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UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

In accordance with National Instrument 51-102 redelby the Canadian Securities Administrators, the
Company discloses that its auditors have not restethhe unaudited condensed interim consolidated
financial statements for the period ended Augus2812.



VICTORY RESOURCES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL POSBION

(Unaudited)
(Expressed in Canadian Dollars)

August 31, February 29,
2012 2012
ASSETS
Current assets
Cash and cash equivalents (Note 4) $ 84,784 $ ,9381
Receivables (Note 5) 185,517 67,238
Prepaid expenses (Note 6) 28,511 21,462
Total current assets 298,812 570,636
Non-current assets
Equipment (Note 7) 121,226 134,161
Exploration and evaluation assets (Note 8) 9 BHD 6,093,675
Total non-current assets 9,976,426 6,227,836
Total assets $ 10,275238 $ 6,798,472
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Accounts payable and accrued liabilities (Note 9) $ 367,152 $ 107,217
Due to related parties (Note 10) 5,837 90,917
Total liabilities 372,989 198,134
Shareholders’ equity
Capital stock (Note 11) 23,678,547 18,947,344
Reserves (Note 11) 1,588,148 1,161,853
Share subscriptions received in advance 58,550 648,284
Deficit (15,422,99% (14,157,143
Total shareholders’ equity 9,902,249 6,600,338
Total liabilities and shareholders’ equity $ 10,275,238 $ 6,798,472
Nature and continuance of operations and going coeen (Note 1)
Commitments (Note 15)
Segment information(Note 12)
Subsequent event$§Note 16)
Approved and authorized by the Board on Octobe2802.
“Wally Boguski” Director Director
Wally Boguski

The accompanying notes are an integral part oktheadensed consolidated interim financial statésnen



VICTORY RESOURCES CORPORATION
CONDENSED CONSOLIDATED INTERIM STATEMENTS OF COMPRIENSIVE LOSS

(Unaudited)
(Expressed in Canadian Dollars)

Three Months Three Months Six Months Six Months

Ended Ended Ended Ended
August 31, August 31, August 31, August 31,
2012 2011 2012 2011
EXPENSES
Amortization $ 8,827 $ 6,055 $ 18,022 $ 21,722
Investor relations 8,923 16,501 17,350 -
Management and directors fees (Note 10) 12,000 2,000 33,113 42,000
Office and administration 54,763 64,183 128,977 41,937
Professional fees 113,302 77,302 272,161 9Pa&5,
Share-based payments (Note 11) - (22,494) 481,995 393,905
Transfer agent and filing fees 2,572 2,944 49,6 4,752
Travel 23,025 37,150 92,146 28,016
Wages and salaries (Note 10) 108,692 26,715 207,440 172,090
Loss before other items (332,104 (230,356 (1,265,853 (870,346
OTHER ITEMS
Interest income - - - 38
Foreign exchange adjustments on translating
foreign subsidiaries - - - (1,073
Comprehensive loss $ (332,104)$ (230,356) $ (1,265,853) $ (871,381)
Basic and diluted loss per common share $ (0.00) $ (0.01) $ (0.02)$ (0.02)
Weighted average number of common shares
outstanding $ 75,246,738% 38,311,680$% 62,387,640% 47,115,446

The accompanying notes are an integral part oetbeadensed consolidated interim financial statésnen



VICTORY RESOURCES CORPORATION

CONDENSED CONSOLIDATED INTERIM STATEMENTS OF CASH.BWS

(Unaudited)
(Expressed in Canadian Dollars)

Six Months Six Months
Ended Ended
August 31, August 31,
2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Loss for the period $ (1,265,853) $ (871,381)
Items not affecting cash:
Amortization 18,022 21,722
Share-based payment 481,995 393,905
(765,836) (455,754)
Non-cash working capital item changes:
Receivables (12,386) (24,279)
Prepaid expenses (7,049) 22,271
Payables and accrued liabilities 167,405 115,834
Net cash used in operating activities (617,866 (341,928
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of equipment (5,176) -
Exploration advances - (4,833)
Exploration and evaluation expenditures (1,091,703 (191,697
Net cash used in investing activities (1,096,880 (196,530
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of shares for cash, net of costs 537,434 126,500
Cash from warrants exercised 772,491 -
Cash from options exercised 50,000 -
Obligation to issue shares 58,550 -
Amounts due to (from) related parties (83,265 52,809
Net cash provided by financing activities 1,335,210 179,309
Effect of foreign exchange rate on cash and cashuwgalents
balances (17,616 (46,252
Change in cash and cash equivalents for the period (397,152) (405,400)
Cash and cash equivalents, beginning of the period 481,936 495,043
$ 84,784 % 89,643

Cash and cash equivalents, end of the period

Supplemental cash flow information
Interest paid
Income taxes paid

Supplemental disclosure with respect to cash flow®ote 14)

The accompanying notes are an integralgfahese condensed consolidated interim finarst@tements.



VICTORY RESOURCES CORPORATION
CONDENSED CONSOLIDATED INTERIM STATEMENT OF CHANGES! EQUITY

(Unaudited)
(Expressed in Canadian Dollars)

Capital Stock Reserves
Obligation
Foreign to issue
Share-based currency Total common Total
Number Amount payment translation Others Reserves shares Deficit equity

Balance as at February 28, 2011 46,099,685 $ 15,370,459 $ 601,589 $ (6,118) 11,455 $ 606,928 $ - $ (12,699,008 3,278,380
Issued for:

Warrants exercise 1,265,000 126,500 - - - - - - 126,500

Acquisition of mineral properties 6,000,000 DIV0 - - - - - 2,280,000

Share-based payments - - 393,905 - - 393,905 - - 393,905

Loss for the period - - - - - - - (871,381) (871,381)

Foreign currency translation differences - - - (43,883 - (43,883 - - (43,883
Balance as at August 31, 2011 53,364,685 $ 17,776,959 $ 995,494 3 (49,999) 11,455 % 956,950 $ - $ (13,570,388 (5,163,521)
Balance as at February 29, 2012 58,069,987 $ 18,947,344 $ 995,494 $ (25,46) 191,765 $ 1,161,853 $ 648,284 $ (14,157,148) 6,600,338

Warrants exercise 2,309,902 772,491 - - - - - - 772,491

Options exercise 200,000 91,269 (41,269) - - (41,269) - - 50,000

Private placement 3,802,068 1,330,724 - - - - - - 1,330,724

Share subscription advances - - - - - - (589,734) - (589,734)

Agent’s warrants (Note 11) - (3,274) - - 3,274 3,274 - - -

Share issuance costs - (145,007) - - - - - - (145,007)

Acquisition of mineral properties 6,000,000 B0 - - - - - - 2,68800

Share-based payments - - 481,995 - - 481,995 - - 481,995

Foreign currency translation differences - - - (17,705) - (17,705) - - (17,705)

Loss for the period - - - - - - - (1,265,853 (1,265,853
Balance as at August 31, 2012 70,381,957 $ 23,678,547 $ 1,436,220 $ (43,114) 195,039 $ 1,588,148 $ 58,550 $ (15,422,996) 9,902,249

The accompanying notes are an integral part oktheadensed consolidated interim financial statésnen



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

1. NATURE AND CONTINUANCE OF OPERATIONS, AND GOING CONCERN

Victory Resources Corporation, (“Victory” or “thEompany”) is a publicly traded junior mineral exition
company engaged in the exploration of its Britigluthbia and Sinaloa, Mexico mineral properties. Toenpany
is principally engaged in acquisition, exploratiand evaluation of resource properties, and hasigmfisant
revenues. The common shares of the Company tradieeoRSX Venture Exchange (“TSX-V") under the syrbo
“VR”.

The Company was incorporated in British ColumbmFebruary 8, 1984. The Company’s head, registaretl
records office address is C206 — 9801 King Georigéway, Surrey, BC, V3T 5H5.

In fiscal 2011 the Company incorporated two whallyned subsidiaries, Victory Resources Corporatio8.A.,
incorporated under the laws of Arizona, U.S.A. imglist 2010 and VicRes Mining Mexico S.A. de C.V,,
incorporated under the laws of Sonora, Mexico imil&010.

These condensed consolidated interim financiakstants are prepared on a going concern basis elsistimes
that the Company will be able to realize its asaatsdischarge its liabilities in the normal couns&usiness for the
foreseeable future. As at August 31, 2012 the Compes a deficit of $15,422,996 and has incurresgdds since
inception. The Company is in the process of expiprand developing its mineral properties and has yret
determined whether those properties contain orerves that are economically recoverable. The raedwgy of
the amounts shown for mineral properties interestdependent upon the discovery of economicallpverable
reserves, the ability of the Company to obtain seagy financing to fund property commitments and¢dmplete
the exploration and development of the propertiesgpon achieving future profitable production coqeeds from
the disposition thereof.

The Company has financed its operations primahipugh the issuance of common shares, loans ptscaed

advances from related parties. The Company cogsitw seek capital through various means includiagssuance
of equity and/or debt. While the Company has bseccessful in securing financing in the past, ther@o

assurance that it will be able to do so in therfutr on terms that are favorable to the ComparmgoAdingly these
financial statements do not give effect to adjustimeif any, that would be necessary should the gzom be

unable to continue as a going concern. If the geimgcern assumption was not used then the adjustmeguired
to report the Company’s assets and liabilities diguadation basis could be material to these friahstatements.

2. BASIS OF PREPARATION
Statement of compliance
These condensed consolidated interim financialestants, including comparatives, have been prepared
accordance with International Accounting Standatd‘|8terim Financial Reporting” (“IAS 34") using aounting
policies consistent with the International FinahdrReporting Standards (“IFRS”) issued by the Inétional
Accounting Standards Board (“IASB”) and Interpritas of the IFRS Interpretations Committee.
Basis of consolidation
The condensed consolidated interim financial statémhave been prepared on a historical cost leasept for

certain financial assets measured at fair valuell dallar amounts presented are in Canadian doliaress
otherwise specified.



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

2. BASIS OF PREPARATION (cont'd...)
Basis of consolidation(cont'd...)

These condensed consolidated interim financiaéstants include the financial statements of the Gow@mnd the
entities controlled by the Company. Control existsen the Company has the power, directly or indiyet¢o

govern the financial and operating policies of atitg so as to obtain benefits from its activitif$he financial
statements of subsidiaries are included in the al@@ed interim financial statements from the déiat control
commences until the date that control ceases. igilificant intercompany transactions and balancagehbeen
eliminated.

The financial statements include the financialestents of Victory Resources Corporation and itsislidries listed
in the following table:

Name of Country of Proportion of Principal
Subsidiary Incorporation Ownership Interest  Activity

Victory Resources Corporation, U.S.A. Arizona, AS. 100% Mineral exploration
VicRes Mining Mexico S.A. de C.V. Sonora, Mexico 00 Mineral exploration

Functional and presentation currency

These condensed consolidated interim financidéstants are presented in Canadian dollars, whitheigarent
company’s functional currency. The functional came for Victory Resources Corporation, U.S.A. idJ8 dollars
and the functional currency for VicRes Mining Mexi8.A. de C.V. is in Mexican Pesos.

Use of estimates and judgments

The preparation of the consolidated interim finahstatements in conformity with IFRS requires ngamaent to
make estimates, judgments and assumptions thatt affe application of accounting policies and teearted
amounts of assets, liabilities, income and expersetsial results may differ from these estimates.

Estimates and underlying assumptions are reviewedroongoing basis. Revisions to accounting estisnate
recognized in the period in which the estimatesavesed and in any future periods affected.

Critical accounting estimates

Critical accounting estimates are estimates andngsions made by management that may result in @riah
adjustment to the carrying amount of assets atdlitias within the next financial year and aref lave not limited
to, the following:

Estimated useful lives of property, plant and emept

The estimated useful lives of property, plant agdigment which are included in the consolidatedest@nts of
financial position will impact the amount and timgiof the related depreciation included in profitass.



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

2. BASIS OF PREPARATION (cont'd...)
Use of estimates and judgment&ont'd...)
Carrying value and recoverability of explorationcaavaluation assets

The carrying value and recoverability of exploratiand evaluation assets which are included in tnsalidated
statements of financial position are based on nemegt best estimate.

Share-based payments

The fair value of stock options issued with Canadlallar exercise prices are subject to the lirndtabf the Black-
Scholes option pricing model that incorporates mearllata and involves uncertainty in estimates used
management in the assumptions. Because the Blauiesc option pricing model requires the input oty

subjective assumptions, including the volatility sifare price, changes in the subjective input agBans can
materially affect the fair value estimate.

Critical accounting judgments

Information about critical judgments in applyingcaanting policies that have the most significarieef on the
amounts recognized in the consolidated interimnfona statements are, but are not limited to, tllewing:

Recovery of deferred tax assets

Judgment is required in determining whether defetex assets are recognized in the consolidateédnstat of

financial position. Deferred tax assets, includthgse arising from unutilized tax losses, requirnagement to
assess the likelihood that the Company will geretatable earnings in future periods in order tiizatrecognized

deferred tax assets. Estimates of future taxaldeme are based on forecast cash flows from opestod the
application of existing tax laws in each jurisdicti To the extent that future cash flows and taxattome differ

significantly from estimates, the ability of the i@pany to realize the net deferred tax assets redaatithe date of
the statement of financial position could be impdctAdditionally, future changes in tax laws in fhasdictions in

which the Company operates could limit the abitifthe Company to obtain tax deductions in futueeiquls. The

Company has not recorded any deferred tax assets.

Determination of functional currency
In accordance with IAS 21, “The Effects of Change&oreign Exchange Rates” management determirectiiie

functional currency of the Company is Canadianatsliand the functional currency of its US subsidiarthe US
dollar and the functional currency of its Mexicamsidiary is the Mexican Peso.

3. SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents

Cash and cash equivalents are comprised of cashhigidly liquid short-term interest bearing variabiate
investments with an original maturity of three manbr less, which are readily convertible into awkn amount of
cash.



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)

Foreign currency translation

The presentation currency of the Company is thea@&n dollar.

The functional currency of each of the parent canypand its subsidiaries is measured using theseoyrof the
primary economic environment in which that entipecates.

Transactions and balances

Foreign currency transactions are translatedfimiational currency using the exchange rates pliegaat the date
of the transaction. Foreign currency monetary game translated at the period-end exchange é&-monetary
items measured at historical cost continue to lréechat exchange rate at the date of the trarmactiNon-
monetary items measured at fair value are repoatethe exchange rate at the date when fair value®e w
determined.

Exchange differences arising on the translatiomofietary items or on settlement of monetary itanesrecognized
in profit or loss in the Statement of Comprehensneme (loss) in the period in which they arise.

Exchange differences arising on the translatiomafi-monetary items are recognized in other congsikie

income (loss) in the Statement of Comprehensiverhe (loss) to the extent that gains and losses@sang on
those non-monetary items are also recognized ier atbmprehensive income (loss).

Subsidiary

The financial results and position of foreign agEms whose functional currency is different frthme presentation
currency are translated as follows:

» Assets and liabilities are translated at period+@els prevailing at that reporting date; and
* Income and expenses are translated at averagengechates for the period.

Exchange differences arising on translation ogifgm operations are transferred directly to the Gamy’s exchange
difference on translating foreign operations on $ti@tement of Comprehensive Income (loss) andegerted as a
separate component of shareholders’ equity titleor€ign currency translation”. These differencesracognized

in the profit or loss in the period in which theeoation is disposed of.

Financial instruments

Financial assets

The Company classifies its financial assets ime of the following categories as follows:

Fair value through profit or loss FThis category comprises derivatives and financiakess acquired principally for

the purpose of selling or repurchasing in the neem. They are carried at fair value with changegair value
recognized in profit or loss.

10



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)
Financial instruments (cont'd...)
Financial asset&ont'd...)

Transaction costs associated with fair value thhoprofit or loss financial assets are expenseth@gred while
transaction costs associated with all other firgrassets are included in initial carrying amotrthe assets.

Loans and receivablesThese assets are non-derivative financial asséksfixed or determinable payments that
are not quoted in an active market. They are chateamortized cost using the effective interesthoe less any
provision for impairment.

Held-to-maturity investmentsThese assets are non-derivative financial asg#tsfixed or determinable payments
and fixed maturities that the Company's manageimasnthe positive intention and ability to hold tatarity. These
assets are measured at amortized cost using #ie interest method less any provision for impeint.

Available-for-sale- Non-derivative financial assets not includedhie tibove categories are classified as available-
for-sale. They are carried at fair value with chesin fair value recognized in other comprehensigeme (loss).
Where a decline in the fair value of an availaldedale financial asset constitutes objective ewide of
impairment, the amount of the loss is removed femtumulated other comprehensive income (loss) @swebnized

in profit or loss.

All financial assets except those measured aw&dire through profit or loss are subject to reviewimpairment at
least at each reporting date. Financial assetsrgraired when there is objective evidence of impeint as a result
of one or more events that have occurred afteimini€cognition of the asset and that event hasmgact on the
estimated future cash flows of the financial assehe group of financial assets.

The Company classifies its financial liabilitiega one of two categories as follows:
Fair value through profit or loss This category comprises derivatives and finaniglilities incurred principally
for the purpose of selling or repurchasing in tearmterm. They are carried at fair value with clesnip fair value

recognized in profit or loss.

Transaction costs associated with fair value thihopifit or loss financial liabilities are expensaslincurred while

Other financial liabilities: This category consists of liabilities carried ataatized cost using the effective interest
method. These financial liabilities are initiatigcognized at fair value less directly attributaindasaction costs.

Equipment

Equipment is carried at cost, less accumulatededédion and accumulated impairment losses. Degiieni is
recognized using the declining balance methodeafdatiowing annual rates:

Computer and office equipment 30%
Exploration equipment 20%
Furniture and fixtures 20%
Vehicles 30%

11



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)

Equipment (cont'd...)

Equipment that is withdrawn from use, or have easpnable prospect of being recovered through usele, are
regularly identified and written off.

The assets' residual values, depreciation methodsiseful lives are reviewed, and adjusted if appate, at each
reporting date.

Subsequent expenditure relating to an item of ptgpplant and equipment is capitalized when ipiebable that
future economic benefits from the use of the asselisbe increased. All other subsequent expendi&uare
recognized as repairs and maintenance.

Exploration and evaluation assets

Pre-exploration costs

Pre-exploration costs are expensed in the periodioh they are incurred.
Exploration and evaluation expenditures

Once the legal right to explore a property has baeguired, all costs related to the acquisitioml@wation and
evaluation of mineral properties are capitalized ggperty. These direct expenditures include scam$is as
materials used, surveying costs, drilling costgnpents made to contractor and depreciation on pladtequipment
during the exploration phase. Costs not directlyibautable to exploration and evaluation actidtiencluding
general administrative overhead costs, are expdangbe period in which they occur.

The Company may occasionally enter into farm-ouvaragements, whereby the Company will transfer pr
mineral interest, as consideration, for an agre¢nbgnthe farmee to meet certain exploration andluatn
expenditures which would have otherwise been uakert by the Company. The Company does not reanyd a
expenditures made by the farmee on its behalf. @ash consideration received from the agreemeateidited
against the costs previously capitalized to theemsihinterest given up by the Company, with anyessccash
accounted for as a gain on disposal.

When a project is deemed to no longer have comalbroviable prospects to the Company, exploratiow a
evaluation expenditures in respect of that proget deemed to be impaired. As a result, thoseoeegn and

evaluation expenditure costs, in excess of estiunedeoveries, are written off to the statement ahprehensive
loss/income.

The Company assesses exploration and evaluatiets&ss impairment when facts and circumstancegesigthat
the carrying amount of an asset may exceed its/ezable amount.

Once the technical feasibility and commercial Migpbf extracting the mineral resource has beetemsined, the

property is considered to be a mine under developrued is classified as “mines under constructioBxXploration
and evaluation assets are tested for impairmentédéfie assets are transferred to development phiege

12



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)

Exploration and evaluation assetgcont'd...)
Exploration and evaluation expenditureont'd...)

As the Company currently has no operational incaang,incidental revenues earned in connection giftioration
activities are applied as a reduction to capitdlizgploration costs.

Mineral exploration and evaluation expenditurescassified as intangible assets.

Reclamation deposits

Cash which is subject to contractual restrictionaise is classified separately as reclamation dispoReclamation
deposits are classified as loans and receivables.

Impairment of long-lived assets

At the end of each reporting period, the Compaagsets are reviewed to determine whether themyigndication
that those assets may be impaired. If such indioatkists, the recoverable amount of the assetiihated in order
to determine the extent of the impairment, if aflye recoverable amount is the higher of fair vdéiss costs to sell
and value in use. Fair value is determined as theuat that would be obtained from the sale of tegetin an
arm’s length transaction between knowledgeableveilithg parties. In assessing value in use, thaveted future
cash flows are discounted to their present valiregues pre-tax discount rate that reflects curreatkat assessments
of the time value of money and the risks specdithie asset. If the recoverable amount of an éssstimated to be
less than its carrying amount, the carrying amaaithe asset is reduced to its recoverable amondtthe
impairment loss is recognized in the statementoofigrehensive loss/income for the period. For artabsit does
not generate largely independent cash inflowsyelceverable amount is determined for the cash géingrunit to
which the asset belongs.

Where an impairment loss subsequently reversescdhging amount of the asset (or cash-generatimg is

increased to the revised estimate of its recoverabhtount, but to an amount that does not exceeddirging

amount that would have been determined had no mmeait loss been recognized for the asset (or cashrgting
unit) in prior years. A reversal of an impairmens$s is recognized immediately in the statemenbafpgrehensive
loss/income.

Provision for environmental rehabilitation

A provision is recognized if, as a result of atpagent, the Company has a present legal or caristeuobligation
that can be estimated reliably, and it is probahég an outflow of economic benefits will be re@uirto settle the
obligation. Provisions are determined by discountine expected future cash flows at a pre-tax ttze reflects
current market assessments of the time value ofesn@md the risks specific to the liability. Prowiss are not
recognized for future operating losses.

13



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)

Loss per share

Basic earnings (loss) per share is computed hididiy net earnings (loss) available to common shaders by the
weighted average number of shares outstanding glahi@ reporting period. Diluted earnings (loss) gleare is
computed similar to basic earnings (loss) per skacept that the weighted average number of starssanding
are increased to include additional shares foragsimed exercise of stock options and warrantsluifive. The
number of additional shares is calculated by assgrtiiat outstanding stock options and warrants \egegcised
and that the proceeds from such exercises weretosemjuire common stock at the average markeg phicing the
reporting periods.

Share-based payments

Where equity-settled share options are awardedniglagees, the fair value of the options at the ddtgrant is
charged to the Statement of Comprehensive Incomss{Lover the vesting period. Performance vestimglitions
are taken into account by adjusting the numbemgaftg instruments expected to vest at each regpdate so that,
ultimately, the cumulative amount recognized oves vesting period is based on the number of optibas
eventually vest. Non-vesting conditions and marksting conditions are factored into the fair eati the options
granted. As long as all other vesting conditioressatisfied, a charge is made irrespective of hdrathese vesting
conditions are satisfied. The cumulative expesgeot adjusted for failure to achieve a marketimgstondition or
where a non-vesting condition is not satisfied.

Where the terms and conditions of options are fiemtibefore they vest, the increase in the faiugadf the options,
measured immediately before and after the modifinais also charged to the Statement of Comprehehscome
(Loss) over the remaining vesting period.

Where equity instruments are granted to non-engasythey are recorded at the fair value of thelgamd services
received in the Statement of Comprehensive Incobwss), unless they are related to the issuancehafes.
Amount related to the issuance of shares are redaad a reduction of share capital.

When the value of goods or services received anaxge for the share-based payment cannot belyediatimated,
the fair value is measured by use of a valuatiodeho The expected life used in the model is adplisbased on
management’'s best estimates, for the effects of-tramsferability, exercise restrictions and behealio
considerations.

All equity-settled share-based payments are refien reserves until exercised. Upon exercisareshare issued
from treasury and the amount reflected in reseisresedited to share capital, adjusted for any iclamation paid.

Where a grant of options is cancelled and settledng the vesting period, excluding forfeituresemhvesting
conditions are not satisfied, the Company immetjisaecounts for the cancellation as an accelerationesting
and recognizes the amount that otherwise would baem recognized for services received over thairear of
the vesting period. Any payment made to the engdoyn the cancellation is accounted for as therchpse of an
equity interest except to the extent the paymeaoeeds the fair value of the equity instrument grdntmeasured at
the repurchase date. Any such excess is recogageth expense. Amounts recorded in reserve fexenoised
share options are transferred to deficit upon theiry.

14



VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)

Income taxes

Income tax on the profit or loss for the periodegented comprises current and deferred tax. Incaxes
recognized in profit or loss except to the extdat it relates to items recognized directly in &gun which case it
is recognized in equity. Current tax expense isttmected tax payable on the taxable income foyéag, using tax
rates enacted or substantively enacted at peridg &tjusted for amendments to tax payable with rosgdo
previous years.

Deferred tax is recorded using the statement cdnfiral position liability method, providing for temorary
differences, between the carrying amounts of asseddiabilities for financial reporting purposesdahe amounts
used for taxation purposes. The following tempomifferences are not provided for: goodwill not detible for
tax purposes; the initial recognition of assetsliabilities that affect neither accounting or talaboss; and
differences relating to investments in subsidiatéethe extent that they will probably not reveirs¢he foreseeable
future. The amount of deferred tax provided is Hase the expected manner of realization or settig¢ré the
carrying amount of assets and liabilities, usingrtges enacted or substantively enacted at thensémt of financial
position date.

A deferred tax asset is recognized only to thergxtigat it is probable that future taxable profitdl be available
against which the asset can be utilized. To ther#sthat the Company does not consider it probidalea future tax
asset will be recovered, it provides a valuatidovednce against that excess.

Additional income taxes that arise from the disttibn of dividends are recognized at the same timthe liability
to pay the related dividend. Deferred tax assetsliabilities are offset when there is a legallyfarneable right to
set off current tax assets against current taxlili@ls and when they relate to income taxes levigdthe same
taxation authority and the Company intends toedklcurrent tax assets and liabilities on a asid

Share capital

The Company engages in equity financing transastionobtain the funds necessary to continue opastand
explore and evaluate mineral properties. Thesétyefinancing transactions may involve issuancecofnmon
shares or units. A unit comprises a certain nundfiezommon shares and a certain number of sharehase
warrants (“Warrants”). Depending on the terms eodditions of each equity financing agreement (‘&gnent”),
the Warrants are exercisable into additional comstwares prior to expiry at a price stipulated by ftgreement.
Warrants that are part of units are assigned thielual value after the main component of the edfiitgncing
(common shares) is valued. Warrants that are dssisepayment for agency fee or other transactistscare
accounted for as share-based payments.

In situations where share capital is issued, ogivec, as non-monetary consideration and the &irevof the asset
received, or given up is not readily determinatiie,fair market value (as defined) of the sharesésl to record the
transaction. The fair market value of the sharssed, or received, is based on the trading pridbasfe shares on
the appropriate Exchange on the date of the agmetetméssue shares as determined by the Boardretiis.
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

3. SIGNIFICANT ACCOUNTING POLICIES (contd...)

Future accounting changes

The Company has reviewed new and revised accauptianouncements that have been issued but argehot
effective and determined that the following may dnan impact on the Company. The following pronoumeets
and amendments are effective for annual periodsnbieg on or after January 1, 2013 unless otherwisged.
Adopting these standards is expected to have miramao impact on the consolidated interim finahstatements.

IFRS 9 - Financial Instruments - is the resulth# first phase of the IASB’s project to replace 128 “Financial
Instruments: Recognition and Measurement”. The semdard replaces the current multiple classificai@nd
measurement models for financial assets and ligsiliwith a single model that has only two classtfion
categories: amortized cost and fair value.

IFRS 10 - Consolidation replaces SIC-12 ConsolitetiSpecial Purpose Entities and parts of IAS 27
Consolidated and Separate Financial Statementseguites an entity to consolidate an investee whisrexposed,

or has rights, to variable returns from its invehent with the investee and has the ability to affhose returns
through its power over the investee.

IFRS 11 — Joint Arrangements requires a venturetassify its interest in a joint arrangement gsiat venture or
joint operation. Joint ventures will be accounteddsing the equity method of accounting whereas fuperations,
the venturer will recognize its share of the asdabilities, revenue and expenses of the joirgragion. IFRS 11
supersedes IAS 31 Interests in Joint Ventures Sa@dl3 Jointly Controlled Entities—Non-monetary @dvutions

by Venturers.

IFRS 12 — Disclosure of Interest in Other Entitéssablishes disclosure requirements for interestghier entities,
such as joint arrangements, associates, and spgmojabse vehicles and off balance sheet vehiclbs. standard
carries forward existing disclosures and also thices additional disclosures addressing the natijrand risks
associated with, an entity’s interests in otheitiest

IFRS 13 - Fair Value Measurement is a compreherstamedard that defines fair value, requires discl@bout
fair value measurement and provides a frameworkrfeasuring fair value when it is required or pet@aditwithin
the IFRS standards.

IAS 27 — Separate Financial Statement addressesuiaiicg for subsidiaries, jointly controlled ergi and
associates in non-consolidated financial statements

IAS 28 — Investments in Associates and Joint Vasturas been amended to include joint ventures iscitpe and
to address the changes in IFRS 10 — 13.

IAS 1 — Presentation of Financial Statements amemimequires components of other comprehensivemaco
(OCI) to be separately presented between thosenthgtbe reclassified to income and those that moll. The
amendments are effective for annual periods beginan or after July 1, 2012.

IAS 32 — Financial Instruments: Presentation ameatrprovides clarification on the application ofsetting rules.
The amendments are effective for annual periodmhbéegy on or after July 1, 2012.
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)
FOR THE SIX MONTHS ENDED AUGUST 31, 2012

4, CASH AND CASH EQUIVALENTS
August 31, February 29,
2012 2012
Cash on depo: $ 81,73: $ 478,88t
Liquid short term depos 3,05¢( 3,05(
$ 84,78: $ 481,93t
5. RECEIVABLES

The Company’s receivables arise from two main sssirédarmonized Sales Tax (“HST”) receivable duamfro
Canadian government taxation authorities and rabéévdue from a Company with common directors tieruse of
office resources from Victory. These are broken daw follows:

August 31, February 29,

2012 2012
HST receivabl $ 34942  $ 22,55¢
Due from Sierra Iron Ore (formerly Naina Capit"” 150,57" 44 .68:
$ 185517 $ 67,23¢
) Company controlled by a common airector.

6. PREPAID EXPENSES, EXPLORATION ADVANCES AND DEPOSTS
August 31,  February 29,
2012 2012
Prepaid expenses and depc $ 28,51. $ 21,46

The Company advances exploration deposits agairistef work in the course of exploring its Canadard

Mexican properties. Included in August 31, 2012abee has $24,857 prepaid fees for financing det#rito be
completed subsequent to period end.
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBGL STATEMENTS

(Unaudited)

(Expressed in Canadian Dollars)
FOR THE SIX MONTHS ENDED AUGUST 31, 2012

7. EQUIPMENT
Computer &
Furniture and office  Exploration
fixtures equipment  equipment Vehicles Total
Cost
Balance February 29, 201 $ 58,73. $ 53,16¢ $ 45,060 $ 113,25( $ 270,20¢
Additions 2,66: - - 2,51z 5,17¢
Foreign exchange adjustm (139 - - - (134
Balance,August 31, 201. $ 6126C $ 53,16 $ 45,06: $ 115,76: $ 275251
Accumulated depreciatior
Balance February 29, 201 $ 4285 $ 4358t $ 13,557 $ 36,05 $ 136,04¢
Depreciation for thiperioc 1,66¢€ 1,437 3,151 11,76¢ 18,02:
Foreign exchange adjustm (46) - - - (46)_
Balance,August 31,2012 $ 44.47: $ 45,020 $ 16,70¢ $ 47,82( $ 154,02
Carrying amounts
As at February 9, 201: $ 15877 $ 9,57¢ $ 3150¢ $ 77,19¢ $ 134,16:
As atAugus 31,2012 $ 16,78¢ $ 8,14: $ 28,35 $§ 67,941 $ 121,22
8. EXPLORATION AND EVALUATION ASSETS
El
Toni Reforma Boleo
Property Project Property Total
Balance, February 29, 2012 $ 1,335,925% 4,757,750% - $ 6,093,675
Additions:
Acquisition costs - 2,747,284 8,013 2,75897
Geological and other consulting 88,0 114,367 - 15367
Fieldwork, equipment rental and other 5,050 721,143 - 7289:
Analysis and report preparation 00,5 18,892 - 239:
Travel 4,604 2,153 - 6,751
Drilling - 18,642 - 18,64.
Project management 24,500 62,294 - 86,79:
Foreign exchange adjustment - (7,917 - (7.91y
Balance, August 31, 2012 $ 1412579% 8,434,608% 8,013 $ 935,20(

Title to exploration and evaluation assets invsleertain inherent risks due to the difficultiesdatermining the
validity of certain claims as well as the potenfi@l problems arising from the frequently ambigucosveyancing
history characteristic of many mineral propertidhe Company has investigated title to all of iisenal properties,
and to the best of its knowledge, title to alltsfproperties are properly registered and in gdaading.
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

8.

EXPLORATION AND EVALUATION ASSETS (contd...)

Toni Property, Nicola Division, British Columbia

At August 31, 2012 the Company owns a 100% intdre$9 mineral tenures totaling 22,141 Ha, knowntlze
“Toni Property”, subject to a 2% net smelter royalh certain portions thereof.

a) During the year ended February 28, 2006, the Cogneatered into a Property Option and Joint Openatio
Agreement to earn an initial 50% interest in a mah@roperty located in the Nicola Mining DivisioByitish
Columbia with an option to acquire up to a 70%res¢ (amended to 100% during the year ended Fegbaar
2007).

b) During the year ended February 28, 2007, the Cognpaarcised the option and earned a 100% intemettei
mineral property free and clear of all charges,uemarances and claims. As consideration the Compaity
$30,000, issued 300,000 common shares and incatredst $250,000 in cumulative exploration expemeds
during the years ended February 28, 2006 and Z00&.agreement is subject to a 2% net smelter return
royalty.

c) During the year ended February 29, 2008, the Companuired a 100% interest in four mineral propsrti
contiguous to the Toni project (formerly Au Wen}) fash consideration of $6,038.

d) During the year ended February 28, 2009, the Coynpaqguired an additional seven mineral claims @& th
Nicola Mining Division adjacent to its existing ldiigs for total consideration of $20,000 and anitamithl 56
mineral claims at a cost of $11,564 through staking

e) During the year ended February 28, 2010, the Cosnparalgamated 15 of the Toni properties and farteR3
Toni property leases.

f) During the year ended February 28, 2011, the Cognpaid $21,704 in order to extend 50 mineral tesiuméo
the years 2011, 2012, 2013 and 2014. The Comparsedo forfeit 8 tenures in August 2010.

Reforma Project

On March 4, 2010 the Company executed a formateagent (the “Reforma Agreement”) whereby it hasnbee
granted an option to acquire a 70% undivided isteirethe Reforma Mine property, Sinaloa, Mexicg@pfoval of
the Reforma agreement was received from the TSXWerkExchange on May 20, 2010.

In order to earn its 70% interest, the Companyeipuired to pay to the owners US$300,000, issueta bf

14,000,000 common shares and conduct work progaggegating US$2,500,000. The shares issued towhers

in the second and third tranches (i.e. 12,000,0@0es) will be pooled voluntarily. 1,500,000 shasdsbe released
12 months after TSX approval and 1,500,000 wilFrdleased every six months thereafter. Upon the tatiop of

the earn in by the Company, the parties have agoe@mm a joint venture (“the JV”) for the purpostthe further
development and exploration of the property with ¢thwners to retain a carried interest for the fifS$15,000,000
of JV expenditures. Thereafter, the parties witiduheir further participation in the JV in acconda with their
30/70 respective interest and will be subject amdard penalties.
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

8. EXPLORATION AND EVALUATION ASSETS (contd...)

Reforma Project (cont'd...)

In order to meet the terms of its Option agreenaat earn its 70% interest in the Reforma Propéngy,Company
must make cash and share payments and completepnaiykams as detailed below:

Cash payments Shares to be issued Work Program commitment
US$50,000 due June 10, 2010 (p 2,000,000 shares by June 10, 2010 (iss US$500,000 by May 20, 20:(spent
US$50,000 duNovember 20, 2010 (pa 6,000,000 shares by May 20, 2! (issue) US$1,000,000 by May 20, 20 (spent
US$100,000 du May 20, 201 (paic) 6,000,000 shares by May 20, 2i(issued US$1,000,000 by May 20, 20

US$100,000 due May 20, 20 (paid]

El Boleo Project

On June 18, 2012 the Company executed an agredthentEl Boleo Agreement”) with Minera Copper Camy
S.A. de C.V. ("Minera”), to acquire an undivided%0nterest in a mineral property known as El Boledhe El
Boleo Agreement was still subject to regulatoryrappl as at August 31, 2012.

In order to meet the terms of its Options agredraad earn its 80% undivided interest in the Eld®ddProperty, the
Company must make cash and share payments andetemmirk program as detailed below:

Cash payments Shares to be issued Work Program commitment

US$1(,000 fully paid subsequentl

US$50,000 duupon regulatory approv: 2,000,000 shareupon regulaton

approval
US$50,00' due6 months after regulato 3,000,000 shares 6 months afte US$500,000 by 12 months aft
approval regulatory approval regulatory approval
US$50,00' due 12 months after regulato 3,000,000 shares 12 months afte US$500,000 by 24 months aft
approval regulatory approval regulatory approval
US$50,00 due 24 months after regulato 7,000,000 shares 24 months afte US$1,000,000 b36 months afte
approval regulatory approval regulatory approval

Upon the completion of the earn in by the Compdimg parties have agreed to form a joint ventutiee(JV") for
the purpose of the further development and exptorain the property.
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)
FOR THE SIX MONTHS ENDED AUGUST 31, 2012

9. ACCOUNTS PAYABLES AND ACCRUED LIABILITIES

Payables and accrued liabilities for the Compamybaoken down as follows:

August 31, February 29,

2012 2012
Trade payable $ 265357 % 49,21°
Accrued liabilities 101,79! 58,00(
Total $ 36715z $ 107,21

All payables and accrued liabilities for the Compéall due within the next 12 months.
10. RELATED PARTY TRANSACTIONS

Management compensation

Key management personnel compensation during xh@enths ended August 31, 2012 and 2011 are assil

August 31, August 31,

2012 2011
Salaries and directors fe $ 33,118 $ 32,00(
Shar«based payments ( 19,55¢ 139,10t
Projectmanagement fe 30,00( 30,00(
Exploration expens 4,50( 5,00¢

$ 117,168 $ 236,106
(i) Share-based payments are the fair value of optjmargted to key management personnel.

The transactions with related parties were inrtbamal course of operations and were measuredea¢xbhange
value, which represented the amount of considera&stablished and agreed to by the parties.

The amounts due to the related parties are asm®llo

August 31, February 29,

2012 2012

Due to (from) directors and officers $ 5837 $ 910,
Due to CBR Capital (i) - 20,000
$ 5837 $ 90,917

(i) Company controlled by a common director
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VICTORY RESOURCES CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANBL STATEMENTS
(Unaudited)

(Expressed in Canadian Dollars)

FOR THE SIX MONTHS ENDED AUGUST 31, 2012

11. CAPITAL STOCK AND RESERVES

a) Authorized share capital:

As at August 31, 2012, the authorized share capittie Company was 100,000,000 common shares wiitho
par value.

b) Issued share capital:

During the period ended August 31, 2012, the Cayppa

i) Issued 6,000,000 shares, valued at $2,685,000etowners of the Reforma property as per agreement.
(Note 8).

ii) Issued 200,000 shares for options exercised ab38eP option for proceeds of $50,000. Fair valfie o
$41,269 was allocated from reserves to share tapita

i) Issued 2,309,902 shares for warrants exercisedeleet0.10 and $0.40 per warrant for proceeds of
$722,490.

iv) Issued 3,802,068 units pursuant to a private placerior aggregate proceeds of $1,330,724 at a pfice
$0.35 per unit. Each unit consists of one commameshnd one half of one share purchase warranill A f
warrant entitles the holder to acquire one comnimres at a price of $0.50 for 24 months from closing
The Company allocated the entire proceeds of tivater placement to common shares and none to
warrants. The Company paid $145,007 cash shavarise costs and issued 11,429 agents’ warrants
valued at $3,274 as share issuance costs. Thé&saganrants were valued using Black-Scholes vabnat
model. Assumptions of 1.37% risk-free interese¢ révo years expected life, 137% annualized vathatil
0% dividend and forfeiture rates.

During the period ended August 31, 2011, the Camyppa

i) Issued 2,135,000 shares for warrants exercised. 20 $er warrant for proceeds of $126,500.

i) Issued 1,265,000 common shares valued at $2,28Q@0fe owners of the Reforma Property as per
agreement (Note 8).

c) Escrow:

At August 31, 2012, there are 200,000 (February22d2 - 200,000) common shares held in escrow. The
release of these shares is subject to the appobtiad TSX-V.
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FOR THE SIX MONTHS ENDED AUGUST 31, 2012

11. CAPITAL STOCK AND RESERVES (cont'd...)

d) Stock options:

The Company grants options under the terms afitsxg stock option plan to executive officersyatitors,
employees and consultants, enabling them to acauirto 10% of the issued and outstanding share¢beof
Company. The exercise price of each option equeatarket price of the Company’s stock, less alldea
discount, as calculated on the date of grant. Tiews can be granted for a maximum term of 10szear

During the period ended August 31, 2012, the Compmanted 1,641,560 (2012 — 1,102,627) stock optio
officers, directors and consultants of the Compaiijiese options may be exercised at a price of5$antl
expire in 2 years.

A summary of stock options is presented as follows

Weighted

Number of Average

Options Exercise

Price

Outstanding and exercisa, February 9, 2012 4,565,43 $ 0.27

Granted 1,641,56 0.4t

Exercise! (200,000 0.2t

OutstandingAugus 31, 201! 6,006,99' $ 0.3Z

Exercisable, August 31, 20 5,906,99° $ 0.32
At August 31, 2012, the following stock optionsre/@utstanding:

Number of Exercise

Expiry Date Options Price

January 14, 20: ™ 2,684,81 $ 0.2C

May 17, 201 578,00( 0.2t

February28, 2016 552,62 0.4t

February28, 2014 2,091,56! 0.4t

June 10, 201 100,00t 0.4t

6,006,99° $ 0.32

Weighted average contractual remaining life (ye 2.1¢
b 1,275,000 options were exercised subsequent toetfied end.

The Company recognizes share-based payment exfmmakt stock options granted at fair value. Th&
value of the options vested in the six months erfslaglist 31, 2012 is $481,995 (2012 — $393,905).
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11. CAPITAL STOCK AND RESERVES (cont'd...)

d) Stock options(cont'd...)

The following assumptions were used for the Bl&ckwoles valuation of stock options granted durimg t

period:
August 31, August 31,
2012 2011
Risk-free interest ra 1.13% 2.37Y%
Expected life of optior 2.10 year 3.99 year
Annualized volatility 137.349 131.89 9
Dividend: - -
Forfeiture rat - -
Weighted average fair value of options grantedrdpthe yee $ 0.31 $ 0.3t
e) Warrants
A summary of warrants is presented as follows:
Weighted
Number of Average

Warrants  Exercise Price

Outstandin, February 9, 201z 15145,05: $ 0.18
Expirec (2,085,00C 0.4C
Exercisel (2,309,90) 0.4C
Grante( 1912,481 0.5C

Outstandin, Augus 31, 2012 13,662,63 $ 0.26

At August 31, 2012, the following warrants werdgstanding:

Number of

Warrants Exercise

Expiry Date Outstanding Price
October 28, 201® 2,022,500 $ 0.4C
December 17, 20:? 7,810,001 0.1C
December 4, 20: 1,917,65. 0.5C
April 26, 201« 1,901,05; 0.5C
April 26, 201+ 11,42¢ 0.3
13,662,63 $ 0.26

(1) Expired subsequent to the period end.
(2) 450,000 warrants exercised subsequent to the penidd
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12.

13.

SEGMENT INFORMATION

The Company operates in one reportable operatigigeet, being the acquisition, exploration, and tyment of
mineral properties. Geographical information isaews:

August 31, February 29,

2012 2012
Equipmen

Canad $ 107,717 $ 122,06
United State 13,50¢ 12,09¢
121,22¢ 134,16:

Mineral propertie
Canad 1,412,57 1,335,92!
Mexica 8,442,621 4,757,75
$ 9,855,20C 6,093,67!

August 31, August 31,

2012 2011

Net Loss for thesix months ende
Canad $ 111607 $ 739,87
Mexico 1,60¢ 11,14¢
United State 148,17t 120,35!

$ 1265857 $ 871,38:

FINANCIAL AND CAPITAL RISK MANAGEMENT

Financial instruments measured at fair value asssified into one of three levels in the fair vahierarchy
according to the relative reliability of the inpuised to estimate the fair values. The three levktbe fair value
hierarchy are:

Level 1 — Unadjusted quoted prices in active markat identical assets or liabilities;

Level 2 — Inputs other than quoted prices thabéservable for the asset or liability either dikgot indirectly;
and

Level 3 — Inputs that are not based on observahl&ehdata.

The Company’s primary financial instruments conefstash and cash equivalents (classified as [Evair Value
Through Profit or Loss), and accounts payable amtugd liabilities and due to related parties &feed as Other
Financial Liabilities).

The fair value of these assets and liabilities apipnates their respective carrying amounts dudédr tshort term
nature. The Company does not currently hold angrfiial instruments that would be included in thessification
of available for sale.
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13. FINANCIAL AND CAPITAL RISK MANAGEMENT  (cont'd...)
The Company'’s risk exposures and the impact oittdrapany’s financial instruments are summarizedwelo
Foreign exchange risk

Foreign exchange risk is the risk that the failugaof future cash flows will fluctuate as a resoltchanges in
foreign exchange rates. As at August 31, 2012 Chmpany is exposed to foreign currency risk toakeent that
certain monetary financial instruments and othsetsare denominated in United States dollars aexiddn Pesos.
The Company is exposed to currency risk arisinghffluctuation in foreign exchange rates due toabguisition of
the Reforma Project. Many of the costs of the RefoProject are in Mexican Pesos and US Dollarsoftingly,
changes in the Mexican Pesos or US Dollars dendednealue of the Canadian dollar will impact then@dian
dollar cost of meeting any future obligations unthext project. At August 31, 2012, the Company $46,029 US
Dollars (translated using 0.9909 exchange rate),%5344 Mexican Pesos (translated using 0.074Baexye rate)
in cash and cash equivalents. The Company dodsetiet/e its overall exposure to currency risk tsrabligations
denominated in Mexican Pesos or US Dollars is Siamit.

Credit risk

Credit risk is the risk that one party to a finmhinstrument will cause a financial loss for thther party by failing
to discharge an obligation. The Company’s cashm tdeposit and receivables are exposed to credit Tiee

Company reduces its credit risk on cash and terposis by placing these instruments with institusioof high

credit worthiness. Management believes that thelitnésk concentration with respect to receivablesnot

significant as the receivables mainly consist aht@nized sales tax receivable and receivable dura & Company
related to Victory.

Interest rate risk

Interest rate risk is the risk that the fair vatugfuture cash flows of a financial instrumentlvliictuate because of
changes in market interest rates. At August 3122@e Company is not exposed to any significatdrest rate
risk.

Liquidity risk

Liquidity risk is the risk that the Company wilheounter difficulty in meeting obligations assoetwith financial
liability. The Company manages liquidity risk by im@ining sufficient cash balances to enable gsatie of
transactions on the due date. Accounts payableaaodued liabilities are current. The Company adshests
liquidity through equity financing and the exercifevarrants and options.

Capital management

The Company’s objectives when managing capitaltarsafeguard its ability to continue as a goingason, to
pursue the development of its mineral propertiestarmaintain a flexible capital structure whichiopzes the cost
of capital within a framework of acceptable riskh the management of capital, the Company includhes t
components of shareholders’ equity.

The Company manages the capital structure and sradjestments to it in light of changes in econoatuinditions

and the risk characteristics of the underlying &sSEo maintain or adjust its capital structures tbompany may
issue new shares, issue new debt, acquire or disgassets.
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13.

14.

15.

16.

FINANCIAL AND CAPITAL RISK MANAGEMENT  (cont'd...)
Capital managemerftont'd...)

The Company is dependent on the capital markeits asle source of operating capital and the Camisacapital
resources are largely determined by the strengtheofunior resource markets and by the statut@fCiompany’s
projects in relation to these markets and its igbih compete for investor support of its projedteke Company is
not subject to any externally imposed capital rezjuents. There were no changes in the Company'agip to
capital management during the period ended Auglis?@12.

In order to facilitate the management of its cdpiguirements, the Company prepares annual expeadiudgets
that are updated as necessary depending on vdgeotess, including successful capital deploymerd general
industry conditions. The annual and updated budgretsipproved by the Board of Directors.

SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FL OWS

Investing and financing activities that do not éaw direct impact on current cash flows are exduflem the

statements of cash flows. The following transactibave been excluded from the statement of cas¥s ffor the
period ended August 31, 2012.

a) Included in accounts payable and due to relatetiegais $47,819 (August 31, 2011, 2012 - $100,08/0)
mineral property costs.

b) Allocated exploration advances of $Nil (August 3Q11, 2012 - $350,765) to mineral property costs.

¢) Included in the mineral properties is the fair \abf $2,685,000 (August 31, 2011 - $2,280,000)%{600,000
(2012 - 6,000,000) shares issued to the ownetedReforma property as per agreement.

COMMITMENTS

At August 31, 2012, the Company has the followiiggngicant commitments:

Management Contracts

On January 1, 2011 the Company entered into adrthmmanagement contract with the President oCihiapany
for $5,000 per month for management fees and $5g@0month for project management fees. This echtr
automatically renewed for an additional one yeamten January 1, 2012 as per the signed agreement.
SUBEQUENT EVENTS

Subsequent to August 31, 2012, the Company:

a) Issued 450,000 shares from warrants exercised.h0 $@r share; and

b) Issued 1,275,000 shares from options exercise@.20%er share. Total proceeds of $25,000 werwed in
advance during the quarter.
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