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REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Consolidated Balance Sheets 
(Expressed in Canadian Dollars) 
 
January 31, 2011 and July 31, 2010 
(Unaudited – Prepared by Management) 

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

 

 January 31, 2011 July 31, 2010 

   

ASSETS   

   

Current   
Cash $              60,725 $              101,273 
Short-term investments 300,000 205,000 
Amounts receivable (note 9) 129,306 3,180 
Prepaid expenses  20,899 21,101 
Investments (note 4) - 1,448,218 

 510,930 1,778,772 
   
Equipment (note 5) 36,303 39,829 
Resource properties and deferred exploration costs (note 6) 51,000 - 
   
 $           598,233 $          1,818,601 

   

LIABILITIES   

   

Current   
Accounts payable and accrued liabilities (note 9) $             51,519 $               86,659 
Due to related parties (note 9) - 6,395 
Loans payable (note 7) - 999,377 

 51,519 1,092,431 

   

SHAREHOLDERS’ EQUITY   

   

Share capital (note 8) 11,690,706 11,617,441 
Contributed surplus (note 8) 1,812,975 1,802,844 
Accumulated other comprehensive income  - 723,983 
Deficit (12,956,967) (13,418,098) 

 546,714 726,170 

   

 $         598,233 $          1,818,601 

 

Nature of operations and going concern (note 1) 

Commitments (note 10) 

 
 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Consolidated Statements of Operations 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
(Unaudited – Prepared by Management) 

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

 

 Three months ended 
January 31, 

Six months ended 
January 31, 

 2011 2010 2011 2010 
     
Administrative expenses:     

 Amortization $   1,764 $   2,326 $   3,526 $   4,651 
 Consulting fees  4,050  4,646  10,444  10,583 
 Interest and bank charges  468  276  765  735 
 Management fees (note 9)  16,200  32,400  32,400  66,184 
 Office, rent and administration (note 9)  17,720  21,347  22,605  33,951 
 Professional fees   3,034  570  5,545  3,562 
 Regulatory, transfer agent and shareholder 

information 
 
 22,582 

 
 7,833 

 
 25,444 

 
 9,042 

 Stock-based compensation  8,774  20,559  61,396  69,341 
 Travel, advertising and promotion  61,090  446  73,986  1,195 
 Wages and benefits (note 9)  16,048  78,704  40,806  108,368 
     
  151,730  169,107  276,917  307,612 
     
Loss before other items:  (151,730)  (169,107)  (276,917)  (307,612) 
     
Other items:     
 Foreign exchange loss  (644)  (334)  (1,491)  (583) 
 Interest and other income  1,471  707  15,556  2,945 
 Gain on sale of investments  -  -  723,983  - 
  827  373  738,048  2,362 
     
Net earnings (loss) for the period  (150,903)  (168,734)  461,131  (305,250) 

     
Basic and diluted earnings (loss) per share $   - $   - $ 0.01 $ (0.01) 
     
Weighted average number of shares outstanding  39,616,230  39,439,056  39,527,643  39,439,056 

 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Consolidated Statements of Deficit 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
(Unaudited – Prepared by Management) 

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

 

 Three months ended 

January 31, 

Six months ended 

January 31, 

 2011 2010 2011 2010 

     

Deficit, beginning of the period $  (12,806,064) $  (12,956,130) $  (13,418,098) $  (12,819,614) 
     

Net earnings (loss) for the period (150,903) (168,734) 461,131 (305,250) 
     

Deficit, end of the period $  (12,956,967) $  (13,124,864) $  (12,956,967) $  (13,124,864) 

 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Consolidated Statements of Comprehensive Income (Loss) 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
(Unaudited – Prepared by Management) 

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

 

 Three months ended 

January 31, 

Six months ended 

January 31, 

 2011 2010 2011 2010 

     

Net earnings (loss) for the period $  (150,903) $  (168,734) $      461,131 $  (305,250) 
   

Other comprehensive income - - - - 
   

Comprehensive earnings (loss) for the period $  (150,903) $  (168,734) $      461,131 $  (305,250) 

 
 
 
Consolidated Statements of Accumulated Other Comprehensive Income  
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
(Unaudited – Prepared by Management) 

 

 Three months ended 

January 31, 

Six months ended 

January 31, 

 2011 2010 2011 2010 

     
Accumulated other comprehensive income, 
beginning of  the period 

$                     - $                     - $         723,983 $                     -

  
Gain on available-for-sale investments 
transferred to net earnings (loss) 

- - (723,983) -

  
 
Accumulated other comprehensive income, 
end of the period 

$                    -

 

$                    - $                     - $                    -



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Consolidated Statements of Cash Flows 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
(Unaudited – Prepared by Management) 
 

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

 Three months ended 
January 31, 

Six months ended 
January 31, 

 2011 2010 2011 2010 
     
Cash provided by (used in):     
     
Operating Activities:     
 Net earnings (loss) for the period $ (150,903) $ (168,734) $ 461,131 $ (305,250) 
 Items not involving cash:       
 Amortization  1,764  2,326  3,526  4,651 
 Stock-based compensation  8,774  20,559  61,396  69,341 
 Gain on sale of investments  -  -  (723,983)  - 
  (140,365)  (145,849)  (197,930)  (231,258) 
 Changes in non-cash working capital balances:     
 Amounts receivable  (124,002)  747  (126,126)  (1,453) 
 Prepaid expenses  (250)  24,051  202  60,174 
 Accounts payable and accrued liabilities  (22,143)  (29,615)  (35,140)  (43,931) 

  (286,760)  (150,666)  (358,994)  (216,468) 
     
Investing Activities:     
 Redemption (purchase) of short-term investments  320,000  150,000  (95,000)  210,000 
 Proceeds from disposal of investments  -  -  1,448,218  - 
 Interest received from investments  -  11,738  -  11,762 
 Resource property costs  (51,000)  -  (51,000)  - 

  269,000  161,738  1,302,218  221,762 
     
Financing Activities:     
 Due to related parties  (12,528)  2,224  (6,395)  (55,946) 
 Repayment of loans  -  (11,737)  (999,377)  (11,762) 
 Shares issued for cash  22,000  -  22,000  - 

  9,472  (9,513)  (983,772)  (67,708) 
     
Increase (decrease) in cash during the period  (8,288)  1,559  (40,548)  (62,414) 
     
Cash, beginning of the period  69,013  44,517  101,273  108,490 
     
Cash, end of the period $ 60,725 $ 46,076 $ 60,725 $ 46,076 

     
 
Supplementary information: 

    

Non-cash financing activities:     
 Reclassification of contributed surplus on exercise  

of options (note 8(b)) 
$ 51,265 $ - $ 51,265 $ - 

     
Cash paid for:     
 Interest $  $  $  $  
 Income taxes $  $  $  $  



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 

 

 

1 

1. Nature of Operations and Going Concern 

 
 The Company was incorporated under the laws of the Province of British Columbia on November 3, 1993. The 

Company’s shares are listed for trading on the TSX Venture Exchange (“Exchange”). 

 

 The Company is in the process of exploring its resource properties and has not yet determined whether these 

properties contain mineral reserves that are economically recoverable.  The Company’s ability to continue as a 

going concern and the recoverability of the amounts shown for resource properties are dependent upon the ability 

of the Company to raise additional financing in order to complete the acquisition, exploration and development of 

its resource properties, the discovery of economically recoverable reserves and upon future profitable production 

or proceeds from disposition of the Company’s resource properties. As a resource company in the exploration 

stage, the ability of the Company to complete its acquisition, exploration and development will be affected 

principally by its ability to raise adequate amounts of capital through equity financings, debt financings, joint 

venturing of projects and other means.  

 

These financial statements have been prepared in accordance with generally accepted accounting principles 

applicable to a going concern, which assumes that the Company will be able to meet its obligations and continue 

its operations for its next fiscal year.  At January 31, 2011, the Company had not yet achieved profitable 

operations, has accumulated losses of $12,956,967 (July 31, 2010 - $13,418,098), working capital of $459,411 

(July 31, 2010 - $686,341) and expects to incur further losses in the development of its business, all of which 

casts substantial doubt about the Company’s ability to continue as a going concern.  During the six months ended 

January 31, 2011, the Company generated cash of $1,460,827 from the sale of ABCP investment (note 4) and 

settled loans of $999,377 (note 7). As a result, management has estimated that the Company has adequate funds 

from existing working capital to meet its obligations for the next twelve months. The Company will require 

additional financing in the long term as it determines to acquire additional properties or accelerate its presently 

contemplated work programs and while the Company has been successful in the past, there is no assurance that 

it will be able to obtain adequate financing in the future or that such financing will be available on acceptable 

terms. 

 

In the event that cash flow from operations, if any, together with the proceeds for any future financings are 

insufficient to meet the Company’s operating expenses, the Company will be required to re-evaluate its planned 

expenditures and allocate its total resources in such a manner as the Board of Directors and management deem 

to be in the Company’s best interest.  This may result in a substantial reduction of the scope of existing and 

planned operations. 

 

These consolidated financial statements do not give effect to adjustments, which could be material, to the carrying 

values and classification of assets and liabilities, which may be required should the Company be unable to 

continue as a going concern. 
 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
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2.  Basis of Presentation 

 

These unaudited interim consolidated financial statements have been prepared in accordance with generally 

accepted accounting principles (“GAAP”) in Canada. They do not include all of the information and disclosures 

required by Canadian GAAP for annual financial statements. In the opinion of management, all adjustments 

considered necessary for fair presentation have been included in these consolidated financial statements. The 

unaudited interim consolidated financial statements should be read in conjunction with the Company’s audited 

consolidated financial statements including the notes thereto for the year ended July 31, 2010.  

 

The accounting policies followed by the Company are set out in note 2 and note 3 to the audited consolidated 

financial statements for the year ended July 31, 2010 and have been consistently followed in the preparation of 

these consolidated financial statements. 

 

3. Future Accounting Pronouncements 

 

(a) Consolidations and Non-Controlling Interests  

 

  Section 1601, Consolidated Financial Statements, and Section 1602, Non-Controlling Interests, replace 

Section 1600, Consolidated Financial Statements. Section 1601 establishes standards for the 

preparation of consolidated financial statements. Section 1602 establishes standards for accounting for 

a non-controlling interest in a subsidiary in consolidated financial statements subsequent to a business 

combination. It is equivalent to the corresponding provisions of IFRS standard, IAS 27 (Revised), 

Consolidated and Separate Financial Statements. The Sections apply to interim and annual consolidated 

financial statements relating to fiscal years beginning on or after January 1, 2011. Earlier adoption is 

permitted as of the beginning of a fiscal year. The Company does not expect to adopt this standard prior 

to August 1, 2011, at which time it expects to adopt the equivalent IFRS standard. 

 

4.  Investments  

 

The Company held an investment in non-bank Canadian asset-backed commercial paper (ABCP). This 

investment which had an original face value of $2,416,584 was included in investments at its estimated fair value 

of $1,448,218 (2009 - $736,843) as at July 31, 2010.   

 

On January 21, 2009, the Pan-Canadian Committee of ABCP investors announced that the third-party ABCP 

restructuring plan had been implemented. Pursuant to the terms of the plan, holders of ABCP had their short-term 

commercial paper exchanged for longer-term notes which maturities match those of the assets previously 

contained in the underlying conduits. On closing of the restructuring, the Company exchanged its holdings of 

ABCP for $2.4 million of long-term floating rate notes from Master Asset Vehicle II (“MAV II”) as follows: 

 

MAV II Class A-1:  $ 1,285,623 

MAV II Class A-2:  $       809,555 

MAV II Class B:  $       147,412 

MAV II Class C:  $          70,081 

 MAV II Class 15: $      103,913 

  $ 2,416,584 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
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4.  Investments – (continued) 

 

As at July 31, 2010, based on a fair value estimation of the recoverability of the investments designated as 

available-for-sale, the Company calculated the fair value of its holdings as $1,460,826 (2009 - $871,358) and 

recorded an unrealized gain of $723,983 (2009 - $nil) in other comprehensive income for the year ended July 31, 

2010. During the year ended July 31, 2009, the Company recorded a provision for impairment of $873,360 (2008 

- $671,866). The Company received $12,608 in interest and capital redemption receipts during the year ended 

July 31, 2010 (2009 - $134,515) and this was recognized as a credit to the estimated fair value of the asset on the 

balance sheet as at July 31, 2010. The fair value adjustments, combined with the return of capital, reduced the 

carrying value of the notes to $1,448,218 (2009 - $736,843). 

 

During the six months ended January 31, 2011, the Company disposed of its ABCP holdings for proceeds of 

$1,460,827 and recorded a gain of $723,893. 

 

5. Equipment 
 
 

  January 31, 2011  

  
Cost 

Accumulated 
Amortization 

Net Book 
Value 

    

Computer equipment $ 23,433 $ 15,795 $ 7,638 

Motorcycles  11,977  3,568  8,409 

Office equipment  41,715  21,459  20,256 

 $ 77,125 $ 40,822 $ 36,303 

 
  July 31, 2010  

  
Cost 

Accumulated 
Amortization 

Net Book 
Value 

    

Computer equipment $ 23,433 $ 14,499 $ 8,934 

Motorcycles  11,977  3,210  8,767 

Office equipment  41,715  19,587  22,128 

 $ 77,125 $ 37,296 $ 39,829 

 

6. Resource Properties and Deferred Exploration Costs 

 

(a) On June 23, 2008, the Company entered into a Property Option Agreement pursuant to which the 

Company acquired a 100% interest in 48 coal lease applications in two properties (24 coal lease 

applications each for North and South Properties) located in east-central Saskatchewan. The coal lease 

applications encompass approximately 85,715 acres, 120 km north east of Prince Albert, Saskatchewan. 

 

 As consideration for the acquisition, the Company paid $75,000 upon signing of the agreement and 

issued 500,000 common shares valued at $25,000 to the optionor.  

 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 

 

 

4 

6. Resource Properties and Deferred Exploration Costs – (continued) 

 

(a) The optionor retains a $2/tonne royalty on all coal mineral production from the permits, of which 50% of 

the royalty may be acquired by the Company for $2,000,000 ($1,000,000 for each property).  In addition, 

if exploration of the lands leads to production of other mineral and metals other than coal from the same 

vendor, the vendor (optionor) will retain a 2% net smelter return royalty (“NSR”) on those mineral rights, 

of which 50% of the NSR may be acquired by the Company for $2,000,000 ($1,000,000 for each 

property). 

 

 During the year ended July 31, 2010, the Company wrote-off $100,000 in acquisition costs. 

 

(b) During the period ended January 31, 2011, the Company entered into an option agreement to acquire a 

60% interest in the Snip and Seebach 02-03 properties located in British Columbia. Under the terms of 

the agreement, the Company may earn a 60% interest in the properties by making cash payments of 

$350,000 and incurring $5,000,000 in exploration expenditures over a period of four years. The vendors 

will retain a 2% NSR on the properties and shall be operators until the Company has earned its 60% 

interest.  The Company paid $50,000 pursuant to the terms of the option agreement. The proposed 

acquisition is subject to the approval of the Exchange. 

 

7. Loans Payable 

 

During the year ended July 31, 2009, the Company negotiated a $1,000,000 credit line facility with an arm’s 

length party which is secured by certain assets of the Company.  As at January 31, 2011, $nil (July 31, 2010 - 

$999,377) had been drawn against this credit facility. The repayment of the credit facility is dependent upon sale 

of certain assets of the Company. During the six months ended January 31, 2011, the credit facility was repaid in 

full. 

  

8. Share Capital and Contributed Surplus 

 

a) Authorized 

Unlimited common shares without par value. 

 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
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8. Share Capital and Contributed Surplus - (continued) 

 

b) Issued 

 

 Number of  

Shares 

Amount Contributed 

Surplus 

Balance, July 31, 2009  39,439,056 $     11,617,441 $     1,719,707 

   Stock-based compensation                      -                      -   

83,137 

Balance, July 31, 2010       39,439,056      11,617,441         1,802,844 

   Exercise of options 220,000             22,000                      - 

   Stock-based compensation             -                      - 61,396 

   Transfer to share capital on 

exercise of stock options 

          

            - 

  

51,265 

 

(51,265) 

Balance, January 31, 2011     39,659,056 $     11,690,706  $     1,812,975 

 

 During the period ended January 31, 2011, 220,000 stock options at $0.10 per share were exercised and 

an aggregate of 220,000 common shares were issued for total proceeds of $22,000.  A reclassification of 

$51,265 from contributed surplus to share capital was recorded on the exercise of these options. 

 

c) Stock Options 

 

The Company has a stock option plan under which it is authorized to grant options to directors, officers, 

employees and consultants for up to a maximum of 10% of the issued and outstanding common stock of 

the Company.  The exercise price (less any discounts permitted by regulatory policies and determined 

by the directors at the time of grant) under each option shall be the market price of the Company's stock 

at the date of grant.  The options granted during the years ended July 31, 2010 and 2009 vest 

immediately as determined by the Board of Directors or as to 25.0% on the date of the grant and 12.5% 

every three months thereafter for a total vesting period of 18 months. 

 

A summary of the status of the options outstanding follows: 
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(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
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8. Share Capital and Contributed Surplus - (continued) 

 

c) Stock Options – (continued) 

 

 Number of 

Options 

Weighted Average 

Exercise Price 

   

Balance, July 31, 2009 
 3,942,000 $  0.10 

   Granted   250,000 0.10 

   Expired (162,000) 0.04 

   Cancelled (450,000) 0.10 

Balance, July 31, 2010  3,580,000   0.10 

   Granted  1,115,000 0.10 

   Exercised (220,000) 0.10 

   Cancelled (755,000) 0.10 

Balance, January 31, 2011  3,720,000 $  0.10 

 

Stock options outstanding and exercisable at January 31, 2011 are as follows: 

 

Number of Outstanding Exercise Price Expiry Date Number Exercisable 

 275,000  $0.10 August 9, 2016  275,000 

 65,000  $0.10 April 26, 2017  65,000 

 370,000  $0.10 April 17, 2018  370,000 

 520,000  $0.10 May 20, 2018  520,000 

 185,000  $0.10 June 2, 2018  185,000 

 200,000  $0.10 June 2, 2018  200,000 

 75,000  $0.10 June 12, 2018  75,000 

 265,000  $0.10 February 4, 2019  265,000 

 400,000  $0.10 February 18, 2019  400,000 

 250,000  $0.10 December 1, 2019  187,500 

 1,115,000  $0.10 October 12, 2020  693,125 

 3,720,000    3,235,625 



REMSTAR RESOURCES LTD. 
(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
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8. Share Capital and Contributed Surplus - (continued) 

 

c) Stock Options – (continued) 

 

During the six months ended January 31, 2011, under the fair value based method, $61,396 (2009 - 

$69,341) in compensation expense was recorded for stock options granted to directors, officers and 

consultants of the Company and charged to operations. 

 

The fair value of stock options used to calculate compensation expense has been estimated using the 

Black-Scholes option pricing model using the following weighted average assumptions: 

 

 2010 2009 

Risk free interest rate 1.46 % 1.02% 

Expected life of options 3.58 years 3 years 

Expected dividend yield 0 % 0% 

Expected stock price volatility 136.77 % 136% 

Fair value of options per share $0.08 $0.06 

 

d) Warrants 

 

Each whole warrant entitles the holder to purchase one common share of the Company. 

 

  

Number of 

Warrants 

Weighted 

Average 

Exercise Price 

   

Balance, July 31, 2009 340,000 $      0.75 

   Expired (340,000) 0.75 

Balance, July 31, 2010 and January 31, 2011 - $            - 

 

e) Escrow 

 

As at January 31, 2011, 144,057 (July 31, 2010 - 144,057) shares were held in escrow. 
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(An Exploration Stage Company) 
 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian Dollars) 
 
Three and six months ended January 31, 2011 and 2010 
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9. Related Party Transactions  

 

During the six months ended January 31, 2011 and 2010, the Company entered into the following transactions 

with related parties: 

 

a) Paid or accrued $32,400 (2009 - $66,184) for management fees to companies controlled by a director 

and an officer and a former officer of the Company. 

 

b) Paid or accrued $nil (2009 - $56,559) for rent and office expenses to a company having a former director 

and a former officer in common. 

  

 (c) Paid or accrued $4,008 (2009 - $nil) for legal fees to a company controlled by an officer of the Company. 

  

 d) Recovered $97,100 (2009 - $66,500) for rent, wages and office expenses from companies having 

directors and officers in common. 

 

All related party transactions were recorded at their exchange amounts, which is the amount of consideration 

established and agreed to by the related parties. 

 

 Included in amounts receivable are expense reimbursements of $84,650 (July 31, 2010 - $nil) due from 

companies having directors in common. These amounts were received subsequent to January 31, 2011. 

 

Included in accounts payable and accrued liabilities are prepaid rent of $nil (July 31, 2010 - $10,304) and rent 

deposits of $9,000 (July 31, 2010 - $9,000) received from companies having a director and an officer in common. 

 

Included in due to related parties were amounts owing to companies controlled by a director, a former officer and 

a former director of the Company and to companies having a director and a former officer in common. Amounts 

due to related parties are unsecured, non-interest bearing and have no specific terms of repayment.    

 
10. Commitments  

 

The Company is committed to future minimum annual lease payments with respect to office leases expiring 

January 31, 2015, as follows:  

 

 $ 

2011 71,554 

2012 72,693 

2013 73,714 

2014 74,735 

2015 and thereafter 37,878 

 330,574 
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11. Financial Instruments 
 

The Company’s financial instruments consist of cash, short-term investments, amounts receivable, accounts 

payable and accrued liabilities and due to related parties.  

 

Cash and short-term investments are designated as held-for-trading and carried at their fair values. Amounts 

receivable is classified as a loan and receivable and carried at its amortized cost. Accounts payable and accrued 

liabilities and due to related parties are classified as other financial liabilities and carried at their amortized cost.  

 

The fair values of these financial instruments approximate their carrying values due to their short-term nature 

and/or the existence of market related interest rate on the instruments.  

 

In evaluating fair value information, considerable judgment is required to interpret the market data used to 

develop the estimates. The use of different market assumptions and different valuation techniques may have a 

material effect on the estimated fair value amounts. Accordingly, the estimates of fair value presented herein may 

not be indicative of the amounts that could be realized in a current market exchange. 

 

The following table is a classification of fair value measurements recognized using a fair value hierarchy that 

reflects the significance of the inputs used in making the measurements as at January 31, 2011: 

 

Assets Level 1 Level 2 Level 3 Total 

Cash and cash equivalents $      60,725 $          - $          - $      60,725 

Short-term investments $    300,000 $          - $          - $    300,000 

 
 
12. Financial Risk Exposure and Risk Management 
 

The Company is exposed in varying degrees to a variety of financial instrument related to risks. The Board 

approves and monitors the risk management processes: 

 

 (a) Credit risk  

 

Credit risk is the risk of an unexpected loss if a customer or third party to a financial instrument fails to meet 

its contractual obligations. The Company is subject to credit risk on the cash balances at the bank, its short-

term bank Guaranteed Investment Certificates (“GICs”) and amounts receivable. The investments are with 

Schedule 1 banks or equivalent, with the majority of its cash held in Canadian based banking institutions, 

authorized under the Bank Act to accept deposits, which may be eligible for deposit insurance provided by 

the Canadian Deposit Insurance Corporation. The amounts receivable consist of goods and services tax 

recoverable of $6,606, accounts receivable of $121,297 and accrued interest receivable of $1,403 which are 

not considered past due. Management considers that risks related to credit are minimal. 
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12. Financial Risk Exposure and Risk Management – (continued) 

 

 (b) Liquidity risk  

 

Liquidity risk is the risk that the Company will not be able to meet the obligations associated with its financial 

liabilities. The Company’s approach to managing liquidity is to ensure that it will have sufficient liquidity to 

settle obligations and liabilities when due. As at January 31, 2011, the Company had cash and short-term 

investments of $360,725 to settle accounts payable of $51,519 that are considered short term and settled 

within 30 days. Management believes that the Company has sufficient capital to meet its requirements for 

the next twelve months. 

 

The Company is dependent on the availability of credit from its suppliers and its ability to generate sufficient 

funds from equity and debt financing to meet current and future obligations. There can be no assurance that 

such financing will be available on terms acceptable to the Company. 

 
 (c) Market risk 

 

   (i) Interest rate risk 

 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will 

fluctuate because of changes in market interest rates. The Company’s accounts payable and accrued 

liabilities are non-interest bearing. As at January 31, 2011 the Company’s interest bearing assets are 

cash and short-term investments. The Company maintains a minimum cash balance in its chequing 

account and transfers funds from its investment account when the need arises. The Company’s 

investments are placed in GICs which interest rates vary depending on the rates offered by the banks 

when the instruments mature and are automatically renewed. A change of 100 basis points in the 

interest rates would not be material to the financial statements. For the six months ended January 31, 

2011, the Company recognized $15,556 in interest income from its interest bearing investments.  
 

(ii) Foreign currency risk 

 

The Company conducts part of its business in US dollars and Mexican Pesos and therefore is 

affected by variations in exchange rates. The Company does not have foreign currency hedges in 

place and does not actively manage this risk. 

  

(iii) 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’s risk relates primarily to the expected 

output to be produced at its resource property described in note 6 of these financial statements of 

which production is not expected in the near future. 

 

During the six months ended January 31, 2011, there were no changes to the Company’s risk exposure or to the 

Company’s policies for risk management. 
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13. Capital Management 
 

 The Company’s objectives when managing capital are to ensure that there are adequate capital resources to 

safeguard the Company’s ability to continue as a going concern and maintain adequate levels of funds to support 

the acquisition, exploration and development of resource properties such that it can continue to provide returns to 

shareholders and benefits for other stakeholders. 

 

The Company considers the items included in shareholders’ equity as capital. The Company manages its capital 

structure and makes adjustments to it in light of changes in economic conditions and the risk characteristics of the 

Company’s underlying assets. In order to maintain or adjust its capital structure, the Company may issue new 

shares or sell assets to settle liabilities. The Company has no debt and is not subject to externally imposed capital 

requirements.  

 

The properties in which the Company currently has an interest in are in the exploration stage, as such, the 

Company does not recognize revenue from its exploration properties. The Company’s historical sources of capital 

have consisted of the sale of equity securities, loans, advances from related parties and interest income.  In order 

for the Company to carry out planned exploration and development and pay for administrative costs, the Company 

will spend its working capital and expects to raise additional amounts externally as needed.  

 

There were no changes in the Company’s management of capital during the six months ended January 31, 2011. 
 
  


