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MANAGEMENT’S DISCUSSION AND ANALYSIS for the three and six months ended September 30, 2018 

 
The following discussion (the “MD&A”) of the financial condition and results of the operations of DNI Metals Inc. (“DNI” 
or “the Company”) constitutes management’s review of the factors that affected the Company’s financial and operating 
performance for the period ended September 30, 2018 (“the Period”). This discussion dated November 28, 2018 should 
be read in conjunction with the Company’s Consolidated Financial Statements and related notes for the period. The 
unaudited consolidated financial statements for the Period are prepared in accordance with International Financial 
Reporting Standards (“IFRS”) as discussed below. All amounts are in Canadian dollars unless otherwise noted. DNI 
Metal’s common shares trade on the Canadian Stock Exchange (“CSE”) under the symbol “DNI”.  The Company has 
adopted National Instrument 51-102F1 as the guideline in presenting the MD&A. Additional information about the 
Company and its operations can be obtained from the Company’s website www.dnimetals.com and from 
www.sedar.com.  
 
International Financial Reporting Standards 

 
The unaudited consolidated financial statements reported herein for the period ended September 30, 2018, are 
prepared, as required, in accordance with IFRS as published by the International Accounting Standards Board (“IASB”). 
 
Special Note Regarding Forward-Looking Statements 

 

This document contains forward-looking statements and information under applicable securities laws. Such statements 
and information involve known and unknown risks, uncertainties and other factors that may cause the actual results, 
performance or achievements of DNI to be materially different from any future results, performance or achievements 
expressed or implied by such forward-looking statements or information. Forward-looking information is often identified 
by words such as, but not limited to, "anticipate", "expect", "estimate", "intend", "project", "plan" “might”, “could”, “would”, 
“should” and "believe".  

Forward-looking information in this MD&A includes, without limitation, the following: (i) the geological characteristics of 
the projects; (ii) the potential to discover additional mineralization and to extend the area of mineralization; (iii) the 
potential to raise additional financing; and (iv) the potential to expand and upgrade the resource estimate of the projects. 
Forward-looking information is subject to the risks, uncertainties and other important factors that could cause the 
Company’s actual performance to differ materially from that expressed in or implied by such statements. Such factors 
include, but are not limited to volatility and sensitivity to market metal prices, impact of change in foreign exchange 
rates, interest rates, imprecision in resource estimates, imprecision in opinions on geology, environmental risks 
including increased regulatory burdens, unexpected geological conditions, adverse mining conditions, changes in 
government regulations and policies, including laws and policies; and failure to obtain necessary permits and approvals 
from government authorities, and other development and operating risks. 

The expectations conveyed by the forward-looking statements are based upon information available on the date that 
such statements were made, and there can be no assurance that such expectations will prove to be correct. The reader 
is cautioned not to rely on these forward-looking statements. The Company disclaims any obligation to update these 
forward-looking statements except as required by applicable securities laws. All subsequent forward-looking 
statements, whether written or orally attributable to the Corporation or persons acting on its behalf, are expressly 
qualified in their entirety by these cautionary statements. 

Overview of the Business and Overall Performance  

 

DNI’s current mineral assets comprise the following:  
 

a. a graphite property in Madagascar which was acquired in June 2015, (“Vohitsara”); 
b. a second graphite property in Madagascar which was acquired in July 2017 (“Marofody”); 
c. a royalty interest against future production proceeds from the Cane Springs Property and the Kiewit Project 

Area, Utah; 
d. the Alberta polymetallic black shale SBH Property, comprising metallic & industrial mineral permits that 

comprises a large land position in the Athabasca region, northeast Alberta has been put on hold; and 
e. The Company also retains a carried interest in the Attawapiskat Diamond Property (the “Attawapiskat 

Property”), consisting of a 16-square kilometer land position in the Attawapiskat region, located in the James 
Bay Lowlands in Ontario, adjacent to DeBeers’ Victor diamond mine.  

 
 

http://www.dnimetals.com/
http://www.sedar.com/
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To finance its ongoing operations and acquire new interests in the graphite space, a private placement of units that 
generated gross proceeds of $831,962 was completed in June and July 2015. An additional $500,000 financing was 
completed in May 2016. General and administrative expenses are significantly higher than prior year, due in large to 
the legal costs incurred from the ongoing litigation with Cougar Metals NL, as well as the continued development of the 
Company’s graphite business. During the three months ended June 30, 2017, DNI closed 3 tranches of a financing for 
gross proceeds of $1,456,610. Management continues to pursue new financing opportunities. During the three months 
ended September 30, 2017, DNI closed the first tranche of a financing and the second and final tranches closed October 
6, 2017 for gross proceeds of $2,800,000. During the three months just ended September 30, 2018, over 19 million 
warrants were exercised as part of a repricing offer announced in the press release of June 28, 2018. The final amount 
raised from the exercised warrants was $1,529,312 as announced in press release of August 7, 2018. 
 
 

The following is a summary of the status of the Company’s exploration and evaluation properties and projects:   

Vohitsara Property, Madagascar  

 

On June 12, 2015, the Company completed an agreement to acquire the Vohitsara property in Madagascar that has 
the potential to become a significant graphite producing mine. Preliminary sampling was carried out by the Company 
and indicated a high quality of jumbo and large flake graphite on the property. A development program was commenced 
by DNI on July 15, 2015 which has produced positive sampling results. On March 3, 2016, a technical NI 43-101 report 
was completed on the project and is available at www.sedar.com.  
 
On November 9, 2016 and revised on December 13, 2016, DNI signed an LOI with Cougar Metals NL (“Cougar”), 
whereby Cougar could earn a working interest to participate in an earn in option (“Working Right and Earn In”) to 
develop the Vohitsara property. A definitive agreement or option agreement (“option agreement”) was signed on March 
24, 2017. 
 
In order to maintain the Working Right and Earn In in good standing, Cougar was required to: 

 Pay DNI AUD$200,000 within 10 days of a capital raise of at least AUD $500,000 or by March 31, 2017 
whichever is earlier; and 

 Unless Cougar had withdrawn from the Agreement by April 12, 2017, pay DNI US$150,000 by June 7, 2017 
as full and final settlement for the acquisition of the Property by DNIM and the removal of the Robert Barnes 
Lien from the Property (paid); and 

 Pay DNI AUD$11,000 plus expenses per month from March 31, 2017 to June 30, 2017 representing payment 
for the main focus of the DNI Madagascar team to assist Cougar’s Earn-In into the project. Any additional 
workers hired by the DNI Madagascar team as needed for development on the NI 43-101 compliant mineral 
resource report and/or PEA, shall be billed by DNI to Cougar separately. 

 After several extensions and despite best efforts to work with Cougar Metals on the Earn In Agreement, DNI 
determined that Cougar failed to fulfill the requirements of the Agreement and as reported in DNI’s press 
release of December 8, 2017. DNI terminated the Option Agreement with Cougar as a result of Cougar’s 
failure to pay certain payments under Option Agreement; 

 DNI received a request for arbitration from Cougar pursuant to the Option Agreement; and the arbitration was 

to take place the week of September 24, 2018 and during the quarter just ended. 

 The matter was set to go to arbitration, however, on September 24, 2018 the Company announced that it 
had signed an agreement (Settlement) with Cougar Metals NL. The Settlement brought the planned 
arbitration to an end and the details of the Settlement are as follows. 

 DNI will pay to Cougar: 1. eight quarterly payments of C$250,000, starting 6 months from the settlement 
date or 14 days after DNI’s next successful financing; and 2. two additional payments of C$250,000 will be 
made in addition to the third and fourth quarterly payments mentioned above. In addition, no security over 
the Vohitsara property was granted to Cougar. However, if DNI sells an interest in the Vohitsara property of 
more than 50%, up to C$1 million of the net proceeds of sale will be paid towards the balance owing to 
Cougar. In that event, if there is still additional monies owing to Cougar, DNI will skip the next two 
C$250,000 payments. The Settlement includes confidentiality obligations on both parties. The full amount of 
C$2,500,000 has been recorded as a liability in the Companies Financials as at September 30, 2018, in two 
parts. The amount of C$1,283,722 has been recorded as a legal settlement expense in the Statement of 
Loss and the amount C$1,216,278 has been recorded in Balance Sheet as Exploration and Evaluation 
assets for the Vohitsara property, representing the hard dollars spent by Cougar Metals NL on the project 
previously unrecorded by the Company. 

 
 

http://www.sedar.com/
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 Also as a part of the above Settlement with Cougar the Company reached agreement to settle the Superior 
Court Action brought against the Company Directors by Randal Swick and Amarildo Moura for a one-time 
payment of C$50,000 within ninety days of the agreement dated September 24, 2018. This amount has 
been recorded as a liability in the Companies Financials as at September 30, 2018 as legal settlement 
expense in the Statement of Loss. 

 The Settlement brought the arbitration with Cougar to an end and provided needed certainty to the Company 
and its shareholders. 
 

Marofody Property Madagascar 

 
On July 26, 2017, the Company entered into a non-binding agreement (“LOI”) to acquire a second property in 
Madagascar called the Marofody graphite property. The purchase price for Marofody was $2,114,294 (U$1,650,000) 
cash, payable as follows: 

1. $128,139 (US$100,000), upon signing the LOI on July 24, 2017 
2. $704,765 (US$550,000) was paid on September 25, 2017 
3. $1,281,390 (US$1,000,000) was paid on October 23, 2017 

 
DNI has completed the purchase of the Marofody property and formed a new subsidiary to hold the mining claims, 
named DNIM Holdings No. 1 SARL. As of the date of the MD&A, the mining claims PE 8904 have been transfered from 
the seller name to DNI’s subsidiary name. 
 
Detailed descriptions of the Company’s work activities on the Madagascar property are available on www.sedar.com. 

Clifton Gold Hill Royalty, Utah  

 

DNI established a joint venture in 2002 with Clifton Mining Company Ltd. and affiliate Woodman Mining Company to 

explore mineral properties throughout the Clifton-Gold Hill Mining District under DNI’s operatorship. DNI actively 

explored the Utah Properties from 2002 to 2008. In July 2009 DNI concluded the sale of all of its rights and interests in 

the Utah Properties to Clifton Mining Company for US$255,000 and a 0.5% net smelter return royalty against future 

production proceeds from the Cane Springs Property and from 21 of the claims optioned from IMM Dworkin. On October 

10, 2014, Clifton announced that that production had begun at Kiewit, and the Company received its first royalty 

payment in February 2015. Royalty payments are being recorded by DNI when received. 

 

SBH Property, Alberta  

 

The Company’s 100% undivided direct interest in 21 metallic and industrial mineral permits, over 1,218 square 
kilometers located in the Athabasca region gives DNI the exclusive right to explore for metallic and industrial minerals 
for a fourteen-year term subject to traditional bi-annual assessment work performance requirements. Assembly and 
acquisition of the Property commenced in late 2007 and it has since been periodically expanded or modified to retain 
strategic portions. Through ongoing rationalization of the land position, remote lower priority permits were allowed to 
lapse in March 2014 to focus future work on the eastern parts of the property wherein the polymetallic black shale 
Buckton Deposit, the Buckton South resource and the Asphalt Zone are located, while additional adjoining permits 
were acquired in April to secure new fracsand targets. DNI concluded filing of assessment reports in October 2014 and 
applied approximately $4.3 million of related exploration expenditures accumulated during the past two years to secure 
permit renewal anniversaries ranging from 2020 to 2022.  
  

The SBH Property overlies three near-surface, flat lying, black shale formations which are locally enriched in 
recoverable Base Metals, Uranium, Specialty Metals (eg: Li,Sc,Th) and Rare Earth Elements (REE). All of the foregoing 
minerals are recoverable by bulk leaching as demonstrated by DNI’s extensive test work following a number of drill 
programs which have been carried out since 2008. While none of the metals occur in the shales in sufficiently high 
concentrations to be a “pay” metal by itself, the metals collectively represent sufficient in-situ value on a combined basis 
to place the shales within reach of economic viability as shown by the PEA as a long term source of metals given that 
the metals can be collectively extracted/recovered from the shales, and especially when considering the low operating 
costs afforded to bulk mining and bulk treatment operations of similar unconsolidated material in the region (eg. nearby 
oil sands mining) and black shale mining operations elsewhere in the world.   
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The PEA, which was filed on January 17, 2014 and is available at www.sedar.com, reported positive economics for the 
4.5 billion tonne Buckton mineable mineral resource extending over 21.9 km2 containing Ni-U-Zn-Cu-Co-REE-Y. The 
Buckton PEA outlines a conceptual mining and metals recovery scenario relying on the NI 43-101 mineral resource 
estimate for the Buckton Deposit per the Updated and Expanded Buckton Mineral Resource Study announced on 
August 27, 2013. The PEA relates to mining and processing operations for the production of Ni-U-Zn-Cu-Co and Rare 
Earth Elements (REE) including Yttrium. The PEA also demonstrated that the Buckton Deposit has the potential to be 
a significant supplier of Uranium, Scandium, and REE. The PEA also identified a number of key opportunities that can 
significantly enhance economics through strategic cost reductions and/or revenue enhancements, some of which can 
be achieved with minimal additional test work. 
 
The Company has written the property value of the SBH to zero and is currently working on an opportunity to sell part 
of the SBH Property.    
 
 Attawapiskat Property, Ontario  
  

The Company continues to retain its interest in the Attawapiskat Property although its accumulated expenditures on 
the property were written off as at March 31, 2012.  No further expenditures are being incurred by DNI due to the lack 
of definitive metrics on which to base a value on the Company’s interest. The property has been explored for diamonds, 
at no cost to DNI by Kel-Ex Development Ltd, pursuant to a January 27, 2003 option agreement. In June 2010, a drill 
program was commenced by Kel-Ex, however no results have been announced and there has been no further work on 
the property by Kel-Ex.  

Other Properties:  

 

DNI holds a 50% interest in a handful of fractional claims located approximately 5 km to the east of the Louvicourt Mine 
in Val-d’Or, Quebec and certain patented claims in the Red Lake Gold District, Ontario. As these claims are not being 
actively explored by the Company, management decided to write off its accumulated expenditures as of March 31, 
2012, while continuing to retain its interest in the claims.  
 
Results of Operations and Selected Period Information                                            

 

 
 
 
General and administrative expenses for the quarter ended September 30, 2018 were $850,403, compared to $358,676 
for the comparative period last year. The increase reflects the significant costs incurred to prepare for the arbitration 
with Cougar Metals, as well as the ongoing efforts to develop the graphite properties and execute the business plans. 
 
 
 
 
 
 
 
 

2018 2017 2018 2017

 $ $ $ $

Revenues                     -                       -                       -           251,310 

Net and comprehensive income (loss)    (2,557,030)        (904,938)    (3,139,740)        (942,523)

Net income (loss) per share basic and diluted               (0.03)               (0.02)               (0.03)               (0.02)

Total assets      5,865,952      3,660,939      5,865,952      3,660,939 

Total Liabilities      3,826,754         753,690      3,826,754         753,690 

Working capital (deficit)    (2,151,302)         719,643    (2,151,302)         719,643 

September 30, September 30,

Three Months Six months
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The major components of general and administrative expenses are as follows: 

 
    

Professional fees and salaries were $82,156 in the current period, compared to $73,281 for the same period last year. 
Management’s efforts to enter the graphite space and promote this new strategy is reflected in the ongoing investor 
relations, increased travel costs and other expenses.  The Company also saw a significant increase to legal expenses, 
with $644,686 incurred during the period due almost entirely to the litigation with Cougar Metals NL. The matter was 
settled prior to the Arbitration and resulted with the charges as stated above in the overview. 
 
Aggregate expenditures on exploration and evaluation properties during the six month period were $1,463,168 
compared with $811,576 for the same period in 2017. This current year aggregate expenditure now includes all Cougar 
Metals earn-in monies received per the settlement with Cougar Metals. These monies previously reduced DNI Metals 
expenditures on the assets per proper accounting treatment at that time, now proper accounting treatment after the 
settlement allows the Company to capitalize the portion of the settlement up to the amount that Cougar Metals spent 
advancing the Company’s graphite business in Madagascar on the Vohitsara property.   
 
Changes in the carrying value of Exploration and Evaluation Properties are detailed below: 
 

 

March 31, 2018 

 
Transactions Sept. 30, 2018 

 $ $ $ 
Madagascar, 
Vohitsara    
  Acquisition 1,142,853 - 1,142,853 
  Exploration 809,597 1,395,727 2,205,324 
Marafody    
  Acquisition 2,114,294 - 2,114,294 
  Exploration 19,498 67,441 86,939 
    

 4,086,242 1,463,168 5,549,410 

 
Capital Resources, Capital Expenditures and Liquidity 

 
At September 30, 2018, the Company had negative working capital of $2,151,302 compared with a positive working 
capital of $719,643 at September 30, 2017. There will be additional capital raising required by the Company to maintain 
its ongoing operations and to continue to pursue the development of its Madagascar properties and graphite business. 
Management continues to pursue opportunities to fund the development of its graphite properties, while recognising 
the difficult conditions that currently exist in capital markets. 
 
 
 
 
 
 
 
 

2018 2017 2018 2017

Professional fees and salaries  $             82,156  $             73,281  $           150,782  $           118,281 

Regulatory costs                    9,180                    3,029                 18,611                    7,946 

Legal, audit and accounting               644,686                 59,958            1,038,829                 37,145 

Investor relations                 56,326                 41,684               110,268               151,019 

Travel and accommodations                 37,027                 10,103                 69,677                 15,101 

Office rent                    1,750                    6,000                    5,250                 12,000 

Communications                    1,817                           -                      3,688                           -   

Office supplies                    8,016                 18,879                 10,018                 34,724 

Other expenses                    9,445               145,742                 25,051               155,845 

 $           850,403  $           358,676  $       1,432,174  $           532,061 

                Three Months                 Nine months

                 September 30,                   September 30,
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Outstanding Common Share Data 
 

Issued and outstanding common shares 
 

  Number 

Balance, March 31, 2018  100,632,580 
   
Options exercised  250,000 
Shares issued for debt settlement                         699,419 
Warrants exercised  19,116,404 

Balance, November 28, 2018  120,698,403 

   
 
In July and August, during the period ended September 30, 2018, the Company issued 699,419 common shares to 
settle accounts payable totaling $57,888.  
 
Also in July and August, during the period ended September 30, 2018 the Company issued 19,116,404 common shares 
for exercised warrants for total gross proceeds of $1,529,312 as announced on August 7, 2018. 
 
Options 
 

The Company has a Stock Option Plan under which options can be granted up to 10% of issued common shares. At 
November 28, 2018, the Company had stock options outstanding as follows: 
 

Date of grant Stock options Exercise price Expiry date 

  $  
February 19, 2015 350,000 0.09 Feb 19, 2020 
June 2, 2016 1,500,000 0.06 Jun   2, 2021 
August 29, 2017 3,500,000 0.15 Aug 29, 2022 
August 3, 2018 5,250,000 0.08 Aug   3, 2023 

 10,600,000    

 
During the quarter ended September 30, 2018 the Company granted 5,250,000 options to directors and officers of the 
company exercisable at $0.08 per share and recorded them using the Black Scholes model for a total of $346,319 
charged to share based compensation. 

Warrants 

 

At November 28, 2018, common share purchase warrants were outstanding are as follows: 
 

Expiry Date  Warrants Exercise price 

   $ 
November 4, 2018  4,872,052 0.10 
November 30, 2018  1,829,826 0.10 
December 8, 2018  586,052 0.10 
March 29, 2019  11,746,595 0.16 
March 29, 2019  810,970 0.08 
April 6, 2019  9,784,890 0.16 
April 6, 2019   412,250 0.08 
July 9, 2023  3,045,000 0.20 
July 16, 2023  6,707,065 0.20 
July 27, 2023  6,185,985 0.20 
August 3, 2023  3,178,354 0.20 

Balance August 29, 2018  49,159,039  
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Related Party Transactions  

 
Related parties include the Board of Directors and officers and enterprises that are controlled by these individuals. 
Compensation paid to the Company’s executives for the period ended September 30, 2018 and 2017 consisted of the 
following: 

 
 
During the three and six months ended September 30, 2018, the Company incurred $75,000 (2017 - $57,500) and $ 
137,000 (2017 - $118,281) for management and financial services provided by the Chief Executive Officer, the Chief 
Financial Officer and certain current or former directors.  
 
Amounts included in accounts payable as at September 30, June 30 and March 31, 2018 was as follows: 

 
 
Accounts payable amounts are unsecured, non-interest bearing, and have no fixed terms of repayment. 
 
 
Off-Balance Sheet Arrangements 
 

The Company does not have any off-balance sheet arrangements. 
 
Summary of Quarterly Results 
 

 Sep. 30, 2018 Jun. 30, 2018 Mar. 31, 2018 Dec. 31, 2017 

 $ $ $ $ 
Revenue - - 87,992 - 
Net loss for the period 2,557,030 595,096 300,186 464,632 
Net loss per share 0.03 0.01 0.01 0.01 
     
     

 Sep. 30, 2017 Jun. 30, 2017 Mar. 31, 2017 Dec. 31, 2016 
 $ $ $ $ 
Revenue - 251,310 28,005 - 
Net loss for the period 904,938 37,585 3,015,900 4,139,291 
Net loss per share 0.02 0.00 0.08 0.11 
      

 
 

 
 
 
 
 
 
 
 
 
 

2018 2017 2018 2017

Professional fees 75,000$    57,500$    137,000$  118,281$  

Administrative expenses 15,000      6,000         45,000      12,000      

90,000$    63,500$    182,000$  130,281$  

         Three Months          Six months

         September 30,            September 30,

Sep-30 Jun-30 Mar-31

2018 2018 2018

Professional fees 40,492$    164,651$  114,650$  

Reimbursable expenses 16,178      36,808      37,946      

56,670$    201,459$  152,596$  
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Risk Factors 
 

The nature of the Company's business involves certain inherent risks, which include the following 
 
a)   Funding Requirements 
 

In order to continue advancing its projects toward full development, the Company will require additional financing. While 
the Company has been able to rely on its ability to obtain financing in public or privately negotiated equity offerings, 
there is no assurance that such financing will be available when required, or under terms that are favorable to the 
Company. The Company may also pursue other options such as the exploration and development of mineral properties 
through joint-venture participation. 
 
b)   Exploration and Mining Risks 

The Company has not identified any mineral reserves on the Madagascar Graphite Project. Only those mineral 
deposits that the Company can economically and legally extract or produce, based on a comprehensive evaluation 
of cost, grade, recovery and other factors, are considered mineral reserves. A resource estimate does not constitute 
an economic assessment and no assurance can be given that any particular level of recovery of gold or other 
minerals from mineralized material will in fact be realized or that an identified mineralized deposit will ever qualify 
as a commercially mineable (or viable) reserve. No assurance can be given that any level of recovery of any mineral 
resources will be realized or that any identified mineral deposit will ever qualify as a commercially mineable ore 
body that can be legally and economically exploited. 

General resource exploration risk 

The resource exploration industry is an inherently risky business with significant capital expenditures and volatile 
metals markets. The marketability of any minerals discovered may be affected by numerous factors that are beyond 
the Company’s control and which cannot be predicted, such as market fluctuations, mineral markets and processing 
equipment, and changes to government regulations, including those relating to royalties, allowable production, 
importing and exporting of minerals and environmental protection.  

Reliability of mineral resource estimates 

Mineral resources are estimates only, and no assurance can be given that the anticipated tonnages and grades will 
be achieved or that the indicated level of recovery will be realized. Mineral resource estimates may be materially 
affected by environmental, permitting, legal, title, taxation, socio-political, marketing and other relevant issues. 
There are numerous uncertainties inherent in estimating mineral resources, including many factors beyond the 
Company's control. Such estimation is a subjective process, and the accuracy of any mineral resource estimate is 
a function of the quantity and quality of available data, the nature of the mineralized body and of the assumptions 
made and judgments used in engineering and geological interpretation. These estimates may require adjustments 
or downward revisions based upon further exploration or development work or actual production experience. 
Fluctuations in metal prices, results of drilling, metallurgical testing and production, the evaluation of mine plans 
after the date of any estimate, permitting requirements or unforeseen technical or operational difficulties, may 
require revision of mineral resource estimates. Mineral resources should not be interpreted as assurances of mine 
life or of the profitability of future operations. Any material reductions in estimates of mineral resources could have 
a material adverse effect on the Company's results of operations and financial condition. 

 
c)   Titles to Property 

While the Company has diligently investigated title to the properties in which it has interest, and to the best of its 
knowledge, title to those properties are in good standing, this should not be construed as a guarantee of title. The 
properties may be subject to prior unregistered agreements or transfer, or native or government land claims, and title 
may be affected by undetected defects. 
 
d)   Permits and Licenses 

The operations of the Company require licenses and permits from various governmental authorities. The Company will 
use its best efforts to obtain all necessary licenses and permits to carry on the activities which it intends to conduct, 
and it intends to comply in all material respects with the terms of such licenses and permits. However, there can be no 
guarantee that the Company will be able to obtain and maintain, at all times, all necessary licenses and permits required 
to undertake its proposed exploration and development, or to place its property into commercial production and to 
operate mining facilities thereon.  
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Risk Factors (continued) 
 
e)   Metal Prices 

The development of the Company's properties is dependent on the future prices of minerals and metals. As well, should 
any of the Company's properties eventually enter commercial production, the Company's profitability will be significantly 
affected by changes in the market prices of minerals and metals. Precious metals prices are subject to volatile price 
movements, which can be material and occur over short periods of time and which are affected by numerous factors, 
all of which are beyond the Company's control. Such factors include, but are not limited to, interest and exchange rates, 
inflation or deflation, fluctuations in the value of the U.S. dollar and foreign currencies, global and regional supply and 
demand, speculative trading, the costs of and levels of precious metals production, and political and economic 
conditions. Such external economic factors are in turn influenced by changes in international investment patterns, 
monetary systems, the strength of and confidence in the U.S. dollar (the currency in which the prices of precious metals 
are generally quoted), and political developments. The effect of these factors on the prices of precious metals, and 
therefore the economic viability of any of the Company's exploration projects, cannot be accurately determined. The 
prices of commodities have historically fluctuated widely, and future price declines could cause the development of 
(and any future commercial production from) the Company's property to be impracticable or uneconomical. 

f)   Competition 

The Company competes with other mining companies in the recruitment and retention of qualified managerial and 
technical employees, for supplies and equipment, as well as for capital. As a result of this competition in the mining 
industry, some of which is with large established mining companies with substantial capabilities and with greater 
financial and technical resources than ours, we may be unable to effectively develop and operate the Madagascar 
Graphite Project or obtain financing on terms we consider acceptable. 
 
g)   Environmental Regulations 

All phases of the Company’s operations are subject to extensive environmental regulations. These regulations 
mandate, among other things, the maintenance of air and water quality standards and land reclamation, provide for 
restrictions and prohibitions on spills, releases or emissions of various substances produced in association with certain 
mining industry activities and operations. They also set forth limitations on the generation, transportation, storage and 
disposal of hazardous waste. A breach of these regulations may result in the imposition of fines and penalties. In 
addition, certain types of mining operations require the submission and approval of environmental impact assessments. 
Environmental legislation is evolving in a manner which will require stricter standards and enforcement, increased fines 
and penalties for non-compliance, more stringent environmental assessments of proposed projects and a heightened 
degree of responsibility for companies and their officers, directors and employees. The cost of compliance with changes 
in governmental regulations has a potential to reduce the viability or profitability of operations. Environmental hazards 
may exist on the properties in which the Company holds its interests or on properties that will be acquired which are 
unknown to the Company at present and which have been caused by previous or existing owners or operators of those 
properties.  

h)   Conflicts of Interest 

Certain officers and/or directors are also officers, or directors, or shareholders of other companies that are similarly 
engaged in the business of acquiring, developing and exploiting natural resource properties. Such associations may 
give rise to conflicts of interest from time to time. The officers and directors of the Company, by law, are required to 
disclose any interest that they may have in any project or opportunity of the Company and to act honestly and in good 
faith with a view to the best interests of the Company. If a conflict of interest arises either within management or at a 
meeting of the board of directors, any officer or director in a conflict will disclose his interest and abstain from acting on 
or voting on such matter. 

i)   Stage of Development 

The Company's properties are in the exploration stage and to date none of them have a proven ore body.  The Company 
does not have a history of earnings or the provision of return on investment, and in future there is no assurance that it 
will produce revenue, operate profitably or provide a return on investment. 
 
j)   Industry Conditions 

Mining and milling operations are subject to government regulations.  Operations may be affected in varying degrees 
by government regulations such as restrictions on production, price controls, tax increases, expropriation of property, 
pollution controls or changes in conditions under which minerals may be mined, milled or marketed.  The marketability 
of minerals may be affected by numerous factors beyond the control of the Company, such as government regulations.  
The effect of these factors cannot be accurately determined.  
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Risk Factors (continued) 

 
k)   Uninsured Hazards 

Mineral property operations generally involve a high degree of risk. Exploration, development and production operations 
on mineral properties involve numerous risks, including but not limited to unexpected or unusual geological operating 
conditions, seismic activity, rock bursts, cave-ins, fires, floods, landslides, earthquakes and other environmental 
occurrences, risks relating to the shipment of precious metal concentrates or ore bars, and political and social instability, 
any of which could result in damage to, or destruction of, the mine and other producing facilities, damage to life or 
property, environmental damage and possible legal liability. Although the Company believes that appropriate 
precautions to mitigate these risks are being taken, operations are subject to hazards such as equipment failure or 
failure of structures, which may result in environmental pollution and consequent liability. It is not always possible to 
obtain insurance against all such risks and the Company may decide not to insure against certain risks because of high 
premiums or other reasons. Should such liabilities arise, they could reduce or eliminate the Company's future 
profitability and result in increasing costs and a decline in the value of its common shares. While the Company may 
obtain insurance against certain risks in such amounts as it considers adequate, the nature of these risks is such that 
liabilities could exceed policy limits or be excluded from coverage. The potential costs that could be associated with 
any liabilities not covered by insurance or in excess of insurance coverage may cause substantial delays and require 
significant capital outlays, thereby adversely affecting the Company's business and financial condition.  

l)   Key Employees 

Management of the Company rests on two officers and members of the Board of Directors, the loss of any of whom 
could have a detrimental effect on its operations. The development of the Company’s business is and will continue to 
be dependent on its ability to attract and retain highly qualified management and mining personnel. The Company faces 
competition for personnel from other employers. 

m)   Canada Revenue Agency 

No assurance can be made that Canada Revenue Agency will agree with the Company's characterization of 
expenditures as Canadian exploration expenses or Canadian development expense or the eligibility of such expenses 
as Canadian exploration expense under the Income Tax Act (Canada). 
 
n)    Governmental Regulation 

Regulatory standards continue to change, making the review process longer, more complex and therefore more 
expensive. Exploration on the Company’s properties is affected by government regulations relating to such matters as 
environmental protection, health, safety and labour, mining law reform, restrictions on production, price control, tax 
increases, maintenance of claims, and tenure. There is no assurance that future changes in such regulations would 
not result in additional expenses and capital expenditures, decreasing availability of capital, increased competition, 
reserve uncertainty, title risks, and delays in operations. The Company relies on the expertise and commitment of its 
management team, advisors, employees and contractors to ensure compliance with current laws.  

New and revised standards  

(“IAS 39”). IFRS 9 uses a single approach to determine whether a financial asset is measured at amortized cost or fair 
value, replacing the multiple rules in IAS 39. The approach in IFRS 9 is based on how an entity manages its financial 
instruments in the context of its business model and the contractual cash flow characteristics of the financial assets. 
Most of the requirements in IAS 39 for classification and measurement of financial liabilities were carried forward 
unchanged to IFRS 9, except that an entity choosing to measure a financial liability at fair value will present the portion 
of any change in its fair value due to changes in the entity’s own credit risk in other comprehensive income, rather than 
within profit or loss. The new standard also requires a single impairment method to be used, replacing the multiple 
impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2018.   
 
IFRS 15 - Revenue from Contracts with Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, IAS 11 - 
Construction contracts, and some revenue-related interpretations. The standard contains a single model that applies 
to contracts with customers and two approaches to recognizing revenue: at a point in time or over time. The model 
features a contract-based five-step analysis of transactions to determine whether, how much and when revenue is 
recognized. New estimates and judgmental thresholds have been introduced, which may affect the amount and/or 
timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or after January 1, 2018. 
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New and revised standards (continued) 

 
IFRS 16 – Leases (“IFRS 16”) was issued in January 2016 and replaces IAS 17 – Leases as well as some lease related 
interpretations. With certain exceptions for leases under twelve months in length or for assets of low value, IFRS 16 
states that upon lease commencement a lessee recognises a right-of-use asset and a lease liability.  The right-of-use 
asset is initially measured at the amount of the liability plus any initial direct costs.  After lease commencement, the 
lessee shall measure the right-of-use asset at cost less accumulated depreciation and accumulated impairment. A 
lessee shall either apply IFRS 16 with full retrospective effect or alternatively not restate comparative information but 
recognise the cumulative effect of initially applying IFRS 16 as an adjustment to opening equity at the date of initial 
application. IFRS 16 requires that lessors classify each lease as an operating lease or a finance lease.  A lease is 
classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership of an underlying 
asset.  Otherwise it is an operating lease.  IFRS 16 is effective for annual periods beginning on or after January 1, 
2019. Earlier adoption is permitted if IFRS 15 has also been applied. 
 
IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in December 2016 and 
addresses foreign currency transactions or parts of transactions where there is consideration that is denominated in a 
foreign currency; a prepaid asset or deferred income liability is recognised in respect of that consideration, in advance 
of the recognition of the related asset, expense or income; and the prepaid asset or deferred income liability is non-
monetary.  The interpretation committee concluded that the date of the transaction, for purposes of determining the 
exchange rate, is the date of initial recognition of the non-monetary prepaid asset or deferred income liability. IFRIC 22 
is effective for annual periods beginning on or after January 1, 2018.  

Management has not yet considered the impact of the adoption of these standards.  
 

Critical Accounting Estimates 
 

The preparation of consolidated financial statements in conformity with IFRS requires the Company’s management to 
make judgments, estimates and assumptions about future events that affect the amounts reported in the consolidated 
financial statements and related notes to the consolidated financial statements.  Although these estimates are based 
on management’s best knowledge of the amount, event or actions, actual results may differ from those estimates and 
these differences could be material 
 
At September 30, 2018, the Company's financial instruments consisted primarily of cash, certain receivables, and 
accounts payable and accrued liabilities. It is management's opinion that the Company is not exposed to significant 
interest, currency or credit risks arising from these financial instruments. The Company estimates that the fair value of 
these financial instruments approximates the carrying values. 
 
Financial Instruments  

The principle business of the Company involves the payment of its obligations in cash as they become due. DNI does 
not maintain a hedge book related to its mineral properties or against the US currency or Malagasy Ariary transactions 
that it incurs. 
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New and revised standards (continued) 

 
a)   Fair Value 

IFRS require that the Company disclose information about the fair value of its financial assets and liabilities.  Fair value 
estimates are made at the statement of financial position date, based on relevant market information and information 
about the financial instrument.  These estimates are subjective in nature and involve uncertainties in significant matters 
of judgment and therefore cannot be determined with precision.  Changes in assumptions could significantly affect 
these estimates. The Company has designated its cash and other receivables as loans and receivables, which are 
measured at amortized cost. Cash equivalents are classified as fair value through profit or loss, which are measure at 
fair value. Accounts payable and accrued liabilities are classified as other financial liabilities, which are measured at 
amortized cost. The carrying amounts for other receivables, and accounts payable and accrued liabilities on the 
statement of financial position approximate fair value because of the limited terms of these instruments.  The fair value 
of the marketable securities is equivalent to the market value based on the closing price. In accordance with IFRS, the 
Company has classified fair value measurements using a fair value hierarchy that reflects the significance of the inputs 
used in making the measurements. The fair value hierarchy has the following levels: (a) quoted prices (unadjusted) in 
active markets for identical assets or liabilities (Level 1); (b) inputs other than quoted prices included in Level 1 that are 
observable for the asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices) (Level 2); and 
(c) inputs for the asset or liability that are not based on observable market data (unobservable inputs) (Level 3). At 
September 30, 2018 and 2017, the Company’s had no financial instruments that were carried at fair value. 
 
b)   Foreign Exchange Risk 

Some of the Company's expenses are incurred in U.S. dollars and Malagasy Ariary and therefore subject to gains or 
losses due to fluctuations in this currency. 
 
c)   Interest Rate Risk 

The Company has no interest-bearing borrowings for which general rate fluctuations apply. 
 
d)   Commodity Price Risk 

The future profitability of the Company is directly related to the market price of certain mineral resources. 
 
 

On behalf of the Board of Directors 
 

November 28, 2018 Daniel J. Weir 
Toronto, Ontario President  & CEO 

 


