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INTRODUCTION

The following Management Discussion and Analysis (“MD&A”) is prepared as of June
29, 2011 and should be read together with the Corporation’s Condensed Consolidated
Interim Financial Statements for the period ended March 31, 2011 (the “Period”) and
related notes attached thereto, which are prepared in accordance with International
Financial Reporting Standard (“IFRS”). All amounts are stated in Canadian dollars
unless otherwise indicated. The Corporation has adopted National Instrument 51-102FI
as the guideline in reporting the MD&A.

FORWARD-LOOKING STATEMENTS DISCLAIMER

Statements in this MD&A that are not historical facts are forward-looking statements
involving known and unknown risks and uncertainties that may cause the Corporation's
actual results or outcomes to be materially different from those anticipated and
discussed herein. In assessing forward-looking statements contained herein, readers
are urged to read carefully all cautionary statements contained in this MD&A and
accompanying Condensed Consolidated Interim Financial Statements, and in those
other filings with the Corporation’s Canadian regulatory authorities as found in
‘www.SEDAR.com’ and to not put undue reliance on such forward looking statements.
Although Management believes that the expectations reflected in the forward-looking
statements are reasonable, Management cannot guarantee future results, levels of
activity, performance or achievements or other future events. Management is under no
duty to update any of its forward-looking statements after the date of this MD&A, other
than as required and governed by law.

Additional information related to HTC Purenergy Inc. (“HTC” or the “Corporation”) is
available for view on SEDAR at www.sedar.com.

CORPORATION OVERVIEW

HTC and its subsidiaries are development stage companies whose commercial business
is the development, aggregation and commercialization of proprietary technologies
relating to CO, capture, CO,, polymer and technology driven enhanced oil recovery,
CO; storage, and carbon credit origination, inventorying and monetization.

Through its innovative and proprietary technologies, HTC and its subsidiaries are
achieving their commercial business goals by implementing cost effective "CO, Capture



and Management Solutions” that will help oil and gas companies utilize CO, along with
other tertiary technologies for the purposes of enhanced oil recovery, enhanced gas
production as well as providing related reservoir engineering services.

HTC is one of only a few companies in the world that provides a full offering of
products and services in the carbon management value chain - CO, capture,
enhanced oil recovery, storage, and carbon credits.

HTC works in conjunction with its collaborative partners - Doosan Babcock Energy
Limited and Doosan Heavy Industries & Construction Co. Ltd. (together “Doosan Power
Systems”), and other leading research institutions to assist in delivering these services.
HTC continues to collaborate, acquire, product develop and license technologies from
world leading institutions and companies to facilitate the Best Commercial Technologies
in the carbon capture and management business.

HTC also invests heavily in product development and is currently working on new and
innovative ways to reduce the cost of CO, capture with utilization of CO,, polymers and
other oil production optimization technologies. In addition, the Corporation’s mandate is
to develop proprietary novel clean energy and related technologies.

HTC’s Carbon Management Product Offer — CO, Capture

HTC is currently very active in commercializing its CO, Carbon Management product
offer world-wide. An outline of HTC’s current product offering includes:

HTC's Original Equipment Manufacturer (“OEM”) supply product includes
Modular Purenergy CCS® CO, Capture Systems. ‘The world’s first Pre-engineered
Modular Design post-combustion CO; capture system, customized to site
requirements of regional and global electricity producers, fuel and industrial
processors and other CO, emitters.’

HTC's Purenergy CCS® Capture System offers a ‘world first economically viable
commercial scale CO, capture system for industries seeking ‘carbon clear solutions’ in
power generation, fossil fuels and industrial chemical processing, cement production
and many other industrial applications. The CCS Purenergy® Capture System is a fully
validated and optimized product of HTC’s demanding product development, technology
aggregation and testing program, which has been a multi-year collaboration with leading
research institutions, Canadian & International engineering groups, international
engineering-procure-construct (“EPC”) companies and HTC.

HTC works very closely with its engineering and construction partner — Doosan Power
Systems, in designing, engineering and construction of large CO, capture plants for the
power generation and petrochemical industries. HTC is developing collaborative
partners for its smaller CO, modular systems directed at steam generation boilers used
in oil and gas operations and small industrial sites for utilization of the CO, primarily in
enhanced oil recovery.



EHR Enhanced Hydrocarbon Recovery Inc.

EHR Enhanced Hydrocarbon Recovery Inc. (*EHR”) is presenting many exciting
opportunities as a subsidiary. The unigue pool of resources and technologies it offers
provides a number of opportunities.

EHR has targeted the rapidly expanding enhanced oil and gas recovery market utilizing
CO,, polymers and other tertiary and secondary optimization techniques. In North
America, it is estimated that over 45 billion barrels of proven oil reserves will be available
for production through the application of innovative tertiary enhanced oil recovery
techniques. As a CO; and polymer management technology global leader, EHR will be
participating in revenues associated with increasing production from North American oil
fields by providing Focused Solutions for Hydrocarbon Recovery that include:

e Production and exploration asset acquisitions;
e Technology solutions for secondary & tertiary oil & gas production; and
e Reservoir development & optimization.

EHR provides the Corporation with experts in tertiary processes, including miscible /
immiscible gases, polymers, chemicals and thermal energy to produce additional oil and
gas after primary recovery methods is no longer viable.

Core to these technical services are:

CO; Enhanced Oil Recovery; EcO, R™

Steam Assisted Gravity Drainage (“SAGD”);

Vapor Extraction Steam Assisted Gravity Drainage (VX-SAGD™);
Vapor Assisted Petroleum Extraction (“VAPEX");

Management and Optimization of Polymer Water Flooding (PWF™);
Polymer Flooding;

Chemical Flooding; and

Comprehensive Full Field Studies.

EHR fits well within the Corporation’s current carbon capture and management strategy
as currently the primary commercial driver for the use of CO, is enhanced oil and gas
recovery. EHR will look to generate ongoing cash flow from technical engineering
services, while developing revenue opportunities from oil and gas asset acquisition and
production projects. EHR is utilizing its proprietary E*" (Economic Evaluation Engine) to
identify production assets that have significant optimization upside.

Carbon Capital Management Inc.
On December 21, 2009, HTC expanded its complete carbon management strategy by

purchasing 90% of the issued and outstanding shares of Carbon Capital Management
Inc. (“CCM").



CCM'’s business is:

» the origination, sales and trading of a physical supply of carbon offsets primarily
focused on the upcoming Canadian compliance market;

» the first mover advantage in the Canadian market with a large portfolio of carbon
offset projects

» the ability to transact in the voluntary market and other liquid regional markets
(Ontario, Alberta) in the short term, prior to the Canadian market launch,
expected to be in-line with a harmonized North American system; and

* the development of a comprehensive municipal strategy.

HTC’s 2011 Operations and Achievements

The Corporation’s operations this year are showing results from the initiatives taken in
the previous year, which is demonstrated by continuation of revenues streams. 2011 has
seen a continued interest in carbon capture projects utilizing CO, for enhanced oil
recovery.

During the first quarter of 2011, HTC continued the refining of its CCS FEEDengine® .
This modeling and simulation software engine has already provided HTC with significant
advantage in the accuracy and speed of designing CO, capture systems. , HTC
continues working on developing a new CO, capture solvent reclaiming system that will
be more efficient in the cleanup of mixed amine solvent systems, which reduce the
operating costs of a CO;, capture system. HTC continued work on product
development and cost reduction of the CCS Purenergy® CO, Carbon Capture.

The Corporation continued focus on engineering services, while rolling out various new
initiatives. To expand its market share in the small capture market, the Corporation has
set up a new operating division called HTC CO, Systems. HTC CO, Systems will focus
on smaller scale modular CO, capture primarily from steam assisted gravity drainage
(“SAGD”) and Cyclic Steam Stimulation (“CSS”) boilers, or from natural gas turbines for
use in expanded oil recovery and for small industrial purposes. HTC CO, Systems will
take a greater role in the Corporation as greater emphasis is placed on the small CO,
capture market as a corporate direction in 2011.

The first quarter of 2011 saw the Corporation working on projects with two large oil and
gas companies. The projects are focused on capturing CO, from SAGD and cyclic
steam boilers for use with heavy oil, tertiary production.

HTC is continuing it's internal review of its operations geared towards defining
strengths and weakness in existing operations as well as considering various long term
strategic initiates and corporate directives. As part of this strategic opportunity initiative,
new and/or expanded strategic alliances have been identified and are being evaluated.
HTC continues initiatives in new energy technology development and commercial
deployment.



Branding

HTC continues to actively promote the Corporation and its services at a variety of North
American and International venues, where HTC’s message has been well received.
HTC continues to take advantage of this increasing acceptance of the use of CO, for
enhanced hydrocarbon recovery in oil and gas production projects by building its brand
awareness. This will be accomplished by increased media exposure, key note speaking
engagements at various trade shows and conferences and focusing on HTC's
relationship with Doosan Power Systems’ and others. Collaborative Agreement
development with world leading research centres, geared towards expanding and
improving HTC’s suite of technologies, are on-going. HTC'’s objective is that research
and product development will enhance its global image while opening the doors to new
cutting edge technology in the energy sector.

HTC'’s efforts with EHR will focus on branding the Corporation’s extensive knowledge of
reservoir engineering capabilities for the use of CO; to increase oil and gas production
and gear it towards becoming a self-sustaining, self-financing operation.

HTC invites you to review current and historical press releases and News Express
releases. This material can be viewed on the Corporation’s web site at
www.htcenergy.com/news.html.

Information on EHR can be viewed at www.hydrocarbonrecovery.com.

Information on HTC CO, Systems can be viewed at www.co2systems.com

Hydrogen Generation Research and Development

The Corporation continued to develop products and processes that facilitate the
production of Hydrogen utilizing pipeline natural gas or previously flared waste methane,
along with CO, as a feed stock. Hydrogen is a key ingredient in the upgrading and
refining of oil. HTC is also developing new Hydrogen membranes, which will allow the
separation of Hydrogen at higher temperatures, which will make our dry reforming
process more efficient. This research work fits in well with the CO, and oil and gas
objectives of the Corporation.

Financing

The Corporation has been diligent in protecting the capital base, and despite the
significant accomplishments the Corporation has shown over the past few years, it
continues to maintain a tight control over expenditures and a low cash burn rate. The
Corporation is actively exploring strategic equity investment opportunities to allow it to
meet its ultimate commercialization objectives and is considering the logistics of joint
venturing various portions of its operations to ensure these units have sufficient
resources to be self-sustaining.



DISCUSSIONS OF THE
2011 FINANCIAL RESULTS

RISKS AND UNCERTAINTIES

Risks and uncertainty relate to dependence of CO, emitters being incentified or
legislated to adapt CO, capture technology and the price of oil for adoption of CO,
EOR.

The preparation of financial statements in conformity with International Financial
Reporting Standards (“IFRS”) requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities at the date of the Condensed Consolidated Interim
Financial Statements, and the reported amounts of revenues and expenses during
the Period.

Significant items subject to estimates and assumptions include the carrying amounts
of goodwill and intangible assets, product development, underlying estimations of
useful lives of depreciable assets, capitalization of interest, the carrying amounts of
accounts receivable, investments, fair value of financial instruments, and
environmental remediation and contingent liabilities, if any.

The financial statements are based on management’s best estimates using
information available. Uncertainty regarding the timing of anticipated large scale
market demand for carbon capture technology, related legislative incentives, and
uncertainty in financial markets has complicated the estimation process. Accordingly,
the inherent uncertainty involved in making estimates and assumptions may impact
the actual results reported in future periods by a material amount.

SUMMARY OF CUMULATIVE QUARTERLY RESULTS

Information provided in the table for the quarter ending March 31, 2011 is prepared in
accordance with IFRS. All other quarter information was prepared in accordance with
Canadian GAAP. Management does not believe that there is a material difference
arising as GAAP policies were for the most part convergent with IFRS and adoption

methodology bridged any material differences. (see further discussion).



In Canadian 3 months 3 months Year Year 9 months 9 months | 6 months 6 months

Dollars ending ending ending ending ending ending ending ending
March 31, March 31, Dec. Dec. 31, Sept. 30, Sept. 30, June 30, June 30,
2011 2010 31, 2009 2010 2009 2010 2009
Unaudited | Unaudited | 2010 Audited Unaudited Unaudited | Unaudited | Unaudited
(IFRS) Audited

Total Revenues 236,430 611,568 3,358,591 384,640 2,435,031 485,810 1,365,457 462,830

Income (Loss) (873,405) (229,292) (1,547,793) | (5,898,540) | (801,702) (2,705,069) | (523,293) | (1,761,678)

before unusual

and equity income

Net Income (Loss) (855,892) (110,340) (1,374,479) (5,814,069) | (401,454) (2,763,478) | (247,495) | (1,827,514)

after unusual

items and equity

investments

Total Assets 22,423,293 | 24,098,363 23,063,286 | 24,371,462 | 23,763,908 | 26,939,082 | 23,987,027 | 27,856,013

Long Term Nil Nil Nil Nil Nil Nil Nil Nil

Liabilities

Shareholder 22,173,250 | 23,751,269 | 22,783,600 23,861,609 | 23,460,155 | 26,622,200 | 23,614,114 | 27,558,164

Equity

Cash flow from (309,398) (2,023,945) (2,522,760) | (3,872,076) | (2,253,355) | (2,870,417)| (2,005,285) | (2,181,435)

Operations

Increase 83,183 176,028 63,215 (243,478) | 4,636,408 (41,890) 133,382 94,975

(decrease) in

Cash

Net Income (.05) (.006) (.08) (.32) (.02) (.15) (.01) (.10)

(Loss), in total,

ona

per-share basis*

Net Income - - - -

(Loss), in total, on

a per-share basis

diluted*

Weighted Average 17,959,195 | 17,853,644 17,959,195 | 17,741,981 | 17,928,510 17,628,337 | 17,893,222 | 16,921,339

common shares

*  Profit (Loss) per common share for the periods has been calculated using the weighted average
number of common shares outstanding during the respective periods. Diluted net loss per common share
is not presented, for the balance of the schedule as the effect of common share options would be anti-

dilutive.

PER SHARE AMOUNTS:

Basic net earnings (loss) per common share have been calculated using the weighted
average number of common shares outstanding during the Period of 17,959,195
(December 31, 2010 -17,959,195) and fully diluted shares during the Period of
19,704,195 (December 31. 2010 -19,679,195).

For the period ended

For the year ended

Mar. 31, 2011 Dec. 31, 2010
(Unaudited) (Audited)
(Loss) per common share $(.05) $ (.08)

Fully Diluted net loss per common share is not presented, as the effect of common
share options would be anti-dilutive.




REVENUES

For the Period ended March 31, 2011 the Corporation had operating revenue of
$236,430 (2010 — $611,568). Revenues arose primarily from engineering services and
design projects. The decrease in revenues are the result of timing of the completion of a
large projects and the starting of new projects.

OPERATING EXPENSES

Engineering and process design services include costs associated with the provision of
engineering services. These amounts will vary with activity as well the amounts
allocated to the respective categories. Services for the Period were $191,674 as
compared to $231,522 for the same period of the prior year. The change is a result of
the nature of services, as well as how far the projects have progressed.

Commercialization, product development and administrative expenses for the Period
were $663,715 as compared to $391,924 for the same period of the prior year. The
increase in 2011 is primarily due to more activity around product commercialization
costs associated with new initiatives and expanding EHR operations. .

Research and development expenses for the Period were $163,994 as compared to
$93,347 for the same period of the previous year. The increase in research and
development expense is attributable to generalized carbon research that is not eligible
for capitalization.

A significant portion of expenses, in the amount of $83,306, represents amortization of
intangibles associated with the acquisitions of subsidiaries. The remaining amortization
is attributable to tangible assets.

INTEREST & OTHER INCOME (EXPENSE)

The Corporation recorded bank interest earned on short and long term investments and
other income for the Period of $18,677 (2010 - $16,879).

Stock based compensation expense of $10,271 represents a fair value estimate
established by applying Black Scholes modeling to predict the value associated with
options on the basis that they may be exercised before expiration. There is no cash
consideration associated with the granting at these options. At the time options were
awarded the exercise prices was for a higher amount then the stock trading value.
There is no cash outflow associated with this amount. The offset to this amount is
reflected as an increase in contributed capital. This means the net impact on equity
when considered as a whole is Nil as the amount reflected as an expense and impacting
retained earnings is offset by the corresponding amount in contributed capital.



OPERATING LOSS

For the Period, the Corporation had a loss of $873,405 from operations as compared to
a loss of $229,292 from operations for the same period of the prior year. The change
from last year is primarily attributable to the reduction in revenues generated during the
Period combined with increased operational costs.

INCOME FROM EQUITY INVESTMENTS

Income from equity investments in respect to the Period was $17,513 after considering
provision for tax and the elimination of unrealized inter-corporate profits compared to
$118,952 for the prior year. The timing of these amounts varies throughout the year
based on the earnings cycle of Maxx Energy Solutions Corp. and its subsidiaries.

NET LOSS AND COMPREHENSIVE LOSS

Net loss for the Period was $855,892. This compares to a loss of $110,340 in respect to
the same period of the prior year. The decline in income is primarily attributable to the
decrease in revenues as explained above. When amortization and stock compensation
is removed from the reported losses, earnings before amortization interest and tax
(“EBITDA") is $(743,238) for the Period as compared to $(30,606) for the period ending
March 31, 2010.

The unrealized gain on available for sale financial assets of $235,271 represents the
net change in the carrying value of the investment in EESTech Inc. and USA Synthetic
Fuel Corporation to the quoted value in a limited market.  This adjustment does not
involve cash.

Comprehensive net loss for the Period is $620,621 after considering the effects of the
unrealized loss above as compared to $110,340 in the same period of the prior year.
TOTAL ASSETS

Total assets were $22,423,293 as at March 31, 2011, as compared to $23,063,286 as at
December 31, 2010. The decrease in total assets is largely attributable to losses from
operations and amortization.

Included in total assets for 2011 are short term investments totalling $3,213,335 in term
deposits and accrued interest compared with $3,704,723 at December 31, 2010.

CURRENT LIABILITIES

Current liabilities were $250,043 as at March 31, 2011, as compared to $279,686 as at
December 31, 2010. The decrease is largely due to timing of expenditures.



SHAREHOLDERS’ EQUITY

As at March 31, 2011 shareholders’ equity was $22,173,250 as compared to
$22,783,600 as at December 31, 2010.

Non-controlling interest represents amounts arising from the minority position of Carbon
Capital Management Inc. that is not held by HTC.

CASH FLOW

Cash flows from operating activities were $(309,398) for the Period, compared to
$(2,522,760) for the same period of 2010. A significant portion of the negative cash flow
position in 2010 was due to the increase in Accounts Receivable from commercial
activities, as well as deposits and prepaid amounts relating to pending acquisitions and
technologies.

CHANGE IN CASH POSITION

Changes in cash position between March 31, 2011 and December 31, 2010 are largely
attributable to current Accounts Receivables deposits, prepaid amounts and general use
of funds in operations.

LIQUIDITY

The Corporation possesses adequate capital to meet its obligations. The Corporation
will continue to raise capital to forward its plans of intellectual property protection,
continued research and development, demonstration plants, acquisition of
complementary technologies and commercialization of these developed and aggregated
technologies.

COMMITMENTS

On February 23, 2009 the Corporation entered into a new office leasing agreement with
the Saskatchewan Opportunities Corporation. The term of the lease is for a period of
five years commencing April 1, 2009. Rent for the premises in the amount of $9,167 are
payable monthly on the 1% day of each and every month. In addition, the Corporation is
required to make monthly instalment payments of $6,270 on account for their share of
occupancy costs (adjusted annually).

On August 25, 2010 the Corporation placed in trust, a $304,398 deposit towards the
acquisition of Canada’s leading carbon offset aggregation company, of which $250,000
is refundable. The acquisition is subject to various conditions precedents, which to date,
have not been met.



CAPITAL RESOURCES

Share capital:
Authorized:
An unlimited number of common shares
An unlimited number of preferred shares

As at Mar. 31, 2011

Common Shares Number

Amount

As at Dec. 31, 2010

Number

Amount

Balance, beginning of period 17,959,195 $36,542,214

17,959,195 $36,542,214

Balance, end of period

17,959,195 $36,542,214

17,959,195 $36,542,214

The Corporation has no issued or outstanding preferred shares. The Corporation is
authorized to issue one or more series of non-voting, participating in preference to

common shares, eligible, preferred shares.

Stock options and warrants:

The Corporation has a stock option plan for directors, officers, employees and
consultants providing for the issuance of options to acquire up to ten percent of the
issued and outstanding common shares of the Corporation. The following table reflects
the stock option and warrants activity from January 1, 2010 through March 31, 2011 and

the weighted average exercise price:

As at Mar. 31, 2011

As at Dec. 31, 2010

Options Avg. Price Options Avg. Price

Outstanding, and exercisable, 1,720,000 $ 2.13 3,267,909 $ 3.26

beginning of period
Expired and cancelled 3.00 (2,717,909) 3.00
Stock options granted (i) 1.00 1,340,000 1.00
Stock options (i) 25,000 1.00 (170,000) 1.00
Outstanding and exercisable, end of

period 1,745,000 $ 2.13 1,720,000 $ 2.13

i. On June 14, 2010 the Corporation granted 1,340,000 stock options to four
directors and an officer of the Corporation, at a price of $1.00 per common share
with 1,170,000 options vesting in 2010, and with 100,000 and 70,000 vesting in
2011 and 2012 respectively, with an estimated fair value of $538,000 at the grant
date. The stock options will expire on June 13, 2015 or such earlier date on
which the stock options are exercised. The grant and the terms and conditions
of the Agreements have been approved by the board of directors. During the
Period an additional 25,000 options vested.



The Black Scholes Option Pricing Model is used to estimate the fair value of stock
options for calculating stock based compensation expense. The Corporation recognised
a stock based compensation expense and an increase to contributed surplus based on
the vesting schedule of the option, based on the following assumptions:

Date Granted June 14, 2010
Number of options granted 1,340,000
Risk free interest rate 3.4%
Expected dividend yield Nil
Expected stock price volatility 82.7%
Expected option life in years 5
Estimated forfeiture before exercise 100,000

Option pricing models require the input of highly subjective assumptions including the
expected price volatility. Change in the subjective input assumptions can materially
affect the fair value estimate, and therefore the existing models do not necessarily
provide a reliable single measure of the fair value of the Corporation’s stock options.

The total fair value of stock based compensation expense on stock options granted to
directors, employees and consultants of the Corporation for the Period is $495,271
(2010 - $485,000).

OFF-BALANCE SHEET ARRANGEMENTS

The Corporation has no off balance sheet arrangements.

RELATED PARTY TRANSACTIONS

Related party transactions include management fees received from the Corporation’s
equity accounted investee (Maxx Energy Solutions Corp.), and transactions with
corporate investors (see footnote a. below) who have representation on the
Corporation’s board. The revenue and costs recognized with such parties reflect the
prices and terms of sales and purchase of transactions with related parties in
accordance with normal trade practices.

Mar. 31, 2011 Dec. 31, 2010
Balance with related Parties:
Accounts Receivable 1,222,447 1,318,132
Accounts Payable 2,620 -
Transactions with related parties:
Consulting revenue — equity investee - 411,750
Subcontract revenue (a) 44,275 1,570,817
Purchases — equity investee 2,496 4 507

a. Subcontract revenue relates to engineering services and CO, capture feed
studies provided by the Corporation to Doosan Babcock, who is considered a
related party due to representation on the Corporation’s board.



CRITICAL ACCOUNTING ESTIMATES

The Corporation has acquired a number of subsidiaries through the exchange of its
common shares. Shares exchanged in order to acquire the respective companies have
been valued at the respective acquisition date or announcement of agreement to
acquire, based on the average closing market price of the Corporation’s common shares
three days prior and three days subsequent to the respective date and or agreed price.

Goodwill and Intangible Assets

Mar. 31, 2011 Dec. 31, 2010
Goodwill $ 3,678,195 $ 3,678,195
Intangible assets subject to amortization 7,978,564 7,978,564
Adjustment for impairment - -
Amortization of intangible assets (3,630,071) (3,548,926)
Ending balance — goodwill and intangibles $ 8,026,688 $ 8,107,833

Management performed an analysis of the carrying value of its goodwill and intangible
assets as at December 31, 2010, according to its policy as set out in Note 2 of the
Corporation’s Condensed Consolidated Interim Financial Statements for the Period.
Based on Management's forecasted cash flows, including consideration of risks inherent
therein, the Corporation has concluded that there is no requirement for adjustment to the
carrying value of goodwill or intangible assets as at March 31, 2011. This assessment is
subject to the estimates and measurement uncertainty as disclosed in the Corporation’s
Condensed Consolidated Interim Financial Statements for the Period.

Goodwill and intangible assets were recorded on acquisition of the subsidiaries. IFRS
requires identifiable intangible assets that meet recognition criteria be identified, valued
and disclosed separately from goodwill. Items giving rise to intangibles and related
goodwill include, but are not limited to: intellectual property (i.e. rights to provisional
patents, technology rights software rights), contractual rights with advantageous
conditions, human resources (i.e. research teams, project management, patent
resources), and branding and name recognition related items (literature, data base,
videos, domain names, etc) as well as various other items. Goodwill comprises the
difference between the purchase price of the respective subsidiary and identifiable net
tangible and intangible assets.

EQUITY INVESTMENT

The Corporation has a 45% voting interest in Maxx Energy Solutions Corp. (“Maxx”),
and accounts for its investment using the equity method. In the Period the Corporation
recorded $17,513 of equity earnings from its investment in Maxx (2010 - $118,952). The
equity earnings have been added to the carrying value.



DIRECTOR AND OFFICER COMPENSATION

During the Period the Corporation paid director compensation in the amount of $500 to
one director, namely Wayne Bernakevitch, for his attendance of Board and committee
meetings.

On June 14, 2010 the Corporation granted 1,340,000 stock options at a price of $1.00
per common share. The stock options were granted as follows: 450,000 to director
Lionel Kambeitz, 250,000 to director Wayne Bernakevitch, 270,000 to director Jeffrey
Allison, 100,000 to director James Rybchuk, and 270,000 to officer Thor McDonald. The
stock options will expire on June 13, 2015 or such earlier date on which the stock
options are exercised (see Stock Options and Warrants above).

Total compensation paid to directors and senior officers of the Corporation and its
subsidiaries for the Period was $163,751 (March 31, 2011) and $110,679 (March 31,
2010).

CHANGE IN ACCOUNTING PRINCIPLES

Adoption of International Financial Reporting Standards (*IFRS”)

The Accounting Standards Board (AcSB) has announced that Canadian publicly
accountable enterprises will be required to adopt IFRS effective January 1, 2011.
Although IFRS employs a conceptual framework that is similar to Canadian GAAP,
differences in accounting policies will have to be addressed. Post-implementation will
continue in future periods, as outlined below.

The Corporation’s condensed consolidated financial statements for the year ended
December 31, 2011 will be its first annual financial statements that comply with IFRS.
As 2011 will be HTC's first year of reporting under IFRS, First-Time Adoption of
International Financial Reporting Standards (“IFRS 1”) is applicable. In accordance with
IFRS 1, we have applied IFRS retrospectively as of January 1, 2010, for comparative
purposes as if IFRS had always been in effect, subject to certain mandatory exceptions
and optional exemptions applicable to us, discussed below.

Senior management and the Audit Committee have approved the Corporations IFRS
accounting policies which are presented in its unaudited condensed consolidated
interim financial statements for the three months ended March 31, 2011. However, as
IFRS standards are evolving and the International Accounting Standards Board
(“IASB”) has several projects underway and may issue new accounting standards
throughout 2011, the final impact of IFRS on our consolidated financial statements will
only be measured once all the IFRS applicable at the conversion date are known which
could also affect the differences currently identified between Canadian GAAP and IFRS.

As required by IFRS 1 adjustments required on transition to IFRS will be made
retrospectively against opening retained earnings as of the date of the first comparative
balance sheet presented based on standards applicable at that time. For HTC, this is
January 1, 2010. IFRS 1 provides entities adopting IFRS for the first time with a number
of optional exemptions and mandatory exceptions, in certain areas, to the general
requirement for full retrospective application of IFRS.



TRANSITIONAL ELECTIONS (under IFRS 1 First Time Adoption)
The following summary provides details of the opening statement of financial position
transitional provisions to be adopted effective January 1, 2010.

e Share Based Payments (“IFRS 2”): IFRS 2 encourages the application of its
provisions to equity instruments granted on or before November 7, 2002, if fair
value information about these instruments had previously been publicly disclosed.
As the fair value of the Corporation’s instruments had not been historically
disclosed, the Corporation will not restate share-based payment balances in
relation to fully vested awards of share-based payments prior to January 1, 2010.

e Property, plant and equipment. No transitional elections will be taken. The
Corporation will retain assets at historical cost upon transition rather than taking
the allowed election to recognize assets at fair value.

In addition to the key areas outlined above, the use of the following additional transitional
exemptions, available under IFRS 1, has been agreed by management and the Audit
Committee.

e Business Combinations (“IFRS 3”): The Corporation will not retrospectively restate
any business combinations; IFRS 3 will be applied prospectively to acquisitions
after January 1, 2010.

e Cumulative Translation Adjustments: All cumulative translation adjustments and
associated gains and losses will be “reset” to zero as at the date of transition, all
historic amounts will be transferred from accumulated other comprehensive loss to
retained earnings.

The following notes explain the significant adjustments to the Corporation’s Canadian
GAAP statement of financial position at January 1, 2010, as a result of the Corporation’s
transition to IFRS:

e Share-based Payments (IFRS 2): Under Canadian GAAP, the Corporation values
stock-based compensation that vests in tranches as a single grant. IFRS requires
that each share-based compensation tranche be valued as a separate grant with a
separate vesting date. The Corporation does not expect an adjustment to arise
from this adoption.

e Accumulated Other Comprehensive Loss: The Corporation does not expects to
record any change from this adoption.

ADDITIONAL IMPACTS EXPECTED ON THE CORPORATION’S IFRS 2010 FINANCIAL
STATEMENTS

In addition to the above noted impacts on the Corporation’s consolidated statement of
financial position at January 1, 2010, the Corporation anticipate the additional following
impacts on its 2010 consolidated financial statements as a result of its upcoming
conversion to IFRS:

e Foreign Currency Translation of Subsidiary (CO, Technologies Pty “C0O2”): Under
Canadian GAAP, the translation methodology of a foreign subsidiary is determined



by whether the subsidiary is a self-sustaining or an integrated operation. Under
IFRS, the functional currency of the subsidiary determines the translation
methodology. As CO2 functional currency has been initially assessed as the
Australian Dollar, CO2 will be consolidated under IFRS using the current rate
method. Under Canadian GAAP, CO2 was determined to be an integrated
operation and therefore translated using the temporal method. Given that CO2 was
acquired December 4, 2008, had nominal amounts denominated in Australian
dollars and Canadian exchange rates have been relatively stable, the impacts of
this GAAP difference are expected to be insignificant.

IFRS ACCOUNTING POLICY IMPACTS

In addition to the transitional and other impacts described above, there are several
accounting policy impacts which will impact the Corporation on a go-forward basis. This is
not an exhaustive list, but it provides an indication of the main accounting policy choices
which will apply to the Corporation under IFRS effective January 1, 2011 with
comparatives presented for 2010:

Share-based payments (IFRS 2): All share-based payments will be valued at fair
value under IFRS using an option pricing model. The Corporation has selected the
Black Scholes option pricing model. This is consistent with the Corporation’s
current accounting policy. However, under IFRS, the valuation of stock options and
restricted share unit (“RSU”) awards requires individual “tranche based” valuations
for those option and RSU plans with graded vesting, while Canadian GAAP allows
a single valuation for all tranches. Therefore, under IFRS each installment of
option and RSU award will be treated as a separate option or RSU grant, and the
fair value of each installment will be amortized over each installment’s vesting
period instead of recognizing the entire award on a straight-line basis over the term
of the grant. The impact of this change on the income statement is not expected to
be significant.

Property, Plant and Equipment (“PP&E”): Under IFRS, PP&E may be accounted
for using either a cost or revaluation model. The Corporation has elected to use
the cost model for all classes of property, plant and equipment. This is consistent
with the Corporation’s current accounting policy and hence will not impact the
Corporation’s PP&E balances.

Impairment of Assets: If there is an indication that an asset may be impaired, an
impairment test must be performed. Under Canadian GAAP, this is a two-step
impairment test in which (i) undiscounted future cash flows are compared to the
carrying value; and (ii) if those undiscounted cash flows are less than the carrying
value, the asset is written down to fair value. Under IFRS, an entity is required to
assess, at the end of each reporting period, whether there is any indication that an
asset may be impaired. If such a condition exists, the entity shall estimate the
recoverable amount of the asset by performing a one-step impairment test, which
requires a comparison of the carrying value of the asset to the higher of (1) value
in use; and (ii) fair value less costs to sell. Value in use is defined as the present
value of future cash flows expected to be derived from the asset in its current
state. In addition, IFRS requires PP&E, goodwill and intangibles to be assessed for
impairment at the cash-generating unit (“CGU”) level, rather than the reporting unit



level considered by Canadian GAAP. As a result of this difference, in principle,
impairment write downs may be more likely under IFRS than are currently
identified and recorded under Canadian GAAP. The extent if any of any new write
downs, however, may be partially offset by the requirement under IAS 36
Impairment of Assets, to reverse any previous impairment losses where
circumstances have changed such that the impairments have been reduced.
Canadian GAAP prohibits reversal of impairment losses. The Corporation has
concluded that the adoption of these standards will not result in a change to the
carrying value of the Corporation’s PP&E, but are assessing the potential impact of
Goodwill and Intangible Assets on transition to IFRS being January 1, 2010.

e Business Combinations: Under IFRS, the Corporation will account for all business
combinations from January 1, 2010 onwards in accordance with IFRS 3 Business
Combinations. Given that the Corporation adopted Canadian CICA Handbook
Section 1582 as of January 1, 2010 which is substantially converged with IFRS 3,
the Corporation does not expect any impact.

e Provisions: Under Canadian GAAP, a provision is required to be recorded in the
financial statements when required payment is considered “likely’ and can be
reasonably estimated. The threshold for recognition of provisions under IFRS is
lower than that under Canadian GAAP as provisions must be recognized if
required payment is “probable”. Therefore, in principle, it is possible to that there
may be come provisions which would meet the recognition criteria under IFRS that
were not recognized under Canadian GAAP. Other differences between IFRS and
Canadian GAAP exist in relation to the measurement of provisions, such as the
methodology for determining the best estimate where there is a range of equally
possible outcomes (IFRS uses the mid-point of the range, whereas Canadian
GAAP use the low end of the range), and the requirement under IFRS for
provisions to be discounted where material. The Corporation is in the process of
reviewing its positions to determine if there will be any adjustments to its financial
statements on transition to IFRS arising from the application of IFRS provisions
recognition and measurement guidance.

e Functional Presentation: Under IFRS, operating expenses must be presented on
either a functional or type of expenditure basis. Under Canadian GAAP, operating
expenses could be presented using a mix of both function and type of expenditure.
The Corporation has elected to use the functional classification basis for the
presentation of its operating expenses.

Management continues to monitor standards to be issued by the IASB, but it remains
difficult to predict the IFRS that will be effective at the end of the Corporation’s first IFRS
reporting period (31 December 2011), as the IASB work plan anticipates the completion
of several projects during 2011. Their projects on employee benefits, revenue, financial
instruments, and provisions are especially relevant to the Corporation.

Reconciliation of GAAP to IFRS

Due to the nature of corporate operations, IFRS conversion elections, IFRS elections and
the GAAP policy selection in place, there are no significant variances between amounts
historically recorded under GAAP and amount as determined under IFRS. Accordingly



there is no detailed translation table presented. The following reclassification was made in
connection with the current disclosure in the condensed consolidated interim statement of
comprehensive income:

In respect to the 2010 period $231,522 was reclassified from commercialization products
development and administration and recorded as engineering and process design
services.

FUTURE CHANGES IN ACCOUNTING PRINCIPLES

As noted above as IFRS standards are evolving and the IASB has several projects
underway and may issue new accounting standards throughout 2011, the final impact of
IFRS on the Corporation’s condensed consolidated interim financial statements will only
be measured once all the IFRS applicable at the conversion date are known, which could
also affect the differences currently identified between Canadian GAAP and IFRS.
These standards will be adopted as they are issued.

IFRS OTHER IMPACTS

In addition to the above noted impacts to the Corporation’s financial statements and
accounting policies, the Corporation has also reviewed the expected impact of its
upcoming conversion to IFRS on its information technology and data systems, internal
controls over financial reporting, business processes, contractual arrangements and
compensation arrangements.

o Training: The Corporation is in the process of providing IFRS training for key
employees, senior management and the Audit Committee. It will continue to provide
additional training and updates throughout the conversion period.

o Information technology and data systems: The Corporation has assessed the impact
on system requirements for the conversion and post-conversion periods and expect
there will be no significant impact to applications arising from the transition to IFRS.

o Disclosure controls and procedures: The Corporation is assessing the impact on its
disclosure controls and procedures and expects there will be no significant impact
arising from the transition to IFRS.

o Internal control over financial reporting: The Corporation has identified the required
accounting process changes that result from the application of IFRS accounting
policies; these changes are not considered significant. As part of the transition
project, the Corporation will complete the design, implementation and
documentation of the accounting process changes that result from the application of
IFRS accounting policies. Management believe that the Corporation’s current
framework of internal control over financial reporting and disclosure controls and
procedures is sufficiently robust to incorporate the changes to the financial reporting
processes as a result of the Corporation’s conversion to IFRS.

The Corporation’s ongoing transition plans relating to IFRS are on schedule.



FINANCIAL INSTRUMENTS

The Corporation classifies its financial instruments into one of the following categories:
held for-trading; held-to-maturity; loans and receivables; available-for-sale; and other
liabilities. All financial instruments are measured at fair value on initial recognition.
Transaction costs are included in the initial carrying amount of financial instruments
except for held-for-trading instruments in which case the transaction costs are expensed
as incurred. Measurement in subsequent periods is based on the classification of the
financial instrument.

Financial assets and liabilities classified as held-for-trading are measured at fair value
with gains and losses recognized in net income. Financial assets held-to-maturity, loans
and receivables and financial liabilities other than those held-for-trading, are measured at
amortized cost. Available-for-sale instruments are measured at fair value with unrealized
gains and losses recognized in other comprehensive income.

The Corporation’s financial instruments consist of cash and cash equivalents, short term
investments, accounts receivable, accounts payable and accrued liabilities, and
available-for-sale investments carried at fair value. The fair values of cash, short term
deposits, accounts receivable, accounts payable and accrued liabilities approximate
carrying value because of the short-term nature of these instruments.

The fair value of available-for-sale investments other than those carried at cost is based
on prices quoted on over the counter exchanges. The fair value of available-for-sale
investments accounted for according to the cost basis is not practical to determine as
the investments are not publicly traded.

The investment in EESTech Inc. is classified as available for sale. EESTech Inc.
shares are issued on the US over the counter exchange and are subject to Rule 144 of
the US Securities Act 1933 trading restrictions. They have been adjusted to their fair
value as at March 31, 2011 based on quoted prices obtained from over the counter
exchanges.

The investment in Global Energy Inc. is classified as available for sale. Asitis a U.S.
private company, they remain recorded at cost and have not been adjusted to their fair
value as at March 31, 2011 as there is no quoted active market for these securities.

The investment in USA Synthetic Fuel Corp (UAFC) is classified as available for sale.
USFC shares are issued on the US over the counter exchange. They have been
adjusted to their fair value as at March 31, 2011.

The Maxx Energy Solutions Corp. investment represents 45% of the issued shares and
is recorded using the equity method.

Financial Risk Management

Management’s risk management policies are typically performed as a part of the overall
management of the Corporation’s operations. Management is aware of risks related to
these objectives through direct personal involvement with employees and outside
parties. In the normal course of its business, the Corporation is exposed to a number of



risks that can affect its operating performance. Management’'s close involvement in
operations helps identify risks and variations from expectations. The Corporation has not
designated transactions as hedging transactions to manage risk. As a part of the overall
operation of the Corporation, management considers the avoidance of undue
concentrations of risk. These risks and the actions taken to manage them include the
following:

e Liquidity risk is the risk that the Corporation cannot meet its financial obligations
associated with financial liabilities in full. The Corporation’s main sources of liquidity
are its operations, and equity financing. The funds are primarily used to finance
working capital and capital expenditure requirements and are adequate to meet the
Corporation’s financial obligations associates with financial liabilities.

e Currency risk is the risk that changes in foreign exchange rates may have an effect
on future cash flows associated with financial instruments. The Corporation has no
significant transactions denominated in foreign currency and is not exposed to any
material foreign currency risk aside from broad unquantifiable macro-economic
factors arising from fluctuations in foreign exchange which could result in Canadian
products becoming more expensive to international purchasers.

e Foreign exchange risk is primarily associated with contracts for services and
contracts of supplies and services. Substantially all of the Corporation’s revenues
and expenses are denominated in Canadian dollars, and therefore is isolated from
foreign exchange risk.

e Interest rate risk primarily is associated with interest fluctuations earned on the
Corporation’s cash and term deposits. The Corporation mitigates exposure by
attempting to match rates and terms to expected cash requirements, and through
having the majority of its revenues and expenses denominated in Canadian dollars.
A 1% change in the prime interest rate would have a negligible impact on the
Corporation’s income.

e Credit risk is the risk of financial loss if a counterparty to a financial transaction fails
to meet its obligations. The Corporation attempts to reduce such exposure to its
cash, and short term deposits by only investing in low risk investments with Canadian
Chartered Banks and taking advantage of government guarantees. The Corporation
attempts to reduce its loss on amounts receivable by assessing the ability of the
counterparties to fulfill their obligation under contract prior to entering into the
contracts and by the nature of customers the Corporation deals with. There have
been no significant impairment losses recorded on accounts receivable.

OTHER MD&A REQUIREMENTS

The Corporation has commenced capitalization of development costs relating to the
CCS Purenergy® CO, carbon capture system. Costs accumulated to date are $417,935.
The Corporation also started capitalizing the costs of a Mixed Amine Solvent Reclaimer,
costs accumulated to date are $222,863, the CCS FEEDengine® costs accumulated to
date are $177,742 and also the EHR Rising Bubble Apparatus costs accumulated to
date are $24,252.



Expensed research and development costs and commercialization, product
development, general and administration expenses are included in the Corporation’s
March 31, 2011 Condensed Consolidated Interim Financial Statements. Total
accumulated research and development costs expensed from December 23, 2004 to
March 31, 2011 are $3,195,091. Research and development costs incurred by
subsidiaries prior to their acquisition are not included in this amount nor are costs
incurred directly by the University of Regina.

Signed “Lionel Kambeitz” Signed “Jeffrey Allison”
LIONEL KAMBEITZ JEFFREY ALLISON
CHAIRMAN & CEO SR. VICE- PRESIDENT & CFO




HTC PURENERGY INC.

‘doing business as’

HTC PURENERGY

To the Shareholders of HTC Purenergy Inc.

Management’s Accountability for Management Discussion and Analysis and
Financial Statements

The condensed consolidated interim financial statements have been prepared by management
in accordance with International Financial Reporting Standards (“IFRS”) in Canada.
Management is responsible for ensuring that these statements, which include amounts based
upon estimates and judgment, are consistent with other information and operating data
contained in management’s discussion and analysis and reflect the Corporation's business
transactions and financial position.

Management is also responsible for the information disclosed in the management’s discussion
and analysis including responsibility for the existence of appropriate information systems,
procedures and controls to ensure that the information used internally by management and
disclosed externally is complete and reliable in all material respects.

In addition, management is responsible for establishing and maintaining an adequate system of
internal control over financial reporting. Such systems are designed to provide reasonable
assurance that the financial information is relevant, reliable and accurate and that the
Corporation’s assets are appropriately accounted for and adequately safeguarded. Management
has concluded that the Corporation’s system of internal control over financial reporting was
effective as at March 31, 2011.

The board of directors annually appoints an audit committee which includes directors who are
not employees of the Corporation. This committee meets regularly with management and the
shareholders' auditors to review significant accounting, reporting and internal control matters.
The shareholders' auditors have unrestricted access to the audit committee. The audit
committee reviews the financial statements, the report of the shareholders' auditors, and
management’s discussion and analysis and submits its report to the board of directors for formal
approval.

Management has reviewed the filing of the Corporation’s management discussion and analysis,
condensed consolidated interim financial statements, and attachments thereto for the period
ended March 31, 2011 attached hereto. Based on our knowledge, having exercised reasonable
diligence, this filing does 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, with respect to the period covered by this
filing. Based on our knowledge, having exercised reasonable diligence, the condensed
consolidated interim financial statements together with the other financial information included in
this filing fairly present in all material respects the financial condition, the financial performance
and cash flows of the Corporation, as of the date and for the periods presented in this filing.

Signed “Lionel Kambeitz” Signed “Jeffrey Allison”
LIONEL KAMBEITZ JEFFREY ALLISON
CHAIRMAN & CEO SR. VICE-PRESIDENT & CFO




HTC PURENERGY INC.

Condensed Consolidated Interim Statement of Financial Position
(In Canadian dollars)

March 31, 2011

December 31, 2010

January 1, 2010

Note (Unaudited) (Audited) (Unaudited)
ASSETS
Current Assets:
Cash 77,972
Short term deposits 4 $ 3,213,335 $ 3,704,723 $ 6,966,165
Accounts receivable 1,400,794 1,824,259 450,387
Inventory 50,628 83,490 -
Prepaid expenses and other assets 5 766,901 789,884 466,680
5,509,630 6,402,356 7,883,232
Property, plant and equipment 6 203,201 199,884 200,144
Product development 7 842,792 758,976 466,124
Investments 8 7,731,184 7,482,279 7,228,673
Patents 9 109,798 111,958 65,711
Goodwill and intangible assets 10 8,026,688 8,107,833 8,527,578
22,423,293 23,063,286 24,371,462
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Bank overdraft - 5,211 68,426
Accounts payable and accrued liabilities 250,043 274,475 441,427
250,043 279,686 509,853
Shareholders’ Equity:
Share capital 11 36,542,214 36,542,214 36,542,214
Contributed Surplus 12 495,271 485,000 -
Retained deficit (14,880,173) (14,027,806) (12,680,605)
Accumulated other comprehensive gain (loss) 46,741 (188,530) -
Total equity attributable to shareholders of the
Company 22,204,053 22,810,878 23,861,609
Total equity (deficit) attributable to non-
controlling interest (30,803) (27,278) )
Total equity 22,173,250 22,783,600 23,861,609
Total liabilities and equity $ 22,423,293 $23,063,286 $ 24,371,462
Commitments 20

See accompanying notes to the Consolidated Financial Statements



HTC PURENERGY INC.

Condensed Consolidated Interim Statement of Comprehensive Income
(In Canadian dollars except per share amounts)

For the three months ended March 31 Note 2011 2010
Revenue:
Engineering, process design & consulting $ 236,430 $ 611,568
236,430 611,568
Expenses:
Engineering and process design services 191,674 231,522
Commercialization, product development and administration 663,715 391,924
Research and development 163,994 93,347
Amortization 98,858 140,946
1,118,241 857,739
Loss from commercial operations (881,811) (246,171)
Other income (expense):
Interest and other income 18,677 16,879
Stock based compensation expense 12 (10,271) -
Loss from operations (873,405) (229,292)
Adjustment to carrying value of intangible assets 10 - -
Loss for the period before the following: (873,405) (229,292)
Income from equity investments (net of tax) 17,513 118,952
Net loss for the period (855,892) (110,340)
Loss for the period attributable to:
Shareholders of the company (855,892) (110,340)
Non-controlling interest 3,525 -
Deficit — beginning of period (14,027,806) (12,680,605)
Deficit — end of period $ (14,880,173) $ (12,790,945)
Loss per share — basic and diluted $ (.05) $ (.006)
Weighted Average shares outstanding
Basic 17,959,195 17,853,644
Diluted 19,704,195 21,121,553

See accompanying notes to the Consolidated Financial Statements



HTC PURENERGY INC.

Condensed Consolidated Interim Statements of Comprehensive Deficit
(In Canadian dollars)

For the three months ended March 31 2011 2010
Net Loss $ (855,892) $ (110,340)
Unrealized gain on available for sale financial assets 235,271 -
Other comprehensive gain for year 235,271 -
Comprehensive net loss $ (620,621) $ (110,340)

Condensed Consolidated Interim Statements of Accumulated
Other Comprehensive Deficit
(In Canadian dollars)

For the three months ended March 31 2011 2010
Balance, beginning of period $ (188,530) $ -
Other comprehensive gain 235,271 -
Balance, end of period $ 46,741 $ -

See accompanying notes to the Consolidated Financial Statements



HTC PURENERGY INC.

Condensed Consolidated Interim Statement of Changes in Equity
(In Canadian dollars, except per share amounts)

| Equity attributable to the shareholders

Number of Contributed Other Non
Shares Share Capital Surplus Deficit Comprehensive Controlling Total Equity
income Interests

Balance at January 1, 2009 17,429,451 35,266,918 - (6,866,536) - - 28,400,382
Shares issued 529,744 1,275,296 - - - - 1,275,296
Total comprehensive income i i i (5.814,069) ) ) (5,814,069)
(loss) for the year e e
Fair value of warrants issued - - - - - - -
Balance at January 1, 2010 17,959,195 $ 36,542,214 - $(12,680,605) - - $ 23,861,609
Shares issued - - - - - - -
Total comprehensive income
(loss) for the period i i - (110,340) - - (110,340)
Fair value of warrants issued - - - - - - -
Balance at March 31, 2010 17,959,195 $ 36,542,214 - $(12,790,945) - - $ 23,751,269

See accompanying notes to Condensed Consolidated Interim Financial Statements



HTC PURENERGY INC.

Condensed Consolidated Interim Statement of Changes in Equity
(In Canadian dollars except per share amounts)

Equity attributable to the shareholders

. Other Non
Number of Sh"’?re Contributed Deficit Comprehensive Controlling Total Equity
Shares Capital Surplus Income Interests

Balance at January 1, 2010 17,959,195 36,542,214 - (12,680,605) - - 23,861,609
Shares issued - - - - - - -
;g;"’r" income (loss) for the : : : (1,347,201) : (27,278) (1,374,479
Fair value of warrants issued - - 485,000 - - - 485,000
Unrealized Loss on available ) i i ) (188,530) ) (188,530)
for sale financial assets ' '
Balance at January 1, 2011 17,959,195 $36,542,214 485,000 $(14,027,806) (188,530) (27,278) $ 22,783,600
Shares issued - - - - - - -
Total income (loss) for the i i i (852,367) i (3,525) (855,892)
period ' ' '
Fair value of warrants issued - - 10,271 - - - 10,271
Unrealized gain on available - - - - 235,271 - 235,271
for sale financial assets
Balance at March 31, 2011 17,959,195 $ 36,542,214 495,271 $(14,880,173) 46,741 (30,803) $ 22,173,250

See accompanying notes to Condensed Consolidated Interim Financial Statements



HTC PURENERGY INC.

Condensed Consolidated Interim Statement of Cash Flows
(In Canadian dollars)

For the three months ended March 31 2011 2010
Cash Flows from Operating Activities:
Net loss $ (855,892) $ (110,340)
Items not affecting cash:
Amortization 98,858 140,946
Stock based compensation 10,271 -
Income from equity investments (17,513) (118,952)
Change in working capital and other 454,878 (935,599)
(309,398) (1,023,945)
Cash flows from investing activities:
Decrease in short-term deposits 491,388 1,218,892
Cash change in investments and loans 4,000 (542)
Purchase of equipment (net) (18,868) (9,153)
Capitalized development (83,939) (9,224)
Patents -
392,581 1,199,973
Increase (decrease) in cash during the period 83,183 176,028
Cash (bank overdraft) — beginning of period (5,211) (68,426)
Bank — end of period $ 77,972 $ 107,602
Supplemental cash flow information
Cash interest received 8,616 16,683

See accompanying notes to the Consolidated Financial Statements



HTC PURENERGY INC.
Notes to the Condensed Consolidated Interim Financial Statements
For the three months ended March 31, 2011 and 2010

1. Operations:

HTC Purenergy Inc. is incorporated under the Business Corporations Act (Alberta).
These Condensed Consolidated Interim Financial Statements include the accounts
of the Corporation and its wholly owned subsidiary companies. All inter company
profits and losses are eliminated on consolidation.

HTC and its subsidiaries are development stage companies whose commercial
business is the development, aggregation and commercialization of proprietary
technologies relating to CO, capture, CO, and polymer enhanced oil recovery, CO,
storage, and carbon credit origination, inventorying and monetization.

2. Statement of compliance:

a) Statement of Compliance and Conversion to International Financial
Reporting Standards:

The Canadian Accounting Standards Board (“AcSB”) confirmed in February 2008
that IFRS will replace Canadian generally accepted accounting principles (“GAAP”)
for publicly accountable enterprises for financial periods beginning on and after
January 1, 2011.

These Condensed Consolidated Interim Financial Statements have been prepared
in accordance with International Accounting Standard 34, Interim Financial
Reporting (“IAS 34”) using accounting policies consistent with International
Financial Reporting Standards (“IFRS”) as issued by the International Financial
Reporting Interpretations Committee (“IFRIC”).

These are the Corporation’s first IFRS Condensed Consolidated Interim Financial
Statements for part of the period covered by the first IFRS consolidated annual
financial statements and IFRS 1 First-time Adoption of International Financial
Reporting Standards has been applied. The Condensed Consolidated Interim
Financial Statements do not include all the information required for full annual
financial statements. Previously, the Corporation prepared its Consolidated Annual
and Consolidated Interim Financial Statements in accordance with Canadian
GAAP.

Subject to certain transition elections disclosed in Note 19, the Corporation has
consistently applied the same accounting policies in its opening IFRS statement of
financial position as at January 1, 2010 and throughout all periods presented, as if
these policies had always been in effect. Note 19 discloses the impact of the
transition to IFRS on the Corporation’s reported financial position and financial
performance, including the nature and effect of significant changes in accounting
policies from those used in its GAAP consolidated financial statements for the year

ended December 31, 2010.
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2. Statement of compliance (continued):

These unaudited Condensed Consolidated Interim Financial statements are based
on IFRS issued and outstanding as of April 30, 2011. The Corporation will ultimately
prepare its opening statement of financial position and financial statements for 2010
and 2011 by applying existing IFRS with an effective date of December 31, 2011 or
prior. Accordingly, the opening statement of financial position and financial
statements for 2010 and 2011 may differ from these financial statements.

These unaudited Condensed Consolidated Interim Financial Statements include the
accounts of HTC and its wholly owned subsidiaries; however, they do not include all
disclosures normally provided in Annual Consolidated Financial Statements and
should be read in conjunction with the 2010 Annual Consolidated Financial
Statements. Certain information and note disclosures which are considered material
to the understanding of the Corporation’s unaudited Condensed Consolidated
Interim Financial Statements and which are normally included in Annual
Consolidated Financial Statements prepared in accordance with IFRS are provided
below and in Note 19, along with reconciliations and descriptions of the effect of the
transition from Canadian GAAP to IFRS on financial performance and financial
position.

In management’s opinion, the unaudited Condensed Consolidated Interim Financial
Statements include all adjustments (consisting solely of normal recurring
adjustments) necessary to fairly present such information. Interim results are not
necessarily indicative of the results expected for the fiscal year.

These Condensed Consolidated Interim Financial Statements were approved by
the Corporation’s Audit Committee on April 28, 2011.

b) IFRS Accounting Policies Comparison to Prior GAAP Policies:

Principles of Consolidation

Subsidiaries are all entities (including special purpose entities) over which the
Corporation has the power to govern the financial and operating policies generally
accompanying a shareholding of more than one-half of the voting rights. The
existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the group controls another
entity. Subsidiaries are fully consolidated from the date on which control is
transferred to the group. They are deconsolidated from the date that control ceases.
All significant intercompany balances and transactions are eliminated.

This is consistent with prior GAAP policies.

Foreign Currency Transactions
Foreign currency transactions are generally translated at the average exchange
rate. Monetary assets and liabilities are translated at period-end exchange rates.
Translation of transactions and balances depended upon whether a subsidiary was
considered integrated or self-sustaining. The Corporation’s operations were
considered integrated and were translated into Canadian dollars using the temporal
method.

8



2. Statement of compliance (continued):

Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at period-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognized in profit or
loss in the period in which they arise. All other foreign exchange gains and losses
are presented in the income statement within foreign exchange gain (loss).

Translation differences on non-monetary assets and liabilities carried at fair value
are recognized as part of changes in fair value. Translation differences on non-
monetary financial assets such as investments in equity securities classified as
available-for-sale are included in other comprehensive income (“OCI”).

This is consistent with prior GAAP policies.

Cash Equivalents
Highly liquid investments with a maturity of three months or less from the date of
purchase are considered to be cash equivalents.

This is consistent with prior GAAP policies.

Asset Impairment

Assets that have an indefinite useful life (i.e., goodwill) are not subject to
amortization and are tested at least annually for impairment, or more frequently if
events or circumstances indicate there may be an impairment. At the end of each
reporting period, the Corporation reviews the carrying amounts of both its long-lived
assets to be held and used and identifiable intangible assets with finite lives to
determine whether there is any indication that those assets have suffered an
impairment loss.

For the purposes of assessing impairment, assets are grouped at the lowest levels
for which there are separately identifiable cash flows (this can be at the asset or
cash-generating unit level). A cash-generating unit is the smallest identifiable group
of assets that generates cash inflows that are largely independent of the cash
inflows from other assets or groups of assets. If an indication of impairment exists,
the recoverable amount of the asset is estimated in order to determine the extent of
the impairment loss (if any).

An impairment loss is recognized for the amount by which the asset’s carrying
amount exceeds its recoverable amount. If the recoverable amount of the cash-
generating unit is less than the carrying amount of the unit, the impairment loss is
allocated first to reduce the carrying amount of any goodwill allocated to the unit and
then to the other assets of the unit pro rata on the basis of the carrying amount of
each asset in the unit. The recoverable amount is the higher of an asset’s 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 the estimates
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2. Statement of compliance (continued):

of future cash flows have not been adjusted. Non-financial assets, other than
goodwill, that have previously suffered an impairment loss are reviewed for possible
reversal of the impairment at each reporting date.

Goodwill is allocated to cash-generating units or groups of cash-generating units for
the purpose of impairment testing based on the level at which it is monitored by
management, and not at a level higher than an operating segment. The allocation is
made to those cash-generating units or groups of cash-generating units that are
expected to benefit from the business combination in which the goodwill arose.

Under GAAP the Corporation reviewed both long-lived assets to be held and used
and identifiable intangible assets with finite lives whenever events or changes in
circumstances indicated that the carrying amount of such assets might not have
been fully recoverable. Determination of recoverability was based on an estimate of
undiscounted future cash flows resulting from the use of the asset and its eventual
disposition. Measurement of an impairment loss for long-lived assets and certain
identifiable intangible assets that management expected to hold and use was based
on the fair value of the assets, whereas such assets to be disposed of were reported
at the lower of carrying amount or fair value less costs to sell. Reversal of previous
impairments was not permitted.

Goodwill impairment was assessed at the reporting unit level at least annually or
more frequently if events or circumstances indicated there might be an impairment.
Reporting units comprised business operations with similar economic characteristics
and strategies and might have represented either a business segment or a business
unit within a business segment. Potential impairment was identified when the
carrying value of a reporting unit, including the allocated goodwill, exceeded its fair
value. Goodwill impairment was measured as the excess of the carrying amount of
the reporting unit's allocated goodwill over the implied fair value of the goodwill,
based on the fair value of the assets and liabilities of the reporting unit.

Upon adoption of IFRS, no changes resulted from the difference in these Canadian
GAAP policies as compared to the corresponding policies under IFRS. Other
Canadian GAAP policies were consistent.

Receivables

Trade receivables are recognized initially at fair value and subsequently measured
at amortized cost less provision for impairment of trade accounts receivable. A
provision for impairment of trade accounts receivable is established when there is a
reasonable expectation that the Corporation will not be able to collect all amounts
due. The carrying amount of the trade receivables is reduced through the use of the
provision for impairment account, and the amount of any increase in the provision
for impairment is recognized in the consolidated statements of income. When a
trade receivable is uncollectible, it is written off against the provision for impairment
account for trade accounts receivable. Subsequent recoveries of amounts previously
written off are credited to the consolidated statements of income.
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2. Statement of compliance (continued):
GAAP policies were consistent.

Inventories

Inventories work in progress are valued at the lower of cost and net realizable value.
Costs, allocated to inventory include direct costs related to the work in progress and
a systematic allocation of fixed and variable production overhead, as applicable.
Inventory is reviewed quarterly to ensure the carrying value does not exceed net
realizable value. If so, a write down is recognized. The write down may be reversed
if the circumstances which caused it no longer exist.

GAAP policies were consistent.

Prepaid Expenses
The Corporation has classified various deposits and prepayments for goods and
serves as prepaid expenses.

GAAP policies were consistent.

Financial Instruments

Financial assets and financial liabilities are recognized initially at fair value, normally
being the transaction price plus directly attributable transaction costs. Transaction
costs related to financial assets or financial liabilities at fair value through profit or
loss are recognized immediately in profit or loss. General purchases and sales of
financial assets are accounted for on the trade date.

GAAP policies were consistent.

Fair Value

Estimated fair values for financial instruments are designed to approximate amounts
at which the instruments could be exchanged in a current arm’s-length transaction
between knowledgeable willing parties.

GAAP policies were consistent.

Fair value of investments designated as available-for-sale is based on the closing
bid price of the common shares as of the statement of financial position date. The
Corporation’s fair value hierarchy prioritizes the inputs to valuation techniques used
to measure fair value. The three levels of the fair value hierarchy are:

Level 1 Values based on unadjusted quoted prices in active markets that are
accessible at the measurement date for identical assets or liabilities.

Level 2 Values based on quoted prices in markets that are not active or model

inputs that are observable either directly or indirectly for substantially the full term of
the asset or liability.
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2. Statement of compliance (continued):

Level 3 Values based on prices or valuation techniques that require inputs that are
both unobservable and significant to the overall fair value measurement. When the
inputs used to measure fair value fall within more than one level of the hierarchy, the
level within which the fair value measurement is categorized is based on the
company’s assessment of the lowest level input that is the most significant to the fair
value measurement.

GAAP policies were consistent.

Property, Plant and Equipment

Property, plant and equipment are carried at cost less accumulated depreciation
less any recognized impairment loss. Costs of additions, betterments, renewals and
interest during construction are capitalized each part of an item of property, plant
and equipment with a cost that is significant in relation to the total cost of the item is
depreciated separately. When the cost of replacing part of an item of property, plant
and equipment is capitalized, the carrying amount of the replaced part is
derecognized.

Depreciation of assets in construction commences when the assets are ready for
their intended use. The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at the end of each reporting period. Changes in the expected
useful life or the expected pattern of consumption of future economic benefits
embodied in the asset are accounted for by changing the depreciation period or
method, as appropriate, and are treated as changes in accounting estimates.

Any gain or loss arising on the disposal or retirement of an item of property, plant
and equipment is determined as the difference between the sale proceeds and the
carrying amount of the asset, and is recognized in the income statement.

GAAP policies were consistent.

Investments

Significant influence is the power to participate in the financial and operating policy
decisions of an investee but is not control or joint control over those policies.
Investments in which the Corporation exercises significant influence (but does not
control) are accounted for as investments in associates using the equity method.
The proportionate share of any net income or losses from investments accounted for
using the equity method, and any gain or loss on disposal, are recorded in profit or
loss.

The Corporation’s share of its associates’ post-acquisition movements in other
comprehensive income is recognized in the Corporation’s other comprehensive
income. The cumulative post-acquisition movements in profit or loss and in other
comprehensive income are adjusted against the carrying amount of the investment.
An impairment test is performed when there is objective evidence of impairment,
such as significant adverse changes in the environment in which the associate
operates or a significant or prolonged decline in the fair value of the investment
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2. Statement of compliance (continued):

below its cost. An impairment loss is recorded when the recoverable amount
becomes lower than the carrying amount, recoverable amount being the higher of
value in use and fair value less costs to sell. Impairment losses are reversed if the
recoverable amount subsequently exceeds the carrying amount.

The fair value of investments designated as available-for-sale is recorded in the
consolidated statements of financial position, with unrealized gains and losses, net
of related income taxes, recorded in other comprehensive income. The cost of
investments sold is based on the weighted average method. Realized gains and
losses on these investments are removed from other comprehensive income and
recorded in profit or loss.

The Corporation assesses at the end of each reporting period whether there is
objective evidence that a financial asset or a group of financial assets is impaired. In
the case of equity instruments classified as available-for-sale, a significant or
prolonged decline in the fair value of the security below its cost would be evidence
that the assets are impaired. Such impairment losses recognized in the consolidated
statements of income on equity instruments are not reversed through the
consolidated statements of income.

GAAP policies were consistent.

Product Development

The costs of the development of certain products are capitalized to other assets and
are amortized, net of salvage value, on a straight-line basis over their estimated
useful lives once the development stage is complete. Directly attributable costs that
are capitalized as part of the product development include applicable employee
Ccosts.

Other development expenditures that do not meet these criteria are recognized as
an expense as incurred. Development costs previously recognized as an expense
are not recognized as an asset in a subsequent period.

GAAP policies were consistent.

Intangible Assets
Intangible assets relate primarily patent rights associated with specific technologies.

GAAP policies were consistent.

Goodwill

All business combinations are accounted for using the purchase method. Identifiable
intangible assets are recognized separately from goodwill. Goodwill is carried at
cost, is not amortized and represents the excess of the cost of an acquisition over
the fair value of the Corporation’s share of the net identifiable assets of the acquired
subsidiary or equity method investee at the date of acquisition. Goodwill arising on
business combinations before the date of transition to IFRS has been retained at the
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2. Statement of compliance (continued):

previous GAAP carrying amount, as allowed by the exemption in IFRS 1. Separately
recognized goodwill is carried at cost less accumulated impairment losses.

GAAP policies were consistent, when the policy exception related to first-time
adoption of IFRS as allowed under IFRS 1 is considered.

Leases

Leases entered into are classified as either finance or operating leases. Leases that
transfer substantially all of the risks and rewards of ownership of property to the
Corporation are accounted for as finance leases. Finance leases are capitalized at
the commencement of the lease at the lower of the fair value of the leased
equipment and the present value of the minimum lease payments. Equipment
acquired under a finance lease is depreciated over the shorter of the period of
expected use on the same basis as other similar property, plant and equipment and
the lease term.

Leases in which a significant portion of the risks and rewards of ownership are
retained by the lessor are classified as operating leases. Rental payments under
operating leases are expensed over the period of the lease.

GAAP policies were consistent.

Engineering process design and consulting revenues

Revenue from engineering process design and consulting is recognized upon
substantial completion of the transaction and when transfer is affected to the
contracting party, obligations discharged, the amount is determinable, and
collectability is reasonably assured. Project revenue is recognized as funds are
earned or as amounts become receivable in accordance with performance of the
terms or milestones of the contractual arrangements.

GAAP policies were consistent.

Functional presentation

Under IFRS, the income statement must be presented on a basis either by function
or by nature. Under Canadian GAAP, the income statement could be presented
using a mix of both function and nature of expenditure. The Corporation has elected
to use the functional classification basis for the presentation of its income statement.
As a result, engineering and process design costs have been reclassified from
commercialization product development and administration under IFRS.

Income Taxes

The tax expense for the period ended March 31, 2011 comprises current and
deferred income tax. Taxation is recognized in the statement of income except to the
extent that it relates to items recognized directly in equity, in which case the tax is
recognized in equity.
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2. Statement of compliance (continued):

Current income tax is generally the expected income tax payable on the taxable
income for the year calculated using rates enacted or substantively enacted at the
statement of financial position date, and includes any adjustment to income tax
payable or recoverable in respect of previous years. The realized and unrealized
excess tax benefit from share-based payment arrangements is recognized in equity.
When an asset is transferred between enterprises within the consolidated group, the
difference between the tax rates of the two entities is recognized in tax expense in
the period in which the transfer occurs. Current tax payable by the transferor is
recognized for any taxes payable in the current period, and a deferred tax asset is
recognized by the transferee for any temporary difference.

Uncertain income tax positions are accounted for using the standards applicable to
current income tax assets and liabilities; i.e., both liabilities and assets are recorded
when probable at the Corporation’s best estimate of the amount.

Deferred income tax is recognized using the liability method, based on temporary
differences between consolidated financial statement carrying amounts of assets
and liabilities and their respective income tax bases. Deferred income tax is
determined using tax rates that have been enacted or substantively enacted by the
statement of financial position date and are expected to apply when the related
deferred income tax asset is realized or the deferred income tax liability is settled.
The tax effect of certain temporary differences is not recognized, principally with
respect to temporary differences relating to investments in subsidiaries, jointly
controlled entities and associates where the Corporation is able to control the
reversal of the temporary difference and the temporary difference is not expected to
reverse in the foreseeable future. Deferred income tax is not accounted for if it
arises from initial recognition of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither accounting
nor taxable profit or loss. The amount of deferred income tax recognized is based on
the expected manner and timing of realization or settlement of the carrying amount
of assets and liabilities. Deferred income tax assets are recognized only to the
extent that it is probable that future taxable profit will be available against which the
temporary differences can be utilized. Deferred income tax assets are reviewed at
each statement of financial position date and amended to the extent that it is no
longer probable that the related tax benefit will be realized.

Current income tax assets and liabilities are offset when the Corporation has a
legally enforceable right to offset the recognized amounts and intends either to settle
on a net basis, or to realize the asset and settle the liability simultaneously. Normally
the Corporation would only have a legally enforceable right to set off a current tax
asset against a current tax liability when they relate to income taxes levied by the
same taxation authority and the taxation authority permits the Corporation to make
or receive a single net payment. Deferred income tax assets and liabilities are offset
when the Corporation has a legally enforceable right to set off current tax assets
against current tax liabilities and the deferred tax assets and liabilities relate to
income taxes levied by the same taxation authority on either: (1) the same taxable
entity; or (2) different taxable entities which intend either to settle current tax
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2. Statement of compliance (continued):

liabilities and assets on a net basis, or to realize the assets and settle the liabilities
simultaneously, in each future period in which significant amounts of deferred tax
liabilities or assets are expected to be settled or recovered.

Under GAAP Taxation on earnings comprised current and future income tax which is
similar to deferred taxes under IFRS:

e The realized excess tax benefit from share-based payment arrangements
was recognized as a reduction to tax expense.

e Uncertain income tax positions were accounted for using the standards
applicable to contingent assets and contingent liabilities; i.e., liabilities were
recorded when likely, and assets were recorded when realized.

The Corporation’s loss position results in the tax positions between GAAP and IFRS
being consistent.

Share-Based Compensation

Grants under the Corporation’s share-based compensation plans are accounted for
in accordance with the fair value-based method of accounting. For stock option
plans that will settle through the issuance of equity, the fair value of stock options is
determined on their grant date using a valuation model and recorded as
compensation expense over the period that the stock options vest, with a
corresponding increase to contributed surplus. Forfeitures are estimated throughout
the vesting period based on past experience and future expectations, and adjusted
upon actual option vesting. When stock options are exercised, the proceeds,
together with the amount recorded in contributed surplus, are recorded in share
capital.

GAAP policies were consistent.

Reportable Segments
The Corporation currently has only one reportable segment.

GAAP policies were consistent.

Changes resulting from the difference in this Canadian GAAP policy as compared to
the corresponding policy under IFRS upon adoption of IFRS are described more
fully in Note 19.

c) Basis of Measurement:
The Condensed Consolidated Interim Financial Statements have been prepared
on a historical cost basis except for the following items in the statement of financial
position:

Financial assets and liabilities held-for-trading are measured at fair value with
gains and losses recognized in net income.
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2. Statement of compliance (continued):

Financial assets held-to-maturity, loans and receivable and financial liabilities other
than those held-for trading, are measured at amortized cost.

Available-for-sale instruments will be measured at fair value with unrealized gain
and losses recognized in other comprehensive income.

d) Functional and Presentation Currency:
These Condensed Consolidated Interim Financial Statements are presented in
Canadian dollars which is the Corporation’s functional currency.

e) Use of estimates and judgements:
The preparation of the Condensed Consolidated Interim Financial Statements in
accordance with IFRS requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from
these estimates.

In preparing these Condensed Consolidated Interim Financial Statements, the
significant judgements made by management applying the Corporation’s accounting
policies and the key sources of estimation uncertainty are expected to be the same
as those to be applied in the first annual IFRS financial statements.

Judgements — The key judgements made in applying accounting policies that have
the most significant effect on the amounts recognized in these Condensed
Consolidated Interim Financial Statements are as follows:

Business combinations — The Corporation has applied the business combinations
exemption in IFRS 1, to not apply IFRS “Business Combinations” (“IFRS3")
retrospectively to past business combinations. Accordingly, the Corporation has not
restated business combination that took place prior to the transition date.

Use of estimates — Information about assumptions and estimation uncertainties that
have a significant risk of resulting in a material adjustment with the next nine months
are as follows:

Hindsight was not used to create or revise estimates and accordingly the estimates
previously made by the Corporation under Canadian GAAP are consistent with their
application under IFRS.

Utilization of tax losses - Due to current circumstances there is no immediate
expectation for utilization of losses. The Corporation is currently in a loss position
and as such is accumulating tax losses and tax carry forward positions but are
unable to recognize or utilize them.
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3. Significant accounting policies:

The accounting policies set out below have been applied consistently to all periods
presented in these Condensed Consolidated Interim Financial Statements and in
preparing the opening IFRS statement of financial position at January 1, 2010 for the
purposes of the transition to IFRS, unless otherwise indicated.

Basis of Consolidation

a) Business combinations
The Corporation has applied the business combinations exemption in IFRS 1, to not
apply IFRS3 retrospectively to past business combinations. Accordingly, the
Corporation has not restated business combinations that took place prior to the
transition date.

b) Subsidiaries
Subsidiaries are entities controlled by the Corporation. The financial statements of
the subsidiaries are included in the Condensed Consolidated Interim Financial
Statements from the date that control commences until the date that control ceases.

c) Transactions eliminated on consolidation

Intercompany balances and transactions, and any unrealized income and expenses
arising from intercompany transactions are eliminated in preparing the Condensed
Consolidated Interim Financial Statements. Unrealized gains arising from
transactions with equity-accounted investees are eliminated against the investment to
the extent of the Corporation’s interest in the investee. Unrealized losses are
eliminated in the same way as unrealized gains, but only to the extent that there is no
evidence of impairment.

The Condensed Consolidated Interim Financial Statements include the accounts of
the Corporation and its subsidiaries 101079353 Saskatchewan Ltd., HTC Hydrogen
Thermochem Corp. (“Thermochem?”), HTC International Inc. (“HTC International”),
BTC BioEnergy Technologies Corp. (“BTC”), Performance CO, Integration Inc.
(“Performance”), CO, Technologies Pty. Ltd. (“C0OZ2"), Carbon Rx Inc. (“CRX"),
Carbon Capital Management Inc. (“CCM”) and EHR Enhanced Hydrocarbon
Recovery Inc. (“EHR”). The Corporation has accounted for the business
combinations using the acquisition method of accounting.

Significant influence investments

The Corporation utilizes the equity method of accounting for investments where the
Corporation has significant influence. The Corporation’s 45% equity investment in
Maxx Energy Solutions Corp. (formerly Kingsteel Inc.) is accounted for using the
equity method whereby the initial investment is recorded at cost and adjustments are
made to include HTC’s proportionate share of the investment's net earnings and
losses. The balance is reduced for any dividends received. These proportionate
adjustments for income are included in HTC’s earnings.

Foreign currency translation
The Corporation utilizes the temporal method for translating foreign currency of
integrated foreign operations. In accordance with these provisions monetary assets
and liabilities are translated using the rate of exchange at the Condensed
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3. Significant accounting policies (continued):

Consolidated Interim Financial Statement date and non-monetary assets liabilities
are translated using the historical exchange rate at the transaction date. Revenues
and expenses are translated using the average exchange rate in effect for the
period.

Short term deposits
Short term deposits consist of highly liquid interest bearing cashable securities.

Inventory
Inventory is comprised of work in progress including materials, services, labour and
related overhead associated with projects in progress.

Property, plant and equipment

Property plant and equipment is recorded at cost and depreciated over its useful life
at rates of 30% on a declining balance basis except for leasehold improvements
which are amortized on a straight line basis over three years. The amortization
period requires estimation of the useful life of the asset and its salvage and residual
value. Long-lived assets are tested for recoverability if events or changes in
circumstances indicate that the carrying amount may not be recoverable.

The carrying amount of a long-lived asset is not recoverable if the carrying amount
exceeds the sum of the undiscounted cash flows expected to result from its use and
eventual disposition. Impairment losses are measured as the amount by which the
carrying amount of a long-lived asset exceeds its fair value. As is true for all
accounting estimates, it is possible that changes in future conditions could require
changes in the recognized amounts for accounting estimates.

Financial instruments

The Corporation classifies its financial instruments into one of the following
categories: held for-trading; held-to-maturity; loans and receivables; available-for-
sale; and other liabilities. All financial instruments are measured at fair value on initial
recognition. Transaction costs are included in the initial carrying amount of financial
instruments except for held-for-trading instruments in which case the transaction
costs are expensed as incurred. Measurement in subsequent periods is based on the
classification of the financial instrument.

Financial assets and liabilities classified as held-for-trading are measured at fair value
with gains and losses recognized in net income. Financial assets held-to-maturity,
loans and receivables and financial liabilities other than those held-for-trading, are
measured at amortized cost. Available-for-sale instruments are measured at fair value
with unrealized gains and losses recognized in other comprehensive income.

Patents

Costs associated with registration of patents are accumulated at cost and when
registration is complete amortized on a straight line basis over 15 years. Patents are
evaluated for impairment annually and any impairment is charged to earnings as
identified.

19



3. Significant accounting policies (continued):

Intangible assets

Identifiable intangible assets acquired through acquisitions that are subject to
amortization are amortized using the straight-line method over their estimated useful
lives of 4 to 20 years.

Intangible assets not subject to amortization are evaluated for indicators of
impairment annually, and any impairment identified is charged to earnings as
identified.

Research and development

Research costs are expensed as they are incurred in accordance with specific
criteria set out under IFRS. Product development costs are expensed as incurred
except if the costs are related to the development and setup of new products,
processes and systems, and satisfy certain conditions for capitalization, including
reasonable assurance that they will be recovered. All capitalized development costs
are amortised when commercial production begins based on the expected useful life
of the completed product. The carrying value of capitalized development costs are
examined for recoverability annually.

In 2010 and 2011 the costs associated with the development of the CCS Purenergy®
1000 and HTC’s Mixed Amine Solvent Reclaimer, have been capitalized. Also in
2010, the costs incurred in the year related to the development of the CCS
FEEDengine® and the EHR Rising Bubble Apparatus began to be capitalized in
accordance with the specific criteria under IFRS.

Goodwill

The excess of the purchase price over the fair market value of identifiable assets
acquired and liabilities assumed is recognized as goodwill. Goodwill is assessed for
impairment at least annually, or more frequently if events or changes in
circumstances indicate that the goodwill might be impaired. The assessment of
impairment is based on estimated fair market values derived from certain valuation
models, which may consider various factors such as estimated future earnings,
terminal values and discount rates.

An impairment loss, if any, is recognized to the extent that the carrying amount of
goodwill exceeds its estimated market value. As at December 31, 2010, the date of
the last impairment test, goodwill was not considered to be impaired. As
documented in “Measurement Uncertainty” below, the impairment test of goodwill
involves significant estimates and judgement based on the information available to
management at the date of the impairment test. Should these assumptions and
estimates be incorrect, the carrying value of goodwill may differ from the amount
recorded by a material amount.

Stock-based compensation

The Corporation used the fair-value based method of accounting for share-based
compensation for all awards of share options granted. The fair value at the grant date
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3. Significant accounting policies (continued):

if share options (“options”) is calculated using the Black-Scholes valuation method.
Compensation expense is charged to net income over the vesting period with a
corresponding increase to contributed surplus.

The Corporation issues shares and share options under its share-based
compensation plans as described in Note 12. Any consideration paid by directors,
consultants and employees on exercise of share options or purchase of shares,
together with the amount initially recorded in contributed surplus, is credited to share
capital.

Revenue recognition

Revenue from engineering process design and consulting is recognized upon
substantial completion of the transaction and when transfer is affected to the
contracting party, obligations discharged, the amount is determinable, and
collectability is reasonably assured. Project revenue is recognized as funds are
earned or as amounts become receivable in accordance with performance of the
terms or milestones of the contractual arrangements. Interest revenue is recorded
when earned, and dividends and management fees from equity accounted investees
are recorded when declared and receivable.

Government grants and bursaries

Government assistance and investment tax credits are recorded as either a
reduction of the cost of the applicable assets, or credited against the related expense
incurred in the statement of operations, as determined by the terms and conditions of
the agreements under which the assistance is provided to the Corporation or the
nature of the expenditures which gave rise to the credits unless repayable conditions
or terms are attached, in which case they are recorded separately. Government
assistance and investment tax credit receivables are recorded when their receipt is
reasonably assured.

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 recognized for the
future income tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective
income tax basis (temporary differences).

The resulting changes in the net future tax asset or liability are included in income.
Future tax assets and liabilities are measured using enacted or substantively
enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on future
income tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the date of enactment or substantive enactment. Future
income tax assets are evaluated and if realization is not considered “more likely than
not” a valuation allowance is provided.
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3. Significant accounting policies (continued):

4,

Measurement uncertainty

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the financial statements, and the reported amounts of revenues and expenses during
the year.

Significant items subject to estimates and assumptions include the carrying amounts
of goodwill and intangible assets, product development, underlying estimations of
useful lives of depreciable assets, capitalization of interest, the carrying amounts of
accounts receivable, investments, fair value of financial instruments, and
environmental remediation and contingent liabilities, if any.

These financial statements are based on management's best estimates using
information available. Uncertainty regarding the timing of anticipated large scale
market demand for carbon capture technology, related legislative incentives, and
uncertainty in financial markets has complicated the estimation process. Accordingly,
the inherent uncertainty involved in making estimates and assumptions may impact
the actual results reported in future periods by a material amount.

Changes to accounting policies and future changes to accounting standards

I. Adoption of IFRS
The AcSB has announced that Canadian publicly accountable enterprises will be
required to adopt IFRS effective January 1, 2011. Although IFRS employs a
conceptual framework that is similar to Canadian GAAP, Financial statements
and supporting notes have been prepared in accordance with the provisions of
IFRS as of May 31, 2011.

il. Changing IFRS standard
IFRS has various developmental projects and is in the process of modifying

existing standards and introducing new standards, these standards will be
adopted as they are issued.

Short term deposits:

Short term deposits consist of redeemable Government Investment Certificates with
interest paid monthly at 1.15%.

Prepaid expenses and other assets:
Prepaid expenses and other assets included the following:

On August 25, 2010 the Corporation placed in trust a $304,398 deposit towards the
acquisition of a company associated with carbon capture arbitrage, of which
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5. Prepaid expenses and other assets (continued):

$250,000 is refundable. The acquisition is subject to various conditions precedent,
which to date, have not been met.

On April 17, 2009 and June 26, 2009, the Corporation placed non refundable
deposits totalling $250,000 USD ($299,621 CAD), providing the Corporation the
ability to participate with a partner in developing coal reserves for creation of
synthetic gas, along with related carbon capture infrastructure for the project. At
December 31, 2010 certain preconditions required to commence activity had yet to
be completed.

6. Property, plant and equipment:

Accumulate Net Book Value

As at March 31, 2011 Cost Amortization
Equipment $ 460,132 $ 325,371 $ 134,761
Leasehold improvements 58,551 32,287 26,264
Vehicles 83,342 41,166 42,176
$ 602,025 $ 398,824 $ 203,201
Accumulate Net Book Value

As at December 31, 2010 Cost Amortization
Equipment $ 441,264 $ 315,221 $ 126,043
Leasehold improvements 58,551 30,215 28,336
Vehicles 83,342 37,837 45,505
$ 583,157 $ 383,273 $ 199,884

7. Product development

Product development costs represent costs incurred to date in connection with the
design and construction of the CCS Purenergy® 1000, the HTC Solvent Reclaimer
System (“SRS”) and the CCS FEEDengine®. Amortization of these costs will
commence once the development is substantially complete.

Mar. 31, 2011 Dec. 31, 2010

CCS Purenergy® 1000 $ 417,935 $ 370,360
HTC SRS 222,863 217,033
CCS FEEDengine® 177,742 162,783
EHR Rising Bubble Apparatus 24,252 8,800
$ 842,792 $ 758,976
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8.

Investments:

Mar. 31, 2011 Dec. 31, 2010

Equity Investments

Maxx Energy Solutions Corp. (a) 4,858,196 4,840,078
4,858,196 4,840,078
Portfolio Investments
Share investments — Available-for-sale — cost (b) 2,017,744 2,337,682
Share investments — Available-for-sale (c) 679,725 125,000
2,697,469 2,462,682
Notes and Loans Receivable
Notes receivable — non interest bearing without set terms 31,862 35,862
Loans receivable — interest bearing at 1%, due April 1, 2016 143,657 143,657
175,519 179,519
Investments — Total $ 7,731,184 $ 7,482,279
a) The Corporation has a 45% voting interest in Maxx Energy Solutions Corp.

b)

(“Maxx”), and accounts for its investment using the equity method. For the period
ending March 31, 2011 the Corporation recorded $17,715 of equity earnings from
its investment in Maxx (2010 - $118,952). The equity earnings have been added to
the carrying value of the investment.

The Corporation holds 10,000 common shares of Global Energy Inc., a private US
corporation. The investment has been classified as available-for-sale at cost, as
there is no quoted active market for these securities.

On January 29, 2010 the Corporation received 100,000 common shares in USA
synthetic fuel corporation, as a share dividend received resulting from the
Corporation’s investment in Global Energy Inc. At December 31, 2010 these
shares were restricted, and therefore had been recorded as available-for-sale at
cost. These have now been transferred to available for sale at fair value during the
current period.

On December 4, 2008 HTC acquired 2,500,000 shares in EESTech Inc. Upon
expiry of trading restrictions in 2010 the Corporation has classified these shares as
available—for-sale at fair value through other comprehensive income (2009 —
recorded as available-for-sale — cost). The shares have been recorded at their
trading price at March 31, 2011 based on March 31, 2011 quoted prices obtained
from over the counter exchanges.

During the period ending March 31, 2011 100,000 common shares in USA
synthetic fuel corporation have been transferred from Available for sale at cost.

9. Patents:

Patents are comprised of:

Mar. 31, 2011 Dec. 31, 2010
Patent applications costs $ 129,633 $ 129,633
Amortization of patents (19,835) (17,675)

$ 109,798 $ 111,958
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10.

Goodwill and Intangible Assets:
Mar. 31, 2011 Dec. 31, 2010
Goodwill $ 3,678,195 $ 3,678,195
Intangible assets subject to amortization 7,978,564 7,978,564
Adjustment for impairment - -
Amortization of intangible assets (3,630,071) (3,548,926)
Ending balance — goodwill and intangibles $ 8,026,688 $ 8,107,833

11.

Management performed an analysis of the carrying value of its goodwill and
intangible assets as at December 31, 2010, according to its policy as set out in Note
2. Based on management’s forecasted cash flows, including consideration of risks
inherent therein, the Corporation has concluded that there is no requirement for
adjustment to the carrying value of goodwill or intangible assets at the date of these
condensed consolidated interim financial statements. This assessment is subject to
the estimates and measurement uncertainty as disclosed elsewhere in these
consolidated financial statements.

Goodwill and intangible assets were recorded on acquisition of the subsidiaries.
IFRS requires identifiable intangible assets that meet recognition criteria be
identified, valued and disclosed separately from goodwill. Items giving rise to
intangibles and related goodwill include, but are not limited to: intellectual property
(i.e. rights to provisional patents, technology rights software rights), contractual rights
with advantageous conditions, human resources (i.e. research teams, project
management, patent resources), and branding and name recognition related items
(literature, data base, videos, domain names, etc) as well as various other items.
Goodwill comprises the difference between the purchase price of the respective
subsidiary and identifiable net tangible and intangible assets.

Share capital:

At March 31, 2011 and 2010, the Corporation has authorized an unlimited number
of common shares and an unlimited number of preferred shares.

As at Mar. 31, 2011 As at Dec. 31, 2010
Common Shares Number Amount Number Amount
Balance, beginning of period 17,959,195 $36,542,214 17,959,195 $36,542,214
Balance, end of period 17,959,195 $36,542,214 17,959,195 $36,542,214

The Corporation has no issued or outstanding preferred shares. The Corporation is
authorized to issue one or more series of non-voting, participating in preference to
common shares, eligible, preferred shares.
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12. Stock options:

The Corporation has a stock option plan for directors, officers, employees and
consultants providing for the issuance of options to acquire up to ten percent of the
issued and outstanding common shares of the Corporation. The following table
reflects the stock option and warrants activity from January 1, 2010 through March
31, 2011 and the weighted average exercise price:

As at Mar. 31, 2011 As at Dec. 31, 2010
Options Avg. Price Options Avg. Price

Outstanding, and exercisable, 1,720,000 $ 2.13 3,267,909 $ 3.26

beginning of period
Expired and cancelled (i) 3.00 (2,717,909) 3.00
Stock options granted (ii, iii 25,000 1.00 1,340,000 1.00
Stock options not yet vested (iii) 1.00 (170,000) 1.00
Outstanding and exercisable, end of

period 1,745,000 $ 2.13 1,720,000 $ 2.13

i. In2010 2,717,909 warrants expired, relating to a 2007 issuance of stock options
which were exercisable at $3.00 per common share.

iii. On June 14, 2010 the Corporation granted 1,340,000 stock options to four
directors and an officer of the Corporation, at a price of $1.00 per common share
with 1,170,000 options vesting in 2010, and with 100,000 and 70,000 vesting in
2011 and 2012 respectively, with an estimated fair value of $538,000 at the grant
date. The stock options will expire on June 13, 2015 or such earlier date on
which the stock options are exercised. The grant and the terms and conditions
of the agreements have been approved by the board of directors. During period
ending March 31, 2011, an additional 25,000 options vested.

The Black Scholes Option Pricing Model is used to estimate the fair value of stock
options for calculating stock based compensation expense. The Corporation
recognised a stock based compensation expense and an increase to contributed
surplus based on the vesting schedule of the option, based on the following
assumptions:

Date Granted June 14, 2010
Number of options granted 1,340,000
Risk free interest rate 3.4%
Expected dividend yield Nil
Expected stock price volatility 82.7%
Expected option life in years 5
Estimated forfeiture before exercise 100,000

Option pricing models require the input of highly subjective assumptions including the
expected price volatility. Change in the subjective input assumptions can materially
affect the fair value estimate, and therefore the existing models do not necessarily
provide a reliable single measure of the fair value of the Corporation’s stock options.
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12. Stock options (continued):

The total fair value of stock based compensation expense on stock options granted to
directors, employees and consultants of the Corporation for the period ended March
31, 2011 is $495,271 (2010 - $485,000).

13. Financial instruments:

The Corporation’s financial instruments consist of cash and cash equivalents, short term
investments, accounts receivable, accounts payable and accrued liabilities, and available-
for-sale investments carried at fair value. The fair values of cash, short term deposits,
accounts receivable, accounts payable and accrued liabilities approximate carrying value
because of the short-term nature of these instruments.

The fair value of available-for-sale investments other than those carried at cost is based
on prices quoted on over the counter exchanges. The fair value of available-for-sale
investments accounted for according to the cost basis is not practical to determine as the
investments are not publicly traded.

Fair value measurements recognized in the balance sheet must be categorized in
accordance with the following levels:

(i) Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;
(i) Level 2: 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);

(i) Level 3: inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

The Corporation categorized the fair value measurement of its short-term deposits, and
available-for-sale investments recorded at fair value, and bank overdraft in Level 1 as
they are primarily derived directly from reference to quoted (unadjusted) prices in over the
counter markets.

The Corporation has not identified any Level 2 or Level 3 financial instruments reported at
fair value. The Corporation’s financial instrument classification is summarized as follows:

2011
Level 1 Level 2 Level 3 Total
Short term deposits $3,213,335 $ - $ - $3,213,335
Available for sale investments — fair value 679,725 - - 679,725
Bank 77,972 - - 77,972
$3,971,032 $ - $ - $3,971,032

2010
Level 1 Level 2 Level 3 Total
Short term deposits $3,704,723 $ - $ - $3,704,723
Available for sale investments — fair value 125,000 - - 125,000
Bank overdraft 5,211 - - 5,211
$3,834,934 $ - $ - $3,834,934

27



14. Provision for income taxes:

The Corporation is in a loss position and does not make adjustments for income tax
on an interim basis. As at December 31, 2010 the Corporation’s tax position was as
follows:

Income tax provision (recovery) differs from the amount that would be computed by
applying the Federal and Provincial statutory income tax rate of 30% (2009 — 31%)
for the following reasons:

As at December 31 2010 2009

Computed income tax provision (recovery) $(412,300) $(1,802,400)

Increase (Reduction) attributable to:

Equity income (52,000) (26,200)
Capital gains and losses - -
Impairment adjustment - 330,200
Stock based compensation 145,500 -
Acquisition related amortization and other permanent
differences 128,400 163,000
Other items (4,300) 180,800
(194,700) (1,154,600)

Adjustment of net future tax assets for enacted changes
in tax laws and rates and other differences:

Utilization of non-capital loss carry forward (27,700) (55,100)
Change in valuation allowance 222,400 1,209,700

$ - $ -

The Corporation’s current expenditures on SR&ED are potentially eligible for a
Federal tax credit of 20% and a Saskatchewan tax credit of 15%. As at December
31, 2010 the Corporation had an anticipated balance of approximately $368,400 of
tax credits available to reduce future year taxes (expiring December 31, 2015 to
2030). In addition, the Corporation has refundable provincial tax credits estimated at
$23,400 (not recorded in respect to the 2010 year). The amounts of tax credits
ultimately received by the Corporation are subject to review by the Canada Revenue
Agency and the Saskatchewan Minister of Finance for technical and financial
aspects of the tax credit claims.

Qualifying SR&ED expenditures (after consideration of tax credits) are deductible
against taxable income in the year incurred or may be carried forward indefinitely. As
at December 31, 2010 the Corporation has approximately $2,307,000 of SR&ED
expenditures available to reduce future year’s taxes. These amounts are subject to
review and evaluation by the Canada Revenue Agency. Actual qualifying amounts
may vary from managements estimate in the event the Canada Revenue Agency
has an alternative interpretation of qualifying amounts, the difference would transfer
to the non capital loss carry forward amounts.
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14. Provision for income taxes (continued):

The Corporation has approximately $7,189,000 of non-capital losses available at
December 31, 2010 to reduce taxable income of future years. These losses expire
in periods from 2014 to 2030. The Corporation also has capital losses of $349,100
available to reduce future capital gains.

The Corporation has undepreciated capital cost claims in excess of net book value of
approximately $34,500 available to reduce future year's taxes. In addition, the
Corporation has capitalized $1,083,200 of share issuances costs which are
deductible for tax purposes on straight-line basis over 5 years of which $445,800 is
available for future years.

15. Per share amounts:

Basic net earnings (loss) per common share have been calculated using the
weighted average number of common shares outstanding during the period. Diluted
net loss per common share is considered to equal basic earnings per share, as the
effect of common share options would be anti-dilutive.

16. Related party transactions:

Related party transactions include management fees received from the Corporation’s
equity accounted investee, and transactions with corporate investors who have
representation on the Corporation’s board. The revenue and costs recognized with
such parties reflect the prices and terms of sales and purchase of transactions with
related parties in accordance with normal trade practices.

Mar. 31, 2011 Dec. 31, 2010
Balance with related Patrties:
Accounts Receivable 1,222,447 1,318,132
Accounts Payable 2,620 -
Transactions with related parties:
Consulting revenue — equity investee - 411,750
Subcontract revenue (a) 44,275 1,570,817
Purchases — equity investee 2,496 4,507

a. Subcontract revenue relates to engineering services and CO, capture feed
studies provided by the Corporation to Doosan Babcock, who is considered a
related party due to representation on the Corporation’s board.

The transactions were conducted in the normal course of business.

29



16. Related party transactions (continued):

Compensation

The key management personnel of the Corporation consists of the executive officers,
vice-presidents, other senior managers and members of the board of directors. Key
management personnel also includes those persons that have the authority and
responsibility for planning, directing and controlling the activities of the Corporation,
directly or indirectly. Compensation for the Period was $163,751 (March 31, 2011)
and $110,679 (March 31, 2010). In addition to their salaries, senior management
and directors also participate in the Corporation’s share-based compensation plans
(see note 12 to the Corporation’s Condensed Consolidated Interim Financial
Statements for the period ended March 31, 2011).

The Corporation has employment agreements with its Chairman and CEO, and with
its Sr. Vice-President and CFO. Compensation is paid in accordance with the
remuneration package agreed upon by the Corporation’s Compensation Committee
and the individuals respectively. This remuneration package is subject to periodic
review and adjustment by the Compensation Committee, based on performance.

The terms of the agreement for the Chairman and CEO state that he shall receive
upon termination of employment or in the event of a change of control, the equivalent
of thirty six months, plus one month for every year of service to a maximum of forty
eight months, in total compensation. The terms of the agreement for the Sr. Vice-
President and CFO state that he shall receive upon termination of employment or in
the event of a change of control, the equivalent of twenty four, plus one month for
every year of service to a maximum of thirty six months, in total compensation. The
total compensation is calculated using the average for the twelve months prior to
termination or change of control, alternatively the average since January 1, 2008,
whichever amount is greater. This total compensation includes all benefits.

17. Financial risk management:

Management’'s risk management policies are typically performed as a part of the
overall management of the Corporation’s operations. Management is aware of risks
related to these objectives through direct personal involvement with employees and
outside parties. In the normal course of its business, the Corporation is exposed to a
number of risks that can affect its operating performance. Management's close
involvement in operations helps identify risks and variations from expectations. The
Corporation has not designated transactions as hedging transactions to manage risk.
As a part of the overall operation of the Corporation, management considers the
avoidance of undue concentrations of risk. These risks and the actions taken to
manage them include the following:

Liquidity risk is the risk that the Corporation cannot meet its financial obligations
associated with financial liabilities in full. The Corporation’'s main sources of liquidity
are its operations and equity financing. The funds are primarily used to finance
working capital and capital expenditure requirements and are adequate to meet the
Corporation’s financial obligations associates with financial liabilities.
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17. Financial risk management (continued):

Currency risk is the risk that changes in foreign exchange rates may have an effect
on future cash flows associated with financial instruments. The Corporation has no
significant transactions denominated in foreign currency and is not exposed to any
material foreign currency risk aside from broad unquantifiable macro-economic
factors arising from fluctuations in foreign exchange which could result in Canadian
products becoming more expensive to international purchasers.

Foreign exchange risk is primarily associated with contracts for services and
contracts of supplies and services. Substantially all of the Corporation’s revenues
and expenses are denominated in Canadian dollars, and therefore is isolated from
foreign exchange risk.

Interest rate risk primarily is associated with interest fluctuations earned on the
Corporation’s cash and term deposits. The Corporation mitigates exposure by
attempting to match rates and terms to expected cash requirements, and through
having the majority of its revenues and expenses denominated in Canadian dollars.
A 1% change in the prime interest rate would have a negligible impact on the
Corporation’s income.

Credit risk is the risk of financial loss if a counterparty to a financial transaction fails
to meet its obligations. The Corporation attempts to reduce such exposure to its
cash, and short term deposits by only investing in low risk investments with
Canadian Chartered Banks and taking advantage of government guarantees. The
Corporation attempts to reduce its loss on amounts receivable by assessing the
ability of the counterparties to fulfill their obligation under contract prior to entering
into the contracts and by the nature of customers the Corporation deals with. There
have been no significant impairment losses recorded on accounts receivable.

Due to project nature of operations of the Corporation, management considers
accounts receivable outstanding less than 90 days to be current. The aging of the
Corporation’s accounts receivable at March 31, 2011 is as follows:

Current  Over 90 Days Total
Aging of accounts receivable at March 31, 2011 $ 1,131,702 $ 269,092 $ 1,400,794

Aging of accounts receivable at December 31,2010 $ 1,388,628 $ 435631 $ 1,824,259

18. Capital Disclosures:

The Corporation defines its capital as its shareholders’ equity. Except as otherwise
disclosed in these financial statements, there are no restrictions on the Corporation’s
capital.

The Corporation’s objectives when managing capital are to:

- maintain financial flexibility in order to preserve its ability to meet financial
obligations;
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18.

19.

Capital Disclosures (continued):

- deploy capital to provide an appropriate investment return to its shareholders in
the future;

- maintain a capital structure that allows multiple financing options to the company
should a financing need arise.

The Corporation’s financial strategy is designed and formulated to maintain a flexible
capital structure consistent with the objectives stated above and to respond to
changes in economic conditions and the risk characteristics of underlying assets. In
order to maintain or adjust its capital structure, the company may issue new shares,
raise debt (secured, unsecured, convertible and/or other types of available debt
instruments) or refinance existing debt with different characteristics.

Transition to IFRS

The Corporation adopted IFRS on January 1, 2011 with effect from January 1, 2010.
The Corporation’s financial statements for the year ending December 31, 2011 will
be the first annual consolidated financial statements that comply with IFRS and these
unaudited Condensed Consolidated Interim Financial Statements were prepared as
described in Note 2, including the application of IFRS 1. Accordingly, the Corporation
will make an unreserved statement of compliance with IFRS beginning with its 2011
annual consolidated financial statements.

Initial Elections upon Adoption

Most adjustments required on transition to IFRS will be made retrospectively against
opening retained earnings as of the date of the first comparative statements of
financial position presented (i.e., January 1, 2010). IFRS 1 provides entities adopting
IFRS for the first time with a number of optional exemptions and mandatory
exceptions, in certain areas, to the general requirement for full retrospective
application of IFRS. The most significant IFRS 1 exemptions that are expected to
apply to the Corporation upon adoption are summarized below.

IFRS 1 Exemption Options:

Business Combinations

Choice: The Corporation may elect, on transition to IFRS, to either restate all past
business combinations in accordance with IFRS 3, “Business Combinations”, or to
apply an elective exemption from applying IFRS 3 to past business combinations.

Policy selection: If the elective exemption is chosen, specific requirements must be
met, such as maintaining the classification of the acquirer and the acquiree,
recognizing or derecognizing certain acquired assets or liabilities as required under
IFRS and remeasuring certain assets and liabilities at fair value. The Corporation will
elect, on transition to IFRS, to apply the elective exemption such that transactions
entered into prior to the transition date will not be restated.

Expected transition impact: None.
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19. Transition to IFRS (continued):
Expected future impact: None.
Property, Plant and Equipment

Choice: The Corporation may elect to report items of property, plant and equipment
in its opening statement of financial position on the transition date at a deemed cost
instead of the actual cost that would be determined under IFRS. The deemed cost of
an item may be either its fair value at the date of transition to IFRS or an amount
determined by a previous revaluation under Canadian GAAP (as long as that amount
was close to its fair value, cost or adjusted cost). The exemption can be applied on
an asset-by-asset basis.

Policy selection: The Corporation will elect to use the deemed cost for property,
plant and equipment.

Expected transition impact: None.
Expected future impact: None.
Share-based Payments

Choice: The Corporation may elect not to apply IFRS 2, “Share-Based Payments”,
to equity instruments granted on or before November 7, 2002 or which vested before
the Corporation’s date of transition to IFRS. The Corporation may also elect not to
apply IFRS 2 to liabilities arising from share-based payment transactions which
settled before the date of transition to IFRS.

Policy selection: The Corporation will elect not to apply IFRS 2 to equity
instruments granted on or before November 7, 2002 or which vested before its date
of transition to IFRS. The Corporation will also elect not to apply IFRS 2 to liabilities
arising from share-based payment transactions which settled before the date of
transition to IFRS.

Expected transition impact: None.

Expected future impact: None.

Foreign Exchange

Choice: On transition, cumulative translation gains or losses in accumulated other
comprehensive income can be reclassified to retained deficit at the Corporation’s
election. If not elected, all cumulative translation differences must be recalculated

under IFRS from inception.

Policy selection: The Corporations has determined that translation gains will remain
in retained deficit.
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19. Transition to IFRS (continued):
Expected transition impact: None.
Expected future impact: None.

IFRS 1 Mandatory Exceptions:

IFRS 1 prohibits retrospective application of some aspects of other IFRS. As a result,
the following mandatory exceptions from full retrospective application of IFRS will be
applied and relevant on transition to IFRS:

» The Corporation’s estimates in accordance with IFRS at the date of transition to
IFRS will be consistent with estimates made for the same date in accordance with
Canadian GAAP (after adjustments to reflect any difference in accounting
policies).

Changes in Accounting Policies

The key areas where the Corporation has identified that accounting policies will differ
or where accounting policy decisions were necessary that may impact its
consolidated financial statements are set out below. Note that this does not include
impact of transition policy choices made under IFRS 1, described above.

(@) Impairment of Assets

Choices: There are no policy choices available under IFRS. Differences from
previous Canadian GAAP: IAS 36, “Impairment of Assets”, uses a one-step approach
for both testing for and measurement of impairment, with asset carrying values
compared directly with the higher of fair value less costs to sell and value in use
(which uses discounted future cash flows). Canadian GAAP generally used a two-
step approach to impairment testing, first comparing asset carrying values with
undiscounted future cash flows to determine whether impairment exists, and then
measuring any impairment by comparing asset carrying values with fair values. This
difference may potentially result in more impairments where carrying values of assets
were previously supported under Canadian GAAP on an undiscounted cash flow
basis, but could not be supported on a discounted cash flow basis. In addition, IAS
36 requires the reversal of any previous impairment losses (to the amounts the
assets would now be carried at had depreciation continued) where circumstances
have changed such that the impairments have been reduced.

Canadian GAAP prohibited reversal of impairment losses.

Expected transition impact: The Corporation has identified certain assets for which
impairment losses have been previously recognized and does not have any
immediate plans to reverse these. The Corporation has not identified any items
which are regarded as impaired under IFRS, but not under GAAP.

Expected future impact: Dependent upon future circumstances, as described
above.
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19. Transition to IFRS (continued):
(b) Share-Based Payments

Choices: There are no policy choices available under IFRS. Differences from
previous GAAP: IFRS 2, “Share-Based Payments”, requires that cash-settled share-
based payments to employees be measured (both initially and at each reporting
date) based on fair value of the awards. GAAP required that such payments be
measured based on intrinsic value of the awards. Under GAAP, compensation cost
was first recognized when the options were granted.

Expected transition impact: None
Expected future impact: Note determinable.
(c) Income Taxes

Choices: Where exchange rate differences on deferred income tax liabilities or
assets are recognized in the income statement, such differences may be classified
as either foreign exchange gains/losses or deferred tax expense/income under IFRS.

Policy selection: Exchange rate differences on deferred income tax liabilities or
assets will be classified as foreign exchange gains/losses. This is consistent with the
Corporation’s accounting policy under Canadian GAAP.

Under IFRS, deferred tax assets recognized in relation to share-based payment
arrangements (for example, the Corporation’s employee stock option plan) are
adjusted each period to reflect the amount of future tax deductions that the
Corporation expects to receive in excess of stock-based compensation recorded in
the consolidated financial statements based on the current market price of the
shares. The benefit of such amounts is recognized in contributed surplus and never
impacts net income. Under the Corporation’s Canadian GAAP policy, tax deductions
for its stock option plan was recognized as reductions to tax expense, in the period
that the deduction was allowed. As there is no change to the loss position, the
impact of this timing difference will not result in any changes at transition

Under IFRS, adjustments relating to a change in tax rates are recognized in the
same category of comprehensive income in which the original amounts were
recognized. Under Canadian GAAP, such adjustments were recognized in net
income, regardless of the category in which the original amounts were recognized. In
addition, foreign exchange gains on deferred income tax liabilities would be recorded
in other comprehensive income under IFRS, but were recorded in net income under
Canadian GAAP. As there is no change to the loss position, the impact of this timing
difference will not result in any changes at transition

Under IFRS, deferred income taxes are classified as long-term. Under Canadian
GAAP, future income taxes were separated between current and long-term on the
statement of financial position. As there is no change to the loss position, the impact
of this timing difference will not result in any changes at transition
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19. Transition to IFRS (continued):

Expected transition impact: None due to the Corporation loss position and
recognition of deferred tax assets

Expected future impact: Note determinable.
(d) Consolidation
Choices: There are no policy choices available under IFRS.

Differences from previous Canadian GAAP: The IFRS approach to consolidation
is principles-based whereby consolidation is required for all entities which are
controlled. Unlike the Canadian GAAP two-step model, the IFRS guidance on
consolidation is a single-step model —the control model. IFRS does consider the
concepts of risk and rewards where the existence of control is not apparent, although
not in the same rules-based manner as under Canadian GAAP.

Expected transition impact: None.
Expected future impact: None.
(e) Property, Plant and Equipment

Choices: Either a historical cost model or a revaluation model can be used to value
property, plant and equipment.

Policy selection: The Corporation will value property, plant and equipment using the
historical cost model.

Differences from previous Canadian GAAP: Under IFRS, where part of an item of
property, plant and equipment has a cost that is significant in relation to the cost of
the item as a whole, it must be depreciated separately from the remainder of the
item. Canadian GAAP was similar in this respect; however, the componentization
concept was not often applied to the same extent due to practicality and/or
materiality. Under IFRS, the cost of major overhauls on items of property, plant and
equipment is capitalized as a component of the related item of property, plant and
equipment and amortized over the period until the next major overhaul. Under
Canadian GAAP, these costs were expensed in the year incurred.

Expected transition impact: None
Expected future impact: None
(f) Inventories

Choices: Either first-in, first-out (FIFO) or weighted average can be used to value
inventories.
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19. Transition to IFRS (continued):
Policy selection: The FIFO method will be used to value inventories.
Differences from previous Canadian GAAP: None
Expected transition impact: None
Expected future impact: None
(g) Financial Instruments
Choices: Trade date or settlement date can be used.

Policy selection: The Corporation will recognize regular-way purchases and sales
of financial assets at the trade date.

Differences from previous Canadian GAAP: None.

Expected transition impact: None.

Expected future impact: None.

(h) Statement of Cash Flows

Choices: Either the direct or indirect method may be presented. Dividends paid,
interest paid, interest received and dividends received can be presented as
operating, investing or financing activities.

Policy selection: The Corporation will use the indirect method. Dividends paid will
be presented as financing activities. Interest and dividends received will be
presented as operating activities. Interest paid will be presented as operating
activities except where it has been capitalized to property, plant and equipment, in
which case it will be presented as investing activities.

Differences from previous Canadian GAAP: None.

Expected transition impact: None.

Expected future impact: None.

(i) Investments

Choices: Entities where control does not exist and significant influence exists will be
accounted for using the equity method.

Policy selection: The equity method will be used to account for significant influence
investments.
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19.

20.

Transition to IFRS (continued):

Differences from previous Canadian GAAP: None
Expected transition impact: None

Expected future impact: None

Reconciliation of GAAP to IFRS

Due to the nature of corporate operations, IFRS conversion elections, IFRS elections
and the GAAP policy selection in place, there are no significant variances between
amounts historically recorded under GAAP and amount as determined under IFRS.
Accordingly there is no detailed translation table presented. The following
reclassification was made in connection with the current disclosure in the Condensed
Consolidated Interim Statement of comprehensive income:

In respect to the 2010 period $231,522 was reclassified from commercialization
products development and administration and recorded as engineering and process
design services.

Commitments:

On February 23, 2009 the Corporation entered into a new office leasing agreement
with the Saskatchewan Opportunities Corporation. The term of the lease is for a
period of five years commencing April 1, 2009. Rent for the premises in the amount
of $9,167 are payable monthly on the 1st day of each and every month. In addition
the Corporation is required to make monthly instalment payments of $6,270 on
account for their share of occupancy costs (adjusted annually). Total minimum
monthly lease payments over the next five years are $330,012.
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