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OPERATOR: Good morning. My name is Andrea and I will be your conference operator today. At this time, I would like to welcome everyone to the Magma Energy Corp. second quarter results conference call. 

All lines have been placed on mute to prevent any background noise. After the speakers’ remarks there will be a question-and-answer session. If you would like to ask a question during this time, simply press * then the number 1 on your telephone keypad. If you would like to withdraw your question, press the # key. Thank you. 

I would now like to turn the meeting over to Mr. Ross Beaty, Chairman and Chief Executive Officer of Magma Energy Corp. Mr. Beaty, you may begin your conference.

ROSS BEATY (Chairman and Chief Executive Officer, Magma Energy Corp.): Thanks very much, Operator, and good morning, ladies and gentlemen. Thank you very much for attending today’s conference call that will discuss Magma Energy’s second quarter financial and operating results for the period ended December 31st, 2010. 

I’m really very happy also to welcome all of our, Magma’s wonderful senior team who will be joining me on the call and available to answer questions. With me in Vancouver are Annette Cusworth, our CFO; Andrea Zaradic, our Vice President, Operations and Projects; Cathy Hickson, our Vice President of Exploration. And I’m very happy also to welcome Anders Kruus, who will be replacing Alison Thompson who also happens to be here today. She’s going to be departing for a while on maternity leave, and we’re happy to have Anders take her role while she’s away. 

And on the phone from Nevada, our country manager in the U.S., from Reno, Monte Morrison; and from Iceland the Chairman of HS Orka and our own Icelandic country manager, Ásgeir Margeirsson. Very happy to welcome all of them to the call and hope they can be of some help if we have questions, specific questions for any of them.

As always, we have been very busy during the quarter, and we’ve made solid progress on a number of our major projects that we’ll talk about here today. We have three main platforms in our operations today: Nevada, Chile and Iceland. And we were very active in all of these during the second quarter, while also working to add some new areas of geothermal exploration and development to our portfolio. 

In Nevada, our work in Q2 focused on completing phase 1 at our Soda Lake expansion project and on continuing regional exploration on our large land holdings in the state. In Chile we successfully wrapped up the slim-hole drilling program at Maule and began planning the large-diameter drilling program that we hope to begin later this year, while also doing the detailed work necessary to seek a partner to fund the next phase of work at Maule. And we also did some early-stage exploration on our other exploration assets there, as Cathy will describe.

In Iceland, we completed purchase of a 98.5-per-cent interest in HS Orka and began talks with some pension funds interested in acquiring a minority stake, which remain active. We experienced more political noise in Iceland earlier this year, but this is largely settled now, and we hope it will not resurface.

And with this preamble, I’ll ask our CFO, Annette Cusworth, to give you the financial highlights of the second quarter. Annette?

ANNETTE CUSWORTH (Chief Financial Officer, Magma Energy Corp.): Thanks, Ross.

Magma’s EBITDA for the quarter was $6.2 million, significantly improved from the $3 million EBITDA loss for the same period last year, and slightly higher than the 5.9 million EBITDA reported for last quarter. Earnings were negatively impacted by a number of non-cash charges resulting in a net loss for the quarter of 9.1 million, or $0.03 per share compared to a loss of $5.2 million, or a loss of $0.02 per share for the same quarter last year. These financial results include the consolidation of HS Orka for the full quarter following Magma’s acquisition of control on August 17th, 2010. 

Revenues in the quarter from energy sales totalled 18.8 million compared to 1.4 million in the same period last year. Our Soda Lake operation contributed revenues of $1.7 million of which $0.4 million relates to the sale of energy credits. HS Orka contributed $17.1 million of revenues for the current quarter, which includes $0.9 million of amortization of the below-market contracts recorded on the acquisition of HS Orka. HS Orka’s revenues of $6.2 million, excluding the amortization of below-market contracts, are approximately 15 per cent higher than in the first quarter of this year. Approximately 46 per cent of HS Orka’s revenues are sold under PPAs with prices indexed to the price of aluminum, resulting in higher revenues as aluminum prices increase. The average aluminum price for the three months ended December 31st was $2,368 per tonne versus $2,107 per tonne for the first quarter of this year, according to the London Metal Exchange. 

The primary reasons for the net loss of 9.1 million are: gross profit from operations of 5.5 million compared to $0.3 million for the same period last year. Gross profit was offset by operating expenses of 3.4 million compared to 1.8 million for the same period last year. The increase of $1.6 million is due primarily to an increase in general and administrative costs of 1.5 million related to the inclusion of HS Orka for the full quarter. Also included, a non-cash loss on the change in fair value of long-term debt of $2.2 million, reflecting the change in future aluminum prices, changes in interest rates, and the first interest payment that was deferred and added to the principal value of the loan. Also included, a non-cash loss on the change in fair value of derivatives of $3.6 million related to the change in future value of aluminum prices, and interest in other financing costs of $3.8 million and income tax expense of $1.8 million. 

Income tax expense in the quarter includes approximately $3.2 million of non-cash expense related to an increase in the future income tax liabilities to reflect the tax rate increasing in Iceland from 18 per cent to 20 per cent effective January 1st, 2011. 

Magma ended the quarter with $20.3 million in cash compared to 46.2 million at September 30th, 2010. The decrease of 26 million was due primarily to a reclassification of 28.3 million of cash to restricted cash. The restricted cash is held in respect of a funded letter of credit for security of a short-term loan obtained in Iceland to pay the final payment for HS Orka of $26.9 million. Also included, debt repayments in HS Orka of $3.9 million and exploration expenditures of $4.6 million. This was offset by new borrowings of $36.1 million, which includes 8.5 million of additional borrowings on the credit facility from our chairman and $27.6 million for a short-term loan to fund the final payment for HS Orka, and the effects of foreign currency on cash of $1.6 million.

Magma ended the quarter with working capital of $7.4 million and long-term debt of $284.4 million. Ross?

ROSS BEATY: Thank you very much, Annette.

Now, I’d like to turn to our outgoing VP of Operations and Projects, Andrea Zaradic, for a review of the operational highlights of the second quarter. Andrea?

ANDREA ZARADIC (Vice President, Operations and Projects, Magma Energy Corp.): Thank you, Ross. First, I’ll start off by giving an update on our operations and development in Iceland, and then move on to the U.S. 

Icelandic operations for the first half of the 2011 fiscal year, July to December, both the Svartsengi and Reykjanes power plants performed as expected. Svartsengi produced 214 gigawatt/hours versus a budget of 224 gigawatt/hours or 96 per cent of budget while the Reykjanes power plant produced 429 gigawatt/hours versus a budget of 431, or 99 per cent of budget. 

For the 2010 calendar year ending December 31st, 2010 Svartsengi produced 442 gigawatt/hours, or 97 per cent of budget while Reykjanes produced 839 gigawatt/hours, or 100 per cent of budget. Both plants on a combined basis achieved 99 per cent of expected production. 

For the third quarter of fiscal 2011, January, February, March, Svartsengi is budgeted to produce 115 gigawatt/hours and is currently tracking to 100 per cent of that budget, while Reykjanes is expected to produce 210 gigawatt/hours, and is currently tracking to 99 per cent of that budget. 

On a calendar basis for 2011, Svartsengi is budgeted to produce 460 gigawatt/hours while Reykjanes is budgeted to produce 798 gigawatt/hours. 

No major maintenance or shutdowns occurred during the Q2 period and none are scheduled for Q3. We are happy to report that all is as expected and scheduled for both power plant operations. 

Now onto the Reykjanes 50-megawatt expansion project. Testing of well 29 commenced on October 4th and is now more or less complete. The well has demonstrated viability as a commercial injector and has supported the belief that the geothermal reservoir is larger than originally believed. Discussions are ongoing with the National Energy Authority, Orkustofnun, pertaining to the operating permit for both the 50- and 30-megawatt expansions. 

The project capital costs were recently updated in order to reflect 2011 costs, given that the original cost basis was in 2009 dollars. The current projected capex for the 50-megawatt expansion is $131 million of which 39 million has been spent to date on a turbine generator, condenser, drilling, and some preliminary engineering. 
The project capex for the 30-megawatt expansion is $66 million, of which only a very small amount, $117,000, has been spent to date. All other work on the Reykjanes expansion project is currently at a reduced pace of activity, pending completion of the ongoing PPA negotiations with Nordural, and subsequently project financing. Therefore, exact project timelines have not been established and planned expenditures for 2011 are minimal.

Just a brief note on some other ongoing projects in Iceland. Carbon Recycling International, or CRI is expected to start up their methanol plant in April. Approximately 10 per cent of the CO2 gas stream from the Svartsengi power plant will be supplied to CRI where it will be converted to methanol for use in Iceland. In addition, HS Orka has signed an MOU with a large international fish farming operation with the objective of developing a sole farm at Reykjanes. The farm would utilize brine electrical power, a freshwater supply from the Reykjanes power plant. 

And now onto our U.S. operations at Soda Lake in Nevada. For the first half of the 2011 fiscal year, July through December, the Soda Lake power plant produced 34.2 gigawatt/hours versus a budget of 59 gigawatt/hours, or 58 per cent of budget. For the 2010 calendar year, the plant produced 68.5 gigawatt/hours versus a budget of 107, or 64 per cent of budget. 

For the third quarter of fiscal 2011, January, February, March, the plant is budgeted to produce 19.6 gigawatt/hours and is tracking to 100 per cent of that budget, and continues to perform well with availability at an all-time high of 99 per cent. 

As previously reported, production well 41B33, that was completed in August of 2009, was perforated and deflagrated in the shallow production zone through which the well was originally drilled and cased. In mid-December we installed a submersible pump into the well and have now successfully placed the well in service as a commercial producer. The well is delivering approximately 650 to 800 gallons a minute of brine to the plant at a temperature of 336 degrees Fahrenheit. 

Following several down hole tests and surveys, well number 25A33, which was drilled in early June of 2010, was deflagrated in early February by the use of a new higher energy deflagration tool, which we believe again to be the first use of its kind in the geothermal industry. As previously reported, this well did not originally demonstrate any viable permeability. The objective of the deflagration was intended to create sufficient permeability such that the well could be used as a commercial injector. This has now been achieved, and the well has been placed into service as a commercial injector and is expected to provide much needed pressure support to this part of the production reservoir. 

We are now officially completed with our phase-efforts at Soda Lake, which commenced in January of 2009. Total expenditures on the program have amounted to $21 million. Over half of this was spent on the drilling and placing into service of the new wells. Although our original goal was to double production from the current level of 60,000 megawatt/hours a year to 120,000 megawatt/hours a year, we have achieved a net output of approximately 84,000 megawatt/hours per year, which is equivalent to a net gain of 40 per cent of our original stated goal due to the marginal productivity of the wells in this field. The plant has recently been hitting production highs of 15 megawatts on a growth basis. This was achieved through the successful commercial operation of all three wells drilled during this campaign, 45A, 41B and 25A, as well as the expansive plant-wide refurbishments and the utilization of the previously decommissioned well, 4133, the steam well. We are currently in the process of preparing the application for the U.S. Treasury Department Energy Grant, which we expect to file shortly. 

As previously reported, we have also concluded a preliminary thermal gradient step out drilling program in order to assess the potential for any further net gains from the larger field. Preliminary results from this program are encouraging, concurrent with the interpretation of the seismic survey data completed last July and the $5 million DOE co-funding program. Our next phase of drilling at Soda Lake will be in conjunction with these funds, and with the main objective of providing additional flow to the existing facilities as either make-up wells or replacement wells. All necessary environmental permits are in place.

And lastly, as this is my last day with Magma, I want to take this opportunity to thank Ross for inviting me to be a part of his start-up team at Magma in 2008. It has truly been an honour and a pleasure, and I also want to extend my thanks and gratitude to all my colleagues here in Vancouver, as well as our U.S. and Icelandic operations, for their hard work, professionalism, and friendship. I sincerely wish Magma all the best in its future endeavours.

ROSS BEATY: Thank you very much, Andrea. And obviously, it goes without saying that we’ll miss you, and we also thank you for all of your contributions to our early growth years.

As we announced earlier this month, Andrea’s position will be taken up by Ásgeir Margeirsson, our current and wonderful country manager in Iceland, and chairman of HS Orka. Ásgeir is a seasoned geothermal expert with many years’ experience in geothermal development and operations.

In addition, we will be welcoming tomorrow John Carson as our new Executive Vice President. John will be applying his deep experience in renewable energy financial management to our growth projects and plans in Iceland, Chile and the U.S. 

I’d like to now turn to our exploration world, and ask Cathy Hickson to report on our active programs. Cathy?

CATHERINE HICKSON (Vice President, Exploration, Magma Energy Corp.): Thank you, Ross. Good morning, everyone. I’m going to start with Chile. 

So in Chile we were awarded two new concessions in November of last year. One is called Tres Puntas and the other’s Los Cristales. During January and early February, geology teams were out in both areas doing reconnaissance surveys. Tres Puntas is 175 kilometres to the north, northeast of the Chilean mining town of Copiapó, and access actually is surprisingly easy. 

Los Cristales is directly south of our Pellado concession, and we’ve already done some preliminary work in the area and are now focused on re-sampling surface waters and also doing a structural analysis. Its proximity to our Maule project area, the combined Pellado and Laguna del Maule concessions, has the added benefit of adding to our geoscience knowledge of the region. In addition to these early explorations, we are continuing to assess other areas in anticipation of a new round of bidding and filing of additional concession areas.

In the last ministry bidding round held in November, Magma submitted the required paperwork for three concession areas. Winners have not yet been announced. To date also no new bidding has been announced. It is likely that there will be an announcement in March when everyone is back from summer holidays and the results of the November round have been released.

So at our Maule project in Chile, during the past three months we have revised our development plan, and that has been completed, as well as updating and creating new geoscience reports from the drilling results. Our slim-hole MP2 flowed during January and the results are now being analyzed. The exploration data now available from the surface and slim-hole drilling has provided a much better picture of the resource, including a revised conceptual model of the reservoir. Geophysical work carried out last summer has expanded the reservoir area from 23 square kilometres to 27 square kilometres. That’ll give us a slight increase in the inferred resource. 
Geochemical analysis suggests that there may be two heap sources fuelling the system and establishes that the western side is actually hotter than the east. Geochemistry suggests reservoir temperatures on the west side could be as high as 290 degrees C, and on the east, between 240 and 250 degrees C. 

A steam cap is formed that is the source of the femoral that crop out around the perimeter of the field, where steam topography cut through the clay cap.

The drilling challenges experienced during the slim-hole phase of exploration led to a re-evaluation of the drilling equipment being used. We were using coring rigs. The next step to understand the deeper parts of the reservoir require large-diameter drilling. Planning for exploration drilling with a rig capable of drilling large-diameter holes needed is well underway, and a spud date has been tentatively set for November.

As soon as our partnership is finalized, we will begin the additional preparatory work required to begin the drilling shortly after the winter is over. Our land use access agreement is in place for another year, and we are optimistic we will have a permanent agreement in place by the end of the year. Up until November 2010 Magma has invested just over $21 million in the Pellado and Laguna del Maule concession areas. 

On to Peru. The concession applications are still ongoing. Currently Magma has 27 concession applications or exploration permits in process for more than 500,000 hectares. Due to overlaps with other companies, Magma’s total share is likely to be closer to 350,000 hectares. This acreage covers three very prospective areas. Of the three zones, two are in the south and one is in Central Peru. In the south, our areas cover the active volcanoes such as Yucamane and Tutupaca. Map faults, femorals, hot springs cover extensive areas. 

In Central Peru another block of seven claims for 120,000 hectares trends along the major structural liniment related to Peru’s highest mountain range, the Cordillera Blanca. Close to mines and infrastructure thermal springs in the area have long been used by the local population for bathing, but no electrical development has yet taken place. Magma hopes to be among the first. The exploration team is chomping at the bit to get on the ground in Peru to follow up our preliminary reconnaissance studies, and begin the detailed geoscience work now required to bring some of these resources to the inferred stage. 
Waiting on the award of the concessions, field work is anticipated to begin in June, and Magma’s confident it will hold the most significant resources in Peru when all concessions are granted.

On to the USA. As Andrea has already mentioned, since November the geoscience team, working at Soda Lake, has focused on several things. Six temperature-gradiant wells have outlined a potential area of expansion of the existing field. The tantalizingly elevated temperature-gradient and interesting geothermal chemistry found to the east and to the northwest of the current field are being analyzed using all the available geoscience information, including the seismic data collected in June of 2010.

The reflection seismic survey provides new insight into the Soda Lake field that we are beginning to be able to evaluate after many months of processing and analytical work. Stratigraphic units identified from down hole geophysical logs have been correlated and integrated with the seismic data. The data permits the mapping of fault planes and seismic horizons to back validate productive intervals in existing wells. The character of the data and correlations between current production areas and the target from the east side of the property is very encouraging. This allows us to locate the new exploration drilling of slim-hole potentially to be drilled in the eastern anomaly. 
Magma has already received a tentative approval from the DOE to drill the slim-hole. As this area is outside the current producing field and this is very much an exploratory well, Magma has elected to drill slim-hole rather than more costly large-diameter exploration wells as the next step in evaluating this anomaly as part of the seismic drilling program.

On McCoy. Geological mapping in the area has been completed, and integration of this data with existing geophysics, especially in particular a three-dimensional receptivity(?) model and other data is underway. Permitting for drilling was advanced the next step by submittal of the environmental assessment documents to the BLM in December, and the BLM approval is expected in April. Given the level of exploration this area has received in the past, the exploration team agrees that a deep slim-hole is required in order to test deeper levels on prior exploration work carried out by previous companies. Slim-hole drilling is expected to commence in a few months.

Granite Springs was added to our portfolio through BLM land auctions in 2009 and 2010. Dick Benoit, our U.S. Exploration Manager, comments that this is the largest known thermal anomaly in Northern Nevada that has only had one slim-hole drilled into it. It was first explored by Phillips Petroleum in the 1980s and was called the Adobe Valley. This year, Magma will undertake some preliminary geophysical surveys during the second quarter in order to quantify better the potential of this prospect preparatory to making the decision on further exploration work.

And just touching again on Iceland, exploration work in Iceland has focused on the integration and the analysis of existing data sets. Receptivity(?) studies have been carried out in the Krísuvík area, which is one of the areas north of our Svartsengi and Reykjanes fields, since 2000, and it included a magnetotelluric study carried out in 2007 and 2008. These data are now being processed into a three-dimensional model in order to better understand the reservoir in the Krísuvík area. Drilling targets have already been identified and only remain for Magma to decide when it is ready to begin development of this highly prospective area. Thank you.

ROSS BEATY: Very good. Thanks, Cathy, and that was a nice fix for all the geologists listening. Hope it didn’t… go perhaps a little bit long. 

Anyway, so back to me. I guess I wanted to talk a little bit about what will drive Magma’s value proposition in 2011. And I guess if I had to pick one word, it’s growth. It’s growth in three things. The first is growth in our cash reserves. The second is growth in our producing assets, and the third is growth in our geothermal reserves and resources. I think if we can deliver growth in all of those areas, we’re going to have a very successful year, and our net value will go up. 

Growth in our cash reserves will be advanced through our efforts to sell down a piece – sorry, to recover some of our cash invested in Nevada through the U.S. Treasury Grant Program, and also to sell down a piece of our Icelandic business to some Icelandic investors, and at the same time quieten the political distractions there. We have offered to sell the Icelandic investors at 20- to 25-per-cent interest in HS Orka at our actual cost. And this could return to us between $55 and $68 million, depending on how much we sell. 

I also hope that we can extend our cash resources through successful partnering of our Maule project in Chile. And to that end, we have already received proposals from major companies to partner the project. And we obviously hope to advance these discussions in the near future so we can begin the $50 million large-diameter exploration program later in 2011.

Growth in our producing operations in Iceland and Nevada will occur through advancement of the next 80-megawatt phase of HS Orka’s expansion already started in 2007, and as outlined by Andrea. And also advancement of phase 2 at Soda Lake and advancement of Maule towards plant development. 

And finally, growth in our geothermal reserves and resources will occur with continuing successful exploration in Iceland, Chile, Nevada and elsewhere. And I’m particularly looking forward to successful results from our Peruvian exploration efforts that will begin later this year. 

Our geothermal resources, our long-term energy assets that give us a powerful foundation for long-term electricity production growth as and when we elect to develop it. Our ability to begin the next phase of growth in Iceland, namely the 80-megawatt expansion currently planned, requires receipt of an operating permit from the regulatory agencies, a new power purchase agreement for the expansion power, and completion of financing.  A draft permit has been received, but it needs further work before it can be finalized. A new power purchase agreement will hopefully be negotiated with one or more power consumers as soon as possible, though of course our preference is that we resolve our differences with the aluminum company Nordural and finalize a new power purchase agreement on terms that work for both parties. 

If this can be done, we expect financing can be obtained that would allow the expansion to begin in earnest later this year. There are several other potential power users for the expansion power as well, but our first hope is that we can renew relations with Nordural at the earliest opportunity. We eventually hope to develop at least 205 megawatts of new power at HS Orka for Nordural and other users. 

We have also been actively looking for other accretive growth opportunities and have reviewed a number of these, including some opportunities beyond the geothermal industry that we think could marry well with our geothermal focus. The geothermal industry is small, and the scope for growth quite limited, even internationally. So we are looking at other ways to get the critical mass and diversification that will lower our cost of capital to support our geothermal projects over the long term. 
We also know with disappointment the lack of real return to investors in the geothermal space over the last few years and we hope our strategy of seeking and developing large, long-term assets that will build our income statement and our capital size to utility scale will be more successful than other companies have delivered. This is certainly a long-term business with high front-end capital requirements, so our strategy of building a large diversified asset base is, we think, the right one. And we remain absolutely focused on achieving this. 

I thank all our shareholders, employees and other stakeholders such as the Renewable Energy Analyst Fraternity for all their support in helping build Magma Energy into one of the premier geothermal power companies in the world. We have had an excellent start and expect to see continuing strong growth throughout 2011. 

Operator, with those initial comments, I’m going to open the call to questions. Thank you very much.

OPERATOR: As a reminder, if you would like to ask a question, please press * then the number 1 on your telephone keypad. If you would like to withdraw your question, press the # key. We will pause for a moment to compile the Q&A roster. 

Your first question comes from the line of Agustin Hochschild from Mirabaud Securities. Your line is open.

AGUSTIN HOCHSCHILD: Thank you very much. Ross and Alison, thank you very much indeed. A huge amount of information you’ve just given us. Just very briefly, ballpark, what sort of percentage would you look down to sell in Mariposa?

ROSS BEATY: That’s a good question. We are looking to sell a minority stake, and that means anything from 10 per cent to probably around 40 per cent. But the truth is we have not settled the exact amount. We have asked for proposals from certain companies. We’ve had a couple of months of data exchanges, site tours, and so forth with a number of companies. We’ve had a couple of proposals in already, and we expect at least one or two more to come very shortly. When we get them all, we’re going to analyze them and try to determine the best one for the company. 

AGUSTIN HOCHSCHILD: Great. Well I think then that’s me for the time being. And I’ve got so much to digest, so I’ll hand it over to the others, if I may. Thank you.

ROSS BEATY: Thank you very much.

OPERATOR: Your next question comes from the line of Matt Gowing, from Mackie Research. Your line is open.

MATT GOWING: Hi. Good morning, all. Thanks for taking the questions. Ross, very interested to hear your comments on potentially expanding Magma beyond the geothermal space. It sounds like you’re thinking about investing in various infrastructure opportunities. Wondering if you could give us a little bit more colour or detail on specific asset types you’re looking at, specific geographies, and how you go about selecting potential investment opportunities, if there’s a range of IRRs that you look for? Thanks.

ROSS BEATY: Okay, very good, Matt. And, you know, I’m not going to really say very much, Matt. I would certainly say something if we actually did something. But, you know, we have looked at some opportunities that we think might partner very well with our geothermal assets. And having said that, we’ve looked at a tonne of geothermal opportunities as well over the last couple of years, and we’ve only done one, which is the HS Orka transaction. 
So these don’t happen very often, but I think the idea of looking beyond just geothermal is a prudent one for us, without losing our geothermal focus, of course. I want to emphasize we’re not going to do that. But I’m afraid we’re just going to have to sort of see how we do and see what comes down the pipe.

In terms of rates of return, it’s very hard to specify a rate of return that is the right one because at the end of the day, you have to look at an asset and see how it marries with what you already have. And you can have a very high rate of return on a tiny, tiny project that doesn’t make it worth doing, and you can have a relatively low rate of return on a really huge project that’s absolutely core and perfect for you. So the rate of return is one metric, but only one of many. Looking at the whole risk and reward envelope is really the key thing I think that we look at. 

So I would just have to say watch this space. If we do anything, we’ll certainly try to give a fulsome presentation on why we did it and how we did it and why it fits really well with our overall focus, which I think you know very clearly.

MATT GOWING: Okay. Thanks for that, Ross. Then maybe an update on your financing strategy. The earnings release discusses a potential application to the Treasury to recoup 30 per cent of the 21 million in capital investment at Soda Lake. I’m wondering if you could discuss potential timing on that, when you would submit the application, when you could expect to receive the proceeds. 
And separately Ross, you’ve also discussed a debt leveraging strategy at Soda Lake to layer in more debt and recoup some of the equity. I’m wondering if you could also quantify how much equity or cash you could take out of there, and potential timeline, if you could, please, Ross?

ROSS BEATY: Yes, okay. We’ll be real quick here. Obviously we’re trying to boost our cash reserves and eliminate any need for us having to go back to equity markets for quite a long time. I’ve already mentioned we’re doing that through… bringing some cash back from Iceland, and also recovering the Treasury grant. The timing of that, we’ll be making the submission relatively soon. We’re doing some tax work right now on exactly the amount of qualified expenditures. But we hope to get it in fairly soon and have the funding by the middle of the year. The idea there is to recycle that money back into Nevada exploration and have that kind of a self-financing centre for us during 2011. And of course, in terms of South America, partnering our big Maule project will eliminate our need for a significant cash outflow there and allow us to continue to build our cash reserves from cash flow in Iceland and Nevada. 

In terms of debt, in Nevada we aren’t going to look at that until later this year, even if then. The way it looks right now, given the results from phase 1, which were less robust than we had planned and originally budgeted on, the EBITDA coming out of Soda Lake could range from 1 to 3 million over the next few years as opposed to 3 to 6 million that we had planned on. 
But it’s not over yet. We have quite an interesting program at Soda Lake for later this year in terms of drilling holes, and if we’re successful in the holes, the obvious and early focus is to get that plant right up to capacity, bring that EBITDA right up to what we had originally planned, and then we would look at leveraging that to the extent we can because currently Soda Lake is completely unlevered. We have 100-per-cent equity investment there and no debt.

MATT GOWING: Okay, great. And then maybe one last question before I get back in the queue. It’s really a housekeeping question, accounting question on how the aluminum price interacts with the revenues versus how it interacts with the embedded derivative. Are there any sensitivities you could provide on each metric, because from the results this quarter it looks like they had completely opposite impacts on your earnings anyways.

ANNETTE CUSWORTH: Hi, Matt. It’s Annette. I’ll take that one. Revenues are impacted by the spot price of aluminum, so that’s impacted by the current price. So as the spot prices increase, so did our aluminum. Or our revenue, pardon me. 
However, the embedded derivatives are the value of the future revenues, so as the curve actually decreased slightly, so although aluminum prices are still expected to increase, the curve from where it was at September 30th dropped slightly. I think it was about 1.58 per cent. And that drop in the curve decreases the value of our asset for those embedded derivatives, and that hits our earnings negatively. 

MATT GOWING: Okay. Thanks very much.

ANNETTE CUSWORTH: Okay.

OPERATOR: Your next question comes from the line of Mac Whale from Cormark Securities. Your line is open.

MAC WHALE: Hi. Just following up again on the partners you’re looking at for Mariposa, are these… I’m just wondering about the structure and the type of partner. Are you looking for someone that would also be an off-taker for the power?

ROSS BEATY: We have several alternatives. The way it looks right now, Mac, and they’re kind of all different types of companies, including companies that would be absolutely, a couple that would be an off-taker for the power, two proposals coming from those types of companies. So we don’t think it’s absolutely necessary, but if it were to be possible, it would be preferred. And so obviously we’re happy to see that and hope we can hammer out a deal with one of those companies.

MAC WHALE: And which… would that mean you could move more quickly than if you got some sort of power agreement with a state utility?

ROSS BEATY: I’m not sure if we could move more quickly or not. You know, we do... I mean, I suppose we would have a PPA, kind of embedded PPA in the deal right up front, but we don’t see in Chile a great risk of not being able to sell the power, either through a state utility or one of the local utilities or through a direct use contract. Green power in Chile is at a premium, literally a premium, and this is supported by renewable portfolio standards by the Chilean government that require people to buy renewable power. 
And there’s a dearth of it right now, especially right now given that hydro levels are low due to a drought in southern Chile. So it really is at a premium today, and in this space of time that we’re going to be developing Maule, we don’t see that changing. So we’re quite confident that to the extent we develop a power base there, we will be able to sell it at premium prices.

MAC WHALE: Could you quantify a difference in the capex per megawatt if you went with a resource company as an off-taker versus… Like is there a difference in transmission, costs or other capex related to that?

ROSS BEATY: Not significantly, no.

MAC WHALE: No. And then just lastly, are you intending to have… to put up your portion of the equity or are you looking for a free carry situation where that partner would come in in the lower IRR and basically give you all your equity?

ROSS BEATY: We are looking for the latter.

MAC WHALE: Okay. That’s all I have. Thank you.

ROSS BEATY: Thank you.

OPERATOR: So again, if you’d like to ask a question, please press * then the number 1 on your telephone keypad. Your next question comes from the line of Sean Peasgood with Wellington West Capital. Your line is open.

SEAN PEASGOOD: Good afternoon, everyone. I guess my first question is just back to these aluminum prices. So I think I read in your MD&A that a 10-per-cent increase or decrease in the aluminum prices would increase or decrease net income by $27 million. And so I guess if we want to back into an impact to the top line, should we just be thinking about the tax impact of that number really, because your operating expenses wouldn’t really change? So as the aluminum price increases, you know, essentially that’s a revenue delta as well?

ANNETTE CUSWORTH: That $27 million has three components to it. It’s the increase in revenue, or decrease accordingly, the change in the embedded derivative value, but it also impacts our debt balance because the bonds that we have through Magma are also tied to aluminum pricing. So there’s three parts to that that you would have to consider.

SEAN PEASGOOD: Okay. So it’s definitely, it’s more complicated than just looking at it backing out the tax. 

ANNETTE CUSWORTH: Yes.
SEAN PEASGOOD: All right. And then I guess the next question is I think last quarter you said that your EBITDA with HS Orka consolidated would have been around the 8.5 million range. And then this quarter it came in at 6.5, and so I’m just wondering, you know, with the aluminum price increasing, first off, did I have that number wrong, or was that right? And then maybe just, you know, help me get to that 6.5 million this quarter based on what’s happened from last quarter. 

ANNETTE CUSWORTH: I’m not sure about the number that you referred to without Orka. I’m not sure if we did that calculation or not. But as far as… I’m not sure what your question is. Is it how do we derive our EBITDA calculation?

SEAN PEASGOOD: Well, are you including those embedded derivatives in that number?

ANNETTE CUSWORTH: We are not.
SEAN PEASGOOD: Or is that just a cash number that you’re using when you’re calling out EBITDA?

ANNETTE CUSWORTH: It’s a cash number, essentially. We back out all those non-cash charges so the change in their fair value of the derivatives and the change in the fair value of the debt as well. So we’re trying to get back to a cash basis.

SEAN PEASGOOD: Okay. So as far as, you know, looking forward here, we should be thinking of that 6.5 as a pretty good run rate, assuming that the aluminum price stays where it is?

ANNETTE CUSWORTH: I think that’s fair, yes.

SEAN PEASGOOD: Okay. I think all my other questions have been answered, so that’s it for me. Thank you.

ROSS BEATY: Yes, I would only point out it’ll likely increase to the extent we have greater revenue from Soda Lake, which is coming up. And also the trend to higher electricity prices in Iceland, other than through the Nordural Power contract because don’t forget we have over 50 per cent of our revenues that are not tied to aluminum. And these are revenues that are more or less, it’s a competitive market in Iceland, so as the government utility Landsvirkjun can increase its prices, we tend to follow. I think last year HS Orka increased its electricity prices to its retail customers by something like 8 per cent. Sorry, it was 3 at the beginning of the year and 5 at the beginning of the year. So this is something that can be done as time goes on to increase revenues beyond what they exist under the aluminum contracts.

SEAN PEASGOOD: And actually if I can just go back to Iceland, I think you said that there’s some permitting that needs to be done. Is that for both the 50-megawatt and the 30-megawatt expansion, or is it just now the 30-megawatt expansion that you’re waiting for permitting?

ROSS BEATY: Both. 

SEAN PEASGOOD: And what’s your feel for timing around that? I mean, with what’s been going on in Iceland, do you foresee any delays there now or could we expect...?
ROSS BEATY: Well, let’s just say it’s a very active file. The company HS Orka, its management is in very active dialogue with the government on this. There’s… it’s been slowed by a somewhat difference of opinion between certain experts as to the nature of the field, and that is being worked through. 
Ásgeir, any comment on that?

ÁSGEIR MARGEIRSSON (Chairman, HS Orka): Maybe just a comment that what we are discussing with the authority on the permit is only relating to the 50-megawatt. The 30-megawatt is clear in the draft permit.

ROSS BEATY: Oh, thank you for clarifying that.

SEAN PEASGOOD: Okay, so that would just be for the drilling that’s required, I assume, because the 30 megawatts doesn’t require any additional drilling, is that right? 

ROSS BEATY: That’s correct.

SEAN PEASGOOD: Okay. That’s great. Thank you.

OPERATOR: So again, if you’d like to ask a question, please press * then the number 1 on your telephone keypad. And you have a follow-up question from the line of Matt Gowing with Mackie Research. Your line is open.

MATT GOWING: Hello again. Just a couple of quick follow-up housekeeping type questions on the income statement. Wondering if the amortization of 157 million, or 157,000, rather, and the effective tax rate of 24 per cent are more or less sustainable numbers or are there kind of some non-recurring items in there we should be aware of?

ANNETTE CUSWORTH: That tax rate is not a representative number because it includes the tax increase of the financial… sorry, future income tax liabilities on the Icelandic income tax rate. So the only place where we are recording a taxable position is in Iceland, and that tax rate now is 20 per cent. 

MATT GOWING: Great. And the amortization? I noticed that dropped off significantly from previous quarters. I’m wondering how to think about that going forward.

ANNETTE CUSWORTH: The normal depreciation? Oh, okay. I think what you’re referring to is the amortization that’s reflected in the expenses line. There’s actually been a re-class of the depreciation related to Soda Lake up into the cost of production line. But the easiest way to pull your depreciation number is from the cash flow statement. You’ll see the add-back of the depreciation number on the cash flow statement.

MATT GOWING: Okay, great. Thanks very much.

ANNETTE CUSWORTH: Welcome.

ROSS BEATY: I commend you for asking those questions, Matt. This is all mumbo jumbo for me too. (Inaudible) just like me. There’s more, you know, unfortunate accounting complexity in these statements than I’m used to, given all of these mark-to-market adjustments that are non-cash items that come and go, and have almost zero, you know, zero real impact on our business. But, you know, we’ve got to show them and they do complicate the income statement. 

MATT GOWING: Thanks again for that. 

OPERATOR: There are no further questions. I turn the call back over to you, Mr. Beaty.

ROSS BEATY: Okay, if there’s no further questions, we’ll wind up the call. And I’d like to thank everyone again for joining us. We’re full on here working on a pile of different fronts, and we appreciate the support from everybody. Thank you again. Bye, bye now.

OPERATOR: This concludes today’s conference call. You may now disconnect.  
****
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