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An Introduction 
to Mexico
A brief overview of the country and economy

Mexico is the second largest economy in Latin 
America and, except for a sudden plunge 
of GDP in 2009 of 6.2% as world demand 
for its exports fried up and its asset prices 
plummeted, has remained relatively resilient 
to the financial crisis and recession that have 
affected businesses to such a great extent in 
its northern NAFTA neighbour, the United 
States. In 2010, Mexico returned to growth 
with an export driven increase of GDP of 
5.6%. Furthermore, unlike its other NAFTA 
colleague, Canada, Mexico’s mining industry 
has remained buoyant, seeing production in-
creases across all minerals and maintaining 
large flows of foreign investment. Attracted 
by the geology and lower operating costs, 
Mexico is a favourite destination for junior 
miners and high gold and silver prices en-
couraged them. 
The new government formed by the old PRI, 
which has ruled Mexico almost since its in-
dependence, under President Enrique Peña 
Nieto, will attempt to maintain the momen-
tum that has seem the Mexican economy at 
the same pace as it has over the past decade. 
But they face some very hard economic de-
cisions. Pemex, the giant oil company that 
historically manages the governments’ mo-
nopoly over oil and gas and supplies almost 
one third of government revenues, cannot 
curb falling production figures and deplet-
ing resources. Reforms geared to attracting 
investment to the industry are essential and 
the national taboo concerning the Mexican 
peoples owning of their oil industry must be 
confronted. 
Likewise in mining, the situation is currently 
in a state of uneasy flux as a new mining 
code is being designed, including the cer-
tain introduction if a royalty that is touted 
to be as high as 7.5%. This has sent shivers 
down the spine of miners from Yucatan to 
Vancouver. Labor reforms are also on the 

agenda. Over the past years cheaper labor 
and operating costs have ensured that their 
Mexican operations have been a haven of 
profitability amidst a global economic storm. 
Now it looks like they must reappraise their 
assets in Mexico. The impact on the industry 
might be huge and mine closures and stalled 
investments are already being considered. 
The timing for the proposal is considered as 
unfortunate. Changing the rules unfavorably 
when the global financial community has al-
ready fallen out of love with the mining in-
dustry will only dry up the investment even 
more for the Canadian companies, already 
struggling to raise finance to develop their 
Mexican assets. Please note that at the time 
when we made this research, the proposed 
royalty was believed to be around 5%. The 
comments of those that we interviewed on 
this subject relate, therefore, to this lower fig-
ure and would be far more condemning and 
irate if they could be heard today.
Meanwhile, drug-fuelled violence continues 
a pace in certain parts of the country and the 
streets have recently been often filled with 
aggrieved citizens protesting their cause. Per 
capita is roughly one-third of that is the US 
and income distribution is very unequal. 
Both urban and rural poverty are wide-
spread. Separatist and community issues 
with indigenous peoples remain important, 
although violent protest has ceased.
Nevertheless, Mexico has a huge potential 
for accelerating economic growth. The coun-
try maintained strong growth of 3.9% dur-
ing 2012. This has been supported by both 
external and internal demand, with a firmer 
expansion in services. Gross Domestic Prod-
uct (GDP) is expected to grow 3.5% during 
2013 with a recovery in 2014.
Long-term issues include the need to advance 
reforms to boost growth and to address fis-
cal challenges associated with a decline in oil 

revenues and spending pressures from health 
and pensions. Royalties applied to minerals 
can be added to this list, if an agreement is 
not forthcoming between the industry and 
the government.
The research that went into this report in-
cluded trips from Vancouver to Quebec and 
from Mexico, D.F. to Sonora during the first 
half of 2013, where we met the stake hold-
ers of the mining industry. We thank them all 
for their help, their hospitality and we hope 
that you will enjoy reading reading their 
wisdom. •

GDP
(current US dollars) 2012

Source: CIA World Factbook 

$1.788 
TRILLION

Population (2013)
116,220,947
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An Introduction 
to Mexico
A brief overview of the country and economy

Mexico is the second largest economy in Latin 
America and, except for a sudden plunge 
of GDP in 2009 of 6.2% as world demand 
for its exports fried up and its asset prices 
plummeted, has remained relatively resilient 
to the financial crisis and recession that have 
affected businesses to such a great extent in 
its northern NAFTA neighbour, the United 
States. In 2010, Mexico returned to growth 
with an export driven increase of GDP of 
5.6%. Furthermore, unlike its other NAFTA 
colleague, Canada, Mexico’s mining industry 
has remained buoyant, seeing production in-
creases across all minerals and maintaining 
large flows of foreign investment. Attracted 
by the geology and lower operating costs, 
Mexico is a favourite destination for junior 
miners and high gold and silver prices en-
couraged them. 
The new government formed by the old PRI, 
which has ruled Mexico almost since its in-
dependence, under President Enrique Peña 
Nieto, will attempt to maintain the momen-
tum that has seem the Mexican economy at 
the same pace as it has over the past decade. 
But they face some very hard economic de-
cisions. Pemex, the giant oil company that 
historically manages the governments’ mo-
nopoly over oil and gas and supplies almost 
one third of government revenues, cannot 
curb falling production figures and deplet-
ing resources. Reforms geared to attracting 
investment to the industry are essential and 
the national taboo concerning the Mexican 
peoples owning of their oil industry must be 
confronted. 
Likewise in mining, the situation is currently 
in a state of uneasy flux as a new mining 
code is being designed, including the cer-
tain introduction if a royalty that is touted 
to be as high as 7.5%. This has sent shivers 
down the spine of miners from Yucatan to 
Vancouver. Labor reforms are also on the 

agenda. Over the past years cheaper labor 
and operating costs have ensured that their 
Mexican operations have been a haven of 
profitability amidst a global economic storm. 
Now it looks like they must reappraise their 
assets in Mexico. The impact on the industry 
might be huge and mine closures and stalled 
investments are already being considered. 
The timing for the proposal is considered as 
unfortunate. Changing the rules unfavorably 
when the global financial community has al-
ready fallen out of love with the mining in-
dustry will only dry up the investment even 
more for the Canadian companies, already 
struggling to raise finance to develop their 
Mexican assets. Please note that at the time 
when we made this research, the proposed 
royalty was believed to be around 5%. The 
comments of those that we interviewed on 
this subject relate, therefore, to this lower fig-
ure and would be far more condemning and 
irate if they could be heard today.
Meanwhile, drug-fuelled violence continues 
a pace in certain parts of the country and the 
streets have recently been often filled with 
aggrieved citizens protesting their cause. Per 
capita is roughly one-third of that is the US 
and income distribution is very unequal. 
Both urban and rural poverty are wide-
spread. Separatist and community issues 
with indigenous peoples remain important, 
although violent protest has ceased.
Nevertheless, Mexico has a huge potential 
for accelerating economic growth. The coun-
try maintained strong growth of 3.9% dur-
ing 2012. This has been supported by both 
external and internal demand, with a firmer 
expansion in services. Gross Domestic Prod-
uct (GDP) is expected to grow 3.5% during 
2013 with a recovery in 2014.
Long-term issues include the need to advance 
reforms to boost growth and to address fis-
cal challenges associated with a decline in oil 

revenues and spending pressures from health 
and pensions. Royalties applied to minerals 
can be added to this list, if an agreement is 
not forthcoming between the industry and 
the government.
The research that went into this report in-
cluded trips from Vancouver to Quebec and 
from Mexico, D.F. to Sonora during the first 
half of 2013, where we met the stake hold-
ers of the mining industry. We thank them all 
for their help, their hospitality and we hope 
that you will enjoy reading reading their 
wisdom. •
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Please provide an overview of the Coneto project and the decision to take on 

partners for it?

We made our first move for the old mining camp at Coneto four or five years 

ago. Many other companies, such as Pan American Silver and Fresnillo, have 

also tried but like us they were never able to pull the multiple concession-own-

ers together, in particular the two main ones. Orex Minerals finally managed 

this two years ago with Orko Silver. We previously worked on the La Preciosa 

deposit, Orko Silver’s project 60 Km to the south, where we drilled 300,000m 

in collaboration with Pan American Silver. Coneto is a much larger  system, 

17Km long with more than 50 known veins: we knew it would require far 

more drilling than La Preciosa, so the sooner we brought in a well-financed 

partner, the better. Fresnillo was the obvious choice as a partner as it already 

had an 8% claim to the camp; it became a very easy deal to do. 

What is the project’s current status and how is the surrounding in-

frastructure?

Fresnillo is currently earning its interest in the project. It has to spend 

six million dollars over three years; with the first year just ending, 

it has already spent $3.4 million. A third drill has just been added, 

which is great news as it shows the results warranted it. Fresnillo has 

been a great company to work with, providing us with a good flow 

of information. The infrastructure at Coneto is very good. Power runs 

right through the property, and neither water nor labor is a problem. 

It is a very mining-friendly area, the surrounding villages are sup-

portive of the project.

Is Mexico’s legal and regulatory framework set up to support mining? 

What is your view on the current government proposals to raise taxes 

or implement royalties?

We have been in Mexico since 2003 and find it to be an excellent 

place to explore. As an exploration company we are not involved 

in advanced permitting of mines, but we do get into permitting of 

drilling and exploration, which we have found to be a very easy and 

streamlined process. Higher taxes or a new royalties system would 

factor into the economics of any mining resource. Nothing has been 

introduced yet at the federal level, and I am sure the Mexican states 

would be vocal on any new legislation. Durango is a mining state; it 

does not want to drive anyone away. Any fiscal changes are likely to 

be cautious, and not to the detriment of the industry.

What were the reasons behind your merger with Astral Mining Corp?

It was a case of a company running into the type of problems being 

encountered more and more often on the exchange. Astral Mining 

had good projects but was basically out of money and, in the current 

market, probably unable to refinance. We decided it would be bet-

ter to take the whole company out than to option one property. The 

main attraction was the Los Crestones property in Sinaloa, Mexico, 

which had some very good initial results and definitely warranted 

follow-up. 39 grams of gold were found over five meters, with some 

silver and base metals as well, but only 5% of the property had been 

mapped. It is a project in its infancy, but we are anxious to advance it 

within the next couple of months. An exploration program is being 

prepared, with financing taking place at the moment.

Should we expect more M & A activity from Orex Minerals in the 

coming years?

Further joint venture activity in the coming years is a possibility. The 

market is certainly set up for strong juniors with treasuries or stock 

prices they can use for acquisitions. I would be lying if I said there 

were not opportunities right now for companies like Orex Minerals 

to pick off attractive properties which others are unable to refinance. 

How do you see your Mexican share price developing in the future?

The main factor determining our Mexican share price will be the drill 

results produce by Fresnillo at Coneto. So far they have been excel-

lent and there is no reason to think this will not continue. If we also 

achieve the type of results Astral Mining managed at Los Crestones we 

will have two constant sources of good news. We have been around 

long enough to see a few cycles and this one is bound to turn around. 

At some point people will look at mining and exploration and con-

clude they are undervalued. •

Gary
Cope
PRESIDENT & CEO
OREX MINERALS INC
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Mexican tax treatment of 
exploration expenses
Andrew Ellsworth, Tax Manager, Mining specialist, KPMG in Mexico

Investment in Mexico’s mining industry has 

grown exponentially. For 2012, Mexico’s min-

ing chamber, Camimex, estimated that invest-

ment by mining companies was USD 7.6 bil-

lion, up from USD 5.6 billion in 2011 and USD 

3.3 billion in 2010. For 2013, investment is 

anticipated to increase up to 40% from 2012.

This rise in investment it is attributed to a 

combination of high precious and base metal 

prices, a friendly regulatory environment and 

the country’s geology. In addition, Mexico has 

a history of mining dating back to the pre-His-

panic and colonial periods and modern tech-

nologies have made it more efficient to further 

explore and exploit existing mineral deposits 

that were mined decades ago.

Mexico is the world’s largest producer of silver, 

which accounted for 27% of Mexico’s mining 

output in 2011 according to Mexico’s National 

Institute of Statistics and Geography (INEGI). 

Gold represented 25% of total mining produc-

tion and copper 20%. Other base metals repre-

sented 11% of total output.

The Mexican Geological Survey has identified 23 

giant world class mineral deposits and six super 

giant deposits. Because of this, in 2011, Mexico 

invested more money in exploration than all but 

three other countries; Canada, Australia and the 

USA. According to Camimex, more than USD 

1 billion was spent on exploration in 2011 on 

763 projects by 320 companies.

According to Camimex, foreign capital repre-

sents approximately 40% of all Mexican mining 

production, with approximately 70% of this be-

ing from Canada.

Because a substantial number of foreign-owned 

Mexican mining companies are currently in-

volved in exploration activities or looking at 

commercial production in the short-term, these 

companies should be interested in the cor-

responding tax treatment of exploration and 

other expenses incurred in getting their projects 

into production.

Under Mexico’s Income Tax Act (MITA), min-

ing exploration expenditures, what is referred 

to as the pre-operating period, are amortized 

at the maximum rate of 10% on a straight-line 

basis when the project for which the expendi-

tures were made moves to the operating phase. 

The expenditures must be made to locate and 

quantify new deposits susceptible to exploita-

tion. Therefore, once the project is in the op-

erating phase, all qualifying expenditures made 

during all years of the pre-operating period are 

put into one pool and deducted for income tax 

purposes at the maximum rate of 10% annually. 

In addition, the income tax deduction for the 

pre-operating expenses should be indexed for 

inflation, thus granting an additional benefit.

Alternatively, taxpayers involved in mining 

activities may elect, under the MITA , to fully 

deduct expenditures during the pre-operating 

period in the year in which the outlays are 

made. This election must be taken for pre-oper-

ating expenses corresponding to the same min-

eral deposit or project. As a result, this election 

should be made in the first year pre-operating 

expenses are outlayed for a specific exploration 

project and expenses in all subsequent years 

relating to the same mineral deposit or project 

must be fully deducted in those years the out-

lays are made. Exploration expenses relating to 

several mineral deposits or projects must be 

separated and either amortized for income tax 

purposes once the pre-operating period ends or 

an election taken to fully deduct those expenses 

in the year of expenditure.

What is the pre-operating period?

The MITA does not define the pre-operating pe-

riod. Although International Financial Report-

ing Standard (IFRS) 6 discusses the accounting 

treatment of exploration for and evaluation of 

mineral resources, IFRS 6 does not give any 

guidance on defining the pre-operating pe-

riod. However, it is industry practice for mining 

companies to consider that commercial pro-

duction is reached and therefore the pre-oper-

ating period concluded, when a mine is in the 

condition necessary for it to be capable of oper-

ating in the manner intended by management. 

A range of factors are taken into account when 

determining whether commercial production 

has been reached, which may include demon-

stration of continuous production near the level 

required by the design capacity of the pro-

cessing facilities, demonstration of continuous 

throughput levels at or above a target percent-

age of the design capacity and demonstration 

of the ability to produce output at a net margin 

that is consistent with expectations. Usually, a 

mining company will assess a mine’s ability 

to sustain production and throughput over a 

period of approximately one to three months, 

depending on the complexity of the operation, 

prior to declaring that commercial production 

has been reached.

Types of pre-operating expenses

The amortization or immediate deduction of 

exploration expenses during the pre-operating 

period is limited to expenses that are not oth-

erwise depreciable (i.e. non-depreciable prop-

erty). Tax depreciable property or assets such as 

buildings, machinery and equipment and tools 

must be separated from the pre-operating pe-

riod exploration expenses and depreciated at 

the maximum authorized rates provided by the 

MITA on a straight-line basis or immediately de-

ducted at the maximum rates established by the 

MITA or by presidential decree in the year the 

asset is first put into use or the following year. 

Once production commences, the accumulated 

pre-operating period exploration expenses may 

be amortized at the maximum rate of 10% on a 

straight-line basis or if an election is made, fully 

deducted in the year of expenditure.
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J. Scott
Drever
PRESIDENT & DIRECTOR 
SILVERCREST MINES INC

INTERVIEW WITH

Please update us on construction of the new 
mill and associated developments at your 
Santa Elena mine.
SilverCrest Mines commenced financing for 
the Santa Elena mine in 2009 – this was a 
challenge, given the economic climate at 
that time but we were successful in securing 
the necessary financing. Construction began 
in late 2009, pouring our first gold and sil-
ver in September 2010. Our first phase of 
open-pit heap leach produced good results 
from an operational/financial viewpoint, 
helping achieve our initial corporate strat-
egy of creating a cash flow. It was clear from 
the outset that the grades at the Santa Elena 
deposit required a conventional mill because 
of the differential recoveries compared to 
heap leaching and allowances were made 
in the permitting process to accommodate 
this. However reviewing the markets and 
economics at that time, it would have cost 
$80 - 90 million to construct a conventional 
mill, and taken us two years longer to be op-
erational. SilverCrest put the open pit heap 
leach phase of the project on-stream within 
nine months for less than $20 million, rec-
ognizing that we were leaving a large recov-
erable metal component on the heaps for a 
later reprocessing through a conventional 
mill.
The design-work has been concluded for a 
conventional CCD 3,000 mt per day pro-
cessing mill including detailed engineering 
work. Major construction is well underway 
and we have commitments in place on the 
longer lead-time equipment, some of which 
have started to be delivered. The target date 
for mill operation will be late December 
2013 to early January 2014, with 3,000 
tpd run-rate being achieved within the first 
quarter of 2014. We are on-track for budget 
and schedule. 

What impact will the new mill have on Santa 
Elena’s overall production levels?
Metal production levels with the conven-
tional mill will significantly increase. In 
2012, the open-pit heap leach process pro-
duced 2.4 million oz silver equivalent per 
year; 33,000 oz of gold and 579,000 oz of 
silver. In 2013, we expect gold levels to re-
main similar to 2012, while the silver should 
increase to about 675,000 oz. Then in 2014, 
the run-rate should be about 3-3.5 million 
oz silver equivalent; comprised of 36,000 oz 
gold and 1.3million oz silver. 
The addition of the mill will result in a rise 
in recovery rates of silver from, 35% to 70% 
and gold from 70% to 90%. When you also 
take the increasing silver grades into account 
the company will become more silver-fo-
cused.

SilverCrest has a strong record of controlling 
operating costs. Can you give an insight into 
the strategy employed on operation costs at 
Santa Elena and what are your expectations 
for the life-span the mine considering this 
increased production? 
The rising costs are somewhat offset by our 
declining strip ratio and the rising grades 
as we get deeper into the pit. We are com-
ing towards the bottom of the open-pit and 
the strip ratio is reducing; in 2012 we were 
4.25:1, in 2013 will be closer to 3:1, and in 
the final year of open-pit production will be 
1:1 or less. 

In close proximity to the Santa Elena mine is 
your Cruz de Mayo project, could you pro-
vide an overview of the property?
Cruz de Mayo has attracted a great deal of 
emphasis and interest, and was one of the 
first properties we acquired in Mexico. It is 
predominantly a silver deposit with small 

amounts of gold. The resource has some 
good attributes: a pre-feasibility study has 
just been completed which confirmed a 
high grade three to four oz core which can 
be extracted, crushed, and transported to the 
Santa Elena mill. 

The third property is La Joya, what would 
you highlight about this project and how 
does it fit into SilverCrest’s portfolio?
Like Santa Elena, La Joya fits into the ma-
trix that SilverCrest favors; it has easy access 
with good logistics and infrastructure, it is 
located just south of a large city, Durango. 
These factors will allow us to develop what 
we believe is a large project fairly quickly 
and at relatively low cost. 

It is always important for mining companies 
to engage with your local communities. Can 
you outline your strategy and initiatives in 
this regard?
At Santa Elena our target was to employ 70% 
of our work force from the local commu-
nity, which has been exceeded. Our corpo-
rate social responsibility (CSR) program at 
Santa Elena includes local community med-
ical attention; school projects by supplying 
materials to construct facilities; a scholarship 
program for high-school grades to progress 
to university; and we assist with municipal 
facilities. •
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Please provide an overview of the Coneto project and the decision to take on 

partners for it?

We made our first move for the old mining camp at Coneto four or five years 

ago. Many other companies, such as Pan American Silver and Fresnillo, have 

also tried but like us they were never able to pull the multiple concession-own-

ers together, in particular the two main ones. Orex Minerals finally managed 

this two years ago with Orko Silver. We previously worked on the La Preciosa 

deposit, Orko Silver’s project 60 Km to the south, where we drilled 300,000m 

in collaboration with Pan American Silver. Coneto is a much larger  system, 

17Km long with more than 50 known veins: we knew it would require far 

more drilling than La Preciosa, so the sooner we brought in a well-financed 

partner, the better. Fresnillo was the obvious choice as a partner as it already 

had an 8% claim to the camp; it became a very easy deal to do. 

What is the project’s current status and how is the surrounding in-

frastructure?

Fresnillo is currently earning its interest in the project. It has to spend 

six million dollars over three years; with the first year just ending, 

it has already spent $3.4 million. A third drill has just been added, 

which is great news as it shows the results warranted it. Fresnillo has 

been a great company to work with, providing us with a good flow 

of information. The infrastructure at Coneto is very good. Power runs 

right through the property, and neither water nor labor is a problem. 

It is a very mining-friendly area, the surrounding villages are sup-

portive of the project.

Is Mexico’s legal and regulatory framework set up to support mining? 

What is your view on the current government proposals to raise taxes 

or implement royalties?

We have been in Mexico since 2003 and find it to be an excellent 

place to explore. As an exploration company we are not involved 

in advanced permitting of mines, but we do get into permitting of 

drilling and exploration, which we have found to be a very easy and 

streamlined process. Higher taxes or a new royalties system would 

factor into the economics of any mining resource. Nothing has been 

introduced yet at the federal level, and I am sure the Mexican states 

would be vocal on any new legislation. Durango is a mining state; it 

does not want to drive anyone away. Any fiscal changes are likely to 

be cautious, and not to the detriment of the industry.

What were the reasons behind your merger with Astral Mining Corp?

It was a case of a company running into the type of problems being 

encountered more and more often on the exchange. Astral Mining 

had good projects but was basically out of money and, in the current 

market, probably unable to refinance. We decided it would be bet-

ter to take the whole company out than to option one property. The 

main attraction was the Los Crestones property in Sinaloa, Mexico, 

which had some very good initial results and definitely warranted 

follow-up. 39 grams of gold were found over five meters, with some 

silver and base metals as well, but only 5% of the property had been 

mapped. It is a project in its infancy, but we are anxious to advance it 

within the next couple of months. An exploration program is being 

prepared, with financing taking place at the moment.

Should we expect more M & A activity from Orex Minerals in the 

coming years?

Further joint venture activity in the coming years is a possibility. The 

market is certainly set up for strong juniors with treasuries or stock 

prices they can use for acquisitions. I would be lying if I said there 

were not opportunities right now for companies like Orex Minerals 

to pick off attractive properties which others are unable to refinance. 

How do you see your Mexican share price developing in the future?

The main factor determining our Mexican share price will be the drill 

results produce by Fresnillo at Coneto. So far they have been excel-

lent and there is no reason to think this will not continue. If we also 

achieve the type of results Astral Mining managed at Los Crestones we 

will have two constant sources of good news. We have been around 

long enough to see a few cycles and this one is bound to turn around. 

At some point people will look at mining and exploration and con-

clude they are undervalued. •

Gary
Cope
PRESIDENT & CEO
OREX MINERALS INC

INTERVIEW WITHINTERVIEW WITH

Mexican tax treatment of 
exploration expenses
Andrew Ellsworth, Tax Manager, Mining specialist, KPMG in Mexico

Investment in Mexico’s mining industry has 

grown exponentially. For 2012, Mexico’s min-

ing chamber, Camimex, estimated that invest-

ment by mining companies was USD 7.6 bil-

lion, up from USD 5.6 billion in 2011 and USD 

3.3 billion in 2010. For 2013, investment is 

anticipated to increase up to 40% from 2012.

This rise in investment it is attributed to a 

combination of high precious and base metal 

prices, a friendly regulatory environment and 

the country’s geology. In addition, Mexico has 

a history of mining dating back to the pre-His-

panic and colonial periods and modern tech-

nologies have made it more efficient to further 

explore and exploit existing mineral deposits 

that were mined decades ago.

Mexico is the world’s largest producer of silver, 

which accounted for 27% of Mexico’s mining 

output in 2011 according to Mexico’s National 

Institute of Statistics and Geography (INEGI). 

Gold represented 25% of total mining produc-

tion and copper 20%. Other base metals repre-

sented 11% of total output.

The Mexican Geological Survey has identified 23 

giant world class mineral deposits and six super 

giant deposits. Because of this, in 2011, Mexico 

invested more money in exploration than all but 

three other countries; Canada, Australia and the 

USA. According to Camimex, more than USD 

1 billion was spent on exploration in 2011 on 

763 projects by 320 companies.

According to Camimex, foreign capital repre-

sents approximately 40% of all Mexican mining 

production, with approximately 70% of this be-

ing from Canada.

Because a substantial number of foreign-owned 

Mexican mining companies are currently in-

volved in exploration activities or looking at 

commercial production in the short-term, these 

companies should be interested in the cor-

responding tax treatment of exploration and 

other expenses incurred in getting their projects 

into production.

Under Mexico’s Income Tax Act (MITA), min-

ing exploration expenditures, what is referred 

to as the pre-operating period, are amortized 

at the maximum rate of 10% on a straight-line 

basis when the project for which the expendi-

tures were made moves to the operating phase. 

The expenditures must be made to locate and 

quantify new deposits susceptible to exploita-

tion. Therefore, once the project is in the op-

erating phase, all qualifying expenditures made 

during all years of the pre-operating period are 

put into one pool and deducted for income tax 

purposes at the maximum rate of 10% annually. 

In addition, the income tax deduction for the 

pre-operating expenses should be indexed for 

inflation, thus granting an additional benefit.

Alternatively, taxpayers involved in mining 

activities may elect, under the MITA , to fully 

deduct expenditures during the pre-operating 

period in the year in which the outlays are 

made. This election must be taken for pre-oper-

ating expenses corresponding to the same min-

eral deposit or project. As a result, this election 

should be made in the first year pre-operating 

expenses are outlayed for a specific exploration 

project and expenses in all subsequent years 

relating to the same mineral deposit or project 

must be fully deducted in those years the out-

lays are made. Exploration expenses relating to 

several mineral deposits or projects must be 

separated and either amortized for income tax 

purposes once the pre-operating period ends or 

an election taken to fully deduct those expenses 

in the year of expenditure.

What is the pre-operating period?

The MITA does not define the pre-operating pe-

riod. Although International Financial Report-

ing Standard (IFRS) 6 discusses the accounting 

treatment of exploration for and evaluation of 

mineral resources, IFRS 6 does not give any 

guidance on defining the pre-operating pe-

riod. However, it is industry practice for mining 

companies to consider that commercial pro-

duction is reached and therefore the pre-oper-

ating period concluded, when a mine is in the 

condition necessary for it to be capable of oper-

ating in the manner intended by management. 

A range of factors are taken into account when 

determining whether commercial production 

has been reached, which may include demon-

stration of continuous production near the level 

required by the design capacity of the pro-

cessing facilities, demonstration of continuous 

throughput levels at or above a target percent-

age of the design capacity and demonstration 

of the ability to produce output at a net margin 

that is consistent with expectations. Usually, a 

mining company will assess a mine’s ability 

to sustain production and throughput over a 

period of approximately one to three months, 

depending on the complexity of the operation, 

prior to declaring that commercial production 

has been reached.

Types of pre-operating expenses

The amortization or immediate deduction of 

exploration expenses during the pre-operating 

period is limited to expenses that are not oth-

erwise depreciable (i.e. non-depreciable prop-

erty). Tax depreciable property or assets such as 

buildings, machinery and equipment and tools 

must be separated from the pre-operating pe-

riod exploration expenses and depreciated at 

the maximum authorized rates provided by the 

MITA on a straight-line basis or immediately de-

ducted at the maximum rates established by the 

MITA or by presidential decree in the year the 

asset is first put into use or the following year. 

Once production commences, the accumulated 

pre-operating period exploration expenses may 

be amortized at the maximum rate of 10% on a 

straight-line basis or if an election is made, fully 

deducted in the year of expenditure.
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J. Scott
Drever
PRESIDENT & DIRECTOR 
SILVERCREST MINES INC

INTERVIEW WITH

Please update us on construction of the new 
mill and associated developments at your 
Santa Elena mine.
SilverCrest Mines commenced financing for 
the Santa Elena mine in 2009 – this was a 
challenge, given the economic climate at 
that time but we were successful in securing 
the necessary financing. Construction began 
in late 2009, pouring our first gold and sil-
ver in September 2010. Our first phase of 
open-pit heap leach produced good results 
from an operational/financial viewpoint, 
helping achieve our initial corporate strat-
egy of creating a cash flow. It was clear from 
the outset that the grades at the Santa Elena 
deposit required a conventional mill because 
of the differential recoveries compared to 
heap leaching and allowances were made 
in the permitting process to accommodate 
this. However reviewing the markets and 
economics at that time, it would have cost 
$80 - 90 million to construct a conventional 
mill, and taken us two years longer to be op-
erational. SilverCrest put the open pit heap 
leach phase of the project on-stream within 
nine months for less than $20 million, rec-
ognizing that we were leaving a large recov-
erable metal component on the heaps for a 
later reprocessing through a conventional 
mill.
The design-work has been concluded for a 
conventional CCD 3,000 mt per day pro-
cessing mill including detailed engineering 
work. Major construction is well underway 
and we have commitments in place on the 
longer lead-time equipment, some of which 
have started to be delivered. The target date 
for mill operation will be late December 
2013 to early January 2014, with 3,000 
tpd run-rate being achieved within the first 
quarter of 2014. We are on-track for budget 
and schedule. 

What impact will the new mill have on Santa 
Elena’s overall production levels?
Metal production levels with the conven-
tional mill will significantly increase. In 
2012, the open-pit heap leach process pro-
duced 2.4 million oz silver equivalent per 
year; 33,000 oz of gold and 579,000 oz of 
silver. In 2013, we expect gold levels to re-
main similar to 2012, while the silver should 
increase to about 675,000 oz. Then in 2014, 
the run-rate should be about 3-3.5 million 
oz silver equivalent; comprised of 36,000 oz 
gold and 1.3million oz silver. 
The addition of the mill will result in a rise 
in recovery rates of silver from, 35% to 70% 
and gold from 70% to 90%. When you also 
take the increasing silver grades into account 
the company will become more silver-fo-
cused.

SilverCrest has a strong record of controlling 
operating costs. Can you give an insight into 
the strategy employed on operation costs at 
Santa Elena and what are your expectations 
for the life-span the mine considering this 
increased production? 
The rising costs are somewhat offset by our 
declining strip ratio and the rising grades 
as we get deeper into the pit. We are com-
ing towards the bottom of the open-pit and 
the strip ratio is reducing; in 2012 we were 
4.25:1, in 2013 will be closer to 3:1, and in 
the final year of open-pit production will be 
1:1 or less. 

In close proximity to the Santa Elena mine is 
your Cruz de Mayo project, could you pro-
vide an overview of the property?
Cruz de Mayo has attracted a great deal of 
emphasis and interest, and was one of the 
first properties we acquired in Mexico. It is 
predominantly a silver deposit with small 

amounts of gold. The resource has some 
good attributes: a pre-feasibility study has 
just been completed which confirmed a 
high grade three to four oz core which can 
be extracted, crushed, and transported to the 
Santa Elena mill. 

The third property is La Joya, what would 
you highlight about this project and how 
does it fit into SilverCrest’s portfolio?
Like Santa Elena, La Joya fits into the ma-
trix that SilverCrest favors; it has easy access 
with good logistics and infrastructure, it is 
located just south of a large city, Durango. 
These factors will allow us to develop what 
we believe is a large project fairly quickly 
and at relatively low cost. 

It is always important for mining companies 
to engage with your local communities. Can 
you outline your strategy and initiatives in 
this regard?
At Santa Elena our target was to employ 70% 
of our work force from the local commu-
nity, which has been exceeded. Our corpo-
rate social responsibility (CSR) program at 
Santa Elena includes local community med-
ical attention; school projects by supplying 
materials to construct facilities; a scholarship 
program for high-school grades to progress 
to university; and we assist with municipal 
facilities. •
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We recognize it takes world-class people to run world-class mines. 
When you work with us, you’re part of a growing community 
of skilled professionals committed to pioneering advances
in modern, sustainable mining.  

One company, thousands of opportunities.
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