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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING 
 

 

The consolidated financial statements of X-Cal Resources Ltd. are the responsibility of the 
Company’s management. The consolidated financial statements are prepared in accordance with 
Canadian generally accepted accounting principles and reflect management’s best estimates and 
judgment based on information currently available. 
 
Management has developed and maintains a system of internal controls to ensure that the 
Company’s assets are safeguarded, transactions are authorized and properly recorded and 
financial information is reliable. 
 
The Board of Directors is responsible for ensuring management fulfills its responsibilities for 
financial reporting and internal control through an audit committee, which is comprised entirely of 
non-management directors.  The Audit Committee reviews the results of the audit and the annual 
consolidated financial statements prior to their submission to the Board of Directors for approval. 
 
These consolidated financial statements have been audited by Smythe Ratcliffe LLP, Chartered 
Accountants, and their report outlines the scope of their examination and gives their opinion on 
the consolidated financial statements. 

 
 
“Shawn Kennedy” 
  
Shawn Kennedy 
President 
 
Vancouver, British Columbia 
June 22, 2010 
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AUDITORS’ REPORT 
 
 

TO THE SHAREHOLDERS OF X-CAL RESOURCES LTD. 
 
We have audited the consolidated balance sheets of X-Cal Resources Ltd. as at March 31, 2010 and 
2009 and the consolidated statements of operations, cash flows and shareholders’ equity for the years 
then ended.  These financial statements are the responsibility of the Company’s management.  Our 
responsibility is to express an opinion on these financial statements based on our audits. 
 
We conducted our audits in accordance with Canadian generally accepted auditing standards.  Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. 
 
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at March 31, 2010 and 2009 and the results of its operations and its cash 
flows for the years then ended in accordance with Canadian generally accepted accounting principles. 
 
 
“Smythe Ratcliffe LLP” (signed) 
 
 
Chartered Accountants 
 
Vancouver, British Columbia 
June 11, 2010, except as to Note 16 
 which is as of June 22, 2010. 
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X-Cal Resources Ltd. 
Consolidated Balance Sheets 
March 31 
 

   
2010 

  
2009 

 
Assets 

    

  Current     
Cash and cash equivalents $ 179,428 $ 1,216,938 
Receivables and prepayments  67,555  72,093 
Marketable securities  2,742  3,402 

  249,725  1,292,433 
     
Prepaid insurance (Note 4)  1,197,998  1,447,638 
Reclamation bond – commutation account (Note 4)  2,917,253  3,915,636 
Environmental bonds  -  11,152 
Mineral property interests (Note 5)  31,031,548  30,048,095 
Property and equipment (Note 6)  35,264  44,082 

     
 $ 35,431,788 $ 36,759,036 

     
     
Liabilities     
  Current     

Accounts payable and accrued liabilities 
(Note 9) 

$ 152,551 $ 310,500 

     
Reclamation and environmental obligations (Note 7)  1,102,362  1,382,219 

  1,254,913  1,692,719 

     
Shareholders’ Equity     
Capital stock (Note 8)  50,903,677  50,365,425 
Contributed surplus  3,677,198  3,555,851 
Deficit  (20,404,000)  (18,854,959) 

  34,176,875  35,066,317 

     
 $ 35,431,788 $ 36,759,036 

     
Commitments (Note 13)     
Subsequent event (Note 16)     

 
(See accompanying notes to the consolidated financial statements) 

 
Approved by the Directors on behalf of the board: 
 
 “Shawn Kennedy”     “John Arnold” 
____________________________   ____________________________ 
         Shawn Kennedy, Director    John Arnold, Director 
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X-Cal Resources Ltd. 
Consolidated Statements of Operations  
For the years ended March 31 
 
  2010  2009 

     

General and administrative expenses     
Accounting and audit $ 81,225 $ 98,665 
Amortization - equipment  8,818  21,156 
Insurance (Note 4)  300,640  312,816 
Legal  106,605  69,127 
Office and other  35,353  23,274 
Regulatory fees  33,110  48,443 
Rent  14,243  16,074 
Salaries, consultants’ and directors’ fees   136,704  129,533 
Shareholder communications and investor relations  40,607  23,266 
Stock-based compensation (Note 8(e))  126,436  55,280 
Telecommunications  2,050  1,735 
Travel  47,116  37,820 

     
Loss before other items  (932,907)  (837,190) 

     
Other items     
Accretion expense (Note 7)  (150,088)  (149,029) 
Foreign exchange gain (loss) (Note 14)  (481,137)  472,134 
Gain on sale of property and equipment  -  5,379 
Interest income  15,091  88,228 

  (616,134)  416,712 

     
 
Net loss and comprehensive loss for the year 

 
$ 

 
(1,549,041) 

 
$ 

 
(420,478) 

     
Basic and diluted loss per share $ (0.01) $ (0.00) 

     
Weighted average number of common shares 
outstanding 

  
166,165,049 

  
135,959,729 

     

 
(See accompanying notes to the consolidated financial statements) 
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X-Cal Resources Ltd. 
Consolidated Statements of Cash Flows 
For the years ended March 31 
 

  2010  2009 
     

Cash derived from (applied to)     
Operating     
Net loss for the year $ (1,549,041) $ (420,478) 

Items not involving cash:     

  Stock-based compensation   126,436  55,280 
  Amortization – equipment  8,818  21,156 
  Insurance expense  249,640  251,640 
  Accretion expense  150,088  149,029 
  Unrealized foreign exchange loss (gain) (Note 14)  469,670  (500,982) 
  Accrued interest – commutation account  (11,724)  (79,808) 
  Gain on sale of property and equipment  -  (5,379) 
Changes in non-cash working capital     
  Receivables and prepayments   (15,723)  216,163 
  Accounts payable and accrued liabilities  (88,956)  27,587 

  (660,792)  (285,792) 

Financing     
Shares issued for cash, net of issuance costs and 

subscriptions received in advance  
 

508,751  
 

2,087,428 
     

Investing     
  Mineral property acquisition  (143,340)  (30,823) 

  Mineral property expenditures  (1,035,921)  (828,587) 
  Reclamation bond – commutation account and 

environmental bonds  
 

282,325  
 

25,446 
  Proceeds of property and equipment  -  6,735 
  Proceeds on sale of equipment included in 

mineral property  
 

-  
 

97,334 

  (896,936)  (729,895) 

Foreign exchange gain/loss on cash held in foreign 
currency  

 
11,467  

 
(739) 

     

Net increase (decrease) in cash  (1,037,510)  1,071,002 
     

Cash and cash equivalents, beginning of year  1,216,938  145,936 
     

Cash and cash equivalents, end of year $ 179,428 $ 1,216,938 
     

Cash and cash equivalents consists of:     
Cash $ 154,408 $ 1,191,783 
Term deposit  25,020  25,155 

 $ 179,428 $ 1,216,938 

Non-cash investing and financing activities     
  Stock-based compensation capitalized in mineral 

property interests $ 18,412 $ 37,870 
  Property and equipment acquisition for shares $ 6,000 $ 3,750 
  Reclamation and environmental obligation 

capitalized in mineral property interest $ 160,681 $ 395,309 
  Accounts payable related to mineral property 

interests $ - $ 79,800 
  Accounts receivable related to mineral property 

interests $ - $ 20,261 

 
(See accompanying notes to consolidated financial statements) 
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X-Cal Resources Ltd. 
Consolidated Statements of Shareholders’ Equity 
For the years ended March 31 
 

  

 Number Capital 
Subscriptions 

Received in Contributed    

of Shares Stock Advance Surplus Deficit Total 

Balance: March 31, 2008 127,763,823 $ 48,109,247 $ 165,000 $ 3,462,701 $ (18,434,481) $ 33,302,467 
Issuance of shares for 
cash – private placement 34,547,116 2,310,000 (165,000) - - 2,145,000 

Share issuance costs - (57,572) - - - (57,572) 

Issuance of shares for 
property acquisition 100,000 3,750 - - - 3,750 

Stock-based compensation - - - 93,150 - 93,150 

Net loss for the year - - - - (420,478) (420,478) 

       

Balance:  March 31, 2009 162,410,939 50,365,425 -  3,555,851 (18,854,959) 35,066,317 
Issuance of shares on 
exercise of warrants 4,537,500 453,751 - - - 453,751 

Issuance of shares on 
exercise of options 550,000 55,000 - - - 55,000 

Issuance of shares for 
property acquisition 50,000 6,000 - - - 6,000 

Stock-based compensation - - - 144,848 - 144,848 
Reclassification of 
contributed surplus on 
exercise of options - 23,501 - (23,501) - - 

Net loss for the year - - - - (1,549,041) (1,549,041) 

       

Balance: March 31, 2010 167,548,439 $ 50,903,677 $            - $ 3,677,198 $ (20,404,000) $ 34,176,875 

       

 
(See accompanying notes to consolidated financial statements) 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
 
 ______________________________________________________________________ 
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1. Description of Business and Nature of Operations  
 
X-Cal Resources Ltd. (the “Company”) is engaged in the exploration of its mineral property 
interests and has not determined whether its properties contain reserves that are economically 
recoverable.  The business of exploring for resources involves a high degree of risk.  Few 
properties that are explored ultimately are developed into producing mines.  Major expenses may 
be required to establish ore reserves, develop metallurgical processes, and construct mining and 
processing facilities at a particular site.  There is no assurance that the Company will be 
successful in its search. 
 
These consolidated financial statements have been prepared in accordance with Canadian 
generally accepted accounting principles (GAAP) on a going concern basis.  This presumes 
funds will be available to finance ongoing development, operations and capital expenditures, and 
the realization of assets and payment of liabilities in the normal course of operations for the 
foreseeable future.  These consolidated financial statements do not give effect to adjustments 
that would be necessary to the carrying values and classifications of assets and liabilities should 
the Company be unable to continue as a going concern. 
 
For the year ended March 31, 2010, the Company incurred a net loss of $1,549,041 (2009 - 
$420,478).  At March 31, 2010, the Company had a deficit of $20,404,000 (2009 - $18,854,959).  
The Company’s ability to continue in operation is dependent on its ability to secure additional 
financing to fund planned exploration and its ongoing administrative expenditures, and while it 
has been successful in doing so in the past, there can be no assurance that it will be able to do 
so in the future. 
 
Mining and exploration involves a high degree of risk and there can be no assurance that current 
exploration programs will result in profitable mining operations.  The Company has no source of 
revenue, and has significant cash requirements to conduct its planned explorations, meet its 
administrative overhead and maintain its mineral interests. 
 
2. Summary of Significant Accounting Policies 
 
These consolidated financial statements have been prepared by management in accordance with 
Canadian GAAP using the following significant accounting policies and are expressed in 
Canadian dollars, the functional and reporting currency of the Company. 
 
a) Basis of presentation and principles of consolidation 
 

The consolidated financial statements include the accounts of the Company and X-Cal 
U.S.A. Inc., its wholly-owned integrated subsidiary, and its 100% interest in New Sleeper 
Gold LLC and Sleeper Mining Company, LLC.  All significant inter-company transactions 
and balances have been eliminated. 

 
  



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
 
 ______________________________________________________________________ 
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2. Summary of Significant Accounting Policies (cont’d) 
 
b) Use of estimates 
 

The preparation of financial statements in conformity with Canadian GAAP requires 
management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the 
financial statements, and the reported amounts of revenues and expenses during the 
reporting period.  Significant areas requiring the use of estimates include rates for 
amortization, accretion expense on reclamation and environmental obligations, 
impairment of mineral property interests, balances of accounts payable and accrued 
liabilities, reclamation and environmental obligations, valuation allowance for future tax 
assets and the variables used in the calculation of stock-based compensation expense. 
While management believes the estimates are reasonable, actual results could differ 
from those estimates and could impact future results of operations and cash flows. 

 
c) Revenue recognition 
 

Interest income is accrued on a time-apportioned basis by reference to the principal 
outstanding using the effective interest method.   

 
d) Translation of foreign currencies 
 

Foreign currency transactions are translated by the temporal method whereby monetary 
assets and liabilities are translated at the rate of exchange in effect at the balance sheet 
date; non-monetary assets and liabilities are translated at rates prevailing at the time of 
the acquisition of the assets or assumption of liabilities, and revenues and expenses are 
translated at the exchange rate in effect on the dates they occur. Translation gains and 
losses are included in the results of operations for the year.  

 
e) Cash and cash equivalents 
 

The Company classifies highly liquid short-term investments that are readily convertible 
into known amounts of cash and have maturities of 90 days or less from the date of 
acquisition as cash equivalents. 

 
f) Mineral property interests 
 

Mineral property interests represent acquisition, holding and exploration costs, less 
amounts recovered, written off or written down to date on a  property by property basis. If 
production is attained, these costs will be amortized using the unit-of-production method 
based on estimated reserves. Costs related to properties that are abandoned or 
considered uneconomic in the foreseeable future are written off. 
 
When properties are acquired by the Company under agreements requiring future 
acquisition payments to be made at the sole discretion of the Company, those future 
payments, whether in cash or shares, are recorded only when the Company has made or 
becomes obliged to make the payment or to issue the shares. 
 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
 
 ______________________________________________________________________ 
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2. Summary of Significant Accounting Policies (cont’d) 
 
f) Mineral property interests (cont’d) 
 

When properties are sold by the Company under agreements requiring future purchase 
payments to be made at the sole discretion of the purchaser, those future payments, 
whether in cash or shares, are recorded only when the purchaser has made or becomes 
obliged to make the payment or to issue the shares. 
 
All deferred mineral property expenditures are reviewed annually, on a property-by-
property basis, to consider whether there are any conditions that may indicate 
impairment. When the carrying value of a property exceeds its net recoverable amount 
that may be estimated by quantifiable evidence of an economic geological resource or 
reserve, mineral expenditure commitments or the Company’s assessment of its ability to 
sell the property for an amount exceeding the deferred costs, provision is made for the 
impairment in value. 

 
g) Property and equipment 

 
Property and equipment are recorded at cost less accumulated amortization.  All property 
and equipment is amortized on the declining balance method at 20% per year. Additions 
during the year are amortized at one-half the annual rate. 

 
h) Capital stock issued for other than cash 
 

Capital stock issued for other than cash is valued at the price at which the stock traded 
on the principal stock exchange at the time the related agreement to issue stock is made 
or, if such issuance is at the option of the Company, at the time the Company determines 
to issue such stock. 

 
i) Stock-based compensation  
 

The Company accounts for stock-based compensation using a fair value based method 
with respect to all stock-based payments to directors, employees and non-employees. 
For directors and employees, the fair value of the options is measured at the date of 
grant. For non-employees, the fair value of the options is measured on the earlier of the 
date at which the counterparty performance is complete or the date the performance 
commitment is reached or the date at which the equity instruments are granted if they are 
fully vested and non-forfeitable. For directors, employees and non-employees, the fair 
value of the options is accrued and charged to operations or mineral properties, with the 
offset credit to contributed surplus, over the vesting period. If and when the stock options 
are ultimately exercised, the applicable amounts of contributed surplus are transferred to 
capital stock.  

 
The Company does not incorporate an estimated forfeiture rate for options that will not 
vest, but rather accounts for actual forfeitures as they occur. 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
 
 ______________________________________________________________________ 
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2. Summary of Significant Accounting Policies (cont’d) 

 
j) Asset retirement obligations (“ARO”) 

 
The Company recognizes an estimate of the liability associated with an ARO in the 
financial statements at the time the liability is incurred.  The estimated fair value of the 
ARO is recorded as a long-term liability, with a corresponding increase in the carrying 
amount of the related asset.  The liability amount is increased each reporting period due 
to the passage of time and the amount of accretion is charged to operations in the period.  
The ARO can also increase or decrease due to changes in the estimates of timing of 
cash flows or changes in the original estimated undiscounted cost.  Actual costs incurred 
upon settlement of the ARO are charged against the ARO to the extent of the liability 
recorded.   

 
k) Income taxes 
 

The Company follows the asset and liability method of accounting for income taxes. 
Under this method future income tax assets and liabilities are recognized for the future 
tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities and their respective tax basis, and losses 
carried forward. Future income tax assets and liabilities are measured using substantively 
enacted tax rates expected to apply to taxable income in the years in which those 
temporary differences are expected to be recovered or settled.  The effect on future 
income tax assets and liabilities of a change in tax rates is recognized in operations in the 
year in which the change is enacted or substantially assured.  The amount of future 
income tax assets is limited to the amount of the benefit that is more likely than not to be 
realized.   

 
l) Basic and diluted loss per share 
 

Basic loss per share is determined by dividing net loss by the weighted average number 
of common shares outstanding during the year. The Company uses the treasury stock 
method to determine the dilutive effect of stock options, warrants and similar instruments.  
Under this method the dilutive effect on earnings per share is calculated presuming the 
exercise of outstanding options, warrants and similar instruments.  It assumes that 
proceeds received from such exercise would be used to repurchase common shares at 
the average market price during the year.  However, the calculation of diluted loss per 
share excludes the effects of various conversions and exercise of options and warrants 
that would be anti-dilutive. 

 
m) Warrants 

 
Proceeds received on the issuance of units, consisting of common shares and warrants, 
are allocated first to common shares based on the market trading price of the common 
shares at the time the units are priced, and any excess is allocated to warrants. 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
 
 ______________________________________________________________________ 

13 

 
2. Summary of Significant Accounting Policies (cont’d) 
 
n) Financial instruments  
 

All financial instruments are classified as one of the following: held-to-maturity, loans and 
receivables, held-for-trading, available-for-sale or other financial liabilities. Financial 
assets and liabilities classified as held-for-trading are measured at fair value with gains 
and losses recognized in net income. Financial assets classified as held-to-maturity, 
loans and receivables, and other financial liabilities are measured at amortized cost using 
the effective interest method. Available-for-sale instruments are measured at fair value 
with unrealized gains and losses recognized in other comprehensive income (loss) and 
reported in shareholders’ equity.  Any financial instrument may be designated as held-for-
trading upon initial recognition.  When a decline in the fair value of an available-for-sale 
financial asset has been recognized in comprehensive income, and there is objective 
evidence that the impairment is other than temporary, the cumulative loss that had been 
previously recognized in accumulated other comprehensive income is removed from 
accumulated other comprehensive income and recognized in net income even though the 
financial asset has not been derecognized. 
 
Transaction costs that are directly attributable to the acquisition or issue of financial 
instruments that are classified as other than held-for-trading, which are expensed as 
incurred, are included in the initial carrying value of such instruments. 
 
The Company presents its financial instruments measured at fair value at one of three 
levels according to the relative reliability of the inputs used to estimate the fair value: 
 
Level 1 –  quoted prices (unadjusted) in active markets for identical assets or liabilities; 
Level 2 –  inputs other than quoted prices included in Level 1 that are observable for the 
 asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from 
 prices); and 
Level 3 –  inputs for the asset or liability that are not based on observable market data 
 (unobservable inputs). 

 
o) Future accounting changes  
 

i) International Financial Reporting Standards (“IFRS”) 
 

In February 2008, the Canadian Accounting Standards Board confirmed that Canadian 
GAAP for publicly accountable enterprises will be converged with IFRS effective for 
fiscal years beginning on or after January 1, 2011. The Company will therefore be 
required to report using IFRS commencing with its unaudited interim consolidated 
financial statements for the three months ended June 30, 2011, which must include 
restated interim results for the prior period ending June 30, 2010 prepared on the same 
basis.  While the Company has begun assessing the adoption of IFRS for 2011, the 
financial reporting impact of the transition to IFRS cannot be reasonably estimated at 
this time; however, management continues to monitor these developments. 
 

 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
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2. Summary of Significant Accounting Policies (cont’d) 
 

o) Future accounting changes (cont’d) 
 

ii) Business Combinations 
 

In January 2009, the Canadian Institute of Chartered Accountants issued Section 1582, 
“Business Combinations”, Section 1601, “Consolidated Financial Statements”, and 
Section 1602, “Non-Controlling Interests”. These sections replace the former Section 
1581, “Business Combinations”, and Section 1600, “Consolidated Financial 
Statements”, and establish a new section for accounting for a non-controlling interest in 
a subsidiary. 

 

Sections 1582 and 1602 will require net assets, non-controlling interests and goodwill 
acquired in a business combination to be recorded at fair value and non-controlling 
interests will be reported as a component of equity. In addition, the definition of a 
business is expanded and is described as an integrated set of activities and assets that 
are capable of being managed to provide a return to investors or economic benefits to 
owners. Acquisition costs are not part of the consideration and are to be expensed 
when incurred. Section 1601 establishes standards for the preparation of consolidated 
financial statements. 
 
These new sections apply to the Company’s interim and annual consolidated financial 
statements relating to fiscal years beginning on or after April 1, 2011. Earlier adoption 
of these sections is permitted as of the beginning of a fiscal year. All three sections 
must be adopted concurrently.  

 

3. Risk Management and Financial Instruments 
 
The Company classifies its cash and cash equivalents as held-for-trading; receivables, as loans 
and receivable; marketable securities, as held-for-trading; and accounts payable and accrued 
liabilities, as other financial liabilities. 
 
The carrying values of cash and cash equivalents, receivables, and accounts payable and 
accrued liabilities approximate their fair values due to the short-term maturity of these financial 
instruments.  Marketable securities are recorded at fair value as they are marked-to-market 
through net income at each period-end.  The cash equivalent is a six-month term deposit with 
interest at 0.20% and matures on May 5, 2010.   
 
As the carrying values of the Company’s financial instruments approximate their fair values, 
disclosure is not made of their level in the fair value hierarchy. 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
For the years ended March 31, 2010 and 2009 
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3. Risk Management and Financial instruments (cont’d) 
 
The Company’s risk exposure and the impact on the Company’s financial instruments are 
summarized below: 
 
a) Credit risk 
 

Credit risk is the risk that one party to a financial instrument will cause a financial loss for 
the other party by failing to discharge an obligation. The Company’s cash and cash 
equivalents and receivables are exposed to credit risk. The credit risk on cash and cash 
equivalents are minimized as cash and cash equivalents are held at major Canadian and 
US financial institutions.  The Company is not exposed to significant credit risk on its 
receivables. 
 
Concentration of credit risk exists with respect to the Company’s cash and cash 
equivalents as all amounts in Canada are held at a single major financial institution.  The 
Company’s concentration of credit risk and maximum exposure thereto is as follows 
relating to funds held in Canada:  
 

  2010  2009 

Cash at bank $ 98,888 $ 1,175,646 

Term deposit  25,020  25,155 

 $ 125,918 $ 1,202,810 

 
b) 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 manages its liquidity risk by forecasting cash flows 
required by operations and anticipated investing and financing activities.  The Company 
has cash and cash equivalents at March 31, 2010 in the amount of $179,428 in order to 
meet short-term business requirements. At March 31, 2010, the Company had current 
liabilities of $152,551.  All of the Company’s current liabilities have contractual maturities 
of less than 30 days and are subject to normal trade terms.   
 

c) Market risk 
 
Market risk is the risk that the fair value or future cash flows of a financial instrument will 
fluctuate because of changes in market prices.  Market risk comprises three types of risk: 
interest rate risk, foreign currency risk and other price risk. These are discussed further 
below: 

 

i) Interest rate risk  
 

Interest rate risk consists of two components: 
 

(a) To the extent that payments made or received on the Company’s monetary 
assets and liabilities are affected by changes in prevailing market interest 
rates, the Company is exposed to interest rate cash flow risk. 
 

(b) To the extent that changes in prevailing market interest rates differ from the 
interest rates in the Company’s monetary assets and liabilities, the Company 
is exposed to interest rate price risk.  

 



X-Cal Resources Ltd. 
Notes to the Consolidated Financial Statements 
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3. Risk Management and Financial instruments (cont’d) 

 

c) Market risk (cont’d) 
 
i) Interest rate risk (cont’d) 

 
The Company is exposed to interest rate cash flow risk on its cash and reclamation 
bond – commutation account, which are subject to market interest rates.  A 
hypothetical 1% change in the interest rate would impact the Company’s earnings by 
approximately $28,000. 
 

ii) Foreign currency risk 
 

Foreign currency risk is the risk that the fair value or future cash flows of a financial 
instrument will fluctuate because of changes in foreign exchange rates. The 
Company is exposed to foreign exchange fluctuation related to its mineral properties 
and expenditures thereon, and reclamation bonds held in the US.  A significant 
change in the currency exchange rates between the Canadian dollar relative to the 
US dollar would have an effect on the Company’s results of operations, financial 
position or cash flows. The Company’s sensitivity analysis suggests that a consistent 
5% change in the rate of exchange would change mineral properties and foreign 
exchange gain or loss by $3,000. 

 
iii) Other price risk 

 

Other price risk is the risk that the fair or future cash flows of a financial instrument 
will fluctuate because of changes in market prices, other than those arising from 
interest rate risk or foreign currency risk.  The Company is not exposed to significant 
other price risk on its financial instruments. 

 
The Company’s exposure to and management of credit risk, liquidity risk and market risk related 
to financial instruments above have not changed materially since March 31, 2009. 
 
4. Prepaid Insurance and Reclamation Bond – Commutation Account 
 
In 2004, New Sleeper Gold LLC entered into an insurance-backed financial assurance program 
including a mine reclamation policy and a pollution legal liability policy for the Sleeper Gold 
Project.  As part of the policy, New Sleeper Gold LLC paid an insurance premium and put funds 
in a commutation account used to reimburse reclamation costs and indemnity claims paid by New 
Sleeper Gold LLC.   
 
The insurance policy covers reclamation costs in the event New Sleeper Gold LLC defaults on 
payment of its reclamation costs up to an aggregate of US $25 million.  The insurance premium is 
being amortized over ten years and the prepaid insurance balance at March 31, 2010 is 
$1,197,998 (2009 - $1,447,638).  The commutation account earns interest at an annual effective 
rate equal to the one-year constant maturity treasury rate prevailing on the first day of each 
anniversary year.  The balance in the commutation account at March 31, 2010 is $2,917,253 
(2009 - $3,915,636).  Included in reclamation bond – commutation account is a reclamation bond 
held with the government in the amount of $194,710 (2009 - $378,060). 
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5. Mineral Property Interests 
 

  2010  2009 

Nevada, USA     

       Sleeper Gold Project  $ 28,028,775 $ 27,112,845 

       Mill Claims   2,506,672  2,484,220 

       Reese River   453,240  430,788 

       Spring Valley   42,861  20,242 

 $ 31,031,548 $ 30,048,095 

 
See attached Consolidated Schedules of Mineral Acquisition and Exploration Costs. 
 
Sleeper Gold Project 
 
In December 2006, the Company acquired title to previously leased mineral claims (part of the 
Sleeper Gold Project) for US $750,000 plus 250,000 shares.  The mineral claims are lodged as 
security against future payments.  As at March 31, 2010, the remaining balance to complete this 
buyout is US $295,000 (2009 – US $425,000) and nil (2009 – 50,000) common shares of the 
Company.   
 
The agreement, as amended in May 2010, allows the remaining balance owing to be spread into 
several payments as below: 

 May 8, 2010:  $10,000 (includes a $2,000 signing bonus; paid) 

 June 30, 2010:  $37,000 

 December 7, 2010: $150,000 

 December 7, 2011: $100,000 
 
The Sleeper Gold Property is subject to a 1% net smelter production royalty.   
 
Mill Claims  
 
The Mill Creek Gold Property is owned 100% by the Company.  The property, located in Lander 
County, Nevada, is an early stage (grass roots) gold project.  A US $1,600,000 exploration work 
program that included drilling, mapping, sampling and geophysics has been completed by the 
Company on the property.    
 
The Company has completed an extensive permitting process for the Mill Creek (Goat Window) 
Property, which has resulted in approval of a Plan of Operations Permit. 
 
Reese River 
 
The property consists of three claim blocks in the Reese River Pediment totaling 3,000 acres 
located in Lander County, Nevada, that are subject to a 2% net smelter returns royalty. 
 
Spring Valley 
 
The Company has staked 38 claims totaling 760 acres located in the Spring Valley area, 
Pershing County, Nevada, subject to a 1% net smelter production royalty.  
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5.   Mineral Property Interests (cont’d) 
 
Title to mineral properties 
 
Although the Company has taken steps to verify the title to mineral properties in which it has an 
interest in accordance with industry standards for the current stage of exploration of such 
properties, these procedures do not guarantee the Company’s title.  Property title may be subject 
to unregistered prior agreements or transfers and title may be affected by undetected defects. 
 
Realization of assets 
 
The investment in and expenditures on mineral property interests comprise a significant portion of 
the Company’s assets.  Realization of the Company’s investment in these assets is dependent 
upon the establishment of legal ownership, the obtaining of permits, the satisfaction of 
governmental requirements and possible aboriginal rights, and the attainment of successful 
production from the properties or from the proceeds of their disposition. 
 
Mineral exploration and development is highly speculative and involves inherent risks.  While 
rewards if a feasible ore body is discovered might be substantial, few properties that are explored 
are ultimately developed into producing mines.  There can be no assurance that the current 
exploration programs will result in the discovery of economically viable quantities of ore. 
 
Environmental 
 
The Company is subject to the laws and regulations relating to environmental matters in all 
jurisdictions in which it operates, including provisions relating to property reclamation, discharge 
of hazardous material and other matters.  The Company may also be held liable should 
environmental problems be discovered that were caused by former owners and operators of its 
properties and properties in which it has previously had an interest.  The Company conducts its 
mineral exploration activities in compliance with applicable environmental protection legislation. 
The Company is not aware of any existing environmental problems, other than those already 
recorded, related to any of its current or former properties that may result in material liability to the 
Company. 
 
Environmental legislation is becoming increasingly stringent and costs and expenses of 
regulatory compliance are increasing. The impact of new and future environmental legislation on 
the Company’s operations may cause additional expenses and restrictions. If the restrictions 
adversely affect the scope of exploration and development on the mineral properties, the potential 
for production on the property may be diminished or negated. 
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6. Property and Equipment 

 
    Accumulated  Net 
March 31, 2010  Cost  Amortization  Book Value 

       
Vehicles $ 109,697 $ 86,266 $ 23,431 
Office equipment  114,863  103,030  11,833 
       
 $ 224,560 $ 189,296 $ 35,264 

       
    Accumulated  Net 
March 31, 2009  Cost  Amortization  Book Value 

       
Vehicles $ 109,697 $ 80,408 $ 29,289 
Office equipment  114,863  100,070  14,793 
Leasehold improvements  18,574  18,574  - 

       
 $ 243,134 $ 199,052 $ 44,082 

 
7. Reclamation and Environmental Obligations 
 
Subject to the laws and regulations relating to environmental matters, the Company may be held 
liable for future site restoration costs.   
 
As at March 31, 2010 and 2009, the following information was assumed in measuring the 
reclamation and environmental obligations: 
 

  2010  2009 

Undiscounted amount required      

    (US $4,056,500)  $ 4,119,781 $ 5,112,002 

Expected timing of payments  2011 – 2053  2010 – 2053 

Average credit-adjusted risk-free rate  9.0%  9.0% 

Inflation factor  2.0%  2.0% 

 
The undiscounted amount required is based on a report obtained in May 2007.  The commutation 
account (Note 4) is used to reimburse reclamation costs and indemnity claims paid by the 
Company. 
 
The following table presents the reconciliation of the liability for the ARO: 
 

  2010  2009 

Balance, beginning of year  $ 1,382,219 $ 744,222 
Changes in credit-adjusted risk-free 

rate  -  395,309 

Accretion expense   150,088  149,029 

Payments made  (160,681)  (135,879) 

Foreign exchange adjustment  (269,264)  229,538 

Balance, end of year $ 1,102,362 $ 1,382,219 
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8. Capital Stock and Contributed Surplus 
 
a) Authorized 
 

Unlimited number of common shares without par value. 
 
b) Issued 

 
At March 31, 2010, 167,548,439 common shares were issued and outstanding. 

 
c) Stock options  
 

The Company has a 10% rolling stock option plan under which directors, officers, and 
other key employees and consultants to the Company and its subsidiary may be granted 
options to purchase shares.  The number of common shares subject to options granted 
under the plan is 5% of the issued capital at the date of the grant with respect to any one 
optionee, not to exceed 10% of the issued and outstanding common shares of the 
Company in aggregate.  Options issued under the plan may be exercised during a period 
determined by the board of directors, which cannot exceed five years.  

 
 2010 2009 

  Weighted  Weighted 
 Number of Average Number of Average 
 Options Exercise Price Options Exercise Price 
     
Outstanding, beginning of 

year 12,370,000 $ 0.27 10,110,000 $ 0.34 
Exercised (550,000) $ 0.10 -      - 
Granted 1,340,000 $ 0.16 3,875,000 $ 0.11 
Expired (1,995,000) $ 0.37 (1,600,000) $ 0.35 
Forfeited - - (15,000) $ 0.20 

Outstanding, end of year 11,165,000 $ 0.24 12,370,000 $ 0.27 
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8. Capital Stock and Contributed Surplus (cont’d) 
 

c) Stock options (cont’d) 
 

The options granted during the year ended March 31, 2010 have an immediate vesting 
term.  As at March 31, 2010, the Company had stock options outstanding and 
exercisable, enabling the holders to acquire common shares as follows: 

 
Number of Options Exercise Price Expiry Date 

      200,000  $  0.20       April 1, 2010 * 
      200,000   $  0.10       May 26, 2010 * 
      750,000  $  0.35       June 12, 2010 * 
      600,000  $  0.20       September 24, 2010 
   1,200,000  $  0.33       February 16, 2011 
      725,000  $  0.10       February 28, 2011 
   1,700,000  $  0.35       May 31, 2011 

         1,800,000  $  0.10       September 24, 2011 
      200,000  $  0.20       November 29, 2011 
      300,000  $  0.16       February 12, 2012 
      600,000  $  0.10       February 27, 2012 
   2,250,000  $  0.35       March 23, 2012 
      640,000  $  0.17       January 27, 2013 

       11,165,000   

*expired unexercised 
 

The weighted average remaining contractual life of stock options at March 31, 2010 is 
1.36 years (2009 – 1.97 years). 

 

d) Warrants 
 

 2010 2009 

 

Number of 
Warrants 

Weighted 
Average 
Exercise 

Price 
Number of 
Warrants 

Weighted 
Average 
Exercise 

Price 

 
 

     
Outstanding, Beginning of 

year 
 

16,824,039 
 

$ 0.10 
-     - 

Issued - - 16,824,039 $ 0.10 
Exercised (4,537,500) $ 0.10 -     - 
Expired (3,525,000) $ 0.10 -     - 

Outstanding, End of year 8,761,539 $ 0.10 16,824,039 $ 0.10 

 
As at March 31, 2010, the Company had warrants outstanding and exercisable, enabling 
the holders to acquire common shares as follows: 

 
Number of Warrants Exercise Price Expiry Date 

300,000 $ 0.24 April 4, 2010 * 
8,461,539 $ 0.10 March 30, 2011 

8,761,539   

*expired unexercised 
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8. Capital Stock and Contributed Surplus (cont’d) 
 
e)   Stock-based compensation 
 

The Company uses the Black-Scholes option pricing model to estimate the value of the 
options at each grant date using the following weighted average assumptions for the 
years ended March 31, 2010 and 2009: 

 
 2010 2009 
   
Risk-free rate of return 1.55% 2.31% 
Expected dividend yield - - 
Expected stock price volatility 135.03%  65.76% 
Expected option life in years 2.48 2.69 

 
Option pricing models require the input of highly subjective assumptions including the 
expected price volatility. Changes in the subjective input assumptions can materially 
affect the fair value estimate.  
 
During the year ended March 31, 2010, the compensation cost of stock options granted 
was $144,848 ($0.11 per option), $126,436 of which was expensed and $18,412 was 
capitalized to mineral properties. Stock-based compensation attributable to employees 
and consultants was $44,596, and to directors was $81,840. 
 
During the year ended March 31, 2009, the compensation cost of stock options granted 
was $93,150 ($0.02 per option), $55,280 of which was expensed and $37,870 was 
capitalized to mineral properties. Stock-based compensation attributable to employees 
and consultants was $8,740, and to directors was $46,540. 

 
9. Related Party Transactions 
 
The Company paid $18,266 (2009 - $21,000) of legal fees and expenses to a law firm in which a 
director of the Company is a partner.  The Company incurred consulting expenses of $55,000 
(2009 - $66,000) to a director and officer of the Company.  The Company paid salaries of 
$160,000 (2009 - $160,000) to a director and officer of the Company, and $60,250 (2009 - 
$36,000) to a party related to a director and officer of the Company.  As at March 31, 2010, 
$11,566 (2009 - $6,434 due from) was due to a director and officer of the Company with respect 
to rent expenses, and is included in accounts payable. The Company incurred rental expenses of 
$18,000 (2009 - $4,500).  A bonus of $50,000 (2009 - $nil) was paid to a director and officer of 
the Company. 
 
The above transactions and balances are in the normal course of operations and are measured 
at the exchange amount, which is the amount of consideration established and agreed to by the 
related parties.   
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10. Capital Management 
 
The Company considers its capital to be all components of shareholders’ equity.  The Company’s 
objectives when managing capital are to safeguard its ability to continue as a going concern in 
order to pursue the exploration of its properties and to maintain a flexible capital structure for its 
projects for the benefit of its stakeholders.  
 
The Company manages the capital structure and makes adjustments to it in light of changes in 
economic conditions and the risk characteristics of the underlying assets. To maintain or adjust 
the capital structure, the Company may attempt to issue new shares. Management reviews the 
capital structure on a regular basis to ensure that objectives are met.  The Company’s capital is 
not subject to any externally imposed capital requirements. 
 
The Company’s overall strategy remains unchanged from the prior year. 

 
11. Income Taxes 
 
The components of the Company’s future income tax assets and liabilities are as follows: 
 
  2010  2009 

     

     

US non-capital losses carried forward $ 2,904,000 $ 1,468,000 
Canadian non-capital losses carried forward  1,384,000  1,519,000 
Prepaid commutation account and ARO accounting 

value in excess of tax value 
 

460,000  360,000 
Excess of tax basis over accounting basis property and 

equipment 
 

57,000  57,000 
Share issue costs  33,000  61,000 
Capital losses carried forward  1,400  1,500 
Mineral property interests book value in excess of tax 
value  (118,000)  (160,000) 

     

Total net future income tax asset  4,721,400  3,306,500 

Valuation allowance  (4,721,400)  (3,306,500) 

     

Net book value $ - $ - 

 
The net future tax asset resulting from these items has not been recognized in these accounts, as 
realization is not considered more likely than not. A valuation allowance has been applied against 
the net future income tax asset. 
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11. Income Taxes (cont’d) 
 
The Company has non-capital losses of approximately $5,537,000 available to reduce future 
taxable income that under Canadian income tax laws expire as follows: 
 
   

2014 $ 996,000 

2015  815,000 

2026  659,000 

2027  1,069,000 

2028  780,000 

2029  578,000 

2030  640,000 

   

 $ 5,537,000 

 
The Company also has non-capital losses in the US of approximately US $8,168,000 that are 
available to reduce taxable income in future years.  These losses will expire from 2011 to 2030. 
 
The reconciliation of income tax provision computed at the statutory rates of 29.63% (2009 – 
30.75%) to the reported income tax provision is as follows: 
 
  2010  2009 

     

Income tax recovery based on     

 statutory rate $ 458,000 $ 129,000 

Unrealized foreign exchange gain  (142,500)  165,400 

Stock-based compensation  (37,500)  (17,000) 

Share issue costs  31,000  31,600 

Differences between amortization and capital     

 cost allowance  (2,600)  (6,600) 

Accretion expense  (44,500)  (52,200) 

Non-deductible expense  (1,400)  700 

Change in timing differences  784,000  (226,100) 

Effect of change in tax rate  (82,200)  (243,500) 

Utilized (unrecognized) tax losses  (962,300)  218,700 

     

Income tax provision $ - $ - 
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12. Segmented Information 
 
The Company operates in one industry segment, the mineral resource industry, and in two 
geographical segments, Canada and the US.  All current exploration activities are conducted in 
Nevada, US. The net loss and assets identifiable within those geographic areas are as follows: 
 

  2010  2009 

Net income (loss)     

  Canada $ (1,069,233) $ (551,090) 

  USA  (479,808)  130,612 

 $ (1,549,041) $ (420,478) 

Assets     

  Canada $ 147,170 $ 1,278,172 

  USA  35,284,618  35,480,864 

 $ 35,431,788 $ 36,759,036 

 
13. Commitments 
 
Management agreements 
 
The Company entered into an Employment Agreement whereby it will pay an administrative 
manager $72,000 per annum.  Should the Company terminate the agreement or should the 
Company have an effective change of control, it will be liable for payment of one year’s salary at 
the full rate of $72,000. 
 
The Company has an employment contract with its President.  Under the terms of that contract, 
remuneration is reviewable on October 1 of each year, when such remuneration may be 
increased but not decreased. The remuneration for the President is $160,000 per annum.  
Additionally, the contract provides that, in the event of termination by the Company, the President 
shall receive three times the annual amount of salary in the year of termination plus US $150,000. 
 
The Company entered into an employment contract with an officer of the Company effective 
April 1, 2007 whereby it will pay the officer $66,000 per annum.  Under the terms of the contract, 
remuneration is reviewable on April 1 of each year, when such remuneration may be increased 
but not decreased.  Currently, by mutual agreement between the parties, starting with the month 
of February 2010, the officer has deferred the monthly salary.  The contract provides that, in the 
event of termination by the Company, the officer shall receive two times the annual amount of 
salary in the year of termination. 
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14. Foreign Exchange Gain (Loss) 

 
The foreign exchange loss in 2010 was largely due to the fact that the reclamation bond – 
commutation account (Note 4) is carried in US dollars and the March 31, 2010 US dollar 
exchange rate decreased significantly compared to the March 31, 2009 rate.  A breakdown 
of this figure is as follows: 
 
  2010 

 
 2009 

Reclamation bond – commutation account $ (738,934) $ 722,435 
Environmental bond  -  (1,187) 
Reclamation and environmental obligation  269,264  (229,538) 
Cash and term deposit  -  (87) 
Accounts payable  -  8,172 

Unrealized foreign exchange gain (loss)  (469,670)  499,795 
Realized foreign exchange loss  (11,467)  (27,661) 

Foreign exchange gain (loss) $ (481,137) $ 472,134 

 
15. Comparative Figures 
 
Certain of the comparative figures for the year ended March 31, 2009 have been reclassified to 
conform to current year’s presentation. 
 
16. Subsequent Event 
 
On June 22, 2010, the Company entered into an Arrangement Agreement with Paramount Gold 
and Silver Corp. (“Paramount”), a TSX, AMEX reporting issuer in the province of Ontario and the 
USA, whereby Paramount would acquire all the outstanding securities (including warrants) of the 
Company in exchange for securities of Paramount on the basis of one share of Paramount for 
eight shares of the Company.  The Agreement is subject to the Company’s shareholders’ 
approval on or before August 20, 2010 and all approvals, notices, consents, waivers and 
permissions, regulatory or otherwise, which are required. 
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Sleeper Pipeline Sleeper Pipeline

Gold Area - Reese Spring Gold Area - Reese Spring

Project Mill Claims River Valley Total Project Mill Claims River Valley Total

Mineral acquisitions and exploration expenditures,

   beginning of year 27,112,845$       2,484,220$         430,788$            20,242$              30,048,095$       26,072,563$       2,472,301$         418,568$            20,242$              28,983,674$       

Acquisition and holding costs incurred

   Property acquisitions 149,340              -                      -                      -                      149,340              34,573                -                      -                      -                      34,573                

Exploration expenditures

 Consulting 61,767                -                      -                      -                      61,767                19,545                200                     200                     -                      19,945                

 Geology, including consultant -                      -                      -                      -                      -                      75,758                -                      -                      -                      75,758                

 Drilling and assaying -                      -                      -                      -                      -                      72                       -                      -                      -                      72                       

 Field 94,881                -                      -                      -                      94,881                53,995                -                      -                      -                      53,995                

 Insurance 46,953                -                      -                      -                      46,953                38,807                -                      -                      -                      38,807                

 Licenses, fees and claim fees 237,694              6,169                  6,169                  22,619                272,651              197,013              -                      -                      -                      197,013              

 Stock-based compensation 18,412                -                      -                      -                      18,412                37,870                -                      -                      -                      37,870                

 Office, wages, professional fees and travel 467,563              16,283                16,283                -                      500,129              440,815              11,719                12,020                -                      464,554              

927,270              22,452                22,452                22,619                994,793              863,875              11,919                12,220                -                      888,014              

Mineral exploration expenditures and interests 

  before other costs 28,189,455         2,506,672           453,240              42,861                31,192,228         26,971,011         2,484,220           430,788              20,242                29,906,261         

Proceeds from sale of capitalized equipment -                      -                      -                      -                      -                      (97,334)               -                      -                      -                      (97,334)               

Change in asset retirement obligation (160,680)             -                      -                      -                      (160,680)             239,168              -                      -                      -                      239,168              

Proceeds from sale of net smelter royalty -                      -                      -                      -                      -                      -                      -                      -                      -                      -                      

Mineral interests, end of year 28,028,775$       2,506,672$         453,240$            42,861$              31,031,548$       27,112,845$       2,484,220$         430,788$            20,242$              30,048,095$       

2010 2009

 
 


