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INDEPENDENT AUDITORS' REPORT

To the Shareholders of
Mediterranean Resources Ltd.

We have audited the accompanying consolidated financial statements of Mediterranean Resources Ltd. and its subsidiary, which
comprise the consolidated balance sheets as at December 31, 2010 and 2009 and the consolidated statements of operations and
comprehensive loss, cash flows, and shareholders’ equity for the years then ended, and a summary of significant accounting policies
and other explanatory information.

Management'’s responsibility for the consolidated fi nancial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with
Canadian generally accepted accounting principles, 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.

Auditors’ 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 judgement, including the assessment of the risks of material
misstatement of the 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.
Opinion

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of Mediterranean
Resources Ltd. and its subsidiary as at December 31, 2010 and 2009, and its financial performance and its cash flows for the years
then ended in accordance with Canadian generally accepted accounting principles.

Emphasis of matter — going concern

In forming our opinion, which is not qualified, we have considered the adequacy of disclosures made in note 1 to the consolidated
financial statements concerning the Company’s ability to continue as a going concern. The Company’s operations are at an early stage
and current cash resources will not be sufficient to develop its exploration projects and bring them into production. The directors have
reviewed the Company’s cash flow forecast and believe that further equity is now required and additional fund raising will be required in
the next 12 months. The directors are taking steps to meet the current funding requirement and they believe that both these funds and
additional funds that will be required in the next 12 months will be forthcoming. These conditions indicate the existence of a material
uncertainty which may cast significant doubt about the Company’s ability to continue as a going concern. These financial statements do
not include the adjustments that would result if the Company was unable to continue as a going concern.

Vancouver, Canada “Morgan & Company”
March 15, 2011 Chartered Accountants
Tel: (604) 687 — 5841 MEMBER OF P.O. Box 10007 Pacific Centre

Fax: (604) 687 — 0075 .h 5 Suite 1488 — 700 West Georgia Street
Www.morgan-cas.com ] I Vancouver, BCV7Y 1A1
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Mediterranean Resources Ltd.

Consolidated Balance Sheets
As at December 31, 2010 and 2009

(Expressed in Canadian Dollars)

Assets

Current assets
Cash
Short-term investments (Note 3)
HST and VAT receivable (Note 4)
Prepaid expenses and deposits

Mineral properties (Note 5 and Schedule A)

Leasehold improvements and equipmeniNote 6)

Loans receivable from related partieqNote 7)

Liabilities

Current liabilities
Accounts payable and accrued liabilities
Due to related parties (Note 10)

Shareholders’ Equity
Share capital(Note 8)

Contributed surplus (Note 8)

Deficit

Continuing operations (Note 1)
Commitments (Note 14)
Subsequent evers (Note 15)

Approved on behalf of the Board of Directors

“John Clarke” Director

The accompanying notes are an integral part ottheasolidated financial statements.

2010 2009
$ 117,947 $ 516,222
- 1,019,624
27,070 27,576
48,338 164,321
193,355 1,727,743
17,529,304 16,033,854
65,907 88,821
— 107,205
$ 17,788,566 $ 17,957,623
$ 211,969 $ 297,156
54,436 44,354
266,405 341,510
19,058,571 18,079,353
6,375,292 6,298,514
(7,911,702) (6,761,754)
17,522,161 17,616,113
$ 17,788,566 $ 17,957,623

Director

“Christopher Ecclestone”
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Mediterranean Resources Ltd.

Consolidated Statements of Operations and Comprehsive Loss
For the years ended December 31, 2010 and 2009

(Expressed in Canadian Dollars)

2010 2009

Expenses

Corporate general and administrative (Notes 914)d $ 1,092,135 $ 1,251,016
Other expenses (income)

Interest income (3,489) (37,519)

Foreign exchange loss 16,964 49,231

Licences written off 39,120 -

Loss on disposal of leasehold improvements 5,218 -

57,813 11,712

Net loss and comprehensive loss for the year $ 1,149,948 $ 1,262,728
Basic and diluted loss per share $0.01 $0.01
Weighted-average number of shares outstanding 96,042,536 87,219,248

The accompanying notes are an integral part okthessolidated financial statements.
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Mediterranean Resources Ltd.

Consolidated Statements of Shareholders’ Equity
As at December 31, 2010 and for the years ended [@edber 31, 2010 and 2009

(Expressed in Canadian Dollars)

Balance, December 31, 2008

Stock-based compensation
Net loss

Balance, December 31, 2009

Private placement for cash
Share issue costs
Stock-based compensation
Net loss

Balance, December 31, 2010

Total
Number of Contributed Shareholders’
shares Share capital surplus Deficit equity
87,219,248  $18,079,35¢ $6,235,808 $(5,499,026) $ 18,816,135
- - 62,706 - 62,706
- - - (1,262,728) (1,262,728)
87,219,248 18,079,353 6,298,514 (6,761,754) 17,616,113
14,125,000 1,130,000 - - 1,130,000
- (150,782) 45,399 - (105,383)
- - 31,379 - 31,379
- - - (1,149,948) (1,149,948)
101,344,248 $ 19,058,571 $6,375,292 $(7,911,702) $ 17,522,161

The accompanying notes are an integral part ottheasolidated financial statements.
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Mediterranean Resources Ltd.

Consolidated Statements of Cash Flows
For the years ended December 31, 2010 and 2009

(Expressed in Canadian Dollars)

Cash provided by (used for):

Operating activities

Net loss for the year

Non-cash items:
Amortization of leasehold improvements and equipime
Accrued interest income
Stock-based compensation
Licences written off
Foreign exchange loss
Loss on disposal of leasehold improvements

Net changes in non-cash operating working cafiitate 12)

Financing activities

Proceeds from issuance of shares
Share issuance costs

Investing activities
Purchase of short-term investments
Proceeds from redemptions of short-term investments
Investment in mineral properties
Acquisition of equipment
Loans receivable from related parties

Foreign exchange loss on cash held in foreign cumey
(Decrease) increase in cash

Cash — Beginning of year

Cash — End of year

Supplemental cash flow information (Note 12)

The accompanying notes are an integral part ottheasolidated financial statements.

2010

2009

$ (1,149,948)

$ (1,262,728)

11,834 12,909
- (13,399)
31,379 62,706
39,120 -
16,964 49,231
5,218 -
147,131 (42,321)
(898,302) (1,193,602)
1,130,000 -
(105,383) -
1,024,617 -
(1,514,000) (3,001,015)
2,533,624 5,946,847
(1,626,249) (1,520,630)
(8,342) (20,350)
107,205 (107,205)
(507,762) 1,297,647
(16,828) (48,517)
(398,275) 55,528
516,222 460,694
$ 117,947 $ 516,222
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

1

Nature of operations and continuing operations

Mediterranean Resources Ltd., a public companyrparated under the laws of the Province of Brit&iumbia, Canada,
is listed on the Toronto Stock Exchange (“TSX”) andhe trading symbol “MNR” and on the Frankfurb&t Exchange
under the trading symbol “MHM1”. The Company is time business of exploring mineral properties, udilg the

Yusufeli mineral properties in Turkey.

The Company’s ability to continue as a going condsidependent upon the ability of the Companyhtimio the necessary
financing to develop properties, including sustagncapital for its Yusufeli properties, and to é$ish future profitable
production. To date, the Company has not earrgdfisiant revenues and is considered to be in #pdoeation stage. As
at December 31, 2010, the Company has an accurdwefeit of $7,911,702. The Company’s operatiaressfunded from
equity financing, which are dependent upon mangret factors and may be difficult or impossiblesazure or to raise
when required. The Company may not have sufficeagh to fund the exploration and development ®fniineral
properties to commercial production and therefossy mequire additional funding, which if not raiseday result in the
delay, postponement or curtailment of some of divities. Management continues to evaluate thedrfer additional
financing and is of the opinion that additionalafitting will be available to continue its plannedidties in the normal
course. Nonetheless, there is no assurance t&dmpany will be able to raise sufficient funddha future to complete
its planned activities.

Subsequent to December 31, 2011, the Company ctopeidate placement of 15,000,000 units at $0d0upit for gross
proceeds of $1,500,000 as disclosed in Note 15.

Significant accounting policies

The consolidated financial statements are statéhimadian dollars unless otherwise noted. Theg haen prepared by
management in accordance with Canadian generalBptiag accounting principles (‘“GAAP”) and reflexinsideration of
the following significant policies:

Basis of consolidation

The consolidated financial statements include tbeoants of the Company and its wholly owned foregyisidiary:
Akdeniz Resources Madencilik A.S. (Turkey).

Use of estimates and assumptions

The preparation of consolidated financial states@ntonformity with GAAP requires management tdkenastimates and
assumptions which affect the reported amounts s#tasand liabilities, and the disclosure of corgmgssets and liabilities
at the date of the financial statements, and rex®amd expenses for the periods reported. Actsalts could differ from
these estimates. Significant estimates and assamspinclude those related to the determinatiotoashether costs are
expensed or capitalized; the determination of impeant of long-lived assets ; the establishmentoobants payable and
accrued liabilities estimates to account for thermlmnment of long-lived assets and dispute reswoisitivariables in the use
of the Black-Scholes option pricing valuation modelrecord the fair value ascribed to equity instemts; valuation
allowance for future income tax assets; and detengiwhether contingent assets or liabilities exist

Measurement uncertainty

Management’s capitalization of exploration and d@went costs and assumptions regarding the futaeverability of
such costs are subject to significant measuremecgrtainty. Management's assessment of recovéyalslbased on,
among other things, the Company’s estimate of atinn@neral reserves and resources which are sugpbst geological
estimates, estimated gold and commaodity prices,thadorocurement of all necessary regulatory peraitd approvals.
These assumptions and estimates could change ifutilve and this could materially affect the camgjivalue and the
ultimate recoverability of the amounts recordedrfomeral properties.
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

2 Significant accounting policies (continued)
Translation of foreign currencies

The Company’s subsidiaries are integrated foreigerations. Foreign functional currency transactiand balances are
translated into the Canadian dollar reporting awyeusing the temporal method as follows:

a) Monetary items are translated at the rates pieyat the balance sheet date;

b) Non-monetary items are translated at historags;

c) Revenues and expenses are translated at thegaveates in effect during applicable accountingogds, except
amortization, which is translated at historicabgat

d) Gains and losses on foreign currency translatienrefiected in the consolidated statements of dipais

Cash and cash equivalents

Cash and cash equivalents consist of balanceshaiths and investments in financial instruments withal maturities
within three months held for the purpose of meetsmgrt-term cash commitments rather than for inngsor other
purposes. As at December 31, 2010 and 2009, thgp@oy did not have any cash equivalents.

Short-term investments

Short-term investments are carried at cost whighr@pmates fair value. The carrying value of shertn investments
includes accrued interest receivable.

Leasehold improvements and equipment

Leasehold improvements and equipment are recordealstiless accumulated amortization. For leaseimgprovements,
amortization is provided on a straight-line bagia aate of 20% per year; for equipment, on a daui-balance basis at a
rate of 20% per year.

Mineral properties

The Company records its interest in mineral properat cost, less option payments received, omiatvialue if the
consideration is common shares. Exploration expereli are capitalized until the properties are ,salthndoned or
brought into production. Costs related to abandqregerties are written off in the period of abamaent. Costs related
to producing properties are amortized on the ufafiroduction method over the useful life of the dmedy following
commencement of commercial production.

Exploration costs comprise expenditures directtyitattable to the ownership and exploration in méthgroperties on a
property-by-property basis. Acquisition costs imgunitial option and land title payments at theéedaf acquisition, and
subsequent option and royalty payments requireddmtain ownership title. Options and royaltiee axercisable at the
discretion of the optionee, and accordingly, thatesl amounts are recorded only upon payment aipec Capitalized
exploration and development costs include overlubaattly related to the properties. The amountsashfor exploration
expenditures represent costs incurred to date ambtinecessarily reflect present or future valu€apitalized costs are
subject to measurement uncertainty and it is resdgrpossible, based on changes in conditions aednaptions that a
material change in the recorded amounts could dpaine.

Although the Company has taken steps to verifitithieto mineral properties in which it has an netst, in accordance with
industry standards for the current stage of expilmmaof such properties, these procedures do natagiee the Company’s
title. Property title may be subject to unregisteprior agreements or transfers and title may lectfd by undetected
defects.
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

2 Significant accounting policies (continued)
Long-lived assets

The Company follows the recommendations in CICA dlsrok Section 3063 — “Impairment of Long-Lived AsSeand
the CICA’s Emerging Issues Committee (“EIC") emagiextract EIC-126 — “Accounting by Mining Enteges for
Exploration Costs”. Section 3063 requires that @mmpany review long-lived assets, including mihgraperties for
impairment. Long-lived assets are assessed foainment when events and circumstances warrant sasasient. EIC-
126 consensus is that a mining enterprise in tiveldpment stage is not obliged to conclude thattaliged costs have
been impaired due to the absence of a projecteéchatet future net cash flow from the mining entesgr Mineral
properties in the exploration stage do not havabdished mineral reserves and a basis for the pagpa of a projection of
the estimated future net cash flow from the praperoes not exist. However, a mining enterpssequired to consider
the conditions in Section 3063 for impairment wdi@wvn. The conditions include significant unfavalole economic,
legal, regulatory, environmental, political and estffiactors. In addition, management’s developraetivities towards its
planned principal operations are a key factor aereid as part of the ongoing assessment of theveraduility of the
carrying amount of mineral properties. Whenevemés or changes in circumstances indicate thatatging amount of a
mineral property in the exploration stage may bpadired, capitalized costs are written down to thtémeated recoverable
amount.

Management applied a market approach in its revisiwg data from third party reports on the Compamgld reserves
and “resource-in-the-ground” prices for propergnsactions in the geographical area. The appnestiited in a range of
estimated recoverable amounts that were all inssxoé the carrying amount of the Company’s propsrtiBased on this
information, management concluded that its propgriere not impaired.

Asset retirement obligations

The Company is required to recognize a liability & asset retirement obligation on long-lived tssehen a legal
liability exists and the amount of the liability isasonably determinable. Asset retirement olitigatare calculated on
discounted future payment estimates and the lighi accreted over the expected term of the otiiga Subsequent
adjustments are made when there are changes tmtleglying assumptions. Corresponding amounts dpgtnents are
added to the carrying value of the related longdiasset and charged to operations in accordariceaegounting policy.
As at December 31, 2010 and 2009, the Company bdelyal obligation for reclamation and remediatiosts.

Stock-based compensation

Compensatory stock-based transactions with directdgficers, employees and outside consultantsem@rded at estimated
fair value. The Company uses the Black-Scholesoopiricing model to estimate the fair value of eatdck option at the
date of grant. Transactions are charged to opesatio capitalized to mineral properties as appatgriwith an offsetting
credit to contributed surplus. The fair value afcit options, which vest immediately, is recordedhat date of grant; the
fair value of options, which vest in future, is ogoized over the vesting period. Stock options trest over time are
recorded over the vesting period using the strdightmethod. Stock options issued to outside glbasts that vest over
time are valued at the grant date and subsequeallyed on each vesting date as services are recei®ock-based
compensation is recognized as an expense or, Ifcapfe, capitalized to mineral property costs withcorresponding
increase in contributed surplus.

Consideration received on the exercise of stoclonpttogether with the related portion previouslgarded in contributed
surplus is credited to share capital.
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

2

Significant accounting policies (continued)
Comprehensive income

Comprehensive income is the change in shareholdeysity during a period from transactions and otéeents and
circumstances from non-owner sources. The Compadyno other comprehensive income or loss tramsectiuring the
years ended December 31, 2010 and 2009, and nangpen closing balances for “accumulated other cazhpnsive
income or loss”. During the years ended Decembel310 and 2009, comprehensive loss was equait toss.

Loss per share

Loss per share is calculated using the weightedageenumber of shares issued and outstanding dedkf period.
Diluted loss per share is calculated using thestraastock method, which assumes that stock optiodswvarrants are only
exercised when the exercise price is below theageemarket price during the period, and that theggamy will use any
proceeds to purchase its shares at their averagestvmice during the period. Diluted loss perrehequals loss per share
as outstanding options and warrants are anti-déuti

Future accounting pronouncements
(a) Consolidated financial statements and non-otlintg interests

In January 2009, the CICA issued the new handbawiti@® 1601, “Consolidated Financial Statementat ection
1602, “Non-controlling Interests”, effective fois@ial years beginning on or after January 1, 2@4drlier adoption of
these recommendations is permitted. These proeoogats further align Canadian GAAP with US GAAP #rRS.
Sections 1601 and 1602 change the accounting podtireg for ownership interest in subsidiaries hajdparties other
than the parent. Non-controlling interests arbeé@resented in the consolidated statement ofdiahposition within
equity but separate from the parent’s equity. &ahmunt of consolidated net income attributablehogarent and to
the non-controlling interest is to be clearly idéetl and presented on the face of the consolidatatement of
income. In addition, these pronouncements estalstiandards for a change in a parent’'s ownershgrdst in a
subsidiary and the valuation of retained non-cdimig equity investments when a subsidiary is deotidated. They
also establish reporting requirements for providsndficient disclosures that clearly identify andtohguish between
the interests of the parent and the interestsehtin-controlling owners. The Company is curreotiymsidering the
impact of adopting these pronouncements on itsatmaged financial statements in fiscal 2011 inmaction with the
conversion to IFRS.

(b) Business combinations

In January 2009, the CICA issued the new handbeakiéh 1582, “Business Combinations” effective fiscal years
beginning on or after January 1, 2011. Earlierptido of Section 1582 is permitted. This pronouneat further
aligns Canadian GAAP with IFRS and changes the wtarg for business combinations in a number ofsrelt

establishes principles and requirements governavg &n acquiring company recognizes and measuris fimancial

statements identifiable assets acquired, liaksliitesumed, any non-controlling interest in the medwcompany, and
goodwill acquired. The section also establishexldsure requirements that will enable users of @bquiring

company’s financial statements to evaluate theraand financial effects of its business combimaioAlthough the
Company is considering the impact of adopting pinenouncement on the consolidated financial statésné will be

limited to any future acquisitions beginning incti$ 2011.
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

2

Significant accounting policies (continued)

Future accounting pronouncements (continued)

(c) Convergence of Canadian GAAP with IFRS
Canada’s Accounting Standards Board ratified a plat will result in Canadian GAAP being convergeaith
International Financial Reporting Standards (“IFRBY 2011. Management has performed a prelimiaaglysis and

highlighted areas where its current Canadian adamypractices differ from IFRS and has concludeat the impact
on the Company’s consolidated financial statemefitde relatively immaterial.

Short-term investments

At December 31, 2010, the Company had no short-tevestments. At December 31, 2009, the Compaudyshart-term

investments totalling $1,019,624 in Guaranteed dtment Certificates (“GIC”), all issued by Canadigrartered banks
and with initial maturity dates of less than onarye These investments had a weighted average gfetghproximately

1.49% for the year ended December 31, 2009 andrizaiklet value approximating their carrying valueheTCompany did
not have and has never had any short-term investnmreasset-backed commercial paper.

HST and VAT receivable

The Company had the following receivables as aebdaer 31, 2010 and 2009:

2010 2009
HST receivable (Canada) $ 22,761 $ 10,650
VAT (value added tax) receivable (Turkey) 4,309 16,926
$ 27,070 $ 27,576

Mineral properties

The Company had accumulated the following acqoisiind exploration expenditures as at Decembe2(Bt0 and 2009:

2010 2009
Turkey — Yusufeli properties (Schedule A)
Acquisition costs $ 1,378,515 $ 1,378,515
Exploration expenditures 16,150,789 14,655,339
Total acquisition costs and exploration expendgure $ 17,529,304 $ 16,033,854

The Company’s Yusufeli properties are located i phovince of Artvin, Turkey. These properties,iathinclude the
Tac, Corak, Celtik and Cevreli properties, areati#d along a 12-kilometre mineralized trend. 10&0the Company
acquired 100% interest in the Yusufeli mineral mnties from Teck Cominco Limited’s Turkish subsigia Teck

Cominco Arama ve Madencilik Sanayi Ticaret A.S.CAM”").
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

5 Mineral properties (continued)

Upon the commencement of commercial productioneach calendar quarter, the Company will be oblayadte pay
TCAM a net smelter returns royalty as follows:

(a) 1.5% if the average price of gold for the cdemnquarter for which the royalty being paid issléisan US $425 per
ounce; or

(b) 2% if the average price of gold is equal tgaater than US $425 per ounce; and

(c) for all other minerals produced from the prdigs; 1.75% ; and

(d) on the six-month anniversary of the commencdroénommercial production on the properties, tlmmpany must
pay TCAM US $2,000,000 in cash or in shares, attbetion of TCAM.

In May 2007, the Company entered into a serviceseagent with a Turkish engineering firm, Dama Mulislik A.S.
(“Dama”), under which the Company continued with é@xploration program on its Yusufeli gold propesti The
Company was the operator and manager of the exjgorarograms, while Dama provided certain contrs@tvices
whereby its technical team was utilized to impletribre exploration programs and assist in commurgtgtions. An
officer of the Company’s Turkish subsidiary wasaatper of Dama (Note 10). This services agreemastterminated on
December 31, 2009.

6 Leasehold improvements and equipment

2010 2009
Leasehold improvements and equipment, at cost $ 168,467 $ 179,287
Accumulated amortization (102,560) (90,466)

$ 65,907 $ 88,821

For the year ended December 31, 2010, amortizatitime amount of $11,834 (2009 — $12,909) was betlin corporate
general and administrative expenses under ofiiseirance and sundry.

7 Loans receivable from related parties
In October 2009, the Company loaned $107,205 &ctirs and an officer of the Company to purchas@dtober 2009,

shares of the Company. The loans were non-inteessing and repayable within two years. The Camgwad security
interest over the right, title and interest in #f@res and any sale proceeds realized from thetsaleof. These loans

were paid in full in 2010.

8 Share capital

a) Authorized — an unlimited number of common skavighout par value
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements

Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

8 Share capital (continued)

b) Issued
In May 2010, the Company closed a non-brokeredapgiplacement of 14,125,000 common shares at $&08hare
for gross proceeds of $1,130,000. Agents receM@t|580 warrants, each warrant of which is conblertinto one
common share at $0.10 per warrant, expiring inyears. These warrants were ascribed a fair vl$4$399 based
on a risk-free interest rate of 1.26%, expectezl dif two years, expected volatility of 254% andididnd yield rate of
nil. In addition to the warrants, cash commissioh$58,166 and administration and other fees af, $47 were paid.
A total of 382,000 common shares from the privdteg@ment were purchased by a private company dtatrby a
former director of the Company.

c) Warrants

At December 31, 2010, 464,580 warrants (2009 — Waye outstanding for the purchase of shares dt0$per
warrant, expiring in May 2012. Warrants granted awpired during the years ended December 31, 20802009,

and outstanding as at December 31, 2010 and 20@9asdollows:

Weighted
Number Average
of Exercise Exercise Expiry
Warrants Price Price Date
Balance, December 31, 2008 22,204,016 (0$38 — 0.50 $ 047 2009
Expired (22,204,016) $ 0.38-0.50 $ 047 2009
Balance, December 31, 2009 - #ll $ Nil
Granted (private placement) 464,580 ®.10 $ 0.10 2012
Balance, December 31, 2010 464,580 9.10 $ 0.10 2012

352,080 warrants outstanding at December 31, 2@t6 wxercised in March 2011 for proceeds of $35,208
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Mediterranean Resources Ltd.

Notes to Consolidated Financial Statements
Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

8 Share capital (continued)
d) Options

At December 31, 2010, 6,300,000 options (2009 8GMO0) were outstanding for the purchase of shargsices
ranging from $0.13 to $0.47 per share (2009 — $602$0.47). Options entitled the holder to acquine share for
each option. Options granted, expired and cartteligring the years ended December 31, 2010 and, 2069
outstanding as at December 31, 2010 and 2009 semlaws:

Weighted
average
Number of exercise
Options Exercise Price price Expiry Date
Balance — December 31, 2008 11,531,031 $0.20-0.65 $ 0.34 2009 - 2013
Agents’ options expired (3,191,031) $ 0.30-0.38 $ 0.36 2009
Consultant’s options expired (150,000) $ 0.65 $ 0.65 2009
Employees’ options cancelled (2,110,000) $0.20-0.47 $ 0.34 20112013
Balance — December 31, 2009 6,080,000 $0.20 — 0.47 $ 0.33 2011 -2013
Consultant’s options granted 300,000 $ 0.13 $ 0.13 2015
Employee’s options cancelled (80,000) $ 0.20 $ 0.20 2013
Balance — December 31, 2010 6,300,000 $0.13-0.47 $ 0.32 2011 — 2015
Options outstanding as at December 31, 2010 welalaws:
Number of
Exercise options
Number of Options Price exercisable Expiry Date
***400,000 $0.30 400,000 February 27, 2011
30,000 $0.38 30,000 May 9, 2011
610,000 $0.47 610,000 June 6, 2011
1,950,000 $0.30 1,950,000 December 14, 2011
200,000 $0.30 200,000 January 24, 2012
1,930,000 $0.38 1,930,000 July 6, 2012
*680,000 $0.20 680,000 June 20, 2013
200,000 $0.20 200,000 July 4, 2013
**300,000 $0.13 225,000 January 18, 2015
6,300,000 6,225,000

* 200,000 of these 680,000 options were subsgtueancelled in
January 2011.
** These 300,000 options were subsequently carst@lldanuary 2011.
*** These 400,000 options subsequently expiredeébraary 2011 without
being exercised.

As at December 31, 2010, the weighted average rémgacontractual life of the options was 1.29 ye@809 —
2.25 years) and the weighted average exercise wese$0.32 (2009 — $0.33).
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Years Ended December 31, 2010 and 2009

(Expressed in Canadian Dollars unless otherwise std)

8  Share capital (continued)
e) Stock-based compensation

The Company established a stock option plan whettedyoard of directors may from time to time graptions up
to 10% of the issued and outstanding stock at #te df the grant to individual eligible directoddficers, employees
or consultants. The maximum term of any optiofivie years. The exercise price of an option is less than the
closing price on the last trading day precedinggiant date. Vesting periods are determined byotaed of directors
and in accordance with the stock option plan andragulatory requirements.

Stock-based Stock-based
Compensation for Compensation for
Stock Options the year ended the year ended
Date of Granted during  Stock Options  Fair Value of December 31, December 31,
Grant Year Vested to date Options 2010 2009
2008 1,260,000 1,260,000 $ 177,305 $ - $ 62,706
2010 300,000 225,000 $ 32,479 31,379 -
$ 31,379 $ 62,706

During the year ended December 31, 2010, 300,086rap(2009 — Nil) were granted to a consultanhe§e options
were ascribed a total fair value of $32,479 based aisk-free interest rate of 1.31%, expected dfdive years,
expected volatility of 263% and a dividend yielderaof nil, of which $31,379 was recognized as stbaked
compensation for the year ended December 31, 20@B(— $62,706). These options vested 25% atafageant and
25% every four months thereafter until January 2011

9 Corporate general and administrative expenses

Corporate general and administrative expensehéyears ended December 31, 2010 and 2009 weol@ss:

2010 2009

Compensation** $ 584,583 $ 666,504
Communications 97,663 42,975
Consulting 33,352 63,944
Office, insurance and sundry 119,203 152,870
Professional fees 99,146 164,113
Rent 76,466 67,569
Regulatory and transfer agent fees 34,527 33,252
Travel 50,795 63,389
less: recovery of expenses (3,600) (3,600)

$ 1,092,135 $ 1,251,016

** |ncluded in compensation expense was stock-basmdpensation in the amount of $31,379 for the year
ended December 31, 2010 (2009 — $62,706).
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10 Due to related parties and related party transatons

11

The following related party transactions were ia tiormal course of operations and measured atxitfearge amount,
which was the amount established and agreed thébyelated parties. The amounts due to relatdiepavere unsecured,

non-interest bearing and had no specific termgpéyment.

During the year ended December 31, 2010, the Compacurred accounting and management fees (included
professional fees) of $48,000 (2009 — $48,000) feoprivate company related by an officer in commdirectors’ fees

(included in compensation) of $17,250 (2009 — $2@)Prental income (included as recovery of expsneé$3,600 (2009
— $3,600) from a party related to the President@B@® of the Company; and capitalized to minerapprties professional
fees of $16,682 and rental fees of $1,798 from &i%h firm related by a common director, and prsiesal and

administrative services of $14,419 (2009 — $64,6& a firm of which a former officer of a subsidy was a partner. In
2010, the former director of the subsidiary of €@empany earned $6,000 (2009 — Nil) in consultiresfécapitalized and
included in exploration expenditures) relating taaging and participating in business negotiatioriBurkey.

As at December 31, 2010, amounts owing to direadaodsofficers, a private company related by arceffin common, and
a firm of which a former officer of a subsidiary sva partner of $54,436 (2009 — $44,354).

Other related party transactions have been distlosBotes 5, 7 and 8.

Income taxes

a) The Company’s provision for income taxes difftn@m the amounts computed by applying Canadiatutsigy
income taxes to the loss for the year as a res$tiiecfollowing:

2010 2009

Statutory tax rate 29% 30%
Computed tax recove $ 328,000 $ 379,000
Non-deductible items (13,000) (23,000)
Impact of change in tax rates (1,289,000) (712,000)
Current year valuation allowance 974,000 356,000
$ — $ —

b)  Significant components of the Company’s fetincome tax assets at December 31, 2010 and\2€9as follows:

2010 2009
Non-capital losses $ 3,162,000 $ 2,818,000
Capital losses 17,736,000 17,815,000
Tax value of capital assets in excess of accountihges 373,000 573,000
Other differences 51,000 53,000
21,322,000 21,259,000
Valuation allowance (21,322,000) (21,259,000)
$ — $ —
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11 Income taxes (continued)

c) The Company has Canadian capital lossapmioximately $141,892,000 (2009 — $137,035,00€) no expiry and
non-capital losses of approximately $12,739,000920 $14,265,000) with expiry dates as follows:

CANADA TURKEY
Expiry date Amount Expiry date Amount

2011 $2,599,000 2011 $ 28,000
2014 1,962,000 2014 17,000
2015 1,204,000 2015 175,000
2026 872,000 2016 232,000
2027 1,525,000
2028 1,090,000 $ 452,000
2029 1,544,000
2030 1,491,000

_$ 12,287,000

12 Supplemental cash flow information

a) Net changes in non-cash operating working capitehd the years ended December 31, 2010 and 2009

2010 2009
HST receivable $ (12,111) $ 2,246
Prepaid expenses and deposits 115,983 (40,610)
Accounts payable and accrued
liabilities 33,177 269,633
Due to related parties 10,082 (273,590)

$ 147,131 $ (42,321)

b) Other cash flow disclosure during the years endeckihber 31, 2010 and 2009

2010 2009

Interest received in cash $ 16,888 $ 24,120
Income taxes paid in cash - -

¢) Non-cash financing and investing activities durihg years ended December 31, 2010 and 2009

2010 2009
VAT receivable $ 12,617 $ 259,002
Prepaid expenses and deposits $ - $ 34,311
Accounts payable $ 118,500 $ (270,686)
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13 Segmented financial information

As at December 31, 2010 and 2009, the Company tggkena one reportable operating segment, beingiipdoration of
base and precious metals. The net losses for éhes ywere attributed to Canada. Geographical irdtion was as

follows:
December 31, 2010
Canada Turkey Consolidated
Current assets $ 157,756 $ 35,599 $ 193,355
Mineral properties — 17,529,304 17,529,304
Leasehold improvements and equipment 41,413 24,494 65,907
$ 199,169 $ 17,589,397 $ 17,788,566
December 31, 2009
Canada Turkey Consolidated
Current assets $ 1,677,410 $ 50,333 $ 1,727,743
Mineral properties — 16,033,854 16,033,854
Leasehold improvements and equipment 51,620 37,201 88,821
Loans receivable from related parties 107,205 - 107,205
$ 1,836,235 $ 16,121,388 $ 17,957,623

14 Commitments

As at December 31, 2010, the Company was commitiefdture minimum office rental payments totalli$g12,869
(2011 — $47,205; 2012 — $48,096; 2013 — $49,877420$50,768; and 2015 — $16,923).

15 Subsequent events

(@)

(b)
()

(d)

()

Effective March 15, 2011, the President of the Camypwas terminated. The financial effect of thiemvis not
determinable at this time.

At the request of a shareholder group, a specietingeof the shareholders has been scheduled fgr2@a2011.

In January 2011, the Company granted a total of0@@options to a new director. These optionsexrrcisable at
$0.11 for a period of five years with 25% of theiops vested on the grant date, with the remainipigons vesting at
25% for every 4-month period thereafter.

In February 2011, the Company granted a total 6f@WD options to a new director. These optionseaszcisable at
$0.16 for a period of five years with 25% of thdiops vested on the grant date, with the remaioiptipns vesting at
25% for every 4-month period thereafter.

In February 2011, the Company closed a privategmmnt of 15,000,000 units at $0.10 per unit forsgrproceeds of
$1,500,000. Each unit consisted of one commoneshad one-half of one warrant, each whole warr&nttoch is
exercisable at $0.14 per share for a period ofusvehonths. $105,000 in cash was paid and 1,050figder’s
warrants were issued as commissions for this plaoemThese finder's warrants are exercisable dt4$per share for
a period of twelve months.

The options granted in January and February 201ftoésd in clauses (c) and (d) above, are subjesh#veholder
approval of the related stock option plan at teenfany’s 2011 annual general meeting.
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16

Financial instruments and risk management

Under CICA Handbook Section 3855, Financial Insteats — Recognition and Measurement and Section, 3864ncial
Instruments — Disclosure and Presentation, findnegruments are designated into one of the stegmies: held-for-
trading investments, held-to-maturity investmenitsans and receivables, available-for-sale assetfi]-fbr trading
liabilities, or other financial liabilities. Finafal instruments, included on the balance sheensrasured at fair market
value upon inception with the exception of certalated party transactions. Subsequent measureandntecognition of
change in the fair value of financial instrumentspends on their initial classification. Held-foading financial
investments and liabilities are measured at failuevand all gains and losses are included in ojpesin the period in
which they arise. Available-for-sale financial tinenents are measured at fair value with revalnatjains and losses
included in other comprehensive income until theeiss removed from the balance sheet. Loansea@vables, held-to-
maturity investments and other financial liabiktiare measured at amortized cost using the eféedtiterest method.
Gains and losses upon inception, de-recognitiopaimment write-downs and foreign exchange trarmtagidjustments are
recognized immediately. Transaction costs reladthancing are expensed in the period incurred.

Financial instruments are exposed to credit, lifqyidnd market risks. Credit risk is the risk tloaie party to a financial
instrument will cause a financial loss for the otharty by failing to discharge an obligation. uidity risk is the risk that
an entity will encounter difficulty in meeting obétions associated with financial liabilities. Mar risk is the risk that the
fair value or future cash flows of a financial mshent will fluctuate because of changes in magkates. Market risk
comprises three types of risk: currency risk,nesgérate risk and other price risk.

The fair values of the Company’s cash, short-temaestments and accounts payables and accruedtigsbdpproximate
their carrying values.

The Company has classified its financial instruraexs follows:

Cash Held-for-trading
Liabilities Other financial liabilities

(a) Credit risk

The Company’s cash is held in large Canadian filsumastitutions. The Company does not have arslrever had
any asset-backed commercial paper in its short-tevestments.

(b) Liquidity risk

Liquidity risk is the risk that the Company will hbe able to meet its financial obligations as tfedy due. The
Company manages liquidity risk through the managemgits capital structure.

Accounts payable and accrued liabilities are ditlkimvthe current operating period.

(c) Currency risk
The Company’s property interests in Turkey malauliject to foreign currency fluctuations and inflaary pressures
which may adversely affect the Company’s finanpasition, results of operations and cash flowse Tompany is
affected by changes in exchange rates betweenahadian Dollar and foreign functional currenci@$he Company
does not invest in foreign currency contracts ttgate the risks.
The Company holds most of its funds in Canadiadadoland funds the majority of its Turkish lira égqation

expenditures in US dollars. A one-cent changehim €Canadian dollar would affect the Company’'s epgilon
expenditures equal to $10,000 based on a $1 milifogram.
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16 Financial instruments and risk management (contiued)
(d) Interest rate risk

Interest rate risk is the risk that the fair vatuefuture cash flows of a financial instrument Wilictuate because of
changes in market interest rates.

Under CICA Handbook Section 3862 — “Financial lnstents — Disclosure”, the Company is required éssify fair
value measurements using a fair value hierarchy th#lects the significance of inputs used in makithe
measurements. The accounting standard estabbsta#svalue hierarchy based on the level of indeieait, objective
evidence surrounding the inputs used to measurevéiftie. A financial instrument’'s categorizationithin the fair
value hierarchy is based upon the lowest levelnpli that is significant to the fair value measueetm CICA
Handbook Section 3862 prioritizes the inputs ihit@e levels that may be used to measure fair value:

(i) Level 1 — Applies to assets or liabilities for whithere are quoted prices in active markets fontidel assets or
liabilities.

(i) Level 2 — Applies to assets or liabilities for wiithere are inputs other than quoted prices indudé.evel | that
are observable for the asset or liability, eithieeatly such as quoted prices for similar assetgobilities in active
markets or indirectly such as quoted prices fontidal assets or liabilities in markets with insci#int volume or
infrequent transactions.

(iii) Level 3 — Applies to assets or liabilities for whithere are unobservable market data.

The Company’s financial instruments consist priatlipof cash, accounts payable and accrued liasliand due to
related parties. Pursuant to CICA Handbook 386&R,\falue of assets and liabilities measured oacairing basis
include cash determined based on Level 1 inputgshwtonsist of quoted prices in active marketsidentical assets.
The Company believes that the recorded values| aff ghe other financial instruments approximateittcurrent fair
values because of their nature and respective ityatiates or durations.

17 Management of capital risk

The Company manages its cash, common shares, sfkis and warrants as capital (see Note 8). Cbhmpany’s
objectives when managing capital are to safegusdCiompany’s ability to continue as a going conéerorder to pursue
the development of its mineral properties and tintai a flexible capital structure which optimizise costs of capital at
an acceptable risk.

The Company manages the capital structure and naafestments to it in light of changes in econonaaditions and the
risk characteristics of the underlying assets. nfaintain or adjust the capital structure, the Compaay attempt to issue
new shares, issue new debt, acquire or disposgsefsaor adjust the amount of cash.

In order to facilitate the management of its cdp#guirements, the Company prepares annual exppeadiudgets that are
updated as necessary depending on various fastohsging successful capital deployment and gerniadalstry conditions.
The annual and updated budgets are approved lBoidue of Directors.

In order to maximize ongoing development effortes Company does not pay out dividends. The Conipamyestment
policy is to invest its short-term excess cashighly liquid short-term interest-bearing investrentith maturities 90 days
or less from the original date of acquisition, sade with regards to the expected timing of expemes from continuing
operations.
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Mediterranean Resources Ltd. Schedule A
Schedule of Mineral Properties — Capitalized Costs
Years Ended December 31, 2010 and 2009
(Expressed in Canadian Dollars)
Yusufeli properties, Turkey
Balance, Balance, Balance,
December 31, Costs December 31, Costs December 31,
2008 for the year 2009 for the year 2010
Acquisition costs $ 1,378,515 $ - $ 1,378,515 $ - $ 1,378,515
Exploration costs
Assaying and sampling 1,738,057 86,643 1,824,700 24,498 1,849,198
Drilling 5,153,989 11,418 5,165,407 153,296 5,318,703
Environmental baseline studies 237,962 74,674 6862 28,091 340,727
Field costs 1,125,241 42,685 1,167,926 59,670 1,227,596
Geological consulting 2,353,289 680,739 3,034,028 483,165 3,517,193
Geophysics 84,066 - 84,066 - 84,066
Licences, permits and fees 352,678 143,134 495,81 138,304 634,116
Metallurgy 140,324 66,288 206,612 185,768 392,380
Office and administrative 1,254,884 190,133 1,043 239,647 1,684,664
Project supervision 192,026 78,180 270,206 78,180 348,386
Road construction 188,893 26,287 215,180 22,611 237,791
Transportation and travel 293,904 139,845 433,749 121,340 555,089
13,115,313 1,540,026 14,655,339 1,534,570 16,189,909
14,493,828 1,540,026 16,033,854 1,534,570 17,568,424
Licences written off — - - (39,120) (39,120)
Total Expenditures $ 14,493,828 $ 1,540,026 PN3IABB54 $ 1,495,450 $ 17,529,304
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