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MEGASTAR DEVELOPMENT CORP.
CONDENSED INTERIM STATEMENTS OF FINANCIAL POSITION

(UNAUDITED - EXPRESSED IN CANADIAN DOLLARS)

November 30 February 28
Notes 2011 2011
(Note 18)
ASSETS
Current assets
Cash 375297 $ 120,689
Marketable securities 4 159,150 290,200
Other securities 7 and 9 - 6,300,000
Taxes recoverable 3 30,209 34,625
Prepaid expenses and deposits 5 11,375 6,842
576,031 6,752,356
Non-current assets
Equipment 6 2,491 2,199
Exploration and evaluation assets 729,114 720,686
1,307,636 $ 7,475,241
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilities 8 and 13 426,962 § 518,826
Share capital distribution payable 7 and 9 - 6,300,000
Deferred income tax liability 15 123,000 123,000
Due to related parties 13 29,850 54,850
579,812 6,996,676
Shareholders' equity
Share capital 9 9,648,646 9,046,836
Share capital disbribution 9 (5,600,000) (6,300,000)
Reserves 10 648,837 463,775
Deficit (3,969,659) (2,732,046)
727,824 478,565
1,307,636 $ 7,475,241

Nature of operations and going concern (Note 1)
Summary of significant accounting policies (Note 2)
Commitments and contingencies (Note 15)
Subsequent events (Note 18)

Approved on behalf of The Board:

"Dusan Berka" Director
Dusan Berka

"Gary Musil" _ Director

Gary Musil

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



MEGASTAR DEVELOPMENT CORP.

CONDENSED INTERIM STATEMENTS OF OPERATIONS, COMPEREHENSIVE LOSS AND DEFICIT
(UNAUDITED - EXPRESSED IN CANADIAN DOLLARS )

Three Months Ended Nine Months Ended
Notes November 30, November 30, November 30, November 30,
2011 2010 2011 2010
(Note 18) (Note 18)
Expenses
Accounting and audit fees $ 4,000 $ 5200 $ 26,326 $ 35,319
Administrative fees 13 - 1,000 - 5,445
Amortization 197 77 559 233
Bank charges and interest 234 322 1,875 595
Consulting fees 13 20,000 55,000 41,000 157,507
Filing fees 1,031 2,000 9,265 9,995
Insurance 3,516 3,552 10,603 10,576
Investor relations and promotion - 8,126 156 81,814
Legal fees 9,160 63,105 39,346 65,497
Management fees 13 41,500 30,500 115,000 92,500
Office, telephone and miscellaneous 13 2,213 4,400 6,321 10,229
Rent 13 3,750 3,750 11,250 11,250
Shareholder information 2,891 4,078 6,537 8,456
Stock-based compensation 10 - - 187,808 100,208
Transfer agent fees 3,200 2,109 8,941 5,162
Travel 9,382 6,138 14,038 22,016
Total expenses (101,074) (189,357) (479,025) (616,802)
Other income (loss):
Loss on share distribution 7 and 9 - - (700,000) -
Interest income - 9 - 425
Recovery of prior period expense - - - 12,701
Stock-based compensation recovery - 72,462 274,743
- 9 (627,538) 287,869
Net loss for the period (101,074) (189,348) (1,106,563) (328.933)
Other comprehensive loss
Unrealized loss on marketable securities (14,000) 51,100 (131,050) 5,600
Net loss and comprehensive loss for the period (115,074) (138,248) (1,237,613) (323,333)
Deficit, beginning of the period (3,854,585)  (7,951,113) (2,732,046) (7,766,028)
Deficit, end of period (3,969,659)  (8,089,361) (3,969,659) (8,089,361)
Weighted average number of common shares
outstanding (basic and diluted) 17,684,216 9,926,971 13,990,972 9,764,990
Basic and diluted net loss per share $ (0.007) $ (0.014) $ (0.088) $ (0.033)

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



MEGASTAR DEVELOPMENT CORP.
CONDENSED INTERIM STATEMENTS OF CASH FLOWS
(UNAUDITED - EXPRESSED IN CANADIAN DOLLARS)

Three Months Ended Nine Months Ended
Notes November 30, November 30, November 30, November 30,
2011 2010 2011 2010
(Note 18) (Note 18)
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss for the period $ (115,074) $ (138,248) $ (1,237,613) $ (323,333)
Adjustments to reconcile loss to net cash used in operating
Amortization 197 77 558 233
Stock-based compensation - - 187,808 100,208
Stock based compensation recovery 9 - - (72,462) (274,743)
Unrealized loss on marketable securities 14,000 (51,100) 131,050 (5,600)
Interest income - 9) - (425)
Share capital distribution - - 700,000 -
Changes in non-cash working capital items:
Decrease (increase)in taxes recoverable 14,357 (1,185) 4,416 (32,948)
Decrease (increase) in prepaid expenses and deposits 2,519 (1,182) (4,533) 37,395
Increase (decrease) in accounts payable and accrued liabilities (55,229) 20,522 (80,663) 53,466
Net cash used in operating activities (139,230) (171,125) (371,439) (445,747)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received - 9 - 425
Increase in due to related parties (2,000) - (25,000) -
Proceeds from sale of marketable securities - 5,400 - 5,400
Purchase of equipment - - 851) -
Evaluation and exploration assets , net of recoveries (13,832) 11,378 (19,628) (10,549)
Net cash provided by (used in) investing activities (15,832) 16,787 (45,479) (4,724)
CASH FLOWS FROM FINANCING ACTIVITIES
Share subscription - 16,000 - 16,000
Issuance of common shares - 40,000 671,526 205,000
Net cash provided by financing activities - 56,000 671,526 221,000
Increase (decrease) in cash (155,062) (98,338) 254,608 (229,471)
Cash, beginning of the period 530,359 216,277 120,689 347,410
Cash, end of the period $§ 375297 § 117,939 § 375297 $§ 117,939
Supplemental disclosure of cash flow information:
Cash paid for interest $ -5 - - S -
Cash paid for income taxes $ - S - - 8 -

Supplemental disclosure with respect to cash flows (Note 14)

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



MEGASTAR DEVELOPMENT CORP.
CONDENSED INTERIM STATEMENTS OF CHANGES IN EQUITY
(UNAUDITED - EXPRESSED IN CANADIAN DOLLARS )

Share Capital Reserves comprehensive loss
Stock
Number of Share Capital Option
shares issued Amount__Distribution reserve securities gain (loss) Deficit Total
$ $ $ $ $

Restated balance, March 1, 2010 9,184,307 8,549,397 - 434,155 (7,766,028) 1,217,524
Comprehensive income:

Loss for the period - - - - (328,933) (328,933)

Unrealized loss on marketable securities - - - - - 5,600
Total comprehensive loss for the period 9,184,307 8,549,397 - 434,155 (8,094,961) 894,191

Subscription receivable - 16,000 - - - 16,000

Stock option compensation - - - 110,836 - 110,836

Options with graded vesting - - - (10,628) - (10,628)

Options expired/cancelled - - - (274,743) - (274,743)

Options exercised for cash 62,500 25,000 - - - 25,000

Options exercised - 11,579 - (11,579) - -

Warrants exercised 725,000 180,000 - - - 180,000
Restated balance, November 30, 2010 9,971,807 8,781,976 - 248,041 (8,094,961) 940,656
Restated balance, March 1, 2011 10,531,807 9,046,836  (6,300,000) 463,775 (2,772,246) 478,565
Comprehensive income:

Loss for the period - - 700,000 - (1,106,563) (406,563)

Unrealized loss on marketable securities - - - - - (131,050)
Total comprehensive loss for the period 10,531,807 9,046,836 (5,600,000) 463,775 (3,878,809) (59,048)

Shares issued for cash - private placements (Note9) 6,715,265 671,526 - - - 671,526

Share issued for finder's fee 437,144 43,714 - - - 43,714

Share issue costs (Note 9) - (113,430) - - - (43,714)

Stock option compensation (Note 9) - - - 187,808 - 187,808

SBC recovery on cancelled/expired stock options(Note 9 & 10) - - - (72,462) - (72,462)
Balance, November 30, 2011 17,684,216 9,648,646 (5,600,000) 579,121 (3,878,809) 727,824

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



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)
FOR THE NINE MONTH PERIODS ENDED NOVEMBER, 2011

1. NATURE OF OPERATIONS AND GOING CONCERN

The Company, incorporated in British Columbia on September 24, 1984, is an exploration stage public
Company listed on the TSX Venture Exchange. The Company is in the process of exploring its mineral
properties and has not yet determined whether these properties contain reserves that are economically
recoverable. The recoverability of amounts shown for mineral properties is dependent upon the discovery
of economically recoverable reserves and confirmation of the Company’s interest in the underlying
properties, the ability of the Company to obtain necessary financing to satisfy the expenditure requirements
under mineral property agreements and to complete the development of the properties, and upon future
profitable production or the sale thereof.

The Company is listed as a Tier 2 mining exploration issuer. The Company operates in a single business
segment focusing on mineral exploration in Quebec and British Columbia, Canada. To date, the Company
has not generated any revenue from its mineral exploration activities and has met its cash requirements
primarily through share issuances and interest income. Until the Company attains profitability, it will be
necessary to raise additional financings for general working capital and for exploration costs on its property.
If the Company is unable to obtain financing in the amounts and on terms deemed acceptable, the future
success of the business could be adversely affected. The Company has working capital deficiency at
November 30, 2011 of $3,781 (2011 - $244,320). There is no assurance that the Company will be able to
obtain adequate financing in the future or that such financing will be on terms advantageous to the
Company.

During the year ended February 28, 2011, the Company’s shareholders approved a 4 to 1 consolidation of
the Company’s common shares at its Special Meeting held on December 20, 2010. The Company’s shares
commenced trading on a post-consolidation basis on May 4, 2011.

The head office, principal address of the Company is Suite 1130, 789 West Pender Street, Vancouver, BC
Canada V6C 1H2. The Company’s registered and records address is Suite 1130, 789 West Pender Street,
Vancouver, BC Canada V6C 1H2

These unaudited condensed interim financial statements ("interim financial statements") have been prepared
with the assumption that the Company will be able to realize its assets and discharge its liabilities in the
normal course of business rather than through a process of forced liquidation. The operations of the
Company were primarily funded by the issuance of share capital. The issuance of additional equity
securities by the Company may result in significant dilution to the equity interests of current shareholders.
The Company’s future capital requirements will depend on many factors, including operating costs, the
current capital market environment and global market conditions. The Company has cumulative deficit at
November 30, 2011 of $3,969,659 (2011 - $2,732,046). The continued operations of the Company are
dependent on its ability to develop a sufficient financing plan, receive continued financial support from
related parties, complete sufficient public equity financing, or generate profitable operations in the future.

These interim financial statements do not include any adjustments relating to the recoverability and
classification of recorded asset amounts and classification of liabilities that might be necessary should the
Company be unable to continue in existence.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance and conversion to I nternational Financial Reporting Standards

The interim financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”)
and interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”).
Therefore, these financial statements comply with International Accounting Standard (“IAS”) 34 “Interim
Financial Reporting”.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THECONDENSEDFINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOILARS - UNAUDITED)

FOR THENINE MONTH PERIODS ENDEDNOVEMBER 3Q 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d...)

This interim financial report does not include all of the information required of a full annual financial report
and is intended tprovide users with an update in relation to events and transactions that are significant to
an understanding of the changes in financial position and performance of the Company since the end of the
last annual reporting period. It is therefore recommenidadthis financial report be read in conjunction

with the annual financial statements of the Company for the year Emtedary 282011. However this

interim financialreport providesselected significant disclosures that are required in the annaalcfal
statements under IFRS. The disclosures concerning the transition from Canadian Generally Accepted
Accounting Principles (“Canadian GAAP”) to IFRS are provided in Note 18.

Theinterim financial statements were authorizedi$suancey the boardf directorson January26, 2012.
Basis of preparation

The interim financial statements have been prepayedan accrual basis except for cash flow information
and are based on historical costs, modified where applicableinfEhien financial staterents are presented
in Canadian dollars unless otherwise noted

Significant accounting judgments estimates and assumptions

The preparation of the Company’s interim financial statements in conformity with IFRS requires
management to make judgments, eates and assumptions that affect the reported amounts of aisdets
liabilities at the date of theterim financial statements and reported amountsegEnues an@gxpenses
during the reporting period. Estimates and assumptions are continuously evalndtede based on
management’s experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. However, actual outcomes can differ from these estimates.

Areas requiring a significant degreéestimation relate to the determination of tiseful lives of property

and equipment, the recoverability of the carrying value of exploration and evaluation assets, fair value
measurements for financial instruments and stiaded compensation and otkguity-based payments, the
recognition and valuation of provisions for restoration and environmental liabilities, and the recoverability
and measurement of deferred tax assets and liabilities. Actual results may differ from those estimates.

Areas requing significant judgments relate to recognition of deferred assets and liabilities, determination
of cashgenerating units and the determination of technical feasibilities and commercial viabilities of
mineral interests.

Deferred income taxes

Deferred hcome tax is provided using the balance sheet method on temporary differences at the reporting
date between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes.

The carrying amount of deferred income taxetsss reviewed at the end of each reporting period and
recognized only to the extent that it is probable that sufficient taxable profit will be available to allow all or
part of the deferred income tax asset to be utilized.

Deferred income tax assetsddiabilities are measured at the tax rates that are expected to apply to the year
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been enacted
or substantively enacted by the end of the reporting period.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS +UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES FRQW G
Deferred incometaxes FRQW G

Deferred income tax assets and deferred income tax liabilities are offset, if a legally enforceable right exists
to set off current tax assets against current income tax liabilities and the deferred income taxes relate to the
same taxable entity and the same taxation authority.

Lossper share

Loss per share is calculated on the basis of the weighted average number of common shares outstanding
during the period. The Company follows the treasury stock method to calculate the dilutive effect of
options, warrants and similar instruments. Under this method, the dilutive effect on earnings per share is
recognized on the use of the proceeds that could be obtained upon exercise of options, warrants and similar
instruments. It assumes that the proceeds would be used to purchase common shares at the average market
price during the period. Existing stock options and share purchase warrants have not been included in the
computation of diluted loss per share as to do so would be anti-dilutive. Accordingly, basic and diluted loss
per share is the same for the periods presented.

Financial instruments

The Company classifies its financial assets and liabilities into one of the following categories, depending on
WKH SXUSRVH IRU ZKLFK WKH ILQDQFLDO LQVWUXPHQW ZDV UHTXLUHG
category is as follows,

i) Financial assets and financial liabilities at fair value through profit or loss (""FVTPL™")

Financial assets and financial liabilities classified as FVTPL are acquired or incurred principally for the
purpose of selling or repurchasing them in the near term. They are recognized at fair value based on market
prices, with any resulting gains and losses reflected in net income for the period in which they arise.

i) Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable payments
and fixed maturity that an entity has the intention and ability to hold to maturity. They are measured at
amortized cost using the effective interest rate method less any impairment loss. A gain or loss is
recognized in net income when the financial asset is derecognized or impaired, and through the amortization
process.

iii) Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are designated as available for
sale, or that are not classified as loans and receivables, held-to-maturity investments, or held for trading.
They are measured at fair value. Fair value is determined based on market prices. Equity instruments that
do not have a quoted market price in an active market are measured at cost. Gains and losses are
recognized directly in other comprehensive income until the financial asset is derecognized, at which time
the cumulative gain or loss previously recognized in accumulated other comprehensive income is
recognized in net income for the year.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

2. SUMM ARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d...)
Financial instruments (cont’d...)
iv) Loans and receivables and other financial liabilities

Loans and receivables and other financial liabilities are measured at amortized cost, using the effective
interest rate method less any impairment loss.

The Company classified its financial instruments as follows:

Cash are classified as FVTPL.

Taxes recoverable are classified as loans and receivables.

Marketable securities are classified as available for sale.

Accounts payable and accrued liabilities have been classified as other financial liabilities.
Amounts due to related parties are classified as other financial liabilities..

Transaction costs related to financial instruments other than FVTPL are capitalized as part of the cost of the
financial instrument.

The Company does not use any derivative or hedging instruments.
Flow-through shares

The Company has adopted a policy whereby the premium paid for flow-through shares in excess of the
market value of the shares without the flow-through features at the time of issue is initially recorded as a
flow-through tax liability and included in trade payables and accrued liabilities. Upon renouncement by the
Company of the tax benefits associated with the related expenditures, a deferred tax liability is recognized
and the flow-through tax liability will be reversed. To the extent that suitable deferred tax assets are
available, the Company will reduce the deferred tax liability and record a deferred tax recovery.

Exploration and Evaluation Assets
Pre-exploration costs are expensed in the period in which they are incurred.

Costs incurred to acquire the legal right to explore a property are capitalized. Once the legal right to explore
a property has been acquired, costs directly related to exploration and evaluation expenditures are
recognized and capitalized on a property-by-property basis. These direct expenditures include such costs as
surveying costs, drilling costs, labor and contractor costs, materials used and licensing and permit fees.

Government tax credits received are recorded as a reduction to the cumulative costs incurred and capitalized
on the related property.

Once the technical feasibility and commercial viability of extracting the mineral resource has been
determined the property is considered to be under development and is classified as development properties.
The carrying value of exploration and evaluation assets is transferred to development properties after being
tested for impairment.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d...)

Once commercial production has commenced all capitalized costs related to the property are transferred to
producing properties and the costs of acquisition, exploration and development will be written off over the
life of the property based on estimated economic reserves. Proceeds received from the sale of any interest in
a property will be credited against the carrying value of the property, with any excess included in operations
for the period. If a property is abandoned, the acquisition, deferred exploration and development costs will
be written off to operations.

Currently, all mineral properties of the Company are at exploration stage.

Although the Company has taken steps to verify title to mineral properties in which it has an interest, in
accordance with industry standards for the current stage of exploration of such properties, these procedures
do not guarantee the Company’s title. Property title may be subject to unregistered prior agreements or
inadvertent non-compliance with regulatory requirements.

Management reviews capitalized costs on its mineral properties at each reporting period and will recognize
impairment in value based upon current exploration results and upon management’s assessment of the future
probability of profitable revenues from the property of sale of the property.

Exploration costs renounced due to flow-through share subscription agreements remain capitalized,
however, for corporate income tax purpose; the Company has no right to claim these costs as tax deductible
expenses.

Record costs of mineral properties and deferred exploration costs are not intended to reflect present of
future values of resource properties. The recorded costs are subject to measurement uncertainty and it is
reasonably possible, based on existing knowledge, that change in future conditions could require a material
change in the recognized amount.

Payments on mineral property Option Agreement are made at the discretion of the Company and,
accordingly, are recorded on a cash basis.

The Company’s entitlement to mineral exploration tax credits is accounted for on a cash basis.
Mining tax credits

Mining tax credits are recorded in the accounts when there is reasonable assurance that the Company has
complied with, and will continue to comply with, all conditions needed to obtain the credits. These non-
repayable mining tax credits are earned in respect to exploration costs incurred in Quebec, Canada and are
recorded as a reduction of the related deferred exploration expenditures.

Asset retirement obligations

The Company recognizes the fair value of a liability for an asset retirement obligation in the year in which it
is incurred when a reasonable estimate of fair value can be made. The carrying amount of the related long-
lived asset is increased by the same amount as the liability. The asset retirement cost is subsequently
allocated in a rational and systematic method over the underlying assets’ useful life.

Changes in the liability for an asset retirement obligation due to the passage of time will be measured by
applying an interest period of allocation. The amount will be recognized as an increase in the liability and
an accretion expense in the statement of operations. Changes resulting from revisions to the timing or the
amount of the original estimate of undiscounted cash flows are recognized as an increase or a decrease in
the carrying amount of the liability and the related long-lived asset.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

2. SUMM ARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d...)
I mpairment of assets

The carrying amount of the Company’s assets (which include property and equipment and exploration and
evaluation assets) is reviewed at each reporting date to determine whether there is any indication of
impairment. If such indication exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss. An impairment loss is recognized whenever the carrying amount of an
asset or its cash-generating unit exceeds its recoverable amount. Impairment losses are recognized in the
statement of income and comprehensive income.

The recoverable amount of assets is the greater of an asset’s fair value less cost to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects the current market assessments of the time value of money and the risks specific to
the asset. For an asset that does not generate cash inflows largely independent of those from other assets, the
recoverable amount is determined for the cash-generating unit to which the asset belongs.

An impairment loss is only reversed if there is an indication that the impairment loss may no longer exist
and there has been a change in the estimates used to determine the recoverable amount, however, not to an
amount higher than the carrying amount that would have been determined had no impairment loss been
recognized in previous years.

Assets that have an indefinite useful life are not subject to amortization and are tested annually for
impairment.

Equipment

Equipment is recorded at cost less accumulated amortization. As at November 30, 2011, amortization is
calculated on a declining balance basis at 30% per annum for office equipment. One half the normal
amortizations is taken in the year of acquisition.

Accounts payable and accrued liabilities

Accounts payable and accrued liabilities are non-interesting bearing, unsecured and have settlement dates
within one year.

Stock-based compensation

The Company has adopted an incentive stock option plan which is described in Note 10. The Company
accounts for stock options granted to directors, officers, employees and non-employees using the fair value
method of accounting. Accordingly, the fair value of the options at the date of the grant is determined using
the Black-Scholes option pricing model and stock-based compensation is accrued and charged to
operations, with an offsetting credit to stock-option reserve over the vesting periods. The fair value of stock
options granted to non-employees is re-measured at the earlier of each financial reporting or vesting date,
and any adjustment is charged or credited to operations upon re-measurement. If and when the stock
options are exercised, the applicable amounts of option reserve are transferred to share capital. If and when
the stock options are expired or cancelled without exercised, the applicable amounts of option reserve are
transferred to Stock-based Compensation recovery.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

2. SUMM ARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d...)
Valuation of equity unitsissued in private placements

The Company has adopted a residual value method with respect to the measurement of shares and warrants
issued as private placement units. The residual value method first allocates value to the most easily
measurable component based on fair value and then the residual value, if any, to the less easily measurable
component.

The fair value of the common shares issued in the private placement was determined to be the more easily
measurable component and were valued at their fair value, as determined by the closing quoted bid price on
the announcement date. The balance, if any, was allocated to the attached warrants. Any fair value
attributed to the warrants is recorded as warrant reserve. If the warrants are exercised, the related amount is
reclassified as share capital.

If the warrants are issued as share issuance costs, the fair value should be recorded as warrant reserve using
the Black-Scholes option pricing model. If the warrants are exercised, the related amount is reclassified as
share capital). If the warrants expire unexercised, the related amount remains in warrant reserve.

Future changes in accounting policies

New Accounting Standards effective for annual periods beginning on or after July 1, 2011

Amendments to IFRS 7 “Financial Instruments: Disclosures”

This amendment increases the disclosure required regarding the transfer of financial assets, especially if
there is a disproportionate amount of transfer transactions that take place around the end of a reporting
period. This amendment is effective for annual periods beginning on or after July 1, 2011, with early
adoption permitted. The Company does not anticipate this amendment to have a significant impact on its
financial statements.

New standard IAS 12 “Income taxes”

In December 2010, the IASB issued an amendment to IAS 12 that provides a practical solution to
determining the recovery of investment properties as it relates to the accounting for deferred income taxes.
This amendment is effective for annual periods beginning on or after July 1, 2011, with early adoption
permitted. The Company does not anticipate this amendment to have a significant impact on its financial
statements.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d...)
New Accounting Standards Not Y et Adopted

In May 2011, the IASB issued the following standards, which have not yet been adopted by the Company:

IFRS 9 Financial Instruments *IFRS 9 is a partial replacement of IAS 39 “Financial Instruments:
Recognition and Measurement”. This new standard is effective for annual periods beginning on or after
January 1, 2013. The Company has not early adopted these revised standards and is currently assessing the
impact that these standards will have on the financial statements.

IFRS 10 Congdlidated Finandal Statements - IFRS 10 requires an entity to consolidate an investee when
it is exposed, or has rights, to variable returns from its involvement with the investee and has the ability to
affect those returns through its power over the investee. Under existing IFRS, consolidation is required
when an entity has the power to govern the financial and operating policies of an entity so as to obtain
benefits from its activities. IFRS 10 replaces SIC-12 Consolidation - Special Purpose Entities and parts of
IAS 27 Consolidated and Sgparate Financial Statements.

IFRS 11 Joint Arrangements - IFRS 11 requires a venturer to classify its interest in a joint arrangement as
a joint venture or joint operation. Joint ventures will be accounted for using the equity method of
accounting whereas for a joint operation the venturer will recognize its share of the assets, liabilities,
revenue and expenses of the joint operation. Under existing IFRS, entities have the choice to
proportionately consolidate or equity account for interests in joint ventures. IFRS 11 supersedes IAS 31
Interests in Joint Ventures and SIC-13 Jointly Controlled Entities - Non-monetary Contributions by
Venturers

IFRS 12 Digdosure of Interests in Other Entities - IFRS 12 establishes disclosure requirements for
interests in other entities, such as joint arrangements, associates, special purpose vehicles and off balance
sheet vehicles. The standard carries forward existing disclosures and also introduces significant additional
disclosure requirements that address the nature of, and risks associated with, an entity’s interests in other
entities.

IFRS 13 Fair Value Measurement - IFRS 13 is a comprehensive standard for fair value measurement and
disclosure requirements for use across all IFRS standards. The new standard clarifies that fair value is the
price that would be received to sell an asset, or paid to transfer a liability in an orderly transaction between
market participants, at the measurement date. It also establishes disclosures about fair value measurement.
Under existing IFRS, guidance on measuring and disclosing fair value is dispersed among the specific
standards requiring fair value measurements and in many cases does not reflect a clear measurement basis
or consistent disclosures.

Amendments to other standards - In addition, there have been other amendments to existing standards,
including IAS 27 Sgparate Financial Satements and 1AS 28 Investments in Associates and Joint Ventures.
IAS 27 addresses accounting for subsidiaries, jointly controlled entities and associates in non-consolidated
financial statements. IAS 28 has been amended to include joint ventures in its scope and to address the
changes in IFRS 10 to IFRS 13.

Each of the new standards, IFRS 9 to 13 and the amendments to other standards, is effective for annual
periods beginning on or after January 1, 2013 with early adoption permitted. The Company has not yet
begun the process of assessing the impact that the new and amended standards will have on its financial
statements or whether to early adopt any of the new requirements.
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(EXPRESSED IN CANADIAN DOILARS - UNAUDITED)

FOR THENINE MONTH PERIODS ENDEDNOVEMBER 3Q 2011

3.

TAXESRECOVERABLE

November 30, 2011 February 28, 201
Taxes recoverable $ 30,209 $ 34,625

As atNovember 302011, amounts receivable consisté®8,8220f HarmonizedSalesTax receivablend
$21,387 of Quebec Sales Tarceivable

MARKETABLE SECURITIES

November 30, 2011 February 28, 2011
Fair Value Cost Fair Value Cost

Canada Zinc Metals Corp. $ 41,650 $ 104,975 $ 61,200 $ 104,975
Eloro Resources Ltd. 37,500 56,250 135,000 56,250

Rio Grande Mining Corp. 80,000 22,500 94,000 22,500
$ 159,150 $ 183,725| $ 290,200 $ 183,725

Pursuant to an option agreement on the Company’s interest in the Sedex Zinc Property in BC with Canada

Zinc Metals Corp. (previously Mantle Resources Inhg €ompany received 100,000 shares of Canada
Zinc Metals Corp. apartial consideration for Canada Zinc Metals Corp. earning up to iB@8test in the
Sedex Zinc Property in BOheagreement was mutually terminated after Feb 28, 2008.

Pursuant to an option agreement on the Company’s interest in the Simkar Property in Quebec with Eloro
Resources Ltd., the Company receiud¥,500shares of Eloro Resources Ltd. to earn up to 50% interest in
the Simkar Property in Quebe&n additional 0f187,%0 shares was received from Eloro Resources Ltd. in
the year 20110n August 122011, the shares of EloResources Ltdwere rolled back 4:1The number of
shares of Eloro received reflsthe 4:1 rollback

Pursuant to an option agreement on the Company’s interest in the Sedex Zinc Property in BC with Rio
Grande Minirg Corp., the @mpany received G000 shares of Rio Grande Mining Corp. as partial
consideratiorfor Rio Grande Mining Corp. earning up to 60% inteiasthe Sedex Zinc Property in BC.
An additional of 50,000 shares was receiftenn Rio Grande Mining Corpand then alshareswvere sjit

on the basis of one old share for two new sharése year 2011

As of November 302011, the fair market value of the marketable securities$da8,150(February 28,
2011- $290,200) Canada Zinc Metals Corf$0.49 per share (Febran28, 2011- $0.72); Eloro Resources
Ltd. $0.10 pershare (February 28, 2011%0.09); Rio Grande Mining Corp0.40per share (February 28,
2011- $0.47 based on the closing bid price of shares on the TSX Venture Exchange.

During thenine months endedNovember 302011, the Company record&31,050asan unrealized loss

(November 302010 — unrealized gain of$5,600 in the market value. The unrealizgginioss of
marketable securities is reflectedcimmprehensivgainiossduring the reporting pevd.

PREPAID EXPENSES AND DEPOSITS

November 30, 2011  February 28, 201
Prepaid expenses and deposits $ 11,375  $ 6,842

As atNovember 302011, prepaid expensesnsistedf $207 of office, $9,3760f insuranceand$1,7920f
rental fees



MEGASTAR DEVELOPMENT CORP.
NOTES TO THECONDENSEDFINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOILARS *UNAUDITED)

FOR THENINE MONTH PERIODS ENDEDNOVEMBER 3Q 2011

6.

EQUIPMENT

Office equipment Office equipment
Cost: Cost:
At February 28, 2011  $ 2,588 At March 1, 2010 $ 2,966
Additions 851 Additions 2,588
At November 30, 2011 $ 3,439 At February 28, 2011 $ 5,553
Depreciation: Depreciation:
At February 28, 2011 389 At March 1, 2010 1,453
Charges for the period 559 Charge for the period 699
Eliminated on disposal - Eliminated on disposal 1,201
At November 30, 2011 948 At February 28, 2011 3,354
Net book value: Net book value:
At February 28, 2011 2,199 At March 1, 2010 1,512
At November 30, 2011 $ 2,491 At February 28, 2011 $ 2,199




MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

7. EXPLORATION AND EVALUATION ASSETS

The Company has capitalized the following acquisition and exploration costs on its mineral properties.

Sedex Zinc Property Ralleau Project

British Columbia, Canada Quebec, Canada Total
Balance of costs
Total acquisition costs $ 255,000 $ 88,222 § 343,222
Total exploration advance (183,500) - (183,500)
Total cost recovery (72,000) - (72,000)
Total deferred exploration costs 68,258 564,706 632,964
Balance, February 28, 2011 67,758 652,928 720,686
Acquisition costs
Cash - 1,378 1,378
Total acquisition costs - 1,378 1,378
Exploration costs
Reports and field 500 3,475 3,975
Taxes and assessment fees 3,075 - 3,075
Total exploration costs 3,575 3,475 7,050
Total acquisition costs 255,000 89,600 344,600
Total exploration advance (183,500) - (183,500)
Total cost recovery (72,000) - (72,000)
Total deferred exploration costs 71,833 568,181 640,014
Balance, November 30, 2011 $ 71,333 $ 657,781 $ 729,114




MEGASTAR DEVELOPMENT CORP.
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(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

7. EXPLORATION AND EVALUATION ASSETS (cont’d...)
Simkar Property Sedex Zinc Property Ralleau Project
Quebec, Canada  British Columbia, Canada Quebec, Canada Total

Balance of costs
Total acquisition costs $ 1 9 255,000 $ 86,210 $ 341,211
Exploration advance - (183,500) - (183,500)
Total deferred exploration costs 549,624 67,133 347,947 964,704
Balance, March 1, 2010 549,625 138,633 434,157 1,122,415
Acquisition costs
Cash (1) - 2,012 2,011
Total acquisition costs (1) - 2,012 2,011
Exploration costs
Assay - - 4,288 4,288
Geological 3,200 - 181,065 184,265
Miscellaneous (74) - 6,605 6,531
Reports and field 56 1,125 103,787 104,968
Taxes and assessment fees 7,897 - - 7,897
Total exploration costs 11,079 1,125 295,745 307,949
Cost recovery:
Quebec mining tax credit received (50,641) - (78,986) (129,627)
Sales of exploration and evaluation asset (338,984) - - (338,984)
Option payments received

Cash (100,000) (37,500) - (137,500)

Shares (60,000) (34,500) - (94,500)
Total cost recovery (549,624) (72,000) (78,986) (700,611)
Total acquisition costs - 255,000 88,222 343,222
Total exploration advance - (183,500) - (183,500)
Total cost recovery - (72,000) - 964,704
Total deferred exploration costs - 68,258 564,706 68,258
Balance, February 28, 2011 $ - $ 67,758 § 652,928 $ 720,686

a) Simkar Property, Quebec, Canada

Until August 2009, the Company had a 100% interest in two contiguous mining concessions totalling 557
acres located in Louvicourt Township, Quebec.

On August 14, 2009, the Company entered into a joint venture agreement with Eloro Resources Ltd.
(“Eloro”) whereby Eloro was granted the option to earn a 50% undivided interest in the Property by making
cash payments totalling $350,000 (received $150,000); the issuance 4,500,000 common shares (received
1,500,000 shares); and incurring $4,000,000 in exploration expenditures over six years of which $750,000
is to be incurred in the first year (incurred), $1,250,000 in the second year and $2,000,000 in the third year.
Eloro would be the project manager and operator of the joint venture.

On November 18, 2010, the Company and Eloro entered into an Asset Purchase Agreement whereby the
Company agreed to transfer to its 100% interest in the Property in exchange for 70,000,000 Eloro shares.

The transfer of this Property resulted in a gain of $5,851,049, net of transaction costs of $109,967.



MEGASTAR DEVELOPMENT CORP.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(EXPRESSED IN CANADIAN DOLLARS — UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

7. EXPLORATION AND EVALUATION ASSETS (cont’d...)

b) Ralleau Project, Quebec, Canada

The Company has a 100% interest in 12 mineral claims situated in the Quevillon area of Quebec that are
subject to a 2% net smelter royalty return of which 1% can be purchased by the Company at any time for
$1,000,000. The Company subsequently staked an additional 208 mineral claims such that the property now
includes a total of 220 claims.

¢) Sedex Zinc Property, British Columbia, Canada

At the outset of 2011, the Company had a 100% interest in 33 mineral claims located in the Omineca
Mining Division, BC. The claims are subject to a 2% net smelter returns royalty of which the Company can
purchase 1% for $1,000,000. During the nine month period ended November 30, 2011, the Company
abandoned 8 mineral claims, leaving the company with a 100% interest in 25 mineral claims, totaling
10,705 hectares.

Pursuant to an agreement dated November 5, 2008, the Company granted an option to Rio Grande Mining
Corp. (“Rio Grande”) whereby Rio Grande could earn up to a 60% interest in the claims.

For Rio Grande Mining Corp to earn a 60% interest in Sedex claim, it must pay to the Company cash of
$72,500, common share of 200,000 units and incur $2,000,000 in exploration expenditures as following
terms:

e Pay $10,000 to the Company within 10 days of execution of the letter of intent (received);

e Pay $17,500 to the Company (received) and 50,000 common shares which is valued on fair
market value of $22,500 (received), incur minimum exploration expenditures of $100,000
(incurred) on or before the earlier of (i) 7 days after the listing date, or (ii) December 31,
2009;

e Pay $20,000 to the Company (received) and 50,000 common shares which is valued on fair
market value of $12,000 (received), incur minimum exploration expenditures of $200,000
(incurred). on or before the earlier of (i) 12 months after the listing date, or (ii) July 31, 2010;

e Pay $25,000 to the Company (outstanding) and 50,000 common shares which is valued on fair
market value (outstanding), incur minimum exploration expenditures of $700,000
(outstanding) on or before the earlier of (i) 24 months after the listing date, or (ii) July 31,
2011;

e Pay 50,000 common shares which is valued on fair market value (outstanding), incur
minimum exploration expenditures of $1,000,000 (outstanding) on or before the earlier (i) 36
months from the listing date, or (ii) July 31, 2012.

As of November 30, 2011, the Company received the total cash payment of $47,500 and common share of
200,000 from Rio Grande Mining Corp. (On December 1, 2010, the shares of $100,000 received split 2:1).
Rio Grande Mining Corp. incurred total of $300,000 exploration expenditures on the property. The
Company is currently re-negotiating its option agreement with Rio Grande.
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FOR THE NINE MONTH PERIODS ENDED NOVEMBER 30, 2011

8. ACCOUNTSPAYABLE AND ACCRUED LIABILITIES
November 30, 2011 February 28, 2011
Accounts payable and accrued liabilities $ 426,962 $ 518,826
Tax payable 123,000 123,000
Total $ 549,962 $ 641,826

As at November 30, 2011, the accounts payable and accrued liabilities consisted of $29,189 short term
liabilities to meet the Company’s needs of daily operations, including $2,000 payable to credit cards,
$11,994 for property expenditures, $2,724 for professional fees, $775 for consulting fees, $4,257 for
investor relations and promotion, $4,362 for transfer agent fees, $580 for refunds of private placement
overpayment, $2,388 for travel with the remaining balance for general office miscellaneous expenses. The
tax payable consisted of $123,000 future income tax liability, $97,705 part XII.6 tax payable and $300,067
tax penalties and interest.

9. SHARE CAPITAL
Authorized share capital
Unlimited number of common shares without par value
Issuance of share capital

At November 30, 2011, there were 17,684,216 issued and fully paid common shares (February 28, 2011 -

10,531,807).
Number of shares  Share capital
Balance, February 28, 2010 9,184,307 $ 8,549,397
Stock options exercised 322,500 135,000
Fair value of options issued - 62,439
Warrants exercised 1,025,000 300,000
Stock-based compensation - -
Balance, February 28, 2011 10,531,807 $ 9,046,836
Shares issued for cash - -
Shares issued for private placement 6,715,265 671,526
Share issued for finders' fee 437,144 43,714
Shares iuused cost (agent's warrants) - (43,714)
Shares iuused cost (warrants reserve) - (69,716)

Balance, November 30, 2011 17,684,216 $ 9,648,646
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9. SHARE CAPITAL FRQWIG

During the nine month period ended November 30, 2011,

a) On May 4, 2011, tKH &R P S D Qd fapitdl Waé Xltdred by consolidating on a 4:1 basis for all of the
42,127,233 issued common shares without par value into 10,531,807 common shares without par value.
The basic and diluted loss per share figures and the weighted average number of shares outstanding have
been retroactively restated on the statements of operations and deficit.

The common share cRQVROLGDWLRQ ZDV DSSURYHG E\ VWieHal WikeBid HKROGHUYV DW \
on December 20, 2010.

All current and comparative capital stock amounts have been restated to account for the 4 to 1 common
share consolidation.

b) On July 22, 2011, the Company closed the non-brokered private placement and raised $671,526. A total of
6,715,265 non-flow-through units at a price of $0.10 per unit were issued. Each unit consists of one
common share and one transferable share purchase warrant. Each warrant entitled the holder to purchase
one additional common share of the Company at a price of $0.135 per share until July 20, 2013. The
Company paid share issuance costs of 437,144 units representing 6.5% of the total proceeds raised under
the private placement financing. Directors, officers, and insiders of the company subscribed for $37,500 of
the offering, representing 375,000 units or 5.6% of the above financing. All shares issued under the offering
were subject to a four-month hold period expiring November 21, 2011.

Share capital distribution

Pursuant to the Asset Purchase Agreement with Eloro, the Company agreed to distribute the 70,000,000
shares of Eloro to its shareholders on a pro rata basis. During the nine month period ended November 30,
2011, the Company cancelled all of its issued and outstanding shares and immediately reissued new shares
in the same amount together with the Eloro shares, which were distributed at a ratio of 1.6616329869 Eloro
shares for each share of the Company held by the shareholders of record on January 7, 2011. The share
distribution was settled on March 17, 2011, at which date the Eloro shares were valued at $5,600,000. The
$700,000 recorded as a loss relates to the difference between the Eloro shares recorded on the date of the
share capital distribution payable and the fair market value of the Eloro shares on the date of distribution.

Stock Options

7KH &RPSDQ\ DGRSWHG D VWRFN RSWLRQ SODQ WKH 36WRFN 2SWLRQ 3
employees, officers, directors, consultants for up to 10% of the issued and outstanding common shares. In

connection with the foregoing, the number of common shares reserved for issuance to any one optionee in a

twelve-month period is limited to 5% of the issued shares of the Company. Under the plan, the exercise

price of an option may not be less than the discounted market price. The options can be granted for a

maximum term of 5 years and vest at the discretion of the board of directors.

For stock options granted to employees, officers, directors, and consultants, the Company recognizes as an
expense, the estimated fair value of the stock options granted. The fair value of each stock option granted
was estimated on the date of grant using the Black-Scholes option-pricing model.
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9.

SHARE CAPITAL (cont’d...)
Stock options(cont’d...)

During the nine months ended November 30, 2011:

On July 22, 2011, the Company granted its directors, officers, and consultants to purchase 1,050,000
common shares at a price of $0.25 per share for a period of five years. The fair value of stock options
granted July 22, 2011 was estimated at the vesting date using the Black — Scholes option pricing model with
estimated volatility of 131.42%, risk free rate of 1.68%, annual rate of dividends of zero and expected life
of 5 years. With these assumptions, the fair value of options was determined to be $187,808 which has been
expensed with a corresponding credit to stock-option reserve.

The weighted average grant date fair value of options granted during the nine month period ended
November 30, 2011 was $0.28(2010 - $0.52).

A summary of stock options outstanding as at November 30, 2011 is as follows:

Weighted Average

Number of Weighted Average Number of Year to

Granted date Options Exercise Price $ Expiry

Balance - February 28, 2010 618,750 0.52 3.19
Options forfeited/expired (280,000) 0.48
Options granted 04-Mar-10 250,000 0.52
Options granted 13-Jul-10 50,000 0.40
Options exercised (322,500) 0.40

Balance - February 28 2011 316,250 0.52 0.68
Options forfeited/expired (160,000) 0.58
Options granted 22-Jul-11 1,050,000 0.25

Balance - November 30, 2011 1,206,250 0.28 4.19

Stock option figures in year 2010 have been adjusted to reflect 4 to 1 consolidation of the Company’s
common shares during the year ended February 28, 2011.

During the year ended February 28, 2011:

The Company granted its directors, officers and consultants options to acquire 200,000 shares at a price of
$0.52 per share for a period of three years from March 4, 2010. The fair value of $77,504 was recorded as
stock-based compensation using the Black-Scholes option pricing model. Black-Scholes option pricing is
based on a risk free interest rate of 1.63%, expected volatility of 129.77%, expected dividend rate of 0%
and expected life of 3 years.

The Company granted its investor relations consultant options to acquire 50,000 shares at a price of $0.52
per share for a period of two years from March 4, 2010. The fair value of $18,777 was recorded as stock-
based compensation using the Black-Scholes option pricing model. The stock options granted will vest as to
25% per quarter. Black-Scholes option pricing is based on a risk free interest rate of 1.63%, expected
volatility of 152.02%, expected dividend rate of 0% and expected life of 2 years. With these assumptions,
the fair value options of $18,777 of which $9,780 was expensed during the nine months ended August 31,
2010 with a corresponding credit to contributed surplus based on the rule of IFRS graded vesting.
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9.

SHARE CAPITAL (cont’d...)
Stock options(cont’d...)

During the year ended February 28, 2011:

The Company granted its consultant options to acquire 50,000 shares at a price of $0.40 per share for a
period of two years from July 13, 2010. The fair value of $14,555 was recorded as stock-based
compensation using the Black-Scholes option pricing model. Black-Scholes option pricing is based on a
risk free interest rate of 1.39%, expected volatility of 154.04%, expected dividend rate of 0% and expected
life of 2 years.

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

During the year ended February 28, 2011, 300,000 options were granted, 322,500 options were exercised
and 280,000 options were expired.

Stock option figures in year 2010 have been adjusted to reflect 4 to 1 consolidation of the Company’s
common shares during the year ended February 28, 2011.

As at November 30, 2011, the following incentive stock options are outstanding and exercisable:

Weighted average Weighted average =~ Number of Options
exercise price contractual life outstanding Expiry date
0.02 0.05 62,500 October 23, 2012
0.04 0.10 93,750 March 4, 2013
0.22 4.04 1,050,000 July 22, 2016
0.28 4.19 1,206,250
Warrants

During the nine months ended November 30, 2011, 375,000 warrants expired. A total of 7,152,409
warrants were granted exercisable at $0.135 per share pursuant to the private placement.

During the year ended February 28, 2011, 1,025,000 warrants were exercised for total proceeds of
$300,000.
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9. SHARE CAPITAL (cont’d...)

Warrants(cont’d...)

A summary of changes in warrants outstanding as at November 30, 2011 is as follows:

Weighted Weighted

average exercise average number

Warrants outstanding price of year to expiry

-$-

Balance, February 28, 2010 1,400,000 0.24 1.42
Warrants gxercise}l (1,025,000) 0.28

Balance, February 28, 2011 375,000 0.40 0.49

Warrants expired (375,000)

Warrants granted with private placement 6,715,265 0.135
Finders fee warrants 437,144 0.135

Balance November 30, 2011 7,152,409 0.135 1.64

10.

Warrants have been adjusted to reflect 4 to 1 consolidation of the Company’s common shares.

Details of warrants outstanding as at November 30, 201 1are as follows:

Weighted average Weighted average Number of Warrants Expiry
exercise price contractual life outstanding date
0.127 1.538 6,715,265 20-Jul-13
0.008 0.100 437,144 20-Jul-13

0.135 1.638 7,152,409

The weighted average grant date fair value of warrants grated during nine months period ended November
30,2011 was $0.135 (2010 - $0.40).

During the nine months ended November 30, 2011, 437,144 broker warrants were granted as part of a
private placement. The fair value of $69,716 was calculated using the Black-Scholes Model with the
following assumptions: risk free interest rate of 1.08%, expected life of 2 years, expected dividends of zero,
and expected annual volatility of 144%. The amount of $69,716 was recorded under share issuance cost and
warrant reserve for the nine months ended November 30, 2011.

RESERVES
Stock option reserve

The stock option reserve records items recognized as stock-based compensation expense until such time
that the stock options are exercised, at which time the corresponding amount will be transferred to share
capital. If the options expire or cancelled unexercised, the amount recorded is transferred to stock based
compensation recovery. If the options exercised, the fair market value of options is transfer to share capital.

During the nine months period ended November 30, 2011, 160,000 options expired unexercised. An
amount of $72,462 was recorded to shares based compensation ("SBC") recovery for unexercised stock
options that expired during the nine months ended November 30, 2011.
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10.

11.

RESERVES (cont’d...)

Stock option reserve (cont’d...)

Number of Exercise Number of SBC expense ~ SBC
Options Price  Options Granted Calculated Recovery
53,750 § 0.80 300,000 53,100 38,055
25,000 § 0.40 650,000 35,532 5,466
18,750  § 0.52 1,000,000 96,281 7,221
37,500 § 0.52 1,000,000 96,281 14,442
25,000 $ 0.40 200,000 14,555 7,278

160,000 72,462

As at November 30, 2011, the summary of stock option reserve is as following:

Balance, March 1, 2010 $ 434,155
Stock based compensation expense - granted March 4, 2010 77,504
Stock based compensation expense - granted July 13, 2010 14,555
Stock options exercised (62,439)

Balance, February 28, 2011 $ 463,775
Stock based compensation expense - granted July 22, 2011 187,808
Stock option expired unexercised $ (72,462)

Balance, November 30, 2011 $ 579,121

Warrant reserve

The fair value of the common shares issued in the private placement was determined to be the more easily
measurable component and were valued at their fair value, as determined by the closing quoted bid price on
the announcement date. The balance, if any, was allocated to the attached warrants. Any fair value
attributed to the warrants is recorded as warrant reserve. If the warrants are exercised, the related amount is
reclassified as share capital. If the warrants expire unexercised, the related amount remains in warrant
reserve.

As at November 30, 2011, the following is a summary of warrant reserve:

Balance, February 28, 2011 $ -
Warrants granted - finder's fee 69,716
Balance, November 30, 2011 $ 69,716

CAPITAL DISCLOSURE

The Company considers its capital structure to include net residual equity of all assets, less liabilities.
Capital is comprised of the Company’s shareholders’ equity and any debt that it may issue. The Company’s
objectives when managing capital are to (i) maintain sufficient working capital to meet current financial
obligations and continue as a going concern; (ii) maintain a capital structure to allow the Company to raise
equity funding to finance its capital expenditures and acquisition activities; (iii) maintain creditworthiness
and maximize returns for shareholders over the long term; (iv) maintain capital above minimum regulatory
levels, current financial strength rating requirements and internally determined capital guidelines and
calculated risk management levels.
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1.

12,

CAPITAL DISCLOSURE (cont’d...)

The Company’s financial strategy is formulated and adapted according to market conditions in order to
maintain a flexible capital structure that is consistent with its objectives and the risk characteristics of its
underlying assets. The Company manages its capital structure and makes adjustments to it in light of
changes in economic circumstances.The capital for expansion was mostly from proceeds from the issuance
of common shares. The net proceeds raised will be used to fund the Company’s working capital and
exploration activities.

FINANCIAL INSTRUMENTS AND RISKS

Fair values

Per IFRS 7, a three-level hierarchy that reflects the significance of inputs used in making fair value
adjustments is required. The three levels of fair value hierarchy are as follows:

a) Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities;

b) Level 2 — Inputs other than quoted prices that are observable for assets or liabilities, either directly
or indirectly; and

c¢) Level 3 — Input for assets or liabilities that are not based on observable market data.

Financial I nstrument Risks

The following table outlines the Company’s financial assets and liabilities measured at fair value by level
with the fair value hierarchy described above. Assets and liabilities are classified in entirety based on the
lowest level of input that is significant to the fair measurement.

As at November 30, 2011

Assets Level 1 Level 2 Level 3 Total

Cash $ 375,297 $ - $ - $ 375,297
Marketable securities 159,150 - - 159,150
Total $ 534,447 $ - $ - $ 534,447

As at February 28, 2011

Assets Level 1 Level 2 Level 3 Total

Cash $ 120,689 $ - $ - $ 120,689
Marketable secuirites 290,200 - - 290,200
Total $ 410,889 $ - $ - $ 410,889

The Company’s marketable securities are valued using quoted market prices in active markets, and
therefore are classified as Level 1.
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13.

FINANCIAL INSTRUMENTS AND RISKS (cont’d...)
Financial I nstrument Risks (cont’d...)

The Company's financial instruments are exposed to certain financial risks, including credit risk, interest
rate risk, market risk, liquidity risk and currency risk.

Credit risk

Credit risk is the risk of financial loss to the Company if a counter party to a financial instrument fails to
meet its contractual obligation. The Company’s exposure to credit risk includes cash and receivables. The
Company reduces its credit risk by maintaining its bank accounts at large international financial institutions.
The Company’s receivables consist primarily of tax recoverable due from federal government agencies and
provincial government agencies.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its obligations as they become due. The
Company’s ability to continue as a going concern is dependent on management’s ability to raise required
funding through future equity issuances. The Company manages its liquidity risk by forecasting cash flows
from operations and anticipating any investing and financing activities. Management and the Board of
Directors are actively involved in the review, planning and approval of significant expenditures and
commitments. As at November 30, 2011, the Company had a working capital deficiency as the Company’s
current assets of $576,031 were insufficient to settle its current liabilities of $579,812.The payment terms
for accounts payable and accrued liabilities from vendors are generally 30 days or due on receipt. Future
income tax liabilities are due within 12 months .

Market risk

Market risk is the risk of loss that may arise from changes in market factors such as interest rates, foreign
exchange rates, and commodity and equity prices. The Company’s marketable securities bear market price
risk. The maximum exposure to this risk is equal to the carrying value of the investment.

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest
rates. The Company is exposed to risks associated with the effects of fluctuations in the prevailing levels of
market interest rates. The Company has not significant interest rate risk. As of November 31, 2011, the
Company had a cash balance of $375,297. The Company had no interest-bearing debt.

Foreign currency risk

The Company does not have any assets or liabilities in a foreign currency and therefore is not exposed to
foreign currency risk.

RELATED PARTY TRANSACTIONS

The amounts due to related parties are amounts due to directors and officers. The balances are unsecured,
non-interest bearing and have no specific terms for repayment. Accordingly, the fair value cannot readily be
determined. These transactions are in the normal course of operations and have been valued in these interim
financial statements at the exchange amount, which is the amount of consideration established and agreed to
by the related parties.
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13. RELATED PARTY TRANSACTIONS FRQW TG «

November 30, 2011 February 28, 2011

-$- -$-

Company controlled by CEO - 6,000
Corporate Secretary 18,000 39,000
Directors 11,850 13,850
29,850 58,850

As at November 30, 2011, the $29,850 due to directors and officers of the Company is for accrued
management fees.

During the nine month ended November 30, 2011 and 2010, the Company entered into the following
transactions with related parties:

November 30, 2011 November 30, 2010
Expenses paid or accrued to directors of the
Company, senior officers and companies with
common directors and a former director:
Administrative fees $ - $ 5,445
Consulting fees 9,000 37,000
Management fees 115,000 92,500
Rent and office 14,400 14,400
Stock-option compensation 187,808 62,996
Total $ 326,208 $ 212,341

During the nine months ended November 30, 2011, the Company paid or accrued $115,000 of management
fees to officers and directors of the Company.

During the nine months ended November 30, 2011, the Company paid $14,400 rent and office expenses to a
company with a director in common.

Management compensation consisted of the following:

Nine months ended
November 30, 2011 November 30, 2010

Company controlled by CEO $ 54,000 $ 54,000
CFO 7,500 -
Directors 53,500 38,500

$ 115,000 $ 92,500

Consulting and professional fees consisted of the following:

Nine months ended

November 30, 2011

November 30, 2010

CFO 7,000 -
Directors 2,000 37,000
$ 9,000 $ 37,000
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14

15.

RELATED PARTY TRANSACTIONS (cont’d...)

On July 22, 2011, the Company closed the non-brokered private placement and raised $671,526. A total of
6,715,265 non-flow-through units at a price of $0.10 per unit were issued. Directors, officers, and insiders
of the company subscribed for $37,500 of the offering, representing 375,000 units or 5.6% of the above
financing.

Number of shares subscribed Amount

CEO 100,000 $ 10,000

Company controlled by CEO 50,000 5,000
CFO 112,500 11,250
Directors 112,500 11,250

375,000 § 37,500

The following stock options were granted to management,

November 30, 2011 November 30, 2010
Number of Options Number of Options
Options  Valuation Options Valuation
President and CEO, Chairman 450,000 80,489 275,000 $ 26,642
Director 200,000 35,773 150,000 $ 12,122
Director 200,000 35,773 75,000 $ 7,266
Director, Treasurer, Secretary 200,000 35,773 - $ -
Total: 1,050,000 187,808 500,000 $ 46,030

SUPPLEMENTAL CASH FLOW INFORMATION

During the nine months ended November 30, 2011, the Company recognized unrealized loss on marketable
securities of $131,050 (2010 — unrealized gain of $5,600), a loss from share capital distribution of
$700,000(2010 - $Nil), and stock-based compensation of $187,808 (2010- $110,208). The Company
recognized the share-based compensation recovery on unexercised stock options of $72,462 (2010-
$274,743.

During the nine months ended November 30, 2010, the Company received marketable securities valued at
$22,500 pursuant to an option agreement on its mineral properties. The value was determined by the quote
price of the securities when received.

COMMITMENTS AND CONTINGENCIES

As at November 30, 2011, the Company has consulting and management agreements that can be terminated
by the Company by giving 30 days notice. The aggregate amount of these agreements is $13,000 monthly.

The Company is in arrears on filing certain of its statutory tax forms. The Company has exposure to late
filing penalties and related interest. The Company has included a provision of $9,457 during the year ended
February 28, 2011to accrue for such liabilities.
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17.

COMMITMENTS AND CONTINGENCIES (cont’d...)

The Company may be required to indemnify flow-through investors for the amount of increased tax payable
by the flow-through investor as a consequence of the failure of the Company to incur qualifying exploration
expenditures previously renounced to the flow-through investors. Previously renounced and unspent
exploration amounts of $335,466 relating to the 2006 flow-through shares offering may be subject to such
indemnification. The Company estimates that the potential liability is $190,297 as February 28, 2011 has
accrued a provision for this, recorded in interest and penalties. No changes in the estimated potential
liability has occurred for the year ended February 28, 2011 and for the nine months period ended November
31, 2011. The outcome of the amount of actual claims, if any, is contingent on future assessments to the
investors.

SEGMENTED INFORMATION

The Company currently operates in a single reportable operating segment —the acquisition, exploration and
development of mineral properties is in British Columbia and Quebec, Canada. All of the Company’s assets
and expenditures are located in Canada.

TRANSITION TO IFRS

As result of the Accounting Standards Board of Canada’s decision to adopt IFRS for publicly accountable
entities for financial reporting periods beginning on or after January 1, 2011, Company has adopted IFRS in
these interim financial statements, making them the first interim financial statements of the Company under
IFRS. The Company previously applied the available standards under previous Canadian GAAP that were
issued by the Accounting Standards Board of Canada.

As required by IFRS 1 “First-time Adoption of International Financial Reporting Standards”, March 1,
2010 has been considered to be the date of transition to IFRS by the Company. Therefore, the comparative
figures that were previously reported under Canadian GAAP have been restated in accordance with IFRS.

Exemptions applied

The Company has applied the following optional transition exemptions to full retrospective application of
IFRS:

- IFRS 3 “Business Combinations” has not been applied to acquisitions of subsidiaries or of interests in
associates and joint ventures that occurred before March 1, 2010.

- IFRS 2 “Share-based Payment” has not been applied to equity instruments that were granted on or
before November 7, 2002, or equity instruments that were granted subsequent to November 7, 2002
and vested before the date of transition to IFRS, March 1, 2010, which has been accounted for in
accordance with Canadian GAAP.

- IAS 37 “Provisions, Contingent Liabilities and Contingent Assets” has been applied prospectively to all
provisions for restoration and environmental obligations that are within the scope of International
Financial Reporting Interpretations Committee (“IFRIC”) “Changes in Existing Decommissioning,
Restoration and Similar Liabilities”. The Company has if applicable:

- re-measured the liabilities as at March 1, 2010 in accordance with IAS 37,

- estimated the amount that would have been included in the cost of the related asset when the
liability first arose, by discounting the liability to that date using its best estimate of the
historical risk-adjusted discount rates that would have applied for that liability over the
intervening period; and
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17.  TRANSITION TO IFRS (cont’d...)

- The Company has applied the transitional provision in IFRIC 4 “Determining whether an
Arrangement contains a Lease” and has assessed all arrangements as at March 1, 2010.
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17. TRANSITION TO IFRS (cont’d...)

Reconciliation of assets liabilities and equity at November 30, 2011

As at November 30, 2010

Canadian Effect of
IFRS
Notes GAAP Transition
ASSETS
Current assets
Cash and cash equivalents $ 117,939 $ - 3 117,939
Marketable securities 258,700 - 258,700
Amount receivables 38,440 - 38,440
Prepaid expenses and deposits 10,394 - 10,394
425,473 - 425,473
Non-current assets
Equipment 1,279 - 1,279
Mineral properties 17(d) 1,038,464 (1,038,464) -
Exploration and evaluation assets 17(d) - 1,038,464 1,038,464
1,039,743 - 1,039,743
TOTAL ASSETS $ 1,465,216 $ -3 1,465,216
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities $ 471,710 $ - 3 471,710
Due to realted parties 52,850 - 52,850
TOTAL LIABILITIES 524,560 - 524,560
SHAREHOLDERS’ EQUITY
Share capital 8,765,976 - 8,765,976
Share capital subscription 16,000 - 16,000
Contributed surplus 17(b) 533,412 (533,412) -
Reserves
Stock option reserves 17(b) - 248,041 248,041
Deficit 17(b) (8,374,732) 285,371 (8,089,361)
TOTAL EQUITY 940,656 - 940,656
TOTAL LIABILITIES AND SHARESHOLDER’S
EQUITY $ 1,465,216 $ -3 1,465,216

30
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17. TRANSITION TOIFRS(FR QW 1

Reconciliation of loss and comprehensive loss for the three months and nine month period ended November 30,

2010
Nine Months Ended Three Months Ended
November 30, 2010 November 30, 2010
Canadian Effect of IFRS Canadian IFRS
Notes GAAP Transition GAAP Transition

Expenses
Accounting and audit fees $ 35319 $ - 3 35319 $ 5200 $ $ 5200
Administrative fees 5,445 - 5,445 1,000 1,000
Amortization 233 - 233 77 77
Bank charges and interest 595 - 595 322 322
Consulting fees 157,507 - 157,507 55,000 55,000
Filing fees 9,995 - 9,995 2,000 2,000
Insurance 10,576 - 10,576 3,552 3,552
Investor relations and promotion 81,814 - 81,814 8,126 8,126
Legal fees 65,497 - 65,497 63,105 63,105
Management fees 92,500 - 92,500 30,500 30,500
Office, telephone and miscellaneous 10,229 - 10,229 4,400 4,400
Rent 11,250 - 11,250 3,750 3,750
Shareholder information 8,456 - 8,456 4,078 4,078
Stock-based compensation 17(c) 110,836 (10,628) 100,208 - -
Transfer agent fees 5,162 - 5,162 2,109 2,109
Travel 22,016 - 22,016 6,138 6,138

(627,430) 10,628 (616,302) (189,357) (189,357)
Other items
Interest income 425 - 425 9 9
Recovery of prior period expense 12,701 - 12,701 - -
Stock-based compensation recovery - 274,743 274,743 - -

13,126 274,743 287,869 9 9

Net income (loss) before income taxes (614,304) 285,371 (328,933) (189,348) (189,348)
Net income (loss) (614,304) 285,371 (328,933) (189,348) (189,348)
Other comprehensive income (loss)
Unrealized gain (loss) on marketable securities $ 5,600 -3 5,600 $ 51,100 $ $ 51,100
Total other comprensive income (loss) 5,600 - 5,600 51,100 51,100
Net loss and comprehensive loss for the period (608,704) 285,371 (323,333) (138,248) (138,248)
Basic and diluted earnings (loss) per share $ (0.016) $ 285371 $ (0.016) $ (0.004) $ $ (0.004)
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17. TRANSITION TO IFRS (cont’d...)

Reconciliation of cash flows for the year ended February 28, 2011 and nine month period November 30, 2010

Nine Months Ended Three Months Ended
November 30, 2010 November 30, 2010
Canadian Effect of IFRS Canadian Effect of IFRS
Notes GAAP  Transition GAAP  Transition
Operating Activities
Net income (loss) for the period $  (608,704) - $ (323,333) $ (138,248) $ - $(138,248)
Items not involving cash:
Amortization 233 - 233 77 - 77
Stock-based compensation recvoery 17(c) - (274,743) (274,743) - -
Stock-based compensation 17(c) 110,836 (10,628) 100,208 - - -
Interest income 17(e) (425) (425) - ) ©)
Unrealized (gain) loss on marketable securities (5,600) - (5,600) (51,100) - (51,100)
(503,235)  (285,796) (503,660) (189,271) 9)  (189,280)
Changes in non-cash working capital items: - -
Taxes receivable (32,948) - (32,948) (1,185) - (1,185)
Prepaid expenses and deposits 37,395 - 37,395 (1,182) - (1,182)
Accounts payable and accrued liabilities 53,466 - 53,466 20,522 - 20,522
Net cash flows used in operating activities (445,322)  (285,796) (445,747) (171,116) %) (171,125)
Investing activities
Interest received 17(e) - 425 425 - 9 9
Proceeds from sale of marketable securities 5,400 - 5,400 5,400 - 5,400
Mineral properties, net of recoveries (10,549) - (10,549) 11,378 - 11,378
Net cash flows provided by (used in) investing
activities (5,149) 425 (4,724) 16,778 9 16,787
Financing activity
Share subscription 16,000 - 16,000 16,000 - 16,000
Issue of common shares 205,000 - 205,000 40,000 - 40,000
Net cash flows provided from financing activities 221,000 - 221,000 56,000 - 56,000
Increase (Decrease) in cash and cash equivalents (229,471) - (229,471) (98,338) - (98,338)
Cash and cash equivalents, beginning 347,410 - 347,410 216,277 - 216,277
Cash and cash equivalents, ending $ 117,939 $ - $ 117,939 $ 117,939 - $ 117,939
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17. TRANSITION TO IFRS (cont’d...)
Notes to reconciliations

(a) Provision for restoration and environmental obligations

Under Canadian GAAP, asset retirement obligations are measured at fair value, incorporating market assumptions
and discount rates based on the entity’s credit-adjusted riskree rate Adjustments are made to asset retirement
obligations for changes in the timing or amount of the cash flows and the unwinding of the discount. However,
changes in discount rates alone do not result in-mea&surement of the provision. Changes in estsnttat
decrease the liability are discounted using the discount rate applied upon initial recognition of the liability while
changes that increase the liability are discounted using the current discount rate.

IFRS requires decommissioning provisions tareasured based on management’s best estimate of the expenditures

that will be made and adjustments to the provision are made in each period for changes in the timing or amount of
cash flow, changes in the discount rate, and the accretion of the litgdifayr value (unwinding of the discount).
Furthermore, the estimated future cash flows should be discounted using the current rates. There was no impact at
March1, 2010.

(b) Reserves

Under Canadian GAAP, amounts recorded in relation to the fair value &f@dtions granted and warrants issued

were recorded to contributed surplus. Under IFRS, these amounts have been reclassified as reserves. This resulted in
a transfer from contributesurplusto stock option reserve o#84,1% at March 1, 2010$535,994at August 31

201Q $533,112 at November 30, 20240d$463,775at February 28, 2011.

(c) Stockbased compensatioasd stockbased compensations recovery

Under Canadian GAAP, the stock options granted vest under the straight line method. Under IFRS, thésteck o
vest under the graded vesting method. This resulted in an increak® &28in stock basedampensation at
November 302010, and $2,531at February 28, 2011.

Under Canadian GAAP, the cancelled or expired options did not result in any charagegraited surplus. Under
IFRS,the prorated amounts tfe cancelled or expired optioskould be reclassified to stoblased compensation
recovery account. This resulted in a transfer from deficit to dbacked compensation recovery of $274,743 at
November 30, 2010.

(d) Exploratin and evaluation assets

Under Canadian GAAP all mineral property intesasere recorded to property and equipment. Under IFRS these
has been reclassified to exploration and evaluation asEgtdorationand evaluation asse#t Marchl, 2010 were
deemed to be1$122,415 representing the unproved properties balance under Canadian GAAP. This resulted in a
reclassificationof $1,122,415from property and equipment to exploration and evaluation assets the Company's
statement offinancial positionas atMarch 1, 2010. As atFebruary 28, 2011the @mpanys exploration and
evaluation assets wer@@0,686and atNovember 31, 201the Company's exploration and evaluation assets were
$1,038,464

(e) Interest income

Under Canadian GAAP, ¢hCompanyclassified interest income as operating activities. Under IFRS,
interest income has been reclassified as an investing ackaitythe nine months ended November 30,
2011, the interest income of $425 was reclassified to an investing activity.

18. SUBSEQUENT EVENTS

On January 13, 2012the director of the Company exercised 112,500 warrants at $0.135 for total proceeds of
$15,188



