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INDEPENDENT AUDITORS’ REPORT
To:

the Shareholders of
Arak Resources Ltd.

We have audited the accompanying financial statements of Arak Resources Ltd., which comprise the
consolidated statements of financial position as at April 30, 2016 and April 30, 2015 and the statements of loss
and comprehensive loss, statements of changes in equity (deficiency) and statements of cash flows for the
years then ended and a summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditors’ Responsibility
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 comply with ethical requirements and plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditors consider internal control relevant to the entity's preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the company’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, these financial statements present fairly, in all material respects, the financial position of Arak
Resources Ltd. as at April 30, 2016 and April 30, 2015, and its financial performance and its cash flows for the
years then ended in accordance with International Financial Reporting Standards.
Emphasis of Matter
Without qualifying our opinion, we draw attention to Note 1 in the financial statements which indicates that Arak
Resources Ltd. has incurred losses to date. This condition, along with other matters as set forth in Note 1,
indicates the existence of a material uncertainty that may cast significant doubt about Arak Resources Ltd.’s
ability to continue as a going concern.

CHARTERED PROFESSIONAL ACCOUNTANTS
Vancouver, Canada
August 29, 2016
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Arak Resources Ltd.
Statements of Financial Position
As at April 30,
(Expressed in Canadian dollars)
2015

2016
Assets
Current
Cash
Taxes receivable

$

Exploration and evaluation assets (Note 6)

749
3,709

$

56,834
4,913

4,458

61,747

4,500

327,571

$

8,958

$

389,318

$

405,330
10,500
9,500

$

207,646
21,051
-

Liabilities
Current
Accounts payable (Note 9)
Accrued liabilities
Loans (Note 7)

228,697

425,330
Shareholders’ Equity (Deficiency)
Share capital (Note 8)
Reserves (Note 8)
Deficit

1,787,113
721,790
(2,348,282)

1,787,113
721,790
(2,925,275)

160,621

(416,372)
$

8,958

$

389,318

Nature of operations and going concern (Note 1)
Subsequent events (Note 13)
Approval on behalf of the Board of Directors:
“Carl von Einsiedel”
President and Chief Executive Officer – Carl von
Einsiedel

“Kathryn Witter”
Chief Financial Officer – Kathryn Witter

The accompanying notes are an integral part of these financial statements
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Arak Resources Ltd.
Statements of Loss and Comprehensive Loss
Years Ended April 30,
(Expressed in Canadian dollars)
2016

2015

Expenses
Bank charges
Consulting (Note 9)
Directors’ fees (Note 9)
Office and miscellaneous
Pre-exploration expense
Stock based compensation (Note 8)
Professional fees
Transfer agent and filing fees
Travel (Note 9)
Net loss before other items

$

Impairment of exploration and evaluation assets (Note 6)

745
52,000
154,000
4,784
22,202
15,691
(249,422)

$

439
104,267
126,000
4,935
8,974
118,600
17,540
20,343
19,134
(420,232)
-

(327,571)

Loss and comprehensive loss for the year

$

(576,993)

$

(420,232)

Basic and diluted loss per common share

$

(0.05)

$

(0.04)

Weighted average number of common shares outstanding

12,201,269

9,374,447

The accompanying notes are an integral part of these financial statements.
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Arak Resources Ltd.
Statements of Changes in Equity (Deficiency)
(Expressed in Canadian dollars)

Balance, April 30, 2014
Issuance of shares for cash
Share Issue costs
Stock options granted
Loss and comprehensive loss for the year
Balance, April 30, 2015
Loss and comprehensive loss for the year
Balance, April 30, 2016

Number of
Shares
5,871,269
6,330,000
12,201,269
12,201,269

$

$

Share
Capital
1,506,067
316,500
(35,454)
1,787,113
1,787,113

$

$

Reserves
589,090
14,100
118,600
721,790
721,790

$

$

Deficit
(1,928,050)
(420,232)
(2,348,282)
(576,993)
(2,925,275)

$

$

Total
167,107
316,500
(21,354)
118,600
(420,232)
160,621
(576,993)
(416,372)

The accompanying notes are an integral part of these financial statements.
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Arak Resources Ltd.
Statements of Cash Flows
For the Years Ended April 30,
(Expressed in Canadian dollars)

2015

2016
Cash flows provided by (used in)
Operating activities
Loss for the year
Stock-based compensation
Impairment of evaluation and exploration assets

$ (576,993)
327,571

$

(420,232)
118,600
-

Changes in non-cash working capital items:
Taxes receivable
Prepaid expenses and deposits
Accounts payable and accrued liabilities

1,203
196,634

(2,256)
66,617

Net cash used in operating activities

(51,585)

(237,271)

Investing activities
Evaluation and exploration expenditures

(4,500)

(1,100)

Net cash used in operating activities

(4,500)

(1,100)

Financing activities
Shares issued for cash
Share issue costs

-

316,500
(21,354)

Net cash provided by financing activities

-

295,146

(Decrease) increase in cash during the year
Cash, beginning of year
$

Cash, end of year

(56,085)

56,775

56,834

59

749

$

56,834

Supplemental disclosure with respect to cash flows (Note 10)
The accompanying notes are an integral part of these financial statements.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
1.

NATURE OF OPERATIONS AND GOING CONCERN
Arak Resources Ltd., (the “Company” or “Arak”) is a publicly listed company incorporated in British Columbia
on May 9, 2006 and its shares are listed on the TSX Venture Exchange (“TSX-V”). The Company is a mineral
exploration company in the exploration stage, engaged in the acquisition, exploration and development of
mineral properties.
The head office and principal address of the Company are located at 8681 Clay Street, Mission, BC, Canada,
V4S 1E7. The registered and records office of the Company are located at 25th Floor, 700 West Georgia Street,
Vancouver, BC, Canada, V7Y 1B3.
These financial statements have been prepared by management on the basis of accounting principles applicable
to a "going concern", which assumes that the Company will continue in operation for the foreseeable future.
The Company has incurred losses to date, anticipates incurring ongoing losses and has no source of recurring
revenue. The continuing operations of the Company are dependent upon its ability to continue to raise
adequate financing and to commence profitable operations in the future and repay its liabilities arising from
normal business operations as they become due. Management is actively engaged in the review and due
diligence on opportunities of merit in the resource sector and is seeking to raise the necessary capital to meet its
funding requirements. There can be no assurance that management’s plan will be successful. As at April 30,
2016, the Company had a working capital deficit of $420,872 (2015 deficit: $166,950) and had accumulated a
deficit of $2,925,275 (2015: $2,348,282) since inception. These conditions indicate the existence of a material
uncertainty that may cast substantial doubt about the Company’s ability to continue as a going concern. As a
result, further losses are anticipated prior to the generation of any profits.
The financial statements do not include any adjustments relating to the recoverability and classification of
recorded asset amounts and classification of liabilities that might be necessary should the Company be unable to
continue in existence. Such adjustments could be material.

2.

BASIS OF PRESENTATION
Statement of Compliance
These statements are prepared in accordance with International Financial Reporting Standards (“IFRS”), as
issued by the International Accounting Standards Board (“IASB”).
Basis of Presentation
These financial statements have been prepared on a historical costs basis except for financial instruments
classified as financial instruments at fair value through profit or loss, which are measured at their fair value. In
addition, these financial statements have been prepared using the accrual basis of accounting.
These financial statements do not reflect the adjustments to the carrying values of assets and liabilities and the
reported expenses and statement of financial position classifications that would be necessary were the going
concern assumption inappropriate, and these adjustments could be material.
Approval of the financial statements
These financial statements of Company for the year ended April 30, 2016 were approved and authorized for
issue by the Board of Directors on August 29, 2016.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
2.

BASIS OF PRESENTATION - continued
Use of estimates and judgement
The preparation of these financial statements requires management to make judgments, estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and
reported amounts of expenses during the reporting period. Estimates and assumptions are continuously
evaluated and are based on management’s experience and other factors, including expectations of future events
that are believed to be reasonable under the circumstances. However, actual outcomes can differ from these
estimates.
In particular, information about significant areas of estimation uncertainty and judgement considered by
management in preparing the condensed financial statements includes:
Estimates
 The inputs used in assessing the recoverability of deferred income tax assets to the extent that the
deductible temporary differences will reverse in the foreseeable future and that the Company will have
future taxable income;
 Management’s assumption that there are currently no decommissioning liabilities is based on the facts
and circumstances that have existed during the periods;
 The inputs in accounting for share-based payment transactions in the statement of loss and
comprehensive loss (using the Black-Scholes model) including volatility, probable life of options
granted , time of exercise of the options and forfeiture rate;
Judgement
 The recoverability of the carrying value of the exploration and evaluation assets is dependent on
successful development and commercial exploitation, or alternatively, sale of the respective areas of
interest. The carrying value of these assets is reviewed by management when events or circumstances
indicate that its carrying value may not be recovered. If impairment is determined to exist, an
impairment loss is recognized to the extent that the carrying amount exceeds the recoverable amount.
 Title to mineral property interests - Although the Company has taken steps to verify title to mineral
properties in which it has an interest, these procedures do not guarantee the Company’s title. Such
properties may be subject to prior agreements or transfers and title may be affected by undetected
defects.
 The assumption that the Company is a going concern and will continue in operation for the foreseeable
future and at least one year.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES
Foreign Currency Translation
The Company’s presentation currency and the functional currency of all of its operations is the Canadian dollar
as this is the principal currency of the economic environment in which it operates.
Transactions in foreign currencies are initially recorded in the Company’s functional currency at the exchange
rate at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are
retranslated at the functional currency rate of exchange ruling at the end of each reporting period.
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
exchange rates as at the dates of the initial transactions and are not subsequently restated. Non-monetary items
measured at fair value in a foreign currency are translated using the exchange rates at the date when fair value is
determined and are not retranslated.
All gains and losses on translation of these foreign currency transactions are included in profit or loss.
Cash and cash equivalents
Cash and cash equivalents consist of cash on hand; deposits in banks and highly liquid investments with an
original maturity of three months or less. There were no cash equivalents as at April 30, 2016 and 2015.
Short-term investments
Short-term investments are investments which are transitional or current in nature, with an original maturity
greater than three months.
Exploration and Evaluation costs
Exploration and evaluation activities involve the search for minerals, the determination of technical feasibility,
and the assessment of commercial viability of an identified resource.
Mineral Properties
Exploration and evaluation costs incurred prior to obtaining licenses are expensed in the period in which they
are incurred. Once the legal right to explore has been acquired, exploration and evaluation costs incurred are
capitalized. All capitalized exploration and evaluation costs are recorded at acquisition cost and are monitored
for indications of impairment. Where there are indications of a potential impairment, an assessment is
performed for recoverability. Capitalized costs are charged to the statement of comprehensive loss to the extent
that they are not expected to be recovered.
Once the technical feasibility and commercial viability of the extraction of mineral resources in an area of
interest are demonstrable, exploration and evaluation assets are tested for impairment and transferred to “Mines
under construction”. No amortization is charged during the exploration and evaluation phase.
Recoverability of the carrying amount of any exploration and evaluation assets is dependent on successful
development and commercial exploitation, or alternatively, sale of the respective areas of interest.
Oil and Gas Properties
Costs incurred prior to obtaining the legal rights to explore a property are recognized as an expense in the period
in which they are incurred. Acquisition of undeveloped oil and gas leases are initially capitalized as intangible
exploration and evaluation assets and are expensed in the statement of loss upon the expiration of the lease,
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES - continued
impairment of the lease or management’s determination that no further exploration or evaluation activities are
planned on the leased property, whichever comes first. Properties that are subsequently found to have proved
reserves are transferred to property, plant and equipment.
The costs directly associated with an exploration well are capitalized as intangible exploration and evaluation
assets until the drilling of the well is complete and the results have been evaluated. These costs include directly
attributable employee remuneration, materials and fuels used, rig costs and other payments made to contractors.
Assets are classified as exploration and evaluation or property, plant and equipment according to the nature of
the expenditures and whether or not technical feasibility and commercial viability of extracting oil and gas
assets is demonstrable. Costs are retained in exploration and evaluation assets prior to the establishment of
technical feasibility and commercial viability of the project. Such amounts are not subject to depletion or
depreciation until they are reclassified to property, plant and equipment once proved reserves have been
assigned to the asset. If proved reserves have not been established through the completion of exploration and
evaluation activities and there are no future plans for activity in that field, then the exploration and evaluation
expenditures are determined to be impaired and the amounts are expensed.
Flow-through shares
Flow-through shares entitle a company that incurs certain resource expenditures in Canada to renounce them for
tax purposes allowing the expenditures to be deducted for tax purposes by the investors who purchased the
shares. The Company adopted a policy whereby the premium paid for flow through shares in excess of the
market value of the shares without the flow through features at the time of issue is credited to other liabilities
and included in income at the time the qualifying expenditures are made.
A deferred tax liability is recognized in respect of the taxable temporary difference that arises from the
difference between the carrying amount of eligible expenditures capitalized as an asset in the statement of
financial position and its tax basis. A portion of the deferred income tax assets that were not previously
recognized are recognized as a recovery of deferred income taxes in the statements of comprehensive loss up to
the amount of the deferred tax liability upon renunciation.
Financial instruments
i.

Financial assets
The Company classifies its financial assets in the following categories: Fair value through profit or loss,
held-to-maturity investments (“HTM”), loans and receivables, and available-for-sale. The classification
depends on the purpose for which the financial assets were acquired. Management determines the
classification of assets at recognition.



Financial assets at fair value through profit or loss (“FVTPL”)
Financial assets at FVTPL are initially recognized at fair value with changes in fair value recorded through
income. Cash and cash equivalents are included in this category of financial assets.



HTM investments
HTM investments are recognized on a trade-date basis and are initially measured at fair value, including
transaction costs.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES - continued
Financial instruments - continued


Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They are included in current assets, or non-current assets based on their maturity
date. Loans and receivables are carried at amortized cost, less any impairment. Loans and receivables
comprise trade and other receivables.



Available-for-sale financial assets
Available-for-sale (AFS) financial assets are non-derivatives that are either designated as available-for-sale
or not classified in any of the other financial asset categories. Changes in the fair value of AFS financial
assets are recognized as other comprehensive income and classified as a component of equity. AFS assets
include investments in equities of other entities.
Management assesses the carrying value of AFS financial assets at least annually and any impairment
charges are also recognized in profit or loss. When financial assets classified as available-for-sale are sold,
the accumulated fair value adjustments recognized in other comprehensive income are included in profit and
loss.



Effective interest method
The effective interest method calculates the amortized cost of a financial asset and allocates interest income
over the corresponding period. The effective interest rate is the rate that discounts estimated future cash
receipts over the expected life of the financial asset, or, where appropriate, a shorter period, to the net
carrying amount on initial recognition. Income is recognized on an effective interest basis for debt
instruments other than those financial assets classified as FVTPL.



Impairment of financial assets
Financial assets, other than those at FVTPL, are assessed for indicators of impairment at each period end.
Financial assets are impaired when there is objective evidence that, as a result of one or more events that
occurred after the initial recognition of the financial asset, the estimated future cash flows of the investment
have been impacted.
Objective evidence of impairment could include the following:
•Significant financial difficulty of the issuer or counterparty;
•Default or delinquency in interest or principal payments; or
•It has become probable that the borrower will enter bankruptcy or financial reorganization.
For financial assets carried at amortized cost, the amount of the impairment is the difference between the
asset’s carrying amount and the present value of the estimated future cash flows, discounted at the financial
asset’s original effective interest rate.
The carrying amount of all financial assets, excluding trade receivables, is directly reduced by the
impairment loss. The carrying amount of trade receivables is reduced through the use of an allowance
account. When a trade receivable is considered uncollectible, it is written off against the allowance account.
Subsequent recoveries of amounts previously written off are credited against the allowance account.
Changes in the carrying amount of the allowance account are recognized in profit or loss.
With the exception of AFS equity instruments, if, in a subsequent period, the amount of the impairment loss
decreases and the decrease relates to an event occurring after the impairment was recognized; the previously
recognized impairment loss is reversed through profit or loss. On the date of impairment reversal, the
carrying amount of the financial asset cannot exceed its amortized cost had impairment not been recognized.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES - continued
Financial instruments - continued
ii.

Financial liabilities
The Company classifies its financial liabilities in the following categories: Borrowings and other financial
liabilities and derivative financial liabilities.



Borrowings and other financial liabilities
Borrowings and other financial liabilities are non-derivatives and are recognized initially at fair value, net of
transaction costs incurred and are subsequently stated at amortized cost. Any difference between the
amounts originally received, net of transaction costs, and the redemption value is recognized in the income
statement over the period to maturity using the effective interest method.
Borrowings and other financial liabilities are classified as current or non-current based on their maturity
date. Financial liabilities include trade accounts payable, other payables, and loans.



Derivative Financial liabilities
Derivative financial liabilities are initially recognized at their fair value on the date the derivative contract is
entered into and are subsequently re-measured at their fair value at each reporting period with changes in the
fair value recognized in profit and loss. Derivative financial liabilities include warrants issued by the
Company denominated in a currency other than the Company’s functional currency.

Share-based payment transactions
The Company grants stock options to buy common shares of the Company to directors, officers and employees.
The board of directors grants such options for periods of up to five years, which vest immediately and are priced
at the previous day’s closing price.
All share-based payments made to employees and non-employees are measured and recognized using the
Black-Scholes option pricing model. For employees, the fair value of the options is measured at grant date. For
non-employees, the fair value of the options is measured on the earlier of the date at which the counterparty
performance is complete, 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. Share-based payments to non-employees
are measured at the fair value of the goods or services received or the fair value of the equity instruments issued,
if it is determined the fair value of the goods or services cannot be reliably measured, and are recorded at the
date the goods or services are received. Stock options that vest over time are recognized using the graded
vesting method. Share based compensation is recognized as an expense or, if applicable, capitalized to
exploration and evaluation assets with a corresponding increase in reserves. At each financial reporting period,
the amount recognized as expense is adjusted to reflect the number of share options expected to vest. If and
when the stock options are ultimately exercised, the applicable amounts of reserves are transferred to share
capital.
Where the terms of a stock option is modified, the minimum expense recognized is the expense as if the terms
had not been modified. An additional expense is recognized for any modification which increases the total fair
value of the stock-based compensation arrangement, or is otherwise beneficial to the employee as measured at
the date of modification over the remaining vesting period.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES - continued
Income taxes
Income tax on the profit or loss for the periods presented comprises current and deferred tax. Income tax is
recognized in profit or loss except to the extent that it relates to a business combination or items recognized
directly in equity or in other comprehensive income or loss.
Current tax expense is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at year end, adjusted for amendments to tax payable with regards to previous years.
Deferred tax is provided using the balance sheet liability method, providing for temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. The following temporary differences are not provided for: goodwill not deductible for tax purposes;
the initial recognition of assets or liabilities that affect neither accounting nor taxable profit, nor differences
relating to investments in subsidiaries, and associates to the extent that they will probably not reverse in the
foreseeable future. The amount of deferred tax provided is based on the expected manner of realization or
settlement of the carrying amount of assets and liabilities, using tax rates enacted or substantively enacted at the
financial position reporting date applicable to the period of expected realization or settlement.
A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be
available against which the asset can be utilized.
Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the
Company intends to settle its current tax assets and liabilities on a net basis.
Share Capital
The Company records proceeds from share issuances net of issue costs and any tax effects. Common shares
issued for consideration other than cash, are valued based on their market value at the date the common shares
are issued.
Warrants
Proceeds from issuances by the Company of units consisting of shares and warrants are allocated based on the
residual method, whereby the carrying amount of the warrants is determined based on any difference between
gross proceeds and the estimated fair market value of the shares. If the proceeds from the offering are less than
or equal to the estimated fair market value of shares issued, a nil carrying amount is assigned to the warrants.
Earnings (loss) per share
The Company presents basic and diluted earnings/loss per share data for its common shares, calculated by
dividing the loss attributable to common shareholders of the Company by the weighted average number of
common shares outstanding during the period. The Company uses the treasury stock method for calculating
diluted earnings (loss) per share. Under this method the dilutive effect on earnings per share is calculated on the
use of the proceeds that could be obtained upon exercise of options, warrants and similar instruments. It
assumes that the proceeds of such exercise would be used to purchase common shares at the average market
price during the period. 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.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES - continued
Impairment of non-current assets
Non-current assets are evaluated at least annually by management for indicators that carrying value is impaired
and may not be recoverable. When indicators of impairment are present the recoverable amount of an asset is
evaluated at the level of a cash generating unit (CGU), the smallest identifiable group of assets that generates
cash inflows that are largely independent of the cash inflows from other assets or groups of assets, where the
recoverable amount of a CGU is the greater of the CGU’s fair value less costs to sell and its value in use. An
impairment loss is recognized in income to the extent that the carrying amount exceeds the recoverable amount.
In calculating recoverable amount the Company uses discounted cash flow techniques to determine fair value
when it is not possible to determine fair value either by quotes from an active market or a binding sales
agreement. The determination of discounted cash flows is dependent on a number of factors, including future
metal prices, the amount of reserves, the cost of bringing the project into production, production schedules,
production costs, sustaining capital expenditures, and site closure, restoration and environmental rehabilitation
costs. Additionally, the reviews take into account factors such as political, social and legal and environmental
regulations. These factors may change due to changing economic conditions or the accuracy of certain
assumptions and, hence, affect the recoverable amount. The Company uses its best efforts to fully understand all
of the aforementioned to make an informed decision based upon historical and current facts surrounding the
projects. Discounted cash flow techniques often require management to make estimates and assumptions
concerning reserves and expected future production revenues and expenses.
Related party transactions
Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Parties are also
considered to be related if they are subject to common control, related parties may be individuals or corporate
entities. A transaction is considered to be a related party transaction when there is a transfer of resources or
obligations between related parties.
Decommissioning Liabilities
A legal or constructive obligation to incur restoration, rehabilitation and environmental costs may arise when
environmental disturbance is caused by the exploration, development or ongoing production of a mineral
property interest. Such costs arising from the decommissioning of plant and other site preparation work,
discounted to their net present value, are provided for and capitalized at the start of each project to the carrying
amount of the asset, as soon as the obligation to incur such costs arises. A pre-tax discount rate that reflects the
time value of money and the risks specific to the liability are used to calculate the net present value of the
expected future cash flows. These costs are charged to the statement of loss over the economic life of the related
asset, through depreciation expense using either the unit-of-production or the straight-line method as
appropriate. The related liability is progressively increased each period as the effect of discounting unwinds,
creating an expense recognized in the statement of loss. The liability is assessed at each reporting date for
changes to the current market-based discount rate, amount or timing of the underlying cash flows needed to
settle the obligation.
Costs for restoration of subsequent site damage which is created on an ongoing basis during production are
provided for at their net present values and charged against profits as extraction progresses.
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Arak Resources Ltd.
Notes to the Financial Statements
For the Years Ended April 30, 2016 and 2015
(Expressed in Canadian dollars)
3.

SIGNIFICANT ACCOUNTING POLICIES - continued
Decommissioning liabilities - continued
The Company has no material restoration, rehabilitation and environmental costs as the disturbance to date is
minimal.
Investment Tax Credits
The Company is entitled to refundable Canadian provincial government investment tax credits on qualified
mining exploration expenditures in the province of British Columbia. Investment tax credits are accrued when
the Company has made the qualifying expenditures and when there is reasonable assurance that the credits will
be realized. The assistance is accounted for using the accrual basis cost reduction approach whereby the
amounts determined to be received or receivable each year are reasonably estimated and are applied to reduce
the cost of the related assets, deferred expenditures or expenses.
Adoption of New Accounting Pronouncements and Recent Developments
The following new standards were adopted during the year ended April 30, 2016:
IFRS 7 – Financial Instruments: Disclosure applies to additional disclosures required on transition from
IAS 39 to IFRS 9. IFRS 7 was adopted effective January 1, 2015 and had no significant impact on the
Company’s financial statements.

i)

ii) IAS 24 Related Party Disclosures – annual improvements to IFRSs 2010-2012 cycle
Amended to clarify that an entity providing key management services to the reporting entity is a related
party of the reporting entity. The amendments also require an entity to disclose amounts incurred for key
management personnel services provided by a separate management entity. This standard is effective for
annual periods beginning on or after July 1, 2014. Adoption of this standard resulted in additional
related party disclosure.
Certain other pronouncements were adopted by the Company on May 1, 2015, none of which had a
significant impact on the Company’s consolidated financial statements.
Accounting policies not yet adopted
The following new standards, and amendments to standards and interpretations, are not yet effective for the
current period and have not been applied in preparing these financial statements. Some updates that are not
applicable or are not consequential to the Company may have been excluded from the list below
i)

IFRS 9: New standard that replaced IAS 39 for classification and measurement, tentatively effective for
annual periods beginning on or after January 1, 2018.

ii) IAS 27: Amended to restore option to use equity method to account for investments in subsidiaries, joint
ventures and associates for annual period beginning on or after May 1, 2016.
iii) Partial replacement of IAS 39 Financial Instruments: Recognition and Measurement. This standard is
effective for annual periods beginning on or after January 1, 2018. The Company is currently
evaluating the impact of this standard.
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4.

CAPITAL MANAGEMENT
The Company manages its capital structure and makes adjustments to it, based on the funds available to the
Company, in order to support the acquisition, exploration and development of mineral properties. The Board of
Directors does not establish quantitative return on capital criteria for management, but rather relies on the
expertise of the Company’s management to sustain future development of the business.
The properties in which the Company currently has an interest are in the exploration stage; as such the
Company is dependent on external financing to fund its activities. In order to carry out the planned exploration
and pay for administrative costs, the Company will spend its existing working capital and raise additional
amounts as needed. The Company will continue to assess new properties and seek to acquire an interest in
additional properties if it feels there is sufficient geologic or economic potential and if it has adequate financial
resources to do so.
Management reviews its capital management approach on an ongoing basis and believes that this approach,
given the relative size of the Company, is reasonable.

5.

FINANCIAL INSTRUMENTS
Fair value of financial instruments
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value hierarchy establishes three
levels to classify the inputs to valuation techniques used to measure fair value, by reference to the reliability of
the inputs used to estimate the fair values.
Level 1: Valuations based on quoted prices (unadjusted) in active markets for identical assets or liabilities;
Level 2: Valuations based on directly or indirectly observable inputs in active markets for similar assets or
liabilities, other than Level 1 prices such as quoted interest or currency exchange rates; and
Level 3: Valuations based on significant inputs that are not derived from observable market data, such as
discounted cash flow methodologies based on internal cash flow forecasts.
As of April 30, 2016, the Company’s financial instruments consist of cash, accounts payable & accrued
liabilities and loans. Cash is stated at fair value and classified within Level 1. The fair values of accounts
payable & accrued liabilities, and loans approximate carrying values because of the short term nature of these
instruments.
Financial risks
The Company's risk exposures and the impact on the Company's financial instruments are summarized below:
Credit risk
The Company's credit risk is primarily attributable to receivables. The Company has no significant
concentration of credit risk arising from operations. The receivables include goods and services tax due from
the Federal Government of Canada. Management believes that the credit risk concentration with respect to its
receivables is remote.
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5.

FINANCIAL INSTRUMENTS – continued
Liquidity risk
The Company's approach to managing liquidity risk is to ensure that it will have sufficient liquidity to meet
liabilities when due. The Company believes it has adequate cash flows and cash on hand to discharge its
financial obligations.
Market risk
(a) Interest rate risk
The Company is exposed to interest rate risk on its cash balances. Interest rate risk is considered minimal.
(b) Foreign currency risk
The Company's functional currency is the Canadian dollar and major purchases are transacted in Canadian
dollars therefore, foreign currency risk is minimal.
(c) Price risk
The Company is exposed to price risk with respect to commodity prices. The Company closely monitors
commodity prices to determine the appropriate course of action to be taken by the Company.

6.

EXPLORATION AND EVALUATION ASSETS
Title to mineral properties involves certain inherent risks due to the difficulties of determining the validity of
certain claims as well as the potential for problems arising from the frequently ambiguous conveyancing
history characteristic of many mineral properties. The Company has investigated title to all of its mineral
properties and, to the best of its knowledge, title to all of its properties are in good standing.
Kayla Property
In May 2006, the Company entered into an option agreement with a former director of the Company to acquire
a 100% legal and beneficial interest in six mining claims known as the Kayla Property located in Levy
Township, Abitibi Region, Quebec. The claims are registered with the Québec Ministry of Parks, Fauna and
Natural Resources. As at April 30, 2010, three amendments had been made to the initial option agreement to
extend the date on which the Company must complete certain work expenditures on the Kayla Property or
aggregate of 300, make payments to the optionee, which are dated May 30, 2007, May 30, 2008 and May 30,
2009.
Pursuant to the terms of the latest amended option agreement, the Company had to make cash payments
totalling $35,000, the last of which was made in October 2007; the Company was also required to issue an
300,000 common shares, which were all issued by December 2009.
The Company was also required to perform a minimum of $400,000 in work on or for the benefit of the Kayla
Property during the term of the Agreement as follows:
(a) By December 31, 2010: $150,000 ($133,967 completed at April 30, 2011) and
(b) By December 31, 2011: $250,000 ($137,467 completed at December 31, 2011 and April 30,
2012).
By agreement between both parties, the balance of approximately $16,033 would have been applied to the
2011 commitment. However, the Company obtained a release agreement dated June 10, 2011 from the
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6.

EXPLORATION AND EVALUATION ASSETS – continued
optionee of the Kayla Property whereby the Company was released from any further work commitments on the
Kayla Property and has received 100% title and interest to the Kayla Property.
The Company determined the property was impaired at the 2016 fiscal year end as there is no immediate plan
to further investigate the property. As a result, the remaining balance of $327,571that had been previously
capitalized were written off.
Perron Claims – Athabasca
On May 13, 2015 the Company acquired a 100% interest in two mineral tenures at Perron Lake in the
northeastern Athabasca Basin region of northern Canada for $4,500.
The following schedule shows the property expenditures for the years ended April 30, 2015 and 2014:
Kayla Property
Balance, April 30, 2014

$ 326,471

Acquisition costs
Staking
Exploration costs
Assay costs
Total costs for the year
Impairment of mineral property
Balance, April 30, 2015

1,100

$

327,571

The following schedule shows the property expenditures for the years ended April 30, 2016 and 2015:
Kayla Property
Balance, April 30, 2015
Acquisition costs
Staking
Exploration costs
Assay costs
Total costs for the year
Impairment of mineral property
Balance, April 30, 2016
7.

$ 327,571

Perron Claims
$

-

-

4,500

(327,571)
$
Nil

4,500
4,500

$

LOANS
The Company owes $9,500 (2015: $nil), by way of unsecured Promissory Note due on demand, to a Director
of the Company. The note did not bear interest
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8.

SHARE CAPITAL
a)

Authorized: Unlimited common shares with no par value.

b) Issued:
During the year ended April 30, 2016
The Company conducted no equity financing nor issued any of its common shares during the year ended
April 30, 2016.
During the year ended April 30, 2015
The Company completed a private placement of 6,330,000 units at $0.05. Each unit consists of share and
one, three year share purchase warrant entitling the holder to purchase one additional common share at
$0.05 year one and two and at $0.10 in year three until expiry. The Company also paid a finders’ fee in
connection with the placement of $19,022 and issued 380,446 Finders Warrants valued at $14,100 and other
costs of $2,333. The finder warrants were value using the Black-Scholes model with the following
assumptions:
2015
Risk free interest rate
Expected life (in years)
Expected volatility
Expected dividend yield

c)

1.13%
3
129%
0%

Warrants:
Warrant transactions and the number of warrants outstanding are summarized as follows:
2016

2015
Weighted
Average
Exercise
Price

Number of
Warrants

Weighted
Average
Exercise
Price

Number of
Warrants

Balance, beginning of year
Issued
Expired

6,330,330
-

$

0.067
-

6,330,330
-

Balance, end of year

6,330,000

$

0.10

6,330,330

$

$

0.00
0.067
0.00
0.067
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8.

SHARE CAPITAL - continued
c) Warrants - continued

The following warrants were outstanding and exercisable as at April 30, 2016 and 2015:

Expiry Date

Exercise
Price

July 31, 2017

$0.05/0.10

Number of Warrants
2016
2015

Weighted average outstanding life of warrants
d)

6,330,000

6,330,000

1.25 years

-

Stock Options:

The Company has a stock option plan in place under which it is authorized to grant options of up to 10% of
its outstanding shares to officers, directors, employees and consultants. The exercise price of each option is
to be determined by the Board of Directors but shall not be less than the discounted market price as defined
by the TSX Venture Exchange. The expiry date for each option should be for a maximum term of five
years. Options granted to consultants not engaged in investor relations activities are granted for past
services and vest immediately. Options granted to investor relations consultants vest in stages over twelve
months with no more than one-quarter of the options vesting in any three month period.
The Company granted no incentive options during the year ended April 30, 2016. During the year ended
April 30, 2015 the Company granted 1,100,000 incentive stock options to directors, officers and certain
consultants to the Company. The incentive options are exercisable for five years ending October 21, 2019,
a fair value of $118,600 has been recorded as stock based compensation.
2015
Risk free interest rate
Expected life (in years)
Expected volatility
Expected dividend yield

1.13%
5
150%
0%

The following is a summary of transactions for the years ended April 30, 2016 and 2015:
2016

2015
Weighted
Average
Exercise
Price

Number of
Options

Weighted
Average
Exercise
Price

Number of
Options

Balance, beginning of year
Granted
Cancelled/Expired

1,208,000
(108,000)

$

0.19
0.60

228,000
1,100,000
(120,000)

$

0.55
0.15
0.55

Balance, end of year

1,100,000

$

0.15

1,208,000

$

0.19
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8.

SHARE CAPITAL - continued
d) Stock options – continued

The following stock options were outstanding and exercisable as at April 30, 2016 and 2015:

Expiry Date

Exercise
Price

July 31, 2019
April 25, 2016

$ 0.15
$ 0.60

Number of Options
Number
2016
2015

Weighted average outstanding life of options

e)

1,100,000
-

1,100,000
108,000

1,100,000
3.47 years

1,208,000
4.17 years

Agent’s Warrants
The Company issued no agent’s warrants during the year ended April 30, 2016.
The Company issued 380,446 agent’s warrants during the year ended April 30, 2015. Agent’s warrants are
valued using the Black-Scholes option pricing model and recorded as share issue costs. During the year
ended April 30, 2015 the Company recorded $14,100 in share issue costs.
The following agent’s warrants were outstanding and exercisable as at April 30, 2016 and 2015:
2016

2015
Weighted
Average
Exercise
Price

Number of
Warrants
Balance, beginning of year
Expired
Issued

380,446
-

Balance, end of year

380,446

$

$

Weighted
Average
Exercise
Price

Number of
Warrants

0.67
0.00
0.00

380,446

0.10

380,446

$

0.00
0.00
0.67

$

0.67

-

The following warrants were outstanding and exercisable as at April 30, 2016 and 2015:

Expiry Date

Exercise
Price

July 31, 2017

$0.05/0.10

Weighted average outstanding life of warrants

Number of Warrants
2016
2015
380,466

380,446

1.25 years

2.25
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9.

RELATED PARTY TRANSACTIONS
Key management personnel are those persons having authority and responsibility for planning, directing and
controlling the activities of the Company, directly or indirectly. Key management personnel include the
Company’s executive officers and Board of Director members.
The aggregate value of transactions relating to key management personnel were as follows:

Key management compensation

2015

2016

Consulting fees (1)
Directors fees (2)(5)
Travel (3)

$

52,000
154,000
-

$

61,200
126,000
13,868

Total

$

215,500

$

201,068

Related party balances
Accounts payable(4)(5)

2016
$

2015
$

384,770

168,000

Note:
(1) Paid to Marketworks, Inc. a company controlled by an officer of the Company;
(2) Accrued but not paid to directors of the Company as follows: Carl Von Einsiedel $38,500 (2015: $42,000), James
Henderson $38,500 (2015: $42,000), Michael Shmazian $38,500 (2015: $42,000) and Ariel Partners a company
controlled by a director of the Company $38,500 (2015: $Nil)
(3) Paid to Michael Shmazian, Director of the Company;
(4) The amounts payable to related parties include $29,700 (2015 – $Nil) payable to Marketworks Inc.; Carl von Einsiedel
$94,500 (2015: 56,000); James Henderson $94,500 (2015: 56,000); Michael Shmazian $104,500 (2015: 56,000) and
Ariel Partners a company controlled by a director of the Company $71,570 (2015: $33,070).
(5) Subsequent to the year end April 30, 2016 Messrs, Henderson, Hill and Shmazian assigned their outstanding debt to an
independent third party. These amounts were: James Henderson $94,500; Michael Shmazian $104,500; and Ariel
Partners $71,570.

The Company has identified certain directors and certain senior officers as its key management personnel. The
compensation costs for key management personal for the years ended April 30, 2016 and 2015 are as follows:
April 30
2016
Share-based compensation

$

-

2015

$ 118,600
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10. SUPPLEMENTAL CASH FLOW INFORMATION
The following significant non-cash transactions have been excluded from the statements of cash flows:
During the year ended April 30, 2016
No significant non-cash transactions during the ended April 30, 2016.
During the year ended April 30, 2015
The Company issued 380,466 Agent’s warrants during the period and recorded fair value of $14,100.
Additionally, the Company granted 1,100,000 incentive stock options during the fiscal year. Valuation using
the Black-Scholes method, recorded a fair value of $118,600.
11. INCOME TAXES

A reconciliation of income taxes at statutory rates is as follows:

2015

2016
Loss for the year before income taxes

$

(576,993)

$

(420,232)

Expected income tax recovery (2016 and 2015: 26.0%)

(150,018)

(109,260)

Tax effects of:
Permanent and other differences
Change in unrecognized deferred income tax assets

150,018

21,708
87,552

Deferred income tax recovery

$

-

$

-
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11. INCOME TAXES - continued

The significant components of the Company’s unrecognized deferred income tax assets are as follows:

2015

2016
Deferred income tax assets
Exploration and evaluation costs
Non-capital losses
Share issuance costs
Total unrecognized deferred tax assets

$

76,065
686,632
5,531

$

768,228

$

$

(9,103)
613,986
13,327
618,210

As at April 30, 2016, the Company had non-capital losses carried forward of approximately $2,640,891 (2015 $2,361,484 which may be utilized to reduce future years’ taxable income and expire through to 2036 if not
utilized. The Company has approximately $297,058 (2014 - $292,558) of exploration and development costs
which are available for deduction against future income for tax purposes.
The non-capital losses expire as follows:
Total
2031

$

887,463

2032

501,438

2033

361,465

2034

277,058

2035

334,060

2036

279,407

Total

$ 2,640,891

Deferred income tax assets in respect of losses and other temporary differences are recognized when it is more
likely than not, that they will be recovered against profits in future periods. No deferred income tax assets have
been recognized as this criterion has not been met.
12. SEGEMENTED INFORMATION
The Company operates in one segment – the acquisition, exploration and development of mineral properties. As
at April 30, 2016 and 2015, all of the Company’s operations and assets were in Canada.
13. SUBSEQUENT EVENTS
a)

On May 08, 2016 Mr. Michael Shmazian, Director and Mr. James Henderson, Director and Chief Financial
Officer resigned their positions with the Company. The Company appointed Mr. Raymond Wladichuk to
the board of directors and an independent member of the audit committee and appointed Ms. Kathryn Witter
as Chief Financial Officer of the Company.
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13. SUBSEQUENT EVENTS – Continued
b) On May 8, 2016 Messrs, Henderson, Hill and Shmazian assigned their outstanding debt to an independent
third party. These amounts were: James Henderson $94,500; Michael Shmazian $104,500; and Ariel
Partners $71,570.
c)

On June 6, 2016, the Company received $20,000, by way of unsecured Promissory Note due on demand, to
an unrelated party. The note does not bear interest.

d) The Company allowed its Kayla Property claims to lapse on June 26, 2016, and has recorded an impairment
of $327,571 reflected in the year ended April 30, 2016 financial statements. Due to increased interest in the
resource sector, the Company has subsequently re-secured these claims.
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