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Auditors' Report
To the Shareholders of
Karmin Exploration Inc.

We have audited the consolidated balance sheets of Karmin Exploration Inc. (an exploration
company) as at April 30, 2008 and 2007 and the consolidated statements of operations, comprehensive
loss and deficit and cash flows for the years then ended. These consolidated financial statements are the
responsibility of the company's management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.
In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the company as at April 30, 2008 and 2007 and the results of its operations and its
cash flows for the years then ended in accordance with Canadian generally accepted accounting
principles.

Chartered Accountants
Quebec, Quebec, Canada
July 22, 2008

(I)
"PricewaterhouseCoopers" refers to PricewaterhouseCoopers LLP1s.r.l.ls,e.n.c.r.l., an Ontario limited liability partnership, or, as the context
requires, the PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal
entity

Karmin Exploration Inc.
(an exploration company)
Consolidated Balance Sheets
As at April 30,
(expressed in Canadian dollars)
2008
S

2007
S

101,358
2,892
3,441

160,637
2,850
2,500

107,691

165,987

97,290

101,349

884,301

884,301

1,089,282

1,151,637

337,421
100,000

276,338
-

437,421

276,338

16,159,295

16,159,295

547,215

485,222

Assets
Current
Cash and cash equivalents
Accounts receivable
Investment in a public company

Property, plant and equipment (note 4)
Mining property (note 5)

Liabilities
Current
Accounts payable and accrued liabilities
Due to a shareholder

Shareholders' Equity (Deficiency)
Share capital (note 7)
Stock options
Deficit

(16,054,649)

(15,769,218)

651,861

875,299

1,089,282

1,151,637

Nature of business and going concern (note 1)

The accompanying notes are an integral part of these consolidated financial statements.

Karmin Exploration Inc.
(an exploration company)
Consolidated Statements of Operations, Comprehensive Loss and Deficit
For the years ended April 30, 2008 and 2007
(expressed in Canadian dollars)
2008
$

2007
$

58,262
227,184
4,059
6,559

37,011
529,390
52,541
4,059
-

296,064

623,001

Expenses
Exploration and prospecting costs
General and administrative (note 8)
Finance charges
Depreciation
Unrealized loss on investment held for trading

Interest income

Loss and comprehensive loss for the year
Deficit - Beginning of year

(3,133)
292,931

623,001

15,769,218

15,164,077

Adjustment to opening balance (note 3)

(7,500)

Stock options cancelled (note 7)
Deficit - End of year
Basic and diluted loss per share

(3,375)

16,054,649
(0.0076)

(14,485)
15,772,593
(0.0175)

Going concern (note I)

The accompanying notes are an integral part of these consolidated financial statements.
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Karmin Exploration Inc.
(an exploration company)
Consolidated Statements of Cash Flows
For the years ended April 30, 2008 and 2007
(expressed in Canadian dollars)
2008
$
(note 1)
Cash flows from operating activities
Loss for the year
Items not affecting cash and cash equivalents
Depreciation

Stock-based compensation costs
Interest capitalized on due to a shareholder
Unrealized loss on investment held for trading

Net change in non-cash working capital items:
Accounts receivable
Accounts payable and accrued liabilities

2007
$

(292,931)

(619,626)

4,059
61,993
6,559

4,059
386,966
52,541

(220,320)

(176,060)

(42)
61,083

(990)
45,108

61,041

44,118

(159,279)

(131,942)

Cash flows from investing activities
Additions to property, plant and equipment
Acquisition of a mining property

(5,283)
(20,000)

(25,283)
Cash flows from financing activities
Due to a shareholder

100,000

306,362

Net change in cash and cash equivalents

(59,279)

149,137

Cash - Beginning of year

160,637

11,500

Cash and cash equivalents - End of year

101,358

160,637

-

1,500,000

Additional information
Income taxes paid
Interest paid
Item not affecting cash related to financing activities due to a shareholder
paid by the issuance of share capital

The accompanying notes are an integral part of these consolidated financial statements.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
1

Nature of business and going concern
The company was incorporated on February 3, 1995 under the Business Corporations Act of Ontario to engage
in mineral exploration and development of base metals and gold opportunities in Brazil.
Effective June 14, 1999, the company was continued under the Business Corporations Act of Alberta. Effective
August 15, 1999, the company changed its name from Ambrex Mining Corporation (Ambrex) to Karmin
Exploration Inc. (Karmin). Effective September 15, 1999, the company also consolidated its common shares on
the basis of one new share for every three common shares previously issued and outstanding. Karmin's
common shares trade publicly on the TSX Venture exchange under the symbol " KAR" (formerly YKA).
Karmin directly and through an agreement as described below, is in the process of exploring its mining
properties and has not yet determined whether these properties contain ore reserves that are economically
recoverable. The recoverability of costs incurred on exploration and development is dependent upon the
discovery of economically recoverable reserves, the securing and maintenance of the interests in the properties,
future production or proceeds from the disposition thereof, and the ability of the company to obtain the
necessary financing to continue these operations. As at April 30, 2008 and for the year then ended, the
company reported a loss of $292,931 and an accumulated deficit of $16,054,649. The cash position as at
April 30, 2008 of $101,358 is not sufficient to continue exploration of the mining property. This condition casts
significant doubt as to the ability of the company to continue as a going concern and meet its obligations as
they come due.
Management intends to secure new capital from related parties and to reduce expenses by joint venture in order
to continue its operations. While it has been successful in doing so in the past, there can be no assurance it will
be able to do so in the future. Without such funding being available, the company may be unable to continue its
operations, and amounts realized for assets may be less than amounts reflected in these financial statements.
Although management has taken steps to verify title to mining properties in which the company 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 and noncompliance with regulatory requirements.
These consolidated financial statements have been prepared using Canadian generally accepted accounting
principles applicable to a going concern, and do not reflect the adjustments to the carrying value of assets and
liabilities, the reported revenue and expenses and balance sheet classifications that would be necessary were the
going concern assumption inappropriate. These adjustments could be material.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
2

Summary of significant accounting policies
Basis of presentation and consolidation
These consolidated financial statements have been prepared in accordance with Canadian generally accepted
accounting principles. The consolidated financial statements include the accounts of Karmin, Karmin Holdings
Ltda., a wholly owned Brazilian holding company, and its 95% owned subsidiary, Mineracao Rio Aripuana
Ltda. All significant intercompany accounts and transactions have been eliminated.
The company primarily operates in one operating segment as all its property and equipment are located in
Brazil, and may be subject to government regulations relating to mining, currency fluctuations, inflation and
other economic and political risks, any of which may result in impairment of the company's net assets. The
company's corporate headquarters in Canada serve administrative functions and are not a reportable segment.
Foreign currency translation
Foreign subsidiary
As the company considers all of its foreign operations to be fully integrated, all items denominated in foreign
currencies have been translated using the temporal method. Under this method, monetary assets and liabilities
and non-monetary items carried at market values are translated into Canadian dollars at exchange rates
prevailing at the balance sheet dates. Other non-monetary assets and liabilities are translated at historical
exchange rates applicable at the transaction date. Revenues and expenses are translated at the average exchange
rate for the year.
Foreign currency exchange
Foreign exchange gains and losses on transactions during the year and on the year-end translation of the
accounts are reflected in the statement of operations.
Income taxes
The company provides for income taxes using the liability method of tax allocation. Under this method, future
income tax assets and liabilities are determined based on deductible or taxable temporary differences between
financial statement values and tax values of assets and liabilities using enacted or substantively enacted income
tax rates expected to be in effect for the year in which the differences are expected to reverse.
The company establishes a valuation allowance against future income tax assets if, based on available
information, it is more likely than not that some or all of the future income tax assets will not be realized.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
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 amounts of assets and liabilities
reported in the financial statements. Those estimates and assumptions also affect the disclosure of
contingencies at the date of the financial statements and the reported amounts of revenues and expenses during
the year. Actual results could differ from those estimates.
Cash and cash equivalents
Cash and cash equivalents consist of cash on hand and balances with banks and all highly liquid short-term
investments with original maturities of three months or less at the acquisition date.
Investment in a public company
The investment in a public company is presented at fair value.
Property, plant and equipment and depreciation
Property, plant and equipment are recorded at cost and depreciated on a straight-line basis over their estimated
economic lives mentioned in note 4.
Mining property
Exploration and prospecting costs are expensed as incurred. When a property is determined to have
development potential, development and exploration costs related to that property are capitalized. These assets
will be amortized on a unit of production basis once the property is brought into production. The company
assesses annually whether an impairment condition may exist.
All administrative costs that do not directly relate to and are not necessary for development are expensed as
incurred.
Basic and diluted earnings per share
Basic earnings per share are determined using the weighted average number of participating shares outstanding
during the year.
Diluted earnings per share are determined using the weighted average number of participating shares
outstanding during the year, plus the effects of dilutive potential participating shares outstanding during the
year. The calculation of diluted earnings per share is made using the treasury stock method, as if all dilutive
potential shares had been exercised at the later of the beginning of the year or the date of issuance, as the case
may be, and that the funds obtained thereby be used to purchase participating shares of the company at the
average market value of the participating shares during the year.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
Share capital
Share capital issued for non-monetary consideration is generally recorded at the quoted market price of the
shares issued when the agreement was announced.Sh are issue expenses are applied against share capital.
Stock-based compensation plans
The company maintains a stock option plan, which is described in note 8. In accordance with Canadian
generally accepted accounting principles, the company uses the fair value method to account for options
granted to employees. Accordingly, all stock-based compensation awards are expensed in the financial
statements. Any consideration received from plan participants upon the exercise of stock options is credited to
share capital.

3

Changes in accounting policies and new accounting pronouncements
Accounting Changes
Effective May 1, 2007 the company adopted the revised standard Section 1506 "Accounting Changes" issued
by the Canadian Institute of Chartered Accountants ("CICA") which establishes criteria for changing
accounting policies, together with the accounting treatment and disclosure of changes in accounting policies,
estimates and correction of errors. The revised standard now requires that: (a) voluntary changes in accounting
policies can only be made if, and only if, the change is required by a primary source of GAAP ("Generally
Accepted Accounting Principles") or, the change results in more reliable and relevant information, (b) changes
in accounting policies are disclosed with prior period amounts and justification for the change, and (c) for
changes in estimates the nature and the amount of change should be disclosed. The company has not made any
voluntary change in accounting policies and estimates since the adoption of the revised standard.
Financial Instruments
Effective May 1, 2007, the company adopted the following new accounting standards issued by the CICA
relating to financial instruments. As prescribed by these standards, prior periods have not been restated.
i.

Financial Instruments - Section 3855 - Recognition and Measurement

This standard prescribes when a financial asset, financial liability, or non-financial derivative is to be
recognized on the balance sheet and whether fair value or cost-based methods are used to measure the
recorded amounts. It also specifies how financial instrument gains and losses are to be presented.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
In accordance with this new standard, the company has classified its financial instruments as follows:
•

Cash and cash equivalents are classified as "Assets Held for Trading";

•

Amounts receivable are classified as "Loans and Receivables";

•

Investment in a public company is classified as "Assets Held for Trading";

•

Accounts payable and accrued liabilities and due to a shareholder are classified as "Other Financial
Liabilities".

As at May i, 2007, the implementation of the new accounting standards resulted in an adjustment of
$7,500 to the opening balance of deficit related to the increase of investment in a public company
following its revaluation from cost to fair value using reported bid price.
ii.

Hedges - Section 3865
This standard is applicable when a company chooses to designate a hedging relationship for accounting
purposes. The company currently does not have any financial instruments which qualify for hedge
accounting.
Comprehensive Income - Section 1530
This standard requires the new presentation of a statement of comprehensive income and its components.
Comprehensive income includes both net earnings and other comprehensive income. Other comprehensive
income includes unrealized gains and losses on available-for-sale investments, and gain and losses related
to self-sustaining operations, all of which are not included in the calculation of net earnings until realized.

New Accounting Pronouncements
Effective May 1, 2008 the company is required to adopt the following new Canadian accounting
pronouncements:
i.

Assessing going concern - Section 1400
The Accounting Standards Board (AcSB) amended Section 1400, to include requirements for management
to assess an entity's ability to continue as a going concern and to disclose material uncertainties related to .
events or conditions that may cast doubt upon the entity's ability to continue as a going concern.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
ii.

Capital disclosures - Section 1535
This new pronouncement establishes standards for disclosing information about an entity's capital and how
it is managed. Section 1535 also requires the disclosure of any externally-imposed capital requirements,
whether the entity has complied with them, and if not, the consequences.

iii Inventories
The AcSB issued Section 3031 (superseding Section 3030) establishing new standards for the
measurement and disclosure of inventories.
iv.

Financial Instruments - Section 3862 & 3863 - Disclosures & Presentation
New sections 3862 (on disclosures) and 3863 (on presentation) replace Section 3861, revising and
enhancing its disclosure requirements, and carrying forward unchanged its presentation requirements.
Section 3862 complements the principles for recognizing, measuring and presenting financial assets and
financial liabilities in Financial Instruments. Section 3863 deals with the classification of financial
instruments, from the perspective of the issuer, between liabilities and equity, the classification of related
interest, dividends, losses and gains, and the circumstances in which financial assets and financial
liabilities are offset.

v.

Goodwill and intangible assets - Section 3064
In February 2008, the CICA issued Section 3064, Goodwill and intangible assets, replacing Section 3062,
Goodwill and Other Intangible Assets and Section 3450, Research and Development Costs. Section 3064
establishes standards for the recognition, measurement, presentation and disclosure of goodwill subsequent
to its initial recognition and of intangible assets by profit-oriented enterprises.

vi. Determining whether a contract is routinely denominated in a single currency (EIC 169)
This new standard considers 1) how the term "Routinely Denominated" in Section 3855 should be
interpreted, and 2) what factors can be used to determine whether a contract for the purchase or sale of the
nonfinancial items such as commodity is routinely denominated in a particular currency in commercial
transactions around the world.
The company is evaluating the impact of these new accounting standards on its consolidated financial
statements.
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
4

Property,

plant and equipment

Office equipment
Building
Land

Accumulated
amortization
S

2008

2007

Net
S

Net
S

Depreciation
period

Cost
S

10 years
25 years
-

14,674
78,000
38,800

6,104
28,080

8,570
49,920
38,800

9,509
53,040
38,800

131,474

34,184

97,290

101,349

The office equipment is held in Canada. The building and the land are held in Brazil.

5

Mining property

Aripuana property

2008
$

2007
$

884,301

884,301

The Aripuana property is located approximately 20 kilometers from the town of Aripuana in the State of Mato
Grasso, Brazil.
In 1996, Karmin acquired the Aripuana 2000-hectare property. Initially focusing on gold, the company
discovered a large volcanogenic massive sulphide (VMS) showing, called the Valley Deposit.
In 1999, Karmin formed a joint venture with UK-based mining company Anglo American PLC ("Anglo") and
an unrelated third party to explore Karmin's property and Anglo's adjoining ground, where a similar VMS
discovery had been made. Anglo was committed to spending US$3.25 million by December 31, 2003 to earn a
70% interest in the joint venture.
In 2004, Karmin and Anglo amended the agreement to allow a new partner, Votorantim S.A., to earn into the
70% position of the Aripuana property held by Anglo. Votorantim earned its position by spending
US$1.6 million by December 2005 and Karmin's 28.5% interest remained unchanged.
In 2006 and 2007, Votorantim spent US$3.5 million per year for drilling and completion of an independent
scoping study.
On March 30, 2007, Karmin paid an amount of $20,000 to Ste-Genevieve Resources to purchase a 1.5%
interest in the Aripuana project, thus increasing their direct ownership of the project from 28.5% to 30%.

Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
6

Related party balances and transactions
The company entered into the following transactions with related parties:

Shareholder
Interest on advance
Company controlled by a shareholder
Management fees
Rent

2008
$

2007
$

-

52,541

42,200
-

40,000
8,300

The amount payable with respect to these and earlier years' management fees and rent included in accounts
payable and accrued liabilities are respectively $255,800 and $40,898 ($213,600 and $40,898 in 2007). The
basis used to measure the related party transactions was the exchange amount based on the negotiated value
between the parties.

7

Share capital
Authorized
The company's authorized share capital consists of an unlimited number of common shares.
Issued and outstanding
2008

Balance - Beginning of
year
Issued during year
Balance - End of year

2007

Number of
shares

Amount
$

Number of
shares

Amount
$

38,453,591

16,159,295

33,190,434

14,659,295

5,263,157

1,500,000

38,453,591

16,159,295

38,453,591

16,159,295

In November 2006, the TSX Venture Exchange accepted the company's proposal to issue 5,263,157 common
shares at a deemed value of $0.285 per share to settle an outstanding debt for $1,500,000 that was due to a
shareholder.
The weighted average number of common shares in 2008 was 38,453,591 (35,497,571 in 2007).
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
8

Stock options
The company established a stock option plan under which key employees, officers, directors and consultants of
the company and its subsidiaries may be granted stock options for shares of the company. A maximum of
3,800,000 shares (3,000,000 in 2007) may be granted (maximum of 5% in favor of one person).
Options granted under the plan expire after the maximum period of ten years following the date of grant and
vest over variable periods determined by the Board of Directors upon granting.
The following tables present the stock option activity:

Number

*

2008

2007

Weighted
average
exercise price
$

Weighted
average
exercise price
$

Number

Outstanding - Beginning of year
Granted
Cancelled *

3,000,000
225,000

0,35
0,85

1,900,000
1,200,000
(100,000)

0.21
0.56
0.21

Outstanding - End of year

3,225,000

0,33

3,000,000

0.35

The stock options cancelled have been recorded against the deficit.

Options as at
April 30,
2008

Weighted
average
remaining
contractual
life (years)

3,225,000

236

Weighted
average
exercise price
$

Holders
Directors and officers and services
providers
Outstanding and exercisable

0.33
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
Accounting for the stock-based compensation plan
The fair value of options granted for the years ended April 30, 2008 and 2007 was estimated using the Black &
Scholes options pricing model with the following weighted average assumptions:

Risk-free interest rate
Expected volatility
Dividend yield
Weighted average expected life
Weighted average fair value of options granted

2008

2007

2.96%
80%
Nil
5 years
$0.276

4.01%
80%
Nil
5 years
$0.322

The Black & Scholes option valuation model was developed for use in estimating the fair value of traded
options which have no vesting restrictions and are fully transferable. In addition, option valuation models
require the input of highly subjective assumptions including the expected stock price volatility. Because the
stock options granted to officers and directors have characteristics significantly different from those of traded
options, and because changes in the subjective input assumptions can materially affect the fair value estimate,
in management's opinion, the existing models do not necessarily provide an accurate single measure of the fair
value of stock options granted to officers and directors.
The company recognizes, as a compensation cost arising from awards to officers and directors, the fair value of
stock options at the date of grant. The fair value of stock options granted during the year ended April 30, 2008
is $61,933 ($386,966 in 2007) and has been included in the statement of operations under "General and
administrative" and has been included in Shareholders' Equity under "Stock options".
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Income taxes
As at April 30, 2008, the company has available tax losses for Canadian income tax purposes, which may be
carried forward to reduce taxable income derived in future years. A summary of these losses is provided below:
$
2009
2010
2014
2015
2026
2027
2028

226,000
200,000
185,000
312,000
246,000
618,000
94,000
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
The potential income tax benefits of these non-capital losses carried forward have been fully subject to a
valuation allowance in the consolidated financial statements. In addition, the company has losses carried
forward arising in Brazil of approximately $1,000,000, which have been subject to a valuation allowance in the
consolidated financial statements.

10 Segment disclosures
Operating segment
The company has one reportable operating segment, being exploration of mineral properties in Brazil as
described in note 2.

Geographical information
The building, land and mining property are held in Brazil and the office equipment is held in Canada, as
disclosed in notes 4 and 5.

11 Financial instruments
Fair value
Cash and cash equivalents, accounts receivable, investment in a public company, accounts payable and accrued
liabilities, and due to a shareholder are financial instruments whose fair values approximate their carrying
values due to their short-term maturity, current market rates and the fact that certain financial instruments are
recognized at fair value.
Interest rate risk
As at April 30, 2008 and 2007, the company's exposure to interest rate risk is a follows:
Cash and cash equivalents
Accounts receivable
Investment in a public company
Accounts payable and accrued liabilities
Due to a shareholder

Variable interest rate
Non-interest bearing
Variable yield
Non-interest bearing
Non-interest bearing
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Karmin Exploration Inc.
(an exploration company)
Notes to Consolidated Financial Statements
April 30, 2008 and 2007
(expressed in Canadian dollars)
Foreign exchange risk
The company is subject to a variety of currency risks, including the risks that currencies will not be convertible
at satisfactory rates, that the official conversion rates between the different currencies in which the company
operates may not accurately reflect the relative value of goods and services available or required in the foreign
jurisdictions in which the company operates and that inflation will lead to the devaluation of the currencies in
the foreign countries in which the company has operations.
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