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Silver, "The Indispensable Metal" occupies an enviable market position by virtue 
of its strong industrial, consumer, and photographic demand.  Silver's unique 
conductive, reflective, and catalytic properties give it broad electronic, optical 
and biomedical uses.  Silver remains "sterling" for jewelry, tableware, and other 
decorative uses, while its use as a store of wealth, either in coinage or bullion is 
experiencing a worldwide upswing.  The unparalleled resolution and sensitivity 
of silver-based films (especially X-rays) keeps photographic demand high, 
despite in-roads by digital imaging.  

Silver's future is bright as demand increases.  Modern photovoltaic and 
superconductor technologies depend on silver and the metal's passive biocidal 
capabilities are drawing increasing attention in a wide range of biomedical 
applications.  Advances in these two areas alone should create a demand that 
dwarfs current industrial usage in the coming decade.  

Concurrently, silver supply is dwindling as major copper producers shift to 
metallurgical processes that don't recover silver, major base metal mines exploit 
lower grade ores, and several major primary silver mines have closed.   

These market realities are driving MAG Silver's corporate philosophy of seeking 
world-class, high-grade primary silver deposits in the Mexican Silver Belt…the 
world's most productive silver zone.  We remain optimistic on silver prices based 
on fundamentals for the market but we have targeted exploration and 
development projects that don't rely on higher prices.

industry outlook

Cover Image: One month's bullion shipment, Batopilas Mine 1906. Bars weigh 25 kilograms, approximately 300,000 ounces total.
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MAG SILVER CORPORATION HIGHLIGHTS 2003

• April 15:  Closing of public offering of $5.75 million, at $0.50/share with a half warrant at $0.75

• April 22:  MAG shares begin trading on the TSX Venture Exchange

• May 12:  Drilling commences on a 4,500 meter drilling program on the Juanicipio Project

• May through October:  MAG drilling results confi rm the presence of Fresnillo-style mineralization on the Juanicipio Property, 
containing comparable silver grades with gold values higher than average grades at Fresnillo; NSAMT geophysics reliably 
predicts the location of mineralized structures

• June through December: Work progresses on the rehabilitation of the Porfi rio Diaz Tunnel at the Batopilas Project

• July 16:  MAG purchases a 100% interest in the Juanicipio Property

• November: MAG commences Phase 2 exploration activities at Juanicipio, and claims an additional 60,000 hectares to the 
northwest, to be known as the Lagartos project

• November and December: Drilling commences at the Guigui Project to test the potential source of the world’s largest 
carbonate replacement system

• November 21: MAG options the Cinco de Mayo Project and the Adargas Project

• December 8: MAG announces geophysics results and claims another 60,000 hectares, to bring the total area of the Lagartos 
claims to 120,000 hectares

• December 22: MAG options the Sierra Ramirez Project

Gossan Veins, Cinco de Mayo Project, Chihuahua, MexicoDrilling Start-up, Adargas Project, Chihuahua Mexico; AMOM Alteration, Cinco de Mayo Project, Chihuahua Mexico; Alunite Veins, Juanicipio Project, Zacatecas, Mexico;
Clockwise, starting from the top right:



Ing. Rene Ramirez Logging Core, Juanicipio Project , Zacatecas, Mexico
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To our Shareholders

On behalf of MAG Silver Corp., I would like to take this 

opportunity to thank you for your enthusiastic support 

during our inaugural year. We have launched a highly 

dynamic and rapidly growing silver exploration company 

targeted to discover high-grade silver and gold projects in or 

adjacent to historic world-class producing districts and other 

geological environments with enormous upside potential.  

The dramatic increase in the price of silver has started to 

focus investor interest in our direction and we look forward 

to an extraordinary year in 2004 as we drive an assembled, 

prepared and sound portfolio of advanced silver-focused 

projects.

New Birth

After closing our $5.75 million public offering (at $0.50/

share with a half warrant at $0.75) on April 15, 2003, our 

shares commenced trading on the TSX Venture Exchange 

on April 22, 2003. Our average trading volume during 2003 

was 135,768 shares per day. This level of liquidity resulted in 

part from our efforts in investor relations and in part from 

the early success achieved by our drilling programs. These 

factors have also contributed to the appreciation in our share 

price, which in turn encouraged the exercise of many of the 

warrants, providing additional capital and ongoing fi nancing 

for our successful drilling campaigns.

Part of the credit for such a solid beginning goes to the 

fi nancial structure given to our public offering by our board of 

directors and the underwriting team behind the fi nancing. A 

strong mix of institutional and retail investment was achieved 

in the public offering. The largest part of the credit, however, 

goes to the tremendous work performed behind the scenes 

during the years leading up to 2003 by Dr. Peter Megaw and 

his associates at IMDEX/Cascabel.  He successfully assembled 

a world class exploration portfolio during a down-cycle in 

the mining market. As Dr. Megaw has said many times, we 

assembled our portfolio “while the lights were out”.  Knowing 

where to go to assemble a portfolio of silver projects has 

been the study of Dr. Megaw’s 27-year career in Mexico.  For 

example, Dr. Megaw completed his Ph.D. in Geology in the 

area of the company’s Guigui Project. 

Vitality Obtained Early

Our team wasted no time in commencing our fi rst drill 

campaign on May 12, 2003, three weeks after our fi rst day 

of trading. The drilling at our Juanicipio Project, adjacent to 

the Fresnillo Mine in Zacatecas, Mexico - the largest primary 

silver mine in the world - gave excellent results and opened 

up the Fresnillo Silver District beyond the area previously 

known.  First, we encountered Fresnillo-style mineralization 

and demonstrated that the same mineralization being 

mined at Fresnillo extends on to our Juanicipio claim block. 

Second, we demonstrated fairly conclusively that the NSAMT 

geophysics technique reliably predicts the location of the 

vein structures that carry the Fresnillo-style mineralization. 

Third, we demonstrated that the depth of drilling needed to 

reach the silver-rich zones in those vein structures is less than 

previously anticipated. Therefore, our second round of drilling 

at Juanicipio during 2004 to delineate the mineralization 

along strike will be shallower and less costly than predicted. 

With grades of up to 730 g/T silver and 10.9 g/T gold, our 

Juanicipio drilling gave us increased enthusiasm for our 

original exploration model – to expand the mineralization 

known in the Fresnillo District. Beyond that, the elevated 

gold values gave us an even greater vision, that of the 

potential of an entirely new district, possibly similar in size 

and mineralization to the Fresnillo district, to the northwest. 

Acting on the “zonation theory”, that the higher gold grades 

may indicate that Juanicipio is closer to the source of the 

mineralization than is the Fresnillo Mine- we quickly reviewed 

the regional geology, satellite imagery, and other factors and 

claimed another 120,000 hectares of property along what we 

now call the “Fresnillo Trend”. Our preliminary work on much 

of this area evaluated highly silicifi ed, outcropping volcanic 

structures, carrying substantial argillic alteration in a number 

of locations, all of which are strikingly similar in appearance to 

the structures we drilled at Juanicipio. Preliminary geophysics 

over a portion of the area yielded geophysical signatures very 

similar to those at Juanicipio. 

We now refer to the new area as the Lagartos Project, and are 

greatly enthusiastic about its potential to discover a whole 

new district.  Our claim blocks now run almost contiguously 

up to 37 kilometres distant from our drilling at Juanicipio.  

We believe there is ample room in that area to explore for 

another world-class district. 
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The Juanicipio Project not only conforms perfectly to our 

business model, but has led to activities that go a step further 

– providing exploration potential to duplicate or exceed the 

production potential of the historic district.

Our second drilling campaign was undertaken at the Guigui 

Project, believed to be the area containing the mineralized 

source of the world’s largest carbonate 

replacement deposit – the Santa Eulalia 

District near Chihuahua, Mexico.   Drilling 

of a six hole, 4,500 metre program began 

in late October 2003 and continued into 

2004.  A range of intrusions, breccias, 

and visually distinctive alteration 

were encountered.  Assay results from 

sulphides encountered in the drilling are 

still pending at the time of this writing.  

Down-hole geophysics is scheduled for 

the second quarter of 2004 to provide 

data for further drilling.

Activities on our third project, the 

Batopilas Project, have proceeded on schedule to recondition 

the historic mine workings in order to bring mining exploration 

to the district for the fi rst time ever. Considerable surface 

geology and mapping has been conducted, and geophysics 

is now ongoing, both on surface and underground. As with 

Juanicipio and Guigui, the Batopilas Project conforms to our 

business model and we believe it represents the immediate 

renewal of an historic 300 million ounce producer with 

excellent potential. Now that the Batopilas workings are 

accessible, the scale and style of the historic silver production 

is evident. Even though the maps have shown the historic 

work, it is not until one walks the workings that the true scale 

of potential for MAG can be appreciated. Modern exploration, 

and using some of the same techniques honed at Juanicipio, 

should provide exciting targets for drilling in 2004.   We expect 

that the Batopilas Project will provide tremendous value for 

our shareholders in the short and long term. 

To compound our growth, we have acquired three new projects.  

The Adargas Project in Chihuahua hosted previous production 

of 350,000 tonnes of oxide materials grading between 9 and 

27 g/T gold and up to 1,000 g/T silver (with 36% lead and 20% 

zinc) during the 1920s. However, when mining descended into 

the sulphide zone, operations were discontinued. Geologically, 

Adargas appears to be an analogue to the nearby Naica mine 

operated by Industrias Peñoles, Mexico’s largest lead mine 

and one of the country’s leading producing silver mines.  We 

anticipate early success in drilling underneath the previously-

mined ore zone.  The Cinco de Mayo Project is a carbonate 

replacement system similar to Guigui and is located in north-

central Chihuahua.  It lies directly along the same major deep 

crustal break that underlies many other important systems and 

shares many of the key features of Santa Eulalia. We believe the 

potential for fi nding a large carbonate 

replacement system at the Cinco de 

Mayo Project is excellent.  The potential 

of this property emerged from review 

of data collected during 15 years of 

systematic exploration and study of the 

geologic characteristics of the prospects 

of Chihuahua by Dr. Peter Megaw. In 

addition, we optioned the Sierra Ramirez 

Project, located in extreme eastern 

Durango, approximately 80 kilometres 

west of the famous Providencia-

Concepcion del Oro, Zacatecas District.  

Sierra Ramirez is another prospective 

carbonate replacement deposit, which 

produced an estimated 750,000 to 1,000,000 tonnes of very 

high grade (1000-3000 g/T silver) silver-lead-zinc ores from 

Spanish Colonial times until the mid 1960s.   MAG has taken 

advantage of the recent consolidation of the land package 

with its option from a private company in Mexico.

Lengthening our Stride During 2004

Our early success at Juanicipio established a strong footing 

that enabled us to continue working on our other projects 

and build a base of support to grow toward the next level. The 

year 2004 will see at least four major drilling campaigns that 

will continue to build upon that base.  We expect to continue 

the growth achieved during 2003.

Drilling at Adargas will commence during the second quarter 

of 2004 and will target the base of previous production in 

which the high grade material was produced.   Immediately 

following the drilling at Adargas, we will conduct the second 

round of drilling at Juanicipio to delineate additional 

mineralization along strike from our fi rst round of drilling and 

to drill additional targets identifi ed to the west where two of 

the structures intersect.   

As dr. megaw has 
said many times, 

we assembled our 
portfolio 

“while the lights 
were out.”
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Round two at Juanicipio will be followed by a drill program 

to test targets defi ned by geophysics at the Lagartos Project, 

with the goal of encountering mineralization similar to 

Fresnillo over 20 kilometres distant and advancing the theory 

that the two areas may be geologically related. We hope to 

make signifi cant progress toward targeting a whole new 

district similar to the Fresnillo Mine.  

We will also undertake our fi rst drill campaign at the Batopilas 

District in 2004.  We expect to correlate the structures on 

surface with the sampling, geology and geophysics conducted 

underground to delineate economic mineralization with an 

eye toward a possible early production scenario.  In addition, 

we will re-evaluate our targeting parameters at the Guigui 

Project and consider the various options available to us in 

the pursuit of the mineralized source of the world’s largest 

carbonate replacement deposit. 

All of the above drilling campaigns and other work will be 

in addition to work advancing on our other projects, Cinco 

de Mayo and Sierra Ramirez, along with our continuing 

evaluation of new areas and our search for, and acquisition of, 

more quality projects.  We have a solid experience base with 

which to continue in those endeavours.

MAG is well positioned to take advantage of the growing 

interest in silver. We are ahead of the curve as a result of Dr. 

Megaw’s work long before the mining sector was revived 

in the past few years. Prior to the move in silver prices, we 

purchased our core property interest, launched our company, 

and assembled our team, key fi nancial institutions, and 

supporters that share our vision.

We thank you for your continued support and look forward to 

2004 with a great sense of anticipation.

On behalf of the Board of Directors,

George S. Young

President, CEO and Director

April 26, 2004
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Ferruginous Jasperoid Vein, Cinco de Mayo Project, Chihuahua, Mexico; Hematite Alteration, Juanicipio Project, Zacatecas, Mexico;High-grade Stope, San Pascual Mine, Adargas Project, Chihuahua, Mexico

Clockwise, starting from the top right:
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operations review

JUANICIPIO PROPERTy
MUNICIPIO FRESNILLO 

ZACATECAS, MEXICO

The Juanicipio Project covers 8,000 hectares, starting 6 

kilometres west of the principal production headframe of the 

Fresnillo Mine that currently produces over 30 million ounces 

of silver per year from a series of high-grade epithermal 

veins that “top-out” about 200 metres below the surface.  

Exploration for these has historically been blind, resulting 

in spectacular “blind” discoveries and a skewed view of the 

districts’ geology and magnitude.  MAG’s exploration concept 

is that Fresnillo District veins continue into the Juanicipio 

Claim, well beyond the current mining area.  Industrias 

Peñoles, operators of the Fresnillo Mine, are actively tracing 

veins to within a few hundred metres of the Juanicipio border 

in several places, reinforcing this interpretation.  The geology, 

structure, geochemistry and geophysics in Juanicipio are 

similar enough 

to Fresnillo that 

exploration models 

from Fresnillo can 

be readily applied 

to Juanicipio to 

generate high quality, potentially high-grade, drilling targets.  

Because Fresnillo’s importance has made it the subject of 

many exploration and academic studies, there is a wealth of 

information to use as a basis for comparison and exploration 

modeling.  Sunshine Mining invested over $400,000 in 

geology, geochemistry, geophysics and drill permitting 

before their fi nal bankruptcy in 2001.  MAG Silver optioned 

Juanicipio in 2002 and purchased 100% of the rights from a 

private Mexican party in mid-2003.    

In 2003, MAG drilled seven diamond drill holes into six major 

structures targeted for their orientation, alteration history, 

geochemistry and geophysical anomalies.  Fresnillo-style and 

grade (up to 730 g/T Ag) mineralization was hit in fi ve of the 

seven holes, with signifi cantly higher gold grades than typical 

of the known portion of the district (up to 10.9 g/T Au).  The 

drilling confi rmed the utility of the NSAMT geophysics that 

guided drilling and further demonstrated that the Fresnillo-

style silver dominant mineralization lies well above the deep 

geophysical conductive anomalies that were initially targeted.  

The overall drilling results confi rmed the exploration concept 

and indicated that the 

exploration techniques 

developed to date 

should be applicable 

to fi nding more 

mineralization within 

the known and other, 

as yet untested, target 

structures in Juanicipio.
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LAGARTOS PROPERTY
MUNICIPIO FRESNILLO 

ZACATECAS, MEXICO

The consistently elevated gold values encountered in 

Juanicipio suggested a larger scale zoning than had 

previously been considered for the district, so MAG examined 

surrounding areas for possible extensions to the system, 

both in outcrop and under cover.  A total of nearly 120,000 

hectares of new claims, the Lagartos Claims, were fi led by 

MAG after alteration similar to that successfully drilled in 

Juanicipio were encountered up to 35 kilometres from 

Juanicipio. An orientation NSAMT geophysics run over 
the area looks quite similar to the results from Juanicipio, 
so drill targets are already emerging for these new areas.  
Systematic geological mapping and sampling was begun by 
year-end and a substantial additional geophysical program is 

underway at this writing. 

DON FIPPI PROperty
BATOPILAS DISTRICT 
MUNICIPIO BATOPILAS  

CHIHUAHUA, MEXICO

The Don Fippi Project area covers approximately 4,800 

hectares centered on the historic Batopilas District located 

deep within the famous Copper Canyon country of 

southwestern Chihuahua.  MAG Silver has optioned the Don 

Fippi Property from Minera Cascabel who consolidated over 

95% of the main Batopilas District for the fi rst time since 1913.   

Batopilas produced an estimated 200-300 million ounces of 

silver between 1660 and 1913 from bodies of very high-grade 

crystalline native silver irregularly distributed along a series 

of NE-trending structures.  Batopilas ore grades range from 

the 1880-1913 average direct-smelting grade of 8,000 g/T 

(257 oz/T) to high-grade ores of up to 75% Ag.  Signifi cant 

tonnages of milling ore grading 265 g/T (8.5 oz/T) were 

also produced.  

Historically, Batopilas exploration consisted of keeping a 

vein in the face (even if it was only a few millimeters wide) 

and waiting for it to blossom out again.  Despite the erratic 

ore distribution new bonanzas were encountered regularly, 

indicating that ore shoots occurred frequently along the 

structures. MAG is applying a number of modern geological 

and geophysical exploration techniques to locate new ore 

shoots quickly and cheaply.  MAG is generating the fi rst 

modern detailed structural map of the district with the 

goal of applying NSAMT and EM geophysics to the resulting 

target areas.  The highly conductive nature of the native silver 

orebodies should make them visible to these techniques 

and greatly reduce the risks involved in evaluating the 

geological targets. 

Geologically, the Batopilas District lies in the Sierra Madre 

Occidental magmatic province, which is host to a multitude 

of gold-silver vein systems.  The Batopilas veins are distinct 

from the epithermal vein deposits of the region, which 

typically have a productive zone only a few hundred metres 

high. The Batopilas silver veins are productive over a vertical 

interval of at least 700 metres and the bottom of the system 

has apparently never been reached.  

One of the keys to MAG’s Batopilas exploration is the Porfi rio 

Diaz Tunnel (PDT), which gives access to over 3 kilometres of 

the western portion of the district.  MAG has reopened and 

rehabilitated the PDT to establish underground access for 

geophysical studies, drilling geological targets, and direct 

headings into abandoned stopes where old reports indicate 

silver ores may still exist.  These areas will serve as a laboratory 

for honing the exploration tools for fi nding larger scale virgin 

mineralization in the balance of the district.  

GUIGUI PROPERTY
SANTA EULALIA DISTRICT 
MUNICIPIO AQUILES SERDAN 

CHIHUAHUA, MEXICO

The Santa Eulalia Mining District lies 22 kilometres east of 

Chihuahua City, Chihuahua in northernmost central Mexico.  

Santa Eulalia is the largest of a number of similar districts.   

Santa Eulalia produced over 450 million ounces of silver and 

substantial amounts of lead and zinc over the nearly 300-

year period from 1702-2001.  Santa Eulalia and comparable 

Carbonate Replacement Deposits (CRDs) are generally 

considered to form a spectrum of deposits related to a large, 

intrusive body of rock. It is the search for this intrusive source 

that is the foundation of exploration in the Guigui Project.  

The concepts for exploration in Guigui arose from Dr. Peter 

Megaw’s doctoral studies in the district, which included a 

regional study of the characteristics of localization of Santa 

Eulalia and related CRDs, detailed underground and surface 

mapping, and zoning and geochemical studies.  The resulting 

geologic model indicated that the principal intrusive centre 

related to district mineralization lies concealed under 

volcanic cover in the Guigui claims adjacent to the historic 
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mining centre. MAG optioned the Guigui Property from 

Minera Cascabel in 2002 and acquired 10 years of exploration 

investment and additional property acquisition by major and 

junior companies, leading to drill readiness in the process.  

None of the prior work included drilling.  Drilling of a six 

hole, 4,500 metre program began in late October, 2003 and 

continued into 2004.  A range of intrusions, breccias, and 

visually distinctive alterations were encountered.  Assay 

results from sulphides encountered in the drilling are still 

pending at the time of this writing.  A down-hole three axis 

BHUTM geophysical survey is scheduled to provide data for 

further drilling.

ADARGAS PROPERTY
MUNICIPIO JIMENEZ 

CHIHUAHUA, MEXICO

The Adargas District is an under-explored 850 hectare Au, Ag, 

Pb, Zn, Cu Carbonate Replacement Deposit (CRD) that lies at 

the intersection of two exceptionally productive regional ore 

deposit trends.  Adargas mineralization consists of a series 

of irregular dike contact replacement chimneys that plunge  

north and widen with depth.  Historic data indicates that pre-

1924 production from Adargas was roughly 350,000 tonnes of 

oxide ores grading 9-27 g/T (.25-.9 oz/T) Au, 

1000 g/T (34 oz/T) Ag, and 24-36% Pb.  High 

zinc grades are also present, but zinc was not 

recovered from the oxide ores.  High gold 

grades were encountered throughout the 

mine, with the highest in the deeper, oxidized 

parts of the mine.  

Adargas closely resembles the famous 

Naica deposit, which lies 120 metres to the 

north-northwest along one of the major 

regional trends.  Naica was “rediscovered” 

in the mid-1950s by following dike contact 

mineralization to depth, changing it from 

an obscure occurrence to one of Mexico’s 

major Pb-Ag-Zn mines. The exploration 

concept for Adargas is virtually identical, 

starting in the area of the major old mine 

and working outwards towards showings of 

similar mineralization that occur for several 

kilometres along strike.

The main Adargas Dike trends roughly 

north-south and has a large central bulge 

around which pervasive silicifi cation and 

replacement mineralization are focused. The dike itself carries 

anomalous gold.  The Ridge Dikes trend northwest and 

occupy axial structures running the length of the anticline.  

Mineralization occurs sporadically along these dikes as well, 

but they have never been systematically explored.

MAG acquired the property from Minera Cascabel who 

worked the property  from 1991 to 1998.  Initial drilling by a 

previous explorer indicated that there is additional untested 

potential for the property.

The district’s potential is high with immediate defi ned drilling 

targets. Further, geology, alteration, mineralization, and 

additional CSAMT anomalies suggest numerous additional 

targets in the district.  Deeper targets, modeled on treating 

the surface mineralization as leakages from a larger system 

trapped beneath a relatively impermeable unit, are also 

attractive.
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CINCO DE MAYO PROPERTY
MUNICIPIO VILLA AHUMADA 

CHIHUAHUA, MEXICO

Cinco de Mayo is a 2,500 hectare Carbonate Replacement 

Deposit (CRD) prospect located in north-central Chihuahua.  

The potential of this property emerged from review of data 

collected during 15 years of systematic exploration and 

study of the geologic characteristics of the CRDs prospects 

of Chihuahua by Dr. Peter Megaw and Minera Cascabel 

from whom MAG optioned the property.  This compilation 

revealed key features that set the important CRD systems like 

Santa Eulalia, Naica, Bismark, and San Pedro Corralitos apart 

from the numerous small CRD showings and Mississippi 

Valley Deposits that occur elsewhere in the region.  Cinco 

de Mayo lies directly along the same major deep crustal 

break that underlies these important CRD/skarn systems and 

shares many of the key features of the distal parts of Santa 

Eulalia, indicating that the potential for fi nding a large CRD 

system is excellent.  

Exploration work in the covered areas will be largely blind 

and will necessitate using geochemical and geophysical 

techniques to trace mineralization beneath this cover.  The 

mineralization is known to contain magnetic pyrrhotite, 

indicating that airborne or ground magnetics may be useful.  

NSAMT may also be useful in delineating deeper structure and 

various soil-geochemical prospecting tools will be employed 

to locate mineralization centers.  Drill targets should be 

developed quickly for drilling in six to eight months. 

SIERRA RAMIREZ PROPERTY
SIERRA RAMIREZ DISTRICT 
MUNICIPIO SAN JUAN de GUADALUPE 

DURANGO, MEXICO

The Sierra Ramirez District lies in extreme eastern Durango, 

approximately 80 kilometres west of the famous Providencia-

Concepcion del Oro, Zacatecas District.  Sierra Ramirez is 

a typical Mexican Carbonate Replacement Deposit (CRD) 

that produced and estimated 750,000-1,000,000 tonnes of 

very high-grade (1000-3000 g/T Ag) Ag-Pb-Zn ores from 

Spanish Colonial times until the mid 1960s.  Until recently, 

the land status was highly fractionated, but MAG has 

acquired over 80% of the district by option from Minera Rio 

Tinto of Chihuahua, Mexico.  Signifi cant work was done by 

Kennecott in the 1990s, but they abandoned the property 

prior to drilling.  

Basic geological, geochemical and geophysical work will be 

undertaken in 2004 to defi ne drilling targets.  
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Management 
Discussion and Analysis

Description of Business

The Company was originally incorporated under the Company 

Act (British Columbia) on April 21, 1999 under the name 

“583882 B.C. Ltd.”.  On June 28, 1999, the Company changed 

its name to “Mega Capital Investments Inc.”.  The Company’s 

common shares were listed and posted for trading on the 

Exchange on April 19, 2000.  On April 22, 2003, the Company 

changed its name to “MAG Silver Corp.” to refl ect its new 

business consequent upon the completion of its qualifying 

transaction.  Concurrent with the Company’s name change to 

MAG Silver Corp. the trading symbol was changed to “MAG”.

Our North American offi ce and principal place of business 

is located at Suite 800, 409 Granville, Vancouver, British 

Columbia, Canada, V6C 1T2 (phone:  604-630-1399).  The 

Company is a “reporting” company in the Provinces of British 

Columbia, Alberta and Ontario.  

In August 2002, the Company entered into an arms’ length 

agreement dated August 8, 2002 with Ing. Porfi rio Cesar 

Augusto Padilla Lara, Dr. Peter Megaw and Dr. Carl Kuehn 

pursuant to which the Company agreed to acquire all of 

the issued and outstanding common shares of Minera Los 

Lagartos, S.A. de C.V., a private company incorporated pursuant 

to the laws of the Mexican Republic in the mineral exploration 

business “Lagartos”.  As consideration for the acquisition, the 

Company agreed to pay the vendors the sum of US$5,000, and 

to further pay the sum of US$50,000 for the reimbursement 

of funds advanced to secure the Juanicipio Property Option 

plus applicable purchase and transfer costs. This transaction 

became the Company’s qualifying transaction, under which a 

fi nancing was completed on April 15, 2003, which raised gross 

proceeds of $5,750,000.

In addition, effective April 2003, the Company, through 

Lagartos, entered into an agreement which gives it the right to 

explore and acquire a 100% interest in the Don Fippi Property 

and a 100% interest in the GuiGui Property (as described in 

Note 8 to the fi nancial statements).

MAG Silver Corp. is an exploration and development company 

conducting work primarily on mineral properties it has 

staked or acquired by way of option agreement in Mexico. 

The Company has not yet determined whether its mineral 

properties contain ore reserves that are economically 

recoverable. The Company defers all acquisition, exploration 

and development costs related to mineral properties. The 

recoverability of these amounts is dependent upon the 

existence of economically recoverable reserves, the ability 

of the Company to obtain the necessary financing to 

complete the development of the property, and any future 

profitable production, or alternatively upon the Company’s 

ability to joint venture or dispose of its interests on an 

advantageous basis. 

a) Results of Operations

Interest income for the year ended December 31, 2003 

amounted to $77,468 as compared to $905 for the same 

period in 2002.  Cash on hand during 2002 was low and as a 

result, interest income was also low.  During the fi rst quarter of 

2003, the Company was actively pursuing the completion of 

the qualifying transaction and a fi nancing by way of a public 

offering in Canada.  The acquisition of Lagartos was completed 

on January 15, 2003 and commencing on this date, the 

Company consolidated Lagartos’ fi nancial position and results 

of operations in its fi nancial statements. The main assets held 

in Lagartos are its interests in the Juanicipio, Don Fippi and 

Guigui properties located in Mexico.  Expenses for the year 

ended December 31, 2003 totalled $915,007, compared to 

$123,536 for the same period in 2002.  The Company was 

not very active in the fi rst half of 2002.  Increased activity 

levels combined with the fi ling of the Company’s qualifying 

transaction and prospectus in April 2003 caused the Company 

to incur higher costs in 2003.  In particular, accounting, legal 

and fi ling fees were much higher than in previous periods.  

Signifi cant expense items in 2003 were Accounting and 

Audit - $142,437 (2002 - $24,849); Legal - $108,517 (2002 

- $58,849); Travel - $130,732 (2002 - $Nil); Filing Fees paid 

to the Toronto Stock Exchange and the British Columbia 

Securities Commission and Transfer Agent fees - $54,924 

(2002 - $29,166); Management and Consulting fees - $259,220 

(2002 - $Nil) and Shareholder Relations - $61,359 (2002 - $Nil).  

Other items related to general and administrative categories 

totalled an aggregate amount of $157,818 (2002 - $69,521).  

Of the $367,737 incurred for Management, Consulting and 

legal fees during 2003, $97,325 was paid to the Company’s 

President.  His duties include the management of corporate 

affairs, legal matters, property acquisitions, fundraising and 

fi nancing, shareholder relations, and administrative and 

fi ling responsibilities.  The balance of $270,412 was paid to 

arm’s length consultants for services related to legal contract 

completions, project management, corporate administration 
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and general services. Legal fees related to the completion of 

the Company’s qualifying transaction and the travel expenses 

primarily related to visiting the Company’s properties in 

Mexico.

b) Exploration Programs and Expenditures

The commencement of business activities in Mexico during 

2003 resulted in the Company incurring resource property 

expenditures for acquisitions and exploration programs.  

Mineral property expenditures for the year ended December 

31, 2003 totalled $3,255,668 as compared to $116,552 for 

2002.  Mineral property acquisition costs of $1,235,928 were 

incurred in 2003.  Of this amount, $530,000 was incurred by 

the issuance of 700,000 shares at a price of $0.50 per share 

and 200,000 shares at the price of $0.90 per share, while the 

balance was paid in cash.  For 2002 acquisition costs were 

$78,750.  Exploration expenditures for fi eld work in Mexico 

for 2003 totalled $2,019,740 as opposed to $37,802 for 2002.  

On July 16, 2003, the Company acquired 100% of the issued 

and outstanding shares of Lexington Capital Group Inc. 

whose main asset is its indirect interest in the Juanicipio 1 

claim that encompasses the Juanicipio Property.  Under the 

terms of the acquisition agreement, MAG paid the vendor 

US $250,000 and issued 200,000 shares of its common stock 

at a price of $0.90 per share.  By making this acquisition the 

Company is now in a position to eliminate the future option 

payments, royalty and work commitments relating to the 

Juanicipio Property.  

Exploration expenditures in cash for the fourth quarter 

amounted to $663,389 while year to date totaled $2,019,740 

(2002 - $37,802).  The majority of these costs relate to the 

Juanicipio Property where the Company has spent $1,124,671 

on a rotary diamond drilling program. A total of 6,147 metres 

was drilled on seven different holes. The company had 

originally budgeted to drill 4,500 metres at a cost of $200 

per metre, totaling $900,000, but increased this amount to 

approximately 6,000 metres due to nature, extent and grade 

of the mineralization encountered in order to better delineate 

the mineralization discovered. Another consideration was the 

fact that actual cost was below budget on a per metre basis, 

approximately $183 per metre.

Results from the seven holes drilled on the Juanicipio 

Property have been encouraging and continue to confi rm the 

concepts and exploration models, adding great confi dence 

for future exploration of structures throughout the property. 

Phase 1 drilling at Juanicipio targeted six major surface-

mapped structures coincident with strong NSAMT 

geophysical anomalies along the projection of veins being 

mined in the adjoining Fresnillo Mine area. Fresnillo style 

mineralization and grades were encountered in four out of 

six target structures drilled in Phase 1 and both of the two 

remaining holes hit veinlets with grades indicating that 

favourable areas were being approached prior to either 

losing (Hole 3) or terminating the hole (Hole 4) (See Press 

Release of October 14, 2003).  Note that an overlimit assay 

for the Hole 1 intercept shows signifi cantly higher silver grades 

than previously reported for this interval (see Press Release of 

November 13, 2003). Drilling results from the last two holes 

showed that silver dominant mineralization lies well above 

the base-metal rich “root zone” mineralization that appears 

to cause the deep NSAMT anomalies (See Press Release of 

November 13, 2003).

Phase 2 exploration activities have begun, following the 

completion and evaluation of Phase 1 drilling, at its 100% 

controlled Juanicipio project. Exploration work includes 

detailed surface mapping and sampling to locate vein 

segments where mineralization may widen along the 2 to 

5 kilometres lateral continuations of the drilled structures. 

Initial Phase 2 exploration will incorporate further NSAMT 

geophysics along these wider vein segments to help defi ne 

targets in the silver dominant zones. Existing permits cover 

this program, allowing drilling to begin in early 2004.

During the year the Company initially staked a claim to 11,388 

hectares of uninterrupted open ground west and north of its 

Juanicipio 1 claim, and later added an additional 110,000 

hectares, approximately, to the west, north, south and east 

along the Fresnillo Trend.

The Company has completed aerial photography of the 

historic Batopilas District and is currently carrying out 

rehabilitation of some of the principal underground 

workings in its Don Fippi property that contains the historic 

Batopilas District. As well the Company has carried out 15% 

of its planned geological mapping, and 10% of its planned 

orientation geophysical survey. MAG plans to commence 

drilling at Batopilas during 2004 following additional 

exploration work in the spring of 2004. The Company has 

incurred approximately $181,403 in geological costs on this 

rehabilitation. Batopilas produced 250 million ounces of 

silver from very high-grade native-silver orebodies prior to 

being shut down by the Mexican Revolution in 1913. 



 13

MAG SILVER

Drilling began on October 20, 2003 on the Company’s  

4,553-hectare Guigui Project in the Santa Eulalia District 

in Chihuahua, Mexico.  The Santa Eulalia District hosts a 

carbonate replacement silver deposit that has produced over 

450 million ounces of silver from nearly 50 million tonnes 

of ores averaging 350 g/T (11.3 Oz/T) silver, 8.2% lead and 

7.8% zinc. Despite nearly 300 years of continuous mining of 

interconnected high-grade deposits, these have never been 

traced back to the style of near-source intrusion-related 

mineralization typical of these deposits worldwide.  MAG and 

others have performed geological and geochemical zoning 

studies and gravity, magnetic, CSAMT and NSAMT geophysical 

surveys to defi ne the near-source mineralization targets on 

the property.  The planned 3,500-metre drill program on 

Guigui consisted of six holes to test these targets, the largest 

of which centres on a geophysical anomaly more than 1 

kilometre in diameter. Four holes were drilled by the end of 

the year for a total of 3,009 metres. The drill program fi nished 

in February 2004 with a total of 4,576 metres drilled over 6 

different holes. The Company is awaiting assay results from 

this drilling program. 

All of the above expenses were deferred.  There were no 

mineral properties written down during the period or in 2002.  

A complete table of mineral property costs can be found in 

Note 8 to the Company’s fi nancial statements for the year 

ended December 31, 2003.

During the year the Company announced that it has entered 

into agreements in principle to acquire the option to earn 

a 100% interest in the Adargas, Cinco de Mayo, and Sierra 

Ramirez properties, two large exploration projects in the 

Mexican silver belt.

c) Administration Expenses

The Company was not very active in the fi rst half of 2002.  

Increased activity levels combined with the fi ling of the 

Company’s qualifying transaction and prospectus in April 

2003 caused the Company to incur higher costs in 2003.  In 

particular, accounting, legal and fi ling fees were much higher 

than in prior periods.  Signifi cant expense items in 2003 were 

Accounting and Audit - $142,437 (2002 - $24,849); Legal 

- $108,517 (2002 - $58,849); Travel - $130,732 (2002 - $Nil); 

Filing Fees paid to the Exchange and the British Columbia 

Securities Commission and Transfer Agent fees - $54,924 

(2002 - $29,166); Management and Consulting fees - $259,220 

(2002 - $Nil) and Shareholder Relations - $61,359 (2002 - $Nil).  

Other items related to general and administrative categories 

totalled an aggregate amount of $157,818 (2002 - $69,521).  

Of the $367,737 incurred for Management, Consulting and 

legal fees during 2003, $97,325 was paid to the Company’s 

President.  His duties include the management of corporate 

affairs, legal matters, property acquisitions, fundraising and 

fi nancing, shareholder relations, and administrative and 

fi ling responsibilities.  The balance of $270,412 was paid to 

arm’s length consultants for services related to legal contract 

completions, project management, corporate administration 

and general services. Legal fees related to the completion 

of the Company’s Qualifying Transaction and the travel 

expenses primarily related to visiting the Company’s 

properties in Mexico.

d) Related Party Transactions

For the year ended December 31, 2003 the Company’s 

president received $97,325 in compensation for legal and 

management services (2002 and 2001 - $Nil).  Another 

director received $1,362 for consulting services during 2003 

(2002 and 2001 - $Nil).  During the year ended December 31, 

2003, the Company borrowed $150,000 on a short-term loan 

from a shareholder of the Company.  The loan has been fully 

repaid, as well as $12,500 related to interest. During 2003, the 

Company entered into a service agreement with Platinum 

Group Metals Ltd. (PTM), a company with a common director 

and common offi cer. During the year the Company paid PTM 

$89,131 under the common service agreement.

e) Shareholder Relations’ Expenses

The Company incurred shareholder relations’ expenses 

during 2003 totaling $61,359 (2002 – $Nil). Such expenses 

in 2002 were lower than in 2003 as the Company was not 

active in this regard during 2002.  The Company manages 

its shareholder relations as an internal function.  During 

2003 the Company was active in raising its profi le with both 

retail and institutional investors.  MAG Silver Corp. distributes 

and presents information about the Company primarily to 

shareholders, investment and brokerage institutions and 

international analysts and money managers.  The Company 

also attends trade shows, seminars, and mining conferences. 

f ) Travel and Promotion Expenses

Travel and promotion expenses for the year amounted 

to $130,732 (2002 – $Nil). These activities relate to 

the supervision of ongoing operations, new property 

investigations and meetings with potential institutional and 

sophisticated investors. 
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g) Property Acquisition Expenses

Property acquisition expenditures during the year totaled 

$1,235,928 (2002 - $78,750) in cash and shares.  Cash and 

share payments for properties during the year include 

$815,629 for Juanicipio, $181,812 for Guigui, $173,534 for Don 

Fippi, $21,519 for Lagartos, and $43,434 for Sierra Ramirez.

The sum of all payments required to all of the Company’s 

mineral rights are greater than its currently available working 

capital.  The Company evaluates its property interests on an 

ongoing basis and intends to abandon properties that fail 

to remain prospective. The Company is confi dent that it will 

be able to meet its earn-in obligations on those properties 

which management considers to be of merit. 

Liquidity and Capital Resources

Cash and cash equivalents at December 31, 2003 amounted 

to $4,795,822 compared to $167,276 at December 31, 2002, 

the increase from December 31, 2002 primarily being the 

result of the issuance of 11,500,000 units of the Company for 

gross proceeds of $5,750,000 and warrants being exercised. 

Cash expenditures during the year ended December 31, 2003 

resulted primarily from ongoing general and administrative 

expenses and costs related to the qualifying transaction and 

offering completed in April 2003, the acquisition of Lagartos, 

Lexington and mineral property expenditures.

Accounts payable and accrued liabilities related mainly 

to mineral property expenditures totalled $208,018 at 

December 31, 2003.

On April 15, 2003, concurrent with the completion of its 

qualifying transaction, the Company raised gross proceeds 

of $5,750,000 from its public offering of 11,500,000 units at 

a price of $0.50 per unit.  Each unit consists of one common 

share and one-half of one share purchase warrant, with each 

whole warrant entitling the holder to purchase one share 

at a price of $0.75 per share for a period of two years from 

closing.  The agents for the offering, Raymond James Ltd. and 

Pacifi c International Securities Inc., were granted warrants to 

purchase up to 1,150,000 shares of the Company at a price 

of $0.50 exercisable for a period of two years from the date 

of closing.  Commissions on the offering were paid to the 

agents consisting of 10,000 shares and $460,000.  Corporate 

fi nance fees, legal fees and disbursements related to the 

offering totalled approximately $140,500.  Net proceeds 

to the Company from this fi nancing were approximately 

$5,149,500.  Subsequent to the completion of this fi nancing 

the Company has suffi cient free working capital to meet 

present requirements and execute its business plan.  However, 

there is no assurance that additional funding will be available 

to the Company and it may again become dependent upon 

the efforts and resources of its directors and offi cers for future 

working capital.

In the normal course of business the Company enters into 

transactions for the purchase of supplies and services 

denominated in Mexican Pesos.  The Company also has cash 

and certain liabilities denominated in United States dollars.  

As a result the Company is subject to foreign exchange risk 

from fl uctuations in foreign exchange rates.

Corporate Governance

A system of internal control is maintained by management 

to provide reasonable assurance that assets are safeguarded 

and fi nancial information is accurate and reliable.  The board 

of directors approves the fi nancial statements and ensures 

that management discharges its fi nancial responsibilities.  

The board’s review is accomplished principally through 

the audit committee, which is composed of non-executive 

directors.  The audit committee meets periodically with 

management and auditors to review fi nancial reporting and 

control matters.  The board of directors has also appointed 

a compensation committee composed of non-executive 

directors whose recommendations are followed with regard 

to executive compensation.  From time to time the board may 

also form special sub-committees, which must investigate 

and report to the board on specifi c topics.

Subsequent Events

Subsequent to December 31, 2003, the Company:

(a) issued 177,500 common shares at $0.20 per share on 

the exercise of warrants.

(b) issued 32,000 common shares at $0.40 per share on 

the exercise of warrants.

(c) issued 8,000 common shares at $0.50 per share on the 

exercise of warrants.

(d) issued 93,250 common shares at $0.75 per share on 

the exercise of warrants.

(e) issued 100,000 common shares at $0.20 per share on 

the exercise of options.
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Independent Auditors’ Report

To the Shareholders of MAG Silver Corp.
(Formerly Mega Capital Investments Inc.) (An exploration stage company)

We have audited the consolidated balance sheets of MAG Silver Corp. (formerly Mega Capital Investments Inc.) (an exploration 
stage company) as at December 31, 2003 and 2002 and the consolidated statements of operations, shareholders’ equity and cash 
fl ows for each of the years in the three year period ended December 31, 2003 and the cumulative period from April 21, 1999 to 
December 31, 2003.  These fi nancial statements are the responsibility of the Company’s management.  Our responsibility is to 
express an opinion on these fi nancial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and auditing standards generally 
accepted in the United States of America.  Those standards require that we plan and perform an audit to obtain reasonable 
assurance whether the fi nancial statements are free of material misstatement.  An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the fi nancial statements.  An audit also includes assessing the accounting 
principles used and signifi cant estimates made by management, as well as evaluating the overall fi nancial statement presentation.  
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, these consolidated fi nancial statements present fairly, in all material respects, the fi nancial position of the Company 
as at December 31, 2003 and 2002 and the results of its operations and its cash fl ows for each of the years in the three year period 
ended December 31, 2003 and the cumulative period from April 21, 1999 to December 31, 2003 in accordance with Canadian 
generally accepted accounting principles.

Chartered Accountants
Vancouver, British Columbia
March 30, 2004

Comments by Auditors on Canada - 
United States of America Reporting Difference

In the United States of America, reporting standards for auditors require the addition of an explanatory paragraph when the 
fi nancial statements are affected by conditions and events that cast substantial doubt on the Company’s ability to continue as a 
going concern, such as those described in Note 1 to the fi nancial statements.

Although we conducted our audits in accordance with both Canadian generally accepted auditing standards and auditing 
standards generally accepted in the United States of America, our report to the Shareholders dated March 30, 2004 is expressed 
in accordance with Canadian reporting standards which do not permit a reference to such conditions and events in the auditors’ 
report when these are adequately disclosed in the fi nancial statements.

Chartered Accountants
Vancouver, British Columbia
March 30, 2004
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MAG Silver Corp.

(Formerly Mega Capital  Investments Inc.) (An exploration stage company)

Consolidated Balance Sheets

December 31 2003 2002

ASSETS   

CURRENT  

Cash and cash equivalents $ 4,795,822 $ 167,276

Accounts receivable 259,501 76

Interest receivable 64,127 —

Prepaid expenses 8,750 —

TOTAL CURRENT ASSETS 5,128,200 167,352

ADVANCES TO MINERA LOS LAGARTOS SA de CV (Note 10) — 113,139

MINERAL RIGHTS (Note 8) 1,314,678 78,750

DEFERRED EXPLORATION COSTS (Note 8) 2,057,542 37,802

EQUIPMENT (Note 4) 34,374 3,582

DEFERRED FINANCING FEES — 7,500

TOTAL ASSETS $ 8,534,794 $ 408,125

LIABILITIES

CURRENT

Accounts payable and accrued liabilities $ 208,018 $ 58,880

TOTAL LIABILITIES 208,018 58,880

SHAREHOLDERS’ EQUITY

Share capital (Note 5)

Authorized - 1,000,000,000 common shares, without par value

Issued and outstanding at December 31, 2003

- 23,093,995 common shares (December 31, 2002 - 3,000,000) 9,504,984 390,222

Special warrants (Note 6) — 375,000

Contributed surplus (Note 5 (c)) 75,308 —

Defi cit (1,253,516) (415,977)

TOTAL SHAREHOLDERS’ EQUITY 8,326,776 349,245

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $8,534,794 $ 408,125

NATURE OF BUSINESS (Note 1)

See accompanying Notes to the Consolidated Financial Statements
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MAG Silver Corp.

(Formerly Mega Capital  Investments Inc.) (An exploration stage company)

Consolidated Statements of Operations

REVENUE $ – $ – $ – $ –

EXPENSES 

Audit and Accounting 142,437 24,849 11,080 191,286

Amortization 1,861 – – 1,861

Bank Charges and Interest 16,285 – – 16,285

Filing and Transfer Agent Fees 54,924 29,166 7,925 95,169

Foreign Exchange 45,487 — — 45,487

Legal 108,517 58,849 16,100 193,652

Management Consulting Fees 259,220 – – 259,220

Shareholder Relations 61,359 – – 61,359

Telephone and Offi ce 94,185 7,010 1,913 104,435

Travel 130,732 – – 130,732

Write-off of Advances (Note 3) – 3,662 248,758 252,420

Write-off of Computer Software – – 2,673 2,673

 915,007 123,536 288,449 1,354,579

LOSS BEFORE THE FOLLOWING (915,007) (123,536) (288,449) (1,354,579)
INTEREST INCOME 77,468 905 8,810 101,063

LOSS FOR THE PERIOD $ (837,539) $ (122,631) $ (279,639) $ (1,253,516)

BASIC AND DILUTED LOSS PER SHARE $ (0.06) $ (0.08) $ (0.19) 

WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING 14,455,369 1,500,000 1,500,000

See accompanying Notes to the Consolidated Financial Statements

Year ended 
December 31, 

2003

Year ended 
December 31, 

2002

Year ended 
December 31, 

2001

Cumulative 
amount from 

April 21, 1999 to 
December 31, 

2003
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MAG Silver Corp.

(Formerly Mega Capital  Investments Inc.) (An exploration stage company)

Consolidated Statements of Shareholders’ Equity

Issued for cash 1,500,000 $ 150,000 – $ – $ – $ – $ 150,000

Net Loss – – – – – (4,279) (4,279)

Balance, October 31, 1999 1,500,000 150,000 - - - (4,279) 145,721

Net Loss - - - - - (3,787) (3,787)

Balance, December 31, 2000 1,500,000 150,000 - - - (8,066) 141,934

Issued for cash 1,500,000 240,222 - - - - 240,222

Net Loss - - - - - (5,641) (5,641)

Balance, December 31, 2000 3,000,000 390,222 - - - (13,707) 376,515

Net Loss - - - - - (279,639) (279,639)

Balance, December 31, 2001 3,000,000 390,222 - - - (293,346) 96,876

Issued for cash   2,400,000 375,000 - - 375,000

Net loss - - - - - (122,631) (279,631)

Balance, December 31, 2002 3,000,000 390,222 2,400,000 375,000 - (415,977) 349,245

Issued for Cash (Note 5) 11,500,000 5,109,766 - - - - 5,109,766

Conversion of Special Warrants 2,400,000 375,000 (2,400,000) (375,000) - - -

Agent’s Administration Shares 10,000 5,000     5,000

Finders’ Fee Shares (Note 10) 500,000 250,000 - - - - 250,000

Issued to Obtain Mineral Property

Option Rights 200,000 100,000 - - - - 100,000

Issued on Acquisition of Lexington

(Note 10) 200,000 180,000 - - - - 180,000

Warrants Exercised 5,183,995 3,068,996 - - - - 3,068,996

Stock Options Exercised 100,000 26,000 - - - - 26,000

Stock Options Granted to Consultants - - - - 75,308 - 75,308

Net Loss - - - - - (837,539) (837,539)

Balance, December 31, 2003 23,093,995 $ 9,504,984 - $ - $ 75,308 $ (1,253,516) $ 8,326,776

See accompanying Notes to the Consolidated Financial Statements

Contributed
Surplus

Defi cit 
accumulated 

during the 
exploration 

stage

Total 
shareholders’ 

equityShares Amount

Common shares
without par value

Shares Amount

Special
warrants
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MAG Silver Corp.

(Formerly Mega Capital  Investments Inc.) (An exploration stage company)

Consolidated Statements of Cash Flow

OPERATING ACTIVITIES

Loss for the Period $(837,539) $(122,631) $(279,639) $(1,253,516)
Items not involving cash: 

Write-off of computer software – – 2,673 2,673
Write-off of investment – 3,662 248,758 252,420
Amortization 1,861 – – 1,861
Non-cash compensation expense 75,308 – – 75,308

Changes in operating assets and liabilities 
Accounts receivable (259,425) (76) – (259,501)
Interest receivable (64,127) – – (64,127)
Prepaid expenses (8,750) – – (8,750)
Accounts payable and accrued liabilities 149,138 44,852 4,351 208,018

 (943,534) (74,193) (23,857) (1,045,614)

INVESTING ACTIVITIES

Term Deposit – – 380,296 –
Advances to Advance Disc Manufacturing Corporation – 16,338 (268,758) (252,420)
Purchase of equipment (32,653) (3,582) (2,673) (38,908)
Advances to Minera Los Lagartos, S.A. de C.V. – (113,139) – (113,139)
Aquisition of Minera Los Lagartos, S.A. de C.V. (Note 10) (7,500) – – (7,500)
Acquisition of Lexington Capital Group Inc. (Note 10) (350,000) – – (350,000)
Mineral rights (202,132) (78,750) – (280,882)
Deferred exploration costs (2,052,897) (37,802) – (2,090,699)

 (2,645,182) (216,935) 108,865 (3,133,548)

FINANCING ACTIVITIES

Issue of share capital 8,217,262 – – 8,607,484
Issue of special warrants – 375,000 – 375,000
Deferred fi nancing costs – (7,500) – (7,500)

 8,217,262 367,500 – 8,974,984

INCREASE (DECREASE) IN CASH 4,628,546 76,372 85,008 4,795,822

CASH, BEGINNING OF PERIOD 167,276 90,904 5,896 –

CASH, END OF PERIOD $ 4,795,822 $ 167,276 $ 90,904 $ 4,795,822

Income taxes paid $ – $ – $ – $ –

Interest Paid $ 12,500 $ – $ – $ 12,500

Issue of shares in connection with acquisition of Minera 
Los Lagartos, S.A. de C.V. (Note 10) $ 250,00 $ – $ – $ 250,000

Issue of shares in exchange for mineral property options rights $ 100,00 $ – $ – $ 100,000

Issue of shares in connection with acquisition of Lexington 

Capital Group Inc.  (Note 10) $ 180,000 $ – $ – $ 180,000

See accompanying Notes to the Consolidated Financial Statements

Year ended 
December 31, 

2003

Year ended 
December 31, 

2002

Year ended 
December 31, 

2001

Cumulative 
amount from 

April 21, 1999 to 
December 31, 

2003
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Notes to 
Financial Statements

1. NATURE OF BUSINESS
The Company was incorporated under the Company Act (British Columbia) 
on April 21, 1999 and was classifi ed as a Venture Capital Pool Company as 
defi ned in the former Vancouver Stock Exchange (the “Exchange”) Policy 30.  
The Company’s shares were listed on the TSX Venture Exchange on April 21, 
2000.

The Company was originally required to complete its Qualifying Transaction 
within 18 months of listing on the Exchange.  This deadline was extended 
and subsequently the Qualifying Transaction was approved and completed 
on April 15, 2003 (Note 5 (a)).

The Company is an exploration company conducting work on mineral 
properties it has staked or acquired by way of option agreement principally 
in Mexico.  The Company has not yet determined whether the properties 
on which it is conducting exploration contain any ore reserves that are 
economically recoverable.  The Company defers all acquisition, exploration 
and development costs related to the properties on which it is conducting 
exploration.  The recoverability of these amounts is dependent upon the 
existence of economically recoverable reserves, the ability of the Company to 
obtain the necessary fi nancing to complete the development of the interests, 
and future profi table production, or alternatively, upon the Company’s ability 
to dispose of its interests on a profi table basis.

These consolidated fi nancial statements have been prepared in accordance 
with generally accepted accounting principles applicable to a going concern, 
which assume that the Company will realize its assets and discharge its 
liabilities in the normal course of business for the foreseeable future.  The 
Company has incurred losses from inception and does not currently have the 
fi nancial resources to sustain operations in the long-term.  The Company’s 
ability to continue as a going concern is dependent upon its ability in the 
future to achieve profi table operations and, in the meantime, to obtain the 
necessary fi nancing to meet its obligations and repay its liabilities when they 
become due.  External fi nancing, predominantly by the issuance of equity to 
the public, will be sought to fi nance the operations of the Company.

Although the Company has taken steps to verify title to the properties 
on which it is conducting exploration and 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 and non-
compliance with regulatory requirements.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
These fi nancial statements have been prepared in accordance with Canadian 
generally accepted accounting principles (“Canadian GAAP”) and include 
the following signifi cant policies outlined below.  These policies conform, in 
all material respects, with accounting principles generally accepted in the 
United States of America (“US GAAP”), except as described in Note 13.

(a) Principles of consolidation
On January 15, 2003, the Company completed its acquisition of Minera 
Los Lagartos, SA de CV and on July 16, 2003, its acquisition of Lexington 
Capital Corp. (Note 10).  The consolidated fi nancial statements include 
the accounts of the Company and its subsidiaries.  All signifi cant 
intercompany balances and transactions have been eliminated on 
consolidation.

(b) Use of estimates
The preparation of fi nancial statements in conformity with generally 
accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets 

and liabilities and disclosure of contingent assets and liabilities at the 
date of the fi nancial statements and the reported amounts of revenues 
and expenditures during the reported period.  Actual results may differ 
from those reported.

(c) Financial instruments and foreign exchange risk
The Company’s fi nancial assets and liabilities are cash and cash 
equivalents, accounts receivable, interest receivable and accounts 
payable and accrued liabilities.  The fair values of these fi nancial 
instruments are estimated to be their carrying values due to their 
short-term or demand nature.

Foreign exchange risk is the risk that a variation in exchange rates 
between the Canadian dollar and foreign currencies will affect the 
Company’s operating and fi nancial results. The Company has signifi cant 
operations outside of Canada which are subject to these foreign 
exchange risks. The Company does not use derivative instruments to 
reduce its exposure to this foreign exchange risk

(d) Mineral rights and deferred exploration costs
The Company is in the exploration stage with respect to its mining 
activity and accordingly follows the practice of capitalizing all costs 
relating to the acquisition of, exploration for and development of the 
interests and crediting all revenues received against the cost of the 
related interests.  At such time as commercial production commences, 
these costs will be charged to operations on a units-of-production 
method based on proven and probable reserves.  The aggregate costs 
related to abandoned interests are charged to operations at the time 
of any abandonment.

Mineral rights include costs to acquire options to acquire interests in 
unproven mineral properties.

Deferred exploration costs include direct exploration costs incurred by 
the Company in its effort to determine the existence of economically 
mineable ore including the cost of feasibility studies.

Management reviews the carrying value of mineral rights and deferred 
exploration costs at least quarterly for evidence of impairment.  This 
review is generally made with reference to the timing of exploration 
work, work programs proposed, exploration results achieved by 
the Company and by others in the related area of interest, and an 
assessment of the likely results to be achieved from performance 
of further exploration.  When the results of this review indicate that 
a condition of impairment exists the Company estimates the net 
recoverable amount of the deferred exploration costs and related 
mining rights by reference to the potential for success of further 
exploration activity and/or the likely proceeds to be received from 
sale or assignment of the rights.  When the carrying values of mining 
rights or deferred exploration costs are estimated to exceed their net 
recoverable amounts, a provision is made for the decline in the value.

The Company is in the process of exploring mineral properties and 
has not yet determined whether they contain ore reserves that are 
economically recoverable.  Accordingly, the recoverability of these 
capitalized costs is dependent upon the existence of economically 
recoverable reserves, the ability of the Company to obtain the 
necessary fi nancing to complete exploration and development and, 
ultimately, upon future profi table production.

The issuance of CICA Handbook Section 1581, Business Combinations, 
(“CICA 1581”), and CICA Handbook Section 3062, Goodwill and Other 
Intangible Assets, (“CICA 3062”), resulted in an apparent confl ict 
between previously issued accounting standards found in CICA 
Handbook Section 3061, Property, Plant and Equipment (“CICA 3061”), 
and EIC-126, Accounting by Mining Enterprises for Exploration Costs 
(“EIC-126”).

Appendix 31 to CICA 1581 describes a mineral use right as an example 
of a contract-based intangible that is subject to amortization over 
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its estimated useful life as recommended by CICA 3062.  CICA 3061, 
however, states that mining properties represented by capitalized costs 
of acquired mineral rights and the costs of associated with exploration 
for and development of mineral reserves may be considered as items 
of property, plant and equipment.  Furthermore, EIC-126 concluded 
that a mining enterprise that has not commenced operations or 
objectively established mineral reserves is not precluded from 
considering exploration costs to have the characteristics of property, 
plant and equipment.  

The Company has determined that, under Canadian GAAP, it is 
appropriate to consider the costs associated with acquiring the rights 
to explore a mining property as items of property, plant and equipment.  
Under this interpretation, the Company has concluded that it is 
appropriate to capitalize all such costs until commercial production 
commences or until the property is abandoned as described above.  A 
view that is different from this interpretation is that the costs associated 
with acquiring the rights to explore a mining property are considered 
intangible assets and would be amortized over its estimated useful life.  
Additional guidance may be provided in the future that would require 
accounting for these costs in a manner different from the Company’s 
current method of accounting.  If the Company had considered the 
costs associated with acquiring the rights to explore a mining property 
an intangible asset and amortized them over the expected period 
in which exploration would be performed, Mineral Rights would 
have been $601,000 lower at December 31, 2003 (2002 - $Nil) and 
Amortization expense would have been $601,000 higher for the year 
ended December 31, 2003 (2002 - $Nil;  2001 - $Nil;  period from April 
21, 1999 to December 31, 2003 - $601,000).

(e) Equipment
Equipment is recorded at cost.  Depreciation is provided on a straight-
line basis to amortize the costs over a fi ve year term.

(f) Income taxes
The Company accounts for income taxes using the asset and liability 
method.  Under this method, future income taxes are recorded for the 
temporary differences between the fi nancial reporting basis and tax 
basis of the Company’s assets and liabilities.  These future taxes are 
measured based on substantially enacted tax rates.  Management 
believes that it is not suffi ciently likely that the Company will generate 
suffi cient taxable income for the realization of its future tax assets and 
therefore the Company has made a full valuation provision for these 
assets.

(g) Stock-based compensation
All stock-based awards made to non-employees be measured and 
recognized using a fair value based method.  For stock options granted 
to employees and directors, the Company has adopted the disclosure-
only provisions whereby pro forma net income and pro forma earnings 
per share are disclosed in the notes to the fi nancial statements as if the 
fair value based method of accounting had been used.

Compensation expense is recognized when stock options are issued 
to employees and directors for the excess, if any, of the quoted market 
price at the date of grant over the exercise price.  Any consideration 
paid by employees and directors on the exercise of stock options is 
credited to share capital.  

(h) Foreign exchange translation
The accounts of the Company’s foreign operations are considered to be 
integrated with the operations of the Company and are translated into 
Canadian dollars as follows:

• monetary assets and liabilities at the rate prevailing at the  
  balance sheet date.
• non-monetary assets and liabilities at historical rates.
• income and expenses at the average rate in effect during the  
  year.

The resulting translation adjustment is included on the statement of 
operations.

(i) Loss per share
Basic earnings per share calculations are based on the weighted average 
number of common shares outstanding, after excluding the shares held 
in escrow for which the conditions for their release were not satisfi ed 
until April 15, 2003 (Note 5 (f )).

The Company uses the treasury stock method for the calculation of 
diluted earnings per share.  Diluted earnings per share is computed 
using the weighted average number of common and common 
equivalent shares outstanding during the year.  Common equivalent 
shares consist of the incremental common shares upon the assumed 
exercise of stock options and warrants, but are excluded from the 
computation if their effect is anti-dilutive.

3. ADVANCES TO DISC MANUFACTURING CORPORATION

On May 2, 2001, the Company entered into a share exchange agreement with 
Advanced Disc Manufacturing Corporation (“ADMC”) and the shareholders 
of ADMC.  The Company would purchase all of the issued and outstanding 
common shares of ADMC in exchange for the issuance of 3,000,000 common 
shares of the Company to ADMC’s shareholders.  In contemplation of the 
closing of this agreement, the Company advanced ADMC a total of $268,758 
to fi nance operations. 

Due to the failure to complete the transaction, the Company wrote down 
its advance to $20,000 and took a $248,758 charge to operations in 2001.  
Subsequently, the Company accepted $16,338 as full settlement of the 
obligation and therefore recognized a further charge to operations of $3,662 
in 2002.

4. EQUIPMENT

5. SHARE CAPITAL

(a) Issued and outstanding
On April 15, 2003, the Company raised gross proceeds of $5,750,000 
from the sale of 11,500,000 units at a price of $0.50 per unit.  Each unit 
consists of one common share and one-half of one share purchase 
warrant, with each whole warrant entitling the holder to purchase 
one share at a price of $0.75 per share for a period of two years from 
the closing.  The Agents were granted warrants to purchase up to 
1,150,000 shares of the Company at the same price in partial payment 
of services rendered in connection with the fi nancing.  The commission 
paid to the Agents was $460,000, equal to 8% of the gross proceeds 
of the Offering, they were also issued 10,000 shares of the Company 
(the “Administration Shares”) as an administration fee in relation to 
the Offering, valued at $5,000. Corporate fi nance fees, legal fees and 
related disbursements totalled $175,234, of which $7,500 was incurred 
to December 31, 2002.  The net proceeds to the Company from the 
fi nancing were $5,109,766.

(b) Issued and outstanding (outstanding)
The prospectus issued in respect of the fi nancing also qualifi ed 
2,400,000 common shares and non-transferable share purchase 
warrants to purchase up to 1,950,000 common shares of the Company 

 Dec 31 Dec 31
 2003  2002

   Accumulated Net Book Net Book
  Cost Depreciation Value  Value
Computer equipment
 and software $ 11,423 $ 1,271 $ 10,152 $ 3,582

Field equipment 24,812 590 24,222  

  $ 36,235 $ 1,861 $ 34,374 $ 3,582
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issuable upon the exercise of special warrants issued by the Company 
in September and December, 2002, which shares and warrants have 
now been issued (Note 6).  The prospectus also qualifi ed 500,000 
fi nders’ fee shares issued in relation to the property acquisitions, of 
which 200,000 common shares have been issued and 300,000 have 
been issued in escrow.  These shares are to be released from escrow as 
follows:  10% on completion of the Company’s Qualifying Transaction, 
which took place on April 15, 2003, and the balance to be released in 
equal tranches of 15% every six months, for a three year period.

(c) Stock options
The Company has entered into Incentive Stock Option Agreements 
(“Agreements”) with directors, offi cers and employees.

At the date the Agreements are entered into, the exercise price of each 
option is set at the fair value of the common shares at the date of grant.  
The following table summarizes the Company’s options:

The following table summarizes options outstanding and exercisable 

at December 31, 2003:

The Company granted 775,000 stock options to employees and 215,000 
stock options to consultants during the year ending December 31, 2003.  
The Company has recorded $75,308 of compensation expense relating 
to stock options granted to consultants in the year ended December 31, 
2003 (2002 - $Nil).  The Company has elected to measure compensation 
costs for employee stock options whereby no compensation expense 
was recognized when the stock options are granted.  Had compensation 
costs been determined based on the fair value of the options granted 
using the Black-Scholes option pricing model, additional compensation 
expense would have been recorded as follows:
The following weighted-average assumptions were used for the Black-

Scholes valuation of stock options granted during the year ended 
December 31, 2003:

Risk-free interest rate 3.76%
Expected life of options 5 years
Annualized volatility 63%
Dividend rate 0.00%

No options were granted in 2002.

(d) Share purchase warrants

(e) Agent’s purchase warrants
Pursuant to an agency agreement dated January 6, 2000, the Company 
granted to the Agent 150,000 common share purchase warrants, 
exercisable at $0.20 per share, expiring 18 months from the date of 
listing (April 19, 2000). These warrants expired unexercised in 2001.

(f) Shares held in escrow
As a result of the completion and approval of the Company’s Qualifying 
Transaction on April 15, 2003, the 1,500,000 of the Company’s common 
shares held in escrow are to be released as to one-third on each of 
April 15, 2004, 2005 and 2006.

Options Outstanding and Exercisable

  
  Number of Weighted Weighted
Range of Outstanding and Average Remaining Average
Exercise Exercisable at Contractual Life Exercise
Prices December 31, 2003 (Years) Price
    

$0.20 200,000 1.30 $ 0.20

 0.50 575,000 4.28 0.50

 0.70 355,000 4.36 0.70

 0.77 40,000 4.50 0.77

  1,170,000 4.21 $ 0.52 

   Year ended Year ended
   December 31, December 31,   
   2003 2002    

Loss for the year as reported  $ (837,539) $ (122,631)

Additional compensation expense  (248,128) -

Pro forma loss  $ (1,085,667) $ (122,631)

Pro forma basic and diluted loss per share  $ (0.08) $ (0.08)

   Weighted
  Number Average
  of Warrants Exercise Price
   
Balance at December 21, 2002 - $        -

Issued on conversion of Special Warrants 1,500,000 0.20

Issued on conversion of Special Warrants 450,000 0.40

Issued in connection with issuance   

   of common shares 5,750,000 0.75

Issued to agents in connection with issuance

   of common shares 1,150,000 0.50

Exercised and converted to common shares (5,183,995) 0.59

Balance at December 31, 2003 3,666,005 $  0.63 

  Year Ended Weighted Year Ended Weighted
  December 31, Average December 31, Average
  2003 Exercise 2002 Exercise
   Price  Price
Balance Outstanding

 Beginning of Year 280,000 0.20 280,000 0.20

Activity During the Year

 Options Granted 990,000 0.58 - -

 Options Exercised (100,000) 0.26 - -

Balance Outstanding,
end of year 1,170,000 0.52 280,000 0.20
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6. SPECIAL WARRANTS
During the year ended December 31, 2002, the Company:

(i) issued 1,500,000 special warrants for $0.10 per special warrant, 
which were convertible into one common share and one common share 
purchase warrant until the earlier of fi ve business days following the date 
of the Company’s fi nal prospectus (April 3, 2003) or September 9, 2003.  
Each common share purchase warrant is exercisable into one common 
share of the Company at $0.20 per share until September 9, 2004.

(ii) issued 900,000 special warrants for $0.25 per special warrant, 
which were convertible into one common share and one-half of one 
common share purchase warrant until the earlier of fi ve business days 
following the date of the Company’s fi nal prospectus (April 3, 2003) or 
December 20, 2003.  Each whole common share purchase warrant is 
exercisable into one common share of the Company at $0.40 per share 
until December 20, 2004.

In 2003, each of the special warrants were converted into one common 
share and one share purchase warrant, with exercise terms as described 
above.

7. INCOME TAXES
The provision for income taxes reported differs from the amounts 
computed by applying the cumulative Canadian federal and provincial 
income tax rates to the pre-tax loss due to the following:

At December 31, 2003, the Company has non-capital loss carry-forwards 
of $925,000, expiring between 2006 and 2010, available for tax purposes 
and capital loss carryforwards of $252,000 which are available only to 
offset future capital gains for tax purposes and may be carried forward 
indefi nitely.

  

  2003 2002 2001
    

Statutory tax rates 37.60% 39.60% 45.60%

Recovery of income taxes computed 
    at standard rates $314,915 $48,561 $127,515

Non-taxable portion of capital loss - (700) (56,715)

Non-deductible expenses (28,316) - -

Lower effective tax rate on loss in
    foreign jurisdictions (1,603) - -

Future tax benefi ts not recognized in
    the period that the loss arose (284,996) (47,861) (70,800)

  $ - $ - $ -

The approximate tax effect of each type of temporary difference that 
gives rise to the Company’s future income tax assets are as follows:

  2003 2002

Operating loss carry forward $323,750 $64,768

Capital losses carried forward 44,100 49,979

Less valuation allowance (367,850) (114,747)

  $ - $ -
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8. MINERAL RIGHTS AND DEFERRED EXPLORATION COSTS

Acquired mineral rights

Balance, beginning of year $ 78,750 $ – $ – $ – $ – $ 78,750

Incurred during year 815,629 173,534 181,812 21,519 43,434 1,235,928

Balance, end of year 894,379 173,534 181,812 21,519 43,434 $ 1,314,678

Deferred exploration costs

Camp costs $ 82,078 $ 32,910 $ 27,223 $ - $ - $ 142,211

Drilling 734,648 - 345,485 - - 1,080,133

Geochemical 16,611 702 - - - 17,313

Geological 158,333 181,403 132,042 - - 471,778

Geophysical 3,238 46,060 - - - 49,298

Maps, fees and licenses 19,380 11,375 17,923 17,961 - 66,639

Research 4,522 4,522 4,522 - - 13,566

Travel 40,690 23,497 9,658 - - 73,845

Transport and shipping 7,265 - 60 - - 7,325

Site Administration 65,966 22,723 8,943 - - 97,632

 1,132,731 323,192 545,856 17,961 - 2,019,740

Balance, beginning of year 12,601 12,601 12,600 - - 37,802

Balance, end of year $ 1,145,332 $ 335,793 $ 558,456 $ 17,961 $ - $ 2,057,542

Sierra  
Ramirez TotalJuanicipio Don Fippi

Year ended December 31, 2003

Guigui Lagartos
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8. MINERAL RIGHTS AND DEFERRED EXPLORATION COSTS

(a) Juanicipio Property
The Company, through its subsidiary, Minera Los Lagartos, S.A. de C.V. 
(“Lagartos”), holds a 100% interest in an exploration concession on the 
Juanicipio property, located in the Fresnillo District, Zacatecas, Mexico.  
This exploration concession enables Lagartos to explore the mining 
claim covered by the concession for the period to August 8, 2005. 

Previously, as a condition to acquiring the concession, Lagartos was 
obligated to make payments totalling US$2,500,000 over a period of 
four years.

As a result of the Company’s acquisition of Lexington Capital Group Inc. 
(Note 10 (b)), the indirect holder of this option agreement, this obligation 
was removed.

(b) Don Fippi Property
Lagartos has entered into an agreement which gives it the right to 
explore and acquire a 100% interest in mining concessions located in 
the Batapilas, Chihuahua district of Mexico.  Under the terms of the 
agreement, Lagartos is obligated to:

i) make scheduled payments totalling US$550,000 plus applicable value 
added tax (of which US$50,000 has been paid) by April 21, 2007;

ii) incur exploration expenditures totalling US$4,000,000 by April 21, 
2008; and

iii) issue an aggregate of 2,100,000 common shares of the Company, of 
which 100,000 common shares have been issued.

(c) Guigui Property
Lagartos has entered into an agreement which gives it the right to 
explore and acquire a 100% interest in mining concessions located in 
the Santa Eulalia, Chihuahua district of Mexico.  Under the terms of the 
agreement, Lagartos is obligated to:

i) make scheduled payments totalling US$550,000 plus applicable value 
added tax (of which US$50,000 has been paid) by April 21, 2007;

ii) incur exploration expenditures totalling US$2,500,000 by April 21, 
2007; and

iii) issue an aggregate of 2,100,000 common shares of the Company, of 
which 100,000 common shares have been issued.

(d) Sierra Ramirez Property
Lagartos has entered into an agreement, which is subject to acceptance 
by the TSX Venture Exchange, which gives it the right to explore and 
acquire a 100% interest in mining concessions located in the Sierra de 
Ramirez district in Durango, Mexico.  Under the terms of the agreement, 
Lagartos is obligated to:

i) make scheduled payments totalling US$1,505,000 within 60 
months after the date of acceptance by the TSX Venture Exchange, of 
which US$30,000 has been paid;

ii) issue 20,000 common shares of MAG Silver Corp. upon acceptance 
of the agreement by the TSX Venture Exchange; and

iii) incur exploration expenditures totalling $750,000 within 60 
months after the date of acceptance by the TSX Venture Exchange.

(e) Lagartos
Lagartos has acquired an exploration concession on mining claims which 
adjoin the Juanicipio property.  This exploration concession enables 
Lagartos to explore the mining claim covered by the concession to 
December 2009.

9. RELATED PARTY TRANSACTIONS
For the year ended December 31, 2003 the Company’s president 
received $97,325 in compensation for legal and management services 
(2002 and 2001 - $Nil).  Another director received $1,362 for consulting 
services during 2003 (2002 and 2001 - $Nil).  During the year ended 
December 31, 2003, the Company borrowed $150,000 on a short-term 
loan from a shareholder of the Company.  The loan has been fully repaid, 
as well as $12,500 related to interest. During 2003, the Company entered 
into a service agreement with Platinum Group Metals Ltd. (“PTM”), a 
company with a common director and common offi cer. During the year 
the Company paid PTM $89,131 under the common service agreement.

10. ACQUISITIONS

(a) Minera Los Lagartos, S.A. de C.V. (“Lagartos”)
The Company announced on November 25, 2002 that it was proceeding 
with the acquisition of a 99% interest in the issued and outstanding 
common shares of Lagartos.  This acquisition was completed by the 
Company on January 15, 2003.  The remaining 1% of Lagartos is held, in 
trust for the Company, by a director and offi cer of the Company.  Upon 
acquisition by the Company, Lagartos held the interests in the Juanicipio 
concessions and the options to acquire interests in the Don Fippi and 
Guigui concessions.

The total purchase price of Lagartos and its allocation to the fair value of 
net assets acquired is as follows:

The Company issued 500,000 common shares with a fair value of $0.50 per 
share in connection with the completion of the transaction as a fi nders’ 
fee to two offi cers and a company with directors and offi cers in common.

The acquisition of Lagartos has been accounted for using the purchase 
method and the results of operations of Lagartos have been included in 
the Company’s results of operations from January 15, 2003.  

There were no other signifi cant assets or liabilities acquired in this 
transaction.  As such, the total of the acquisition of Lagartos has been 
allocated to acquired mineral rights being the right or the underlying 
right to explore a mining property.

(b) Lexington Capital Group Inc. (“Lexington”)
On July 16, 2003, the Company completed the acquisition of Lexington 
whose main asset is its indirect interest in the Juanicipio I claim 
that encompasses the Company’s Juanicipio Project near Fresnillo, 
Zacatecas, Mexico.  Under the terms of the agreement, MAG paid the 
vendor US$250,000 (Cdn.$350,000) and 200,000 common shares of the 
Company.  This acquisition reduced future required option payments and 
work commitments described in Note 8 (a).  This also eliminated a net 
smelter return royalty obligation.

Cash advanced to Lagartos in respect of option on
   Juanicipio property (US$50,000) paid in 2002   $78,750

Cash paid for the 100% interest in the common shares 
   of Lagartos (US$5,000)   7,500

Finders’ fee shares   250,000

Advances to Lagartos prior to acquisition   113,139

    $449,389

The fair value of net assets acquired 

    Mineral rights   $449,389
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Cash   $ 350,000

200,000 common shares   180,000

    $ 530,000

Fair value of net assets acquired: 

Cash   $ 4,219

Working capital defi ciency   (13,196)

Mineral rights   538,977

    $ 530,000

 

The acquisition is accounted for using the purchase method.  An 
allocation of the purchase price is as follows:

11. SUBSEQUENT EVENTS
Subsequent to December 31, 2003, the Company:

(a) issued 177,500 common shares at $0.20 per share on the 
exercise of warrants.

(b) issued 32,000 common shares at $0.40 per share on the exercise 
of warrants.

(c) issued 8,000 common shares at $0.50 per share on the exercise 
of warrants.

(d) issued 93,250 common shares at $0.75 per share on the exercise 
of warrants.

(e) issued 100,000 common shares at $0.20 per share on the 
exercise of options

12. DIFFERENCES BETWEEN CANADIAN AND UNITED STATES 

           GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

These fi nancial statements have been prepared in accordance with Cana-
dian GAAP, which differs in certain respects from US GAAP.  The material dif-
ferences between Canadian and US GAAP affecting the Company’s fi nancial 
statements are summarized below.

Consolidated Statement of Operations and Defecit

  
 Year ended December 31, 

 2003 2002 2001    

Net Loss under 
Canadian GAAP  $(837,539) $(122,631) $(279,639) $(1,253,516)

Deferred exploration  
costs (a)  (2,019,740) (37,802) - (2,057,542)

Amortization of mineral 
rights (a)  (601,000) - - (601,000)

Compensation 
expense (b)  (600,000) - - (600,000)

Net loss under 
US GAAP  $(4,508,279) $(160,433) $(279,639) $(4,512,058) 

Basic and diluted loss 
per share under US GAAP  $(0.28) $(0.11) $(0.19)

Cumulative
amount from

April 21,
1999 to

December 31,
2003

Consolidated Statement of Cash Flows

  
 Year ended December 31, 

 2003 2002 2001    

Operating activities

Operating activities 
under Canadian GAAP  $(943,534) $(74,193) $(23,857) $(1,045,614)

Deferred exploration  
costs (a)  (2,019,740) (37,802) - (2,090,699)

Operating activites
under US GAAP  ($2,963,274) $(111,995) $(23,857) $(3,174,115)

Investing activities
Investing activities
under Canadian GAAP  $(2,645,182) $(216,935) $108,865 $(3,133,548)

Deferred exploration
costs (a)  2,019,740 37,802 - 2,090,699

Investing activities 
under US GAAP  $(625,442) $(179,133) $108,865 $(1,005,047) 
   
Financing activites
Financing activities 
under Canadian and
US GAAP   $8,217,262 $367,500 $ - $8,974,984

Cumulative 
amount from

April 21,
1999 to

December 31,
2003

Consolidated Balance Sheet

 Year ended December 31, 

 2003 2002 2001    

Total asseets under
Canadian GAAP  $ 8,534,794 $ 408,125 $ 110,904

Deferred exploration  
costs (a)  (2,057,542) (37,802) -

Amortization of mineral
rights (a)  (601,000) - -

Total assets under
US GAAP  $5,876,252 $370,323 $110,904

Total liabilities under Canadian 
and US GAAP  $208,018 $58,880 $14,028

Shareholders’ equity under
Canadian GAAP  8,326,776 349,245 96,876
Deferred exploration
costs (a)  (2,057,542) (37,802) -

Amortization of mineral rights  (601,000) - -

Shareholders’ equity under
US GAAP  5,668,234 311,443 96,876

Total liabilities and shareholders’
equity under US GAAP  $5,876,252 $370,323 $110,904
   
Financing activites
Financing activities 
under Canadian and
US GAAP   $8,217,262 $367,500 $ -
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(a) Exploration expenditures and costs of acquired mineral rights
Canadian GAAP allows exploration costs and costs of acquiring mineral 
rights to be capitalized during the search for a commercially mineable 
body of ore.  Under US GAAP, exploration expenditures can only be 
deferred subsequent to the establishment of economically exploitable 
reserves.  For US GAAP purposes the Company therefore expensed its 
exploration expenditures.

Furthermore, under US GAAP, the costs of acquisition of mineral 
property rights are generally classifi ed as intangible assets and should 
be amortized over their useful life which in the case of a mineral right 
on a property without proven and probable reserves, is the lesser of 
the period to expiry of the right and the estimated period required to 
develop or further explore the mineral assets.  Under Canadian GAAP, 
costs of acquiring mineral rights may be considered as tangible property.  
As a result, for US GAAP purposes, the Company is amortizing the cost 
of the mining rights acquired in the Lagartos and Lexington transactions 
on a straight line basis over the period it is expected that further 
exploration will occur on the properties which varies from 15 months to 
31 months. Under US GAAP the Financial Accounting Standards Board 
has recently concluded that mineral rights have the characteristics 
of tangible assets. The effect of any transitional rules to implement 
this guidance is unknown at this time but may require revisions to the 
company’s accounting policies in the future.

(b) Accounting for stock-based compensation
Under Canadian GAAP, the Company’s shares issued with escrow 
restrictions are recorded at their issue price and are not revalued upon 
their release from escrow.  Under U.S. GAAP, escrow shares which are 
released upon the Company meeting certain performance criteria are 
considered to be contingently issuable.  Under US GAAP, the Company 
would record compensation expense of $600,000 for the shares, which 
are held in escrow and are to be released as to one-third each year 
following the completion of the qualifying transaction, which occurred 
on April 15, 2003, based on the fair value of the shares on the date of 
satisfaction of the conditions for their release.

For US GAAP purposes the Company accounts for stock based 
compensation to employees and directors under Accounting Principles 
Board Opinion No 25, Accounting for Stock Issued to Employees, (“APB No. 
25”), using the intrinsic value based method whereby compensation 
costs is recorded for the excess, if any, of the quoted market price of 
the Company’s shares at the date granted over the exercise price.  As at 
June 30, 2003, no compensation cost has been recorded for any period 
under this method.

Statement of Financial Accounting Standards (“SFAS”) No. 123, 
Accounting for Stock-Based Compensation, requires the use of the fair 
value based method of accounting for stock options.  Under this method, 
compensation cost is measured at the grant date based on the fair value 
of the options granted and is recognized over the vesting period.  SFAS 
No. 123 does, however, allow the Company to continue to measure the 
compensation cost in accordance with APB No. 25.  The Company has 
therefore adopted the disclosure-only provisions of SFAS No. 123.

The following pro forma fi nancial information presents the net loss 
and the loss per share had the Company adopted SFAS 123 for all stock 
options issued to directors, offi cers and employees.

The additional amounts for pro forma stock-based compensation have 
been determined using an option pricing model assuming no dividends 
are to be paid, vesting occurring on the date of the grant, a weighted 
average volatility of the Company’s share price of 63% an annual risk free 
interest rate of 3.76% and expected lives of fi ve years.

(c) Recent accounting pronouncements
In April 2003, SFAS No. 149, Amendment of Statement 133 on Derivative 
Instruments and Hedging Activities, was issued.  In general, this statement 
amends and clarifi es accounting for derivative instruments, including 
certain derivative instruments embedded in other contract, and for 
hedging activities under SFAS No. 133.  This statement is effective for 
contracts entered into or modifi ed after June 30, 2003, and for hedging 
relationships designated after June 30, 2003.  The adoption of SFAS 
No. 149 is not expected to have a material impact on the Company’s 
consolidated fi nancial position or results of operations.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain 
Financial Instruments with Characteristics of both Liabilities and Equities.  
SFAS No. 150 requires certain fi nancial instruments that were accounted 
for as equity under previous guidance to now be accounted for as 
liability.  SFAS No. 150 applies to mandatorily redeemable stock and 
certain fi nancial instruments that require or may require settlement by 
transferring cash or other assets.  SFAS No. 150 is effective for fi nancial 
instruments entered into or modifi ed after May 31, 2003, and otherwise is 
effective at the beginning of the fi rst interim period beginning after June 
15, 2003.  The Company has not issued any fi nancial instruments that fall 
under the scope of SFAS No. 150 and does not expect that the adoption 
of this statement will have a material impact on the Company’s fi nancial 
position or results of operations.

In January 2003, the FASB issued FIN No. 46, Consolidation of Variable 
Interest Entities, an interpretation of ARB No. 51.  FIN No. 46 requires certain 
variable interest entities to be consolidated by the primary benefi ciary 
of the entity if the equity investors in the entity do not have the 
characteristics of a controlling fi nancial interest or do not have suffi cient 
equity at risk for the entity to fi nance its activities without additional 
subordinated fi nancial support from other parties.  FIN No. 46 is effective 
for all new variable interest entities created or acquired prior to February 
1, 2003, the provisions of FIN No. 46 must be applied for the fi rst interim 
or annual period beginning after June 15, 2003.  It is not expected that 
the adoption of FIN No. 46 will have a material effect on the Company’s 
fi nancial position or results of operations..

  
 Year ended December 31, 

 2003 2002 2001    

Net loss for the period 
   under US GAAP  $(4,058,279) $(160,433) $(279,639) $(4,364,215)

Stock based
compensation costs  (248,128) (6,126) (6,126) (264,000)

Pro forma net loss   $(4,306,407) $(166,559) $(285,765) $(4,628,875)

Pro forma basic and
diluted loss per share  $(0.30) $(0.11) $(0.19) 

Cumulative
amount from

April 21,
1999 to

December 31,
2003
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Management Profi le

George S. Young

President, CEO and Director

Mr. Young is an attorney and engineer by profession, with 28 
years of experience in the mining industry. He also holds a B.Sc. in 
Metallurgical Engineering and a J.D. degree from the University 
of Utah. Mr. Young has had a signifi cant role in the acquisition, 
development, fi nancing or operation of seventeen mining projects 
in North and South America. Mr. Young has spent signifi cant time 
living in Latin America and is fl uent in Spanish. He began his 
career at Kennecott Copper Corporation as an engineer involved 
in the construction and start-up of a new copper smelter and later 
served as general counsel and in management of major mining 
corporations and utilities. Previous positions include the President, 
CEO and Director of Oro Belle Resources Corporation, General 
Counsel for Bond International Gold, Inc., and General Counsel and 
Acting General Manager for the Intermountain Power Agency.

Dave Pearce
Director and Secretary

Mr. Pearce is President of Palmer Beach Properties Inc., a private real 
estate development and investment company with real estate, retail 
and equity holdings in Canada. Since June 1995, Mr. Pearce has been 
President of Function Gate Hardware Ltd., which owns and operates 
a Home Hardware store in Whistler, British Columbia, and Function 
Gate Holdings Ltd., a real estate development company operating 
in Whistler and Pemberton, British Columbia. Mr. Pearce is also a 
director of MAX Resource Corp., a high-grade mineral exploration 
company which trades on the TSX.V Exchange.

R. Michael Jones

Director

Mr. Jones brings 17 years of experience as a professional geological 
engineer and has been involved with raising over $200 million for 
exploration, mining development and production. He was a founder 
of Glimmer Resources Inc. and was responsible for the discovery of the 
Glimmer Gold mine in Ontario. During a six-year tenure as President 
of Cathedral Gold, Mr. Jones ran a producing mining company 
and was involved in the review of a feasibility study and fi nancing 
for a $1 billion mining project during two years as Vice President 
with Aber Resources. Mr. Jones also served on the Securities Policy 
Advisory Committee of the British Columbia Securities Commission 
for six years. Mr. Jones holds a B.A.Sc. in geological engineering from 
University of Toronto.
 

 

Eric H. Carlson

Director

Mr. Carlson has over 17 years of real estate investment, development, 
and management experience. Mr. Carlson has been President and 
Chief Executive Offi cer of Anthem Properties Corp. (“Anthem”) 
since July 1994. Anthem is an investment group that specializes 
in the acquisition and management of Class B retail, multi-family 
residential and offi ce properties in high growth markets in Canada 
and the United States. Mr. Carlson has also been President and a 
director of Kruger Capital Corp. since December 1992. Mr. Carlson is 
a Chartered Accountant and holds a Bachelor of Commerce degree 
from the University of British Columbia.

Frank Hallam

CFO

Mr. Hallam was the original founder of New Millennium Metals 
Inc. He was previously an auditor with Coopers and Lybrand. Mr. 
Hallam has extensive experience at the senior management level 
with several publicly listed resource companies. He is a Chartered 
Accountant and has a degree in business administration from Simon 
Fraser University.

Dr. Peter K.M. Megaw

Consulting Geologist

President of IMDEX/Cascabel and co-founder of Minera Cascabel S.A. 
de C.V. since their inception in 1988, Dr. Megaw’s initial involvement 
in Mexican geology was through his MS research at the University 
of Texas at Austin, and later his Ph.D. work at the University of 
Arizona. The latter was an in-depth exploration-focused geological/
geochemical study of the Santa Eulalia Ag-Pb-Zn District, Chihuahua 
and Carbonate Replacement Deposits (CRDs) in general. After 
27 years Pedro is fl uent in Spanish and has become a well-known 
individual in the Mexican Mining industry.  He has given very well 
received seminars on the legal, logistical, and geological realities of 
mining exploration in Mexico to over 25 major and junior companies 
over the last 15 years.  Peter’s primary exploration foci are CRDs, Vein 
Deposits and Porphyry Copper Deposits.  He specializes in property 
evaluation and acquisition for clients through collaboration with his 
associates in Minera Cascabel.  
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