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MICREX DEVELOPMENT CORP.
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Notes to the Consolidated Financial Statements
PERIOD ENDED FEBRUARY 28, 2006
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Significant accounting policies (continued)
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The amounts shown for the mineral properties represent costs to date (net of impairment write-
downs), and do not necessarily represent present or future values as they are entirely dependent
upon the economic recovery of current and future reserves.

44
Plant and equipment are recorded at cost. The Company provides for amortization at rates
designed to amortize the cost of the plant and equipment over their useful lives. The annual
amortization rates are as follows:

Methods Rates

Mining equipment Diminishing balance ~ 30%
Automotive equipment Diminishing balance  30%
Computer equipment  Diminishing balance ~ 30%
Furniture and fixtures Diminishing balance  20%

Half year amortization is recorded in the year of acquisition. Amortization is not recorded in the
year of disposal.

&0 -% -
Effective September 1, 2003 the Company prospectively adopted the fair value method of
accounting for stock-based compensation. Under the fair value method, compensation expense
related to these programs is recorded in the statement of loss and deficit with a corresponding
increase to contributed surplus. This accounting is recorded annually in the year end financial
statements. The fair value of options granted are determined at the date of grant and expensed
over the vesting period.

Options granted to consultants and directors prior to September 1, 2003 were accounted for using
the intrinsic value method whereby the excess of the stock price on the date of the grant over the
exercise price of the option was recorded as compensation expense and for share options granted
after January 1, 2002, pro forma disclosure was provided to show the effect had the fair value
based model been applied. The fair value of warrants issued to agents is recorded as share issue
costs with a corresponding increase to contributed surplus.

Consideration paid on the exercise of stock options and warrants is credited to share capital.
Upon the exercise of stock options and warrants, consideration received together with the amount
previously recognized in contributed surplus is recorded as an increase to share capital. The
Company does not incorporate an estimated forfeiture rate for stock options and agents’ warrants
that will not vest, but accounts for forfeitures as they occur.
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Notes to the Consolidated Financial Statements
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Mineral properties and equipment (continued)
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MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)
Notes to the Consolidated Financial Statements
PERIOD ENDED FEBRUARY 28, 2006
(Unaudited — See Notice to Reader)

Mineral properties and equipment (continued)

¢) The company has interest in the following mining development properties:

™)

(vi)

(vii)

(viii)

33% interest in Mount Royal patented hard rock mine claim located in the Steeple
Rock district of New Mexico, U.S.A. The Company owns the land and mineral rights.

28%; (2004 - 26%) equity interest in the claims and 100% interest in all production
from the claims relating to the Burmis Magnetite deposit located in the Crowsnest
Pass area of Alberta. The Company originally acquired a 12% equity interest in this
property in 1997 by the issuance of 100,000 common shares having a value of
$103,000, plus $10,000 cash, plus a $200,000 expenditure commitment which was
fulfilled in a previous year. The purchase agreement provides the Company the right
to acquire an additional 2% equity interest per year by the annual payment of $70,000
by way of cash or common shares or the Company can purchase outright the
remaining equity interest at any time. Accordingly, future payments totaling
$2,520,000 would acquire the remaining 72% interest, although there is no
commitment to acquire this additional interest.

During the 2005 fiscal year the Company acquired an additional 2%; (2004 — 4%)
equity interest by the issuance of 280,000; (2004 - 474,510) common shares at their
fair value of $70,000; (2004 — 140,000). The 2004 acquisition consisted of the
Company's 2004 and 2003 year’s purchase options.

The equity interest is subject to a gross overriding royalty to the vendor upon
commencement of production at the greater of 1% of gross sales or $0.25 per ton.

100% interest in the Clear Hills diamond exploration project consisting of 72 square

miles located in the Clear Hills and Chinchaga Hills, Alberta, Canada.

100% interest in the Buffalo Hills diamond exploration project consisting of 72 square
miles located in the Buffalo Head Hills, Alberta, Canada.
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a) Share capital consists of:

Authorized
Unlimited number of common voting shares
10,000,000 preferred shares
10,000,000 convertible preferred shares

Preferred shares and convertible preferred shares may be issued in one or more series. The
directors are authorized to fix the number of shares in each series to determine the designation,
rights, privileges, restrictions and conditions attached to the shares of each series.

February 28, August 31,
2006 2005.
(Unaudited)
$ $
Issued
29,737,748 common shares (Aug 31, 2005-26,931,499) 8,585,438 7,943,905

Certain of the common shares issued by private placement for cash or other consideration
are held in escrow. As at February 28, 2006 958,649; (August 31, 2005 — 958,649) common
shares were deposited in performance escrow and are to be released on the basis of one share
for each $0.23 of development expenditures on the Big Horn mining property. During the
quarter, nil common shares were released from escrow.

Effective December 31, 2005 the Company completed a flow-through private placement of
111,951 units at a price of $3.60 per unit. Each unit consisted of nine flow-through common
shares, three common shares and twelve common share purchase warrants, which entitles the
holder to acquire one common share for $0.35 for a period of one year, expiring December 30,
2006.
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Share capital (continued)
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6. Share capital (continued)
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MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)
Notes to the Consolidated Financial Statements
PERIOD ENDED FEBRUARY 28, 2006
(Unaudited — See Notice to Reader)

Income Taxes

The provision for income taxes differs from the amount obtained by applying the combined
Federal and Provincial income tax rate to earnings before income taxes as follows:

February 28, 2006 February 28, 2005

Statutory tax rate 34% 40%
$ $
Expected tax recovery 62,109 46,244
Benefit of income tax losses not recognized (62.109) (46.244)

Income tax expense

The components of future income tax balances are as follows:

August 31,
February 28, 2006 2005
$ $
Tax basis of capital assets in excess of carrying values 158,407 158,407
Undeducted share issue costs 37,404 37,404
Non-capital loss carryforwards 664.973 664,973
Net future tax assets 860,784 860,784
Less valuation allowance (860.784) (860.784)

Future tax liabilities - - -
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