








Gitennes Exploration Inc.

Notes to Consolidated Financial Statements

December 31, 2008 and 2007
Canadian Funds

9.

Income Taxes

The Company operates in several tax jurisdictions and is subject to varying rates of taxation. In
addition, the Company has various non-capital tax losses and deferred exploration expenditures that
are available for carry forward to reduce taxable income of the current and future years. Details of
income tax expense for the years ended December 31 are as follows:

2008 2007

Income (loss) before income taxes

for accounting purposes $ (3,923,883 % 318,731
Statutory tax rate 31.0% 34.1%
Expected tax expense (recovery) for the year (1,216,405) 108,687
Tax effect of differences in deductibility of expenses

for accounting and taxable income:

Amortization 2,539 2,009

Stock-based compensation 87,010 49,901

Write-down of mineral property costs 925,870 76,496

Unrealized foreign exchange loss 9,261 37,053

Non-deductible and other items (14,561) (15,974)

Foreign income at different tax rates 3,010 9,636
Current income tax expense (recovery) (203,276) 267,808

Future income taxes relating to temporary

differences 282,963 275,081

Change in valuation allowance (79,687) (542,889)
Future income tax expense (recovery) 203,276 (267,808)
Tax expense (recovery) for the year $ - $ -

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

2008 2007

Non-capital loss carry-forwards $ 1,068,492 § 1,190,926
Mineral property expenditures 1,102,151 1,497,703
Plant and equipment 39,974 51,711
Other 19,696 26,865
2,230,313 2,767,205
Valuation allowance (2,230,313) (2,767,205)

s - % -




Gitennes Exploration Inc.

Notes to Consolidated Financial Statements
December 31, 2008 and 2007

Canadian Funds

9. Income Taxes - Continued
As at December 31, 2008, the Company had non-capital tax losses carried forward available to reduce
future prescribed taxable income in Canada as follows:
Year of Expiry
2012 $ 296,000
2013 122,000
2028 478,000
Total $ 896,000
The Company has Canadian exploration expenditures of approximately $4,400,000 that may be
carried forward indefinitely. The Company also has losses of approximately $2,800,000 available in
Peru, which expire four years after the attainment of profitable commercial operations in Peru. All
loss carry-forwards and deductible exploration expenditures are subject to final determination by tax
authorities.

10. Segmented Information

The Company's business consists of mineral exploration and development. Details on geographic

segments are as follows:

Interest and Mineral
2008 Other Income Equipment Properties
Canada 10,249 33,009 -
Peru 4,671 37,414 2,267,203
Total 14,920 70,423 2,267,203

Interest and Mineral
2007 Other Income Equipment Properties
Canada 1,577,512 41,261 -
Peru 5,983 46,767 4,504,669
Total 1,583,495 88,028 4,504,669




Fourth Quarter

The Company reported a loss during the fourth quarter of $3,035,895 or $0.06 per share. The current fourth
quarter loss compares to a loss of $362,856 or $0.01 per share in the fourth quarter of 2007. The significant
variance in these fourth quarter results is the write-down of mineral properties of $2,894,237 which compares to a
write-down of $195,696 in 2007. After factoring in this item, the quarterly loss of 2008 is $25,502 less than that of
2007. Mineral property expenditures for the quarter were $79,739 compared to $456,515 in the fourth quarter of
2007.

Off-Balance Sheet Arrangements

The Company had no off-balance sheet arrangements at December 31, 2008 or at the date hereof.

Transactions with Related Parties

During the year ended December 31, 2008, the Company incurred $18,833 (2007 - $25,113) in legal fees and
disbursements paid to a law firm in which a director of the Company is a partner; accounts payable and accrued
liabilities includes $801 (2007 - $2,935) payable to this firm. In addition, the Company paid $129,916 (2007 -
$60,492) in geological and administrative consulting fees to a director during the year; accounts payable and
accrued liabilities include $20,350 (2007 - $nil) payable to this director.

Outstanding Share Data

The authorized capital of the Company consists of an unlimited number of common shares without par value. As
at December 31, 2008 and the date hereof, the number of issued and outstanding common shares was
47,502,231 (52,062,231 on a diluted basis), which compares to issued and outstanding shares as at December
31, 2007 of 47,002,231 (50,497,231 on a diluted basis). During the current year, 435,000 stock options expired,
500,000 stock options were exercised, and 2,000,000 stock options were granted.

The Company has a rolling stock option plan under which the Company may grant options to its directors,
employees, and other service providers for up to 10% of the outstanding common shares. The Board of Directors
determines the exercise price per share and the vesting period under the plan.

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

2008 2007 Exercise Price Expiry Date
- 370,000 $2.80 March 31, 2008
- 500,000 $0.13 May 4, 2008
670,000 690,000 $0.355 April 21, 2009
180,000 180,000 $0.40 July 21, 2009
460,000 470,000 $0.47 April 1, 2010
80,000 80,000 $0.30 November 10, 2010
400,000 400,000 $0.40 March 12, 2011
55,000 55,000 $0.41 August 30, 2012
200,000 200,000 $0.47 March 18, 2015
515,000 550,000 $0.26 June 5, 2017
1,700,000 - $0.17 August 7, 2018
300,000 - $0.17 August 21, 2013
4,560,000 3,495,000

At December 31, 2008, 4,535,000 of these options have vested.

As at December 31, 2008, there were no share purchase warrants outstanding.



Critical Accounting Estimates

Stock-based Compensation

The Company uses the Black-Scholes Option-Pricing Model to estimate stock-based compensation. The Black-
Scholes model was created for use in estimating the fair value of freely tradable, fully transferable options. The
Company’s employee stock options have characteristics significantly different from those of traded options, and
because changes in the highly subjective input assumptions can materially affect the calculated values,
management believes that the accepted Black-Scholes model does not necessarily provide a reliable measure of
the fair value of the Company’s stock option awards.

Mineral Properties

The Company is in the process of exploring its mineral properties and has not yet determined the amount of
reserves available in its properties. Management of the Company regularly reviews the carrying value of each
mineral property. Where information and conditions suggest that there has been impairment in their carrying
value, management reviews the project for impairment and a write-down to the estimated fair value is recorded in
the statement of operations. During 2008, the Company recorded a write-down of $2,894,237 relating to the
Tucumachay property due to the fact that there has been minimal exploration work done in the last two years, and
the Company has no significant work programmes planned for 2009. The Company also wrote off $75,925 in
costs relating to certain smaller properties in Pert that the Company has no plans to pursue.

With the downturn in the financial and metals markets, and a decline in the Company’s share price during 2008,
management considered whether this decline constituted a triggering event that would require management to
test its remaining mineral properties for impairment at year-end. While the Company’s stock price indicates a
market capitalization that supports the carrying value of our net assets, management still considered it appropriate
to review the Company’s other properties for impairment by assessing whether fair value was less than carrying
value. Since none of the Company’s properties have identified reserves, management considered cost to be a
reasonable approximation of fair value, as costs incurred were relatively current, work to date produced results
that indicated further work on the property was warranted, and management planned to continue to explore the
property. Management is satisfied that all of these properties are of merit and warrant further exploration. Despite
the difficulty that junior exploration companies have raising equity finances in the current market, the Company is
optimistic that it will be able to raise sufficient funds to advance the properties. Based on this assessment,
management concluded that no further impairment charge was required

Changes in Accounting Policies

Capital Disclosures

Effective January 1, 2008, the Company adopted the recommendations of CICA Handbook Section 1535 — Capital
Disclosures. This Section requires disclosure of qualitative and quantitative information that enables users of
financial statements to evaluate the Company’s objectives, policies and processes of managing capital.

Financial Instruments — Disclosures and Presentation

Effective January 1, 2008, the Company adopted the recommendations of CICA Handbook Sections 3862 —
Financial Instruments — Disclosures and 3863 — Financial Instruments — Presentation. These Sections require
disclosure of quantitative and qualitative information in the financial statements that enable users to evaluate (a)
the significance of financial instruments for the entity's financial position and performance; and (b) the nature and
extent of risks arising from financial instruments to which the entity is exposed during the period and at the
balance sheet date, and management’s objectives, policies and procedures for managing such risks. Disclosure
of the measurement basis used and the criteria used to determine classification for different types of instruments
is also required.

Going Concern

Effective January 1, 2008, the Company adopted the recommendations of CICA Handbook Section 1400 —
General Standards on Financial Statement Presentation. This Section requires management to assess the
Company’s ability to continue as a going concern and to disclose any uncertainties arising from such an
assessment.



International Financial Reporting Standards

On February 13, 2008, the Canadian Accounting Standards Board confirmed that International Financial
Reporting Standards will replace Canada’s current generally accepted accounting principles for publicly
accountable profit-orientated enterprises for interim and annual financial statements effective January 1, 2011.
The Company is presently considering the effect these standards will have on its financial statements.

Financial Instruments

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, and accounts
payable and accrued liabilities. Cash and cash equivalents are classified as Assets Held-For-Trading and carried
at fair value. All of the Company’s other financial instruments are carried at amortized cost. The Company has no
speculative financial instruments, derivatives, forward contracts, or hedges.

All of the Company’s Canadian cash is held in an account at a major Canadian bank. The Company also maintains
U.S. and Perlvian cash in a major bank in Perd, which it uses to fund its Perlvian projects and operations. As at
December 31, 2008, the Company held the equivalent of $66,556 in U.S. dollars and $8,332 in Peravian soles. The
cash balances, and payables that are denominated in U.S. dollars and Peravian soles are subject to currency risk
due to fluctuations in the exchange rates with the Canadian dollar. To manage this currency risk, the Company
maintains only the minimum amount of foreign cash that is considered necessary to fund its ongoing exploration
expenditures and foreign operations. Accounts payable are settled in a timely manner.

It is management’s opinion that the Company is not exposed to significant credit, interest rate, liquidity, or market
risks in respect of these financial instruments. The Company’s policies and processes of managing all risks
associated with its financial instruments have not changed during the current year.

Disclosure Controls and Procedures

Disclosure controls and procedures are designed to provide assurance that all relevant information is gathered
and reported to senior management, which includes the Company’s President and its Chief Financial Officer, on a
timely basis so that appropriate decisions can be made regarding public disclosure. As of December 31, 2008,
the Company’s certifying officers, being the President and the Chief Financial Officer, evaluated the effectiveness
of the Company’s disclosure controls and procedures. Based on that evaluation, the certifying officers have
concluded that, as of December 31, 2008, the disclosure controls and procedures were effective to provide
reasonable assurance that information required to be disclosed in the Company’s annual filings and interim filings
(as such terms are defined under Multilateral Instrument 52-109 — Certification of Disclosure in Issuers’ Annual
and Interim Filings) and reports filed or submitted under Canadian securities laws were recorded, processed,
summarized and reported within the time periods specified by those laws and that material information was
accumulated and communicated to management of the Company, including the President and the Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosure.

Internal Control over Financial Reporting

The Company’s President and the Chief Financial Officer are responsible for establishing and maintaining the
Company’s internal controls over financial reporting in accordance with Multilateral Instrument 52-109-
Certification of Disclosure in Issuers’ Annual and Interim Filings of the Canadian Securities Administrators. These
internal controls over financial reporting were established as at December 31, 2007. There have been no
changes in these controls during the year ended December 31, 2008 that have materially affected, or are
reasonably likely to materially affect, the Company’s internal controls over financial reporting. As of December 31,
2008, the Company’s certifying officers, being the President and the Chief Financial Officer, evaluated the
effectiveness of the Company’s internal controls over financial reporting. Based on that evaluation, the certifying
officers have concluded that, as of December 31, 2008, the internal controls over financial reporting were effective
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with Canadian GAAP (as such terms are defined under
Multilateral Instrument 52-109 — Certification of Disclosure in Issuers’ Annual and Interim Filings).

Risk and Uncertainties

The business of exploration and mining is risky and there is no assurance that current exploration programmes
will eventually result in profitable mining operations. The recoverability of money spent on the resource properties
is dependent upon various factors. These include actually discovering a potentially economic mineral deposit and
then transforming the deposit into ore reserves through a series of stringent technical programmes. Following
upon this is the ability of the Company to obtain all necessary financings to complete the development of a



property and place it into commercial production. The Company must also raise funds for corporate and
administrative expenses. While the Company has been successful in the past at raising funds, there can be no
assurance that it will continue to do so.

The mineral industry is intensely competitive and there are inherent risks in all its phases. The Company
competes with other companies, many of which have greater financial resources and experience. Metal prices are
volatile and cannot be controlled.

The Company has no mining operations and its mineral projects are at an early stage. It is therefore exposed to
many risks common to comparable companies, including under-capitalization, lack of revenue, cash shortages,
and limitations with respect to personnel, financial and other resources.

The consolidated financial statements for the period ended December 31, 2008 have been prepared on the basis
of accounting principles applicable to a going concern. The assumption is that the Company will continue in
operation for the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal
course of operations. Excepting those quarters in which the Company has realized revenues from royalties or the
sale of assets, the Company has consistently reported operating losses. The Company has limited financial
resources, no source of operating cash flow, and no assurances that sufficient funding will be available to further
explore and develop its mineral property projects, or to cover the overhead costs necessary to maintain a publicly
reporting company.

The Company’s exploration activities outside of Canada make it subject to foreign currency fluctuations and this
may affect the Company’s financial position and results of operations. The Company does not engage in currency
hedging activities. It does maintain varying amounts of cash in U.S. dollar and Peravian sole accounts until such
time as the funds are drawn upon.

The government of Per( has implemented a royalty scheme on mining operations. The Company believes that
this royalty does not impact significantly on operations at this stage of the Company’s development.

Approval

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

Additional Information

The Company’s publicly filed documents are available on the Company’s website or on SEDAR at
www.sedar.com.

Cautionary Note

This document contains “forward-looking information” which may include, but is not limited to, statements with respect to the
future financial or operating performance of the Corporation, its subsidiaries and its projects, the future supply, demand,
inventory, production and price of minerals, the estimation of mineral reserves and resources, the realization of mineral reserve
estimates, the timing and amount of estimated future production, costs of production, capital, operating and exploration
expenditures, costs and timing of the development of new deposits, costs and timing of future exploration, requirements for
additional capital, government regulation of mining operations, environmental risks, reclamation expenses, title disputes or
claims, limitations of insurance coverage and the timing and possible outcome of pending litigation and regulatory matters.

n oo

Often, but not always, forward-looking statements can be identified by the use of words such as “plans”, “expects”, “is
expected”, “budget”, “scheduled”, “estimates”, “forecasts”, “intends”, “anticipates”, or “believes” or variations (including negative
variations) of such words and phrases, or state that certain actions, events or results “may”, “could”, “would”, “might” or “will” be
taken, occur or be achieved. Forward-looking statements involve known and unknown risks, uncertainties and other factors
which may cause the actual results, performance or achievements of the Corporation and/or its subsidiaries to be materially
different from any future results, performance or achievements expressed or implied by the forward-looking statements. Such
factors include, among others, general business, economic, competitive, political and social uncertainties; the actual results of
current exploration activities; actual results of reclamation activities; conclusions of economic evaluations; changes in project
parametres as plans continue to be refined; future prices of minerals; possible variations of ore grade or recovery rates; failure
of plant, equipment or processes to operate as anticipated; accidents, labour disputes and other risks of the mining industry;
political instability, insurrection or war; delays in obtaining governmental approvals or financing or in the completion of
development or construction activities. Although the Corporation has attempted to identify important factors that could cause
actual actions, events or results to differ materially from those described in forward-looking statements, there may be other
factors that cause actions, events or results to differ from those anticipated, estimated or intended. Forward-looking statements
contained herein are made as of the date of this document and the Corporation disclaims any obligation to update any forward-
looking statements, whether as a result of new information, future events or results or otherwise. There can be no assurance
that forward-looking statements will prove to be accurate, as actual results and future events could differ materially from those
anticipated in such statements. Accordingly, readers should not place undue reliance on forward-looking statements.





