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AUDITORS’ REPORT 
 
To the Shareholders of 
MetalQuest Minerals Inc. (formerly Sonora Gold Corp.) 
 
We have audited the consolidated balance sheets of MetalQuest Minerals Inc. (formerly Sonora Gold 
Corp.) as at December 31, 2007 and 2006 and the consolidated statements of operations and deficit, 
comprehensive income, and cash flows for the years then ended. These consolidated financial 
statements are the responsibility of the Company's management. 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 plan and perform an audit to obtain reasonable assurance as to whether the 
financial statements are free of material misstatement. An audit includes examining on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 
 
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2007 and 2006 and the results of its operations and cash 
flows for the years then ended in accordance with Canadian generally accepted accounting principles. 
 

 
 
Chartered Accountants 

Vancouver, British Columbia 

April 21, 2008 
 



- See accompanying notes to the consolidated financial statements - 

MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Consolidated Balance Sheets 
As at December 31, 2007 and 2006 
 

 
 
 2007  2006 
   
ASSETS    
Current   

Cash $ 620,080 $ 175,674 
Marketable securities (Note 4) 972,948 - 
Amounts receivable 10,968 5,647 
Current portion of long term receivable (Note 4) 468,345 - 
Prepaid expenses 31,308 26,725 

 2,103,649 208,046 
Marketable securities (Note 4) 912,677 - 
Long term receivable (Note 4) 791,528 - 
Equipment (Note 6) - 112 
Reclamation bond (Note 7(c)) 13,000 - 
Resource property costs (Note 7) 1,096,831 5,026,001 
Incorporation costs - 1,050 
 $ 4,917,685 $ 5,235,209 
   
LIABILITIES    
Current   

Accounts payable and accrued liabilities $ 65,250 $ 368,738 
Due to related parties (Note 8) 1,527 47,795 

 66,777 416,533 
   
Future income tax (Note 14) - 1,263,850 

 66,777 1,680,383 
   
SHAREHOLDERS’ EQUITY   
Share capital (Note 9) 12,163,593 11,654,778 
Contributed surplus (Note 10) 1,378,282 1,229,162 
Accumulated other comprehensive income (Note 11) 1,579,673 - 
Deficit (10,270,640) (9,329,114) 
 4,850,908 3,554,826 
 $ 4,917,685 $ 5,235,209 
 
NATURE OF OPERATIONS AND BUSINESS CONTINUANCE (Note 1) 
SUBSEQUENT EVENTS (Note16) 
 
Approved on Behalf of the Board: 

“David McMillan”  “Harold Forzley” 

David McMillan, Director  Harold Forzley, Director 
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MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 

 

Consolidated Statements of Operations and Deficit 
For the years ended December 31, 2007 and 2006  
  
 
 
 
  2007  2006 

General and administrative expenses      
Accounting and audit fees $ 114,242 $ 77,546 
Amortization  1,162  - 
Consulting fees (Note 12(b))  132,527  81,672 
Director’s fees (Note 12(b))  40,840  78,014 
Interest and bank charges  1,244  36,138 
Investor relations  22,201  29,742 
Legal  23,474  9,601 
Loss (gain) on foreign exchange  86,280  (23,347) 
Management fees  84,512  77,467 
Office and administrative  57,484  42,846 
Transfer agent, listing and filing fees  28,690  24,560 
Travel and promotion  21,656  15,890 

Loss before other items  614,312  450,129 
Other Items     

Gain on write-off of debt   13,558  - 
Interest income  5,439  - 
Interest income on loans and receivables  69,406  - 
Loss on disposition of Mexican subsidiaries (Note 7(a))  (415,617)  - 

  (327,214)  - 

Net loss for the year  941,526  450,129 
Deficit - beginning of year  9,329,114  8,878,985 
Deficit - end of year $ 10,270,640 $ 9,329,114 
     
Weighted average number of shares outstanding  24,657,734  15,109,916 
     
Net loss per share – basic and diluted $ (0.04) $ (0.03) 



- See accompanying notes to the consolidated financial statements - 

 
MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.)  
Consolidated Statement of Comprehensive Income 
For the year ended December 31, 2007 
 

 
 2007 
  
Net loss for the year $ (941,526) 
  Unrealized gain on available for sale investments 1,579,673 
  Comprehensive Income for the year $ 638,147 
   



- See accompanying notes to the consolidated financial statements - 

 
MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.)  
Consolidated Statements of Cash Flows 
For the years ended December 31, 2007 and 2006 
 

 
 
 
 2007 2006 

   
Cash resources provided by (used in)   
Operating activities   

Net loss for the year $ (941,526) $ (450,129) 
Items not affected by cash   

Stock-based compensation 149,120 132,788 
Amortization  1,162 - 
Gain on write off of debt  (13,558) - 
Interest income on loans and receivables (69,406) - 
Loss on disposition of Mexican subsidiaries  415,617 - 

Changes in non-cash working capital balances:    
    Changes in amounts receivable (5,322) (350) 
    Changes in accounts payable (289,930) (320,957) 
    Prepaid expenses (4,582) (25,000) 

 (758,425) (663,648) 
   
Investing activities   

Resource property costs 13,898 (239,899) 
Cash from sale of subsidiaries 726,386 - 
 740,284 - 

   
Financing activities   

Share subscriptions received net of issue costs 488,815 860,124 
Shares issued for cash 20,000  
Due to related parties (46,268) 47,035 
Cash from business acquisition - 16,842 
 462,547 924,001 

   
Net increase in cash  444,406 20,454 
Cash - beginning of year 175,674 155,220 
Cash - end of year $ 620,080 $ 175,674 
   
   
Supplemental cash flow information   
     Interest paid $ 1,244 $ 32,981 
     Income taxes $ - $ - 
 
 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

1. NATURE OF OPERATIONS AND CONTINUANCE OF BUSINESS 

The Company is an exploration stage company and is in the business of acquiring and exploring 
resource properties in British Columbia and Mexico. There has been no determination whether 
properties held contain ore reserves which are economically recoverable. 

The recoverability of carrying amounts for resource properties and options is dependent upon the 
discovery of economically recoverable reserves, confirmation of the Company's interest in the 
underlying resource claims, the ability of the Company to obtain the necessary financing to complete 
the development and achieve profitable production or alternatively, dispose of the properties. It is 
reasonably possible that economically recoverable reserves may not be discovered and accordingly a 
material portion of the carrying value of resource properties could be written-off. 

These financial statements have been prepared on the going concern basis, which assumes that the 
Company will be able to continue as a going concern and realize its assets and discharge its liabilities 
in the normal course of business. These consolidated financial statements do not reflect any 
adjustments that may be necessary if the Company is unable to continue as a going concern. As at 
December 31, 2007, the Company has incurred significant losses since inception totalling 
$10,043,564. The continuing operations of the Company are dependent on its ability to generate 
future cash flows or obtain additional financing. Management is of the opinion that sufficient working 
capital will be obtained from external financing to meet the Company’s liabilities and commitments as 
they become due, although there is a risk that additional financing will not be available on a timely 
basis or on terms acceptable to the Company. 

 
 
2. CHANGES IN ACCOUNTING POLICIES AND RECENT ACCOUNTING PRONOUNCEMENTS 

Changes in accounting policies 

Effective January 1, 2007, the Company adopted new Canadian Institute of Chartered Accountants 
(“CICA”) Handbook Sections 3855 "Financial Instruments - Recognition and Measurement", CICA 
3861 "Financial Instruments - Disclosure and Presentation", CICA 3865 "Hedges", CICA 1530 
"Comprehensive Income", CICA 3051 “Investments” and CICA 3251 "Equity". The new Handbook 
Sections establish standards governing the recognition and measurement of financial instruments, 
when and how hedge accounting may be applied, and the reporting and presentation of 
comprehensive income, which is defined as the change in equity from transactions and other events 
from non-owner sources.  

Under these new standards, all financial instruments are included on the consolidated balance sheet 
and are measured either at their fair value or, in limited circumstances, at cost or amortized cost as 
described in Note 3(j) below. 

The Company has designated its financial instruments to categories as follows: 

Cash   held for trading 
Marketable securities  available for sale 
Amounts receivables  loans and receivables 
Long term receivables  loans and receivables 
Reclamation bond  held for trading 
Accounts payables  other financial liabilities 
Due to related parties  other financial liabilities 

Adoption of these new standards did not result in any adjustments as of January 1, 2007. The 
adoption of these standards has not been retrospectively applied to the Company’s 2006 
consolidated financial statements presented for comparative purposes.  



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

2. CHANGES IN ACCOUNTING POLICY AND RECENT ACCOUNTING PRONOUNCEMENTS - 
Continued 

Recent accounting pronouncements 

In February 2008, the CICA issued Handbook Section 3064, “Goodwill and Intangible Assets”, which 
replaces Section 3062, “Goodwill and Intangible Assets”, and Section 3450, “Research and 
Development Costs”. Section 3064 establishes standards for the recognition, measurement and 
disclosure of goodwill and intangible assets. This new standard is effective for the Company’s interim 
and annual consolidated financial statements commencing January 1, 2009. The Company does not 
expect that the adoption of this standard will have a material impact on its financial statements. 

In May 2007, the Accounting Standards Board issued CICA Handbook Section 3031, “Inventories”. 
Section 3031 introduces changes to the measurement and disclosure of inventory and converges 
with international financial reporting standards and is effective for interim and annual periods relating 
to fiscal years beginning on or after January 1, 2008. The Company does not expect that the adoption 
of this standard will have a material impact on its financial statements. 

In December 2006, the Accounting Standards Board issued CICA Handbook Section 3862, “Financial 
Instruments - Disclosure” and Section 3863, “Financial Instruments - Presentation” which replace 
Section 3861, “Financial Instruments - Disclosure and Presentation”. Section 3862 increases the 
emphasis on recognition and management of the risks associated with recognized and unrecognized 
financial instruments. This section carries forward the former presentation requirements and is 
effective for fiscal years beginning on or after October 1, 2007. The Company is currently assessing 
the impact of the new disclosure standard and has not yet determined its impact on the Company’s 
financial statements. 

In October 2006, the Accounting Standards Board issued CICA Handbook Section 1535, “Capital 
Disclosures”, which establishes standards for disclosing information about an entity’s capital and how 
it is managed. This standard is effective for interim and annual financial statements for fiscal years 
beginning on or after October 1, 2007. The Company does not expect that the adoption of this 
standard will have a material impact on the Company’s financial statements. 

 
 
3. SIGNIFICANT ACCOUNTING POLICIES 
 

a) Basis of consolidation 
 

These consolidated financial statements have been prepared in accordance with Canadian 
generally accepted accounting principles and include the accounts of the Company and its 
wholly-owned subsidiaries as follows: 

 
• Sonora Gold de Mexico, S.A. de C.V. (“Sonora de Mexico”); 
• Red Tusk Resources Inc. (“Red Tusk”); 
• Minera Montana Roja, S.A. de C.V.("MMR"). 

 
All material intercompany balances and transactions have been eliminated on consolidation. 

b) Cash and cash equivalents 

The Company considers all highly liquid instruments with a maturity of three months or less at the 
time of issuance to be cash equivalents. 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

3. SIGNIFICANT ACCOUNTING POLICIES - Continued 

c) Marketable securities 

The Company has classified its marketable securities as available for sale and therefore carries 
them at fair market value with the unrealized gain or loss recorded in accumulated other 
comprehensive income. Fair values were determined by reference to published price quotations 
in an active market as at December 31, 2007.  

d) Equipment 

Equipment is recorded at cost and amortized over its estimated useful life using the straight line 
method: 

 
§ Office furniture  5 years 
§ Vehicle     4 years 
 
One-half the annual rate is charged in the year of acquisition.  

 
e) Resource properties 

 
All costs related to the acquisition, exploration and development of resource properties are 
capitalized. Upon commencement of commercial production, the related accumulated costs are 
amortized to income using the unit of production method over estimated recoverable ore 
reserves. Management periodically assesses carrying values of non-producing properties and if 
management determines that the carrying values cannot be recovered or the carrying values are 
related to properties that have lapsed, the unrecoverable amounts are expensed. 

The recoverability of the carried amounts of resource properties is dependent on the existence of 
economically recoverable ore reserves and the ability to obtain the necessary financing to 
complete the development of such ore reserves and the success of future operations. The 
Company has not yet determined whether any of its resource properties contains economically 
recoverable reserves. Amounts capitalized as resource properties represent costs incurred to 
date, less write-downs and recoveries, and does not necessarily reflect present or future values. 

When options are granted on resource properties or properties are sold, proceeds are credited to 
the cost of the property. If no future capital expenditure is required and proceeds exceed costs, 
the excess proceeds are reported as a gain. 

f) Long-lived assets 

The Company reviews long-lived assets for impairment whenever events or changes in 
circumstances indicate that the carrying value of an asset may not be recoverable. Recoverability 
of assets to be held and used is measured by a comparison of the carrying value of an asset to 
estimated undiscounted future cash flows expected to be generated by the asset. If the carrying 
value of an asset exceeds its estimated future cash flows, an impairment charge is recognized by 
the amount by which the carrying value of the asset exceeds the fair value of the asset. 

g) Asset retirement obligations 

The Company follows CICA Handbook Section 3110, “Asset Retirement Obligations”, which 
establishes standards for asset retirement obligations and the associated retirement costs related 
to site reclamation and abandonment. The fair value of the liability for an asset retirement 
obligation is recorded when it is incurred and the corresponding increase to the asset is 
depreciated over the life of the asset. The liability is increased over time to reflect an accretion 
element considered in the initial measurement at fair value. As at December 31, 2007, the 
Company has not incurred any asset retirement obligation related to the exploration and 
development of its resource properties. 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

3. SIGNIFICANT ACCOUNTING POLICIES - Continued 
 

h) Foreign currency translation 
 
The Company’s foreign operations are considered integrated with the parent company and, 
consequently, their financial statements are translated into Canadian currency using the temporal 
method.  

 
Monetary assets and liabilities are translated at the exchange rate in effect at the balance sheet 
date and non-monetary assets and liabilities at the exchange rates in effect at the time of 
acquisition or issue. Revenues and expenses are translated at rates approximating exchange 
rates in effect at the time of the transactions. Exchange gains or losses arising on translation are 
included in income or loss for the year.  

i) Income taxes 

The Company utilizes the asset and liability method of accounting for income taxes. Under the 
liability method, future income taxes are recognized to reflect the expected future tax 
consequences arising from temporary differences between the carrying value and the tax bases 
of the Company’s assets and liabilities. The amount of future income tax assets is not recognized 
until realization is more likely than not. 

j) Financial instruments 

Financial instruments included in the balance sheet are comprised of cash, marketable securities, 
amounts receivable, long term receivables, reclamation bond, accounts payable and due to 
related parties.  

 
Instruments classified as available-for-sale are measured at fair value with unrealized gains and 
losses recognized in other comprehensive income.  
 
Loans and receivables are accounted for at amortized cost using the effective interest method. As 
at December 31, 2007 the long term receivable was recorded at $1,259,873. The Company 
initially recorded the long term receivable at $1,265,524. The difference of $5,651 represents 
foreign exchange loss of $75,057 and interest income of $69,406.  
 
Other liabilities are recorded at amortized cost using the effective interest method and include all 
financial liabilities, other than derivative instruments. 

 
The Company is exposed to credit risks regarding its long term receivable. All of the long term 
receivable was from Animas Resources Inc. as mentioned in Note 7(a). It is management’s opinion 
that the value of the long term receivable is reflective of the amount they ultimately will collect and 
no provision for loss is required.  
 
The Company is exposed to currency exchange rate risk as certain transactions are denominated 
in US dollars. The Company does not have foreign exchange hedges in place at this time.  
 
It is management’s opinion that the Company is not exposed to significant interest rate risks. 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

3. SIGNIFICANT ACCOUNTING POLICIES - Continued 
 

k) Stock-based compensation 
 

The Company has a stock option plan, which is described in Note 12. The Company applies the 
fair value method to all stock-based payments and to all grants that are direct awards of stock, 
that call for settlement in cash or other assets. Compensation expense is recognized over the 
applicable vesting period with a corresponding increase in contributed surplus. When the options 
are exercised, share capital is credited for the consideration received and the related contributed 
surplus is decreased. The Company uses the Black Scholes option pricing model to estimate the 
fair value of stock based compensation. 

l) Loss per share 

The Company uses the treasury stock method in computing loss per share. Under this method, 
basic loss per share is computed by dividing losses available to common shareholders by the 
weighted average number of common shares outstanding during the year. For the years ended 
December 31, 2007 and 2006, the existence of warrants and options causes the calculation of 
fully diluted loss per share to be anti-dilutive. Accordingly, fully diluted loss per share information 
has not been shown. 

m) Measurement uncertainty 

The preparation of financial statements in accordance with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amount of revenues and expenses during the 
period. Significant areas requiring the use of management estimates are the determination of 
impairment of resource properties, stock-based compensation, amortization of property and 
equipment, and estimation of future income tax assets and liabilities. Actual results may differ 
from those estimates. 

n) Use of estimates 

Effective January 1, 2007, the Company adopted the CICA Handbook section 1506, "Accounting 
Changes", permitting accounting policy changes only in the event a change is made within a 
primary source of GAAP, or where a change is warranted to provide more relevant and reliable 
information. All accounting policy changes are to be applied retroactively, unless impracticable. 
Any prior period errors identified also require retroactive application. The revised standards did 
not impact net earnings or financial position. 

o) Comparative figures 

Certain of the prior year’s figures have been reclassified to conform to the current year’s 
presentation. Such reclassifications are for presentation purposes only and have no effect on 
previously reported results. 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

4. Marketable securities and long term receivable 
 

During the year the Company sold two of its Mexican subsidiaries as described in Note 7(a). In 
exchange and as part of the consideration the Company received 1,500,000 common shares of 
Animas Resources Corp. (“Animas”) and will receive US $1,500,000 over a three year period. The 
common shares received from Animas are subject to an escrow agreement and will be released over 
a three year period in intervals of 6 months. The shares received are recorded as marketable 
securities and are measured at fair value in these financial statements. The current portion of 
marketable securities reflects the common shares that have been received and are expected to be 
received within  the next 12 months. As at December 31, 2007, 1,350,000 common shares were held 
in escrow.   The Company has recorded the US $1,500,000 long term receivable at its fair value upon 
initial recognition and carries the balance at its amortized cost. The current portion reflects the 
amount the Company expects to receive within the next 12 months.  

 
 
5. Business combination 
 

Red Tusk Resources Inc. - On July 11, 2006 the Company acquired 96.30% of the issued and 
outstanding shares of Red Tusk Resources Inc. (“Red Tusk”) for consideration of $523,250. Red 
Tusk is engaged in the business of resource exploration and has an option to acquire a 100% 
undivided legal and beneficial interest in 16 mineral claims located in the Liard Mining Division of 
British Columbia, Canada ("the RHG Property"). The acquisition has been accounted for using the 
purchase method of accounting and accordingly these consolidated financial statements include the 
operations of Red Tusk from the effective date of the transaction. The consideration comprised of 
issuing one common share of the Company for every one common share of Red Tusk totaling 
4,550,001 shares (1,156,667 shares post-consolidation) valued at $0.115 per share. Included in the 
consideration is 1,000,000 shares issued to the Optionor of the RHG Resource Property in 
compliance with the option agreement.  

 
 
Total consideration for the business combination was allocated based on estimated fair values on the 
acquisition date as follows: 
 

  2006 
Consideration Given:    
    Common shares issued - 4,550,001 

 
$ 

 
523,250 

   Net assets acquired at fair value:   
   Current assets $ 19,382 
   Equipment   112 
   Resource property costs  1,149,707 
   Accounts payable  (645,951) 
   Net assets acquired at fair value $ 523,250 
    

 
6. Equipment 
 

    Net book value 
  

Cost 
Accumulated 
Amortization 

2007 2006 

      
Office furniture $ 449 449 - 112 
Vehicle  5,771 5,771 - – 
       $ 6,220 6,220 - 112 
       



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

7. Resource property costs 

Summary of cumulative expenditures are as follows:  
  As at December 31, 2007 

    Acquisition 

Annual 
Mining 

Concession 
Fees Exploration Disposition  Total 

Resource 
Properties        

Santa Gertudis $ 66,231 351,258 1,899,819 (2,317,308) $ - 
Roca Roja  5,000 347,774 1,317,141 (1,669,915)  - 
RHG Property  1,149,707 - (52,876) -  1,096,831 

 $ 1,220,938 699,032 3,164,084 (3,987,223) $ 1,096,831 
 

  As at December 31, 2006 

  Acquisition  

Annual 
Mining 

Concession 
Fees  Exploration  Total 

Resource Properties         
Santa Gertudis $ 66,231 $ 349,151 $ 1,836,677 $ 2,252,059 
Roca Roja  5,000  332,794  1,285,873  1,623,667 
RHG Property  1,149,707  -  568  1,150,275 

 $ 1,220,938 $ 681,945 $ 3,123,118 $ 5,026,001 
 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2007 and 2006 
 
 

 

7. Resource property costs (continued) 

Summary of current year expenditures: 

  2007  2006 
Mexico     
Santa Gertrudis     

Assays $ - $ 686 
Drilling  -  1,837 
Environmental costs  -  518 
Equipment rental  -  1,557 
Other  34,667  101,544 
Salaries and fees  45,161  96,533 
Surface access fee  33,062  40,131 
Annual mining taxes  2,107  74,930 
Recovery of costs  (46,811)  (269,782) 
Future income tax  (2,938)  149,447 

  65,248  197,401 
Roca Roja     

Other  31,494  55,081 
Annual mining taxes  14,980  36,297 
Future income tax  (226)  (46,593) 

  46,248  44,785 
Canada      
RHG Property     
    Acquisition cost  -  1,149,707 
    Camp and supplies  8,885  - 
    Consulting  1,018  - 
    Geology  7,956  - 
    Equipment rental  270  - 
    Mapping and geophysics  -  568 
    Travel  4,583  - 

    Other  1,039  - 
    BC Mining Tax Credit  (77,195)  - 
  (53,444)  1,150,275 
     
Total costs for the year  58,052  1,392,461 
Disposition of Santa Gertrudis and Roca Roja  (3,987,222)  - 
Net change for the year  (3,929,170)  1,392,461 
Balance - Beginning of Year  5,026,001  3,633,540 
Balance - End of Year  $ 1,096,831 $ 5,026,001 

 



MetalQuest Minerals Inc. 
(formerly Sonora Gold Corp.) 
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For the years ended December 31, 2007 and 2006 
 
 

 

7. Resource property costs - Continued  
 

a) Santa Gertrudis and Roca Roja 
 
On April 15, 2007 the Company entered into an agreement to sell 100% of its shares, rights, title 
and interest of First Silver Reserves, S.A. de C.V. and Recursos Escondidos, S.A. de C.V. (“the 
Subsidiaries”) to Animas Resources Inc. (“Animas”), a company listed on the TSX-V in Canada. 
The Subsidiaries are registered and beneficial holders of the past producing Santa Gertrudis and 
Roca Roja properties located in Sonora, Mexico.   

  
In consideration for the sale the Company received $726,386 in cash and 1,500,000 common 
shares of Animas which are subject to an escrow agreement. On July 13, 2007 the Company 
received 150,000 common shares of Animas and the remaining balance of 1,350,000 shares will 
be released from escrow in share allotments of 225,000 in 6 month intervals until July 2010.    In 
addition, Animas is required to pay US $1,500,000 in three equal payments of US$500,000. The 
payments can be made in cash and/or common shares of Animas, at the option of Animas, on the 
anniversary of the closing date which is July 10. The Company also incurred professional fees of 
$26,497 related to the transaction.  
 
As a result of the sale, the Company reduced the carrying values of the Santa Gertudis and Roca 
Roja resources properties to nil and recorded a loss on disposition of $415,617.    

 
b) San Enrique  

 
By agreements dated July 8, 2005 and amended on January 31, 2006, the Company completed a 
Joint Venture agreement (the “Joint Venture Agreement”) with Teck Cominco Limited’s wholly 
owned Mexican subsidiary, Minera Teck Cominco SA de C.V. (“TCM”) on the Company’s 100% 
owned San Enrique copper-moly project and its 100% Greta claims located in Sonora State, 
Mexico. The San Enrique is made up of four claims and the Greta property is made up of 2 claims, 
located approximately 6.5 kilometers south of Santa Gertrudis gold production area.  
 
The Joint Venture Agreement grants TCM an option to earn a 60% interest in the San Enrique 
and Greta properties by solely funding an aggregate of US$3,500,000 in expenditures by July 1, 
2010, of which US $300,000 must be incurred within the first 12 months. TCM will be responsible 
for all property upkeep costs, including taxes and surface access costs. The Joint Venture 
Agreement also provides TCM the option, upon earning a 60% interest, to earn an additional 10% 
interest by solely funding a further US$3,500,000 by July 1, 2011, thereby earning an aggregate 
70% interest in the properties with the Company retaining a 30% interest. At the date TMC 
exercises its earn in rights, a Joint Venture will be formed with TCM being the initial Operator on 
behalf of the Joint Venture and undertaking programs and expenditures as approved by a Joint 
Venture Management Committee.  

 
In addition to the funding requirements, TCM must pay cash of US$80,000 (received) and pay 
US$100,000 in two instalments due August 31, 2006 (received) and August 31, 2007 (received). 
TCM must also pay an additional US$450,000 if there is a positive production decision on the 
Greta claims. The Company recorded these advances against the Mexican property costs. 
 
The Company entered into an option agreement with Animas on July 5, 2007 offering a 120 day 
option to purchase the Company’s 100% interest in the San Enrique property should Teck 
Cominco’s earn-in option be terminated. Terms of the option includes US$450,000 payable in 
cash or common shares of Animas at the option of Animas, and US$20 for each ounce in excess 
of 45,000 ounces on the properties subject to the option in accordance with certain other terms 
independent verification in compliance with National Instrument 43-101.  
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7. Resource property costs - Continued  
 

b) San Enrique – Continued 
 
On February 29, 2008, Animas exercised the option to acquire a 100% interest in the San 
Enrique property. As consideration, Animas elected to issue 307,429 common shares with a 
value of US$450,000 based on a deemed value per share equal to a 30 day weighted average 
trading price.  

 
c) RHG Property 

 
On December 15, 2005, Red Tusk entered into an option agreement to acquire a 100% undivided 
legal and beneficial interest in 16 mineral claims located in the Liard Mining Division, British 
Columbia, Canada ("the RHG Property") in consideration for $100,000 in cash (paid), the 
issuance of 1,000,000 common shares (issued) and reimbursement of exploration costs of 
$405,775. The interest in the property is subject to a 2.5% net smelter return royalty. Red Tusk 
may purchase 60% of the net smelter return royalty at any time for $1,000,000. 
 
Reclamation bonds are cash deposits pledged to the Province of B.C. The bonds mature and roll 
over every year until the Company is released from its reclamation bonds 
 
An officer of the Optionor is related to a director.  

 
 
8. Due to related parties 

As at December 31, 2007, the Company owed directors and or companies controlled by directors 
$1,527 (2006 - $47,795), these amounts are non-interest bearing with no specific terms of repayment. 

 
 
9. Share Capital 
 

On October 17, 2007, the Company adopted all resolutions from its July 27, 2007 Annual and Special 
Meeting including a name change and a 3 for 1 share consolidation. As at October 17, 2007, the 
Company had 74,017,038 common shares issued and outstanding resulting in 24,672,346 common 
shares outstanding after consolidation. The details shown below are based on post consolidation.  

 
a) Details are as follows: 

 
  Number  Amount 
Authorized:     

Unlimited common shares without par value     
Issued and fully paid:     

Balance – December 31, 2005   14,269,164  $ 10,271,404 
    Private placements     8,819,848   1,455,274 
    Issued for business acquisition     1,516,667   523,250 
    Share issuance costs   -  (97,775) 
    Share subscriptions receivable  -  (497,375) 
Balance – December 31, 2006  24,605,679  11,654,778 
    Share subscriptions received  -  497,375 
    Share issuance costs  -  (8,560) 
    Options exercised  66,667  20,000 
     Balance – December 31, 2007  24,672,346 $ 12,163,593 
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9. Share Capital - Continued 
 
b) Share issuances 

 
During the year ended December 31, 2007, the Company issued common shares pursuant to the 
following: 

 
i) The Company received the remaining $497,375 in subscriptions pursuant to the December 

28, 2006 private placement. 
 

ii) The Company incurred $8,650 share issuance cost for the 2006 private placement. 
 
iii) The Company issued 66,667 common shares (200,000 common shares pre-consolidation) 

for stock option compensation that were exercised at $0.30 for gross proceeds of $20,000. 
 

During the year ended December 31, 2006, the Company issued common shares pursuant to the 
following: 

 
i) The Company issued 1,516,667 common shares (4,550,001 common shares pre-

consolidation) in connection with the business combination described in Note 5.  
 
ii) At December 28, 2006, the Company issued 8,819,848 units (26,459,544 units pre-

consolidation) of the Company at a price of $0.165 per unit ($0.055 pre-consolidation) for gross 
proceeds of $1,455,275. Each unit consists of one common share and one share purchase 
warrant. Each warrant entitles the holder to purchase one common share for $0.30 per share 
($0.10 pre-consolidation) for up to two years from the closing date. The Company received 
$957,900 from the proceeds of the private placement. The remaining $497,375 was received 
subsequent to year end. The Company paid $63,525 for finders’ fees in connection with this 
private placement.  

 
c) Warrants 
 

Warrant transactions are summarized as follows (figures are post-consolidation): 
 

 Number of Warrants 
 2007 2006 
   Balance - Beginning of year 11,019,848 5,745,867 
   Issued - 8,819,848 
   Expired (2,200,000) (3,545,867) 
   Balance - End of year 8,819,848 11,019,848 
    

 As at December 31, 2007 the following warrants were outstanding:  
Number Price per Share Expiry Date 

   
8,819,848 $ 0.30 December 27, 2008 
8,819,848   
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10. Contributed surplus 

The Company’s contributed surplus is comprised of the following: 

 2007 2006
  Balance - Beginning of year $ 1,229,162 $ 1,096,374
   Stock-based compensation (Note 12) 149,120 132,788
  Balance - End of year $ 1,378,282 $ 1,229,162

 
 
11. Accumulated other comprehensive income 

 
Accumulated other comprehensive income, beginning of year $ – 
  Other comprehensive income – Unrealized gain on marketable securities 1,579,673 
  Accumulated other comprehensive income, end of year $ 1,579,673 

 
 
12. Stock options 
 

The Company adopted a stock option plan pursuant to which the directors may, from time to time, 
authorize the issuance of options to directors, officers, employees and consultants of the Company 
and its subsidiaries to a maximum of 20% of the issued and outstanding common shares at the time 
of the grant.  
 
Options granted under the plan shall vest as follows: 
 
• 25% on the date of grant; 
• 25% six months after the date of grant; 
• 25% twelve months after the date of grant; 
• 25% eighteen months after the date of grant. 
 
 
An aggregate of 4,934,469 common shares have been reserved for issuance under the plan. 
 
a) A summary of the Company’s outstanding options is as follows (figures are post-consolidation): 
 

 2007  2006 
 Options 

Outstanding
Weighted Average 

Exercise Price
Options 

Outstanding
Weighted Average 

Exercise Price
 
Opening balance 2,650,000 $0.31  2,376,667 $0.37
Granted 700,000 $0.30     866,667 $0.27
Exercised (66,667) $0.30 - -
Expired/Cancelled (1,216,667) $0.33    (593,334) $0.49
 Ending balance 2,066,666 $0.29 2,650,000 $0.31
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12. Stock options - Continued 
 

b) As at December 31, 2007, the Company had the following share purchase options outstanding 
and exercisable:  

 
Quantity Exercise  

Outstanding  Exercisable Price Expiry Date 
     

666,667  666,667 $0.30 October 28, 2008 
700,000  525,000 $0.27 October 28, 2008 
700,000  350,000 $0.30 May 16, 2009 

     2,066,667  1,541,667   
      

The weighted average contract life remaining on the above options is 1.52 years.  
 

The Company uses the Black-Scholes option pricing model to calculate the fair value of stock options 
granted. The Black-Scholes model was developed for use in estimating the fair value of traded 
options that have no vesting restrictions. The model requires management to make estimates, which 
are subjective and may not be representative of actual results. Changes in assumptions can 
materially affect estimates of fair values. For purposes of the calculation, the following weighted 
average assumptions were used: 

 
 2007 2006 
   
Risk free interest rate 4.20% 4.10% 
Expected dividend yield 0% 0% 
Expected stock price volatility 83% 70% 
Expected life of options 2 years 2 years 

 
The weighted average fair value of the options granted during the year was $0.05 (2006 - $0.03).  
 
Total stock-based compensation for the year ended December 31, 2007 was $149,120 (2006 - 
$132,788) and was expensed to operations and included in contributed surplus for options granted to 
directors, officers, and consultants of the Company.  

 
 
13. Related party transactions 

Related party transactions not disclosed elsewhere in these consolidated financial statements, are as 
follows: 

a) During the year, management fees of $70,000 (2006 - $52,500) were paid to directors and officers 
or a Company controlled by directors and officers. 

b) During the year, consulting fees of $24,000 (2006 - $17,250) were paid to a non-arms length party 
related to a director. 

c) During the year, consulting fees of $16,200 (2006 - $16,200) were paid to a company owned by an 
officer of the Company. 

d) During the year, the Company expensed $149,120 (2006 - $122,359) of stock-based compensation 
cost to directors’ fees, management fees, accounting and consulting fees for options granted to 
directors, officers, and companies with directors in common. 
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13. Related party transactions - Continued 
 
e) Included in prepaid expenses is advances of $1,500 to an officer of the Company and consulting 

fees of $1,350 to a company controlled by an officer of the Company. 
 
The above transactions, occurring in the normal course of operations, are measured at the exchange 
amount, which is the consideration established and agreed to by the related parties and are on terms 
and conditions similar to non-related parties.  
 
Amounts referred to in Note 8 are expected to be paid within the next year and therefore, they have 
been classified as current liabilities in the consolidated financial statements. 

 
 
14. Income Taxes 

a) The Company has the following non-capital tax loss carry-forwards expiring in the following years: 
 

2008 $ 68,472 
2009  267,928 
2010  284,563 
2013  137,303 
2014  471,748 
2025  253,075 
2026  360,069 
2027  391,918 
 $ 2,235,076 

 

b) The following table reconciles the amount of income tax recoverable on application of the statutory 
Canadian federal and provincial income tax rates:  

  2007  2006 
     Canadian statutory income tax rate  34.12%  34.12% 
     Income tax recovery at statutory rate $ 319,895 $ 153,584 
     Permanent difference and others  (429,419)  (39,349) 
     Rate change  (259,862)  - 
     Expiry of loss  (91,909)   
     Change in valuation allowance   461,295  (114,235) 
     Income Tax Recoverable $ - $ - 
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14. Income Taxes - Continued 

c) Future income taxes reflect the net effects of temporary differences between the carrying amounts 
of assets and liabilities for financial statement purposes and the amounts used for income tax 
purposes. The significant components of the Company’s future income tax assets and liabilities as 
at December 31, 2007 and 2006 are as follows: 

 2007 2006 

  
Mexico 

29.0%  
Canada 

            26%  
Mexico 

29.0%  
Canada 

            34.1% 
Accounting value of resource 

property costs less than (in 
excess of) tax value $ - $ 464,000 $ (1,263,850) $ 590,300 

Property and equipment  -  2,000     
Share issue costs  -  21,000  -  41,150 
Investment tax credits  -  29,000  -  13,169 
Marketable securities  -  (205,000)  -  - 
Long term receivables  -  33,000  -  - 
Capital loss carry-forwards  -  -  -  6,239 
Non-capital losses carried forward  -  581,000  371,649  767,829 
Eligible capital expenditures  -  26,000  -  - 

Future income tax asset (liability)  -  951,000  (892,201)  1,418,687 
Less:  Valuation allowance  -  (951,000)  (371,649)  (1,418,687) 
Future income tax asset (liability) 

recognized $ - $ - $ (1,263,850) $ - 
 
 
15. Segmented information 

Details are as follows: 

  Canada  Mexico  Consolidated 

December 31, 2007      
Segmented operating income (loss) $ (714,450) $ - $ (714,450)
Resource property costs $ 1,096,831 -  1,096,831

December 31, 2006  
Segmented operating income (loss) $ (476,474) $ 26,345 $ (450,129)
Resource property costs $ 1,150,275 $ 3,875,726 $ 5,026,001

 
 
16. Subsequent events 

a) San Enrique option exercised 

On February 29, 2008, Animas exercised the Option Agreement referred to in Note 7(b) by 
issuing 307,429 common shares which represents the option exercise price of US$450,000 
based on a deemed value per share equal to a 30 day weighted average trading price of Animas.  

b) Options granted 

On March 6, 2008 the Company approved 200,000 stock options granted to an officer of the 
Company.  


