ 48.10 

  1,877,779  31.50  $ 28.48  1,133,800  $ 32.39 

 
For the three months ended March 31, 2010, the total employee stock-based compensation expense 
recognized in the statement of operations was $0.8 million (March 31, 2009 - $0.8 million).   

Share Purchase Warrants 

As part of the acquisition described in Note 3, the Company issued share purchase warrants 
(Consideration and Replacement Warrants) in connection with the acquisition of Aquiline Resources Inc. 

  Warrants Outstanding  Warrants Exercisable 

Range of Exercise 
Prices 
CAD$ 

 
Number 

Outstanding as at 
March 31, 2010 

 
Weighted Average 

Remaining Contractual 
Life (months) 

 

 

Weighted 
Average 
Exercise 

Price CAD$ 

 
Number 

Exercisable as at 
March 31, 2010 

 Weighted 
Average 
Exercise 

Price CAD$ 

$ 10.02    480,287  18.74  $ 10.02  480,287  $ 10.02 
$ 35.00  7,873,463  56.43  $ 35.00  7,873,463  $ 35.00 
$ 52.10  51,488  4.24  $ 52.10  51,488  $ 52.10 

  8,405,238  53.95  $ 33.68  8,405,238  $ 33.68 

 

Key Employee Long Term Contribution Plan 

An additional element of the Company‟s compensation structure is a retention program known as the Key 
Employee Long Term Contribution Plan (the “Contribution Plan”).  The Contribution Plan was approved 
by the directors of the Company on June 2, 2008 in response to a heated labour market situation in the 
mining sector, and is intended to reward certain key employees of the Company over a fixed time period 
for remaining with the Company. 

The Contribution Plan is a four year plan with a percentage of the retention bonus payable at the end of 
each year of the program.  The Contribution Plan design consists of three bonus levels that are 
commensurate with various levels of responsibility, and provides for a specified annual payment for four 
years starting in June 2009.  Each year, the annual contribution award will be paid in the form of either 
cash or shares of the Company.  The minimum aggregate value that will be paid in cash or issued in 
shares over the 4 year period of the Plan is CAD $10.8 million with CAD $7.9 million remaining to be paid 
as of March 31, 2010 as described in Note 5.  Currently, it is planned that any such payments will be 
made by way of cash.  No shares will be issued from the treasury pursuant to the Contribution Plan 
without the prior approval of the plan by the shareholders of the Company and any applicable securities 
regulatory authorities. 
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12. EARNINGS PER SHARE (BASIC AND DILUTED) 

For the three months ended 
March 31, 

2010 2009 

 Income 
(Numerator) 

Shares 
(Denominator) 

Per-Share 
Amount 

Income 
(Numerator) 

Shares 
(Denominator) 

Per-Share 
Amount 

Net Income  $ 19,113    $ 6,610    
            
Basic EPS $ 19,113 106,686  $0.18 $ 6,610 84,140 $ 0.08 
Effect of Dilutive Securities:           
 Stock Options  - 264    - 285   
 Warrants  - 278    - -   

           
Diluted EPS $ 19,113 107,228  $0.18 $ 6,610 84,425 $ 0.08 

           
 
Potentially dilutive securities excluded in the Diluted EPS calculation for the quarter ended March 31, 
2010 were 8,969,121 out-of-money options and warrants (March 31, 2009 – 258,691).   

13. CHANGES IN NON-CASH OPERATING WORKING CAPITAL ITEMS 

The following table summarizes the changes in operating working capital items: 

 Three months ended  
March 31, 

Changes in non-cash working capital items 2010 2009 

Accounts receivable and other current assets $ 14,286 $ (10,174) 
Inventories  3,455  (6,828) 
Prepaid expenses  (1,413)  483 
Accounts payable and other current liabilities  (17,642)  (3,037) 
Income taxes payable  2,376  (4,817) 

 $ 1,062 $ (24,373) 

14. SEGMENTED INFORMATION 

All of the Company‟s operations are within the mining sector, conducted through operations in six 
countries.  Due to geographic and political diversity, the Company‟s mining operations are decentralized 
whereby Mine General Managers are responsible for achieving specified business results within a 
framework of global policies and standards. Country corporate offices provide support infrastructure to the 
mines in addressing local and country issues including financial, human resources, and exploration 
support. The Company has a separate budgeting process and measures the results of operations and 
exploration activities independently.  The Corporate office provides support to the mining and exploration 
activities with respect to financial, human resources and technical support. Major products are Silver, 
Zinc, Lead and Copper produced from mines located in Mexico, Peru, Argentina and Bolivia.  Segments 
have been aggregated where operations in specific regions have similar products, production processes, 
type of customers and economic environment. 
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 For three months ended March 31, 2010 

 Peru  Mexico  Argentina  Bolivia  
Other(1) 

   

 
Huaron Morococha Quiruvilca Peru Office  

Alamo 
Dorado 

La 
Colorada 

 
Manantial 
Espejo 

 San Vicente 
   

Total 

Sales to external customers $ 16,049 $ 20,624 $ 13,381 $ -  $ 18,245 $ 15,497  $ 35,023  $ 13,556  $ -  $ 132,375 

Depreciation and amortization $ (817) $ (1,609) $ - $ (39)  $ (4,456) $ (1,579)  $ (7,970)  $ (3,256)  $ (94)  $ (19,820) 

Exploration and project development $ - $ (589) $ - $ (77)  $ (89) $ (176)  $ (802)  $ -  $ (3,719)  $ (5,452) 

Accretion of asset retirement obligation $ (144) $ (56) $ (99) $ -  $ (111) $ (81)  $ (176)  $ (65)  $ -  $ (732) 

Interest and financing expenses $ (44) $ (69) $ (27) $ -  $ - $ -  $ -  $ (56)  $ (580)  $ (776) 

Gain (loss) on sale of assets $ 8 $ - $ - $ 2  $ (24) $ -  $ -  $ -  $ -  $ (14) 

Investment and other (expenses) income $ 851 $ 399 $ (37) $ 3  $ 13 $ (16)  $ 3  $ -  $ 135  $ 1,351 

Foreign exchange gains (losses)  $ 1,377 $ (494) $ (2,614) $ (24)  $ (1,419) $ 90  $ 65  $ 129  $ 5,908  $ 3,018 
Gain (loss) on commodity and foreign 
 currency contracts $ - $ - $ - $ -  $ - $ -  $ -  $ -  $ (703)  $ (703) 

Income (loss) before income taxes $ 2,687 $ 3,938 $ 2,367 $ 127  $ 2,878 $ 4,505  $ 9,192  $ 3,927  $ 908  $ 30,529 

Net income (loss) for the period $ 2,651 $ 2,972 $ 861 $ (230)  $ 1,115 $ 2,661  $ 7,722  $ 458  $ 903  $ 19,113 

Capital expenditures $ 849 $ 1,851 $ - $ 251  $ 134 $ 1,577  $ 1,480  $ 1,012  $ 4,877  $ 12,031 

Segment assets $ 60,512 $ 120,617 $ 52,540 $ 1,218  $ 149,526 $ 46,418  $ 343,366  $ 123,748  $ 1,007,666  $ 1,905,611 

Long-lived assets $ 58,733 $ 91,846 $ - $ 260  $ 108,769 $ 21,476  $ 266,539  $ 90,579  $ 868,840  $ 1,507,042 
 

(1) Included in Other is the Aquiline group segment as described in Note 3. 

 For three months ended March 31, 2009 

 Peru  Mexico  Argentina  Bolivia  Other   

 
Huaron/ 
Pyrite Morococha Quiruvilca Peru Office  

Alamo 
Dorado La Colorada  

Manantial 
Espejo  San Vicente  

Corporate 
Office & USA  Total 

Sales to external customers $ 12,378 $ 13,441 $ 6,037 $ -  $ 21,975 $ 7,549  $ 6,204  $ 2,822  $ - $ 70,406 

Depreciation and amortization $ (949) $ (1,875) $ (661) $ (52)  $ (6,675) $ (1,859)  $ (2,393)  $ (318)  $ (33) $ (14,815) 
Accretion of Asset retirement and 
reclamation $ (151) $ (60) $ (197) $ -  $ (100) $ (81)  $ (104)  $ -  $ - $ (693) 

Exploration and project development $ - $ - $ - $ (111)  $ (82) $ (190)  $ (94)  $ -  $ (164) $ (641) 

Interest and financing expense $ (23) $ (17) $ (29) $ -  $ - $ -  $ -  $ (1)  $ (356) $ (426) 

Gain on sale of assets $ - $ - $ - $ 2  $ (5) $ (19)  $ -  $ 38  $ - $ 16 

Investment and other income and expense  $ 581 $ (304) $ 1 $ 60  $ (612) $ (10)  $ (2,282)  $ 1  $ 3,976 $ 1,411 

Foreign exchange gain (loss) $ (1,205) $ (2,017) $ 2,111 $ 4  $ 2,224 $ 376  $ 633  $ (64)  $ (1,228) $ 834 
Net gains (loss) on commodity and foreign  
currency contracts $ 25 $ 93 $ 68 $ -  $ - $ -  $ -  $ -  $ 97 $ 283 

Income (loss) before income taxes $ 1,583 $ (1,089) $ 1,386 $ 96  $ 6,393 $ 526  $ (1,238)  $ 1,276  $ 27 $ 8,960 

Net income for the period $ 697 $ (829) $ 1,540 $ 106  $ 4,230 $ (79)  $ (1,000)  $ 1,918  $ 27 $ 6,610 

Capital expenditures $ 1,899 $ 2,261 $ - $ 111  $ 26 $ 867  $ 3,486  $ 9,930  $ 72 $ 18,652 

Segment assets $ 66,737 $ 111,372 $ 32,080 $ 1,413  $ 163,983 $ 49,757  $ 328,318  $ 108,270  $ 111,150 $ 973,080 

Long-lived assets $ 56,520 $ 90,250 $ - $ 524  $ 130,260 $ 28,130  $ 292,787  $ 96,941  $ 1,986 $ 697,398 
 

(1) Included in Other is the acquired Aquiline group segment as described in Note 3. 

 

 Three Months period 
ending March 31 

Product Revenue 2010 2009 

Silver / doré $ 64,088 $ 32,982 

Zinc concentrate  19,562  6,390 

Lead concentrate  20,731  12,357 

Copper concentrate  31,438  19,137 

Silver pyrites   -  262 

Royalties  (3,444)  (722) 

Total $ 132,375 $ 70,406 
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Management’s Discussion and Analysis of Financial 
Condition and Results of Operations: First Quarter 2010 

 

May 10, 2010 

1. Introduction 

The Management's Discussion and Analysis (“MD&A”) focuses on significant factors that affected the 
performance of Pan American Silver Corp. and its subsidiaries (“Pan American” or the “Company”) and 
such factors that may affect future performance.  The MD&A for the first quarter ended March 31, 2010 
(“Q1 2010”), and 2009 (“Q1 2009”), should be read in conjunction with the unaudited consolidated 
financial statements for the three months ended March 31, 2010 and 2009 and the related notes 
contained therein, which have been prepared in accordance with Canadian generally accepted 
accounting principles (“GAAP”).  In addition, the following should be read in conjunction with the 
Consolidated Financial Statements of the Company for the year ended December 31, 2009, the related 
MD&A, and Pan American‟s Annual Information Form (available on SEDAR at www.sedar.com) and Form 
40F. All figures are in United States dollars unless otherwise noted. 

Some of the statements in this MD&A are forward-looking statements that are subject to risk factors set 
out in the cautionary note contained herein. 

2. Core Business and Strategy 

Pan American was founded in 1994 with the mission of being the world‟s largest and lowest cost primary 
silver mining company, and to achieve this by increasing its low cost silver production and silver reserves, 
thereby providing investors with the best investment vehicle to gain real exposure to silver prices in a 
socially and environmentally responsible manner.  To achieve this objective, the Company engages in 
silver mining and related activities, including exploration, mine development, extraction, processing, 
refining and reclamation. The Company owns and operates seven silver mines and a stockpile operation 
located in Peru, Mexico, Argentina and Bolivia and is the second-largest primary silver producer in the 
world.  Pan American has grown its silver production for 14 consecutive years and today employs 
approximately 6,900 people.  

3. Highlights of Q1 2010 

3.1. Operational 

 Silver production was 5.5 million ounces, an increase of 13% as compared to Q1 2009. 

 Gold production was 27,896 ounces, an increase of 34% as compared to Q1 2009. 

 Cash costs declined to $4.35 per ounce, 27% lower than the cash costs in the first three months 

of 2009. 

3.2. Financial 

 Pan American paid its first cash dividend of $0.025 per common share to its shareholders of 

record as of the close of business on February 26, 2010. 

 Basic earnings per share were $0.18 compared to $0.08 for the corresponding period in 2009. 

 Net Income was $19.1 million, a 189% increase compared to Q1 2009. 

 Sales increased by 88% to $132.4 million, mainly due to increased quantities of silver, gold and 

zinc sold, and higher realized metal prices. 

 Cash flow from operations, before working capital changes, generated $42.1 million,  a 127% 

increase from the $19.0 million generated in the comparable quarter last year. 

http://www.sedar.com/
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3.3. Business Development 

 Pan American completed the acquisition of Aquiline Resources, Inc, (“Aquiline”) in late January 

and owns 100% of the outstanding common shares. 

 The counterparty to a convertible debenture, acquired in relation to the acquisition of Aquiline, 
elected to convert its debenture with Pan American into an agreement granting the counterparty 
the right to purchase a silver stream.  

4. Q1 Operating Performance 

Metal Production 

The following table reflects the consolidated metal production achieved in each period under review. 

 Three months ended 

March 31, 

2010 2009 

Consolidated Ore Milled & Metals Recovered to Concentrate  

Tonnes milled 1,145,634 919,912 

Silver – ounces 5,507,275 4,879,325 

Gold  – ounces 27,896 20,858 

Zinc – tonnes 10,890 10,930 

Lead – tonnes 3,099 4,106 

Copper  – tonnes 1,301 1,427 

 
Pan American produced 5.5 million ounces of silver in Q1 2010, which was 13% more than the 4.9 million 
ounces produced in Q1 2009.  The main reason for the increase in silver production was higher milled 
tonnes at La Colorada; higher milled tonnes and higher silver recovery at Manantial Espejo; and higher 
milled tonnes at San Vicente, offset by a decrease in `silver production at Huaron due to lower tonnes 
milled, lower silver grade, and lower silver recovery; and an increase in in-process silver inventories at 
Alamo Dorado.   San Vicente had an excellent quarter with silver production at 0.8 million ounces as the 
benefits of the new processing plant, commissioned in April 2009, were realized.  

Production of gold also increased significantly, with a 34% increase over the comparable period of 2009.  
The consolidated production of 27,896 ounces of gold in Q1 2010 was achieved mainly due to increased 
throughput and recovery rates at Manantial Espejo.  San Vicente‟s zinc production from the new plant 
served to compensate for lower zinc production at Huaron and Morococha due to lower tonnes milled and 
lower zinc grade.  Lead and copper production declined relative to Q1 2009 production for the same 
reasons. 
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Operations Review 

  Three months ended 

  March 31, 

  2010 2009 

Huaron Mine    

Tonnes milled  150,039  168,931 

Average silver grade – grams per tone  176  220 

Average zinc grade – percent  2.41%   2.45% 

Average silver recovery – percent  78.3%  80.9% 

Silver – ounces  663,114  968,033 

Gold – ounces  238  388 

Zinc – tonnes  2,255  2,719 

Lead – tonnes  863  1,324  

Copper – tonnes  395  493 

     
Cash cost per ounce 

(1)
 $ 12.30 $ 7.86 

Total cost per ounce 
(1)

 $ 13.89 $ 9.08 

 

In Q1 2010, Huaron produced 0.7 million ounces of silver, 32% lower than Q1 2009.  The main reasons 
for the shortfall in production were lower throughput rates and silver grades combined with decreased 
silver recoveries.  The deterioration in operating results was a consequence of adverse ground conditions 
encountered in several key production areas of the mine, which prevented access to higher grade ore 
and reduced tonnes of ore mined.   

Cash costs per ounce in Q1 2010 were $12.30, significantly higher than $7.86 a year earlier.  The higher 
cash costs were primarily due to (i) the negative effect of fixed costs on lower tonnage and production of 
silver ounces, (ii) additional ground support necessitated by the poor ground conditions, (iii) increased 
water treatment costs, (iv) the increased treatment charges for copper concentrate as a result of the 
closure of the La Oroya smelter, (v) reduced production of by-product metal, and (vi) the effect of 
strengthened local currency.   

Capital expenditures during Q1 2010 totaled $0.9 million at the Huaron mine and comprised of exploration 
and spending to complete mine deepening projects. 

  Three months ended 

  March 31, 

  2010 2009 

Morococha Mine*    

Tonnes milled  158,834  163,889 

Average silver grade – grams per tone  151  148 

Average zinc grade – percent  3.09%  3.61% 

Average silver recovery – percent  86.9%  83.6% 

Silver – ounces  667,835  652,975 

Gold – ounces  379  209 

Zinc – tonnes  4,207  4,843 

Lead – tonnes  1,276  1,615 

Copper – tonnes  402  503 

     
Cash cost per ounce 

(1)
 $ 3.58 $ 7.86 

Total cost per ounce 
(1)

 $ 6.31 $ 10.75 

     
*  Production and cost figures are for Pan American‟s 92.2% share only. 

 
The Morococha mine produced 0.7 million ounces of silver during Q1 2010 .  Quarterly silver production 
was 2% ahead of the comparable period in 2009 as a result of higher silver grades and recoveries, partially 
offset by a 3% decrease in throughput rates.   



 

32 
 

Total cash costs per ounce for Q1 were $3.58, which compare favourably to $7.86 for the same quarter of 
2009.  The decrease in cash costs is mainly due to higher by-product credits due to better by-product metal 
prices.  

Capital expenditures during Q1 2010 totaled $1.8 million at the Morococha mine.  The capital spending was 
primarily on exploration drilling, mine development in the Alapampa (containing the high grade Morro Solar 
vein) and the Yacumina areas and sustaining capital expenditures.   

  Three months ended 

  March 31, 

  2010 2009 

Quiruvilca Mine     

Tonnes milled  81,975  82,852 

Average silver grade – grams per tone  148  152 

Average zinc grade – percent  3.64%  3.75% 

Average silver recovery – percent  85.4%  86.0% 

Silver – ounces  333,595  348,596 

Gold – ounces  436  331 

Zinc – tonnes  2,628  2,722 

Lead – tonnes  712  867 

Copper – tonnes  370  418 

     
Cash cost per ounce 

(1)
 $ 2.56 $ 10.12 

Total cost per ounce 
(1)

 $ 3.20 $ 10.74 

 
Silver production at the Quiruvilca mine in Q1 2010 was 0.3 million ounces, 4% lower than the same 
quarter last year.  With steady throughput levels, the decrease in silver production in Q1 2010 was 
attributable to slightly lower silver grades and recoveries.   
 
Cash costs for Q1 2010 were $2.56 per ounce, 75% lower than $10.12 per ounce a year ago. The lower 
cash costs were due to higher by-product credits due to better by-product metal prices.   

 
  Three months ended 

  March 31, 

  2010 2009 

Pyrite Stockpiles    

Tonnes sold  -  7,528 

Average silver grade – grams per tone  -  204 

Silver – ounces  -  49,459 

     
Cash cost per ounce 

(1)
 $ - $ 4.52 

Total cost per ounce 
(1)

 $ - $ 4.52 

 
There was no production from the Pyrite Stockpile operation in Q1 2010 as a direct consequence of the 
closure of the La Oroya smelter, which was the only buyer of this material. 
  



 

33 
 

  Three months ended 

  March 31, 

  2010 2009 

Alamo Dorado Mine     

Tonnes milled  427,850  423,000 

Average silver grade – grams per tone  112  105 

Average gold grade – grams per tone  0.34  0.43 

Average silver recovery – percent  85.3%  85.9% 

Silver – ounces  1,118,458  1,257,351 

Gold – ounces  3,976  4,880 

Copper – tonnes  5  - 

     
Cash cost per ounce 

(1)
 $ 4.97 $ 4.51 

Total cost per ounce 
(1)

 $ 9.46 $ 9.27 

 
Alamo Dorado continued to be the Company‟s largest silver producer in Q1 2010, producing 1.1 million 
ounces of silver.  Silver production decreased by 11% from Q1 2009 production levels primarily due to a 
build-up of in-process inventory and lower silver recovery offset by higher silver grades.   
 
Cash costs for Q1 2010 were $4.97 per ounce, 10% higher than $4.51 per ounce a year ago, due to lower 
by-product credits resulting from decreased gold production and a stronger local currency. 
 
Capital expenditures at Alamo Dorado during Q1 2010 totaled $0.1 million. 
 

  Three months ended 

  March 31, 

  2010 2009 

La Colorada Mine     

Tonnes milled  86,949  75,718 

Average silver grade – grams per tone  375  379 

Average silver recovery – percent  87.1%  87.2% 

Silver – ounces  911,826  801,177 

Gold – ounces  1,080  1,459 

Zinc – tonnes  567  505 

Lead – tonnes  249  300 

     
Cash cost per ounce 

(1)
 $ 8.80 $ 7.36 

Total cost per ounce 
(1)

 $ 9.82 $ 11.12 

 
Silver production at the La Colorada mine in Q1 2010 was 0.9 million ounces, 14% higher than the same 
quarter last year, mainly resulting from higher throughput rates as a result of benefits from investments in 
mine development, particularly related to ventilation and dewatering which are enabling higher 
productivities.   
 
Cash costs increased by 20% to $8.80 per ounce, which was within 1% of management‟s forecast.  The 
higher cash costs were anticipated due to the implications of mining deeper sulphide reserves, increased 
mine development for the increased throughput, a stronger local currency and expected increases in diesel 
fuel and energy costs. 
 
Capital expenditures at La Colorada during Q1 2010 totaled $1.6 million.  The capital was spent on work to 
complete a tailings dam raise, exploration drilling and the purchase of additional underground mining 
equipment. 
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  Three months ended 

  March 31, 

  2010 2009 

Manantial Espejo Mine     

Tonnes milled  175,846  131,019 

Average silver grade – grams per tone  192  212 

Average gold grade – grams per tone  3.73  3.80 

Average silver recovery – percent  90.3%  85.7% 

Silver – ounces  972,404  729,276 

Gold – ounces  21.787  13,591 

     
Cash cost per ounce 

(1)
 $ (6.63) $ 1.12 

Total cost per ounce 
(1)

 $ 1.93 $ 10.34 

 
Silver production at the Manantial Espejo mine in Q1 2010 was 1.0 million ounces, 33% higher than the 
same quarter last year.  This was mainly due to a 34% rise in throughput rates as Q1 2009 was the start-up 
period for the mine.  Gold production increased by 60% due to a combination of the higher throughput and 
recoveries. 
 
Cash costs per ounce decreased significantly from $1.12 in Q1 2009 to negative $6.63 in Q1 2010.  The 
main drivers to the 700% decrease in cash costs were higher gold by-product credits resulting from an 
increase in both production and gold prices and lower operating costs due to a combination of lower fuel 
prices and decreased energy consumption.   
 
Capital expenditures at Manantial Espejo during Q1 2010 totaled $1.5 million.  This consisted mainly of 
exploration drilling and initial work on a tailings dam raise. 
 

  Three months ended 

  March 31, 

  2010 2009 

San Vicente Mine*     

Tonnes milled  64,141  5,522 

Average silver grade – grams per tone  452  437 

Average zinc grade   2.53%  2.59% 

Average silver recovery – percent  90.2%  93.4% 

Silver – ounces  840,042  72,457 

Zinc – tonnes  1,233  141 

Copper – tonnes  128  13 

     
Cash cost per ounce 

(1)
 $ 7.18 $ 7.58 

Total cost per ounce 
(1)

 $ 10.47 $ 10.75 
     
* Production and interest figures for Pan American‟s 95% share only. 

 
San Vicente had an excellent first quarter with silver production at 0.8 million ounces, a significant increase 
from 0.1 million ounces during the same quarter last year.  The increase achieved in both silver and zinc 
production was a result of the new processing plant, which was commissioned in April 2009.   
 
Cash costs at San Vicente were at $7.18 per ounce, which was a 5% decline over the comparable quarter 
last year.  The lower cash costs resulted from better efficiencies in the new mill and higher zinc and copper 
by-product credits due to increased production and metal prices of both of these by-products. 
 
Capital expenditures at San Vicente during Q1 2010 totaled $1.0 million.  This consisted mainly of spending 
on sustaining capital and preparation work for a planned tailing dam raise. 
 
(1) The Company reports the non-GAAP cash cost per ounce of payable silver in order to manage and evaluate operating 
performance at each of the Company‟s mines.  For a better understanding of these measures, please refer to the detailed 
reconciliation of this measure to our cost of sales, as shown in our unaudited Consolidated Statement of Operations for the 
period, which can be found on page 12 of the MD&A. 
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5. Q1 Financial Results 

For the three months ended March 31, 2010, the Company‟s net income and cash flow from operations 
increased significantly compared to the comparable period of 2009. The improved results were primarily 
due to increased production of silver and gold combined with significantly higher realized metal prices, 
partially offset by higher exploration expenses and income taxes. The increased production of silver and 
gold was primarily due to additional production from Manantial Espejo, which was in its first quarter of 
operations in Q1 2009, and from San Vicente, which achieved commercial production in Q2 2009. 

The table below sets out selected quarterly results for the past nine quarters, which are stated in 
thousands of US dollars, except for the per share amounts.  

Year 

Quarter 
(unaudited) 

Sales 
Mine operating 

Earnings 
/(loss)

(1) 

Net 
income/(loss) 
for the period 

Basic earnings 
(loss) 

per share 

Cash flow from 
(used in) 

operations 

2010 March 31 $ 132,375 $ 36,874 $ 19,113 $ 0.18 $ 43,117 

2009 Dec. 31 $ 154,406 $ 57,334 $ 27,805 $ 0.31 $ 52,210 

 Sept.30 $ 118,608 $ 34,708 $ 17,375 $ 0.20 $ 37,099 

 June 30 $ 111,392 $ 23,490 $ 10,208 $ 0.12 $ 32,034 

 March 31 $ 70,406 $ 10,474 $ 6,610 $ 0.08 $ (5,375) 

2008 Dec. 31 $ 46,278 $ (9,884) $ (33,316) $ (0.41) $ (4,895) 

 Sept.30 $ 79,493 $ 15,469 $ 6,404 $ 0.08 $ 24,262 

 June 30 $ 104,079 $ 39,259 $ 21,357 $ 0.26 $ 52,654 

 March 31 $ 108,750 $ 48,375 $ 30,157 $ 0.38 $ 20,964 
 

(3) Mine operating earnings are equal to sales less cost of sales and depreciation and amortization, which is considered to be 
substantially the same as gross margin. 

The following table reflects the metal prices that the Company realized during each respective period. 
The increases in the realized prices in Q1 2010 relative to Q1 2009 of silver, gold, zinc, lead and copper 
were 35%, 23%, 94%, 90% and 114% respectively.   

Realized Metal Prices 

Three months ended 

March 31, 

 2010 2009 

Silver –per ounce $ 16.89 $ 12.48 

Gold –per ounce $ 1,111 $ 905   

Zinc – Cash Settlement per tone $ 2,240 $ 1,155 

Lead – Cash Settlement per tone $ 2,209 $ 1,162 

Copper – Cash Settlement per tone $ 7,232 $ 3,381 

 

Net Income for Q1 2010 was $19.1 million, compared to net income of $6.6 million for Q1 2009.  Basic 
earnings per share for Q1 2010 were $0.18 compared to $0.08 for the corresponding period in 2009.  Net 
income benefited from significant increases in both the overall quantities of metal sold and the realized 
prices received, as reflected in the table above. When compared to Q1 2009 the increases in quantities of 
silver, gold and zinc sold were 22%, 148% and 21%, while lead and copper quantities sold declined by 
8% and 24%, respectively.  In addition, net income in Q1 2010 included $3.0 million in foreign exchange 
gain, which resulted primarily from the revaluation of liabilities denominated in Argentine pesos and from 
cash balances held in Canadian dollars. Net income in Q1 2010 also included costs for (i) exploration 
expenses of $5.5 million, which were primarily incurred on drilling and prefeasibility work at the Navidad 
and La Preciosa projects (please refer to section 12 “Exploration and Project Development” for more 
details), (ii)  income tax provision of $11.4 million (discussed in more detail further on in this section) and 
(iii) negative sales adjustments relating to sales recorded in previous periods of $2.8 million.  
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Sales for Q1 2010 were $132.4 million, a $62.0 million or 88% increase from sales in the comparable 
period in 2009.  This increase was driven by increased quantities of silver, gold and zinc sold in 
combination with an increase in realized metal prices, as described above.   

Mine operating earnings, defined as sales less cost of sales and depreciation and amortization, increased 
to $36.9 million in Q1 2010, an increase of over 250% from the $10.5 million generated in Q1 2009.  This 
increase resulted from an increase in sales outweighing higher cost of sales combined with an increase in 
depreciation and amortization charges.  

Income tax provision for Q1 2010 was $11.4 million, which was a $9.1 million increase from the $2.4 
million income tax provision recorded in Q1 2009. The effective tax rate of 38% in Q1 2010 was 
moderately higher than the long-term expected effective tax rate of approximately 30%. The higher 
effective tax rates in the period were primarily a consequence of the establishment of a valuation 
allowance related to exploration expenses in Argentina and Mexico and the recording of an adjustment to 
the income tax estimate in Bolivia. 

Cash flow from operations, before working capital changes, generated $42.1 million in Q1 2010, more 
than twice the $19.0 million generated a year ago.  The increase in cash flow from operations resulted 
from improved operating earnings due to higher prices and from additional cash flow generated at 
Manantial Espejo and San Vicente.  Changes in non-cash working capital contributed $1.1 million 
compared with non-cash working capital requirements of $24.4 million in Q1 2009. In Q1 2010, net non-
cash working capital movements were modest as decreases in accounts receivable of $14.3 million and 
decreases in inventories of $3.5 million largely offset decreases in accounts payable and accrued 
liabilities of $17.6 million.  Accounts receivables decreased in Q1 2010 mainly as a result of payments 
collected on concentrate trade balances in Peru. The decrease in current liabilities largely reflects the 
settlement of closing costs associated with the acquisition of Aquiline. Q1 2009 required funding for a 
$10.2 million increase in accounts receivables, an increase in inventories of $6.8 million and a decrease 
in taxes payable, accounts payable and accrued liabilities of $7.9 million. 

6. 2010 Operating Outlook 

Consolidated silver production for the three months ended March 31, 2010 was 5.5 million ounces and 
was within 3% of management‟s forecast.  Cash costs in Q1 2010 decreased to $4.35 per ounce, down 
from $5.94 per ounce recorded in Q4 2009 and below management‟s forecast of $6.40 for the full year.  
This was mainly due to better than expected gold production at the Manantial Espejo mine in Argentina 
and higher than anticipated by-product metal prices.   

Based on the Company‟s Q1 2010 production and our outlook for the balance of the year, management 
continues to expect 2010 silver production of 23.4 million ounces at cash costs of approximately $5.90, 
revised from the previous cash cost forecast of $6.40 per ounce.     

The Company‟s gold production was almost 8,000 ounces ahead of forecast due to better than expected 
gold production at Manantial Espejo.  The Company anticipates that the positive gold production trend at 
Manantial Espejo will continue throughout the year and has therefore revised its anticipated 2010 
consolidated gold production forecast upwards to 95,000 ounces (from our initial forecast of 85,600 
ounces).   

The Company‟s production of base metals was largely as expected in the three months ended March 31, 
2010 and we continue to believe in the accuracy of our forecasted 2010 production of zinc (46,000 
tonnes), lead (15,800 tonnes), and copper (7,300 tonnes) as contained on page 21 of the Company‟s 
Annual MD&A filed with the Canadian and United States Securities regulatory authorities.  

Management is revising its 2010 forecast for capital expenditures from a group total of $50.9 million to 
$69.7 million.  The upward change is reflective of expected project evaluation activities at Navidad.  
Further details on the capital spending plans at Navidad are available in section 12 of this MD&A.  In 
addition, please refer to page 22 of the Company‟s Annual MD&A for the year ended December 31, 2009 
for details on capital spending requirements by mine site for the remaining operations.   
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7. Liquidity and Capital Resources 

At March 31, 2010, cash and cash equivalents plus short-term investments were $215.4 million, a $22.3 
million increase from December 31, 2009.    This increase arose mainly as a result of $43.1 million in 
cash generated from our operations, offset by $15.7 million and $8.2 million used in investing and 
financing activities, respectively, as described below.  

Cash flow from operations, before working capital changes, generated $42.1 million in Q1 2010, more 
than twice the $19.0 million generated a year ago, as described in section 5 above.   

Investing activities in Q1 2010 used $15.7 million and consisted primarily of investments in mineral property, 
plant and equipment of $12.1 million and refundable VAT payments, which consumed $3.1 million.  
Investments in mineral property plant and equipment during the quarter included (i) $4.7 million on project 
evaluation expenditures at Navidad, including metallurgical testwork, in-fill drilling and preparation of an 
environmental impact assessment; (ii) $1.8 million at Morococha for exploration drilling, mine development 
in the Alapampa (containing the high grade Morro Solar vein) and the Yacumina areas and sustaining 
capital expenditures; (iii) $1.6 million at La Colorada was spent on work to complete a tailings dam raise, 
exploration drilling and purchasing of additional underground mining equipment); (iv) $1.5 million at 
Manantial Espejo on exploration drilling and initial work on a tailings dam raise; and (v) $1.0 million at San 
Vicente on sustaining capital and preparation work for a planned tailing dam raise. 

Financing activities in Q1 2010 used $8.2 million and consisted of $2.7 million to pay the Company‟s first-
ever dividend to its shareholders declared in February, 2010 and $5.6 million in repayment of concentrate 
advances in Peru. 

Working capital at March 31, 2010 was $302.8 million, an increase of $30.5 million from December 31, 
2009.  The increase in working capital resulted primarily from a $22.3 million increase in cash and short 
term investments (as described above) combined with a decrease in accounts receivable of $15.0 million 
and a reduction in accounts payable and current liabilities of $25.9 million.  Accounts receivables 
decreased in Q1 2010 mainly as a result of payments collected on concentrate trade balances in Peru 
and the decrease in current liabilities largely reflects the settlement of closing costs associated with the 
acquisition of Aquiline. 

Shareholder‟s equity at March 31, 2010 was $1,411.2 million, an increase of $67.4 million from the 
$1,343.8 million at December 31, 2009, primarily as a result of shares issued as part of the successful 
completion in January of the compulsory acquisition of the remaining Aquiline shares and net income 
generated during the quarter of $19.1 million.  As at March 31, 2010, the Company had approximately  
106.9 million common shares outstanding for a share capital of $1,251.1 million. 

The Company‟s financial position at March 31, 2010, the undrawn $70 million credit facility, and the 
operating cash flows that are expected over the next twelve months, lead management to believe that the 
Company‟s liquid assets are sufficient to fund currently planned capital expenditures and to discharge 
liabilities as they come due.  In addition, the Company is positioned to take advantage of certain strategic 
opportunities as they become available. 

8. Investments and Investment Income 

At the end of Q1 2010, cash plus short-term investments were $215.4 million, a $22.3 million increase 
from December 31, 2009, as described in the “Liquidity and Capital Resources” section above. 

Pan American‟s investment objectives for its cash balances are to preserve capital, to provide liquidity 
and to maximize return.  The Company‟s strategy to achieve these objectives is to invest excess cash 
balances in a portfolio of primarily fixed income instruments. 

Investment income for Q1 2010 totalled $0.1 million and consisted of interest income and net gains from 
the sales of the securities within the Company‟s short-term investment portfolio.  
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9. Financial Instruments 

From time to time, Pan American mitigates the price risk associated with its base metal production by 
committing some of its forecasted production under forward sales or option contracts.  During January 
and February 2010, the Company entered into zinc option contracts for 3,850 tonnes, which have the 
effect of ensuring a price between $2,000 and $2,600 per tonne on that quantity of zinc, settling monthly 
during 2010. For the same period, the Company also entered into lead option contracts for 1,375 tonnes, 
which have the effect of ensuring a price between $1,800 and $2,100 per tonne on that quantity of lead, 
settling monthly during 2010.  The company recorded a mark-to-market valuation loss of $0.7 million in 
Q1 2010 in relation to these contracts.    
 
The Company does not have any off-balance sheet arrangements or commitments that are expected to 
have a current or future effect on its financial condition or results of operations, other than those disclosed 
in this MD&A and the consolidated financial statements and the related notes. 

10. Contractual Commitments & Contingencies 

On February 25, 2010, subsequent to the Aquiline acquisition, the counterparty to the convertible 
debenture elected to convert its debenture with Pan American into an agreement to purchase 12.5% of 
the life of mine payable silver produced from the Loma de La Plata zone of the Navidad project, including 
the right to purchase a minimum of one million ounces of payable silver per year from this area, or if 
unavailable, from the other zones of the Navidad project, for a minimum of a 12.5 year period. 
 
The terms of the agreement require a payment of $50 million and enable the counterparty to purchase at 
the lesser of $4.00 per ounce of payable silver and the prevailing market price per ounce of payable silver 
on the London Metals Exchange.  The $50 million payment will be made as follows: (a) $17.6 million, 
which has already been paid; (b) $14.9 million to be paid on the Maturity Date (defined below); and (c) 
$17.5 million to be paid in four equal installments payable 3 months, 6 months, 9 months and 12 months 
after commencement of construction (see note 3 of the consolidated financial statements for further 
details).  The Maturity Date is defined as the date that is the later of:  (i) the completion of a feasibility 
study on the Loma de La Plata zone; (ii) the decision and public announcement by the Company to 
proceed with the construction of a mine; and (iii) the receipt of all necessary permits to proceed with the 
construction of a mine (please refer to note 3 of the consolidated financial statements for further details).   
 

The Company had the following contractual obligations at March 31, 2010. 

Payments due by period (in thousands of dollars) 

 Total 
Less than a 

year 
1 - 3 years 4- 5 years After 5 years 

Capital Lease Obligations $ 450 $ 411 $ 39 $ - $ - 

Current liabilities  $ 71,077 $ 71,077 $ - $ - $ - 

Contribution Plan 
(1)

 $ 7,763 $ 2,587 $ 5,176 $ - $ - 

Total contractual obligations
(2)

 $  79,290 $ 74,075 $ 5,215 $ - $ - 

(1) In June 2008 the Company initiated a 4 year contractual contribution plan for key officers and management, further 

discussed in Note 11 to the financial statements. Contract commitments for the plan represent payments expected to be 
paid out.   

(2) Amounts above do not include payments related to the Company‟s anticipated asset retirement obligation. 

11. General and Administrative 

General and administration costs, including stock based compensation, increased in Q1 2010 to $3.2 
million as compared to $2.3 million in Q1 2009.  This anticipated increase in general and administrative 
costs was mostly attributable to (i) the addition of several new professional and administrative positions in 
Q1 2010, (ii) various expenses related to the integration of Aquiline, including increased travel and (iii) a 
stronger CAD exchange rate with the USD (1.04 CAD to USD realized Q1 2010 versus 1.24 CAD to USD 
averaged in Q1 2009). 
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12. Exploration and Project Development 

Exploration expenses in Q1 2010 were $5.5 million compared to $0.6 million incurred in Q1 2009.  These 
costs were incurred primarily on exploration activities at the Navidad and La Preciosa projects including 
work related to government relations, archaeology, hydrogeology and water exploration. 

During Q1 2010, the Company capitalized $4.7 million of evaluation costs at the Navidad Project in 
Argentina as compared to zero dollars capitalized in Q1 2009.  As activities at Navidad continue to ramp-
up, management has revised its 2010 forecast for capital expenditures.  The evaluation expenditures are 
expected in support of a preliminary economic assessment, metallurgical testing, infill drilling, mineral 
modeling and mine design, geotechnical and early engineering studies, and equipment purchase 
amongst others. 

13. Non-GAAP Measures 

Reconciliation of Cash and Total Cost per ounce of Silver 

The Company reports cash costs per ounce of payable silver. This non-GAAP measure is used by the 
Company to manage and evaluate operating performance at each of the Company‟s mines and is widely 
reported in the silver mining industry as a benchmark for performance measurement, but does not have 
standardized meaning and should not be considered in isolation or as a substitute for measures of 
performance prepared in accordance with Canadian GAAP.   

To facilitate a better understanding of this measure as calculated by the Company, we have provided a 
detailed reconciliation of this measure to our cost of sales, as shown in our unaudited Consolidated Statement 
of Operations for the respective periods following: 

 

Cash and Total Cost per Ounce Reconciliation 
(in thousands of US dollars) 

Three months ended 

March 31, 

2010 2009 

Cost of Sales $ 75,681 $ 45,117 

Add/(Subtract)     

Smelting, refining, and transportation charges  16,503  12,619 

By-product credits  (68,317)  (39,182) 

Mining royalties  5,151  1,303 

Worker‟s participation & voluntary payments  (1,034)  -   

Change in inventories  (3,018)  8,093 

Other  (1,720)  (106) 

Minority interest adjustment  (475)  (411) 

Cash Operating Costs A  22,771  27,433 

      
Add/(Subtract)      

Depreciation and amortization   19,820  14,815 

Asset retirement and reclamation   732  693 

Change in inventories   (651)  3,367 

Other   (133)  -   

Minority interest adjustment   (272)   (152) 

Total Costs B $ 42,267 $ 46,156 
      
Payable Silver Production (oz.) C  5,234,764  4,620,788 

      
Cash cost per ounce (A*$1000)/C $ 4.35 $ 5.94 

Total  costs per ounce (B*$1000)/C $ 8.07 $ 9.99 
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14. Risks and Uncertainties 

The Company is exposed to many risks in conducting its business, including but not limited to: metal price 
risk as the Company derives its revenue from the sale of silver, zinc, lead, copper, and gold; credit risk in 
the normal course of dealing with other companies; foreign exchange risk as the Company reports its 
financial statements in USD whereas the Company operates in jurisdictions that utilize other currencies; 
the inherent risk of uncertainties in estimating mineral reserves and mineral resources; political risks; and 
environmental risks and risks related to its relations with employees.  These and other risks are described 
in Pan American‟s Annual Information Form (available on SEDAR at www.sedar.com); Form 40F; Audited 
Consolidated Financial Statements; Management‟s Discussion and Analysis for the year ended 
December 31, 2009; and Note 5 of the consolidated financial statements for Q1 2010.  Readers are 
encouraged to refer to these documents for a more detailed description of some of the risks and 
uncertainties inherent to Pan American‟s business.  

Management and the Board of Directors continuously assess risks that the Company is exposed to, and 
attempt to mitigate these risks where practical through a range of risk management strategies, including 
employing qualified and experienced personnel.   

15. Critical Accounting Policies and Estimates 

In preparing financial statements in accordance with Canadian GAAP, management is required to make 
estimates and assumptions that affect the amounts reported in the Consolidated Financial Statements.  
These critical accounting estimates represent management estimates that are uncertain and any changes 
in these estimates could materially impact the Company‟s financial statements. Management 
continuously reviews its estimates and assumptions using the most current information available. There 
has been no change to the Company‟s critical accounting policies and estimates since the end of 2009. 
Readers are encouraged to read the critical accounting policies and estimates as described in the 
Company‟s Audited Consolidated Financial Statements and Management‟s Discussion and Analysis for 
the year ended December 31, 2009. 

The Company has added additional clarification on its accounting policy related to evaluation 
expenditures.  Expenditures on evaluation activity are capitalized when there is a high degree of 
confidence in a project‟s viability and hence it is probable that future economic benefits will flow to the 
Company.  Evaluation expenditures include delineation drilling, metallurgical evaluations, early 
engineering studies, and geotechnical studies amongst others. 

16. Future Adoption of International Financial Reporting Standards 

The CICA has announced that Canadian GAAP for publicly accountable enterprise companies will be 
replaced with International Financial Reporting Standards (“IFRS”) as issued by the International 
Accounting Standards Board (“IASB”) effective for fiscal years beginning on or after January 1, 2011. The 
Company will begin reporting our consolidated financial statements in accordance with IFRS on January 
1, 2011, with comparative figures for 2010.  

The adoption date of January 1, 2011 will require the restatement, for comparative purposes, of amounts 
reported by the Company for its year ending December 31, 2010, and of the opening balance sheet as at 
January 1, 2010. 

The Company is continuing to assess the financial reporting impact of the adoption of IFRS and, at this 
time, the quantitative impact on future financial position and results of operations is not reasonably 
determinable. The Company does anticipate a significant increase in disclosure resulting from the 
adoption of IFRS. 

  

http://www.sedar.com/
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The Company continues to advance through the IFRS transition project plan and has progressed through 
the three phases as described below: 

Phase One: Scoping and Diagnostics, which involved project planning and identification of differences 
between current Canadian GAAP and IFRS, was completed in 2009. The resulting identified areas of 
accounting difference of highest potential impact to the Company, based on existing IFRS, are business 
combinations, impairment of assets, property plant and equipment, provisions and contingent liabilities, 
exploration and evaluation expenditures, income taxes, financial instruments and initial adoption of IFRS 
under the provisions of IFRS 1 First-Time Adoption of IFRS. 

Phase Two: Analysis and Development involves detailed diagnostics and evaluation of the financial 
impacts of various options and alternative methodologies provided for under IFRS; identification and 
design of operational and financial business processes; initial staff training; analysis of IFRS 1 optional 
exemptions and mandatory exceptions to the general requirement for full retrospective application upon 
transition to IFRS; summarization of 2011 IFRS disclosure requirements; and development of required 
solutions to address identified issues.  The Company expects to complete this phase in Q2 2010, which is in 
line with our project plan.  

Phase Three: Implementation and Review, will involve the execution of changes to information systems 
and business processes; completion of formal authorization processes to approve recommended 
accounting policy changes; integration of appropriate changes to maintain the integrity of internal control 
over financial reporting and disclosure controls and procedures; and further training programs across the 
Company‟s finance and other affected areas, as necessary. It will culminate in the collection of financial 
information necessary to compile IFRS-compliant financial statements and reconciliations; embedding of 
IFRS in business processes; and, audit committee approval of IFRS-compliant financial statements.  This 
phase is currently in progress. The advancement made in this phase includes progress on the the 
Company‟s January 1, 2010 opening balances under IFRS as we prepare to present these for review to 
the Audit Committee of the Board of Directors in Q2. 

IT Systems 
The adoption of IFRS is not expected to have a significant impact on the Company‟s information 
systems.  The Company has implemented some minor modifications to ensure an efficient conversion to 
IFRS and expects to complete these changes in the second quarter.  This will prepare the Company to 
run its financial statements in parallel for Canadian GAAP and IFRS. 

Internal Controls over Financial Reporting and Disclosure Controls and Procedures 
The Company continues to assess the changes necessitated to maintain the integrity of internal control 
over financial reporting and disclosure controls and procedures.  The extent of the impact on these 
controls has been determined to be immaterial.  We will continue to monitor and assess these controls on 
an on-going basis. 

Financial Reporting Expertise 
The Company has identified resource requirements to establish appropriate IFRS financial reporting 
expertise at all levels of the business and continues to provide on-going training to targeted key finance 
and operational staff.  In the second quarter, the Company will be holding an IFRS training and education 
session in Vancouver for its senior finance members. 

All analysis and conclusions are based on the IFRSs effective at December 31, 2009.  As the IASB 
currently has various projects on its work plan that might affect the Company‟s decisions at transition 
date, the Company continues to monitor these ongoing changes and adjust its transition plans 
accordingly.  The Company‟s transition status is currently on track with its implementation schedule.  
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17. Subsequent Events 

The Company reported a strike at the Huaron mine in early April 2010 when the Company and unionized 
workers were unable to reach an agreement with respect to the 2009 worker‟s profit-sharing payment. A 
settlement was reached approximately one week later and the operation has resumed normal mining 
activities.  The Company has experienced short-duration labour strikes and work stoppages in the past 
and may experience future labour related events.   

18. Disclosure Controls and Procedures 

Management’s Report on Internal Control 

Management of Pan American is responsible for establishing and maintaining an adequate system of 
internal control, including internal controls over financial reporting. Internal control over financial reporting 
is a process designed by, or under the supervision of, the President and Chief Executive Officer and the 
Chief Financial Officer and effected by the Board of Directors, management and other personnel to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial 
statements for external purposes in accordance with Canadian generally accepted accounting principles. 
It includes those policies and procedures that: 
 

a) pertain to the maintenance of records that accurately and fairly reflect, in reasonable detail, the 
transactions related to the acquisition and dispositions of Pan American‟s assets, 

 
b) provide reasonable assurance that transactions are recorded as necessary to permit preparation 

of financial statements in accordance with generally accepted accounting principles, and receipts 
and expenditures are made only in accordance with authorizations of management and Pan 
American‟s directors, and 

c) provide reasonable assurance regarding prevention or timely detection of unauthorized 
acquisition, use, or disposition of Pan American‟s assets that could have a material effect on the 
financial statements. 
 

The Company‟s management, including its President and Chief Executive Officer and Chief Financial 
Officer, believe that due to its inherent limitations, internal control over financial reporting may not prevent 
or detect misstatements on a timely basis. Also, projections of any evaluation of the effectiveness of 
internal control over financial reporting to future periods are subject to the risk that the controls may 
become inadequate because of changes in conditions, or that the degree of compliance with the policies 
or procedures may deteriorate. 

Changes in Internal Control 

There was no change in the Company‟s internal control over financial reporting that occurred during the 
period that has materially affected or is reasonably likely to materially affect, its internal control over 
financial reporting. 

TECHNICAL INFORMATION 

MICHAEL STEINMANN, P.GEO., EXECUTIVE VP GEOLOGY & EXPLORATION, AND MARTIN WAFFORN, 

P.ENG., VP TECHNICAL SERVICES, EACH OF WHOM ARE QUALIFIED PERSONS, AS THE TERM IS DEFINED 

IN NATIONAL INSTRUMENT 43-101 "NI 43-101", HAVE REVIEWED AND APPROVED THE CONTENTS OF THIS 

MANAGEMENT DISCUSSION AND ANALYSIS.  
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS AND INFORMATION 

CERTAIN OF THE STATEMENTS AND INFORMATION IN THIS MANAGEMENT DISCUSSION AND ANALYSIS CONSTITUTE 
"FORWARD-LOOKING STATEMENTS" WITHIN THE MEANING OF THE UNITED STATES PRIVATE SECURITIES LITIGATION 
REFORM ACT OF 1995 AND "FORWARD-LOOKING INFORMATION" WITHIN THE MEANING OF APPLICABLE CANADIAN 
PROVINCIAL SECURITIES LAWS RELATING TO THE COMPANY AND ITS OPERATIONS. ALL STATEMENTS, OTHER THAN 
STATEMENTS OF HISTORICAL FACT, ARE FORWARD-LOOKING STATEMENTS. WHEN USED IN THIS MANAGEMENT 
DISCUSSION AND ANALYSIS, THE WORDS, "BELIEVES", "EXPECTS", "INTENDS", "PLANS", "FORECAST", "OBJECTIVE", 
"OUTLOOK", "POSITIONING", "POTENTIAL", "ANTICIPATED", "BUDGET", AND OTHER SIMILAR WORDS AND 
EXPRESSIONS, IDENTIFY FORWARD-LOOKING STATEMENTS OR INFORMATION. THESE FORWARD-LOOKING 
STATEMENTS OR INFORMATION RELATE TO, AMONG OTHER THINGS: THE PRICE OF SILVER AND OTHER METALS; THE 
ABILITY OF THE COMPANY TO SUCCESSFULLY INTEGRATE AQUILINE RESOURCES INC. AND THE EFFECT OF THE 
ACQUISITION ON THE COMPANY; THE EFFECTS OF LAWS, REGULATIONS AND GOVERNMENT POLICIES AFFECTING 
PAN AMERICAN'S OPERATIONS OR POTENTIAL FUTURE OPERATIONS, INCLUDING BUT NOT LIMITED TO, LAWS IN THE 
PROVINCE OF CHUBUT, ARGENTINA, WHICH, CURRENTLY HAVE SIGNIFICANT RESTRICTIONS ON MINING; THE 
SUFFICIENCY OF THE COMPANY'S CURRENT WORKING CAPITAL, ANTICIPATED OPERATING CASH FLOW OR ITS 
ABILITY TO RAISE NECESSARY FUNDS; ESTIMATED PRODUCTION RATES FOR SILVER AND OTHER PAYABLE METALS 
PRODUCED BY THE COMPANY; TIMING OF PRODUCTION AND THE CASH AND TOTAL COSTS OF PRODUCTION AT EACH 
OF THE COMPANY'S PROPERTIES; THE ESTIMATED COST OF SUSTAINING CAPITAL; ONGOING OR FUTURE 
DEVELOPMENT PLANS AND CAPITAL REPLACEMENT, IMPROVEMENT OR REMEDIATION PROGRAMS; THE ESTIMATES 
OF EXPECTED OR ANTICIPATED ECONOMIC RETURNS FROM THE COMPANY'S MINING PROJECTS, ESTIMATED 
EXPLORATION EXPENDITURES TO BE INCURRED ON THE COMPANY'S VARIOUS PROPERTIES; FORECAST CAPITAL 
AND NON-OPERATING SPENDING; FUTURE SALES OF THE METALS, CONCENTRATES OR OTHER PRODUCTS 
PRODUCED BY THE COMPANY; AND THE COMPANY'S PLANS AND EXPECTATIONS FOR ITS PROPERTIES AND 
OPERATIONS.  
 
THESE STATEMENTS REFLECT THE COMPANY'S CURRENT VIEWS WITH RESPECT TO FUTURE EVENTS AND ARE 
NECESSARILY BASED UPON A NUMBER OF ASSUMPTIONS AND ESTIMATES THAT, WHILE CONSIDERED REASONABLE 
BY THE COMPANY, ARE INHERENTLY SUBJECT TO SIGNIFICANT BUSINESS, ECONOMIC, COMPETITIVE, POLITICAL AND 
SOCIAL UNCERTAINTIES AND CONTINGENCIES. MANY FACTORS, BOTH KNOWN AND UNKNOWN, COULD CAUSE 
ACTUAL RESULTS, PERFORMANCE OR ACHIEVEMENTS TO BE MATERIALLY DIFFERENT FROM THE RESULTS, 
PERFORMANCE OR ACHIEVEMENTS THAT ARE OR MAY BE EXPRESSED OR IMPLIED BY SUCH FORWARD-LOOKING 
STATEMENTS CONTAINED IN THIS MANAGEMENT DISCUSSION AND ANALYSIS AND THE COMPANY HAS MADE 
ASSUMPTIONS AND ESTIMATES BASED ON OR RELATED TO MANY OF THESE FACTORS. SUCH FACTORS INCLUDE, 
WITHOUT LIMITATION: FLUCTUATIONS IN SPOT AND FORWARD MARKETS FOR SILVER, GOLD, BASE METALS AND 
CERTAIN OTHER COMMODITIES (SUCH AS NATURAL GAS, FUEL OIL AND ELECTRICITY); FLUCTUATIONS IN CURRENCY 
MARKETS (SUCH AS THE PERUVIAN SOL, MEXICAN PESO, ARGENTINE PESO AND BOLIVIAN BOLIVIANO VERSUS THE 
U.S. DOLLAR); RISKS RELATED TO THE TECHNOLOGICAL AND OPERATIONAL NATURE OF THE COMPANY'S BUSINESS; 
CHANGES IN NATIONAL AND LOCAL GOVERNMENT, LEGISLATION, TAXATION, CONTROLS OR REGULATIONS AND 
POLITICAL OR ECONOMIC DEVELOPMENTS IN CANADA, THE UNITED STATES, MEXICO, PERU, ARGENTINA, BOLIVIA OR 
OTHER COUNTRIES WHERE THE COMPANY MAY CARRY ON BUSINESS IN THE FUTURE; RISKS AND HAZARDS 
ASSOCIATED WITH THE BUSINESS OF MINERAL EXPLORATION, DEVELOPMENT AND MINING (INCLUDING 
ENVIRONMENTAL HAZARDS, INDUSTRIAL ACCIDENTS, UNUSUAL OR UNEXPECTED GEOLOGICAL OR STRUCTURAL 
FORMATIONS, PRESSURES, CAVEINS AND FLOODING); RISKS RELATING TO THE CREDIT WORTHINESS OR FINANCIAL 
CONDITION OF SUPPLIERS, REFINERS AND OTHER PARTIES WITH WHOM THE COMPANY DOES BUSINESS; 
INADEQUATE INSURANCE, OR INABILITY TO OBTAIN INSURANCE, TO COVER THESE RISKS AND HAZARDS; EMPLOYEE 
RELATIONS; RELATIONSHIPS WITH AND CLAIMS BY LOCAL COMMUNITIES AND INDIGENOUS POPULATIONS; 
AVAILABILITY AND INCREASING COSTS ASSOCIATED WITH MINING INPUTS AND LABOUR; THE SPECULATIVE NATURE 
OF MINERAL EXPLORATION AND DEVELOPMENT, INCLUDING THE RISKS OF OBTAINING NECESSARY LICENSES AND 
PERMITS AND THE PRESENCE OF LAWS AND REGULATIONS THAT MAY IMPOSE RESTRICTIONS ON MINING, INCLUDING 
THOSE CURRENTLY IN THE PROVINCE OF CHUBUT, ARGENTINA; DIMINISHING QUANTITIES OR GRADES OF MINERAL 
RESERVES AS PROPERTIES ARE MINED; GLOBAL FINANCIAL CONDITIONS; THE COMPANY'S ABILITY TO COMPLETE 
AND SUCCESSFULLY INTEGRATE ACQUISITIONS AND TO MITIGATE OTHER BUSINESS COMBINATION RISKS; 
CHALLENGES TO, OR DIFFICULTY IN MAINTAINING, THE COMPANY'S TITLE TO PROPERTIES AND CONTINUED 
OWNERSHIP THEREOF; THE ACTUAL RESULTS OF CURRENT EXPLORATION ACTIVITIES, CONCLUSIONS OF ECONOMIC 
EVALUATIONS, AND CHANGES IN PROJECT PARAMETERS TO DEAL WITH UNANTICIPATED ECONOMIC OR OTHER 
FACTORS; INCREASED COMPETITION IN THE MINING INDUSTRY FOR PROPERTIES, EQUIPMENT, QUALIFIED 
PERSONNEL, AND THEIR COSTS; AND THOSE FACTORS IDENTIFIED UNDER THE CAPTION "RISKS RELATED TO PAN 
AMERICAN'S BUSINESS" IN THE COMPANY'S MOST RECENT FORM 40-F AND ANNUAL INFORMATION FORM FILED WITH 
THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION AND CANADIAN PROVINCIAL SECURITIES 
REGULATORY AUTHORITIES. INVESTORS ARE CAUTIONED AGAINST ATTRIBUTING UNDUE CERTAINTY OR RELIANCE 
ON FORWARD-LOOKING STATEMENTS. ALTHOUGH THE COMPANY HAS ATTEMPTED TO IDENTIFY IMPORTANT 
FACTORS THAT COULD CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY, THERE MAY BE OTHER FACTORS THAT 
CAUSE RESULTS NOT TO BE AS ANTICIPATED, ESTIMATED, DESCRIBED OR INTENDED. THE COMPANY DOES NOT 
INTEND, AND DOES NOT ASSUME ANY OBLIGATION, TO UPDATE THESE FORWARD-LOOKING STATEMENTS OR 
INFORMATION TO REFLECT CHANGES IN ASSUMPTIONS OR CHANGES IN CIRCUMSTANCES OR ANY OTHER EVENTS 
AFFECTING SUCH STATEMENTS OR INFORMATION, OTHER THAN AS REQUIRED BY APPLICABLE LAW. 
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