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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying consolidated financial statements of Sharpe Resources Corporation (An Exploration Stage
Company) were prepared by management in accordance with Canadian generally accepted accounting principles.
Management acknowledges responsibility for the preparation and presentation of the consolidated financial statements,
including responsibility for significant accounting judgments and estimates and the choice of accounting principles and
methods that are appropriate to the Company’s circumstances.

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 consolidated 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 periods presented by the consolidated financial statements and (ii) the consolidated financial
statements fairly present in all material respects the financial condition, results of operations and cash flows of the
Company, as of the date of and for the periods presented by the consolidated financial statements.

The Board of Directors is responsible for reviewing and approving the consolidated financial statements together with
other financial information of the Company 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 consolidated financial statements together
with other financial information of the Company. The Audit Committee reports its findings to the Board of Directors for
its consideration in approving the audited consolidated financial statements together with other financial information of
the Company for issuance to the shareholders.

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.
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Auditors' Report

To the Shareholders of
Sharpe Resources Corporation
(An Exploration Stage Company)

We have audited the consolidated balance sheets of Sharpe Resources Corporation as at December 31, 2009 and 2008 and the
consolidated statements of loss and comprehensive loss, changes in shareholders’ deficiency and cash flows for each of the years
in the two-year period ended December 31, 2009 and for the period from inception on January 1, 2002 to December 31, 2009.
These financial statements are the responsibility of the Company's management. 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 and the standards of the Public
Company Accounting Oversight Board (United States of America). Those standards require that we plan and perform an audit to
obtain reasonable assurance whether the financial statements are free of material misstatement. The Company is not required to
have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company
as at December 31, 2009 and 2008 and the results of its operations and its cash flows for each of the years in the two-year period
ended December 31, 2009 and for the period from inception on January 1, 2002 to December 31, 2009 in accordance with
Canadian generally accepted accounting principles.

We did not audit the consolidated financial statements of Sharpe Resources Corporation for the period from inception on January
1, 2002 to December 31, 2007. Those consolidated financial statements were audited by other auditors who issued a report
without reservation on April 4, 2008.

Signed: “MSCM LLP”

Chartered Accountants
Licensed Public Accountants
Toronto, Ontario
April 12, 2010

Comments by Auditors for U.S. Readers on Canada-U.S. Reporting Differences

In the United States, reporting standards for auditors require the addition of an explanatory paragraph (following the opinion
paragraph) where there are events that cast substantial doubt on the Company’s ability to continue as a going concern, such as
those described in Note 1 to the consolidated financial statements. Our report to the shareholders dated April 12, 2010 is
expressed in accordance with Canadian reporting standards which do not permit a reference to such events and conditions in the
auditors’ report when they are properly accounted for and adequately disclosed in the consolidated financial statements.

Signed: “MSCM LLP”

Chartered Accountants
Licensed Public Accountants
Toronto, Ontario
April 12, 2010

701 Evans Avenue, 8th Floor, Toronto ON M9C 1A3, Canada T (416) 626-6000 F (416) 626-8650 MSCM.CA



SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)
Consolidated Balance Sheets
(Expressed in United States Dollars)

As at December 31, 2009 2008

Assets

Current assets

Cash and cash equivalents (Note 2) $ 89,138 $ 239,155
Deposits and other assets - 4105
89,138 243,260
Due from related party (Note 7) 250,000 250,000
$ 339,138 $ 493,260
Liabilities

Current liabilities
Accounts payable and accrued liabilities $ 175,760 $ 192,327
Current portion of due to related parties (Note 7) 25,400 74,708
Other liabilities (Note 9) 563,818 563,818
764,978 830,853
Due to related parties (Note 7) 111,654 85,998
876,632 916,851

Shareholders’ Deficiency

Share capital (Note 5(b)) 11,463,430 11,463,430
Contributed surplus 455,335 455,335
Deficit (12,456,259) (12,342,356)
(537,494) (423,591)

$ 339,138 $ 493,260

Nature of Operations and Going Concern (Note 1)

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

Signed: "Roland Larsen” Signed: "Kimberly Koerner"”
Director Director




SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)

Consolidated Statements of Loss and Comprehensive Loss

(Expressed in United States Dollars)

Cumulative
From Start of
the Exploration

Stage on
January 1,
For the Periods Ended December 31, 2009 2008 2007 2002
Revenue
Petroleum and natural gas revenue $ 29,621 % 39604 % 8,606 $ 425,997
Royalty income - - 2,202 -
Interest income 1,042 3,435 - 17,959
Other income - - - 3,239
30,663 43,039 10,808 447,195
Operating and administrative expenses
Operating 533 1,824 26,210 742,932
General and administrative 118,003 149 252 110,547 796,245
Depiletion, depreciation and amortization - - - 35,353
Stock-option compensation - 188,873 80,232 312,249
interest on advance 2,032 2,032 2,093 13,602
Interest on loan claims 23,998 22,553 22,553 132,712
Management fees - - 15,000 169,000
144,566 364,534 266,635 2,202,093
Loss before the following: (113,903) (321,495) (255,827) (1,754,898)
Write-off of an option to acquire mineral
property - - - (78,125)
Gain on disposal of petroleum and
natural gas properties - - - 606,047
Gain on disposal of capital asset - - - 10,000
Gain on settlement of debt - - - 149 681
Net loss and comprehensive loss
for the period $ (113,903) $ (321,495 $ (255,827) $ (1,067,295)
Loss per common share
Basic and diluted (Note 5(d)) $ (0.00) $ (0.01) $ (0.01) -
Weighted average of common shares
outstanding (Note 5(d)) 46,619,863 46,619,863 46,453 579 -

The accompanying notes are an integral part of these consolidated financial statements.
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SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)
Consolidated Statements of Cash Flows
(Expressed in United States Dollars)

Cumulative
From Start of
the Exploration
Stage on
January 1,
For the Periods Ended December 31 2009 2008 2007 2002

Cash flows used in by operating activities
Net loss for the period $ (113,903) $ (321,495) $ (255,827) $ (1,067,295)
Operating items not involving cash:

Depletion, depreciation and amortization - - - 35,353
Accrued interest payable 24,585 24,585 - 49,170
Stock-option compensation - 188,873 90,232 312,249
Write-off of an option to acquire
mineral property - - - 78,125
Gain on disposal of petroleum and
natural gas properties - - - (606,047)
Gain on disposal of capital asset - - - (10,000)
Gain on settlement of debt - - - (149,681)
Changes in non-cash
working capital items (Note 11) (37,047) 28,265 36,794 290,006
(126,365) (79,772) (128,801) (1,068,120)
Cash flows (used in) provided by
financing activities
Repayment of long term debt - - - (117,654)
Repayment of loan claims - - - (100,715)
Advances to/from related parties (23,652) 26,493 - (145,466)
Common shares issued - - 228,000 606,530
(23,652) 26,493 228,000 242 695
Cash flows provided by
investing activities
Additions to coal mining properties - - - (31,404)
Proceeds on disposal of petroleum and
natural gas properties - - - 606,467
Proceeds on disposal of capital assets - - - 10,000
- - - 585,063
Decrease in cash and cash equivalents (150,017) (63,279) 99,199 (240,362)
Cash and cash equivalents,
beginning of period 239,155 292,434 193,235 329,500

Cash and cash equivalents, end of period $ 89,138 $ 239,155 $ 292,434 $ 89,138

Supplemental cash flow information (Note 11)

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



SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)

Notes to Consolidated Financial Statements
(Expressed in United States Dollars)

Years ended December 31, 2009 and 2008

1. Nature of Operations and Going Concern

Sharpe Resources Corporation (the "Company") is a publicly held company, engaged in the development of
mineral resources in the United States of America. Currently the Company has oil and gas royalty interests in
Texas through its wholly-owned subsidiary, Sharpe Energy Company, in a single cost centre in the United States
of America. The Company's shares are listed in the United States on the OTC:BB under symbol SHGP.

The Company is considered in the exploration stage as of January 1, 2002 for the following reasons:

() The Company started disposing of its interests in petroleum and natural gas properties at the beginning of
2002. The entire process of disposal of these properties was completed during the fiscal year ended on
December 31, 2005;

(iiy ~ The Company has not earned significant revenue from petroleum and natural gas interests since that
date; and

(i) The Company changed the focus of its business and started looking for mineral/coal properties and at
present is exploring various options to invest in this industry.

As at December 31, 2009, the Company had negative working capital of $ 425,840 (December 31, 2008 -
$ 337,593 ) and an accumulated deficit of $ 12,456,259 (December 31, 2008 - $12 342,356 ).

These consolidated financial statements have been prepared on the basis that the Company is a going concern,
which contemplates the realization of its assets and the settlement of its liabilities in the normal course of
operations. In assessing whether the going concern assumption is appropriate, management takes into account
all available information about the future, which is at least, but is not limited to, twelve months from the end of the
reporting period. The ability of the Company to continue operations is dependent upon obtaining the necessary
financing. In the event the Company is unable to obtain adequate funding, there is uncertainty as to whether the
Company will be able to continue as a going concern. These consoclidated financial statements do not include
any adjustments related to the carrying values and classifications of assets and liabilities that would be
necessary should the Company be unable to continue as a going concern.

The Company funded its operations for the year ended December 31, 2009 through the use of existing cash
reserves. The Company does not have sufficient cash reserves to fund its administrative cost for the coming
fiscal year and to make inroads on its liabilities to trade creditors and debt holders. Management is actively
involved in seeking new equity financing to enable it to service the Company's existing liabilities and its ongoing
administrative costs. There can be no assurance that the Company will be successful in these initiatives.

2. Basis of Presentation and Accounting Policies

The consolidated financial statements have been prepared by the Company in accordance with Canadian
generally accepted accounting principles ("GAAP").

A summary of the material differences between Canadian GAAP and accounting principles generally accepted in
the United States ("US GAAP") which affect the Company are contained in Note 12.

The significant accounting policies are as follows:
Consolidation

These consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries
Sharpe Energy Company and 1032144 Ontario Inc. All significant intercompany balances and transactions have
been eliminated upon consolidation.



SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)

Notes to Consolidated Financial Statements
(Expressed in United States Dollars)

Years ended December 31, 2009 and 2008

2.

Basis of Presentation and Accounting Policies (Continued)

Cash and cash equivalents

Cash and cash equivalents include cash and term deposits at Canadian and United States financial institutions
with a maturity of three months or less at the date of issuance.

included in cash and cash equivalents are;

2009 2008
Cash $ 23,022 $ 64,081
Money market funds 66,116 175,074
$ 89,138 $ 239,155

Revenue recognition

Revenue from royalties is recognized when received. Gains or losses from the sale of assets are recognized
when sold.

Joint ventures

The Company enters into agreements jointly with others that provide for a specified percentage interest in mining
properties. Joint venture accounting, which reflects the Company’s proportionate interest in the mining
properties, is applied by the Company only when the parties enter into formal comprehensive agreements for
ownership and mining participation terms. As at December 31, 2009, the Company has not entered into any
formal joint venture agreements.

Stock based compensation

The Company 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 estimated fair value of the
consideration received or the estimated fair value of the equity instruments issued or liabilities incurred,
whichever is more reliably measurable, and are charged to operations over the vesting period with a
corresponding credit to contributed surplus.

Consideration received on the exercise of stock options is recorded as share capital and the related contributed
surplus is transferred to share capital.

Income taxes

The Company follows the asset and liability method of accounting for income taxes. Under this method, income
taxes are recognized for the future income tax consequences attributed to the difference between the financial
statement carrying values and their respective income tax bases. Future income tax assets and liabilities are
measured using substantively enacted income tax rates expected to apply when the asset is realized or the
liability is settled. The effect on future income tax assets and liabilities of a change in tax rates is included in
income in the period that includes the substantive enactment date. Future income tax assets are evaluated and if
realization is not considered "more likely than not", a valuation aliowance is provided.



SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)

Notes to Consolidated Financial Statements
(Expressed in United States Dollars)

Years ended December 31, 2009 and 2008

2.

Basis of Presentation and Accounting Policies (Continued)
Financial instruments

The Company has designated its cash and cash equivalents as held-for-trading which are measured at fair value
with changes in fair value recorded in net loss. Due from related party is classified as loans and receivables,
which are measured at amortized cost. Accounts payable and accrued liabilities, due to related parties and other
liabilities are classified as other financial liabilities, which are measured at amortized cost. As at December 31,
2009, the carrying and fair value amounts of the Company’s financial instruments related to cash and cash
equivalents, due to/from related parties, accounts payable and accrued liabilities and other liabilities are the
same.

Foreign currency translation

The Company uses the United States Dollar as its functional and reporting currency, as the majority of its
transactions are denominated in this currency and the operations of its subsidiaries are considered to be of an
integrated nature.

Monetary assets and liabilities of the parent company denominated in Canadian funds are translated into United
States funds at year end exchange rates. Other assets, liabilities and share capital of the parent Company are
translated at historical rates. Revenues and expenses of the parent Company are translated at the average
exchange rates for the year. Gains and losses on foreign exchange are recorded in operations in the current
year.

Loss per share

Basic loss per share is computed by dividing the loss for the period by the weighted average number of common
shares outstanding during the period. Diluted loss per share is calculated using treasury stock method. In order
to determine diluted loss per share, the treasury stock method assumes that any proceeds from the exercise of
dilutive stock options and warrants would be used to repurchase common shares at the average market price
during the period, with the incremental number of shares being included in the denominator of the diluted loss
per share calculation. The diluted loss per share calculation excludes any potential conversion of options and
warrants that would increase earnings per share or decrease loss per share.

Measurement uncertainty

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 disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Significant estimates used in the preparation of these consolidated financial statements include, but are not
limited to composition of future income tax assets and liabilities, the valuation of stock options and warrants
issued and the valuation of assets acquired or expenses incurred and related shares issued in non monetary
transactions.

The Black Scholes option valuation model used by the Company to determine fair value of options and warrants
was developed for use in estimating the fair value of freely traded options. This model requires the input of highly
subjective assumptions including future stock price volatility and expected time until exercise. Changes in the
subjective input assumptions can materially affect the fair value estimate, and therefore the existing model does
not necessarily provide a reliable single measure of the fair value of the Company's stock options and warrants
granted during the year.



SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)

Notes to Consolidated Financial Statements
(Expressed in United States Dollars)

Years ended December 31, 2009 and 2008

2.

Basis of Presentation and Accounting Policies (Continued)

New accounting policies adopted

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities

In January 2009, the CICA approved EIC 173 Credit Risk and the Fair Value of Financial Assets and Financial
Liabilities. This guidance clarified that an entity's own credit risk and the credit risk of the counterparty should be
taken into account in determining the fair value of financial assets and financial liabilities including derivative
instruments. This guidance is applicable to fiscal periods ending on or after January 20, 2009. The adoption of
this standard had no impact on the Company's consolidated financial statements as at December 31, 2009.

Goodwill and Intangible Assets

Effective January 1, 2009, the Company adopted CICA Section 3064, “Goodwill and Intangible Assets” which
replaces CICA Sections 3062, “Goodwill and Other Intangible Assets” and 3450 “Research and Development
Costs”, as well as EIC-27, "Revenues and Expenditures During the Pre-operating Period", and part of
Accounting Guideline 11, "Enterprises in the development stage". Under previous Canadian standards, a greater
number of items were recognized as assets than are recognized under International Financial Reporting
Standards (“IFRS”). The provisions relating to the definition and initial recognition of intangible assets reduce the
differences with IFRS in the accounting for intangible assets. The objectives of CICA 3064 are: 1) to reinforce the
principle-based approach to the recognition of assets; 2) to establish the criteria for asset recognition; and 3) to
clarify the application of the concept of matching revenues and expenses such that the current practice of
recognizing items that do not meet the recognition criteria is eliminated. The standard also provides guidance for
the recognition of internally developed intangible assets (including research and development activities),
ensuring consistent treatment of all intangible assets. The portions in the standard relating to goodwill remain
unchanged. The adoption of this standard had no impact on the Company's presentation of its financial position
or results of operations as at December 31, 2009.

Categories of financial assets and liabilities

In June 2009, CICA issued an amendment to Section 3862, “Financial Instruments — Disclosures” in an effort to
make Section 3862 consistent with International Financial Reporting Standards 7 — Disclosures (‘IFRS 7”). The
purpose was to establish a framework for measuring fair value in GAAP and expand disclosures about fair value
measurements. To make the disclosures an entity shall classify fair value measurements using a fair value
hierarchy that reflects the significance of the inputs used in making the measurements. The fair value hierarchy
shall have the following levels: (a) quoted prices (unadjusted) in active markets for identical assets or liabilities
(Level 1); (b) inputs other than quoted prices included in Level 1 that are observable for the asset or liability,
either directly (i.e., as prices) or indirectly (i.e., derived from prices) (Level 2); and (c) inputs for the asset or
liability that are not based on observable market data (unobservable inputs) (Level 3). These standards apply to
interim and annual consolidated financial statements relating to fiscal years ending after September 30, 2009.
The Company has included disclosures recommended by the new Handbook section in Note 4 (b) to these
consolidated financial statements.



SHARPE RESOURCES CORPORATION

(An Exploration Stage Company)

Notes to Consolidated Financial Statements
(Expressed in United States Dollars)

Years ended December 31, 2009 and 2008

2,

Basis of Presentation and Accounting Policies (Continued)
Future Accounting Changes
Business Combinations, Consolidated Financial Statements and Non-Controlling Interests

The CICA issued three new accounting standards in January 2009: "Business Combinations" ("Section 1582"),
"Consolidated Financial Statements" ("Section 1601"), and "Non-Controlling interests” ("Section 1602"). These
new standards will be effective for fiscal years beginning on or after January 1, 2011.

Section 1582 replaces section 1581 and revises standards for the accounting for a business combination. It
provides the Canadian equivalent to IFRS 3 - "Business Combinations". The section applies prospectively to
business combinations for which the acquisition date is on or after the beginning of the first annual reporting
period beginning on or after January 1, 2011. Sections 1601 and 1602 together replace section 1600,
"Consolidated Financial Statements". Section 1601, establishes standards for the preparation of consolidated
financial statements. Section 1601 applies to interim and annual consolidated financial statements relating to
fiscal years beginning on or after January 1, 2011. Section 1602 establishes standards for accounting for a non-
controlling interest in a subsidiary in consolidated financial statements subsequent to a business combination. It
is equivalent to the corresponding provisions of IFRS International Accounting Standard 27 - "Consolidated and
Separate Financial Statements" and applies to interim and annual consolidated financial statements relating to
fiscal years beginning on or after January 1, 2011. The Company is currently assessing the impact of these new
accounting standards.

International Financial Reporting Standards (“IFRS”)

In January 2006, the CICA’s Accounting Standards Board ("AcSB") formally adopted the strategy of replacing
Canadian generally accepted accounting principles with IFRS for Canadian enterprises with public accountability.
The current conversion timetable calls for financial reporting under IFRS for accounting periods commencing on
or after January 1, 2011. On February 13, 2008 the AcSB confirmed that the use of IFRS will be required in 2011
for publicly accountable profit oriented enterprises. For these entities, IFRS will be required for interim and annual
financial statements relating to fiscal years beginning on or after January 1, 2011. The Company will be required
to have prepared, in time its first quarter of fiscal 2011 filing, comparative financial statements in accordance with
IFRS for the three months ended March 31, 2011.The Company is currently assessing the impact of the transition

to IFRS on its consolidated financial statements.

Capital Management

When managing capital, the Company's objective is to ensure the entity continues as a going concern as well as
maintains optimal returns to shareholders and benefits for other stakeholders. Management adjusts the capital
structure as necessary, in order to support the acquisition, exploration and development of its projects. The
Board of Directors does not establish quantitative return on capital criteria for management, but rather relies on
the expertise of the Company's management to sustain future development of the business. The Company
considers its capital to be share capital and contributed surplus.

Management reviews its capital management approach on an ongoing basis and believes that this approach,
given the relative size of the Company, is reasonable.

There were no changes in the Company's approach to capital management during the year ended December 31,
2009. The Company is not subject to externally imposed capital requirements.
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4.

Financial Risk Factors
(a) Financial risk

The Company’s activities expose it to a variety of financial risks: credit risk, liquidity risk, market risk (including
interest rate, foreign exchange rate and commodity price risk).

Risk management is carried out by the Company's management team with guidance from the Audit Committee
under policies approved by the Board of Directors. The Board of Directors also provides regular guidance for
overall risk management.

Credit Risk

Credit risk is the risk of loss associated with a counterparty’s inability to fulfill its payment obligations. The
Company's credit risk is primarily attributable to cash and cash equivalents and due from related party. Cash
and cash equivalents consist of non-interest and interest bearing bank accounts and money market funds with
reputable financial institutions. Due from related party amount is from a company that is related by virtue of its
ownership by an officer and director of the Company. The amount is in good standing as of December 31,
2009. Management believes that the credit risk concentration with respect to financial instruments included in
cash and cash equivalents and due from related party is minimal.

Liquidity Risk

Liquidity risk is the risk that the Company will not have sufficient cash resources to meet its financial
obligations as they come due. The Company's liquidity and operating results may be adversely affected if the
Company's access to the capital market is hindered, whether as a result of a downturn in stock market
conditions generally or as a result of conditions specific to the Company. As at December 31, 2009, the
Company had a cash and cash equivalents balance of $89,138 (December 31, 2008 - $239,155) to settle
accounts payable and accrued liabilities of $175,760 (December 31, 2008 - $192,327), the current portion of
due to related parties of $25400 (December 31, 2008 - $74,708) and other liabilities of $563,818 (2008 -
$563,818). The Company's account payable and accred liabilities have contractual maturities of less than 30
days and are subject to normal trade terms. A portion of the due to related parties is unsecured with no set

date of repayment (see Note 7 (i), (ii)). The Company is seeking sources of additional capital to improve its
liquidity position.

Market Risk

Market risk is the risk of loss that may arise from changes in market factors such as interest rates, foreign
exchange rates, and commodity prices.

Interest Rate Risk

The Company has cash balances and balances due to related parties with fixed interest rates (refer to Note
7(ii)). The Company's current policy is to invest excess cash in interest bearing bank accounts and money
market funds. The Company periodically monitors its interest bearing bank accounts and money market funds
and is satisfied with the creditworthiness of its banks.

Foreign Currency Risk

The Company's functional currency is the United States dollar and major purchases are transacted in United
States dollars. An operating account is maintained in Canadian dollars primarily for settlement of general and
corporate expenditures. Management believes the foreign exchange risk derived from currency conversions is
negligible and therefore does not hedge its foreign exchange risk.
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4,

Financial Risk Factors (Continued)

Market Risk (Continued)

Commodity Price Risk

Commaodity price risk could adversely affect the Company. Commodity prices have fluctuated significantly in
recent years. There is no assurance that, even as commercial quantities of coal may be produced in the future,
a profitable market will exist for them. As of December 31, 2009, the Company was not a producer of coal. As
a result, commodity price risk may affect the completion of future equity transactions such as equity offerings
and the exercise of stock options and warrants. This may also affect the Company's liquidity and its ability to
meet its ongoing obligations. The Company closely monitors commodity prices as it relates to coal to
determine the appropriate course of action to be taken by the Company.

Sensitivity Analysis

Based on management's knowledge and experience of the financial markets, the Company believes the
following movements are "reasonably possible" over a twelve month period:

(i) Held-for-trading assets include an interest bearing bank account with a variable interest rate. As at
December 31, 2009, sensitivity to a plus or minus 10% change in interest rates is not significant to the
statement of loss and comprehensive loss.

(i) The Company is exposed to foreign currency risk on fluctuations related to cash and cash equivalents,
accounts payable and accrued liabilities and due to related parties that are denominated in Canadian
dollars. Sensitivity to a plus or minus 10% change in the foreign exchange rate would affect net loss and
comprehensive loss by approximately $5,871 with ali other variables held constant.

(b) Fair Value Hierarchy and Liquidity Risk Disclosure

The following table illustrates the classification of the Corporation's financial instruments within the fair value
hierarchy as at December 31, 2009:

Level 1 Level 2 Level 3 Total

Financial assets

- Cash and cash equivalents $ 89,138 $ - $ - $ 89,138
- Due from related party $ - $ - $ - $ -
Financial liabilities
- Accounts payable and
accrued liabilities $ - $ 175,760 $ - $ 175,760

- Current portion of

due to related parties $ - $ 25,400 $ - $ 25400
- Other liabilities $ - $ 563,818 $ - $ 563,818
- Due to related parties $ - $ 111,654 $ - $ 111,654
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5. Share Capital
(a) Authorized

Unlimited common shares without par value

(b) Issued and Outstanding

Shares Amount

Balance, December 31, 2009, 2008 and 2007

46,619,863 $ 11,463,430

(c) Stock options

The Company grants stock options for the purchase of common shares to its directors and officers. These
options are valid for a maximum of 5 years from the date of issue. Vesting terms and conditions are determined
by the Board of Directors at the time of the grant. The exercise price of each stock option equals the market
price prevailing at the date of the grant. The changes in stock options for each of the years ended December 31,

2009 and 2008 are as follows:

Weighted
Number of average
stock options exercise price ($CDN)

Balance, December 31, 2007 3,511,000 $ 0.10
Granted 1,700,000 0.10
Expired (1,431,000) 0.10
Balance, December 31, 2008 3,780,000 0.10
Cancelled (200,000) 0.10
Balance, December 31, 2009 3,580,000 $ 0.10

On May 8, 2008, the Company granted options to purchase a total of 1,700,000 common shares to directors
and officers of the Company. The options are exercisable at CDN $0.10 vested immediately and expire on May
8, 2013. For the purpose of the 1,700,000 options, the fair value of each option was estimated on the date of
grant using the Black Scholes option pricing model with the following assumptions: expected dividend yield of
0%; expected volatility of 161.3%; risk free interest rate of 3.04% and an expected average life of 5 years. The
estimated value of $188,873 was recorded as a debit to stock option compensation and a credit to contributed

surplus.

The following table reflects the actual stock options outstanding and exercisable as of December 31, 2009:

Exercise price

per share Fair Number of Weighted average
($CDN) Expiry date value stock options remaining contract life (years)
$ 0.10 May 16, 2010 $ 15,484 480,000 0.38
$ 0.10 May 15, 2012 90,232 1,600,000 2.38
$ 0.10 May 8, 2013 166,653 1,500,000 3.36
$ 272,369 3,580,000 2.52
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5. Share Capital (Continued)
(d) Basic and diluted loss per share

The following table sets forth the computation of basic and diluted loss per share:

2009 2008 2007

Numerator:

Loss for the year $ (113,903) $  (321,495) $ (255,827)
Denominator:

Weighted average number of common shares 46,619,863 46,619,863 46,453,579

Effect of dilutive securities:

Stock options/Warrants (i) - - -

Denominator for basic and diluted

Loss per share 46,619,863 46,619,863 46,453,579
Basic loss per share 3 (0.00) $ (0.01) (0.01)
Diluted loss per share $ (0.00) $ (0.01) (0.01)

(i) The stock options and warrants were not included in the computation of diluted loss per share for 2009 and
2008 as their inclusion would be anti dilutive.
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6. Income Taxes

The following table reconciles the expected income tax recovery at the Canadian Federal and Provincial statutory
rate of 31% (2008 - 33.5%) to the amount recognized in the statement of operations:

2009 2008 2007

Loss before income tax reflected in the consolidated

statements of loss and comprehensive loss $ (113,903) $ (321,495) $ (255,827)
Expected income tax recovery 3 (35,310) $ (@o7,701) % (92,404)
Permanent differences - 63,272 32,592
Tax rate change and other adjustments 140,370 448,742 182,911
Expiry of losses 61,396 - -
Foreign exchange impact (33,284) - -
Decrease in valuation allowance (133,172) (404,313) (123,099)
Income tax recovery $ - $ - $ -

The Company's future income tax assets and liabilities as at December 31, 2009 and 2008 are as follows:

2009 2008
Future Income Tax Assets
Non capital losses $ 282,289 $ 394,369
Capital assets 20,151 20,519
Excess petroleum assets tax basis over accounting value 66,087 76,661
Share issue costs - 10,150

368,527 501,699
Valuation allowance (368,527) (501,699)

$ - $ -
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6. Income Taxes (Continued)
Non capital losses and resource pools

The Company has resource pools of approximately US $273,000 (CDN $287,000) consisting of Canadian
Exploration Expenditures of US $128,000 (CDN $134,500) and Canadian Development Expenditures of US
$63,000 (CDN $66,200) and Canadian Foreign Exploration Expenditures of US $82,000 (CDN $86,200) which
can be used to reduce taxable income in future years. The Company also has non capital losses available to be
carried forward in Canada of approximately US $726,000 (CDN $ 690,800) and non capital losses available to be
carried forward in the United States of US $303,800 (CDN $319,300) which can also be used to reduce taxable
income in future years. No benefit from these amounts has been recorded in these consolidated financial
statements. The non capital losses will expire as follows:

Canada United States
(CDNS$) (USD$)
2010 $ 174,700 3 -
2014 44 300 -
2015 28,400 -
2026 82,000 201,100
2027 120,400 55,000
2028 165,000 9,800
2029 76,000 37,900

$___ 690,800 $ 303,800

7. Related Party Balances and Transactions

Balances with related parties are comprised of:

2009 2008

Due from related party
Standard Energy Company (i) and (Note 10 (a)) $ 250,000 $ 250,000
Due to related parties
Roland Larsen (ii) $ 25,400 3% 25,400
Royal Standard Minerals - current portion (iii) - 49,308

25,400 74,708
Royal Standard Minerals - long term portion (iii) 111,654 60,998
Kentucky Standard Energy Company (iv) - 25,000

$ 137,054 § 160,706
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7.

Related Party Balances and Transactions (Continued)

(i)

(ii)

(iii)

Standard Energy Company ("Standard") is related by virtue of its ownership by an officer and director of
the Company. The loan receivable is unsecured, non-interest bearing and no date is set for its repayment.

This loan is payable to an officer and director of the Company. It is unsecured, bearing interest at 8% and
has no date set for repayment. The interest payable on this loan has been accrued but has not yet been
paid.

Royal Standard Minerals Inc. ("RSM") is a related company by virtue of common management and
common directors.

On September 9, 2008, the Company entered into an initial agreement with RSM for the repayment of the
loan. To this end, the Company had executed a promissory note (the "Note") in favour of RSM that
provided for the repayment of the loan over a three-year period commencing on September 9, 2008, The
first principle payment of $42,499 was due on September 9, 2009, $42,499 on September 9, 2010 and
$42,499 on September 9, 2011. Pursuant to the Note, the outstanding amount of the loan was to
accumulate interest at the rate of 4% per annum, such interest to accrue daily and be payable monthly, in
arrears on the first business day of each and every month commencing on October 9, 2008 unti the full
amount of the loan together with all interest on such amount has been repaid in full. For the year ended
December 31, 2009, the Company accrued interest of $2,841 (2008 - $1,493) on this liability.

On September 11, 2009, RSM obtained an extension of the option and joint venture agreement it has with
the Company as disclosed in Note 10(b). As consideration for this extension, RSM cancelled the Note
received from the Company and received a new promissory note in the amount of $133,134 which is non-
interest bearing payable in three equal installments of $44,378 on September 9, 2011, 2012 and 2013.
Netted against the due to related parties, Royal Standard Minerals Inc. is a balance due from related
parties, Royat Standard Minerals Inc. in the amount of $21,480 (2008 - $21,548).

This loan was payable to Kentucky Standard Energy Company with which the Company has common
management and common directors. It was unsecured, non-interest bearing, and was repaid in February
2009.

These transactions are in the normal course of operations and are measured at the exchange amount (the
amount of consideration established and agreed to by the related parties).

Segmented Information

The Company has one reportable business segment. Substantially all of the Company's assets are located in the
United States except for small cash balances held in Canadian banks. The Company's operations in Canada
consist of general and administrative expenses necessary to maintain the Company's public company status.
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9.

10.

Loan Claims

2009 2008

Unsecured vendor loan claims $ 563,818 $ 563,818

Pursuant to a voluntary reorganization under Chapter 11 of the United States Bankruptcy Code, the agreed
unsecured vendor loan claims of Sharpe Energy were paid partially by 10% cash settlement. The remaining 90%
of the claims were settled by the issue of preferred stock certificates of Sharpe Energy, bearing a quarterly
dividend of 4% per annum. The certificates were fully redeemable in 2006.

The amount outstanding has been classified as a current liability given the redemption feature and the dividend
payments are reflected as interest expense. For the year ended December 31, 2009, the Company accrued
dividend of $22,553 (2008 - $22,553).

Mining Interests

(a)

Business Combination

On December 1, 2007, the Company entered into an agreement to acquire a 100% interest in Standard
Energy Company (“Standard”).

Standard is a private company related by virtue of its ownership by an officer and director of the Company.

Standard’s primary asset inciudes 100% ownership interest in all of the coal seams on more than 17,000
acres in Preston County, West Virginia. Standard and the Company are also applying for up to 10 drilling
permits to test the property.

The purchase price consists of the forgiveness of the repayment of the $250,000 demand promissory note
owing from Standard to the Company and the issuance of 2 million shares of the Company’s common
stock.

The agreement is subject to regulatory approvals and as of December 31, 2009, the business combination
has not been so approved. The 2 million shares of the Company's common stock were not issued as of
December 31, 2009. Subsequent to the 2009 year end, this transaction was terminated.
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10.

Mining Interests (Continued)

(b)

Coal Projects

On June 12, 2008, the Company announced that RSM has reached a letter of intent agreement in
principle with the Company to jointly develop and operate a number of coal projects. To enter into the
transaction RSM has agreed in principle to advance to the projects up to $2 million to facilitate the startup.

Roland M. Larsen is the Chief Executive Officer of both RSM and the Company. In order to conduct the
negotiations and settlement of definitive agreements in this connection, the board of RSM has appointed
an independent committee of directors consisting of Robert N. Granger (chairman), Mackenzie 1. Watson
and James C. Dunlop to evaluate finalize and recommend the transaction to the Board of Directors of
RSM if warranted. It is anticipated that the business will operate as a joint venture between the companies
at least at the outset.

In an effort to achieve diversity within its natural resource portfolio RSM has entered into the joint venture
program mentioned above focused initially on the eastern Kentucky coal fields with the Company. The
joint venture will involve the opportunity for RSM to earn a 50% interest in coal projects that Standard has
acquired or holds under option agreements. RSM can earn its 50% interest by advancing four projects to
production over the next 12 months. The letter of intent agreement was approved and executed by both
Boards of Directors on November 12, 2008.

The Company has entered into an option and joint venture agreement whereby it agreed to an option for
RSM to acquire a 50% interest in coal properties in eastern Kentucky by advancing to the project $2
mitlion prior to December 9, 2009.

The optionee of the agreement is RSM which is related to the Company due to the fact that they have
common management and directors.

On September 11, 2009, RSM obtained an extension of the option and joint venture agreement it has with
the Company. The extension allows RSM to incur expenditures of $2,000,000 under the agreement up to
December 9, 2011.

Once the option is exercised by RSM a formal 50/50 joint venture agreement will be entered into by the
parties.
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11.

12.

Supplemental Cash Flow Information

Cumulative
from Start of
the Exploration

Stage on
January 1,
For the years ended December 31 2009 2008 2007 2002
Changes in non cash working capital:
Deposits and other assets 3 4,105 $ (4,105) - $ -
Trade and sundry receivables - - - 208,937
Short term investments - 12,114 (483) -
Inventory - - - 1,211
Accounts payable and accrued liabilities (41,152) 20,256 37,277 78,858
Operating activities $ (37,047) $ 28,265 36,794 3 290,006
Interest paid $ - $ - - $ 93,749

Differences between Canadian GAAP and U.S. GAAP

As a registrant with the Securities and Exchange Commission in the United States, the Company is required to
reconcile its financial results for significant measurement differences between Canadian GAAP and U.S. GAAP
as they specifically relate to the Company.

For the years ended December 31, 2009 and 2008, the Company does not have any material differences in its
consolidated financial statements under Canadian GAAP and U.S. GAAP.

Recent US GAAP accounting pronouncements

In December 2007, FASB issued SFAS 160, “Non controliing Interests in Consolidated Financial Statements”
("SFAS 160", Codified within ASC 810), which specifies that non controlling interests are to be treated as a
separate component of equity, not as a liability or other item outside of equity. As a result of non controlling
interests being an element of equity, increases and decreases in the parent's ownership interest that leave control
intact are accounted for as capital transactions. The statement is effective for business combinations entered into
on or after December 15, 2008, and is to be applied prospectively to all non controlling interests, except for the
presentation and disclosure requirements which require retrospective application. The adoption of SFAS 160 non
controlling interests as required at January 1, 2009 did not have a material effect on the Company’s results of
operations or financial position.

In December 2007, the FASB issued a revised standard on accounting for business combinations, SFAS 141R
(Codified within ASC 805). The statement is effective for periods beginning on or after December 15, 2008. The
Company did not enter into a business combination during the year ended December 31, 2009; therefore, the
adoption of SFAS 141R on January 1, 2009 did not have a material effect on the Company’s results of operations
or financial position.
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12.

Differences between Canadian GAAP and U.S. GAAP (Continued)

Recent US GAAP accounting pronouncements (Continued)

In June 2008, the FASB Task Force reached a consensus on EITF Issue No. 07-5, ‘Determining Whether an
Instrument (or embedded Feature) is Indexed to an Entity’'s Own Stock” (Codified within ASC 815). The standard
provides that an equity linked financial instrument (or embedded feature) would not be considered indexed to the
entity’s own stock if the strike price is denominated in a currency other than the issuer’s functional currency. The
Issue is effective for periods beginning on or after December 15, 2008. The effect of adopting this EITF on
January 1, 2009 did not have a material effect on the Company’s results of operations or financial position.

In May 2009, the FASB issued SFAS No. 165, Subsequent Events, (“SFAS 165", Codified within ASC 855). The
statement is effective for financial statements ending after June 15, 2009. SFAS 165 establishes general
standards of accounting for and disclosure of subsequent events that occur after the balance sheet date. The
adoption of this standard on January 1, 2009 did not have a material effect on the Company's results of
operations or financial statement position.

In June 2009, the FASB issued SFAS No. 168, “The FASB Accounting Standards Codification and the Hierarchy
of Generally Accepted Accounting Principles — a replacement of FASB Statement No. 162” (“SFAS 168", Codified
within ASC 105). SFAS 168 identifies the source of authoritative U.S. GAAP recognized by the FASB to be
applied by nongovernmental entities. Rules and interpretive releases of the SEC under authority of federal
securities laws are also sources of authoritative GAAP for SEC registrants. On the effective date of this
Statement, the Codification will supersede all then existing non SEC accounting and reporting standards. All other
non grandfathered non SEC accounting literature not included in the Codification will become non authoritative.
This statement is effective for financial statements issued for interim and annual periods ending after September
15, 2009. The adoption of this standard did not have a material effect on the Company's results of operations or
financial position.

In August 2009, FASB amended SFAS 157 (Codified within ASC 820). The amendments address the impact of
transfer restrictions on the fair value of a liability and the ability to use the fair value of a liability that is traded as
an asset as an input to the valuation of the underlying liability. The amended standard also clarifies the application
of certain valuation techniques. This standard is effective for interim and annual periods beginning after August
26, 2008. The Company is currently assessing the potential impact, if any, on its results of operations or financial
position.



