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PARTI
ITEM 1. FINANCIAL STATEMENTS

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial information and with the instructions for Form 10-Q and
Article 210 8-03 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
generally accepted accounting principles for complete financial statements. In the opinion of management, all
adjustments considered necessary for a fair presentation have been included. All such adjustments are of a normal
recurring nature. Operating results for the six month period ended June 30, 2010, are not necessarily indicative of the
results that may be expected for the fiscal year ending December 31, 2010. For further information refer to the
consolidated financial statements and footnotes thereto included in the Company’s Annual Report on Form 10-K for
the year ended December 31, 2009.
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FACT CORPORATION
INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Stated in US Dollars)

(UNAUDITED)
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FACT CORPORATION
Consolidated Balance Sheets
(Unaudited)
December
June 30, 31,

ASSETS 2010 2009
Current Assets
Cash $27,282 $45,736
Inventory 100,133 3,193
Accounts receivable 17,592 133,915
Prepaid expense 1,165 4,081
Total Current Assets 146,172 186,925
Property and Equipment
Intellectual property 625,394 749,912
Real property (net of accumulated depreciation of $1,226 and $1,071) 207 362
Total Property and Equipment 625,601 750,274
Total Assets $771,773 $937,199

LIABILITIES AND STOCKHOLDERS' DEFICIENCY

Current Liabilities
Accounts payable and accrued liabilities $459,579 $363,673
Accounts payable and accrued liabilities (related parties) 644,040 603,451
Loan payable (related parties) 55,762 6,412
Loan payable 158,819 2,517
Current portion of long-term debt and acquisition cost 194,279 168,938
Total current liabilities 1,512,479 1,144,991
Long — Term Liabilities
6% Series convertible debenture 305,185 302,685
8% Series convertible notes 1,262,361 1,254,100
Acquisition cost payable 1,225,279 1,337,089
Total Long — Term Liabilities 2,792,825 2,893,874
Total Liabilities 4,305,304 4,038,865
Stockholders' Deficiency
Class A Common Stock: authorized 100,000,000 shares of no par value; 18,796,328
and 18,706,328 issued and outstanding as at June 30, 2010 and December 31, 2009
respectively 23,270,367 23,261,326
Additional paid in capital 737,849 717,563
Accumulated other comprehensive income 107,439 107,852
Accumulated deficit (27,649,186) (27,188,407)
Total Stockholders' Deficiency (3,533,531 ) (3,101,666 )
Total Liabilities and Stockholders' Deficiency $771,773 $937,199

The accompanying notes are an integral part of these consolidated financial statements.
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FACT CORPORATION
Consolidated Statements of Operations and Comprehensive Loss
(Unaudited)

Revenues
Functional food premix
Rental income (net of operating expenses)

Costs of Goods Sold — Functional food premix
Gross Profit

Costs and Expenses

Legal

Consulting fees

Depreciation and amortization
Research and development
Marketing

Other Administrative expenses

(Loss) from operations

Other income and expenses

Realized gain (loss) on disposal of marketable securities
Gain on debt forgiveness

Interest expense

Provision for income taxes
Net (Loss)

Net (Loss) per Common Share, basic and diluted

Weighted Average Number of Common Shares Used in
calculation

Comprehensive loss

Net loss

Foreign currency translation adjustment
Comprehensive loss

For the three months ended For the six months ended

June 30, June 30,
2010 2009 2010 2009
$172,461 $189,000 $376,961 $651,234
20,615 21,066 43,064 38,108
193,076 210,066 420,025 689,342
132,567 150,998 304,940 540,218
60,509 59,068 115,085 149,124
3,961 19,770 (2,257 ) 38,505
43,288 55,311 92,155 133,122
62,337 62,328 124,673 124,652
10,855 - 34,534 -
10,235 - 12,034 -
97,872 121,034 244,366 167,090
228,548 258,443 505,505 463,369
(168,039 ) (199,375 ) (390,420 ) (314,245 )
- - - (32 )
- - 12,276 -
44,354 ) (29777 ) (82,635 ) (61,090 )
44,354 ) (29,777 ) (70,359 ) (61,122 )
$(212,393 ) $(229,152 ) $(460,779 ) $(375,367 )
$(0.01 ) $(0.01 ) $(0.02 ) $(0.02 )
18,789,328 17,154,406 18,789,328 17,154,406

$(212,393 ) $(229,152 ) $(460,779 ) $(375,367 )
5,317 (14,478 ) (413 ) (10,635 )
$(207,076 ) $(243,630 ) $(461,192 ) $(386,002 )

The accompanying notes are an integral part of these consolidated financial statements.
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FACT CORPORATION
Consolidated Statements of Cash Flows
(Unaudited)
For the six months ended
June 30,

2010 2009
Cash From Operating Activities:
Net (loss) $(460,779 ) $(375,367 )
Reconciling adjustments
Depreciation, depletion and amortization 124,673 124,652
Accrued interest 66,695 61,090
Amortization of convertible bonds discount 10,760 -
Stock based compensation 6,827 31,344
Realized loss on securities - 32
Changes in operating assets and liabilities
Accounts receivable 109,182 64,218
Inventory (96,940 ) 91,288
Prepaid Expense 2,924 1,293
Payroll liabilities (728 ) 3,393
Accounts payable and accrued expenses 81,416 (19,839 )
Net Cash Flows Used In Operating Activities (155,970 ) (17,896 )
Cash From Financing Activities:
Loan proceeds — related party 48,147 -
Loan proceeds 153,848 -
Loan repayment - (95,842 )
Proceeds from sale of common stock 22,500
Reduction to acquisition cost payable (86,469 ) (56,700 )
Net Cash Flows Provided By (Used In) Financing Activities 138,026 (152,542 )
Foreign currency translation adjustment (510 ) (40 )
Net change in cash and cash equivalents (18,454 ) (170,478 )
Cash at beginning of period 45,736 230,341
Cash at end of period $27,282 $59,863
Supplemental disclosure of cash flow information:
Interest paid - -
Income taxes paid (refund) - -
Supplemental non-cash financing activity:
Total: $- $-

The accompanying notes are an integral part of these consolidated financial statements
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FACT CORPORATION
Notes to the Consolidated Financial Statements for the six months ended June 30, 2010
(Unaudited — prepared by Management)

Note 1 - Basis of presentation

The accompanying unaudited condensed consolidated financial statements of FACT Corporation (the “Company”’) have
been prepared in accordance with Securities and Exchange Commission requirements for interim financial statements.
Therefore, they do not include all of the information and footnotes required by accounting principles generally
accepted in the United States for complete financial statements. The financial statements should be read in conjunction
with the Company’s audited consolidated financial statements for the year ended December 31, 2009.

The interim financial statements present the balance sheet, statements of operations and cash flows of FACT
Corporation. The financial statements have been prepared in accordance with accounting principles generally accepted
in the United States.

The interim financial information is unaudited. In the opinion of management, all adjustments necessary to present
fairly the financial position as of June 30, 2010, and the results of operations, and cash flows presented herein have
been included in the financial statements. All such adjustments are of a normal and recurring nature. Interim results
are not necessarily indicative of results of operations for the full year.

Note 2 — Recently Issued Accounting Pronouncements

In June 2009 the FASB established the Accounting Standards Codification ("Codification" or "ASC") as the source of
authoritative accounting principles recognized by the FASB to be applied by nongovernmental entities in the
preparation of financial statements in accordance with generally accepted accounting principles in the United States
("GAAP"). Rules and interpretive releases of the Securities and Exchange Commission ("SEC") issued under
authority of federal securities laws are also sources of GAAP for SEC registrants. Existing GAAP was not intended to
be changed as a result of the Codification, and accordingly the change did not impact our financial statements. The
ASC does change the way the guidance is organized and presented.

Statement of Financial Accounting Standards ("SFAS") SFAS No. 165 (ASC Topic 855), "Subsequent Events", SFAS
No. 166 (ASC Topic 810), "Accounting for Transfers of Financial Assets-an Amendment of FASB Statement No.
140", SFAS No. 167 (ASC Topic 810), "Amendments to FASB Interpretation No. 46(R)", and SFAS No. 168 (ASC
Topic 105), "The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles-a replacement of FASB Statement No. 162" were recently issued. SFAS No. 165, 166, 167, and 168 have
no current applicability to the Company or their effect on the financial statements would not have been significant.

Accounting Standards Update ("ASU") ASU No. 2009-05 (ASC Topic 820), which amends Fair Value Measurements
and Disclosures - Overall, ASU No. 2009-13 (ASC Topic 605), Multiple-Deliverable Revenue Arrangements, ASU
No. 2009-14 (ASC Topic 985), Certain Revenue Arrangements that include Software Elements, and various other
ASU's No. 2009-2 through ASU No. 2009-20 which contain technical corrections to existing guidance or affect
guidance to specialized industries or entities were recently issued. These updates have no current applicability to the
Company or their effect on the financial statements would not have been significant.

F-5
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FACT CORPORATION
Notes to the Consolidated Financial Statements for the six months ended June 30, 2010
(Unaudited — prepared by Management)

Note 3 — Financing Agreements
8% unsecured convertible notes due 2012:

On September 11, 2009, the Company entered into debt settlements with its creditors to settle a total of $1,304,172 by
way of convertible loans. Under the term of the convertible loans, the creditors have executed loan agreements for a
period of three years, with interest payable annually at 8% per annum compounded monthly. The loans are unsecured
and convertible for a period of one year into shares of the Company’s Class A common stock at a deemed price of
$0.15 per share, for a total issuance of 8,694,481 shares, if converted.

In our evaluation of the financing agreement, we concluded that we will have to account for the debt and equity
components separately upon the adoption of FSP APB 14-1. The convertible bonds are recorded using the fair market
value of a comparative straight bond with all similar features other than the convertible feature. The difference
between fair market value and bond principle is recorded as an unamortized bond discount and will be amortized
throughout the life of the bond which is 3 years. The effective interest rate on the liability component was 10% per
annum compounded monthly which was the best estimation by our management. This rate was used to accrue interest
expense as the standards required.

The discount on the 8% unsecured convertible notes is being amortized to interest expense using the effective interest
method, over the life of the debt instrument. The carrying value of the financing is as follows:

June 30, December
2010 31, 2009

8% unsecured convertible notes, at face value $1,304,172 $1,304,172
Less: unamortized discount 41,811 ) (50,072 )
Carrying value $1,262,361  $1,254,100

The 8% unsecured convertible notes bear interest at the rate of 8% per year compounded monthly. Interest expense
recorded related to the amortization of debt discount and interest expense at the contractual rate was as follows:

Three months ended June Six months ended June

30, 30,
2010 2009 2010 2009
Amortization of debt discount $4,153 $- $8,260 $-
Interest at contractual rate 26,987 - 53,678 -
$31,140 $- $61,938 $-

We did not pay any cash to reduce the interest to the holders, resulting in accrued interest of $86,596 as of June 30,
2010.

6% secured convertible debenture due 2012:
On September 11, 2009, the Company also renegotiated an outstanding debenture originally due in December
2009. As aresult of the renegotiations the Company has entered into a new debenture agreement in the amount of

$317,517 with Ultimate Resort Destinations Inc. (“Ultimate”). Ultimate currently holds a debenture over the shares of
Food and Culinary Technology Group Inc. (FACT Group Inc.), the Company’s wholly-owned subsidiary operating in

13
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the customized nutrition solutions industry. The debenture has been rewritten for a period of three years, with interest
payable at 6% per annum. The debenture will be convertible for a period of two years into the Company’s Class A
common stock at a deemed price of $0.14 per share, for a total issuance of 2,267,980 shares, if converted.

F-6
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FACT CORPORATION
Notes to the Consolidated Financial Statements for the six months ended June 30, 2010
(Unaudited — prepared by Management)

Note 3 — Financing Agreements (continued)
6% secured convertible debenture due 2012 (continued)

In our evaluation of the financing agreement, we concluded that we will have to account for the debt and equity
components separately upon the adoption of FSP APB 14-1. The convertible bonds are recorded using the fair market
value of a comparative straight bond with all similar features other than the convertible feature. The difference
between fair market value and bond principle is recorded as an unamortized bond discount and will be amortized
through the life of the bond which is 3 years. The effective interest rate on the liability component was 8% per annum
which was the best estimation by our management. This rate was used to accrue interest expense as the standards
required.

The discount on the 8% secured convertible debenture is being amortized to interest expense using the effective
interest method, over the life of the debt instrument. The carrying value of the financing is as follows:

June 30, December
2010 31, 2009

6% secured convertible debenture, at face value $317,517 $317,517
Less: unamortized discount (12,332 ) (14,832 )
Carrying value $305,185 $302,685

The 6% secured convertible debenture bears interest at the rate of 6% per year. Interest expense recorded related to the
amortization of debt discount and interest expense at the contractual rate was as follows:

Three months ended June Six months ended June

30, 30,
2010 2009 2010 2009
Amortization of debt discount $1,257 $- $2,500 $-
Interest at contractual rate 4,750 - 9,447 -
$6,007 $- $11,947 $-

We did not pay any cash to the holders to reduce the interest, resulting in accrued interest of $15,241 as of June 30,
2010.

Note 4 — Accounts Payable and Accrued Liabilities

A summary of accounts payable and accrued liabilities as of June 30, 2010 and December 31, 2009 is as follow:

June 30, December
2010 31, 2009
Accounts payable — trade $356,205 $305,634
Accounts payable — interest 101,837 38,874
Accrued expense - 16,900
Payroll liabilities 1,537 2,265

$459,579 $363,673

15



Edgar Filing: FACT CORP - Form 10-Q
Note 5 — Loan Payable

During the six month period ended June 30, 2010, the Company received proceeds totaling $153,848 on demand loans
bearing interest at 8% per annum from several arm-length creditors. The accrued interest expense for the six month
period ended June 30, 2010 was $2,454. As of June 30, 2010, an amount of $158,819 is reflected on the balance sheets
as loans payable, including accrued interest of $2,471.

F-7
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FACT CORPORATION
Notes to the Consolidated Financial Statements for the six months ended June 30, 2010
(Unaudited — prepared by Management)

Note 6 — Common Stock and Stock Warrants

During the six months ended June 30, 2010, the Company issued 90,000 units of securities at $0.25 per unit for a total
amount of $22,500 under a private placement agreement. Each unit consisted of one share of Class A common stock
and two units to purchase warrants (one Class A warrant and one Class B warrant). Each Class A warrant can
purchase one share of Class A common stock at $0.30 per share within one calendar year. Each Class B warrant can
purchase one share of Class A common stock at $0.35 per share within two calendar years. An amount of $9,041 from
the total purchase price of $22,500 was allocated to Class A common stock in respect of the issuance of 90,000 shares
of common stock, leaving an amount of $6,159 allocated to Class A warrants and an amount of $7,300 allocated to
Class B warrants, respectively.

The allocation was based on the fair market value of each type of warrant calculated using the Black-Scholes method.
Information and significant assumptions embodied in our valuation are illustrated in the following table:

Class A Class B
Warrant Warrant
Warrants to purchase common stock:
Strike price $0.30 $0.35
Volatility 177 % 171 %
Term (years) 1.00 2.00
Risk-free rate 0.40 % 1.03 %

Dividends - -
Note 7 — Related Parties’ Transactions
(i) Transactions with International Securities Group Inc.

International Securities Group Inc. (“ISG”) is a company incorporated in Alberta, Canada, and is the largest shareholder
of the Company holding approximately 34% of the Company’s outstanding shares as of June 30, 2010. Ms. Jacqueline
Danforth, CEO of the Company, provides regular consulting services to ISG. ISG provides the Company and its
subsidiaries administrative services on a monthly basis at an hourly rate for time spent, and has also made several
loans to the Company for operational shortfalls. Details of transactions during the six month ended June 30, 2010 are
as follows:

During the six months ended June 30, 2010, ISG invoiced for administrative services to the Company and its
subsidiaries an amount totaling approximately $39,568. As of June 30, 2010 the accounts payable balance due to ISG
is $116,917.

During the six months ended June 30, 2010, Wall Street, a subsidiary of the Company leased office space to ISG and
generated $22,050 in gross rental income from the transaction. All rents have been collected.

During the six months ended June 30, 2010, ISG provided demand loans at a rate of 8% interest per annum in the
amount of $48,147 to the Company. The accrued interest expense for the six month period ended June 30, 2010 was
$1,116. As of June 30, 2010, an amount of $55,762 is reflected on the balance sheets as loans payable — related parties,
including accrued interest of $1,203.

17
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(i1) Transactions with Directors and Officers

Ms. Jacqueline Danforth is the CEO and a Director of the Company. She provides consulting services to the
Company. During the six months ended June 30, 2010, Ms. Danforth invoiced the Company an amount totaling
$50,622. The Company made payments totaling $21,832, leaving a total unpaid amount of $488,709 owing to Ms.
Danforth as of June 30, 2010.

F-8
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FACT CORPORATION
Notes to the Consolidated Financial Statements for the six months ended June 30, 2010
(Unaudited — prepared by Management)
Note 7 — Related Parties’ Transactions (continued)

(i1) Transactions with Directors and Officers (continued)

Dr. Brian Raines, a director of the Company, was appointed as Secretary of the Company in September 2009. The
Company owes him an amount of $13,344 for consulting services rendered in 2003.

(i11) Transactions with others
During the six month period ended June 30, 2010, Mr. Clifford Winsor, step-father of the Company’s CEO, did not
provide any further cash advances to the Company and did not receive any payments against his outstanding bills. As
of June 30, 2010, unpaid bills owing to Mr. Clifford Winsor totaled $25,070.

Note 8 — Other Events

On April 29, 2010 Ms. Denise Gurley, our Vice President - Sales was released as an employee and removed as an
officer.

Note 9 — Subsequent Events
Subsequent to the quarter ended June 30, 2010 Wall Street negotiated a 15 day extension to its head lease for office
space at its current location expiring July 31, 2010 in order to allow the Company to locate and secure new office

space.

The Company has evaluated subsequent events from the balance sheet date through the date that the financial
statements were issued and determined that there are no additional events to disclose.

F-9
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

This quarterly report contains forward-looking statements relating to future events or our future financial
performance. In some cases, you can identify forward-looking statements by terminology such as "may", "should",
"intends"”, "expects"”, "plans", "anticipates", "believes", "estimates"”, "predicts", "potential”, or "continue" or the
negative of these terms or other comparable terminology. These statements are only predictions and involve known
and unknown risks, uncertainties and other factors which may cause our or our industry's actual results, levels of
activity or performance to be materially different from any future results, levels of activity or performance expressed

or implied by these forward-looking statements.

Such factors include, among others, the following: international, national and local general economic and market
conditions: demographic changes; the ability of the Company to sustain, manage or forecast its growth; the ability
of the Company to successfully make and integrate acquisitions; raw material costs and availability; new
product development and introduction; existing government
regulations and changes in, or the failure to comply with, government regulations; adverse
publicity; competition; the loss of significant customers or suppliers; fluctuations and difficulty in
forecasting operating results; changes in business strategy or development plans; business disruptions; the
ability to attract and retain qualified personnel; the ability to protect technology; and other factors referenced in
this and previous filings.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity or performance. As required by applicable law, including the securities laws
of the United States, we do not intend to update any of the forward-looking statements to conform these statements to
actual results.

Given these uncertainties, readers of this Form 10-Q and investors are cautioned not to place undue reliance on such
forward-looking statements. The Company disclaims any obligation to update any such factors or to publicly
announce the result of any revisions to any of the forward-looking statements contained herein to reflect future events
or developments. All dollar amounts stated herein are in US dollars unless otherwise indicated.

The management’s discussion and analysis of our financial condition and results of operations are based upon our
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States of America ("GAAP"). The following discussion of our financial condition and results of operations
should be read in conjunction with our audited consolidated financial statements for the year ended December 31,

2009 together with notes thereto. As used in this quarterly report, the terms "we", "us", "our", and the "Company"
mean FACT Corporation, unless the context clearly requires otherwise.

General Overview

FACT Corporation predominantly operates in the functional food industry through its wholly-owned subsidiary, Food
and Culinary Technology Group Inc., (“FACT Group”) developing, licensing and supplying turnkey functional bake
mixes to customers who manufacture, distribute, and market bakery and pasta products to consumers through a variety
of conventional and alternative channels including retail, food service and specialty markets. Presently the Company’s
primary revenue stream is generated by the sale of these functional bake mixes in a wholesale format. During the fall
of 2010 the Company is launching a new line of products for sale in a 1 1b format both direct to the consumer via the
internet, and for sale in retail grocery locations in North America under its brand Nutrition First™.

The Company also has minimal operations through its wholly-owned subsidiary, Wall Street Real Estate Investments
Ltd. which generates revenues through the rental and sub-lease of office space in Calgary, Alberta. These leasing
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operations ceased in July 2010 when the head lease for the office space expired.

The Company further has one dormant subsidiary, FACT Products, Inc., which holds the proprietary rights to an
Italian creme product, not currently in production. FACT Products is currently seeking alternate relevant product
related business opportunities.
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Material Changes in Financial Condition

During the most recently completed six month period ended June 30, 2010, the Company continued to carry increased
inventory levels from $3,193 in December 31, 2009 to $100,133 as at June 30, 2010. Inventory on hand increased
significantly during the first quarter of fiscal 2010, in anticipation of a large promotional event focusing on one of our
key product lines, to be undertaken by a customer in March and April 2010. The promotional event did not occur as
planned, which resulted in the Company having acquired inventory which it was required to hold at its warehouse to
be depleted by regular weekly and monthly orders by the same customer. While these regular sales during the six
month period ended June 30, 2010 assisted in reducing inventory levels, they were not sufficient to entirely clear
inventory on hand. This circumstance also resulted in the Company not being able to address all outstanding accounts
payable due to our primary vendor. Accounts payable in total continued to reflect an increased balance as compared to
year end figures, from $363,673 in December 31, 2009 to $459,579 at June 30, 2010.

The Company continued to successfully and timely collect accounts receivable in the period, which funds were used
to reduce accounts payable and for general operating expenses.

The Company received loan proceeds totaling $48,147 during the six months ended June 30, 2010 from a related
party, International Securities Group Inc., and $153,848 from several arm’s length third parties to help offset accounts
payable and operational shortfalls incurred during the most recently completed six month period. The Company
anticipates that it will be required to continue to seek external sources of funding in order to meet our ongoing capital
requirements until such time as the Company can obtain revenues in sufficient amounts to meet all inventory purchase
requirements and general operating expenses.

The Company anticipates that it will require approximately $500,000 to $750,000 over the coming six (6) months in
order to successfully launch its new retail product line under our Nutrition First™ brand via regional and national
grocery channels, as well as to complete marketing programs, operate its internet marketing strategy and ecommerce
website, undertake certain new product development, and perform clinical testing associated with its 2010 and 2011
product launch initiatives.

There were no other material changes in our financial condition.

Material Changes in Results of Operations

Six month period ended June 30, 2010 as compared to six month period ended June 30, 2009

The following table sets forth our consolidated net revenue and gross profit from the sale of functional food premix
for the periods indicated:

Six months ended June 30,

2010 2009 Change
Net revenue from Functional food premix $376,961 $651,234 4212 %)
Gross Profit on Functional food premix $72,021 $111,016 (35.13 %)
Gross Profit Rate 19.11 % 17.05 % 12.08 %

Net revenues and gross profit: Net revenues for the six months ended June 30, 2010 decreased $274,273 or 42.12%, to
$376,961 from $651,234 for the same period ended June 30, 2009. The decrease was entirely attributable to a decrease
in sales of bake mix products to one of our two key wholesale customers as the result of the loss of a key customer
account in the six months ended June 30, 2009, and as a result $286,000 in revenue from that customer reflected in the
period ended June 30, 2009 declined to $26,550in the current period. As a result, gross profit for the period ended
June 30, 2010 decreased $38,995, or 35.13%, to $72,021 from $111,016 for the six months ended June 30, 2010.
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While sales to this key customer account were significantly reduced, sales to our other key customer account remained
constant allowing for slightly increased profit margins on a six month comparative basis of June 30, 2010 and 2009.
The Company expects that revenues will continue at the reduced rate during fiscal 2010 until such time as the
Company has successfully launched and receives recurring revenue from sales of its new line of retail bake mixes
under its Nutrition First™ brand and/or the Company brings on additional commercial accounts for sale of its retail
bakery mixes.
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Legal services: During the six month period ended June 30, 2010 the Company received a $7,000 payment which was
released from a previously established escrow account to be applied directly against legal fees incurred from prior
periods as the result of a legal settlement concluded in 2009 with one of the plaintiffs and filed under a consent order
with the courts in February 2010. As a result the Company reported legal fees of ($2,257) in the six months ended
June 30, 2010 as opposed to fees of $38,505 in the prior comparative six month period. Legal fees were substantially
decreased in the current quarter due to final settlement of our ongoing litigation in its entirety with all plaintiffs prior
to March 31, 2010. At the conclusion of the litigation the Company also negotiated a reduction to outstanding legal
fees in the amount of $12,276 which has been recorded as other income — Gain on Debt Forgiveness.

General and administrative expense: General and administrative expense related to our primary operations in the
functional foods business increased from $82,761 for the six months ended June 30, 2009 to $147,816 for the six
months ended June 30, 2010 as the Company incurred substantially increased costs related to salary, research and
development for its new retail product line under our Nutrition First™ brand, marketing of our existing and new product
lines including the development of a new e-commerce website, marketing and media plans and associated travel costs
during the comparative period. General and administrative expense related to other corporate operations increased
slightly from $84,329 for the six months ended June 30, 2009 to $96,550 for the same period ended June 30, 2010,

Research and development expense: Research and development costs for its new retail product line under our
Nutrition First™ brand totalled$34,534 for the six months ended June 30, 2010 without comparative figures for the same
period ended June 30, 2009.

Marketing expense: Marketing expenses for our existing and new product lines including the development of a new
e-commerce website and marketing and media plans for social media and conventional marketing, which
totalled $12,034 for the six months ended June 30, 2010 without comparative figures for the same period ended June
30, 2009.

Net loss: As a result of the foregoing, our net loss for the six months ended June 30, 2010 increased to $460,779 as
compared to $375,367 for the same period ended June 30, 20009.

Off- Balance Sheet Arrangements

The Company presently does not have any off-balance sheet arrangements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
A smaller reporting company is not required to provide the information required by this Item.
ITEM 4T. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures (as defined in Rule 13a-15(e) under the Exchange Act) are designed to ensure that
information required to be disclosed in reports filed or submitted under the Exchange Act is recorded, processed,
summarized, and reported within the time periods specified in rules and forms adopted by the Securities and Exchange
Commission ("SEC"), and that such information is accumulated and communicated to management, including the
Principal Executive Officer and Principal Financial Officer, to allow timely decisions regarding required disclosures.
Under the supervision and with the participation of our management, including our Principal Executive Officer and
Principal Financial Officer, we evaluated the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the "Exchange Act")). Based
upon that evaluation, our Principal Executive Officer and Principal Financial Officer concluded that, as of the end of
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the period covered by this report, our disclosure controls and procedures were effective.
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Changes in Internal Controls
There were no changes (including corrective actions with regard to significant deficiencies or material weaknesses) in
our internal controls over financial reporting that occurred during the quarter ended June 30, 2010, that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
PART II - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
As at the date of this report the Company is not aware of any pending or contemplated legal proceedings.
ITEM 1A. RISK FACTORS
A smaller reporting company is not required to provide the information required by this Item.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4. (REMOVED AND RESERVED)

ITEM 5. OTHER INFORMATION

None.
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EXHIBITS

Number Description

3.13)

Articles of Incorporation, as amended

Reference

Incorporated by reference to the Exhibits previously
filed with Capital Reserve Corporation’s Annual
Report on Form 10-KSB for the fiscal year ended
December 31, 1990

3.1(i1) Articles of Amendment to Articles of Incorporation,Incorporated by reference to the Exhibits previously
filed with the State of Colorado Secretary of State onfiled with FACT Corporation’s Annual Report for

3.1(ii)

32

10.1

31.1

32.1

November 26, 2001

Form 10-KSB for the fiscal year ended December
31,2002

Articles of Amendment to Articles of Incorporation,Incorporated by reference to the Exhibits previously
filed with the State of Colorado Secretary of State onfiled with FACT Corporation’s Annual Report for

February 8, 2002

Amended Bylaws

2008 Stock Option and Stock Award Plan

Section 302 Certification - Principal Executive Officer
and Principal Financial Officer

Certification Pursuant to 18 U.S.C. Section 1350 as
adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

Form 10-KSB for the fiscal year ended December
31,2002

Incorporated by reference to the Exhibits previously
filed with Capital Reserve Corporation’s Annual
Report on Form 10-KSB for the fiscal year ended
December 31, 1994

Incorporated by reference to the Exhibits previously
filed with FACT Corporation’s Definitive 14C on
August 22, 2008

Filed herewith

Filed herewith

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Date:

FACT CORPORATION
August 10, 2010 By: /s/ Jacqueline Danforth
Name: Jacqueline R. Danforth

Title:

President (Principal Executive,
Financial and Accounting Officer)
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