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Engineering & Procurement Progressing Well on Formation’s Idaho Cobalt Project
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Vancouver, B.C., November 15, 2007 - Formation Capital Corporation (the “Company”, FCO-TSX,) is pleased
to provide its shareholders with an update of the status on the engineering and procurement of its 100% owned
Idaho Cobait Project. While the permitting agencies for the Cobalt Project are progressing through the National
Environmental Policy Act process, the Company has been aggressively engaged in the engineering and
procurement of key equipment and personnel in preparation for the commencement of construction and ultimately,

production,

In preparation for the receipt of mining and milling components, as well as providing an efficient staging area for the
off-loading of mine concentrate for transportation to the Company's hydrometallurgical facifity located in Kellogg
Idaho, the Company has purchased an industrial facility on the outskirts of Salmon, Idaho. The 9,600 square foot
facility is ideally located on a 3 acre lot in a Highway Commercial Zoning Area off of paved Highway 93 South. The
metal building is completely insufated and has underground power service, four large overhead door loading and
unloading bays strategically located with highway frontage. The Company reviewed numerous prospective
industrial real estate properties and was very pleased to secure this first choice facility.

In addition, in preparation for the need to secure quality key personnel to oversee the construction and
implementation of the Idaho Cobalt Project, the Company is pleased to announce it has hired Ms. Susan Shiplett to
fulfili the role of Human Resources Director. Ms. Shiplett holds a Bachelor of Science degree in Management from
Lewis-Clark State College. She most recently worked as a consultant for the Idaho Industrial Commission,
Rehabilitation Division and previously held positions with Sunshine Mining and Refining Company as Human
Resources Manager, Human Resources Specialist, Employee Relations & Office Manager, and Staff Payroll
Accountant. The Company is currently in the process of interviewing for key positions such as General Mine
Manager, Mine Superintendent and Mill Superintendent, while positions for an Environmental Coordinator, HR
Manager and Controller for the Satmon, Idaho operations have been secured. Additional staff and training at the
refinery has also been completed to accommodate its growing silver refining operation.

The streamlining of administrative procedures is also being performed in order to efficiently control and manage the
implementation of numerous mine construction contracts and subcontracts associated with engineering and
procurement of the Idaho Cobalt Project and the retro-fitting of the hydrometallurgical facility. Such measures
include modifications to accounting and document control procedures as well as the implementation of risk
management and IT controls,

Formation Capital Corporation is dedicated to the pnnmples of environmentally sound mining and refining practices,
and believes that environmental stewardship and mining can co-exist. The Company trades on the Toronto Stock
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Investor Relations: Contact Encompass Communications toll free 1-877-566-6592
Email: inform@formcap. com - Or visit our Web site at: formcap.com

The statements contained in this news release in regard 1o Formation Capital Corporation that are not purety historical are forward-looking statements within
the meaning of the Private Securitics Litigation Reform Act of 1995, including Formation Capital Corporation’s beliefs, expectations, hopes or intentions
regarding the future. All forward-looking statements are made as of the date hereof and are based on information available to the parties as of such date. [t is
important to note that actual omtcome and the actual results could differ from those in such forward-looking statements. Factors that could cause actual results
to differ materially include risks and uncertainties such as technological, legislative, corporate, commodity price and marketplace changes.
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Formation Capital Corporation

CONSOLIDATED FINANCIAL STATEMENTS

AUGUST 31, 2007

(UNAUDITED - PREPARED BY MANAGEMENT)

The accompanying unaudited interim consolidated financial statements of the Company have been prepared by
management and approved by the Audit Committee and Board of Directors of the Company. The Company's
independent auditors have not preformed a review of these financial statements in accordance with the standards
established by the Canadian Institute of Chartered accountants for a review of interim financial statements by an
entity’s auditors.




Second Quarter 2008 Management Discussion and Analysis for August 31, 2007 and August 31, 2006

This Management Discussion and Analysis (“MD&A")
should be read in conjunction with- the unaudited
consolidated financial statements.of Formation Capital
Corporation (the “Company”™} and thé notes thereto, for
the six months ended August 31, 2007 and 2006. The
significant accounting policies are outlined within Note 2
to the audited consolidated financial statements of the
Company for the year ended Febrnuary 28, 2007, These
accounting policies have been applied consistently for
the six months ended August 31, 2007. Some of the
statements in this MD&A are forward-looking statements
that are subject to risk factors set out in the cautionary
note contained in Additiona! Information.

Overview

Formation Capital Corporation {the “Company”) is a
mineral exploration, development and refining company
listed on the main board of the Toronto Stock
Exchange. The Company, either directly or indirectly
through its wholly owned subsidiaries Formation Capital
Corporation, U.S., Coronation Mines Limited and Minera
Terranova S.A. de CV., has, for the years since
inception, been engaged in the business of exploring for
minerals in Canada, the United States and Mexico. In
September 2005, the Company's 100% owned Essential
Metals Corporation reached commercial production at its
Sunshine Precious Metals Refinery. The Company’s
main focus is currently centered on its flagship property,
the Idaho Cobalt Project (the “ICP"), located in Lembhi
County, ldaho, near the town of Salmon. Other
minerals being explored for by the Company's various
subsidiaries include silver, gold, copper and uranium,

Significant Events during the Second Quarter

The ICP is_a primary cobalt deposit in the final
permitting stages of development and during _the
second fiscal quarter of this year the Company
completed an independent, National Instrument 43-101
compliant Bankable Feasibility Study that exhibited
positive economics. The Bankable. Fea5|b1I|ty Study
revealed the conservative base case scenario utilizing a
7.5% discount rate and a US $22.50 /b cobalt -price,

returned a Net Present Value (NPV) of US. $87.29.

million with an Intemal Rate of Return (IRR) of 22.30%.
Utilizing a cobalt metal price of $27.50 / b (cobalt spot
price is currently US $30.25 /Ib) discounted 7.5% and
using the same economic model developed for the
feasibility study, the NPV would be $191.90 million with
an IRR of 38.02%. Undiscounted the NPV would be
US $372.39 million.

Management cannot ascertain with.certainty when the

-mine permits will be approved, however it is anticipated,

based on information received to date, that the permits
will be granted in this catendar year.

On May 24, 2007, the public cormment period for the
Draft Environmental Impact Statement (EIS) on the
Company’s 100% ownéd ICP conciuded. Early in June
2007, the Company announced the summary of the
public comments.  Strong support for the project was
evident. - Of the 175 official comments.submitted to the
FS, greater than 91% wvoiced their support for the
project, -with over half of those comments supporting
the Company's preferred Mine Plan Altemative.

During this time the Forest Service, the lead permitting
agent, made a modest revision to their Schedule of
Proposed Action (SOPA) for the Salmon-Challis
National Forest, where the ICP is located. The revised
schedule indicated the Forest Service was expecting to
be able to complete the Final EIS for publication in the
Federal Register in October, 2007. '

Subsequent to the Forest Service's consultatxon with
National Marine Fisheries, a Record of Decision (ROD)
is expected to be issued concurrent with the Final EIS.
The ROD is essentially the Forest Service's approval of
the project, pending the placement of an appropnate
hond. .o

This mine would be the only primary cebalt producer in
the Western Hemisphere making Formation Capital
Corporatlon the United States sole integrated cobalt
miner and refiner of high purlty super alloy grade
cobalt. . o
There are significant opportunities the Company plans
to take advantage of to further improve the economics
of the ICP, primarily, through the expansion of the
geologic resources and through product marketlng and
metals production: )

= There is excellent potential to expand the. Ram
proven and probable ore reserve with additional
drilling in inferred zones and step-out drilling.

» There is potential for an additional revenue stream
fromrthe recovery of rare earth minerals. Samples
confirm the presence of anomalous rare earth
elements plus ytirium values.



= There is good potential to expand the proven and
probable ore reserve through continued exploration
of the Sunshine and East Sunshine deposits as
well as 15 other identified Greenfield areas on the
property which are not included in this study.

» There is the potential’ for an additional revente
stream from the recovery of gold from the flotation
concentrate.

= An in-depth marketing 'analysis of magnesium
sulfate should improve the sale price and improve
revenue generation.

= There is potential for additional revenue streams
from the production of by-products from the cobalt
refinery such as saleable zinc residue and nickel
hydroxide. This would eliminate the requirement
for disposal of these streams in the current design.

Mining methods may be modified and operating costs
may be reduced improving NPV and IRR and Capital
costs may be reduced during detailed engineering and
finalization of the water treatment.

Early in September the Company announced it had
made down payments on key mine equipment to
secure dellvery for next summer, at which, point mine
construction is expected to be well underway. The
purchase order outlines the'minimum requirements for
the design, materials, fabrication, inspection, testing
and supply of the ball mill in accordance with the
specifications outlined in the Company's bankable
feasibility study on the ICP.

The equipment will be used to process primary cobalt
ore at a production rate of 800 tons per day at the ICP
located near Salmon, !dahd. Concentrate from the
mine will be shipped to the Company’s 100% owned
hydrometallurgical facility in _northern idaho for
processing into high purity, superalloy grade cobalt
metal at a design rate of approximately 1,525 tons per
year over a minimum 10 year mine life. Construction is
scheduled to commence in Q1 2008, with productlon
slated for Q1 2009

Basis of Analysis

The content and organization of the financial and non-
financial data presented in these . sections are
consistent with information used by our. chief operating
decision makers for, among other purposes, evaluating
performance and allocating resources. The following
discussion should be read in conjunction with the
Company’s unaudited consolidated financial statements
and the notes thereto for the six months ended August
31, 2007 and 2006 and the audited consolidated
financial statements for February 28, 2007 and notes
thereto.

As part of our decision-making process we monitor
many econemic indicators, especially those most
closely related to the demand, supply and pricing of
metals, as well as the politico-economic situation in the

main supplier ‘and consumer countries.  Political
developments affecting metal production can move
quickly in some of the major cobalt producing countries
such as the Democratic Republic of Congo, Zambia,
Cuba and Russia, and particularly in those countries
that are currently coping with armed conflicts. While
most economic indicators impact our operations to
some degree, we are especiaily sensitive to capital
spending in cobalt intensive industries such as the re-
chargeable battery sector, aerospace, high-tech,
medical prosthetics, industrial, high-temperature steels
and environmental applications such as gas to liquids,
oil desulphurization and hybrid-electric vehicles. We
also monitor cobalt-related consumption trends of such
items as computers, cell phones, paints, and other
manufactured goods that contain cobalt.

Our results of operations, financial position and sources
and uses of cash in the current and future periods
reflect management’s focus on the following key areas:

« Capital Allocation — Capital spendrng has been,
and will continue to be directed toward the
creation of an integrated mining, production,
refining and marketing operation to service the
precious metals refining industry and the
world’s growing cobalt market.

» Raising Capital -~ The financial statements

' refiect the emphasis of management on

sourcing the cash resources to fund our

operating and investing activities and to
climinate debt.

Management maintains a system of intemal controls to
assure that the Company's assets are safeguarded,
transactions are authorized and financial mformatlon is
reliable.

In Managements view, given the nature of the
Company’s business and stage of development, the most
meaningful and material financial information conceming
the Company relates to its current liquidity and capital
resources. The following is a summary of the results of
the Company's operations and activities for its last
completed financial periods

Description of Business

The Company holds mineral exploration properties in
Canada, the United States and Mexico and its 100%
owned Essential Metals Corporation is engaged in the
precious metals refining business.




The Company conducts its exploration independently as
well as through joint venture agreements with third
parties, although none of the Companys current
operations are conducted through joint’ venture entities.
The following is a brief discussion of the Company's
major mineral exploration and development projects;’

Idaho Cobalt Project — Idaho, USA

The Company's principal property is the ldaho Cobalt
Project located in Lemhi County, idaho,” acquired
through staking in 1994, where current extensive
permitting efforts are underway. The idaho Cobait
Project covers an area of approximately 2,500 acres of
mining claims. The Company has exercised its lease
option agreement and now owns a 100% interest in
these claims.

During fiscal 2006, the Company conducted diamond
drill programs on the south end of the Ram deposit, the
primary deposit of the ldaho Cobalt Project. The
purpose of the diamend drill program was twofold:

1. As recommended by Mine Development
Associates (“MDA” of Reno Nevada, it was
designed to’gain geotechnical data to optimize
mine stope -~design and support mine
production, particularly for the early years, on
the ICP.

2. Further delineate the open-ended
mineralization discovered in the 2004 drilling on
the southern portion of the Ram deposit where
some of the widest drili intercepts with the
highest grades were encountered.

The drill program was successful in achieving both of
these goals. Drilling demonstrated that the permissive
sequence for’cobaltiferous mineralization in the Ram
deposit remains open at both the north and south-ends
along strike and continues to remain open. down dip.
This represents a currently defined strike Iength of
approxlmately 2,800 feet.

Ore grade cobalt mmerahzatlon has'been documented
over 2,600 feet of strike length. The data-from this
program was incorporated into the Bankable Feasibility
Study with the intent of improving the overall economics
of the deposit and increasing the existing mine life. The
Bankable Feasibility Study is a comprehensive
engineering document designed to evaluate,” among
cther things, the economic parameters of the deposit o
the satisfaction of financiers for the purpose of secunng
funds for mine development.

Prior to the completion of the Bankable Feasibility
Study, an updated resource estimate was completed by
MDA in October of 2006 as summarized in the table
below.

The resource estimate was prepared in conformance
with the requwements set out”in_the Standards of
Disclosure for Mineral Projects defined by National
instrument 43-101, under .the direction of Mr. Neil
Prenn, P.Eng, a Principal of MDA, who is an
independent Qualified Person as defined by National

Instrument 43-101. This measured and indicated
resources were incorporated into the Bankable
Feasibility Stody.

The proven and probable mineral reserves outlined in
the Bankable Feasibility Study are 2,636,200 tons with
an average grade of 0.559% cobalt, 0.596% copper
and 0.014 oz per ton gold, based on a cut off grade of
0.2% cobalt ‘for a ten year ming life. The inferred
resource for the ICP, not a part of this study, is
1,121,600 tons grading 0.585% cobalt, 0.794% copper
and 0.017 oz per ton gold as reported in the October
2006 MDA report mentioned above.

Total Cobalt Project Resource utilizing 0.2% cut-off

Category Tons “ Cobalt % Copper Oziton Gold
Weasured 840700 | 0525 D552 0015
“Tndicated BI5700 | 0832 L= 0077
Tt WAl | 28 |06l 0610 G078
inferred TiZ1800 | 0585 074 To17
Contained Metal 4&E million 15 | 50.7 milion 53 | 60,600 02

ssentlal Metals Corporation (“EMC") — Idaho, USA,

Creek H drometallu ical _Complex (the
“Comglex"] : "
EMC acquired the Complex in 2002 for the purpose of
refurbishing the hydrometallurgical facility for cobalt
production to meet the refining requirements of the Idaho
Cobalt Project. In 2004, management decided to restart
the precious metals refining section of the facility, known
as the Sunshine Precious Metals Refinery, to help meet
increasing North American demand for silver and gold
refining. EMC now receives- commercial quantities of
product from several major customers and is continuing
to grow its business.’

Silver produced by the reﬁnery is now accepted for
good delivery on both the Dubai Multi Commodities
Centre and the Dubai Gold and Commodities
Exchange. S . -

EMC has been receiving silver doré from Mexico through
a major silver producer, high grade silver products. from
silver users, mints, pre - 1965 silver US coins from other
refiners as well as silver from other sources. -For the
quarter ended August 31, 2007, EMC produced 874,233
troy ounces of silver and 1,697 troy ounces of gold. For
the six months ended August 31, 2007, EMC produced
approximately 1,867,804 troy ounces of silver in nominal
1000 ounce bars and gold production was
approximately 1,710 troy ounces.



In addition, in the year ending February 28, 2007 EMC
sold a tailings facility to .Sterling Mining Company
(Sterling) for a total of US$4.5 million cash and was
conveyed a neighboring 16 acre land parcel well suited
for EMC’s future needs. The tailings facility is only one
of the facilities that form a part of the Big Creek

Hydrometallurgical Complex which the Company
purchased in 2002. EMC operations include the
Sunshine Precious Metals Refinery, the SXEW copper
refinery, the hydrometallurgical plant, the concentrate
loading and unloading facility and the associated land
package and buildings. The Company intends to retrofit
the hydrometallurgical plant in conjunction with the
development of its Idaho Cobalt Project {ICP) in order
to refine the cobalt concentrate expected to be
produced from the ICP into metal.

Black Pine — ldaho, USA ,

The Company has a 100% interest in certain mineral
claims in Lemhi County, ldaho. An option agreement
requires annual advance royalty payments of US$400
per claim to 2006. During the year ended February 29,
2004 the Company amended the option agreement to
extend the term for two, five-year increments, and
share on a 50/50 basis with the optionor any payments
received from a joint venture partner. There have been
no payments due since the Company amended the
option agreement to extend the term.
Badger Basin — Idaho, USA N
Through staking, the Company has a 100% interest in
certain mineral claims located in Lemhi, County Idaho.

Morning Glory — Idaho, USA

The Company has a 100% interest in certain mineral
claims located in Lemhi, County idaho. The Company
also has a 100% lease option on certain additional
mineral claims located in the same area. A total of
US$42,900 (20086 - US$39 900) has been pald to date
to the optionor,

To exercise the option, the Company must pay a total
purchase price of US$1,000,000 including the advance
annual minimum royalty payments. .

Wallace Creek — Idaho, USA

The Company has a 100% interest in certain mlneral
claims located in Lemhi County Idaho. The Company
also has a 100% lease option on certain additional
mineral claims located in the same area. To exercise
the option, the Company must pay a total purchase
price of US$1,000,000 of which US$25,600 has been
paid to date.

El Milagro — Mexico

The Company entered into a purchase option
agreement in 1998 that was completed at year end
February 28, 2003. The Company now has a 100%
interest in the propenrty.

During the year ended February 28, 2007 the Ana
Maria claim block of the Milagro property was expanded
to cover prospective adjoining ground and negotiations
to acquire claims central to the area covering the
northern extension of the Ana Maria vein are ongoing.
During the quarter, Eagle Mapping Services of
Vancouver, B.C. was commissioned to conduct an
airborne photometric survey of the entire property for
the purpose of aitaining additional data to he used in
the development of a comprehensive exploration
program with the goal of defining drill targets for further
exploration,

Flin Flon — Saskatchewan, Canada

The Company has a 100% interest, subject to a 10%
net profits interest, in certain claims in the Creighton
area of Saskatchewan. During the year ended
February 28, 2005 the Company recognized an
impairment and wrote off the costs associated with
these claims.

Queen of the Hills - Idaho, USA

The Company holds a lease option to purchase 100%
of certain mineral claims focated in Lemhi County,
ldaho. A total of US$23,800 (2006 - US$22,400) has
been paid to date to the optionor. Total purchase price
of US$1,000,000 inciuding advance payments must be
made to exercise the opticn.

Compass Lake — Saskatchewan, Canada

The Company granted an option whereby the optionee
can earn a 70% interest in certain mineral claims by
making certain annual payments (received) and upon
development to a feasibility stage by the optionee.
During the year ended February 28, 2006 the Company
received notice that the optionee was dropping its
option. The Company now owns the property 100%
and has completed a helicopter-borne aeroTEM IV
electromagnetic & magnetometer survey.

Kernraghan Lake —- Saskatchewan, Canadé- :
The Company granted an option whereby the optionee

has eamed 80% interest in certain mineral claims by
making certain payments (received), and completing
exploration work totaling $1,000,000 (deemed
completed). The 2007 work program was budgeted for
$430,000. The Company has been notified that the drill
program will not be carried out as outlined, as the
availabllity of certain equipment and other conditions
would not allow for commencement of the drilling
operation. It is anticipated the program will continue
next year. .

Virgin River — Saskatchewan, Canada
In the year ended February 28, 1999, the Company
entered into a joint exploration agreement with UEM.




UEM is a corporation owned 50% by Cameco and 50%
by Areva on the Virgin River project focated in the
Athabasca Basin of northern Saskatchewan.

Coronation Mines Limited owns 2% of the project with
the first right to acquire up to 10% of the project and is
carried through to $10.0 million worth of exploration and
development. Approximately $3.3 million was spent on
the recently completed 2007 drill program that was
designed to follow up on the 2004, 2005 and 2006 drill
results from the newly named Centennial Zone that
returned high-grade uranium mineralization. Examples
of such high-grade mineralization include 5.83% U308
over 6.4 m and 13.86% U308 over 2.5 m. Summary
results from the 2006 and winter driling of 2007 drill
programs are as outlined below. The Company has
been advised that it has reached its carried interest
amount of $10.0 million during this drill season and is
now responsible for matching 2% of all future
exploration expenditures.

Summary results from the 2006 Virgin River Drill
Program:

DR From Te Thick- Grada Grads ar
Murmnb . - {m). {rn) mess fm) | {%U308). | L (M X%}
ROz TR7 )42 | 66 | 2k | ores | daed
fncldes) | 7787 [T A2 8 e | a5

. Snewoen | 1TRS [ TR 13 amt [ orgs2 | ez
e fmcwoen | TS | 80 | 08 [ 21 f i3 | 1e7
dncludesy | 7883 896 3 283 1449 143
VR-W? me 2002 192 [_ 1839 2430 | .87
tretudest | 7955 | 7ers 13 1140 | sa2te | 144z
VROZY oo ] eas FY) Py o8z | 205
gncludes) | 8115 32 [ 2] 313 2.94% 239

wea [ Jwema | wis | 73 | en | aewn | v
o _feeuden] mm3 ] wmms | 82 erz | 38w | uw
T3 pi 3 2 1.9 0.7 0,183 024

_ T9LE . 310.7 159 pr D48t 3.04

Exploration results indicate excellent uranium

exploration potential is demonstrated in the Centennial
Zone. According to the project operator, the uranium
intersections obtained in the Centennial- Zone are the
most significant ever encountered along the entire
Dufferin / Virgin River Trend in more than 25 Jyears of
exploration.

In July the Company announced that winter drill resuits
from its Virgin River uranium project, where three of the
four holes dnlled intersected significant uranium
mineralization consistent with previously released
results. Details on these results were reported in the
Company's July 05, 2007 news release. Cameco, the
projects operator, has indicated they are exploring for a
McArthur River style uranium deposit, and are very
encouraged with past drilling results where over $10.0
million has been spent on the project to date.

Significantly, the fourth highest GT of 23.66 (grade *
thickness) was attained in drill hole VR-027W, that
included a subinterval of 5.44% U308 over 1.9 meters
from 816.2 to 818.1 meters. ‘

Summary resuilts from the 2007 Vtrgin River Winter Drill
Program

Drill Hole From | Te Trus Max. Ave. aT
 Thickness | Grade Grads
Winter 2067 fmj m} {m| %RUscH] | (%Uios | jmii
ODH VR0ZTW1 | 808,0 | B18.8 10.8 947 . 2,181 7366
(inchudes) 5118 | 818.1 53, 947  3.188 20.08
nehudes) 8163 | 8160 T3 547 B4dd | 1034
DDH VR-027 800.9 | 8166 87 298 0692 10.86
(includes) B12.6 | BI5S 2.9 798 1920 357
DOHVRO%6 | 7362 | 7433 | . 5.1 060 | 0254 | 1.30 |
Tnciudes) T40.Z | 1433 31 060 0362 112

As at the time of writing of this report, the Virgin River
Project summer drilling was concluding with preliminary
indications of very encouraging results. All drill core
samples from that program are expected to be shipped
to the assay lab this fall, with final check results not
expected until early in 2008. .

All uranium assays were carried out by the
Saskatchewan Research Council of Saskatoon,
Saskatchewan. Mr, Eric (Rick) Honsinger, P.Geo., of
Formation Capital Corporation is the Qualified Person
who has reviewed the data submitted to the Company
by the project operator Cameco Corporation. :

Othér Projects
The Company has other interests of up to 100% in

certain mineral claims located in Idaho, Saskatchewan
and Manitoba. ,

Information In thousands
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Results of Operations August 31, 2007 and August
31, 2006 . ‘

The consolidated loss for the quarter ended August 31,
2007 was $2,048,811 or {$0.01) per share compared
with a loss of $253,792 or ($0.00) per share for August
31, 2006. The loss consists of a net operating loss
from the Sunshine Precious Metals Refinery of $30,235
and general and administrative costs of $2,253,428
offset by other income of $234,852. The primary
reason for the increase in the loss was a $1,783,226
non-cash stock-based compensation charge recorded
for the issuance of 4,700,000 vested stock options with
an exercise price of $0.80 per share during the quarter.
In addition, the Company incurred a $70,134 foreign
exchange loss during the quarter associated with the
continued decline in the US dollar compared to the
Canadian doliar.

The consolidated loss for the six months ended August
31, 2007 was $2,708,131 or ($0.01) per share compared
with a loss of $750,962 or (0.00) per share for the six
months ended August 31, 2006. The primary reason for
the increase in the loss was the non-cash stock-based
compensation charge during the quarter of $1,783,226
and an increase in the foreign exchange losses' of
$338,388 for the six months ended August 31, 2007
compared to the six months ended August 31, 2006,

The-operating losses of the Sunshine Precision Metals
Refinery are expected to ‘decrease as the refinery
continues to expand and optimize operations. General
and administrative costs are expected to increase as
the Company continues {o. grow as it obtains mine
permits, prepares for construction and production on
the Idaho Cobalt Project and continues to operate the
Refinery along with other satellite property development
efforts. o '

The refinery processes silver from various sources such
as siver doré from Mexican mining operations
(approximately 50% of the total feed) through a contract
with & major silver producer, from high grade silver
recyclables, from pre-1965 silver US coins and from
silver from other refiners, C

Revenues and Cost of Revenues

Revenues for the quarter ended August 31, 2007 were
$396,552 compared to $207,076 in the period ended
August 31, 2006 which consists entirely of refinery
sales at the Company's Sunshine Precious Metals
Refinery. The cost of revenues for the quarter ended
August 31, 2007 was $426,787 compared to $119,113
for the quarter ended August 31, 2007.

Refinery operations for the quarter ended August 31,
2007 produced approximately §74,233 froy ounces of
silver in nominal 1,000 ounce bars and 1,697 troy
ounces of gold production compared to 659,344 troy
ounces of silver and 366 troy ounces of gold during the
quarter ended August 31, 2007,

Cost of Revenues for the quarter ended August 31, 2007
were $426,787 compared to $119.113 in the quarter
ended August 31, 2006. Cost of Revenues consist of
costs of acquiring the unprocessed ore in situations
where customners require us to take ownership of the
precious metals and other direct operating costs and
allocated overheads. The operating loss was $30,235
for the quarter ended August 31, 2007 as compared to
operating gain of $87,963 for the quarter ended August
31, 2008. This loss is a result of increased staffing and
training to prepare for expanding silver refining
operations. Net operating losses are expected to
decrease as the refinery continues to expand and
optimize operations.

Revenues for the six months ended August 31, 2007
were $567,323 compared to $1,698,727 in the six
months ended August 31, 2006 which consists entirely
of refinery sales at the Company’s Sunshine Precious
Metals Refinery. The cost of revenues for the six
months ended August 31, 2007 was $603,670
compared to $1,619,961 for the six months ended
August 31, 2007. The significant. decrease in the
revenues was a resuit of changing from recognizing
refining sales principally on a gross basis in 2007 as a

- result of having to take ownership of the metal because

of the Company's limited credit history with customers.,
Thus far in fiscal 2008, the Company has been
successful in acqguiring additional credit from clients
making it unnecessary for the Company to outfay cash
for doré or other refining products in which case the
Company only recoghizes revenue for the refining
services rendered.

The net operating loss was $36,347 for the.six months
ended August 31, 2007 as compared to a gain of
$78,766 for the period ended August 31, 2008. Thisis a
result of increased staffing and training to prepare for
expanding silver refining operations. Net operating
losses are expected to decrease as the refinery
continues to expand and optimize operations.-

For the six months ended August 31, 2007 Essential
Metals Corporation produced approximately 1,867,804
troy ounces of silver and 1,710 troy ocunces of gold
compared to approximately 1,076,401 troy ounces of
silver and 606 troy ounces of gold for the six months
ended August 31, 2006. The Company expects its
precious metals refining revenues to continue to
increase both in throughput and margin as the
operations continue to increase productivity and
optimize operations.




General and Administrative Expenses

General and administrative expenses  totaled
$2,253,428 for the quarter ended August 31, 2007
compared to $367,229 during the quarter ended August
31, 2006. This increase of $1,886,199 consisted
primarily of a non-cash stock-based compensation
charge of $1,783,226 and an $85,461 unfavorable
foreign exchange fluctuation compared to the quarter
ended August 31, 2006.

General and administrative expenses totaled
$2,985,737 for the six months ended August 31, 2007.
This represents a significant increase from the prior
period end of $883,036. This increase of $2,102,701
consisted primarily of a stock based compensation in
the amount of $1,783,226 and foreign exchange loss of
$391,244 in the period ended August 31, 2007
compared to a nil stock-based compensation and
foreign exchange loss of $54,856 in the period ended
August 31, 2006. This $336,388 unfavorable
fluctuation in exchange gains, along 'with slight
increases in’ accounting and audit, advertising and
promotion , management fees , office, and shareholder
information was offset by decreased legal fees of
$28,918 and depreciation expenses _ primarily
associated with operating the refinery opérations of
$99,765.

The Company transacts business and holds assets and
liabilities in US dollars. Fluctuations in the US dollar
exchange rate against the Canadian dollar between the
date of a transaction and the settlement date will result
in either gains or losses on foreign exchange which are
included in the results of operations.

Such fluctuations resulted in a foreign exchange loss of
$391,244 during the period ended August 31, 2007
compared to a loss of $54,856 in the period ended
August 31, 2008, primarily relating to the strengthening
Canadian dollar versus the US dollar over the period.

Other income of $313,953 was recorded for the period
ended August 31, 2007, up from $53,308 for the six
month period ended August 31, 2006. The increase is
related to the interest income W|th larger cash balances
on deposit.

Capital Resources and Liquidity August 31, 2007
and August 31, 2006

The Company's working capital as at August 31, 2007
was $23,742,876 compared with $2,577,637 at August
31, 2008. The increase is mainly attributed to the
issuance of 26,666,666 units, comprised of one
common share and one-half of one transferable share
purchase warrant entitling the holder to purchase one
additional common share of the Company at a price of
$1.00 per share unti! November 17, 2008, subject to the
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Company’s right to acceler