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Management's responsibility for financial reporting

The accompanying unaudited interim consolidated financial statements of Maglndustries Corp. were
prepared by management in accordance with Canadian generally accepted accounting principles. The
most significant of these accounting principles have been set out in the December 31, 2009 audited
consolidated financial statements. Only changes in accounting policies have been disclosed in these
unaudited interim consolidated financial statements. Management acknowledges responsibility for the
preparation and presentation of the unaudited interim consolidated financial statements, including
responsibility for significant accounting judgments and estimates and the choice of accounting principles
and methods that are appropriate to the Company’s circumstances.

Management has established processes which are sufficient to support management representations that
they have exercised reasonable diligence that (i) the unaudited interim consolidated financial statements
do not contain any untrue statement of material fact or omit to state a material fact required to be stated or
that is necessary to make a statement not misleading in light of the circumstances under which it is made,
as of the date of and for the periods presented by the unaudited interim consolidated financial statements
and (ii) the unaudited interim consolidated financial statements fairly present in all material respects the
financial condition, results of operations and cash flows of the Company, as of the date of and for the
periods presented by the unaudited interim consolidated financial statements.

The Board of Directors is responsible for reviewing and approving the unaudited interim consolidated
financial statements together with other financial information of the Company and for ensuring that
management fulfills its financial reporting responsibilities. The Audit Committee assists the Board of
Directors in fulfilling this responsibility. The Audit Committee meets with management to review the
financial reporting process and the unaudited interim consolidated financial statements together with other
financial information of the Company. The Audit Committee reports its findings to the Board of Directors
for its consideration in approving the unaudited interim consolidated financial statements together with
other financial information of the Company for issuance to the shareholders.

Management recognizes its responsibility for conducting the Company’s affairs in compliance with
established financial standards, and applicable laws and regulations, and for maintaining proper standards
of conduct for its activities.
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(Unaudited)

Consolidated balance sheets (note 1 — Nature of operations and basis of presentation)

(Expressed in thousands of US dollars)

As at June 30 December 31
2010 2009
$ $
ASSETS
Current
Cash and cash equivalents 17,217 24,379
Restricted cash 707 717
Accounts receivable and prepaid expenses 6,775 3,628
Inventories (note 3) 7,942 7,928
32,641 36,652
Non-current
Timber holdings 22,661 20,792
Capital assets, net 45,028 47,392
Projects under evaluation and development (note 4) 156,158 154,815
Mineral exploration rights (note 5) 15,350 6,750
271,838 266,401
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current
Bank indebtedness 812 1,001
Accounts payable and accrued liabilities 15,248 18,398
16,060 19,399
Non-current
Corporate notes 29,118 28,520
Future income taxes 3,709 1,700
Asset retirement obligation 87 97
48,974 49,716
Commitments and contingencies (note 10)
Shareholders’ equity
Share capital (note 6) 398,523 376,569
Deficit (175,659) (159,884)
222,864 216,685
271,838 266,401

The accompanying notes are an integral part of these consolidated financial statements
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(Unaudited)

Consolidated statements of loss, comprehensive loss and deficit

(Expressed in thousands of US dollars, except share and per share data)

Three months ended

Six months ended

June 30 June 30
2010 2009 2010 2009
$ $ $ $

Sales 9,830 6,680 20,040 13,386
Shipping 2,771 2,282 6,669 4,595
Cost of sales 5,982 3,207 12,683 7,272

1,077 1,191 688 1,519
Expenses
Shipping contract settlement (note 7) 4,000 - 4,000 -
General and administrative 2,770 3,756 5,235 6,908
Project expenditures 1,723 1,001 3,333 1,637
Interest expense 1,138 603 2,257 1,496
Stock based compensation 1,027 1,586 1,066 3,115
Amortization and depreciation 195 370 380 503
Accretion expense 3 2 5 4
MagMinerals option cancellation - 8,865 - 12,195
Gain on note repurchase - (2,741) - (2,741)

10,856 13,442 16,276 23,117

Operating loss (9,779) (12,251) (15,588) (21,598)
Interest income 11 64 13 233
Foreign exchange gain (loss) 120 1,761 (200) 237
Net loss and comprehensive loss for
the period (9,648) (10,426) (15,775) (21,128)
Deficit, beginning of period (166,011) (115,659) (159,884) (104,957)
Deficit, end of period (175,659) (126,085) (175,659) (126,085)
Basic and diluted net loss per share (0.02) (0.04) (0.04) (0.07)
Weighted average number
of common shares outstanding 418,256,748 294,841,336 400,990,915 291,479,327

The accompanying notes are an integral part of these consolidated financial statements
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(Unaudited)

Consolidated statements of cash flows

(Expressed in thousands of US dollars)

Three months ended

Six months ended

June 30 June 30
2010 2009 2010 2009
$ $ $ $
Operating activities
Net loss for the period (9,648) (10,426)  (15,775) (21,128)
Operating items not involving cash
MagMuinerals options cancellation - 8,865 - 12,195
Stock based compensation 1,027 1,586 1,066 3,115
Amortization, depreciation and accretion expense 1,881 1,706 3,670 3,105
Gain on note repurchase - (2,741) - (2,741)
Foreign exchange (gain) loss (743) (2,028) (384) (230)
Net changes in non-cash working capital
balances relating to operating activities (note 9) 4,513 568 4,703 84
Cash used in operations (2,970) (2,470) (6,720) (5,600)
Investing activities
Additions to projects under development (176) (22,220) (711) (35,157)
Additions to capital assets (649) (301) (879) (2,915)
Additions to timber holdings (989) (1,367) (2,325) (2,231)
Restricted cash 66 (3,069) 10 (3,069)
Purchase of mineral exploration rights (3,000) - (6,000)
Net changes in non-cash working capital
balances relating to investing activities (note 9) (3,911) 3,131 (11,014) 3,295
Cash used in investing activities (8,659) (23,826)  (20,919) (40,077)
Financing activities
Bank indebtedness 230 - (189) -
Exercise of options 60 - 65
Common shares issued by prospectus, net of fees - 24,433 20,823 24,433
Re-purchase of corporate notes - (1,991) - (1,991)
Cash provided by financing activities 290 22,442 20,699 22,442
Effect of exchange rate changes on foreign cash 143 2,028 (222) 230
Net decrease in cash and cash equivalents (11,196) (1,826) (7,162) (23,005)
Cash and cash equivalents, beginning of period 28,413 70,315 24,379 91,494
Cash and cash equivalents, end of period 17,217 68,489 17,217 68,489

The accompanying notes are an integral part of these consolidated financial statements
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Notes to consolidated financial statements
(Expressed in US dollars unless otherwise stated)
(Unaudited)

1. Nature of operations and basis of presentation
Maglindustries Corp. (“Magindustries” or the “Company”) has four business units, MagMinerals,

MagMetals, MagEnergy and MagForestry. The Company is engaged in the financing, development and
placing into production or operation of the following projects:

Project Description Location Business unit

Potash plant Construction of 600,000 tonnes per year | Pointe-Noire, Republic | MagMinerals
potash plant and second phase resource | of Congo (“ROC”)
estimate and feasibility study for an

additional 600,000 tonnes of capacity

Potash Makola exploration license for an Pointe Noire, Republic | MagMinerals
Exploration estimated 1.7 billion tonnes of potash of Congo (“ROC”)

(KCD).
Magnesium plant | Evaluation of the Kouilou magnesium Pointe-Noire, ROC MagMetals

plant to be located adjacent to
MagMinerals potash plant

INGA 11 Refurbishment of the hydroelectric Democratic Republic of | MagEnergy
facility Congo (“DRC”)
Busanga Feasibility study of a reenfield DRC MagEnergy
hydroelectric site
Eucalyptus Operation of a 68 thousand hectare Pointe-Noire, ROC MagForestry
plantation and eucalyptus forestry plantation (of which
chipmill 25 thousand hectares is presently
unplanted) and a 500,000 tonne per year
wood chip mill

The Company is a development stage enterprise where most of the Company’s projects have yet to
generate significant revenues. In addition these interim consolidated financial statements have been
prepared on the “going concern” basis, which presumes that the Company will be able to realize its assets
and discharge its liabilities in the normal course of business for the foreseeable future.

As described in notes 4 and10 (c) the development of the MagMinerals potash project is subject to raising
additional equity and debt. The availability of such additional funds is not assured and, if available, the
terms thereof are not yet determinable. If these financings are not completed successfully the Company
would consider joint ventures with equity partners, and/or the sale of individual projects as well as other
sources of capital, or a combination thereof depending on prevailing market conditions at the time. In
addition, under the terms of its corporate notes (the “Notes” or individually a “Note”) the Company is
required to meet certain restrictive covenants which limit the Company’s ability to sell a majority share of
this project. Should the Company be in default of its restrictive covenants, the noteholders have the right
to call for the acceleration of the payment of the Notes. Management believes that the Company will be in
compliance with the terms of these Notes during fiscal next 12 months. Accordingly, the debt has been
classified according to its repayment terms. If the Company is unable to comply with their terms, the
Notes will become due on demand, unless the Company is able to obtain waivers or extensions.

The Corporation’s ability to continue as a going concern is dependent upon achieving and maintaining
profitable operations and upon obtaining additional financing. The outcome of these matters cannot be
predicted at this time. The interim consolidated financial statements have been prepared on a going
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concern basis and do not include any adjustments to the amounts and classifications of the assets and
liabilities that might be necessary should the Company be unable to continue as a going concern.

The United States dollar is the principal currency of the Company’s primary economic environment.
These unaudited interim consolidated financial statements are expressed in United States dollars.

2. Summary of significant accounting policies

Basis of presentation

These unaudited interim consolidated financial statements have been prepared in accordance with
Canadian generally accepted accounting principles (“GAAP”) with respect to preparation of interim
financial statements on a basis consistent with the Company’s audited annual financial statements as at
and for the year ended December 31, 2009 (except as noted below) and should be read in conjunction
with those statements as they do not contain all information or disclosure to be accordance with Canadian
generally accepted accounting principles for annual financial reporting. In the opinion of management, all
adjustments considered necessary for fair presentation have been included in these financial statements.
Operating results for the three months and six months periods ended June 30, 2010 may not be indicative
of the results that may be expected for the year ending December 31, 2010.

Use of estimates

The preparation of the unaudited interim period financial statements requires management to make
estimates and assumptions that affect the reported amounts and disclosures made in the unaudited interim
period financial statements and accompanying notes. These estimates and assumptions are based on
management’s historical experience, best knowledge of current events and conditions and activities that
may be undertaken in the future. Actual results could differ from these estimates.

Comparative figures
Certain of the prior period’s figures have been reclassified to conform to the current presentation.

Changes in accounting policy — Business Combinations

In January 2009, the CICA issued Section 1582, Business Combinations, replacing Section 1581 of the
same name. The new section will apply prospectively to business combinations for which the acquisition
date is on or after January 1, 2011. Section 1582, which provides the Canadian equivalent to International
Financial Reporting Standard 3, Business Combinations (January 2008), establishes standards for the
accounting for a business combination. Section 1582 requires business acquisitions (including non-
controlling interests and contingent consideration) to be measured at fair value on the acquisition date,
generally requires acquisition-related costs to be expensed, requires gains from bargain purchases to be
recorded in net earnings, and expands the definition of a business. As Section 1582 applies only to future
business combinations, it is not expected to have a significant effect on the Company’s consolidated
financial statements.

3. Inventories

June 30 December 31

2010 2009

(thousands) $ $
Consumable supplies and production materials 6,386 4,962
Inventory of logs/work in progress 772 680
Wood chips 784 2,286
7,942 7,928
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The amount of inventory recognized as an expense and included in cost of sales during the three months
ended June 30, 2010 was $6.0 million (2009: $2.2 million) and $12.7 million for the six months ended
June 30, 2010 (2009 - $5.3 million). No amounts were charged to the interim consolidated statement of
loss for the write-down of inventory for valuation issues during the three months and the six months
ended June 30, 2009 or 2010.

4. Projects under evaluation and development
The Company has four principal projects under evaluation and development:

MagMinerals has completed a detailed feasibility study and is conducting pre-construction activities and
planning for full construction of a standalone potash plant. The completion of the feasibility study
included drilling resource definition holes and solution mining rated production wells which will enable
the production of a magnesium and potassium rich chloride brine from the Mengo brine field for delivery
by pipeline to the MagMinerals’ potash plant and MagMetals’ Kouilou magnesium plant. Pre-
construction activities have also included building of an 11.2 km gas pipeline, drilling of production wells
and site preparation.

On August 12, 2010, the Company issued a press release reporting that its subsidiary, MagMinerals
Potash Corp. (“MagMinerals”) completed a technical scoping for the 1,111 square kilometer Makola
exploration license on the Atlantic coast of the ROC. The Report estimates inferred resource of 1.7 billion
tonnes of potash (KCI).

MagMetals is responsible for the evaluation of the Kouilou magnesium project, which includes a
proposed magnesium plant on the same site proposed for MagMinerals potash plant. Further development
of this project is awaiting the full ramp-up of MagMinerals construction activities.

MagEnergy is currently refurbishing turbine G23 and conducting emergency repairs on three other
turbines at the Inga Il hydro electric facility located on the Congo River, 300 km southwest of Kinshasa in
the DRC. The Inga Il facility is owned by Société Nationale d’Electricité (“SNEL”), the public energy
commission of the DRC. These emergency works involve an agreement whereby the Company
contributes 70% of the costs of these works, with the remaining 30% contributed by Industrial
Development Corporation (“IDC”) of South Africa. The corresponding cash inflows from this phase are
split by the same percentage.

The Company’s role in the Inga project is that of financier and project manager. Per the agreement
between the Company and SNEL the Company will earn a return by sharing in the sale of electricity from
INGA Il to customers of SNEL when additional capacity comes on line. The Company is currently
treating any cash flows as a reduction of the amounts expended. This cash flow is therefore not
considered revenue, but a repayment of advances.

MagEnergy also has the development rights for the construction of a potential hydroelectric facility at the
Busanga site on the Lualaba River in the Katanga Province of the DRC. An interim feasibility study has
been completed for this project.

Projects under development comprise the Company’s most significant non-monetary asset. Currently, the
Company has completed or is in the process of completing feasibility studies that include basic
engineering studies, environmental assessment, site selection surveys, and drilling. The recoverability of
these costs will be influenced by a number of factors including environmental risks, political risks, title
risks, commaodity pricing risks and the Company’s ability to attain profitable production from its projects,
which can happen only following the obtaining of permits, project financing, additional equity financing,
construction, and start-up, or to realize proceeds from disposal.
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(thousands) $
Balance, December 31, 2009 154,815
Additions during period 1,343
Balance, June 30, 2010 156,158

June 30, 2010

Energy Metals Minerals Total
(thousands) $ $ $
Development & construction 9,210 - 43,765 52,975
Drilling - - 59,060 59,060
Engineering - 102 34,344 34,446
Environmental & social - - 6,570 6,570
Technology - 5,751 - 5,751
Capitalized interest - - 3,016 3,016
IDC Contribution (3,000) - - (3,000)
SNEL cash flow (2,660) - - (2,660)
3,550 5,853 146,755 156,158
December 31, 2009
Energy Metals Minerals Total
(thousands) $ $ $
Development & construction 9,102 - 40,662 49,764
Drilling - - 57,921 57,921
Engineering - 102 37,628 37,730
Environmental & social - - 6,293 6,293
Technology - 5,751 - 5,751
Capitalized interest - - 3,016 3,016
IDC Contribution (3,000) - - (3,000)
SNEL cash flow (2,660) - - (2,660)
3,442 5,853 145,520 154,815

5. Mineral exploration rights

In October, 2009 the Company agreed to acquire the Congolese company Potasse du Congo (*“PdC”)
through an arm’s length transaction. PdC holds three mineral exploration licenses in the Kouilou region
surrounding the Mengo Exploitation Permit. The shares of PdC were purchased for a consideration of
$0.5 million and the vendor retains a royalty interest in the exploration permits, the value of which is
capped at $9.5 million. The Company agreed to reduce this royalty interest from 10% to 6% by the
payment of $3.5 million in October 2009. In January 2010, the Company reduced the royalty interest
from 6% to 3% with a further payment of $3 million. In April 2010, the Company eliminated the balance
of this royalty interest with a further payment of $3 million.
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Amount

$(thousands)

Balance, December 31, 2009 6,750
Cash paid 6,000
Future income taxes 2,600
Mineral exploration rights, June 30, 2010 15,350

The mineral exploration rights have associated research budgets totaling $7.5 million over 3 years.

6. Shareholders’ equity

(thousands) June 30 December 31
2010 2009
$ $
Common shares 353,989 333,070
Warrants 5,430 5,430
Contributed surplus 39,104 38,069
398,523 376,569
Common shares

MagIndustries is authorized to issue an unlimited number of common shares.
Number of Amount
shares $
Balance, December 31, 2009 360,522,462 333,070
Exercise of options 270,000 65
Issued by short form prospectus (a) 57,500,000 20,823
Original fair value of options issued - 31
Balance, June 30, 2010 418,292,462 353,989

a) On February 24, 2010 the Company issued 50,000,000 common shares at a price of CAD$0.40 per
common share to raise gross proceeds of CAD$20.0 million ($19.2 million). Pursuant to an
overallotment option granted to the agents of the offering an additional 7,500,000 common shares
were issued on February 24, 2010 for gross proceeds of CAD$3.0 million ($2.9 million). Expenses of

the offering, including agents’ commission, were CAD$1.3 million ($1.3 million).

Options

As of June 30, 2010, 24,195,000 common shares were reserved for the exercise of stock options granted
to directors, officers, employees and service providers in connection with the Company’s stock option
plan (the “Plan”). The Plan allows for the granting of up to 10% of the issued common shares of the
Company at the time of the grant of the stock option. Each grant will not exceed 10 years. The following

summary sets out the activity in outstanding Plan options:
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Weighted-
average
exercise

Options price

# CAD$

Outstanding, beginning of period 19,065,000 144
Granted (1) 6,625,000 0.50
Exercised (270,000) 0.24
Expired (1,225,000) 1.46
Outstanding, end of period 24,195,000 1.22
Options exercisable at end of period 18,895,000 1.42

(1) On April 17, 2010 the Company has granted a total of 6,625,000 stock options. These options
vest in five equal instalments over a period of twelve months commencing on the date of grant,
have an exercise price of CAD$0.50 per share and have a term life of five years.

The details of stock options outstanding at June 30, 2010 are as follows:

Remaining Weighted

Exercise Remaining Weighted contractual average

price per Outstanding contractual  average strike Vested life  strike price
share (CAD) options life price (CAD) options (vested) (CAD)
$0-$0.99 11,845,000 4.1 $0.45 6,545,000 35 $0.40
$1.00 - $1.99 9,025,000 21 $1.47 9,025,000 2.1 $1.47
$3.28 3,325,000 2.9 $3.28 3,325,000 2.9 $3.28
24,195,000 3.2 $1.22 18,895,000 2.7 $1.42

The fair value of the options granted during the year was estimated at the date of grant using the Black-
Scholes pricing model with the following weighted average assumptions: risk-free interest rate of 2.59%
(2009 - 2% ), expected dividend yield of nil (2009 — nil), expected volatility of 98.3% (2009 — 93%) and
expected life term of 3.9 years (2009 — 3.9 years).

Warrants
The following table summarizes information about the Company’s warrants outstanding at June 30, 2010:

Exercise Price

Description Warrants Range
Outstanding, beginning of the period 6,622,875 CAD#$2.40
Exercised - -

Outstanding, end of the period 6,622,875 CAD$2.40

The details of warrants outstanding at June 30, 2010 are as follows:

Exercise Number of warrants Remaining

price per share Expiry date outstanding contractual life

CAD$2.40 December 20, 2012 6,622,875 3.0 years
6,622,875
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Contributed surplus

(thousands) $
Beginning balance 38,069
Stock-based compensation expense 1,066
Transfer to common shares on exercise of stock options (31)
Balance, end of period 39,104

7. Termination of shipping contract

On June 21, 2010 the Company terminated a long-term contract for shipping of woodchips with a
termination payment of $4 million.

8. Segmented operating information

Reportable segments are identified by the end product or services of the segment. MagForestry operates
in Pointe-Noire in the Republic of Congo. All MagForestry sales consist of shipments to customers in
Europe. The rest of the Company’s continuing activities are considered to be in the evaluation and
development stage. The accounting policies of these reportable segments are the same as those described
in note 2. The Company analyzes the performance of operating segments based on net income/loss.

Three months

ended June 30 MagForestry MagEnergy MagMinerals MagMetals Corporate Total
2010 (thousands) $ $ $ $ $ $
Sales 9,830 - - - 9,830
Cost of sales ** (8,753) - - - - (8,753)
Project expenses - (207) (1,511) (5) - (1,723)
Expenses *? (5,601) - 450 (15) (2,745) (7,911)
Options expense - - - - (1,027) (1,027)
Depreciation and

amortization - (29) (14) @ (151) (195)
Interest income - - - - 11 11
Foreign exchange 6,319 1,387 7,667 313 (15,566) 120
Net income (loss) 1,795 1,151 6,592 292 (19,478) (9,648)
*! Including shipping of $2,770 and depreciation and amortization of $1,093.
*2 Including shipping contract settlement of $4 million.

Three months

ended June 30 MagForestry MagEnergy MagMinerals MagMetals  Corporate Total
2009 (thousands) $ $ $ $ $ $
Sales 6,680 - - - - 6,680
Cost of sales* (5,489) - - - - (5,489)
Project expenses - (316 (678) @) - (1,001)
Expenses (1,549) (55) (914) (18) (1,825) (4,361)
Options expense - - (8,865) - (1,586) (10,451)
Gain on note

repurchase - - - - 2,741 2,741

11
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Depreciation and

amortization - (39) (210) - (121) (370)
Interest income 1 - 55 - 8 64
Foreign exchange (2,913) (992) (9,587) (451) 15,704 1,761
Net (loss) income (3,270) (1,402) (20,199) (476) 14,921 (10,426)

*Including shipping of $2,281and depreciation and amortization of $987.
Six months
ended June 30 MagForestry MagEnergy MagMinerals MagMetals  Corporate Total
2010 (thousands) $ $ $ $ $ $
Sales 20,040 - - - - 20,040
Cost of sales** (19,352) - - - - (19,352)
Project expenses - (386) (2,935) (12) - (3,333)
Expenses *? (7,166) (40) - (25) (4,266) (11,497)
Options expense - - - - (1,066) (1,066)
Depreciation and

amortization - (45) (30) 2 (303) (380)
Interest income - - 1 - 12 13
Foreign exchange 9,998 2,279 2,198 182 (14,857) (200)
Net income (loss) 3,520 1,808 (766) 143 (20,480) (15,775)
*! Including shipping of $6,668 and depreciation and amortization of $2,213.
*2 Including shipping contract settlement of $4 million.
Six months ended
June 30 MagForestry MagEnergy MagMinerals MagMetals  Corporate Total
2009 (thousands) $ $ $ $ $ $
Sales 13,386 - - - - 13,386
Cost of sales* (11,867) - - - - (11,867)
Project expenses - 472) (1,151) (14) - (1,637)
Expenses (3,214) (100) (1,454) (28) (3,612) (8,408)
Options expense - - (12,195) - (3,115) (15,310)
Gain on note

repurchase - - - - 2,741 2,741
Depreciation and
amortization - (50) (210) - (243) (503)
Interest income 5 - 214 - 14 233
Foreign exchange (574) (19) (7,379) (280) 8,489 237
Net (loss) income (2,264) (641) (22,175) (322) 4,274 (21,128)

*Including shipping of $4,594 and depreciation and amortization of $1,925.

As at June 30, 2010 December 31, 2009
Capital assets  Total assets Capital assets Total assets

(thousands) $ $ $ $
MagMuinerals 3,621 173,815 4,339 169,466
MagMetals 9 5,966 10 6,007
MagEnergy 225 3,941 292 3,886
MagForestry 36,865 77,337 37,955 80,304
Corporate 4,308 10,779 4,796 6,738
45,028 271,838 47,392 266,401
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9. Supplemental cash flow information

Three months ended Six months ended
June 30 June 30
2010 2009 2010 2009
$ $ $ $

Net changes in non-cash working capital related
to operating activities:
Accounts receivable and other (309) 4,620 (3,147) 6,310
Inventories (709) (3,297) (14) (2,694)
Accounts payable and accruals 5,531 (510) 7,864  (4,070)
Bank indebtedness - (345) - 538

4,513 568 4,703 84
Net changes in non-cash working capital related
to investing activities:
Accounts payable - Projects (3,911) 3,131 (11,014) 3,295

10. Commitments, contingencies and guarantees

As at June 30, 2010, the Company has not identified any claims, conditions or contingencies that had
arisen that would result in a liability as a result of its guarantees and indemnifications. The Company and
its subsidiaries may, from time to time, be involved in legal proceedings, claims and litigation that arise in
the ordinary course of business which the Company believes would not reasonably be expected to have a
material adverse effect on the financial condition of the Company.

In the normal course of operations, the Company and its subsidiaries execute agreements that provide for
indemnification and guarantees to third parties in transactions such as capital project purchases, business
acquisitions, and sales and purchases of assets and services.

The Company has also agreed to indemnify its directors and certain of its officers and employees. The
nature of substantially all of the indemnification undertakings prevents the Company from making a
reasonable estimate of the maximum potential amount that the Company could be required to pay third
parties as the agreements do not always specify a maximum amount and the amounts are dependent upon
the outcome of future contingent events, the nature and likelihood of which cannot be determined at this
time. Historically, neither the Company nor its subsidiaries have made significant payments under such
indemnification agreements.

The future minimum lease payments on the Company’s leased premises are:

(thousands) $
2010 286
2011 235
2012 235
2013 235
2014 260
2015 238
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Pending litigation

On December 28, 2008 a former employee of the Company’s wholly owned subsidiary MagAlloy Congo
SA filed a claim for payment in the amount of $26.7 million. On May 5, 2008, a magistrate validated the
former employee’s claim in the amount of $16.5 million. The ultimate resolution of the claim is unknown,
however, based on the status of the claim and legal advice the Company has received, management’s
estimate is that the resolution is not expected to be material to the Company’s consolidated financial
position.

11. Financial instruments and risk management

Categories of financial assets and liabilities

Under Canadian generally accepted accounting principles, financial instruments are classified into one of
the following five categories: held-for-trading, held to maturity investments, loans and receivables,
available-for-sale financial assets and other financial liabilities. The carrying values of the Company’s
financial instruments, including those held for sale on the consolidated balance sheet are classified into
the following categories:

(thousands) June 30 December 31
2010 2009
$ $
Financial assets
Cash, cash equivalents and Held for trading, Fair value
restricted cash (1) through earnings 17,924 25,096
Accounts receivable and employee  Loans and receivables
loan (1) 5,151 1,656
Financial liabilities
Bank indebtedness (1) Held for trading, Fair value
through earnings (812) (1,001)
Accounts payable (1) Other financial liabilities (15,248) (18,398)
Corporate notes (2) Amortized cost (29,118) (28,520)
Net financial liabilities (22,103) (21,167)

(1) Carrying values of cash, cash equivalents, accounts receivable, restricted cash, accounts payable, bank
indebtedness and accrued liabilities approximate their fair values due to their short-term nature and thus
have not been classified within the fair value hierarchy.

(2) Corporate notes are measured at amortized cost which approximated its fair value and thus have not
been classified within the fair value hierarchy.

The Company has determined the estimated fair values of its financial instruments based on appropriate
valuation methodologies; however, considerable judgment is required to develop these estimates. The fair
values of the Company’s financial instruments are not materially different from their carrying value.

Risks arising from financial instruments and risk management

The Company’s activities expose it to a variety of financial risks: market risk (including currency risk,
interest rate risk and price risk), credit risk and liquidity risk. The Company’s overall risk management
program focuses on the unpredictability of financial markets and seeks to minimize potential adverse
effects on the financial performance of the Company.

The Company uses various methods to measure different types of risk to which it is exposed. These
methods include sensitivity analysis in the case of interest rate, foreign exchange and other price risks.
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Risk management is carried out by management in conjunction with an outsourced treasury management
organization under policies approved by the Board of Directors. Management identifies, evaluates and
executes the hedging of financial risks.

(a) Market risk

(i) Foreign exchange risk

The Company operates internationally and is exposed to foreign exchange risk arising from various
currency exposures. The Company primarily operates in the ROC, which has a currency which has a fixed
exchange rate to the Euro (the “FCFA”). Foreign exchange risk arises from future commercial
transactions and recognized assets and liabilities denominated in a currency that is not the Company’s
functional currency. The Company’s risk management policy is to review its exposure to non-US dollar
forecast operating costs on a case by case basis. Future revenue from forecast potash sales is likely to be
denominated in US Dollars. The majority of the Company’s forecast operating cost is in US dollars and
FCFA/Euros and Canadian dollars. The risk is measured using sensitivity analysis and cash flow
forecasting.

The carrying amount of the Company’s monetary assets and liabilities at June 30, 2010 is as follows:

Assets Liabilities
(thousands) $ $
US dollars 17,955 39,919
Euros 2,033 3,218
Canadian dollars 3,064 2,017
South African rand 23 24

23,075 45,178

Sensitivity

Based on the financial instruments held at June 30, 2010, had the US Dollar weakened/strengthened by
10% against these foreign currencies with all other variables held constant, the Company’s post-tax loss
for the quarter would have been $0.2 million higher/lower as a result of foreign exchange gains/losses on
translation of non-US dollar denominated financial instruments as detailed above. Equity would have
been $0.2 million higher/lower had the US Dollar weakened/strengthened by 10% as a result of foreign
exchange gains/losses on translation of non-US dollar denominated financial instruments.

(i) Price risk

Commodity price risk

Commodity price risk is the risk of financial loss resulting from movements in the price of the Company’s
commodity inputs and outputs. The Company is exposed to commaodity price risk arising from revenue
derived from future wood fibre sales and forecast future potash or electricity sales. The Company does
not manage commodity price risk through the use of derivative instruments.

Sensitivity
At June 30, 2010 a change in the value of potash, wood fibre or electricity would not change the
recognized value of any of the Company’s financial instruments.

(iii) Cash flow fair value interest rate risk

The Company does not have significant variable interest-bearing borrowings for which general rate
fluctuations apply. The Company is exposed to interest rate risk to the extent of the funds invested in the
Company’s bank accounts.
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(b) Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in
financial loss to the group. Credit risk arises from cash and cash equivalents and deposits with banks and
financial institutions as well as credit exposures to outstanding receivables.

The Company has policies in place to ensure that sales of products are made to credit worthy customers
and, where necessary, credit risk is effectively eliminated or substantially reduced by using bank
instruments to secure payment. Credit worthiness is determined using external credit rating agencies.

(c) Liquidity risk

Prudent liquidity risk management implies maintaining at all times sufficient cash, liquid investments and
committed credit facilities to meet the Company’s commitments as they arise. The Company manages
liquidity risk by maintaining adequate cash reserves and by continuously monitoring forecast and actual
cash flows. The main long-term financial obligation of the Company is the $32.3 million face value of the
Notes which are due December 20, 2012.

As at June 30, 2010, Maglndustries had net working capital of $16.6 million and had 418,292,462 shares
outstanding on an undiluted basis. The Company currently has sufficient resources to continue
MagForestry operations through 2010 year and, subject to DRC government ratification, continue
advancing MagEnergy’s development plans. Development of the MagMinerals potash project as
described above is subject to raising additional equity and debt the project financing for the project. If
these financings are not each completed successfully the Company would consider joint ventures with
equity partners, and/or the sale of individual projects as well as the issuance of additional shares. The
Company is in discussions for the issuance of debt to strategic investors which have progressed to a
written project development framework which carries the weight of a memorandum of understanding.
The issuance as contemplated would be sufficient to fund the capital requirements of the MagMinerals
project. However there can be no assurance that these discussions will conclude on this basis.

(d) Fair value estimation

The fair value of financial assets and financial liabilities must be estimated for recognition and
measurement or for disclosure purposes. The carrying value less impairment provision of trade
receivables and payables are assumed to approximate their fair values due to their short-term nature. The
fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual
cash flows at the current market interest rate that is available for similar financial instruments.

12. Subsequent events

Damage to MagForestry’s loading dock

On July 7, 2010 the two ship loaders at MagForestry’s loading dock were damaged by the sudden
movement of a vessel during loading. The Company expects to file an insurance claim for the repair
costs and loss of business. A technical evaluation of the damage, repair costs and repair timeframe is
underway, but until repairs are completed no eucalyptus wood chip exports can be undertaken by EFC.

Issuance of warrants

On July 5, 2010 the Company issued 12,500,000 common share purchase warrants to BMO Nesbitt Burns
Inc. with each warrant entitling the holder to acquire one common share of the Company at an exercise
price of CAD$0.50. Each warrant is exercisable for 18 months following the date of execution by the
Company of the definitive documentation for the debt financing being sourced by China National
Complete Plant Import & Export Company Limited pursuant to the Project Development Framework
entered into by the Corporation on January 29, 2010.
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