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Management’s responsibility for financial reporting

Management is responsible for the preparation and presentation of the accompanying financial
statements, which includes ensuring that significant accounting judgments and estimates are made in
accordance with International Financial Reporting Standards and ensuring that all information
contained in the annual report is consistent with the information presented in the financial statements.
This responsibility includes selecting appropriate accounting principles and methods, and making
decisions affecting the measurement of transactions for which objective judgment is required.

The Board of Directors is responsible for overseeing management in the performance of its financial
reporting responsibilities and for approving the financial information included in the annual report. The
Board fulfils these responsibilities by reviewing the financial information prepared by management and
discussing relevant matters with management. The Audit Committee has the responsibility of meeting
with management and external auditors to discuss internal controls over the financial reporting process,
auditing matters and financial reporting issues. The Audit Committee reports its findings to the Board
for its consideration in approving the financial statements together with other financial information of the
Company for issuance to the shareholders. The Audit Committee is also responsible for recommending
the appointment of the Company’s external auditors.

Management recognizes its responsibility for conducting the Company’s affairs in compliance with
established financial standards and applicable laws and regulations, and for maintaining proper
standards of conduct for its activities.

“Benoit Gascon” “Luc Veilleux”
Benoit Gascon Luc Veilleux
President and Chief Executive Officer Chief Financial Officer

Laval, Québec

October 20, 2016
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October 20, 2016

Independent Auditor’s Report

To the Shareholders of
Mason Graphite Inc.

We have audited the accompanying financial statements of Mason Graphite Inc., which comprise the
statements of financial position as at June 30, 2016 and 2015, the statements of loss and comprehensive
loss, the statements of cash flows, and the statements of changes in equity for the years then ended, and
the related notes, which comprise a summary of significant accounting policies and other explanatory
information.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. 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 consolidated 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 audits is sufficient and appropriate to provide a
basis for our audit opinion.

PricewaterhouseCoopers LLP/s.r.l./s.e.n.c.r.l.
1250 René-Lévesque Boulevard West, Suite 2500, Montréal, Quebec, Canada H3B 4Y1
T: +1 514 205 5000, F: +1 514 876 1502, www.pwc.com/ca

“PwC" refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Mason Graphite Inc. as at June 30, 2016 and 2015 and its financial performance and its cash flows for the
years then ended in accordance with International Financial Reporting Standards.

PP rcevomntirhovee cpees L1

1 CPA auditor, CA, public accountancy permit No. A122718



Mason Graphite Inc.

STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian dollars)

ASSETS
Current assets
Cash
Short-term investments (Note 4)
Tax credit related to resources and mining tax credit receivable
Sales tax receivable
Prepaid and other receivables

Non-current assets
Investment in associate (Note 6)
Exploration and evaluation assets (Note 7)
Total assets

LIABILITIES

Current liabilities
Accounts payable and accrued liabilities (Note 8)
Long-term debt due within one year (Note 7)

Non-current liabilities
Convertible debentures (Note 9)
Long-term debt (Note 7)
Deferred income tax liabilities (Note 14)
Total liabilities

EQUITY
Share capital
Reserves
Deficit
Total equity
Total equity and liabilities

Nature of operations and liquidity risk (Note 1)
Commitments (Note 18)
Subsequent events (Note 19)

APPROVED ON BEHALF OF THE BOARD OF DIRECTORS:

Signed “Tyrone Docherty”, Director

June 30, June 30,
2016 2015
$ $
1,347,003 5,655,041
- 1,565,487
213,724 213,724
113,480 381,858
36,187 41,060
1,710,394 7,857,170
633,100 1,093,100
31,891,491 29,163,440
34,234,985 38,113,710
538,676 1,912,245
5,927,596 1,485,501
6,466,272 3,397,746
4,139,818 3,472,213
- 4,734,154
2,310,000 2,000,000
12,916,090 13,604,113
33,382,627 32,732,890
9,972,788 9,869,761
(22,036,520) (18,093,054)
21,318,895 24,509,597
34,234,985 38,113,710

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

Signed “Benoit Gascon”, Director



Mason Graphite Inc.

STATEMENTS OF LOSS AND COMPREHENSIVE LOSS
(Expressed in Canadian dollars)

Expenses
Salaries and consulting fees
Director fees
Professional fees
General office expenses
Travel and accommodation expenses
Share-based compensation (Note 12)
Communication and promotion expenses
Transfer agent and filing fees
Royalties
Operating net foreign exchange loss
Operating loss

Other income

Net foreign exchange loss

Share of loss of an associate (Note 6)

Gain on dilution of investment in associate

Finance costs (Note 9)

Finance income
Loss before income taxes

Deferred income tax expenses (Note 14)
Loss and comprehensive loss for the year

Loss per share
Basic and diluted (Note 13)

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

Years ended June 30,

2016 2015
$ $
868,986 893,942
112,903 124,726
196,783 223,369
228,817 245,448
64,197 107,670
212,981 873,552
53,081 90,699
58,182 64,547
50,000 58,333
2,465 560
1,848,395 2,682,846
- (92,544)
180,315 574,975
460,000 298,800
- (741,200)
1,165,605 299,047
(20,849) (108,608)
3,633,466 2,913,316
310,000 740,000
3,943,466 3,653,316
$0.05 $0.04



Mason Graphite Inc.

STATEMENTS OF CASH FLOWS
(Expressed in Canadian dollars)

Cash flows from operating activities

Loss for the year
Items not affecting cash:
Share-based compensation
Other income
Foreign exchange loss
Share of loss of an associate
Gain on dilution of investment in associate
Finance costs
Deferred income tax expenses
Changes in non-cash operating working capital items:
Sales tax receivable
Prepaid and other receivables
Accounts payable and accrued liabilities

Cash flows from financing activities
Transaction costs
Repayment of long-term debt
Warrants exercised
Options exercised

Cash flows from investing activities
Government assistance received
Increase in short-term investments
Decrease in short-term investments
Tax credit related to resources and mining tax credit received
Exploration and evaluation asset expenditures

Change in cash during the year
Cash, beginning of the year
Cash, end of the year

Supplemental information:

Exploration and evaluation asset expenditures included in accounts
payable and accrued liabilities

Interest related to long-term debt charged to exploration and evaluation
assets (Note 7)

Tax credit related to resources, government assistance and mining tax
credit deducted from exploration and evaluation asset
expenditures (Note 7)

Interest paid on convertible debentures

Share-based compensation in exploration and evaluation assets
(Note 12)

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

Years ended June 30,

2016 2015
$ $
(3,943,466) (3,653,316)
212,981 873,552
- (92,544)
211,438 537,862
460,000 298,800
- (741,200)
916,605 50,407
310,000 740,000
268,378 (244,373)
4,873 33,259
111,936 (526,517)
(1,447,255) (2,724,070)
- (2,245)
(1,651,750) (1,573,125)
118,618 -
139,000 -
(1,394,132) (1,575,370)
9,000 41,000
- (4,208,625)
1,626,605 3,146,375
- 1,790,423
(3,102,256) (5,224,834)
(1,466,651) (4,455,661)
(4,308,038) (8,755,101)
5,655,041 14,410,142
1,347,003 5,655,041
212,625 1,698,130
1,087,135 1,085,996
9,000 1,146,212
249,000 249,000
33,165 96,879



Mason Graphite Inc.

STATEMENTS OF CHANGES IN EQUITY
(Expressed in Canadian dollars, except for number of shares)

Share capital Reserves
Broker
Number Amount Warrants warrants Options Deficit Equity
$ $ $ $ $
Balance as at July 1, 2015 86,218,559 32,732,890 5,648,068 591,458 3,630,235 (18,093,054) 24,509,597
Shares issued for interest payment on convertible debentures
(Note 10) 505,051 249,000 - - - - 249,000
Warrants exercised (Note 11) 139,550 143,737 (25,119) - - - 118,618
Options exercised (Note 12) 250,000 257,000 - - (118,000) - 139,000
Share-based compensation (Note 12) - - - - 246,146 - 246,146
Loss and comprehensive loss for the year - - - - - (3,943,466) (3,943,466)
Balance as at June 30, 2016 87,113,160 33,382,627 5,622,949 591,458 3,758,381 (22,036,520) 21,318,895
Balance as at July 1, 2014 85,786,034 32,486,135 5,648,068 591,458 2,659,804 (14,439,738) 26,945,727
Shares issued for interest payment on convertible debentures
(Note 10) 432,525 246,755 - - - - 246,755
Share-based compensation (Note 12) - - - - 970,431 - 970,431
Loss and comprehensive loss for the year - - - - - (3,653,316) (3,653,316)
Balance as at June 30, 2015 86,218,559 32,732,890 5,648,068 591,458 3,630,235 (18,093,054) 24,509,597

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



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

1. NATURE OF OPERATIONS AND LIQUIDITY RISK

Mason Graphite Inc. (“Mason Graphite” or the “Company”) has continued out of the jurisdiction of the Business
Corporations Act (Ontario) and into the jurisdiction of the Canadian Business Corporations Act, effective as of
March 3, 2016. The Company was incorporated March 15, 2011 under the Business Corporations Act (Ontario).
The Company’s head office is located at 3030, Boul. Le Carrefour, Suite 600, Laval, QC, H7T 2P5, Canada.

The Company is engaged in exploration and evaluation of the Lac Guéret graphite property located in Québec,
Canada. There has been a determination that the Company’s exploration and evaluation assets contain mineral
reserves which are economically recoverable. The Company has a National Instrument 43-101 compliant
disclosure for its mineral resource estimate and for a feasibility study on the Lac Guéret property.

Although the Company has taken steps to verify title to the property on which it is conducting exploration and
evaluation activities, and in which it has an interest, in accordance with industry standards for the current stage of
exploration and evaluation of such property, these procedures do not guarantee the Company’s title thereto.
Property title may be subject to government licensing registration or regulation, unregistered prior agreements,
unregistered claims, aboriginal claims, or non-compliance with regulatory and environmental requirements.

These financial statements have been prepared on a going concern basis, which assumes that the Company will
be able to realize its assets and discharge its liabilities in the normal course of business for the foreseeable future.
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, 12 months from the end of the most recent
reporting period.

As at June 30, 2016, the Company had a working capital deficiency of $4,755,878, an accumulated deficit of
$22,036,520 and a loss of $3,943,466 for the year then ended. Working capital included a cash balance of
$1,347,0083.

Management believes that the Company has sufficient funds to meets its obligations and planned expenditures
for the ensuing 12 months as they fall due considering the private placement of $28,778,750 completed on
September 27, 2016 (see Note 19). The Company’s ability to continue its exploration and evaluation activities,
the engineering, the procurement and the construction of the Lac Guéret project 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, a combination of strategic partnerships, joint venture arrangements, project debt financing, royalty
financing and other capital market alternatives. Management will pursue such additional financial sources when
required, and while management has been successful in securing financing in the past, there can be no
assurance that it will be able to do so in the future or that these sources of funding or initiatives will be available
for the Company or that they will be available on terms which are acceptable to the Company.

These financial statements were reviewed, approved and authorized for issue by the Board of Directors on
October 20, 2016



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a) Basis of presentation

The Company’'s audited financial statements (“financial statements”) have been prepared in accordance with
International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board
(“IASB”"). The Company has consistently applied the accounting policies used in the preparation of its IFRS
financial statements to both reporting periods.

b) Basis of measurement

These financial statements have been prepared on a historical cost basis except for the revaluation of certain
financial instruments to fair value. In addition, these financial statements have been prepared using the accrual
basis of accounting.

c) Foreign currency

The Company’s functional and presentation currency is the Canadian dollar. Transactions in currencies other than
the functional currency are recorded at the rates of exchange prevailing on the dates of the transactions.
Monetary assets and liabilities that are denominated in foreign currencies are translated at the rate prevailing at
the statement of financial position date. Exchange differences are recognized in expenses in the period in which
they arise.

d) Cash
Cash comprises cash on hand.
e) Short-term investments

The Company considers short-term investments to consist of amounts held with maturities at inception of more
than 90 days and less than one year.

f) Exploration and evaluation assets

Exploration and evaluation (“E&E”") assets comprise E&E expenditures and mining property acquisition costs.
Expenditures incurred on activities that precede E&E, being all expenditures incurred prior to securing the legal
rights to explore an area, are expensed immediately.

E&E assets include rights in mining properties, paid or acquired through a business combination or an acquisition
of assets, and costs related to the initial search for mineral deposits with economic potential or the obtaining of
more information about existing mineral deposits.

Mining rights are recorded at acquisition cost less accumulated impairment losses. Mining rights and options to
acquire undivided interests in mining rights are amortized only as these properties are put into commercial
production. Interest on long-term debt incurred on mining rights acquired and financed are also capitalized as part
of E&E assets as well as the gain or loss resulting from the timing change of the remaining cash payments.

E&E expenditures for each separate area of interest are capitalized and include costs associated with
prospecting, sampling, trenching, drilling and other work involved in searching for ore, such as topographical,
geological, geochemical and geophysical studies. They also reflect costs related to establishing the technical and
commercial viability of extracting a mineral resource identified through exploration or acquired through a business
combination or asset acquisition.



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
f) Exploration and evaluation assets (continued)

E&E expenditures include the cost of:

e establishing the volume and grade of deposits through the drilling of core samples, and the trenching and
sampling activities in an ore body;

e determining the optimal methods of extraction and the metallurgical and treatment processes;

e studies related to social environment, surveying, environmental requirements, and transportation and
infrastructure requirements;

e permitting activities and community relations; and

e economic evaluations to determine whether development of the mineralized material is commercially
justified, including scoping, prefeasibility and final feasibility studies.

E&E expenditures include overhead expenses directly attributable to the related activities.
Cash flows attributable to capitalized costs are classified as investing activities in the statement of cash flows.

When a mine project moves into the development stage, E&E expenditures are capitalized to mine development
costs in property and equipment and are tested for impairment.

g) Provisions

Provisions are recognized when (a) the Company has a present obligation (legal or constructive) as a result of a
past event, (b) it is probable that an outflow of resources embodying economic benefits will be required to settle
the obligation, and (c) a reliable estimate can be made of the amount of the obligation. The expense relating to
any provision is presented in the statement of comprehensive loss, net of any reimbursement. If the effect of the
time value of money is material, provisions are discounted using a current pre-tax rate that reflects, where
appropriate, the risks specific to the liability.

h) Impairment of non-financial assets

E&E assets are reviewed for impairment if there is any indication that the carrying amount may not be
recoverable. If any such indication is present, the recoverable amount of the asset is estimated in order to
determine whether impairment exists. Where the asset does not generate cash flows that are independent from
other assets, the Company estimates the recoverable amount of the asset group to which the asset belongs.

An asset’s recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset for which
estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset or asset group is estimated to be less than its carrying amount, the carrying
amount is reduced to the recoverable amount. Impairment is recognized immediately as additional depreciation or
amortization. Where an impairment subsequently reverses, the carrying amount is increased to the revised
estimate of recoverable amount but only to the extent that this does not exceed the carrying value that would have
been determined had impairment previously been recognized. A reversal is recognized as a reduction in the
depreciation or amortization charge for the period.



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

i) Equity
Common shares are classified as equity.

Transaction costs directly attributable to the issuance of common shares are recognized as a deduction from the
proceeds in equity in the period in which the transaction occurs.

For equity offering units consisting of a common share and another equity instrument, the total fair value of the
units is allocated between the common share and the other equity instrument based on their relative fair value.
Transaction costs directly attributable to the issue of units are allocated between the instruments based on their
relative fair values.

When the Company modifies the terms of warrants issued in a private placement, the remeasurement adjustment,
as a result of the modifications, is recognized in equity.

)] Share-based compensation

The fair value of stock options granted to employees is recognized as an expense, or capitalized to E&E assets,
over the vesting period with a corresponding increase in option reserves. 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. Share-based payments to
non-employees are measured at the fair value of goods or services received or the fair value of the equity
instruments issued, if it is determined that the fair value of the goods or services cannot be reliably measured, and
are recorded at the date on which the goods or services are received.

The fair value is measured at the grant date and is recognized over the period during which the stock options
vest. The fair value of 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 statement of financial position
date, the amount recognized as an expense or capitalized to E&E assets is adjusted to reflect the actual number
of stock options that are expected to vest. On exercise of a stock option, any amount related to the initial value of
the stock option, along with the proceeds from its exercise, are recorded in share capital.

k) 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 other comprehensive
income (loss) or in equity, in which case it is recognized in other comprehensive income (loss) or in equity,
respectively.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at year-end, adjusted for amendments to tax payable with regard to previous years.
Management periodically evaluates positions taken in tax returns with respect to situations in which applicable tax
regulation is subject to interpretation. It establishes provisions, where appropriate, on the basis of amounts
expected to be paid to the tax authorities.

10



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
k) Income taxes (continued)

Deferred tax is provided using the statement of financial position liability method, providing for temporary
differences between the tax bases of assets and liabilities and their carrying amounts in the financial statements.
Deferred tax is not recognized where the temporary difference arises from the initial recognition of goodwill or the
initial recognition of an asset or liability in a transaction that does not affect either accounting or taxable profit or
loss, other than where the initial recognition of such an asset or liability arises in a business combination. 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 statement of financial
position 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 income tax assets and liabilities are presented as non-current. Assets and liabilities are offset when
there is a legally enforceable right to offset current tax assets against current tax liabilities or deferred tax assets
against deferred tax liabilities and the respective assets and liabilities relate to income taxes levied by the same
taxation authority on either the same taxable entity or different taxable entities where there is an intention to settle
the balances on a net basis.

1) Loss per share

Basic loss per share is based on the weighted average number of common shares of the Company outstanding
during the year. The diluted loss per share reflects the potential dilution of common share equivalents, such as
outstanding share options, convertible debentures, broker warrants and warrants, in the weighted average
number of common shares outstanding during the year, if dilutive.

The calculation of loss per share (“LPS”) is based on the weighted average number of shares outstanding for
each period. Basic LPS is calculated by dividing the profit or loss of the Company by the weighted average
number of common shares outstanding during the year. The treasury stock method is used to determine the
dilutive effect of the warrants, broker warrants, share options, and the if-converted method is used for the
convertible debentures. Under the treasury stock method, when the Company reports a loss, the diluted loss per
common share is equal to the basic loss per common share due to the anti-dilutive effect of the outstanding
warrants, broker warrants and share options. Under the if-converted method, the convertible debentures are
assumed to be converted at the later of the beginning of the year and the time of issuance and the loss is
adjusted for transaction costs, interest accretion and the fair value fluctuation of the embedded derivatives.

m) Financial instruments

Financial assets and financial liabilities are recognized when the Company becomes a party to the contractual
provisions of the instrument.

Financial assets are derecognized when the rights to receive cash flows from the assets have expired or have
been transferred and the Company has transferred substantially all risks and rewards of ownership. A financial
liability is derecognized when it is extinguished, discharged, cancelled or expired.

Financial assets and financial liabilities are measured initially at fair value plus transaction costs, except for

financial assets and financial liabilities carried at fair value through profit or loss, which are measured initially at
fair value.

11



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
m)  Financial instruments (continued)

The category of financial instruments determines subsequent measurement and whether any resulting income
and expense is recognized in profit and loss or in other comprehensive income (loss). All income or expenses
relating to financial instruments that are recognized in profit and loss are presented within Finance costs.

Financial assets
At initial recognition, the Company classifies its financial instruments into the following categories:

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market. Loans and receivables are initially recognized at the amount expected to be received, less,
when material, a discount to reduce the loans and receivables to fair value. Subsequently, loans and receivables
are measured at amortized cost using the effective interest method less a provision for impairment. The
Company’s cash and short-term investments fall into the loans and receivables category.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified
in any of the other categories. They are included in non-current assets unless the investment matures or
management intends to dispose of them within 12 months of the end of the reporting period.

Impairment of financial assets
All financial assets are subject to review for impairment at each reporting date. Financial assets are impaired
when there is any objective evidence that a financial asset or a group of financial assets is impaired.

Objective evidence of impairment could include:

e Significant financial difficulty of the issuer or counterparty;
e Default or delinquency in interest or principal payments; or
e It becoming probable that the borrower will enter bankruptcy or financial reorganization.

Individually significant accounts receivable are considered for impairment when they are past due or when other
objective evidence is received that a specific counterparty will default.

Financial liabilities

Other financial liabilities

This category include accounts payable and accrued liabilities, convertible debentures (host) and long-term debt,
all of which are recognized initially at fair value net of any directly attributable transaction costs. Subsequent to
initial recognition, these financial instruments are measured at amortized cost using the effective interest method.

Fair value through profit and loss

This category includes the derivative embedded in the convertible debentures (derivative), which is initially
recognized at fair value and carried subsequently at fair value with gains or losses recognized in the statement of
loss and comprehensive loss (see n) below).

n)  Compound instruments and embedded derivatives
The convertible debentures issued by the Company are considered to be a compound financial instrument that

can be converted into common shares of the Company at the option of the holder, where the number of shares to
be issued varies, depending on different scenarios of future financings as described in note 9.

12



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
n)  Compound instruments and embedded derivatives (continued)

The compound financial instrument is recognized as a liability, with the initial carrying value of the debenture
(host) being the residual amount of the proceeds, after separating the derivative component, which is recognized
at fair value, and also the warrants issued with the instruments. Any directly attributable transaction costs are
allocated to the host and to the warrants issued.

The embedded derivative that constitutes the convertible debentures (derivative) is recorded at fair value
separately from the host contract, as its economic characteristics and risks are not clearly and closely related to
those of the host contract.

Subsequent to initial recognition, the host component of the compound financial instrument is measured at
amortized cost using the effective interest method. The derivative component of the compound financial
instrument is measured at fair value through profit and loss. Subsequent changes in fair value are recorded in the
statement of loss and comprehensive loss in finance costs.

0) Flow-through shares

The Company financed a portion of its exploration expenditures through the issuance of flow-through shares. The
resource expenditure deductions for income tax purposes are renounced to investors in accordance with the
appropriate income tax legislation. 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 market price of the common shares
and the amount the investor pays for the flow-through shares. A flow-through premium liability is recognized for
the premium paid by the investors and is then reversed through the statement of loss in other income in the period
of renunciation when eligible expenditures have been made.

p) Investments in associates

Associates are entities over which the Company has significant influence, but not control, generally accompanying
a shareholding between 20% and 50% of the voting rights. The financial results of the Company’s investments in
its associates are included in the Company’s results according to the equity method. Under the equity method, the
investment is initially recognized at cost, and the carrying amount is increased or decreased to recognize the
Company'’s share of profits or losses of associates after the date of acquisition. The Company’s share of profits or
losses is recognized in the statement of loss and comprehensive loss, and its share of other comprehensive
income or loss of associates is included in other comprehensive income or loss. Unrealized gains on transactions
between the Company and an associate are eliminated to the extent of the Company’s interest in the associate.
Unrealized losses are also eliminated unless the transaction provides evidence of an impairment of the asset
transferred. Dilution gains and losses arising from changes in interests in investments in associates are
recognized in the statement of loss and comprehensive loss. The amounts included in the IFRS financial
statements of the associates (note 6) are adjusted to reflect adjustments made by the Company, when using the
equity method, such as fair value adjustments made at the time of acquisition.

The Company assesses at each year-end whether there is any objective evidence that its investments in
associates are impaired. If impaired, the carrying value of the Company’s share of the underlying assets of
associates is written down to its estimated recoverable amount (being the higher of fair value less costs of
disposal and value in use) and charged to the statement of loss and comprehensive loss.

13



Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
gq) Government assistance

The Company periodically receives financial assistance under government incentive programs. Government
assistance is recognized initially when there is reasonable assurance that it will be received and the Company will
comply with the conditions associated with the assistance. Assistance that compensates the Company for
expenditures incurred is recognized against expenditures incurred on a systematic basis in the same periods in
which the expenditures are incurred.

r) Tax credit related to resources and mining tax credit

The Company is entitled to refundable tax credit on qualified exploration expenditures incurred. The refundable
tax credit is recognized against the expenditures incurred.

s) Segment disclosures

The Company currently operates in a single segment — the acquisition, exploration and evaluation of exploration
properties. All of the Company’s activities are conducted in Canada.

t) New accounting standards issued but not yet in effect

The following standards and amendments to existing standards have been published, and their adoption is
mandatory for future accounting periods and could have a material impact on the Company:

IFRS 9, Financial Instruments

In November 2009 and October 2010, the IASB issued the first phase of IFRS 9. In November 2013, the IASB
issued a new general hedge accounting standard, which forms part of IFRS 9. The final version of IFRS 9 was
issued in July 2014 and includes a third measurement category for financial assets (fair value through other
comprehensive income) and a single, forward-looking “expected loss” impairment model.

IFRS 9 replaces the current multiple classification and measurement models for financial assets and financial
liabilities with a single model that has three classification categories: amortized cost, fair value through other
comprehensive income and fair value through profit and loss. The basis of classification depends on the entity’s
business model and the contractual cash flow characteristics of the financial asset or financial liability. It also
introduces limited changes relating to financial liabilities and aligns hedge accounting more closely with risk
management.

The new standard is effective for annual periods beginning on or after January 1, 2018, with early adoption

permitted. Management is currently reviewing the impact that this standard will have on the Company’s financial
statements.
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Mason Graphite Inc.
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2016 and 2015
(Expressed in Canadian dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
t) New accounting standards issued but not yet in effect
IAS 7, Statement of Cash Flows

In January 2016, IASB amended International Accounting Standard (“IAS”) 7, Statement of Cash Flows. The
amendments require that the following changes in liabilities arising from financing activities are disclosed (to the
extent necessary): (i) changes from financing cash flows; (ii) changes arising from obtaining or losing control of
subsidiaries or other businesses; (iii) the effect of changes in foreign exchange rates; (iv) changes in fair values;
and (v) other changes. One way to fulfill the new disclosure requirement is to provide a reconciliation between the
opening and closing balances in the statement of financial position for liabilities arising from financing activities.
Finally, the amendments state that changes in liabilities arising from financing activities must be disclosed
separately from changes in other assets and liabilities. This amendment will be mandatory for annual periods
beginning on or after January 1, 2017. Management is currently reviewing the impact that this standard will have
on the Company’s financial statements.

3. CRITICAL ACCOUNTING JUDGMENTS AND ESTIMATES

The preparation of financial statements in conformity with IFRS requires the Company’s management to make
judgments, estimates and assumptions about future events that affect the amounts reported in the financial
statements and related notes to the financial statements. Although these estimates are based on management’s
best knowledge of the amount, event or actions, actual results may differ from those estimates and these
differences could be material.

The areas which require management to make significant judgments, estimates and assumptions include, but are
not limited to the following:

i. Impairment of E&E assets

Asset groups are reviewed for an i