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INDEPENDENT AUDITORS' REPORT

To the Shareholders of
Shane Resources Ltd.

We have audited the accompanying financial statésn&rShane Resources Ltd., which comprise thersitts of financial
position as at December 31, 2012 and December @BIl1, and the statements of operations and compriekelass, cash
flows and changes in shareholders’ equity for thary then ended, and a summary of significant atiowpolicies and
other explanatory information.

Management’s Responsibility for the Financial Statents

Management is responsible for the preparation aid fresentation of these financial statements dooalance with
International Financial Reporting Standards, andsfech internal control as management determinesdsssary to enable
the preparation of financial statements that age from material misstatement, whether due to faauatror.

Auditors’ Responsibility

Our responsibility is to express an opinion on ¢hésancial statements based on our audits. Wewzied our audits in
accordance with Canadian generally accepted agd#tandards. Those standards require that we comiphy ethical
requirements and plan and perform the audit toiobitsasonable assurance about whether the finasteis@sments are free
from material misstatement.

An audit involves performing procedures to obtairdia evidence about the amounts and disclosurethénfinancial
statements. The procedures selected depend oruthi®ra’ judgment, including the assessment of riesks of material
misstatement of the financial statements, whether © fraud or error. In making those risk assesssnehe auditor
considers internal control relevant to the entitgteparation and fair presentation of the finansiatements in order to
design audit procedures that are appropriate ircittteimstances, but not for the purpose of expngsan opinion on the
effectiveness of the entity’s internal control. Andit also includes evaluating the appropriaterméssccounting policies
used and the reasonableness of accounting estimaigs by management, as well as evaluating thelbyeesentation of
the financial statements.

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

INTERNATIONAL
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Opinion

In our opinion, these financial statements preainty, in all material respects, the financial fiim of Shane Resources
Ltd. as at December 31, 2012 and December 31, aad1lits financial performance and its cash flowstfe years then

ended in accordance with International Financigddréing Standards.

Emphasis of Matter

Without qualifying our opinion, we draw attentioa Note 2 in the financial statements which dessribenditions and

matters that indicate the existence of materialettammty that may cause significant doubt aboutn8hBesources Ltd.’s
ability to continue as a going concern.

“DAVIDSON & COMPANY LLP”
Vancouver, Canada Chartered Accountants

April 26, 2013



SHANE RESOURCES LTD.

STATEMENTS OF FINANCIAL POSITION
(Expressed in Canadian Dollars)

AS AT
December 31 December 31
2012 2011
ASSETS
Current
Cash $ 338 $ 15,421
Receivables (Note 8) 4,035 619
Prepaid expenses 1,000 12,150
5,373 28,190
Exploration and evaluation assetgNote 5) 435,100 435,100
$ 440,473 $ 463,290
LIABILITIES
Current
Accounts payable and accrued liabilities (Note 8) $ 63,419 $ 26,704
SHAREHOLDERS' EQUITY
Capital stock (Note 6) 6,725,012 6,670,238
Other equity reserve (Note 6) 541,401 502,503
Deficit (6,889,359) (6,736,155)

377,054 436,586

$ 440,473 $ 463,290

Nature of operations(Note 1)
Going Concern(Note 2)
The accompanying notes are an integral part oatimeial financial statements.

Approved and authorized by the Board of DirectarApril 26, 2013:

“KYLE KOZUSKA”

Director

“MICHAEL DER”

Director



SHANE RESOURCES LTD.

STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Expressed in Canadian Dollars)

For the years ended

December 31, 2012

December 31, 2011

Administration costs

Bank charges $ 879 748
Filing fees 8,320 13,432
Insurance 13,568 15,129
Management and consulting fees 31,600 75,150
Office expense 3,138 9,450
Premises expense 9,600 11,600
Professional fees 27,341 49,802
Promotion 2,164 8,450
Share-based compensation (Note 6) 66,172 -
Telecommunications 1,417 2,755
Transfer agent 8,004 6,842
Travel and accommodation 6,335 3,262
(178,538) (196,620)
Other income (Note 8) 25,334 28,000
Loss on marketable securities - (367)
Net loss and comprehensive loss for (153,204 (168,987
the year
Loss per share - basic and diluted $ (0.006) (0.006)
Weighted average common shares 26,397,599 26,240,750

The accompanying notes are an integral part oatimeial financial statements.



SHANE RESOURCES LTD.

STATEMENTS OF CASH FLOWS
(Expressed in Canadian Dollars)

For the years ended
December 31, 2012 December 31, 2011

Cash flows used in operating activities

Net loss for the year $ (153,204 $ (168,987)
Items not involving cash:
Loss on marketable securities - 367
Share-based compensation 66,172 -

Non-cash working capital item changes:

Receivables (3,416) 57,749
Prepaid expenses 11,150 2,994
Accounts payable and accrued liabilities 36,715 4,440

(42,583) (103,437)

Cash flows provided by investing activities
Proceeds from sale of marketable securities - 2,888
- 2,888

Cash flows provided by financing activities

Issuance of capital stock 27,500 -
27,500 -
Decrease in cash (15,083) (100,549)
Cash, beginning of year 15,421 115,970
Cash, end of year $ 338 $ 15,421
Cash (paid) received during the year for income taes and interest $ - $ -

The following are the non-cash transactions afifigctiash flows from operating, investing, and finagactivities during the
years ended December 31, 2012 and 2011:
+ 250,000 (2011 — Nil) stock options with a fair valof $27,274 (2011 - $Nil) were exercised during year ended
December 31, 2012.



The accompanying notes are an integral part oatimeial financial statements.

SHANE RESOURCES LTD.

STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

Balance December 31, 2010

Loss for the year

Balance December 31, 2011

Share-based compensation

Share issuance for exercise of stock
options

Loss for the year

Balance December 31, 2012

(Expressed in Canadian Dollars)

Other Total
Number of Equity Shareholders’
Shares Capital Stock Reserve Deficit Equity

26,240,750 $ 6,670,238 $ 502,503 $6BFS) $ 605,573
- - - (168,987) (168,987)
26,240,750 6,638,2 502,503  (6,736,155) 436,586
- - 66,172 - 66,172
250,000 54,774 (27,274) - 27,500
- - - (153,204) (153,204)
26,490,750 $ 6,725,01$ 541,401 $ (6,889,359) $ 377,054

The accompanying notes are an integral part oatimeial financial statements.



SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

1. Nature of Operations

Shane Resources Ltd. (the “Company”) is a corpmmatontinued under the laws of Saskatchewan andshas
common shares listed on the TSX Venture Exchange.

The Company is in the process of exploring anduatalg its exploration and evaluation assets arsdniad
yet determined whether these properties contain raspurces or any reserves which are economically
recoverable.

To date, the Company has not earned significareinges and is considered to be in the exploratages

2. Going Concern

These financial statements of the Company have Ipeepared using International Financial Reporting
Standards (“IFRS”) on a going-concern basis whistumes that the Company will be able to realize its
assets and discharge its liabilities in the noroaairse of business for the foreseeable future.orliagly, it
does not give effect to adjustments, if any thatidoe necessary should the Company be unablenttoe

as a going concern and, therefore, be requireddlze its assets and liquidate its liabilitiesestthan in the
normal course of business and at amounts whichdifiey from those shown in the financial statements

The amounts shown as exploration and evaluatiort@sgpresent costs net of recoveries to date, less
amounts written off, and do not represent presefiitare values. Recoverability of the amountsvamdor
exploration and evaluation assets is dependent tipordiscovery of resources, the conversion theteof
economically recoverable mineral reserves, secuand maintaining title and beneficial interest et
properties, the ability of the Company to obtainaficing necessary to complete the exploration and
evaluation of its mineral property interests, and fature profitable production or proceeds from the
disposition of the mineral property interests.

Ownership in mineral interests involves certaiheirent risks due to the difficulties of determinitige
validity of certain claims as well as the potentiaf problems arising from the frequently ambiguous
conveyancing history characteristic of many minéngdrests. The Company has investigated ownexship
its mineral interests and, to the best of its kmalgke, such ownership interests are in good standing



As of December 31, 2012, the Company does not lsaNkcient cash on hand for settlement of its
obligations. The Company intends to raise capitaffldure financings. However, the low price of the
Company’s common shares and current market conditimakes it difficult to raise funds by private
placements of shares. These conditions may aasfisant doubt upon the Company’s ability to cont as

a going concern.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

3. Basis of Presentation

These financial statements have been prepared dardance with IFRS as issued by the International
Accounting Standards Board (“IASB”). The financs&htements have been prepared on a historicabas#,
except for financial instruments classified as fiicial instruments at fair value through profit dads, which
are stated at their fair value. In addition, thiésancial statements have been prepared usingcitreia basis

of accounting except for cash flow information.

The financial statements are presented in Canalditers, which is also the Company’s functionalreocy.

Critical accounting estimates and judgements

The preparation of these financial statementsiregumanagement to make certain estimates, judgnaamt
assumptions that affect the reported amounts etsassd liabilities at the date of the financialtsients and
the reported expenses during the year. Actualtsesalld differ from these estimates.

Critical Judgments

The preparation of our consolidated financial steets requires management to make judgments regardi
the going concern of the Company, as discusseaia Rl

Key Sources of Estimation Uncertainty

Because a precise determination of many assdthadnilities is dependent upon future events,greparation
of financial statements in conformity with IFRS vég@s management to make estimates and assumghta&mns
affect the reported amounts of assets and ligsligind the disclosure of assets and liabilitigkeatlate of the
consolidated financial statements and the repatedunts of expenses during the reporting periodsuah
results could differ from those estimates and sliiferences could be significant.



Significant estimates made by management affettiegonsolidated financial statements include:
Share-based payments

Estimating fair value for granted stock optiongjuiees determining the most appropriate valuaticodeh
which is dependent on the terms and conditiondi@fgrant. This estimate also requires determirfiegnost
appropriate inputs to the valuation model includihg expected life of the option, volatility, dieidd yield,
and rate of forfeitures and making assumptions atb@m. The value of the share based payment eggdens
the year along with the assumptions and model tmedstimating fair value for share-based compensat
transactions are disclosed in Note 6.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

3. Basis of Presentatiorfcont’d...)
Deferred tax assets & liabilities

The estimation of income taxes includes evaluathng recoverability of deferred tax assets basedaron
assessment of the Company’s ability to utilize timelerlying future tax deductions against futureatde
income prior to expiry of those deductions. Managetassesses whether it is probable that somé afrtak
deferred income tax assets or liabilities will betrealized. The ultimate realization of deferrex dssets and
liabilities is dependent upon the generation otifeittaxable income, which in turn is dependent ugen
successful discovery, extraction, development andneercialization of mineral reserves. To the extaat
management’'s assessment of the Company’s abilitytitae future tax deductions changes, the Company
would be required to recognize more or fewer defibtax assets and liabilities, and deferred inctame
provisions or recoveries could be affected.

Recoverability of exploration & evaluation assets

The Company is in the process of exploring anduenimg its exploration and evaluation assets asdlriot yet
determined whether the properties contain any rairresources or reserves that are economicallywezable.

The recoverability of the amounts shown for exglfimn and evaluation assets are dependent upon the
existence of economically recoverable mineral ne=erthe ability of the Company to obtain necessary
financing to complete the development of those naineserves and upon future production or procéeds

the disposition thereof.

4. Significant Accounting Policies

These financial statements have been preparedcordence with IFRS and reflect the following sigraht



accounting policies.
Cash and cash equivalents

The Company considers all highly liquid short-ténwestments with a maturity of three months or lesbe
cash equivalents. As at December 31, 2012 and Omarerdl, 2011, the Company has $Nil in cash
equivalents.

Financial instruments

All financial instruments are classified into orfefige categories: (1) financial assets or liakgkt at fair value
through profit and loss (“FVTPL”"), (2) loans andcegvables, (3) financial assets available-for-sg®,
financial assets held-to-maturity, and (5) otheaficial liabilities. All financial instruments aw@rivatives are
recognized in the statement of financial positidnfaar value, except for loans and receivablesdtel
maturity investments and other financial liabiltievhich are recognized at amortized cost. Subséquen
measurement and changes in fair value will depenttheir initial classification. Fair value throughofit and

loss financial instruments are measured at faiuevahnd changes in fair value are recognized in net
income/loss. Available-for-sale financial instrurtemre measured at fair value with changes invaiue
recorded in other comprehensive income/loss urgiliistrument is sold or impaired.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

4. Significant Accounting Policiegcont'd...)
Financial instruments (cont'd...)

The Company’s financial assets and liabilitiesramorded and measured as follows:

Asset or liability Category Measument
Cash FVTPL Fair value
Receivables Loans and receivables Amortizetl co
Accounts payable

and accrued liabilities Other financial liabilgie Amortized cost

The Company classifies financial instruments mesat fair value according to the following hietarc
based on the reliability of inputs used to valueittstrument.

Level 1 — Quoted prices are available in activekaia: for identical assets or liabilities as of thporting date.
Active markets are those in which transactions paeisufficient frequency and volume to providecprg
information on an ongoing basis.

Level 2 — Pricing inputs are other than quotedgxim active markets included in Level 1. Pricetéwel 2
are either directly or indirectly observable astltd reporting date. Level 2 valuations are basedhputs,
including quoted forward prices for commoditiesyei value and volatility factors, which can be sabsally
observed or corroborated in the marketplace.



Level 3 — Valuations in this level are those withuts for the asset or liability that are not baseabservable
market data.

The carrying value of receivables, and accountslgiayand accrued liabilities approximate their Yailues
due to their short terms to maturity.

Cash has been measured at fair value using Lengiuts.

Exploration and evaluation assets

Once the legal right to explore a property has kssyuired, all costs related to the acquisitiompl@ation

and evaluation of mineral properties are capitdlizg property. These direct expenditures includsh osts
as materials used, surveying, drilling, and paysemade to contractors during the exploration ph@ssts
not directly attributed to exploration and evalaatactivities, including general administrative dead costs,
are expensed in the year in which they occur.

The Company may occasionally enter into farm-otdragements, whereby the Company will transfer & par
of a mineral interest, as consideration, for aneagrent by the farmee to meet certain exploraticth an
evaluation expenditures which may have otherwism hendertaken by the Company. The Company does not
record any expenditures made by the farmee on étgalh Any cash consideration received from the
agreement is credited against the costs previmagiitalized to the mineral interest given up by@oempany.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

4. Significant Accounting Policiegcont'd...)

Exploration and evaluation assetgcont'd...)

When a project is deemed to no longer have comalbraiiable prospects to the Company, exploratiod a
evaluation expenditures in respect of that prageetdeemed to be impaired. As a result, those extpla and
evaluation expenditure costs, in excess of estinegeoveries, are written off to the statement mérations
and comprehensive loss.

The Company assesses exploration and evaluatietsdes impairment when facts and circumstancegesig
that the carrying amount of an asset may exceeaddts/erable amount.

Once the technical feasibility and commercial Migbof extracting the mineral resource has beetereined,

the property is considered to be a mine under deweént and is classified as “mines under constncti
Exploration and evaluation assets are also testedinfipairment before the assets are transferred to
development properties.

As the Company currently has no operational incoamg, incidental revenues earned in connection with
exploration activities are applied as a reductmoapitalized exploration costs.

Future reclamation costs



The Company recognizes liabilities for statutommntractual, constructive or legal obligations assted with
the retirement of reclamation of mineral interdsteploration and evaluation assets). The net ptesdne of
future rehabilitation cost estimates is capitalitedhe related assets along with a correspondiogease in
the reclamation provision in the year incurred.doimt rates using a pre-tax rate that reflectithe value of
money are used to calculate the net present value.

The Company’s estimates of reclamation costs colidghge as a result of changes in regulatory remeinés,
discount rates and assumptions regarding the anamahtiming of the future expenditures. These charage
recorded directly to the related assets with aesponding entry to the reclamation provision. Tloen@any’s
estimates are reviewed annually for changes inlagmy requirements, discount rates, effects datidn and
changes in estimates.

Changes in the net present value, excluding chamgése Company’s estimates of reclamation costs, a
charged to profit and loss for the year.

For the years presented, the Company does notdmgveignificant future reclamation costs.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

4. Significant Accounting Policiegcont'd...)
Loss per share

Basic loss per share is computed by dividing tiss for the year by the weighted average numbeomihoon
shares outstanding during the year. For diluted gb@re computations, assumptions are made regarding
potential common shares outstanding during the.yElae weighted average number of common shares is
increased to include the number of additional comsirares that would be outstanding if, at the eggqof

the year, or at time of issuance, if later, all@ps and warrants are exercised. Proceeds frontisgeare used

to purchase the Company’s common shares at theiange market price during the year, thereby reduitia
weighted average number of common shares outs@ntfinthese computations prove to be anti-dilutive,
diluted loss per share is the same as basic losshpee.

Income tax

Income tax on profit or loss for the year comprisagent and deferred tax. Current tax is the etgquetax
paid or payable on the taxable income for the yesing tax rates enacted or substantively enadtékea
statement of financial position date, and any ddjast to tax paid or payable in respect of previgesss.



Deferred tax is recorded using the liability methprbviding for temporary differences between therying
amounts of assets and liabilities for financialomimg purposes and the amounts used for taxatigposes.

A deferred tax asset is recognized only to thergxtieat it is probable that future taxable profitdl be

available against which the asset can be utiliZbeé. effect on deferred tax assets and liabilitfes change in
tax rates is recognized in the year that includesdate of the enactment or substantive enactnfetiteo
change. Deferred tax assets and liabilities areemted separately except where there is a ofjlset-off

within fiscal jurisdictions.

Share-based payments

The Company grants stock options to buy commoneshaf the Company to directors, officers, employees
and consultants. The Company recognizes share-lmsagensation expense based on the estimated fair
value of the options. A fair value measurement &lenfor each vesting instalment within each optjomt

and is determined using the Black-Scholes optiacimy model. The fair value of the options is recizgd

over the vesting period of the options granted @ Ishare-based compensation expense and otheay equi
reserve. This includes a forfeiture estimate, whdcrevised for actual forfeitures in subsequenmigos. The
other equity reserve account is subsequently refifcthe options are exercised and the amountaiiyti
recorded is then credited to capital stock.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

4. Significant Accounting Policieqcont’d...)
Foreign currency translation

The functional currency and the reporting currenfythe Company is the Canadian dollar. Transastion
denominated in foreign currency are translated ®émadian dollars at the rate of exchange in efie¢he
date of the transaction. Monetary assets and iiasildenominated in foreign currencies have besmstated
into Canadian dollars at the rate of exchange fieceft the statement of financial position datajlevnon-
monetary assets and liabilities are translatedstarical rates.

Any gains or losses resulting from translation hdeen included in the statement of operations and
comprehensive loss.

Impairment of long-lived assets



At each financial position reporting date the ceagyamounts of the Company’s long-lived assets are
reviewed to determine whether there is any indicathat those assets are impaired. If any sucltatidn
exists, the recoverable amount of the asset imatd in order to determine the extent of the immpant, if
any. The recoverable amount is the higher of falue less costs to sell and value in use, whitheégresent
value of future cash flows expected to be deriveanfthe assetf the recoverable amount of an asset is
estimated to be less than its carrying amountctreying amount of the asset is reduced to itsve@ble
amount and the impairment loss is recognized irptbét or loss for the year.

For the purposes of impairment testing, exploratind evaluation assets are allocated to cash-gemetaits

to which the exploration activity relates. For aset that does not generate largely independehtictisws,

the recoverable amount is determined for the casle@ting unit to which the asset belongs. Where an
impairment loss subsequently reverses, the cargingunt of the asset (or cash-generating unit)aseeased

to the revised estimate of its recoverable amduuttso that the increased carrying amount doesextsed the
carrying amount that would have been determinedrtmatmpairment loss been recognized for the asset (
cash-generating unit) in prior years. A reversahofimpairment loss is recognized immediately iofipior
loss.

Comprehensive income (loss)

Comprehensive income (loss) consists of net incdlmes) and other comprehensive income (loss) and
represents the change in shareholders’ equity wigishlts from transactions and events from souotiesr
than the Company’s shareholders. For the yearemed, net loss was the same as comprehensive loss.

New standards and interpretations not yet adopted:

The following accounting pronouncements have beadanbut are not yet effective for the Companytas a
December 31, 2012. The Company is currently evialgdahe impact of these new and amended standards o
its financial statements.

Amendments to IFRS Financial Instruments. Disclosures are effective for annual periods beginning on or
after January 1, 2013 and introduce enhanced dis@oaround transfer of financial assets and ast®saki
risks.

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

4. Significant Accounting Policiegcont'd...)
New standards and interpretations not yet adopted{cont’d...)

In November 2009 and October 2010, the IASB issiiRIS 9, Financial Instruments (“IFRS 9”), which
represents the completion of the first part of eedlpart project to replace IAS 39, Financial lmstents:
Recognition and Measurement, with a new standagdtiie new standard, an entity choosing to measure
liability at fair value will present the portion tiie change in its fair value due to changes iretitéy’s own
credit risk in the other comprehensive income sslsection of the entity’s statement of comprelvenigiss,
rather than within profit or loss. Additionally, S 9 includes revised guidance related to the dgreton of
financial instruments. IFRS 9 applies to finanattements for annual periods beginning on or dteuary



1, 2015, with early adoption permitted.

In May 2011, the IASB issued IFRS 10, Consolidafétiancial Statements (“IFRS 10"), which builds on
existing principles by identifying the concept antrol as the determining factor in whether antgrghould

be included within the consolidated financial ste¢aets of a parent company. IFRS 10 also provides
additional guidance to assist in the determinatiboontrol where this is difficult to assess. IFR&applies to
financial statements for annual periods beginnimgoafter January 1, 2013, with early adoptiompged.

In May 2011, the IASB issued IFRS 11, Joint Arrangats (“IFRS 11”), which enhances accounting famtjo
arrangements, particularly by focusing on the sghhd obligations of the arrangement, rather thmen t
arrangement’s legal form. IFRS 11 also addressaangistencies in the reporting of joint arrangemdnt
requiring a single method to account for interestgointly controlled entities and prohibits propionate
consolidation. IFRS 11 applies to financial stateteefor annual periods beginning on or after Januar
2013, with early adoption permitted.

In May 2011, the IASB issued IFRS 12, Disclosurelraérests in Other Entities (“IFRS 12"), which as
comprehensive standard on disclosure requirementllfforms of interests in other entities, inahgl joint
arrangements, associates, special purpose velaiotbt®ther off-balance sheet vehicles. IFRS 12 appb
financial statements for annual periods beginnimgoafter January 1, 2013, with early adoptiompted.

In May 2011, the IASB issued IFRS 13, Fair Valueagigrement (“IFRS 13"), which defines fair valueisse
out in a single IFRS a framework for measuring feaue and requires disclosures about fair value
measurements. IFRS 13 does not determine whensat, asliability or an entity’s own equity instruntds
measured at fair value. Rather, the measurementlianlbsure requirements of IFRS 13 apply when tzarot
IFRS requires or permits the item to be measurddiavalue (with limited exceptions). IFRS 13 apglto
financial statements for annual periods beginnimgoafter January 1, 2013, with early adoptiompged.

In June 2011, the IASB amended IAS 1, Presentatfofrinancial Statements (“IAS 1”), to change the
disclosure of items presented in other comprehenisisome into two groups, based on whether thesasit
may be recycled to profit or loss in the futureeTdmendments to IAS 1 apply to financial stateméorts
annual periods beginning after July 1, 2012, wéHyeadoption permitted.

Amendments to IAS 27, Separate Financial Statem®& 27), and IAS 28, Investments in Associated an
Joint Ventures (IAS 28) have been made. IAS 27 estirs accounting for subsidiaries, jointly congibll
entities and associates in non-consolidated fishrstatements. IAS 28 has been amended to inchide |
ventures in its scope and to address the chandeR® 10 -13. These amendments are effective fonan

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

4. Significant Accounting Policiegcont'd...)
New standards and interpretations not yet adopted{cont’d...)
periods beginning on or after January 1, 2013.

Amendments to IAS 3Financial Instruments: Presentation, are effective for annual periods beginning on or
after January 1, 2014. This provides for amendmeelating to offsetting financial assets and firiah



liabilities.

5. Exploration and Evaluation Assets

The Company has acquired certain exploration aatuation assets, the costs of which are as follows:

Brownell
Lake Munro Lake Pine East Total
Balance December 31, 2012, 2011 and 2010 $ 98,012 $ 172 $ 336,916 $ 435,100
Brownell
Cumulative Totals Lake Munro Lake Pine East Total
Acquisition costs $ 39,202 172 $ 78,149 $ 117,523
Drilling 58,810 - 258,767 317,577
Balance December 31, 2012 $ 98,018 172 $ 336,916 $ 435,100

A. Brownell Lake

The Company owns a 100% interest in 2 claims inBlevnell Lake area of Saskatchewan. The property
hosts a long zone of Copper-zinc mineralization.

B. Munro Lake

The Company owns a 1.6% interest in the Munro Ladea of Saskatchewan. No exploration activitiegeha
been conducted on the property.

C. Pine East

The Company owns a minimum 49% interest in thiperty, known as “Pine East” and Claude Resources
Inc. (“Claude”) owns a minimum 30% interest in fiteperty, with the remaining interest subject te térms
of an option agreement dated June 7, 1999 (as adgndo date the Company has conducted a proegecti
stripping and trenching program on the property @tedide has conducted drill programs on this ptgper

SHANE RESOURCES LTD.

Notes to the Annual Financial Statements
December 31, 2012
(Expressed in Canadian Dollars)

6. Capital Stock and Other Equity Reserve



The authorized capital stock of the Company isuatimited number of common shares and unlimited
number of preferred shares issuable in series. atABecember 31, 2012, the Company had 26,490,750
common shares outstanding, of which Nil (2011 —Q80) were held in escrow.

The Company issued 250,000 shares during the yeimgeDecember 31, 2012 through an exercise okstoc
options at $0.11 per option, for total proceed$27,500. The fair value of these shares ($27,9&%) re-
classified from other equity reserve to capitatktoThe Company did not issue any shares duriag/éar
ended December 31, 2011.

Stock Options

The Company has established a share-based cortipanpan pursuant to which options to purchase
common shares may be granted to certain officerectdrs, and contractors of the Company as well as
persons providing ongoing services to the Compalte aggregate number of shares issuable undgfahe
shall not exceed 10% of the issued and outstandimgmon shares of the Company. Unless otherwise
determined by the Board of Directors of the Compgéhg “Board”), the exercise price of options eguai
least the closing price of the common shares ord#yeprior to the date of the grant. Stock optigest in
accordance with the determination of the Boarchattime of the grant and may be granted for up tena
year term in accordance with TSX Venture Exchargey

A summary of the Company’s incentive stock optiassat December 31, 2012 is as follows:

Weighted Average

Number of Options Exercise Price
Outstanding December 31, 2011 and 2010 1,750,000 $ 0.21
Expired (450,000) 0.50
Exercised (250,000) 0.11
Forfeited (550,000) 0.10
Granted 850,000 0.10
Outstanding and exercisable, December 31, 2012 ,3501000 $ 0.11

Number of Options Exercise Price Expiry Date Remaining life

Outstanding and Exercisable (years)

200,000 $ 0.11 January 3, 2013 0.01%

800,000 $ 011 January 15, 2020 7.04

350,000 $ 0.10 April 13, 2022 9.29

1,350,000

(I) subsequently expired due to forfeiture
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6. Capital Stock and Other Equity Reservegcont'd...)

Options Granted

During the year ended December 31, 2012 the Comgaamted 850,000 stock options exercisable atae pri
of $0.10 per share for a period of 10 years frommdhte of grant. (December 31, 2011 — Nil) and naexb
$66,172 in compensation expense during the yeadebDdcember 31, 2012 (December 31, 2011 — Nile Th
fair value per option granted during the year wa9% (2011 - $Nil).

The following weighted average assumptions werel dse the Black-Scholes valuation of stock options
granted during the year:

December 31, December 31,

2012 2011
Risk-free interest rate 1.53% N/A
Expected life of options 10 years N/A
Annualized volatility 157.7% N/A
Expected forfeitures 0% N/A
Dividend rate 0% N/A

Volatility is the expected future fluctuations imet Company’s stock price. Volatility is calculateased on
the historical prices of the Company’s stock.

Warrants
The Company had no outstanding share purchasentmaa at December 31, 2012 and 2011.

Other Equity Reserve

Other equity reserve includes the value of all gtk options granted and vested.

SHANE RESOURCES LTD.
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(Expressed in Canadian Dollars)

7. Income Taxes

A reconciliation of income taxes at statutory raseas follows:

For the years ended

December 31, December 31,
2012 2011

Loss before income taxes $ (153,204) $ (168,987)
Combined federal and provincial statutory incomertde 25% 27%
Expected income tax recovery at statutory tax rates (38,000) (45,000)
Permanent difference 17,000 -
Impact of future tax rates applied versus curreatugory rate and other - 6,000
Change in unrecognized deductible temporary diffees 21,000 39,000

Total future income tax recovery $ - $ -

The Canadian income tax rate declined during tl@ glee to changes in the law that reduced corpanatene
tax rates in Canada.

The significant components of the Company’s futaseassets (liabilities) are as follows:

December 31, December 31,
2012 2011
Non-capital losses $ 263,000 $ 242,000
Mineral property and related exploration expendisur (4,000) (4,000)
$ 259,000 $ 238,000
Unrecognized deferred tax assets (259,000) (238,000)
Net deferred tax assets $ - $ -

The significant components of the Company’s unraceyl temporary differences and tax losses arellas\s:

December 31 Expiry December 31 Expiry
2012 2011
Property and equipment $ 1,000 No expiry $ 1,000 No expiry
Non-capital losses available for
future periods 1,054,000 2014-2032 968,000 2014-2031
Exploration and evaluation
assets (18,000) No expiry (18,000) No expiry

Tax attributes are subject to review and poteatifhstment by tax authorities.

SHANE RESOURCES LTD.
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8. Related Party Transactions

Related parties and related party transactionsatimgathe accompanying financial statements arensanzed
below and include transactions with the followingividuals or entities:

Key management personnel

Key management personnel include those personsdauthority and responsibility for planning, difeg and
controlling the activities of the Company as a wehorhe Company has determined that key management
personnel consist of executive and non-executivenlmees of the Company’s Board of Directors and c@igo
officers.

Remuneration attributed to key management persaamgbe summarized as follows:

For the years ended December 31,

2012 2011
Share-based compensation $ 27,247 $ -
Short-term benefits* 30,550 46,600
$ 57,797 $ 46,600

*includes management and consulting fees

Other related parties

Other related parties include BlackSun Inc. where awner is a former director for the Company, Star
Uranium Corp. and United Uranium Corp. which stammmon directors and management with the Company,
Davis LLP where one employee is a director for@Geepany, and Paradigm Portfolio Management Corp.
where one owner is a director and management éo€Ctmpany.

Transactions entered into with related partiesrdtien key management personnel include the fafigwi

For the years ended December 31,

2012 2011
BlackSun Inc. $ 9,836 $ 13,647
Davis LLP. 660 1,348
Paradigm PMC 1,421

$ 10,496 $ 16,416
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8. Related Party Transactiongcont'd...)
Other related parties (cont'd...)

During the years ended December 31, 2012 and 20#&1Company received premises rent and office
administrative income from the following relatedfes:

For the years ended December 31,

2012 2011
Star Uranium Corp. $ 12,667 $ 14,000
United Uranium Corp. 12,667 14,000
$ 25,334 $ 28,000

As at December 31, 2012, receivables includes ®1(D&cember 31, 2011 - $Nil) due from United Uramiu
Corp. and $1,750 (December 31, 2011 - $Nil) fromar Stranium Corp; companies sharing common
directors.

As at December 31, 2012, accounts payable and extdiabilities included $21,000 (December 31, 2011
$2,625) due to a company owned by the CFO.

The amounts due to and from the related partiea@ménterest bearing, with no fixed terms of rapawnt.

9. Financial Instruments and Capital Risk Managenant

The Company’s financial instruments consist of casteivables, and accounts payable and accrued
liabilities.

The Company is exposed to varying degrees to atyasf financial instrument related risks:
Credit risk

Credit risk is the risk of an unexpected loss duatomer or third party to a financial instrumeaitsf to meet
its contractual obligations.

The Company’s cash is all held at large Canadinanftial institutions in interest bearing accouritse
Company has no investment in asset-backed comrhpepar.

The Company’s receivables consist mainly of reddas from related companies and GST/HST receivable
due from the government of Canada. The Compang dotbelieve it is exposed to significant credik.r
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9. Financial Instruments and Capital Risk Managemet(cont'd...)

Liquidity risk

Liguidity risk is the risk that the Company will hibe able to meet its financial obligations as tfadlydue.

The Company as of December 31, 2012 does not hdfieient cash on hand for settlement of its
obligations. The Company intends to raise capigdlkure financings; however, the low price of the
Company’s common shares and current market condititay make it difficult to raise funds by private
placement of shares.

Market risk

Market risk is the risk of loss that may arise frahmanges in market factors such as interest rigesgn
exchange rates, and commodity and equity prices.

a)

b)

c)

Interest rate risk

Interest rate risk is the risk that the fair valefuture cash flows of a financial instrument will
fluctuate because of changes in market interess.rat

The risk that the Company will realize a loss assault of a decline in the interest rate is lowttas
Company has no investments with variable intelegsist

Foreign currency risk

As at December 31, 2012, the Company’s expendimregpredominantly in Canadian dollars, and
any future equity raised is expected to be predantiyp in Canadian dollars. As a result, the
Company believes its currency risk to be minimal.

Price risk

The Company is exposed to price risk with respecoimmodity and equity prices. Equity price risk
is defined as the potential adverse impact on ttragany’s earnings due to movements in individual
equity prices or general movements in the levehefstock market. Commodity price risk is defined
as the potential adverse impact on earnings anaoetic value due to commaodity price movements
and volatilities. The Company closely monitors comdity prices of gold, individual equity
movements, and the stock market to determine theoppate course of action to be taken by the
Company.
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9. Financial Instruments and Capital Risk Managemet(cont'd...)

10.

Capital management

The Company’s objectives when managing capitaltarsafeguard the Company’s ability to continue as a
going concern in order to pursue the exploratiod emaluation of its exploration and evaluation &sse
acquire additional mineral property interests amdangintain a flexible capital structure which ogties the
costs of capital at an acceptable risk. In the mament of capital, the Company includes its casinisas.

The Company manages the capital structure and madjestments to it in light of changes in economic
conditions and the risk characteristics of the ulydey assets. To maintain or adjust the capitalcttre, the

Company may attempt to issue new shares, issue agdpire or dispose of assets or adjust the amafunt
cash and investments.

The Company currently is not subject to externatiposed capital requirements. There were no chaimges
the Company’s approach to capital management dtinmgear.

Segmented Information

The Company operates in one reportable segmentg ltbie acquisition, exploration and evaluation of
mineral resources. All of the Company’s resounaperties are located in Canada.



