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NOTICE OF NO AUDITOR REVIEW OF 
 

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
 
 
Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed 
a review of the interim financial statements, they must be accompanied by a notice indicating 
that the financial statements have not been reviewed by an auditor. 
 
The accompanying unaudited interim consolidated financial statements have been prepared by 
and are the responsibility of the management. 
 
The Company's independent auditor has not performed a review of these financial statements in 
accordance with the standards established by the Canadian Institute of Chartered Accountants 
for a review of interim financial statements by an entity's auditor. 
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The accompanying notes are an integral part of these financial statements 

 

 

September 30,  
2011 

$ 

December 31, 
2010 

$ 

   
ASSETS   
Current assets   
Cash 1,103 238 
HST/GST recoverable and other receivables 10,838 2,998 

Total current assets 11,941 3,236 
   
Patents - 1 
   
Total assets 11,941 3,237 

   
LIABILITIES   
Current liabilities   
Accounts payable and accrued liabilities (Note 9) 835,779 1,674,595 
Demand loans (Notes 5 and 9) 97,448 - 
Note payable in default (Note 6) 82,055 78,998 
Convertible promissory notes (Note 7) 75,000 75,000 
Subscriptions payable 134,822 134,822 
Loans from shareholders (Note 9) 234,355 202,691 

Total current liabilities 1,459,459 2,166,106 
   
   
Total liabilities 1,459,459 2,166,106 
   
EQUITY ATTRIBUTABLE TO SHAREHOLDERS   
Share capital (Note 8) 11,778,565 11,778,565 
Contributed surplus 560,372 560,372 
Deficit (13,786,455) (14,501,806) 
Total equity attributable to shareholders (1,447,518) (2,162,869) 
   
Total liabilities and equity attributable to shareholders 11,941 3,237 
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The accompanying notes are an integral part of these financial statements 

 

 
Three months ended    

September 30, 
Nine months ended       

September 30, 

 
2011 

$ 
2010 

$ 
2011 

$ 
2010 

$ 
     
General and administrative 
expenses     
     
Accounting and audit 10,653 - 32,170 5,307 
Consulting fees (Note 9) 1,750 - 102,760 47,362 
Legal fees 11,360 57 49,830 57 
Office and miscellaneous 5,380 14,282 128,011 56,753 
Salaries, wages and commissions - - - 14,095 
     
Loss before other items (29,143) (14,339) (312,771) (123,574) 
     
Foreign exchange (loss) gain (17,894) (9,305) (11,603) 13,150 
Gain on forgiveness of debt 22,754 - 40,110 - 
Gain on sale of subsidiaries (Note 4) 1,025,422 - 1,025,422 - 
Interest expense (7,999) (7,093) (25,807) (14,445) 
     
Net income (loss) and 
comprehensive income (loss) for 
the period 993,140 (30,737) 715,351 (124,869) 

     
Basic and diluted loss per share 0.26 (0.01) 0.18 (0.03) 

     
Weighted average number of shares 
outstanding 3,877,197 3,877,197 3,877,197 3,857,233 
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Number of 

shares 
Amount 

$ 

Subscriptions 
Received in 

Advance 
$ 

Contributed 
Surplus 

$ 
Deficit 

$ 
Total 

$ 
       
Balance, January 1, 2010 3,790,594 11,622,658 - 560,372 (13,859,649) (1,676,619) 

       
Issued during the period:       

For debt settlement 86,603 86,603 - - - 86,603 
Subscriptions received in 
advance - - 10,000 - - 10,000 
Net loss and comprehensive 
loss for the period - - - - (124,869) (124,869) 
       
Balance, September 30, 
2010 3,877,197 11,709,261 10,000 560,372 (13,984,518) (1,704,885) 

       
Balance, January 1, 2011 3,877,197 11,778,565 - 560,372 (14,501,806) (2,162,869) 
       
Net income and 
comprehensive income for 
the period - - - - 715,351 715,351 
       
Balance, September 30, 
2011 3,877,197 11,778,565 - 560,372 (13,786,455) (1,447,518) 
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The accompanying notes are an integral part of these financial statements 

 

 
2011 

$ 
2010 

$ 
   
Operating Activities   
Net income (loss) for the period 715,351 (124,869) 
Add (deduct) non-cash items:   
Unrealized foreign exchange loss (gain) 2,721 (1,580) 
Gain on forgiveness of debt (40,110) - 
Gain on sale of subsidiaries (1,025,422) - 

Changes in non-cash working capital items   
HST/GST recoverable and other receivables (7,840) 1,621 
Accounts payable and accrued liabilities 226,866 100,470 

 (128,434) (24,358) 
   
Investing Activity   
Proceeds on sale of subsidiaries, net of cash in subsidiaries (149) - 

   
Financing Activities   
Subscription proceeds received in advance - 10,000 
Proceeds from demand loans 97,448 - 
Proceeds from shareholder loans 32,000 16,528 

 129,448 26,528 
   
Increase (decrease) in cash during the period 865 (10,689) 
   
Cash – beginning of the period 238 4,327 
   
Cash – end of the period 1,103 (6,362) 

   
Cash paid during the period for:   
Interest - - 
Income taxes - - 

   
Non-cash financing activity:   
Issuance of 86,603 shares as settlement of convertible 
promissory notes and interest payable - 86,603 

   
   
 



DIGIFONICA INTERNATIONAL INC. 
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
For the nine months ended September 30, 2011 
(unaudited) 

 

 

1. ORGANIZATION, NATURE AND CONTINUANCE OF OPERATIONS  
 
Digifonica International Inc. (“Digifonica” or the “Company”) was incorporated under the Alberta 
Business Corporations Act on November 23, 2004.  During the year ended December 31, 2010 and 
current period the Company ceased operations due to a lack of financing.  The main activities in the 
Company during these periods was maintaining its public listing and keeping the patent applications 
current.  The Company is listed on the TSX Venture Exchange’s NEX board under the trading 
symbol “DIL.H”.  The Company’s head office is located at Suite 1750 – 999 West Hastings Street, 
Vancouver, BC. 
 
These condensed consolidated financial statements have been prepared assuming the Company will 
continue as a going concern, which contemplates the realization of assets and satisfaction of 
liabilities in the normal course of business.  The Company has accumulated losses of $13,786,455 
since its inception and had a working capital deficiency of $1,447,518 at September 30, 2011.  The 
Company is in default of covenants and repayment schedules with certain creditors.  The 
continuation of the Company is dependent upon the continuing support of creditors and obtaining 
necessary financing.  These condensed consolidated financial statements do not give effect to any 
adjustments to the amounts and classifications of assets and liabilities which might be necessary 
should the Company be unable to continue its operations as a going concern.  On October 11, 2011, 
the Company announced that it had agreed to terms, subject to regulatory approval, on a private 
placement of up to 30,000,000 units at a price of $0.05 per unit for gross proceeds of $1,500,000 
(Note 11). 
 

2. BASIS OF PREPARATION AND ADOPTION OF INTERNATIONAL FINANCIAL REPORTING 
STANDARDS 
 
The Company prepares its financial statements in accordance with Canadian generally accepted 
accounting principles (“Canadian GAAP”) as set out in the Handbook of the Canadian Institute of 
Chartered Accountants (“CICA Handbook”).  In 2010, the CICA Handbook was revised to incorporate 
International Financial Reporting Standards (“IFRS”), and require publicly accountable enterprises to 
apply such standards effective for years beginning on or after January 1, 2011.  Accordingly, the 
Company commenced reporting on this basis in its 2011 interim consolidated financial statements.  
In these financial statements, the term “Canadian GAAP” refers to Canadian GAAP before the 
adoption of IFRS. 
 
These interim consolidated financial statements have been prepared in accordance with IFRS 
applicable to the preparation of interim financial statements, including IAS 34, Interim Financial 
Reporting, and IFRS 1, First-time Adoption of International Financial Reporting Standards.  The 
accounting policies followed in these interim financial statements are the same as those applied in 
the Company’s interim financial statements for the period ended March 31, 2011.  The Company has 
consistently applied the same accounting policies throughout all periods presented, as if these 
policies had always been in effect.  Note 12 discloses the impact of the transition to IFRS on the 
Company’s reported statement of financial position as at September 30, 2010 and the 
comprehensive loss for the three and nine months ended September 30, 2010, including the nature 
and effect of significant changes in accounting policies from those used in the Company’s 
consolidated financial statements for the year ended December 31, 2010. 
 



DIGIFONICA INTERNATIONAL INC. 
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
For the nine months ended September 30, 2011 
(unaudited) 

 

7 

The accounting policies applied in these condensed interim consolidated financial statements are 
based on IFRS effective for the year ended December 31, 2011, as issued and outstanding as of 
November 29, 2011, the date the Audit Committee approved the statements.  Any subsequent 
changes to IFRS that are given effect in the Company’s annual consolidated financial statements for 
the year ending December 31, 2011 could result in restatement of these interim consolidated 
financial statements including transition adjustments recognized on change-over to IFRS. 
 
The condensed interim consolidated financial statements should be read in conjunction with the 
Company’s Canadian GAAP annual financial statements for the year ended December 31, 2010, and 
the Company’s interim financial statements for the quarter ended March 31, 2011 prepared in 
accordance with IFRS applicable to interim financial statements.   
 

3. ACCOUNTING STANDARDS ISSUED BUT NOT YET EFFECTIVE 
 
In May 2011, the IASB issued the following standards which have not yet been adopted by the 
Company: IFRS 9, Financial Instruments (IFRS 9), IFRS 10, Consolidated Financial Statements 
(IFRS 10), IFRS 11, Joint Arrangements (IFRS 11), IFRS 12, Disclosure of Interests in Other Entities 
(IFRS 12), IAS 27, Separate Financial Statements (IAS 27), IFRS 13, Fair Value Measurement (IFRS 
13) and amended IAS 28, Investments in Associates and Joint Ventures (IAS 28).  Each of the new 
standards is effective for annual periods beginning on or after January 1, 2013 with early adoption 
permitted.  The Company has not yet begun the process of assessing the impact that the new and 
amended standards will have on its financial statements or whether to early adopt any of the new 
requirements.  The following is a brief summary of the new standards: 
 
IFRS 9 – Financial Instruments  
 
IFRS 9 addresses classification and measurement of financial assets and replaces the multiple 
category and measurement models in IAS 39 for debt instruments with a new mixed measurement 
model having only two categories: amortized cost and fair value through profit and loss.  IFRS 9 also 
replaces the models for measuring equity instruments and such instruments are either recognized at 
fair value through profit and loss or at fair value through other comprehensive income. 
 
IFRS 10 – Consolidation 
 
IFRS 10 requires an entity to consolidate an investee when it is exposed, or has rights, to variable 
returns from its involvement with the investee and has the ability to affect those returns through its 
power over the investee.  Under existing IFRS, consolidation is required when an entity has the 
power to govern the financial and operating policies of an entity so as to obtain benefits from its 
activities.  IFRS 10 replaces SIC-12 Consolidation—Special Purpose Entities and parts of IAS 27 
Consolidated and Separate Financial Statements.  
 
IFRS 11 - Joint Arrangements 
 
IFRS 11 requires a venturer to classify its interest in a joint arrangement as a joint venture or joint 
operation. Joint ventures will be accounted for using the equity method of accounting whereas for a 
joint operation the venturer will recognize its share of the assets, liabilities, revenue and expenses of 
the joint operation.  Under existing IFRS, entities have the choice to proportionately consolidate or 
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equity account for interests in joint ventures.  IFRS 11 supersedes IAS 31, Interests in Joint 
Ventures, and SIC-13, Jointly Controlled Entities—Non-monetary Contributions by Venturers.  
 
IFRS 12 – Disclosure of Interests in Other Entities 
 
IFRS 12 establishes disclosure requirements for interests in other entities, such as joint 
arrangements, associates, special purpose vehicles, and off balance sheet vehicles.  The standard 
carries forward existing disclosures and also introduces significant additional disclosure requirements 
that address the nature of, and risks associated with, an entity’s interests in other entities.  
 
IFRS 13 - Fair Value Measurement 
 
IFRS 13 is a comprehensive standard for fair value measurement and disclosure requirements for 
use across all IFRS standards.  The new standard clarifies that fair value is the price that would be 
received to sell an asset, or paid to transfer a liability in an orderly transaction between market 
participants, at the measurement date.  It also establishes disclosures about fair value measurement.  
Under existing IFRS, guidance on measuring and disclosing fair value is dispersed among the 
specific standards requiring fair value measurements and in many cases does not reflect a clear 
measurement basis or consistent disclosures. 
 

4. SALE OF SUBSIDIARIES 
 
By an agreement dated June 22, 2011, effective July 19, 2011, the Company sold the shares of all of 
its subsidiaries to a former director of the Company.  The subsidiaries sold are as follows: 
 

 
Country of 

Incorporation 
Percentage 

owned 
Digifonica (International) Limited Gibraltar 100% 
Digifonica Intellectual Properties Limited Gibraltar 100% 
Digifonica Canada Limited Canada 100% 
Digifonica Enterprises Limited England and Wales 100% 
Shenzhen Sino-Can Inter-Communication Technology 
Limited China 49% 
 
The Company received proceeds of $1, resulting in a gain on disposition of $1,025,422.  The net 
liabilities disposed of were as follows: 
 $ 
  
Assets  
Cash 150 
Patents 1 

  
Liabilities  
Accounts payable 1,025,572 

  
Net liabilities (1,025,421) 
Proceeds on disposition 1 
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Gain on disposition 1,025,422 

 
 

5. DEMAND LOANS 
 
 $ 
  
Balance – December 31, 2010 - 
Add: Proceeds from demand loans 97,448 
  
Balance – September 30, 2011 97,448 

 
During the nine months ended September 30, 2011, a third-party and a director provided non-interest 
bearing loans due on demand.  Of the total demand loans outstanding, $41,996 is due to a director of 
the Company.  
 

6. NOTE PAYABLE IN DEFAULT 
 
 $ 
  
Balance – December 31, 2010 78,998 
Add: Unrealized foreign exchange loss 3,057 
  
Balance – September 30, 2011 82,055 

 
At September 30, 2011 and December 31, 2010 the one note in default is an unsecured promissory 
note dated July 23, 2008 which was entered into by the Company with a supplier.  The promissory 
note bears interest at 12% per annum on the unpaid principal.  

 
7. CONVERTIBLE PROMISSORY NOTES 

 

 

Derivative 
Component 

$ 

Equity 
Component 

$ 
   
Balance – December 31, 2010 75,000 9,035 
   
Balance – September 30, 2011 - - 

 
On July 14, 2008, the Company issued $150,000 in convertible promissory notes to three 
shareholders and one arms-length party.  The notes bore interest at a rate of 10% per annum.  The 
notes were convertible into common shares of the Company at the election of the holder, at a price of 
$3.60 per Unit.  Each Unit consisted of one common share of the Company and one non-transferable 
common share purchase warrant of the Company.  Each common share purchase warrant entitled 
the holder thereof to acquire one common share of the Company at a price of $5.00 per common 
share on or before the day that is eighteen months from the date of the note agreements.  The notes 
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were repayable on demand subsequent to September 30, 2008 unless otherwise converted at the 
terms outlined above.  The notes were secured by a general security agreement. 
 
On February 4, 2010, the Company issued 86,603 common shares at a deemed price of $1.00 per 
common share to settle $86,603 in convertible promissory notes and its accrued interest ($75,000 
convertible notes plus $11,603 interest).  TSX Venture Exchange approval was obtained. 
 

8. SHARE CAPITAL 
 
a) Authorized: Unlimited common shares without par value. 

Unlimited preferred shares issuable in series. 
 
b) Share Consolidation: 

 
Effective February 25, 2011, the Company consolidated its common shares on the basis of one 
(1) new common share for every ten (10) old common shares issued and outstanding at that 
time.  All references to share and per share amounts have been retroactively restated to reflect 
the share consolidation. 
 

c) Options: 
 
The Company has established a stock option plan in accordance with the policies of the TSX 
Venture Exchange under which it is authorized to grant share purchase options up to 10% of its 
outstanding shares. The exercise price of options granted equals the market price of the 
Company’s stock on the date of the grant. The options are for a maximum term of five years. 
 
A summary of the status of the Company’s stock option plan as of September 30, 2011 and the 
changes during the period then ended is presented below: 

 
Number of 

options 

Weighted 
average 
exercise 

price 
$ 

   
Balance outstanding – December 31, 2010 69,000 10.58 
   
Balance outstanding and exercisable – September 30, 2011 69,000 10.58 

 
At September 30, 2011, share purchase options outstanding that entitled the holder thereof to 
acquire one share for each option held are as follows: 

Expiry Date 

Exercise 
Price 

$ 
Number of 

Options 
   
June 2, 2013 10.00 29,000 
June 2, 2013 11.00 40,000 
  69,000 
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d) Warrants: 
 
A summary of warrants outstanding as of September 30, 2011 and changes during the period 
then ended is presented below: 

 
Number of 
warrants 

Weighted 
average 
exercise 

price 
$ 

   
Balance outstanding – December 31, 2010 375,515 2.50 
Expired (375,515) 2.50 
   
Balance outstanding – September 30, 2011 - - 

 
e) Escrow shares: 

 
The Company had 734,050 shares subject to a six year escrow period beginning September 10, 
2007.  At September 30, 2011, 434,428 common shares remained in escrow (December 31, 
2010 – 434,428).  No further escrow shares will be released due to the write-down of patents at 
December 31, 2010. 
 
The Company had 934,273 shares subject to a six year escrow period starting May 8, 2007.  At 
September 30, 2011, 560,563 common shares remained in escrow (December 31, 2010 – 
560,563).  Subsequent to September 30, 2011, the Company released 86,942 shares from 
escrow to satisfy a scheduled release dated November 8, 2010.  No further escrow shares will 
be released due to the write-down of patents at December 31, 2010. 
 

9. RELATED PARTY TRANSACTIONS 
 
The Company incurred the following charges with directors and officers of the Company and/or 
companies controlled by them for the three and nine months ended September 30, 2011 and 2010: 
 

 
Three months ended     

September 30, 
Nine months ended        

September 30, 

 
2011 

$ 
2010 

$ 
2011 

$ 
2010 

$ 
     
Consulting fees - 47,362 66,590 47,362 
     
 - 47,362 66,590 47,362 

 
Included in accounts payable and accrued liabilities as at September 30, 2011 is $251,507 
(December 31, 2010 - $244,242) due to current and former directors and officers of the Company 
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and/or companies controlled by them.  The amounts owing are unsecured, non-interest bearing and 
due on demand.  At September 30, 2011, $41,996 (December 31, 2010 - $nil) of the demand loans 
are due to a director of the Company. 
Included in loans from shareholders as at September 30, 2011 is $165,164 (December 31, 2010 - 
$139,356) due to former directors of the Company.  The amounts owing were unsecured, non-
interest bearing and due on demand.  
 
Key management includes the directors of the Company.  The compensation paid or payable to key 
management for services during the three and nine months ended September 30, 2011 and 2010 is 
as follows: 
 

 
Three months ended     

September 30, 
Nine months ended        

September 30, 

 
2011 

$ 
2010 

$ 
2011 

$ 
2010 

$ 
     
Consulting fees - 47,362 66,590 47,362 
     
 - 47,362 66,590 47,362 

 
10. FINANCIAL INSTRUMENTS 

 
Classification of Financial Instruments 
 
The Company’s financial instruments consist of cash, other receivables, accounts payable and 
accrued liabilities, demand loans, note payable in default, subscriptions payable and loans from 
shareholders.  The Company designated its cash as a fair value through profit or loss financial asset.  
The other receivables are designated as loans and receivables, which are measured at fair value.  
The accounts payable and accrued liabilities, demand loans, note payable in default, subscriptions 
payable and loans from shareholders are designated as other financial liabilities, which are 
measured at amortized cost. 
 
Fair Value of Financial Instruments 
 
The Company classified the fair value of the financial receivables according to the following fair value 
hierarchy based on the amount of observable inputs used to value the instruments: 
 
• Level 1 – Values based on unadjusted quoted prices available in active markets for identical 

assets or liabilities as of the reporting date. 
 
• Level 2 – Values based on inputs, including quoted forward prices for commodities, time value 

and volatility factors, which can be substantially observed or corroborated in the marketplace.  
Prices in Level 2 are either directly or indirectly observable as of the reporting date. 

 
• Level 3 – Values based on prices or valuation techniques that are not based on observable 

market data. 
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The value of cash has been assessed based on the fair value hierarchy described above and is 
classified as Level 1.  Assessment of the significance of a particular input to the fair value 
measurement requires judgment and may affect the placement within the fair value hierarchy. 
 
Discussions of risks associated with financial assets and liabilities are detailed below: 
 
Foreign Exchange Risk 
 
The Company has financial instruments denominated in U.S. dollars (“US$”) and Great Britain 
Pounds (“GBP”).  Accounts exposed to foreign exchange risk as of September 30, 2011 are: 
 
 US$ GBP 
   
Cash - - 
Accounts payable and accrued liabilities (54,239) (106,173) 
Note payable in default (82,055) - 
Net exposure to foreign currencies (136,294) (106,173) 

 
Credit Risk 
 
Credit risk arises from cash held with banks and financial institutions.  The maximum exposure to 
credit risk is equal to the carrying value of the financial assets.  The Company’s cash is primarily held 
with the Royal Bank of Canada. 
 
Interest Rate Risk 
 
Interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because 
of changes in market interest rates.  The risk that the Company will realize a loss is limited because 
at present the Company’s liabilities are non-interest bearing or have fixed interest rates.  
 
Liquidity Risk 
 
Liquidity risk is the risk that the Company is not able to meet its financial obligations as they become 
due.  The Company manages its liquidity risk by continuously monitoring forecasted and actual cash 
flows, as well as anticipated investing and financing activities.  The Company has a working capital 
deficiency at September 30, 2011.   
 
On October 11, 2011, the Company announced that it had agreed to terms, subject to regulatory 
approval, on a private placement of up to 30,000,000 units at a price of $0.05 per unit for gross 
proceeds of $1,500,000 (Note 11). 
 
 

11. SUBSEQUENT EVENT 
 
On October 11, 2011, the Company announced it had agreed to terms, subject to regulatory 
approval, on a private placement of up to 30,000,000 units at a price of $0.05 per unit for gross 
proceeds of $1,500,000.  Each unit is comprised of one common share with the fair value of $0.045 
per share and one share purchase warrant with the fair value of $0.005 per share purchase warrant.  
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Each share purchase warrant entitles the holder thereof the right to purchase one common share at 
$0.10 per share until one year from the closing date.  The fair value of the warrants is the amount 
agreed upon by the subscribers. 

 
12. FIRST-TIME ADOPTION OF IFRS 

 
First-time Adoption Exemptions Applied 
 
The Company adopted IFRS on January 1, 2011 with a transition date of January 1, 2010 (the 
“Transition Date”).  Under IFRS 1 ‘First-time Adoption of International Financial Reporting Standards’, 
the IFRS are applied retrospectively at the Transition Date with all adjustments to assets and 
liabilities as stated under Canadian GAAP taken to deficit unless certain exemptions are applied.  
The Company has chosen to apply the following elections to: 

• Not restate previous business combinations and the accounting thereof; 
• Not to retrospectively separate the liability and equity components of compound instruments 

for which the liability component is no longer outstanding at the Transition Date; 
• Not apply IFRS 2 ‘Share-based Payments’, to liabilities arising from share-based payment 

transactions that were settled before the Transition Date; and, 
• Reset the cumulative translation difference reserve for all foreign operations to zero at the 

Transition Date. 
 
There were no material adjustments to the consolidated statements of financial position, consolidated 
statements of operations and comprehensive loss, consolidated statements of changes in equity or 
the consolidated statements of cash flows on adopting IFRS as at January 1, 2010, as at September 
30, 2010, for the nine months ended September 30, 2010 or for the year ended December 31, 2010.  
Accordingly, no reconciliation schedules have been provided with these financial statements. 

 


