Consolidated Financial Statements
For the years ended December 31, 2018 and 2017
(Expressed in United States Dollars)

Independent auditor’s report
To the Shareholders of Sailfish Royalty Corp.

Our opinion
In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the financial position of Sailfish Royalty Corp. and its subsidiary (together, the Company) as at
December 31, 2018 and 2017, and its financial performance and its cash flows for the years then ended in
accordance with International Financial Reporting Standards (IFRS).
What we have audited
The Company’s consolidated financial statements comprise:


the consolidated statements of financial position as at December 31, 2018 and 2017;



the consolidated statements of income (loss) and other comprehensive income (loss) for the years
then ended;



the consolidated statements of cash flows for the years then ended;



the consolidated statements of changes in shareholders’ equity for the years then ended; and



the notes to the consolidated financial statements, which include a summary of significant
accounting policies.

Basis for opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor’s responsibilities for the audit
of the consolidated financial statements section of our report.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.
Independence
We are independent of the Company in accordance with the ethical requirements that are relevant to our
audit of the consolidated financial statements in Canada. We have fulfilled our other ethical
responsibilities in accordance with these requirements.

PricewaterhouseCoopers LLP
PricewaterhouseCoopers Place, 250 Howe Street, Suite 1400, Vancouver, British Columbia, Canada V6C 3S7
T: +1 604 806 7000, F: +1 604 806 7806
“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.

Other information
Management is responsible for the other information. The other information comprises the Management’s
Discussion and Analysis.
Our opinion on the consolidated financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.
In connection with our audit of the consolidated financial statements, our responsibility is to read the
other information identified above and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge obtained in the audit, or
otherwise appears to be materially misstated.
If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of management and those charged with governance for the
consolidated financial statements
Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRS, and for such internal control as management determines is necessary
to enable the preparation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.
In preparing the consolidated financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to liquidate
the Company or to cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditor’s responsibilities for the audit of the consolidated financial statements
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with Canadian generally accepted auditing standards will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:


Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.



Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.



Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.



Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Company to
cease to continue as a going concern.



Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.



Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Company to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group audit.
We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.
The engagement partner on the audit resulting in this independent auditor’s report is Lana Kirk.

(signed) PricewaterhouseCoopers LLP
Chartered Professional Accountants
Vancouver, British Columbia
April 30, 2019

SAILFISH ROYALTY CORP.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
Year ended December 31, 2018
(Expressed in United States Dollars)

As at
ASSETS
Cash
Interest receivable
Accounts receivable
Royalty fees receivable
Prepaid expenses

Mineral, royalty and other interest
Advances
TOTAL ASSETS
LIABILITIES
Accounts payable and accrued liabilities
Due to related parties

SHAREHOLDERS' EQUITY
Share capital
Contributed surplus
Retained earnings (deficit)
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES
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Notes

6, 9
9

7
5

December 31, 2018 December 31, 2017
$
$
88,942
2,111,598
29,078
27,155
2,256,773

535,174
461
2,200
537,835

18,051,303
20,308,076

12,107,000
1,096,051
13,740,886

79,244
6,165
85,409

197,874
23,898
221,772

9

8

12,500,001
3,114,779
4,607,887
20,222,667
20,308,076

Nature of operations and liquidity (Note 1)
Approved on behalf of the Board of Directors:
“Cesar Gonzalez”
Director

“Walter Reich”
Director

The accompanying notes are an integral part of these consolidated financial statements.

12,500,001
1,411,934
(392,821)
13,519,114
13,740,886

SAILFISH ROYALTY CORP.
CONSOLIDATED STATEMENTS OF INCOME (LOSS) AND COMPREHENSIVE INCOME (LOSS)
Year ended December 31, 2018
(Expressed in United States Dollars)

Income
Royalty revenue

Operating and Administrative Expenses
Director fees
Special committee fees
Senior management
Share-based compensation
General office and regulatory fees
Insurance
Exploration fees
Interest expense
Rent
Travel and marketing
Professional fees
Foreign exchange gain

For the year endedFor the year ended
December 31,
December 31,
2017
2018
Notes
$
$
29,078
29,078

9
9
9
8

6
9
9

Net operating loss
Other income
Gain on disposal of assets
Interest income

Weighted average number of shares outstanding
Basic
Diluted

-

41,000
22,500
40,545
1,077,268
53,880
19,244
172,004
19,900
37,894
391,331
(27,305)
1,848,261
(1,819,183)

38,800
26,747
7,764
51,098
96,036
19,600
2,152
203,260
(513)
444,944
(444,944)

7,401,551
43,917
7,445,468

86,709
86,709

5,626,285

(358,235)

5

Net income (loss) and comprehensive income
(loss) for the period
Basic earnings (loss) per share
Diluted earnings (loss) per share
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$
$

0.15
0.15

38,373,566
38,787,360

The accompanying notes are an integral part of these consolidated financial statements.

$
$

(0.01)
(0.01)

29,413,422
29,413,422

SAILFISH ROYALTY CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Year ended December 31, 2018
(Expressed in United States Dollars)

For the year ended December 31
Cash provided by (used for):
Operating Activities
Net income (loss) for the year
Realized gain on disposal of assets
Roreign exchange loss on accounts recievable
Exploration fees
Interest expense
Interest income
Share-based compensation
Changes in working capital
Royalty fees receivable
Prepaid expenses
Accounts payable and accrued liabilities
Due to related parties
Investing Activities
Mineral, royalty and other interest
Accounts recievable
Advances
Interest received
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2018
$

2017
$

5,626,285
(7,401,551)
(30,303)
172,004
(43,917)
1,077,268

(358,235)
96,036
(86,709)
-

Notes

6
6

9

(29,078)
(24,955)
(118,630)
(17,733)
(790,610)
300,000
44,378
344,378

Financing Activities
Issue of common shares

Net (decrease) increase in cash
Cash - beginning of year
Cash - end of year

(446,232)
535,174
88,942

The accompanying notes are an integral part of these consolidated financial statements.

61,030
197,874
113,273
23,269
(6,500,000)
(107,892)
118,885
(6,489,007)
7,000,000
7,000,000
534,262
912
535,174

SAILFISH ROYALTY CORP.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
Year ended December 31, 2018
(Expressed in United States Dollars)

P a g e |6

Shareholders' Equity
Number of
shares

Balance at December 31, 2016
Share consolidation

Contributed
surplus
$
$

$

$

1,411,934

5,167,175
4,059,923

7,000,000
5,500,000

-

Net loss
Balance at December 31, 2017

38,373,566

12,500,001

1,411,934

(358,235)
(392,821)

(358,235)
13,519,114

Share-based compensation (note 8)
Net income
Balance at December 31, 2018

38,373,566

12,500,001

1,702,845
3,114,779

(625,577)
5,626,285
4,607,887

1,077,268
5,626,285
20,222,667

The accompanying notes are an integral part of these consolidated financial statements.

(34,586)
-

Total

1
-

Shares issued to:
Marlin Gold Mining Ltd. (note 8)
Tocantinzinho Royalty Vendors (note 8)

100,000,000
(70,853,532)

Amount

Retained
earnings
(deficit)

-

(34,585)
1,411,934

7,000,000
5,500,000

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
1.
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NATURE OF OPERATIONS AND LIQUIDITY
Sailfish Royalty Corp. (“Sailfish” or the “Company”) is a public company listed on the TSX Venture Exchange
(“TSX‐V”) under the symbol “FISH”. The Company was incorporated on February 27, 2014 under the BVI
Business Company Act, 2004 and is domiciled in the British Virgin Islands. The address of its registered and head
office is Sea Meadow House, P.O. Box 116, Road Town, Tortola, British Virgin Islands, VG1110. The Company is
primarily engaged in the acquisition of royalty and streaming agreements.
Sailfish was formerly a wholly-owned subsidiary of Marlin Gold Mining Ltd. (“Marlin”) and became a separate
public company in late 2017 as a result of a spin-out when Marlin distributed all of the shares of the Company
to its shareholders on the basis of one share of the Company for every five shares of Marlin. As part of the spinout transaction, Sailfish acquired the royalty interest in the Tocantinzinho Project (see note 6).
The Company’s ability to achieve its objectives is dependent upon the Company securing financing, collecting
royalty income from the El Compas Royalty and recovering the remaining accounts receivable, of which $500,000
was collected subsequent to year-end. The Company also relies on the continued financial support from the
Company’s controlling shareholder. In the event that the Company is unsuccessful in raising additional funds, it
may be forced to curtail expenditures.
These consolidated financial statements were approved by the board of directors for issue on April 29, 2019.

2.

SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ACCOUNTING POLICIES
The Company has consistently applied the following accounting policies to all periods presented in these
consolidated financial statements.
(a) Basis of presentation
The consolidated financial statements have been prepared in accordance with the International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”). The
consolidated financial statements have been prepared on a going concern basis, under the historical cost
convention.
These consolidated financial statements are expressed in United States dollars and include the accounts of
Sailfish Royalty Corp. and its subsidiary. Subsidiaries are entities over which the company has control. The
Company controls a subsidiary when it is exposed, or has rights, to variable returns from its involvement with
the subsidiary and has the ability to affect those returns through its power over its subsidiary. The Company
owns 100% of its subsidiary, Sailfish Royalty Management Corp., which was incorporated in the United States
and who’s principal activity is management services. All inter-company transactions, balances, revenue and
expenses are eliminated in full on consolidation.

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
2.
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SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ACCOUNTING POLICIES (Cont’d)
(b) Foreign currency translation
The Company’s functional and reporting currency is the United States dollar. The functional currencies of
its subsidiary is also the United States dollar.
Determination of functional currency involves certain judgments to determine the primary economic
environment and the Company reconsiders the functional currency if there is a change in events or
conditions which determined the primary economic environment.
Transactions in currencies other than the functional currency are recorded at the rates of exchange
prevailing on the dates of those transactions. At the end of each reporting period, monetary assets and
liabilities that are denominated in foreign currencies are translated at the rates prevailing at that date.
Non‐monetary assets and liabilities carried at fair value that are denominated in foreign currencies are
translated at rates prevailing at the date when the fair value was determined. Nonmonetary items that are
measured in terms of historical cost in a foreign currency are not retranslated.
Generally, foreign exchange gains and losses resulting from the settlement of foreign currency transactions
and from the translation at year‐end exchange rates of monetary assets and liabilities denominated in
currencies other than the functional currencies are recognized in the statement of loss.
(c) Cash and cash equivalents
Cash and cash equivalents include cash held in bank accounts and highly liquid investments with original
maturities of three months or less.
(d) Share-based compensation
Compensation expense for options granted to employees, directors and certain service providers is
determined based on estimated fair values of the options at the time of grant using the Black-Scholes option
pricing model, which takes into account, as of the grant date, the fair market value of the shares, expected
volatility, expected dividend yield and the risk-free interest rate over the expected life of the option. The
cost is recognized using the graded attribution method over the vesting period of the respective options.
The expense relating to the fair value of stock options is included in expenses and is credited to contributed
surplus. Shares are issued from treasury in settlement of options exercised.

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
2.
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SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ACCOUNTING POLICIES (Cont’d)
(e) Royalty interests
Royalty interests consist of acquired royalty interests and stream metal purchase agreements. These
interests are recorded at cost, including the capitalisation of associated transaction costs, and capitalized
as intangible assets with finite lives. They are subsequently measured at cost less accumulated depletion
and accumulated impairment losses, if any.
On acquisition of a royalty or stream interest, an allocation of its fair value may be attributed to the
exploration potential of the interest and is recorded as an exploration asset on the acquisition date. The
carrying value of the exploration potential is accounted for in accordance with IFRS 6, Exploration and
Evaluation of Mineral Resources (“IFRS 6”) and is not depleted until such time as the technical feasibility
and commercial viability have been established, at which point the value of the asset is accounted for in
accordance with IAS 16, Property, Plant and Equipment (“IAS 16”). Upon demonstration of the technical
and commercial feasibility of a project and a development decision, the carrying value related to that
project is subject to an impairment test and is reclassified in accordance with IAS 16.
(f)

Impairment of royalty interest
At each reporting period, management reviews all royalty assets for indicators of impairment. If any such
indication exists, the recoverable amount of the asset is estimated to determine the extent of the
impairment, if any.
The recoverable amount is the higher of fair value less costs of disposal (“FVLCD”) and value in use (“VIU”).
In assessing FVLCD, recent market transactions (where available) are taken into account. If no such
transactions can be identified, an appropriate valuation model is used. In assessing VIU, the estimated
future pre-tax cash flows are discounted to their present value using a pre‐tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset. If the recoverable
amount of the asset is less than its carrying amount, the carrying amount of the asset is reduced to its
recoverable amount and the impairment loss is recognized in net loss for that period.

(g)

Income (loss) per share
Income (loss) per common share is calculated using the weighted average number of common shares
outstanding. Diluted income (loss) per share is the same as basic income (loss) per share as there are no
outstanding potentially dilutive instruments.

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
2.
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SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ACCOUNTING POLICIES (Cont’d)
(h)

Interest
Interest income and expenses are recognised in the profit or loss using the effective interest rate method.
The effective interest rate is the rate that discounts the estimated future cash payments and receipts
through the expected life of the financial instrument (or, when appropriate, a shorter period) to the
carrying amount of the financial instrument on initial recognition. When calculating the effective interest
rate, the Company estimates future cash flows considering all contractual terms of the financial
instrument, but not future credit losses.

(i)

Taxes
Under the present British Virgin Island laws, the Company will not be subject to tax on income, profits or
capital gains in the British Virgin Islands. Under the laws of the United States, Sailfish Royalty Management
Corp.; the subsidiary, is subject to taxation in the United States, however the subsidiary had no income in
2018 and therefore incurred no taxes. Accordingly, no provision for income tax is included in these
consolidated financial statements.

(j)

Financial instruments
Effective January 1, 2018, the Company adopted IFRS 9 – Financial Instrument (“IFRS 9”) using the fully
retrospective approach. IFRS 9 did not impact the Company’s classification and measurement of financial
assets and liabilities. The standard did not have an impact on the carrying amounts of the Company’s
financial instruments at the transition date.
IFRS 9 uses a single approach to determine whether a financial asset is classified and measured at amortized
cost or fair value. The classification and measurement of financial assets is based on the Company's business
models for managing its financial assets and whether the contractual cash flows represent solely payments
for principal and interest. Most of the requirements in IAS 39 for classification and measurement of financial
liabilities were carried forward in IFRS 9.
Under IFRS 9, financial assets are classified into one of three categories below:
•
•
•

amortized cost;
fair value changes through other comprehensive income (“FVTOCI”); and
fair value through profit or loss (“FVTPL”)

Under IFRS 9, financial liabilities are classified into one of two categories below:
•
•

amortized cost; and
FVTOCI

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
2.
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SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ACCOUNTING POLICIES (Cont’d)
(j) Financial instruments (cont’d)
(i)

Initial recognition
The classification is determined at initial recognition and depends on the nature and purpose of
the financial asset. On initial recognition, all financial assets and financial liabilities are recorded at
fair value adjusted for directly attributable transaction costs except for financial assets and
liabilities classified as FVTPL, in which case transaction
costs are expensed as incurred.

(ii)

Impairment of financial assets carried at amortized cost
The Company assesses at the end of each reporting period whether there is objective evidence that
financial assets or group of financial assets measured at amortized cost are impaired. Impairment
losses and reversal of impairment losses, if any, are recognized in profit or loss in the period they
are incurred.

(iii)

Derecognition of financial assets and liabilities
A financial asset is derecognized when the rights to receive cash flows from the asset have expired;
or the Company has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a ‘pass‐
through’ arrangement; and either (a) the Company has transferred substantially all the risks and
rewards of the asset, or (b) the Company has neither transferred nor retained substantially all the
risks and rewards of the asset, but has transferred control of the asset.
Gains and losses on derecognition of financial assets and liabilities classified as amortized cost are
recognized in profit or loss when the instrument is derecognized or impaired, as well as through the
amortization process.
A financial liability is derecognized when the obligation under the liability is discharged or cancelled
or expires. When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability. In this case, a new
liability is recognized, and the difference in the respective carrying amounts is recognized in the
statement of income.

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
2.
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SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ACCOUNTING POLICIES (Cont’d)
(k) Revenue recognition
Revenue is comprised of revenue earned in the year from royalty, stream and other interests. The Company
recognizes revenue upon the transfer of control of the relevant commodity to customers in an amount that
reflects the consideration to which the Company expects to be entitled in exchange for those commodities.
For stream agreements, revenue recognition occurs when the relevant commodity received from the stream
operator is delivered by the Company to its third-party customers. Revenue is measured at the fair value of the
consideration received or receivable when management can reliably estimate the amount, pursuant to the terms
of the sales contract.
For royalty interests, revenue recognition occurs when control of the relevant commodity is transferred to the
end customer by the operator of the royalty property. Revenue is measured at the fair value of the consideration
received or receivable when management can reliably estimate the amount, pursuant to the terms of the royalty
agreement. In some instances, the Company will not have access to sufficient information to make a reasonable
estimate of consideration to which it expects to be entitled and, accordingly, revenue recognition is deferred
until management can make a reasonable estimate. Differences between estimates and actual amounts are
adjusted and recorded in the period that the actual amounts are known.
Effective January 1, 2018, the Company adopted IFRS 15: Revenue from Contracts with Customers (“IFRS 15”)
using the fully retrospective approach. This standard replaces IAS 11: Construction Contracts, IAS 18: Revenue
and IFRIC 13: Customer Loyalty Programmes. This standard outlines a single comprehensive model for entities
to account for revenue arising from contracts with customers. The Company has evaluated that there was no
impact on the financial statements.

3.

RECENT ACCOUNTING PRONOUNCEMENTS
The IASB issued the following pronouncement that may affect the Company’s future consolidated financial
statements.
• IFRS 16: Leases (“IFRS 16”): This standard replaces IAS 17 – Leases and its associated interpretative
guidance. IFRS 16 applies a control model to the identification of leases, distinguishing between a lease and
a service contract on the basis of whether the customer controls the asset being leased. For those assets
determined to meet the definition of a lease, IFRS 16 introduces significant changes to the accounting by
lessees, introducing a single, on-balance sheet accounting model that is similar to current finance lease
accounting, with limited exceptions for short-term leases or leases of low value assets. Lessor accounting
remains similar to current accounting practice. The standard is effective for annual periods beginning on or
after January 1, 2019, with early application permitted for entities that apply IFRS 15. The Company has
determined that there is no impact on the consolidated financial statements.

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
4.
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KEY SOURCES OF ESTIMATION UNCERTAINTY AND CRITICAL ACCOUNTING JUDGEMENT
The preparation of these consolidated financial statements requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and reported amounts of assets and
liabilities, income and expenses. The estimates and associated assumptions are based on historical experience
and various other factors that are believed to be reasonable under the circumstances, the results of which form
the basis of making the judgements about carrying values of assets and liabilities that are not readily apparent
from other sources. Actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed at each period end. Revisions to accounting estimates are
recognized in the period in which the estimates are revised and in any future periods affected.
Outlined below are some of the areas that require management to make judgements and significant estimates
and assumptions in determining carrying values.
Accounting treatment of royalty agreements
The Company’s business is the acquisition of royalties. Each mineral, royalty and other interest arrangement has
its own unique terms and judgement is required to assess the appropriate accounting treatment.
Impairment of financial assets
At each reporting date, the Company reviews its financial assets to determine whether there are any indications
of impairment. Calculating the estimated recoverable amount for the financial asset impairment tests requires
management to make estimates and assumptions with respect to estimated recoverable amount of the advance
and interest receivable. Changes in any of the assumptions or estimates used in determining the recoverable
amount could impact the impairment analysis.
Fair value of shares issued during 2017
Part consideration for the Royalty Purchase Agreement entered into during 2017 was shares in the Company.
The total value of the transaction was $12,000,000 of which $5,500,000 was settled with shares of the Company.
This transaction falls under the scope of IFRS 2: Share Based Compensation and requires the fair value of the
shares issued to be determined based on the underlying value of the asset acquired. The fair value of the royalty
was determined by assessing the net present value of the expected cash flows from the royalty and allocating a
portion of this to the shares issued.
Fair value of assets acquired as part of the revised stream agreement
The Company, at the annual and special meeting of shareholders of the Company held on October 30, 2018,
voted in favor of the restructuring of the Company's gold stream on the San Albino gold project (the "Amended
and Restated Gold Purchase Agreement"). The total value of the transaction was $8,497,602 of which $2,553,299
was settled with the proceeds from a legal settlement regarding a Mexican IVA tax refund. The fair value of the
royalty has been determined by assessing the net present value of the expected cash flows from the royalties
and other interests.

SAILFISH ROYALTY CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2018
(Expressed in United States Dollars)
4.
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KEY SOURCES OF ESTIMATION UNCERTAINTY AND CRITICAL ACCOUNTING JUDGEMENT (Cont’d)
Fair value of assets acquired as part of the revised stream agreement (cont’d)
The determination of the fair values of acquired royalty, stream and other interests requires the use of estimates
and assumptions for recoverable production, commodity prices, discount rates, mineral reserve/resource
conversion, future capital expansion plans and the associated production implications.
In addition, the Company may use other approaches in determining fair value which may include estimates
related to (i) dollar value per unit of mineral reserve/resource; (ii) cash-flow multiples; (iii) comparable
transaction and (iv) market capitalization of comparable assets. Changes in any of the estimates used in
determining the fair value could impact the acquisition date fair values of the royalty, stream and other interests.

5.

RESTRUCTURING TRANSACTION
On July 10, 2014, the Company and Golden Reign entered into a $15,000,000 (the “GRR Purchase Price“) Gold
Streaming Arrangement (the “GRR Arrangement”) for the construction and development of Golden Reign
Resources Ltd.’s (“Golden Reign”) San Albino gold deposit, located in Nueva Segovia, Nicaragua. The GRR
Purchase Price would only become due once a preliminary cost assessment report was provided for the
development of Golden Reign’s San Albino gold deposit.
Under the GRR Arrangement, Sailfish was entitled to purchase 40% of gold production from the San Albino gold
deposit, at US$700 per troy ounce, subject to a 1% per year cost escalation beginning three years from
commercial production, until Sailfish recovers US$19.6 million. Thereafter, Sailfish was entitled to purchase 20%
of gold production at US$700 per troy ounce, subject to a 1% per year cost escalation beginning three years from
the date of commercial production, plus 50% of the price differential above US$1,200 per troy ounce subject to
certain adjustments.
Prior to commercial production Sailfish was entitled to receive an 8% semi‐annual coupon payment on the
amounts advanced on the GRR Purchase Price and Golden Reign would be required to make minimum
repayments per month when commercial production commences.
During 2017, the Company entered into an agreement with Marlin and Golden Reign to restructure the GRR
arrangement. The restructuring cancelled the Company’s obligations with regard to the GRR Arrangement, and
the advances that had been previously made to Golden Reign were settled with receipt of the assets noted
below, resulting in advances receivable of $nil (2017 - $1,096,051) as at December 31, 2018, and earned interest
for the year ended December 31, 2018 of $43,917 (2017 - $86,709).
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RESTRUCTURING TRANSACTION (Cont’d)
On November 9, 2018, Marlin and Golden Reign merged with each-other to form Mako Mining Corp. (“Mako”).
As part of the restructuring, the Company acquired the following assets;
i. a 3% net smelter return (“NSR”) royalty on the original area of interest of the San Albino concession;
ii. a 2% NSR royalty on production from the San Albino concession and the El Jicaro concession (excluding the
original area of interest above);
iii. a 1.5% NSR royalty on the El Compas project;
iv. a 1% NSR on the La Cigarra project;
v. Mako's agreement to transfer its Gavilanes property in Mexico to a designee of Sailfish; and
vi. a receivable from Mako in respect of any amounts recovered by Mako in certain lawsuits Mako has filed
against the Mexican tax authority for the purpose of obtaining previously denied Mexican value added tax
refunds for an aggregate of the US dollar equivalent of $37,379,097 Mexican pesos, net of adjustments for
interest, inflation and applicable legal fees.
See note 7 for details of the mineral, royalty and other interests listed above.
The total value of the transaction was estimated as $8,497,602, which after deducting the advances receivable
from Golden Reign of $1,096,051, resulting in a net gain on disposal of $7,401,51.

Gain on disposal of assets
Amended and Restated Gold Purchase Agreement
Legal settlement fees
Extinguishment of the Golden Reign advances
Gain on disposal of assets

6.

2018
5,944,303
2,553,299
(1,096,051)
$ 7,401,551

ACCOUNTS RECEIVABLE
As at December 31, 2018, and as part of the transaction described in note 5, the Company recorded amounts
due from Mako of $2,553,299, of which payments of $300,000 have been received during the year, $172,004
was paid in exploration fees, a foreign exchange gain of $30,303 was earned leaving a balance of $2,111,598
receivable at year end. An additional $500,000 was received in March 2019 (note 1).
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MINERAL, ROYALTY AND OTHER INTEREST

7.

Cost
Royalty / other interest

Opening

Additions

Accumulated depletion
Ending

Opening Depletion Impairment Ending

Carrying amount

San Albino (3%) (i)
El Compass (1.5%) (iii)
Gavilanes option (iv)
La Cigarra (1%) (v)
TZ Royalty (3.5%) (vi) 12,107,000

4,371,291
1,030,097
340,926
201,989
-

4,371,291
1,030,097
340,926
201,989
12,107,000

-

-

-

-

4,371,291
1,030,097
340,926
201,989
12,107,000

Total

5,944,303

18,051,303

-

-

-

-

18,051,303

12,107,000

As part of the transaction described in note 5, the Company acquired the following the royalty and other
interests during the year;
(i)

San Albino (3%)
The Company has acquired a stream equivalent to a 3% NSR on the original area of interest of the San Albino
project operated by Mako.

(ii)

San Albino (2%)
The Company has acquired a 2% NSR on the district-scale land package surrounding the original area of
interest of the San Albion project, which hosts multiple high grade targets including Las Conchitas and El
Golfo.

(iii)

El Compass (1.5%)
The Company has acquired a 1.5% NSR on El Compass, located in Zacatecas, Mexico, which is operated by
Endeavour Silver Corp (“Endeavour”). Commissioning of El Compass commenced in 2018 and subsequent to
year-end, Endeavour announced that commercial production was achieved in March 2019. During 2018,
$29,078 of royalty revenue was received from this NSR.

(iv)

Gavilanes option
The Company has acquired an option to assign a 100% ownership interest from Mako for a de minimis
amount on the Gavilanes project located in Durango, Mexico. The option expires on November 9, 2019.
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MINERAL, ROYALTY AND OTHER INTEREST (Cont’d)
La Cigarra (1%)
The Company has acquired a 1% NSR on La Cigarra, located in Chihuahua, Mexico. Kootenay Silver Inc. is the
current operator and the project is at the exploration stage.

(vi)

TZ Royalty (3.5%)
The Tocantinzinho Royalty (“TZ Royalty”) was acquired as part of the spin-out of Sailfish from Marlin in 2017.
It is a 3.5% royalty on revenues on the Tocantinzinho Project payable following the commencement of
commercial production, which Eldorado Gold Corp (“Eldorado”) has the right to reduce to a 1.5% royalty on
revenues by payment of US$5.5 million within 30 days of a construction decision to proceed with
development of the Tocantinzinho Project. In the event that Eldorado elects to make such a payment and
such amount is paid to Sailfish, Sailfish will be obligated, pursuant to the Tocantinzinho Royalty Purchase
Agreement to pay such amount to the TZ Royalty Vendors. If Eldorado does not exercise its right to reduce
the Tocantinzinho Royalty, then, within 35 days of the announcement by Eldorado of a construction decision
to proceed with development of the Tocantinzinho Project, Sailfish shall, at its option, either (i) pay US$5.5
million to the TZ Royalty Vendors or (ii) assign 2% of the TZ Royalty back to the TZ Royalty Vendors. No liability
has been recognized for this in the statement of financial position.
Impairments
While assessing whether any indications of impairments exist, consideration is given to both external and
internal sources of information. For the years ended December 31, 2018 and 2017 there were no indications of
impairments on any of the above assets.
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SHARE CAPITAL
(a) Authorized – Unlimited number of common shares with no par value.
(b) Issued share capital is as follows:

Number of shares
100,000,000

December 31, 2016, issued and outstanding
Shares consolidation of Marlin (i)
Balance

(70,853,532)
29,146,468

Value
1
1

Shares issued to Marlin (ii)
Balance

5,167,175
34,313,643

7,000,000
7,000,001

Shares issued to TZ Royalty Vendors (iii)
December 31, 2017, issued and outstanding

4,059,923
38,373,566

5,500,000
12,500,001

December 31, 2018, issued and outstanding

38,373,566

12,500,001

(i) On December 20, 2017, the Company consolidated 100,000,000 shares into 29,146,468 shares owned
by Marlin and transferred its balance in due to related parties of $1,411,934 to contributed surplus.
(ii) On December 20, 2017, the Company issued a further 5,167,175 shares to Marlin for an aggregate
subscription price of $7,000,000.
(iii) On December 21, 2017, the Company issued 4,059,923 shares to the TZ Royalty Vendors for a
subscription price of $5,500,000.
(c)

Stock options
The continuity of stock options issued and outstanding is as follows:

Number of Options
Granted April 24, 2018 (i)
Granted December 24, 2018 (ii)
Outstanding December 31, 2018

Weighted Average
Exercise Price $CAD
1,200,000
0.75
2,625,000
1.00
3,825,000
0.92
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SHARE CAPITAL AND CONTRIBUTED SURPLUS (Cont’d)
(c) Stock options (cont’d)
(i)

On December 22, 2017, the Company was spun-out of Marlin. As part of the plan of arrangement, stock
options were to be issued to a director and an officer of the Company entitling them to purchase
1,200,000 common shares over a period of five years, expiring on February 5, 2021. The options were
designed to have an initial value equal, when combined with the remaining options in Marlin, to that
held by the option holders held in Marlin at the date of the spin out of the Company.
On April 24, 2018, the Company granted 900,000 common shares options to the Chief Executive Officer
and 300,000 common shares options issued to a director of the Company at a price of CAD$0.75 per
share in accordance with the calculation described above. On the grant date, 600,000 stock options
vested immediately, and 60,000 stock options will vest at each quarter commencing on June 30, 2018
with the last tranche vesting on September 30, 2020. The fair value of these options was calculated at
CAD$1,783,311 using the Black Scholes model. The Company recorded share-based compensation of
USD$489,641 during the current year (2017 - $Nil) and $625,577 was charged to deficit in the
consolidated statement of shareholders’ equity due to the fact that of the 600,000 stock options that
vested immediately on April 24, 2018, 540,000 had been incurred on or before December 31, 2017.
The following assumptions and inputs were used to fair value the options on the grant date: expected
life- 2.79 years; weighted average expected volatility – 146.83% using comparative companies and
competitors given the Company’s limited history; expected dividend yield – 0.0%; risk free interest rate
– 2.16%; share price- C$1.72.

(ii)

On December 24, 2018, the Company granted 1,625,000 common shares options to the Chief Executive
Officer, 950,000 common shares options to the directors of the Company and 50,000 common share
options to the Chief Financial Officer at a price of CAD$1.00 per share in accordance with the calculation
described below. The fair value of these options was calculated at CAD$2,325,922 using the Black
Scholes model. The options have a term of 5 years and a vesting schedule of one-third on the date of
grant, the next one-third 12 months from the date of grant and the final one-third 24 months from the
date of grant.
The Company recorded share-based compensation of $587,627 during the current year and (2017 $Nil).
The following assumptions and inputs were used to fair value the options on the grant date: expected
life- 5 years; weighted average expected volatility – 198.62%; expected dividend yield – 0.0%; risk free
interest rate – 1.93%; share price- CAD$0.91.
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SHARE CAPITAL AND CONTRIBUTED SURPLUS (Cont’d)
(d) Diluted earnings per share

2018
5,626,285

Net income (loss) for the year
Basic weighted average number of shares
Basic earnings per share
Effect of diluted securities
Stock options
Diluted weighted average number of shares
Diluted earnings per share

2017
(358,235)

$

38,373,566
0.15 $

29,413,422
(0.01)

$

413,794
38,787,360
0.15 $

29,413,422
(0.01)

During the year ended December 31, 2018, stock options of 2,625,000 were excluded from the computation
of diluted earnings per share because the exercise price of $1.00 exceeded the average market value of the
common shares of CAD$0.92.
9.

RELATED PARTIES
Related party transactions have been measured at the exchange amount of consideration agreed between the
related parties. Related party transactions are listed below:
(a) Key management compensation
Key management includes directors and senior management. For the year ended December 31, 2018 the
compensation was as follows:
(i)

Director fees of $41,000 (2017 - $38,800) were recorded in 2018 and are payable semi-annually in
advance.

(ii)

Senior management fees of $40,545 (2017 - $26,747) and share-based compensation of $1,077,268
(2017 - $7,764) were incurred.

(iii)

Special committee fees of $22,500 (2017 - $Nil) were incurred.
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RELATED PARTIES (Cont’d)
(b) Related party transactions
(i)

On December 20, 2017, the balance due to Marlin of $1,411,934 was converted to equity and
recorded as contributed surplus. On December 18, 2017 the Company entered into a loan
agreement with Marlin. Under the terms of the agreement, Marlin agreed to make available to
Sailfish a maximum amount of $14,000,000 to finance the Company’s purchase obligations under
its gold purchase agreement. The loan facility was available upon demand and was to bear interest
at 8% per annum, payable bi-annually in arrears. No amounts were drawn under the loan and during
2018, the loan agreement with Marlin was terminated. During the year ended December 31, 2018,
Marlin was repaid $23,898 (2017- loaned $113,273). The Company incurred interest charges of $Nil
(2017- $96,036) payable to Marlin. As at December 31, 2018, $Nil (2017 – $23,898) is payable by
the Company to Marlin. Per the Amended and Restated Gold Purchase Agreement (Note 6), the
Company’s obligations under the GRR arrangement were terminated.

(ii)

On December 20, 2017, the Company consolidated the 100,000,000 outstanding shares owned by
Marlin into 29,146,468 shares and in turn Marlin distributed these shares to its shareholders on a
pro-rata basis.

(iii)

On December 20, 2017, the Company issued 5,167,175 shares to Marlin for a subscription price of
$7,000,000 and in turn Marlin distributed these shares to its shareholders on a pro-rata basis.

(iv)

As at December 31, 2018, and as part of the transaction described in note 5, the Company recorded
amounts due from Mako of $2,553,299, of which payments of $300,000 have been received during
the year, $172,004 was paid in exploration fees, a foreign exchange gain of $30,303 was earned
leaving a balance of $2,111,598 receivable at year end. An additional $500,000 was received in
March 2019 (note 1).

(v)

Rent of $19,900 (2017 - $19,600) was paid during the year to a company related to one of the
directors for office space for which there is no long-term commitment.
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RELATED PARTIES (Cont’d)
(b) Related party transactions (cont’d)
(vi)

Travel and marketing expense includes $13,256 (2017 - $2,152) which was paid during the year to
the Chief Operating Officer and a director, of which $6,165 is included in due to related parties at
year end.

(vii)

Prepaid expenses of $7,155 (2017 - $nil) were incurred during the year pertaining to Sailfish Royalty
Management Corp, a company owned 100% by Sailfish Royalty Corp.

(c) Financing activities
As shown in the consolidated statement of cash flows the Company (paid) received cash from related
parties in the amount of $17,733 (2017 - $113,273) as follows:
2017
2018
Due to related parties, beginning of year
(23,898)
(1,119,523)
Share consolidation to contributed surplus
1,411,934
Interest expense
(96,036)
Capitalized legal fees to royalty interest
(107,000)
Due to related parties, end of year
6,165
23,898
Change in due to related parties
$
(17,733) $
113,273

10. MANAGEMENT OF FINANCIAL RISK

(a) Overview
The Company has exposure to credit risk, liquidity risk and market risk from its use of financial
instruments. This note presents information about the Company's exposure to each of these risks, the
Company's objectives, policies and processes for measuring and managing risk, and the Company's
management of capital. The Board of Directors has overall responsibility for the establishment and
oversight of the Company's risk management framework.

(b) Fair Value of Financial Instruments
Financial instruments must be classified at one of three levels within a fair value hierarchy according to
the relative reliability of the inputs used to estimate their values. The three levels of the hierarchy are
as follows:
•

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities;
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10. MANAGEMENT OF FINANCIAL RISK (Cont’d)

(b) Fair Value of Financial Instruments (cont’d)
•

Level 2: Inputs other than quoted prices that are observable for the asset or liability either directly
or indirectly; and

•

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

The carrying values, fair market values, and fair value hierarchical classification of the Company’s
financial instruments are that the fair value of all financial instruments approximates their carrying value
due to either their short-term maturity and/or capacity of prompt liquidation.
The Company does not have any financial instruments that are measured using level 1, 2 or level 3
inputs.
During the year ended December 31, 2018 and 2017 there were no transfers between level 1, level 2
and level 3 classified assets and liabilities.
(c) Credit Risk
Credit risk is the risk of potential loss to the Company if a customer or third party to a financial
instrument fails to meet its contractual obligations. The Company's credit risk is primarily attributable
to cash held in bank accounts and accounts receivable. The Company’s accounts receivable is subject to
the credit risk of Mako. The carrying amount of financial assets recorded in the consolidated financial
statements represents the Company’s maximum exposure to credit risk.
The Company limits its exposure to credit risk on liquid financial assets through investing its cash and
cash equivalents with high-credit quality financial institutions and by closely monitoring its accounts
receivable.
(d) Liquidity Risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall
due. The Company manages liquidity risk by forecasting cash flows from operations and anticipated
investing and financing activities and through the management of its capital structure. Accounts payable
and accrued liabilities of $79,244 are due in the first quarter of fiscal 2019. See note 1.
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10. MANAGEMENT OF FINANCIAL RISK (Cont’d)

(e) Market Risk
(i) Foreign Currency Risk
Foreign exchange risk is the risk arising from changes in foreign currency fluctuations. The Company’s
operations and royalty agreements are conducted primarily in US dollars. As a result, the Company
is not significantly exposed to fluctuation in exchange rates and foreign currency risk.
At December 31, 2018 and December 31, 2017, the Company’s exposure to foreign currency risk is as
follows:
December 31, 2018
December 31, 2017
Accounts receivable (MXN)
19,227,779
Accounts payable and accrued liabilities (CAD)
89,281
79,250
Due to related parties (CAD)
30,000
Had the Canadian Dollar foreign exchange rates strengthened against the United States dollar by 1%,
with all other variables remaining constant, the change in net income would have been insignificant.
A weakening of 1% in the Canadian Dollar against the United States dollar, with all other variables held
constant, would have had an equal but opposite effect.
Had the Mexican Peso foreign exchange rates strengthened against the United States dollar by 1%,
with all other variables remaining constant, the change in net income would have been insignificant.
A weakening of 1% in the Mexican Peso against the United States dollar, with all other variables held
constant, would have had an equal but opposite effect.
(ii) Interest Rate Risk
The interest rate risk refers to the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market interest rates. As at December 31, 2018 the Company has
no exposure to interest rate risk.
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11. CAPITAL MANAGEMENT

The Company manages and adjusts its capital structure based on available funds in order to support its
royalty and streaming agreements. The Company considers its capital under management to consist of cash
and cash equivalents, royalty interest, advances, share capital, contributed surplus and due to related
parties. The Company manages the capital structure and makes adjustments in light of changes in economic
conditions and the risk characteristics of the Company’s assets.
The Company’s objectives of capital management are intended to ensure the entity’s ability to support the
Company’s normal operating requirements on an ongoing basis, continue its obligations under the royalty
and streaming agreements, and support any expansionary plans.
To effectively manage the entity’s capital requirements, the Company has secured funds from the legal
settlement receivable and royalty streams under the new Master Agreement to ensure the Company has the
appropriate liquidity to meet its operating and growth objectives. The Company may finance its royalty and
streaming agreements through cash flows from operations or additionally from funding from the majority
shareholder.
The Board of Directors reviews its capital management approach on an ongoing basis and believes that this
approach, given the relative size of the Company, is reasonable.
There were no changes in the Company’s approach to capital management during the year ended
December 31, 2018.
12. SEGMENT INFORMATION

As at December 31, 2018, the Company has one business segment, the acquiring of royalty and streaming
agreements.

