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This Management Discussion and Analysis for Umbral Energy Corp. (the “Company”) provides analysis 
of the Company’s financial results for the year ended October 31, 2014.  The following information should 
be read in conjunction with the accompanying annual financial statements and related notes for the year 
ended October 31, 2014. 



 

1.1 Date of Report   

 

The following Management Discussion and Analysis (“MD&A”) focuses on significant factors that have 

affected Umbral Energy Corp. (the “Company” or “Umbral”) performance and such factors that may affect its 

future performance. This MD&A should be read in conjunction with the Company’s annual financial statements 

and related notes for the year ended October 31, 2014, which were prepared in accordance with International 

Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards Board (“IASB”).  

Unless otherwise noted, all currency amounts are in Canadian dollars. This MD&A is dated February 26, 2015. 
 

Forward-Looking Information 

 

This MD&A contains certain information that may be deemed “forward-looking information”. All information 

in this MD&A, other than information of historical fact, that address exploration drilling, exploitation activities 

and events or developments that the Company expects to occur, are forward looking information. Forward 

looking information is information that is not historical fact and is generally, but not always, identified by the 

words “expects”, “plans”, “anticipates”, “believes”, “intends”, “estimates”, “projects”, “potential” and similar 

expressions, or that events or conditions “will”, “would”, “may”, “could” or “should” occur. Information 

inferred from the interpretation of drilling results and information concerning mineral resource estimates may 

also be deemed to be forward looking information, as it constitutes a prediction of what might be found to be 

present when and if a project is actually developed. The Company believes the expectations expressed in such 

forward-looking information are based on reasonable assumptions, limited to a period for which the information 

can be reasonably estimated and pursuant to the accounting policies. Such information is not a guarantee of 

future performance and actual results may differ materially from those in the forward-looking information. 

Forward-looking information is based upon current metal prices, availability of financing and general market 

conditions. Factors that could cause the actual results to differ materially from those in forward-looking 

information include market prices, exploitation and exploration successes, and continued availability of capital 

and financing, and general economic, market or business conditions. Investors are cautioned that any such 

information is not a guarantee of future performance and actual results or developments may differ materially 

from those projected in the forward-looking information. 

 

Management’s Responsibility for Financial Statements 

 

The information provided in this MD&A, including the annual financial statements, are the responsibility of 

management.  In the preparation of these financial statements, estimates are sometimes necessary to make a 

determination of the future values for certain assets or liabilities.  Management believes such estimates have 

been based on careful judgments and have been properly reflected in the accompanying annual financial 

statements. 

 

Management maintains a system of internal controls to provide reasonable assurance that the Company’s assets 

are safeguarded and to facilitate the preparation of relevant and timely information. 
 
1.2  Overall Performance 
 
Nature of Business and Overall Performance 
 

The Company was incorporated on October 25, 2007 under the Business Corporations Act of British Columbia.  

The Company was called for trading on the TSX Venture Exchange on January 6, 2010.  Effective March 8, 

2013, Trijet Mining Corp. consolidated its share capital on a two-old-for-one-new basis and changed its name 

to Umbral Energy Corp.  On October 20, 2014, the shares of the Company commenced trading on the Canadian 

Securities Exchange under the symbol UMB and delisted its common shares from the TSX Venture Exchange. 

 



 

The Company’s head office is located at 929 Mainland Street, Vancouver, B.C. V6B 1S3 and its registered and 

records office is care of McMillan LLP, Suite 1500 – 1055 West Georgia St., Vancouver, B.C. V6E 4N7. 

 

2014 Fiscal Summary: 

 

- For the year ended October 31, 2014, the Company recorded a net loss and comprehensive loss of 

$1,869,292 or $0.05 loss per share compared to a net loss and comprehensive loss of $443,099 or $0.02 

loss per share for the year ended October 31, 2013.  

- As at October 31, 2014, the Company had total assets of $284,468 (October 31, 2013 - $1,172,603) 

consisting primarily of cash and working capital of $14,322 (October 31, 2013 – working capital deficit 

of $220,925).   

- During the year ended October 31, 2014, the Company completed a non-brokered private placement of 

a total of 4,925,000 units for gross proceeds of $246,250. Each unit consisted of one common share 

and one non-transferable common share purchase warrant entitling the holder to purchase one 

additional share at $0.06 per share for five years.  A cash finder’s fee of $14,375 was paid.  The 

Company also issued 287,500 brokers’ warrants exercisable at $0.06 per warrant for a period of five 

years from closing.  The brokers’ warrants were valued at $6,533, using a Black Scholes option pricing 

model using a weighted average risk free interest rate of 1.57%, a volatility factor of 120%, and an 

expected life of 5 years. 

- The Company granted a total of 4,250,000 options at prices ranging between $0.05 and $0.09 per share 

and issued a total 3,475,000 common shares for the exercise of 3,475,000 stock options at prices ranging 

between $0.05 and $0.09 per share for total proceeds of $206,000 which resulted in the transfer of 

$149,512 from share-based payment reserve to share capital. 

- The Company issued 4,950,000 common shares for the exercise of 4,950,000 warrants at prices of 

$0.06 and $0.10 per share for total proceeds of $313,781  

- The Company recognized $845,976 for the impairment of its Letourneur Gold Project which it was 

unable to raise sufficient financing to properly explore the claims to determine if they contained 

economically viable mineral resources. 

- The Company abandoned its 37.5% interest in the Little Bow oil and gas project in Alberta as test 

drilling in 2013 was unsuccessful resulting in an expense of $348,015. 

 

Subsequent to October 31, 2014, the Company: 

 

-  completed the acquisition of 1005477 BC Ltd., a holding company which owns 50% of 

PhyeinMed Inc.,  an operating company which has submitted an application to Health Canada for 

a Marihuana for Medical Purposes Regulations Licence.  Umbral paid $129,500 of verifiable 

expenses in cash and issued of 3,000,000 common shares of the Company at  a deemed value 

of $0.055 per share to total  $165,000.  1005477 BC Ltd. will remain a wholly owned 

subsidiary of the Company.  The Company also issued 500,000 common shares at a deemed value 

of $0.055 to total $27,500 for finders fees and advanced a further $111,000 in cash. 

- issued 243,000 common shares for the exercise of 243,000 options at $0.06 per share for total proceeds 

of $14,580 which resulted in the transfer of $14,535 from share-based payment reserve to share capital. 

- granted a total of 3,000,000 incentive stock options to directors, officers and consultants under the 

Company’s Stock Option Plan.  The Company issued 1,000,000 common shares for the exercise of 

1,000,000 options at $0.05 per share for total proceeds of $50,000 which resulted in the transfer of 

$49,859 from share-based payment reserve to share capital.  The remaining 2,000,000 stock options 

outstanding are exercisable at $0.05 per common share until February 13, 2020. 

- cancelled 250,000 options exercisable at $0.05 and 117,000 options exercisable at $0.06. 

 

 



 

The Company is engaged in the business of resource exploration and business development.  The Company’s 

corporate objectives are to identify, acquire and develop projects of merit that will generate cash-flow in the 

short-term and create long-term value to its current and future shareholders. 

 

The annual financial statements have been prepared on the basis of accounting principles applicable to a going 

concern. This assumes the Company will operate for the foreseeable future and will be able to realize its assets 

and discharge its liabilities in the normal course of operations.  The Company has incurred operating losses 

since inception, does not have positive operating cash flow, and there can be no assurances that sufficient 

funding, including adequate financing, will be available to explore its mineral properties and to cover general 

and administrative expenses necessary for the maintenance of a public company.  The ability of the Company 

to arrange additional financing in the future depends in part, on the prevailing capital market conditions and 

mineral property exploration success.  These factors may cast significant doubt on the Company’s ability to 

continue as a going concern.  Accordingly, the annual financial statements do not give effect to adjustments 

that would be necessary should the Company be unable to continue as a going concern and therefore be required 

to realize its assets and liquidate its liabilities, contingent obligations and commitments other than in the normal 

course of business and at amounts different from those in the annual financial statements. 

 

There can be no assurance that the Company will be able to continue to raise funds in which case the Company 

may be unable to meet its obligations. Should the Company be unable to realize its assets and discharge its 

liabilities in the normal course of business, the net realizable value of its assets may be materially less than the 

amounts recorded in the annual financial statements. 

 

Mineral Project 

 

The Letourneur Gold Project, Quebec 

 

Pursuant to an option agreement dated April 20, 2010, the Company was granted an option to acquire an 

undivided 75% interest in the Letourneur gold property by making cash payments in the amount of $35,000 

(paid) to the vendor and by spending $250,000 (incurred) on the property over two years. The Company had 

the right of first refusal to meet any offer on the remaining 25% interest.  The original agreement consisted of 

mineral claims covering approximately 658 hectares located in the Abitibi greenstone belt in northwestern 

Quebec.  Additional claims or approximately 2,546.49 hectares contiguous to the Property were staked during 

the years ended October 31, 2010 and 2011 and were subject to the terms of the Option Agreement.  On 

September 8, 2011, the Company acquired the remaining 25% interest in the Letourneur gold project in 

consideration for granting the vendor a net smelter royalty (“NSR”) of 2%.  The Company was given the right 

repurchase up to half (1%) of the NSR for $1,000,000.  During the year ended October 31, 2014, the Company 

allowed certain claims to lapse and recognized $845,976 for the impairment of its mineral property. 

 

Oil and Gas Project 

 

Little Bow Area Farmout Agreement, Alberta 

 

On February 26, 2013, the Company entered into a farmout agreement with Aroway Energy Inc. (“Aroway”) 

to earn a 25% interest in an exploration test well located in Southern Alberta.  Pursuant to the terms of the 

agreement, Umbral would pay 37.5% of all costs and expenses associated with the test well to earn 25% of all 

revenue.  Further participation in the area of interest would be on the basis of 37.5% to earn 37.5%. 

 

During the year ended October 31, 2014, the Company abandoned its interest in the Little Bow area and 

expensed $348,015.  In accordance with the Aroway farmout agreement, the Company has the first right of 

refusal for future projects in this area.  

 



 

1.3 Selected Annual Information 

 

 

Fiscal year  ended 

2014 

($) 

2013 

($) 

2012 

($) 

Net sales N/A N/A N/A 
Loss before other items and income taxes 675,301 419,473 139,731 

Basic and diluted loss per share 0.05 0.02 0.07 

Net loss and comprehensive loss 1,869,292 443,099 853,855 

Total assets 284,468 1,172,603 892,661 

Long term financial liabilities  Nil Nil Nil 

Cash dividends declared N/A N/A N/A 
          

1.4 Results of Operations 

 

During the year ended October 31, 2014, the Company reported a loss and comprehensive loss of $1,869,292 

or $0.05 per share, as compared to a loss and comprehensive loss of $443,099 or $0.02 per share for the year 

ended October 31, 2013.  General and administrative expenses increased by $255,828 from $419,473 in 2013 

to $675,301 in the current year.  This increase was mainly attributable to: 

 

a) Consulting fees increased from $74,747 for the year ended October 31, 2013 to $308,966 for the year ended 

October 31, 2014.  The increase in consulting fees of $234,219 was due to the requirement of technical 

consultants to assist the Company in performing due diligence on its acquisition of 1005477 BC Ltd. and 

prepare its application for listing on the Canadian Securities Exchange. 

 

b) Management fees decreased from $115,490 for the year ended October 31, 2013 to $67,500 for the year 

ended October 31, 2014.  This decrease of $47,990 was due to management’s comprehensive involvement 

in the prior year for the consolidation of the Company’s share capital, completion of two tranches of the 

non-brokered private placement financing and the acquisition of the oil and gas interest. 

 

c) Professional fees decreased from $65,257 for year ended October 31, 2013 to $47,653 for the year ended 

October 31, 2014, a decrease of $17,604.  This decrease was due to the work required Company’s legal 

counsel in the preceding year to effect the name change and share consolidation which included an annual 

and extraordinary shareholders’ meeting and the review of the farmout agreement the Company entered 

into with respect to its interest in the Little Bow Project, Alberta. 

 

d) Shareholder communications decreased from $49,800 for the year ended October 31, 2013 to $10,198 for 

the year ended October 31, 2014, a decrease of $39,602.  This decrease was due to the Company hiring a 

marketing firm in the prior year to provide public relation services whereby current and prospective 

shareholders were informed of the Company’s new corporate objectives. 

 

e) Stock-based compensation expense increased from $60,413 for the year ended October 31, 2013 to 

$195,538 for the year ended October 31, 2014.  This is a non-cash expense which was attributable to the 

number of options granted and vested during the year and the assumptions used for the Black-Scholes 

option pricing model. 
 

f) The abandonment of its 37.5% interest in the Little Bow oil and gas project during the year ended October 

31, 2014 as test drilling in 2013 was unsuccessful resulting in an expense of $348,015. 

 

g) Impairment of exploration and evaluation assets increased from $13,012 for the year ended October 31, 

2013 to $845,976 for the year ended October 31, 2014.  This increase is attributable to the write-off the 



 

Letourneur minerals claims in 2014 and the Misery Lake claims in 2013 as the Company was unable to 

raise sufficient financing to properly explore the claims to determine if they contained economically viable 

mineral resources. 

 

Overall, the Company’s operating expenses increased significantly as compared to the prior year due to the 

increased activity during the year ended October 31, 2014 which included the due diligence and acquisition of 

1005477 BC Ltd. which was completed subsequent to October 31, 2014 and the listing of the Company’s shares 

on the Canadian Stock Exchange.  There can be no assurance that the Company will be able to continue to raise 

funds in which case the Company may be unable to meet its obligations.  Should the Company be unable to 

realize its assets and discharge its liabilities in the normal course of business, the net realizable value of its 

assets may be materially less than the amounts recorded in the financial statements. 

 
1.5  Summary of Quarterly Results   

 
 Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1 

2014 2014 2014 2014 2013 2013 2013(2) 2013(2) 

Total revenues Nil Nil Nil Nil Nil Nil Nil Nil 

Net loss $1,638,014 $28,983 $66,299 $135,996 83,046 $126,388 $196,485 $37,180 

Basic loss per share (1) $0.04 $0.00 $0.00 $0.01 0.00 $0.01 $0.01 $0.00 
(1) Loss per share on a diluted basis is not disclosed as it is anti-dilutive due to losses incurred. 

(2) Effective March 8, 2013, the common shares of the Company consolidated its share capital on a two-old-for-one-new basis 

and changed its name to Umbral Energy Corp.  All references to common shares, share purchase warrants and stock options 

are have been adjusted to reflect the share consolidation unless otherwise noted. 

 

During the fourth quarter of 2014, the Company recognized $845,976 for the impairment of its Letourneur Gold 

Project and abandoned its 37.5% interest in the Little Bow oil and gas project which resulted in the expense of 

$348,015.  The Company also granted a total of 2,750,000 stock options to directors, officers and consultants,   

performed a due diligence review which subsequently resulted in the acquisition of 1005477 BC Ltd. and listed 

its shares on the Canadian Stock Exchange. 

 

During the second quarter of 2014, the Company granted 350,000 stock options to directors, officers and 

technical consultants of the Company.  

 

During the first quarter of 2014, the Company granted 1,150,000 stock options to directors, officers and 

technical consultants of the Company  

 

During the third quarter of 2013, the Company granted 1,500,000 stock options to directors, officers and 

consultants of the Company and wrote off its interest in its Misery Lake REE claims.   

 

During the second quarter of 2013, the Company effected a name change and share consolidation, completed a 

non-brokered private placement financing and reviewed a number of different projects for acquisition which 

resulted in the entry of the 25% interest in the farmout agreement on the Little Bow oil and gas exploration test 

well. 

 

The expenses incurred by the Company are those typical of junior exploration and development stage 

companies that have not established mineral reserves or advanced its projects to a positive cash flow stage. In 

some quarters more expenses are incurred than in others as a result of non-recurring activities or events. 

 

1.6 Liquidity 

 

On October 31, 2014, the Company had a cash position of $267,413 and working capital of $14,322 compared 

to $3,900 cash at October 31, 2013 and a working capital deficiency of $220,925.   



 

 

During the year ended October 31, 2014, the Company completed a non-brokered private placement of a total 

of 4,925,000 units for gross proceeds of $246,250. Each unit consisted of one common share and one non-

transferable common share purchase warrant entitling the holder to purchase one additional share at $0.06 per 

share for five years.  A cash finder’s fee of $14,375 was paid.  The Company also issued 287,500 brokers’ 

warrants exercisable at $0.06 per warrant for a period of five years from closing.  The brokers’ warrants were 

valued at $6,533, using a Black Scholes option pricing model using a weighted average risk free interest rate of 

1.57%, volatility factor of 120%, and an expected life of 5 years.  The Company granted a total of 4,250,000 

options at prices ranging between $0.05 and $0.09 per share and issued a total of 3,475,000 common shares for 

the exercise of 3,475,000 stock options at prices ranging between $0.05 and $0.09 per share for total proceeds 

of $355,512 which resulted in the transfer of $149,512 from share-based payment reserve to share capital.  

 The Company also issued 4,950,000 common shares for the exercise of 4,950,000 warrants at prices of $0.06 

and $0.10 per share for total proceeds of $313,781  

 

Subsequent to October 31, 2014, the Company: 

 

-  completed the acquisition of 1005477 BC Ltd., a holding company which owns 50% of 

PhyeinMed Inc.,  an operating company which has submitted an application to Health Canada for 

a Marihuana for Medical Purposes Regulations Licence.  Umbral paid $129,500 of verifiable 

expenses in cash and issued of 3,000,000 common shares of the Company at  a deemed value 

of $0.055 per share to total  $165,000 .  1005477 BC Ltd. will remain a wholly owned 

subsidiary of the Company.  The Company also issued 500,000 common shares at a deemed value 

of $0.055 to total $27,500 for finders fees and advanced a further $111,000 in cash. 

- issued 243,000 common shares for the exercise of 243,000 options at $0.06 per share for total 

proceeds of $14,580 which resulted in the transfer of $14,535 from share-based payment reserve 

to share capital.   

- granted a total of 3,000,000 incentive stock options to directors, officers and consultants under the 

Company’s Stock Option Plan.  The Company issued 1,000,000 common shares for the exercise of 

1,000,000 options at $0.05 per share for total proceeds of $50,000 which resulted in the transfer of 

$49,859 from share-based payment reserve to share capital.  The remaining 2,000,000 stock options 

outstanding are exercisable at $0.05 per common share until February 13, 2020. 

- cancelled 250,000 options exercisable at $0.05 and 117,000 options exercisable at $0.06. 

 
The Company anticipates it will require additional capital in the future to finance ongoing exploration of its 

properties and general and administrative expenses, such capital to be derived from the exercise of outstanding 

stock options and warrants and/or the completion of private placements.  The Company may also seek short-

term loans from directors of the Company or others.  There can be no assurance the Company will be able to 

obtain required financing in the future on acceptable terms to the Company.   

 

1.7 Capital Resources 

 

The Company does not generate any revenues and no revenues are anticipated until we advance our projects to 

a positive cash flow stage.  Accordingly, the Company must raise cash continuously from sources.  Umbral has 

historically relied upon equity financings to satisfy its capital requirements and will continue to depend heavily 

upon equity capital to finance its activities.  There can be no assurance the Company will be able to obtain 

required financing in the future on acceptable terms to the Company. 

 

As at October 31, 2014, the Company has cash of $267,413 (2013 - $3,900).  The current monthly “burn” rate 

for general and administrative expenses is approximately $25,000.  The Company presently has no other 

financial commitments. 



 

The Company anticipates it will need additional capital in the future to finance ongoing exploration of its 

resource properties and general and administrative expenses, such capital to be derived from the exercise of 

outstanding stock options and warrants and/or the completion of private placements.  The Company may also 

seek short-term loans from directors of the Company or others. 

 

1.8 Off-Balance Sheet Arrangements 

 

There are no off-balance sheet arrangements to which the Company is committed. 

 

1.9 Transactions with Related Parties 

 

All related party transactions 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. All amounts either due 

from or due to related parties other than specifically disclosed are non-interest bearing, unsecured and have no 

fixed terms of repayments. 

 

a) During the year ended October 31, 2014, the Company incurred $67,500 (2013 - $115,490) for 

management fees to its directors.   

 

b) During the year ended October 31, 2014, the Company incurred $61,486 (2013 - $21,000) for technical 

consulting fees to a director and a company with a director in common. 

 

c) During the year ended October 31, 2014, the Company incurred $Nil in rent and $Nil in telephone 

expenses (2013 - $3,774 and $200 respectively) which were paid and/or accrued as due from a company 

with former directors in common. 

 

d) The Company loaned $10,000 to a public company with former directors in common, at an interest rate 

of 12% per annum and an initial term of three months which was amended to payable on demand.  

During the year ended October 31, 2014, the Company agreed to settle $12,976 in loan and accrued 

interest and $5,447 in rent and telephone expenses for a final and full cash payment of $7,000 resulting 

in a loss on settlement of debt of $11,423 which was recorded during the year ended October 31, 2013.  

As at October 31, 2014, the Company was owed $Nil (2013 - $7,000) by the related public company. 

 

e) As of October 31, 2014, directors, former directors and a company with a director in common were 

owed a total of $45,496 (2013 - $49,200). 

 

Management compensation transactions for the years ended October 31, 2013 and 2012 are summarized as 

follows: 

  SHORT-TERM 

EMPLOYEE 

BENEFITS 

SHARE-

BASED 

PAYMENTS 

 

TOTAL 

Year ended October 31, 2014     

Directors and officers  $    67,500        $  88,158 $    155,658 

Year ended October 31, 2013     

Directors and officers  $  115,490         $    54,371 $    169,861 

 

1.10 Fourth Quarter 

 

Fourth quarter results differ significantly from prior periods due to the Company recognizing $845,976 for the 

impairment of its Letourneur Gold Project and abandoned its 37.5% interest in the Little Bow oil and gas project 

which resulted in the expense of $348,015.  The Company also granted a total of 2,750,000 stock options to 



 

directors, officers and consultants,   performed a due diligence review which subsequently resulted in the 

acquisition of 1005477 BC Ltd. and listed its shares on the Canadian Stock Exchange. 

 

1.11 Proposed Transactions 

 

In the normal course of business, the Company evaluates property acquisition transactions and, in some cases, 

makes proposals to acquire such properties. These proposals, which are usually subject to Board, regulatory 

and, sometimes, shareholder approvals, may involve future payments, share issuances and property work 

commitments. These future obligations are usually contingent in nature and generally the Company is only 

required to incur the obligation if it wishes to continue with the transaction. As of this date, the Company has a 

number of possible transactions that it is examining.  Management is uncertain whether any of these proposals 

will ultimately be completed. 

 

1.12  Critical Accounting Estimates 

 

The preparation of financial statements in conformity with IFRS requires management to make judgments 

and estimates that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 

liabilities at the date of the annual  financial statements and the reported amounts of expenses during the 

reporting period. Actual outcomes could differ from these estimates. The financial statements include 

estimates which, by their nature, are uncertain. The impacts of such estimates are pervasive throughout the 

financial statements, and may require accounting adjustments based on future occurrences. Revisions to 

accounting estimates are recognized in the period in which the estimate is revised and may affect both the 

period of revision and future periods. 

 

Information about critical accounting judgments in applying accounting policies that have the most significant 

risk of causing material adjustment to the carrying amounts of assets and liabilities recognized in the financial 

statements within the next financial year are discussed below:  

 

i)    Exploration and Evaluation Assets 

 

Management is required to assess impairment in respect of intangible exploration and evaluation assets.  

The triggering events for exploration and evaluation assets are defined in IFRS 6 Exploration for and 

Evaluation of Mineral Properties and are as follows: 

 

 the period for which the entity has the right to explore in the specific area has expired during the period 

or will expire in the near future, and is not expected to be renewed; 

 substantive expenditure on further exploration for and evaluation of mineral resources in the specific 

area is neither budgeted nor planned; 

 exploration for and evaluation of mineral resources in the specific area have not led to the discovery of 

commercially viable quantities of mineral resources and the entity has decided to discontinue such 

activities in the specific area; 

 sufficient data exist to indicate that, although a development in the specific area is likely to proceed, 

the carrying amount of the exploration and evaluation asset is unlikely to be recovered in full from 

successful development or by sale. 

 

Management’s assessment of recoverability is based on, among other things, the Company’s estimate of 

current mineral reserves and resources which are supported by geological estimates, estimated commodity 

prices, and the procurement of all necessary regulatory permits and approvals. These assumptions and 

estimates could change in the future and this could materially affect the carrying value and the ultimate 

recoverability of the amounts recorded for exploration and evaluation assets. 



 

Information about critical accounting estimates in applying accounting policies that have the most 

significant risk of causing material adjustments to the financial statements within the next financial year 

are discussed below: 

 

ii)     Share-based payment transactions 

 

The Company measures the cost of equity-settled transactions with employees by reference to the fair value 

of the equity instruments at the date at which they are granted. Estimating fair value for share-based 

payment transactions requires determining the most appropriate valuation model, which is dependent on 

the terms and conditions of the grant. This estimate also requires determining the most appropriate inputs 

to the valuation model including the expected life of the share option, volatility and dividend yield and 

making assumptions about them. The assumptions and models used for estimating fair value for share-

based payment transactions are disclosed in Note 6. 

 

iii)   Flow-through Share Provision  

 

Flow-through share provisions are comprised of the Company’s various tax penalties and indemnification 

liabilities relating to the deficiencies in incurring the required amount of qualifying exploration 

expenditures related to past flow-through share issuances on a timely basis.   The Company may also be 

required to indemnify the holders of such shares for any tax and other costs payable by them in the event 

the Company has not made exploration expenditures. Flow-through share provisions have been created 

based on internal estimates of the maximum penalties and indemnification liabilities the Company could 

be subject to.   Assumptions, based on the current tax regulations, have been made which management 

believes are a reasonable basis upon which to estimate the future liability. These estimates take into account 

any material changes to the assumptions that occur when reviewed regularly by management.    

 

 

1.13  Changes in Accounting Policies including Initial Adoption 

 
Standards issued but not yet effective up to the date of issuance of the Company’s financial statements are 
listed below. This listing is of standards and interpretations issued which the Company reasonably expects 
to be applicable at a future date.  
 

IFRS 9 Financial Instruments 

 

IFRS 9, Financial instruments (“IFRS 9”), amends some of the requirements of IFRS 7 Financial Instruments: 

Disclosures, including added disclosures about investments in equity instruments measured at fair value in 

Other Comprehensive Income (“OCI”), and guidance on financial liabilities and derecognition of financial 

instruments. In July 2013, the IASB tentatively decided to defer the mandatory effective date of IFRS 9. The 

IASB agreed that the mandatory effective date should no longer be annual periods beginning on or after January 

1, 2015 but rather be left open pending the finalization of the impairment and classification and measurement 

requirements. Management is currently assessing the impact of adopting IFRS 9 on our financial statements.  

 

IFRS 10 Consolidated Financial Statements 

 

IFRS 10 replaces the consolidation requirements in SIC-12 Consolidation—Special Purpose Entities and IAS 

27 Consolidated and Separate Financial Statements and is effective for annual periods beginning on or after 

January 1, 2013 with required retrospective application and early adoption permitted. IFRS 10 builds on existing 

principles by identifying the concept of control as the determining factor in whether an entity should be included 

within the consolidated financial statements of the parent company. The standard also provides additional 

guidance to assist in the determination of control where this is difficult to assess. This standard will be adopted 



 

in the Company’s financial statements for the period beginning November 1, 2014, and management expects 

there to be no impact to the financial statements on adoption. 

 

IFRS 11 Joint Arrangements 

 

IFRS 11 establishes principles for financial reporting by parties to a joint arrangement and supersedes IAS 31 

Interests in Joint Ventures and SIC 13 Jointly Controlled Entities - Non - Monetary Contributions by Venturers. 

This new standard is effective January 1, 2013 with required retrospective application and early adoption 

permitted. IFRS 11 provides for the accounting of joint arrangements by focusing on the rights and obligations 

of the arrangement, rather than its legal form (as is currently the case). The standard also eliminates the option 

to account for jointly controlled entities using the proportionate consolidation method. This standard will be 

adopted in the Company’s financial statements for the period beginning November 1, 2014, and management 

expects there to be no impact to the financial statements on adoption. 

 

1.14  Financial Instruments and Other Risks 

 

In common with all other businesses, the Company is exposed to risks that arise from its use of financial 

instruments. This note describes the Company’s objectives, policies and processes for managing those risks and 

the methods used to measure them. Further quantitative information in respect of these risks is presented 

throughout these financial statements. 

 

There have been no substantive changes in the Company’s exposure to financial instrument risks, its objectives, 

policies and process for managing those risks or the methods used to measure them from previous years unless 

otherwise stated in this note. 

 

a) Market Risk 

 

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of 

changes in market prices and are comprised of foreign currency risk and interest rate risk. 

 

b)     Foreign Currency Risk 

 

Foreign currency risk is the risk that a variation in exchange rates between the Canadian dollar and other foreign 

currencies will affect the Company’s operations and financial results. The Company does not have significant 

exposure to foreign exchange rate fluctuation. 

 

c) Interest Rate Risk 

 

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. 

Interest rate risk is limited to potential decreases on the interest rate offered on cash and cash equivalents held 

with chartered Canadian financial institutions. The risk that the Company will realize a loss as a result of a 

decline in the fair value of the cash equivalents is limited because of the short-term nature of the investments. 

 

d) Credit Risk 

 

Credit risk is the risk of financial loss to the Company if a customer or a counterparty to a financial instrument 

fails to meet its contractual obligations. Financial instruments which are potentially subject to credit risk for the 

Company consists primarily of cash and cash equivalents. Cash and cash equivalents are maintained with 

financial institutions of reputable credit and may be redeemed upon demand. The Company considers this risk 

to be minimal. 

 



 

e) Liquidity Risk  

 

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

The Company’s policy is to ensure that it will always have sufficient cash to allow it to meet its liabilities when 

they become due, under both normal and stressed conditions, without incurring unacceptable losses or risking 

damage to the Company’s reputation. The key to success in managing liquidity is the degree of certainty in the 

cash flow projections. If future cash flows are fairly uncertain, the liquidity risk increases. The Company 

manages liquidity risk through the management of its capital structure (Note 10). Accounts payable and accrued 

liabilities and promissory notes are due within the current operating year. 

 

As at October 31, 2014, the Company had working capital of $14,322 (October 31, 2013 – working capital 

deficiency of $220,925). The Company does not currently operate any positive cash flow projects and as such, 

may be dependent upon issuance of new equity to advance its exploration and development projects. If equity 

financing is required, failure to obtain financing on a timely basis may cause the Company to postpone 

exploration plans, reduce or terminate its operations. 

 

Determination of Fair Value: 

 

Fair values have been determined for measurement and/or disclosure purposes based on the following methods. 

When applicable, further information about the assumptions made in determining fair values is disclosed in the 

notes specific to that asset or liability. The financial position carrying amounts for cash and cash equivalents, 

amounts receivable, accounts payable and accrued liabilities and promissory notes payable approximate fair 

value due to their short-term nature. Due to the use of subjective judgments and uncertainties in the 

determination of fair values these values should not be interpreted as being realizable in an immediate settlement 

of the financial instruments. 

 

Fair Value Hierarchy: 

 

Financial instruments that are measured subsequent to initial recognition at fair value are grouped in Levels 1 

to 3 based on the degree to which the fair value is observable:  

 Level 1 – Applies to assets or liabilities for which there are quoted prices in active markets for identical 

assets or liabilities. 

 

 Level 2 – Applies to assets or liabilities for which there are inputs other than quoted prices included in 

Level 1 that are observable for the asset or liability, either directly such as quoted prices for similar assets or 

liabilities in active markets or indirectly such as quoted prices for identical assets or liabilities in markets with 

insufficient volume or infrequent transactions. 

 

 Level 3 – Applies to assets or liabilities for which there are unobservable market data. 

 

The Company’s financial instruments are classified into the following categories: 

 

 

 

 

 

 

 

 

 

 

  October  31, October 31, 

  2014 2013 

 Level Carrying 

Value 

Fair  

Value 

Carrying 

Value 

Fair 

Value 

          

Cash 1 $ 267,413 $ 267,413 $ 3,900 $ 3,900 



 

1.15  Other MD & A Requirements 

 

Disclosure of Outstanding Share Capital 

 

Authorized: Unlimited common shares without par value 

  

SHARE CAPITAL 

 NUMBER AMOUNT 

Balance, October 31, 2012 11,786,972 $ 2,405,697 

Issued shares for cash:    

   Non-brokered private placement 12,766,000  638,300 

Shares issue costs -  (38,820) 

Issuance of broker warrants -  (39,730) 

Balance, October 31, 2013  24,552,972  2,965,447 

Issued shares for cash:    

   Non-brokered private placement 4,925,000  246,250 

   Share options exercised 3,475,000  355,512 

   Warrants exercised 4,950,000  313,781 

Shares issue costs -  (14,375) 

Issuance of broker warrants -  (6,533) 

Balance, October 31, 2014  37,902,972  3,860,082 

Issued shares for cash:    

   Share options exercised 1,000,000  50,000 

Shares issued for subsidiary 3,000,000  165,000 

Shares issued for finders fees 500,000  27,500 

Balance, February 26, 2014 42,402,972 $ 4,102,582 

 
During the year ended October 31, 2013 the Company completed a non-brokered private placement of a total 

of 12,766,000 units for gross proceeds of $638,300. Each unit consists of one common share and one non-

transferable common share purchase warrant entitling the holder to purchase one additional share at $0.10 per 

share for five years.  Effective October 18, 2013, 11,842,600 of the share purchase warrants were re-priced to 

$0.06 each.  Cash finder’s fees of $35,645 were paid.  The Company also issued 712,900 brokers’ warrants 

exercisable at $0.10 per warrant for a period of five years from closing.  The brokers’ warrants were valued at 

$39,730, using a Black Scholes option pricing model using the following assumptions:  weighted average risk 

free interest rate of 1.32%, volatility factor of 118% - 121%, and an expected life of 5 years. 

 

During the year ended October 31, 2014, the Company completed a non-brokered private placement of a total 

of 4,925,000 units for gross proceeds of $246,250. Each unit consists of one common share and one non-

transferable common share purchase warrant entitling the holder to purchase one additional share at $0.06 per 

share for five years.  A cash finder’s fee of $14,375 was paid.  The Company also issued 287,500 brokers’ 

warrants exercisable at $0.06 per warrant for a period of five years from closing.  The brokers’ warrants were 

valued at $6,533, using a Black Scholes option pricing model using the following assumptions:  weighted 

average risk free interest rate of 1.57%, volatility factor of 120%, and an expected life of 5 years.  The Company 

issued 3,475,000 common shares for the exercise of 3,475,000 stock options at prices ranging between $0.05 

and $0.09 per share for total proceeds of $355,512 which resulted in the transfer of $149,512 from share-based 

payment reserve to share capital.  The Company issued 4,950,000 common shares for the exercise of 4,950,000 

warrants at prices of $0.06 and $0.10 per share for total proceeds of $313,781  

 



 

Subsequent to October 31, 2014, the Company issued 3,500,000 common shares at a deemed value of $0.055 

per share and 1,000,000 common shares at $0.05 for the exercise of 1,000,000 options.  

 

Escrow Shares 

 

There were no shares held in escrow during the years ended October 31, 2014 or 2013. 

 

Share Purchase Warrants 

 

The following share purchase warrants were outstanding at October 31, 2014 and February 26, 2015: 

 

NUMBER OF EXERCISE  

WARRANTS PRICE EXPIRY DATE 

8,586,136 $0.06 March 19, 2018 

922,966 $0.10 March 19, 2018 

1,075,989 $0.06 May 16, 2018 

283,809 $0.10 May 16, 2018 

2,862,500 $0.06 December 20, 2018 

13,741,400   

 

Stock Options 

 

The Company has adopted an incentive stock option plan, which provides that the Board of Directors of the 

Company may from time to time, in its discretion, and in accordance with the TSX Venture Exchange 

requirements, grant to directors, officers, employees and technical consultants to the Company, non-

transferable options to purchase common shares, provided that the number of common shares reserved for 

issuance will not exceed 10% of the issued and outstanding common shares of the Company.  Options granted 

will be exercisable for a term to be determined by the board of Directors, but not exceeding 10 years. 

 

The following stock options were outstanding at October 31, 2014: 

 

NUMBER OF EXERCISE  

OPTIONS PRICE EXPIRY DATE 

150,000 $0.05 May 29, 2018 

550,000 $0.05 January 10, 2019 

250,000 $0.05 April 15, 2019 

250,000 $0.06 August 6 ,2019 

1,075,000 $0.06 September 8, 2019 

2,275,000   

 

Subsequent to October 31, 2014, a total of 3,000,000 stock options were granted exercisable at $0.05 per 

common share for a period of five years.  1,000,000 of those options were exercised at $0.05 for proceeds of 

$50,000 to leave 2,000,000 options exercisable at $0.05 until February 13, 2020.  Additionally, a total of 

250,000 options exercisable at $0.05 and 117,000 exercisable at $0.06 were cancelled.  As at February 26, 2015, 

there are a total of 3,665,000 options outstanding. 

 

SUBSEQUENT EVENTS 

 

There are no subsequent events which have not been previously disclosed in this management discussion and 

analysis. 



 

DIRECTORS AND OFFICERS 

 

The current directors and officers of the Company are: 

 

Jagdip Bal, President, CEO and Director 

Mr. Brad Culver, Director 

Clint Sharples, Director and Chairman 

Kristina Khersonski, Secretary and CFO 

 

CONFLICTS OF INTEREST 

 

Certain officers and directors of the Company are officers and/or directors of, or are associated with other 

natural resource companies that acquire interests in mineral properties.  Such associations may give rise to 

conflicts of interest.  The directors are required by law, however, to act honestly and in good faith with a view 

to the best interests of the Company and its shareholders and to disclose any personal interest which they may 

have in any material transaction which is proposed to be entered into with the Company and to abstain from 

voting as a director for the approval of any such transaction. 

 

OUTLOOK 

 

All current projects are in review and new projects are being considered.  The Company continues to monitor 

its spending and may amend its plans based on business opportunities that may arise in the future. 

 

RISKS AND UNCERTAINTIES 

 

External financing may be required to fund the Company’s activities primarily through the issuance of common 

shares. There can be no assurance that the Corporation will be able to obtain adequate financing. The securities 

of the Corporation should be considered a highly speculative investment. The following risk factors should be 

given special consideration when evaluating an investment in any of the Corporation’s securities. 

 

The Corporation has no meaningful revenues, in the event that the Corporation generates any meaningful 

revenues in the future, the Corporation intends to retain its earnings in order to finance further growth. 

Furthermore, the Corporation has not paid any dividends in the past and does not expect to pay any dividends 

in the foreseeable future. 

 

OTHER INFORMATION 

 

Other information relating to the Company may be found on the SEDAR website www.sedar.com. 

 

BY ORDER OF THE BOARD 

 

Umbral Energy Corp 
 
“Jagdip Bal” 
 

President, CEO and Director 

February 26, 2015 

 

http://www.sedar.com/

