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Gitennes - ypicraiion .ne.

GITENNES UPDATE ON PERU COPPER-SILVER PROJECT

Vancouver, April 16, 2007; Gitennes Exploration Inc. (TSX-GIT)} is pleased to report that geologists
working for the Company have recently completed a brief mapping and sampling programme on the
TotoRoko Property. Results are highly encouraging, with the mineralized zone being traced in patchy
outcrop along a 3,500-metre strike length. The property has been increased in size to 5,000 hectares.

TotoRoko is a grassroots prospecting discovery made by the Company and is located in west-central
Peru.

Copper-silver-gold mineralization at surface is oxidized, with secondary minerals such as matrix-filling and
disseminated chrysocola and malachite occurring within highly metasomatized, Jurassic-aged volcanic
tuffs and related sediments. Recent work suggests that this mineralization is confined to a bedded tuff
unit that dips down-slope at forty degrees and maybe 10 to 50 metres thick. Additional zones are likely
present.

A new area of copper-silver mineralization has now been found at least 1,500 metres further northwest
than the original showings. This new zone shows similar characteristics, with copper-bearing, silicified
volcanic rocks enveloped by an epidote-garnet-magnetite skarn. Mineralization appears to strike in a
north-westerly direction into an area of anomalous stream sediment anomalies that has not been
prospected. The 1,500 metre “gap” between the two prospects has also not been prospected in detail.
Bedrock exposure is poor within this gap, but mineralized float is present, suggesting that in-fill work
could confirm the potential continuity of the prospective mineralization.

New chip channel results from scattered outcrops within these two mineralized zones include the
following significant copper - silver resuits:

Sample length {m} Zone Cu % Ag {(git) Au ppb
50 NW 2.79 23.3 136
1.5 NW 1.33 63.7 206
1.0 NW 1.24 . 4.8 -- s
1.5 SE 1.97 45.0 663
2.0 SE 1.38 29.8 —
1.0 SE 1.0€ -25.7 -
1.0 SE 1.73 34.4 -
6.0 SE 1,58 327 204
2.0 SE 1.37 25.2 -
3.0 SE 0.54 56.4 -
1.5 SE 0.79 426 -
1.5 SE 0.94 17.0 --
6.0 SE 0.83 24.3 --

The zone remains open to the northwest and the southea t. The widespread occurrences of mineralized
float suggest that other zones will be found on the property.

Exploration work at TotoRoko is expected tc continue ovér the next few months, including detailed
mapping, sampting and geophysical surveys. .
o2

Work at TotoRoko is supervised by A. Fernandez-Baca (P Geo). Analytical services are: prowded by ALS

Chemex in Lima, Peru. The technical information in this release has been reviewed by J; Blackwell i
{P.Geo), a Qualified Person as defined by National Instrument 43-101. -:J: _ ‘2‘
t . ——i—-i I: :7«.‘-
For further mformatlon, contact: o M =
BAEST c e 4
Jerry Blackwell, President : o O
G [
The Toronto Stock Exchange has neither approved nor disapproved the information herein. . oo

Suite 2390 - 1055 West Hastings Street, Box 60, Vancouver, B.C. VGE 2E9 Tel: 604-682-7970 Fax: 604-682-7903
email: info@gitennes.com website: www.gitennes.com
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To our shareholders, . \ . L e

Cn behatf of the Board of Directors | am pleased to present the Company’s Annual report for the year
ended December 31, 2006,

The Company is looking forward to 2007. Gilennes has four nolable properties in Peru = Tucumachay,
Titimina, Urumalqui and TotoRoko. 'Me intend to continue with the exploration of our prospects at
Tucumachay, building upon the results of three drilling campaigns that have outlined a substantial area of
sediment-hosted, bulk-tonnage goid mineralization. Tucumachay aiso hosts zones of zinc mineralization,
which together with our nearby Titinina property, is one of few un-drilied, commercial-grade zinc
prospects in the free world. . -

Urumalqui has been re-evaluated and is ready for a new drilling campaign, the first in three years. High
bullion prices and new geological models suggest that earlier drilling was too shallow and too scattered lo
adequately test such a well-mineralized epithermal gold-silver setting.

TotoRoko is a grassroots prospecting find made by our field crews in Peru. It is developing into a very
large copper-sitver-gold exploration tarjet, with high grade mineralization now found over distances of
3,500 metres, and still open. We hope fo have the first phases of exploration completed by mid-year, so
a3 to have the property drill-ready as soon as is practical,

Gitennes is fundamentally an exploration company. W'e are forever Taced with balancing the need for
adequate funding, controlling shareholcer dilution, acquiring ard developing quality mineral properties
and managing market expectations. in this period of high metal prices and buoyant markets we intend to
maintain a course that does not jeopardize 14 years of hard work by succumbing to the lure of
fashionable exploration trends, slick mari:eting, and ideological or pailical dogma,

Our intention is to continue developing our assets in Peru, as it is a strong, wellendowed force in the
international mining scene. We will, howaver, continue to look elsewhere for new opportunities, at home
and abroad, and at any prospect or commodity that makes commercial sense. As the 2007 field season
opens we expect 1o hit the rocks more thzn ever, exploring!

Thank you for your continuing support.

Jerry Blackwell
President
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Management's Responsibility for Financial Reporting

The consalidated fitanclal statements of Gitennes E}ip_luralion Inc. hava been prepared by, and are the
responsiility of, the Company’s management. The consolidated financial statemenis are prepared in
accordance with a:cppuming principles generally accepled in Canada and reflect management’s best
estimates and judgement based on information currenily available.

Management has developed and is maintaining a2 system of infernal controls to obtain reasonable
assurance thal the Company's assets are safeguarded, transactions are authorized, and financial
information is rellable.

UG % RV

The Board of Directors is responsible for ensuring management fulfifls its' responsibilities, *: The Audit® ™
Commitiee reviews the resuits of the annual audlt anq the annuaLmnsolldaled financial statamems prior i .
to their submission to ihe Board of Directors lor approva! ’ L : S

The consolidated financial statements have been audited by PricewaterhouseCoopers LLP and their
report oullines the scope of thelr examination and gives their opinion on the consolidated financial
statements.

“Jerry [. Blackwell”

Jemy D. Blackwall
President

March 29, 2007
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- Talrpihone +1 604 806 TO0O
. Facsimaile +1 604 206 TROE
AUDITORS’ REPORT

To the Sharcholders af'Gilenncs Exploration lnc.

We have audited the consclida!cd balance sheet of Gitennes Elplm-lﬂnn Inc, (the
“Company”™) as at Déecembes 31, 2006 and the consolldated statements of foss and deficit and
cash flews for the year then ended. These financial statements are the responsibitity of the
Company’s management. Our responsibility is 1o express an opinion on these financial
staterents based on our audil.

We conducted our audif in accordance with Canadian generally accepted auditing standards,
Those standanis require that we plan and perform aa sudit to oblaia reasonable assurance |
whether the financial statements are free of materinl misstatement. An audit includes
cxamining. on a tes basis, evidence supporting the amouats and disclosures in the financial
statemenis, An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overal! financial statement
presentation,

In our opinion, these consolidated financial statements present fairly, in ali material respeets, s .
the financiol position of the Company as a1 December 31, 2006 and the results of its
operations and its cash flows for the vear then ended in accordance with Canadian geacralty
' accepl:d accounting prmcxpks

Thc ﬁnancml stalcments as at December 31, 2005 and for the year then ended were audited by
a predecessor auditor who expressed an opinion withott reservation on those statements in
their report dated March 21, 2006.

%LMMW V4

Chartered Accountants
Vancowver, British Columbia
March 27, 2007

Tescrvemierhouelirpen cefen i e Conadian Bre. of Peicre sricrascCoopon. [P aimd 1ha wter caembey (o of Prives: evhsseCocye. 1o |
Larward anch of winch is & 1£pathic Ml knieperides o logsl sutiny




Gitennes Exploration Inc. Staternent 1
Consolidated Balange Sheets

As at December 31 . a
Canadisn Funds .
ASSETS 2006 2005
Current P
Cash and cash equivalents $ 278,325 § 938,735
Accounts receivable (Note 45 262,955 ... . 18795
Prepaid expenses 5,515 . 28,056
546,795 986,586
Minaeral Proporties (Note 4) . .. 3,641,051 3,287,348

Plant and Equipment (Note 5 62,306 80,231
- % - 4,550,162 § 4,334,183

LIABILITIES

Curront

Accounts payable and accrued liabilities (Vo 8+ $ 102,186 § 142,814

'
PRl

SHAREHOLDERS' EQUITY

Share Capital (Note 8. - : - . v 28275281700 28,272,076
Contributed Surplus Nete &) oot PR X R 657,283
Deficit - Statement 2 ' ' ’ (25,484,608)  ° (24,738,010)

4,447,956 _4191,349

$ 4,560,162  § - 4,334,163

Going Goncarn (Note 1)
Commitment (Noiw 7}

ON BEHALF OF THE BOARD:

5 sl Director
Jerry D. Blackwell

7 M Director
Ken Boath

ol = )

- See Accompanying NOIES v~ trs irearvatin




Gitennes Explaration Inc. Statement 2
Consolidated Statements of Loss and Deficit
For the Years Ended December 31 ’
Canadian Funds
- - ., 2006 2005
Expenses
Audit, aczounting, legal and professional fees $ 123,820 § 142,887
- Amortization Lo 14,194 14,366
Fillng, transfer fees and investor relations 191,721 240,123
Insurance 17,500 20,442
Interest and bank charges 6,730 3,578
Otffica rent, utilittes and miscellaneous 108,928 112,242
Salaries and benefits 262,960 248,780
Stock-based compensation (Note &) - 305,829
Travel . 20,628 19.739
Loss Befora the Under-Noted (746,581) (1.108,1186)
Other income {Expense)
Foreign axchange gain (loss) 1,853 (10,378}
General exploration {29,540)_ (31,257}
Interest and other income 14,021 22,911
Income from royally (wole 4 . 421,307 . -
_ Writa-down of minetal properties (Note 4) {413,658) {322,660)
Loss forthe Year - - - {746,598} (1,449,498)
“* Deficit- beginning of year (24,738,010} (23,268,512)
Deficit - End of Year § (25484,608) $ (24,738010)
Loss Per Share - Basic and Diluted $ (0.02) $ {0.04)
Weightad-Average Number of Shares Qutstanding 38,749,779 33,422,055

- See Accompanying Notes -




Gltennes Exploration Inc. Staternent 3
Consolidated Statements of Cash Flows - -
For the Years Ended December 31 [
Canadiar: Fundy
2006 2005
Cash Flows from Operating Activitias _ [ - .
Loss for the year s (746,598} § {1,449,408)
Items not affecting cash - . e BT
Amortization 14,194 - 14,386
Stock-based compensation . e . - . 305,929
Write-down of mineral properties 413,658 322,660
{318,746} {806,523)
Changes in non-cash working capital items o L.
Accounts receivable. ™ (244,160 - .. sao72
Prepaid expenses 17 23,541 {23,077}
Accounts payable and accrued liabilities 41,598 10,970
(179,021) (3,035)
{497,767} {809.558)
Cash Flows from Financing Activities
Net proceeds from issuance of common shares 1,003,205 2,535,665
Cash Flows from Investing Activities p
Mineral properties - net of recoveries (1,149,579) (1,366,068)
Due fram joint venture partner - 20,558
Purchase of plant and equipment {16,269) L. (5512)
{1,165 848) (1,351,021}
Nat Increase (Decrease) In Cash and Cash Equivalents - . (650410) ' - 375.085
Cash and cash equivalents - baginning of ysar 938,735 563,649
Cash and Cash Equlvalents - End of Year 3 278,325 § 938,735

Supplamental Schedule of Non-Cash Investing
and Financing Transactions

Mineral properties acquired through the Issuance of shares $ - 8 14,500
In¢rease (decrease) in mineral proparty accounts payable 3 {B2,216) § 73072
Fair value of stock options exercised 3 - $ - 6100

- See Accompanying Notes -




Gitennes Exploration Inc,

Notes to Consolidated Financial Statements

Decembar 31, 2008 and 2005
Canadian Funds

1.

Going Concem

The Company, which is considered to be in the exploration stage, is in therprocess of exploring
savaral mineral properties in Peu and Canada. The Company has not yet determlned whether these
propertias cortain economic reserves,

The business of mim_ng and exploration involves a high degree of “HaK and lr_)ere can be no assurance
that current-exploration programs will result in profitable mining operations. The Company has no
ongoing source of revenue, and has significant cash requirements to meet its adminisirative overhead
and maintain its mineral interests. The recoverability of amounts shown for resource properties is
dependent upon several faclors, Including the discovery of ecoromically recoverable reserves, the

- ability of the Company to obtain. the necessary financing to complete the development of these

properties, and future profitable production or proceeds from disposition of mineral properties. Also,
the Company will have (o raise additional furds for future corporate and administrative expenses and
to underiake funther exploration and development of its mineral properties. Whits the Company has
been successiul in the past at raising funds, there ¢an be ne assurance that it will be able to do so in

" the future.

These consolidated financial statements have been prepared on a-going concern basis, which
assumes that the Company will be able to realize its assets and discharge its liabilities in the normal
oolrse of business for the foreseeable future. These consolidated financial statements do el include
adjustments that would be necessary sheuld the Company be unable to continue as a going concern.

Acoountlng Policles

a) Basis of Consolldatlon AT e 4

' The accompanying audllad consol:dated rnanciar staiaments are prepared in accordance with
accounting principles’ generally accepted in Canada and incude the accounts of the Company
and its significant wholly-owned subsidiaries, Castle Keep Lul., Torre International Holdings Lid.,
Gitennes Exploraciones Pere $.A, and Compania Minera Seis Rios S.A. Al of the Companfs
wholly-owned subsidiaries have been accounted for under the purchase method.

These consolidated financial statements also include the accounts of Oromalqui Gold Corp.
{"Oromalqui™), In which the Company had a 50% interest pursuant to a joint venture agreement
and Oromalqui's wholly-owned subsidiary, Minera Corimalqui S.A. The Company has accounted
for its interest in the joint venture using the proportionate consolidation method. Under this
method, the Company records its proporlionate share of revenues, expenses, liabilities and
assels of the joint venture. The only material asset of the joint venture is the Urumalqui property.
Effective June 17, 2005, the joint veniure agreement was terrninated and the Company assumed
the remaining assets and liabilities of the joint venture. Accordingly, these consolidated financial
statements incfude 100% of the accounts of Oromalqui and Minera Corimalqui S.A. from June 17,
2005, accounted for under the purchase method (Note 4.

b

—

Foreign Currency Translation

The operations of the Company’'s subsidiaries are considered integrated foreign operations and
are translated into Canadian dollars using weighted average rates for the year for items included
in the consclidated statements of loss and deficit, the rate prevailing at the balance sheet dates
for munetary assets and liabilities, and historical rates for all cther items. Translation gains and
losses are included in the determination of operating rasults i the period incurred.




Gitennes Exploration Inc.

Notes to Consolidated Financial Statements . . -

December 31, 2006 and 2005
Canadian Funds

2. Accounting Pollch-as - Continued

¢} Usa of Estimates : \ e s Lo C
The preparation of financial sté'te'rnents in conformity with Canadian - generally accepted
accounting principles requires management to make eslimates and assumplions that affect the
reportad amounts of assets and fiabilities and disclosure of contingent liabilities at the date of the
financial statements and the reported amounts of ravenues ‘and expenses dunng tha reporllng
period. Actual results could differ from those estimates.

d) - Cash and Cash Equivatents R '

. Cash and cash equwalents cumpnse cash and lerm deposxts matunng wnhm 90 days from tha
original date of acqutsltvon

TS

e} Plant and Equipment ’ A

Piant and equipment are recorded al cost less accumulated amortization, which is calculated on a
declining batance basis at the following annual rates:

Computer equipment - 20%°
Furnituré and fixtures - 20%
Eqmpmenl 20%

f) Mineral Properties

The costs of acquiring mineral properties and related exploration expenditures are deferred until .
the properties are brought into praduction, at which time thay will be amortized on a unit-of-
production basis, or until the properties are abandoned, sold, or considered 10 be impaired in
valre, at which time the cost of the propertles and related deferred expenses are written down,
Option and other payments received” ara credaed agatnst rnlneral pro rttes W‘here such
payments exdteed the related book valve, the edess iS included in revenue ' .

The Company is ln the process i of explodng |ts m'nerai properties and has not yet detarmmed ihe
amount of reserves available in its properties. - Senior management regularly reviews the camying
values of mineral properties and deferred explorationt and devetopment cosls o as5055 whether
there has been any lmpalrment in value.

T ApTedy
CGwnership in mineral inferests involves certain inherent risks due to the difficulties of determining
and oblaining clear lite to the claims as well as the potential for problems arising from the
frequently ambiguous conveyancing history characleristic of many mineral interests. The
Company has investigated ownership of its mineral interests and, fo the best of its knowledge,
ownership of its interests is in good standing. The Company does nol accrue the estimated costs
of maintaining its mineral interasts in good standing.

From time to time, the Company may acquire or dispose of properties pursuant to the terms of
aption agreements. Due to options being exercisable entirely at the ‘discretion of the optionee,
the amounts payable or receivable are not accrued, Option payments are recorded as resource
property casts or recoveries when the payments are made or received.




Gitennes Exploration Inc:

Notes to Consolidated Financial Statements L

December 31, 2006 and 2005 Do e L
Canadian Funds

2. Accounting Policles - Continued

[}

hy

n

. fectamation procedures. -,

Asset Retfrement Obligations

The Company has..adopted the recommendations of GICA Handbook Seclion 3110, Asset
Retiramapt-Jbligations. This section requires the recognition of a liability for legal obligations

-relating to-the. retirement of proparty, plant and equipment and obligations arising from the

acquisition, construction, deveiopment, or normal operation of those assets. Such asset
retirement costs must be recognized at fair value, when a reasonable estihate of fair value can
be made, in-the period in which the Jiability is incurred. The estimates are based pringipally on
legal and regulatary requirements, It is possible that the Company's estimate of its ultimate
reclamatiort liabilities could change as a result of changes in regulations, the extent of
environmental remediation required, the means of reclamation or changes in cost estimates.
Changes in estimates are accounted for prospectively commencing in the period the estimate is
revised. The Company is in the exploration stage on its propertlas and has determ:ned that it has
no asset retirement obligations as at December 31, 2006,

Environmental

The operations of the Company may, in the future, be affectad by changes in environmental
regulations, including those for future reclamation and site restoration costs. Baoth the likelihood
of new regulations and their overall effect upon the Company va-y greatly and are not predictable.
The Companys philosophy and resultant policy is to conduct its exploration and development
activities in an environmentally responsible manner. Specifically, the Company’s policy is to meet
or, surpass the environmental requirements established to satisfy intemational standards and
guidelines, by application of .technically proven and ecomwmcally feasible mitigation and

Siock-Based Compensalic;n" ‘ .

The Company has adopted the recommendations of CICA Hancdbook Section 3870, Stock-Based
Compensation and Other Stock-Based Payments, which requires that all stock-based awards
made to employees and non-employees be measured and recignized using a fair value based
method. The Company uses the Black-Scholes Option-Pricing Model to estimate the fair value of
stock options at the time of the grant and recognizes the relatec! compensation expense over the
vesting period.

Loss Per Share

Basic earnings (loss) per share is computed using the weigh'ed average number of common
shares outstanding during the period. The Company uses the treasury stock methed to calculate
diluted earnings per share, which assumes the conversion, exercise or contingent issuance of
securities only when such conversion, exercise or issuance would have a dilutive effect on
earnings per share. The effect on loss per share of the Corapany's outstanding options and
warrants is anfi-dilutive and, therefore, basic and diluted loss per share amounts are the same.




l Gitannes Exploration Inc, PRI T LR

! Notes to Consolidated Financial Statements . ' - = ™~ . *..

1 December 31, 2008 and 2005
L Canadian Funds

2. Accounting Policies - Contnved

k) Income Taxes R R b

b income taxes are calculated using the asset and liability method. Temporary differences arising
from the difference between the tax basis of an assat or liability and its camying amount-on the
balance sheet.are-used lo calculate future Income lax liabililies or assels. Fulure Income tax
liabilities or assets are calculated using tax rates anticipated to apply in the periods.that the
temporary differences are expected to reverse. Temporary differences arising on acquisitions
result in future income tax liabilities or assets. The beneflts of losses avallable for camy-forward
to future years for tax purposes are recognlzed to the extent that realrmllon of such benefils I
more likely than not. P - . .

1} Comparative Flgures

Certain of the combarative figlires have 'baen _redas_.siﬁeé to'.bonfé'r-m to the current year’s
presentation.

3. Financial lnst;um‘anu

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, and
accounts payable and accrued liabilities. Unless otherwise noted. it is management's apinion that the
Company is not exposed to significant interest, currency of credit risks arising frum _these financial
instruments, The fair value of these financial Instruments approximates thelf carrying value, ‘unless
otherwise noted. At December 31, 2008, the Company held curency totaliing US$85,552, which is
exposed to cummency risk given fluctuations in the prevailing exd\ange rates between lhe Canadlan
and United States dollars.
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Gitennes Exptoration Inc.

Notes to Consolidated Financial Statements

Deacamber 31, 2006 and 2005
Canadian Funds

4. Mineral Properties - Continved

b) Cumulative mineral costs are as follows:

<)

d)

e}

._hoquisiion _*_Exploration 2008 2005
“ Peru o . c

) 'Tuci.lmachay' % 400,000 § 2,388,351 5 2,788,351 § 1,826,335
Urumalgui Btaz28 713,658 800,085 768,755

La Chivona 35,563 149,156 184,719 171,338
Titimina 9,456 69,219 78,675 21,767
Other - 88,321 88,321 62,099

Canada . X o .

Red, B.C. ;= ‘. \ I 411,052

$ ~ 532348. -3 340870) % 3041051 § 3287348

Tucumachay, Peru
Under a latter of intent dated June -30, 2004 with Inmet-Mining Corp. ("Inmet”) the Company
acquired a 100% interest in the 3,500-hectare Tucumachay property by issuing 1,000,000 shares
to Inmet (issued - 2004) and Incurring total exploration expenditures of US$1,600,000 by
December 31, 2008 {Incurred). During the year, the Company served notlce that it had earned a
100% interest In the property, and Inmet has acknowledged that the Company has mat its earn-in
expenditure requiremants.

Subsequent to vesting, Inmet may, at its option, regain a 80% irterest in the praperty by spending
three times the amount of the Company's investment once the Company has drilled 12,000
metres. .~ - r. . - C

Urumatqui, Peru

The Company owns a8 100% interest in the Urumatqul project. Prior to June 17, 2005, the
property was held under a joint venture with Meridian Gold. Cin June 17, 2005, the companies
terminated the agreement and the Company assumed the remaining assels of the joint venture,
which included the Urumalqui mineral claims.

La Chl;rona. Paru
The Company acquired, by staking, a 2,600-hectare property near the coastal city of Chiclayo.
Titimina, Peru

The Company ha§ acquired, [)y staking, a 3,800-ﬁectara croperty adjacent in part to the
Tucumachay property. ..

PR




l Gltennes Exploration Inc. Ln e -

Notes to Consclidated Financial Statements ... - . ..
Decamber 31, 2006 and 2005

Canadian Funds

4. Mineral Proparties - Continued . : . . .

g) Rlo Secoe, Paru Lo e

h

The Company acquired, by staking, the Rio Seco property in 1999. It is located 300 kilometres
north of Lima, near the Pan American Highway. As the Company had no plans to explare the
property during 2008, Iha carrying valua was wrilten-down to a nominal value as of Décember 31,
2005. i

} Red,B.C., Canada "

By an agre s dated S ptember 3, 2004, the Company had an option to acquire a 100%
interest in the Red property, located in north-central British Columbia. Under the terms of the
option, the Company paid $50,000 cash, issued 100,000 shares and incurred $100.000 in
exploration expenditures. The Company could, at its option, make additional yearly cash and
share payments before July 15, 2008 that total an additional $150,000 and 150,000 shares. On
April 15, 2005, the Company entered into an agreement with Buffalo Gold -Ltd. {"Buffalo™)
whereby Buffale could earn a 80% interest in the property by paying the Company $30.000 cash
(received) and committing to incur $200,000 in exploration expenditures by April 15, 2008, with
tha option of.incurring cumulative expenditures lotalling $600,000. before Aprll 15, 2007
{incurred). On June 8§, 2006, Buffalo advised the Company that it was not going to proceed with
its option. On July 12, 2006, the Company advised the owners that it did not intend to exercise its
option and raturned the property. Accordingly, the Company wrote off all expendlturee lncurred on
the property.

Other Properties A - : :,. R I
Tha Company has staked various dalrns in Pe::u all of whrch are held 100% by the Company.
Individual, segregated exploration expenses will be shown for these properties if and when
significant costs are incurred exploring one or more of the claims.

= moa iy

Virgan, Peru

During the year ended December 31, 2001, the Company sold its'interest in the Virgen property,
Pursuant to the terms of the sale agreement, the Company retained a 2% net smelter return
royally, payable when aggregate gold production from the property exceeds 145,000 ounces,
During the year, the Company received notice from the operator of the Virgen Mine that gold
production had reached the threshold of 145.000 ounces on May 16, 2006, Accordingly, the
Company's 2% nel smalter return royalty became effective, with payments 1o be received every
six months,

During the year, the Company received and accrued a total of $348,124 due under lhe royally
agreement, This amount represents the Company's production royalty payment, net of
withhoiding taxes, for the six-month period ended November 16, 2006, The Company has
recognized an additional $73,183 in royalty revenia receivable for the period between November
17 and December 31, 2008 (Note 11).
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5. Ptant and Equipment

Details are as follows:

2008 2005

Accumulated . NetBook . NetBook
Cost Amortization U Walue Value
~ Computes equipment.»» . s 93495 § 74392 % -t 1D.1ﬂ'3 3 23,818
Fumitee and fixures . 81,682 60,189 21,493 10,068
- LEquipment ot - 451 23,411 21,710 26,287
' S 220268 _§ 157,092 § 82,308 _§ 60,231
6. ShareCaplial ~ '~ '
a) Detalls of share capital are as follows:
Authorized: An unlimited number of common shares without par value
Issued and outstanding:
N 2008 2005
Shares Amoum ) Shares - Amount
Balance - beginning of year 31320231 § 28, 2T0'6 . 30.972.831- § . 2BT15811
Private placement (i 4,250,000 1,062,500 - -
Private placement (7) - = 2,500,000 1,000,000
Private placement (i) . - 3,400,000 1,530,000
issuance costs - {59,245) . (182,365)
For mineraf properties - - 50,000 14,500
Exercise of stock options . .. i -, . 20000 7,100
‘Exercise of warmants ' ¢ ot S L 388,400 180,930
*  Fair value of dotions éxerciied (Note 63) © . - ’ e . 6,100
Baiance - end of'yasi = L a1578231 8 20275281 | 37328231 $ 20272076
"7  On Augusild1, 2008, the Company completed a private plac t financing of 4,250,000
units at a price of $0.25 per unit, for gross proceeds of $1,062,500, Each unit is comprised
- of one common share and cne common share purchase warrant. Each warrant entitles the
holder to purchase one common share at a price of $0.30 until August 31, 2007, The
expiry date of the warrants may be accelerated if the daily closing price of the Company's
shares excesds $0.55 for 15 consecutive business days. The Company paid cash
commissions totalling $40,950, legal costs of $18,345, and issued 273,000 broker warrants
in connection with the offering. The terms of the broker warrants are the same as the
private placement wamants.
{ii}  In Decamber 2005, the Company completed a private slacement of 2,500,000 units at a

price of $0.40 per unit for gross proceeds of $1,000,000. Each unit is comprised of one
common share and one common share purchase warrant. Each warrant entities the holder
to purchase one common share at a price of $0.50 unti June 4, 2007, The expiry date of
the warrants may be accelerated if the closing price ¢f the Company’s shares exceeds
$1.10 for 20 consecutive business days. The Company paid finder’s fees, commissions and
fegal costs totaling $61,660. In addition, the Company issued 123,500 broker warrants
having the same terms as the private placement warrants.
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6. Share Capital - Continued

a) Details of share capital - Continued

(i) In.May 2005, the Company completed a private placement of 3,400,000 units at a price of
$0.45-per unit for gross proceeds of $1,530,000. Each unit is comprised of-one common
share and one-half common share purchase warant. Each whole warrant entitled the
holder to purchase one common share at a price of $0.55 until May 18, 2006. The expiry
date of the warrants may be accelerated if the closing price of tha Company’s shares
exceads $1.10 for 20 consecutive business days. The Company paid finder's fees,
commissions and legal costs totaling $120,705. In addition, the Company issued 171,610
broker warrants having the same terms as tha private placement warrants.

b} Contributed Surplus S s

Details are as follows:

) ) 2008 2005
Balance - beginning of year . ’ H 657,283 § 357,454
Stock-based compensation (vots &) - 305,929
Faic valua of stock optiois exercised in year {Nomw &d} - {8,100}

Balance --end of year -] 657.?33 ‘ § + 657283

] c) Stock Options

The Company has a fixed stock optiont plan. Under the terms of the ﬁté_n. lrﬁ C'ompany'r may grant
options 1o its directors, employees, and other service providers for.up:to 4,500,000:shares. The
Board of Directors determines the exercise price per share and the vesting pejiod under the plan,

During the years ended December 31, the change in stock options outstanding was as follows:

_ L 2006 2005
Opfions outstanding - beginning of year . | . 3,905,000 3,200,000
Granted : - 750,000
Forfetted . . - (25,000}
Exercised - - {20,000}

Options outstanding - end of year 3,905,000 3,805,000
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6. Share Capital - Continued
¢) Stock Options - Continued

Detaits of the stock| options outstanding at December 31 are as follows:

. 2008 | 2005 Exercisa Price iExpiry Date
A I T T =
T -800,000° 800,000 $0.15 October 2, 2007
. 370000 - 370,000 $2.80 March 31, 2008
520,000 520,000 $0.13 May 4, 2008
730,000 730,000 $0.355 April 21, 2008
180,000 180,000 $0.40 July 21, 2009
525,000 525,000 $0.47 April 1,.2010
80,000 80,000 $0.30 November 10, 2010
400,000 400,000 $0.40 March 12, 2011
200,000 200,000 $0.47 . March 18, 2015
3,905,000 3,905,000 .

All opii"ons oﬁ{é!anding at December 31, 2006 have vested. ;

The weightéd average exercise price of the stock options outstanding at December 31, 2006 is
$0.54 and the weighted average remaining contract life of the options is 2.39 years,

d) Stock-Based Compansation

f=1

During the year, the Company issued stock options to its directors, ofl'" icers and employees and
.~ recognized stock-based compensation as foflows: ht

2006 . 2005

Total options granted B 750,000
Average exercise price $ -3 0.47
Estimated fair value of compensation . $ R ] 305,929
_ Estimated fair vatue per option $ L ] .41

The fair value of the stock-based compensation raoogﬁizéd in the accounts has been estimated
using the Black-Scholes Option-Pricing Model with the following 'weighted-average assumptions:

2006 - 2005
Risk-free interest rate - 3.90%
- Expected dividend yleld - ) - 0.00%
' - Expected stock price volatility s - 92%
Expected option life in years ' Cs 6.33

During the year, consultants exercised nil (2005 - 20,000} options for which the related fair value
of §nil (2005 - $8,100) has been recorded as share capital,
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6. Share Capital - Contiwad

d) Stock-Based Compensation - Continued

The Black-Scholes Qption-Pricing Model was created for use k\’es\lm‘atlng the fair value of freely
tradable, fully transferabie options. The Company’s employee stock oplions have characteristics
significantly different from those of traded options, and because changes in tha highly subjective
input assumplions can materially affect the calculated values, management believes that the
accapted Black-Scholas model does not necessarlly pruvnde a rellable measure of the fair valug
of the Company’s stock option awards. .

) Warrants

At December 31 the folowing warrants were outstanding, o

2006 2005 °  Exercise Price Expiry Date

- 1,664,600 30.55 "~ May 18, 2006

- 171,610 $0.55 May 18, 2006°
2,500,000 2,500,000 $0.50 June 4, 2007
123,500 123,500 . 3050 - June 4, 2007
4,250,000 - $0.30 August 31, 2007
273,000 - $0,30 August 31, 2007
7,148 500 2,459,710 . ..o

7. Commitment

The Company has an agraemant to lease oﬂ"ce space until October 31, 2010 with d'riet annual lease
commitment of approximately $24,408.

8. Retlated Party Transactions

During the year, tha Company incurred $39,408 (2005 - §51,087) In legal fees and dlsbursaments
paid to a taw firm in which a director of the Company I8 a partner; accounts payable and accrued
liabilities includes $3,170 (2005 - $13,814) payable to this fimn.

During the year, the Cémpany received advances totalling $94,000 from certain directors and officers,
These unsecured advances carried interest at prime plus 2%, were without fixed terms of repayment,
and were repaid in fulf during the year. A lotal of $2,508 in interest was paid to the lendars,

The above transactions were conducted in the normal course of eperztions and wera measured at
the exchange amount, which for the interest is based on the rate agreed to by the Jenders and the

" board of directors, and for tha legal fees is based aon the same rates that the law firm charges is other
clients.
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9. Incomae Taxes

The Company operates in several tax jurisdictions and is subject lo varying rates of taxation. In

, additian, the Campany has vatious non-capital tax logses and deferred exploration expenditures thal,
are available for carry forward to reduce taxable income of the current and future years. Details of
income tax expense for lhe years ended December 31 ara as follows:

.o 7 L . 2006 2005
Loss before income taxes for accounting purposes $ (746,598) $  (1,449,498)
Adjustments for differences between accounhng ang '
faxable income: - . ' - :

Amentization . - . 5,565 14,386
Stock-based oompensauan N B 305,929
Resource property costs written off . - 413,658 322,660
Non-deductible and other itemns . ] (9,749} 69,100
Consolidated loss for 1ax purposes . (337128) {737.423)
Tax rats MA% 35.6% .
Expecied tax recovesy for the year - (14,858 - (262522)
increase (decrease) in taxes due to: ’
Foreign income at different tax rates 9,173 18,687
Current valuation allowance ‘|05,788 243,835
Tax recovery for the year $ - $ -

n L
Futum im:ome taxes refloct the net eHeCts of tamporary dtfferances hatween the camying amount of
assels and labilties for financial rapoﬂmg purposes and the amounts used for income tax purposes.

The aignrﬁcant ootrponents of the C' 'ﬂpar-,vs ft.ture moor‘le l.ax assets as at December 31 are as
. follows:

2008 2005

Non-capital loss carry-forwards $ 3137247 3 2,710,142
Minerat property expenditures 1,491,194 1,555,862
Plant and aquipment 69,131 84,807
Other ) 26,865 28,047
4,124,437 4,358,858

Valuation allowance (4,724,437} {4,356,858)
$ - $ .

The Company's Canadian non-capital loss carry-forwards expire batveen 2007 and 2016 while the
Canadian exploration expenditures may be carried forward indefinitely. The losses available to the
Company in Peru expire four years after the attainment of profitable commercial operations in Peru.
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40. Segmentad Information

The Company’s business. consusts of mineral exploration and development Dﬂtaﬂs on geographtc
segments are as follows:

Capl!a] " Plantand Identifiable

2006 Loss Expenditures Equipment Assets
Canada ' s (527.210) § 18,115. § 40,596 $ 544,606
Brilish Virgin 1slands {3.588) - et 3,58
Peru {215,802) 1,065,517 21 710 4,002,390
Total - 3. (746,508) § 1,083,832 $ 62306 ¥ 4550152
: Capital Piant and Identifiable

2005 ) Loss Expenditures Equipment Assets
Canada $ (1,237.886) § 57,030 - % 33544 '$ 1,204,300
Brilish Virgin Islands (4,422) - - 21,858
Peru {207,180) 1,432,122 . 26,287 3,017,998
Total ' $  (1,440498) $ 1480152 _§ 80,231 § 4334163

11, Subsequent Events

On Fabruary §, 2007, the Company agreed to el ita interest in the 2% net smeiter ceturn royalty it
held on the Virgen mine Mo ¢ for 1S$1,500,000. The Company.received an initial payment-of
US$700,000 upon signing, plus an additional US$400,000 to March-19, 2007, and is to roceive two
additional payments _of USSZOOODO each. by, May 18, 2007, Should the sale be compleled as
contemplated by May 18, 2007, the Company wil forego all royalty income ateruing under the royalty
agreement after November 16, 2006.




GITENNES EXPLORATION INC.
ANNUAL MANAGEMENT DISCUSSION AND ANALYSIS
. FOR THE YEAR ENDED DECEMBER 31, 2006
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This Annual Management Discussion and Andlysis supplements, bul Joes not form pait of, the audited
consolldated financial statements of the Company and the notes thereto for the year ended December 31, 2006.
Consequently, the information set.forth: below should be read in conjunction with the consolidated financial
statements for the year ended December 3, 2006 and related notes-therein, which have been prepared in
accordance with Canadian generally accepted accounting principles,

Additional information, inctuding ihe audited consolidated financial statemerits. and the notes inereto, for the year
ended Decamber 31, 2006, can be found on SEDAR at www.sadar.com.

Ducrlption of the Buslness

Gitennes Exploration Inc. {the “Company”} is in the business of exploring for mineral deposits in Pend and
Canada. The Company ac_quires praparties directly by staking or through oplion agreements with prospectors or
other exploration companies. The Company Is alse committed to developing  new projects through regional
reconnaissance, property examinations and by liglson with a network of industry contacts. None of the proparties
that the Company currently awns or holds under option have been adequatzly explored to prove the exislenca of
ore raserves. ,
Overview o
The Company’s primary focus is the exploration for gold and silver deposits, followed by copper, zinc and other
base metals. During the year ended December 31, 2005, and continuing through the year ending Decambaer 31,
2008, the Company undertock a major field programme at the Tucumachay project in Central Pend, which
inciuded 38 core drill holes and 28 reverse circulation drill holes. The Tucurnachay project s subject to 8 letter of
ntent dated Junae 30, 2004 with Inmet Mmmg Corp. {"Inmet”). The Company alsc explored its 100%-owned
Titimina Property, Incated In the same belt as Tucumachay. In addition, during the year, the Company was
notified by Buffalo Gold Lid, ("Buffalo™) that Butfalo would not proceed with its option 10 earn an interest in the Red
property. Gitennes subsequently elected not to exercise the underlying option on the Red property and,
accordingly, afl expenditures on the Red Property were written off in the yeas:

During the year, the Company was informed by the operater of the mine at La Virgen that gold production had
exceeded 145,000 ounces on May 18, 2006, Accordingly, the Company's 1% NSR Royalty became effective, 1o
\be paid every six monihs. The Company received and accrued a total of $421,307 in royalty income during the
year and agreed (o sell its interest in the royalty subsequent to December 31, 2006 (see "Subssquen! Events”).

Duﬁng the year and o the date hereof, \he Company issved the {oflowing news releases:

February 21, 2007 Gitennes Exploration ~ Tucumachay, TotoFioko & Royalty Updates
February 8, 2007  Gitennes to Se!l Royally Interest for US$1,500,000

December 21, 2006  Gitennes Receives Inilial Royatty Payment

Novernber 23, 2008 Gitennes - Alpha Zinc EP Sunvey Update

November 2, 2006 Gitennes Exploration - Progress Report

September 1, 2006  Gilennes Exploration - Private Placement Closed

August 11, 2006 Gitennes Exploration - Private Placement & Corporate Update

May 30, 2006 - v Additional Zinc Results from Tucumachay Froject

May 9, 2006 Gitennes Announces Private Placemant

April 18, 2008 Exploration Expands Gitennes Alpha Zinc Target

Manch 1, 2006: - Gitennes Reports High Zinc, Silver at Titimina and Tucumachay

Febnrary 14, 2006 - Gold Zones Expanded at Gitennes’ Tucumachay Project
January 6, 2006 Gitennes Reports on Buffalo Gold's Red Property Expioration
January 5, 2006 .~ Gltennes smp-om Drilling £xpands Zone at Leonardo Norte




Overall Performance '
Unless noted otherwise, all figures are in Canadian doltars.~ -

The Company’s cumulatlve resource property costs to December 31, 2006 were $3,841,051, which is up from the
cumulative balance of $3,287,346 as at December 31, 2005. The increase for the period includes current
additions of $1,087,363 in expenditures, $962,016 of which was incurred on the Tucumachay property (see
“Restlls of Operations™).

The Company recorded a loss oI’ 5746 598 for the.year endad Decerr.ber 3y 2006 which compares to a Ioss of
$1,448,498 for the year ended December 31, 2005 (see ‘Results of Operdtions™.- in addmon the Cofmpany
recognized royally income of $421,307. (see "Results of Operations”) .and.raised net procaeds of -§1 003 205‘
through the issuance of 4,250,000 units under a private ptacement (see "Quistanding 'Share Dara"]

Selected Annual Information.. : . e

The following table summarizes selected financial data for the Company for each of the three most recent fiscal
years, Tha information herein is prepared in accordance with Canadian generally accepted accounting princ:ples

, - Years Ended December 31

- © C 2008 2005 2004
Total assets : - ’ $4,550,152  $4,334,183  $2,843,525
Cash and casi equivalents ' $278,325 $928,735 $563,849
Current assets $548,785 $0886,586 $618,054
Cumulative resource property expenses $3,941,051 $3,287,346 $2,156,366
Current liabilities $102,196 $142,814 $58,772
Long term liabilities , SNil . SNl NIl
Total shareholders' equity : 84,447,956 $4161,349  $2,784.753
General and administrative expenses $(746,581)  $1,108,116 $1,016,395
Income from royalty - $421.307 $Nil $SNil
* Write:off of exploration costs . $(413,658) $(322,660)  $1,089.387
Net income (loss) from continuing operations $(746,508) | $(1,449,498). $(1.708,913) .
Basic and diluted earnings (loss) per share $(0.02) . $(0.04) . - $(0.068) .
R . . et i "o i
Financial Data for the Last Eight Quarters . .~ | . -, n -, . .
Quarter Ended . Deoc 31, Sept 30, Jundg, . | Mard, | Dec3t, |. Septis,: | Jume30, Mar 3, .
2008 2008 2008 2008 |. 2005 . 2005 2003, { - 2005 .
Total revenves 3 -8 -13 -1 8 -3 -1 -1 3 -1 8 -
Loss before the undsr-moted $(170,858) 1 $(154,791) | $(208,150) | ${220,848) | $(173.470) | $(185,208) | $(254.211) | $(208,020)
Stock-based compensalion . - - - - . -1 (305.929)
Wiite-down of mineral + U i
properties - -1 412,85 o1 (267008 | (55,354 - -
Income from royatty 421,307 - .

income (losa) for the quarier § 250,649 | $(154.781) | $(621.,808) | $(220.648) | $(440,776) ! ${240,562) S(-254.21l1] 3(513.949)

jncome (loss)pershare-basic [ %3 001 (% (00G) |8 (002 |$ o) |$ (oonls woyls wonls oy
Incorme (ioss) per shars - .
dikuted $ 0011% (@ooy[s (oxl|$ @on|s @on|s o s (Oo13fs (0o2)

The Company has no ongoing sourca of operating revenue. In addition to the normal expenses associated with its
exploration and administrativa activities, the Company had certain infrequent or non-recurring transactions thal
produced significant variances in its operating results.

During the quarter ended December 31, 20085, the Company received and accrued i income from the Virgen royalty
{see "Propertios”) of $421,307, which represents the first such income derived from this asset: During the guarter
ended June 30, 2008, the Company recorded a write-down of $413,658 upon abandoning the Red property
{British Columbia) that was subject lo an option agreemenl. The Company wrote off costs of $267,306 during the
quarter ended December 31, 2005 relating to Rio Seco (Perd). Additional significant items include non-cash
stock-based compensation of $305,929 recorded in the quarter ended March 31, 2005, General exploration and
certain other expenses have decreased in the first hall of fiscal 2008 as the Company conserved funds and
focused mainly on its Tucumachay and Titimina properties. The loss for the first and second quarters is




traditionally higher than for the other quarters due to the ¢osts of the Company's annual filings, preparation of
annual general meeting materiats, and increased shareholder information costs, which are not experienced in the
other quarters.

After factoring in the effect of these transactions, which are an Inherent parl of the mineral exploration industry,
tha operating resulls remain réasonably consistent among the quarters presented. -

Results of Oparatlon:'. !
Expenses

A summary of the Company’s significarit expense items for the three most recent fiscal years follows:

. . 20086 .. 2005 2004
Audit, accounting,legal and professional fees  $ 123,920 H 142,887 ) 189,363
.Filing, transfer fees and investor relations H 1M.721 s 240,123 $ 143,756
Cffice rent, utllities 2nd miscellanecu: H 108928 § 112,242 H 115,606
Salaries and benefits. i $ 262,960 § 248,790 H 239,936
Slock-based compensation . $ - $ 305,929 3 200,514
Write-tdown of mineral properties H 413,658 $ 322,650 $ 1,089,387
General exploration . s 29,540 5 31,257 $ 82,308
Income tax recovery § - 5 - §  (108,444)
Income from royalty $  (421,307) § - $ -

Aldit, accounting, legal and prdfessibnél fees for 2008 decreased slightly relative to those of the prior years. This
decreasa is due mostly to a reduction in the amount of Jegal-work required as the Company administered fewer
properly agreements compared to the prior years. . :

Filing, transfer fees and Investor relations expenses were higher In 2005 dua o Increased investor relations and
promational expenses incurred in the previous year, which included variovs presentations and attendances at
conferencas. These costs were not experienced to the same degree in the current year,

Office rent, utilities and riscellaneous costs for the year ended Decemnber 51, 2008 are consistent with those of
the prior year. . . :
Sal;a.riés and beqeﬁts can vary depending upon the amount of time allocated for cenain employees between
exploration projects and general and administrative dulies. For the year ended Dacember 31, 2006, salaries and
benefits are-higher relative {o the.prior year dere to an increased allocation of lime for administrative dulies.
General exploration Bxpenses fluctuate from quaﬂe; to quarter depending uron Lhe time spent by employees and
consuftants on project development and reconnaissance, which is a function, of the status of the Company's awn
resource properiies. ‘General exploration costs have remainad relatively consistent for 2005 and 2008 as the
Company continues to focus its resources on Tucumachay and the contiguous Titimina property,

Properties
The Company has four mineral projects in Peri) and one mineral project in Canada. Work is supervised by

J. Blackwell, P.Geo., J. Foster, P.Geo., and Alvaro Fernandez-Baca, P.Geo., qualified persons as defined in
National Instrument 43-101. Selected expenditure information on the Company’s main projects is as follows:




« o3

2008 2005 2004

Tucumachay Acquisition . |

PR - 8 .~ - & 400,000.

Exploration 862 016 - 1,322,530 - 103805

Cumulative § 2788351 § 1828335 3 503,805

Tijimina Acquisition $ -3 - 8 9,456
Explaration 50,808 18,311 -

Cumulative $ 78675 § 21,767 _ % 9,456

Urumalqui Acquisition $ - 8 - 3 -
Exploration 12,230 -0 L - 55717 204,450

Cumutative $ 800,985 § 788,755 _§ 733,038

La Chivona __Acquisition [ ] - § L.
" " Exploration 13,381~ “10,564° = 1 13830

" Cumutative $ 184,719 - 3~ 171,338 ''§ 160,774

Red Acquisition 5 - o % 14500 § 44,308
Exploration . 2,606 12530- * - 339,716

Wiite-down _(413,658) ) e e f .

Cumulative : 3 - % 411052 8- 384022

Tucumachay Property '

The Tucumachay property is located in the Andes Mountains of central Peri. On June 30, 2004 the Company
signed a letter-of-intent with inmet (the “Tucumachay Agraement”), under the (efms of which the'Company had an
option to eam a 100% interest in the property: During the year ending December 31, 2008, the- Company served
notice that it had eamed a 100% interest in the property, and Inmet has acknowledged that Gitennes has métits
eamn-in expenditure requirements. inmet now has the option to regain a 60% fterest in the property by spending

three times the amount of the- Companyg Investment. Inmel's option must be declded once the Company has '

drilled 12,000 metres,

During the year ended December 31, 2005 and lo December 31, 2006 the Company completed both
reconnaissance and grid sofl geochentical and reck sampling programmes, IP and VLF-EM grid geophysical

survay$, and three drill programmes totafling 38 core holes and 28 reverse circulation holes, Total metres driffed -

stand at 5,294 metres. Resulls continue to be favourable and indicate the occurrence of a near-surface zone of
mineralization in the La Nariz area that warrants continued exploration, The Company maintaind & camp to serve
as a base for operations, continues environmental and- archeclogical assessments of the property end continues
with water-quality monitoring programmes, and itstlocal initiathvas, from road-bullding to. providing for schocl

supplies and football tournaments to focal festivals. The Company continues to convene numerous communﬂy

information meetings at various towns and villages in the region. : B
S m s [

Cumulative exploration expendltures to December 31. 2008 are $2,788,351. This includes $400,000 in acquisition -

costs recorded during the yeac ended December 31; 2004 upan the issuance of 1,000,000 shares from treasury
with a value of §0.40 per share, as required by the terms of the Tucumachay Agreement.

Titimina Property

The Company owns a 3,800 hectare property adjacent lo the western” and northemn portions of the Tucumachay
property. Titimina covers extensions to \he same geological formations that khost mineralization al Tucurnachay.
Several showings have been found on the Titimina property, the most important of which is the Alpha zinc farget,
consisting of a large area of carbonate-hosted zine — lead - silver mineralization. During the year ending
Decomber 31, 2006, the Company completed geological mapping, surface sampling and four lines of induced
po!ariza;i:n geophysical surveys. Resulls are favourable and suggest additional work, including drilling, is
warranted.




Urumalqui Property

The Company's 100%-held Urumalqui Property is a silver-gold prospect situated in north-central Peru. The
property was explored during 2003 and 2004 in joint venture with Meridian Gold Inc. Work included geophysical
and geological surveys and two diamond drill programmeas, On June 17, 2005, the companies terminated the
agreement and the Company assumed 100% of the assets of the joint venlire, which inciuded the Urumalqui
mineral claims. The Company has- applled for a permit to cominug drlllsng at the property and is awailing
approval. . .

Cumulative expenditures lo December 31, 2008 are $500,958.
. f S A .
La Chivona Prop_grly.l S

The Company has a 100% interest in La Chivona, located in north-coastal Perd. There was minimal exploration
activity on the property during the year Cumufauve expenditures to Dacemb=r 31, 2006 are $184,718,

tr

Rio Seco Property _ :_f'. o

This property is located in coastal, central Pani. The Company has written {his property down 1¢ @ nominal value,
however, it intends to maintain the claims in good standing,

Red Propeﬂy . s - . BN L |

By an agreement dated September 3 2004 the Company had an option to acquire a 100% interest in tha Red
property, located in north-central British Columbia, Under the terms of the option, the Company has paid $50,000
cash, issued 100,000 shares and incurred $413,658 In exploration expenditures, On April 15, 2005, the Company
entered into an agreement with Buffalo whereby Buffalo could eam a 60% interest in the property by paying the
Company $30,000 cash {received) and committing to incur $200,000 in exploration expenditures by Aprit 15,
2008, with the option of incurring cumulative expenditures totalling $600,000 before April 15, 2007. Thereafter,
exploration of the Red property would have been co-ordinated under a joint venture {Buffalo 60% I Gitennes
40%).

In October 2005, Buffalo completed 626 metres of drilling on the property. Two of these holes retumned Intervals of
copper-gold mineralization simiar to these encountered in pravious drilling programmes.

On :Iune 6, 2006, Buffalo advised the Compan;;.lhat it was nt going to proczed with its option. Supsequently, on
July 12, 2006, the Company advised the owners that it did not Intend to exercise its option and was returning the
property. Accordingly, the Company wrote ol'f all expendnures incurred on the property during the quarter endlng ,
June 30, 2008, . . . .

Wgen Royalty

During the year ended Dacember 31, 2001, the Company sold its interes! in the Virgen property. Pursuant o the
terms of the sale agreement, the Company retained a 2% net smelter return royalty, payable when aggregate
gotd preduction from the property exceeded 145,000 ounces. During the year, the Company recelved notice from
the operater of the Virgan Mina that gold production had reached the threshcld of 145,000 cunces on May 16,
2006. Accordingly, the Company's 2% nel smelter royally became effective, with payments to ba received every
six months.

During the year, the Company received and accrued a total of $348,124 due under the royalty agreement. This
amouni represents the Company’s production royaity payment, net of withholding taxes, for the six-month period
ended November 16, 2006. The Company recognized an additional $73,183 in royalty revenues receivable for
the period between Novamber 17 and December 31, 2008 (see *Subsequen: Events”).

Other ﬁ;operues

The Company has staked and conducled preliminary exploration of various 100% owned prospective mineral
ciaims located in Per(, Total costs as at December 31, 2006 are $88,321.




Liquidity . T

The Company‘s cash and cash equivalents decreased by $660,410 ‘during'lh&ye_ar, which is due-to'the cash
used in operating and exploration activities for the year exceeding the amount of cash ralsed during the year, As
at Decembaer 31, 2006 cash and cash equivalents lotalled $278,325 oompared to $938,735 ot December 31,
2005. Working capitd! as ot December 31, 2008 iotalied $444,599, compared 1o working capltal of $843, 772 at
December 31, 2005, As at the date hereof, the Company’s cash position is approximately $1,240,000,

The Company has a five-year operating lease for its office premises and storage space in Vancouver that axpires
on October 31, 2010. The current monthly fee is $2,034 plus operating expenses, In Lima, Perd, the Company's
afflliates lease office space for US$1,120 per month on a rental agreement that is renewed semi-annually.

Capital Resources .- . . " ' T :

As at the date hereof, ihe é:ompany has met the current terms of its option agreements and, given the proceeds
from the sale of its royalty interest (see “Subsequent Events”), considers its capital resources to be sufficient to
meet its operating overhead for the ensuing year.

\

Fourth Quarter

The Company reported income during the fourth quarter of $250,649 or $0.01 per share. The current fourth
quarter income compares to a loss of $440,776 or $0.01 per share In the fourth quarter of 2005. Tha significant
variances in these fourth quarter results are a $267,308 write-down of minetal propertles in 2005 and royally
income of $421,307 In 2006, After factoring in these ltems, the quarterly loss of 2006 Is consistent with that of
2005. Mineral property expenditures for the quartef were $402,587 compared to $238:087 in'the fourth quarter of
2005,

Off-Balance Sheet A;mngamcnls
The Company had no uff.-b;fance sheet arangements at December 31, 2006 or at the dats hereof.
Transactions with Related Parties .

Buring the year anded December 31, 2005, the Company incurred $39,408 (2005 - $51,087) in legat fees paid io
@ law firm in which a director of the .Company is & panner accounts pay-ablb and aoeruad llabnltiea incluctes
$3.170 (2005 - $13,814) payable to this firm. v . @ %o T

L] =.:;- Pt
During the year, the Company received advances 1otalling 594 000 from certain directors and officers. 'Th'asa
unsecured advances carried inferest at prime plus 2%, without fixed terms of repayment, and were mpaid in full
during the period. A total of $2,508 in interest was paid to the lenders,

Outstanding Share Data “

The authorlzed capital of the Company consists of an unlimited number of cormmon shares without par value. Ab ’
of December 31, 20068 and the date hereof, the number of |ssued and eutstémdmg common shares was
41,670,231 (52,630,731 on a diluted basis).

On August, 31, 2006, the Company completed a private placement financing of 4,250,000 units at a price of $0.25
per unit, for gross proceeds of $1,062,500. Each unit Is comprised of ane common share and one common share
purchase warranl. Each warrant entitles the holder 1o purchase one common share at a price of $0.20 until
August 31, 2007. The wamant expiry may be accelerated if the daily closing price of the Company's shares
excaeds $0.55 for 15 consecutive business days. The Company paid cash commissions totalling $40,850, legal
costs of $15,345, and issued 273,000, broker warrants in connection with the offering. The terms of the broker
warranis are the sarné as the private placement warrants.




The Company has a fixed stock option plan. As at December 31, 2008, taere were 3,905,000 stock opttons
granted to direclors, officers and employees of the Company and its affiliates as follows:

Oplions . L .
Outstandlng . Exercisa Price Expiry Date |
) St 900000 $015 . October 2, 2007
T, T T RT0000 T s280 March 31, 2008
: 520,000 $013 May 4, 2008
730,000 $0.356 April 21, 2109
‘M8p00d. | $0.40. July 21, 2009
(525000  $047 0 April1,2010
* 80,000° " $0.30 _November 10, 2010
.. 400000 . $040 | ""March 12, 2011
‘200000 T 5047 " March 18, 2015

[ . g

) 3,905 a0

At December 31, 2006, warrants to purchase the following shares were outstanding:

Shares . Exercise Price - Expiry Date
2,500,000 $0.50 June 4, 2007
123,500 - $0.50. - June 4, 2007
4,250,000 $0.30 ° August 31,2007
| 273000 - 80307 August 31, 2007
7,146,500

1146,
Subsequent Events

On February 6, 2007, the Company's sold its interest.in the 2% net smelter return royalty it held on the Virgen
mine for US$1,500,000. The Company received an initia! payment-of LIS$700,000 upon signing, plus an
additional US$400,000 to March 18, 2007, and is to receive two additional payments of US$200,000 each by May
18, 2007. Should the sale be completed as contemplated by May 18, 2007, the Company will forego all royalty
income accruing under the royalty agreement after November 16, 2008,

Critical Accounting Estimates
Stock-based Compensation . ,

The Company has adoble'd the recommendations of CICA Handbook Section 3870, “Stock-Based Compensation
and Other Stock-Based Payments,” which requires that all slock-based awards made to employees and non-
employees be measured and recognlzed using a fair valua based method. The Company uses the Black-Scholes
Option-Pricing Model to esumata ‘stock-based compensallon

Auditor

The Company’s auditors for the year ended December 31, 2006, Staley Okada & Partners (Staley Okada),
merged with PricewaterhouseCoopers LLP {(PwC}). The directors subsequently appointed PwC as the Company's
auditors for the year ending December 31, 2006. The retention of PwC as auditor is considered to be a
continuance of the same auditor,

Changes In Accounting Policies

There were no changes or adoptions of new significant accounting policies inthe year.

Financ(al Instruments ‘_ ‘

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, and accounts
payable and accrued Ilabllmes It is management's opinion that the.Company is not exposed o significant interest

or credil risks arising fror these financial instruments and that the fair value of these instruments approximates

their carrying values. At December 31, 2006 the Company held US$85,552 that is exposed to currency risks that
might result from fluctuations in the prevaéling exchange rates between the Canadian and United States dollar.




Diaclosure Controls and Procedures '

Disclosure controls and procedures are designed to provide assurance that alt ‘relevant information is gathered
and reported to the senior management, which includes the Company's Président and its Chief Financial Officer,
on a timely basis so that apprepriate decislons can be made ragarding public disclosurs. As of December 31,
2006, the Company's certifying officers, being the President and the Chief Financial Officer, evaluated the
effecliveness of the Company's disclosure controls and procedures.  Based on that evaluation, the certifying
officers have contluded that, as of December 31, 2006, the disclosure controls and procedures were effective to
provide reasonable assurance that information required to be disclosed .in'tha Company's annual fillngs and
interim filings (as such terms are defined tnder Multilateral Instrument 52-109 ~ Cartification of Disclasura in
Issuers’ Annual and Interim Filings) and reports filed or submitted under ana‘gi_a_n_ securities laws were recorded,
processed, summarized and reported within the time periods specified by thosg‘léws and that material Information
was accumulated and communicated o management of the Company, including the President and the Chief
Financiat Officer, as appropriate to allow timely decisions regarding required disclosure..

Internal Controf over Financial Reporting - o

The Company’s President and the Chief Financial Officer. are responsible for establishing and maintaining the
Company's internal controls over financial reporting in accordance with Mudtilaterat Instrument 52-109—
Certification of Disclosure in lssuers’ Annual and Interim Fifings of the Canadian Securlties Administrators. These
internal controls over financial reporting have been established as at December 31, 2006. There have been no
changes in these controls during fiscal year 2006 which have materially affected, or are reasemably likely to
materially affect, the Company’s Internal controls over financial reporiing. ’

Risk and Uncartainties

The business of exploration and mining is risky and there is no assurance that current exploration programmes
will eventually result in profitable mining operations. The recoverability of money spent on the resource properties
is dependent upen various factors, These include actually discovering a polentially economic mineral deposit and
then transforming the deposit into ore reserves through a serles of stringent technical programmes. Following
upon this is the ability of the Company to obtain all necessary financings to complete the development of a
property and place it into commercial production. The Company must also ralse funds for corporate and
administrative expenses. While the Company has been successful in the past at raising funds, there can be no
assurance that it will continue to do so. ’ T

The mineral industry is intensely competifive and there are inherent risks in all its phases. The Company
competes with other companies, many of which hava greater ﬁqancial resources and experience. Met:\al prices are .
volatite and cannot be controlled. - o P Lo o [
The Company has no mining operations and #s mineral projects are 21 an early stdge. It is therefore.éxposed to
many risks common 1o comparable companies, including undercapitalization, cash shortages and limitations with
respect fo personnel, financial and other resaurces and the tack of revenues.

The consolidated financial statements for the year ended December 31, 2006 have been prepared on the basis of
accounting printiples applicabie 1o & going concern. The assumption is that the Company will continue in
operation for the foreseeable future and wil be able 1o realize its assets and discharge its Eabilities in the normal
course of operations. Excepting the quarters ended March 31, 2004 and December M, 2006, the C_ompany'has'
consistently reported operating losses. The Company has limited financial resources, no source of operating cash
fiow, and no assurances that sufficient funding will be available to further explore and develop its mineral property
projects, of to cover the overhead costs necessary 1o maintain a public company. o ’

The Company's exploration activities outside of Canada make it subject to foreign currency fluctuations and this
may affect the Company's financial posilion and resulls of operations. The Company does not engage in eurrency
hedging activities. t does maintain some funds in US dollar accounts until such time as the funds are drawn upon.
The government of Per( has implemented @ royalty scheme on mining operations. THa'_qumﬁa"ny !Iqeliev'es' that
this rayatty does not impact significantly on aperations at this stage of the Company’s deve pment, -




Approval

The Beard of Directors of the Company has approved the disclosure conta ned in this Annual MD&A, a copy of
which will be provided to any interested parties upon request.

Additional Information

The Company's publicly filed documents are available on lhe Company's website or on SEDAR at
www.gedar.com.

Cautionary Note

This document conlains “orward-fooking information” which may include, but is not fmited to, slatements with respedt to ihe
future financial or operating performance of the Corporalion, its subsidianies and its projects, the Riture supply, demand,
inventory. production and price of minerals, the estimation of mineral reserves and rosources, the roalization of minerdl
roserve aestimates, the tming and amount of estimaled future production, cosis of production, capital, cperating and
expiwation expencituras, costs and timing of the development of new deposits, costs and tming of fulure exploration,
requikements for addilional capital, goverment regulation of mining opevath nvinoe f isks, reclamation expenses,
title disputes or claims, fimitations of insurance coversge and the liming and possible outoome of pending ltigation and
regulatory matters. Cflen, but not always, forward-locking statements can be identiied by the use of words such as “plans”,
‘axpects’, “la expecied”, “budget”, “scheduled”, “astimales”, orecasts”, “intands’, “anticipates’, or “belleves” or varations
{including negative variations} of such words and plrases, or stale that cerfain octions, events or results “may”, “could”,
‘would”, “mighi” or “will" be laken, occur or be achleved. Forward-Jooking staterrents involve known and unknown risks,
uncertainties and other factors which may cause the aclual results, performance or achievernents of the Corporation and/or its
subsidipries to ba materially different from any future results, parformance or aciievements expressed or implied by the
forwerd-locking statements. Such factors Includa, among others, general business, vconomic, competitive, political and soclal
unceriainties; he actual results of cument exploration activities; actual results of reclamalion aciivitles; conclusions of
sconomic evaiuations; changes in project paramalars as plans confinue fo be refined; luture prites of minerals; possitie
varistions of ore grade or recovery rates; failura of plant, equipment or processes (o operate 8s enticipated; accidents, fabour
disputes and other risks of the mining industry, pofitice! instability, insurection o° war; delays in obtalning governrmental
approvals or financing or in the complation of development or construction activitfies. Although the Corporation has attempted
fo identify important factors that could cause actual actions, evenis or resulls to differ materiafly from those described in
forward-looking stalements, there may be other factors that cause actions, events or results to differ irom (hose anticipatod,
astimated or intended. Forward-looking statements conlalned herein are made as of the date of this document and the
Carporation disciagims any obfigation to updale any forward-ooking statements, wha'her as a result of new information, future
avents or resuits or ctherwise. Thera can be no assurance that forward-ooking statements wilf prove fo ba accurate, as ectual
rosults and future events could difer matarially from those anticipated in such stalements. Accordingly, reeders shoufd not
place undue rellance on forward-looking statements.
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