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October 28, 2005
Auditors' Report Edmonton, Alberta

To the shareholders of Micrex Development Corp.:

We have audited the consolidated halance sheets of Micrex Development Corp. as at August 31, 2005
and 2004 and the consolidated statements of loss and deficit and cash flow for the years then ended.
These consoclidated financial statements are the responsibility of the company's management. OQur

responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the

overall financial statement presentation.

In our opinion, these cansolidated financial statements present fairly, in all material respects, the financial
position of the company as at August 31, 2005 and 2004 and the results of its operations and cash flows

for the years then ended in accordance with Canadian generally accepted accounting principles.

Ve roster 055 fosd. Ll

Kingston Ross Pasnak LLP
Chartered Accountants




Consolidated Statements of Loss and Deficit

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

Years ended August 31, 2005 and 2004

2005 2004
REVENUE $ - % -
EXPENSES
Consulting fees 111,318 111,000
Wages and subcontract fees 92,617 93,375
Stock based compensation 81,776 -
Professional fees 33,163 32,929
Office and sundry 11,885 10,477
Amortization 11,858 16,263
Travel and promotion 3,702 14,161
Telephone and utilities £.045 6.403
Automotive 3,822 4,102
fnsurance 1,888 1,804
Bank charges 911 484
LOSS FROM OPERATIONS {364,985) (291,088)
OTHER CHARGE
Impairment of mineral properties (Note 3) {3,105) (1,231,733)
LOSS BEFORE INCOME TAXES (368,090) (1,522,821)
INCOME TAXES {(RECOVERED) - -
Future taxes {Note 6) (113,436) -
NET LOSS (254,654} (1,522,821)
DEFICIT, BEGINNING OF YEAR (5,235,984) {3,713,163)
DEFICIT, END OF YEAR % (5,490,638} $ (5,235,984)
LOSS PER COMMON SHARE (Note 7}
Basic $ (0.010) & {0.064)

MICREX DEVELOPMENT CORP. page 2



Consolidated Balance Sheets

ASSETS

LIABILITIES AND
SHAREHOLDERS’
EQUITY

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005 and 2004

CURRENT ASSETS
Cash

2005 2004

5 133,754 S 135,154

Accounts receivable 11,153 8,020
Prepaid expenses 10,000 10,448
154,907 153,622

MINERAL PROPERTIES AND EQUIPMENT (Note 3)

2,709,710 2,424,212

CURRENT LIABILITIES
Accounts payable and accrued liabilities

$ 2,864,617 S 2577834

3 43,583 § 24,100

Advances from directors and shareholders (Note 4) 184,776
238,359 24,100
FUTURE INCOME TAXES (Note 6) - 55,376
238,359 79,476

SHARE CAPITAL {Note 5}
CONTRIBUTED SURPLUS {Note 5)
DEFICIT

7,943,905 7734342
172,89 -
(5,490,638) (5,235,984}

2,626,258 2,498,358

APPROVED BY THE BOARD

(signed) "Stan Marshall” Director

(signed) "Max Morpurgc" Director

MICREX DEVELOPMENT CORP.

$ 2864617 § 2,577,834
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Consolidated Statements of Cash Flow

MICREX DEVELGOPMENT CORP.
{An Exploration Stage Company)

Years ended August 31, 2005 and 2004

2005 2004
CASH FLOW FROM OPERATING ACTIVITIES
Net loss for the year 5 (254,654) § (1,522.821)
Adjustment for itemns not affecting cash:
Stock-based compensation 81,776 -
Amortization 11,858 16,283
impairment of long-lived assets 3,105 1,231,733
Future income taxes (113,438) -
(271,351) (274,825)
Change in non-cash working capital items:
Accounts receivable (3.132) 1,531
Prepaid expenses 448 594
Accounts payable and accrued liabilities 16,481 (99,021)
{254,554) (371,721
CASH FLOW FROM INVESTING ACTIVITIES
Minera! property exploration costs {185,459) (185,147}
Purchase of equipment - (3,125)
{185,459) (188,272)
CASH FLOW FROM FINANCING ACTIVITIES
Advances from (to) directors and shareholders - net 194,776 {55,639)
Issuance of share capital, net of issue costs 243,837 655,843
438,613 500,204
NET INCREASE IN CASH {1,400} 40,211
CASH, BEGINNING OF YEAR 135,154 94,943
CASH, END OF YEAR 3 133,754 § 135,154

SUPPLEMENTAL CASH FLOW DISCLOSURES (NOTE 8)
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Notes to the Consolidated Financial Statements

Note 1
Nature of Operations
and Geing Concern

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005and 2004

Note 2
Significant Accounting
Policies

Micrex Development Corp. was incorporated under the Business Corporations Act of Alberia
on February 16, 1987.

The Company is considered to be primarily in the exploration stage with respect to its mineral
properties. Based on the information available to date, the Company has not yet determined
whether its mineral properties contain economically recoverable reserves. The Company has a
working capital deficiency and has suffered recurring losses. The recoverability of the amounts
shown for mineral properties is dependent upon the confirmation of economically recoverable
reserves, the ability of the Company to obtain necessary financing to successfully complete
their development and upon future profitable production.

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 liabitities in the
normal course of business in the foreseeable future. The continuing operations of the
Company are dependent upen its ability to raise adequate financing, receive continued support
from its creditors and to commence profitable operations in the future,

These consolidated financial statements do not give effect to any adjustments which might be
necessary if the "going concern” basis were not appropriate.

Although the Company has taken steps to verify the title to resource properties in which it has
an interest, in accordance with industry standards for the current stage of exploration of such
properties, these procedures do not guarantee the Company's title. Property title may be
subject to unregistered prior agreements, transfers or Native land claims and may be affected
by other undetected items.

Significant accounting policies observed in the preparation of the financial statements are
summarized below. These policies are in accordance with Canadian generally accepted
accounting principles.
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Notes to the Consolidated Financial Statements

Note 2
Significant Accounting
Policies continued. ..

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

Consolidation

The consolidaied financial statements include the financial statements of the Cempany and
those of Gold Standard Mining Corp. in which the Company holds a 100% interest. Gold
Standard Mining Corp. is the registered owner of the Big Horn Mine property and related
equipment and has no other assets or liabilities and has no separate ongoing operations.

The Company holds a 51% interest in Gee Cee Mines Ltd. This Company essentially acts as a
bare trustee and owns claims relating to the Wild Horse placer mine. The Company has
recorded its 51% proportionate interest in these claims at the purchase price of the shares plus
amounts expended on developmeni. Gee Cee Mines Ltd. has no other operations, assets or
liabilities.

Mineral Properties

Development Properties

At present, all activities of the Company arg in the exploration stage. The cost of mineral
properties or interests therein and all related exploration costs excluding administration costs
are being capitalized until the respective properties are determined to be capable of sustained
commercial production, or there has been an impairment in value. Each property is assessed
pericdically by management. When a property is determined to be non-commerciai, non-
productive or its carrying value is not considered to be fully recoverable based on the net
present value of future expected cash flows, or its value is otherwise impaired, those costs in
excess of estimated future recoveries are charged to operations. The ultimate recovery of the
costs of deferred exploration expenditures and the satisfaction of future commitments is
dependent on the Company's ability to raise sufficient capital in order te further develop and
determing the commercial viability of the properties. The Company expenses administration
costs as incurred. On commencement of commercial production, net acquisition costs and
exploration and development costs on a property-by-property basis will be amortized to
operations on the unit-of-production basis, based on the economic reserves of the property.

Value

The amounts shown for the mineral properties represent costs to date {net of impairment
writedowns), and do not necessarily represent present of future values as they are entirely
dependent upon the economic recovery of current and future reserves,
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Notes to the Consolidated Financial Statements

Note 2
Significant Accounting
Policies continued...

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

Asset Retirement Obligations

The Company recognizes the fair value of legal obligations associated with the retiremeant of
iong-lived tangible assets in the period in which they are incurred, with a corresponding
increase in the carrying amount of the long-lived asset. The liability accretes until the
Company expects to settle the retirement obligation. These asset retirement costs are
depleted using the unit of production methed and actual costs fo retire the asset will be
deducted from the liability as incurred. At this time, the Company does not foresee the
necessity to make any material expenditures in this area and the Company is not committed tc
any significant reclamation or other asset retirement obligations unti! such time as production
commences.

Equipment

Equipment is recorded at cost. The Company provides for amortization at rates designed to
amortize the cost of the equipment over their useful lives. The annual amortization rates are
as follows:

Methods Rates
Mining equipment Diminishing balance 30%
Automotive equipment Diminishing balance 30%
Computer equipment Diminishing balance 30%
Furniture and fixtures Diminishing balance 20%

Haif year amortization is recorded in the year of acquisition. Amortization is not recorded in the
year of disposal.

Stock-Based Compensation

Effective September 1, 2003 the Company prospectively adopted the fair value method of
accounting for stock-based compensation. Under the fair value method, compensaticn
expense related to these programs is recorded in the statement of loss and deficit with a
corresponding increase to contributed surplus. The fair value of options granted are

determined at the date of grant and expensed over the vesting period.

Options granted to consultants and directors prior to September 1, 2003 were accounted for
using the intrinsic value method whereby the excess of the stock price on the date of grant over
the exercise price of the option was recorded as compensation expense and for share options
granted after January 1, 2002, pro forma disclosure was provided to show the effect had the
fair value based model been applied.
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Notes to the Consolidated Financial Statements

Note 2
Significant Accounting
Policies continued...

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

The fair value of warrants issued to agents is recorded as share issue costs with a
corresponding increase to contributed surplus.

Consideration paid on the exercise of stock options and warrants is credited to share capital.
Upon the exercise of stock options and warrants, consideration received together with the
amount previously recognized in contributed surplus is recorded as an increase to share
capital. The Company does not incorporate an estimated forfeiture rate for stock options and
agents’ warrants that will not vest, but accounts for forfeitures as they occur.

Earnings (Loss) per Share

Basic earnings (loss) per share is computed using the weighted average number of comimon
shares outstanding during the year. Diluted earnings (loss) per share amounts are calculated
giving effect to the potential dilution that would occur if securities or other contracts to issue
common shares were exercised or converted to common shares using the treasury stock
method. The treasury stock method assumes that proceeds received from the exercise of
stock options and warrants are used to repurchase common shares at the prevailing market
price.

Revenue Recognition
Revenue is recognized when title to delivered precious metals or gemstones passes to the
buyer.

Future Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Under this
method, future income tax assets and liabilities are recognized based on temporary differences
between the tax and accounting basis of assets and liabilities as well as for the benefit of
losses availahle to be carried forward to future years for tax purposes that are likely to he
realized and are measured using enacted or substantially enacted tax rates expected to apply
when the asset is realized or the liability is setiled.

Flow-Through Shares

The Company has issued flow-through shares. Under this financing arrangement, shares are
issued at a fixed price and the resultant proceeds are used to fund exploration and
development work within a defined time period. The exploration and development
expenditures funded by flow-through arrangements are renounced to investors in accordance
with the appropriate tax legislation,
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Notes to the Consolidated Financial Statements

Note 2
Significant Accounting
Policies continued...

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

During the prior fiscal year, the Company adopted prospectively the recommendations of EIC
146 (Emerging Issues Committee Abstract of the Canadian Institute of Chartered Accountants)
whereby a future tax liability and a reduction to share capital is recorded when the related
exploration and development expenditures are renounced. Flow-through shares are issued for
the purpose of funding Canadian exploration and development expenses.

Statement of Cash Flow
The Company is using the indirect method in its presentation of the Statement of Cash Flow.

Financial Instruments

The carrying values of cash, accounts receivable, accounts payable and accrued liabilities
approximate their fair values due to the short-term maturity of these instruments. Financiat
instruments also includes advances from directors and shareholders. Management considers
that no events have occurred subseqguent to the arrangement of these advances that would
indicate that fair value differs substantially from carrying value. Unless otherwise noted, itis
management's opinion that the Company is not exposed to significant interest, currency or
credit risks arising from these financial instruments.

Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates. The significant
estimates pertain to the recovery of deferred exploration expenditures, the physicai and
economic lives of equipmeni and mineral properiies and to assumptions utilized in determining
fair value of stock-based compensation and warrants.
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Notes to the Consolidated Financial Statements

MICREX DEVELOFPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

Note 3
Mineral Properties and
Equipment

Title to mineral properties involves certain inherent risks due to the difficulties in determining
the validity of certain claims as well as the potential for problems arising from the frequently
ambiguous conveyancing history characteristic of many mineral properties. The Company has
investigated title to the mineral properties and, to the best of its knowledge, title to the
properties are in good standing.

Net Book Value
Given below are the net book values of equipment and mineral properties as at August 31.

2005 2004
Mineral Net Book Net Book
Equipment Properties Value Value
Burmis Magnetite Deposit $ - % 1033139 % 1,033,139 3% 868,219
Big Horn Mine 4,499 736,188 740,687 679,897
Deadwood and Sunburst Mines - 346,688 346,688 345,063
Quebec Depaosit - 297,121 297,121 237,731
Buffalo Head Hills - 128,196 128,196 120,277
Mount Royal Mine - 110,473 110,473 109,691
Clear Hills - 30,176 30,178 30,176
Banks Mine 5,129 - 5,129 7,326
Wild Horse Mine 4,005 - 4,095 5,850
Other 14,006 - 14,006 19,982

$ 27,729 % 2,681,981 § 2,709,710 § 2424212
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Notes to the Consolidated Financial Statements

Note 3
Mineral Properties and
Equipment continuead. ..

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

Equipment
2005 2004
Accumulated Net Book Net Book
Cost  Amortization Value Value
Mining equipment $ 427331 $ 413608 S 13,723 19,603
Automotive equipment 40,540 32,266 8,274 11,820
Computer equipment 36,322 30,732 5,590 7.985
Furniture & fixtures 750 608 142 177
504,943 477,214 27,729 39,585

Amortization of equipment provided for in the current year totaled $11,858; (2004 - $16,263).

Description of Mineral Properties
The Company has interests in the following mineral development properties:

{a} 100% interest in Big Horn hard rock mine located in the Atlin area of British Columbia,
Canada. This property was acquired in 1993 by the issuance of 2,747,283 common shares
having a value of $631,875 ($159,270 for plant and equipment; $472,605 for mining

property).

(b} 51% interest in Wild Horse placer mine located in the Fort Steele area of British Columbia,
Canada. This property was originally acquired in 1296 by the issuance of 10,000 common
shares having a value of $21,500, plus $39,000 cash. Due to inactivity over the past four
years, the accumulated costs relating to this property in the amount of $270,925 have been

written off (2005 - $2,629; 2004 - $268,296).

(¢} 51% interest in Banks hard rock mine located in the Steeple Rock district of New Mexico,
U.S.A. This property was criginally acguired in 1996 by the issuance of 200,000 common
shares having a value of $50,000, plus a $100,000 expenditure commitment which was
fulfilled in a previous year. This interest is subject to a 2% net smeiter royalty interest to the
vendor upon commencement of production. Due to inactivity over the past four years, the
accumulated costs relating to this property in the amount of $963,912 have been written off

(2005 - $475; 2004 - $963,437).

MICREX DEVELOPMENT CORP.
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Notes to the Consolidated Financial Statements

Note 3
Mineral Properties and
Equipment continued...

MICREX DEVELLOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

(d) 100% interest in Deadwood patented hard rock mine and Sunburst patented hard rock
mine claim located in Catron County, New Mexico, U.S.A. The Company owns the land
and mineral rights.

(e) 33% interest in Mount Royal patented hard rock mine claim located in the Steeple Rock
district of New Mexico, U.S.A. The Company owns the land and mineral righis.

(f) 28%:; (2004 - 26%) equity interest in the claims and 100% interest in all production from the
claims relating fo the Burmis Magnetite deposit located in the Crowsnest Pass area of
Alberta. The Company originally acquired a 12% equity interest in this property in 1997 by
the issuance of 100,000 common shares having a value of $103,000, plus $10,000 cash,
plus a $200,000 expenditure commitment which was fuffilled in a previous vear, The
purchase agreement provides the Company the right to acquire an additional 2% equity
interest per year by the annual payment of $70,000 by way of cash or common shares or
the Company can purchase outright the remaining equity interest at any time. Accordingly,
future payments totalling $2,520,000 would acquire the remaining 72% interest, although
there is no commitment to acquire this additional interest.

During the year the Company acquired an additional 2%; (2004 - 4%) equity interest by the
issuance of 280,000; (2004 - 474,510) common shares at their fair value of $70,000; (2004
- $140,000). The prior year's acquisition consisted of the Company's 2004 and 2003 year's
purchase options.

The equity interest is subject to a gross overriding royaity to the vendor upon
commencement of production at the greater of 1% of gross sales or $0.25 per ton.

{g) 100% interest in the Clear Hills diamond exploration project consisting of 72 square miles
located in the Clear Hills and Chinchaga Hills, Alberta, Canada.

(h} 100% interest in the Buffalo Hills diamond exploration project consisting of 72 square miles
located in Buffalo Head Hills, Alberta, Canada.
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Notes to the Consolidated Financial Statements

Note 3
Mineral Properties and
Equipment continued...

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

(i) 18%; (2004 - 16%;) equity interest in the claims and 100% interest in all production from the

claims relating to the Quebec magnetite deposit located near Chicoutimi, Quebec, Canada.
The Company originally acquired a 12% equity interest in this property in a preceding fiscal
vear by the issuance of 290,323 common shares having a fair value of $80,280. The
purchase agreement provides the Company the right to acquire an additional 2% equity
interest per year by the annual payment of $45,000 by way of cash or common shares or
the Company can purchase outright the remaining equity interest at any tima. Accordingly,
future payments tetalling $1,845,000 would acquire the remaining 82% interest, aithough
there is no commitment to acquire this additional interest.

During the year the Company acquired an additional 2%; (2004 - 2%) equity interest by the
issuance of 180,000; (2004 - 176,471) common shares at their fair value of $45,000; (2004
- $45,000).

The equity interest is subject to a gross overriding royalty to the vendar upon
commencement of production at the greater of 1% of gross sales or $0.25 per ton.

Acquisition Costs and Deferred Exploration Costs
Acquisition costs and deferred exploration costs for the mineral properties are as follows:

2005

Deferred

Acquisition Exploration
Cosls Costs Total
Burmis Magnetite Deposit $ 673000 $% 360,139 § 1,03313¢%
Big Horn Mine 472 6085 263,582 736,138
Deadwood and Sunburst Mines 343,482 3,206 346,688
Quebec Deposit 225,290 71,831 287,121
Buffalo Head Hills 5,448 122,748 128,196
Mount Royal Mine 44 780 65,693 110,473
Clear Hills 13,420 16,756 30,176

$ 1778026 § 903,955 § 2,681,981
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Notes fo the Consoclidated Financial Statements

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

Note 3
Mineral Properties and
Equipment continued...

2004
Deferred
Acquisition Exploration
Costs Costs Total
Banks Mine 3 25000 % 938437 §$ 963,437
Burmis Magnetite Deposit 603,000 265,219 868,219
Big Horn Mine 472,606 200,864 673,470
Deadwood and Sunburst Mines 343,482 1,581 345,063
Wild Horse Mine 60,500 207,796 268,296
Quebec Deposit 180,260 57.441 237,731
Buffalo Head Hills 5,448 114,829 120,277
Mount Royal Mine 44 780 64,911 109.691
Clear Hills 13,420 16,756 30,176
1,748,526 1,867,834 3,616,360
Less impairment writedowns:
Banks Mine 25,000 938,437 963.437
Wild Horse Mine 60,500 207,796 268,296
85,500 1,146,233 1,231,733

$ 1663026 § 721,601 % 2,384,627
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Notes to the Consolidated Financial Statements

Note 4
Advances frem Oirectors
and Shareholders

Note 5
Share Capital

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

The advances are due on demand, non-interest bearing, unsecured and have no set
repayment terms. These advances were made in conjunction with share subscriptions which
did not close prior to the year-end and will be recorded as share capital in the subsequernt
fiscal period.

Authorized:
Unlimited number of Common voting shares
10,000,000 Preferred shares
Unlimited Convertible Preferred shares

Preferred shares and convertible perferred shares may be issued in one or more series. The
directors are authorized to fix the number of shares in each series to determine the
designation, rights, privileges, restrictions and conditions attached to the shares of each
series.

Number of Common Shares

2005 2004

Issued:

Balance, beginning of year 25,280,703 21,934 458
Common and flow through shares issued for cash 1,180,796 2,160,264
Issued for acquisition of mining properties 460,000 650,981
Issued on exercise of options - 535,000
Shares returned to treasury - (100,000)

Balance, end of year 26,931,499 25,280,703

Effective December 31, 2004 the Company completed a flow-through private placement of
99,233 units at a price of $3.00 per unit. Each unit consisted of nine flow-through common
shares, three common shares and twelve common share purchase warrants, which entitles
the holder to acquire one common share for $0.30 for a period of two years, expiring December
30, 2006. The fair value of the warrants issued in connection with this private placement is
estimated to be $91,215, using the Black Scholes valuation model; this amount is recerded as
a share issuance cost in the current fiscal year. The assumptions utilized in determining the
fair value of the 1,190,796 warrants issued was a spot rate of $0.28, a strike price of $0.30, a
risk-free rate of 3.1%, volatility of 50.0%, expected dividend yield of nil and a maturity period of
2.0 years.
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Notes to the Consolidated Financial Statements

Note &
Share Capital
continued ...

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

Amounts
2005 2004
issued:

Balance, beginning of year $ 7.734.342 $ 6,973,875
Flow through shares issued for cash 297,699 648 079
Issued for acquisition of mining properties 115,000 185,000
Issued on exercise of options - 119,300
Shares retured to treasury - {25,000)
Tax benefits renounced to shareholders (58,059) (85,376)

8,088,982 7,845 878

Cost of issuing shares (145,077) (111,538)

Balance, end of year $ 7,943,905 § 7,734,342

Certain of the common shares issued by private placement for cash or other consideration are
held in escrow. As at the year end 958,689; (2004 - 1,281,900} common shares were
deposited in performance escrow and are to be released on the basis of one share for each
$0.23 of development expenditures on the Big Horn mining property. During the year, 323,211;
{2004 - nil) common shares were released from escrow.

Warrants
At August 31, 2005, the Company had the following warrants outstanding:

(2) 958,689 warrants attached to shares which have been deposited in performance escrow.
These warrants expire 6 months after the release of the performance shares from escrow.

(b) 2,160,264 warrants expiring December 30, 2005 entitling the subscribers to purchase one
common share per warrant at a price of $0.40 per share. These shares were issued as
part of the December 31, 2003 flow-through share issue.

{c} 1,190,796 warrants expiring December 30, 2008 entitling the subscribers to purchase one

common share per warrant at a price of $0.30 per share. These shares were Issued as
part of the December 31, 2004 flow-through share issue.
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Notes to the Consolidated Financial Statements

Note 5
Share Capital
continued. ..

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

Stock-Based Compensation

The Company has a stock option plan, which is administered by the Board of Directors, under
which the corporation may reserve a maximum of 10% of the issued and cutstanding listed
common shares.

Under this plan, the Company has currently granted options for a total of 2,563,203 common
shares, having various exercise prices as determined on the date of issuance of the options,
These options have no vesting period and may be exercised at any time within five years of
issuance. The options expire after thirty days following the date the optionee ceases to be a
director, officer or employee, or one year following the date of death of the optionee.

All options are exercisable as at the year-end.
The following options to purchase shares have been granted and exercised.
Weighted

Number of Average
Options  Exercise Price

Options outstanding and exercisable, August 31, 2003 2,184,203 3 0.24
Granted 893,000 $ 0.21
Exercised (635,000) % 0.19

Options outstanding and exercisable, August 31, 2004 2,442,203 $ 0.28
Granted 473,000 % 017
Expired (358,000) §% 0.23

Options outstanding and exercisable, August 31, 2005 2,563,203 3 0.26
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Notes to the Consolidated Financial Statemerts

MICREX DEVELOPMENT CORP,
{An Exploration Stage Company)

August 31, 2005

Note 5
Share Capital
continued...

The following summarizes the options outstanding at August 31, 2004.

Number of Exercise Expiry
Options Price Date
150,000 $ 0.25 November 2005
400,500 3 0.20 February 2006

40,087 $ 0.26 January 2007
307,200 L 0.32 May 2007

75,000 $ 036  June 2007
218,416 3 0.30 February 2008
230,000 $ 0.35 December 2008
238,000 5 0.32 January 20069
225,000 3 0.31 February 2009
200,000 $ 0.23 June 2009

85,000 3 0.22 November, 2009
394,000 3 0.16 April 2010

2,563,203

Effective Septermnber 1, 2003, the Company applies the fair value based method of accounting
for stock-based compensation. Accordingly, compensation expense is recorded in the
accounts for the share option plans. For share options granted prior to September 1, 2003,
disclosure was provided of the impact on earnings as if the fair value based method of
accounting for the share-based compensation had been applied. The fair value of share
options granted in the previous fiscal year was determined to be immaterial. The fair values of
share options granted in the current fiscal year, using the Black Scheles valuation model, are
as follows:

November 26, 2004: The assumptions utilized in determining this value of the 85,000
stock options issued to management was a spot rate of $0.22, a strike price of $0.22, a
risk-free rate of 3.7%, volatility of 50.0%, expected dividend vield of nil and a maturity
period of 5.0 years. The estimate of the fair value of options issued is $8,925.

Aprit 27, 2005: The assumptions utilized in determining this value of the 394,000 stock
options issued to management and consultants was a spot rate of $0.29, a strike price

of $0.16, a risk-free rate of 3.4%, volatility of 50.0%. expected dividend vyield of nil and a
maturity period of 5.0 years. The estimate of the fair value of options issued is $72,851.
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Notes to the Consolidated Financial Statements

Note 5
Share Capital
continued...

Note 6
Income Taxes

MICREX DEVELOPMENT CORP.
{An Exploration Stage Ccmpany)

August 31, 2005

Total stock-based compensation during the current fiscal year is $81,776; (2004 - nil).
Qption pricing models require the input of subjective assumptions and, accordingly, the fair
value estimates can vary materially as a result of changes in the assumptions.

The provision for income taxes differs from the amount obtained by applying the combined
Federal and Provincial income tax rate to earnings before income taxes as follows:

2005 2004
Statutory tax rate 34% 40%
Expected tax recovery $  (125150) $ (609,129)
increase {(decrease) resulting from:
Non-deductible stock-based compensation 27,804 -
Impairment of long-lived assets 1,056 492,693
Other adjustments {5,978) 8.258
Effect of change in tax rate utilized 59,715 -
Benefit of tax losses and tax credits not recognized (70,883) 108,178
Income tax expense 5 {(113438) $ -
The components of future income tax balances are as follows:
2005 2004
Future tax assels
Tax basis of capital assets in excess of carrying values % 158,407 $ 181,619
Undeducted share issue costs 37,404 35,691
Non-capital loss carryforwards 664,973 777,932
860,784 995,242
Future tax liabilities
Tax credits renounced - {55,367)
Net future tax assets 860,784 839,875
Less valuation allowance (860,784) (945,242)
Future tax asset (liability) $ - §  {55367)
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Notes to the Consolidated Financial Statements

Note 6
Income Taxes
continued...

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

The valuation allowance reflects management's assumption that the tax assets, more likely
than not, will not be realized.

Flow-through shares and future fax liability

During the year ended August 31, 2005 the Company renounced expenditures totaling
$486,059 as management expects this amount to be incurred in Canadian exploration and
development expenses. The Company has until August 31, 2006 to incur qualifying
expenditures totaling $499,471. If these expenditures are not incurred, penalties will be
assessed by the Canada Revenue Agency under the Income Tax Act.

The Company has non-capital income tax losses carried forward for tax purposes aggregating
to $1,955,803, which are available for reduction of future years' taxable income. The losses
expire as follows:

2006 $ 330532
2007 168,518
2008 312,189
2009 297,323
2010 276,012
2011 and thereafter 571,229

$ 1,955,803

In addition to the loss carryforward, the Company has tax pools relating to its depreciable
capital assets which exceed their book values by $465,904; (2004 - $454,048} as well as
share issue costs deductible in future years of $110,011; (2004 - $89,229).

Mineral development properties with an criginal cost of $1,024,720 at August 31, 2005 have
no cost base for income tax purposes.

No recognition has been given in these financial statements to any potential tax savings

arising from application of these items, as it is likely that the loss carryforwards will expire
prior to being realized.
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Notes to the Consolidated Financial Statements

Note 7
Loss per Share

Note 8
Supplemental Cash Flow
Disclosures

Note 9
Related Party
Transactions

MICREX DEVELOPMENT CORP.
(An Exploration Stage Company)

August 31, 2005

The numerator used in the calculation of basic loss per commen share is the Company's net
loss of $254,654; (2004 - $1,522,821); the denominator used in the calculation is the
weighted average number of common shares outstanding during the year of 26,133,192,
(2004 - 23,837,761). This results in a basic loss per common share of $0.010; (2004 -
$0.064).

Diluted loss per common share has not been presented for 2005 or 2004 as the effect of the
conversion of options and warrants is anti-dilutive.

Significant non-cash transactions for the year consisted of the issuance of common shares as
consideration for acquisition of interests in mining properties.

a) Burmis Magnetite deposit - issuance of 280,000; (2004 - 474,510) comman shares with an
attributed value of $70,000; (2004 - $140,000) {o acquire an additional 2%; (2004 - 4%) equity
interest in the property.

b) Quebec deposit - issuance of 180,000; (2004 - 176,471) common shares with an attributed
value of $45,000; (2004 - $45,000) to acquire an additional 2%; {2004 - 2%} equity interest in
the property.

No interest or income taxes were paid or received during the current and prior years.

During the year, the Company paid $111,318; (2004 - $111,000) to a director for consulting
and management services provided.

Of the total amount owing to shareholders, the balance owing to directors as at August 31,
2005 was $105,040; (2004 - nil). This amount resulted from funds provided in advance of
share offerings.

During the year, the Company paid $80,800 to certain shareholders for subcontract services.
The above transactions occurred in the normal course of operations and are recorded at the

exchange amount which represents the consideration established and agreed to by the related
parties.
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Notes fo the Consolidated Financial Statements

MICREX DEVELOPMENT CORP.
{An Exploration Stage Company)

August 31, 2005

Note 10
Subseguent Events

The following events occurred subsequent to the year end:

a} The Company agreed to sell 665,000 common share units at $0.155 per unit on a non-
brokered private placement basis for total proceeds of $103,075. Each unit consists of one
common share and one-half common share purchase warrant. One warrant entitles the
holder to purchase one common share at $0.45 per share for a period of one vear from the
date of closing.

b) The Company entered into a Joint Venture Agreement with a private exploration company to
help expiore and develop the Deadwood and Sunburst mining claims. The private
exploration company is required to spend $350,000 on mining exploration work on the
properties over the next two vears to earn a 49% interest in the Deadwood and Sunburst
mining claims.

c) The Company sold 333,333 common shares at a price of $0.15 on a non-brokered private
placement for total proceeds of $50,000.

d) The Company issued 150,000 stock options with an exercise price of $0.23 per share
expiring September 29, 2010.
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