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Consolidated Statement of Cash Flows 

FOR THE THREE MONTH PERIOD ENDED MAY 31, 2006 
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3. Significant accounting policies (continued)  
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3. Significant accounting policies (continued) 

 
Mineral Properties (continued) 

� � �� � 

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. 

 
Equipment 

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. 

 
 

Stock-Based Compensation 

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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Basic earnings (loss) per share is computed using the weighted average number of common 
shares outstanding during the year.  Diluted earnings (loss) per share amounts are calculated 
giving effect to the potential dilution that would occur if securities or other contracts to issue 
common shares were exercised or converted to common shares using the treasury stock method.  
The treasury stock method assumes that proceeds received from the exercise of stock options and 
warrants are used to repurchase common shares at the prevailing market price. 
 
� � 1� � #� �� � &� � � �� �� � �
Revenue is recognized when title to delivered precious metals or gemstones passes to the buyer. 
 
! #�#� � �� � &� � � �� � � � -�
The Company uses the asset and liability method of accounting for income taxes.  Under this 
method, future income tax assets and liabilities are recognized based on temporary differences 
between the tax and accounting basis of assets and liabilities as well as for the benefit of losses 
available to be carried forward to future years for tax purposes that are likely to be realized and 
are measured using enacted or substantially enacted tax rates expected to apply when the asset is 
realized or the liability is settled.    
 

! �� 9 <� 2� � #� 2�� 2� � � -�
The Company has issued flow-through shares.  Under this financing arrangement, shares are 
issued at a fixed price and the resultant proceeds are used to fund exploration and development 
work within a defined time period.  The exploration and development expenditures funded by 
flow-through arrangements are renounced to investors in accordance with the appropriate tax 
legislation.  During the current year, the Company adopted prospectively the recommendations of 
EIC 146 (Emerging Issues Committee Abstract of the Canadian Institute of Chartered 
Accountants) whereby a future tax liability and a reduction to share capital is recorded when the 
related exploration and development expenditures are incurred.  In previous years, mining 
properties and share capital were reduced by the estimated renounced tax deductions when the 
related costs were incurred. 
 

� � � � � � � � � �� .�� � -2�! �� 9 �
The company is using the indirect method in its presentation of the Statement of Cash Flow.  
 

! �� � � &�� ��� � -�� #� � � �-�
The carrying values of cash, accounts receivable, accounts payable and accrued liabilities 
approximate their fair values due to the short-term maturity of these instruments.  Financial 
instruments also include advances from directors.  Management considers that no events have 
occurred subsequent to the arrangement of these advances that would indicate that fair value 
differs substantially from carrying value.  Unless otherwise noted, it is management's opinion that 
the Company is not exposed to significant interest, currency or credit risks arising from these 
financial instruments. 
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c) The company has interest in the following mining development properties: 
   
 (v) 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. 
  

(vi) 
 
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.   

  
(vii) 

 
100% interest in the Clear Hills diamond exploration project consisting of 72 square 
miles located in the Clear Hills and Chinchaga Hills, Alberta, Canada. Management 
has assessed this property and has determined there to be an impairment in value.  As 
a result $30,176 of costs accumulated to date have been charged to operations in the 
current period. 
 
 

  
(viii) 

 
100% interest in the Buffalo Hills diamond exploration project consisting of 72 square 
miles located in the Buffalo Head Hills, Alberta, Canada. Management has assessed 
this property and has determined there to be an impairment in value.  As a result 
$30,176 of costs accumulated to date have been charged to operations in the current 
period. 
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8. Income Taxes (continued) 

The valuation allowance reflects management's assumption that the tax assets, more likely  
than not, will not be realized. 
 
� �� � � � � � � � � � 
� � � � � � 
� � � 
� � 	� � � 
� � � 
� 
� � 
�
	 


During the year ended August 31, 2005 the Company renounced expenditures totaling $486,059 
as management expects this amount to be incurred in Canadian exploration and development 
expenses.  The Company has until August 31, 2006 to incur qualifying expenditures totaling 
$499.471.  If these expenditures are not incurred, penalties will be assessed by the Canada 
Revenue Agency under the Income Tax Act. 
 
The Company has non-capital income tax losses carried forward for tax purposes aggregating to 
$1,955,803, which are available for reduction of future years' taxable income.  The losses expire 
as follows: 
 
  

  $  

 2006 330,532  

 2007 168,518  

 2008 312,189  

 2009 297,323  

 2010 276,012  

 2011 and thereafter    571,229  
      1,955,803  

 
In addition to the loss carryforward, the Company has tax pools relating to its depreciable capital 
assets which exceed their book values by $465,904; (2004 - $454,048) as well as share issue costs 
deductible in future years of $110,011; (2004 - $89,229). 
 
Mineral development properties with an original cost of $1,024,720 at August 31, 2005 have no 
cost base for income tax purposes. 
 
No recognition has been given in these financial statements to any potential tax savings arising 
from application of these items, as it is likely that the loss carryforwards will expire prior to being 
realized.  
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9. Related party transactions 
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