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Independent Auditor's Report
To the Shareholders of Gatling Exploration Inc.
Opinion
We have audited the financial statements of Gatling Exploration Inc. ("the Company"), which comprise the
statement of financial position as at March 31, 2019 and the statements of comprehensive loss, changes in equity
and cash flows for the period then ended, and notes to the financial statements, including a summary of
significant accounting policies.
In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position
of the Company as at March 31, 2019, and its financial performance and its cash flows for the period then ended
in accordance with International Financial Reporting Standards.
Basis for Opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards. Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Company in accordance with the ethical
requirements that are relevant to our audit of the financial statements in Canada, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.
Other Information
Management is responsible for the other information. The other information comprises:
•

Management's Discussion and Analysis

Our opinion on the financial statements does not cover the other information and we do not express any form of
assurance conclusion thereon.
In connection with our audit of the financial statements, our responsibility is to read the other information identified
above and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated.
We obtained the other information prior to the date of this auditor's report. If, based on the work we have
performed on this other information, we conclude that there is a material misstatement of this other information,
we are required to report that fact in this auditor's report. We have nothing to report in this regard.
Responsibilities of Management and Those Charged with Governance for the Financial Statements
Management is responsible for the preparation and fair presentation of the 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.
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In preparing the financial statements, management is responsible for assessing the Company’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liquidate the Company or to cease operations, or has no
realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Company’s financial reporting process.
Auditor's Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with Canadian generally accepted auditing standards will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.
As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:
•

Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

•

Obtain an understanding of internal control relevant to the audit 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.

•

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

•

Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions
that may cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that
a material uncertainty exists, we are required to draw attention in our auditor's report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor's report. However, future
events or conditions may cause the Company to cease to continue as a going concern.

•

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.
We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.
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The engagement partner on the audit resulting in this independent auditor's report is Diana Huang.
"Crowe MacKay LLP"
Chartered Professional Accountants
Vancouver, Canada
July 5, 2019

Gatling Exploration Inc.
Statement of Financial Position
(Expressed in Canadian Dollars)
March 31, 2019
Assets
Current
Cash and cash equivalents
Receivables
Prepaid expenses

$

8,003,294
91,622
401,755
8,496,671

Non-Current
Deposits
Equipment (note 7)

155,387
447
$

8,652,505

$

110,759
418,533

Liabilities
Current
Accounts payable and accrued liabilities
Other liabilities (note 9)

529,292
Shareholders’ Equity
Share Capital (note 11)
Share-based Payments Reserve (note 11)
Deficit

12,378,787
1,213,212
(5,468,786)
8,123,213
$

Commitments (note 14)
Subsequent Event (note 15)
Approved on behalf of the Board:
“Richard Boulay”
……………………………… Director
Richard Boulay

"Nav Dhaliwal”
……………………………… Director
Nav Dhaliwal

The accompanying notes are an integral part of these financial statements.
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8,652,505

Gatling Exploration Inc.
Statement of Comprehensive Loss
For the 241 Days Ended March 31
(Expressed in Canadian Dollars)
2019
Expenses
Consulting fees (note 10)
Depreciation (note 7)
Exploration and evaluation expenditures (notes 8 and 10)
Foreign exchange loss
Management fees (note 10)
Office and general (note 10)
Professional fees (note 10)
Rent (note 10)
Share-based payments (notes 10 and 11)
Shareholder communications and investor relations
Transfer agent and filings fees
Travel

$

262,847
50
3,144,903
544
290,000
119,191
167,743
39,274
1,265,689
116,024
81,055
153,842
(5,641,162)

Loss Before Other Items
Other Items
Other income (note 9)
Interest income

100,962
71,414

Net Loss and Comprehensive Loss for the Period

$

(5,468,786)

Basic and Diluted Loss Per Share

$

(0.17)

Weighted Average Number of Common Shares Outstanding – Basic
and Diluted

The accompanying notes are an integral part of these financial statements.
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32,805,829

Gatling Exploration Inc.
Statement of Changes in Equity
(Expressed in Canadian Dollars)
Share Capital
Number of
Shares
Share Capital
Balance, August 2, 2018
Shares issued as part of the Arrangement (note 1)
Private placements
Share issue costs
Flow-through liability
Stock options granted

33,426,512

$

11,544,328

9,359,423

Share-based
Payments Reserve
$

3,463,298

-

Deficit
$

Total
-

-

-

$

9,359,423
3,463,298

500,000

(18,916)

-

-

(18,916)

-

(519,495)

-

-

(519,495)

-

-

1,265,689

-

1,265,689

200,000

42,000

-

-

42,000

Transfer of stock option fair value on exercise

-

52,477

-

-

Net loss and comprehensive loss for period

-

-

Shares issued on exercise of stock options

Balance, March 31, 2019

45,670,840

$

12,378,787

The accompanying notes are an integral part of these financial statements.
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(52,477)
$

1,213,212

(5,468,786)
$

(5,468,786)

(5,468,786)
$

8,123,213

Gatling Exploration Inc.
Statement of Cash Flows
For the 241 Days Ended March 31
(Expressed in Canadian Dollars)
2019
Operating Activities
Net loss for the period
Items not involving cash
Depreciation
Shares issued for exploration and evaluation expenditures
Share-based payments
Other income

$

(5,468,786)
50
2,359,423
1,265,689
(100,962)

Changes in non-cash working capital
Receivables
Prepaid expenses
Accounts payable and accrued liabilities

(91,622)
(401,755)
110,759
(2,327,204)

Cash Used in Operating Activities
Investing Activities
Deposits
Purchase of equipment

(155,387)
(497)

Cash Used in Investing Activities

(155,884)

Financing Activities
Cash received as a result of the Arrangement
Shares issued for cash
Share issuance costs

7,000,000
3,505,298
(18,916)
10,486,382

Cash Provided by Financing Activities

8,003,294
-

Inflow of Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Period
Cash and Cash Equivalents, End of Period

$

8,003,294

Cash and Cash Equivalents
Cash
Term deposits

$

438,085
7,565,209

$

8,003,294

$
$
$

71,414
-

$
$

2,359,423
52,477

Supplemental Disclosure with Respect to Cash Flows
Income tax paid
Interest received
Interest paid
Non-cash financing activities
Fair value of shares issued for exploration and evaluation
Fair value of stock options exercised
The accompanying notes are an integral part of these financial statements.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
1.

NATURE OF OPERATIONS AND CONTINUANCE OF OPERATIONS
Gatling Exploration Inc. (the “Company”) is an exploration stage company incorporated on August 2, 2018,
under the laws of the province of British Columbia, Canada. Its principal business activity is the acquisition,
exploration and evaluation of mineral properties located in the province of Ontario, Canada. The Company’s
common shares are traded on the TSX Venture Exchange under the symbol “GTR”. The Company’s shares
also trade on the OTC Exchange in the United States under the symbol “GATGF”. The Company’s head office
and principal business address is 1680 – 200 Burrard Street, Vancouver, British Columbia, Canada, V6C 3L6.
The Company’s registered and records office is 400 – 725 Granville Street, Vancouver, British Columbia,
Canada, V7Y 1G5.
On September 24, 2018, Bonterra Resources Inc. (“Bonterra”) completed a plan of arrangement (the
“Arrangement”) whereby Bonterra spun out its Larder Lake Project assets of $2,359,423 and cash of
$7,000,000 in order to create a new exploration company (the Company), by way of plan of arrangement
under the Business Corporations Act (British Columbia). Each holder of common shares of Bonterra received
one common share of the Company for each seven common shares of Bonterra held. The Company issued
33,426,512 common shares at a fair value of $9,359,423.

2.

GOING CONCERN ASSESSMENT
These financial statements have been prepared on the basis of accounting principles applicable to a going
concern, which assumes that the Company will continue in operation for the foreseeable future and will be
able to realize its assets and discharge its liabilities in the normal course of operations.
The Company’s ability to continue its operations and to realize assets at their carrying values is dependent
upon its ability to fund its existing acquisition and exploration commitments on its exploration and evaluation
projects when they come due, which would cease to exist if the Company decides to terminate its
commitments, and to cover its operating costs. The Company may be able to generate working capital to fund
its operations by the sale of its exploration and evaluation projects or raising additional capital through equity
markets. However, there is no assurance it will be able to raise funds in the future. Based on its current plans,
budgeted expenditures, and cash requirements, management believes the Company has sufficient cash to
finance its current plans for the next 12 months, but would need to raise additional capital to accomplish its
business objectives thereafter. These financial statements do not give effect to any adjustments required to
realize its assets and discharge its liabilities in other than the normal course of business and at amounts
different from those reflected in the accompanying financial statements.

3.

BASIS OF PREPARATION
a)

Statement of compliance
These financial statements of the Company have been prepared in accordance with International Financial
Reporting Standards (“IFRS”), as issued by the International Accounting Standards Board.
These financial statements were reviewed by the Audit Committee and approved and authorized for issue
by the Board of Directors on July 5, 2019.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
3.

BASIS OF PREPARATION (Continued)
b) Basis of measurement
These financial statements have been prepared under the historical cost basis, except for certain financial
instruments, which are measured at fair value, as explained in the significant accounting policies (note 4).
These financial statements have been prepared under the accrual basis of accounting, except for cash flow
information.

4.

SIGNIFICANT ACCOUNTING POLICIES
The accounting policies have been applied consistently throughout by the Company for purposes of these
financial statements.
a)

Cash and cash equivalents
Cash and cash equivalents includes cash on hand, demand deposits with financial institutions, and other
short-term, highly liquid investments that are readily convertible to known amounts of cash and subject
to an insignificant risk of change in value.

b) Exploration and evaluation expenditures
Exploration and evaluation expenditures, including acquisition costs, are expensed in the year in which
they are incurred. Mining exploration tax credits for certain exploration expenditures incurred are
recognized as other income when received.
Mineral property acquisition costs and exploration and evaluation expenditures are recorded at cost. When
shares are issued as part of mineral property acquisition costs, they are valued at the closing share price
on the date of issuance. Payments related to a property acquired under an option or joint venture
agreement, where payments are made at the sole discretion of the Company, are recorded upon payment.
Once the technical feasibility and commercial viability of extracting the mineral resources has been
determined, the property is considered to be a mine under development and development costs are
capitalized to “mines under construction” on the statement of financial position.
c)

Decommissioning liabilities
An obligation to incur decommissioning and site rehabilitation costs occurs when environmental
disturbance is caused by exploration, evaluation, development or ongoing production.
Decommissioning and site rehabilitation costs arising from the installation of plant and other site
preparation work, discounted to their net present value, are provided when the obligation to incur such
costs arises and are capitalized into the cost of the related asset. These costs are charged against operations
through depreciation of the asset and unwinding of the discount on the provision.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
c)

Decommissioning liabilities (continued)
Depreciation is included in operating costs while the unwinding of the discount is included as a financing
cost. Changes in the measurement of a liability relating to the decommissioning or site rehabilitation of
plant and other site preparation work are added to, or deducted from, the cost of the related asset and
charged against operating profit or loss. The discount rate used to measure the net present value of the
obligations is the pre-tax rate that reflects the current market assessment of the time value of money and
the risks specific to the obligation.
The costs for the restoration of site damage, which arises during production, are provided at their net
present values and charged against operations as extraction progresses.

d) Impairment of non-financial assets
Impairment tests on intangible assets with indefinite useful economic lives are undertaken annually at
every reporting period. Other non-financial assets are subject to impairment tests whenever events or
changes in circumstances indicate that their carrying amount may not be recoverable and at least annually.
Where the carrying value of an asset exceeds its recoverable amount, which is the higher of value in use
and fair value less costs to sell, the asset is written down accordingly.
Where it is not possible to estimate the recoverable amount of an individual asset, the impairment test is
carried out on the asset's cash-generating unit, which is the lowest group of assets in which the asset
belongs for which there are separately identifiable cash inflows that are largely independent of the cash
inflows from other assets. The Company has one cash-generating unit for which impairment testing is
performed.
An impairment loss is charged to profit or loss, except to the extent they reverse gains previously
recognized in accumulated other comprehensive income/loss.
e)

Financial instruments
All financial assets not classified at amortized cost or fair value through other comprehensive income are
measured at fair value through profit or loss (“FVTPL”). On initial recognition, the Company can
irrevocably designate a financial asset at FVTPL if doing so eliminates or significantly reduces an
accounting mismatch.
A financial asset is measured at amortized cost if it meets both of the following conditions and is not
designated at FVTPL:



It is held within a business model whose objective is to hold the financial asset to collect the
contractual cash flows associated with the financial asset instead of selling the financial asset for a
profit or loss; and
Its contractual terms give rise to cash flows that are solely payments of principal and interest.

All financial instruments are initially recognized at fair value on the statement of financial position.
Subsequent measurement of financial instruments is based on their classification. Financial assets and
liabilities classified at FVTPL are measured at fair value with changes in those fair values recognized in
net income (loss) for the period. Financial assets classified at amortized cost and financial liabilities are
measured at amortized cost using the effective interest method.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
e)

Financial instruments (continued)
Fair value hierarchy
Fair value measurements of financial instruments are required to be classified using a fair value hierarchy
that reflects the significance of inputs used in making the measurements. The levels of the fair value
hierarchy are defined as follows:
Level 1:
Level 2:
Level 3:

f)

Quoted prices (unadjusted) in active markets for identical assets or liabilities.
Inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly.
Inputs for assets or liabilities that are not based on observable market data.

Income taxes
Income tax expense consisting of current and deferred tax expense is recognized in the statement of
comprehensive loss. Current tax expense is the expected tax payable on the taxable income for the year,
using tax rates enacted or substantively enacted at period-end, adjusted for amendments to tax payable
with regard to previous years.
Deferred tax assets and liabilities and the related deferred income tax expense or recovery are recognized
for deferred tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities
are measured using the enacted or substantively enacted tax rates expected to apply when the asset is
realized or the liability settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in profit or loss in the period that substantive enactment occurs.
A deferred tax asset is recognized to the extent that it is probable that future taxable income will be
available against which the asset can be utilized. To the extent that the Company does not consider it
probable that a deferred tax asset will be recovered, the deferred tax asset is reduced. 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.

g) Share capital
Equity instruments are contracts that give a residual interest in the net assets of the Company. Financial
instruments issued by the Company are classified as equity only to the extent that they do not meet the
definition of a financial liability or financial asset. The Company’s common shares, stock options, share
purchase warrants and flow-through shares are classified as equity instruments.
Incremental costs directly attributable to the issue of new shares or options are shown in equity as a
deduction, net of tax, from the proceeds.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
g) Share capital (continued)
The Company has adopted the residual value method with respect to the measurement of shares and
warrants issued as private placement units. Under this method, the proceeds are allocated first to share
capital based on the fair value of the common shares at the time the units are priced and any residual value
is allocated to the share-based payments reserve. The fair value of the common shares is based on the
closing quoted bid price on the announcement date. Consideration received for the exercise of warrants
is recorded in share capital and the related residual value in warrants reserve is transferred to share capital.
For those warrants that expired, the recorded value is transferred to deficit.
h) Earnings (loss) per share
The Company presents basic earnings (loss) per share data for its common shares, calculated by dividing
the income (loss) attributable to common shareholders of the Company by the weighted average number
of 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.
i)

Share-based payments
The Company grants share options to acquire common shares of the Company to directors, officers,
employees and consultants. The fair value of share-based payments to employees is measured at grant
date, using the Black-Scholes option pricing model, and is recognized over the vesting period for
employees using the graded method. Fair value of share-based payments for non-employees is recognized
and measured at the date the goods or services are received based on the fair value of the goods or services
received. If it is determined that the fair value of goods and services received cannot be reliably measured,
the share-based payment is measured at the fair value of the equity instruments issued using the BlackScholes option pricing model.
For both employees and non-employees, the fair value of share-based payments is recognized as either
an expense or as mineral property interests with a corresponding increase in share-based payments
reserve. The amount recognized as expense is adjusted to reflect the number of share options expected to
vest. Consideration received on the exercise of stock options is recorded in share capital and the related
share-based payment in share-based payments reserve is transferred to share capital.
Where the terms and conditions of options are modified before they vest, the increase in the fair value of
the options, measured immediately before and after the modification, is also charged to profit or loss over
the remaining vesting period.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
i)

Share-based payments (continued)
Where a grant of options is cancelled and settled during the vesting period, excluding forfeitures when
vesting conditions are not satisfied, the Company immediately accounts for the cancellation as an
acceleration of vesting and recognizes the amount that otherwise would have been recognized for services
received over the remainder of the vesting period. Any payment made to the employee on the cancellation
is accounted for as the repurchase of an equity interest, except to the extent the payment exceeds the fair
value of the equity instrument granted, measured at the repurchase date. Any such excess is recognized
as an expense. The amounts recorded in reserves for unexercised share options are transferred from sharebased payments reserve to deficit upon their expiry or cancellation.

j)

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and impairment losses.
The residual value, useful life and depreciation method are evaluated every reporting period and changes
to the residual value, estimated useful life or depreciation method resulting from such review are
accounted for prospectively. Depreciation is provided for at the following rate per annum:
Equipment

20% declining-balance

k) New accounting standard issued but not yet effective
IFRS 16 Leases
IFRS 16 specifies how an IFRS reporter will recognize, measure, present and disclose leases. The standard
provides a single lessee accounting model, requiring lessees to recognize assets and liabilities for all leases
unless the lease term is twelve months or less or the underlying asset has a low value. Lessors continue
to classify leases as operating or finance, with IFRS 16’s approach to lessor accounting substantially
unchanged from its predecessor, International Accounting Standard 17 Leases. The standard was issued
in January 2016 and is effective for annual periods beginning on or after January 1, 2019.
The Company has determined that at April 1, 2019, adoption of IFRS 16 will result in the recognition of
a right-of-use asset of $525,030 and a lease obligation of $525,030, of which $171,795 will be the current
portion.
5.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS
The Company makes estimates and assumptions about the future that affect the reported amounts of assets
and liabilities. Estimates and judgments are continually evaluated based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances. In
the future, actual experience may differ from these estimates and assumptions.
The effect of a change in an accounting estimate is recognized prospectively by including it in comprehensive
income/loss in the year of the change, if the change affects that year only, or in the year of the change and
future years, if the change affects both.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
5.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (Continued)
Critical judgments in applying accounting policies
Information about critical 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 fiscal year are discussed below.
a) 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.
b) Income taxes
Significant judgment is required in determining the provision for income taxes. There are many
transactions and calculations undertaken during the ordinary course of business for which the ultimate
tax determination is uncertain. The Company recognizes liabilities and contingencies for anticipated tax
audit issues based on the Company’s current understanding of the tax law. For matters where it is probable
that an adjustment will be made, the Company records its best estimate of the tax liability including the
related interest and penalties in the current tax provision. Management believes they have adequately
provided for the probable outcome of these matters; however, the final outcome may result in a materially
different outcome than the amount included in the tax liabilities.
In addition, the Company recognizes deferred tax assets relating to tax losses carried forward to the extent
that it is probable that taxable profit will be available against which a deductible temporary difference
can be utilized. This is deemed to be the case when there are sufficient taxable temporary differences
relating to the same taxation authority and the same taxable entity that are expected to reverse in the same
year as the expected reversal of the deductible temporary difference, or in years into which a tax loss
arising from the deferred tax asset can be carried back or forward. However, utilization of the tax losses
also depends on the ability of the taxable entity to satisfy certain tests at the time the losses are recouped.
c) Going concern risk assessment – see note 2
Key source of estimation uncertainty
The following are key assumptions concerning the future and other key sources of estimation uncertainty that
have a significant risk of resulting in material adjustments to the financial statements.
a)

Decommissioning liabilities
Rehabilitation provisions have been created based on the Company’s internal estimates. Assumptions,
based on the current economic environment, have been made that 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. Estimates are reviewed annually
and are based on current regulatory requirements. Significant changes in estimates of contamination,
restoration standards and techniques will result in changes to provisions from year to year. Actual
rehabilitation costs will ultimately depend on future market prices for the rehabilitation costs, which will
reflect the market condition at the time the rehabilitation costs are actually incurred.
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Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
5.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (Continued)
a)

Decommissioning liabilities (continued)
The final cost of the currently recognized rehabilitation provisions may be higher or lower than currently
provided for. As at March 31, 2019, the Company has no known rehabilitation requirements, and
accordingly, no provision has been made.

6.

FINANCIAL INSTRUMENTS
Financial instruments are agreements between two parties that result in promises to pay or receive cash or
equity instruments. The Company classifies its financial instruments as follows: cash and cash equivalents are
classified as FVTPL; receivables, as amortized cost; and accounts payable and accrued liabilities, as amortized
cost. The carrying values of these instruments approximate their fair values due to their short term to maturity.
The following table sets forth the Company’s financial assets measured at fair value by levels within the fair
value hierarchy:
March 31, 2019
Cash and cash equivalents

Level 1
$ 8,003,294

Level 2
$

Total

Level 3
-

$

-

$ 8,003,294

The Company has exposure to the following risks from its use of financial instruments:




Credit risk;
Liquidity risk; and
Market risk.

a)

Credit risk
Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other party
by failing to discharge an obligation. The Company manages credit risk, in respect of cash and cash
equivalents, by placing it at major Canadian financial institutions. The Company has minimal credit risk.
The receivables balance of $91,622 is owing from the Canada Revenue Agency.

b) Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall
due. The Company’s approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquid funds to meet its liabilities when due, under both normal and stressed conditions,
without incurring unacceptable losses or risking damage to the Company’s reputation. The contractual
financial liabilities of the Company as of March 31, 2019 equal $110,759. All of the liabilities presented
as accounts payable are due within 30 days of the reporting date.
c)

Market risk
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates,
will affect the Company’s income or the value of its holdings of financial instruments. The objective of
market risk management is to manage and control market risk exposures within acceptable parameters,
while optimizing the return on capital.
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6.

FINANCIAL INSTRUMENTS (Continued)
c)

Market risk (continued)
i)

Currency risk – The Company has no funds held in a foreign currency and only a small amount of
its accounts payable and accrued liabilities is denominated in US dollars. A fluctuation in the
exchanges rates between the Canadian and US dollars of 10% would result in a nominal change to
the Company’s accounts payable and accrued liabilities and foreign exchange gain or loss. The
Company does not use any techniques to mitigate currency risk.

ii) 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 earned on cash and cash equivalents is at nominal interest
rates, and therefore, the Company does not consider interest rate risk to be significant. The Company
has no interest-bearing financial liabilities.
iii) Other price risk – Other price risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate due to changes in market prices, other than those arising from interest rate
risk. The Company is not exposed to significant other price risk.
d) Capital management
The Company considers its capital to be comprised of shareholders’ equity.
The Company manages the capital structure and makes adjustments to it in light of changes in economic
conditions and the risk characteristics of the underlying assets. To maintain or adjust the capital structure,
the Company may attempt to issue new shares. Although the Company has been successful at raising
funds in the past through the issuance of share capital, it is uncertain whether it will continue this method
of financing due to the current difficult market conditions.
In order to facilitate the management of its capital requirements, the Company prepares expenditure
budgets that are updated as necessary depending on various factors, including successful capital
deployment and general industry conditions.
Management reviews the capital structure on a regular basis to ensure that the above objectives are met.
There have been no changes to the Company’s approach to capital management during the 241 days ended
March 31, 2019. The Company is not subject to externally imposed capital requirements.
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7.

EQUIPMENT
Equipment
Cost
Balance, August 2, 2018

$

-

Additions

497

Balance, March 31, 2019

$

497

Accumulated Depreciation
Balance, August 2, 2018

$

-

Depreciation

8.

50

Balance, March 31, 2019

$

50

Net book value, August 2, 2018

$

-

Net book value, March 31, 2019

$

447

EXPLORATION AND EVALUATION EXPENDITURES
Larder Lake Project
On September 24, 2018, as part of the Arrangement, the Company received a 100% interest in the Larder Lake
Project, located in Ontario. One claim includes a 1.5% net smelter return royalty (“NSR”), of which 1% may
be repurchased by the Company for $750,000. The Arrangement was deemed to be a purchase of an asset. As
such, IFRS 2 Share-based Payments was used to determine fair value of the asset acquired. As the fair value
of the assets given up to acquire the asset was more readily available, the Company valued the acquisition
using the fair value of shares issued of $0.28 per share. On September 24, 2018, the fair value of the assets
acquired and liabilities assumed from Bonterra were as follows:
Amount
Consideration provided (fair value of 33,426,512 common shares at $0.28 per share)
Allocated to net assets acquired:
Cash transferred from Bonterra
Fair value of Larder Lake Project acquired

$

9,359,423
(7,000,000)
(2,359,423)

$

-

Fair value of $2,359,423 was allocated to the project and expensed for the period as exploration and evaluation
costs.
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8. EXPLORATION AND EVALUATION EXPENDITURES (Continued)
A summary of exploration and evaluation expenditures for the 241 days ended March 31, 2019 is as follows:
Larder Lake
Project
Acquisition Costs
Fair value of Larder Lake Project acquired

$

Claim costs

41,751

Total Acquisition Costs

2,401,174

Property Exploration Costs
Assays and geochemistry

16,038

Camp and other costs

26,605

Drilling

403,968

Geological

294,346

Travel and transport

2,772

Total Exploration Costs

743,729

Total Exploration and Evaluation Expenditures

9.

2,359,423

$

3,144,903

OTHER LIABILITIES
Other liabilities consisted of the liability portion of the flow-through shares issued. The following is a
continuity schedule of the liability portion of the flow-through share issuances.
Issued During the
241 Days Ended
March 31, 2019
Balance, August 2, 2018

$

519,495
(100,962)

$

418,533

Liability incurred on flow-through shares issued in November 2018
Settlement of flow-through share liability by incurring expenditures
Balance, March 31, 2019

In November 2018, the Company issued 11,544,328 flow-through shares at a price of $0.30 per share. The
premium paid by investors was calculated as $0.045 per share. Accordingly, $519,495 was recorded as other
liabilities.
At March 31, 2019, the Company had a remaining commitment to incur exploration expenditures in relation
to its November 2018 flow-through financing of $2,790,219.
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10. RELATED PARTY TRANSACTIONS
These amounts of key management compensation are included in the amounts shown on the statement of
comprehensive loss:
241 Days Ended
March 31, 2019
Short-term compensation (consulting fees, exploration and
evaluation costs, management fees and professional fees)
Share-based compensation

$

530,000
735,834

$

1,265,834

During the 241 days ended March 31, 2019, short-term compensation to related parties consisted of $70,000
in consulting fees, $100,000 in exploration and evaluation costs, $290,000 in management fees and $70,000
in professional fees.
Transactions with related parties are included in the amounts shown on the statement of comprehensive loss
as follows:
241 Days Ended
March 31, 2019
Related company controlled by officer and director
(consulting fees and office and general)
Related company with common officers (rent)

$

60,000
15,000

$

75,000

As at March 31, 2019, the Company had payables of $31,257 related to shared office and administrative
expenses with a company controlled by an officer and director.
As at March 31, 2019, the Company had prepaids of $11,300 related to exploration expenses with a company
controlled by a member of key management.
11. SHARE CAPITAL
a)

Authorized
Unlimited number of common voting shares without par value

b) Issued and outstanding
During the 241 days ended March 31, 2019
On September 21, 2018, the Company issued 33,426,512 common shares valued at $9,359,423 as part of
the Arrangement (notes 1 and 8).
On November 26, and 30, 2018, the Company closed private placements for gross proceeds of $3,463,298
in two tranches. The Company issued 11,544,328 flow-through common shares of the Company at a price
of $0.30.
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11. SHARE CAPITAL (Continued)
b) Issued and outstanding (continued)
The premium paid by investors on the flow-through shares was calculated as $0.045 per share.
Accordingly, $519,495 was recorded as other liabilities. The underwriters received 500,000 common
shares valued at $185,000. Additional share issue costs of $18,916 were incurred.
During the 241 days ended March 31, 2019, the Company issued 200,000 common shares for proceeds
of $42,000 on the exercise of 200,000 stock options. The value of the stock options of $52,477 was
transferred to share capital from share-based payments reserve upon exercise.
c)

Stock options
The Company has a stock option plan to grant incentive stock options to directors, officers, employees and
consultants. Under the plan, the aggregate number of common shares that may be subject to option at any
one time may not exceed 10% of the issued common shares of the Company as of that date, including options
granted prior to the adoption of the plan. Options granted may not exceed a term of 10 years, and the term
will be reduced to one year following the date of death of the optionee. All options vest when granted unless
they are otherwise specified by the Board of Directors or if they are granted for investor relations activities.
Options granted for investor relations activities vest over a twelve-month period with no more than 25% of
the options vesting in any three-month period.
Stock option transactions and the number of stock options outstanding are summarized as follows:
241 Days Ended
March 31, 2019
Weighted
Average
Number of
Exercise
Options
Price
Outstanding, beginning of period
Granted
Exercised

4,725,000
(200,000)

$ 0.24
$ 0.21

Outstanding, end of period

4,525,000

$ 0.25

The weighted average share price on the date of exercise was $0.45.
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11. SHARE CAPITAL (Continued)
c)

Stock options (continued)
The following stock options were outstanding and exercisable at March 31, 2019:

Expiry Date

Weighted Average
Remaining
Contractual Life in
Years

Exercise Price

2.55
2.88
2.92

$ 0.21
$ 0.33
$ 0.31

October 15, 2021
February 13, 2022
February 27, 2022

2.65

Outstanding

Exercisable

3,125,000
1,000,000
400,000

3,125,000
1,000,000
400,000

4,525,000

4,525,000

The Company applies the fair value method using the Black-Scholes option pricing model in accounting for
its stock options granted. Accordingly, share-based payments of $1,265,689 were recognized during the 241
days ended March 31, 2019.
The fair value of each stock option granted was calculated using the following weighted average
assumptions:
241 Days Ended
March 31, 2019
Expected life (years)
Risk-free interest rate
Annualized volatility
Dividend yield
Stock price at grant date
Exercise price
Weighted average grant date fair value

3.00
2.16%
165%
N/A
$ 0.31
$ 0.24
$ 0.27

Option pricing models require the input of highly subjective assumptions regarding volatility. The Company
has used historical volatility and the volatility of a comparable company to estimate the volatility of the
share price.
During the 241 days ended March 31, 2019, the Company transferred $52,477 from the share-based
payments reserve to share capital upon exercise of 200,000 stock options.
12. SEGMENTED DISCLOSURE
The Company has one operating segment, being mineral exploration and development. All of the Company’s
assets are located in Canada.

18

Gatling Exploration Inc.
Notes to the Financial Statements
For the 241 Days Ended March 31, 2019
(Expressed in Canadian Dollars)
13. INCOME TAXES
A reconciliation of income taxes at statutory rates with reported taxes is as follows:
March 31, 2019
Loss for the period before income taxes
Statutory income tax rate

$

(5,468,786)
27.00%

Income tax benefit computed at statutory tax rate
Items not deductible for income tax purposes
Unrecognized benefit of deferred income tax assets

(1,477,000)
962,000
515,000

Income tax expense (recovery)

$

-

The significant components of the Company’s deferred income tax assets and deferred income tax liabilities
at March 31, 2019 are presented below:
March 31, 2019
Non-capital losses carried forward
Excess of unused exploration expenditures for Canadian tax
purposes over carrying value of mineral property interests
Share issue costs

$

314,000
30,000
44,000
388,000
(388,000)

Unrecognized deferred income tax assets
Net deferred income tax assets

$

-

The Company has non-capital losses of $1,163,000 available for carry-forward to reduce future years' income
for income tax purposes. These losses expire as follows:
2039

$

19

1,163,000
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14. COMMITMENTS
a)

The Company has entered into agreements with officers and directors that include termination and change
of control clauses. In the case of termination without cause, the officers and directors are entitled to an
amount equal to a multiple (ranging from one to two times) the annual base fee payable. In the case of a
change of control, the officers and directors are entitled to an amount equal to a multiple (ranging from
one to three times) the sum of the annual base fee and minimum incentive fee payable. As at March 31,
2019, the total annual base fee of the officers and directors under the agreements is $540,000 and the total
annual minimum incentive fee is $60,000.

b) The Company has entered into an office sublease agreement commencing March 1, 2019 and expiring
August 30, 2022 with basic rent per fiscal year approximately as follows:
Fiscal 2020
Fiscal 2021
Fiscal 2022
Fiscal 2023

$

181,000
186,000
190,000
80,000

$

637,000

15. SUBSEQUENT EVENT
Subsequent to March 31, 2019, the Company entered into an assignment and assumption agreement to acquire
the Kir Vit claim package in Ontario. Under the terms of the agreement, the Company took assignment of a
January 2017 underlying agreement between the vendor and certain parties that originally staked the claims
comprising Kir Vit (the “stakers”). In consideration of the assignment, the Company issued 1,750,000
common shares to the vendor valued at $595,000.
If the Company exercises the option in the underlying agreement, a cash payment of $250,000 is required to
be paid to the stakers by January 31, 2020. The vendor will be granted a 0.5% NSR. The stakers will retain a
2% NSR, of which the Company may repurchase one-half (1%) for $1,000,000. If the Company announces a
production decision, a $4,000,000 payment is due to the vendor and a $250,000 payment is due to the stakers.
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