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GENERAL

The following discussion of financial performance, financial condition, cash flows and future prospects
(“MD&A”") should be read in conjunction with the audited consolidated financial statements of Nicola
Mining Inc. (“Nicola” or the “Company”) and notes thereto for the year ended December 31, 2017.

This MD&A for the year ended December 31, 2017 was prepared as of April 25, 2018. Unless otherwise
indicated, all dollar amounts set out herein are expressed in Canadian dollars. Additional information and
filings are available for review on the Company’s SEDAR profile at www.sedar.com.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this MD&A are forward-looking statements, which reflect management's
expectations regarding the future growth, results of operations, performance and business prospects and
opportunities of the Company, including (i) that Nicola or another party may be able to recommence
operations at its Treasure Mountain Project, (ii) that Nicola will be able to close future financings, (iii) that
Nicola will be able to continue to process mill feed in its Merritt Mill for third parties and move towards
commissioning, (iv) that Nicola will be able to sell any of its real estate properties or any other non-core
assets, (v) that Nicola will be able to close future financings to continue exploration of the New Craigmont
Property and (vi) that Nicola will enter into any merger and acquisition transactions. Forward-looking
statements consist of statements that are not purely historical, including any statements regarding beliefs,
plans, expectations or intentions regarding the future. Such statements are subject to risks and
uncertainties that may cause actual results, performance or developments to differ materially from those
contained in the statements. No assurance can be given that any of the events anticipated by the
forward-looking statements will occur or, if they do occur, what benefits the Company will obtain from
them. These forward-looking statements reflect management’s current views and are based on certain
assumptions and speak only as of the date of this MD&A. These assumptions, which include
management’s current expectations, estimates and assumptions about the Company raising sufficient
capital such that it is able to meet its obligations, the Company’s ability to recommence operations,
including refurbishing and modifying the Merritt Mill to produce other metal concentrates, current mineral
property interests, the global economic environment, the market price and demand for silver and other
minerals, the Company’s ability to manage its property interests and operating costs, and the value of its
real property holdings and its non-core assets may prove to be incorrect. A number of risks and
uncertainties could cause the Company’'s actual results to differ materially from those expressed or
implied by the forward-looking statements, including: (1) that Nicola or another party will be unable to
recommence operations at its Treasure Mountain Project and continue operations at its Merritt Mill for any
reason whatsoever, (2) a downturn in general economic conditions in North America and internationally,
(3) volatility and fluctuation in the prices of gold silver, lead, zinc and other metals, (4) volatility and
fluctuation in the price of the Company’'s stock and stock of resource issuers generally, and (5) other
factors beyond the Company’s control. Readers are cautioned that the foregoing list of factors is not
exhaustive.

There is a significant risk that such forward-looking statements will not prove to be accurate. Investors
and shareholders are cautioned not to place undue reliance on these forward-looking statements. No
forward-looking statement is a guarantee of future results. The Company disclaims any intention or
obligation to update or revise any forward-looking statements, whether as a result of new information,
future events or otherwise, except as required by law. Additional information about these and other
assumptions, risks and uncertainties are set out in the section entitled “Risk Factors” below.



This section is qualified in its entirety by the material documents in connection with the CCAA proceeding,
including the Court orders, copies of which have been filed and are available under the Company’s profile
on SEDAR (www.sedar.com).

DESCRIPTION OF BUSINESS

Nicola is a junior exploration and custom milling company that is engaged in the business of identification,
acquisition, and exploration of mineral property interests together with custom milling partnerships at its
Merritt Mill.

PROJECTS
Treasure Mountain Project

Nicola’'s Treasure Mountain Project is located northeast of Hope, British Columbia, approximately 3 hours
from Vancouver, British Columbia. In November 2011, the Company completed the development of the
required infrastructure at the Treasure Mountain Project to begin underground mining on a 10,000 tonne
bulk sample permit. In May 2012, the Company received a mining lease covering 335 hectares of active
workings out of 2,850 hectares of mineral tenures at the Treasure Mountain Project and a Mines Act
permit for the Treasure Mountain Project for the removal of 60,000 tonnes per year of silver/lead/zinc mill
feed from the underground mine and the transfer of the mill feed offsite for processing. The Treasure
Mountain Project has been in care and maintenance since July 26, 2013. The Company intends to keep
the Treasure Mountain Project on care and maintenance and continues to review options for the Treasure
Mountain Project, which includes reviewing merger and acquisition opportunities, future exploration, and
commencing mining activity on level 1 stope 2 of the Treasure Mountain Project. To date, the majority of
the Company’s mineral resources have been classified as Inferred, whereby the economic viability of
such resources cannot be determined. The removal of mineralized material from the Company’s Treasure
Mountain Project is considered an exploration and evaluation activity, and as such, all costs associated
with the removal of this mill feed are expensed as exploration costs. Currently, no value has been
assigned to any stockpiled mineralized material as the removal is considered an exploration and
evaluation activity.

New Craigmont Property

The Company’s claim holdings at the New Craigmont Property (previously called Thule Copper Property)
consist of 20 contiguous mineral claims covering approximately 10,084 hectares (20,898 acres), 10
mineral leases covering approximately 347 hectares (858 acres) known as New Craigmont Property.

On November 19, 2015, the Company entered into an agreement with the former shareholders of the
Company’'s wholly-owned subsidiary, Huldra Properties Inc., pursuant to which the former shareholders
agreed to transfer an aggregate of 499 common shares of the Company’s subsidiary, Thule Copper
Corporation (“Thule”), to the Company. The acquisition of the 499 shares in Thule resulted in the
Company becoming the sole shareholder of Thule. In consideration of the foregoing, the Company
agreed to grant to Aberdeen Ventures Inc., one of the former shareholders, a 2.0% net smelter royalty
with respect to certain mineral claims and leases held by Thule.

On June 29, 2016, the Company commenced a diamond drill program on the New Craigmont Property
focusing in on three key target zones: Craigmont East - the Eric; Craigmont Central - the Titan Queen
Zone, and; Craigmont West — the Embayment. On September 7, 2016, the Company announced a
significant copper mineralization intersection of 1.11% copper over 85.92 metres in THU-002, through the
Craigmont West - Embayment Zone, located approximately 1 km northwest of the past-producing
Craigmont Mine. The drilling results indicates the Craigmont West - Embayment Zone to be a fault-offset,
westward continuation of the skarn zone that hosts the Craigmont Mine deposit. On December 14, 2016,
the Company issued 3,500,000 flow-through shares for gross proceeds of $700,000 to conduct a
diamond drill program on its New Craigmont Property during 2017.



On January 23, 2017, the Company announced results of historic and resampled diamond drill core from
Hole S-100 which was originally drilled in January of 1978 and is on the Craigmont West - Embayment
Zone. The results of the historic sampling of S-100 include sections of 0.92% Cu over 61.9 metres within
a section of 116.7 metres grading 0.54%. A Notice of Work exploration permit application was filed with
the Ministry of Energy, Mines & Petroleum Resources in April of 2017 with the purpose to determine
continuity of mineralization further west along strike and at depth from THU-002 and S-100. The
porphyry-deposit style alteration and mineralization encountered in drilling at the Titan Queen Zone in
2016 was followed by geological mapping in the fall of 2016 to help delimit an exploration target area.

In April of 2017 a Notice of Work application was filed with the Ministry of Energy, Mines & Petroleum
Resources to conduct and exploration program by utilizing an Induced Polarization (“IP”) geophysical
survey and a drill program (if warranted by IP survey results). The Company commissioned Dr. J. Lajoie,
a geophysicist with extensive experience with IP surveys and data interpretation to review historical 3-
dimensional IP survey data from the Promontory Hill area collected in 2005 by Frontier Geosciences Inc.
The Promontory Hill area is located approximately 500 metres southwest of the Craigmont Mine open pit.
The review necessitated re-processing historical data and revision to the original chargeability and
resistivity inversion models. Re-processed data revealed a chargeability anomaly that was not evident in
the original processed data. Scott Geophysics Ltd was engaged to conduct a 2-dimensional IP survey in
July 2017 to validate the anomalies present in the re-processed historical data. The new survey
comprised of a total of eleven line kilometres in two east-west lines and one north-south line confirmed a
clear anomaly located approximately 100 metres below surface. In his technical Report dated July 15,
2017, Dr. J. Lajoie stated:

“The geophysical signatures accumulated thus far in the program are suggestive of the higher
reaches of a porphyry system, with the Craigmont skarn deposit being the distal expression of
that. In such systems, the strongest IP highs are commonly due to higher concentrations of
pyrite, with the Cu mineralization located elsewhere within more moderate IP.”

During July 2017, lithologic and mineral alteration mapping was conducted over the Craigmont West -
Promontory Hill by F Devine (PGeo), and previously unrecognized silica-pyrite alteration corresponding to
the low magnetic area, possibly increasing in intensity to the south west was outlined. The newly
identified 1P chargeability anomaly, previously unrecognized silica-pyrite alteration, and the overall
increase alteration intensity towards known occurrences of a diorite (termed the Coyle Diorite) 2 km along
trend to the south-west opens the possibility of a previously unrecognized porphyry target is located in the
Craigmont West - Promontory Hill area of the New Craigmont Property.

On November 10, 2017 the Company announced results on three additional IP surveys on the Craigmont
Central - Titan Queen, Craigmont West — Embayment and the Promontory Hill zones. Results of the Titan
Queen IP survey provided significant insight into the geophysical expression of the Craigmont West -
South Embayment Zone, a previously unexplored anomaly, and the ability to view historic underground
mineralized sections and the Craigmont West - Embayment Zone via IP survey augments the ability to
accurately target mineralization in future drill programs. The increasing strength of the anomaly towards
the west aligns with historic interpretation of the Craigmont West - Embayment target as the offset of the
Craigmont body continuing west.

On September 18, 2017 the Company announced results of Reverse Circulation drill program (“RC
Program”) on waste piles located at 3060-Craigmont portal. The program was designed to evaluate the
copper grade and volume of the historical material excavated from underground workings of the
Craigmont Mine. Results of the RC Program confirm significant copper mineralization in the material
sampled by drilling. The program demonstrated the viability of using RC drilling to obtain reliable samples
of unconsolidated dump material for tonnage and grade estimation. In addition, underground mining
techniques allow for more controlled excavation and precise grade control than large-scale open pit
mining. Therefore, the material sampled in the RC program is considered to be low grade mineralization
external to what was deemed economic mineralization during historical mining. This suggests some of the
strip material placed in the larger waste piles from the open pit is representative of a similar low-grade
mineralization halo. On January 12, 2018 the Company received the required permitting to commence



RC Drilling on the approximate 80-90 million tonnes of waste piles surrounding the historic Craigmont
Mine in 2018.

The Company received the Notice of Work (filed in April of 2017) effective September 1, 2017 to August
31, 2018. The Notice of Work permit and drilling on the Craigmont West - Embayment target were
delayed due to the severe bush fires experienced throughout BC during the 2017 summer. Drilling on the
Craigmont West - Embayment Zone commenced in late September of 2017 designed to test for continuity
at depth and along the west-striking zone of skarn-type alteration and copper mineralization encountered
in historical drill holes and more recently in DDH-THU-002. On December 21, 2017 the Company
announced the first four holes of the 2017 Exploration Program all successfully intersected skarn
alteration, including previously untested segments of the Craigmont West - Embayment zone increasing
the strike length by 250 metres and it remains open to the west and at depth. On January 12, 2018 the
Company completed a fifth hole of the 2017/2018 Exploration Program, which intersected the skarn
alteration expanding the skarn zone to over 400 metres in length from the previously announced 250
metres. On February 18, 2018 the Company released grades on continued Craigmont West - Embayment
Zone expansion that included holes NC-2018-01 with 0.6% copper over 71.4m, including 1.4% copper
over 16m, and NC-2017-01 with 0.3% copper over 32m, and including 0.6% copper over 10m. The
Craigmont West - Embayment Zone is still open at depth and to the west and additional drilling will be
required to test the continuity and extent along strike and down dip. On April 2, 2018 the Company
announced the final hole NC-2018-03 from 2017/2018 program that intersected 100.6 metres at 1.33%
Cu including 40.2m at 2.52% Cu and 15.0m grading 5.18% Cu. The Company subsequently changed the
name of Embayment to Craigmont West to denote the westward extension of the mineralized skarn
mined during the historic Craigmont open pit and underground mine. The Company in second quarter of
2018 will integrate recent drilling results with historical data to develop a follow-up diamond drill program
designed to expand the mineralization zone encountered in the 2017/2018 drill program and test other
targets identified within the Craigmont West Zone.

On December 15, 2017 a Notice of Work application was filed with the Ministry of Energy, Mines &
Petroleum Resources to conduct a diamond drill program on Promontory Hill, as follow up to the IP
geophysical survey and mapping conducted during 2017.

On December 22, 2017 the Company issued 10,262,500 flow-through shares for gross proceeds of
$2,052,500 to continue diamond drill program on Craigmont West - Embayment Zone, conduct diamond
drill program on Craigmont West - Promontory Hill, RC Drilling on the 80-90 million tonne waste piles
surrounding the historic Craigmont pit, and diamond drill program around the historic Craigmont pit to
confirm historic grades and hope to increase the size of the Craigmont West shell.

Merritt Mill

Nicola’'s Merritt Mill is located 14 km northwest of Merritt, British Columbia, approximately 3 hours from
Vancouver, British Columbia. The Merritt Mill and property consists of $8.00 MM for cost of land (900
acres of freehold land), $21.6 MM for the cost of the mill and related infrastructure, and $1.8 MM for cost
of construction of a fully lined tailings facility. The Merritt Mill was constructed during 2012, and operated
from November 2012 to July 26, 2013. The Merritt Mill was permitted for 200 tonne per day
silver/lead/zinc processing plant to process mill feed from Treasure Mountain Project.

On July 31, 2015, the Company filed a permit amendment application to the existing Mines Act permit for
custom milling at the Merritt Mill. The British Columbia Mines Act custom milling operations permit was
received on April 18, 2016. It allows the Company to enter into third party custom milling contracts and
enables it to mill up to 200 tonnes per day at its Merritt Mill. During fiscal 2016, the Company commenced
testing custom milling, processing approximately 6,000 tonnes material received from Gavin Mines with
the purpose of moving the Merritt Mill towards commissioning. On August 2, 2016, the Company
commenced shipping gold and silver concentrates milled from the Gavin Mines mill feed and entered into
an off take agreement with MRI Trading AG. On September 15, 2016, the Company shipped a total of
190 dry metric tonnes of gold and silver concentrate grading approximately 100 grams Au and 606 grams
Ag per tonne, for an aggregate total of approximately 610 troy ounces Au and 3,702 troy ounces Ag. On



January 10, 2017, the Company shipped a further 296 dry metric tonnes of gold and silver concentrate
grading 97 grams Au and 535 grams Ag per tonne, for an aggregate total of approximately 925 troy
ounces Au and 5,102 troy ounces Ag. For the year ended December 31, 2016, the Company received
$1,088,255 in recoveries from the sale of concentrate and incurred sales and processing costs of
$867,741 after distributing proceeds to Gavin Mines under terms of the Milling and Profit Share
Agreement post final payment based on confirmation of grade and weight.

On April 6, 2017, the Company entered into a long-term Mining and Milling Profit Share Agreement with
Gavin Mines. The mill feed will be material mined from Gavin Mine’s Dome Mountain, which is located
near Houston, British Columbia. Gavin Mines has agreed to ship up to 40,000 tonnes of mill feed per year
to the Merritt Mill. The Company carried out extensive modifications during 2017 and continued into
2018 in readiness for recommencement of testing in 2018. The Company on November 8, 2017 entered
into a mining and milling profit share agreement with AMA Gold Exploration that recently received a bulk
sample permit allowing for extraction of an initial 10,000 tonnes from the Dancer 3 Mineral Claim Tenure,
located in Sechelt Peninsula, Vancouver Mining Division Region.

The Merritt Mill has to date not been successfully commissioned.
RESULTS of OPERATIONS and FINANCIAL CONDITION

This review of the Company’s results of operations should be read in conjunction with the audited
consolidated financial statements of the Company for the years ended December 31, 2017 and 2016.

SELECTED ANNUAL INFORMATION

The following table summarizes selected consolidated financial information for the Company’s three most
recently completed financial years. All amounts shown are stated in Canadian dollars in accordance with
IFRS.

Dec 31, 2017 Dec 31, 2016 Dec 31, 2015
% (%) ®)

Net Loss (4,760,569) (4,260,374) (3,662,486)
Loss from Continuing (0.03) (0.03) (0.04)
Operations
(basic and diluted)®
Total assets 13,246,280 11,808,828 8,022,967
Total non-current financial 9,876,220 5,057,368 8,573,813
liabilities

Year Ended December 31, 2017

During the year ended December 31, 2017, the Company recorded a net loss and comprehensive loss of
$4,760,569 compared to a net loss and comprehensive loss of $4,260,374 for the comparable period of
2016.

Operating expenses for the year ended December 31, 2017 increased to $3,506,395 from $2,631,528.
The significant fluctuations between the two periods included increases in exploration costs to $922,355
in the year to December 31, 2017, from $524,783 for the comparable period in 2016, mill costs increased
to $758,050 in the year to December 31, 2017, from $635,054 for the comparable period in 2016,
accretion of asset retirement obligation increased to $70,964 in the year to December 31, 2017 from $Nil
for comparable period in 2016, share-based compensation increased expense to $871,032 in the year to
December 31, 2017 from $552,248 for the comparable period in 2016, and professional fees increased to



$184,717 in the year to December 31, 2017 from $149,731 for the comparable period in 2016. These
were partially offset by decrease in consulting fees to $355,054 from $484,446.

Other movements during the year ended December 31, 2017 included:

e Finance costs increased to $1,858,966 in the year to December 31, 2017 from $1,637,352 for the
comparable period in 2016. The increase related to an increase in the interest rate to 12% (2016
10%) resulting in increased interest for First Tranche Convertible Debentures of $840,106 for
year ended December 31, 2017 compared to $700,088 for the comparable period in 2016.

e Gravel and Ash Management Contract income totalled $187,756 during the year ended
December 31, 2017 compared to $25,918 during the comparative period. This increase was due
to the new Ash Management Contract as discussed above.

e During the year ended December 31, 2017 the Company recognized a loss of disposal of
property plant and equipment of $Nil compared to $141,849 during the comparative period.

e During the year ended December 31, 2017, flow-through premium recovery increased to
$113,665 compared to $38,500 for the comparable period. This increase related to the flow-
through financings completed, the allocated flow-through premium and the expenditures incurred;
and

e The Company recognized deferred tax recovery of $303,371 for year ended December 31, 2017
compared to $Nil for the comparative period. The Deferred tax recovery of $303,371 resulted
from the tax recovery on the equity component on the extension of convertible debt and warrant
valuation associated with the convertible debt of the First Tranche Debentures from November
21, 2017.

FOURTH QUARTER RESULTS

During the three months ended December 31, 2017, the Company recorded a net loss and
comprehensive loss of $1,482,562 compared to a net loss and comprehensive loss of $929,531 for the
comparable period of 2016.

Operating expenses for the three months ended December 31, 2017 increased to $1,487,811 from
$331,246 for the comparable The significant fluctuations between the two periods were increases in
exploration costs to $542,561 in the three months to December 31, 2017 from $44,354 in the three
months ended December 31, 2016. Mill costs increased from a recovery of $78,867 net of concentrate
recoveries for the three months to December 31, 2016 to $118,490 in the three months to December 31,
2017 due to ongoing modifications to the Merritt Mill and mill in care and maintenance. Share-based
compensation expenses increased to $463,989 in the three months to December 31, 2017 from $56,695
in the three months to December 31, 2016.

Other movements during the quarter ended December 31, 2017 included:

¢ Finance costs for the three months to December 31, 2017 were $557,432 compared to $550,731
during the comparative period

e During the three month period ended December 31, 2017 the Company recognized a loss of
disposal of property plant and equipment of $Nil compared to $149,074 during the comparative
period.

e Gravel and Ash Management Contract income totalled $182,174 during the three months period
ended December 31, 2017 compared to $13,796 during the comparative period. This increase
was due to the new Ash Management Contract as discussed above.



SELECTED QUARTERLY RESULTS

The following table provides selected unaudited financial information for the most recent eight quarters.
All amounts shown are stated in Canadian dollars in accordance with IFRS.

December September June 30, March 31, December September June 30, March 31,
31, 2017 30, 2017 2017 2017 31, 2016 31, 2016 2016 2016
) ) ) ) ) ) %) )

Net loss (1,482,562) | (1,515,621) (905,986) (864,400) (929,531) (1,436,192) | (1,184,810) (710,895)
Loss per
share from
continuing
operations (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
(basic and
diluted)®

The decrease in net loss for the quarter ended December 31, 2017 compared to quarter ended
September 30, 2017 was due to deferred tax recovery of $303,371 (2016 - $Nil) recognized from the
equity component on First Tranche Convertible Debentures in November 21, 2017, offset by increased
exploration costs due to delays to bush fires experienced in BC during 2017 summer to $542,561 from
$225,361 for quarter ended September 30, 2017.

The increase in net loss for the quarter ended September 30, 2017 compared to quarter ended June 30,
2017 was due to New Craigmont Property exploration program with drilling, mapping and IP projects,
continued upgrades and repairs to Merritt Mill, and share-based compensation of $407,043 with issuance
of stock options.

The increase in net loss for the quarter ended June 30, 2017 compared to quarter ended March 31, 2017
was due to New Craigmont Property exploration program with commencement of mapping and IP
projects, and continued modifications to the Merritt Mill in preparation for processing the Gavin Mines mill
feed.

The decrease in net loss for quarter ended March 31, 2017 compared to quarters ended December 31,
September 30 and June 30, 2016 was due to the completion of both the exploration program at New
Craigmont Property in September 2016 and testing of the approximately 6,000 tonnes milling and
smelting profit share agreement with Gavin Mines into mid-November, 2016.

The decrease in net loss for quarter ended December 31, 2016 compared to quarter December 31, 2015
was due to reduced finance costs, and care and maintenance costs at Merritt Mill.

The increase in net loss for the quarters ended June 30 and September 30, 2016 compared to the
quarters ended June 30, and September 30, 2015 was due to testing at the Merritt Mill together with the
New Craigmont Property diamond drilling program during 2016. An extensive reclamation program was
completed at the Treasure Mountain Project in September 2016. Additional issuance of stock options,
share based compensation, and consulting fees reflect continued marketing of the Company to the
financial community culminating in raising significant working capital during 2016.

The decrease in net loss for the quarter ended March 31, 2016 compared to the quarter ended December
31, 2015 was largely due to increased finance costs incurred in the December 2015 quarter with respect
to the Debentures due to increasing the interest rate from 10% to 12% and payment in shares for the first
year term of the Debentures. In addition, the consulting fees, regulatory and transfer agent fees increased
in the quarter ended December 31, 2015 due to the November 2015 financing, restructuring of the
Waterton debt obligation, and exiting CCAA.




SUBSEQUENT EVENTS

a) The Company issued 1,150,000 common shares at a price of $0.15 for gross proceeds of
$172,500 in connection with the exercise of 1,150,000 share purchase warrants due March 22,
2018. A total of 159,999 share purchase warrants expired unexercised.

b) The Company issued 2,690,000 common shares at a price of $0.15 for gross proceeds of
$403,500 in connection with the exercise of 2,690,000 share purchase warrants due April 29,
2018. A further 600,000 warrants were exercised at a price of $0.15 for proceeds of $90,000
which is still to be received.

c) A total of 39,000 stock options expired February 25 and 27, 2018. A total of 50,000 stock options
expiring on July 10, 2021 were cancelled.

d) The Company issued 68,181 common shares on conversion of $15,000 principal of First Tranche
Secured Convertible Debentures at an exercise price of $0.22.

FINANCING, LIQUIDITY and CAPITAL RESOURCES

As of December 31, 2017, the Company had a working capital deficiency of $3,603,352 that included
cash and cash equivalents of $2,493,885 as compared to a working capital deficiency of $8,587,430 and
cash and cash equivalents of $1,916,458 as at December 31, 2016. The working capital deficiency is
attributable to the cash requirements needed to operate the Company during 2017, expenditures relating
to the flow-through exploration program on the New Craigmont Property, modifications to the Merritt Mill,
Waterton Debt in the amount of $1,291,521 due in November, 2018 and Secured Convertible Debenture
in the amount of $254,161 due in May 2018.

Cash used in operating activities for the year ended December 31, 2017 was $2,148,568 compared to
$2,340,614 for the year ended December 31, 2016. Despite an increase in mill operations and exploration
during the year, the decrease in cash used in operating activities is due to the collections on accounts
receivables and receipts from gravel and ash management income.

Cash used by investing activities was $823,739 for the year ended December 31, 2017 compared to
$155,295 for the year ended December 31, 2016. The Company continued modifications and purchase of
equipment during the year at the Merritt Mill and reclamation expenditures to Merritt Mill site. During the
year ended December 31, 2017 the Company purchased property, plant and equipment of $632,470
(2016 - $480,902) and incurred reclamation expenditures of $191,269 (2016 - $nil). During the year
ended December 31, 2016 the property plant and equipment purchases were offset by $108,623 from the
proceeds on the disposal of property, plant and equipment and from recoveries from sales of concentrate
of $220,484.

Cash provided by financing activities was $3,549,734 for the year ended December 31, 2017 compared
to $3,945,359 for the year ended December 31, 2016. During the year ended December 31, 2017:

e Stock options and share purchase warrants were exercised during the year for proceeds of
$1,709,934; and

e On December 22, 2017 the Company closed a non-brokered flow-through private placement
financing for net proceeds of $1,906,474.



The Company had the following major cash obligations as of December 31, 2017:

e Repayment of the amount owing to Waterton in the amount of $1,291,521, which is due in
November 2018, and

e Repayment of amounts owing to holders of the Second Tranche Secured Convertible Debentures
in the amount of $254,161, which is due in May 2018.

As at December 31, 2017, the Company had an accumulated deficit of $83,182,982 (December 31, 2016
$78,422,413) and a working capital deficiency of $3,603,352 (December 31, 2016 - $8,587,430).
However, additional funds will be needed for the development of the Treasure Mountain Project, the New
Craigmont Property and Merritt Mill. Realization values may be substantially different from carrying values
as shown and the Company’s consolidated financial statements which do not give effect to adjustments
that would be necessary to the carrying values and classification of assets and liabilities should the
Company be unable to continue as a going concern. Further, the failure to make the payments
outstanding to Waterton could materially change the carrying amounts and classifications reported in the
consolidated financial statements.

The consolidated financial statements for the year ended December 31, 2017 were prepared using IFRS.
These consolidated financial statements have been prepared on a going concern basis, which assumes
that the Company will be able to realize its assets and discharge its liabilities in the normal course of
business for the foreseeable future. However, there are substantial payment obligations remaining in
connection with Waterton debt loan and the subordinated secured convertible debentures and, as such,
there is substantial doubt regarding the realization of assets and discharge of liabilities. Due to the
amendment and extension to the Secured Convertible Debentures due November 21, 2017 and extended
to November 21, 2019 dated November 27, 2017, and the various financings completed between
November 2015 and December 2017, testing milling operations at the Merritt Mill in June 2016 till
November 2016, and successful flow-through financing in December, 2017 for continued New Craigmont
Property exploration in 2018, management believes that these actions make the going concern basis
determination appropriate. However, there are substantial payments remaining to Waterton and the
holders of the secured convertible debentures, and accordingly substantial doubt exists as to whether the
Company will be able to continue as a going concern. Further, it is not possible to predict whether the
actions taken in the restructuring, financing and operational activities will result in improvements to the
financial condition of the Company sufficient to allow it to continue as a going concern. If the Company
were to be forced into bankruptcy resulting in the liquidation of its assets, adjustments would be
necessary to the carrying amounts and/or classification of assets and liabilities, in the Company’s
consolidated financial statements. If the “going concern” assumption were not appropriate for such
financial statements, then significant adjustments would be necessary in the carrying amounts and/or
classification of assets and liabilities.

Subordinated Secured Convertible Debenture Financing and Maturity
The Company on November 21, 2017, announced the Exchange approved an amendment to the First

Tranche Secured Convertible Debentures (the “Debentures”) issued on November 21, 2014 for the
following:
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e the Conversion Price of the Debentures be reduced from $0.275 per share to $0.22 per share;
o the Maturity date will be extended from November 21, 2017 to November 21, 2019;

e the exercise price of the 7,000,882 Warrants (representing 3.0% on a fully diluted basis) be
reduced from $0.50 to $0.275, with a forced conversion in the event that the shares trade at
above $0.3475 for at least 10 trading days; and

e the expiry date of the 7,000,882 Warrants be extended from November 21, 2018 to November 21,
20109.

The Company on November 23, 2017 settled the interest owing on the first tranche Debentures issued
November 21, 2014 by issuing 4,941,799 Shares at a price of $0.17 per Share in settlement of $840,106
as if the interest rate was 12%.

The Second Tranche Secured Convertible Debentures issued May 20, 2015 in the aggregate principal
amount of $250,000 mature and are repayable on May 20, 2018 together with accrued interest. The
Company intends to amend the Second Tranche debentures by the following: the conversion price will be
reduced to $0.22 from $0.275, the maturity date will be extended from May 20, 2018 to May 20, 2020,
and the exercise price of the 250,000 warrants be reduced from $0.50 to $0.275, with a forced conversion
in the event that the Shares trade at or above $0.3475 for at least 10 consecutive trading days.

Repayment of Waterton Debt

The Waterton aggregate debt principal of $1,287,500 matures and is repayable on November 24, 2018,
together with accrued interest.

Flow-Through Share Obligation

The Company in December 2012 filed for a renunciation of Canadian Exploration Expenses (“CEE") of
$3,940,786 and $1,864,693 under the so-called look-back rule for a total of $5,805,479. Following an
audit conducted by Canadian Revenue Agency (“CRA") during 2017, CRA disallowed amounts totalling
$5,805,479 on the basis that the Company commenced mining and or commercial production in mid-2012
with the result that the CEE cannot be renounced. The CRA’s position is completely not in keeping with
the facts and the Company intends to vigorously dispute it. The Company intends to file a notice of
objection in the manner and within the time prescribed by the Income Tax Act (Canada).

Asset Retirement Obligation

As part of the acquisition of Craigmont Holdings Ltd., the Company estimates the reclamation costs
associated with the Merritt Mill to be $3,808,731 (2016 - $3,993,425). During the year ended December
31, 2017 the Company reviewed the estimates and revised the term of obligation and estimated it will
settle these obligations over 15 years (2016 — 30 years).

During the year ended December 31, 2017 the Company incurred reclamation expenditures of $191,269
(2016 — $Nil), recorded accretion expense of $70,964 (2016 — $Nil)) and as at December 31, 2017 has an
estimated asset retirement obligation of $3,456,202 (2016 - $3,032,748). The Merritt Mill reclamation
costs were adjusted using a long-term inflation rate of 1.6% (2016 — 1.4%) and then discounted using a
risk-free rate of 2.26% (2016 — 2.34%). In order to obtain its Merritt Mill permit, the Company has posted
collateral of $700,000 with the government to date.

As part of the ongoing reclamation the Company on September 18, 2017 entered into a thirty-year ash
management contract (the “Agreement”) with Merritt Operations Services Limited Partnership. Under the
Agreement the Company plans to accept up to 7,500 dry tons per year of ash generated from burning
renewable wood for a fee that includes escalation clauses. The Company plans to apply for an
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amendment to the Company’s Mine Permit M-68 during 2018 to blend the ash with fill soil, and plant
seeds to assist with the remediation of the Merritt Mill site. In the interim the ash and fill soils are being
blended as part of the ongoing remediation of the Company’s operating sand and gravel pit.

OUTLOOK

The Company continues to consider rationalizing its non-core assets, moving towards leveraging the
value of its core assets in an effort to generate operational cash flow. The Company continues to develop
the New Craigmont Property exploration drill program through testing high grade structures, RC drilling of
the waste stockpiles, diamond drilling the mineralised halo surrounding the historic Craigmont open pit
mine, and undertake further mapping and IP surveys.

Merritt Mill

On April 6, 2017, the Company entered into a long-term Mining and Milling Profit Share Agreement with
Gavin Mines. The mill feed will be material mined from Gavin Mine’s Dome Mountain, which is located
near Houston, British Columbia. Gavin Mines has agreed to ship up to 40,000 tonnes of mill feed per year
to the Merritt Mill. The Company continued to make modifications to the Merritt mill throughout 2017 and
into 2018 and is hopeful of recommencing testing in 2018.

New Craigmont Property

On December 15, 2017 a Notice of Work application was filed with the Ministry of Energy, Mines &
Petroleum Resources to conduct a diamond drill program on the Promontory Hill area as follow-up to the
Induced Polarization (IP) geophysical survey and mapping conducted during 2017.

On December 22, 2017 the Company issued 10,262,500 flow-through shares for gross proceeds of
$2,052,500 to continue diamond drill program on Craigmont West - Embayment Zone, conduct diamond
drill program on Promontory Hill, RC Drilling on the 80-90 million tonne waste piles surrounding the
historic Craigmont pit, which had a cut-off grade of 0.7% Cu and diamond drill program around the
historic Craigmont pit to confirm historic grades and hope to increase the size of the Embayment shell.

The Company on January 12, 2018 announced it has received the required permitting to commence RC
drilling program on the approximate 80-90 million tonnes of waste piles surrounding the historic
Craigmont Mine. The goal of the RC drilling program is to better understand copper grades in the waste
stockpiles and produce a resource estimate with CIM Definition Standards subject to initial RC drilling
program results. The Company is currently tendering RC drilling contracts and hopes to commence RC
program in May 2018.

The Company on January 12, 2018 announced the strike extent of the Craigmont West - Embayment
Skarn Zone to 400 metres and established the true width reaching 150 metres. On February 28, 2018 the
Company announced highlights from the 2017-2018 winter drilling program that include hole NC-2018-01
with 0.6% copper over 71.4 metres, including 1.4% copper over 16 metres. On April 2, 2018 the
Company announced the final hole NC-2018-03 from 2017/2018 program that intersected 100.6 metres
at 1.33% Cu including 40.2m at 2.52%Cu and 15.0m grading 5.18% Cu. The Company has changed the
name of Embayment to Craigmont West to denote the westward extension of the mineralized skarn
mined during the historic Craigmont open pit and underground mine. The Company in second quarter of
2018 will integrate recent drilling results with historical data to develop a follow-up diamond drill program
designed to expand the mineralization zone encountered in the 2017/2018 drill program and test other
targets identified within the Craigmont West Zone.
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RELATED PARTY TRANSACTIONS

Key management personnel are those persons having authority and responsibility for planning, directing
and controlling the activities of the Company, directly or indirectly, and consist of its directors, the Chief
Executive Officer and the Chief Financial Officer.

During the years ended December 31, 2017 and 2016, the Company incurred the following expenditures
to related parties:

Year ended December 31
2017 2016
% %
Consulting fees paid or accrued to directors (i) 234,075 190,000
Salaries and benefits (ii) 145,000 103,000
Share-based compensation 350,880 334,008

(i) Peter Espig, Chief Executive Officer and director of the Company is paid a consulting fee of $15,000 per month, a $20,000
bonus and additional consulting fee $34,075 in 2017 (December 31, 2016 $10,000).

(i) Warwick Bay, Chief Financial Officer, is paid a salary of $120,000, a bonus of $10,000 and accrued vacation pay $15,000.

Included in accounts payables as at December 31, 2017 was $15,000 (December 31, 2016 - $1,450 —
Peter Espig) due to Warwick Bay.

As at December 31, 2017, there was a balance of $15,000 (2016 - $Nil) in prepaid expenses to Peter
Espig.

All related party transactions are in the normal course of business and are measured at the exchange
amount.

OUTSTANDING SHARE DATA

e Authorized and issued share capital as at April 25, 2018:

Class Par Value Authorized Issued Number

Common No par value Unlimited 194,835,931

e As at April 25, 2018, there were 8,000,000 stock options outstanding.
e As at April 25, 2018, there were 31,916,721 warrants outstanding.
OFF BALANCE SHEET ARRANGEMENTS

The Company does not have any off balance sheet arrangements which may affect its current or future
operations or conditions.

CHANGES IN ACCOUNTING POLICIES

The following is an overview of accounting standard changes the Company will be required to adopt in
future years. The Company will not adopt any of these standards before their effective dates. The
adoption of these standards is not expected to have a material impact on the Company’s consolidated
financial statements. Some updates that are not applicable or are not consequential to the Company may
have been excluded from the list below.



13

IFRS 9 Financial Instruments introduces new requirements for the classification and measurement of
financial assets. IFRS 9 requires all recognized financial assets that are within the scope IAS 39 Financial
Instruments: Recognition and Measurement to be subsequently measured at amortized cost or fair value.
Specifically, financial assets that are held with a business model whose objective is to collect the
contractual cash flows, and that have contractual cash flows that are solely payment of principal and
interest on the principal outstanding, are generally measured at amortized cost at the end of subsequent
accounting periods. All other financial assets including equity investment are measured at their fair values
at the end of subsequent accounting periods.

IFRS 9 are effective for annual periods beginning on or after January 1, 2018 and will be adopted initially
for condensed consolidated interim financial statements for the three months ended March 31, 2018. The
Company has determined that this new standard does not have a significant impact on its consolidated
financial statements other than increased note disclosure.

IFRS 15 Revenue from contracts with customers will replace IAS 18 — Revenue, IAS 11 — Construction
contracts, and related interpretations on revenue. IFRS 15 sets out the requirements for recognizing
revenue that apply to all contracts with customers, except for contracts that are within the scope of the
standards on leases, insurance contracts and financial instruments. IFRS 15 uses a control based
approach to recognize revenue which is a change from the risk and reward approach under the current
standard. Companies can elect to use either a full or modified retrospective approach when adopting this
standard and it is effective for annual periods beginning on or after January 1, 2018.

IFRS 15 will initially be adopted for condensed consolidated interim financial statements for the three
months ended March 31, 2018. The Company has determined that this new standard does not have a
significant impact on its consolidated financial statements other than increased disclosure.

IFRS 16 Leases, the new leases standard, is effective for periods beginning on or after January 1, 2019.
Early adoption is permitted for companies. The Company does not intend to early adopt IFRS 16 and has
not yet fully evaluated the impact of this new standard however the impact is not expected to be material.

FINANCIAL INSTRUMENTS
Fair Value
The Company records certain of its financial instruments at fair value using various techniques. These
include estimates of fair values based on prevailing market prices (bid and ask prices, as appropriate) for
instruments with similar characteristics and risk profiles or internal and external valuation models, such as
discounted cash flow analyses, using, to the extent possible, observable market-based inputs.
The financial instruments have been characterized on a fair value hierarchy based on whether the inputs
to those valuation techniques are observable (inputs reflect market data obtained from independent
sources) or unobservable (inputs reflect the Company’s market assumptions).
The three levels of fair value estimation are:
Level 1 — quoted prices in active markets for identical instruments.
Level 2 — quoted prices in active markets for similar instruments; quoted prices for identical or similar
instruments in markets that are not active; and model-derived valuations in which all significant inputs

and significant value drivers are observable in active markets.

Level 3 — valuations derived from valuation techniques in which one or more significant inputs or
significant value drivers are unobservable.
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RISK EXPOSURE and MANAGEMENT
Overview

The Company has exposure to risks of varying degrees of significance which could affect its ability to
achieve its strategic objectives. The principal financial risks to which the Company is exposed are credit
risk, liquidity risk, metal price risk, and currency risk.

Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its obligations. The Company’s maximum exposure to credit risk at the balance
sheet date under its financial instruments is approximately $2.5 million.

All of the Company’s cash is held with a major financial institution in Canada and management believes
the exposure to credit risk with respect to such institutions is not significant. Those financial assets that
potentially subject the Company to credit risk are primarily receivables. The Company considers the risk
of material loss to be significantly mitigated due to the financial strength of the parties from whom the
receivables are due, including government organizations.

Interest Rate Risk

The Company’s financial assets exposed to interest rate risk consist of cash and short-term investment
balances. The Company’s current policy will be to invest excess cash in investment-grade short-term
deposit certificated issued by banking institutions. The Company periodically monitors the investments its
makes and is satisfied with credit ratings of its banks.

Liquidity Risk

Liquidity is the risk that the Company will not be able to meet its obligations associated with financial
liabilities. The Company has a planning and budgeting process in place by which it projects the funds
required to support its operations as well as care and maintenance, and if warranted, the exploration and
development of its Treasure Mountain and New Craigmont properties, and continuing custom milling
operations at its Merritt Mill.

There is no assurance that the Company will operate profitably or will generate positive cash flow in the
future. The Company has a significant working capital deficiency, no history of profitable operations and
no assurance that additional funding will be available to it for further exploration and development of the
Treasure Mountain and New Craigmont properties and milling operations at its Merritt Mill. The Company
may also need further financing if it decides to obtain additional mineral properties. As such, the
Company is subject to many risks common to exploration enterprises, including undercapitalization, cash
shortages and limitations with respect to personnel, financial and other resources and lack of revenues.
Although the Company has been successful in the past in obtaining financing through credit facilities or
the sale of equity securities, there can be no assurance that the Company will be able to obtain adequate
financing in the future or that the terms of such financing will be favorable. Such means of financing
typically result in dilution of the positions of existing shareholders, either directly or indirectly. Failure to
obtain additional financing could result in the delay or indefinite postponement of further exploration and
development of the Treasure Mountain and New Craigmont properties or the loss or substantial dilution of
any of its property interests.

Foreign Exchange Rate Risk

The Company currently is not subject to significant foreign exchange risk.
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Capital Management

The Company considers capital to be the elements of shareholders equity. The Company’s primary
objectives in capital management are to safeguard the Company’s ability to continue as a going concern
in order to provide returns for shareholders and to maintain sufficient funds to finance the exploration and
development of its mineral property interests and Merritt Mill operations. The Company manages its
capital structure to maximize its financial flexibility making adjustments to it in response to changes in
economic conditions and the risk characteristics of the underlying assets and business opportunities. The
Company does not presently utilize any quantitative measures to monitor its capital and is not subject to
externally imposed capital requirements. There has been no changes to the management of capital
during the current fiscal year.

The following is a summary of the maturities for the Company’s non-derivative financial liabilities as at
December 31, 2017:

Less than 30 days to 1 year to More than
30 days 1 year 2 years 2 years
(%) (%) (%) (%)
Accounts Payable and Accrued Liabilities 146,468 435,133 Nil Nil
Waterton debt loan Nil 1,291,521 Nil Nil
Secured convertible debentures Nil 254,161 Nil 5,914,918
TOTAL: 146,468 1,980,815 Nil 5,914,918

RISK FACTORS and UNCERTAINTIES
The Company may be unable to meet its liquidity requirements for operations

There can be no assurance that the amounts of cash from operations, together with amounts raised
through financings will be sufficient to fund the Company’s ongoing operations and care and maintenance
program. If these amounts are insufficient to meet the Company’s liquidity requirements, it may have to
seek additional financing. There can be no assurance that such additional financing would be available
or, if available, offered on acceptable terms. Failure to secure any necessary additional financing would
have a material adverse impact on the Company’s continued operations and viability.

Mineral Exploration and Development Activities are Inherently Risky

The business of exploration for minerals and mining involves a high degree of risk. Few properties that
are explored are ultimately developed into mineral deposits with significant value. Unusual or unexpected
ground conditions, geological formation pressures, fires, power outages, labour disruptions, flooding,
earthquakes, explorations, cave-ins, landslides and the inability to obtain suitable adequate machinery,
equipment or labour are other risks involved in the operation of mines and the conduct of exploration
programs. There are also physical risks to the exploration personnel working on the site of a mineral
project. The Company'’s exploration properties and any future mining operations will be subject to all the
hazards and risks normally incidental to exploration, development and production of silver and other
metals, any of which could result in damage to or destruction of exploration facilities or mines, damage to
life and property, environmental damage and possible legal liability for any or all damage. Although the
Company maintains insurance in an amount, which it considers adequate, the nature of these risks is
such that liabilities could exceed policy limits, in which event the Company could incur significant costs
that could have a materially adverse effect upon its financial condition.

Uncertainty of Mineral Resources
The figures for mineral resources for the Treasure Mountain Project disclosed in the Company’s Annual

Information Form for the year ended December 31, 2012 and in its technical report filed on SEDAR on
June 12, 2012, are only estimates. Mineral reserves at the Treasure Mountain Project have not been
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defined therefore the mineral resources currently cannot be considered ore. In addition, there are no
mineral reserves at the New Craigmont Property. There is no certainty that any expenditure’s made in the
exploration of the Company’s mineral properties will result in identification of commercially recoverable
guantities of ore or that ore reserves will be mined or processed profitably. In addition, substantial
expenditures will be required to develop the mining and processing facilities and infrastructure at any site
chosen for mining.

Uncertainty of Economic Viability of Production from the Treasure Mountain Project

The Company has not undertaken any preliminary economic assessment or preliminary feasibility study
with respect to the Treasure Mountain Project or any of its other projects and does not intend to
undertake such a study or assessment. There are significant risks associated with making a production
decision without a valid, current, economic analysis and the Company may subsequently determine that
recommencing operations at the Treasure Mountain Project is hot economically feasible.

Insurance

The mining industry is subject to significant risks that could result in damage to or destruction of property
and facilities, personal injury or death, environmental damage and pollution, delays in production,
expropriation of assets and loss of title to mining claims. No assurance can be given that insurance to
cover the risks to which the Company's activities are subject will be available at all or at commercially
reasonable premiums. The Company currently maintains insurance within ranges of coverage that it
believes to be consistent with industry practice for companies of a similar stage of development, however
the insurance the Company has may not be sufficient to cover the full extent of any liabilities that may
arise.

Prices, Markets and Marketing of Silver and Metal Prices

World prices for commodities fluctuate and are affected by numerous factors including international
economic and political trends, expectations of inflation, currency exchange fluctuations, interest rates,
global or regional consumptive patterns, speculative activities and increased production due to new mine
developments and improved mining and production methods. The effect of these factors on the price of
commodities, and the resulting impact on the viability of any of the Company’s exploration projects,
cannot accurately be predicted.

Liquidity and Capital Requirements

The Company has a significant working capital deficit, no history of profitable operation and no assurance
that additional funding will be available to it for further exploration and development of any of its projects.
The Company may also need further financing if it decides to obtain additional mineral properties or
upgrade the Merritt Mill. As such, the Company is subject to many risks common to exploration
enterprises, including undercapitalization, cash shortages and limitations with respect to personnel,
financial and other resources, and lack of revenues. Although the Company has been successful in the
past in obtaining financing through credit facilities or the sale of equity securities, there can be no
assurance that the Company will be able to obtain adequate financing in the future or that the terms of
such financing will be favorable. Such means of financing typically result in dilution of the positions of
existing shareholders, either directly or indirectly. Failure to obtain additional financing could result in the
delay or indefinite postponement of further exploration and development of its mineral properties, the loss
of substantial dilution of any of its property interests or all the liquidation of all of its assets.

Going Concern Risk
As at December 31, 2017, the Company had an accumulated deficit of $83,182,982 (December 31, 2016

- $78,422,413) and working capital deficiency of $3,603,352 (December 31, 2016 - $8,587,430). These
factors represent a material uncertainty that may cast doubt about the Company’s ability to continue as a
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going concern. In order to continue operations, the Company will be required to raise funds through the
issuance of equity or debt, or be successful recommencing operations at the Treasure Mountain Project,
and maintaining on-going pre-commission custom milling at the Merritt Mill. Realization values may be
substantially different from carrying values as shown and the Company’'s consolidated financial
statements do not give effect to adjustments that would be necessary to the carrying values and
classification of assets and liabilities should the Company be unable to continue as a going concern.

The consolidated financial statements for the year ended December 31, 2017 were prepared using IFRS.
These consolidated financial statements have been prepared using the going concern concept, which
assumes that the Company will be able to realize its assets and discharge its liabilities in the normal
course of business for the foreseeable future.

Management believes that these actions continue to make the going concern basis appropriate.
However, it is not possible to predict whether the Company will be able to raise the working capital
required for maintaining the care and maintenance program at the Treasure Mountain Project, continued
custom milling operations at the Merritt Mill to commissioning, continued exploration programs for the
New Craigmont Property and accordingly, substantial doubt exists as to whether the Company will be
able to continue as a going concern.

If the “going concern” assumption were not appropriate for such financial statements, then significant
adjustments would be necessary in the carrying amounts and/or classification of assets and liabilities.

Dependence on Management

The Company is very dependent upon the personal efforts and commitment of its existing management.
To the extent that management's services would be unavailable for any reason, a disruption to the
operations of the Company could result, and other persons could be required to manage and operate the
Company.

Environmental Risks

All phases of the mineral exploration and development business present environmental risks and hazards
and are subject to environmental regulations. Compliance with such legislation and regulations can
require significant expenditures and a breach could result in the imposition of fines and penalties, some of
which may be material. Environmental legislation is evolving in a manner which may lead to stricter
standards and enforcement, larger fines and liability and potentially increased capital expenditures and
operating costs. No assurance can be given that the application of environmental laws to the business
and operations of the Company will not result in a curtailment of exploration or production, a material
increase in the costs of production, development or exploration activities, or otherwise adversely affect
the Company’s financial condition, results of operations or prospects.

Government Regulation

The natural resource exploration industry is subject to controls and regulations imposed by various levels
of government. It is not expected that any of these controls or regulations will affect the operations of the
Company in a manner materially different than they would affect other natural resource exploration
companies of similar size. The current legislation is a matter of public record and the Company is unable
to predict what additional legislation or amendments may be enacted.

Indigenous Peoples’ title claims and rights to consultation and accommodation may affect our existing
operations as well as development projects and future acquisitions.

Governments in many jurisdictions must consult Indigenous Peoples with respect to grants of mineral
rights and the issuance or amendment of exploration and project authorizations. Consultation and other
rights of Indigenous Peoples may require accommodations, including undertakings regarding financial
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compensation, employment and other matters in impact and benefit agreements. This may affect our
ability to acquire, explore or develop, within a reasonable time frame, mineral titles in these jurisdictions
and may affect the timetable and costs of development of mineral properties in these jurisdictions. The
risk of unforeseen aboriginal title claims also could affect existing operations as well as exploration and
development projects and future acquisitions. These legal requirements may increase our operating costs
and affect our ability to expand our operations or to explore and develop new projects.

Competition

The mining industry is intensely competitive in all its phases, and the Company competes with other
companies that have greater financial resources and technical capacity. Competition could adversely
affect the Company’s ability to acquire suitable properties or prospects in the future. The Company also
competes with other mining companies in the recruitment and retention of qualified employees.

Conflicts of Interest

The Company's directors and officers may serve as directors or officers of, or may be associated with,
other reporting companies or have significant shareholdings in other public companies. To the extent that
such other companies may participate in business or asset acquisitions, dispositions, or ventures in which
the Company may participate, the directors and officers of the Company may have a conflict of interest in
negotiating and concluding terms respecting the transaction. If a conflict of interest arises, the Company
will follow the provisions of the Business Corporations Act (British Columbia) and any other applicable
laws and rules dealing with conflicts of interest. These provisions state that where a director has such a
conflict, that director must, at a meeting of the Company's directors, disclose his interest and refrain from
voting on the matter unless otherwise permitted by the Business Corporations Act (British Columbia). In
accordance with the laws of the Province of British Columbia, the directors and officers of the Company
are required to act honestly, in good faith and in the best interests of the Company.

No Current Plans to Pay Cash Dividends

The Company has no plans to pay any cash dividends for the foreseeable future. Any decision to declare
and pay dividends in the future will be made at the discretion of the Company’s Board of Directors and
will depend on, among other things, the Company’s financial results, cash requirements, contractual
restrictions and other factors that the Board of Directors may deem relevant. In addition, the Company’s
ability to pay dividends may be limited by covenants of any existing and future outstanding indebtedness
that the Company or its subsidiaries incur. As a result, investors may not receive any return on an
investment in the Company’s securities unless they sell the securities for a price greater than that which
they paid for them.

Economic Conditions

Unfavourable economic conditions may negatively impact the Company'’s financial viability. Unfavourable
economic conditions could also increase the Company’s financing costs, decrease estimated income
from prospective mining operations, limit access to capital markets and negatively impact the availability
of credit facilities or other financing to the Company.

Price Volatility of Public Stock

The market price of the Company’s securities has experienced wide fluctuations, which may not
necessarily be related to the operating performance, underlying asset values or prospects of the
Company. Any market for the Company’s securities may be subject to market trends generally and the
value of the Company’s securities on the Exchange may be affected by such volatility in response to
numerous factors, many of which are beyond the Company'’s control, including:

e actual or anticipated fluctuations in the Company’s quarterly results of operations;
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e changes in the economic performance or market valuations of other companies that investors
deem comparable to the Company;

o the addition or departure of the Company’s executive officers or other key personnel;
o release or other transfer restrictions on outstanding Company securities;
e sales or perceived sales of additional Company securities;

e significant acquisitions or business combinations, strategic partnerships, joint ventures or capital
commitments by or involving the Company or its competitors;

e news reports relating to trends, concerns, competitive developments or regulatory changes; and
e other related issues in the Company’s industry or target markets.

Financial markets continue to experience significant price and volume fluctuations that have particularly
affected the market prices of equity securities of companies and that have, in many cases, been
unrelated to the operating performance, underlying asset values or prospects of such companies.
Accordingly, the market price of the Company’s securities may decline even if the Company’s operating
results, underlying asset values or prospects have not changed.

Additionally, these factors, as well as other related factors, may cause decreases in asset values that are
deemed to be other than temporary, which may result in impairment losses. As well, certain institutional
investors may base their investment decisions on consideration of the Company's environmental,
governance and social practices and performance against such institutions’ respective investment
guidelines and criteria, and failure to meet such criteria may result in limited or no investment in the
Company’'s securities by those institutions, which could adversely affect the trading price of the
Company’s securities. There can be no assurance that fluctuations in price and volume will not occur in
the future. If increased levels of volatility and market turmoil occur, the Company’s operations may be
adversely impacted and the trading price of the Company’s securities may be adversely affected.

Regulatory and Permitting

Regulatory and permitting requirements have a significant impact on the Company’s operations and can
have a material and adverse effect on future cash flow, results of operations and financial condition. In
order to conduct mineral exploration and mining activities the Company must obtain or renew exploration
or mining permits and licenses in accordance with the relevant mining laws and regulations required by
governmental authorities having jurisdiction over mineral projects. There is no guarantee that the
Company will be granted the necessary permits and licenses, that they will be renewed, or that the
Company will be in a position to comply with all the conditions that are imposed. Mining is subject to
potential risks and liabilities associated with pollution and the disposal of waste from mineral exploration
and mine operations. Costs related to discovery, evaluation, planning, designing, developing,
constructing, operating, closing and remediating mines and other facilities in compliance with these laws
and regulations are significant. In addition to environmental protection, applicable laws and regulations
govern employee health and safety. Not complying with these laws and regulations can result in
enforcement actions that may include corrective measures requiring capital expenditures, installation of
additional equipment, remedial action and changes to operating procedures resulting in additional costs
and temporary or permanent shutdown of operations. The Company may also be required to compensate
those parties suffering loss or damage and may face civil or criminal fines or penalties for violating certain
laws or regulations. Changes to these laws and regulations in the future could have an adverse effect on
the Company’s cash flow, results of operations and financial condition. Further, the issuance of permits
may be subject to review by third parties who may challenge future permitting and the validity of existing
permits based on, among other things, the government’s obligation to consult and accommodate.
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Forward-Looking Statements May Prove Inaccurate

Investors are cautioned not to place undue reliance on forward-looking statements contained in this
MD&A. By their nature, forward-looking statements involve numerous assumptions and known and
unknown risks and uncertainties, of both a general and specific nature, that could cause actual results to
differ materially from those suggested by the forward-looking statements, or contribute to the possibility
that predictions, forecasts or projections will prove to be materially inaccurate. Additional information on
the risks, assumptions and uncertainties are found in this MD&A under the heading “Cautionary Note
Regarding Forward-Looking Statements”.

OTHER INFORMATION

This MD&A of the financial position and results of operations of the Company is dated as of April 25, 2018
and should be read in conjunction with the audited consolidated annual financial statements for the year
ended December 31, 2017. Additional information relating to the Company can be accessed through the
Company’s public filings on SEDAR at www.sedar.com.

The Company’s website address is www.nicolamining.com.
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