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NOTICE OF NO AUDITOR REVIEW OF INTERIM 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 financial statements of the Company have been prepared by and are 

the responsibility of the Company’s management. 

 

The Company’s independent auditor Manning Elliott Chartered Accountants has not performed a review 
of these financial statements in accordance with standards established by the Canadian Institute of 

Chartered Accountants for a review of interim financial statements by an entity’s auditor. 

 
 

 

August 28, 2012 
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WESTSTAR RESOURCES CORP.

CONDENSED INTERIM STATEMENTS OF  FINANCIAL POSITION 

(Expressed in Canadian Dollars)

June 30, December 31,

Notes 2012 2011

(audited)

Assets

Current assets

Cash  1,066$                             253,792$              
Amounts receivable 4 27,876                             37,562                 

Prepaid expenses and deposits 16,620                             53,196                 

45,562                             344,550                

Non-current assets

    Investments 6 37,360                             155,659                

    Property and equipment 5 -                                  24,956                 

    Exploration and evaluation assets 7 7,579,935                        7,424,142             

Total assets 7,662,857$                      7,949,307$           

Liabilities and shareholders' equity

Liabilities

Current liabilities

Accounts payable and accrued liabilities 146,192$                         24,730$                

Total liabilities 146,192                           24,730                 

Shareholders' equity 

Share capital 8 13,196,621                      13,196,621           

Reserve 9 3,730,184                        3,730,184             

Deficit (9,447,500)                       (9,157,887)           

Accumulated other comprehensive income 37,360                             155,659                

Total equity 7,516,665                        7,924,577             

Total liabilities and shareholders' equity 7,662,857$                      7,949,307             

Nature of operations and going concern uncertainty (Note 1)

Subsequent event (Note 16)

Approved by the Board of Directors 

"Keith Anderson "   Director                                     "William Rascan"  Director

Keith Anderson William Rascan

The accompanying notes are an integral part of these financial statements  
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WESTSTAR RESOURCES CORP.
CONDENSED INTERIM STATEMENTS OF LOSS AND COMPREHENSIVE LOSS 

(Expressed in Canadian Dollars)

Notes June 30, June 30, June 30, June 30,

2012 2011 2012 2011

Expenses

Amortization 3,545$          4,071$              -$               2,026$            

Bank charges and interest 534               247                   185                 60                  

Consulting fees 10 97,750          69,006              38,750            32,500            

Management and director's fees 10 62,879          70,000              32,879            40,000            

Office and general 27,012          74,250              7,587              41,080            

Pre-exploration costs -                1,125                -                 -                 

Professional fees 10 65,083          92,523              34,333            55,169            

Rent 20,750          23,458              8,300              11,458            

Shareholder communications 10,413          73,025              1,175              47,052            

Transfer agent and filing fees 11,285          72,409              4,824              60,610            

Travel 1,085            54,900              935                 41,896            

Net loss from operations  (300,336)       (535,014)           (128,968)         (331,851)         

Other income (expense)

Realized gain on available-for-sale investments 2,135            -                   2,135              -                 

Gain on sale of equipment 8,588            -                   8,588              -                 

Write-down of exploration and evaluation assets 7 -                (139,500)           -                 (119,500)         

Total other income (expense) 10,723          (139,500)           10,723            (119,500)         

Net loss for the period (289,613)       (674,514)           (118,245)         (451,351)         

Other comprehensive loss item

Unrealized loss on available-for-sale investments (118,299)       -                   (52,640)          -                 

Total comprehensive loss for the period (407,912)       (674,514)           (170,885)         (451,351)         

(0.012)$         (0.053)$             (0.005)$          (0.035)$          

24,133,492   12,827,363       24,133,492     12,827,363     

Three months ended

Net loss per share, basic and diluted

Weighted average number of shares

Six months ended
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WESTSTAR RESOURCES CORP.
CONDENSED INTERIM STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

(Expressed in Canadian Dollars)

Number of 

shares issued Share Capital Reserve

Share 

subscription

Accumulated other 

comprehensive 

income Deficit Total

Balance, January 1, 2011 10,509,092  5,838,044$    2,885,863$    -$            -$                      (5,844,771)$  2,879,136$    

Comprehensive loss: -              

Loss for the period -               -                -                -              -                        (674,514)       (674,514)       

Shares issued for exploration and evaluation assets 1,500,000    560,000         -                -              -                        -               560,000         

Warrants exercised 2,010,000    613,882         (151,582)       -              -                        -               462,300         

Share subscription -               -                -                86,580        -                        -               86,580           

Balance, June 30, 2011 14,019,092  7,011,926$    2,734,281$    86,580$       -$                      (6,519,285)$  3,313,502$    

Balance, January 1, 2012 24,133,492  13,196,621    3,730,184      -              155,659                 (9,157,887)    7,924,577      

Comprehensive loss:

Loss for the period -               -                -                -              (118,299)               (289,613)       (407,912)       

Balance, June 30, 2012 24,133,492  13,196,621$  3,730,184$    -$            37,360$                 (9,447,500)$  7,516,665$    

The accompanying notes are an integral part of these financial statements
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WESTSTAR RESOURCES CORP.
CONDENSED INTERIM STATEMENTS OF CASH FLOWS

(Expressed in Canadian Dollars)

June 30, June 30, June 30, June 30,

2012 2011 2012 2011

Cash provided by (used for):

Operating activities

Net loss from operations (289,613)$    (674,514)$         (118,245)$    (451,351)$         

Amortization 3,545           4,071                -               2,026                
Realized gain on available-for-sale investments (2,135)          -                   (2,135)          -                   
Gain on sale of equipment (8,588)          -                   (8,588)          -                   

Write-down of exploration and evaluation assets -               139,500            -               119,500            

(296,791)      (530,943)          (128,968)      (329,825)          

Changes in non-cash working capital 

Amounts receivable 9,686           (44,061)            11,138         (33,671)            

Prepaid expenses 36,576         (5,000)              36,576         (7,950)              

Accounts payable and accrued liabilities 107,463        (35,199)            70,591         (67,014)            

Net cash used in operating activities (143,066)      (615,203)          (10,663)        (438,460)          

Investing activities

Acquisition of exploration and evaluation assets -               (35,000)            12,500         -                   

Proceeds from investments 2,135           -                   2,135           -                   

Proceeds from sale of equipment 29,999         200                  29,999         200                  

Deferred exploration costs and evaluation costs (141,794)      (27,810)            (40,084)        (18,810)            

Net cash provided by (used in) investing activities (109,660)      (62,610)            4,550           (18,610)            

Financing activities

Share subscriptions -               86,580              -               86,580              

Shares issued for cash, net of issuance costs -               462,300            -               213,900            

Net cash provided by financing activities -               548,880            -               300,480            

Decrease in cash (252,726)      (128,933)          (6,113)          (156,590)          

Cash, beginning of the period 253,792        276,196            7,179           303,853            

Cash, end of  the period 1,066$         147,263$          1,066$         147,263$          

Additional cash flow information (Note 14)

Three months ended

Adjustments to reconcile loss to net cash used in              

operating activities

Six months ended

 

 

 

 

 



WESTSTAR RESROUCES CORP. 
Notes to the Condensed Interim Financial Statements 

(Expressed in Canadian dollars - unaudited) 

For the six month period ended June 30, 2012 
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1. NATURE OF OPERATIONS AND GOING CONCERN UNCERTAINTY 

 
Weststar Resources Corp. (the "Company") is a Vancouver, British Columbia based company listed on 

the TSX Venture Exchange (the "Exchange"). The Company was incorporated on October 27, 2004 in the 

Province of British Columbia. During the year ended December 31, 2006, the Company completed its 
initial public offering on the Exchange, and the Company’s shares were listed for trading on September 

22, 2006.  

 

The principal address of the Company is located at suite 2606 – 400 Capilano Road, Port Moody, British 
Columbia, Canada, V3H 0E1.   

 

Going concern uncertainty 
 

To date, the Company has not generated revenue from operations. As at June 30, 2012, the Company has 

net working capital deficiency of $100,630 (December 31, 2011, net working capital - $319,820) and a 
deficit of $9,447,500 (December 31, 2011 - $9,157,887). The Company incurred a comprehensive loss of 

$407,912 during the six months ended June 30, 2012 (2011 - $674,514). Until the Company attains 

profitability, it will be necessary to raise additional financings for general working capital and for 

exploration costs on its property. If the Company is unable to obtain financing in the amounts and on 
terms deemed acceptable, the future success of the business could be adversely affected. There is no 

assurance that the Company will be able to obtain adequate financing in the future or that such financing 

will be on terms advantageous to the Company. 
 

These financial statements have been prepared on a going-concern basis, which assumes the realization of 

assets and liquidation of liabilities in the normal course of business. The financial statements do not 
include any adjustments to assets and liabilities should the Company be unable to continue as a going 

concern. If the going concern assumption were not appropriate for these financial statements then 

adjustments would be necessary to the carrying value of assets and liabilities, the reported expenses, and 

the statement of financial position classifications used. Such adjustments could be material. 
 

2. BASIS OF PRESENTATION  

 

Statement of compliance  

 

The condensed interim financial statements of the Company have been prepared in accordance with 

International Accounting Standard (“IAS”) 34, Interim Financial Reporting. 
 

The condensed interim financial statements of the Company should be read in conjunction with the 

Company’s 2011 annual financial statements which have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board 

(“IASB”).   

 
The condensed interim financial statements have been prepared using accounting policies consistent with 

those used in the Company’s 2011 annual financial. 

 



WESTSTAR RESROUCES CORP. 
Notes to the Condensed Interim Financial Statements 

(Expressed in Canadian dollars - unaudited) 

For the six month period ended June 30, 2012 
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2. BASIS OF PRESENTATION (continued) 

 

Approval of the unaudited condensed interim financial statements 

 

The unaudited condensed interim financial statements of the Company for the six months ended June 30, 
2012, were authorized for issue on August 28, 2012 by the Board of Directors of the Company. 

 

Basis of preparation 

 
The condensed interim financial statements are presented in Canadian dollars, which is also the 

Company’s functional currency.  The unaudited condensed interim financial statements of the Company 

have been prepared on an accrual basis except for cash flow information and are based on historical costs, 
except for certain financial instruments, which are stated at their fair values.  

 

Significant accounting judgements, estimates and assumptions 

 

The preparation of financial statements requires management to make judgments, estimates and 

assumptions that affect the application of policies and reported amounts of assets and liabilities, and 

revenue and expenses. The estimates and associated assumptions are based on historical experience and 
various other factors that are believed to be reasonable under the circumstances, the results of which form 

the basis of making the judgments about carrying values of assets and liabilities that are not readily 

apparent from other sources. Significant estimates made in the preparation of these financial statements 
include the recoverability of the carrying value of exploration and evaluation assets, accrued liabilities, 

assumptions for the determination of fair value of share-based payments, and for the recoverability of 

deferred tax assets. Management believes the estimates are reasonable; however, actual results could 
differ from those estimates and could impact future results of operations and cash flows. 

 

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

 
The condensed interim financial statements have been prepared, for all periods presented, following the 

same accounting policies and methods of computation as described in Note 3 to the audited Financial 

Statements for the year ended December 31, 2011. 

 

Accounting standards, amendments and interpretations not yet effective 
 

Certain pronouncements were issued by the IASB or the International Financial Reporting Interpretations 
Committee (“IFRIC”) that are mandatory for accounting years beginning after January 1, 2012 or later 

years. None of these are expected to have a significant effect on the financial statements.  The following 

standards and interpretations have been issued but are not yet effective: 

 
IFRS 9 Financial Instruments 

 

IFRS 9 Financial Instruments is part of the IASB's wider project to replace IAS 39 Financial Instruments: 
Recognition and Measurement. IFRS 9 retains but simplifies the mixed measurement model and 

establishes two primary measurement categories for financial assets: amortized cost and fair value. The 

basis of classification depends on the entity's business model and the contractual cash flow characteristics 
of the financial asset. The standard is effective for annual periods beginning on or after January 1, 2015. 

 



WESTSTAR RESROUCES CORP. 
Notes to the Condensed Interim Financial Statements 

(Expressed in Canadian dollars - unaudited) 

For the six month period ended June 30, 2012 
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 
Accounting standards, amendments and interpretations not yet effective (continued) 

 

IFRS 10 Consolidated Financial Statements 
 

IFRS 10 builds on existing principles by identifying the concept of control as the determining factor in 

whether an entity should be included within the financial statements of the parent company. The standard 

provides additional guidance to assist in the determination of control where this is difficult to assess. The 
standard is effective for annual periods beginning on or after January 1, 2013. 

 

IFRS 11 Joint Arrangements 
 

IFRS 11 describes the accounting for arrangements in which there is joint control; proportionate 

consolidation is not permitted for joint ventures (as newly defined). IFRS 11 replaces IAS 31 Interests in 
Joint Ventures and SIC 13 Jointly Controlled Entities — Non-Monetary Contributions by Venturers. The 

standard is effective for annual periods beginning on or after January 1, 2013. 

 

IFRS 12 Disclosures of Interests in Other Entities 
 

IFRS 12 includes the disclosure requirements for all forms of interests in other entities, including joint 

arrangements, associates, special purpose vehicles and other off balance sheet vehicles. The standard is 
effective for annual periods beginning on or after January 1, 2013. 

 

IFRS 13 Fair Value Measurement 
 

IFRS 13 aims to improve consistency and reduce complexity by providing a precise definition of fair 

value and a single source of fair value measurement and disclosure requirements for use across IFRSs. 

The requirements do not extend the use of fair value accounting but provide guidance on how it should be 
applied where its use is already required or permitted by other standards within IFRS. The standard is 

effective for annual periods beginning on or after January 1, 2013. 

 
There are no other IFRSs or IFRIC interpretations that are not yet effective that would be expected to 

have a material impact on the Company. 

 

4. AMOUNTS RECEIVABLE 

 

Amounts receivable at June 30, 2012 includes guaranteed investment certificates ("GICs") with interest 
rates at 1% (December 31, 2011 - 1%) per annum. At June 30, 2012, the fair value of the GICs was 

$5,000 (December 31, 2011 - $5,000). The GICs are held as resource reclamation deposits and are 

restricted for other uses. The remaining balance represents HST recoverable of $18,764 (December 31, 

2011 - $32,562) and receivable from the disposal of office and computer equipment of $4,112 (December 
31, 2011 – $Nil). 

 



WESTSTAR RESROUCES CORP. 
Notes to the Condensed Interim Financial Statements 

(Expressed in Canadian dollars - unaudited) 

For the six month period ended June 30, 2012 
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5.  PROPERTY AND EQUIPMENT  

   
Computer 

Equipment

Office 

Equipment

Leasehold 

Improvement  Total 

Cost 

Balance at January 1, 2011 10,085$          24,311$           4,475$                38,871$        

Additions 2,475 2,456 -                      4,931
Disposals -                  (200)                 -                      (200)             

Balance at December 31, 2011 12,560 26,567 4,475 43,602
Disposals (12,560)           (26,567)                             -   (39,127)        

Balance at June 30, 2012 -$                -$                 4,475$                4,475$          

Amortization and impairment 

Balance at January 1, 2011 3,979$            2,776$             1,897$                8,652$          
Amortization 4,720 4,758 516 9,994

Balance at December 31, 2011 8,699 7,534 2,413 18,646

Amortization 952 531 2,062 3,545
Disposals (9,651)             (8,065)                               -   (17,716)        

Balance at June 30, 2012   -$                -$                 4,475$                4,475$          

Net book value at June 30, 2012 -$                -$                 -$                    -$              

 
6.  INVESTMENTS 

 

The Company received 500,000 common shares of Canada Coal Inc. (“CCK”) after the disposition of 
exploration and evaluation assets during the year ended December 31, 2010.  The 500,000 common 

shares are subject to escrow and are released on a staged basis, with 10% released on February 29, 2012, 

and 15% to be released every six months thereafter for a period of 36 months. As at June 30, 2012, 
450,000 common shares were held in escrow (December 31, 2011 – 500,000). 

 

During the period ended June 30, 2012, the Company sold 33,000 common shares of CCK for proceeds 
of $2,135.  At June 30, 2012, the fair value of the remaining 467,000 common shares of CCK held was 

$37,360, and the unrealized loss of $118,299 was recorded in other comprehensive loss for the period 

ended June 30, 2012. 

 
During the period ended June 30, 2011, there were no common shares of CCK sold.  As at December 31, 

2011, the fair value of the 500,000 CCK shares held was estimated to be $155,659. As the Company 

recorded the investment as available-for-sale, the unrealized gain of $155,659 was recorded in other 
comprehensive income for the year ended December 31, 2011. 

 



WESTSTAR RESROUCES CORP. 
Notes to the Condensed Interim Financial Statements 

(Expressed in Canadian dollars - unaudited) 

For the six month period ended June 30, 2012 
  

Page | 11  

 

7. EXPLORATION AND EVALUATION ASSETS  

 
Axe Project 

 
Pursuant to an option agreement dated July 19, 2005, the Company acquired a 70% interest (originally 

66% but amended by mutual consent) in the Axe claims comprised of 119 units situated in the 

Similkameen Mining District, Province of B.C. As consideration for the property, the Company paid 

$5,000, issued 300,000 common shares at a fair value of $243,500 and incurred exploration costs of 
$500,000.  

 

Pursuant to an agreement dated March 23, 2007, the Company acquired four additional claims. As 
consideration for the claims the Company paid $15,000. The claims are subject to a 2% net smelter 

royalty and under the terms of the agreement the Company has the right to purchase the net smelter 

royalty in stages for up to $3,000,000. 

 
On March 21, 2012 the Company entered into an option agreement with Xstrata Copper Canada 

("Xstrata") and Bearclaw Capital Corp. ("Bearclaw").  Under the terms of the option agreement, the 

Company and Bearclaw have agreed to grant Xstrata an option to earn a 51% interest where Xstrata will 
have the sole and exclusive right to carry out exploration activities on and evaluate the Axe Property. In 

order to exercise the option, during the earn-in period, Xstrata must incur $3,000,000 of expenditures in 

exploration activities on the Axe Property. 
 

During the earn-in period, Xstrata must pay to the Company and Bearclaw (collectively, in proportion to 

their participating interests in the Axe Property, which are 70% for the Company and 30% for Bearclaw): 
 

 $25,000 immediately (received); 

 $25,000 on March 31, 2013; 

 $30,000 on March 31, 2014; 

 $40,000 on March 31, 2015; and 

 $60,000 on March 31, 2016. 

 
If Xstrata exercises the option, the Company, Bearclaw and Xstrata will enter into a formal joint venture 

agreement. Xstrata will be the initial operator holding a 51% participating interest and the Company and 

Bearclaw a 34.3% and 14.7% participating interest respectively. 
 

Upon exercise of the option, Xstrata will have the option to acquire an additional 24% undivided interest 

in the Axe Property (increasing its interest to 75%, absent other adjustments) by either completing a 

feasibility study on the Axe Property or incurring no less than $15,000,000 in feasibility study 
expenditures on the Axe Property and providing the Company and Bearclaw with evidence of such 

expenditures. In the event Xstrata exercises the second option and acquires an undivided 75% interest in 

the Axe Property, the Company and Bearclaw will have a 17.5% and 7.5% participating interest 
respectively. 

 

Under the option agreement the Company and Bearclaw have also granted Xstrata a right of first refusal 

("ROFR") over any direct or indirect sale or transfer by the Company and/or Bearclaw of any of their 
respective interest in the Axe Property.  The ROFR will terminate at the end of the earn-in period if 

Xstrata has not exercised the option. 
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(Expressed in Canadian dollars - unaudited) 
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7. EXPLORATION AND EVALUATION ASSETS (continued) 

 

Golden Fox Group 

 

Golden Fox Claims 
 

On July 7, 2009 and amended on December 22, 2010, relating to the work commitment described below, 

the Company entered into an agreement to acquire an undivided 100% interest in the “Golden Fox 

Claims”, located in the Yukon Territories, Canada. The Golden Fox Claims consist of 50 claim units 
totalling approximately 2,500 hectares 

 

The terms of the agreement were as follows: 
 

 $75,000 due on signing of the agreement; (paid) 

 $75,000 ($50,000 paid) and the issuance of 2,500,000 common shares of the Company (issued at 

a fair value of $225,000); and 

 Issuance of 500,000 common shares of the Company in lieu of a $500,000 exploration 

expenditure work commitment originally to be incurred by September 1, 2010 (issued at a fair 
value of $200,000). 

 

The vendor retained a 3% Net Smelter Royalty (“NSR”), of which one-third (1%) could have been 

purchased by the Company for $1,000,000. 
 

Sunrise Claims 

 
On January 20, 2011 the Company entered into an option agreement to acquire a 100% interest in 27 

quartz claims totalling approximately 121.5 hectares in the Dawson Mining District in the Yukon 

Territory (“the Sunrise Property”).  The Golden Fox Claims are situated 20km to the southeast. 
 

The terms of the agreement were as follows: 

 

 $35,000 due within five days of approval by the Exchange (paid); 

 Issuance of 1,000,000 common shares of the Company (issued at a fair value of $360,000); 

 Issuance of 1,000,000 common shares of the Company within six months after approval by the 

Exchange (issued at a fair value of $700,000). 

 Incur exploration expenditures of $10,000 or pay $100 per claim on or before June 18, 2011 

(incurred); 

 Incur exploration expenditures of $25,000 on or before September 1, 2011; and 

 Incur exploration expenditures of $100,000 on or before September 1, 2012. 

 

The vendor retained a 3% NSR, of which one-third (1%) could have been purchased by the Company for 
$1,000,000. 

 
During the year ended December 31, 2011, the Company decided not to pursue the Golden Fox Group 
and wrote off the acquisition and exploration costs of $1,744,474. 
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Notes to the Condensed Interim Financial Statements 

(Expressed in Canadian dollars - unaudited) 

For the six month period ended June 30, 2012 
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7. EXPLORATION AND EVALUATION ASSETS (continued) 

 
McKinnon Group 

 
McKinnon Claims 

 

On July 20, 2009 the Company entered into an agreement to acquire a 100% interest in the McKinnon 

Property, located in Yukon Territory.  The property consists of 66 pending quartz claims encompassing 
approximately 3,400 acres (1380 hectares). 

 

The terms of the agreement were as follows: 
 

 $84,100 due on signing of the agreement (paid);  

 $50,000 (paid); and  

 Issuance of 2,500,000 common shares of the Company (issued at a fair value of $275,000). 

 

The vendor retained a 3% NSR, of which one-third (1%) could have been purchased by the Company for 

$1,000,000. 
 

Morgan Property  
 

On May 12, 2010, the Company entered into an option agreement to acquire a 100% interest in the 
Morgan Claim Group. The claims are north of the McKinnon Claims in the Yukon 

 

The terms of the agreement were as follows: 

 

 Upon approval of the agreement by the Exchange, $5,000 (paid) and issuance of 500,000  common 

shares (issued at a fair value of $15,000); 

 $5,000 and 500,000 common shares on or before June 15, 2011; and 

 $5,000 and 500,000 common shares on or before June 15, 2012. 
 

The vendor retained a 2% NSR, of which one-half (1%) could have been purchased by the Company for 

$1,000,000. 
 

During the year ended December 31, 2011, the Company decided not to pursue both the McKinnon Claims 

and the Morgan Property and wrote off the acquisition and exploration costs of $460,519. 

 

Sifton Property 

 

On July 6, 2010 the Company entered into an acquisition agreement to acquire a 100% interest in the 
Sifton block of claims. The claims are north of Richardson Township, which is approximately fifty 

kilometres northwest of Fort Frances in western Ontario.  The Company paid a finder’s fee of $4,500. 
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7. EXPLORATION AND EVALUATION ASSETS (continued) 

 

Sifton Property (continued) 

 

Payments under the terms of the agreement were as follows: 
 

 $25,000 on or before October 6, 2010 (paid); 

 Issuance of 3,000,000 shares within 10 days of Exchange approval (issued at a fair value of 

$90,000); 

 $30,000 on or before July 6, 2011; 

 $35,000 on or before July 6, 2012; 

 $40,000 on or before July 6, 2013; and 

 $45,000 on or before July 6, 2014. 

  
The vendor retained a 2% NSR, of which one-half (1%) could have been purchased by the Company for 

$1,000,000. 

During the year ended December 31, 2011, the Company decided not to pursue this property and wrote 

off the acquisition and exploration costs of $119,500. 

Acquisition of La Paloma Property and Assignment of Option Agreement 

 

On March 17, 2011, and as amended June 30, 2011, the Company entered into a letter of intent with 
Lekona Minerals Incorporated ("Lekona") to acquire the rights, title and interest in and to the La Paloma 

concessions, including the 20% undivided interest held by Lekona, and Lekona's rights under the 

underlying option agreement between Lekona and Minera Sierra de Oro S.A. de C.V. ("Minera"). The La 

Paloma property concession is located in the state of Jalisco, Mexico and comprises 155 hectares of 
mineral rights. The Company was assigned an option to acquire an 80% interest in the La Paloma 

concessions from Minera under an option agreement dated September 15, 2010 and amended April 30, 

2011, between Lekona and Minera. Lekona had previously exercised a portion of the option granted 
under the option agreement, and accordingly the Company now owns a 20% undivided interest in the La 

Paloma concessions. The Company completed the transaction on August 9, 2011.   

The terms of the agreement and the amounts owing are as follows: 

 $700,000 to Lekona (paid); 

 Issuance of 4,000,000 common shares of the Company to Lekona's shareholders; (fair value of 

$2,521,592)   

 Issuance of 1,650,000 common shares of the Company to Minera (fair value of $1,007,157); and 
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7. EXPLORATION AND EVALUATION ASSETS (continued) 

 

Acquisition of La Paloma Property and Assignment of Option Agreement (continued) 

 

 Issuance of 1,500,000 share purchase warrants to Lekona (issued at a fair value of $449,751), 

each such warrant being exercisable into one common share of the Company at a price of $1.50 
per common share for a period expiring August 9, 2012. The warrants are only exercisable in the 

event that: 

i. The Company completes Phase I of the work program contained in the NI 43-101 report 

dated June 26, 2011 on the project and delivers a new NI 43-101 compliant report 
describing the results of the Phase I work, and accommodation to proceed to Phase 2; and 

ii. The Company completes a follow on financing of not less than $1,000,000 to fund the 

Phase 2 program.   
 

Once the follow on financing is complete (the “Completion Date”), the following additional payments 

would be required: 
 

 Issuance of 2,000,000 common shares of the Company to Lekona's shareholders within 10 

business days of the Completion Date; and 

 $1,100,000 on or before August 9, 2012 to or to the direction of Lekona. 

 

The Company would also be required to assume the unfulfilled obligations of Lekona under Lekona’s 
previous option agreement, including the payments of cash and shares due to Minera.  Lekona would 

retain a 2% NSR. 

 
The Option Agreement between Lekona and Minera provided for the following payments. 

 

In order for Lekona to acquire an undivided 20% interest in La Paloma: 
 

 $50,000 non-refundable deposit (paid by Lekona); 

 $300,000 (paid by Lekona); and 

 Issuance of 2,000,000 common shares of Lekona (issued). 

 

As a result, Lekona acquired an undivided 20% interest in La Paloma. 

 
In order for Lekona to acquire a further 20% interest in La Paloma (for an aggregate of 40%): 

 

 $300,000 on or before April 30, 2011 (paid by Lekona); 

 Upon closing of the transaction between the Company and Lekona, the issuance of 1,650,000 

common shares (issued at a fair value of $1,007,157) in the capital stock of the Company and the 
expenditure on or before October 30, 2011 of $200,000 (incurred) on or in respect of the 

property. In consideration for the foregoing, the Company shall acquire a further 20% interest in 

the La Paloma concessions, for an aggregate 40% interest; 
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7. EXPLORATION AND EVALUATION ASSETS (continued) 

 

Acquisition of La Paloma Property and Assignment of Option Agreement (continued) 

 

 On or before October 30, 2011, a further payment of $400,000 (paid) and the issuance of 

1,000,000 common shares (issued at a fair value of $470,000) of the Company. In addition, a 
further $250,000 is to be expended on or in respect of the property and a National Instrument 43-

101 Standards of Disclosure for Mineral Projects (“NI 43-101”) level report is to be generated. In 

consideration of the foregoing, the Company shall acquire a further 20% interest in the Project, 

for an aggregate 60% interest in the property; and 

 On or before October 30, 2012, a final payment of $2,000,000, the issuance of an additional 

2,000,000 shares in the capital stock of the Company and the expenditure of a further $750,000 

on or in respect of the property. In consideration of the foregoing, the Company shall acquire a 

further 20% interest in the property, for an aggregate 80% interest. 
 

In addition to the foregoing, in the event that the Company receives a NI 43-101 compliant report, 

acceptable to both parties, indicating that there are resources of gold and silver in the project exceeding 
4,000,000 ounces and 150,000,000 ounces, respectively, the Company shall deliver to or to the order of 

Minera 5,000,000 common shares of the Company. The NI 43-101 shall be undertaken and paid for by 

the Company on or prior to October 31, 2014, or within 12 months following the Company acquiring the 

80% undivided interest in the project, which ever event occurs first. 
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7.  EXPLORATION AND EVALUATION ASSETS (continued) 

 

Canada Mexico

Axe Property La Paloma Total

Balance, December 31, 2011 1,637,895$                    5,786,247$    7,424,142$    

Acquisition costs

Shares -                                -                -                

Cash -                                5,000            5,000            

Total acquisition costs -                                5,000            5,000            

Exploration costs

Geological consulting fees -                                168,293         168,293        

Option agreement (17,500)                         -                (17,500)         

Total deferred exploration costs (17,500)                         168,293         150,793        

Impairment charge -                                -                -                

Balance, June 30, 2012 1,620,395$                    5,959,540$    7,579,935$    
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7.  EXPLORATION AND EVALUATION ASSETS (continued) 

 

Canada Canada Canada Canada Mexico

Axe Property

Golden Fox 

Group

McKinnon 

Group
Sifton

La Paloma Total

Balance, December 31, 2010 1,626,465$   412,849$    460,519$    119,500$      -$              2,619,333$   

Acquisition costs

Cash -                35,000        -              -               1,100,000     1,135,000     

Shares -                1,260,000   -              -               4,448,500     5,708,500     

Total acquisition costs -                1,295,000   -              -               5,548,500     6,843,500     

Exploration costs

Geological consulting fees 11,430          36,625        -              -               237,747        285,802        

Total deferred exploration costs 11,430          36,625        -              -               237,747        285,802        

Impairment charge -                (1,744,474)  (460,519)     (119,500)      -                (2,324,493)    

Balance, December 31, 2011 1,637,895$   -$            -$            -$             5,786,247$   7,424,142$   
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8. SHARE CAPITAL 

 

 Authorized share capital 

 

Unlimited number of common shares without par value 

 

Issued share capital 
 

At June 30, 2012 and December 31, 2011, there were 24,133,492 common shares issued and outstanding. 
 

During the six months ended June 30, 2012, there were no share capital transactions.  

 

During the six month ended June 30, 2011, the following share capital transactions occurred:  

(a) 500,000 common shares valued at $200,000 were issued for in lieu of a $500,000 work 

commitment on the Golden Fox Property (note 7); 

(b) 1,000,000 common shares valued at $360,000 were issued as acquisition on the Sunrise Claims 
(note 7); and 

(c) 2,010,000 warrants were exercised at prices of $0.18 to $0.25 per warrant for total proceeds of 

$613,882.  The weighted average share price at the dates of exercise was $0.23 per share. 

Basic and diluted loss per share 

Diluted loss per share did not include the effect of 31,250 share options and 4,541,152 warrants as the 

effect would be anti-dilutive. 

 

Share options 

The Company has adopted a share option plan pursuant to which the Board of Directors of the Company 

may, from time to time, in its discretion, and in accordance with the TSX-V requirements, grant to 
directors, officers, employees and consultants of the Company, non-transferable options to purchase 

common shares, provided that the number of common shares reserved for issuance will not exceed 10% 

of the issued and outstanding common shares at the time of grant and exercisable for a period of up to 10 
years from the date of grant. The number of common shares reserved for issuance to any individual 

director or officer will not exceed 5% of the issued and outstanding common shares and the number of 

common shares reserved for issuance to all technical consultants will not exceed 2% of the issued and 

outstanding common shares. Options may be exercised within 90 days following cessation of the 
optionee’s position with the Company, provided that if the cessation of office, directorship, employment 

or consulting arrangement was by reason of death, the option may be exercised within a maximum period 

of one year after such death, subject to the expiry date of such option.  
 

The changes in share options during the six months ended June 30, 2012 and the year ended December 

31, 2011 are as follows: 
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8. SHARE CAPITAL (continued) 
 

Share options (continued) 

For the six 

months ended 

June 30, 2012

Weighted 

Average 

Exercise 

Price

For the year ended 

December 31, 2011

Weighted Average 

Exercise Price

Balance, beginning of period 56,252 $1.73 160,420 $1.60

Activities during the period

   Expired                       -                         -   (104,168)                   1.52

   Cancelled (25,002)           1.73                       -                         -   

Balance, end of period 31,250 $1.73 56,252 $1.73
 

 
The following table summarizes information about stock options outstanding at June 30, 2012: 

 

Exercise price

Number 

outstanding

Number 

exercisable

Weighted average 

remaining 

contractual life 

(years) Expire date

$1.68 18,750 18,750 1.15                          August 22, 2013

$1.80 12,500 12,500 1.29                          October 15, 2013

31,250 31,250 1.20                          
 

 

Warrants  
 

The changes in warrants during the six months ended June 30, 2012 and the year ended December 31, 

2011 are as follows:  

Balance at beginning of period 5,097,819 $1.06 5,887,163 $0.82

Warrants issued -              -                       1,426,152 1.50

Warrants issued  -              -                       1,500,000 1.50

Warrants exercised -              -                       (2,010,000)              0.23

Warrants expired (556,667)     1.20                      (1,705,496)              1.79

Balance at end of period  4,541,152 $0.90 5,097,819 $1.06

For the six 

months 

ended June 

30, 2012

Weighted Average 

Exercise Price

For the year ended 

December 31, 2011

Weighted 

Average 

Exercise Price
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8. SHARE CAPITAL (continued) 

 

 Warrants (continued) 

 

A summary of warrants outstanding at June 30, 2012 is: 

Number of warrants

Exercise 

price Expiry date

Weighted average 

remaining 

contractual life 

(years)

1,615,000 $0.23 October 27, 2012 0.334                      

1,232,200 $0.94 July 05, 2013 1.039                      

193,952 $1.50 July 05, 2012 0.014                      

1,500,000 $1.50 August 09, 2012 0.112                      

4,541,152 0.439                      

   
On June 1, 2012, the Company amended the terms of 1,232,200 outstanding share purchase warrants that 
were issued on July 5, 2011 by extending the expiry date from July 5, 2012 to July 5, 2013. The exercise 

price of the 1,232,200 warrants changed from $1.50 to $0.94.  The incremental value created by 

extending and re-pricing the warrants was determined to be nominal.  Accordingly, no value has been 

recorded. 
 

Subsequent to year end, the following warrants expired unexercised: 

 193,952 share purchase warrants with a July 5, 2012 expiry date; and  

 1,500,000 share purchase warrants with an August 9, 2012 expiry date. 

 

9. RESERVE 
 

The share option reserve records items recognized as share-based payment expense until such time that 
the share options are exercised, at which time the corresponding amount will be transferred to share 

capital. If the options expire or are cancelled unexercised, the related amount remains in the reserve 

account.  

 
The fair value of the common shares issued in the private placement was determined to be the more easily 

measurable component and were valued at their fair value, as determined by the closing quoted bid price 

on the announcement date.  The balance, if any, was allocated to the attached warrants.  Any fair value 
attributed to the warrants is recorded in the reserve.  If the warrants are exercised, the related amount is 

reclassified as share capital. If the warrants expire unexercised, the related amount remains in the reserve 

account.  
  

 

Balance, December 31, 2010 2,885,863$         

Fair value of warrants issued 546,152              

Fair value of warrants issued for La Paloma property 449,751              

Fair value of exercised warrants (151,582)             

Balance, December 31, 2011 and June 30, 2012 3,730,184$         
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9. RESERVE (continued) 
 
The Company used the Black-Scholes option pricing model to calculate the fair value of warrants issued 

as finders’ fees and as payment on exploration and evaluation assets. Changes in assumptions can 

materially affect estimates of fair values. For purposes of the calculation, the following weighted-average 
assumptions were used:  

2012 2011

Volatility percentage N/A 180%

Risk-free interest rate N/A 1.02%

Dividend yield N/A -          

Expected life (years)  N/A 1.07  
 

During the year ended December 31, 2011, the Company issued a total of 2,926,152 warrants for private 

placement, finders’ fees and exploration and evaluation assets. The weighted average fair value of each 

warrant was $0.40. 

 

10. RELATED PARTY TRANSACTIONS 

 

 Key management personnel compensation for the six months ended June 30, 2012 and 2011 is as follows: 

 

 

2012 2011

Management and director fees $62,879 $70,000

Consulting fees 50,000 30,000

Deferred exploration 25,000 24,000

Accounting fees 37,500 25,000
Group medical expense for management 4,650                      -   

Total Key Management Compensation $180,029 $149,000
Rent recovery (20,750)         -                

Total related party transactions $159,279 $149,000

 
The amounts charged to the Company for the services provided have been determined by negotiation 

among the parties and in certain cases, by signed agreements.  These transactions were in the normal 

course of operations and were measured at the exchange amount which is the amount of consideration 

established and agreed to by the related parties. 
 

As at June 30, 2012 accounts payable and accrued liabilities included $84,000 (December 31, 2011 - 

$590) due to companies controlled by directors and officers. The amounts due are non-interest bearing, 
unsecured and are with no stated terms of repayment. 

 

11. FINANCIAL INSTRUMENTS  

 

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

of Directors approves and monitors the risk management processes, inclusive of documented investment 

policies, counterparty limits, and controlling and reporting structures. The type of risk exposure and the 
way in which such exposure is managed is provided as follows:  
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11. FINANCIAL INSTRUMENTS (continued) 

 

Credit risk 

 

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause 
the other party to incur a financial loss.  The Company’s primary exposure to credit risk is on its cash held 

in bank accounts. The majority of cash is deposited in bank accounts held with major banks in Canada. As 

most of the Company’s cash is held by a bank there is a concentration of credit risk. This risk is managed 

by using major banks that are high credit quality financial institutions as determined by rating agencies.  

 

Liquidity risk 

 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall 

due. The Company has a planning and budgeting process in place to help determine the funds required to 

support the Company’s normal operating requirements on an ongoing basis. The Company ensures that 
there are sufficient funds to meet its short-term business requirements, taking into account its anticipated 

cash flows from operations and its holdings of cash and cash equivalents. Historically, the Company's 

sole source of funding has been the issuance of equity securities for cash, primarily through private 

placements. The Company’s access to financing is always uncertain. There can be no assurance of 
continued access to significant equity funding. 

 

All of the Company’s financial liabilities have contractual maturities of 30 days or due on receipt and are 
subject to normal trade terms. 

 
Interest rate risk 

 

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

because of changes in market interest rates.  The Company does not have any borrowings. Interest rate 
risk is limited to potential decreases on the interest rate offered on cash and GICs held with the bank. The 

Company considers this risk to be immaterial.  

 

Fair value 

 

Financial instruments measured at fair value are classified into one of three levels in the fair value 

hierarchy according to the relative reliability of the inputs used to estimate the fair values. The three 
levels of the fair value hierarchy are:  

 

 Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities;  

 Level 2 – Inputs other than quoted prices that are observable for assets or liabilities, either 

directly or indirectly; and 

 Level 3 – Input for assets or liabilities that are not based on observable market data. 

 

The Company’s financial assets and liabilities are measured at fair value by level with the fair value 

hierarchy described above. Assets and liabilities are classified entirely based on the lowest level of input 

that is significant to the fair value measurement.  

 
The fair values of the Company’s cash, amounts receivable and accounts payable and accrued liabilities 
approximates the carrying amounts due to the short term nature of these instruments.   
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11. FINANCIAL INSTRUMENTS (continued) 

 

Fair value (continued) 

 

As at June 30, 2012 and December 31, 2011, the Company’s financial instruments measured at fair value 
using the hierarchy are as follows:  

 

Assets Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Investments  $  37,360          -          -    $  37,360        -    $  155,659  $    155,659 

June 30, 2012 December 31, 2011

 

12. CAPITAL MANAGEMENT 

 

The Company considers its capital structure to include shareholders’ equity and debt. The Company’s 
objectives when managing capital are to maintain financial flexibility in order to preserve its ability to 

meet financial obligations and continue as a going concern and optimize the use of its capital to provide 

an appropriate investment return to its shareholders commensurate with risk. 
 

The Company’s financial strategy is formulated and adapted according to market conditions in order to 

maintain a flexible capital structure that is consistent with its objectives and the risk characteristics of its 

underlying assets. The Company manages its capital structure and makes adjustments to it in light of 
changes in economic conditions and the risk characteristics of its underlying assets. To maintain or adjust 

the capital structure, the Company may attempt to issue new shares. 

 
There were no changes in the Company’s approach to capital management during the six months ended 

June 30, 2012.  

 
The Company is not exposed to externally imposed capital requirements. 

 

13. SEGMENTED INFORMATION 

  

Geographic segments  

 

The Company currently operates in one industry segment, being mineral exploration and in the 
geographic areas as follows. 

 

Property and equipment  June 30, 2012 December 31, 2011

Canada -$                        24,956$                  

-$                        24,956$                  

Exploration and evaluation assets

Canada 1,620,394$             1,637,895$             

Mexico 5,959,540               5,786,247               

7,579,934$             7,424,142$             
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14. ADDITONAL CASH FLOW INFORMATION 

 
Non-cash financing and investing activities during the six months ended June 30, 2012 and 2011 are as 

follows: 

  

 

June 30, 2012 June 30, 2011

Non cash investing activities

Acquisition cost of mineral properties -$                            550,000$                        

Non cash financing activities

Shares issued for mineral properties -                              (550,000)                         

Warrant granted -                              461,861                          

Warrant reserve -                              (461,861)                         

Share options granted -                              27,909                            

Share-based payment reserve -                              (27,909)                           
-$                            -$                                

Six month period ended

 
The Company had an amount of $13,999 (2011 - $Nil) in accounts payable related to mineral property 

exploration for the six months ended June 30, 2012. 

 

15. COMMITMENTS 

 

The Company has entered into management services and consulting agreements expiring on various dates 
from May 16, 2013 to June 15, 2013 with a total monthly commitment of $19,500.  All the management 

services and consulting agreements can be terminated with 90 days notice. 

 

16. SUBSEQUENT EVENT 

 

On July 9, 2012, the Company granted 2,000,000 share options to its directors and consultants exercisable 

until July 9, 2017 at a price of $0.15 per common share.   
 


