ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(EXPRESSED IN CANADIAN DOLLARS)

Management’s Responsibility for Financial Reporting
The accompanying financial statements for Royal Nickel Corporation (A Development Stage Corporation) have been prepared by
management in accordance with Canadian generally accepted accounting principles ("Canadian GAAP"). Management
acknowledges responsibility for the preparation and presentation of the financial statements, including responsibility for
significant accounting judgments and estimates and the choice of accounting principles and methods that are appropriate to the
Corporation’s circumstances. The significant accounting policies of the Corporation are summarized in Note 2 to the financial
statements.
Management has established systems of internal control over the financial reporting process, which are designed to provide
reasonable assurance that relevant and reliable financial information is produced. Management has established processes, which
are in place to provide them sufficient knowledge to support management representations that they have exercised reasonable
diligence that (i) the financial statements do not contain any untrue statement of material fact or omit to state a material fact
required to be stated or that is necessary to make a statement not misleading in light of the circumstances under which it is made,
as of the date of and for the years presented by the financial statements and (ii) the financial statements fairly present in all
material respects the financial condition, results of operations and cash flows of the Corporation, as of the date of and for the years
presented by the financial statements.
The Board of Directors is responsible for reviewing and approving the financial statements together with other financial
information of the Corporation and for ensuring that management fulfills its financial reporting responsibilities. An Audit
Committee assists the Board of Directors in fulfilling this responsibility. The Audit Committee meets with management to review
the financial reporting process and the financial statements together with other financial information of the Corporation. The Audit
Committee reports its findings to the Board of Directors for its consideration in approving the financial statements together with
other financial information of the Corporation for issuance to the shareholders.
Management recognizes its responsibility for conducting the Corporation’s affairs in compliance with established financial
standards, and applicable laws and regulations, and for maintaining proper standards of conduct for its activities.

/s/ Tyler Mitchelson

/s/ Fraser Sinclair

Tyler Mitchelson
President and Chief Executive Officer

Fraser Sinclair
Chief Financial Officer

Toronto, Canada
March 24, 2011

The notes to the financial statements are an integral part of these financial statements.
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Independent Auditor’s Report

To the Shareholders of Royal Nickel Corporation

We have audited the accompanying financial statements of Royal Nickel Corporation which comprise
the balance sheet as at December 31, 2010 and 2009 and the statements of loss and comprehensive
loss, cash flows, changes in shareholder’s equity and mineral properties for the years then ended, and
the related notes including a summary of significant accounting policies.
Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Canadian generally accepted accounting principles, 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.
Auditor’s responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to
provide a basis for our audit opinion.

“PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP/s.r.l./s.e.n.c.r.l., an Ontario limited liability partnership, which is a member firm of
PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity.

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of
Royal Nickel Corporation as at December 31, 2010 and 2009 and the results of its operations and its
cash flows for the years then ended in accordance with Canadian generally accepted accounting
principles.

Chartered Accountants
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ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Balance Sheets
(Expressed in Canadian Dollars)
As at December 31,
2010

2009

ASSETS
Current assets
Cash and cash equivalents
Short term investments (note 4)
Amounts receivable and prepaids
Current portion of tax credits receivable

$

Non-current portion of tax credits receivable
Fixed assets (note 7)
Mineral property interests (Statement of Mineral Properties and note 8)

47,482,459
585,962
2,121,435

$

7,619,206
2,569,004
152,382
3,945,250

50,189,856

14,285,842

842,149
1,042,156
35,180,050

954,888
24,397,931

$

87,254,211

$

39,638,661

$

3,067,926
1,633,149
1,042,190
33,563

$

961,886
-

Liabilities and Shareholders' Equity
Current liabilities
Accounts payable and accrued liabilities
Deferred share units (note 10)
Restricted share units (note 10)
Current portion of capital lease obligation

5,776,828
23,874
183,670

961,886
209,999

5,984,372

1,171,885

81,269,839

38,466,776

Capital lease obligation
Future income tax liability (note 14)

Shareholders' equity
(Statement of Change in Shareholders Equity)
Commitments (note 17)
Contingencies (note 18)
Subsequent event (note 20)
$

87,254,211

$

Approved by the Board of Directors:
/s/ Tyler Mitchelson

/s/ Gilles Masson

Tyler Mitchelson
Director

Gilles Masson
Director

The notes to the financial statements are an integral part of these financial statements.
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39,638,661

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Statements of Loss and Comprehensive Loss
(Expressed in Canadian Dollars)
Year ended
December 31,
2010
Expenses
Amortization
Conference and travel
Liquidity entitlement (note 9(c))
Professional fees
Office and administration
Salaries, severance and management fees
Stock-based compensation (note 10)
Stock-based compensation - option extension (note 10)

$

109,826
172,349
1,320,000
830,341
1,185,847
2,023,696
4,588,641
3,481,727

Year ended
December 31,
2009
$

118,547
178,837
1,620,000
378,225
507,063
2,226,163
3,756,226
-

13,712,427

8,785,061

Loss before the under noted
Interest income

(13,712,427)
26,085

(8,785,061)
481,823

Loss before income taxes
Future income tax recovery (note 14)

(13,686,342)
686,129

(8,303,238)
687,624

Net loss and comprehensive loss

$ (13,000,213)

$

(7,615,614)

Loss per share - basic and diluted (note 13)

$

$

(0.13)

Weighted average number of common shares

(0.21)
62,275,569

The notes to the financial statements are an integral part of these financial statements.
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58,573,251

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Statements of Cash Flows
(Expressed in Canadian Dollars)
Year ended
December 31,
2010

Year ended
December 31,
2009

Cash provided by (used in)
OPERATING ACTIVITIES
Net loss
Items not involving cash:
Amortization
Future income tax recovery (note 14)
Liquidity entitlement (note 9(c))
Stock-based compensation (note 10)
Shares issued for consulting service

$ (13,000,213)

Changes in non-cash working capital items:
Amounts receivable and prepaids
Accounts payable and accrued liabilities

INVESTING ACTIVITIES
Expenditures on mineral property interests
(Statement of Mineral Properties)
Tax credits and mining rights received
Loan receivable (note 15)
Variation in short term investments
Acquisition of fixed assets

FINANCING ACTIVITIES
Issuance of shares, net of issue costs (note 9)
Exercise of options and warrants for cash
Principal payments on capital leases
Loan payable (note 16)
Loan payable repayment (note 16)

Change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

109,826
(686,129)
1,320,000
8,070,368
66,250

118,547
(687,624)
1,620,000
3,756,226
-

(4,119,898)

(2,808,465)

(433,580)
1,483,898

1,008,235
(31,850)

(3,069,580)

(1,832,080)

(10,054,763)
2,812,830
2,569,004
(161,460)

(8,957,556)
2,937,909
500,000
(83,633)
(40,833)

(4,834,389)

(5,644,113)

47,204,035
573,750
(10,563)
1,800,000
(1,800,000)

4,365,993
-

47,767,222

4,365,993

39,863,253
7,619,206

(3,110,200)
10,729,406

$ 47,482,459

The notes to the financial statements are an integral part of these financial statements.
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(7,615,614)

$

7,619,206

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Statements of Cash Flows (Continued)
(Expressed in Canadian Dollars)
Year ended
December 31,
2010
Components of cash and cash equivalents are as follows:
Cash
Cash equivalents

SUPPLEMENTAL INFORMATION
Shares issued for mineral property acquisition
Stock-based compensation on mineral properties, including tax
Amortization of property, plant and equipment in mineral properties
Fixed assets recorded pursuant to a capital lease obligation
Shares purchased for cancellation
Mining property interest included in accounts payable and accrued liabilities

Year ended
December 31,
2009

$

294,939
47,187,520

$

1,687,721
5,931,485

$

47,482,459

$

7,619,206

$
$
$
$
$
$

45,000
1,824,778
32,366
68,000
1,131,628

$
$
$
$
$
$

1,016,445
32,017
2,000,000
509,486

The notes to the financial statements are an integral part of these financial statements.
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ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Statements of Changes in Shareholders' Equity (Continued)
(Expressed in Canadian Dollars)
Share Capital
Number
Amount
Balance as at December 31, 2009

60,545,023

Tax effect of flow-through renunciation
Share issued for liquidity entitlement (note 9(c))
Exercise of stock options
Fair value of stock options exercised
Exercise of warrants
Fair value of warrants exercised
Shares issued per Sunhu Agreement (note 9(d))
Initial public offering (note 9(a))
Private placement - Flow-through common shares (note 9(b)(i)(ii))
Initial public offering broker warrant valuation, net of issue costs
(note 9(a))(1)
Warrant valuation - initial public offering (note 9(a))
Compensation warrant valuation - private placement (Note 9(b)(i))
Warrant valuation - private placement (note 9(b)(i)(ii))
Shares issued for mineral property acquisition
Shares issued for consulting services
Share issue costs, net of future income tax of $33,224
Initial public offering cash issue costs, net of future income
taxes of $893,232
Stock-based compensation (note 10)
Extension of warrants (note 11)
Net loss for the year
Balance as at December 31, 2010

$ 44,094,143

660,000
308,750
253,750
2,500,000
19,500,000
408,055

(1,114,431)
1,320,000
320,000
577,276
253,750
114,188
5,000,000
45,125,000
918,125

22,500
33,125
-

(521,836)
(5,583,973)
(48,141)
(143,905)
45,000
66,250
(37,865)

-

(2,408,499)
-

84,231,203

$ 87,975,082

Contributed
Surplus (Note 12)
$ 10,106,392
(577,276)
(114,188)
-

Deficit
$ (15,733,759)

Total
$ 38,466,776

-

(1,114,431)
1,320,000
320,000
253,750
5,000,000
45,125,000
918,125

521,836
5,583,973
48,141
143,905
-

-

45,000
66,250
(37,865)

(466,270)
6,777,016
5,200
-

(13,000,213)

$ 22,028,729

$ (28,733,972)

(2,874,769)
6,777,016
5,200
(13,000,213)
$ 81,269,839

Of the $595,530 allocated to warrants for broker warrant valuation, amounts of $521,836 and $73,694 were allocated to share capital and warrants respectively as broker warrants are
considered as issue costs.
(1)

The notes to the financial statements are an integral part of these financial statements.
-7-

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Statements of Changes in Shareholders' Equity
(Expressed in Canadian Dollars)
Share Capital
Number
Amount
Balance as at December 31, 2008

58,376,181

Tax effect of flow-through renunciation
Share issued for liquidity entitlement (note 9(c))
Shares purchased for cancellation
Exercise of stock options
Fair value of stock options exercised at date of grant
Private placement - Flow-through common shares (note 9(b)(iii)(iv))
Broker warrant valuation (note 9(b)(iii)(iv))
Warrant valuation (note 9(b)(iii)(iv))
Issue cost, net of future income tax of $122,073
Stock-based compensation (note 10)
Net loss for the year
Balance as at December 31, 2009

720,000
(1,142,857)
500,000
2,091,699
60,545,023

$ 39,897,208
(292,938)
1,620,000
(784,000)
175,000
110,000
4,706,323
(221,698)
(722,495)
(393,257)
$ 44,094,143

Contributed
Surplus (Note 12)
$

5,111,954
(185,598)
(110,000)
221,698
722,495
4,345,843
-

$ 10,106,392

The notes to the financial statements are an integral part of these financial statements.
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Deficit
$

(7,087,743)
(1,030,402)
(7,615,614)

$ (15,733,759)

Total
$ 37,921,419
(292,938)
1,620,000
(2,000,000)
175,000
4,706,323
(393,257)
4,345,843
(7,615,614)
$ 38,466,776

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Statement of Mineral Properties
(Expressed in Canadian Dollars)
Year ended
December 31,
2010
Dumont Property, Canada (note 8(a))
Opening balance

$

Property acquisition costs (note 8(a))
Amortization
Assays and analysis
Drilling
Engineering
Environmental
Site activities and metallurgical testing
Travel and accommodation
Stock-based compensation, including future income tax
Quebec refundable tax credits

22,871,329

Year ended
December 31,
2009
$

677,787
32,366
321,448
1,704,247
930,089
48,136
6,983,085
63,509
1,824,778
(1,831,164)

18,210,299
32,017
822,280
2,798,212
275,279
120,909
3,455,072
45,636
1,016,445
(3,904,820)

Activity during the period
Closing balance

$

10,754,281
33,625,610

$

4,661,030
22,871,329

Jefmar Property, Canada (note 8(b))
Opening balance

$

469,167

$

456,085

Site activities

-

Activity during the period
Closing balance
Marbridge Property, Canada (note 8(c))
Opening balance

13,082

$

469,167

$

$

1,057,435

$

Property acquisition costs (note 8(c))
Environmental
Site activities

10,035
17,803

Activity during the period
Closing balance
Total mineral property interests

1,000,000
13,238
44,197

$

27,838
1,085,273

$

1,057,435
1,057,435

$

35,180,050

$

24,397,931

The notes to the financial statements are an integral part of these financial statements.
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13,082
469,167

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
1.

NATURE OF OPERATIONS AND LIQUIDITY
Royal Nickel Corporation (the "Corporation" or "RNC") (A Development Stage Corporation) was incorporated on
December 13, 2006 under the Canada Business Corporations Act. The principal business of the Corporation is the
acquisition, exploration and development of mineral property interests. RNC is a development stage corporation, as
defined by AcG 11 of the Canadian Institute of Chartered Accountants' Handbook.
The business of mining and exploring for minerals involves a high degree of risk and there can be no assurance that
planned exploration and development programs will result in profitable mining operations. The recoverability of amounts
shown for mineral property interests is dependant upon completion of the acquisition of the mineral property interests, the
discovery of economically recoverable reserves, confirmation of the Corporation's interest in the underlying mineral
claims, the ability of the Corporation to obtain necessary financing to complete the development and future profitable
production or, alternatively, upon disposition of such property at a profit. Changes in future conditions could require
material write downs of the carrying values of mineral property.
Although the Corporation has taken steps to verify title to the property on which it is conducting exploration and in which it
is acquiring an interest, in accordance with industry standards for the current stage of exploration of such property, these
procedures do not guarantee the Corporation's title. Property title may be subject to unregistered prior agreements,
aboriginal claims, and noncompliance with regulatory requirements.
As at December 31, 2010, the Corporation had a working capital of $44,413,028, including cash and cash equivalents of
$47,482,459, an accumulated deficit of $28,733,972 and incurred a loss of $13,000,213 for the year then ended. The
Corporation completed its initial public offering of units and flow-through units and private placements for gross proceeds
of $51,043,125 in the year ended December 31, 2010 in addition to $6,581,250 subsequent to year end pursuant to the
exercise of the Over Allotment Option by the syndicate of underwriters.
Management of the Corporation believes that it has sufficient funds to pay its ongoing general and administrative expenses,
to pursue its 2011 budgeted exploration and development expenditures and to meet its liabilities, obligations and existing
commitments for the ensuing twelve months as they fall due. In assessing whether the going concern assumption is
appropriate, management takes into account all available information about the future, which is at least, but not limited to,
twelve months from the end of the reporting period. The Corporation's ability to continue future operations beyond 2011
and fund its exploration and development expenditures is dependent on management's ability to secure additional financing
in the future, which may be completed in a number of ways including but not limited to, the issuance of new debt or equity
instruments. Management will pursue such additional sources of financing when required, and while management has been
successful in securing financing in the past, there can be no assurance it will be able to do so in the future or that these
sources of funding or initiatives will be available for the Corporation or that they will be available on terms which are
acceptable to the Corporation.

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
These financial statements are prepared in accordance with Canadian GAAP and their basis of application is consistent
with that of the previous period. Outlined below are those policies considered particularly significant.
(a)

Cash and cash equivalents
Cash and cash equivalents consist of cash and highly liquid investments, including high interest savings accounts with
daily distribution of interest, having maturity dates of three months or less from the date of purchase, which are
readily convertible to known amounts of cash.
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ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(b)

Short term investments
Short term investments consist of highly liquid short term interest bearing securities with a term to maturity of greater
than 90 days on the date of purchase and redeemable at all times without penalty.

(c)

Amortization
Buildings are amortized on a declining balance basis at 5% per annum. Amortization of buildings is capitalized in
mineral property interest as it is used directly on exploration projects.
Vehicles and buildings under capital lease are amortized on a declining balance basis at 30% per annum. Furniture
and equipment is amortized on a declining balance basis at 20% per annum. Computer equipment and software are
amortized on a declining balance basis at 30% per annum.

(d)

Mineral property interests
The acquisition costs of mineral property interests are deferred until the properties are placed into production, sold or
abandoned. These costs are amortized on a unit-of-production basis over the estimated useful life of the related
properties following the commencement of production, or written off if the properties are sold, allowed to lapse or
abandoned, or when impairment has been determined to have occurred.
The acquisition costs of mineral property interests include the cash consideration and the fair market value of
common shares, on the date of issue or as otherwise provided under the agreement terms for the mineral property
interests.
Exploration costs are capitalized in mineral property interest.

(e)

Impairment of long-lived assets
Long-lived assets interests are reviewed for impairment upon the occurrence of events or changes in circumstances
indicating that the carrying value of the assets may not be recoverable, as identified by comparing their net book
value to the estimated undiscounted future cash flows generated by their use and eventual disposal. Impairment is
measured as the excess of the carrying value over the fair value, determined principally by discounting the estimated
net future cash flows expected to be generated from the use and eventual disposal of the related asset. In the event
that the Corporation has insufficient information about its mining property interest to estimate future cash flows to
test the recoverability of the capitalized costs, the Corporation will test for impairment by comparing the fair value to
the carrying amount, without first performing a test for recoverability.
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ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(f)

Income taxes
The Corporation uses the asset and liability method of accounting for income taxes. Under this method, future income
tax assets and liabilities are computed based on differences between the carrying amount of assets and liabilities on
the balance sheet and their corresponding tax values, generally using the enacted or substantively enacted income tax
rates expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled.
Future income tax assets also result from unused loss carry-forwards and other deductions. Future tax assets are
recognized to the extent that they are considered more likely than not to be realized. The valuation of future income
tax assets is adjusted, if necessary, by the use of a valuation allowance to reflect the estimated realizable amount.

(g)

Share capital
The Corporation records proceeds from share issuances net of issue costs. Share capital issued for non-monetary
consideration is generally recorded at the fair market value at the date the shares were issued, or the date the
agreement to issue the shares was entered into. Share issue costs are deducted from share capital.

(h)

Asset retirement obligations
The Corporation records the fair value of an asset retirement obligation as a liability in the period in which it incurs a
legal obligation associated with the retirement of tangible long lived assets that result from the acquisition,
construction, development and/or normal use of the assets. The Corporation also records a corresponding asset
amount which is amortized over the remaining service life of the asset being retired. Subsequent to the initial
measurement of the asset retirement obligation, the obligation is adjusted at the end of each period to reflect the
passage of time (accretion expense) and changes in the estimated future cash flows underlying the obligation (asset
retirement cost).
The Corporation has no material asset retirement obligations as the disturbance at the exploration sites to date has
been minimal.

(i)

Earnings (loss) per share
Basic earnings (loss) per share is calculated by dividing the earnings (loss) for the period by the weighted average
number of common shares outstanding during the period. Diluted earnings (loss) per share is calculated in a similar
manner, except that the weighted average number of common shares outstanding is increased to include potentially
issuable common shares from the assumed exercise of common share purchase options, warrants, deferred share units
and restricted share units, if dilutive. The number of additional shares included in the calculation is based on the
treasury stock method for options and warrants. The current effect of potential issuances of shares under stock
options and warrants would be anti-dilutive, and accordingly basic and diluted loss per share are the same.

(j)

Segment disclosures
The Corporation currently operates in a single segment – the acquisition, exploration and development of mineral
properties. All of the Corporation’s activities are conducted in Quebec, Canada.
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ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(k)

Use of estimates
The preparation of financial statements in conformity with Canadian GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities as at the balance sheet date, and the reported amounts of revenues and expenses during the reporting period.
Significant areas requiring the use of management estimates include the determination of potential impairments of
mineral property interests, the valuation of future income tax assets, the rates for amortization of fixed assets, the fair
value of stock-based compensation and other stock-based payments and the determination of the share price for nonmonetary transactions. Actual results could differ from those estimates.

(l)

Translation of foreign currencies
Monetary assets and liabilities are translated at the exchange rate in effect at the balance sheet date and non-monetary
assets and liabilities at the exchange rates in effect at the time of acquisition or issue. Revenues and expenses are
translated at exchange rates in a manner that produces substantially the same reporting amounts that would have
resulted had the underlying transactions been translated on the dates they occurred. Exchange gains or losses arising
on translation are included in income or loss for the year.

(m)

Stock-based compensation
The Corporation records all stock-based compensation and other stock-based payments using the fair value method.
Under the fair value method, stock-based payments are measured at the fair value of the consideration received or the
fair value of the equity instruments issued or liabilities incurred, whichever is more reliably measurable, and are
charged to the statement of loss and comprehensive loss or to mineral property interests over the vesting period with a
corresponding credit to contributed surplus.

(n)

Leases
Leases have been classified as either capital or operating. A lease which transfers substantially all of the benefits and
risks incidental to the ownership of property is accounted for as if it were an acquisition of an asset and the incurrence
of an obligation at the inception of the lease. All other leases are accounted for as operating leases wherein rental
payments are charged to operations as incurred.

(o)

Flow-through shares
Canadian Income Tax Legislation permits an enterprise to issue securities referred to as flow-through shares, whereby
the investor can claim the tax deductions arising from the renunciation of the related resource expenditures. When
resource expenditures are renounced to the investors and the Corporation has reasonable assurance that the
expenditures will be completed, future income tax liabilities are recognized (renounced expenditures multiplied by
the future tax rate) thereby reducing share capital.
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ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(p)

Financial Instruments
All financial instruments are required to be measured at fair value on initial recognition, except for certain related
party transactions. Measurement in subsequent periods depends on whether the financial instrument has been
classified as held-for-trading, available-for-sale, held-to-maturity, loans and receivables, or other liabilities.
 Financial assets and liabilities classified as held-for-trading are required to be measured at fair value, with gains and
losses recognized in the Statement of Loss and Comprehensive Loss.
 Financial assets classified as held-to-maturity, loans and receivables and financial liabilities (other than those heldfor-trading) are required to be measured at amortized cost using the effective interest method of amortization.
 Available-for-sale financial assets are required to be measured at fair value, with unrealized gains and losses
recognized in Other Comprehensive Income (loss). Investments in equity instruments classified as available-for-sale
that do not have a quoted market price in an active market should be measured at cost.
The Corporation has implemented the following classification:
 Cash and cash equivalents and short-term investments are classified as held-for-trading.
 Accounts receivable and prepaids are classified as loans and receivables.
 Accounts payable and accrued liabilities and capital lease obligation are classified as other liabilities.

(q)

Government Assistance
Government assistance is recorded in the financial statements when there is reasonable assurance that the Corporation
has complied with, and will continue to comply with, all conditions necessary to obtain the assistance. Any
government assistance relating to the exploration and development properties is recorded as a reduction of those
related expenditures.

(r)

Transaction Costs
Transaction costs related to short-term financial liabilities are recognised as expenses in the statement of loss and
comprehensive loss at the time they are incurred.

3.

FUTURE ACCOUNTING CHANGES
The Corporation will cease to prepare its financial statements in accordance with Canadian Generally Accepted Accounting
Principles as set out in Part V of the CICA Handbook - Accounting ("Canadian GAAP") for the periods beginning on
January 1, 2011 when it will start to apply International Financial Reporting Standards as published by the International
Accounting Standards Board as set out in Part I of the CICA Handbook – Accounting as its primary basis of accounting.
Consequently, future accounting changes to Canadian GAAP are not discussed in these financial statements as they will
normally never be applied by the Corporation.
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4.

SHORT TERM INVESTMENTS
As at December 31, 2010, the Corporation had $nil invested in certificate of deposits ($2,569,004 in 2009 bearing interest
at 2% ).

5.

CAPITAL MANAGEMENT
The capital of the Corporation consists of items included in shareholder's equity of $81,269,839 as at December 31, 2010
($38,466,776 as at December 31, 2009). The properties in which the Corporation currently has an interest are in the
exploration stage. As such the Corporation is dependent on external financing to fund its activities. In order to carry out the
planned exploration program and pay for administrative costs, the Corporation will spend its existing working capital and
raise additional amounts when economic conditions permit it to do so.
Management has chosen to mitigate the risk and uncertainty associated with raising additional capital within current
economic conditions and manages its capital with the following objectives by:
(i)
(ii)
(iii)
(iv)

maintaining a liquidity cushion in order to address any potential disruptions or industry downturns;
minimizing discretionary disbursements;
reducing or eliminating exploration expenditures which are of limited strategic value; and
exploring alternate sources of liquidity.

In light of the above, the Corporation will continue to assess new properties and seek to acquire an interest in additional
properties if it believes there is sufficient 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 Corporation, is appropriate.
There were no changes in the Corporation's approach to capital management during year ended December 31, 2010. The
Corporation is not subject to externally imposed capital requirements with the exception of funds restricted pursuant to
flow through financing disclosed in note 6. Changes in capital are described in the Statement of Changes of Shareholders'
Equity.
6.

FINANCIAL RISK FACTORS
The Corporation is exposed to various financial risks resulting from both its operations and its investment activities. The
Corporation's management manages financial risks. The Corporation does not enter into financial instruments agreements,
including derivative financial instruments for speculative purposes. The Corporation main financial risks exposure and its
financial policies are as follows:
Credit risk
Credit risk is the risk of loss associated with a counterparty’s inability to fulfill its payment obligations. The Corporation's
credit risk is primarily attributable to amounts receivable, cash and cash equivalents and short-term investments. Amounts
receivable mainly consists of interest receivable from reputable financial institutions, goods and services tax due from the
Federal and Quebec Governments and refundable tax credits from the Quebec Government. Management believes that the
credit risk concentration with respect to financial instruments included in amounts receivable is minimal. The Corporation
reduces its risk by maintaining its cash and cash equivalents and short-term investments in financial instruments, held with
major Canadian chartered banks and large financial institutions.
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6.

FINANCIAL RISK FACTORS (Continued)
Liquidity risk
Liquidity risk is the risk that the Corporation will not have sufficient cash resources to meet its financial obligations as they
come due. The Corporation’s liquidity and operating results may be adversely affected if the Corporation’s access to the
capital market is hindered, whether as a result of a downturn in stock market conditions generally or related to matters
specific to the Corporation. The Corporation generates cash flow primarily from its financing activities. As at December
31, 2010, the Corporation had a cash balance and cash equivalent of $47,482,459 of which $11,292,023 is restricted
pursuant to flow-through financings (December 31, 2009 - $7,619,206 of which $4,527,441 was restricted pursuant to
flow-through financings) to settle current liabilities of $5,776,828 (December 31, 2009 - $961,886). All of the
Corporation's financial liabilities have contractual maturities of less than 30 days and are subject to normal trade terms with
the exception of obligations under capital lease. The Corporation regularly evaluates its cash position to ensure
preservation and security of capital as well as maintenance of liquidity.
Market risk
Market risk is the risk of loss that may arise from changes in market factors such as interest rates.
Interest rate risk
The Corporation has cash balances and the Corporation's current policy is to invest excess cash in certificates of deposit or
high interest savings accounts of major Canadian chartered banks. As of December 31, 2010, the Corporation had
$47,187,520 (December 31, 2009 - $8,500,489) invested in various financial institutions bearing interest at variable rates
(at variable rates as at December 31, 2009). Sensitivity to a plus or minus 1% change in the rates would affect the reported
net income by approximately $470,000.
Fair value
The carrying values of accounts receivable, accounts payable and accrued liabilities and obligations under capital lease
approximate their fair values due to their relatively short periods to maturity.
Fair value hierarchy
The following table summarizes the fair value hierarchy under which the Corporation's financial instruments are valued.
 Level one includes quoted prices (unadjusted) in active markets for identical assets or liabilities.
 Level two includes inputs that are observable other than quoted prices included in level one.
 Level three includes inputs that are not based on observable market data.
December 31, 2010

Level One

Level Two

Level Three

Cash
Cash equivalents

$
294,939
$ 47,187,520

$
$

$
$
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7.

FIXED ASSETS

December 31, 2010

Cost

Buildings
Vehicles
Furniture and equipment
Computer equipment
Software

$

Net carrying
value

803,762
154,237
192,767
89,378
321,637

$

139,807
102,856
86,835
39,008
151,119

$

$ 1,561,781

$

519,625

$ 1,042,156

December 31, 2009

Cost

Buildings
Vehicles
Furniture and equipment
Computer equipment
Software

Accumulated
amortization

$

Accumulated
amortization

663,955
51,381
105,932
50,370
170,518

Net carrying
value

715,764
154,237
184,536
58,960
218,824

$

107,443
80,836
62,046
26,980
100,128

$

608,321
73,401
122,490
31,980
118,696

$ 1,332,321

$

377,433

$

954,888

In 2010, fixed assets pursuant to a capital lease of $68,000 was recorded in buildings. Amortization expense relating to
fixed assets under capital lease of $1,700 was capitalized in mining property interests.

- 17 -

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
8.

MINERAL PROPERTY INTERESTS
(a)

Dumont Property

The Dumont Property consists of contiguous mineral claims. Specifically, the property is located primarily in Launay and
partly in Trecesson townships in the Abitibi Region.
(i)

Griffis International Mineral Claims:

The Griffis International Ltd. ("Griffis") mineral claim block was originally held by Griffis, but a 100% interest in the
claims was sold and transferred to the Corporation under an agreement dated January 15, 2007. The agreement with Griffis
was not subject to any further future consideration, work commitment requirement or Net Smelter Returns royalty ("NSR").
(ii)

Marbaw International Nickel Corporation Mineral Claims:

The Marbaw International Nickel Corporation ("Marbaw") mineral claim block was held by Marbaw and was sold and
transferred to the Corporation, for future consideration, under an agreement dated March 8, 2007.
The future consideration is the issuance of 7 million shares in the Corporation to Marbaw upon the property being placed
into commercial production or upon transfer of the property to a third party.
The Corporation has also committed to incurring a minimum expenditure of $8,000,000 on the property prior to ceasing
operations, which commitment has been completed. The Marbaw mineral claims are also subject to a 3% NSR royalty
payable to Marbaw and the Corporation has the right to buy back half of the 3% NSR for $10,000,000 at any time.
(iii) Sheridan-Ferderber Mineral Claims:
The Sheridan-Ferderber mineral claim block comprises contiguous claims that were originally held on a 50% basis by
Terrence Coyle and 50% Michel Roby, but they were optioned to Patrick Sheridan and Peter Ferderber under an agreement
dated October 26, 2006. The option agreement was subsequently assigned to the Corporation through an agreement dated
May 4, 2007.
Royal Nickel exercised its option to acquire 100% interest during fiscal 2008.
These claims are subject to a 2% NSR royalty payable to Terrence Coyle (1%) and Michel Roby (1%). The Corporation
has the right to buy back half of this 2% NSR for $1,000,000 at any time. An advance royalty of $5,000 per year is also
payable to Coyle-Roby beginning on October 26, 2011.
If the Corporation decides not to continue with the claims, it must reassign the claims in good standing to SheridanFerderber.
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8.

MINERAL PROPERTY INTERESTS (Continued)
(a)

Dumont Property (continued)

A summary of the consideration paid to acquire the Dumont Property is as follows:
Amount
Balance, December 31, 2008 and 2009
Cash payments for surface rights for four lots
Issuance of 22,500 common shares for property acquisition
Other

$ 7,504,008
627,587
45,000
5,200

Balance, December 31, 2010

$ 8,181,795

(b)

Jefmar Property

On March 26, 2008, the Corporation signed a formal property acquisition agreement with Jefmar Inc. ("Jefmar") relating to
the acquisition of a 100% interest in the 14 mining claims ("Jefmar Property") in the Lamotte Township, in the province of
Quebec.
Under the terms of the agreement, the consideration for the Jefmar Property consists of the following:
(a)
(b)
(c)

Payment of $70,000 to Jefmar on March 26, 2008 (paid);
Issuance of 150,000 common shares in RNC to Jefmar on March 26, 2008 (issued); and
A 2% NSR granted on March 26, 2008. The Corporation has the right and option to buy back 1% of NSR for a price
equal to $1,000,000 at any time after March 26, 2008 and with a minimum of 60 days prior written notice to Jefmar.

A summary of the consideration paid to acquire the Jefmar Property is as follows:
Amount
Balance, December 31, 2008, 2009 and 2010

$

- 19 -

456,085

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
8.

MINERAL PROPERTY INTERESTS (Continued)
(c)

Marbridge property

On April 22, 2009, the Corporation proposed to acquire a 100% ownership interest in the Marbridge property from Xstrata
Nickel for a total cash consideration of $1,000,000, including a non-refundable deposit of $50,000.
On July 31, 2009, the Corporation completed the acquisition of the 100% ownership in the Marbridge property, comprised
of 2 mining concessions in the La Motte Township in the province of Quebec. The balance of $950,000 was paid during
the third quarter of 2009.
A summary of the consideration paid to acquire the Marbridge Property is as follows:

Amount
Balance, January 1, 2009
Cash payments to Xstrata Nickel

9.

$

1,000,000

Balance, December 31, 2009
Other

1,000,000
10,035

Balance, December 31, 2010

$ 1,010,035

SHARE CAPITAL
(a)

Initial Public Offering
On December 16, 2010, pursuant to an underwriting agreement dated December 9, 2010, the Corporation completed
its initial public offering (the "Offering") of 14,500,000 units (the "Units") at a price of $2.25 per Unit and 5,000,000
flow-through units (the "Flow Through Units") at a price of $2.50 per Flow-Through Unit for gross proceeds of
$45,125,000. Each Unit consisted of one common share and one-half of one common share purchase warrant, and
each Flow Through unit consisting of one common share issued on a flow-through basis and one-half of one common
share purchase warrant. Each whole warrant entitles the holder to acquire one common share at a price of $3.00 until
December 15, 2012. The fair value of the 9,750,000 warrants issued in the Offering was estimated at $5,583,973
using the Black-Scholes option pricing formula with the following assumptions: expected dividend yield 0%,
expected volatility 75%, risk free rate of return 1.67% and an expected maturity of two years.
The expenses of the Offering and underwriters' commissions were $3,768,001. In addition, the Corporation granted
the underwriters non-transferable warrants to purchase such number of common shares equal to 6% of the aggregate
number of securities sold under the Offering at a price of $2.25 per common shares, for a period of 18 months from
the date of closing. The fair value of the 1,170,000 warrants was estimated at $595,530 using the Black-Scholes
option pricing formula with the following assumptions: expected dividend yield 0%, expected volatility 60%, risk
free rate of return 1.67% and an expected maturity of 1.5 years.
An issue cost of $539,963 including income tax and including a portion of warrants granted to the underwriters, was
allocated to the warrants.
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9.

SHARE CAPITAL (Continued)
(a)

Initial Public Offering (continued)
The Corporation also granted an option (the "Over Allotment Option") to the underwriters, at any time until the date
that is 30 days following the date of the closing of the Offering, to purchase up to: (i) that number of additional shares
that does not exceed 15% of the number of offered shares at a price of $2.15 per additional share; or (ii) that number
of additional warrants that does not exceed 15% of the number of offered warrants at a price of $0.20 per warrant; or
(iii) any combination of additional shares and warrants. On January 13, 2011, the underwriters exercised the Over
Allotment Option (note 20).

(b)

Flow-Through Issuances
(i)

On June 16, 2010, the Corporation closed a brokered private placement of 355,555 units at $2.25 per unit for
gross proceeds of $800,000. Each unit consisted of one flow-through common share and one-half warrant. Each
warrant entitles the holder to purchase one common share for $3.00 until June 16, 2012. In connection with this
offering, the Corporation granted 35,555 compensation warrants to brokers to acquire 35,555 units with each
compensation warrant entitling the holder to purchase one unit at $2.25 until June 16, 2012. Each unit consists
of one common share and one-half warrant, entitling the holder to acquire one common share at an exercise
price of $3.00, exercisable until June 16, 2012. The fair value of the 177,777 warrants was estimated at
$122,747 using the Black-Scholes option pricing formula with the following assumptions: expected dividend
yield - 0%; expected volatility - 95%; risk-free interest rate - 1.77%; and an expected life of 2 years. The fair
value of the agent’s compensation warrants was estimated using a binomial pricing model based on the
following assumptions: dividend yield of 0%, volatility of 95%, risk-free interest rate of 1.77% and an expected
life of two years. As a result, the fair value of the compensation warrants was estimated at $48,141.

(ii)

On August 20, 2010, the Corporation closed a brokered private placement of 52,500 units at $2.25 per unit for
gross proceeds of $118,125. Each unit consisted of one flow-through common share and one-half warrant. Each
warrant entitles the holder to purchase one common share for $3.00 until August 20, 2012. The fair value of the
26,250 warrants was estimated at $21,158 using the Black-Scholes option pricing formula with the following
assumptions: expected dividend yield - 0%; expected volatility - 95%; risk-free interest rate - 1.30%; and an
expected life of 2 years.

(iii) On December 3, 2009, the Corporation closed a brokered private placement of 1,424,477 units at $2.25 per unit
for gross proceeds of $3,205,073. Each unit consisted of one flow-through common share and one-half warrant.
Each warrant entitles the holder to purchase one common share for $3.00 until December 3, 2011. In
connection with this offering, the Corporation granted 113,959 compensation warrants to brokers to acquire
113,959 units with each compensation warrant entitling the holder to purchase one unit at $2.25 until December
3, 2011. Each unit consists of one common share and one-half warrant, entitling the holder to acquire one
common share at an exercise price of $3.00, exercisable until December 3, 2011. The fair value of the 712,239
warrants was estimated at $491,722 using the Black-Scholes option pricing formula with the following
assumptions: expected dividend yield - 0%; expected volatility - 95%; risk-free interest rate - 1.12%; and an
expected life of 2 years. The fair value of the agent’s compensation warrants was estimated using a binomial
pricing model based on the following assumptions: dividend yield of 0%, volatility of 95%, risk-free interest
rate of 1.12% and an expected life of two years. As a result, the fair value of the compensation warrants was
estimated at $154,300.
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9.

SHARE CAPITAL (Continued)
(b)

Flow-Through Issuances (continued)
(iv)

(c)

On December 22, 2009, the Corporation closed a brokered private placement of 667,222 units at $2.25 per
unit for gross proceeds of $1,501,250. Each unit consisted of one flow-through common share and one-half
warrant. Each warrant entitles the holder to purchase one common share for $3.00 until December 22, 2011. In
connection with this offering, the Corporation granted 49,777 compensation warrants to brokers to acquire
49,777 units with each compensation warrant entitling the holder to purchase one unit at $2.25 until December
22, 2011. Each unit consists of one common share and one-half warrant, entitling the holder to acquire one
common share at an exercise price of $3.00, exercisable until December 22, 2011. The fair value of the
333,611 warrants was estimated at $230,773 using the Black-Scholes option pricing formula with the
following assumptions: expected dividend yield - 0%; expected volatility - 95%; risk-free interest rate 1.39%; and an expected life of 2 years. The fair value of the agent’s compensation warrants was estimated
using a binomial pricing model based on the following assumptions: dividend yield of 0%, volatility of 95%,
risk-free interest rate of 1.39% and an expected life of two years. As a result, the fair value of the
compensation warrants was estimated at $67,398.

Liquidity Entitlement (note 17)
(i)

On March 31, 2010, the Corporation issued 180,000 common shares at a value of $2.00 per share regarding
the liquidity entitlement arising from the private placement completed on February 15, 2007. Accordingly,
$360,000 representing the value of the shares was expensed as liquidity entitlement.

(ii)

On June 30, 2010, the Corporation issued 180,000 common shares at a value of $2.00 per share regarding the
liquidity entitlement arising from the private placement completed on February 15, 2007. Accordingly,
$360,000 representing the value of the shares was expensed as liquidity entitlement.

(iii)

On September 30, 2010, the Corporation issued 180,000 common shares at a value of $2.00 per share
regarding the liquidity entitlement arising from the private placement completed on February 15, 2007.
Accordingly, $360,000 representing the value of the shares was expensed as liquidity entitlement.

(iv)

On November 30, 2010, the Corporation issued 120,000 common shares at a value of $2.00 per share
regarding the liquidity entitlement arising from the private placement completed on February 15, 2007.
Accordingly, $240,000 representing the value of the shares was expensed as liquidity entitlement.

(v)

On March 31, 2009, the Corporation issued 180,000 common shares at a value of $2.50 per share regarding
the liquidity entitlement arising from the private placement completed on February 15, 2007. Accordingly,
$450,000 representing the value of the shares was expensed as liquidity entitlement.

(vi)

On June 28, 2009, the Corporation issued 180,000 common shares at a value of $2.50 per share regarding
liquidity entitlement arising from the private placement completed on February 15, 2007. Accordingly,
$450,000 representing the value of the shares was expensed as liquidity entitlement.

(vii)

On September 30, 2009, the Corporation issued 180,000 common shares at a value of $2.00 per share
regarding liquidity entitlement arising from the private placement completed on February 15, 2007.
Accordingly, $360,000 representing the value of the shares was expensed as liquidity entitlement.
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SHARE CAPITAL (Continued)
(c)

Liquidity Entitlement (note 17) (continued)
(viii) On December 31, 2009, the Corporation issued 180,000 common shares at a value of $2.00 per share
regarding liquidity entitlement arising from the private placement completed on February 15, 2007.
Accordingly, $360,000 representing the value of the shares was expensed as liquidity entitlement.

(d)

Sunhu Agreement
On October 15, 2010, the Corporation entered into a subscription agreement (the “Sunhu Agreement”) with Ningbo
Sunhu Chem. Products Co., Ltd. (“Sunhu”). Pursuant to the terms of the Sunhu Agreement, Sunhu agreed to purchase
2,500,000 common shares at a price of $2.00 per common share (the "Sunhu Subscription"). Pursuant to the terms of
the Sunhu Agreement, Sunhu also had an option to purchase up to an additional 2,500,000 common shares at a price
of $2.00 per common share until November 30, 2010 (the “First Sunhu Option”). Additionally, Sunhu had a second
option to purchase up to an additional 5,900,000 common shares, plus any common shares not yet purchased but
subject to the First Sunhu Option, at a price of $2.00 per common share until December 30, 2010 (the "Second Sunhu
Option").
As at December 31, 2010, the Corporation had received a payment of $5,000,000, representing full payment of the
Sunhu Subscription, and had issued 2,500,000 common shares.
As at December 31, 2010, the First and Second Sunhu Options were not exercised and were not extended by the
Corporation.
Pursuant to the Sunhu Agreement, Sunhu is entitled to nominate one person to serve as its representative on the
Corporation's Board of Directors in the event that Sunhu achieves and maintains ownership of a minimum of 8% of
the common shares issued and outstanding. As at December 31, 2010, Sunhu's ownership represented approximately
3% of the common shares issued and outstanding.

10.

SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
In June 2010, the shareholders adopted a new share incentive plan, which includes the adoption of the amendment to the
previous stock option plan (the "Plan"). The share incentive plan provides for the acquisition of common shares by
participants for the purpose of advancing the interests of the Corporation through the motivation, attraction and retention of
key officers, directors, employees (including prospective employees) and consultants of the Corporation. The maximum
number of common shares made available as awards pursuant to the stock option plan and to other awards plans (such has
restricted share units, deferred share units, restricted shares, performance shares and performance share units and other
equity based or equity related awards) shall be determined from time to time by the Board of Directors but, in any case,
shall not exceed 15% and 10% respectively of the issued and outstanding common shares at the date of grant and from time
to time.
Annually, up to $225,000 of the fees otherwise payable to a director can be taken via the Corporation’ share incentive plan
which includes deferred share units and restricted share units within allowed limits to be approved by the Board of the
Directors.
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SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
(Continued)
Share purchase options
(a) The Corporation has a stock option plan (the ‘‘Plan’’) for its officers, directors, employees and consultants. The
aggregate number of common shares which may be issued under the Plan will not exceed 15% of the issued and
outstanding shares at the time of the grant. The normal vesting under the Plan unless otherwise determined by the
Board of Directors is the following: 33.33% at the date of the grant, 33.33% on the first anniversary of the grant, and
33.34% on the second anniversary of the grant.
(b)

In December 2009, the Corporation amended the stock option plan by extending the exercise period from 5 to 10
years for future grants. Moreover, all options issued and outstanding were also extended with an exercise period of 10
years from the date they were granted. The amendment was approved by shareholders at the annual general meeting
held on June 3, 2010.
Stock-based compensation costs for the extension of the exercise period to 10 years of the issued and outstanding
stock options amounting to $4,553,275 were recorded as at June 3, 2010 and represents the cost for the vested
options as at June 3, 2010 for an average estimated fair value of $0.65 per option. The fair value of the extended
stock options was estimated, considering the fair value of the original option left at the date of the modification, since
a modification of the term of an instrument that makes it more valuable should be treated as an exchange of the
original instrument for a new instrument and results in an additional cost equal to the incremental value of the new
instrument over the value of the old instrument at the modification date.
The vesting of the stock based compensation costs for the extension is based on the remaining vesting period at the
grant date. Stock based compensation costs for stock options which were fully vested at the time of the extension
have been recorded during the year ended December 31, 2010. The fair value of the extended stock options was
estimated, considering the fair value of the original option left at the date of the modification, using the Black-Scholes
option pricing model with no expected dividend yield, an expected volatility of 110%, a risk free interest rate of
3.39% and an expected life of options of 10 years.

(c)

On September 18, 2009, the Corporation terminated the employment agreement of its President and CEO (the
“Officer”), effective October 13, 2009 (“Effective Date”) and agreed to pay a severance of $650,000, which was
recorded in the three-month period ended September 30, 2009 in "Salaries, severance and management fees".
Moreover, all of the Officer’s stock options granted that had not vested, vested immediately representing stock-based
compensation costs of $123,971 which was recorded in the three-month period ended September 30, 2009. The
Officer has 1,125,000 fully vested stock options to exercise for two years after the Effective Date in accordance with
the termination agreement. According to the Corporation’ stock option plan, an optionnee has a period of 90 days
following termination of employment to exercise stock options. Total stock-based compensation costs for the
extension of these stock options from 90 days to two years amounted to $373,575 for an estimated fair value of $0.33
per option, which was recorded in the three-month period ended September 30, 2009. The fair value of the extended
stock options was estimated, considering the fair value of the original option left at the date of the modification, using
the Black-Scholes model with no expected dividend yield, an expected volatility of 95%, a risk-free interest rate of
1.30% and an expected life of options of 2 years.
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SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
(Continued)
The continuity of share purchase options is as follows:

Number of
Options
Balance, December 31, 2008
Granted
Exercised
Forfeited
Expired

5,764,998
4,174,000
(500,000)
(22,000)
(994,998)

Balance, December 31, 2009
Granted
Exercised
Forfeited
Expired

8,422,000
701,000
(308,750)
(138,887)
(377,780)

Balance, December 31, 2010

8,297,583

Weighted
Average
Exercise Price
$

1.37
2.13
0.35
1.87
1.87
1.77
2.01
1.04
2.40
2.40

$

1.78

The fair value of each option granted was estimated using the Black-Scholes option-pricing model with the following
assumptions:
Year ended
December 31
2010
Risk free interest rate:
Expected life:
Expected volatility:
Expected dividends:

2.39% to 3.40%
5-10 years
75% - 110%
nil
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Year ended
December 31
2009
1.35% to 2.86%
5 years
75% - 100%
nil
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SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
(Continued)
As at December 31, 2010, the Corporation had the following stock options outstanding:

Exercise
Price

Options
Vested and
Exercisable

Remaining Contractual
Life (Years)

600,000
525,000
99,999
8,334
700,000
150,000
250,000
25,000
150,000
200,000
300,000
25,000
915,000
20,000
15,000
10,000
525,000
250,000
250,000
980,000
920,000
653,250
25,000
15,000
150,000
100,000
75,000
150,000
180,000
31,000

$0.35
2.50
2.50
2.00
0.35
0.35
0.35
0.35
0.35
1.00
1.00
1.00
2.50
2.50
2.50
2.50
2.50
2.50
2.50
2.50
2.00
2.00
2.00
2.00
2.00
2.00
2.00
2.00
2.00
2.15

600,000
525,000
99,999
8,334
700,000
150,000
250,000
25,000
150,000
200,000
300,000
25,000
915,000
20,000
15,000
10,000
525,000
250,000
250,000
653,329
613,333
399,258
16,666
5,000
150,000
33,333
25,000
50,000
60,000
10,333

0.78
0.78
1.26
1.26
6.17
6.19
6.23
6.24
6.28
6.53
6.63
6.66
6.96
7.01
7.04
7.36
7.49
7.55
7.88
8.05
8.72
8.78
8.95
9.08
9.27
9.31
9.43
9.61
9.81
9.95

8,297,583

$1.78

7,034,585

6.76

Options
Granted

The weighted average exercise price of options vested and exercisable is $1.72.
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Expiry
Date
October 9, 2011
October 9, 2011
April 6, 2012
April 6, 2012
March 2, 2017
March 8, 2017
March 22, 2017
March 26, 2017
April 10, 2017
July 9, 2017
August 15, 2017
August 27, 2017
December 14, 2017
January 2, 2018
January 11, 2018
May 8, 2018
June 27, 2018
July 17, 2018
November 17, 2018
January 15, 2019
September 17, 2019
October 9, 2019
December 11, 2019
January 28, 2020
April 6, 2020
April 19, 2020
June 3, 2020
August 9, 2020
October 18, 2020
December 10, 2020

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
10.

SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
(Continued)
Deferred share units
Under the share incentive plan, a participant is only entitled to payment in respect of the deferred share units when the
participant ceases to be an employee or director of the Corporation or any affiliate thereof for any reason. Upon
termination, the Corporation shall on such date as determined by the Corporation redeem each deferred share unit for, at
the option of the participant, the (i) number of underlying common shares or (ii) the redemption value of the deferred share
units in cash. The expense is recorded in the statement of loss in stock based compensation and credited to current
liabilities under deferred share units since the payment in cash or common shares is at the option of the participant.
In June 2010 , the Corporation granted 225,000 deferred share units which vested immediately, to the Deputy Chairman at
a value of $2.00 per share.
In September 2010, the Corporation granted 337,500 deferred share units to a director, an officer and an employee at a
value of $2.00 per share, of which 37,500 vested immediately and 300,000 which vest 33.33% immediately, 33.33% on the
first anniversary and 33.34% on the second anniversary.
In October 2010, the Corporation granted 180,000 deferred share units to an officer at a value of $2.00 per share, of which
33.33% vest immediately, 33.33% on the first anniversary and 33.34% on the second anniversary.
In November 2010, the Corporation granted 9,375 deferred share units to a director at a value of $2.00 per share.
In December 2010, the Corporation granted 345,000 deferred share units to directors at a value of $ 2.00 per share. Of the
345,000 units, 25,000 vested immediately and the remaining 320,000 vested 33.33% immediately, 33.33% on the first
anniversary and 33.34% on the second anniversary. In December 2010, 17,708 deferred share units granted to a director
were cancelled.
The Corporation recorded a stock based compensation expense of $1,633,149, inclusive of a year-end mark-to-market
adjustment, for the deferred share units granted during the year.
The continuity of deferred share units is as follows:
Number of
Deferred Share Units
Balance, December 31, 2009
Granted
Cancelled

1,096,875
(17,708)

Balance, December 31, 2010

1,079,167

As at December 31, 2010, 519,167 deferred share units are vested.
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10.

SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
(Continued)
Restricted share units
The expense is recorded in the statement of loss in stock-based compensation and credited to current liabilities as the
payment in cash or common shares is at the option of the participant.
In September 2010, the Corporation granted 100,000 restricted share units to an officer at a value of $2.00 per share, which
vest 33.33% immediately, 33.33% on the first anniversary and 33.34% on the second anniversary.
In December 2010, the Corporation granted 702,000 restricted share units to officers and employees at a value of $2.00 per
share, of which 130,000 vested immediately and 572,000 vest 33.33% immediately, 33.33% on the first anniversary and
33.34% on the second anniversary.
The Corporation recorded a stock based compensation expense of $1,042,190, inclusive of a year-end mark-to-market
adjustment, for the restricted share units granted during the year.
The continuity of restricted share units is as follows:
Number of
Restricted Share Units
Balance, December 31, 2009
Granted

802,000

Balance, December 31, 2010

802,000

As at December 31, 2010, 354,000 restricted share units are vested.
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10.

SHARE PURCHASE OPTION, DEFERRED SHARE UNIT AND RESTRICTED SHARE UNIT PLANS
(Continued)
The portion of the estimated fair value of all options, deferred share units and restricted share units granted and vested
during the years ended December 31, 2010 and 2009, which have been reflected in the statement of loss and comprehensive
loss and mineral property interests, is as follows:
Year ended
December 31
2010
Stock-based compensation - stock options
Stock-based compensation - stock options extension
Stock-based compensation - deferred share units
Stock-based compensation - restricted share units

$

$

8,070,368
1,381,987

Mineral property interests (including extension)(1)
Total stock-based compensation recognized(1)
(1)

1,913,302
3,481,727
1,633,149
1,042,190

Year ended
December 31
2009

$

9,452,355

3,756,226
3,756,226
589,617

$

4,345,843

Excluding future income taxes

The estimated fair values of all options, deferred share units and restricted units granted and vested during the years ended
December 31, 2010 and 2009 have been credited to the balance sheet as follows:
Year ended
December 31
2010

Year ended
December 31
2009

Stock-based compensation credited to current liabilities - deferred share units
$
Stock-based compensation credited to long-term liabilities - restricted share units
Stock-based compensation credited to contributed surplus

1,633,149
1,042,190
6,777,016

$

4,345,843

Total stock-based compensation recognized (1)

9,452,355

$

4,345,843

(1)

$

Excluding future income taxes
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11.

WARRANTS AND COMPENSATION WARRANTS
The following is a continuity of warrants for the years ended December 31, 2010 and 2009:
Number of
Warrants

Weighted Average
Exercise Price

Balance, December 31, 2008
Issued pursuant to flow-through issuances

4,132,500
1,045,850

Balance, December 31, 2009
Issue pursuant to initial public offering
Issue pursuant to flow-through issuances
Issued as payments of agent fees pursuant to initial public
offering (note 9(a))
Exercised
Expired

5,178,350
9,750,000
204,027

1.20
3.00
3.00

1,170,000
(253,750)
(255,000)

2.25
1.00
3.50

Balance, December 31, 2010

$

15,793,627

Fair value of warrants outstanding at the date of grant

$
$

0.74
3.00

2.38

8,003,672

The following is a continuity of compensation warrants for the years ended December 31, 2010 and 2009:
Number of
Compensation
Warrants
Balance, December 31, 2008
Issued as payments of agent fees

22,240
163,736

Balance, December 31, 2009
Issued as payments of agent fees (note 9(b)(i))
Expired

185,976
35,555
(22,240)

Balance, December 31, 2010

199,291

Fair value of compensation warrants outstanding at the date of grant
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Weighted Average
Exercise Price
$

2.50
2.25
2.28
2.25
2.50

$
$

2.25
269,839

ROYAL NICKEL CORPORATION
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11.

WARRANTS AND COMPENSATION WARRANTS (Continued)
As at December 31, 2010, the following warrants and compensation warrants were outstanding.
Compensation
Warrants

(1)

Exercise
Price

Warrants

113,959
49,777
35,555
-

800,000
253,750
712,239
333,611
700,000
1,170,000
177,777
500,000
1,300,000
26,250
70,000
9,750,000

199,291

15,793,627

$0.35
1.00
2.25
3.00
2.25
3.00
0.35
2.25
3.00
2.25
1.00
0.35
3.00
2.50
3.00

(1)

Expiry
Date
March 2, 2011
May 31, 2011
December 3, 2011
December 3, 2011
December 22, 2011
December 22, 2011
January 19, 2012
June 15, 2012
June 16, 2012
June 16, 2012
July 4, 2012
July 19, 2012
August 20, 2012
December 14, 2012
December 15, 2012

Broker warrants issued pursuant to the initial public offering underwriting agreement

During November 2010, the expiry date of 1,300,000 warrants previously granted to a company controlled by a director
and an officer was extended by six months to a revised expiry date of July 19, 2012. Total costs for the extension amounted
to $5,200, was estimated using the fair value of the original warrants left at the date of the modification, using the BlackScholes model with no expected dividend yield, an expected volatility of 60%, risk-free rate of 1.6% and expected life of
18 months.
12.

CONTRIBUTED SURPLUS
The contributed surplus is composed of:
December 31
2010
Stock based compensation - active
Stock based compensation - expired
Warrants issued, net of issue costs
Warrants expired
Compensation warrants issued
Compensation warrants expired

- 31 -

December 31
2009

$ 13,036,330
1,044,547
7,468,908
186,420
269,839
22,685

$

7,881,137
1,980,872
244,383
-

$ 22,028,729

$ 10,106,392

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
13.

LOSS PER SHARE
Year ended
December 31
2010
Net loss available to common shareholders

$ (13,000,213)

Weighted average number of common shares

Year ended
December 31
2009
$

(7,615,614)

62,275,569

58,573,251

The effect of potential issuances of shares under stock options, warrants, compensation warrants, deferred share units and
restricted share units would be anti-dilutive for the years ended December 31, 2010 and 2009, and accordingly, basic and
diluted loss per share are the same.
14.

FUTURE INCOME TAX
In the year ended December 31, 2010, the Corporation closed flow-through private placements of 5,408,055 flow-through
common shares for total proceeds of $13,418,125. (December 31, 2009 - 2,091,699 flow-through common shares for total
proceeds of $4,706,323). Under the flow-through share agreements, the Corporation renounced in February 2011
$12,917,716 of qualifying exploration expenditures to the investors effective February 28, 2011 ($4,705,656 effective in
March 2010 for the year ended December 31, 2009).
The following table reconciles the expected income tax recovery at the statutory income tax rate to the amounts recognized
in the statements of loss and comprehensive loss:
Year ended
December 31, 2010
Loss before income taxes
Canadian income tax rate

$ (13,686,342)
29.34%

Expected income tax (recovery) based on statutory rate
Impact of change in future tax rate
Permanent differences(1)
Valuation allowance
Others

$

(4,015,575)
390,362
2,760,873
203,326
(25,115)
$

(1)

Year ended
December 31, 2009

(686,129)

(8,303,238)
31.83%
(2,642,918)
143,883
1,715,442
95,969

$

(687,624)

Permanent differences include stock based compensation costs and liquidity entitlement expenses which are not
deductible for taxation purposes

- 32 -

ROYAL NICKEL CORPORATION
(A DEVELOPMENT STAGE CORPORATION)
Notes to Financial Statements
December 31, 2010 and 2009
(Expressed in Canadian Dollars)
14.

FUTURE INCOME TAX (Continued)
As at December 31, 2010, the Corporation had approximately $12,405,000 (2009 - $6,950,000) of non-capital loss carry
forwards which expire between the years 2026 and 2030.
As at December 31, the significant components within the Corporation's net future income tax liabilities are as follows:
Year ended
December 31, 2010
Future income tax assets
Loss carry forwards
Capital assets
Financing costs
Donations
Capital lease
Valuation allowance

$

Future income tax liabilities
Mineral property interests
$

3,189,691
81,350
1,105,051
3,532
14,772
(399,590)

Year ended
December 31, 2009
$

1,811,978
63,095
346,059
2,854
-

3,994,806

2,223,986

(4,178,476)

(2,433,985)

(183,670)

$

(209,999)

For its 2010 fiscal year, the Corporation earned provincial tax credits of approximately $1,831,000 (2009 - $3,904,000) in
respect of its exploration and development expenditures.
15.

RELATED PARTY TRANSACTIONS
Year ended
December 31, 2010
Administrative and general expenses:
Consulting fees to director and officer
Consulting fees to a company controlled by director and officer
Consulting fees to a company with deputy Chairman and
director in common

$

139,920
43,749

Year ended
December 31, 2009
$

$

183,669

233,654
48,424

$

282,078

The Corporation made a loan in the principal amount of $2,500,000 to Juno Special Situations Corporation (‘‘Juno’’) on
September 22, 2008, which loan was evidenced by a debenture made by Juno in favour of the Corporation and bore interest
at rate of 19% per annum, payable quarterly in arrears. The loan was secured by a pledge of shares in the capital stock of
Homeland Energy Group Ltd. held by Juno together with the personal guarantee of the Deputy Chairman of Royal Nickel.
Interest of $309,401 was included in interest income and an amount of $500,000 was repaid for the year ended December
31, 2009.
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15.

RELATED PARTY TRANSACTIONS (Continued)
On September 18, 2009, the Corporation purchased, for cancellation, 1,142,857 of its common shares from Griffis
International Inc. ("Griffis"), a related party and controlled by the Deputy Chairman of the Corporation, for a total
consideration of $2,000,000 (based on $1.75 per share). This resulted in a decrease to common shares of $784,000 and a
decrease in contributed surplus of $185,598 and an increase in deficit of $1,030,402. In connection with this non-monetary
transaction, the proceeds was used by Griffis to settle the loan receivable outstanding of $2,000,000 that had been assigned
to Griffis by Juno under a consent, assignment and assumption agreement signed on September 17, 2009.
These transactions, except in the connection with the loan receivable to Juno, are in the normal course of operations and all
of the transactions are measured at the exchange amount of consideration established and agreed to by the parties.

16.

LOAN PAYABLE
On September 20, 2010, the Corporation entered into a credit agreement with National Bank of Canada to borrow
$2,000,000, secured by hypothecs on its 2008 and 2009 Quebec tax credits receivable, a general assignment of book debts
and $200,000 cash pledge to Investissement Quebec, the guarantor of the loan. The loan was repayable upon collection of
the Quebec tax credits, which were assigned to the lender. The loan proceeds were received on October 5, 2010 and the
loan was repaid on December 21, 2010.

17.

COMMITMENTS
(a) The following table lists the Corporation’s contractual obligations over the next three years ending December 31.
Total

1 Year

2 - 3 Year

4 - 5 Year

After 5 Years

Office operating leases

$

173,041 $

111,502 $

61,539 $

-

$

-

Total

$

173,041 $

111,502 $

61,539 $

-

$

-

(b) On February 15, 2007, the Corporation entered into a Subscription Agreement with RAB Special Situations (Master)
Limited ("RAB") for sale of 3,000,000 Common Shares. Pursuant to the Subscription Agreement, in the event that the
Common Shares that are issued further to this Subscription Agreement are not listed for trading on the Toronto Stock
Exchange, the TSX Venture Exchange, or other similar North American stock exchange by February 28, 2008 (the
“Listing Deadline”) then the Corporation will issue on the first business day after the Listing Deadline, as Liquidity
entitlement for such failure and not as a penalty, an additional number of common shares that is equal to two percent
(2%) of the number of common shares acquired by the Subscriber pursuant to this Subscription Agreement without
additional consideration. The Corporation will continue to issue an additional number of common shares that is equal
to two percent (2%) of the number of common shares acquired by the Subscriber pursuant to this Subscription
Agreement every thirty days thereafter to the Subscriber until such time as the common shares issued further to this
Subscription Agreement are listed for trading on the Toronto Stock Exchange, the TSX Venture Exchange, or other
similar North American exchange.
As at December 16, 2010, the Corporation's common shares were listed for trading on the TSX (note 9) and the
Corporation ceased to issue shares as liquidity entitlement.
(c) An annual advance royalty payable of $5,000 is required starting October 26, 2011 (note 8(a))
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18.

CONTINGENCIES
Under the agreement dated March 8, 2007 to acquire 100% interest of Marbaw mineral claims in the Dumont Property, the
Corporation will issue 7 million shares to Marbaw upon the property being placed into commercial production or upon
transfer of the property to a third party.

19.

COMPARATIVE FIGURES
Certain comparative figures have been reclassified to conform with the presentation adopted for the current year.

20.

SUBSEQUENT EVENT
On January 13, 2011, pursuant to the underwriting agreement dated December 9, 2010, the Corporation issued 2,925,000
Units (the "Units") at a price of $2.25 per Unit for gross proceeds of $6,581,250. Each Unit consisting of one common
share and one-half of one common share purchase warrant, pursuant to the exercise of the Over Allotment Option by an
syndicate of underwriters. Each whole warrant entitles the holder to acquire one common share at a price of $3.00 until
December 15, 2012.
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