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A Partnership of Incorporated Professionals

DavipsoNn & CoMPANY LLP

Chartered Accountants

INDEPENDENT AUDITORS' REPORT

To the Shareholders of
Canada Zinc Metals Corp.

We have audited the accompanying consolidated dinhgatatements of Canada Zinc Metals Corp., whamprise the
consolidated statements of financial position akuiae 30, 2015 and 2014, and the consolidatedrstats of operations and
comprehensive loss, changes in equity and casls flomthe years then ended, and a summary of gignifaccounting
policies and other explanatory information.

Management’s Responsibility for the consolidatechBincial Statements

Management is responsible for the preparation amgfesentation of these consolidated financetesbents in accordance
with International Financial Reporting Standards] &r such internal control as management detessnisi necessary to
enable the preparation of consolidated financetkeshents that are free from material misstatemémgther due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on aitsaiWe conducted our
audits in accordance with Canadian generally aeceptiditing standards. Those standards requitevhaomply with ethical
requirements and plan and perform the audit toiol&msonable assurance about whether the consalifinancial statements
are free from material misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and disclosurteeiconsolidated
financial statements. The procedures selectedndiepe the auditors’ judgment, including the assesgrof the risks of
material misstatement of the consolidated finarstimlements, whether due to fraud or error. Iningathose risk assessments,
the auditor considers internal control relevartheentity’s preparation and fair presentatiorhef consolidated financial
statements in order to design audit proceduresatiesaippropriate in the circumstances, but nathiempurpose of expressing an
opinion on the effectiveness of the entity’s indroontrol. An audit also includes evaluating &ppropriateness of accounting
policies used and the reasonableness of accowsdiilgates made by management, as well as evalubgrmyerall
presentation of the consolidated financial statdmen

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

INTERNATIONAL

1200 - 609 Granville Street, PO. Box 10372, Pacific Centre, Vancouver, B.C., Canada V7Y 1G6
Telephone (604) 687-0947 Fax (604) 687-6172



Opinion

In our opinion, these consolidated financial staeta present fairly, in all material respects, fihancial position of Canada
Zinc Metals Corp. as at June 30, 2015 and 2014itarfthancial performance and its cash flows fag tlears then ended in
accordance with International Financial Reportitgn8ards.

‘DAVIDSON & COMPANY LLP”

Vancouver, Canada Chartered Professional Accountants

October 22, 2015
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CANADA ZINC METALS CORP.
Consolidated Statements of Financial Position
As at June 30, 2015 and 2014

(Expressed in Canadian Dollars)

Notes 2015 2014
Assets
Current assets
Cash $ 9,068,599 $ 10,558,472
Receivables 3 65,283 111,761
METC recoverable 10 - 296,846
Prepaid expenses 44,280 33,187
Marketable securities 4 48,245 255,796
Investment 5 1,016,968 -
10,243,375 11,256,062
Other assets 6 332,500 332,500
Equipment and leasehold improvements 9 496,779 345,655
Refundable deposit 98,429 121,858
Investment 5 - 1,001,088
Exploration and evaluation assets 10 68,240,754 66,482,435

$ 79,411,837 $ 79,539,598

Liabilities and Equity
Current liabilities

Trade payables and accrued liabilities 7 % 621,448 $ 745,191
Flow-through premium liability 8 136,725 163,498
758,173 908,689
Deferred income tax liability 12 1,877,000 2,120,000
Equity
Capital stock 11 97,088,570 95,367,267
Reserves 11 13,004,220 12,289,609
Deficit (31,661,766)  (29,741,306)
Accumulated other comprehensive loss (1,654,360) (1,404,661)

76,776,664 76,510,909

$ 79,411,837 $ 79,539,598

Nature and continuance of operationgNote 1)
Subsequent eventgNote 18)

The accompanying notes form an integral part adermnsolidated financial statements.
Approved on behalf of the Board of Directors:

“Peeyush Varshney” “John Thomas”
Director Director
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CANADA ZINC METALS CORP.

Consolidated Statement of Changes in Equity
(Expressed in Canadian Dollars)

Capital Stock

Accumulated

other
Number of Number of ~ Common shares Treasury shares Reserves comprehensive

Note common hare: treasury shar Amount Amoun (Note 11 Deficit loss Total Equity

Balance, June 30, 2013 142,299,138 - $ 92,555,610 $ - $ 11,931,251 $ (27,418,598) (598,864) $ 76,469,402
Private placements 11 1,450,000 — 388,750 - 211,250 - - 600,000
Flow-through private placements 11 3,852,230 — 1,845,327 - — - - 1,845,327
Flow-through premium liability 8 - - (257,228) - - - - (257,228)
Share issuance costs 11 - - (94,540) - - - - (94,540)
Exercise of options 11 1,355,000 - 967,000 - (566,95() - - 400,050
Treasury shares repurchased 11 - (114,500) - (37,652) - - - (37,652)
Share-based compensation 11 - - - - 714,05¢ - - 714,058
Change in fair value of securities 4 - - - - - - (805,797) (805,797)
Net loss for the year - - - - - (2,322,711) - (2,322,711)

Balance, June 30, 2(4 148,956,36 (114,500 95,404,91 (37,652 12,289,60 (29.741,30€) (1,404,66) 7651090¢
Private placement 11 580,750 - 290,375 - - — - 290,375
Flow-through private placements 11 2,943,310 - 1,618,821 - - - - 1,618,821
Flow-through premium liability 8 - - (147,165) - - - - (147,165)
Share issuance costs 11 - - (96,335) - - - - (96,335)
Exercise of options 11 200,000 - 143,169 - (63,169) - - 80,000

Treasury shares cancelled 11 (117,000) 117,000 (75,341) 38,482 36,859 - - -
Treasury shares repurchased 11 - (147,500 - (50,703) - - - (50,703)
Share-based compensation 11 - - - - 740,921 - - 740,921
Change in fair value of securities 4 - - - - - - (249,699) (249,699)
Net loss for the year - - - — - (1,920,460) - (1,920,460)
Balance, June 30, 2015 152,563,428 (145080 97,138,443 $ (49,873) $ 13,004,220 $ (314K, $ (1,654,360)$ 76,776,664

The accompanying notes form an integral part afelmnsolidated financial statements.
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CANADA ZINC METALS CORP.

Consolidated Statements of Operations and Compseleehoss

For the years ended June 30,
(Expressed in Canadian Dollars)

Notes 2015 2014
ADMINISTRATION EXPENSES
Administration 14 3 60,000 $ 60,000
Bonuses 14 52,184 50,907
Consulting 14 54,626 98,276
Depreciation 9 6,332 4,938
Directors fees 14 50,000 50,000
Flow-through taxes (recovery) 8 5,001 (37,781)
Interest and bank charges 2,068 3,623
Investor relations 5,523 2,164
Management fees 14 354,000 304,000
Marketing expenses 216,917 153,266
Office and miscellaneous 88,887 82,607
Professional fees 62,387 71,960
Regulatory fees 14,829 14,704
Rent 91,357 87,560
Share-based compensation 11 740,921 714,058
Transfer agent fees 9,887 7,330
Travel and promotion 217,539 175,935
Wages and benefits 471,266 485,681
(2,503,724) (2,329,228)
Interest income 166,637 189,657
Loss on sale of marketable securities - (56,802)
Recovery of exploration expenditures - 63,213
Gain on write-off of accounts payable - 10,525
Settlement of contract - (137,401)
Write-off of equipment (3112) (377)
Write-off of exploration and evaluation assets - (92,281)
Other income 10 - 18,760
166,326 (4,706)
Loss before income taxes (2,337,398) (2,333,934)
Deferred income tax recovery 12 416,938 11,223
Net loss for the year (1,920,460) (2,322,711)
Adjustment for change in fair value of marketatdelgities (249,699) (805,797)
Comprehensive loss for the year $ (2,170,159) $ (3,128,508)
Basic and diluted loss per common share $ (0.01) $ (0.02)
Weighted average number of common shares outstandjn
— basic and diluted 151,648,893 145,607,600

The accompanying notes form an integral part aetmnsolidated financial statements.
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CANADA ZINC METALS CORP.

Consolidated Statements of Cash Flows
For the years ended June 30,
(Expressed in Canadian Dollars)

2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss for the year $ (1,920,460) $ (2,322,711)
Items not affecting cash:
Depreciation 6,332 4,938
Flow-through taxes accrued 8,006 5,918
Share-based compensation 740,921 714,058
Loss on sale of marketable securities - 56,802
Write-off of accounts payable - (10,525)
Write-off of equipment 311 377
Write-off of exploration and evaluation assets - 92,281
Deferred income tax recovery (416,938) (11,223)
Settlement of contract - 137,401
Accrued interest on investment (15,880) (1,088)
Changes in non-cash working capital items:
Receivables 46,478 (68,952)
Prepaid expenses (11,093) (22,932)
Due to related parties - (11,651)
Trade payables and accrued liabilities (22,024) 10,072
Cash used in operating activities (1,584,347) (1,427,235)
CASH FLOWS FROM INVESTING ACTIVITIES
Marketable securities purchased (42,148) (83,890)
Marketable securities sold - 44,475
Refundable deposit 23,429 23,429
Long-term investments - (1,000,000)
Equipment and leasehold improvements (219,150) (67,905)
Exploration and evaluation asset costs (1,850,836) (3,316,900)
Settlement of contract - (55,000)
METC recovered 341,021 699,606
Cash used in investing activities (1,747,684) (3,756,185)
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of capital stock, net of issuance costs 1,892,861 2,750,837
Common shares repurchased (50,703) (37,652)
Cash provided by financing activities 1,842,158 2,713,185
Change in cash during the year (1,489,873) (2,470,235)
Cash, beginning of year 10,558,472 13,028,707
Cash, end of year $ 9,068,599 $ 10,558,472

Supplemental disclosure with respect to cash flivate 13)

The accompanying notes form an integral part aetmnsolidated financial statements.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

1. NATURE AND CONTINUANCE OF OPERATIONS

Canada Zinc Metals Corp. (the “Company”) is incagted under the laws of the Province of British
Columbia. The Company operates in one businessesggthat being the exploration and evaluation of
resource properties in Canada, and has not yetndetd whether these properties contain ore reserve
that are economically recoverable. The recovetabdf the amounts shown for exploration and
evaluation assets is dependent upon the existdrammnomically recoverable reserves, the abilityhef
Company to obtain necessary financing to complb&r tdevelopment, and upon future profitable
production.

The Company’'s head office and principal addresSuge 2050-1055 West Georgia Street, PO Box
11121, Royal Centre, Vancouver, BC V6E 3P3. Tlgistered and records office is Suite 700-595
Burrard St., PO Box 49290, Vancouver, BC V7X 1S8.

These consolidated financial statements have bespamed on a going concern basis, which presumes
that the Company will be able to realize its asseid discharge its liabilities in the normal couofe
business for the foreseeable future. The Compasyrtarred losses since its inception and thetgbili
of the Company to continue as a going-concern dépapon its ability to raise adequate financing and
to commence profitable operations in the future.

While the Company has been successful in obtaittngequired financing in the past, mainly through
the issuance of equity capital, there is no assaréimat such financing will be available or be klde

on favorable terms. An inability to raise additfinancing may impact the future assessment ef th
Company as a going concern. The consolidated dinhistatements do not include adjustments to
amounts and classifications of assets and liaslithat might be necessary should the Company be
unable to continue operations.

At June 30, 2015, the Company has a positive wgrkdapital position of $9,485,202 (2014 -
$10,347,373). Management believes the Company hfficient working capital to maintain its
operations and its exploration activities for tlextfiscal year.

2. SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PREPAR ATION

These financial statements were authorized foreissu October 22, 2015 by the directors of the
Company.

Statement of compliance
These consolidated financial statements, includmmgparatives, have been prepared in accordance with
International Financial Reporting Standards (“IFRSs issued by the International Accounting

Standards Board (“IASB”) and Interpretations issuky the International Financial Reporting
Interpretations Committee (“IFRIC").
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2.

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)

Basis of presentation

The consolidated financial statements of the Compave been prepared on an accrual basis except for
certain cash flow information, and are based ototitsal costs, except for certain financial instents
classified as financial instruments at fair valbheotigh profit and loss or available-for-sale whante
stated at their fair value. The consolidated finanstatements are presented in Canadian dolldessin
otherwise noted, which is also the functional cacseof the Company and its subsidiary.

Principles of consolidation

These consolidated financial statements include uamsoof the Company and its wholly owned
subsidiary Ecstall Mining Corp. (“Ecstall”), a compy incorporated under the laws of the Province of
British Columbia and engaged in the exploration evaluation of resource properties.

Subsidiaries are corporations in which the Compgarable to control the financial operating, invegti
and financing activities and policies, which is thethority usually connected with holding majority
voting rights. The consolidated financial statetaeimclude the accounts of the Company and its
controlled entity from the date on which controlsnacquired. Ecstall uses the same reporting period
and the same accounting policies as the Company.

All inter-entity balances and transactions, inchgdiunrealized profits and losses arising from inter
company transactions, have been eliminated irofutonsolidation.

Significant accounting judgements, estimates and@asptions

The preparation of financial statements in confoymiith IFRS requires management to make
judgments, estimates and assumptions that affecteported amount of assets and liabilities and the
disclosure of contingent liabilities at the datetloé financial statements and the reported amofint o
expenses during the reporting period.

Estimates and assumptions are continuously evaluatd are based on management’'s experience and
other factors, including expectations of future régethat are believed to be reasonable under the
circumstances. However, actual outcomes can diffen these estimates.

Critical judgments

The preparation of our consolidated financial stegets requires us to make judgments regarding the
going concern of the Company as discussed in Note 1
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2.

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)
Significant accounting judgements, estimates andasptions(cont’d)

Key Sources of Estimation Uncertainty

Significant estimates made by management affectimgonsolidated financial statements include:
Share-based compensation

Share-based compensation expense is measuredebgned to the fair value of the stock options at th
date at which they are granted. Estimating faiuedbr granted stock options requires determinieg t
most appropriate valuation model which is dependenthe terms and conditions of the grant. This
estimate also requires determining the most apja@pinputs to the valuation model including the
expected life of the option, volatility, dividenikld, and rate of forfeitures and making assumpébaut
them. The value of the share-based compensatiognegpfor the year along with the assumptions and
model used for estimating fair value for share-Hasenpensation transactions are disclosed in Nhte 1

Financial instruments

The fair values of financial instruments are estedebased upon market and third party inputs. These
estimates are subject to change with fluctuationsommodity prices, interest rates, foreign curyenc
exchange rates and estimates of non-performarice ris

Deferred tax assets & liabilities

The measurement of deferred income tax provisi@uligect to uncertainty associated with the tinohg
future events and changes in legislation, tax raekinterpretations by tax authorities. The ediipneof

taxes includes evaluating the recoverability ofedefd tax assets based on an assessment of the
Company's ability to utilize the underlying fututax deductions against future taxable income pnor
expiry of those deductions. Management assessethevtieis probable that some or all of the deférre
income tax assets will not be realized. The ultemailization of deferred tax assets is dependam u

the generation of future taxable income, whichuimtis dependent upon the successful operatiotiseof
Company. To the extent that management’s asseswhéiné Company's ability to utilize future tax
deductions changes, the Company would be requiregcbgnize more or fewer deferred tax assets, and
deferred tax provisions or recoveries could becadie.

Useful life of equipment and leasehold improvements

Each significant component of an item of Equipraend Leasehold improvements is depreciated over its
estimated useful life. Estimated useful lives agéednined based on current facts and past experienc
and take into consideration the anticipated phydifeaof the asset, existing long-term sales agreets
and contracts, current and forecasted demand, thentl for technological obsolescence, and
regulations.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2. SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)
Carrying value and recoverability of explorationchavaluation assets

The carrying amount of Company’s exploration andl@ation assets does not necessarily represent
present or future values, and the Company’s exptorand evaluation assets have been accounted for
under the assumption that the carrying amount bell recoverable. Recoverability is dependent on
various factors, including the discovery of econcatly recoverable reserves, the ability of the Camyp

to obtain the necessary financing to complete theeldpment and upon future profitable production or
proceeds from the disposition of the mineral propsrthemselves. Additionally, there are numerous
geological, economic, environmental and regulatéagtors and uncertainties that could impact
management’s assessment as to the overall viabflitts properties or to the ability to generatéufe

cash flows necessary to cover or exceed the carmatue of the Company’s exploration and evaluation
assets.

Financial instruments

All financial instruments are initially recognized fair value on the statement of financial positidhe
Company has classified each financial instrumetd one of the following categories: (1) financial
assets or liabilities at fair value through prddit loss (“FVTPL"), (2) loans and receivables, (3)
available-for-sale financial assets, (4) held-taurity financial assets, and (5) other financiabilities.
Subsequent measurement of financial instrumeritased on their classification.

Financial assets and liabilities at FVTPL are sghsatly measured at fair value with changes inghos
fair values recognized in net earnings. “Availafilesale” financial assets are subsequently medsatre
fair value with changes in fair value recognizeaiher comprehensive income (loss), net of tax.ldHe
to-maturity” financial assets, “loans and receieah)] and “other financial liabilities” are subseqtig
measured at amortized cost using the effectiveaatenethod.

Fair value hierarchy

The Company uses the following hierarchy for deteimg and disclosing the fair value of the finarcia
instruments by valuation technique:

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

i) Level 2 — Applies to assets or liabilities for whithere are inputs other than quoted prices
included in Level 1 that are observable for theea®r liability, either directly such as quoted
prices for similar assets or liabilities in activarkets or indirectly such as quoted prices for
identical assets or liabilities in markets witkuiffficient volume or infrequent transactions.

iii) Level 3 — Applies to assets or liabilities for winithere are unobservable market data.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2. SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)

Financial instruments(cont'd)

Cash and cash equivalents, long-term investmeshingzarketable securities have been measured at fair
value using Level 1 inputs.

The Company has classified its cash and long-terasiment as at FVTPL. Marketable securities are
classified as available-for-sale. Receivables (akinly GST receivable), and refundable deposit are
classified as loans and receivables and trade fes/a@md accrued liabilities are classified as other
financial liabilities, all of which are measuredaamortized cost.

The Company’s financial instruments at June 30520 as follows:

Fair Value Other
Loans & Available for  through Profit financial
receivables sale or Loss liabilities
Financial assets
Cash $ - $ - $ 9,068,599 $ -
Receivables 397 - - —
Marketable securities - 48,245 - -
Investment - - 1,016,968 -
Refundable deposit 98,429 - - -
Financial liabilities
- 1,448

Trade payables and accrued liabilities

$ 98,826 $ 48,245 $ 10,085567 $ 621,448

Unless otherwise disclosed their carrying valuegr@gmate their fair values due to the short term
nature of these instruments.

Equipment and leasehold Improvements

Equipment and leasehold improvements are recordedost less accumulated depreciation and
impairment charges. Such cost consists of thehagie price, any costs directly attributable todirig

the equipment to the location and condition neegsea its intended use. Depreciation of equipment
and leasehold improvements is calculated overstimated useful lives as follows:

Camp equipment and fixtures 25% declining balane¢éhod
Camp structures and upgrades 25% declining balaeteod
Computers 55% declining balance method
Computer software 100% straight-line method
Office equipment and furniture 20% declining bakumethod
Office leasehold improvements 5 years straighg-timethod
License 55% declining balance method
Vehicle 30% declining balance method
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2.

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)
Equipment and leasehold Improvemer(sont’d)
In the year of acquisition, only one-half of theodeziation is recorded.

The depreciation of camp equipment and fixtures @artp upgrades is capitalized to exploration and
evaluation assets.

Where an item of equipment and leasehold improvésnenmprises significant components with
different useful lives, the components are accalifbe as separate items of equipment and leasehold
improvements. The cost of replacing part of an iteithin equipment and leasehold improvements is
recognized when the cost is incurred if it is plubahat the future economic benefits will flowttee
group and the cost of the item can be measureabhgliThe carrying amount of the part that has been
replaced is expensed. All other costs are recodrdagean expense as incurred.

Exploration and evaluation assets

Exploration and evaluation expenditures are capédlonce the legal right to explore a property has
been acquired. Exploration and evaluation assetsregorded at cost less accumulated impairment
losses. Direct costs related to the acquisitiop)agation and evaluation of exploration and evaarat
assets are capitalized until the commercial vigbitif the asset is established, at which time the
capitalized costs are reclassified to mineral pridge under development. To the extent that the
expenditures are spent to establish ore resertbinwhe rights to explore, the Company will corsid
those costs as intangible assets in nature. Thedapion of a capital asset in connection withlespg

or evaluating a property of this nature will belimed in the cost of the intangible asset.

When a project is deemed to no longer have comaibreiiable prospects to the Company, exploration
and evaluation expenditures in respect of the ptaee deemed to be impaired. As a result, those
exploration and expenditure costs, in excess @hastd recoveries, are written off to the statenodnt
operations and comprehensive loss.

Management reviews the facts and circumstancesestigg if the carrying amount of the exploration
and evaluation assets exceeds their recoverablaerdron a regular basis.

Exploration costs renounced to shareholders ddlewsthrough share subscription agreements remain
capitalized; however, for income tax purposes tloen@any has no right to claim these costs as tax
deductible expenses.

METC recoverable
Mining exploration tax credits from the Governmaeuft British Columbia for certain exploration
expenditures incurred in British Columbia are weats a reduction of the exploration costs of the

respective resource property. The Company recotd$®Irecoverable when the Company has filed for
a refund with the Government of British Columbia.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2.

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)

Impairment

An impairment loss is recognized when the carrymgount of an asset, or its cash generating unit
("“CGU"), exceeds its recoverable amount. A CGUhe smallest identifiable group of assets that
generates cash inflows that are largely independkttie cash inflows from other assets or groups of
assets. Impairment losses are recognized in @nofitioss for the period. Impairment losses reizegh

in respect of CGUs are allocated first to redueedhrrying amount of any goodwill allocated to CGUs
and then to reduce the carrying amount of the athsets in the unit on a pro-rata basis.

The recoverable amount of assets is the great@n akset’s fair value less cost to sell and vaiugse.

In assessing value in use, the estimated future ftaws are discounted to their present value using
pre-tax discount rate that reflects the currentketaassessments of the time value of money andske
specific to the asset. For an asset that doesam#rgte cash inflows largely independent of those f
other assets, the recoverable amount is deternforethe cash-generating unit to which the asset
belongs.

An impairment loss is only reversed if there idgratication that the impairment loss may no longest

and there has been a change in the estimatesasietetrmine the recoverable amount, however, not to
an amount higher than the carrying amount that evdnalve been determined had no impairment loss
been recognized in previous years.

Assets that have an indefinite useful life are salbject to amortization and are tested annually for
impairment.

Flow-through shares

Canadian tax legislation permits a company to isaeirities referred as flow-through shares whereby
the deduction for tax purposes relating to qualifresource expenditures is claimed by the investors
rather than the Company. The Company accountioferthrough shares whereby the premium, if any,
paid for the flow-through share in excess of thekaiavalue of the shares without a flow-throughtiea

at the time of issue is initially recorded to flalrough premium liability and then included in pradfr
loss, as a deferred income tax recovery, at the seme the qualifying expenditures are made.

Provisions
Provisions are recorded when a present legal astagriive obligation exists as a result of pastnéve

where it is probable that an outflow of resourcededying economic benefits will be required tolsett
the obligation, and a reliable estimate of the amhafdi the obligation can be made.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2.

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PR EPARATION (cont'd)
Provisions(cont'd)

The amount recognized as a provision is the bash&e of the consideration required to settle the
present obligation at the reporting date, takirtg &ccount the risks and uncertainties surrounttieg
obligation and discount rates. Where a provisioméasured using the cash flows estimated to sktle
present obligation, its carrying amount is the enéwvalue of those cash flows discounted for theketa
discount rate.

Over time the discounted liability is increased ttoe changes in the present value based on thenturr
market discount rates and liability risks. When soon all of the economic benefits required to eetl
provision are expected to be recovered from a thédy, the receivable is recognized as an as#eisif
virtually certain that reimbursement will be reasvand the amount receivable can be measured
reliably.

Changes in closure and reclamation estimates aveuated for as a change in the corresponding
capitalized cost.

The Company has no significant provisions for teequls presented.

Capital stock

Common shares are classified as equity. Incrementt directly attributable to the issue of common
shares and stock options are recognized as a dmuutom equity. Common shares issued for
consideration other than cash, are valued baséiteormarket value at the date the shares aredssue

The Company has adopted a residual value methdud neipect to the measurement of shares and
warrants issued as private placement units. Thdualsvalue method first allocates value to the enor
easily measurable component based on fair valugterdthe residual value, if any, to the less gasil
measurable component. The Company considers thedhie of common shares issued in the private
placements to be the more easily measurable compand the common shares are valued at their fair
value, as determined by the closing market pricehenannouncement date. The balance, if any, is
allocated to the attached warrants. Any fair valtiebuted to the warrants is recorded as reserves.

Share-based compensation

The Company operates an employee share option plenfair value of share-based compensation to
employees is measured at grant date using the fHekkles option pricing model, and is recognized
over the vesting period using the graded vestinthate The fair value of share-based compensation t
non-employees is measured at the date the gocskxices are received, at either the fair valuthef
goods or services received or the fair value ofdbeity instruments issued using the Black-Scholes
option pricing model, if the fair value of the g@oak services received cannot be readily measured.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2. SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)
Share-based compensatigoont’d)

For both employees and non-employees, the fairevialuecognized as an expense with a corresponding
increase in reserves. The amount recognized asnegpis adjusted to reflect the number of share
options expected to vest. For share options gramitttvesting terms conditional upon the achieveimen
of a performance condition, and the performanceditiom is not a market condition, the Company
revises its estimates of the length of the vesprgod, if necessary, when information arises that
indicates that the length of the vesting periodedif from previous estimates. When this occurs, the
change in estimate is accounted for prospectively.

Income taxes

Income tax expense comprises current and defeapediricome tax is recognized in the statement of
operations and comprehensive loss except to thenieghat it relates to items recognized directly in
equity. Current tax expense is the expected tgalga on taxable income for the year, using taggat
enacted or substantively enacted at period endstdj for amendments to tax payable with regards to
previous years.

Deferred tax is recorded using the liability methpdoviding for temporary differences, between the
carrying amounts of assets and liabilities for fiicial reporting purposes and the amounts used for
taxation purposes.

Temporary differences are not provided for relatinggoodwill not deductible for tax purposes, the
initial recognition of assets or liabilities thafert neither accounting nor taxable loss, noreddhces
relating to investments in subsidiaries to the mixteat they will probably not reverse in the faesble
future. The amount of deferred tax provided is Hamethe expected manner of realization or settiéme
of the carrying amount of assets and liabilitiesing tax rates enacted or substantively enactedeat
reporting date.

A deferred tax asset is recognized only to therdxiteat it is probable that future taxable profitd be
available against which the asset can be utilized.

Loss per share

Loss per share is computed by dividing net losdlava to common shareholders by the weighted
average number of shares outstanding during thartieg period.

Diluted loss per share is computed similar to blssis per share except that the weighted averagesh
outstanding are increased to include additionateshéor the assumed exercise of share options and
warrants, if dilutive. The number of additional sf®is calculated by assuming that outstandingeshar
options and warrants were exercised and that theepds from such exercises were used to acquire
common stock at the average market price duringgperting periods.
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CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

2. SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRE PARATION (cont'd)

Comprehensive loss

Comprehensive loss consists of net loss and otbeprehensive loss and represents the change in
equity which results from transactions and everdsifsources other than the Company’s shareholders.
For the periods presented, comprehensive loss desltholding gains and losses from financial
instruments classified as available-for-sale.

New standards adopted during the year

Effective July 1, 2014, the following standards evadopted but did not have a material impact on the
consolidated financial statements.

* 1AS 32 (Amendment): Standard amended to clarifyunegnents for offsetting financial assets
and financial liabilities.
* IFRS 10 Investment Entities — Amendment.

New standards and interpretations not yet adopted

Certain new standards, interpretations, amendnagrtsmprovements to existing standards were issued
by the IASB or IFRIC that are mandatory for fut@ecounting periods. The following have not yet
been adopted by the Company and are being evaltmatitermine their impact.

 IFRS 7: Amended to require additional disclosurastm@nsition from IAS 39 and IFRS 9,
effective for annual periods beginning on or aft@nuary 1, 2015.

 IFRS 9: New standard that replaced IAS 39 for di@ssion and measurement, tentatively
effective for annual periods beginning on or aft@nuary 1, 2018.

* IFRS 15 — Revenue from contracts with customersstandard on revenue from contracts with
customers was issued on May 28, 2014 and is efeeédr annual reporting periods beginning
on or after January 1, 2018 for public entitieshwaarly adoption permitted.

3. RECEIVABLES

2015 2014
Government Sales Tax credits $ 64,886 $ 51,574
Accrued interest (Note 6) 397 536
Other - 59,651
$ 65,283 $ 111,761

Other receivables as at June 30, 2014 consistadeffind of flow-through Part XII.6 tax recordesia
result of the CRA assessment of the “look-back’uramation on the November 2012 flow-through
private placement. The amount was received duhegurrent fiscal year ended June 30, 2015.
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For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

4. MARKETABLE SECURITIES

The Company holds marketable securities that haea besignated as available-for-sale as follows:

2015 2014
Common shares of public companies:
Fair value, opening $ 255,796 $ 1,078,980
Purchases 42,148 83,890
Disposals - (44,475)
Realized losses - (56,802)
Unrealized losses (249,699) (805,797)
Fair Value $ 48,245 $ 255,796

5. INVESTMENT

Investment consists of a highly liquid Canadian latoldenominated non-redeemable guaranteed
investment certificate (“GIC”) yielding an interesite of 1.588% per annum maturing December 7,
2015. Long-term investment has a term to matwftgreater than one year, classified as a FVTPL
financial asset, and includes a principal amour$$l9600,000 (2014 - $1,000,000) and accrued irtteres
of $16,968 (2014 - $1,088). The counter-partyfimancial institution.

6. OTHER ASSETS

Other assets comprise of reclamation bonds toga#i32,500 (2014 — $332,500) posted as security
deposits with the Government of British Columbia rilation to the Akie and Kechika Regional
properties. The reclamation bonds are deposite@l®s through a financial institution and earn an
average annual variable interest rate of approxinal.00% and reinvested on an annual basis
immediately at maturity. Interest accrued on th€<ik included in receivables (Note 3).

7. TRADE PAYABLES AND ACCRUED LIABILITIES

2015 2014

Trade payables $ 486,356 $ 652,759
Accrued liabilities 135,092 92,432
$ 621,448 $ 745,191
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For the years ended June 30, 2015 and 2014
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8. FLOW-THROUGH PREMIUM LIABILITY

2015 2014
Balance, beginning of year $ 163,498 $ 276,493
Recorded 147,165 257,228
Amortized (173,938) (370,223)
Balance, end of year $ 136,725 $ 163,498

The unamortized balance of the flow-through liapibf $136,725 as of June 30, 2015 consists of the
flow-through liability of $147,165 recorded in cawtion with the October 2014 flow-through private
placement of 2,943,310 shares (Note 11(b)(i)) dated based on an estimated premium of
approximately $0.05 per flow-through share issuesk lamortization of $10,440 pro-rata with the
qualifying exploration expenditures of $114,848umed to June 30, 2015.

The flow-through premium liability does not represa cash liability to the Company, and is to béy/fu
amortized to the statement of operations and cdmemsve loss pro-rata with the amount of qualifying
flow-through expenditures that will be incurredcedendar 2015.

The flow-through agreements require the Companyeimounce certain deductions for Canadian
exploration expenditures incurred on the Compamgsource properties. The flow-through liabilities
recorded in connection with the flow-through finargs completed in fiscal 2014 were fully amortized
as at June 30, 2015.

When the Company uses the “look-back” rule to reweuexploration expenditures to investors before
the Company actually incurs them, the Companyalsiéi for the flow-through Part XII.6 tax (“FT Tax")
The reconciliations of the accrued and paid FT foathe years ended June 30, 2015 and 2014 are as

follows:
2015 2014
Balance, beginning of year $ 5,918 $ 58,718
Accrued 8,006 21,870
Adjustment of previously accrued FT Tax (3,005) (59,651)
FT Tax paid (2,913) (15,019)
Balance, end of year $ 8,006 $ 5,918
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9. EQUIPMENT AND LEASEHOLD IMPROVEMENTS
Office Camp Camp
Computers  equipment and Office leasehold equipment  structures and
and software furniture improvements Licensg) Vehicle) and fixtures:y)  upgradesq) Total

Cost:

At June 30, 201 $ 18,82t $ 1560z $ 461¢ $ 19,000 $ 37,02¢ $ 160,15¢ $ 440,98 $ 696,221
Acquisitior 545 - - - - 67,36: - 67,90¢
Reclassified from Exploration
and Evaluation asse - - - - - 3,03¢ 33,04¢ 36,087
Write-off (520) - - - - - - (520)

At June 30, 2014 18,849 15,602 4,616 19,000 37,026 230,558 474,042 799,693
Acquisition 7,924 2,626 - - - 80,120 180,512 271,182
Write-off (8,556) - - - - - - (8,556)

At June 30, 2015 $ 18,217 % 18,228  $ 4616 19,000 $ 37,026 $ 310678 $ 654554 $ 1,062,319

Accumulated depreciation:

At June 30, 2013 $ 14514 % 6,989 $ 1384 $ 17584 20519 $ 96,000 $ 181,306 $ 338,216
Depreciation 2,292 1,722 924 823 4,952 23,548 81,704 115,965
Write-off (143) - - - - - - (143)

At June 30, 2014 16,663 8,711 2,308 18,327 25,471 119,548 263,010 454,038
Depreciatior 3,7€8 1,641 923 37C 3,467 34,25¢ 75,32: 119,74
Write-off (8,245) - - - - - - (8,245)

At June 30, 2015 $ 12,186  $ 10352 $ 3,23 18,697 $ 28,938 $ 153,804 $ 338,332 % 565,540

Net book value:

At June 30, 201 $ 2,18¢ % 6,891 $ 2,30¢  $ 67:  $ 11558 $ 11101 $ 21103 % 345,65!

At June 30, 201 $ 6,031 §$ 787¢ $ 1,388  $ 305§ 808 $ 15687 $ 316,227 $ 49€,77¢

o) License, vehicles, camp equipment and fixturescamdp upgrades are used for exploration and evafuatitivities.

Depreciation for these items of $113,415 for yestesl June 30, 2015 (2014 - $111,027) has beeratiapi to exploration and evaluation assets (N6je 1
Depreciation of the remaining items of $6,332 (20$4,938) has been expensed.
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10.

EXPLORATION AND EVALUATION ASSETS

Title to exploration and evaluation assets involeestain inherent risks due to the difficulties of

determining the validity of certain claims as wal the potential for problems arising from the

frequently ambiguous conveyancing history char&tterof many resource claims. The Company has
investigated title to all of its exploration andakyation assets and, to the best of its knowletilie to

all of its claims are in good standing.

Akie Property, British Columbia

The Akie property is the Company’s flagship explmma project and is host to the Cardiac Creek
SEDEX Zn-Pb-Ag deposit. The Company owns a 1008 rést in the Akie property, which resulted
from Company expenditures and the acquisition st&icMining Corporation.

Kechika Regional project, British Columbia

The Kechika Regional project, represented by asei contiguous property blocks including Pie and
Mt. Alcock, extends northwest from the Akie progeifhe Company owns a 100% interest in these
properties, which were acquired during fiscal 266@d 2008, including the acquisition of Ecstall.eTh
interest in the Mt. Alcock property is subject t@.8 % net smelter royalty.

In September 2013, the Company entered into arorogreement (the “Agreement’) with Teck
Resources Limited (“Teck”) that would see Teck amxup to a 70% interest in the Company’s Pie,
Cirque East and Yuen properties (the “Propertyije¢ of the 10 regional properties that make up the
Kechika Regional Project. The terms of the Agreegmeare amended on September 23, 2015 to revise
the dates on which required exploration expenditheed to be incurred.

The Agreement outlines two options (the “Optiondfjat are subject to certain expenditure
requirements as outlined below:

* Under the first Option, Teck can earn an undivi®d&o interest in and to the Property by
incurring a cumulative aggregate of $3,500,0004pl@ration expenditures on the Property on
or before September 30, 2017 (extended to DeceB1he017), with $500,000 in exploration
expenditures to be completed on or before Septerd®e014 (incurred) and $1,500,000
(amended to $1,295,000) in cumulative exploratiqgeaditures to be completed on or before
September 30, 2015 (extended to December 31, 2015).

» Under the second Option, Teck may elect to acqnradditional 19% interest in the Property
for a total of 70% by incurring an additional $3)0Q00 in exploration expenditures (for a total
aggregate of $8,500,000 in exploration expendijupesthe Property on or before September
30, 2019.

Subject to one or more of the Options being exed;ideck and the Company will form a joint
venture to continue with exploration and, if wateat) development of the Property.
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10. EXPLORATION AND EVALUATION ASSETS (cont'd)

Portions of the Property fall within the area ofeirest provisions of the Teck and Korea Zinc joint
venture (the “T-KZ JV”) on their adjoining Cirquergperty. Korea Zinc elected to include the
Agreement under the T-KZ JV and delivered Notic®afticipation in the Agreement to the Company
in November of 2013. Teck and Korea Zinc each lao§D% interest in the T-KZ JV and , as a result
of the Notice of Participation, will share any irgst which may be acquired under the Agreement.

Summary of exploration expenditures incurred omouer properties:

Akie Property Kechika Regional Total

Acquisition Costs:

Balance, June 30, 2013 $ 24,175,329 $ 330,434 % 24,505,763
Additions - 6,351 6,351
Write-off (10,088) - (10,088)

Balance, June 30, 2014 and 2015 $ 24,165,241 % 836 $ 24,502,026

Deferred exploration costs:

Balance, June 30, 2013 $ 34,762,617 $ 3,776,997 $8,538,614
Airborne survey - 189,491 189,491
Camp equipment, reclassification (36,087) - (36,087)
Camp equipment, depreciation 111,027 - 111,027
Camp supplies, settlement of contfact (82,401) - (82,401)
Drilling 2,510,831 - 2,510,831
Geochemical sampling - 456,322 456,322
Geology 45,961 40,030 85,991
Community consultations 355,367 - 355,367
Environmental studies and permit
compliance monitoring 102,796 - 102,796

Less:

METC3 (170,349) - (170,349)
Write-off® (82,193) - (82,193)
Balance, June 30, 2014 $ 37,517,569 $ 4,462,840 $1,98@,409
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10. EXPLORATION AND EVALUATION ASSETS (cont'd)

Akie Property Kechika Regional Total
Balance, June 30, 2014 $ 37,517,569 $ 4,462,840 $ 41,980,409

Camp equipment, depreciati@ote 9) 113,415 - 113,415

Airborne geophysical survey 135,744 148,407 284,151

Camp rental 82,839 - 82,839

Drilling 957,002 - 957,002

Geology 64,765 13,183 77,948

Community consultations 223,438 - 223,438

Environmental studies and permit

compliance monitoring 63,701 - 63,701
Less:

METC? (44,175) _ (44,175)
Balance, June 30, 2015 $ 39,114,298 $ 4,624,430 $ 43,738,728
Total June 30, 2014 $ 61,682,810 $ 4,799,625 $ 824485
Total June 30, 2015 $ 63,279,539 $ 4,961,215 $ 88,254

1During the year ended June 30, 2014, the Compaieyrdimed based on new circumstances that asseti®psty recorded
as exploration and evaluation assets were to bassified as equipment and leasehold improvemarmdgalthe ability to use
these assets for multiple purposes. As a resultpsi base of $36,087 was reclassified to equipraeck leasehold
improvements and depreciation of $18,325 capitdlipeexploration and evaluation assets.

2During the year ended June 30, 2014, the Compamedia mutual release agreement with a former eta vendor. As
a result, the Company paid $55,000 in cash andfeemed $82,401 worth of previously purchased sappl

3The Company applies for the 20% British Columbianivg Exploration Tax Credit (‘METC") and the enhadcax credit
of an additional 10% for Mountain Pine Beetle aféecareas, on qualified mining exploration costsiired.

During the year ended June 30, 2014, the Comppplied for METC of $296,846 on qualified exploratiexpenditures
incurred in fiscal 2013. The amount was recordedM&T C recoverable and received subsequent to JOn@@L4. In
addition, as a result of the CRA’s assessment@fdbmpany’s METC applications for fiscal 2011 ai®d 2, the Company
recorded METC adjustments of $40,743 and $85, &spectively, and received a METC refund of $699 f6@éhose years.

4 During the year ended June 30, 2015, the Comparsgiverl a METC refund of $44,175 for exploration exgitures
incurred in fiscal 2014 in excess of the amoun®uaced to flow-through investors.

5 During the year ended June 30, 2014, the Compafsitied the Parrish claims (seven contiguous mingaims located west
of the Company’s exploration camp on the Akie propeand wrote-off acquisition and exploration sogtcurred on these
claims of $92,281.
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11.

CAPITAL STOCK AND RESERVES

(a) Authorized

Unlimited common shares without par value

(b) Issued and outstanding

During the year ended June 30, 2015:

(i)

(ii)

(i)

(iv)

v)

(Vi)

the Company completed a flow-through private plaeenof 2,943,310 flow-through shares at
a price of $0.55 per share for gross proceeds @&181821. A flow-through premium liability
of $147,165 was recorded in connection with thiggte placement (Note 8);

the Company also completed a non-flow-through peiyaacement of 580,750 units at a price
of $0.50 per unit for gross proceeds of $290,37#chEunit consisted of one common share
and one-half share purchase warrant of the Comp&agh whole warrant entitles the holder
to purchase one additional common share at a pfi@.75 for a period of 12 months from
closing;

the Company paid an aggregate finder’s fee of $2ahd incurred regulatory filing fees and
other expenses of $13,713 in connection with theap placements completed during the
year;

200,000 share options were exercised at a pricBOaf0 per share, and 200,000 common
shares were issued for total proceeds of $80,008ddition, a reallocation of $63,169 from
reserves to capital stock was recorded on the iseen€ these options. This amount constitutes
the fair value of options recorded at the origigr@nt date;

the Company received TSXV approval for its new NalrrCourse Issuer Bid (“NCIB”)
application to purchase at market price up to 7,888 common shares, being approximately
5% of the Company’s issued and outstanding comniames through the facilities of the
TSXV. The bid commenced on August 1, 2014 andstd@ly open for another 12 months;

the Company repurchased 147,500 of its common shareler the NCIB for total
consideration of $50,703 at a weighted averagemfi&0.34 per share; and

(vii) 117,000 common shares repurchased under the N€ihioh 114,500 common shares were

repurchased in fiscal 2014, were cancelled andrretlito the Company’s treasury in July
2014. Upon the cancellation, $75,341 was recorded aeduction to capital stock for the
assigned value of the shares, and $36,859 wasthbto reserves.

During the year ended June 30, 2014:

(viii)

the Company completed a private placement withkTigssuing 1,250,000 units of the
Company at a price of $0.40 per unit, resulting itotal subscription of $500,000. Each unit
consisted of one common share and one share pereiasant that will entitle Teck to
purchase one additional common share of the Compéthyn 24 months at a price of $0.40
per share. The Company paid $3,250 in regulatdingfifees in connection with the private
placement;
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11.

CAPITAL STOCK AND RESERVES (cont'd)

(b) Issued and outstandingcont'd)

(ix)

*)

(xi)

The proceeds from the issue of units were alloctdezhpital stock based on the fair value of
the common shares, which was estimated at $288T#%0 residual value attributable to the

warrants attached to the units was $211,250, dr680per share. The Company recorded the
residual value in equity reserves (Note 11(e)) luthid warrants are exercised or expired
unexercised;

the Company completed a flow-through private pleeetrof 2,112,600 shares at a price of
$0.40 per common share for gross proceeds of $8d5Xhe Company paid a finder's fee of
$33,802 and incurred regulatory filing fees andeotbxpenses of $6,075 in connection with
the private placement. A flow-through premium lidbi of $126,756 was recorded in
connection with this transaction (Note 8);

the Company completed a flow-through private plasetrof 1,739,630 shares at a price of
$0.575 per common share for gross proceeds of 8280. The Company paid a finder's fee
of $40,011 and incurred regulatory filing fees atiter expenses of $6,052 in connection with
the private placement. A flow-through premium llabi of $130,472 was recorded in
connection with this transaction (Note 8);

the Company completed a non flow-through privategment of 200,000 units at a price of
$0.50 per unit for gross proceeds of $100,000. Raxhconsists of one common share and
one-half share purchase warrant of the Companych Ednole warrant entitles the holder to

purchase one additional common share at a pricB0af for a period of 18 months from

closing. The Company paid a finder's fee of $4,@0@ incurred regulatory filing fees and

other expenses of $1,350 in connection with theapei placement;

(xii) 1,355,000 share options were exercised at a weighierage price of $0.30 per share, and

1,355,000 common shares were issued for total pdsceof $400,050. In addition, a
reallocation of $566,950 from reserves to capitatls was recorded on the exercise of these
options. This amount constitutes the fair valueopfions recorded at the original grant date
and on subsequent re-pricing; and

(xii)the Company repurchased under its NCIB 114,500 t®f common shares for total

consideration of $37,652 at a weighted averageemi&0.33 per share, all of which were held
in the Company’s treasury at June 30, 2014.

(c) Share options

The Company has adopted a 20% fixed share optian whereby the Company has reserved
20,557,283 common shares under the plan. The teamyooptions granted under the plan is fixed
by the Board of Directors and may not exceed temsyom date of grant.

The number of options granted to a consultant &2 anonth period must not exceed 2% of the
issued shares of the Issuer from the date of graDptions issued to consultants performing
investor relations activities must vest in stageerdl2 months with no more than 1/4 of the
options vesting in any three month period. Shardoonp granted to directors, officers and
employees of the Company vest immediately.
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11. CAPITAL STOCK AND RESERVES (cont'd)
(c) Share optiongcont’d)

Share option transactions and the number of shiens outstanding are summarized as follows:

. Weighted
Options Average
Outstanding Exercise Price
Outstanding, June 30, 2013 7,147,500 $ 0.49
Granted 2,340,000 0.38
Exercised (1,355,000) (0.30)
Expired (125,000) (0.25)
Outstanding, June 30, 2014 8,007,500 0.49
Granted 3,785,000 0.23
Exercised (200,000) 0.40
Expired/ cancelled (970,000) 0.45
Outstanding, June 30, 2015 10,622,500 $ 0.39

Share options outstanding and exercisable at JWn2035 are summarized as follows:

Remaining Number of
Number of Exercise Life of Options Options
Options Price Expiry Date (Years) Exercisable
130,000 $0.70 November 14, 2015 ( 1.38 130,000
200,00( $1.05 February 11, 2018)( 2.62 200,000
95,00 $0.23 February 11, 2018 2.62 95,000
270,00 $0.25 October 31, 2018 3.34 270,000
330,000 $0.40 October 9, 2039 ( 4.28 330,000
440,000 $0.41 October 13, 20%6 ( 1.29 440,000
1,17500C $0.63 January 15, 2026) ( 4.55 1,175,000
30,00 $0.23 January 15, 2020 4.55 30,000
375,000 $0.50 November 8, 2020 ( 5.36 375,000
42,50 $0.23 November 8, 2020 5.36 42,500
1,42500( $0.55 November 24, 2026)( 5.41 1,425,000
5,00( $0.23 November 24, 2020 5.41 5,000
1,720,001 $0.39 December 27, 2028 ( 8.50 1,720,000
600,000 $0.35 June 16, 2021 5.97 600,000
3,785,00! $0.23 April 10, 2025 9.79 3,785,000
10,622,500 $0.39 7.02 10,622,500

* Subsequent to June 30, 2015, an aggregate 05 83® previously granted stock options were voliiytaurrendered by directors,
officers and consultants of the Company (Note 1B (e
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11.

CAPITAL STOCK AND RESERVES (cont'd)

(c) Share optiongcont'd)

During the year ended June 30, 2015, the Compamyded share-based compensation expense of
$730,007 (2014 — $714,058) for 3,785,000 shareonsgtigranted during the year and vested
portion of share options granted in prior years.

During the year ended June 30, 2015, the Compaayralpriced previously granted stock options

to a number of employees to acquire 172,500 comshamnes at a price between $0.53 per share
and $1.05 per share, expiring between Februar2018 and November 24, 2020, to $0.23 per

share. The Company recorded $10,914 (2014 - $Niladditional share-based compensation

expense in connection with the re-pricing.

The Company uses the Black-Scholes option pricilnglehto calculate the fair value of stock
options granted. The Black-Scholes model was deeeldor use in estimating the fair value of
traded options that have no vesting restrictionse Tnodel requires management to make
estimates, which are subjective and may not beeseptative of actual results. Changes in
assumptions can materially affect estimates of f@ilues. The following weighted average
assumptions were used to estimate the followingted average grant date fair values:

2015 2015 2014

Options modified Options granted Options granted
Number of options 172,500 3,785,000 2,340,000
Risk free interest rate 0.68% 1.03% 2.31%
Expected dividend yield 0% 0% 0%
Stock price volatility 70% 80% 82%
Expected life of options 3.88 years 10 years 928y
Weighted average fair value of options $ 0.06 .$90 $ 0.31
Forfeiture 0% 0% 0%
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11.

CAPITAL STOCK AND RESERVES (cont'd)

(d) Warrants

Share purchase warrants transactions and warratgsoding are summarized as follows:

Warrants Weighted Average

QOutstanding Exercise Price

Balance, June 30, 20 3,750,001 $ 0.6C

Issuec 1,350,00! 0.43

Expirec (3,750,001 0.60

Balance, June 30, 20 1,35(,00C 0.43

Issued (Note 11 (b})) 290,37! 0.75
Balance, June 30, 2015 1,640,375 $ 0.48

The following table summarizes the warrants outiitemat June 30, 2015:

Number of Warrants Exercise Price ExpirgeDa
1,250,000 $ 0.40 September 16, 2015
100,000 $ 0.75 August 27, 2615
290,375 $ 0.75 October 9, 2015**
1,640,375

* Subsequent to June 30, 2015, the expiry datkesfe warrants was extended to September 16,(R@i& 18 (d))
** Warrants expired unexercised subsequent te By 2015

(e) Reserves

Options and
agent Finance Treasury
Note warrants warrants shares Total
Balance, June 30, 2013 $ 8,641,749 $ 1,993,026 $ 1296476 $ 11,931,251
Exercise of options (566,950) - - (566,950)
Share-based compensation 714,058 - - 714,058
Residual value of warrants
attached to units issued to - 211,250 - 211,250
Teck
Balance, June 30, 2014 8,788,857 2,204,276 1,296,476 12,289,609
Exercise of options 11(b)(iv) (63,169) - - (63,169)
Share-based compensation 11(c) 740,921 - - 740,921
Cancellation of treasury shared-1(b)(vii) - - 36,859 36,859
Balance, June 30, 2015 $9,466,609% 2,204,276 $ 1,333,335 $ 13,004,220
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12. INCOME TAXES

A reconciliation of current income taxes at statytates with the reported taxes is as follows:

2015 2014

Net loss before income taxes $ (2,337,398) $ (2,333,934)

Expected income tax recovery at statutory tax rates $ (608,0000 $ (607,000)
Non-deductible expenditures 198,000 197,000
Impact of future income tax rates applied versuser (68,000) 33,000
statutory rate and other
Impact of flow through shares 306,000 810,000
Share issue costs (25,000) (35,000)
Change in unrecognized deductible temporary diffees (46,000) (409,000)
Total deferred tax recovery $ (243,0000 $ (11,000)
Deferred tax expense (recovery) comprises theviatig:
Note 2015 2014
Deferred tax expense on change in
unrecognized deductible temporary
differences and other 12 $ (243,000) $ 359,000
Deferred tax recovery on amortization of
flow-through premium liability 8 (173,938) (370,223)
Total deferred tax recovery $ (416,938) $ (11,223)

The significant components of the Company’s deftax assets and liabilities are as follows:

Deferred tax assets (liabilities) 2015 2014
Exploration and evaluation assets $ (6,951,000% (6,597,000)
Share issue costs 49,000 53,000
Allowable capital losses 9,000 9,000
Non-capital losses 4,117,000 3,738,000
Capital assets 160,000 128,000
Marketable securities 215,000 183,000
Investment tax credits 523,000 366,000
Total deferred income tax liability $ (1,878,000) $ (2,120,000)
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12. INCOME TAXES (cont'd)

Significant components of deductible and taxalbheperary differences, unused tax losses and unused
tax credits that have not been included on thestamt of financial position are as follows:

2015 Expiry dates 2014 Expiry dates
Non-capital loss carry forward 2,232,000 2016 to 2035 2,408,000 2015to 2034
Capital assets 32,000 No expiry 32,000 No expiry

During the year ended June 30, 2015, the Compangds2,943,310 (2014 — 3,852,230) flow-through
common shares for gross proceeds of $1,618,8214(2®1,845,327). The flow-through agreements
require the Company to renounce certain deducfmmSanadian exploration expenditures incurred on
the Company’s resource properties. The Companyurareal the February 2014 and October 2014
subscriptions of $2,619,108 to the flow-throughrehalders under the “look-back rule” for the 2014
calendar year, and spent the proceeds of the atmwvehrough financings on eligible exploration
expenditures for the airborne survey and drillinggpams (Note 10).

13. SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS

2015 2014

Cash paid during the year for interest $ - $ 1,523

Cash paid during the year for income tax - -

Significant non-cash transactions for the yeadedrJune 30, 2015 and 2014 included:

* exploration and evaluation assets of $443,944 (2(6605,701) in accounts payable;

* equipment and leasehold improvements of $52,0324(2GNil) in accounts payable;

* reduction in exploration and evaluation assetsddf $75 (2014 - $296,846) in METC recoverable
(Note 10);

* increase in exploration and evaluation assets off §014 - $85,754) due to the CRA's
adjustment of the 2012 METC claim (Note 10);

e depreciation of camp equipment and upgrades of 8153(2013 - $111,027) included in
exploration and evaluation assets (Note 9);

e reduction in exploration and evaluation assets il $2014 - $36,087) on reclassification to
equipment and leasehold improvements (Note 10);

* an allocation of $Nil (2014 - $211,250) from cap#éock to equity reserves on the issuance of
common shares to Teck (Note 11(b));

* an allocation of $147,165 (2014 - $257,228) frorpited stock to flow-through premium liability
on the issuance of the flow-through shares (Nate 8)

* an allocation of $63,169 (2014 - $566,950) fromeress to capital stock upon the exercise of
stock options (Note 11(b)); and

e unrealized loss of $249,699 (2014 — $805,797) orketable securities due to changes in fair
value, which was allocated to accumulated otherprehensive loss (Note 4).
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14.

RELATED PARTY TRANSACTIONS

Key management personnel includes persons haviagatithority and responsibility for planning,
directing, and controlling the activities of the Gpany as a whole. Key management personnel
comprise of the directors of the Company, executivel non-executive, and Vice President of
Exploration.

The remuneration of the key management personneigithe years ended June 30, 2015 and 2014
were as follows:

2015 2014
Bonuses (jii) $ 52,184 $ 50,907
Consulting fees (iv) 15,000 15,000
Directors fees (ii) 50,000 50,000
Exploration and evaluation expenditures
(geological consulting) (v) 147,504 140,016
Management fees (i) 354,000 304,000
Other employment benefits (vii) 26,018 14,970
Share-based compensation (vi) 479,994 369,038
Total $ 1,124,700 $ 943,931

() On May 1, 2007, the Company entered into a managearel administrative agreement with
Varshney Capital Corp. (“WCC”), a company with twebmmon directors, whereby the
Company agreed to pay management and administfatdgeof $12,500 and $5,000 per month,
respectively. The agreement was amended effedtilyel, 2011 and May 1, 2014 to increase
the monthly management fee to $24,500 and $29r88Pectively. During the year ended June
30, 2015, the Company paid or accrued $354,0004(20%304,000) for management fees and
$60,000 (2014 — $60,000) for administrative feeg@g;

(i) the Company paid or accrued $50,000 (2014 - $50,00directors’ fees to five directors of the
Company;

(i) the Company paid bonuses of $52,184 (2014 - $5p,@0@ company with common directors
and officers;

(iv) the Company paid or accrued $15,000 (2014 - $1%,8@0consulting fees to a company
controlled by a director;

(v) the Company paid or accrued exploration and evialuabsts of $147,504 (2014 - $140,016) for
geological consulting fees to a company owned bgfficer of the Company of which $107,878
(2014 - $123,739) was capitalized as exploratiod awaluation costs and $39,626 (2014 -
$16,277) was expensed as consulting fees;

(vi) share-based compensation is the fair value of optitbat have been granted to directors and
executive officers and the related compensatioreesg recognized over the vesting periods;
and

(vii) other employment benefits included life insuranod health benefits for the CEO and health
benefits for the CFO of the Company.
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15.

16.

CAPITAL MANAGEMENT

The Company’'s objectives of capital managementimtended to safeguard the entity’'s ability to
support the Company’s normal operating requireroenéan ongoing basis, continue the development
and exploration of its mineral properties, and suppny expansionary plans. The Board of Directors
does not establish quantitative return on capitderta for management, but rather relies on the
expertise of the Company's management to sustairefdevelopment of the business. The Company
considers its capital to be equity.

The Company’'s operations are currently not genegapositive cash flow; as such, the Company is
dependent on external financing to fund its adésitin order to carry out potential expansion tnd
continue operations, and pay for administrativetssoie Company will spend its existing working
capital, and raise additional amounts as needeahp@nies in this stage typically rely upon equitg an
debt financing or joint venture partnerships todidheir operations. The current financial marlets
very difficult and there is no certainty with resp& the Company’s ability to raise capital. Howgv
the Company feels that it has sufficient workingital to continue with planned activities.

Management reviews its capital management approachn ongoing basis and believes that this
approach, given the relative size of the Compangeasonable.

The Company’s overall strategy with respect to episk management remained unchanged during
the year ended June 30, 2015. The Company is ngeduto any externally imposed capital
requirements.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Fair value estimates of financial instruments avdenat a specific point in time, based on relevant
information about financial markets and specifioaficial instruments. As these estimates are
subjective in nature, involving uncertainties andtters of significant judgment, they cannot be
determined with precision. Changes in assumptianss@nificantly affect estimated fair values.

Cash, long-term investment, and marketable seesidtie carried at fair value using a level 1 falug
measurement. The carrying value of receivabldandable deposit and trade payables and accrued
liabilities approximate their fair value becausedha short-term nature of these instruments.

Credit Risk

Credit risk is the risk that one party to a finahénstrument will fail to discharge an obligatiand
cause the other party to incur a financial lose Tlompany's primary exposure to credit risk istsn i
bank deposits of $9,068,599 and a long-term investrim a GIC of $1,000,000. This risk is managed
by using major Canadian banks that are high crpaiity financial institutions as determined by
rating agencies.

The Company's secondary exposure to credit riskrisits receivables. This risk is minimal as

receivables consist primarily of refundable goveenisales taxes and interest accrued on a GIC
investment.

Page 33



CANADA ZINC METALS CORP.

Notes to Consolidated Financial Statements
For the years ended June 30, 2015 and 2014
(Expressed in Canadian Dollars, unless otherweted)

16.

17.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT  (cont'd)

Liquidity Risk

Liquidity risk arises through the excess of finaha@bligations over available financial assets dtie
any point in time. The Company’s objective in mangdiquidity risk is to maintain sufficient reagil
available reserves in order to meet its liquidigguirements at any point in time. The Company
achieves this by maintaining sufficient cash arshaaquivalents. As at June 30, 2015, the Company
was holding cash deposits of $9,068,599 to settteent cash liabilities of $621,448. Management
believes it has sufficient funds to meet its currebligations as they become due and to fund its
exploration projects and administrative costs.

Market risk

Market risk is the risk of loss that may arise frohmanges in market factors such as interest rates,
foreign exchange rates, and commodity and equibepr These fluctuations may be significant and
the Company, as all other companies in its indusiag exposure to these risks.

a. Interest Rate Risk

The Company is exposed to interest rate risk asaitk treasury account, other assets, and long-term
investment earn interest income at variable ratks. effect of a 10% fluctuation in interest ratesym
result in an increase or decrease in net loss 6938.

b.  Currency Risk
The Company operates in Canada and is thereforexpmsed to significant foreign exchange risk
arising from transactions denominated in a foreigmency.

c.  Pricerisk

The Company is exposed to price risk with respecotmmodity and equity prices. Equity price risk is
defined as the potential adverse impact on the @ogip earnings due to movements in individual
equity prices or general movements in the levehefstock market. Commodity price risk is defined
as the potential adverse impact on earnings andoetic value due to commodity price movements
and volatilities. The Company closely monitors a®rt commodity prices, individual equity
movements, and the stock market to determine tjpeoppate course of action to be taken by the
Company.

The Company also maintains investments in certarketable securities. There can be no assurance

that the Company can exit these positions if regljiresulting in proceeds approximating the cagyin
value of these securities.

SEGMENTED INFORMATION

The Company has one reportable operating segmeing the acquisition and exploration of resource
properties in Canada. All of the Company’s assetdarated in Canada.
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18.

SUBSEQUENT EVENTS

Subsequent to the year ended June 30, 2015:

a.

the Company cancelled and returned to its tread4§,000 common shares of the Company, of
which 145,000 were repurchased prior to June 306,20

the Company received TSXV approval for its new N@lgplication to purchase at market price
up to 7,620,721common shares, being approximately 5% of the Cogipaissued and
outstanding common shares through the facilitiethefTSXV. The bid commenced on August
1, 2015 and will stay open for another 12 months;

the Company repurchased 48,000 of its common slaréise total consideration of $8,770 at a
weighted average price of $0.18 per share undanghebid;

the Company extended the expiry date the term2501000 share purchase warrants exercisable
at a price of $0.40 per common share for 1,250@fimon shares of the Company by two
years to September 16, 2017. These share purchagants were issued pursuant to the
September 2013 private placement (Note 11(b)(vid)) other terms of the warrants remain
unchanged; and

3,365,000 previously granted stock options werainalrily surrendered by directors, officers
and consultants of the Company.
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