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METALLINE MINING COMPANY
(AN EXPLORATION STAGE COMPANY)
CONSOLIDATED BALANCE SHEETS

January 31, October 31,
2010 2009
(Unaudited)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 2,624,865 $ 1,482,943
Other receivables 17,068 18,303
Prepaid expenses 213,612 134,122
Prepaid income taxes 23,606 —
Total Current Assets 2,879,151 1,635,368
PROPERTY CONCESSIONS
Sierra Mojada District (Note 4) 3,707,945 3,713,722
EQUIPMENT
Office and mining equipment, net of accumulated
depreciation
of $726,075 and $679,659, respectively (Note 5) 1,036,896 1,005,733
OTHER ASSETS
Value-added tax receivable, net of allowance for
uncollectible taxes of
$273,335 and $273,761, respectively (Note 3) 732,613 686,992
TOTAL ASSETS $ 8,356,605 $ 7,041,815
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable $ 181,212 $ 55,037
Accrued liabilities and expenses 169,157 346,446
Deferred salaries and costs (Note 5) — 393,903
Income tax payable — 9,290
Total Current Liabilities 350,369 804,676
COMMITMENTS AND CONTINGENCIES (Notes 6
and 10)
STOCKHOLDERS’ EQUITY (Notes 7, 8 and 9)
Common stock, $0.01 par value; 160,000,000 shares
authorized,
55,366,829 and 48,834,429 shares issued and
outstanding, respectively 553,668 488,344
Additional paid-in capital 58,127,432 55,144,214

Deficit accumulated during exploration stage (53,226,412) (51,917,015)
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Other comprehensive income 2,551,548 2,521,596
Total Stockholders’ Equity 8,000,236 6,237,139

TOTAL LIABILITIES AND STOCKHOLDERS’
EQUITY $ 8356,605 $ 7,041,815
The accompanying notes are an integral part of these consolidated financial statements
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METALLINE MINING COMPANY

(AN EXPLORATION STAGE COMPANY)
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

REVENUES

EXPLORATION AND
PROPERTY HOLDING COSTS
Exploration and property holding
costs

Depreciation and asset write-off
TOTAL EXPLORATION AND
PROPERY HOLDING COSTS

GENERAL AND
ADMINISTRATIVE EXPENSES
Salaries and payroll

Office and administrative
Professional services

Directors fees

Provision for uncollectible
value-added taxes

Depreciation

TOTAL GENERAL AND
ADMINISTRATIVE EXPENSES

LOSS FROM OPERATIONS

OTHER (EXPENSES) INCOME
Interest and investment income
Foreign currency transaction loss
Miscellaneous ore sales, net of
expenses

Miscellaneous income

Interest and financing expense
TOTAL OTHER (EXPENSES)
INCOME

LOSS BEFORE INCOME TAXES

INCOME TAX (BENEFIT)
EXPENSE

Three Months Ended
January 31,
2010

405,899
43,470

449,369

279,637
88,110
402,844
47,736
4,434
822,761
(1,272,130)

689
(52,652 )

(51,963 )

(1,324,093 )

(14,696 )

2009

478,099
45,537

523,636

377,603
66,347
307,735
64,393
5,780
821,858
(1,345,494 )

850
(2,013,150)

(2,012,300 )

(3,357,794 )

3,575

Period from
November 8,
1993
(Inception)

to January 31,
2010

$ —

17,330,397
919,366

18,249,763

13,662,364
2,802,698
11,444,844
3,209,487

276,518
224,754

31,620,665
(49,870,428)
838,098
(3,905,627 )
134,242
82,351
(289,230 )

(3,140,166 )

(53,010,594)

89,728



Edgar Filing: METALLINE MINING CO - Form 10-Q
NET LOSS $ (1,309,397) $ (3,361,369) $ (53,100,322)

OTHER COMPREHENSIVE
INCOME (LOSS)
Foreign currency translation
adjustments 29,952 1,461,706 2,551,548

COMPREHENSIVE LOSS $ (1,279,445) $ (1,899,663) $ (50,548,774)
BASIC AND DILUTED NET

LOSS PER COMMON SHARE § (0.03 ) $ (0.08 )

BASIC AND DILUTED

WEIGHTED AVERAGE

NUMBER OF COMMON

SHARES OUTSTANDING 51,660,868 39,709,427

The accompanying notes are an integral part of these consolidated financial statements
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METALLINE MINING COMPANY
(AN EXPLORATION STAGE COMPANY)
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Three Months Ended
January 31,
2010 2009
CASH FLOWS FROM OPERATING
ACTIVITIES:
Net loss $ (1,309,397) $ (3,361,369) $

Adjustments to reconcile net loss to

net cash used by operating activities:

Depreciation and equipment write-off 47,903 51,317
Provision for uncollectible

value-added taxes — —
Noncash expenses — —
Foreign currency transaction loss 52,609 2,009,353
Common stock issued for services — —
Common stock issued for

compensation — —
Options issued for compensation 37,806 169,234
Common stock issued for directors

fees 20,736 —

Options and warrants issued for

directors fees — —
Stock options issued for services — —
Stock options issued for financing

fees — —
Common stock issued for payment of

expenses — —
Stock warrants issued for services — —
(Increase) decrease in:

Value added tax receivable 47,285 ) (71,589 )
Other receivables 1,263 (1,520 )
Prepaid taxes and expenses (104,004 ) (19,208 )
Increase (decrease) in:

Accounts payable 126,175 (43,396 )
Accounts payable - related parties — 10,692
Income tax payable (9,394 ) (4,659 )
Accrued liabilities and expenses (179,052 ) (55,280 )
Deferred salaries and costs (393,903 ) —

Other liabilities — 3,859

Net cash used by operating activities (1,756,543) (1,312,566)

CASH FLOWS FROM INVESTING
ACTIVITIES:
Purchase of investments — —

Period from
November 8,

1993

(Inception)
to January 31,

2010

(53,100,322)

1,146,555

275,132
126,864
4,059,772
1,237,047

1,059,946
7,125,016

618,180

1,665,705
849,892

276,000

326,527
1,978,243

(1,157,317 )
(23,284 )
(235,123 )

181,177

3,039
201,593

7,649
(33,377,709)

(21,609,447)
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Proceeds from investment sales
Equipment purchases

Mining property acquisitions

Net cash used by investing activities

CASH FLOWS FROM FINANCING
ACTIVITIES:

Proceeds from sales of common stock
Proceeds from sales of options and
warrants

Proceeds from exercise of warrants
Proceeds from shareholder loans
Payment of note payable

Net cash provided by financing
activities:

Effect of exchange rates on cash

Net increase (decrease) in cash and
cash equivalents

Cash and cash equivalents beginning
of period

Cash and cash equivalents end of
period

(81,079 )

(81,079 )

2,990,000

2,990,000

(10,456 )

1,141,922

1,482,943

$ 2,624,865

(2,754 )
(2,754 )
(25,896 )
(1,341,216)
2,228,779

$ 887,563

21,609,447

(2,405,267 )
(4,632,037 )
(7,037,304 )

37,692,194
949,890
4,697,347
30,000
(15,783 )
43,353,648

(313,770 )

2,624,865

$ 2,624,865

The accompanying notes are an integral part of these consolidated financial statements
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METALLINE MINING COMPANY

(AN EXPLORATION STAGE COMPANY)
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

SUPPLEMENTAL CASH FLOW
DISCLOSURES:

Income taxes paid
Interest paid

NON-CASH INVESTING AND
FINANCING ACTIVITIES:

Common stock issued for equipment
Common stock options issued for
financing fees

Common stock options issued for
non-cash options

&+ &FH

Three Months Ended

January 31,

2010

18,605

2009

4,086

Period from

November 8,
1993
(Inception)
to January 31,
2010
$ 108,539
$ 286,771
$ 25,000
$ 276,000
$ 59,220

The accompanying notes are an integral part of these consolidated financial statements

10
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NOTE 1 - ORGANIZATION, DESCRIPTION OF BUSINESS, GOING CONCERN AND MANAGEMENT PLANS

Organization and Description of Business

Metalline Mining Company (the “Company”) was incorporated in the State of Nevada on November 8, 1993 as the
Cadgie Company for the purpose of acquiring and developing mineral properties. The Cadgie Company was a spin-off
from its predecessor, Precious Metal Mines, Inc. On June 28, 1996, at a special directors meeting, the Company’s
name was changed to Metalline Mining Company. The Company’s fiscal year-end is October 31. The Company has
not realized any revenues from its planned operations and is considered an Exploration Stage Company.

The Company expects to engage in the business of mineral exploration. The Company currently owns several mining
concessions in Mexico (collectively known as the Sierra Mojada Property). The Company conducts its operations in
Mexico through its wholly owned subsidiary corporations, Minera Metalin S.A. de C.V. (“Minera Metalin™) and
Contratistas de Sierra Mojada S.A. de C.V (“Contratistas”). The Company formed a new wholly owned subsidiary,
Metalline Mining Delaware Inc, on December 3, 2009 to merge with Dome Ventures Corporation pursuant to the
agreement below.

The Company’s efforts have been concentrated in expenditures related to exploration properties, principally in the
Sierra Mojada Property located in Coahuila, Mexico. The Company has not determined whether the exploration
properties contain ore reserves that are economically recoverable. The ultimate realization of the Company’s
investment in exploration properties is dependent upon the success of future property sales, the existence of
economically recoverable reserves, the ability of the Company to obtain financing or make other arrangements for
development, and upon future profitable production. The ultimate realization of the Company’s investment in
exploration properties cannot be determined at this time, and accordingly, no provision for any asset impairment that
may result, in the event the Company is not successful in developing or selling these properties, has been made in the
accompanying consolidated financial statements.

Merger Agreement with Dome Ventures

On December 4, 2009, Metalline executed an Agreement and Plan of Merger and Reorganization (the “Merger
Agreement”) with Dome Ventures Corporation (“Dome”) whereby upon the closing of the transaction described in the
Merger Agreement, Dome will become a wholly owned subsidiary of Metalline. Dome is a publicly held resource
company based in Vancouver, British Columbia, Canada. Dome’s common stock is listed on the TSX Venture
Exchange (TSX-V) under the symbol "DV.U". Dome holds three exploration licenses in Gabon, West Africa and
recently announced a joint venture agreement with AngloGold Ashanti Limited on two of its licenses, Ndjole and
Mevang. At the same time Dome entered into a second joint venture agreement on the Ogooue license held by
AngloGold Ashanti Limited.

Pursuant to the Merger Agreement, on December 22, 2009, Metalline closed a private placement of 6,500,000 units of
the Company, at a price of $.46 per unit, with each unit consisting of one share of common stock of the Company and
one common stock purchase warrant of the Company, two of which warrants will entitle the holder to purchase one
share of common stock. The warrants are exercisable if the Merger Agreement between Dome and Metalline is
terminated and then only for a term extending until one year following the date of issuance, with an exercise price of
$0.57 per share of common stock. This private placement was completed on December 22, 2009 with total net
proceeds of $2,990,000. Further pursuant to the Merger Agreement, Dome raised $13,010,000 through a private
placement of special warrants of Dome on January 11, 2010. The funds are currently being held in escrow by Dome
pending the closing of the transaction.

Both Dome and Metalline must submit the proposed transaction to their respective stockholders for approval, and
accordingly completing the transaction is subject to both parties receipt of their stockholders’ approval. As such, the

Merger Agreement obligates Metalline to prepare and file with the Securities and Exchange Commission a registration

11
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statement pursuant to which it will seek stockholder approval of the transaction and register the shares of common
stock to be issued to Dome’s stockholders. The registration statement was filed and became effective March 9,
2010. Metalline will be considered the acquirer for accounting purposes.

12
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NOTE 1 - ORGANIZATION, DESCRIPTION OF BUSINESS, GOING CONCERN AND MANAGEMENT PLANS
(continued)

Upon the closing of the transaction described in the Merger Agreement, Metalline will acquire all of the outstanding
shares of Dome by the issuance of 47,724,561 shares of common stock. The number of Metalline common shares to
be received by each Dome shareholder will depend on the number of Dome shares outstanding at the closing of the
transaction. Additionally, upon the effective date of the transaction all outstanding Dome warrants will be exchanged
for warrants to acquire Metalline common stock on equivalent terms. The parties anticipate that the Metalline
common stock issued in the transaction will be listed on both the NYSE Amex and the TSX Venture Exchange.

The Merger Agreement sets forth a number of conditions precedent for completion of the transaction, and contains
other standard provisions for transactions of this nature, including transaction protection terms, standard
representations, warranties and covenants. There can be no assurance that Metalline will be able to meet the
conditions precedent to the transaction contemplated by the Merger Agreement. The shareholders meetings for Dome
and Metalline are scheduled on April 14th and April 15th of 2010, respectively. The parties expect to close the
transaction on April 15, 2010. If the merger is not completed by May 30, 2010, the Merger Agreement will terminate.

Going Concern and Management Plans

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as
a going concern. Since its inception in November 1993, the Company has not generated revenue and has incurred a
net loss of $53,100,322 from inception through January 31, 2010. Accordingly, the Company has not generated cash
flow from operations and has primarily relied upon private placement of its common stock and proceeds from warrant
exercises to fund its operations. As of January 31, 2010, the Company had a working capital balance of $2,528,782.

As discussed above, the Company executed a Merger Agreement with Dome on December 4, 2009, whereby upon the
closing of the transaction, Dome will become a wholly owned subsidiary of the Company. In connection with the
merger, Metalline closed a $2,990,000 private placement on December 22, 2009. These funds are currently being
used to ramp-up its exploration activities at Sierra Mojada and to fund its working capital while the Company works
to close the Dome merger. Further pursuant to the merger, Dome has raised $13,010,000 through a private placement
of special warrants on January 11, 2010 and is currently holding these funds in escrow pending completion of the
merger.

The Merger Agreement contains several conditions precedent for the transaction to be completed, all of which must be

met by May 30, 2010. In the event the Company is unable to successfully close the Merger transaction, the Company

may not have sufficient working capital to operate during the next fiscal year. These conditions raise substantial doubt

about the Company’s ability to continue as a going concern. The consolidated financial statements do not include any
adjustments to reflect the possible future effects on the recoverability and classification of assets, or the amounts or

classification of liabilities that may result from the possible inability of the Company to continue as a going concern.

Management’s plans with regards to these conditions are described below.

In the event the Company is unable to successfully close the Dome transaction, Management will likely reduce
exploration activities and reduce administrative costs to conserve capital while it tries to secure alternative sources of
capital to fund its operations and continue exploration of the Sierra Mojada Property. Management would likely also
immediately resume its efforts to explore for various sources of additional capital including additional equity funding,
joint venture participation, strategic partner and smelter and metal trading companies willing to fund projects for a
commitment of product. If the Company is unable to quickly find alternative sources of capital, its business, financial
condition and results of operations will be adversely impacted.

13



Edgar Filing: METALLINE MINING CO - Form 10-Q

14



Edgar Filing: METALLINE MINING CO - Form 10-Q
NOTE 2 - BASIS OF PRESENTATION

These unaudited interim financial statements have been prepared in accordance with generally accepted accounting
principles for interim financial information and with the instructions to Form 10-Q and Regulation S-K as
promulgated by the Securities and Exchange Commission ("SEC"). Accordingly, these financial statements do not
include all of the disclosures required by generally accepted accounting principles in the United States of America for
complete financial statements. These unaudited interim financial statements should be read in conjunction with the
audited financial statements for the year ended October 31, 2009. In the opinion of management, the unaudited
interim financial statements furnished herein include all adjustments, all of which are of a normal recurring nature,
necessary for a fair statement of the results for the interim period presented.

The preparation of financial statements in accordance with generally accepted accounting principles in the United
States of America requires the use of estimates and assumptions that affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities known to exist as of the date the financial statements are
published, and the reported amounts of revenues and expenses during the reporting period. Uncertainties with respect
to such estimates and assumptions are inherent in the preparation of the Company's financial statements; accordingly,
it is possible that the actual results could differ from these estimates and assumptions and could have a material effect
on the reported amounts of the Company's financial position and results of operations.

Operating results for the three-months ended January 31, 2010 are not necessarily indicative of the results that may be
expected for the year ending October 31, 2010.

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies is presented to assist in understanding the financial statements. The
financial statements and notes are representations of the Company’s management, which is responsible for their
integrity and objectivity. These accounting policies conform to accounting principles generally accepted in the U.S.
and have been consistently applied in the preparation of the financial statements.

Concentration of Risk

The Company maintains its domestic cash and marketable securities in a commercial depository account and a
brokerage account. The commercial depository account and bank deposits held in the brokerage account are insured
by the Federal Deposit Insurance Corporation (FDIC) for up to $250,000. The brokerage account typically includes
short-term highly liquid fixed income securities such as United States Treasury Bills, money market funds, and
certificates of deposit. As of January 31, 2010, the Company did not hold any fixed income investments. The
Company also maintains cash in banks in Mexico. These accounts, which had U.S. dollar balances of $68,016 and
$38,851 at January 31, 2010 and October 31, 2009, respectively, are denominated in pesos and are considered
uninsured. At January 31, 2010, the Company’s cash balances included $2,341,087 which was not federally insured.

Earnings Per Share

Basic earnings per share includes no dilution and is computed by dividing net income available to common
shareholders by the weighted average common shares outstanding for the period. Diluted earnings per share reflect the
potential dilution of securities that could share in the earnings of an entity similar to fully diluted earnings per share.
Although there were common stock equivalents of 21,134,713 shares and 18,346,568 shares outstanding at January
31, 2010 and 2009, respectively, they were not included in the calculation of earnings per share because they would
have been considered anti-dilutive.

Subsequent Events
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The Company has evaluated events, if any, which occurred subsequent to January 31, 2010 to ensure that such events
have been properly reflected in these consolidated financial statements. No subsequent events were identified that
required disclosure in the consolidated financial statements.

16
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NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Exploration Costs

In accordance with accounting principles generally accepted in the United States of America, the Company expenses
exploration costs as incurred. Exploration costs expensed during the three months ended January 31, 2010 and 2009
were $405,899 and $478,099, respectively. The exploration costs expensed to date during the Company’s exploration
stage amount to $17,330,397.

Foreign Currency Translation

Assets and liabilities of the Company’s foreign operations are translated into U.S. dollars at the year-end exchange
rates, and revenue and expenses are translated at the average exchange rates during the period. Exchange differences
arising on translation are disclosed as a separate component of stockholders’ equity. Realized gains and losses from
foreign currency transactions are reflected in the results of operations. Intercompany transactions and balances with
the Company’s Mexican subsidiaries are considered to be short-term in nature and accordingly all foreign currency
transaction gains and losses on intercompany loans are included in the consolidated statement of operations.

Foreign Operations

The accompanying balance sheet at January 31, 2010 contains Company assets in Mexico, including: $3,707,945 in
mineral properties; $1,672,421 (before accumulated depreciation) of property and equipment; $732,613 in
value-added tax receivable; $179,830 in prepaid expenses and $68,016 of cash. Although this country is generally
considered economically stable, it is always possible that unanticipated events in foreign countries could disrupt the
Company’s operations. The Mexican government does not require foreign entities to maintain cash reserves in Mexico.

Value-Added Tax Receivable

The Company records a receivable for value added (“IVA”) taxes recoverable from Mexican authorities on goods and
services purchased by its Mexican subsidiaries. As of January 31, 2010, the Company has filed IVA tax returns with
the Mexican authorities to recover approximately $704,000 of IVA taxes paid by its Mexican subsidiaries from 2005
through 2008. During 2008, the Mexican authorities requested the Company to provide copies of supporting
documentation for amounts filed. The Company worked with the Mexican authorities to provide the requested
documentation and answer questions related to these tax returns, but the Company was unable to recover the IVA tax
amounts.

In September 2008, the Company hired an IVA tax consultant to assist the Company in recovering the IVA taxes. The
IV A tax consultant performed a detailed review of the IVA tax returns for 2005, 2006, and 2007 and suggested the
Company eliminate certain small dollar items and items that lack clear supporting documentation to expedite recovery
of these IVA tax amounts. The Company prepared revised IVA tax returns and presented them to the Mexican
authorities. However, the Mexican authorities rejected the returns and requested further information.

During 2008 and 2009, the Company continued to work with the Mexican authorities to provide requested information
and resolve any outstanding tax issues. Several times the Company presented the tax returns along with supporting
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information to the Mexican authorities only to receive notices requesting further information. The Company met with
senior government officials in charge of our returns on at least two different occasions in attempt to resolve these
issues. Despite assurances that the returns would be accepted as filed, the Mexican authorities again rejected our
returns in October 2009. The Company plans to challenge the governments repeated request for information and
aggressively pursue collection of all outstanding IVA tax amounts.

18
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NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Given the continued uncertainty as to the ultimate collection of these taxes, Management evaluated the estimated
collectability of the IVA amounts as of October 31, 2009 and increased its allowance for uncollectible taxes to
approximately 3.6 million pesos or $273,761. The allowance for uncollectible taxes was estimated by management
based upon a number of factors including length of time the returns have been outstanding, general economic
conditions in Mexico and estimated net recovery after commissions. Management evaluated the IVA tax receivable at
January 31, 2010 and has determined that the allowance for uncollectible taxes of 3.6 million pesos or $273,335 is
adequate as of January 31, 2010. The Company will continue to reflect the IVA tax receivable as a long-term asset on
the Consolidated Balance Sheet as of January 31, 2010.

Marketable Securities

The Company classifies marketable securities as trading, available-for-sale, or held-to-maturity. Marketable securities
include investments with maturities greater than three months, but not exceeding twelve months. As of January 31,
2010, the Company did not have marketable securities.

Accounting for Loss Contingencies and Legal Costs

From time to time, the Company is named as a defendant in legal actions arising from our normal business activities.
The Company records an estimated loss contingency when information available prior to issuance of our financial
statements indicates that it is probable that a loss has been incurred at the date of the financial statements and the
amount of the loss can be reasonably estimated. The consolidated financial statements do not reflect any material
amounts related to possible unfavorable outcomes of claims and lawsuits to which we are currently a party because we
currently believe that such claims and lawsuits are not expected, individually or in the aggregate, to result in a material
adverse effect on our financial condition. However, it is possible that these contingencies could materially affect our
results of operations, financial position and cash flows in a particular period if we change our assessment of the likely
outcome of these matters. Legal costs incurred in connection with loss contingencies are considered period costs and
accordingly are expensed in the period services are provided.

Income Taxes

Income taxes are accounted for based upon the asset and liability method. Under this approach, deferred income taxes
are recorded to reflect the tax consequences in future years of differences between the tax basis of assets and liabilities
and their financial reporting amounts at each year-end. A valuation allowance is recorded against deferred tax assets if
management does not believe the Company has met the “more likely than not” standard imposed by this guidance to
allow recognition of such an asset.

Effective November 1, 2007, the Company adopted accounting guidance for uncertainty in income taxes. This
guidance addresses the determination of whether tax benefits claimed or expected to be claimed on a tax return should
be recorded in the financial statements. The Company may recognize the tax benefit from uncertain tax positions only
if it is at least more likely than not that the tax position will be sustained on examination by the taxing authorities,
based on the technical merits of the position. The tax benefits recognized in the financial statements from such a
position should be measured based on the largest benefit that has a greater than 50% likelihood of being realized upon
settlement with the taxing authorities. This accounting standard also provides guidance on de-recognition,
classification, interest and penalties, accounting in interim periods and disclosure.

Fair Value Measurements
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On November 1, 2008, the Company adopted new accounting guidance on fair value measurements. The new
guidance defines fair value, establishes a framework for measuring fair value under U.S. GAAP and expands
disclosures about fair value measurements. The new fair value accounting guidance is applied prospectively for
financial assets and liabilities measured on a recurring basis as of November 1, 2008. The adoption of this guidance
did not have a material impact on the Company’s financial position, results of operations or cash flows.

10
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NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

In February 2008, the Financial Accounting Standards Board (“FASB”) issued further accounting guidance which
delayed the effective date of applying fair value measurements for nonfinancial assets and nonfinancial liabilities,
except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least
annually). The new accounting guidance for nonfinancial assets and nonfinancial liabilities was effective for the
Company’s fiscal year beginning November 1, 2009. The adoption of the new guidance applicable to non-financial
assets and liabilities did not have a material effect on its financial position, results of operations or cash flows.

The Company measures certain assets and liabilities at fair value. Fair value is defined as an “exit price” which
represents the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants as of the measurement date. As such, fair value is a market-based measurement that
should be determined based on assumptions that market participants would use in valuing an asset or liability. The
new accounting guidance also requires the use of valuation techniques to measure fair value that maximize the use of
observable inputs and minimize the use of unobservable inputs. As a basis for considering such assumptions and
inputs, a fair value hierarchy has been established which identifies and prioritizes three levels of inputs to be used in
measuring fair value.

The three levels of the fair value hierarchy are as follows:

Level 1 Unadjusted quoted prices in active markets that are accessible at the
measurement date for identical, unrestricted assets or liabilities;

Level 2 Quoted prices in markets that are not active, or inputs that are observable, either
directly or indirectly, for substantially the full term of the asset or liability;

Level 3 Prices or valuation techniques that require inputs that are both significant to the
fair value measurement and unobservable (supported by little or no market
activity).

Under fair value accounting, assets and liabilities are classified in their entirety based on the lowest level of input that
is significant to the fair value measurement. As of January 31, 2010 and October 31, 2009, the Company had no
financial on non-financial assets or liabilities required to be reported for fair value purposes.

The carrying amounts of the Company’s financial instruments, including cash and cash equivalents, other receivable,
and accounts payable approximate fair value at January 31, 2010 and October 31, 2009 due to the short maturities of
these financial instruments.

On November 1, 2008, the Company adopted a pronouncement on what is now codified as Accounting Standards
Codification 820, Fair Value Measurements and Disclosure. This pronouncement provides authoritative guidance
regarding the fair value option for financial assets and financial liabilities. This guidance provides a choice to
measure many financial instruments and certain other items at fair value on specified election dates and requires
disclosures about the election of the fair value option. Unrealized gains and losses on items for which the fair value
option has been elected are reported in earnings. The Company has chosen not to elect the fair value option for any
financial or non-financial instruments as of the adoption date, thus this authoritative guidance did not have an impact
on the Company's financial position or results of operations.

Recent Accounting Pronouncements

Effective July 1, 2009, the FASB Accounting Standards Codification (“ASC”) became the single official source of
authoritative, nongovernmental U.S. GAAP. The historical U.S. GAAP hierarchy was eliminated and the ASC
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became the only level of authoritative U.S. GAAP, other than guidance issued by the SEC. The Company’s accounting
policies were not affected by the conversion to ASC. However, references to specific accounting standards in the
notes to our consolidated financial statements have been changed to refer to the appropriate section of the ASC.
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NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

In December 2007, the FASB issued a pronouncement on what is now codified as ASC 805, Business
Combinations. This pronouncement revised the authoritative guidance on business combinations, including the
measurement of acquirer shares issued in consideration for a business combination, the recognition of contingent
consideration, the accounting for pre-acquisition gain and loss contingencies, the recognition of capitalized in-process
research and development, the accounting for acquisition-related restructuring cost accruals, the treatment of
acquisition-related transaction costs, and the recognition of changes in the acquirer’s income tax valuation allowance.
The new accounting guidance also establishes disclosure requirements to enable the evaluation of the nature and
financial effects of the business combination. The new guidance was effective as of the beginning of an entity’s fiscal
year that begins after December 15, 2008, and was adopted by the Company on November 1, 2009. The adoption of
this new guidance had no material impact on the Company’s financial position, results of operations or cash flows.

In April 2009, the FASB issued a pronouncement on what is now codified as ASC 805, Business Combinations. This
pronouncement issued authoritative guidance on accounting for assets acquired and liabilities assumed in a business
combination that arise from contingencies, which amends the provisions related to the initial recognition and
measurement, subsequent measurement and disclosure of assets and liabilities arising from contingencies in a business
combination under previously issued guidance. The authoritative guidance requires that such contingencies be
recognized at fair value on the acquisition date if fair value can be reasonably estimated during the allocation period.
The new guidance was effective as of the beginning of an entity’s fiscal year that begins after December 15, 2008, and
was adopted by the Company on November 1, 2009. The adoption of this new guidance had no material impact on the
Company’s financial position, results of operations or cash flows.

In August 2009, the FASB issued Accounting Standards Update (“ASU”) 2009-5, Topic 820 which clarified techniques
for valuing a liability in circumstances where a quoted price for an identical liability is not available. This new
accounting guidance became effective for interim periods beginning after August 31, 2009 and was adopted by the
Company on November 1, 2009. The adoption of this new guidance had no material impact on the Company’s
financial position, results of operations or cash flows.

In January 2010, the FASB issued Accounting Standards Update (“ASU”’) No. 2010-06 which provides amendments to
ASC Topic 820 that will provide more robust disclosures about (1) the different classes of assets and liabilities
measured at fair value, (2) the valuation techniques and inputs used, (3) the activity in Level 3 fair value
measurements, and (4) the transfers between Levels 1, 2, and 3. The new disclosures and clarifications of existing
disclosures are effective for interim and annual reporting periods beginning after December 15, 2009, except for the
disclosures about purchases, sales, issuances and settlements in the roll forward of activity in Level 3 fair value
measurements. Those disclosures are effective for fiscal years beginning after December 15, 2010, and for interim
periods within those years. The Company does not expect that the adoption of ASU No. 2010-06 will have a material
effect on its results of operations and financial position.

Other recent accounting pronouncements issued by the FASB (including its Emerging Issues Task Force) and the
United States Securities and Exchange Commission did not or are not believed to have a material impact on the
Company's present or future consolidated financial statements.

NOTE 4 — CONCESSIONS IN THE SIERRA MOJADA DISTRICT

Sierra Mojada Mining Concessions

The Company owns 20 mining concessions consisti