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AUDITORS' REPORT

To the Shareholders of Altai Resources Inc.

We have audited the consolidated balance sheet of Altai Resources Inc. as at December 31, 2009 and the
consolidated statements of operations, comprehensive income (loss) and deficit and cash flows for the year then
ended. These consolidated financial statements are the responsibility of the company's management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the consolidated financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall consolidated
financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of
the company as at December 31, 2009 and the results of its operations and its cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles.

The consolidated financial statements as at December 31, 2008 and for the year then ended were audited by

another firm of auditors who expressed an opinion without reservation on these statements in their report dated
March 11, 2009.
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Toronto, Ontario Chartered Accountants
April 10, 2010 Licensed Public Accountants



ALTAI RESOURCES INC.
CONSOLIDATED BALANCE SHEETS
AS AT DECEMBER 31, 2009 AND 2008

2008
(Restated -
2009 Note 18)
ASSETS
Current
Cash and cash equivalents $ 3,822,375 $ 5,635,283
Marketable securities (Note 3) 1,440,910 114,290
Amounts receivable 76,696 9,144
Prepaid expenses 2,847 5,695
5,342,828 5,764,412
Note receivable (Note 4) 1 1
Investment in subsidiaries (Note 5) 2 2
Interests in mining properties (Note 6) 860,114 851,715
Natural gas interests (Note 7) 31,862,869 31,352,176
Technology project (Note 8) 1 1
Capital assets (Note 9) 14,505 19,727
$38,080,320 $37,988,034
LIABILITIES
Current
Accounts payable and accrued liabilities $ 32,207 $ 57,918
Current portion of consulting charge payable (Note 13b) - 35,100
32,207 93,018
Future tax liability (Note 16) 7,448,211 7,448,211
7,480,418 7,541,229
Related party transactions (Note 13)
Commitments (Note 14)
SHAREHOLDERS’ EQUITY
Share capital (Note 10a) 35,678,910 35,768,839
Share purchase warrants (Note 10b) 1,407,000 1,287,000
Contributed surplus (Note 11) 863,210 861,310
Deficit (7,459,098) (7,417,942)
Accumulated other comprehensive income (loss) (Note 12) 109,880 (52,402)
30,599,902 30,446,805
$38,080,320 $37,988,034

The accompanying notes are an integral part of the consolidated financial statements.

Approved on behalf of the board:

“Maria Au”
Director

“Niyazi Kacira”
Director



ALTAI RESOURCES INC.

CONSOLIDATED STATEMENTS OF OPERATIONS, COMPREHENSIVE INCOME (LOSS) AND DEFICIT
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

2008
(Restated -
2009 Note 18)
CONSOLIDATED OPERATIONS
Revenue
Investment and miscellaneous income $ 57,455 $ 152,860
57,455 152,860
Expenses
Administrative expenses 75,273 47,738
Write down investment in subsidiaries - 556,468
Provision for doubtful note receivable - 546,902
Stock-based compensation cost 17,900 640,400
Amortization 5,438 1,882
98,611 1,793,390
Net loss before income taxes (41,156) (1,640,530)
Income taxes (Note 16) - 54,873
Net loss (41,156) (1,585,657)
Other comprehensive loss (net of taxes)
Increase (decrease) in fair value of available for sale
investments (net of taxes (recovery) - $26,776; 2008 — ($24,150) 135.506 (120,030)
Comprehensive income (loss) $ 94,350 $(1,705,687)
Net loss per share — basic and fully diluted $ (0.00) $ (0.04)

CONSOLIDATED DEFICIT

Balance, beginning of year

$(7,417,942)

$(5,832,285)

Net loss

(41,156)

(1,585,657)

Balance, end of year

$(7,459,098)

$(7,417,942)

The accompanying notes are an integral part of the consolidated financial statements.



ALTAI RESOURCES INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

2008
(Restated -
2009 Note 18)
Operating activities
Net loss $ (41,156) $(1,585,657)
Items not affecting cash
Stock-based compensation 17,900 640,400
Write down investment in subsidiaries - 556,468
Provision for doubtful loan receivable - 546,902
Option income received in marketable securities - (55,000)
Abandonment and write offs - 400
Amortization 5,438 1,882
Future income tax recoverable - (54,873)
(17,818) 50,522
Changes in non-cash working capital balances:
Amounts receivable (67,552) (4,244)
Prepaid expenses 2,848 (5,695)
Accounts payable and accrued liabilities (25,711) 25,603
Consulting payable (35,100) (35,100)
(143,333) 31,086
Investing activities
Interests in mining properties - 72,500
Deferred exploration expenditures (8,399) (656)
Natural gas interests (510,693) (605,349)
Purchase of marketable securities (1,164,338) -
Purchase of capital assets (216) (21,467)
Increase in loan receivable - (272,982)
Investment in subsidiaries - (2,595)
(1,683,646) (830,549)
Financing activities
Issue of shares 15,000 5,941,380
Shares issue costs (929) (73,727)
14,071 5,867,653
Increase (decrease) in cash and cash equivalents (1,812,908) 5,068,190
Cash and cash equivalents, beginning of year 5,635,283 567,093
Cash and cash equivalents, end of year $ 3,822,375 $ 5,635,283

The accompanying notes are an integral part of the consolidated financial statements.



ALTAI RESOURCES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2009 AND 2008

1. Nature of operations

Altai Resources Inc. (the “Company”) has interests in resource properties which it is in the process of
exploring and has not yet determined whether these properties contain reserves that are economically
recoverable. The recoverability of expenditures on resource properties, including deferred exploration
expenditures, is dependent upon the existence of economically recoverable resource reserves, the ability of
the Company to obtain necessary financing to complete the exploration and the development of the resource
properties, and upon future profitable production or proceeds from the disposition thereof.

The Company is currently dependent upon new financing such as issuances of common shares to provide
the funding necessary to meet its general operating expenses and capital expenditures requirements as they
arise. The Company will require additional financing to continue to explore its resource properties and natural
gas interests.

The ability of the Company to continue as a going concern and the recoverability of amounts shown for
mining properties and natural gas interests are dependent upon the discovery of economically recoverable
reserves, confirmation of the Company’s ownership in the underlying mineral claims, the acquisition of
required permits to mine, and the ability of the Company to obtain necessary financing to complete
exploration and development; and the future profitable production or proceeds from disposition of such
properties. These financial statements do not give effect to adjustments that would be necessary to the
carrying values and classification of assets and liabilities should the Company be unable to continue as a
going concern.

2. Summary of significant accounting policies

Management has prepared the accompanying consolidated financial statements in Canadian dollars and in
accordance with Canadian generally accepted accounting principles. The significant accounting policies
used in the presentation of the consolidated financial statements are as follows:

(&) Basis of consolidation
The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries; Altai Investments Inc., Petro St-Pierre Inc., Altai Technologies Inc., Altai America Inc. and
Compania Minera Carrera S.A. All inter-company accounts and transactions have been eliminated
upon consolidation.

(b) Fair value of investments
Marketable securities are recorded at fair value and are classified as available for sale assets. Gains
and losses are recorded in other comprehensive income until the shares are sold or impaired at which
time the amounts would be recorded in net earnings.

(c) Cash and cash equivalents
Cash and cash equivalents include short term deposits with terms to maturity of ninety days or less
when acquired.

(d) Interests in mining properties
Interest in mineral properties and deferred exploration expenditures are carried at cost until they are
brought into production, at which time they are depleted on a unit-of production method based on
proven and probable reserves. If a property is subsequently determined not to be economic, the
property and related deferred costs are written down to net realizable value. Other general exploration
expenses are charged to operations as incurred. The cost of exploration properties abandoned or sold
and their related deferred exploration costs are charged to operations in the current year.

The Company reviews capitalized costs on its property interests on a periodic basis but at least
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annually and recognizes an impairment in value based upon a review of exploration results, whether
the Company has significant exploration plans in the immediate future and upon management’s
assessment of the future probability of profitable revenues from the property or from the sale of the
property. The recoverability of costs incurred on the mineral properties is dependent upon numerous
factors including exploration results, environmental risks, commodity risks, political risks, and the
Company’s ability to attain profitable production. Management's assessment of the property’s
estimated current fair market value may also be based upon a review of other property transactions that
have occurred in the same geographic area as that of the property under review.

Costs include the cash consideration and the fair market value of the shares issued for the acquisition
of exploration properties. The carrying value is reduced by option proceeds received until such time as
the property cost and deferred expenditures are reduced to nominal amounts. Properties acquired
under option agreements or by joint ventures, whereby payments are made at the sole discretion of the
Company, are recorded in the accounts at the time of payment.

Natural gas interests

The Company follows the full cost method of accounting whereby all expenditures associated with the
acquisition of gas properties and expenditures for carrying and retaining and for exploration of
undeveloped properties are capitalized.

If economically profitable gas reserves are developed in a property, the capitalized costs of the property
are amortized using units of production for the year, based on probable and proven gas reserves. If it is
determined that capitalized acquisition, exploration and development costs are not recoverable over the
estimated useful life of the property, or if the project is abandoned, the project is written down to its net
realizable value. The recovery of amounts recorded as gas properties depends on the discovery of
economically recoverable reserves, the Company's ability to obtain the necessary financing to complete
development and future profitable production or the proceeds from disposal of such properties.
Amounts recorded under gas properties do not necessarily represent the present or future value.

Flow-through financings

The Company may issue securities referred to as flow-through shares, whereby the investor may claim
the tax deductions arising from the expenditure of the proceeds. When resource expenditures are
renounced to the investors and the Company has reasonable assurance that the expenditures will be
completed, future income tax liabilities are recognized (renounced expenditures multiplied by the
effective corporate tax rate) and share capital is reduced. Previously unrecognized tax assets may
then offset or eliminate the liability recorded.

Impairment of long-lived assets

CICA Section 3063 "Impairment of long-lived assets" requires the Company to assess the impairment
of long-lived assets, which consists primarily of resource properties and plant and equipment,
whenever events or changes in circumstances indicate that the carrying value of an asset may not be
recoverable. Recoverability of assets to be held and used are measured by a comparison of the
carrying value of the asset to future undiscounted net cash flows expected to be generated by the
asset. If such assets are considered to be impaired, the amount of the impairment is measured by the
amount by which the carrying amount of the asset exceeds its fair value.

Asset retirement obligations

CICA Section 3110 “Asset retirement obligations” requires that the fair value of a liability or an asset
retirement obligation be recognized in the period in which it is incurred if a reasonable estimate of fair
value can be made. The estimate excludes the residual value of the related assets. The associated
retirement costs are capitalized as part of the carrying amount of the long lived assets and amortized
over the life of the asset. The amount of liability is subject to re-measurement at each reporting period.
This differs from prior practice which involved accruing for the estimated retirement obligation through
annual charges to earnings over the estimated life of the property. At the present time, the Company
has concluded that there are no asset retirement obligations associated with any of its properties.

Capital assets
Capital assets are stated at cost less accumulated amortization. Amortization of capital assets has
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been provided in the accounts on the straight line basis at the following rates:
1) Computer equipment — over 3 years

2)  Website development — over 3 years

3) Furniture and fixtures — over 5 years

4) Leasehold improvement — over lease term of 5 years

Foreign currency translation

The Company’s subsidiaries are all considered to be integrated operations. Accordingly, monetary
assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the rate
of exchange prevailing at the end of the reporting period. Non-monetary assets and liabilities
denominated in foreign currencies are translated at historical rates. All revenue and expenses
denominated in foreign currencies are translated at rates of exchange prevailing at the transaction
dates. Gains or losses resulting from translation are included in the determination of net income (loss)
for the period.

Use of estimates

The preparation of consolidated financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the consolidated financial statements and accompanying notes. These estimates
are based on management's best knowledge of current events and actions that the Company may
undertake in the future. Actual results could differ from those estimates.

Income taxes

The Company follows the liability method of tax allocation in accounting for income taxes. Under this
method, future income tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the consolidated financial statement carrying amounts of existing
assets and liabilities and their respective tax bases. Future income tax assets and liabilities are
measured using enacted or substantively enacted tax rates and laws expected to apply to taxable
income in the year in which those temporary differences are expected to be recovered or settled.

Stock-based compensation cost

CICA Section 3870 “Stock-based compensation and other stock-based payments” requires that the fair
value based method be applied to awards granted to employees. The Company recognizes the stock-
based compensation cost related to options granted on the basis of fair value at the date of grant in
accordance with the fair value method of accounting for stock-based compensation.

Earnings (loss) per common share

Basic earnings (loss) per share is calculated using the weighted average number of shares
outstanding. Diluted earnings per share is calculated using the treasury stock method. In order to
determine diluted earnings per share, the treasury stock method assumes that any proceeds from the
exercise of dilutive stock options and warrants would be used to repurchase common shares at the
average market price during the period, with the incremental number of shares being included in the
denominator of the diluted earnings per share calculation to the extent that it is dilutive.

Changes in accounting policies
Effective January 1, 2009, the Company adopted prospectively the following new CICA Handbook
accounting and reporting standards for annual and interim financial statements.

® In January 2009, the CICA’s Emerging Issues Committee concluded that an entity’s own credit
risk and the credit risk of the counterparty should be taken into account in determining the fair
value of financial assets and financial liabilities, including derivative instruments. The application
of incorporating credit risk into the fair value should result in entities re-measuring the financial
assets and financial liabilities as at the beginning of the period of adoption. This abstract should
be applied retrospectively without restatement of prior periods to all financial assets and liabilities
measured at fair value in interim and annual financial statements for periods ending on or after
January 20, 2009. Retrospective application with restatement of prior periods is also permitted.
The adoption of this standard did not impact the position or earnings of the Company.
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The CICA Handbook Section 3064, Goodwill and Intangible Assets, which clarifies that costs can
be deferred only when they relate to an item that meets the definition of an asset. As a result,
start-up costs must be expensed as incurred. CICA Handbook Section 1000, Financial
Statement Concepts, was also amended to provide consistency with this new standard. The
adoption of this standard did not impact the financial position or earnings of the Company.

In June 2009, the Canadian Accounting Standards Board (“AcSB”) issued the amendments to
CICA Handbook Section 3862, Financial Instruments — Disclosures, which reflect the
corresponding amendments made by the International Accounting Standards Board to IFRS 7,
Financial Instruments: Disclosures, in March 2009.

The amendments require that all financial instruments measured at fair value be presented into
one of the three hierarchy levels set forth below for disclosure purposes (see note 19). Each
level is based on the transparency of the inputs used to measure the fair value of assets and
liabilities.

0] Level 1: Inputs are unadjusted quoted prices of identical instruments in active markets.
(i)  Level 2: Valuation models which utilize predominately observable market inputs.
(i)  Level 3: Valuation models which utilize predominately non-observable market inputs.

The classification of a financial instrument in the hierarchy is based upon the lowest level of input
that is significant to the measurement of fair value. The amendments to Section 3862 also
require additional disclosure relating to the liquidity risk associated with financial instruments (see
note 21(b)). The amendments improve disclosure of financial instruments specifically as it
relates to fair value measurements and liquidity risk. The adoption of the amendments did not
impact the Company’s financial position or results of operations.

On March 27, 2009, the Emerging Issues Committee of the CICA issued an abstract EIC-174,
“Mining Exploration Costs”, which provides further guidance on the interpretation of capitalization
of exploration costs related to mining properties in particular, and on impairment of long-lived
assets in general. The adoption of this abstract by the Company had no impact on its financial
statements.

Future accounting changes

i)

i)

International Financial Reporting Standards (“IFRS”)

In February 2008, the CICA Accounting Standard Board confirmed the changeover from
Canadian GAAP to IFRS to be applied to publicly accountable enterprises effective for interim
and annual financial statements for fiscal years beginning on or after January 1, 2011.

The Company is continuing to assess the impact on its consolidated financial statements and is
developing an implementation plan.

Business Combinations (Section 1582), Consolidated Financial Statements (Section 1601),
and Non-controlling interests (Section 1602)

In January 2009, the CICA issued Handbook Sections 1582, Business Combinations, (“Section
1582"), 1601, Consolidated Financial Statements, (“Section 1601") and 1602, Non-controlling
Interests, (“Section 1602") which replace CICA Handbook Sections 1581, Business
Combinations, and 1600, Consolidated Financial Statements. Section 1582 establishes
standards for the accounting for business combinations that is equivalent to the business
combination accounting standard under International Financial Reporting Standards (“IFRS”),
and will be applicable to business combinations with acquisition dates on or after January 1,
2011. Early adoption of this section is permitted. Section 1601 together with Section 1602
establishes standards for the preparation of consolidated financial statements, and will be
applicable to the Company’s interim and annual consolidated financial statements for the fiscal
year beginning January 1, 2011. Early adoption of this section is permitted. If the Company
chooses to early adopt any one of these sections, the other two sections must also be adopted at
the same time. The Company is evaluating the impact of the adoption of these sections on its
future acquisitions.



3. Marketable securities

The available-for-sale marketable securities consist of dividend paying Canadian financial and utilities shares
and shares of junior resource companies the Company received pursuant to option agreements. Their total fair
market values as at December 31, 2009 of $1,440,910 is higher than their total costs of $1,310,801. The
unrealized gain or loss is included in other comprehensive income or loss.

4. Note receivable

Altai Philippines Mining Corporation (“Altai Philippines”), a 40% owned subsidiary, has not repaid any part of the
note or note interest. In view of the uncertainty in the timing and ability of Altai Philippines in the repayment of
the note, the note was written down to $1 in fiscal 2008.

5. Investment in subsidiaries

The Company has 40% equity interest in Altai Philippines Mining Corporation (“Altai Philippines”) and some
other contractual benefits.

The properties of Altai Philippines are Sibuyan Island lateritic nickel-cobalt property, Negros Island sulfur
property and Lahuy Island gold property.

a) In November 2004, Altai Philippines entered into an option agreement with a consortium headed by
Sunshine Gold Pty Ltd (“Sunshine”) of Australia on Altai Philippines’ nickel laterite property on Sibuyan Island
(“Sibuyan property”). Under the option agreement, Sunshine, after satisfactory due diligence on the property,
would have ninety days from the date of Altai Philippines obtaining approval of the Mineral Production
Sharing Agreement (MPSA) application for the property to exercise the option to purchase the Sibuyan
property. Sunshine was to fund the expenses for the MPSA application. As at December 31, 2009, the
transaction had not yet been closed.

b) In June 2008, Altai Philippines entered into an agreement to sell its Negros Island sulphur property to a
private Philippine company (the “Optionee”) for US$1,500,000 payable in three instalments over a maximum
of 6 years (US$500,000 every two years or less) subject to certain approvals of the Philippine Government.
As at December 31, 2009, no instalment payment had been made by the Optionee.

Though there are outstanding sale option agreements on two of the three properties of Altai Philippines, there

is uncertainty in the timing of the MPSA and other approvals for the properties by the Philippine Government.
The Company has therefore written down its investment in Altai Philippines to $1 in 2008.

6. Interests in mining properties

Balance, Balance,
Beginning of End of
year Expenditure Grant year

Malartic Township, Quebec
Property $123,711 $ - $ - $123,711
Expenditure 728,004 8,764 (365) (i) 736,403
$851,715 $8,764 $ (365) $860,114

() Grant from the Quebec Government

Malartic Township gold property, Quebec

The Company owns 50% working interest in the Malartic Township gold property of three mining claims
totalling 120 hectares (300 acres) in Quebec. The other 50% working interest is owned by the property joint-
venture partner, Globex Mining Enterprises Inc. (“Globex”), which names the project “Blackcliff gold property”.

The option agreement on the property with C2C Gold Corporation Inc. (“C2C”) which took effect in September



2007 was terminated in October 2009 by the Company and Globex due to C2C's failure to fulfill its obligations
under the agreement. C2C did not earn any interest in the property.

Natural gas interests

Balance, Option Balance,
Beginning and End of
of year Expenditure Grant year

a) Sorel-Trois Rivieres property,
St.  Lawrence Lowlands, $31,348,428 $572,477 $(93,652) (i) $31,827,253

Quebec

b) Sﬁfttr-]lles property, Quebec 3748 44.359 (12,491) (i) 35,616
Total $31,352,176 $616,836 $(106,143) $31,862,869

() Grant from the Quebec Government

(i) Includes $470 grant from the Quebec Government.
a) Sorel-Trois Rivieres natural gas property, Quebec

At the beginning of 2008, the Company owned a 59.4% working interest in the property, and the remaining
interest (40.6%) was owned by Petro St-Pierre Inc. (“PSP”), the property joint-venture partner.

In October 2008, the Company completed its acquisition of 100% of PSP. For the purchase of all issued and
outstanding shares of PSP, the Company issued 8,199,998 common shares at a deemed value of $2.60 per
share and paid $327,018 cash to the PSP’s former shareholders, and made a loan of $272,982 to PSP for it
to discharge all its debts outstanding prior to the transaction closing date. The purchase price of PSP has
been allocated to the expenditure of the property.

After the acquisition of PSP, the Company owns 100% interest in the property.

At December 31, 2009 the Company had 100% interest in fourteen oil and gas and reservoir permits in the
Sorel-Trois Rivieres area, St. Lawrence Lowlands region of Quebec, covering 114,344 hectares (282,544
acres).

The Company also has 15% gross royalty on all net receipts from the permit (#2002PG625 or successor
permit) of 13,290 hectares (32,840 acres) that Talisman Energy Canada has 100% working interest.

Mengold Resources Inc. holds a 10% net profit interest participation in the Company’s future share of net
profits of the permit existing at October 27, 1990 after payback from that permit. Mengold’'s participation is
limited to the recovery of its investment carrying value of $259,010.

b) Sept-lles gas property, Sept-lles, Quebec North

Altai has a gas permit of 24,042 hectares (59,408 acres) (“Property”) in the Sept-lles area, Quebec North
Region, which is about 750 km north east of the Sorel-Trois Rivieres oil and gas property.

The November 2008 Farmin Option Agreement (“Agreement”) with RJIK Explorations Ltd. (“RJK") for RJK to
earn 100% interest in the Property from Altai was terminated in May 2009 by RJK which had not earned any
interest in the Property. During the year, RJK paid $12,021 under this option agreement.

Technology project

The Company, through its wholly-owned subsidiary, Altai Technologies Inc. (“Altai Technologies”), has one high
technology project, the Mapcheck Inc. project which has been written down to a nominal value of $1 in 2001.

The Company has a loan agreement with Altai Technologies that the total amount of all expenses, including any
investment payments for the projects of Altai Technologies, which have been and will be paid by the Company
on behalf of Altai Technologies in excess of $400,000 will be treated as a non-interest bearing loan and will be



10.

repayable to the Company immediately upon the earlier of the completion of any financing of Altai Technologies
or the day before Altai Technologies becomes a publicly traded company. The Company has taken a provision

against the collectability of the loan.

Capital assets

2009 2008
Cost Accumula_ted Net Cost Accumula_ted Net
amortization amortization
Computer equipment $ 1,780 $ 861 $ 919 $ 3,271 $2,011 1 26§
Website development 6,750 2,437 4,313 6,750 6,563
Furniture and fixtures 1,350 338 1,012 11,802 1,180 10,622
Leasehold improvement 11,802 3,541 8,261 1,350 1,282
$21,682 $7,177 $14,505 $23,173 $3,446 $19,727
Share capital
a) Share capital
Authorized
An unlimited number of common shares of no par value.
Issued and outstanding common shares
No. of shares Amount
Balance at December 31, 2007 28,856,554 $ 9,538,244
Issued pursuant to private placements financings, net 10,200,000 3,819,273
Issued pursuant to exercise of warrants 1,800,000 630,000
Issued pursuant to exercise of stock options 357,000 210,200
Issued for acquisition of Petro-St-Pierre Inc. 8,199,998 21,319,995
Fair value of warrants exercised 306,000
Tax benefits renounced — flow-through shares (54,873)
Balance at December 31, 2008 49,413,552 35,768,839
Issued pursuant to exercise of stock option (i) 100,000 31,000
Share purchase warrants (ii) (120,000)
Share issuance costs relating to warrant term extension (929)
Balance at December 31, 2009 49,513,552 $35,678,910

(i) During the year ended December 31, 2009, 100,000 stock options were exercised for $0.15 per share
for total proceeds of $15,000. Pursuant to the exercise of stock options, amounts of $16,000 in contributed

surplus were reallocated to share capital.

(i) In March 2009, the Company extended the warrant term of 1,000,000 common share purchase warrants
to May 4, 2010 which were issued in 2008 under a private placement of 2 million units at $0.95 per unit on
May 5, 2008. These warrants are exercisable at $1.25 per common share purchase warrant. The fair value
of the warrants was estimated at the date of the extension being granted using the Black-Scholes option
pricing model with the following assumptions: expected volatility of 69%; expected dividend yield 0.0%; risk

free interest rate 2.43%; expected life — 1 year. The fair value of the warrants was $120,000.

In October 2009, the remaining 219,667 escrowed common shares were released. Thereafter the Company

had no escrow common shares.



b) Warrants

A summary of the status of the Company’s warrants as at December 31, 2009 and 2008 and the
changes during the years then ended is presented below:

2009 2008

Weighted Weighted

2009 average 2008 average

No. of exercise No. of exercise

Warrants warrants price warrants price
Outstanding, at beginning of year 5,100,000 $0.76 1,800,000 $0.35
Issued - - 5,100,000 0.76
Exercised - - (1,800,000) 0.35
Outstanding, at end of year 5,100,000 $0.76 5,100,000 $0.76

The following table summarizes the warrants outstanding as at December 31, 2009:

Exercise Expiry Warrant

Number of warrants price date value
600,000 $0.60  April 10, 2010 $ 162,000
3,500,000 0.65  April 10, 2010 875,000
1,000,000 1.25 May 4, 2010 370,000
5,100,000 $1,407,000

c) Stock options

The 2002 Stock Option Plan which authorizes the Board to grant up to 2,293,000 option shares to
directors, officers and employees of the Company or of its subsidiaries is in effect. The options are
generally exercisable for up to five years from the date of grant.

The prices of all stock options granted are greater than or equal to the closing fair market value of each
common share on the days prior to the options being granted.

At December 31, 2009, there were 753,000 options available for future grants.
During the year, 100,000 options were exercised for proceeds of $15,000.

During the year, the Company granted 100,000 vested options to an officer of the Company at $0.225
per stock option with an expiry date of March 4, 2014.

The fair value of the options granted during the year ended December 31, 2009 was estimated at the
date of the grant using the Black-Scholes option pricing model with the following assumptions:

Black-Scholes assumptions used

Expected volatility 128%
Expected dividend yield 0.0%
Risk-free interest rate 2.08
Expected option life in years 5
Fair value per stock option granted $0.179

Fair value of stock option granted $17,900
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A Summary of the status of the Company’s stock options as at December 31, and changes during the

years then ended is presented below:

2009 2008
Weighted Weighted
2009 average 2008 average
No. of exercise No. of exercise
Stock options options price options price
Outstanding, at beginning of year 820,000 $1.181 407,000 $0.144
Granted 100,000 0.225 820,000 1.343
Exercised (100,000) 0.15 (357,000) 0.368
Cancelled/terminated (100,000) 0.93 (50,000) 1.204
Outstanding, at end of year 720,000 $1,227 820,000 $1.181
Exercisable, at end of year 720,000 $1.227 820,000 $1.181
Contributed surplus
Contributed surplus transactions for the years ending December 31, are as follows:
2009 2008
Balance, beginning of year $861,310 $299,730
Stock-based compensation (note 10c) 17,900 640,400
Exercise of stock options (note 10a) (16,000) (78,820)
Balance, end of year $863,210 $861,310
Accumulated other comprehensive income (loss)
2009 2008
Balance, beginning of year $(52,402) $ 91,778
Unrealized gain (loss) of marketable securities 162,282 (144,180)
Balance, end of year $109,880 $ (52,402)

Related party transactions

The following related parties transactions arose in the normal course of business and have been accounted
for at the exchange amount being the amount agreed to by the related parties, which approximates the arms

length equivalent value.

a) Consulting services were provided by two officers. Fees for such services amounted to $78,000 (2008 —
$48,000). These fees have been allocated to administrative expenses in the amount of $3,245 and resource

properties in the amount of $74,755.

b) The fifth (last) instalment ($35,100) of the $175,500 consulting charge payable in equal instalments over 5
years to an officer of the Company per agreement signed in 2004, had been paid in the first quarter of 2009.

Office lease commitments

The Company has a 5 year office lease starting from July 1, 2008. The basic rent per month is $1,218 and
the additional rent per month for 2009 is approximately $1,621 to April 30, 2009 and $1,487 effective May 1,

2009.



15.

16.

Additional information to the cash flow statement

Non-cash investing and financing activities

2009 2008
Acquisition of private company through issuance of share capital $ - $21,319,995
Shares received pursuant to an option agreement $ - $ 10,000

Income taxes

(@ The provision for (recovery of) income taxes attributable to income before income taxes differs from the
amounts computed by applying the combined federal and provincial tax rate of 33.0% (2008 — 33.5%)
of pre-tax income (loss) as a result of the following:

2009 2008
Loss before income taxes $(41,156) $(1,640,330)
Computed expected income tax provision (recovery) (13,581) (549,577)
Non-deductible stock-based compensation expense 5,907 214,534
Non-capital loss not utilized 5,100 63,824
Tax asset recognized on flow through renunciation - (43,536)
Permanent and other differences 2,574 259,882
Provision for (recovery of) income taxes $ — $ (54,873)

(b)  Significant components of the provision for (recovery of) income taxes for the year ended December 31
are as follows:

2009 2008

Current tax recovery $ - $ -

Future income tax recovery relating to origination and - (54,873)
reversal of temporary differences

Provision for (recovery of) income taxes $ - $(54,873)

(c) The tax effects of temporary differences that give rise to significant portions of the future income tax
assets and future income tax liabilities are presented below:

2009 2008

Future income tax assets

Non-capital losses carried forward $ 100,980 $ 132,995

Canadian development, exploration and oil and gas 540,399 522,600

expenditures
Total future income tax assets 641,379 655,595
Less: Valuation allowance 641,379 655,595
Net future income tax assets $ - $ -
Future income tax liabilities
Natural gas interests — differences in carrying value and tax $7,448,211 $7,448,211

costs

Net future income tax liabilities $7,448,211 $7,448,211
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The Company has non-capital loss carry forwards of approximately $306,000 (2008 — $288,000) and tax
pools of approximately $3,750,000 (2008 — $1,600,000) available to reduce future years’ income for tax
purposes.

Income tax losses by year of expiry:

2014 $226,000
2015 15,000
2026 47,000
2027 18,000

$306,000

Subsequent events

(@ In February 2010, each of the five directors of the Company was granted 100,000 stock options each,
immediately vesting, exercisable at $0.46 per share and expiring on February 21, 2015.

(b) On April 10, 2010, 600,000 warrants with an exercise price of $0.60 and 3,500,000 warrants with an
exercise price of $0.65, expired unexercised.

Restatement of consolidated financial statements for the year ended December 31, 2008

The Company discovered an error relating to its consolidated financial statements for the year ended
December 31, 2008. In those previously released consolidated financial statements, the Company had not
properly recognized the following: (1) the future income tax liability related to its acquisition of Petro St-Pierre
Inc. (see note 7) and (2) the Company incorrectly accounted for the tax effect of the change in the fair value
of its available for sale investments as an income tax expense and a reduction to accumulated other
comprehensive income (loss). These consolidated financial statements have been restated to give effect to
the adjustment to the purchase price allocation and the related future income tax liability arising from this
acquisition and the tax adjustment relating to the change in the fair value of its available for sale investments.
The value attributed to the underlying natural gas interests and related exploration expenditures, on the
allocation of the purchase price has been increased by $7,448,211 to reflect a future tax liability totaling
$7,448,211. This non-cash adjustment has no impact on the net loss for the year ended December 31, 2008,
the net cash flows or cash balances as previously reported. The tax adjustment relating to the change in the
fair value of its available for sale investments decreased net loss and deficit by $24,150 and increased
accumulated other comprehensive income by $24,150. All amounts included within these consolidated
financial statements and accompanying notes have been adjusted to reflect this restatement.

The following is a summary of the effects of the aforementioned adjustments on the consolidated financial
statements:
As previously

reported As restated

December 31, December 31,

2008 (a) Adjustment 2008

Natural gas interests $23,903,965 $7,448,211 $31,352,176
Future tax liabilities - 7,448,211 7,448,211
Net loss (1,609,807) 24,150 (1,585,657)
Deficit (7,442,092) 24,150 (7,417,942)
Accumulated other comprehensive (loss) (28,252) (24,150) (52,402)

(@) As previously disclosed in the December 31, 2008 financial statements filed with regulators in April
20009.
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Financial instruments hierarchy

The following table presents the Company’s financial instruments, measured at fair value on the consolidated
balance sheet as at December 31, 2009, categorized into levels of the fair value hierarchy in accordance with
Section 3862 of the CICA Handbook and as described in note 2(0):

Level 1 Level 2 Level 3
Quoted Valuation technique Valuation technique
market price - observable market - non-observable
Inputs market inputs Total
Financial assets
Available for sale
Marketables securities $1,440,910 - —  $1,440,910

There were no significant transfers from Level 1 to 2 or Level 2 to 1 during the year ended December 31,
20009.

Management of capital

The Company includes the following in its capital as at December 31.:

2009 2008
Shareholders’ equity comprised of

Share capital $35,678,910 $35,768,839
Warrants 1,407,000 1,287,000
Contributed surplus 863,210 861,310
Deficit (7,459,098) (7,417,942)
Accumulated other comprehensive income (loss) 109,880 (52,402)
$30,599,902 $30,446,805

The Company’s objectives when managing capital are:

(a) to ensure that the Company maintains the level of capital necessary to meet the requirements of its
exploration programs and current operating expenditures;

(b) to allow the Company to respond to changes in economic and/or marketplace conditions;

(c) to give shareholders sustained growth in shareholder value by increasing shareholders’ equity; and

(d) to maintain a flexible capital structure which optimizes the cost of capital at acceptable levels of risk.

The Company manages its capital structure and makes adjustments to it in the light of changes in economic

conditions and the risk characteristics of its underlying assets. The Company maintains or adjusts it capital

level to enable it to meet its objectives by:

(a) realizing proceeds from the disposition of its investments;
(b) raising capital through equity financings.

The Company is not subject to any capital requirements imposed by a regulator.

The payment of cash dividends does not form part of Altai's current capital management program and, to
date, the Company has not declared any cash dividends on its shares. The Company’s management is
responsible for the management of capital. The Company expects that its current capital resources will be
sufficient to discharge its liabilities as at December 31, 2009.

Financial risk exposure and risk management

The Company is exposed in varying degrees to a number of risks arising from financial instruments. The
Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework. Management's close involvement in the operations allows for the identification of



risks and variances from expectations. The Board approves and monitors the risk management process.

The types of risk exposure and the way in which such exposures are managed as follows:

(a) Credit risk
Credit risk is the risk of financial loss to the Company if a counterparty to a financial instrument fails to
meet its payment obligations. The Company’s exposure to credit risk includes cash and cash equivalents
and marketable securities. The risk exposure is limited to their carrying amounts at the balance sheet
date.
Cash and cash equivalents are maintained with a financial institution. The risk is mitigated because the
financial institution is a major institution with high credit ratings. The marketable securities are mainly
very liquid securities that are reflected at market value.

(b) 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 manages its liquidity risk by actively forecasting, planning, reviewing and monitoring
expenditures and commitments and anticipated financial requirements.

Cash and cash equivalents on hand at December 31, 2009 are sufficient to fund the Company’s ongoing
operational needs for the next 12 months.

(c) Market risk

Market risk is the risk that changes in market prices, such as natural gas prices, foreign exchange rates

and interest rates will affect the Company’s income. The object of market risk management is to manage

and control market risk exposures within acceptable parameters, while optimizing the return on risk.

(i) Commaodity risk
The ability of the Company to develop its properties and the future profitability of the Company is
directly related to the market price of certain minerals and oil and gas prices. The Company does not
use derivative financial instruments to reduce its exposure to commodity price risk.

(i) Currency risk
The Company is not exposed to the financial risk related to the fluctuation of foreign exchange rates.
The Company operates mainly in Canada and all of its expenses are incurred in Canadian dollars.

(ii) Interest rate risk
The Company is not exposed to significant interest rate risks since all of its financial instruments can
be quickly turned into cash, thus avoiding additional risks.

22. Fair value

The Company has classified its marketable securities as available for sale and measures them at fair value.
Accounts payable and accrued liabilities are measured at amortized cost.

The fair value of cash and cash equivalents, amounts receivable, and accounts payable and accrued
liabilities on the balance sheet are not materially different from their carrying values due to their short term
nature.
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