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Audit. Tax. Advisory.
Independent Auditor’s Report
To the Shareholders of Canada Carbon Inc.
Opinion

We have audited the financial statements of Canada Carbon Inc. (the “Company”), which
comprise the statements of financial position as at December 31, 2020 and 2019, and the
statements of loss and comprehensive loss, statements of cash flows, and statements of changes
in equity for the years 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 December 31, 2020 and 2019 and its financial
performance and its cash flows for the years then ended in accordance with International
Financial Reporting Standards (“IFRS”).

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. 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.

Material uncertainty related to going concern

We draw attention to Note 1 in the financial statements, which indicates that the Company had a
working capital deficiency and accumulated deficit as at December 31, 2020. As stated in Note
1, these events or conditions, along with other matters as set forth in Note 1, indicate that
material uncertainties exist that cast significant doubt on the Company’s ability to continue as a
going concern. Our opinion is not modified in respect of this matter.

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 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.
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We obtained Management’s Discussion and Analysis prior to the date of this auditor’s report. If,
based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. 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 IFRS, 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.

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 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 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 judgement and maintain professional skepticism throughout the audit. We
also:

e |dentify 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 risks 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.

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

e 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.

e 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.

The engagement partner of the audit resulting in this independent auditor’s report is Koko
Yamamoto.

McGovern Hurley LLP
M Goven Hw/ag uf

Chartered Professional Accountants
Licensed Public Accountants

Toronto, Ontario
April 21, 2021
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CANADA CARBON INC.
STATEMENTS OF FINANCIAL POSITION
(EXPRESSED IN CANADIAN DOLLARS)

AS AT
December 31, December 31,
2020 2019
$ $
ASSETS
Current
Cash and cash equivalents (Note 7) 564,051 315,551
Receivables (Note 8) 6,536 6,605
Prepaid expenses (Note 9) 10,822 19,399
Total current assets 581,409 341,555
Exploration and evaluation assets (Note 10) 6,819,873 6,663,323
Drilling and reclamation deposits (Note 11) 5,000 5,000
Total assets 7,406,282 7,009,878
LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Accounts payable and accrued liabilities (Note 13) 733,181 1,171,326
Flow through liability - 5,837
Restoration, rehabilitation and environmental obligations (Note 12) 10,000 10,000
Total current liabilities 743,181 1,187,163
Restoration, rehabilitation and environmental obligations (Note 12) 30,000 30,000
Total liabilities 773,181 1,217,163
Shareholders' equity
Capital stock (Note 14) 33,587,224 32,362,228
Reserves 807,047 970,237
Deficit (27,761,170) (27,539,750)
Total shareholders’ equity 6,633,101 5,792,715
Total liabilities and shareholders’ equity 7,406,282 7,009,878

Nature and continuance of operations (Note 1)
Commitments and contingencies (Note 18)
Subsequent events (Note 19)

On behalf of the Board:

“Bruce Coventry” , Director

“Greg Lipton”

See accompanying notes to the financial statements.

, Director



CANADA CARBON INC.

STATEMENTS OF LOSS AND COMPREHENSIVE LOSS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31

2020 2019
EXPENSES
Management fees (Note 13) $ 242972 $ 336,000
Consulting fees 560 14,176
Professional fees (Note 13) 301,238 360,853
Office, rent and miscellaneous 31,195 27,706
Shareholder communications and promotion 42,012 66,318
Share based compensation (Note 14) 812 75,332
Transfer agent and filing fees 22,352 22,852
Travel and accommodation - 4,440
Loss before other items 641,141 907,677
OTHER ITEMS
Foreign exchange loss 1,946 285
Investment income (537) (3,985)
Gain from disposition of net smelter royalty (Note 10) (225,000) -
Flow-through liability (recovery) (5,837) -
Restoration, rehabilitation and environmental obligations (recovered) - (30,089)
Net loss and comprehensive loss for the year $ 411,713 $ 873,888
Basic and diluted net loss per common share $ 0.00 $ 0.01
Weighted average number of common shares outstanding 116,947,571 111,103,814

See accompanying notes to the financial statements.



CANADA CARBON INC.

STATEMENTS OF CASH FLOWS
(EXPRESSED IN CANADIAN DOLLARS)
FOR THE YEARS ENDED DECEMBER 31

2020 2019
$ $
CASH FLOWS FROM OPERATING ACTIVITIES
Net (loss) for the year (411,713) (873,888)
Items not affecting cash:
Share-based compensation 812 75,332
Gain from disposition of net smelter royalty (225,000) -
Flow-through liability (recovery) (5,837) -
Restoration, rehabilitation and environmental obligations - (30,089)
Unrealized foreign exchange loss 9 213
(641,729) (828,432)
Change in non-cash working capital items:
Decrease in receivables 69 23,088
Decrease (increase) in prepaid expenses 8,577 (2,341)
(Decrease) increase in accounts payable and accrued liabilities (448,001) 301,634
Net cash flows from operating activities (1,081,084) (506,051)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from private placements 500,000 280,000
Share issue costs (6,613) (17,597)
Proceeds from warrant and option exercises 747,500 -
Net cash flows from financing activities 1,240,887 262,403
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from disposition of net smelter royalty 225,000 -
Exploration and evaluation assets (149,633) (70,112)
Quebec tax credits received 13,339 -
Restoration, rehabilitation and environmental obligations - 25,000
Net cash flows from investing activities 88,706 (45,112)
Effect of foreign exchange rate changes on cash and cash equivalents 9 (213)
Increase (decrease) in cash and cash equivalents 248,500 (288,973)
Cash and cash equivalents, beginning of year 315,551 604,524
Cash and cash equivalents, end of year (Note 7) 564,051 315,551

Supplemental disclosure with respect to cash flows (Note 15)

See accompanying notes to the financial statements.



CANADA CARBON INC.

STATEMENTS OF CHANGES IN EQUITY
(EXPRESSED IN CANADIAN DOLLARS)

Balance December 31, 2018

Issued pursuant to private placement

Issued pursuant to surface access agreement

Expiry of options

Issue costs

Share-based compensation

Net loss and comprehensive loss for the year
Balance December 31, 2019

Issued pursuant to private placement

Issued pursuant to surface access agreement

Exercise of warrants

Fair value of warrants exercised

Exercise of options

Fair value of options exercised

Fair value of expired options

Stock-based compensation

Issue costs

Net loss and comprehensive loss for the year
Balance, December 31, 2020

Reserves
Equity settled share- Warrant
Number of Capital Stock  based payments reserve reserve Deficit Total
Shares $ $ $ $ $
109,589,074 32,175,376 732,215 334,176 (26,918,615) 6,323,152
2,800,000 194,494 - 85,506 - 280,000
40,000 2,000 § - . 2,000
- - (252,753) - 252,753 -
- (9,642) - (4,239) - (13,881)
- - 75,332 - - 75,332
- - - - (873,888) (873,888)
112,429,074 32,362,228 554,794 415,443 (27,539,750) 5,792,715
2,500,000 326,596 - 173,404 - 500,000
40,000 10,400 § - - 10,400
5,450,000 722,500 - - - 722,500
- 128,497 - (128,497) - -
250,000 25,000 - - - 25,000
- 16,322 (16,322) - - -
- - (190,293) - 190,293 -
- - 812 - - 812
- (4,319) - (2,294) - (6,613)
- - - - (411,713) (411,713)
120,669,074 33,587,224 348,991 458,056 27,761,170 6,633,101

See accompanying notes to the financial statements.



CANADA CARBON INC.

NOTES TO THE FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

1.

NATURE AND CONTINUANCE OF OPERATIONS

Canada Carbon Inc. (hereafter the "Company”) was incorporated in British Columbia on August 13, 1985 and is
listed on the TSX Venture Exchange (“TSX-V”).

The Company’s principal business is the acquisition, exploration and evaluation of mineral properties. In fiscal
2012 the Company positioned itself as a carbon science company focused on graphite. The Company is in the
exploration and evaluation stage on its projects and as such, to date, has not generated significant revenues from
its operations.

The Company's head office is located at 5213 Durie Road, Mississauga, Ontario, L5M 2C6.
The financial statements were approved by the Board of Directors on April 21, 2021.

The Company is in the process of exploring its exploration and evaluation assets. The recoverability of the
amounts shown for exploration and evaluation assets are dependent upon the existence of economically
recoverable reserves, the ability of the Company to obtain necessary financing to complete the development of
those reserves, the achievement of profitable production, or alternatively upon the Company’s ability to dispose of
its interests on an advantageous basis. Changes in future conditions could require material write-downs of the
carrying values.

Although the Company has taken steps to verify title to the properties on which it is conducting exploration and in
which it has an interest, in accordance with industry standards for the current stage of exploration of such
properties, these procedures do not guarantee the Company’s title. Property title may be subject to government
licensing requirements or regulations, unregistered prior agreements, unregistered claims, aboriginal claims, and
non-compliance with regulatory and environmental requirements. The Company’s assets may also be subject to
increases in taxes and royalties, renegotiation of contracts and political uncertainty.

The Company’s operations could be significantly adversely affected by the effects of a widespread global
outbreak of a contagious disease, including the recent outbreak of respiratory illness caused by COVID-19. The
Company cannot accurately predict the impact COVID-19 will have on its operations and the ability of others to
meet their obligations with the Company, including uncertainties relating to the ultimate geographic spread of the
virus, the severity of the disease, the duration of the outbreak, and the length of travel and quarantine restrictions
imposed by governments of affected countries. In addition, a significant outbreak of contagious diseases in the
human population could result in a widespread health crisis that could adversely affect the economies and
financial markets of many countries, resulting in an economic downturn that could further affect the Company’s
operations and ability to finance its operations.

These financial statements have been prepared with the assumption 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. As at December 31, 2020, the Company had a working capital deficit of $161,772 and an accumulated
deficit of $27,761,170 compared to a working capital deficit of $845,608 and an accumulated deficit of
$27,539,750 as at December 31, 2019. The continuing operations of the Company are dependent upon its ability to
continue to raise adequate financing and to commence profitable operations in the future. These conditions
indicate the existence of a material uncertainty that may cast significant doubt about the Company’s ability to
continue as a going concern. Management believes it will be successful in raising the necessary funding to
continue operations in the normal course of operations. These financial statements do not include the adjustments
that would be necessary should the Company be unable to continue as a going concern. Such adjustments could be
material.



CANADA CARBON INC.

NOTES TO THE FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

2.

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with International Financial Reporting Standards
("IFRS"), as issued by the International Accounting Standards Board (“IASB”), and its interpretations.

BASIS OF PRESENTATION

These financial statements have been prepared on a historical cost basis except for financial instruments recorded
at fair value. In addition, these financial statements have been prepared using the accrual basis of accounting,
except for cash flow information.

In the preparation of these financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of expenses during the year. Actual results could differ from
these estimates.

SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all periods presented in these financial
statements.

Cash and cash equivalents

Cash and cash equivalents include balances with banks and short-term investments with original maturities of 90
days or less or short-term investments that are redeemable prior to maturity which are readily convertible into a
known amount of cash. The Company's cash and cash equivalents are invested with major financial institutions in
business accounts and guaranteed investment certificates that are available on demand by the Company.

Financial assets

Financial assets are classified as either financial assets at Fair Value Through Profit or Loss (“FVTPL”),
amortized cost, or Fair Value Through other Comprehensive Income (“FVTOCI”). The Company determines the
classification of its financial assets at initial recognition.

Financial assets are classified as FVTPL if they do not meet the criteria of amortized cost or FVTOCI. Gains or
losses on these items are recognized in profit or loss.

Financial assets are classified as measured at amortized cost if both of the following criteria are met and the
financial assets are not designated as at fair value through profit and loss: 1) the object of the Company’s business
model for these financial assets is to collect their contractual cash flows; and 2) the asset’s contractual cash flows
represent "solely payments of principal and interest." The cash and cash equivalents and receivables are classified
as financial assets and measured at amortized cost.

Financial assets measured at FVTOCI are non-derivative financial assets that are not held for trading and the
Company has made an irrevocable election at the time of initial recognition to measure the assets at FVOCI. The
Company does not measure any financial assets at FVTOCI or FVTPL.

Financial liabilities
Financial liabilities are classified as either financial liabilities at fair value through profit or loss or at amortized
cost. The Company determines the classification of its financial liabilities at initial recognition.

Financial liabilities are classified as measured at amortized cost unless they fall into one of the following
categories: financial liabilities at FVTPL, financial liabilities that arise when a transfer of a financial asset does not
qualify for derecognition, financial guarantee contracts, commitments to provide a loan at a below-market interest
rate, or contingent consideration recognized by an acquirer in a business combination. The Company’s accounts
payable and accrued liabilities do not fall into any of the exemptions and are therefore classified as measured at
amortized cost.



CANADA CARBON INC.

NOTES TO THE FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial liabilities (Continued)
Financial liabilities are classified as FVTPL if they fall into one of the five exemptions detailed above.

Transaction costs

Transaction costs associated with financial instruments, carried at FVTPL, are expensed as incurred, while
transaction costs associated with all other financial instruments are included in the initial carrying amount of the
asset or the liability.

Subsequent measurement

Instruments classified as FVTPL are measured at fair value with unrealized gains and losses recognized in profit
or loss. Instruments classified as amortized cost are measured at amortized cost using the effective interest rate
method. Instruments classified as FVTOCI are measured at fair value with unrealized gains and losses recognized
in other comprehensive income.

Derecognition

The Company derecognizes financial liabilities only when its obligations under the financial liabilities are
discharged, cancelled, or expired. The difference between the carrying amount of the financial liability
derecognized and the consideration paid and payable, including any non-cash assets transferred or liabilities
assumed, is recognized in profit or loss.

Expected credit loss impairment model

The Company assumes that the credit risk on a financial asset has increased significantly if it is more than 30 days
past due. The Company considers a financial asset to be in default when the borrower is unlikely to pay its credit
obligations to the Company in full or when the financial asset is more than 90 days past due. The carrying amount
of a financial asset is written off (either partially or in full) to the extent that there is no realistic prospect of
recovery. This is generally the case when the Company determines that the debtor does not have assets or sources
of income that could generate sufficient cash flows to repay the amounts subject to the write-off.

Impairment of non-financial assets

At each date of the statement of financial position, the Company reviews the carrying amounts of its non-financial
assets to determine whether there is an indication that those assets have suffered an impairment loss. If such an
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss. The recoverable amount is the higher of the fair value less costs to sell and the value in use. If
the recoverable amount is less than the carrying amount of the asset, the carrying amount is reduced to the
recoverable amount and the impairment loss is recognized in the statement of loss.

Foreign currency translation

The Canadian dollar is the functional and reporting currency of the Company. All monetary assets and liabilities
are translated at the rate of exchange at the statement of financial position date and non-monetary assets and
liabilities are translated at historical exchange rates, unless such items are carried at market, in which case they are
translated at the exchange rates in effect on the statement of financial position date. Income and expenses are
translated at the rates approximating those at the transaction dates. Gains and losses arising from translation of
foreign currency monetary assets and liabilities are recognized in the statement of loss.

Exploration and evaluation assets

All of the Company’s exploration and evaluation property interests are in the exploration and evaluation phase.
The Company records its interests in exploration and evaluation properties and areas of geological interest at cost.
Expenditures incurred prior to obtaining the legal right to explore are expensed. All direct and indirect costs
relating to the acquisition and exploration of these interests are capitalized on the basis of specific claim blocks or
areas of geological interest until the properties to which they relate are placed into production, sold or
management has determined there to be impairment. These costs will be amortized on the basis of units produced
in relation to the reserves available on the related property following commencement of production.



CANADA CARBON INC.

NOTES TO THE FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Exploration and evaluation assets (Continued)

The cost of exploration and evaluation properties includes any cash consideration paid and the fair market value of
shares issued, if any, on the acquisition of property interests. Acquisition costs of properties acquired under option
agreements, whereby payments are made at the sole discretion of the Company, are recorded in the accounts when
the payments are made. The recorded amounts of property claim acquisition costs and their related exploration
and evaluation costs represent actual expenditures incurred and are not intended to reflect present or future values.

The Company qualifies for mineral exploration assistance programs associated with the exploration of properties
located in Quebec. Recoverable amounts are offset against exploration and evaluation assets when the Company
has complied with the terms and conditions of the program and the recovery is reasonably assured.

The Company reviews capitalized costs on its exploration and evaluation properties on a periodic basis and when
events or changes in circumstances indicate that its carrying amount may not be recoverable, the Company will
recognize an impairment in value based upon current exploration results and upon management’s assessment of
the future probability of revenues from the property or from the sale of the property.

Restoration, rehabilitation and environmental obligations

A legal or constructive obligation to incur restoration, rehabilitation and environmental costs may arise when
environmental disturbance is caused by the exploration, development or ongoing production of an exploration and
evaluation property interest. Such costs arising from the decommissioning of plant and other site preparation work,
discounted to their net present value, are provided for and capitalized to the carrying amount of the asset, as soon
as the obligation to incur such costs arises. Discount rates using a pre-tax rate that reflects the time value of money
are used to calculate the net present value. These costs are charged against profit or loss over the economic life of
the related asset, through amortization using the unit-of-production method. Changes to the risk free rate and the
amount or timing of the underlying cash flows needed to settle the obligation impact the carrying value of the asset
and liability. The related liability is adjusted each period for the unwinding of the discount rate. Discounting has
not been performed on the obligations as at December 31, 2020 and 2019 as the effect of the time value of money
was not material.

Provisions

Provisions are recorded when a present legal or constructive obligation exists as a result of past events where it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a
reliable estimate of the amount of the obligation can be made. The amount recognized as a provision is the best
estimate of the consideration required to settle the present obligation at the statement of financial position date,
taking into account the risks and uncertainties surrounding the obligation. Where a provision is measured using the
cash flows estimated to settle the present obligation, its carrying amount is the present value of those cash flows.

A provision for onerous contacts is recognized when the expected benefits to be derived by the Company from a
contract are lower than the unavoidable cost of meeting its obligations under the contract.

Share-based payment transactions

In situations where equity instruments are issued to non-employees and some or all of the goods or services
received by the entity as consideration cannot be specifically identified, they are measured at fair value of the
share-based payment. Otherwise, share-based payments are measured at the fair value of goods or services
received.

The fair value of stock options granted to employees is recognized as an expense over the vesting period with a
corresponding increase in the equity settled share-based payments reserve account. An individual is classified as
an employee when the individual is an employee for legal or tax purposes (direct employee) or provides services
similar to those performed by a direct employee, including directors of the Company.



CANADA CARBON INC.

NOTES TO THE FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Share-based payment transactions (Continued)

The fair value is measured at the grant date and recognized over the period during which the options vest. The fair
value of the options granted is measured using the Black-Scholes option-pricing model, taking into account the
terms and conditions upon which the options were granted. At each financial position reporting date, the amount
recognized as an expense is adjusted to reflect the actual number of stock options that are expected to vest.

Where the terms of an equity-settled award are modified, the minimum expense recognized is the expense as if the
terms had not been modified. An additional expense is recognized for any modification which increases the total
fair value of the share-based payment arrangement, or is otherwise beneficial to the employee as measured at the
date of modification.

Unexercised expired stock options and warrants are transferred to deficit.

Flow-through shares

The Company has financed a portion of its exploration activities through the issue of flow-through shares, which
offer a tax incentive to Canadian investors by transferring the tax deductibility of exploration expenditures from
the Company to the investors.

The Company has adopted a policy whereby flow-through proceeds are allocated between the offering of the
common shares and the sale of tax benefits when the common shares are offered. The allocation is made based on
the difference between the quoted price of the common shares and the amount the investor pays for the flow-
through shares. A liability is recognized for the premium paid by the investors. Upon renunciation of the flow-
through expenditures for Canadian income tax purposes, the liability component is derecognized and a deferred
income tax liability is recognized for the taxable temporary difference created at the Company's applicable tax rate
which is expected to apply in the year the deferred income tax liability will be settled. Any difference between the
amount of the liability component derecognized and deferred income tax liability recognized is recorded in profit
and loss.

Resource expenditure deductions for income tax purposes related to exploration and evaluation activities funded
by flow-through share arrangements are renounced to investors in accordance with income tax legislation. The
Company has indemnified the subscribers of flow-through share offerings against any tax related amounts that
became payable by the shareholder as a result of the Company not meeting its commitments.

Income taxes

Income tax on the profit or loss for the periods presented comprises current and deferred tax. Income tax is
recognized in profit or loss except to the extent that it relates to items recognized directly in equity, in which case
it is recognized in equity.

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 regards to previous years.

Deferred tax is provided using the liability method, providing for temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. The
amount of deferred tax provided is based on the expected manner of realization or settlement of the carrying
amount of assets and liabilities, using tax rates enacted or substantively enacted at the financial position reporting
date. A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be
available against which the asset can be utilized. Deferred tax assets are reviewed at each reporting date and to the
extent that the Company does not consider it probable that a deferred tax asset will be recovered, it is not set up.

Loss per share

The basic loss per share is computed by dividing the net loss by the weighted average number of common shares
outstanding during the period. The diluted loss per share reflects the potential dilution of common share
equivalents, such as outstanding stock options and share purchase warrants, in the weighted average number of
common shares outstanding during the period, if dilutive. The diluted loss per share calculation excludes any



CANADA CARBON INC.

NOTES TO THE FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS)

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Loss per share (Continued)

potential conversion of stock options and share purchase warrants that would decrease the loss per share. During
the years ended December 31, 2020 and 2019, all of the outstanding stock options and warrants were anti-dilutive
and were excluded from the diluted loss per share calculation.

Revenue
Revenue from the sale of royalties is recorded upon transfer of title to the royalty interest and collection of payment is
reasonably assured.

Use of estimates

The preparation of these financial statements requires management to make estimates and assumptions that affect
the reported amount of the assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amount of revenues and expenses during the year. The impact of these
estimates is pervasive throughout the financial statements and may require accounting adjustments based on future
occurrences. Revisions to accounting estimates are recognized in the period in which the estimate is revised and
future periods if the revision affects both current and future periods. Estimates are based on historical experience,
current and future economic conditions and other factors, including expectations of future events that are believed
to be reasonable under the circumstances. Significant estimates made by the Company include factors affecting
the recoverability of exploration and evaluation assets, valuation of restoration, rehabilitation and environmental
obligations, inputs used for share-based payment transactions, inputs used for valuation of warrants and deferred
tax assets and liabilities. Actual results could differ from those estimates.

The areas which require management to make significant judgments, estimates and assumptions in
determining carrying values include, but are not limited to:

Assets’ carrying values and impairment charges

In the determination of carrying values and impairment charges, management looks at the higher of recoverable
amount or fair value less costs to sell in the case of assets and at objective evidence, significant or prolonged
decline of fair value on financial assets indicating impairment. These determinations and their individual
assumptions require that management make a decision based on the best available information at each reporting
period.

Capitalization of exploration and evaluation costs

Management has determined that exploration and evaluation costs incurred during the year have future economic
benefits and are economically recoverable. In making this judgment, management has assessed various sources of
information including but not limited to the geologic and metallurgic information, proximity of operating
facilities, operating management expertise and existing permits.

Impairment of exploration and evaluation assets

While assessing whether any indications of impairment exist for exploration and evaluation assets, consideration
is given to both external and internal sources of information. Information the Company considers includes changes
in the market, economic and legal environment in which the Company operates that are not within its control that
could affect the recoverable amount of exploration and evaluation assets. Internal sources of information include
the manner in which exploration and evaluation assets are being used or are expected to be used and indications of
expected economic performance of the assets. Reductions in metal price forecasts, increases in estimated future
costs of production, increases in estimated future capital costs, reductions in the amount of recoverable mineral
reserves and mineral resources and/or adverse current economics can result in a write-down of the carrying
amounts of the Company’s exploration and evaluation assets.
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4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Use of estimates (Continued)

Estimation of decommissioning and restoration costs and the timing of expenditures

The cost estimates are updated annually to reflect known developments, (e.g. revisions to cost estimates and to the
estimated lives of operations), and are subject to review at regular intervals. Decommissioning, restoration and
similar liabilities are estimated based on the Company’s interpretation of current regulatory requirements,
constructive obligations and are measured at fair value. Fair value is determined based on the net present value of
estimated future cash expenditures for the settlement of decommissioning, restoration or similar liabilities that
may occur upon decommissioning of the mine. Such estimates are subject to change based on changes in laws and
regulations and negotiations with regulatory authorities.

Income, value added, withholding and other taxes

The Company is subject to income, value added, withholding and other taxes. Significant judgment is required in
determining the Company’s provisions for taxes. There are many transactions and calculations for which the
ultimate tax determination is uncertain during the ordinary course of business. The Company recognizes liabilities
for anticipated tax audit issues based on estimates of whether additional taxes will be due. The determination of
the Company’s income, value added, withholding and other tax liabilities requires interpretation of complex laws
and regulations. The Company’s interpretation of taxation law as applied to transactions and activities may not
coincide with the interpretation of the tax authorities. All tax related filings are subject to government audit and
potential reassessment subsequent to the financial statement reporting period. Where the final tax outcome of these
matters is different from the amounts that were initially recorded, such differences will impact the tax related
accruals and deferred income tax provisions in the period in which such determination is made.

Share-based payments

Management determines costs for share-based payments using market-based valuation techniques. The fair value
of the market-based and performance-based share awards are determined at the date of grant using generally
accepted valuation techniques. Assumptions are made and judgment used in applying valuation techniques. These
assumptions and judgments include estimating the future volatility of the stock price, expected dividend yield,
future employee turnover rates and future employee stock option exercise behaviors and corporate performance.
Such judgments and assumptions are inherently uncertain. Changes in these assumptions affect the fair value
estimates.

Commitments and contingencies
See Note 18.

Adoption of new and amended IFRS pronouncements
Effective January 1, 2020, the Company adopted the new and amended IFRS pronouncement listed below, in
accordance with the transitional provisions outlined in the respective standard.

IAS 1 — Presentation of Financial Statements (“IAS 1) and IAS 8 — Accounting Policies, Changes in Accounting
Estimates and Errors (“IAS 8”) were amended in October 2018 to refine the definition of materiality and clarify its
characteristics. The revised definition focuses on the idea that information is material if omitting, misstating or
obscuring it could reasonably be expected to influence decisions that the primary users of general purpose
financial statements make on the basis of those financial statements. The implementation of these amendments
did not have a material effect on the Company’s financial statements.
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5.

CAPITAL MANAGEMENT

The Company manages its capital structure and makes adjustments to it, based on the funds available to the
Company, in order to support the acquisition, exploration and development of its properties. The Board of
Directors does not establish quantitative return on capital criteria for management, but rather relies on the
expertise of the Company's management to sustain future development of the business. Management considers the
Company’s capital structure to primarily consist of the components of shareholders’ equity.

The properties in which the Company currently has an interest are in the exploration and evaluation stage; as such
the Company is dependent on external financing to fund its activities. In order to carry out the planned exploration
and pay for administrative costs, the Company will spend its existing working capital and raise additional amounts
as needed. The Company will continue to assess new properties and seek to acquire an interest in additional
properties if it feels there is sufficient geologic or economic potential and if it has adequate financial resources to
do so.

Management reviews its capital management approach on an ongoing basis and believes that this approach, given
the relative size of the Company, is reasonable. There were no changes in the Company's approach to capital
management during the year ended December 31, 2020. The Company is not subject to any capital requirements
imposed by a lending institution or regulatory body, other than of the TSX Venture Exchange (“TSXV”) which
requires adequate working capital or financial resources of the greater of (i) $50,000 and (ii) an amount required in
order to maintain operations and cover general and administrative expenses for a period of 6 months.

As at December 31, 2020, the Company may not be compliant with the policies of the TSXV. The impact of this
violation is not known and is ultimately dependent on the discretion of the TSXV.

FINANCIAL RISK FACTORS

There have been no significant changes in the risks, objectives, policies and procedures during the year ended
December 31, 2020 and 2019. The Company's risk exposures and the impact on the Company's financial
instruments are summarized below:

Credit risk

The Company's credit risk is primarily attributable to cash and cash equivalents and receivables. The receivables
primarily relate to sales tax due from the Federal and Provincial Governments. The Company has no significant
concentration of credit risk arising from operations. Cash is held at a Canadian financial institution from which
management believes the risk of loss to be low. Management believes that the credit risk concentration with
respect to its receivables is remote.

Liquidity risk

The Company's approach to managing liquidity risk is to ensure that it will have sufficient liquidity to meet
liabilities when due. All of the Company's financial liabilities have contractual maturities of less than 30 days and
are subject to normal trade terms. Additional funding will be required to get the Miller project through the
feasibility stage; however, management believes it will be able to obtain the necessary funding.

Market risk
(a) Interest rate risk
The Company has cash balances and no interest-bearing debt, therefore, interest rate risk is minimal.

(b) Foreign currency risk

The majority of the Company’s administrative expenditures are transacted in Canadian dollars. The Company
funds certain expenses in the United States on a cash call basis using US dollar currency converted from its
Canadian dollar bank accounts held in Canada. Management does not hedge its foreign exchange risk. The
Company holds negligible cash balances in US dollars.
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6.

FINANCIAL RISK FACTORS (Continued)

(c) Price risk
The Company is exposed to price risk with respect to commodity prices. The Company closely monitors
commodity prices to determine the appropriate course of action to be taken by the Company.

(d) Title risk

Although the Company has taken steps to verify title to the properties on which it is conducting exploration and in
which it has an interest, in accordance with industry standards for the current stage of exploration of such
properties, these procedures do not guarantee the Company’s title. Property title may be subject to unregistered
prior agreements and non-compliance with regulatory requirements.

Sensitivity analysis
Based on management's knowledge and experience of the financial markets, the Company does not expect
material movements in the underlying market risk variables over the next twelve month period.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents of the Company are comprised of the following items:

December 31, December 31,

2020 2019
Cash balances $ 564,051 $ 98,710
Short term money market instruments - 216,841
Total $ 564,051 $ 315,551

During 2020, the Company's short term money market instruments accrued interest at a rate of 0.25% - 1.25%
(2019: 1.25% - 1.35%) per annum and were redeemable at any time without penalty.

RECEIVABLES

The receivables balance is comprised of the following items:

December 31, December 31,

2020 2019
Sales tax due from federal and provincial governments $ 6,536 $ 6,605
Total $ 6,536 $ 6,605

PREPAID EXPENSES

The prepaid expense balance is comprised of the following items:

December 31, December 31,

2020 2019
Insurance $ 8,875 $ 9251
Investor information/promotion 1,947 2,696
Consulting and advisory fee - 7,452

Total $ 10,822 $ 19,399
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10.

EXPLORATION AND EVALUATION ASSETS

At December 31, 2020, expenditures incurred on exploration and evaluation assets were as follows:

Acquisition costs:
Balance, beginning of year
Additions during the year
Balance, end of year

Deferred exploration costs:

Balance, beginning of year

Assays

Community consultations

Geologists, consultants and other labour
Excavation, drilling and transportation
Thermal processing

Admin and other expenses

Additions during the year

Balance, end of year

Total

Asbury
Graphite Miller
Property, Property, December 31,
Quebec Quebec 2020
$ 654,379 § 385,014 $ 1,039,393
- 10,400 10,400
654,379 395,414 1,049,793
554,509 5,069,421 5,623,930
- 1,853 1,853
- 31,732 31,732
- 84,786 84,786
- 8,838 8,838
- 23,138 23,138
- (4,197) (4,197
- 146,150 146,150
554,509 5,215,571 5,770,080
$1,208,888 $ 5,610,985 $ 6,819,873

At December 31, 2019, expenditures incurred on exploration and evaluation assets were as follows