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Independent Auditor’s Report

To the Shareholders of
Scorpio Gold Corporation

We have audited the accompanying consolidated financial statements of Scorpio Gold Corporation, which
comprise the consolidated statements of financial position as at December 31, 2016 and December 31,
2015, and the consolidated statements of operations, consolidated statements of comprehensive income
(loss), consolidated statements of changes in equity, and consolidated statements of cash flows for the
years then ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control
as management determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide
a basis for our audit opinion.

Member of Deloitte Touche Tohmatsu Limited



Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of Scorpio Gold Corporation as at December 31, 2016 and December 31, 2015, and its financial
performance and its cash flows for the years then ended in accordance with International Financial
Reporting Standards.

Emphasis of Matter

Without qualifying our opinion, we draw attention to Note 2 in the consolidated financial statements which
indicates that based on the Company’s current mine plan, the Company anticipates mining through to
August 2017 and $6.0 million principal of the Company’s long-term debt matures in August 2018. These
conditions, along with the matters as set forth in Note 2, indicate that there is a material uncertainty that
may cast significant doubt about Scorpio Gold Corporation’s ability to continue as a going concern.

/s/ Deloitte LLP

Chartered Professional Accountants
April 21, 2017
Vancouver, Canada
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Scorpio Gold Corporation

Consolidated statements of operations

Years ended December 31, 2016 and December 31, 2015

(In thousands of US dollars except for shares and per share amounts)

2016 2015
$ $
Revenue 42,759 44,587
Cost of sales excluding depletion and amortization (Note 5) (31,566) (31,357)
Depletion and amortization (1,555) (5,539)
Mine operating earnings 9,638 7,691
Expenses
General and administrative (Note 6) (1,172) (2,548)
Care and maintenance —Goldwedge (709) (292)
Net loss on disposal and write-off of mining assets (Notes 10 and
11) (1,432) (43)
Impairment of mining assets (Note 3 d) 2) (i)) (3,624) (21,888)
Loss on litigation (Note 23) (1,015) -
Operating earnings (loss) 1,686 (17,080)
Other income (expenses)
Finance costs (Note 7) (785) (415)
Finance income 6 16
Foreign exchange loss - (191)
Gain on disposal of available-for-sale investments - 172
(779) (418)
Earnings (loss) before income taxes 907 (17,498)
Income tax expense (Note 12) (568) (488)
Net earnings (loss) for the year 339 (17,986)
Net earnings (loss) attributable to (Note 3q):
Shareholders of the Company (390) (16,167)
Non-controlling interest 729 (1,819)
339 (17,986)
Loss per share
Basic (0.00) (0.13)
Diluted (0.00) (0.13)
Basic and diluted weighted average number of shares
outstanding (Note 8) 124,948,235 124,948,235

See accompanying notes to the consolidated financial statements




Scorpio Gold Corporation
Consolidated statements of comprehensive income (loss)
Years ended December 31, 2016 and December 31, 2015
(In thousands of US dollars)

2016 2015
$ $
Net earnings (loss) for the year 339 (17,986)
Other comprehensive income (loss)
Iltem that may subsequently be reversed to profit or
loss:
Change in fair value of available-for-sale
investments (net of tax) - 98
Reclassification to statement of operations - (101)
Comprehensive income (loss) for the year 339 (17,989)
Comprehensive income (loss) attributable to
(Note 3q):
Shareholders of the Company (390) (16,170)
Non-controlling interest 729 (1,819)
339 (17,989)

See accompanying notes to the consolidated financial statements




Scorpio Gold Corporation

Consolidated statements of financial position
As at December 31,

(In thousands of US dollars)

2016 2015
$ $
Assets
Current assets
Cash 3,816 2,273
Restricted cash (Note 23) 2,307 -
Trade and other receivables 162 22
Prepaid expenses and other 817 882
Inventories (Note 9) 7,111 10,538
Total current assets 14,213 13,715
Producing mining assets (Note 10) 4,929 5,024
Non-producing mining assets and other (Note 11) 2,630 2,979
Reclamation bonds (Note 14) 5,742 5,737
Total assets 27,514 27,455
Equity and liabilities
Current liabilities
Trade and other payables 4,118 5,575
Provision for litigation (Note 23) 1,015 -
Income taxes payable 574 43
Current portion of long-term debt and financing lease (Note 13) 121 78
Total current liabilities 5,828 5,696
Long-term debt and financing lease (Note 13) 6,009 5,759
Provision for environmental rehabilitation (Note 14) 4,684 5,408
Deferred income tax liability (Note 12) 348 444
Total liabilities 16,869 17,307
Equity
Share capital (Note 15) 51,449 51,449
Equity reserve 6,555 6,388
Investment valuation reserve (2) (2)
Foreign currency translation reserve (194) (194)
Deficit (Note 3q) (44,853) (44,463)
Equity attributable to shareholders of the Company 12,955 13,178
Non-controlling interest (Note 3q) (2,310) (3,030)
Total equity 10,645 10,148
Total liabilities and equity 27,514 27,455

Statement of compliance, basis of presentation and going concern (Note 2)

Commitments and subsequent event (Notes 21 and 23)
APPROVED BY THE BOARD

Director Director

See accompanying notes to the consolidated financial statements
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Scorpio Gold Corporation

Consolidated statements of changes in equity

Years ended December 31, 2016 and December 31, 2015
(In thousands of US dollars, shares in thousands)

Foreign
Investment currency Non-

Share capital Equity valuation translation controlling Total

Number Amount reserve reserve reserve Deficit interest equity

$ $ $ $ $ $ $

Balance, December 31, 2015 124,948 51,449 6,388 (2) (194) (44,463) (3,030) 10,148

Net earnings (loss) for the year - - - - - (390) 729 339

Distributions to non-controlling interest - - - - - - (351) (351)

Contributions by non-controlling interest - - - - - - 342 342

Share-based compensation - - 167 - - - - 167

Balance, December 31, 2016 124,948 51,449 6,555 (2) (194) (44,853) (2,310) 10,645

Foreign
Investment currency Non-

Share capital Equity valuation translation controlling Total

Number Amount reserve reserve reserve Deficit interest equity

$ $ $ $ $ $ $

Balance, December 31, 2014 124,948 51,449 6,184 1 (194) (29,821) (1,268) 26,351

Adjustment (Note 3q) - - - - - 1,525 (1,525) -

Adjusted balance, December 31, 2014 124,948 51,449 6,184 1 (194) (28,296) (2,793) 26,351

Net loss for the year (Note 3q) - - - - - (16,167) (1,819) (17,986)

Distributions to non-controlling interest - - - - - - (100) (100)

Contributions by non-controlling interest - - - - - - 1,682 1,682

Change in fair value of available-for-sale

investments (net of tax) - - - 98 - - - 98
Reclassification of gain on available-for-sale

investments to statement of operations - - - (101) - - - (101)

Share-based compensation - - 204 - - - - 204

Balance, December 31, 2015 124,948 51,449 6,388 (2) (194) (44,463) (3,030) 10,148

See accompanying notes to the consolidated financial statements




Scorpio Gold Corporation

Consolidated statements of cash flows

Years ended December 31, 2016 and December 31, 2015
(In thousands of US dollars)

2016 2015
$ $
Operating activities
Earnings (loss) for the year before taxes 907 (17,498)
Adjustment for:
Income tax paid (133) (146)
Environmental rehabilitation expenditures (Note 14(b)) (7) (24)
Iltems not involving cash:
Finance costs 785 415
Finance income (5) (16)
Loss on litigation (Note 23) 1,015 -
Impairment of mining assets (Note 3 d) and 2) (i)) 3,624 21,888
Net loss on disposal and write-off of mining assets 1,432 43
Share-based compensation 167 182
Depletion and amortization 1,580 5,561
Gain on disposal of available-for-sale investments - (172)
Cash flows from operating activities before movements in working capital 9,365 10,233
Change in working capital items (Note 16) 1,635 959
11,000 11,192
Investing activities
Additions to non-producing mining assets (3,701) (13,829)
Additions to producing mining assets (2,910) (4,812)
Addition to restricted cash (Note 23) (2,307) -
Proceeds from disposal of mining assets 221 35
Proceeds from disposal of available-for-sale investments - 5,250
Additions to reclamation bonds - (425)
Reductions to reclamation bonds - 50
Finance income received - 15
(8,697) (13,716)
Financing activities
Interest paid (602) (286)
Repayment of long-term debt and financing lease (Note 13) (149) (3,507)
Distributions to non-controlling interest (Note 22) (351) (100)
Contributions by non-controlling interest (Note 22) 342 1,682
Proceeds from senior credit facility (Note 13) - 6,000
Payment of debt issue costs (Note 13) - (283)
(760) 3,506
Effect of foreign exchange rate changes on cash - 177
Increase in cash 1,543 1,159
Cash, beginning of year 2,273 1,114
Cash, end of year 3,816 2,273

Supplemental cash flow information (Note 17)

See accompanying notes to the consolidated financial statements




Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

1. Corporate information

Scorpio Gold Corporation (“Scorpio Gold” or the “Company”) and its subsidiaries conduct mineral exploitation,
exploration and development in the United States.

The Company is incorporated under the Business Corporations Act (British Columbia) and is listed on the TSX
Venture Exchange. The address of the Company’s registered office is 206-595 Howe Street, Vancouver, British
Columbia, Canada, V6C 2T5 and its administrative office is located at 1462, de la Quebecoise, Val-d'Or, Quebec,
Canada, J9P 5H4.

2. Statement of compliance, basis of presentation and going concern

The Company’s consolidated financial statements have been prepared on the going concern basis which assumes
that the Company will continue to be able to meet its liabilities as they fall due for the foreseeable future.

Based on the Company’s current mine plan, the Company anticipates mining at Mineral Ridge through to August
2017 and $6.0 million principal of the Company’s long-term debt matures in August 2018 (Note 13). In light of the
current mine plan, the Company does not expect that it will be able to generate sufficient cash flows to settle its long-
term debt without it being refinanced. The Company is currently evaluating various business alternatives, which
involve refinancing its long-term debt. Also, the Company could continue mining beyond its current mine plan at
Mineral Ridge after receiving approval of its amendment to the revised Plan of Operations with the appropriate
economic evaluation. The successful completion of a refinancing of the Company’s debt, obtaining operating permits
and economic viability of any future mining and the ability to identify future profitable business operations beyond the
current mine plan is not entirely within the control of the Company. These factors create significant doubt and
material uncertainty over the Company’s ability to continue as a going concern in the foreseeable future.

The Company’s consolidated financial statements do not reflect adjustments to the carrying values and classification
of assets and liabilities that might be necessary should the Company be unable to continue as a going concern, and
such adjustments could be material.

These consolidated financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) as at December 31, 2016.

These consolidated financial statements were authorized for issuance by the Board of Directors of the Company on
April 21, 2017.




Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies
The significant accounting policies used in the preparation of these consolidated financial statements are as follows:
a) Basis of measurement
These consolidated financial statements have been prepared under the historical cost basis.
b) Basis of consolidation

These consolidated financial statements include the accounts of the Company and its United States based
wholly-owned subsidiaries, Scorpio Gold (US) Corporation and Goldwedge LLC. They also include its United
States based 70% owned subsidiary Mineral Ridge Gold LLC (*“MRG”), the owner of the Mineral Ridge mine.

Control exists when the Company has the power over its investees, is exposed or has rights to variable returns
from its involvement with the investee; and has the ability to use its power to affect its returns. The financial
statements of subsidiaries are included in the consolidated financial statements from the date that control
commences until the date that control ceases. Profit and loss and each component of other comprehensive
income are attributed to the shareholders of the Company and to the non-controlling interest.

All intercompany accounts, revenues and expenses transactions have been eliminated.
c) Foreign currency translation

Foreign currency transactions are recorded at the exchange rate as at the date of the transaction. At each
statement of financial position date, monetary assets and liabilities are translated using the period end foreign
exchange rate. Non-monetary assets and liabilities in foreign currencies other than the functional currency are
translated using the historical rate. All gains and losses on translation of these foreign currency transactions are
included in the consolidated statements of operations.

d) Management judgments and estimates

The preparation of consolidated financial statements in conformity with IFRS requires the Company’s
management to make judgments, estimates and assumptions about future events that affect the amounts
reported in the consolidated financial statements and related notes to the consolidated financial statements.
Although these estimates are based on management’s best knowledge of the amount, event or actions, actual
results may differ from those estimates.

Information about critical judgments and estimates in applying accounting policies that have the most significant
effect on the amounts recognized in the consolidated financial statements are as follows:

1) Critical judgments:

i) Capitalization of exploration and evaluation costs and determination of economic viability of a project
Management has determined that exploration, development and evaluation costs incurred which were
capitalized have future economic benefits. Management uses several criteria in its assessment of economic

recoverability and probability of future economic benefit including geological and metallurgical information,
accessible facilities, existing permits and life of mine plans.




Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)
d) Management judgments and estimates (Continued)
1) Critical judgments (Continued):
i) Determination of functional currency

The functional currency of the Company and its US subsidiaries is the currency of the primary economic
environment in which the entity operates. The Company has determined that its functional currency and that
of its US subsidiaries' functional currency is the US dollar. Determination of functional currency may involve
certain judgments to determine the primary economic environment in which the entity operates and the
Company reconsiders functional currency if there is a change in events and conditions which determined the
primary economic environment.

iii) Commencement of commercial production

Prior to reaching commercial production of a mine, costs incurred are capitalized as part of the costs of
related non-producing mining assets and proceeds from precious metal sales are offset against costs
capitalized. Depletion of capitalized costs for mining properties begins when commercial production has
been reached.

Commercial production is deemed to have commenced when management determines that the completion of
operational commissioning of the mine and plant is completed, operating results are being achieved
consistently for a period of time and there are indications that these operating results will be continued.

The Company determines commencement of commercial production based on the following factors which
indicate that planned principal operations have commenced:

(a) A significant portion of plant capacity is consistently achieved,
(b) All necessary permits have been obtained; and,
(c) A pre-determined, reasonable period of time has passed.

iv) Commencement of commercial production of an open pit

Prior to reaching commercial production for an open pit, costs incurred are capitalized as part of the costs of
related non-producing mining assets. Depletion of capitalized costs for mining properties begins when
commercial production has been reached.

In order to determine when commercial production of an open pit is deemed to have commenced,
management considers various operating results compared to expectations, sustainability of those operating
results and other qualitative factors.




Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)

d) Management judgments and estimates (Continued)

2) Estimates:

i) Asset carrying values and impairment

a)

The Company performs impairment testing when impairment indicators are present. In the determination of
carrying values and impairment charges, management considers the recoverable amount which is the
greater of fair value less costs of disposal and value in use in the case of mining assets. These
determinations and their individual assumptions require that management make a decision based on the best
available information at each reporting period.

Mineral Ridge mine

The fact the carrying amount of the net assets of the Company was higher than the Company’s market
capitalization as of December 31, 2016 is an indicator of impairment. In determining the recoverable amount
of the Mineral Ridge cash-generating unit (“CGU”), the Company determined the recoverable value using fair
value less costs of disposal. Impairment testing is performed using life of mine discounted cash flow
projections derived from expected future production, which incorporate reasonable estimates of life of mine,
future metal prices, operating costs, capital expenditures and residual values of the assets. The
determination of the recoverable value used Level 3 valuation inputs.

Based on its assessment, the Company calculated that a non-cash impairment charge for Mineral Ridge of
$5.3 million would be required, using a discount rate of 9% along with an average gold price assumption of
$1,225 for 2017. However, since the depreciable amount of the assets, being defined as the net of the
carrying amounts and the residual value, amounted to $3.1 million, the Company recorded a $3.1 million
non-cash impairment charge for Mineral Ridge as at December 31, 2016.

The Company has performed a sensitivity analysis to identify the impact of changes in long-term gold price
which is the key assumption that impacts the impairment calculation mentioned above. Using the foregoing
impairment testing model, a 10% change in the gold price assumption and holding all other assumptions
constant has no impact on the impairment as the residual value of the assets remains constant.

During the year ended December 31, 2015, the Company recorded non-cash impairment charges of $26.9
million, using a discount rate of 9% along with an average gold price assumption of $1,216 for 2016 and
$1,250 thereafter. During the year ended December 31, 2015, the Company also reconsidered building a
processing facility at the Mineral Ridge mine and thus recognized a non-cash impairment loss of $0.5 million
related to expenditures incurred to date by the Company on that project. During the year ended December
31, 2015, the Company also recognized an impairment loss of $0.5 million on certain non-producing mining
assets.
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Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)

d) Management judgments and estimates (Continued)

2) Estimates (Continued):

i) Asset carrying values and impairment (Continued)

b) Goldwedge property and mill

i

ii)

The fact the carrying amount of the net assets of the Company was higher than the Company’s market
capitalization as of December 31, 2016 is an indicator of impairment. In determining the recoverable amount
of the Goldwedge CGU, the Company determined the recoverable value using the fair value less costs of
disposal using Level 3 valuation inputs. The Company also includes in its estimate an estimated amount for
costs to sell the CGU. Based on its assessment, the Company recorded a non-cash impairment charge of
$0.5 million (2015; $9.9 million) during the year ended December 31, 2016.

Estimation of asset lives and residual values

Depletion, depreciation and amortization expenses are allocated based on assumed asset lives and
estimated residual values. Should the asset life, residual values, depletion rates or depreciation rates differ
from the initial estimate, an adjustment would be made in the consolidated statements of operations.

Mineral reserve estimates

The figures for mineral reserves and mineral resources are determined in accordance with National
Instrument 43-101, “Standards of Disclosure for Mineral Projects”, issued by the Canadian Securities
Administrators. There are numerous uncertainties inherent in estimating mineral reserves and mineral
resources, including many factors beyond the Company's control. Such estimation is a subjective process,
and the accuracy of any mineral reserve or mineral resource estimate is a function of the quantity and quality
of available data and of the assumptions made and judgments used in engineering and geological
interpretation. Differences between management's assumptions including economic assumptions such as
metal prices and market conditions could have a material effect in the future on the Company's financial
position and results of operations.

11




Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)

d)

Management judgments and estimates (Continued)

2) Estimates (Continued):

iv)

v)

Recognition of deferred taxes

In assessing the probability of realizing income tax assets, management makes estimates related to
expectations of future taxable income, applicable tax opportunities, expected timing of reversals of existing
temporary differences and the likelihood that tax positions taken will be sustained upon examination by
applicable tax authorities. In making its assessments, management gives additional weight to positive and
negative evidence that can be objectively verified.

Estimates of future taxable income are based on forecasted cash flows from operations and the application
of existing tax laws in each jurisdiction. Forecasted cash flows from operations are based on life of mine
projections internally developed and reviewed by management. Weight is attached to tax planning
opportunities that are within the Company’s control, and are feasible and implementable without significant
obstacles. The likelihood that tax positions taken will be sustained upon examination by applicable tax
authorities is assessed based on individual facts and circumstances of the relevant tax position evaluated in
light of all available evidence. Where applicable tax laws and regulations are either unclear or subject to
ongoing varying interpretations, it is reasonably possible that changes in these estimates may occur that
materially affect the amounts of income tax assets recognized. At the end of each reporting period, the
Company reassesses unrecognized deferred income tax assets.

Estimation of environmental rehabilitation and the timing of expenditure and related accretion

The Company’s provision for environmental rehabilitation represents management’s best estimate of the
present value of the future cash outflows required to settle estimated reclamation and closure costs at the
end of mine’s life. The provision reflects estimates of future costs, inflation and assumptions of risks
associated with the future cash outflows, and the applicable interest rates for discounting the future cash
outflows. Changes in the above factors can result in a change to the provision recognized by the Company.

Changes to the provision for environmental rehabilitation are recorded with a corresponding change to the
carrying amounts of related mining properties. Adjustments to the carrying amounts of related mining
properties can result in a change to future depletion expense.

vi) Stripping activity asset

In the determination of its stripping activity asset and depreciation charge, management uses mineral reserve
estimates which are subject to numerous uncertainties inherent in estimating mineral reserves and mineral
resources. Differences between management's estimates in mineral reserves and resources could have a
material effect in the future on the Company's financial position and results of operation. Changes in
estimated strip ratios can also result in a change to the future capitalization of stripping activity asset.

12



Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)

(d)

Management judgments and estimates (Continued)

2) Estimates (Continued):

vii) Inventories

(e)

In determining cost of inventories, management makes estimates of quantities of ore stacked on the leach
pad and in process and the recoverable gold in this material to determine the average costs of finished goods
sold during the period. Changes in these estimates can result in a change in cost of sales excluding depletion
and amortization of future periods and carrying amounts of inventories.

Revenue recognition
Revenue from the sale of metals is recognized when all the following conditions have been satisfied:

a) significant risks and rewards of ownership have been transferred to the buyer;

b) the Company retains neither continuing managerial involvement to the degree usually associated with
ownership nor effective control over the goods sold;

c) the amount of revenue can be measured reliably;

d) itis probable that the economic benefits associated with the transaction will flow to the Company; and

e) the costs incurred or to be incurred in respect of the transaction can be measured reliably.

Revenue from sales of precious metals prior to mine commissioning or commencement of commercial
production of a pit is recorded as a reduction of non-producing mining assets if it can be reliably measured
separately from other sales. Since the Company has operated a single leach pad, revenue is recorded in the
statement of operations. Subsequent to the commissioning of a mine, revenues are recognized in operations.

From time to time, some of the Company’s sales are made under provisional pricing arrangements where the
final sale prices are determined by quoted market prices in a period subsequent to the date of sale. In these
circumstances, revenue from sales is recorded at period end based on latest information about prices and
quantities available to management for the expected date of final settlement. Under such arrangements, the
Company’s receivable changes as the underlying commodity market price varies, this component of the contract
is an embedded derivative which is recognized at fair value with changes in fair value recognized in revenues
and receivables. Subsequent variations in prices and metal quantities are recognized as revenue adjustments
as they occur.

13



Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)
(f) Inventories

Supplies are recorded at the lower of cost, using the weighted average cost formula, and net realizable value. In
the event that the cost of ore inventory produced using these supplies exceeds its net realizable value, then the
supplies are written down to net realizable value. In such circumstances, the Company uses replacement cost as
the best available measure of the net realizable value of supplies.

Inventories consisting of ore stockpile, in process and finished goods are valued at the lower of the cost of
production and net realizable value. Net realizable value is calculated as the difference between estimated costs
to complete production into a saleable form and the estimated future precious metal selling price based on
prevailing metal prices.

The cost of production includes an appropriate proportion of depreciation and overhead. Inventories in process
represent inventories that are currently in the process of being converted to a saleable product. The assumptions
used in the valuation of in process inventories include estimates of metal contained and recoverable in the ore
stacked on the leach pad, the amount of metal included in carbon that is expected to be recovered and an
assumption of the precious metal price expected to be realized when the precious metal is recovered. If the cost
of inventories is not recoverable due to a decline in selling prices or the costs of completion or the estimated costs
to be incurred to make the sale have increased, the Company could be required to write-down the recorded value
of its in process inventories to net realizable value.

Ore in stockpile is comprised of ore extracted from the mine and available for further processing. Costs are
added to ore in stockpile at the current mining cost and removed at the accumulated average cost per tonne.
Costs are added to ore on the heap leach pad based on current processing costs and removed from the heap
leach pad as ounces are recovered in process at the plant based on the average cost per recoverable ounce on
the heap leach pad. Although the quantity of recoverable gold placed on the heap leach pad is reconciled by
comparing the grades of ore placed on the heap leach pad to the quantities of gold actually recovered, the nature
of the leaching process inherently limits the ability to precisely monitor inventory levels. As such, engineering
estimates are refined based on actual results over time. Variances between actual and estimated quantities
resulting from changes in assumptions and estimates that do not result in write-downs to net realizable value are
accounted for on a prospective basis. The ultimate recovery of gold from the heap leach pad will not be known
until the leaching process is concluded.

(9) Mining assets
(i) Producing mining assets

Upon reaching commercial production levels, acquisition costs of mining interests, related exploration and
development expenditures, accumulated depreciation and write-downs are moved from non-producing to
producing assets. Producing mining costs are depleted and charged to operations using the unit of
production method as a proportion of estimated recoverable mineral reserves.

The Company reviews and evaluates the carrying values of its mining interests and related costs associated
with them whenever events or changes in circumstances indicate a possible impairment.

When such conditions exist for its producing mining assets, management looks at the recoverable amount
which is the greater of fair value less costs of disposal and value in use using life of mine discounted after-tax
cash flow projections derived from expected future production, which incorporate reasonable estimates of
future metal prices, operating costs and capital expenditures.

Definition drilling and related costs are charged to operations in the period incurred.

14



Scorpio Gold Corporation

Notes to the consolidated financial statements

Years ended December 31, 2016 and December 31, 2015

(Tabular amounts in thousands of US dollars unless otherwise noted)

3. Significant accounting policies (Continued)

(g9) Mining assets (Continued)

(ii)

(iif)

Non-producing mining assets

The Company follows the method of accounting for its mineral properties whereby all costs relating to the
acquisition, exploration and development are deferred and capitalized by property up to the point of
commercial production. Costs relating to areas of interest abandoned are written off when such a decision is
made.

The Company reviews the carrying values of its non-producing mining assets whenever events or changes in
circumstances indicate that their carrying values may exceed their estimated recoverable amounts. The
recoverability of amounts shown is dependent upon the discovery of economically recoverable mineral
reserves, the ability of the Company to finance the development of the properties, and on the future profitable
production or proceeds from the disposal thereof. An impairment loss is recognized when the carrying value
of those assets exceeds its estimated net recoverable amount, which is the higher of fair value less costs of
disposal and value in use.

Costs incurred for general exploration that are not project-specific are charged to operations.

Property, plant and equipment

Property, plant and equipment are carried at cost less accumulated amortization and impairment loss, if any.
Amortization is calculated using either the straight-line or unit of production method over the shorter of the

estimated useful life of the asset or the life of mine. The significant classes of depreciable property, plant and
equipment and their estimated useful lives are as follows:

Plant and equipment life of mine
Mobile equipment 5-7 years
Furniture and office equipment 3-4 years

The cost of an item of property, plant and equipment includes the purchase price or construction cost, any
costs directly attributable to bringing the asset to the location and condition necessary for its intended use, an
initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located,
and borrowing costs related to the acquisition or construction of qualifying assets.

Where an item of property, plant and equipment comprises major components with different useful lives, the
components are accounted for as separate items of property, plant and equipment. Expenditures incurred to
replace a component of an item of property, plant and equipment that is accounted for separately, including
major inspection and overhaul expenditures, are capitalized and the component being replaced is
derecognized on disposal or when there are no future economic benefits. Directly attributable expenses
incurred for major capital projects and site preparation are capitalized until the asset is brought to a working
condition for its intended use.

The amortization method, useful life and residual values are assessed annually.
Construction in progress is carried at cost and depreciation will start when the asset is brought to a working

condition for its intended use. The cost of self-constructed assets includes the cost of materials and direct
labour.
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3. Significant accounting policies (Continued)

(9)

(h)

Mining assets (Continued)

(iii) Property, plant and equipment (Continued)

The Company compares the carrying value of property, plant and equipment to its recoverable amount
whenever events or changes in circumstances indicate that its carrying amount may not be recoverable. The
recoverable amount is the higher of fair value less costs of disposal and value in use. Value in use is
determined based on the expected use of the property, plant and equipment in the conduct of operation
activity, the potential for discovery of economically recoverable mineral reserves in the related mining
properties on which operation is occurring, alternative uses of the equipment and its potential resale value.
Impairment in value would be indicated if the asset’s carrying value exceeds its estimated recoverable
amount.

(iv) Leases

Leases in which the Company assumes substantially all risks and rewards of ownership are classified as
financing leases. Assets held under financing leases are recognized at the lower of the fair value and the
present value of minimum lease payments at inception of the lease, less accumulated depreciation and
impairment losses. All other leases are classified as operating leases. Operating lease payments are
recognized as an operating cost in statement of operations.

Assets held under finance leases are depreciated over their expected useful lives on the same basis as
owned assets

Provision for environmental rehabilitation

The Company recognizes contractual, statutory, legal and constructive obligations associated with retirement of
mining properties when those obligations result from the acquisition, construction, development or normal
operation of the assets. Initially, a liability for provision for environmental rehabilitation is recognized at its fair
value in the period in which it is incurred which is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period. Upon initial recognition of the liability, the corresponding
environmental rehabilitation cost is added to the carrying amount of that asset and the cost is amortized as an
expense over the economic life of the related asset. Following the initial recognition of the provision for
environmental rehabilitation, the carrying amount of the liability is increased for the passage of time and
adjusted for changes in regulatory requirements and assumptions regarding the amount or timing of the
underlying cash flows to settle the obligation and changes to the discount rate.

Share-based compensation

The Company’s stock option plan allows the Company's employees (including directors and officers) and
consultants to acquire common shares of the Company. Accordingly, the fair value of the option is either
charged to operations or capitalized to non-producing mining assets, depending on the recipient of the options,
with a corresponding increase in equity reserve.

Where equity instruments are issued for goods or services, the consideration is the fair value of the goods or
services received unless the value of the goods or services cannot be specifically identified, then consideration
is measured at the fair value of the share-based compensation.

The costs of equity-settled transactions with employees are measured by reference to the fair value at the date
on which they are granted.
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3. Significant accounting policies (Continued)

(i)

)

(k)

U

Share-based compensation (Continued)

The costs of equity-settled transactions are recognized, together with a corresponding increase in equity
reserve, over the period in which the performance and/or service conditions are fulfilled, ending on the date on
which the relevant employees become fully entitled to the award (“the vesting date”). The cumulative expense
recognized for equity-settled transactions at each reporting date up to the vesting date reflects the Company’s
best estimate of the number of equity instruments that will ultimately vest. No expense is recognized for awards
that do not ultimately vest.

Earnings (loss) per share

Basic earnings (loss) per share is computed by dividing the net earnings (loss) attributable to shareholders of
the Company by the weighted average number of common shares outstanding for the year. The diluted
earnings (loss) per share reflects the potential dilution of common share equivalents, such as outstanding stock
options, in the weighted average number of common shares outstanding during the year, if dilutive. The number
of additional shares is calculated using the assumed proceeds upon the exercise of stock options that are used
to purchase common shares at the average market price during the reporting periods if dilutive.

Financial instruments

The Company classifies its financial instruments into one of the following categories: fair value through profit or
loss (“FVTPL”) (assets and liabilities), assets available-for-sale, loans and receivables, assets held-to-maturity
and other financial liabilities. All financial instruments are measured at fair value on initial recognition.

Financial assets and liabilities designated as FVTPL are subsequently measured at fair value with changes in
fair value recognized in earnings. Financial assets designated as “available-for-sale” are subsequently
measured at fair value with changes in fair value recognized in other comprehensive income, net of tax.
Transaction costs for FVTPL financial assets and liabilities are recognized in earnings when incurred.

Financial assets that meet the criteria to be classified as “held-to-maturity” or “loans and receivables”, and
financial liabilities designated as “other financial liabilities” are recorded at amortized cost. Transaction costs
from loans and receivables and other financial liabilities offset the carrying amount of the related financial assets
or liabilities.

Cash, restricted cash, trade and other receivables as well as reclamation bonds are classified as “loans and
receivables”, and trade and other payables as well as long-term debt are classified as “other financial liabilities”.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset are
capitalized as part of the cost of that asset. Other borrowing costs not directly attributable to a qualifying asset
are expensed in the period incurred. Interest payments are presented as financing activities in the statement of
cash flows.
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3. Significant accounting policies (Continued)

(m) Provisions

(n)

(0)

(P)

Provisions are recognized when the Company has a present obligation (legal or constructive) that has arisen as a
result of a past event and it is probable that a future outflow of resources will be required to settle the obligation,
provided that a reliable estimate can be made of the amount of the obligation.

Provisions are measured at the present value of the expenditures expected to be required to settle the obligation
using a pre-tax rate that reflects current market assessments of the time value of money and the risk specific to
the obligation. The increase in the provision due to passage of time is recognized as interest expense.

Contingencies

Contingencies can be either possible assets or possible liabilities arising from past events which, by their nature,
will be resolved only when one or more uncertain future events occur or fail to occur. The assessment of the
existence and potential impact of contingencies inherently involves the exercise of significant judgment and the
use of estimates regarding the outcome of future events.

Related party transactions

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making financial and operating decisions. Parties are also
considered to be related if they are subject to common control or common significant influence. Related parties
may be individuals or corporate entities. A transaction is considered to be a related party transaction when there
is a transfer of resources or obligations between related parties.

Income taxes

Income tax expense consists of current and deferred tax expense. Income tax expense is recognized in the
statement of operations, except where it relates to items that are recognized in other comprehensive income or
directly in equity.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates substantively
enacted at period end, adjusted for amendments to tax payable with regards to previous years.

Deferred taxes are recorded using the liability method, where deferred tax assets and liabilities are recognized for
future tax consequences attributable to differences between the carrying amounts of existing assets and liabilities
for financial reporting purposes and their respective tax bases. Deferred tax assets and liabilities are measured
using the substantively enacted tax rates expected to apply when the asset is realized or the liability settled.

The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that
substantive enactment occurs.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences to the
extent that it is probable that future taxable profits will be available against which the asset can be utilized.

To the extent that the Company does not consider it probable that a deferred tax asset will be recovered, it does
not recognize the deferred tax benefit.
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3. Significant accounting policies (Continued)

(P)

(@)

(r)

Income taxes (Continued)
Deferred income tax liabilities are recognized for all taxable temporary differences, except:

e where the deferred income tax liability arises from the initial recognition of goodwill or of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; and

e in respect of taxable temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, where the timing of the reversal of the temporary differences can be controlled
and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the
Company intends to settle its current tax assets and liabilities on a net basis.

Non-controlling interest

Non-controlling interest in the net assets of consolidated subsidiaries are identified separately from the
Company’s equity. Non-controlling interest consists of the non-controlling interest at the date of the original
acquisition plus the non-controlling interest’'s share of operating results and cash contributions less cash
distributions since the date of acquisition.

As part of the operating agreement of the Company’s 70% owned subsidiary Mineral Ridge Gold, LLC (“MRG”),
Scorpio earns management fees from MRG which are eliminated upon consolidation. The non-controlling
interest’'s share of MRG’s net income (loss) had been previously calculated by excluding the management fee
expense incurred by MRG; during the year ended December 31, 2016, the Company determined that the
management fees should have been considered. The cumulative impact of this correction as at December 31,
2014 is a $1.5 million reduction in the non-controlling interest in MRG with a corresponding decrease to the deficit
attributable to the Company’s shareholders. This correction had no impact on the Company’s total net loss for the
year ended December 31, 2015. However, this correction increased the net loss attributable to non-controlling
interest in the year ended December 31, 2015 by $0.4 million and reduced the net loss attributable to the
shareholders of the Company by the same amount. This correction had no impact on the basic and diluted net
loss per share for the year ended December 31, 2015.

Accounting standards issued but not effective

Certain amendments and new standards were issued by the International Accounting Standards Board (“IASB”)
or the IFRS Interpretations Committee ("IFRIC”). Those not applicable to or that do not have a significant impact
on the Company have been excluded from the list below. The following is a description of the new or amended
standards that have not yet been adopted by the Company.

i) Amendments to Statement of Cash Flows (“IAS 77)

The IASB published amendments to Statement of Cash Flows (“IAS 7”). The amendments are intended to
clarify IAS 7 to improve information provided to users of financial statements about an entity's financing
activities. They are effective for annual periods beginning on or after January 1, 2017. The Company is
currently assessing the impact of this new standard on its financial statements.
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3. Significant accounting policies (Continued)
(r) Accounting standards issued but not effective (Continued)
ii) Financial instruments (“IFRS 9”)

Financial instruments (“IFRS 9”) was issued by the IASB and will replace Financial instruments: recognition
and measurement (“IAS 39”). IFRS 9 utilizes a single approach to determine whether a financial asset is
measured at amortized cost or fair value and a new mixed measurement model for debt instruments having
only two categories: amortized cost and fair value. The approach in IFRS 9 is based on how an entity
manages its financial instruments in the context of its business model and the contractual cash flow
characteristics of the financial assets. Final amendments also introduce a new expected loss impairment
model and limited changes to the classification and measurement requirements for financial assets. IFRS 9 is
effective for annual periods beginning on or after January 1, 2018. The Company is currently assessing the
impact of this new standard on its financial statements.

iii) Revenue from contracts with customers (“IFRS 157)

The core principle of this new standard is for companies to recognise revenue to depict the transfer of goods or
services to customers in amounts that reflect the consideration (that is, payment) to which the company expects
to be entitled in exchange for those goods or services. The new standard will also result in enhanced
disclosures about revenue, provide guidance for transactions that were not previously addressed
comprehensively (for example, service revenue and contract modifications) and improve guidance for multiple-
element arrangements. These amendments are effective for annual periods beginning after January 1, 2018.
The Company is currently assessing the impact of this new standard on its financial statements.

iv) Leases (“IFRS 16”)

Leases (“IFRS 16”) was issued by the IASB and will replace Leases (“IAS 17”). IFRS 16 requires most leases
to be reported on a company’s balance sheet as assets and liabilities. IFRS 16 is effective 1 January 2019.
Early application is permitted for companies that also apply IFRS 15 Revenue from Contracts with Customers.
The Company is currently assessing the impact of this new standard on its financial statements.
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4. Financial instruments
a) Financial risk factors
The Company’s risk exposures and the impact on the Company’s financial instruments are summarized below:
(i) Credit risk

Credit risk is the risk of loss associated with a counterparty’s inability to fulfill its payment obligations. The
Company’s credit risk is attributable to cash, restricted cash, trade and other receivables and reclamation
bonds. The credit risk on cash, restricted cash as well as reclamation bonds is limited because the Company
invests its cash, restricted cash and reclamation bonds in deposits with well capitalized financial institutions
with strong credit ratings. Trade receivables on regular precious metal sales are generally received within a
week after delivery. The Company has no past due accounts and has not recorded a provision for doubtful
accounts.

(i) Liquidity risk
The Company’s approach to managing liquidity risk is to ensure that it will have sufficient liquidity to meet

liabilities when due. The Company’s current policy to manage liquidity risk is to keep cash in bank accounts.

The following table outlines the expected maturity of the Company’s significant financial liabilities into relevant
maturity grouping based on the remaining period from the date of the statement of financial position to the
contractual maturity date:

Less than 1 More than

Total year 1-3 years 4-5years 5 years

$ $ $ $ $

Trade and other payables 4,118 4,118 - - -
Principal and interest on long-

term debt and financing lease 7,248 728 6,520 - -

Provision for litigation 1,015 1,015 - - -

Provision for environmental
rehabilitation 4,990 163 2,889 1,441 497

(iii) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market prices. Market risk comprises three types of risk: interest rate risk, currency risk and price
risk.

1) Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Company’s senior secured, non-revolving credit facility
is fixed at an interest rate of 10% per annum and accordingly is not subject to cash flow interest rate risk
due to changes in the market rate of interest. The Company does not use financial derivatives to manage
its exposure to interest rate risk.
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4. Financial instruments (Continued)

a) Financial risk factors (Continued)

(iii) Market risk (Continued)

2)

Currency Risk
The Company is exposed to foreign currency risk through the following financial assets and liabilities
denominated in Canadian dollars (“CAD$”) and presented in thousands of US dollars.

2016 2015

$ $

Cash 117 144
Value added tax and other receivables 3 2
Trade and other payables (10) (7)

A reasonably possible change in the USD/CAD exchange rate of 10%, would not have a significant
impact on net earnings or comprehensive income.

The Company does not use derivatives to manage its exposure to currency risk.
Price Risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market prices (other than those arising from interest rate risk or currency risk), whether
those changes are caused by factors specific to the individual financial instrument or its issuer, or factors
affecting all similar financial instruments in the market. The Company is not exposed to any significant
price risk as at December 31, 2016. The Company does not use derivatives to manage its exposure to
price risk.

b) Fair Value

The fair value of cash, restricted cash, trade and other receivables, reclamation bonds as well as trade and other
payables approximate their carrying amount due to their short-term nature. Fair value of long-term debt is not
significantly different from its carrying amount since interest rates in the market have not materially changed since
the Company entered into the debt facility in August 2015.

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 inputs are quoted prices in markets that are not active, quoted prices for similar assets or
liabilities in active markets, inputs other than quoted prices that are observable for the asset or liability (for
example, interest rate and yield curves observable at commonly quoted intervals, forward pricing curves
used to value currency and commodity contracts and volatility measurements used to value option
contracts), or inputs that are derived principally from or corroborated by observable market data or other
means.

Level 3 inputs are unobservable (supported by little or no market activity).

The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority to Level 3 inputs. The
Company has no financial instruments classified as Level 1, Level 2 or Level 3. There has been no transfers
between levels of the fair value hierarchy.
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5. Cost of sales

Cost of sales excluding depletion and amortization includes the following:

2016 2015
$ $
Contractor charges 12,715 14,288
Labour 7,298 8,765
Fuel and reagents 2,439 3,157
Mechanical parts 2,678 2,829

Change in ore stockpile, metals in process
and finished goods inventories 3,277 (1,138)
Royalties 201 48
Utilities, permits and other 2,958 3,408
31,566 31,357

6. General and administrative

2016 2015
$ $
Salaries and benefits 634 965
Directors fees 140 124
Insurance, travel and office related 111 140
Professional fees 920 159
Share-based compensation 72 84
Investor relations 50 75
Consultants 31 41
Transfer agent and listing fees 21 19
Project evaluation 17 127
Amortization 6 4
Break fee and related costs ‘" - 810
1,172 2,548

™" On March 6, 2015, the Company announced a strategic financing to raise $15 million from the issuance of equity to
an affiliate of Coral Reef Capital LLC (“Coral Reef”). This financing was subsequently terminated and as such the
Company was obligated to pay a break fee and legal costs.

7. Finance costs

2016 2015

$ $

Interest on long-term debt 603 287

Amortization of debt issue cost 88 35
Unwinding of discount of provision

for environmental rehabilitation 88 93

Interest on financing lease 6 -

785 415
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8. Weighted average number of shares and dilutive share equivalents

2016 2015

Basic and diluted weighted average number
of shares 124,948,235 124,948,235

All of the potentially dilutive stock options securities were excluded from the dilutive number of shares outstanding for
the years ended December 31, 2016 and December 31, 2015 as they are anti-dilutive.

9. Inventories

2016 2015

$ $

Supplies 865 1,015
Ore stockpile 244 2,239
Metals in process 3,328 6,704
Finished goods 2,674 580
7,111 10,538

During the year ended December 31, 2016, inventory included as cost of sales is $32.9 million (2015, $36.5 million).

The Company expects all inventories to be recovered within the next year. During the years December 31, 2016 and
December 31, 2015, write-down of inventory recognized in cost of sales amounted to $51,331 and nil, respectively.
There were no impairments or reversal of impairments on inventories recognized in the years ended December 31,
2016 and December 31, 2015.
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10. Producing mining assets

Furniture

Mining Plant and Mobile and office

interest equipment equipment equipment Total
Cost $ $ $ $ $
Balance, December 31, 2014 38,430 23,165 1,163 738 63,496
Transfer from non-producing mining assets 25,789 173 - - 25,962
Additions 3,978 46 376 41 4,441
Write-off - (54) (19) - (73)
Change in provision for environmental
rehabilitation (391) - - - (391)
Balance, December 31, 2015 67,806 23,330 1,520 779 93,435
Transfer from non-producing mining assets 594 111 12 - 717
Additions 2,554 172 500 19 3,245
Disposal - (431) (59) - (490)
Change in provision for environmental
rehabilitation (794) - - - (794)
Balance, December 31, 2016 70,160 23,182 1,973 798 96,113
Accumulated depreciation and impairment

Furniture

Mining Plant and Mobile and office

interest equipment equipment equipment Total
Balance, December 31, 2014 38,243 16,764 680 631 56,318
Transfer from non-producing mining assets 16,186 - - - 16,186
Depletion and amortization 5,122 187 154 87 5,550
Impairments 8,217 1,994 156 58 10,425
Write-off - (53) (15) - (68)
Balance, December 31, 2015 67,768 18,892 975 776 88,411
Transfer from non-producing mining assets 238" 81 - - 319
Depletion and amortization 1,472 22 71 3 1,568
Impairments 682 476 46 11 1,215
Disposal - (280) (49) - (329)
Balance, December 31, 2016 70,160 19,191 1,043 790 91,184
Net book value
December 31, 2015 38 4,438 545 3 5,024
December 31, 2016 - 3,991 930 8 4,929

" The Missouri pit at the Mineral Ridge project entered into the production phase during 2016, and therefore the

related asset and impairment balances have been transferred from non-producing mining assets to producing
mining assets.
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10. Producing mining assets (Continued)

Producing mining assets are detailed by property as follows:

Mineral

Ridge  Goldwedge Total
Cost $ $ $
Balance, December 31, 2014 60,890 2,606 63,496
Transfer from non-producing mining assets 25,940 22 25,962
Additions 4,441 - 4,441
Write-off (73) - (73)
Change in provision for environmental rehabilitation (391) - (391)
Balance, December 31, 2015 90,807 2,628 93,435
Transfer from non-producing mining assets 698 19 77
Additions 3,238 7 3,245
Disposal (485) (5) (490)
Change in provision for environmental rehabilitation (794) - (794)
Balance, December 31, 2016 93,464 2,649 96,113
Accumulated depreciation and impairment

Mineral

Ridge Goldwedge Total
Balance, December 31, 2014 56,212 106 56,318
Transfer from non-producing mining assets 16,186 - 16,186
Depletion and amortization 5,506 44 5,550
Impairments 8,609 1,816 10,425
Write-off (68) - (68)
Balance, December 31, 2015 86,445 1,966 88,411
Transfer from non-producing mining assets 319 - 319
Depletion and amortization 1,555 13 1,568
Impairments 1,124 91 1,215
Disposal (325) (4) (329)
Balance, December 31, 2016 89,118 2,066 91,184
Net book value
December 31, 2015 4,362 662 5,024
December 31, 2016 4,346 583 4,929
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11. Non-producing mining assets and other

Furniture

Mining Plant and Mobile and office Construction

interest equipment equipment equipment in progress Total
Cost $ $ $ $ $ $
Balance, December 31, 2014 28,865 1,185 589 43 547 31,229
Transfer to producing mining assets (25,264) - - - (173) (25,437)
Disposal - (500) - - - (500)
Transfer 73 - - - (73) -
Additions 11,518 - 15 - 443 11,976
Change in provision for
environmental rehabilitation (15) - - - - (15)
Balance, December 31, 2015 15,177 685 604 43 744 17,253
Transfer to producing mining assets (594) - - - (123) (717)
Additions 3,850 - - - 123 3,973
Write-off (2,782) - - - (3) (2,785)
Disposal - - - (6) - (6)
Change in provision for
environmental rehabilitation (11) - - - - (11)
Balance, December 31, 2016 15,640 685 604 37 741 17,707
Accumulated depreciation and impairment

Furniture

Mining Plant and Mobile and office Construction

interest equipment equipment equipment in progress Total
Balance, December 31, 2014 18,895 462 12 29 - 19,398
Transfer to producing mining assets (16,186) - - - (16,186)
Disposal - (427) - - - (427)
Impairments 9,840 464 438 - 721 11,463
Amortization - 16 5 5 - 26
Balance, December 31, 2015 12,549 515 455 34 721 14,274
Transfer to producing mining assets (238) - - - (81) (319)
Write-off (1,296) - - - - (1,296)
Amortization - 5 1 6 - 12
Impairments 2,280 - 44 - 85 2,409
Disposal - - - (3) - (3)
Balance, December 31, 2016 13,295 520 500 37 725 15,077
Net book value
December 31, 2015 2,628 170 149 9 23 2,979
December 31, 2016 2,345 165 104 - 16 2,630

Depreciation of certain plant and equipment and construction in progress will commence when such plant and equipment
are in the condition and location necessary for their intended use.
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11. Non-producing mining assets and other (Continued)

Non-producing mining interests are detailed by property as follows:

Mineral

Ridge® Goldwedge® Other Total
Cost $ $ $ $
Balance, December 31, 2014 20,351 10,338 540 31,229
Transfer to producing mining assets (25,415) (22) - (25,437)
Disposal - - (500) (500)
Additions 11,170 806 - 11,976
Change in provision for environmental rehabilitation - (15) - (15)
Balance, December 31, 2015 6,106 11,107 40 17,253
Transfer to producing mining assets (698) (19) - (717)
Additions 3,749 214 10 3,973
Write-off (2,686) (99) - (2,785)
Disposal - - (6) (6)
Change in provision for environmental rehabilitation - (11) - (11)
Balance, December 31, 2016 6,471 11,192 44 17,707
Accumulated depreciation and impairment

Mineral

Ridge Goldwedge Other Total

Balance, December 31, 2014 18,895 48 455 19,398
Transfer to producing mining assets (16,186) - - (16,186)
Disposal - - (427) (427)
Impairments 3,377 8,086 - 11,463
Amortization - 22 4 26
Balance, December 31, 2015 6,086 8,156 32 14,274
Transfer to producing mining assets (319) - - (319)
Write-off (1,296) - - (1,296)
Amortization - 6 6 12
Impairments 2,000 409 - 2,409
Disposal - - (3) (3)
Balance, December 31, 2016 6,471 8,571 35 15,077
Net book value
December 31, 2015 20 2,951 8 2,979
December 31, 2016 - 2,621 9 2,630

(a) A net smelter returns royalty of two and a half percent (2.5%) is payable from the production and sale of any gold
and silver recovered from the Missouri claim.

(b) As part of the acquisition of the Goldwedge property, the Company granted Waterton a 2% NSR royalty. The NSR
may be reduced by half (to a 1% NSR) for a cash payment to Waterton of $1 million, and then eliminated for a
further cash payment of $2 million. Certain areas of the Goldwedge property are further subject to net smelter
return royalties of up to 4% payable to other parties.
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12. Income taxes

The provision for income taxes differs from the amount that would have resulted by applying the Canadian federal and
provincial statutory Income tax rates of 26.9% (2015: 26.9%) to applicable earnings by the following items:

2016 2015

$ $

Loss before income taxes 907 (17,498)
Expected tax expense (benefit) 244 (4,707)
Effect of higher tax rate in foreign jurisdiction 89 (1,350)
Tax deductions in excess of accounting amounts and non-deductible amounts (403) (1,025)
Deferred tax assets not recognized (400) 6,522
True-ups 401 (268)
Tax attributable to non-controlling interest 69 827
Nevada net proceeds tax 568 488
Total income tax expense 568 488
Current income tax expense 664 44
Deferred income tax (recovery) expense (96) 444
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12. Income taxes (continued)

The significant components of the Company’s deferred tax liabilities and recognized deferred tax assets are as

follows:

2016 2015

$ $

Provision for environmental rehabilitation 76 211
Interest deductions upon payment and other 29 29
Recognized deferred tax assets 105 240
Producing mining assets (20) (11)
Non-producing mining assets and other (433) (673)
Deferred tax liabilities (453) (684)
Net deferred income tax liability recognized (348) (444)

Significant components of the Company’s deductible temporary differences and unused tax losses, the benefits

which have not been recognized, are as follows:

of

2016 2015
$ $
Share issue costs and financing costs 174 618
Non-capital loss carryforwards 36,655 35,897
Provision for environmental rehabilitation 3,157 3,279
Non-producing mining assets and other 9,152 10,390
Producing mining assets 857 1,763
Capital losses 1,490 1,490
Share based compensation 1,481 1,414
Interest deductions upon payment 5,629 5,079
58,595 59,930

The Company’s tax loss expiry dates are as follows:
Canada USA Total
$ $ $
2029 74 1 75
2030 706 4,130 4,836
2031 549 11,158 11,707
2032 15 1,737 1,752
2033 - 3,584 3,584
2034 - 7,924 7,924
2035 428 2,234 2,662
2036 129 3,986 4,115
1,901 34,754 36,655
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13. Long-term debt

2016 2015
$ $

Senior secured credit facility, repayable in August 2018, bearing interest at
a rate of 10% per annum payable quarterly, secured by a first priority
security interest over all of the Company's assets, net of debt issue cost of
$159,000 * 5,841 5,752
Loan payable by monthly instalments of $6,731 including interest at a rate of
4.8% per annum until January 2017, secured by mobile equipment having a
net book value of $100,000, 7 85
Financing lease on mobile equipment having a net book value of $150,000,
payable by monthly installments of $10,115 including interest at a rate of
3.2% per annum until May 2019 b) 282 -
Current portion (121) (78)
Long-term portion 6,009 5,759

Future long-term debt principal repayments are as follows:

2017 $7
2018 $6,000

a) On August 14, 2015, the Company executed definitive agreements with Waterton Precious Metals Fund Il
Cayman, LP (“Waterton Fund”), an affiliate of Elevon, LLC, for a loan in the principal amount of $6 million (the
“Loan”). The Company paid Waterton Fund a $0.12 million structuring fee and incurred $0.16 million of other
related issue costs. The Loan matures and is payable 36 months after the date of advancement, but may be
voluntarily prepaid by the Company at any time, provided that upon such prepayment the Company shall pay the
lesser of 24 months of interest on the principal amount, or such interest as would be payable between the date of
such prepayment and the maturity date of the Loan. Also, the Loan is subject to mandatory prepayment in certain
circumstances, including upon a change of control of the Company, as defined in the definitive agreement.

There are certain restrictions placed on the Company pursuant to the Loan, including, among others, a limitation
on additional debt that can be incurred by the Company and the requirement that the Company’s trade payables
not exceed $8.0 million. The Company has complied with all restrictions pursuant to the Loan as at December 31,
2016.

b) Future minimum capital payments on financing lease are as follows:

2016 2015

$ $

2017 121 -
2018 121 -
2019 51 -
Total minimum lease payments 293 -
Less: amount representing interest (11) -
282 -
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14. Reclamation bonds and provision for environmental rehabilitation

a) Reclamation bonds

b)

2016 2015

$ $

Mineral Ridge 5,528 5,523
Goldwedge 214 214
5,742 5,737

The Company has reclamation bonds of $11.5 million and entered into an agreement with a surety under which
the cash collateral is $5.7 million.

Provision for environmental rehabilitation
The provision for environmental rehabilitation consists of mine closure, reclamation and retirement obligations for

mine facilities and infrastructure. The Company has recorded the following provision for environmental
rehabilitation.

2016 2015

$ $

Balance, beginning of year 5,408 5,745
Unwinding of discount 88 93
Reclamation activities (7) (24)
Change in estimates (805) (406)
Balance, end of year 4,684 5,408

The total undiscounted amount of estimated cash flows required to settle the provision for environmental
rehabilitation at Mineral Ridge is approximately $4.6 million (2015: $5.4 million). The total undiscounted amount of
estimated cash flows required to settle the provisions for environmental rehabilitation at Goldwedge is
approximately $0.4 million (2015: $0.4 million). The present value of the obligation was determined using a
weighted average discount rate of 1.60% and an average inflation rate of 2%. The settlement of the obligations is
estimated to occur through to 2023 and 2031, for Mineral Ridge and Goldwedge, respectively. All environmental
rehabilitation obligations are intended to be funded from cash balances at the time of the rehabilitation and from
reclamation bonds once related rehabilitation work has been approved by the relevant authorities and related
funds returned to the Company.
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15. Share capital
(a) Authorized
Authorized share capital consists of an unlimited number of common shares without par value.
(b) Stock option plan

A summary of the changes in the Company’s outstanding stock options for the years ended December 31, 2016
and December 31, 2015, are as follows:

2016 2015
Weighted Weighted
average average
exercise exercise
Number price Number price
(in thousands) CAD$ (in thousands) CAD$
Outstanding, beginning of year 10,545 0.49 9,170 0.65
Granted 4,140 0.085 3,225 0.14
Expired (3,795) (0.69) (1,850) (0.67)
Outstanding, end of year 10,890 0.27 10,545 0.49
2016 2015
$ $
Weighted average fair value as at grant
date 0.04 0.07
The following table summarizes information about stock options outstanding and exercisable as at December 31,
2016:
Weighted average
Exercise remaining
price contractual life Outstanding Exercisable
CAD$ (in years) (in thousands) (in thousands)
0.085 4.67 4,135 3,985
0.10 3.67 100 100
0.145 3.04 2,685 2,685
0.205 1.52 100 100
0.275 6.43 2,140 2,140
0.91 0.07 1,730 1,730
10,890 10,740
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15. Share capital (Continued)

(c) Share-based compensation

The Company used the Black-Scholes model to estimate fair value using the following weighted average

assumptions. Expected stock price volatility is based on the historical share price volatility.

2016 2015
Expected dividend yield Nil % Nil %
Expected stock price volatility 91% 77%
Risk free interest rate 0.6% 1.14%
Expected life 4 years 4 years
Expected forfeiture rate 0.00% 0.00%
Share-based compensation: $ $
Included in general and administrative expenses 72 84
Included in cost of sales 95 98
Capitalized to non-producing mining assets - 22
Total share-based compensation 167 204
16. Change in working capital items

Information regarding change in working capital items is as follows:
2016 2015
$ $
(Increase) decrease in trade and other receivables (140) 68
Decrease (increase) in prepaid expenses and other 64 (338)
Decrease (increase) in inventories 3,428 (970)
(Decrease) increase in trade and other payables (1,717) 2,199
1,635 959
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17. Supplemental cash flow information

Supplementary information regarding other non-cash investing and financing transactions

2016 2015

$ $

Acquisition of mobile equipment financed by financing lease 347 -
Depreciation of fixed assets capitalized to non-producing mining assets - 15
Acquisition of mobile equipment financed by long-term debt - 154
Share-based compensation capitalized to non-producing mining assets - 22

18. Capital management

Capital is defined as equity attributable to equity shareholders and long-term debt (including the short-term portion
thereof). The Company’s objectives when managing its capital are to safeguard its ability to continue as a going
concern and to maximize the value for its shareholders.

The Company’s activities have been primarily funded so far through cash flows from operating activities and equity
and debt financing based on cash needs. The Company typically sells its shares by way of private placement.
During the year ended December 31, 2015, the Company entered into a $6.0 million principal amount long-term debt
facility with Waterton Fund.

The Company manages its capital structure and determines its capital requirements in light of the changing economic
conditions and the risk characteristics of its assets. To reach its objectives, the Company may need to maintain or
adjust its capital structure by issuing new share capital or new debt.

At this stage of its development, it is the Company’s policy to preserve cash to fund its operations and not to pay
dividends. The Company is subject to and has complied with externally imposed capital requirements as described in
Note 13.

The following summarizes the Company’s capital structure:

2016 2015

$ $

Long-term debt, including current portion 6,130 5,837
Equity attributable to shareholders of the Company (Note 3q) 12,955 13,178
Capital 19,085 19,015
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19. Segmented information
(a) Industry information
The Company is engaged in mining exploitation, exploration and development and has one operating mine and a
milling facility. The Company has two reportable segments being Mineral Ridge and Goldwedge. The Other category
is composed of head office, Scorpio Gold (US) Corporation and Pinon LLC. Segments are operations reviewed by
the CEO who is considered to be the chief operating decision maker.

Operating segment details are as follows:

Year ended December 31, 2016

Mineral
Ridge  Goldwedge Other Total
$ $ $ $
Revenue from precious metal sales 42,759 - - 42,759
Inter-segment (expense) - management fees (1,085) - 1,085 -
Cost of sales excluding depletion and amortization (31,566) - - (31,566)
Depletion and amortization (1,555) - - (1,555)
Mine operating earnings 8,553 - 1,085 9,638
Expenses
General and administrative (2) (14) (1,150) (1,166)
Care and maintenance - (690) - (690)
Care and maintenance amortization - (19) - (19)
Amortization - - (6) (6)
Net (loss) gain on disposal and write-off of mining
assets (1,334) (100) 2 (1,432)
Impairments of mining assets (3,124) (500) - (3,624)
Loss on litigation (1,015) - - (1,015)
Operating earnings (loss) 3,078 (1,323) (69) 1,686
Other (expenses) income
Finance costs (89) (7) (689) (785)
Finance income 6 - - 6
(83) (7) (689) (779)
Earnings (loss) before income taxes 2,995 (1,330) (758) 907
Income tax expense (568) - - (568)
Net earnings (loss) for the year 2,427 (1,330) (758) 339
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19. Segmented information (Continued)

Year ended December 31, 2015

Mineral
Ridge  Goldwedge Other Total
$ $ $ $
Revenue from precious metal sales 44,587 - - 44,587
Inter-segment (expense) - management fees (1,455) - 1,455 -
Inter-segment (cost of sales) - revenue (123) 123 - -
Cost of sales excluding depletion and amortization (31,001) (356) - (31,357)
Depletion and amortization (5,505) (34) - (5,539)
Mine operating earnings (loss) 6,503 (267) 1,455 7,691
Expenses
General and administrative - (115) (2,429) (2,544)
Care and maintenance - (274) - (274)
Care and maintenance amortization - (18) - (18)
Amortization - - (4) (4)
Loss on disposal and write-off of mining assets (5) - (38) (43)
Impairments of mining assets (11,986) (9,902) - (21,888)
Operating loss (5,488) (10,576) (1,016) (17,080)
Other (expenses) income
Finance costs (91) (7) (317) (415)
Foreign exchange loss - - (191) (191)
Finance income 5 - 11 16
Gain on disposal of investments - - 172 172
(86) (7) (325) (418)
Loss before income taxes (5,574) (10,583) (1,341) (17,498)
Income tax expense (488) - - (488)
Net loss for the year (6,062) (10,583) (1,341) (17,986)
As at December 31, 2016
Mineral
Ridge  Goldwedge Other Total
$ $ $ $
Total assets 23,619 3,485 410 27,514
Total liabilities 10,282 395 6,192 16,869
As at December 31, 2015
Mineral
Ridge  Goldwedge Other Total
$ $ $ $
Total assets 21,667 3,91 1,877 27,455
Total liabilities 10,826 370 6,111 17,307
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19. Segmented information (Continued)
(b) Geographic information
All revenue from the sale of precious metals for the years ended December 31, 2016 and December 31, 2015

was earned in the United States. Substantially all of the Company’s revenues are from one customer.

The Company’s non-current assets by geographic locations are as follows:

2016 2015

$ $

Canada - 9
USA 13,301 13,731
13,301 13,740

20. Related party transactions
a) Compensation of key management personnel and directors
The Company considers its key management personnel to be the CEO and the other individuals having the
authority and responsibility for planning, directing and controlling the activities of the Company, either directly or

indirectly.

The remuneration of directors and key management personnel during the years ended December 31, 2016 and
December 31, 2015 is as follows:

2016 2015

$ $

Salaries and directors fees 837 895
Consulting fee with directors 6 44
Share-based compensation (1) 68 84
Severance - 250
911 1,273

(1) Share-based compensation is the fair value of options expensed during the period to key management
personnel and directors.

As at December 31, 2016, an aggregate of $112,125 (2015, $103,219) resulting from transactions with key
management is included in trade and other payables.

Other than a severance payment indicated above, key management personnel were not paid post-employment
benefits, termination benefits, or other long-term benefits during the years ended December 31, 2016 and
December 31, 2015.
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20. Related party transactions (Continued)

b) Waterton Precious Metals Fund Il Cayman, LP (“Waterton Fund”)

Waterton Fund, the Company’s lender, controls Elevon, LLC (“Elevon”) which owns a 30% non-controlling interest
in Mineral Ridge Gold, LLC. Management considers that Waterton Fund and Elevon are related parties of the
Company.

Related party transactions entered into with Waterton Fund during years ended December 31, 2016 and
December 31, 2015 are as follows:

2016 2015

$ $

Interest on long-term debt 600 228
Debt structuring fee - 120
600 348

Elevon

In connection with the Loan with Waterton Fund completed on August 14, 2015 (Note 13a)), the Company
modified the Mineral Ridge operating agreement so that the Company would owe and accrue to Elevon an
amount equal to 10% of aggregate amounts actually distributed to the Company and Elevon by Mineral Ridge
Gold, LLC (the “Accrued Distribution Amount”). The Accrued Distribution Amount shall become due and payable
by the Company upon a change of control of the Company, or if the settlement price of gold on the LBMA PM fix
is equal to or exceeds US$1,350 per ounce. The Company and Elevon also agreed that following payment of the
Accrued Distribution Amount, Elevon will remain entitled to receive 30% of all further distributions by Mineral
Ridge Gold, LLC.

An Accrued Distribution Amount of $35,714 was paid to Elevon in early July 2016 after the settlement price of
gold on the LBMA PM exceeded US$1,350 per ounce. As a consequence, Elevon is entitled to receive 30% of
cash distributions from Mineral Ridge Gold, LLC.
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21. Commitments

a)

b)

The Company has committed to sell its gold and silver produced from the Mineral Ridge mine to Waterton at a
price equal to 99.5% of the lesser of the 30 day trailing average price or the prior day settlement price.

Effective May 2, 2011, the Company entered into a service agreement with a mining contractor for contract mining
at its Mineral Ridge mine. The initial term of the contract expired May 1, 2012, and is renewable by the parties on
an annual basis. Under the current mine plan, this mining contract represents a remaining commitment of
approximately $4.3 million for the period from January 1, 2017 to May 1, 2017, though the Company can cancel
the agreement at any time by way of a 30-day notice.

22. Summarized financial information for Mineral Ridge Gold, LLC

The Company holds a 70% interest in its United States based subsidiary Mineral Ridge Gold, LLC, the owner of
the Mineral Ridge mine. The financial year for Mineral Ridge Gold, LLC is December 31. The holder of the 30%
non-controlling interest in Mineral Ridge Gold, LLC has 40% of the voting rights on the management committee.
The Company receives 80% of cash flows generated at the Mineral Ridge mine in accordance with the project
agreements (Note 20c)), distributed to the partners in the Mineral Ridge mine. Summarised financial information
about the assets, liabilities, profit or loss and cash flows of Mineral Ridge Gold, LLC for the years ended
December 31, 2016 and December 31, 2015 are indicated below. Intercompany accounts, revenues and
expenses transactions have not been eliminated.

Statement of financial position 2016 2015

$ $
Current assets 13,761 11,764
Non-current assets 9,875 9,906
Current liabilities 5,652 5,429
Non-current liabilities 4,887 5,541
Net assets 13,097 10,700
Statement of operations and comprehensive income 2016 2015

$ $
Sales 42,759 44,587
Mine operating earnings 8,553 6,503
Net earnings (loss) for the year 2,426 (6,062)
Total comprehensive earnings (loss) 2,426 (6,062)
Statement of cash flows 2016 2015

$ $
Net cash from operating activities 11,666 12,973
Net cash used in investing activities (8,473) (18,190)
Distributions to non-controlling interest (351) (100)
Contributions by non-controlling interest 342 1,682
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23. Restricted cash, provision for litigation and subsequent event

During 2016, the Second Judicial District Court of Washoe County, Nevada issued a judgment awarding National
EWP, Inc. (“National”) US$2.3 million in its lawsuit against Mineral Ridge Gold LLC (“MRG”) for additional cost
related to the construction of a water well. The Company and its legal advisors disagreed with both the Court’s
legal conclusions and its factual findings and began the appeals process. To prevent any collection activities
during the pendency of the appeal, MRG was required to provide cash security to the court in the amount of the
judgment of US$2.3 million.

During the early stages of the appeal, Nevada court rules required both parties to attend a settlement conference
with a court-appointed mediator to seek agreeable settlement terms. After negotiation with National in February
2017, the Company determined that it was in its best interest to settle the case for an amount of US$1 million and
end the costly litigation. In February 2017, the cash security provided by MRG to the Court was released. From
the released funds, the settlement amount has been paid to National and the remaining funds have been returned
to MRG. Also during Q1 of 2017, the Company settled another litigation case for $15,000.

Reconciliation of provision for litigation is as follows:

2016 2015

$ $

Balance, opening of year - -
Additions 1,015 -
Balance, end of year 1,015 -

Furthermore, due to the complexity and nature of the Company’s operations, various legal and tax matters arise in
the ordinary course of business. The Company accrues for such items when a liability is both probable and the
amount can be reasonably estimated. In the opinion of management, these matters will not have a material effect
on the consolidated financial statements of the Company.
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