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LANCASTER & DAVID

CHARTERED ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Shareholders of Medallion Resources Ltd.:

We have audited the accompanying consolidated dinhrstatements of Medallion Resources Ltd., whadmprise the
consolidated balance sheets as at March 31, 201 2@10, and the consolidated statements of loscamgprehensive loss, cash
flows and shareholders’ equity (deficit) for theay®e then ended, and a summary of significant adowumpolicies and other
explanatory information.

Management’s Responsibility for the Financial Statments

Management is responsible for the preparation airdpfesentation of these consolidated financeteshents in accordance with
Canadian generally accepted accounting princigled,for such internal control as management detesris necessary to enable
the preparation of consolidated financial statesémit are free from material misstatement, whedhberto fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on alitsaWe conducted our audits
in accordance with Canadian generally acceptedtingdstandards. Those standards require that weplyomith ethical
requirements and plan and perform the audit toiobéasonable assurance about whether the consalifiaancial statements are
free from material misstatement.

An audit involves performing procedures to obtainliaevidence about the amounts and disclosuréiseitonsolidated financial
statements. The procedures selected depend onuttitoras judgment, including the assessment of tisks of material
misstatement of the consolidated financial statesyevhether due to fraud or error. In making thask assessments, the auditor
considers internal control relevant to the entify'eparation and fair presentation of the constdididinancial statements in order
to design audit procedures that are appropriathéncircumstances, but not for the purpose of esgimg an opinion on the
effectiveness of the entity’s internal control. Aadit also includes evaluating the appropriatenés&counting policies used and
the reasonableness of accounting estimates madebggement, as well as evaluating the overall ptaten of the consolidated
financial statements.

We believe that the audit evidence we have obtaineslir audits is sufficient and appropriate tovide a basis for our audit
opinion.

Opinion

In our opinion, these consolidated financial staets present fairly, in all material respects,fthancial position of the company
as at March 31, 2011 and 2010, and the resultts afgerations and its cash flows for the years #aed in accordance with
Canadian generally accepted accounting principles.

Emphasis of Matter

Without qualifying our opinion, we draw attentioa Note 1 in the financial statements which indisatieat the Company is
currently operating at a loss and has an accuntutigéicit of $13,141,909. These conditions, alorithwther matters as set forth
in Note 1, indicate the existence of a materialeutainty that may cast significant doubt about@wenpany's ability to continue as
a going concern.

/9 Lancaster & David

CHARTERED ACCOUNTANTS

Vancouver, BC
June 14, 2011

Incorporated Partners: David E. Lancaster, C.A. ~ Michael J. David, C.A.
Address: Suite 510, 701 West Georgia Street, PO Box 10133, Vancouver, BC, Canada, V7Y 1C6
Telephone: 604.717.5526 Facsimile: 604.717.5560 Email: admin@lancasteranddavid.ca



MEDALLION RESOURCES LTD.
(An Exploration-Stage Company)
CONSOLIDATED BALANCE SHEETS
As of March 31

2011 2010
ASSETS
Current
Cash $ 326,532 $ 230,669
Short-term Investments (Note 3) 3,250,000 -
Other Receivables 36,651 22,954
Prepaid Expenses 73,365 30,791
3,686,548 284,414
Mineral Properties (Note 4) 745,160 192,689
Reclamation Bond (Note 5) 11,951 11,951
Equipment (Note 6) 2,275 2,363
$ 4,445,934 $ 491,417
LIABILITIES
Current
Accounts Payable and Accrued Liabilities $ 37,576 $ 58,057
Due to Related Parties (Note 8) 40,376 43,850
Promissory Notes (Note 8) - 51,290
77,952 153,197
SHAREHOLDERS'’ EQUITY (DEFICIT)
Share Capital (Note 7) $ 15,083,614 $ 11,372,638
Warrants (Note 7) 1,292,736 362,979
Contributed Surplus (Note 7) 1,133,541 544,581
Deficit (13,141,909) (11,941,978)
4,367,982 338,220
$ 4,445,934 $ 491,417
Continuance of Operations (Note 1)
Subsequent Events (Note 13)
Approved on behalf of the Board:
/s/ Donald M. Lay /s William H. Bird
Donald M. Lay — Director William H. Bird — Direato

The accompanying notes are an integral part oétbessolidated financial statements



MEDALLION RESOURCES LTD.
(An Exploration-Stage Company)

CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE L OSS
For the Years Ended March 31

2011 2010
Expenses
Amortization $ 1,346 $ 1,933
Consulting Fees (Note 8) 154,101 67,415
Investor Relations 179,569 33,719
Management Fees (Note 8) 113,750 86,240
Office and General 53,174 54,488
Professional Fees (Note 8) 110,697 103,390
Exploration Expenditures on Writt«<Off Properties and
Property Investigations 21,807 212,169
Rent 22,043 19,834
Stock-based Compensation 708,464 115,019
Transfer Agent and Filing Fees 45,856 19,079
(1,410,807) (713,286)
Other ltems
Interest Income and Other 14,038 141
Gain on Sale of Marketable Securities - 4,854
Government Assistance 70,838 147,035
Write Off of Mineral Property (Note 4) - (80,173
Write Off of Financing Costs - (43,694)
Loss Before Taxes (1,325,931) (685,123)
Income Tax Recovery 126,000 103,063
Net Loss and Comprehensive Loss for the Year (1,199,931) (582,060)
Loss per Share
Basic and Diluted $ (0.04) $ (0.03)
Weighted Average Shares Outstanding 34,663,340 , 7257383

The accompanying notes are an integral part oétbessolidated financial statements



MEDALLION RESOURCES LTD.

(An Exploration-Stage Company)
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended March 31

2011 2010
Cash Flow Provided By (Used in)
Operating Activities
Net Loss For the Year (1,199,931) $ (582,060)
Adjusted for items not involving cash:
Amortization 1,346 1,933
Stock-based Compensation 708,464 115,019
Income Tax Recovery (126,000) (103,063)
Gain on Sale of Marketable Securities - (4,854)
Unrealized Loss on Foreign Exchange - 4,268
Write off of Resource Property - 80,173
Write off of Financing Costs - 42,694
Net change in non-cash working capital items:
Other Receivables (13,697) (39,594)
Prepaid Expenses (42,574) -
Accounts Payable and Accrued Liabilities (20,481) (28,915)
Accrued Interest on Promissory Notes (1,290) 4,813
Due to Related Parties (3,474) (85,280)
(697,637) (594,866)
Investing Activities
Short-term Investments (Note 3) (3,250,000) -
Mineral Properties (552,471) (225,713)
Equipment (1,258) -
(3,803,729) (225,713)
Financing Activities
Issuance of Share Capital 4,981,116 1,127,875
Share Issue Costs (333,887) (110,203)
Repayment of Promissory Note (50,000) (64,398)
Proceeds from Sale of Marketable Securities - 36,690
4,597,229 989,964
Increase in Cash 95,863 169,385
Cash, Beginning of Year 230,669 61,284
Cash, End of Year 326,532 230,669
Supplementary Net Cash-flow Information:
Net Interest Paid 3,116 $ 14,398
- $ -

Net Income Taxes Paid

The accompanying notes are an integral part oétbessolidated financial statements



MEDALLION RESOURCES LTD.
(An Exploration-Stage Company)
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (DE FICIT)
For the Years Ended March 31, 2011 and 2010

Accumulated

Number of Other Total
Common Contributed  Comprehensive Shareholders’
Shares Amount Warrants Surplus Income Deficit Equity
Balance, March 31, 2009 15,222,153 $10,799,183 194,972 $ 29641 $ 5,604 $(11,359,918) $ (103,744)
Shares Issued For:
Private placement (Note 7a) 3,900,000 241,755 158,2 - - - 390,000
Private placement (Note 7b) 2,066,429 361,625 - - - 361,625
Private placement (Note 7c) 2,150,000 240,310 86,9 - - - 376,250
Share Issuance Costs (Notes 7a, b and c¢) (197,172 20,143 36,826 - - (110,203)
Stock-based Compensation - - - 115,019 - - 115,019
Tax Benefit Renounced to Flow-through Shares - (103,063) - - - - (103,063)
Expiry of Warrants - - (136,321) 136,321 - - -
Change in Fair Market Value of Available-for-
sale Marketable Securities:
Increase in fair value during the year - - - - (750 - (750)
Realized gain on sale of marketable
securities - - - - (4,854) - (4,854)
Net Loss for the Year - - - - - (582,060) (582,060)
Balance, March 31, 2010 23,338,583 11,372,638 362,979 544,581 - (11,941,978) 338,220
Shares Issued On:
Private placement (Note 7d) 2,999,999 0,@@0 - - - - 450,000
Private placement (Note 7e) 2,120,000 169,394 95,606 - - - 265,000
Private placement (Note 7f) 9,000,000 1,946,858 rise - - - 2,700,000
Stock options exercised (Note 7h) 475,000 164,047 - (86,147) - - 77,900
Warrants exercised (Note 7i) 5,986,226 1,646,132 89,3D4) - - - 1,356,828
Finders’ options exercised (Note 7j) 292,500 63,446 - (34,196) - - 29,250
Finders’ warrants issued (Note 7)) - ,812) 12,811 - - - -
Property acquisition (Note 7k) 200,000 46,000 - - - - 46,000
Finders units exercised (Note 7f) 187,127 40,665 15,473 - - - 56,138
Share Issuance Costs (Notes 7d, e and f) - (676,755 342,868 - - - (333,887)
Stock-based Compensation (79) - - - 708,464 - - 4838
Tax Benefit Renounced to Flow-through Shares - (126,000) - - - - (126,000)
Expiry of Warrants - - (839) 839 - - -
Net Loss for the Year - - - - - (1,199,931) (1,284)
Balance, March 31, 2011 44,599,435 $5,083,614 $ 1,292,736 $ 113354 $ - $(13,141,909) $ 4,367,982

The accompanying notes are an integral part oétbessolidated financial statements



MEDALLION RESOURCES LTD.

(An Exploration-Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2011

NOTE 1 - NATURE AND CONTINUANCE OF OPERATIONS

The Company is in the business of acquisition aqudoeation of mineral properties. The Company’s rggpiens consist generally of
mineral exploration and evaluation of new propeaguisitions. This includes acquiring mineral pmigs, evaluating the merits of
these properties using various techniques suchraplgg, trenching and geophysical and geochemnedghods as well as drilling.
The Company has not yet determined whether its gutigs contain mineral reserves that are econolyicatoverable. The

recoverability of amounts recorded for mineral mndigs and related deferred costs is dependent tipendiscovery of

economically recoverable mineral reserves, contimnaof the Company’s interest in the propertiég, ability of the Company to
obtain necessary financing to complete the devedopnand future profitable production or proceedanfthe disposition thereof.

These consolidated financial statements have besgamd on a going-concern basis, which impliesGbmpany will continue to
realize the carrying value of assets and dischi@rtiabilities in the normal course of businesdseTCompany has never generated profitable
operations and has accumulated losses of $13,91%j86e inception. As at March 31, 2011, the Cormisaworking capital was
$3,608,596 (2010 - $131,217). These financial statgs do not include any adjustments to the reabiéy and classification of
recorded asset amounts and classification of iligsilthat might be necessary should the Comparynbéle to continue as a going
concern. The Company'’s activities have been futideaigh equity financings, and the Company expibetsit will continue to be able
to utilize these sources of financing until it deys cash flow from operations. If such funds areavailable or cannot be obtained, the
Company will be forced to curtail its activities &éolevel for which funding is available or can betained. The Company has
experienced recurring losses since inception aaccdimtinuation of the Company as a going concedej@endent upon its ability to
obtain financing for the continuing acquisitionpkation and development of mineral properties @nsustain operations. There can
be no assurance, however, that the Company wibleeto meet the above objectives.

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation
These financial statements have been preparedconsalidated basis and include the accounts o€tdrapany and its wholly owned
subsidiary Medallion Resources (USA) Inc.

In June 2006, the Company incorporated MedalliosoReces (USA) Inc., in the State of Nevada, USAg aholly-owned subsidiary.
The purpose of the new subsidiary was to hold thegany’s USA properties and to carry on such bssinmethe USA as is necessary
to maintain, explore and develop the Company’s gntgs. However, the subsidiary currently has radenml assets, liabilities or
operations.

Estimates, Assumptions and Measurement Uncertainty

The preparation of consolidated financial statesy@ntonformity with Canadian Generally Accepted@unting Principles (“GAAP”)
requires management to make estimates and assomitiat affect the reported amounts of assets iahilities and disclosure of
contingent assets and liabilities at the date efctnsolidated financial statements and the reh@ri@ounts of revenues and expenses
during the period. Significant estimates and assiomp include those related to the recoverabilitycapitalized mineral property
expenditures, assessment of asset retirement tifaigavaluation allowance on future income taxed stock-based compensation
valuations. Actual results could differ from thestimates. By their nature, these estimates ajecub measurement uncertainty and
the effect on the financial statements of changesich estimates in future periods could be sianifi.

Foreign Currency Translation

The consolidated financial statements are preseinté@anadian dollars. Foreign denominated monesasets and liabilities are
translated to their Canadian-dollar equivalentsgifreign exchange rates that prevailed at thenioal sheet date. Non-monetary items
are translated at historical exchange rates, exoejtems carried at their market value, which aaslated at the rate of exchange in
effect at the balance-sheet date. Revenue and sxjitems are translated at average rates of exelduring the period. Exchange
gains or losses arising on foreign currency trdiosiare included in the determination of operatiegplts for the period.

Cash and Cash Equivalents
Cash equivalents consist of highly liquid investtagmhich are readily convertible into cash withtuniéies of three months or less
when acquired. As at March 31, 2011, there wereasb equivalents.



MEDALLION RESOURCES LTD.

(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2011

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Equipment
Equipment is initially recorded at cost. The Compprovides for amortization of its equipment oneglthing balance with one-half of
the rate taken in the year of acquisition and digjo.

Mineral Properties

The Company capitalizes the acquisition costs atnail properties and related exploration and dewedmt costs. The amounts shown
for mineral properties represent costs incurredatie, less write-downs, and do not necessarilgaefiresent or future values. These
costs will be amortized over the estimated progadiives of the properties upon commencement ofneeroial production using the
unit-of-production method. Costs relating to mih@raperties that are sold or abandoned are writfewhen such events occur or are
written down to a nominal amount when managemecitlde not to commit to any further exploration evelopment of the property.
Interests acquired under option agreements, wheyptign payments are made at the sole discretidheo€Company, are recorded in
the accounts at such time as the payments are Mhdegroceeds from options granted are applietleaost of the related property
and any excess is included in earnings for theddeAlthough the Company has taken steps to vétl#yto mineral properties in which
it has or is acquiring an interest, according te tisual industry standards for the stage of exioraof such properties, these
procedures do not guarantee the Company'’s titleh Puoperties may be subject to prior agreementsaosfers and title may be
affected by undetected title defects.

Government Assistance

Government assistance relates to the recoverypmrigon of eligible expenditures on mineral projesrtfrom various government
authorities and are recorded in the period in withety are received. Amounts received that rekatmineral properties that have
previously been written off are recorded as Otheoine. Amounts received that relate to existingenail properties are used to reduce
the carrying amount of the related mineral propédtyring the year ended March 31, 2011, the Compacgived government grants of
$70,838 on mineral properties that have been pueliavritten off (2010 - $147, 035).

Impairment of Long-lived Assets

The Company follows the recommendations of Canatfiatitute of Chartered Accountants (“CICA”") HandioSection 3063,
“Impairment of Long-Lived Assets”. Section 3063addishes standards for recognizing, measuring &ulbding impairment of long-
lived assets held for use. The Company conductisnfigirment test on long-lived assets when eventshanges in circumstances
indicate that the carrying amount may not be re@le. Impairment is recognized when the carryimguant of an asset to be held and
used exceeds the undiscounted future net cash Beapscted from its use and disposal. If there isngrairment, the impairment
amount is measured as the amount by which theicgraymount of the asset exceeds its fair valueutatbd using discounted cash
flows when quoted market prices are not available.

Asset Retirement Obligation

The Company follows the recommendations of the CKandbook Section 3110, “Asset Retirement Obligefio This section
requires the recognition of the fair value of thigation associated with the retirement of targibing-lived assets be recorded in the
period in which the liability is incurred, with @esponding increase in the carrying value of dieted asset. The liability is accreted
over time for changes in the fair value of theilighthrough changes to accretion expenses. TDstsaapitalized to the related assets
are depleted to earnings in a manner consistentthét underlying asset. As at March 31, 2011 arid) 260 asset retirement obligation
has been recognized.

Comparative Figures
Comparative figures have been reclassified, whepécable, to conform to the current year’s prestonm.



MEDALLION RESOURCES LTD.

(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2011

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Share Capital

The Company records proceeds from share issuart@$ commissions and issue costs. Proceeds franprivate placements are
allocated between shares and warrants issued augdadtheir relative fair value. The value of thlgare component is credited to
share capital and the value of the warrant compadsemedited to warrants, a separate componestarfeholders’ equity (deficit).
Upon exercise of the warrants, consideration pgithb warrant holder together with the amount presiy recognized in warrants
is recorded as an increase to share capital. Ugpimagion of the warrants, the amount previouslgognized in warrants is
removed and recorded as an increase to contrilsutgdus.

The Company recognizes all transactions in whicbdgoor services are the consideration receivedherissuance of equity
instruments based on the fair value of the conatder received or the fair value of the equityinstent issued, whichever is more
reliably measurable.

Shares to be issued, which are contingent uporrefudwents or actions, are recorded by the Compdrgnvit is reasonably
determinable that the shares will be issued.

Loss per Share

The loss-per-share figure is calculated by dividihg net loss by the weighted-average number akeshautstanding during the

respective fiscal periods. Diluted loss per shareaiculated using the Treasury-Stock method wiiichputstanding stock options and
warrants, assumes that the proceeds to be reasivéite exercise of the stock options and warraetspplied to repurchase common
shares at the average market price for the pdoogurposes of determining the weighted averagebau of shares outstanding. Basic
and diluted loss per share are the same in themecial statements as the inclusion of common sfwalents would be anti-dilutive.

Flow-through Shares

Canadian tax legislation permits a company to idbme-through shares whereby the deduction for imeotax purposes for
qualified resource expenditures can be renouncedctaimed by the flow-through share subscribershe Tompany records
issuances of flow-through shares by crediting stagital for the full value of cash considerati@ceived. When resource
expenditures are renounced to the investors an€dnepany has reasonable assurance that the exgesditill be completed, a
future income tax liability is recognized with arpesponding reduction to share capital for the adsthe future tax benefits
foregone.

If the Company has sufficient unused tax lossesdmutlictions to offset all or part of the futuredne tax liability and no future
income tax assets have been previously recognizestich losses, the Company may reverse a portithreofaluation allowance on
future income tax assets and recognize a recofdofuse income taxes.

Stock-based Compensation

The Company accounts for stock-based compensatipense using the fair value based method with oesjpeall stock-based
payments to directors, employees and non-employessding awards that are direct awards of stouk @all for settlement in cash or
other assets, or stock appreciation rights thafaabsettlement by the issuance of equity instmtaieUnder this method, the fair value
of each option grant is estimated on the dateaftgand amortized over the vesting period, witbraesponding increase to contributed
surplus under shareholders’ equity. The Comparnatas the fair value of each option grant usirgBlack-Scholes option pricing
model. When stock options are exercised, the quoreing fair value is transferred from contribusedplus to share capital.

Income Taxes

Income taxes are accounted for by the liabilitylmodtof income-tax allocation. Under this methoe, itttcome-tax assets and liabilities
are recorded to recognize future income-tax infland outflows arising from the settlement or recpwa assets and liabilities at
carrying values. Future income-tax assets anditiebiare determined based on the tax laws aed that are anticipated to apply in the
period of realization. The Corporation establislesaluation allowance against future income-taetass, based on available
information, it is more likely than not that someadl of the future tax assets will not be realizéde Company has not recognized the
income-tax benefit of losses carried forward ag tteve been fully offset by a valuation allowance.



MEDALLION RESOURCES LTD.

(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2011

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES (cont'd)

Financial Instruments

All financial instruments are classified into orfefige categories: held-for-trading, held-to-matyiinvestments, loans and receivables,
available-for-sale financial assets or other fimanlabilities. All financial instruments and deatives are measured on the balance
sheet at fair value except for loans and receigathield-to maturity investments and other finanliddilities which are measured at
amortized cost. Subsequent measurement and chianigésvalue will depend on their initial classifition. Held-for-trading financial
assets are measured at fair value and changes irafiae are recognized in net income. Availabledale financial instruments are
measured at fair value with changes in fair vakeorded in other comprehensive income until th&ungent is derecognized or
impaired.

The Company has classified its cash and short-tevestments as held-for-trading. Other receivaldles classified as loans and
receivables. Accounts payable and accrued liasitdue to related parties and promissory noteslassified as other financial
liabilities. Cash and short-term investments arggiated as held-for-trading and their carryingigahpproximates fair value as they
are cash or they are readily convertible to castihénnormal course. Amounts receivable and amaluesfrom related parties are
classified as loans and receivables. Their carry@mige approximates fair value due to their limitede to maturity and ability to
convert them to cash in the normal course. Accopaigble and accrued liabilities, and other lomgtdebt are classified as other
financial liabilities.

Amended CICA section 3862 establishes a fair valieearchy that reflects the significance of inpused in making fair value
measurements as follows:

Level 1- quoted prices in active markets for ideadtassets or liabilities;

Level 2- inputs other than quoted prices included ével 1 that are observable for the asset oiliigbeither directly (i.e. as
prices) or indirectly (i.e. from derived priceshca

Level 3- inputs for the asset or liability that aue@ based upon observable market data.

New Accounting Pronouncements

The CICA has issued new standards which may affectfinancial disclosures and results of operatiohthe Company. The
Company will adopt the requirements on the dateifipd in each respective section and is considetfie impact this will have on
the consolidated financial statements.

a) Business Combinations, Consolidated Financial Statgents and Non-controlling Interests

In January 2009, the CICA issued Sections 1582 siiilass Combinations” 1601, “Consolidated Finan&tltements” and
1602, “Non-controlling Interests” to replace Sentith81, “Business Combinations” and Section 16@arsolidated Financial
Statements”, and establish a new section for adtwufor a non-controlling interest in a subsidiaBection 1582 is effective
for business combinations for which the acquisitatate is on or after the beginning of the first wadnreporting period
beginning on or after January 1, 2011. Section 1&@d 1602 apply to interim and annual consolid&tehcial statements for
years beginning on or after January 1, 2011. Eadtyption is permitted. The adoption of this staddamot expected to have a
material impact on the Company’s consolidated fiierstatements.

b) Comprehensive Revaluation of Assets and Liabilities

In August 2009, the CICA amended Section 1625 ni@@hensive Revaluation of Assets and Liabilitidsiis section has been
amended as a result of issuing Section 1582, “BgsitCombinations”, Section 1601, “Consolidated hdre Statements”, and
Section 1602, “Non-controlling Interests” in Januaf09. The amendment applies prospectively to cehgnsive revaluations
of assets and liabilities occurring in fiscal yebeginning on or after January 1, 2011. Earlierpsido is permitted as of the
beginning of a fiscal year. If the Company adohts section for a fiscal year beginning before dapud., 2011, it also adopts
Section 1582. The adoption of this standard isexpected to have a material impact on the Compasgilts of operations or
its financial position.



MEDALLION RESOURCES LTD.

(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2011

c) International Financial Reporting Standards (“IFRS”)

In February 2008, the Canadian Accounting StandBadsd confirmed that publicly accountable entesgsiwill be required to
adopt IFRS for fiscal years beginning on or afemubry 1, 2011, with earlier adoption permittedc@clingly, the conversion
to IFRS will be applicable to the Company’s repagtho later than in the first quarter of the yemmmencing April 1, 2011 and
ending March 31, 2012, with restatement of comparainformation presented. The conversion to IFR8 impact the
Company’s accounting policies, information techggloand data systems, internal control over findnoggporting, and
disclosure controls and procedures. The transitiag also impact business activities, such as foreigrency activities, certain
contractual arrangements, capital requirementsangpensation arrangements. The Company has ewdligémpact of IFRS
on its financial statements and has invested initrggand additional resources to ensure a timefywersion. The Company has
determined that the adoption of IFRS will not havesignificant impact on the carrying value of issets, liabilities, or
shareholders’ equity or the measurement of itsmees or expenses.

NOTE 3 — SHORT-TERM INVESTMENTS
During the year ended March 31, 2011, the Compavgsited in a Guaranteed Investment Certificate“@€”) in the amount of

$3,250,000 with a maturity date of November 21,201t provides interest at the prime rate les8%.8 held to maturity.
Interest income is being recorded on the GIC arncisided in Other Receivables.

NOTE 4 — MINERAL PROPERTIES

March 31, Expenditures/ March 31, Expenditures/ raiésl,
200¢ Write offs 201c Write offs 2011
Everett Property
Property-acquisition costs 34,332 $ 10,000 $ 44,332 - -
Claim staking 12,817 - 12,817 - -
Exploration expenditures 423,576 23,024 446,600 , -
Written-off exploration
expenditure (423,576) (80,173) (503,749) - -
47,149 (47,149) - - -
Eden Lake Property
Property-acquisition costs - 50,000 50,000 46,000 96,000
Claim staking - - - 9,046 9,046
Exploration expenditures
Field expenses - - - 115,983 115,983
Geological - 33,695 33,695 122,360 156,055
Geophysical - 108,460 108,460 - 108,460
Other - 534 534 84,813 85,347
- 192,689 192,689 378,202 570,891
Red Wine Property
Property-acquisition costs i - - 3,060 3,060
Exploration expenditures
Field expenses - - - 40,217 40,217
Geological - - - 63,932 63,932
Geophysical - - - 56,276 56,276
Other - - - 10,784 10,784
- - - 174,269 174,269
Total Expenditures $ 47,149 $ 145540 $ 2889 $ 552471 $ 745,160




MEDALLION RESOURCES LTD.

(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2011

NOTE 4 — MINERAL PROPERTIES (cont'd)

Everett Property, Quebec

On January 16, 2009, the Company signed a defn@iption Agreement to obtain from Romaine Riveaiiitim Inc. (‘RRT") the
right to acquire a 100% legal and beneficial inderie the Everett iron-titanium property. The prapeconsisted of 60 mineral
claims, located in Duplessis County, Quebec.

On August 10, 2009, the Company returned the BEvpreperty to the owner. As a result, $423,57@&xfjloration expenditures
incurred on this property were written off as of leta 31, 2009, and $80,173 of acquisition costs exmloration expenditures
incurred on this property were written off duritgptyear ended March 31, 2010.

Eden Lake Property, Manitoba

On December 1, 2009, the Company signed a Lettent@fit and on February 23, 2010 executed a disfniption agreement with
Rare Element Resources Ltd. (“RES”) whereby RE®tgchthe Company an option to acquire a 65% joémtwre interest in the
Eden Lake rare-earth-element property in Manitsibéject to a 3% net smelter return royalty in favoiua former property owner.

On September 15, 2010, RES and the Company agrsesaddnd the definitive option agreement so thaa@M0 payment, which
was due to RES following approval of the optionesgment by the TSX Venture Exchange on July 14, 2@d0ld instead be due
on the first anniversary of the effective date. Beptember 15, 2010 amendment also added six Nbandmwn mineral claims,
staked by the Company during June and July 201theidcden Lake property. The Eden Lake property comprises 14 crown
mineral claims, covering an area of 3,200 hectares.

Under the terms of the option agreement, the Compdlh pay an aggregate of $1,450,000, issue arreagge of 1,800,000
common shares and incur exploration expendituresging $2,250,000 within five years of the effeetidate of the agreement,
being July 14, 2010, as follows:

a) Incurring expenditures totaling $2,250,000 as fello
o $250,000 by the first anniversary of the effectifege; (incurred)
an additional $500,000 by the second anniversatiyeoéffective date;
an additional $500,000 by the third anniversarthefeffective date;
an additional $500,000 by the fourth anniversarthefeffective date; and
an additional $500,000 by the fifth anniversaryref effective date;

O O Oo0Oo

b) Issuing to RES 1,800,000 common shares as follow:
0 200,000 shares within 5 business days of the éffediate; (issued)
an additional 200,000 shares by the first annivgrefithe effective date;
an additional 200,000 shares by the second anaiweos the effective date;
an additional 200,000 shares by the third annivgrstéthe effective date;
an additional 500,000 shares by the fourth annargrsf the effective date; and
an additional 500,000 shares by the fifth annivgrséthe effective date;

O O O0OO0oOo

¢) Making $1,450,000 of cash payments as follow:

$25,000 upon signing the LOI between the partigsid)

an additional $25,000 upon signing of the optioreagent; (paid)

an additional $100,000 by the first anniversarthef effective date;

an additional $100,000 by the second anniversatiyeoéffective date;

an additional $200,000 by the third anniversarthefeffective date;

an additional $500,000 by the fourth anniversarthefeffective date; and
an additional $500,000 by the fifth anniversaryref effective date;

O O0OO0OO0OO0OO0OOo

RES has the right to purchase one-half (1.5%) @fdnmer property owner’s 3% net smelter returrattyyat any time by making a
cash payment of $1.5 million to the former propentyner. This right is part of the Eden Lake prépand shall pass to the joint
venture when and if a joint venture is formed betwtéhe Company and RES.
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NOTE 4 — MINERAL PROPERTIES (cont'd)

Red Wine Property, Labrador

On April 10, 2010, the Company signed a letter egrent with Polaris Capital Ltd (the “vendor”), avate corporation, to acquire
a 100% interest in four mineral licenses compridimg Red Wine rare earth mineral property locatethé province of Labrador
and Newfoundland. The letter agreement was ameadetune 10, 2010 and March 16, 2011 to includesthdditional mineral
licenses which were staked by the vendor and teersektain other minor changes to the letter agraemas a result, the Company
is acquiring a 100% interest in a total of sevenaral claims in Labrador and Newfoundland, Canddle. property is subject to a
3% net smelter return royalty, half of which then§many can purchase for $1,500,000.

Under the terms of the amended letter agreement;timpany will pay an aggregate of $475,000, issuaggregate of 1,750,000
common shares and incur exploration expenditurtaéing $550,000, as follows:

a) Making $475,000 of cash payments as follow:

an additional $50,000 by the first anniversaryhaf amended agreement date — being March 16, 2011;
an additional $100,000 by the second anniversatigeogreement date;

an additional $100,000 by the third anniversarthefagreement date;

an additional $100,000 by the fourth anniversarthefagreement date; and

an additional $125,000 by the fifth anniversaryhaf agreement date;

O O O0OO0oOo

b) Issuing to the vendor 1,750,000 common sharesllasvfo
o 50,000 shares upon the amended agreement datbeareteipt of TSX-V approval; (issued)
an additional 250,000 shares by the first annivgreathe agreement date;
an additional 250,000 shares by the second anaiweo$ the agreement date;
an additional 350,000 shares by the third anniversiéthe agreement date;
an additional 350,000 shares by the fourth annargrsf the agreement date; and
an additional 500,000 shares by the fifth anniversathe agreement date;

O O O0OO0oOo

¢) Incurring expenditures totaling $550,000 as follow:
o $200,000 by the first anniversary of the agreerdeate;
an additional $50,000 by the second anniversatiieobgreement date;
an additional $100,000 by the third anniversarthefagreement date;
an additional $100,000 by the fourth anniversarthefagreement date; and
an additional $100,000 by the fifth anniversaryraf agreement date.

O O OO

NOTE 5 — RECLAMATION BOND

As at March 31, 2008, the Company posted a reclambbnd of US$19,175 with the State of Nevadaoieec the cost to reclaim the
surface lands disturbed during the exploration mg at the previously held Ocelot Property. Duthre year ended March 31, 2009,
the Division of Minerals, Nevada, re-evaluated #mount of required bond and returned US$7,197 badke Company, with
US$11,732 remaining under the bond to cover thametion work.

As of March 31, 2011, the Company had completedniéheessary reclamation work on the Ocelot Propemty is awaiting the
remaining funds to be released from the State obble.
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NOTE 6 — EQUIPMENT

The Company provides for amortization of its congptquipment at 45% on a declining balance (onkelidhe rate is taken in the
year of acquisition and disposition).

Net book value of computer equipment is as follows:

2011 2010
Computer Equipment $ 10,067 $ 8,808
Accumulated amortization (7,792) (6,445)
Closing Balance — Net book value $ 2,275 $ 2,363

A summary of the changes in the net book valud®Qompany’'s equipment is presented below:

2011 2010
Opening Balance — Net book value $ 2,363 $ 4,296
Additions 1,258 -
Amortization (1,346) (1,933)
Closing Balance — Net book value $ 2,275 $ 2,363

NOTE 7 - SHARE CAPITAL

Authorized share capital consists of an unlimitechber of common shares without par value.

a) On November 3, 2009, the Company completed a nokebbed private placement of 3,900,000 units atCG@4dr unit for gross
proceeds of $390,000. Each unit consisted of omeman share and one common-share purchase warracth. \EEarrant is
exercisable to acquire one common share at a pfi$6.20 until November 3, 2011. Cash proceeds fitwerprivate placement
of $241,755 and $148,245 were allocated, respégtiteethe common shares and warrants issued ipriliate placement based
on their relative fair values at the closing ddtéhe private placement.

The Company paid a $31,500 cash finders’ fee, $j8lother share issuance costs, and granted 31%:060-transferable
finder's options, exercisable to acquire finden'stsi at a price of $0.10 until November 3, 201fimdler’s unit consists of one
common share of the Company and one non-transée@hmon-share purchase warrant with the same tasntke private
placement warrants. A fair value of $36,826 wasgassl to these finders’ options.

b) On December 31, 2009 the Company completed a rumkebrd private placement consisting of 2,066,428v4#hrough
common shares at a price of $0.175 per share fmsguroceeds of $361,625. The Company paid a $22&sh finders' fee,
$17,731 in other share issuance costs, and gra@@®64 finders' warrants each exercisable to aedqne non-flow-through
common share at an exercise price of $0.225 pee sirail December 30, 2011. A fair value of $14,41as assigned to these
finders’ warrants.

¢) On January 20, 2010, the Company completed a nokebed private placement of 2,150,000 units atiegef $0.175 per unit
for gross proceeds of $376,250. Each unit consiefedne common share and one common-share pureb@asant. Each
warrant is exercisable to acquire one common shteeprice of $0.30 on or before January 20, 2@H&h proceeds from the
private placement of $240,310 and $135,940 werecated, respectively, to the common shares andan@rissued in the
private placement based on their relative fair @alat the closing date of the private placement.

The Company paid a $25,695 cash finder's fee, 84i2bther share issuance costs, and granted 55id@&s' warrants in
connection with this private placement. Each fistdemrrant is exercisable to acquire one commomneshtan exercise price of
$0.225 until January 20, 2012. A fair value of $&Tvas assigned to these finders’ warrants.
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NOTE 7 - SHARE CAPITAL (cont'd)

d)

)

h)

)

k)

On July 5, 2010, the Company completed a non-beak@rivate placement consisting of 2,999,999 flovetigh shares at a
price of $0.15 for gross proceeds of $450,000. Thenpany paid $30,994 of cash finders’ fees ande$s261,003 finder's
warrants each exercisable to acquire one commame stian exercise price of $0.15 until July 5, 204 Zair value of $21,055
was assigned to these finders’ warrants, and $93p78&hare issue costs were also incurred in cdiumewith this private

placement.

On July 12, 2010, the Company completed a non-begkprivate placement consisting of 2,120,000 watit80.125 per unit for
gross proceeds of $265,000. Each unit consistsnefammmon share and one transferable common shiacbgse warrant
exercisable to acquire one common share at a pfi§@.25 until July 12, 2013. Cash proceeds froemnghvate placement of
$169,394 and $95,606 were allocated, respectit@lthe common shares and warrants issued in thatprplacement based on
their relative fair values at the closing dateta private placement. The Company paid $8,831 sl fiaders’ fees and issued
63,900 finder's warrants each exercisable to aeqaicommon share at an exercise price of $0.12bJuty 12, 2012. A fair
value of $4,901 was assigned to these finders’amésr and $21,189 of share issue costs were asoréu in connection with
this private placement.

In the fall of 2010, the Company completed a novkbred private placement for a total of 9,000,00@suat a price of $0.30
per unit for gross proceeds of $2,700,000, withrst franche of 3,916,671 units closed on Octol®r2010 and a second
tranche of 5,083,329 units closed on November 8)2CEach unit consists of one common share andhalfie@f one common
share purchase warrant exercisable to acquire omenon share at a price of $0.40 for a period oéghyears from the
applicable closing date. Cash proceeds from theter placement of $1,946,858 and $753,142 weoeatéd, respectively, to
the common shares and warrants issued in the erpplatement based on their relative fair valuethatclosing dates of the
private placement. The Company paid a total of6$d@0 in cash finders’ fees as well as $29,375nance fees, and issued a
total of 727,837 finder's warrants each exercisabBcquire a common share at a price of $0.4GIp@re for a period of 2 years
from closing. A fair value of $316,912 was assigiiedhese finders’ warrants. In addition, the Compgranted a total of
187,127 finders units at a deemed price of $0.30Qup#. Each finder’s unit consists of one comnstiare and one-half of one
non-transferable common share purchase warrantthetisame terms as the private placement warr&ritsr value of $40,665
and $15,473 was allocated, respectively, to thensomshares and warrants issued on these findeits. um addition to the
cash finders’ fees and finance fees paid, $56,155hare issue costs were also incurred in conneatith this private
placement.

During the year ended March 31, 2011, a total 32@,000 stock options were granted to officerssdars, consultants, and
advisors of the Company. 1,245,000 stock optiortk an exercise price of $0.265 were granted witheapiry date of
September 13, 2015. All of these stock optiondetksind were exercisable immediately. 1,390,000ksbptions with an
exercise price of $0.50 were granted with an explaye of January 27, 2016. Of these, 1,352,506kstptions vested
immediately with 12,500 stock options vesting octeaf April 27, 2011, July 27, 2011 and January 2072. 85,000 stock
options with an exercise price of $0.40 were gréuatewhich 42,500 vest on July 27, 2011 and 425 on January 27, 2012.

During the year ended March 31, 2011, 475,000 stmtions were exercised at an average price of6d@rtotal proceeds of
$77,900. A fair value of $86,147 was transferredhare capital on the exercise of these options.

During the year ended March 31, 2011, 5,986,226Gamés were exercised at an average price of $@28fal proceeds of
$1,356,828. A fair value of $289,304 was transféieshare capital on the exercise of these warrant

During the year ended March 31, 2011, 292,500 bedlk@mpensation options were exercised at a prfc$0.10 for total
proceeds of $29,250. A fair value of $34,196 wasdferred to share capital and $12,811 was allddatéhe 292,500 brokers’
warrants issued.

On September 8, 2010, the Company issued 200,060noa shares valued at $46,000 as an option paytoesmtrd the
acquisition of a 65% interest in the Eden Lake prop
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NOTE 7 - SHARE CAPITAL (cont'd)
WARRANTS

As of March 31, 2011, the following warrants wetgstanding:

Number of Warrants

Expiry Date Outstanding Exercise Price
November 3, 2011 645,000 $ 0.20
December 30, 2011 96,975 $0.225
January 20, 2012 1,237,142 $ 0.30
July 5, 2012 238,627 $ 0.15
July 12, 2012 34,650 $0.125
October 25, 2012 391,667 $ 0.40
November 12, 2012 336,170 $ 0.40
July 12, 2013 1,591,000 $ 0.25
October 25, 2013 1,958,335 $ 0.40
November 12, 2013 2,635,228 $ 0.40
9,164,794 $ 0.34

A summary of the changes in the Company’s warrantsesented below:

Weighted Average

Number Exercise Price
Balance, March 31, 2009 3,894,125 $ 0.54
Expired (3,020,500) 0.63
Issued 6,231,092 0.24
Balance, March 31, 2010 7,104,717 0.24
Exercised (5,986,226) 0.23
Issued 8,058,803 0.34
Expired (12,500) 0.25
Balance, March 31, 2011 9,164,794 $ 0.34

STOCK OPTIONS

The Board of Directors is authorized, pursuanthie Company's Stock Option Plan, to grant optiondit@ctors, officers,
consultants or employees to acquire up to 10%efabued and outstanding common shares at theofigrant. The exercise price
for a stock option must not be less than the mapkiee of the Company’s common shares at the thmeeoption is granted, less
applicable discounts permitted by the TSX VentureHange. Stock options granted under this plan b@agxercisable over a
period not exceeding five years.
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NOTE 7 - SHARE CAPITAL (cont'd)
As of March 31, 2011, the following options werdstanding:

Number of Options

Outstanding Exercise Price
September 18, 2011 100,000 $ 0.15
August 15, 2012 250,000 $ 0.15
January 7, 2014 290,000 $ 0.15
January 20, 2014 130,000 $ 0.15
November 6, 2014 440,000 $ 0.15
November 30, 2014 60,000 $ 0.17
February 10, 2015 70,000 $0.175
February 23, 2015 70,000 $ 0.20
September 13, 2015 1,185,000 $0.265
January 27, 2016 1,390,000 $ 0.50
January 27, 2016 85,000 $ 0.40
4,070,000 $ 031

A summary of the changes in the Company’s stoclongtis presented below:

Weighted Average

Number Exercise Price

Balance, March 31, 2009 1,250,000 $ 0.18
Granted 825,000 0.16
Expired (250,000) 0.15
Balance, March 31, 2010 1,825,000 0.15
Granted 2,720,000 0.39
Exercised (475,000) 0.16
Balance, March 31, 2011 — Outstanding 4,070,000 $ 031
Balance, March 31, 2011 — Exercisable 3,947,500 $ 031

FINDERS’ OPTIONS

Weighted Average

Number Exercise Price
Balance, March 31, 2009 78,125 $ 0.32
Expired (78,125) 0.32
Issued (Note 6a)* 315,000 0.10
Balance, March 31, 2010 315,000 0.10
Exercised (292,500) 0.10
Balance, March 31, 2011 22,500 $ 0.10

* Exercisable until November 3, 2011.
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NOTE 8 — RELATED PARTY TRANSACTIONS

Related party transactions not disclosed elsewhdfese statements are as follows:

a) During the year ended March 31, 2011, $113,750@20486,240) was charged by a private company obiedr by the Chief
Executive Officer (the “CEQ”) of the Company for nagement fees and $46,144 (2010 — $10,886) foogmall consulting
fees. At March 31, 2011, $7,098 (2010- $nil) wasdwo the CEO and $13,440 (March 31, 2010 - $16,%2% owed to this
company.

b) In fiscal 2008, a company owned by a director labiwethe Company an aggregate of $100,000, of wdih000 was repaid in
2009. The loans were evidenced by way of promissotes, which bear interest at the rate of primus @gl% per annum and
matured in 2008. As the notes were not repaid otunityg they became due on demand and any unp#&idipal and accrued
interest continue to bear interest at the rateriofigoplus 3% per annum. During year ended March2811, the interest accrued
totaled $3,116 (2010 - $4,813). As of March 31120the loans have been repaid and therefore adsmlaf $nil (2010 -
$51,290) was owed on the notes.

c) During the year ended March 31, 2011, the Companoyried $67,415 (2010 - $52,058) of legal fees $48,549 (2010 -
$15,036) of share issue costs to a law firm in Whidirector of the Company is a principal. At Mag&1, 2011, $4,985 (2010 -
$19,753) was owed to this firm.

d) During the year ended March 31, 2011, $59,800 (20832,445) was charged by a private company ctedrdy the President
of the Company for consulting fees. At March 31120$11,200 (2010 - $7,560) was owed to this compan

e) During the year ended March 31, 2011, the Compay $16,361 (2010 — $nil) in rent in connectionhagin office sub-lease
the Company entered into with a company owned thyetor (see Note 9).

f) During the year ended March 31, 2011, the Compaayried $38,535 (2010 - $nil) of consulting feedhte Chief Financial
Officer (the “CFQ”) of the Company. At March 31,20 $3,654 (2010 - $nil) was owed to the CFO.

g) In connection with the non-brokered private placet®eated July 5 and July 12, 2010 (see Notesnftl7a) a director of the
Company purchased a total of 3,966 shares of timep@ny for gross proceeds of $595.

h) In connection with the private placement dated 1@y2010 (see Note 7€), a company controlled dyextor of the Company
purchased 96,000 units for gross proceeds of $02,00

NOTE 9 — COMMITMENTS

The Company entered into a sub-lease with a compamngd by a director for office premises which caemieed June 1, 2010, and
expires on June 30, 2011. The monthly rent of $8,8@mmenced July 1, 2010 and is due at the begjnofneach month.
Subsequent to the year end, the Company exerdigedption to extend the lease agreement for artiaddi year under the same
terms and conditions. The following is a summaryhef future lease commitments

Fiscal 2012 $ 21,816
Fiscal 2013 $ 5,454

NOTE 10 — FINANCIAL INSTRUMENTS

At March 31, 2011, the following table sets fortle fevels in the fair value hierarchy in which @empany'’s financial assets and
liabilities are measured and recognized in therza@aheet. Assets are classified in their entlvaged on the lowest level of input
that is significant to the fair value measurement.

Level 1
Cash $ 326,532
Short-term investments $ 3,250,000
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NOTE 10 — FINANCIAL INSTRUMENTS (cont'd)

The Company has determined the estimated fair salfigs financial instruments based upon appré@naluation methodologies.
At March 31, 2011, there were no financial asset@bilities measured and recognized in the baasiteet at fair value that would
be categorized as Level 2 and 3 in the fair valaeahchy above.

The fair values of the Company’s cash, short-temestments, other receivables, accounts payabtes@mued liabilities, due to
related parties and promissory notes approximadie darrying values. The Company’s financial instemts are exposed to certain
financial risks including credit risk, liquiditysk, and commaodity-price risk.

a) Credit risk
The Company’s cash, and short-term investmenttelein a Canadian financial institution. The Camys other receivables
consist primarily of goods and services tax duenftbe federal government of Canada.

b) Liquidity risk
Liquidity risk is the risk that the Company wilbhbe able to meet its financial obligations asytfa@l due. The Company
manages liquidity risk through the managementotipital structure. Accounts payable and accriadxlities are due within
the current operating period.

¢) Commodity price risk
The ability of the Company to develop its minguebperties and the future profitability of the Ccang are directly related to
the market price of several commodities. The Caomgaas not hedged any potential future commodilgssaThe Company
closely monitors commodity prices to determineappropriate course of action to be taken by the fzmy.

d) Sensitivity analysis
The Company has, for accounting purposes, designitgecash and short-term investments as heldréalisig, which are
measured at fair value. Accounts payable and addraieilities are classified for accounting purp@seother financial liabilities
which are measured at amortized cost. As at Mafigl?@11, the carrying and fair value amounts of @menpany’s financial
instruments are the same.

Based on management’'s knowledge and experienckeofifancial markets, management does not beliegethe Company’s
current financial instruments will be affected sigpantly by interest rate risk, foreign currendgk and price risk. The Company
does not hold significant balances in foreign cucres to give rise to exposure to foreign exchargle Commodity price risk
could, however, affect the Company. In particutae Company’s future profitability and viability afevelopment depends upon
world markets for natural resources. As of March3111, the Company was not a producing entityaAssult, commodity price
risk could affect the completion of future equitsirtsactions such as equity offerings and the esesii stock options and warrants.
The Company closely monitors commaodity prices, vitlial equity movements, and the stock market terdene the appropriate
course of action to be taken.

NOTE 11 - MANAGEMENT OF CAPITAL RISK

The Company manages its cash, common shares, gptickis, finder's options and warrants as capiadt¢ 7). The Company’s
objectives when managing capital are to safegua@dCompany’s ability to continue as a going condarorder to pursue the
development of its mineral properties and to maing flexible capital structure which optimizes thests of capital at an
acceptable risk.

The Company manages the capital structure and nsdjestments to it in light of changes in econoroaditions and the risk
characteristics of the underlying assets. To raaindr adjust its capital structure, the Company ridempt to issue new shares,
issue new debt, acquire or dispose of assets mistatje amount of cash. In order to facilitate thenagement of its capital
requirements, the Company prepares expenditureeisidgat are updated as necessary depending ausdectors, including
successful capital deployment and general industngitions.

In order to maximize ongoing exploration effortse tCompany does not currently pay out dividendee Tompany’s investment
policy is to invest its short-term excess cashighly liquid short-term interest-bearing investreigsued by a major Canadian
chartered bank, with varying maturities, selectét vegards to the expected timing of expenditfires continuing operations.
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NOTE 12 — INCOME TAXES

The Company has non-capital losses for income tgpagses of approximately $2,330,000 (2010 - $1(@WIB, which may be used to

reduce future taxable income in Canada, expirirtgvézen 2011 and 2031. The Company has a net cégstalof $130,000 (2010 -

$130,000), which can be carried forward to setagfiinst future taxable capital gains. The Comg®s/unclaimed exploration and
development expenditures of approximately $4,08B(2010 - $4,708,000) which can be deducted farrmetax purposes in Canada
in future years at the Company’s discretion.

Future income tax assets and liabilities are reizedrfor temporary differences between the carrgimgpunts of the balance sheet items
and their corresponding tax values as well ashi@benefit of losses available to be carried forvtarfuture years for tax purposes that
are more likely than not to be realized.

The reconciliation of income tax benefit computédtatutory rates to the reported income tax beisedis follows:

2011 2010
Loss before income taxes $ (1,325,931) $ (685,123)

28.00% 29.63%
Income tax benefit computed at Canadian statuies $ 371,000 $ 203,000
Mineral property costs expensed (6,000) (83,00
Stock-based compensation (198,000) (34,000)
Other 52,000 59,000
Renunciation of expenditures related to flowstigh shares 126,000 103,000
Non-capital loss deductions expired (13,000) {ae)
Change in tax rate 1,000 (312,000)
Change in valuation allowance (207,000) 184,00
Future income tax recovery $ 126,000 $ 103,000

Significant components of the Company’s future &asets and liabilities, after applying enacted @@te income tax rates, are as
follows:

2011 2010
Future income tax assets (liabilities):
Non-capital loss carry-forwards $ 584,000 $ 401,000
Capital loss carry-forwards 16,000 16,000
Equipment 2,000 2,000
Mineral properties 1,021,000 1,177,000
Undeducted financing costs 85,000 44,000
1,708,000 1,640,000
Valuation allowance for future income tax assets 1,7@8,000) (1,640,000)
$ - $ -

In assessing the realizability of future tax assaenagement considers whether it is more likedy thot that some portion or all of the
future tax assets will not be realized. The ultenealization of future tax assets is dependeahupe generation of future taxable
income during the periods in which those tempodiiferences become deductible. Management corssttierscheduled reversal of
future tax liabilities, projected future taxableame, and tax planning strategies in making tréessnent. The amount of the future
tax asset considered realizable could change mthéri the near term based on future taxable ireduring the carry forward period.
A valuation allowance has been provided againstatlfuture tax assets, as realization of suclagssts is uncertain.
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NOTE 13 — SUBSEQUENT EVENTS
The following events took place subsequent to M&th2011:

a. On April 29, 2011, the Company announced that ét élacted to proceed with the option to acquir®@PA4 interest in the Red
Wine Property and has negotiated with the vendamended option agreement which provides for theviing terms:

i. the issuance to the vendor of 50,000 common sluditke Company (issued May 20, 2011),

ii. payment to the vendor over a period of five ye@eginning from the date the TSX Venture Exchangaviges final
approval of the transaction, an aggregate of $0lbdash and issuance to the vendor of an additib@80,000 shares of
the Company, and

iii. completion of exploration work on the Red Wine Radyp during the five-year period totaling $550,0a6d

In addition, the Company may purchase half of tedor's 3% royalty at any time by making a cashnpent of $1,500,000 to
the vendor.

b. On June 14, 2011, the Company granted 75,000 sfoiidns to a consultant of the Company with an @zerprice of $0.23 and
an expiry date of June 14, 2016. These stock eptiest and are exercisable immediately.



