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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The accompanying consolidated financial statements of Arizona Mining Inc. and other information contained in
the Management’'s Discussion and Analysis are the responsibility of management and have been prepared in
accordance with International Financial Reporting Standards as issued by the International Accounting Standards
Board. The consolidated financial statements include amounts that are based on management’s best judgements
and estimates.

Management is responsible for establishing and maintaining a system of internal control over financial reporting.
This system is designed to provide management with reasonable assurance that the financial information is
accurate, reliable and relevant, and the Company’s assets are adequately safeguarded.

The Board of Directors, through the Audit Committee, approves the consolidated financial statements and
Management’s Discussion and Analysis and is responsible for ensuring that management fulfils its responsibility
for financial reporting and internal control. The Audit Committee, consisting of non-executive directors, meets
periodically with management, as well as the external auditors, to satisfy itself that each party is properly
discharging its responsibility. The auditors have full and free access to the Audit Committee, with or without
management present.

The consolidated financial statements have been audited by PricewaterhouseCoopers, LLP. Their report outlines
the scope of their audit and opinion rendered.
/sl James K. Gowans /s/ Thomas Whelan

President and Chief Executive Officer Chief Financial Officer

March 28, 2018
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Arizona Mining Inc.
Consolidated Statements of Financial Position
(In thousands of United States dollars)

December 31, December 31,
Note 2017 2016
Assets
Current assets:
Cash and cash equivalents $ 61,101 $ 19,237
Prepaids and other 887 479
Deposits on long-lead equipment 500 -
62,488 19,716
Non-current assets
Exploration and evaluation assets 6 154,996 100,954
Property, plant and equipment 7 4,609 989
Restricted cash 8 3,316 3,311
Other assets 459 225
Total assets $ 225,868 $ 125,195
Liabilities
Current liabilities:
Accounts payable and accrued liabilities $ 6,402 $ 3,509
Deferred rental contribution 73 -
6,475 3,509

Non-current liabilities
Reclamation and remediation provision 8 6,464 4,994

Deferred rental contribution - 185
6,464 5,179
Total liabilities 12,939 8,688
Equity
Equity attributable to shareholders of the Company:
Common shares 9 261,812 167,897
Reserves 19,985 11,424
Deficit (68,868) (62,814)
Total equity 212,929 116,507
Total liabilities and equity $ 225,868 $ 125,195

Commitments (note 12)
Subsequent events (note 16)

APPROVED BY THE DIRECTORS

/s/ Donald R. Siemens /sl James K. Gowans
Donald R. Siemens — Director James K. Gowans — Director

March 28, 2018

See accompanying notes to the consolidated financial statements.
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Arizona Mining Inc.

Consolidated Statements of Net Loss and Comprehensive Income (LosSs)
(In thousands of United States dollars, except per share amounts)

Years ended December 31, 2017 and 2016

2017 2016

Expenses:

Salaries and benefits $ 1,974 $ 943

Stock based compensation ad 2,999 689

General and administration 1,226 999
Loss from operations (6,199) (2,631)
Other items:

Foreign exchange gain (loss) (444) 77

Interest and finance charges (8) (593)

Interest and other income 597 66

Loss on disposition of property, plant and equipment - (48)
Net loss (6,054) (3,129)
Other comprehensive income:

Items that may be reclassified to profit or loss:

Foreign currency translation gain (loss) 6,713 (1,175)

Comprehensive income (loss) $ 659 $ (4,304)

Net loss attributable to:
Shareholders of the Company $ (6,054) $ (3,127)
Non-controlling interest - (2

$ (6,054) $ (3,129)
Comprehensive income (loss) attributable to:

Shareholders of the Company $ 659 $ (4,302)
Non-controlling interest - 2
$ 659 $ (4,304)

Basic and diluted net loss per share attributable to shareholders of the
Company $ (0.02) $ (0.02)
Weighted average number of shares outstanding 284,409,980 211,287,978

See accompanying notes to the consolidated financial statements.
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Arizona Mining Inc.

Consolidated Statements of Cash Flows
(In thousands of United States dollars)
Years ended December 31, 2017 and 2016

Note 2017 2016
Cash provided by (used in):
Operating activities:
Net loss for the year $ (6,054) (3,129)
Items not affecting cash:
Stock based compensation ad 2,999 689
Unrealized foreign exchange (gain) loss 425 (187)
Interest and finance charges 8 583
Amortization of deferred rental contribution (121) (119)
Other - 54
Net changes in non-cash working capital items:
Prepaids and other (299) (93)
Accounts payable and accrued liabilities 276 373
(2,766) (1,829)
Financing activities:
Proceeds from private placements 9b 81,090 20,930
Proceeds from exercise of top-up right 9b 3,501 -
Proceeds from bought deal offering 9b - 27,110
Share issue costs (285) (2,597)
Exercise of share purchase warrants and options 7,727 1,994
Repayment of advances from related party 10 - (4,660)
Advances from related parties 10 - 2,798
Interest and finance fees paid - (492)
92,033 45,083
Investing activities:
Additions to exploration and evaluation assets (48,707) (27,493)
Purchase of property, plant and equipment (3,900) (1,101)
Deposit on long-lead equipment (500) -
Other assets (218) -
Restricted cash contributions 8 5) (2,311)
Reclamation and remediation provisions settled 8 (332) (826)
Acquisition of non-controlling interest 5 - (32)
Proceeds from sale of NSR 6 - 7,886
(53,662) (23,877)
Effect of exchange rate changes on cash and cash equivalents 6,259 (559)
Increase in cash and cash equivalents 41,864 18,818
Cash and cash equivalents, beginning of year 19,237 419
Cash and cash equivalents, end of year $ 61,101 19,237

Supplementary cash flow information (note 15)

See accompanying notes to the consolidated financial statements.
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Arizona Mining Inc.

Consolidated Statements of Changes in Equity
(In thousands of United States dollars, except number of shares)

Share Capital Reserves
Accumulated
other Options Non-
Number of comprehensive and controlling Total
Shares Amount income (loss) warrants Total Deficit interest equity

Balance, December 31, 2015 161,951,958 $ 87,234 (381) $ 8,388 % 8,007 $ (28,828) $ 6,065 $ 72,468
Stock based compensation expense (note

9d) - - - 689 689 - - 689
Stock based compensation applied to

exploration and evaluation assets (note 9d) - - - 254 254 - - 254
Acquisition of non-controlling interest 40,000,000 33,841 - 2,900 2,900 (30,858) (6,290) (407)
Units issued on private placements (note 9b) 17,204,672 5,601 - 1,143 1,143 - - 6,744
Shares issued in underwritten private

placement (note 9b) 14,000,000 14,186 - - - - - 14,186
Shares issued in bought deal offering (note

9b) 11,805,000 27,110 - - - - - 27,110
Fair value of warrants issued (note 10) - - - 134 134 - - 134
Share issue costs - (2,597) - - - - - (2,597)
Shares issued on exercise of warrants 4,600,000 1,994 - - - - - 1,994
Transfer on exercise of warrants - 528 - (528) (528) - - -
Required contributions for project costs - - - - - - 236 236
Comprehensive loss for the year - - (1,175) - (1,175) (3,128) (1) (4,304)
Balance, December 31, 2016 249,561,630 $ 167,897 (1,556) $ 12980 $ 11424 $ (62,814 $ - $ 11,507
Balance, December 31, 2016 249,561,630 $ 167,897 (1,556) $ 12980 $ 11424 $ (62,814) $ - $ 116,507
Stock based compensation expense (note

9d) - - - 2,999 2,999 - - 2,999
Stock based compensation applied to

exploration and evaluation assets (note 9d) - - - 731 731 - - 731
Shares issued on private placements (note

9b) 45,000,000 81,090 - - - - - 81,090
Shares issued on exercise of top-up right

(note 9b) 1,432,982 3,501 - - - - - 3,501
Share issue costs - (285) - - - - - (285)
Shares issued on exercise of warrants 15,510,835 7,680 - - - - - 7,680
Transfer on exercise of warrants - 1,684 - (1,684) (1,684) - - -
Shares issued on exercise of stock options 722,574 47 - - - - - 47
Fair value of stock options exercised - 198 - (198) (198) - - -
Comprehensive income (loss) for the year - - 6,713 - 6,713 (6,054) - 659
Balance, December 31, 2017 312,228,021 $ 261,812 5157 $ 14828 $ 19,985 $ (68,868) $ - $ 212,929

See accompanying notes to the consolidated financial statements.
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

1.

a)

b)

Description of business and nature of operations

Arizona Mining Inc. (the “Company” or “Arizona Mining”) is engaged in the acquisition, exploration and
development of mineral property interests. The Company is incorporated in British Columbia and domiciled in
Canada. The Company holds a 100% ownership interest in the Hermosa Project in Arizona, United States
through its wholly owned subsidiary Arizona Minerals Inc. (“AMI”), a Nevada corporation. The Company’s
corporate office is located at Suite 555 — 999 Canada Place, Vancouver, British Columbia, V6C 3E1 and its
shares are listed on the Toronto Stock Exchange and trade under the symbol “AZ”.

The consolidated financial statements of the Company for the year ended December 31, 2017 were reviewed
by the Audit Committee and approved by the Board of Directors on March 28, 2018.

Basis of preparation

These consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”).

These consolidated financial statements have been prepared on a historical cost basis. These consolidated
financial statements are presented in U.S. dollars and all values are rounded to the nearest thousand, except
where otherwise noted.

The significant accounting policies are presented in Note 3 and have been applied consistently in each of the
periods presented. The critical judgements in applying accounting policies and sources of estimates are
presented in Note 4.

Summary of significant accounting policies
Principles of consolidation

These consolidated financial statements include the accounts of the Company and its subsidiaries.
Subsidiaries are all entities (including structured entities) over which the Company has control. The Company
controls an entity when it is exposed to, or has rights to, variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the entity. The financial statements of
subsidiaries are included in the consolidated financial statements from the date on which control is transferred
to the Company until the date that control ceases. All intercompany transactions and balances have been
eliminated on consolidation.

The Company consolidates its significant subsidiaries, AMI and 5348 Investments Ltd. (“5348 Investments”).
Presentation and functional currency

These consolidated financial statements are presented in United States dollars. The functional currency of
Arizona Mining and 5348 Investments is the Canadian dollar and their financial statements have been
translated into US dollars in accordance with IAS 21. These guidelines require that assets and liabilities be
translated using the exchange rate at period end, and income, expenses and cash flow items are translated
using the exchange rate at the dates of the transactions. All resulting exchange differences are reported as a
separate component of reserves in shareholders’ equity entitled “Accumulated Other Comprehensive
Income”. The functional currency of AMI, is the United States dollar.

Transactions in foreign currencies are initially recorded into the functional currency by applying the exchange
rates prevailing at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies are translated at the exchange rate prevailing at the balance sheet date. Non-monetary assets and
liabilities are translated at historical exchange rates, unless the item is carried at fair value, in which case it
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

c)

d)

e)

will be translated at the exchange rate in effect at the date when the fair value was determined. Resulting
foreign exchange gains and losses are recognized in the income statement.

Property, plant and equipment
Property, plant and equipment are stated at cost, net of accumulated depreciation.

Depreciation is calculated using the straight-line method, based on the estimated useful lives of the assets as
follows:

Site fixed assets 10 years straight-line
Vehicles 5 years straight-line
Furniture and equipment 5 years straight-line
Computer hardware and software 3 years straight-line
Site equipment 2 years straight-line

Exploration and evaluation assets

Exploration and evaluation expenditures include the costs of acquiring licenses and costs associated with
exploration and evaluation activity. Exploration and evaluation expenditures are capitalized. Mineral property
acquisition costs are capitalized. Exploration and evaluation costs incurred before the Company has obtained
the legal rights to explore an area are expensed.

The Company reviews and evaluates its exploration and evaluation assets for impairment when events or
changes in circumstances indicate that the carrying amounts may not be recoverable. Where such indications
exist the recoverable amount is estimated by calculating the higher of the asset’s fair value less cost to sell
and its value in use. Where information is available estimated future net cash flows are calculated using
estimated future prices, proven and probable reserves, resources and operating and capital costs on a
discounted basis. If the estimated discounted future net cash flows are less than the carrying value of the
asset, an impairment charge is recorded. Where estimated future cash flows are not available the carrying
value is written down to its estimated fair value.

A previously recognized impairment loss is reversed if there has been a change in the estimates used to
determine the asset’s recoverable amount since the last impairment loss was recognized such that the
recoverable amount has increased.

Once the technical feasibility and commercial viability of the extraction of mineral reserves or resources from
a particular mineral property has been determined, expenditures are reclassified to mineral property
development costs and are carried at cost until the properties to which the expenditures relate are sold,
abandoned or determined by management to be impaired in value.

Exploration and evaluation assets are tested for impairment immediately prior to reclassification to mineral
property development costs.

Leases

Leases which transfer substantially all of the benefits and risks incidental to the ownership of property are
accounted for as finance leases. Finance leases are capitalized at the lease commencement at the lower of
the fair market value of the leased property and the net present value of the minimum lease payments. Each
lease payment is allocated between the liability and finance charge. The property, plant and equipment
acquired under finance leases are depreciated over the shorter of the asset’s useful life and the lease term.

All other leases are accounted for as operating leases wherein rental payments are expensed as incurred.
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

f)

9)

h)

The Company only has operating leases for the years ended December 31, 2017 and 2016.
Loss per share

Basic loss per share calculations are based on the net loss attributable to common shareholders for the
period divided by the weighted average number of common shares issued and outstanding during the
respective periods.

Diluted loss per share calculations are based on the net loss attributable to common shareholders for the
period divided by the weighted average number of common shares outstanding during the period plus the
effects of dilutive common share equivalents. The Company uses the treasury stock method to determine the
dilutive effect of stock options and other dilutive instruments. The treasury stock method assumes that
proceeds received from the in-the-money options and other dilutive instruments are used to repurchase
common shares at the prevailing market rate.

Share-based payments

The Company has established a share-based payment plan (stock options) for eligible directors, officers,
employees and consultants and accounts for this plan using the fair value method of accounting. Under this
method, the grant date fair value of an award under the plan is recognized as an expense or addition to
exploration and evaluation assets using a graded method, with a corresponding increase in reserves. The
Company estimates the grant date fair value of the award using the Black-Scholes option pricing model. The
number of options expected to vest are estimated at the grant date and reviewed at least annually thereafter.
Where the stock options are exercised, the proceeds are credited to share capital and the associated fair
value at the date of grant is reclassified from reserves to share capital.

For awards subject to vesting, the Company recognizes an expense or addition to exploration and evaluation
assets over the period that the holder becomes unconditionally entitled to the awards. Awards not subject to
vesting are recognized as an expense or addition to exploration and evaluation assets at the grant date.

Financial instruments
() Financial assets

Upon initial recognition all financial assets are initially recorded at fair value and designated into one of
the following three categories: available-for-sale, loans and receivables, or at fair value through profit or
loss (“FVTPL”). The designation depends on the purpose for which the financial assets were acquired. All
of the Company’s financial assets are classified as loans and receivables.

Financial assets classified as loans and receivables are measured at amortized cost. The Company’s
cash and cash equivalents, amounts receivable and restricted cash are classified as loans and
receivables.

(i) Financial liabilities

Financial liabilities are classified as either financial liabilities at fair value through profit or loss (“FVTPL”)
or other financial liabilities. All of the Company’s financial liabilities are classified as other financial
liabilities.

Financial liabilities classified as other financial liabilities are initially recognized at fair value less directly
attributable transaction costs. After initial recognition, other financial liabilities are subsequently measured
at amortized cost using the effective interest rate method. The effective interest rate method is a method
of calculating the amortized cost of a financial liability and of allocating interest expense over the relevant
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

)

k)

period. The effective interest rate is the rate that discounts estimated future cash payments through the
expected life of the financial liability, or, where appropriate, a shorter period. The Company’s accounts
payable and accrued liabilities are classified as other financial liabilities.

Reclamation and remediation provision

Reclamation and remediation provisions arise due to legal or constructive obligations as a result of the
Company’s exploration activities, and are recorded in the period in which the activity generating the liability is
incurred. The estimated present value of such reclamation and remediation costs, calculated using a risk-free,
pre-tax discount rate, are capitalized to exploration and evaluation assets along with the recording of a
corresponding liability as soon as the obligation to incur such cost arises. The liability is adjusted each year
for the unwinding of the discount rate, changes to the current market based discount rate and for the amount
or timing of the underlying cash flows needed to settle the obligation.

Income taxes

Income tax is recognized in net income (loss) for the period except to the extent that it relates to items
recognized either in other comprehensive income or directly in equity, in which case it is recognized in other
comprehensive income or equity, respectively. Deferred tax is provided using the balance sheet method
whereby deferred tax is recognized in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred
tax is measured at the tax rates that are expected to be applied to temporary differences when they are
realized or settled, based on the laws that have been enacted or substantively enacted by the balance sheet
date. Deferred tax is not recognized for temporary differences which arise on the initial recognition of assets
or liabilities in a transaction that is not a business combination and that affects neither accounting, nor taxable
profit or loss.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences, to
the extent that it is probable that future taxable profits will be available against which they can be utilized.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

Accounting changes and recent accounting pronouncements

In January 2016, the IASB issued IFRS 16, Leases, which eliminates the classification of leases as either
operating or finance leases for a lessee. Under IFRS 16, all leases are considered finance leases and will be
recorded on the balance sheet. The only exemptions to this classification will be for leases that are 12 months
or less in duration or for leases of low-value assets. The requirement to record all leases as finance leases
under IFRS 16 will increase lease assets and lease liabilities on an entity’s financial statements. IFRS 16 will
also change the nature of expenses relating to leases as the straight-line lease expense previously
recognized for operating leases will be replaced with depreciation expense for lease assets and finance
expense for lease liabilities. IFRS 16 includes an overall disclosure objective and requires a company to
disclose (a) information about lease assets and expenses and cash flows related to leases; (b) a maturity
analysis of lease liabilities; and (c) any additional company-specific information that is relevant to satisfying
the disclosure objective. IFRS 16 is effective from January 1, 2019 and can be applied before that date but
only if IFRS 15 is also applied. The Company is currently assessing the effect of this standard on its financial
statements. As at December 31, 2017, the Company has developed an understanding of the requirements of
IFRS 16 but has not commenced analysis of existing arrangements or possible changes that may result from
adoption of IFRS 16.

The final version of IFRS 9, Financial Instruments, was issued by the IASB in July 2014 and will replace 1AS
39, Financial Instruments: Recognition and Measurement. IFRS 9 requires financial assets to be classified
into three measurement categories on initial recognition: those measured at fair value through profit and loss,

Page 11 of 22



Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

those measured at fair value through other comprehensive income and those measured at amortized cost.
Investments in equity instruments are required to be measured by default at fair value through profit or loss.
However, there is an irrevocable option for each equity instrument to present fair value changes in other
comprehensive income. Measurement and classification of financial assets is dependent on the entity’s
business model for managing the financial assets and the contractual cash flow characteristics of the financial
asset. IFRS 9 also introduces a forward-looking “expected loss” impairment model and a substantially
reformed approach to hedge accounting. IFRS 9 is effective for annual periods beginning on or after January
1, 2018, but is available for early adoption. The Company plans to adopt the standard beginning January 1,
2018. The Company has determined that there will not be any material changes in the classification,
measurement or carrying values of the Company’s financial instruments as a result of the adoption of IFRS 9.

4. Use of judgements and estimates

The preparation of these consolidated financial statements requires management to make judgements,
estimates and assumptions in the process of applying the Company’s accounting policies that affect the
reported amounts of assets, liabilities and contingent liabilities at the date of the consolidated financial
statements and reported amounts of expenses during the reporting period. Estimates and assumptions are
continually evaluated. However, actual outcomes could materially differ from these estimates. Revisions to
accounting estimates are recognized in the period in which the estimates are revised and in future periods
affected. Information about critical judgements and estimates in applying accounting policies that have the
most significant effect on amounts recognized in the consolidated financial statements are as follows:

a) Exploration and evaluation assets impairment estimation — The application of the Company’s accounting
policy for impairment of exploration and evaluation assets requires judgement to determine whether
indicators of impairment exist, including factors such as: the period for which the Company has the right
to explore has expired or will expire in the future, and is not expected to be renewed; substantive
expenditures on further exploration for and evaluation of mineral resources in the specific area is neither
budgeted or planned; exploration for and evaluation of mineral resources in the specific area have not led
to the discovery of commercially viable quantities of mineral resources; and sufficient data exists to
indicate that, although a development of in the specific area is likely to proceed, the carrying amount of
the exploration and evaluation asset is unlikely to be recovered in full from successful development or by
sale. Management has assessed impairment indicators on the Company’s exploration and evaluation
assets and has concluded that no impairment indicators exist as of December 31, 2017.

b) Reclamation and remediation provision — The Company’s present value of estimated future legal or
constructive obligations as a result of the Company’s exploration activities include assumptions as to the
future estimated costs, timing of the cash flows to discharge the obligation, inflation rates, and the
prevalent market discount rates. Any changes to the assumptions will result in an adjustment to the
provision which affects the Company’s liabilities.

c) Stock based compensation — In determining the fair value of stock based compensation, the Company
uses the Black-Scholes option pricing model. The Black-Scholes option pricing model requires the input
of highly subjective assumptions such as the expected life of the options, estimates of interest rates and
share price volatility that can materially affect the fair value estimate.

5. Acquisition of non-controlling interest

On May 4, 2016 the Company closed the acquisition of 5348 Investments, thereby acquiring the 20% of the
common shares and approximately 10% of the preference shares of AMI that it did not own, from a private
British Columbia company controlled by Richard W. Warke, a Director of the Company and the Company’s
Executive Chairman. As a result of the acquisition of 5348 Investments by the Company, the Shareholders’
Agreement governing the affairs of AMI was terminated effective May 4, 2016.
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

The Company issued 40,000,000 common shares and 5,000,000 common share purchase warrants as
consideration for the acquisition. Each common share purchase warrant is convertible into one common
share of the Company at a price of C$0.50 until May 4, 2019. The transaction has been measured at the fair
value of the common shares and common share purchase warrants issued.

Set out below is a summary of the acquisition:

Consideration Fair value
40,000,000 common shares $ 33,841
5,000,000 common share purchase warrants (note 9e) 2,900
Transaction and other costs 407

37,148
Non-controlling interest on date of acquisition 6,290
Charged to deficit $ 30,858

The transaction has been accounted for as an equity transaction whereby the fair value of the consideration in
excess of the book value of the non-controlling interest on the date of acquisition has been charged to deficit.

6. Exploration and evaluation assets

Exploration and evaluation assets relate to the acquisition costs and exploration and evaluation expenditures
on the Company’s interest in the Hermosa Project, in Arizona, United States.

The following is a summary of changes in exploration and evaluation assets for the years ended December
31, 2017 and 2016:

Note 2017 2016

Balance, start of year $ 100,954 $ 73,559
Additions:

Drilling 34,898 25,238

Permitting 4,849 824

Salaries, benefits, stock based compensation and consulting fees 3,939 1,225

Site services 2,849 536

Studies 2,171 1,249

Administration, public relations and professional fees 2,000 789

Reclamation and remediation 8 1,881 590

Mineral and other property acquisitions 1,455 4,830

54,042 35,281

Sale of NSR - (7,886)

54,042 27,395

Balance, end of year $ 154,996 $ 100,954

On January 26, 2016, the Company closed the acquisition of certain patented mining claims (the “Acquired
Claims”) adjacent to the Company’s Hermosa Taylor Deposit. In exchange for the patented claims and $1,000
of cash held in trust related to security for the reclamation obligations, the Company assumed the
environmental liabilities relating to past activities on the site, which were estimated at $5,277 (note 8). The
balance of $4,277 was recognized as the cost of the acquired mineral property interest.

On April 25, 2016, the Company closed the sale of a 1% net smelter return (“NSR”) royalty to Osisko Gold
Royalties Ltd. (“Osisko”) on all sulfide ores of lead and zinc (and any copper, silver or gold recovered from the
concentrate from such ores) mined from the Hermosa Project for cash consideration of C$10,000 ($7,886),
which amount has been applied to reduce the carrying amount of exploration and evaluation assets.
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

7. Property, plant and equipment

Computer
Site fixed hardware, Office

Construction assets & software & furniture &

in progress equipment Vehicles other leaseholds Total
Cost
As at December 31, 2016 - % 841 $ 280 $ 40 $ 40 $ 1,201
Additions 1,062 1,867 578 326 158 3,991
Disposals - - (94) - (2) (96)
As at December 31, 2017 1062 $ 2,708 $ 764 $ 366 $ 196 $ 5,096
Accumulated amortization
As at December 31, 2016 - 3 62 $ 100 $ 21 $ 29 $ 212
Disposals - - 4) - (2) (6)
Amortization - 165 71 36 9 281
As at December 31, 2017 - % 227  $ 167 $ 57 % 36 % 487
Net book value
As at December 31, 2016 - % 779 % 180 $ 19 3 1 3 989
As at December 31, 2017 1,062 $ 2,481 $ 597 $ 309 $ 160 $ 4,609

For the year ended December 31, 2017, amortization of $281 (December 31, 2016 — $85) was capitalized to
exploration and evaluation assets and $nil (December 31, 2016 — $5) expensed to operations.

8. Reclamation and remediation provision

Year Ended Year Ended

December 31, December 31,

2017 2016

Balance, start of year $ 4,994 $ -
Initial recognition arising on acquisition (note 6) - 5,277
Additions 1,881 590
Accretion 8 (©))
Reclamation and remediation provisions settled (288) (870)
Change in estimate (131) -
Balance, end of year $ 6,464 $ 4,994

The reclamation and remediation provision represents the estimated costs required to provide restoration and
rehabilitation for past activities on the Acquired Claims (note 6) and for its ongoing activities on the project.
The total uninflated and undiscounted estimated cash flows required to settle these obligations are $6,624
(December 31, 2016 — $5,031), which have been inflated at an average rate of 2.03% per annum and
discounted at an average rate of 2.44% (December 31, 2016 — 1.96%) per annum being an estimate of the
risk-free, pre-tax cost of borrowing over the respective periods. A portion of the obligations are expected to be
funded from cash held in escrow of $2,455.

The Company has posted two bonds totaling $1,969 as security for its reclamation and remediation
obligations for past activities on the Acquired Claims. The Company has posted $856 with the bond surety
company as collateral for the bonds, which together with cash held in escrow of $2,455 and interest earned of
$5 is included in restricted cash.
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Arizona Mining Inc.

Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands of United States dollars, unless otherwise noted)

9.

a)

b)

Share capital

Common shares

Authorized: Unlimited common shares and unlimited preferred shares, with no par value
Issued and fully paid: 312,228,021 (December 31, 2016 — 249,561,630)

The common shares of the Company rank equally as to dividends, voting powers and participation in assets
and as to all other benefits which might accrue to holders of the common shares. No shares have been
issued subject to call or assessment. Each common share carries one vote at shareholder meetings of the
Company. The preferred shares have a priority over the common shares with respect to the payment of
dividends and the distribution of assets upon the liquidation of the Company with respect to the repayment of
capital.

Private placements

On May 16, 2017 the Company closed a private placement of 45,000,000 common shares in the Company at
a price of C$2.45 per common share with South32 Limited (“South32”) for gross proceeds of C$110,250
($81,090), less share issue costs of $274.

On December 13, 2017, the Company issued 1,432,982 common shares at a price of C$3.14 per share to
South32 pursuant to the exercise, in full, by South32 of its top-up right to September 30, 2017 in accordance
with the Investor Rights Agreement (“the IR Agreement”) with the Company for a total of C$4,500 ($3,501),
less share issue costs of $11.

2016 issuances
December 6, 2016 bought deal offering

On December 6, 2016 the Company closed a C$36,005 ($27,110) bought deal offering of 11,805,000
common shares at a price of C$3.05 per common share. The Underwriters received a cash fee equal to 5.0%
of the aggregate gross proceeds raised in the offering, included in the share issue costs of $1,704.

June 9, 2016 underwritten private placement

On June 9, 2016, the Company closed a C$18,060 ($14,186) underwritten private placement of 14,000,000
common shares at a price of C$1.29 per common share. The Underwriters received a cash fee equal to 5.0%
of the aggregate gross proceeds raised in the placement, included in the share issue costs of $861.

April 25 and April 28, 2016 private placements

On April 25, 2016, the Company closed a financing for a total of C$15,594, comprised of the sale of an NSR
for C$10,000 ($7,886) (note 6) and certain private placements. Osisko subscribed for 8,928,572 units at a
price of C$0.56 per unit for gross proceeds of C$5,000 ($3,943) and other parties subscribed for 1,060,000
units for a further C$594 ($468). On April 28, 2016, the Company closed the balance of the private placement
for a further 500,000 units at a price of C$0.56 per unit for C$280 ($223) with a director of the Company. The
Company incurred share issue costs of $18 with respect to these private placements. Each unit is comprised
of one common share and one half of one common share purchase warrant. Each whole common share
purchase warrant entitles the holder to purchase one common share at a price of C$0.75 per common share
until between October 25, 2017 and October 28, 2017. The Company determined that the fair value of the
warrants issued on April 25 and April 28, 2016 was $891 (note 9e).
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d)

March 2, 2016 private placement

On March 2, 2016, the Company closed 6,069,100 units of a private placement at a price of C$0.42 per unit
for gross proceeds of C$2,549 ($1,893), less share issue costs of $13. Each unit is comprised of one
common share and one half of one common share purchase warrant. Each whole common share purchase
warrant entitles the holder to purchase one common share at a price of C$0.60 per common share until
September 2, 2017. The Company determined that the fair value of the warrants issued on March 2, 2016
was $204 (note 9e).

On April 28, 2016, the Company closed the balance of the March 2, 2016 private placement issuing 647,000
units to certain of the Company’s directors and officers at a price of C$0.42 per unit for gross proceeds of
C$272 ($217), less share issue costs of $1. Each unit is comprised of one common share and one half of one
common share purchase warrant. Each whole common share purchase warrant entitles the holder to
purchase one common share at a price of C$0.60 per common share until October 28, 2017. The Company
determined that the fair value of the 323,500 warrants issued on April 28, 2016 was $47 (note 9e).

Stock options

For the year ended December 31, 2017, the Company recognized a stock-based compensation charge
against income of $2,999 (December 31, 2016 — $689). A further $731 (December 31, 2016 — $254) was
capitalized to exploration and evaluation assets. The following table shows the change in the Company’s
stock options during the years ended December 31, 2017 and 2016:

2017 2016

Weighted Weighted
Average Average
Exercise Exercise

Number of Price Number of Price

Options (in C$) Options (in C$)
Balance, start of year 11,304,000 $0.41 11,074,000 $0.39
Granted 6,330,000 $2.69 265,000 $1.53

Exercised (798,332) $0.41 - -

Forfeited (88,334) $1.79 (35,000) $0.29
Balance, end of year 16,747,334 $1.27 11,304,000 $0.41

The weighted average share price at the date of exercise of options during the year ended December 31,
2017 was C$3.35 per share.

The assumptions used in the Black-Scholes option-pricing model for the options granted during the years
ended December 31, 2017 and 2016 were as follows:

Weighted average: 2017 2016
Expected term (years) 5 5
Volatility ™ 65% 83%
Expected dividend yield - -
Risk-free interest rate 1.27% 0.65%

W The expected volatility is based on the historical volatility of the Company’s shares.
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The following table provides information on outstanding and exercisable stock options at December 31, 2017:

Options Outstanding

Options Exercisable

Weighted Weighted
average average
Exercise remaining remaining
Price Number of contractual Number of contractual
Grant Date (in C$) Options life (years) Options life (years)
March 24, 2014 $0.59 14,000 1.23 14,000 1.23
August 18, 2014 $0.51 100,000 1.63 100,000 1.63
May 25, 2015 $0.40 8,598,334 2.40 5,676,666 2.40
May 27, 2015 $0.43 125,000 241 125,000 241
October 29, 2015 $0.29 1,400,000 2.83 933,334 2.83
January 26, 2016 $0.30 35,000 3.08 11,667 3.08
June 24, 2016 $1.66 65,000 3.48 21,667 3.48
August 17, 2016 $1.80 100,000 3.63 33,333 3.63
March 2, 2017 $2.76 2,985,000 4.17 150,000 4.17
May 17, 2017 $2.19 750,000 4.38 - -
June 2, 2017 $2.12 500,000 4.44 250,000 4.44
June 23, 2017 $2.35 100,000 4.48 - -
June 29, 2017 $2.69 150,000 4.45 - -
July 11, 2017 $2.68 300,000 4.53 100,000 4.53
August 11, 2017 $2.95 200,000 4.61 - -
September 18, 2017 $2.94 1,000,000 4.72 - -
October 24, 2017 $3.25 300,000 4.82 125,000 4.82
November 20, 2017 $3.10 25,000 4.89 - -
16,747,334 3.19 7,540,667 2.62

e) Warrants

The following table shows the change in the Company’s warrants during the years ended December 31, 2017

and 2016:
2017 2016

Weighted Weighted
Average Average
Exercise Exercise

Number of Price Number of Price

Warrants (inC$) Warrants (in C$)
Balance, start of year 28,413,401 $0.56 18,411,065 $0.52
Issued - - 14,602,336 $0.60
Exercised (15,510,835) $0.64 (4,600,000) $0.55
Balance, end of year 12,902,566 $0.46 28,413,401 $0.56

The fair value of the warrants issued in connection with common share placements was determined by
separately calculating the fair value of the common shares and the warrants, and prorating these amounts by
the actual proceeds received. The assumptions used in the Black-Scholes option-pricing model to calculate
the fair value of the warrants issued during the years ended December 31, 2017 and 2016 were as follows:

Weighted average: 2017 2016
Expected term (years) - 2.3
Volatility ) - 78%
Expected dividend yield - -
Risk-free interest rate - 0.62%

W The expected volatility is based on the historical volatility of the Company’s shares.
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The following table provides information on outstanding warrants at December 31, 2017:

Warrants Outstanding

Weighted
average

Exercise remaining

Price Number of contractual

Date of Issue Expiry Date (in C$) Warrants life (years)
November 10, 2015 November 10, 2020 $0.45 1,000,000 2.86
December 18, 2015 December 18, 2020 $0.45 5,902,566 2.97
January 13, 2016 January 13, 2021 $0.30 1,000,000 3.04
May 4, 2016 May 4, 2019 $0.50 5,000,000 1.34
12,902,566 2.33

10. Related party transactions
Compensation of key management personnel
Key management includes the Company’s directors and certain senior management. Key management

compensation, which is expensed or allocated to exploration and evaluation assets depending on the nature
of the services provided for the years ended December 31, 2017 and 2016 comprised:

2017 2016
Salaries and benefits $ 2,413 $ 1,043
Stock based compensation $ 2,866 $ 775

Related party transactions

The Company shares office space, equipment, personnel and various administrative services with other
companies (NewCastle Gold Ltd. until December 22, 2017, Titan Mining Corporation and Armor Minerals Inc.)
related by virtue of certain directors and management in common. These services have been mainly provided
through a management company equally owned by the related companies. Costs incurred by the
management company are allocated between the related companies based on time incurred and use of
services and are charged at cost.

The Company was charged for the following with respect to these arrangements in the years ended
December 31, 2017 and 2016:

2017 2016

Salaries and benefits $ 1,374 $ 837
General and administration 470 347
Other income - (30)
Other assets 218 -
$ 2,062 $ 1,154

In addition, for the year ended December 31, 2017, the Company charged out $5 (December 31, 2016 — $6)
and at December 31, 2017, amounts receivable includes $9 (December 31, 2016 — $4) and prepaids and
other includes $44 (December 31, 2016 — $63) with respect to these arrangements.

During the year ended December 31, 2017, the Company entered into an agreement with Titan Mining
Corporation (“Titan Mining”) related to a prospective area in New Mexico. The agreement enables Titan
Mining to explore the area and take title to any claims subject to a back-in right whereby the Company can
acquire a 60% interest in the claims on payment of two times the exploration expenditures at that time. The
right is exercisable on the earlier of Titan Mining expending $2,500 on exploration or three years.
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11.

Other assets of $459 (December 31, 2016 — $225) relate to the Company’s share of jointly owned assets
(primarily security deposits, leasehold improvements, and furniture and equipment) held by the management
company.

On January 13, 2016, the Company borrowed C$4,000 ($2,798) from a company controlled by the
Company’s Executive Chairman in connection with the acquisition of the Acquired Claims. The loan was
unsecured, repayable on the earlier of: one year from the date of advance; the date of any change of control
of the Company; or the date the Company completed a financing of C$10,000 or more by way of sale of
securities from treasury or through the issuance of debt or other form of financing. The loan bore interest at
16% per annum, compounded monthly and was subject to a cash fee of 1% with an additional 1% fee
payable after three months if the loan remained outstanding. In addition, 1,000,000 warrants were issued to
the lender. Each warrant entitles the lender to purchase one common share at a price of C$0.30 per common
share until January 13, 2021. The Company repaid C$2,000 ($1,562) of the loan plus accrued interest of
C$143 ($112) on June 20, 2016 following the C$15,594 financing that closed on April 25, 2016. The lender
waived its right to early repayment on the balance of the loan of C$2,000, which was subsequently repaid
later in 2016.

On April 26, 2016 the Company repaid three loans totalling C$2,000 plus accrued interest of C$109 ($86).
The loans were received at various times in 2015 from a company controlled by the Company’s Executive
Chairman. The loans were unsecured, bore interest at 8% per annum and were repayable on the earlier of (i)
one year from the date of advance, (ii) a change of control of the Company, or (iii) the completion of a
financing of C$4,000 or more by way of sale of securities from treasury of the Company or through the
issuance of debt or other form of financing.

Financial instruments and capital management

The carrying values of the Company’s financial instruments in the table above approximate their fair values as
a result of their short-term nature.

Financial risk management

The Company is exposed to various financial instrument risks and assesses the impact and likelihood of this
exposure and attempts to manage the risk, where possible. These risks include market risk, liquidity risk and
credit risk.

a) Market risk

Market risk represents the risk that the fair value of cash flows of a financial instrument will fluctuate because
of changes in market prices. In particular:

Foreign exchange risk

Foreign exchange risk represents the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rate.

The Company incurs expenditures in Canadian and US dollars with the majority of the expenditures being
incurred in US dollars exploring on its Hermosa property. As the functional currency of the parent company is
Canadian dollars, foreign exchange risk arises because the amount of the US dollar cash and cash
equivalents will vary in Canadian dollar terms due to changes in exchange rates. However, to the extent the
US dollar balances will be used to fund future exploration expenditures on the Hermosa property the risk is
mitigated and provides more certainty in terms of the funds available for that purpose.

At December 31, 2017, the Company is exposed to currency risk through the following assets and liabilities
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denominated in US dollars held by the Canadian parent company:

December 31, December 31,

2017 2016

Cash and cash equivalents $ 113 $ 7,764
Prepaids and other 2 14
Accounts payable and accrued liabilities (22) (13)
$ 93 $ 7,765

The Company is also exposed to currency risk through other comprehensive income as a result of the net
assets (mainly cash) held in Canadian dollars of C$72,543 at December 31, 2017 (December 31, 2016 —
C$25,488). As at December 31, 2017, based on the above net exposures a 10% change in the Canadian-US
dollar exchange rate would impact the Company’s earnings by approximately $2 (December 31, 2016 — $784)
and comprehensive income (loss) by $5,783 (December 31, 2016 — $1,898).

Price and Interest rate risk

Price risk is the risk that the fair value or future cash flows from a financial instrument will fluctuate because of
changes in market prices other than those arising from interest rate and currency risk. The Company is not
materially exposed to price risk at this time.

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Company is not materially exposed to interest rate risk at
this time.

b) Liquidity risk

Liquidity risk represents the risk that the Company will be unable to meet its obligations associated with its
financial liabilities. The Company endeavours to manage its liquidity risk by maintaining sufficient readily
available cash in order to meet its liquidity requirements at any point in time.

c) Credit risk

Credit risk represents the risk that one party to a financial instrument will cause a financial loss to the other
party by failing to discharge an obligation. Credit risk arises for the Company from cash and cash equivalents
held with banks and financial institutions, as well as credit exposure on outstanding amounts receivable. The
maximum exposure to credit risk is equal to the carrying value of the financial assets.

The Company manages its exposure to credit risk by holding its cash and cash equivalents through Canadian
or US chartered banks, with short-term investments held in high-interest bank accounts and GICs.

Capital management

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a
going concern in order to pursue the development of its Hermosa property and to maintain a flexible capital
structure which optimizes the costs of capital at an acceptable risk level.

There are no externally imposed capital requirements on the Company. In the definition of capital, the
Company includes shareholders’ equity. The Company’s properties are at the advanced exploration stage
and as such the Company is dependent on external financing to fund all of its activities. The Company
manages the capital structure and makes adjustments to it in light of changes in economic conditions, its
expected funding requirements and the risk characteristics of its underlying assets. The Company’s funding
requirements are determined based on cash forecasts, which are approved by the Company’s board of
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13.

14.

directors. To maintain or adjust the capital structure, the Company may issue shares, issue debt, enter into
alternative financing arrangements common to the mining sector, acquire or dispose of assets and/or
consider strategic alliances. In order to maximize ongoing exploration efforts, the Company does not pay cash
dividends.

Commitments
On October 1, 2017 the Company entered into a new office lease in Tucson, Arizona. At December 31, 2017,

the Company is committed to payments for office premises through 2022 in the total amount of $1,998.
Payments by fiscal year are:

2018 $ 600
2019 575
2020 470
2021 305
2022 48

Segment information

The Company operates in one industry segment, being mineral exploration and development. Geographic
information is as follows:

United States Canada Total
Long-term assets as at:
December 31, 2017 $ 162,921 $ 459 $ 163,380
December 31, 2016 $ 105,254 $ 225 $ 105,479

Income tax

The provision for income taxes reported differs from the amount computed by applying the cumulative
Canadian Federal and Provincial income tax rates to the loss before the tax provision due to the following:

Year ended Year ended
December 31, December 31,
2017 2016
Statutory tax rate 27.00% 26.00%
Expected income tax recovery $ (1,635) $ (813)
Difference in tax rates with foreign jurisdictions 5 (81)
Non-deductible expenses 815 183
Unrecognized tax losses 815 711
Income tax recovery $ - $ -

At December 31, 2017, the Company had Canadian tax loss carry forwards of approximately C$17,183
(December 31, 2016 — C$12,964) and US tax loss carry forwards of approximately $24,637 (December 31,
2016 — $8,266). The tax loss carry forwards expire at various times between 2026 and 2037.

At December 31, 2017, the Company had Canadian deductible temporary differences of approximately
C$3,450 with respect to exploration and evaluation assets (December 31, 2016 — C$3,450) for which no
deferred tax asset has been recognized. The Company had US taxable temporary differences of
approximately $27,384 (December 31, 2016 — $6,645) with respect to exploration and evaluation assets for
which no deferred tax liability has been recognized. The deductible temporary differences do not expire under
current legislation.
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15. Supplemental cash information

2017 2016

Cash and cash equivalents:
Cash and balances with banks $ 6,633 $ 2,387
Short-term investments 54,468 16,850
$ 61,101 $ 19,237

The Company maintains most of its cash and cash equivalents in Canadian currency. Cash equivalents
consist of short-term deposits that are accessible with 30 day’s notice.

Supplementary information for the statement of cash flows is as follows:

2017 2016
Change in accounts payable and accrued liabilities reflected in investing
activities $ 2,616 $ 2,924
Mineral property acquisition costs in exchange for assumed reclamation and
remediation provision - (5,277)
Restricted cash contributions in exchange for assumed reclamation and
remediation provision - 1,000
Acquisition of NCI in exchange for common shares and warrants - (36,741)
Acquisition of NCI , non-cash transaction costs and other (375)

16. Subsequent events

On February 13, 2018, the Company issued 836,279 common shares at a price of C$4.48 per share to
South32 pursuant to the exercise, in full, by South32 of its top-up right to December 31, 2017 in accordance
with the IR Agreement with the Company for a total of C$3,747 ($2,973).

On March 28, 2018, the Company granted 2,430,000 stock options to directors, officers and employees of the
Company. The options are exercisable at C$4.15 per share for a period of five years expiring on March 28,
2023.
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