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IMPACT Silver Corp. (IPT:TSX.V) is
dedicated to aggressively growing into a
significant silver producer through its

operations and exploration potential at the
Royal Mines of Zacualpan in Mexico.
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Message to Shareholders
At thebeginningof 2005,we set out anumberof objectives for IMPACT. These includedgenerating significant
exploration results, branding IMPACT as a pure-silver company as well as initiating the transition from
exploration toproductionwhilemanaging sharedilution.

InMay2005, our first drillingprogramhit significantmineralization in 10of 12holesdrilled. Results
varied fromgrades suchas0.4mof27,793g/tAg, 3.4g/tAu,9.47%Znand7.52%Pbon thedowndip
extensionof theSanRamon(Compadres)Mine to thegrass-rootsdiscoveryat theSanAgustinVeinof
1.2mof635g/tAg.
InAugust2005, theCompany re-branded itself as IMPACTSilverCorp. to signal our intentions to
becomeadominant silverplayer.
InNovember2005, theCompanydetermined toproceedwith theexercisingof theoption to
acquire theRoyalMinesofZacualpanandannounced the raisingof$2.5million. With the closingof
the financing inearly2006, IMPACTused the resulting funds toacquire theMexicanCompany that
held theRoyalMines including the leaseon the500-tonne-per-daymill.
OnJanuary 16, 2006, IMPACTpurchased theRoyalMinesofZacualpanSilverProject in central
Mexico. Theproject includes twooperating silvermines, a500-tonne-per-dayprocessingplant lease
andmineral concessions covering 124.5km overmostof the silverdistrict
OnMarch14, 2006, IMPACTannouncedsigningof anoptionagreement topurchase the500-tonne-
per-dayprocessingplantplus certainmineral concessionsandsurface rights forUS$1,140,000and
100,000shares at any timebeforeDecember2, 2006. IMPACTalsoannouncedsigninganoption
agreement topurchase certainminingequipment forUS$500,000any timebeforeJuly 16, 2006.

As we accomplished these objectives, we have set ourselves new goals that include expanding our mine
production, investing heavily in exploiting the Zacualpan's considerablemineral potential as well as searching
fornewopportunities inadvancedstage silverprojects.

To lay the foundation for realizing these new set of goals, in April 2006, IMPACT completed an $8.03million
private placement. This funding is earmarked for the exercise of the option on the leasedmill and equipment,
as well as increasingmine production through a significant drill program, completing extensive underground
development andby investing inmill andplant operations. Thebalancewill replenishongoingworking capital
aswell aspotential covering themonetizationof theCompany's existingbasemetal hedges.

On behalf of the Board, I will close once again by commending the dedication and hard work of our Mexican
workforce, our Canadianmanagement and staff, as well as our shareholders for their support as the Company
moves towardaprofitable future.

On behalf of the Board of Directors,

“Frederick W. Davidson”
President, CEO
April 13, 2006
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InApril 2005, IMPACTcompleteda 1,866m12-hole coredrillingprogramon theRoyalMinesof
Zacualpansilverproject. Twoareas in theSanRamon(Compadres)VeinSystemwere testedwith 10
drill holes. All holes intersectedmultiple stackedveins carrying significant silvermineralization
withmultiplehighgrade sections rangingup to27,793g/t silver across0.4mtruewidth.

InAugust2005, theCompanychanged itsname to IMPACTSilverCorp. tobetter reflect thenatureof
its business.

InSeptember2005, results fromnewhighgrade silverprospectswereannounced. Samplingof the
historicChivomineworkings returned1,095g/t silver and0.38g/t goldacross 1.25mtruewidth.

Samplingof thehistoricSanta Isabellemineworkingsaveraged830g/t silver and0.56g/t goldacross
0.8mtruewidthover a strike lengthof 50minnine samples rangingup to3,020g/t silver and0.13g/t
goldacross0.7mtruewidth.

InNovember2005, IMPACTannounced its intention to raise$2.5millionCanadianbywayof
privateplacementwhichwas fully subscribedandsubsequently closedonJanuary 10,2006.

OnJanuary 16, 2006, IMPACTpurchased theRoyalMinesofZacualpanSilverProject in central
Mexico. Theproject includes twooperating silvermines, a500-tonne-per-dayprocessingplant
lease andmineral concessions covering 124.5km overmostof the silverdistrict.

OnMarch 14, 2006, IMPACTannounced the signingof anoptionagreement topurchase the500-
tonne-per-dayprocessingplantplus certainmineral concessionsandsurface rights for
US$1,140,000and100,000shares at any timebeforeDecember2, 2006. IMPACTalsoannounced
signinganoptionagreement topurchase certainminingequipment forUS$500,000any timebefore
July 16, 2006.

OnApril 6, 2006, IMPACTannounced the closingof an$8.03million financing.

It is IMPACT's intention to complete thepurchasesofboth theprocessingplant andmining
equipment in2006. With thesepurchases IMPACTwill ownall the equipmentandsurface rights
related to itsRoyalMinesofZacualpanoperationsandwill havea 100%interestwithnounderlying
royalties to 124.5km ofmineral concessions comprisingmostof the silverdistrict.

Extensive exploration isplanned for thedistrictwith theaimto increasevolumeandnumberof
sources forproduction. Thisworkwill include surfaceandundergrounddrill programs.

IMPACTplans togrow intoapremierproducerof silverbyexpandingandupgrading theRoyal
MinesofZacualpanoperationsand throughacquisitions.
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Royal Mines of Zacualpan

Introduction

Production and Development

Engineering Studies

Field Work

IMPACT owns and leases assets covering most of the Royal Mines of Zacualpan Silver District in central
Mexico, including a 124.5km land position, two operating mines and a leased mill rated at 500 tonnes per
day. The project is located 100km southwest of Mexico City and 25km northwest of the well-known Taxco
Silver Mine. Access is by paved highway that runs through the middle of the district. Infrastructure is good
throughout the district with gravel road networks, electric power, ample water supplies and a trained work
force. The Company has acquired this dominant land position through staking activities and the recent
purchase (completed January 16, 2006) of all of the issued and outstanding shares of a localMexicanmining
company, Minera El Porvenir de Zacualpan, S.A. de C.V. (“MPZ”). On March 14, 2006, the Company
announced two lease with option to purchase agreements, the first for the processing plant and certain
mineral concessionsandsurface rights and the second for certainminingequipment.

TheRoyalMinesofZacualpanSilverProjectwaspurchasedby IMPACTonJanuary 16, 2006. IMPACT's first
full day of production was January 18, 2006. The first mineral shipments (one silver-lead concentrate, one
zinc concentrate and one shipment of high grade silver direct shipping ore) weremade on January 31, 2006.
Through to the end of February a total of 12mineral shipmentsweremade (four silver-lead concentrate, four
zinc concentrate and four shipmentsofhighgrade silverdirect shippingore).

At year end 2005, mining by the previous owner was down to Level 8 at the high grade San Ramon
(Compadres) Mine. Levels are about 12m apart. Subsequent to the purchase, IMPACT continued mining
remnant high grade (2000g/t+ silver)mineral onLevel 8 and continuedminingmediumgrademineral from
both Levels 7 and 8. As of early April 2006, the ramp has reached Level 9. At year end 2005 and
subsequently, mining of medium grade mineral at the Guadalupe Mine continued on the 195m Level
exploiting the Lipton, Lipton del Bajo and Liptonia Veins. Material is trucked from the operating mines to
the central processingplant. At year end2005,underpreviousmanagement, productionwas less thanhalf of
the 500-tonne-per-day capacity of the processing plant. Subsequent to the purchase on January 16, 2006,
IMPACT installed new senior management at the mine and began upgrading the operations with the aim of
increasingmetal productionandrecoveries, andbringing theoperationsup tomodernstandards.

During 2005, IMPACT carried out preliminary engineering studies to evaluate the active mining and
metallurgical operations at Zacualpan. A preliminary engineering study was received assessing sites for
expansion of tailings facilities and two reports were received on metallurgical test work to improve metal
recoveries.

During the year, fieldwork focused on mapping and sampling on surface and in historic underground
workings. Highlights of this work include identification of high grade zones in the historic Chivo and Santa
Isabelmineworkings.
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Royal Mines of Zacualpan

Field crews traced theSanRamon (Compadres)VeinSystemadistance of 1300mnorthwest of thehigh grade
San Ramon (Compadres) Mine at which point they uncovered the entrance to the old Chivo mine workings.
In the mine workings IMPACT personnel were able to observe two parallel north trending veins. A sample
from thewestern vein assayed 1,095g/t silver and0.38g/t gold across 1.25m truewidth. Thewall rock beside
the vein contained numerous small veinlets and assayed 463g/t silver and 0.477g/t gold across 2.2m true
width. Crewswere unable to further access this area due to collapsedmineworkings. From the eastern vein
six channel samples were collected over a strike length of 40m and averaged 175g/t silver and 0.92g/t gold
across 1.54m truewidth. Host rock between the two veins contains 10-35% small veinlets and assayed 83g/t
silver and 0.57g/t gold across 6.35m. A channel sample from one of the veins exposed on surface above the
Chivoworkingsassayed2,640g/t silver and1.36g/t goldacross0.85m.

The Santa Isabel workings are located in the west central part of the property. Field personnel were able to
partially sample the remnants of an old 2m wide stope to a point where the underground workings were
collapsed. The portion of the stope sampled averaged 830g/t silver and 0.56g/t gold across 0.8m truewidth
over a strike length of 50m in nine samples ranging up to 3,020g/t silver and 0.13g/t gold across 0.7m true
width.

Zacualpan is one of the oldestmining districts inNorthAmericawith SpanishColonialmining dating back to
at least 1527. In 1531, itwas the firstminingdistrict in theAmericas tobebestowed the title of 'RoyalMines' of
Zacualpan by proclamation under the Spanish Crown. Zacualpan is a classic Mexican epithermal silver
district with an abundance of veins that have seen historic production. Statistics for the early centuries of
production are sporadic, but inmodern times recorded production between 1975-2004was about 17million
ounces of silver (26 million ounces silver equivalent with by-product gold, lead and zinc credits). Veins
presently beingminedon the property typically vary from2 to 5m inwidth. Individual production shoots are
often30 to 150mlongandpredominantly steeplydipping.

On December 5, 2005, the Company announced that it had amended the terms of its agreement for the
purchase of the Royal Mines of Zacualpan Silver Project from an asset purchase to a share purchase
agreement. Bypurchasing all of the issuedandoutstanding shares of the vendor'sMexicanmining company,
IMPACT could continue the existing mining and processing operations uninterrupted, and contracts for
services, mineral sales and mine workers remain intact as well as all operating permits. The Company also
acquiredadditional surfaceproperty rights fromthevendoraspart of theamendingagreement.

The purchase of the Mexican operating company was completed on January 16, 2006. The total
consideration paid to the shareholders of MPZ under the amended share purchase agreements as finally
agreed uponwasUS$ 1,871,445 plus the issuance of 300,000 shares of IMPACT. The 200,000 shares of the
Companypreviously issued to, andownedby,MPZunder theoriginal purchase agreements,were returned to
theCompany treasury.

History

Zacualpan Project Acquisition
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Royal Mines of Zacualpan

As part of the takeover, the Company had to assume certain contingent liabilities under a forward hedging
sales agreement that the vendor had in place with amajorMexican smelter. Currently, the Company is not
fully satisfying its obligations to deliver lead and zinc, resulting in a contingent liability that may be
significant. The Company estimates that the cash settlement value of its liability at the date of acquisition of
MPZwasapproximatelyUS$465,000. The final obligationwill notbedetermineduntil after July31, 2006.

Asunder the original agreement, after the share purchase theCompany'sMexican subsidiarywill continue to
lease the processing plant and some central claims which include the operating Guadalupe Mine under the
current contracts. Certainmining equipment was also excluded from the purchase agreement andwas to be
the subject of a rental contract by the Company's from the vendors. Subsequent to the year end and the
closing of the share purchase acquisition, the above contemplated lease with option to purchase agreements
were entered into. The first of the two new contracts is an exclusive option agreement that allows the
Company to purchase at any time before December 2, 2006, the 500-tonne-per-day processing plant plus
certainmineral concessions and surface rights, including the concessions covering the producingGuadalupe
Mine for a total consideration of US$1,140,000 in cash and 100,000 shares of the Company. The cost of the
option agreement is US $4,000 per month. Presently the Company leases the plant and surface rights to
process its mineral production and is subject to a rental fee. The claim in which the Guadalupe Mine is
located is also leased and subject to a 2.5%Net Smelter Royalty. Both the plant fee and the royaltywould end
upon the exercise by the Company of its option under this agreement. The second contract is a lease with an
exclusive option topurchase agreement for certainminingproduction equipment. Under this agreement the
Company presently leases the equipment for US$25,000 per month and has an option to purchase this
equipment at any timebefore July 16, 2006 forUS$500,000. (Half of each lease paymentmade is applicable
towards thepurchaseprice).

In order to finance theMPZ share purchase option the Company announced inNovember 2005 its intention
to raise $2.5 million Canadian by way of private placement which was fully subscribed and subsequently
closed on January 10, 2006. This private placement comprised 6,250,000 units at a price of $0.40 per unit.
Each unit consisted of one common share and one-half of one share purchase warrant. Each whole warrant
entitles the holder to purchase one additional common share of IMPACT at a price of $0.50 per share until
July5, 2007.

TheCompany paid an agent's fee in connectionwith this private placement by issuing 500,000 agent's units,
each agent's unit having the same terms as the private placement units; and 500,000 agent's warrants, each
warrant entitling the holder to purchase one additional common share of theCompany at a price of $0.50per
shareuntil July 7, 2007.

As announced the proceeds of this private placement were used by the Company to fund theUS$1.87million
cash cost to acquire the shares of MPZ, and the balance of funds received were added to the Company's
working capital.

ProjectFinancingArrangements

Royal Mines of Zacualpan

As part of the takeover, the Company had to assume certain contingent liabilities under a forward hedging 
sales agreement that the vendor had in place with a major Mexican smelter.  Currently, the Company is not 
fully satisfying its obligations to deliver lead and zinc, resulting in a contingent liability that may be 
significant.  The Company estimates that the cash settlement value of its liability at the date of acquisition of 
MPZ was approximately US$465,000.  The final obligation will not be determined until after July 31, 2006.

As under the original agreement, after the share purchase the Company's Mexican subsidiary will continue to 
lease the processing plant and some central claims which include the operating Guadalupe Mine under the 
current contracts.  Certain mining equipment was also excluded from the purchase agreement and was to be 
the subject of a rental contract by the Company's from the vendors.  Subsequent to the year end and the 
closing of the share purchase acquisition, the above contemplated lease with option to purchase agreements 
were entered into.  The first of the two new contracts is an exclusive option agreement that allows the 
Company to purchase at any time before December 2, 2006, the 500-tonne-per-day processing plant plus 
certain mineral concessions and surface rights, including the concessions covering the producing Guadalupe 
Mine for a total consideration of US$1,140,000 in cash and 100,000 shares of the Company.  The cost of the 
option agreement is US $4,000 per month.  Presently the Company leases the plant and surface rights to 
process its mineral production and is subject to a rental fee.  The claim in which the Guadalupe Mine is 
located is also leased and subject to a 2.5% Net Smelter Royalty.  Both the plant fee and the royalty would end 
upon the exercise by the Company of its option under this agreement.  The second contract is a lease with an 
exclusive option to purchase agreement for certain mining production equipment.  Under this agreement the 
Company presently leases the equipment for US$25,000 per month and has an option to purchase this 
equipment at any time before July 16, 2006 for US$500,000.  (Half of each lease payment made is applicable 
towards the purchase price).

Project Financing Arrangements
In order to finance the MPZ share purchase option the Company announced in November 2005 its intention 
to raise $2.5 million Canadian by way of private placement which was fully subscribed and subsequently 
closed on January 10, 2006.  This private placement comprised 6,250,000 units at a price of $0.40 per unit. 
Each unit consisted of one common share and one-half of one share purchase warrant.  Each whole warrant 
entitles the holder to purchase one additional common share of IMPACT at a price of $0.50 per share until 
July 5, 2007.

The Company paid an agent's fee in connection with this private placement by issuing 500,000 agent's units, 
each agent's unit having the same terms as the private placement units; and 500,000 agent's warrants, each 
warrant entitling the holder to purchase one additional common share of the Company at a price of $0.50 per 
share until July 7, 2007.

As announced the proceeds of this private placement were used by the Company to fund the US$1.87 million 
cash cost to acquire the shares of MPZ, and the balance of funds received were added to the Company's 
working capital.

Subsequent to the year end, on March 6, 2006, favourable investment market developments and silver price 
trends allowed the Company to announce its intention to raise an additional $8.0 million through a second 
private placement of up to 7,300,000 units at the price of $1.10 per unit, each unit consisting of one common 



Royal Mines of Zacualpan and Los Ranchos Project

Future Plans

LOS RANCHOS PROJECTS, DOMINICAN REPUBLIC

IMPACT's plans for theRoyalMines of ZacualpanSilverProject in 2006 focus on consolidating its position in
the district, upgrading and expanding operations, and carrying out extensive exploration. It is IMPACT's
intention to complete the purchases of both the processing plant andmining equipment in 2006. With these
purchases, IMPACTwill ownall the equipment and surface rights related to its Zacualpanoperations andwill
havea 100%interestwithnounderlying royalties to 124.5km2ofmineral concessions comprisingmostof the
Zacualpan silver district. In regard to operations, IMPACT has begun upgrading equipment in the mines
along with the processing plant which combined with engineering andmetallurgical studies are expected to
improve metal recoveries and set the stage for expansion of production. IMPACT plans an extensive
exploration program in 2006 thatwill include drill programsdesigned to expand the activemining areas and
test high priority exploration targets for new zones of mineralization. Exploration targets slated for drilling
include the high grade Chivo Prospect described above. Drilling will be done both from surface using a
contractor and fromundergroundusingadrill ownedby themine.

On the corporate level, IMPACTplans togrow intoapremierproducerof silver through internal growthat the
RoyalMines of Zacualpan Silver Project and through acquisitions. As a result of the Company's strategy to
increase production and operating efficiencies through the previously mentioned initiatives, considerable
expenditures will be incurred over the next couple of quarters. While the Company will be affected by these
substantial expenses and their corresponding effects to profitability in the short-term, subsequent quarters
should reflect the implementedoperatingefficiencies aswell as lower costs ofproduction.

The Dominican Republic continues to attract interest from the industry with the ongoing activities of Placer
Dome (now Barrick) at the Pueblo Viejo gold mine as well as a number of juniors including Unigold,
Globestar, Linear,EnergoldandEverton.

The exploration concessions in the Dominican Republic held by IMPACT constitute a block covering highly
favourable stratigraphy in the eastern part of the Los Ranchos formation. The area has been tectonically
active in the past with numerous faults and cross-faults, which IMPACT believes offers the opportunity for
mineralization. IMPACT's block of concessions is located some 100km east of Placer Dome's Pueblo Viejo
gold deposit and hosted in the same rock formation. The block of concessions includes El Brujo and La Bruja
located on a distinctive Northwest trending structure. South of El Brujo, separated by another of IMPACT's
concessions, lies the Baritina concession where previous work identified at least two zones of gold
mineralization.

Limitedworkwas carriedouton theDominicanRepublic concessionsduring theyear.

Royal Mines of Zacualpan and Los Ranchos Project

share of the Company and one-half of one common share purchase warrant.  Each additional warrant will 
entitle the holder to purchase an additional share in the Company for a period of eighteen months from 
closing at the price of $1.30 per share.  This private placement was also fully subscribed and closed on April 6, 
2006. The Company also issued as a finder's fee 584,000 units under the same terms and conditions as the 
private placement, and 584,000 warrants, each entitling the holder to purchase one additional share of the 
Company at a price of $1.20 per share until October 7, 2007. The funds raised by this private placement are to 
be applied to the ongoing work program at the Company's Zacualpan Silver project as well as being added to 
working capital.

Future Plans
IMPACT's plans for the Royal Mines of Zacualpan Silver Project in 2006 focus on consolidating its position in 
the district, upgrading and expanding operations, and carrying out extensive exploration.  It is IMPACT's 
intention to complete the purchases of both the processing plant and mining equipment in 2006.  With these 
purchases, IMPACT will own all the equipment and surface rights related to its Zacualpan operations and will 
have a 100% interest with no underlying royalties to 124.5 km2 of mineral concessions comprising most of the 
Zacualpan silver district.  In regard to operations, IMPACT has begun upgrading equipment in the mines
along with the processing plant which combined with engineering and metallurgical studies are expected to 
improve metal recoveries and set the stage for expansion of production.  IMPACT plans an extensive 
exploration program in 2006 that will include drill programs designed to expand the active mining areas and 
test high priority exploration targets for new zones of mineralization.  Exploration targets slated for drilling 
include the high grade Chivo Prospect described above.  Drilling will be done both from surface using a 
contractor and from underground using a drill owned by the mine.

On the corporate level, IMPACT plans to grow into a premier producer of silver through internal growth at the 
Royal Mines of Zacualpan Silver Project and through acquisitions.  As a result of the Company's strategy to 
increase production and operating efficiencies through the previously mentioned initiatives, considerable 
expenditures will be incurred over the next couple of quarters. While the Company will be affected by these 
substantial expenses and their corresponding effects to profitability in the short-term, subsequent quarters 
should reflect the implemented operating efficiencies as well as lower costs of production.

LOS RANCHOS PROJECTS, DOMINICAN REPUBLIC

The Dominican Republic continues to attract interest from the industry with the ongoing activities of Placer 
Dome  (now Barrick) at the Pueblo Viejo gold mine as well as a number of juniors including Unigold, 
Globestar, Linear, Energold and Everton.

The exploration concessions in the Dominican Republic held by IMPACT constitute a block covering highly 
favourable stratigraphy in the eastern part of the Los Ranchos formation. The area has been tectonically 
active in the past with numerous faults and cross-faults, which IMPACT believes offers the opportunity for 
mineralization. IMPACT's block of concessions is located some 100km east of Placer Dome's Pueblo Viejo 
gold deposit and hosted in the same rock formation. The block of concessions includes El Brujo and La Bruja 
located on a distinctive Northwest trending structure. South of El Brujo, separated by another of IMPACT's 
concessions, lies the Baritina concession where previous work identified at least two zones of gold 
mineralization.  Limited work was carried out on the Dominican Republic concessions during the year.
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Management's Discussion and Analysis

This Management Discussion and Analysis (“MD&A”) of IMPACT Silver Corp. (“IMPACT” or “the
Company”) is datedApril 13, 2006. ThisMD&A should be read in conjunctionwith the audited consolidated
financial statements of IMPACT Silver Corp. and the notes thereto for the year ended December 31, 2005
which have been prepared in accordance with Canadian generally accepted accounting principles. All
amounts referred to herein are in Canadian dollars unless otherwise specified. Additional information
relating to the Company includingmaterial change notices, certifications of Annual and Interim Filings, and
press releases, are available on the Canadian System for Electronic Document Analysis and Retrieval
(SEDAR)atwww.sedar.com.

Except for historical information, this MD&A may contain forward-looking statements. These statements
involve known and unknown risks, uncertainties, and other factors that may cause the Company's actual
results, levels of activity, performance or achievements to be materially different from any future results,
levels of activity, performanceorachievement expressedor impliedby these forward-looking statements.

The factors that could cause actual results to differ materially include, but are not limited to the following:
general economic conditions; changes in financialmarkets; the impact of exchange rates; political conditions
and developments in countries in which the Company operates; changes in the supply, demand, and pricing
of the metal commodities which the Company hopes to find and successfully mine; changes in regulatory
requirements impacting theCompany's operations; the ability to properly andefficiently staff theCompany's
operations; the sufficiency of current working capital and the estimated cost and availability of funding for
the continuedexplorationanddevelopmentof theCompany's explorationproperties.

This list is not exhaustive and these and other factors should be considered carefully and readers should not
place undue reliance on the Company's forward-looking statements. As a result of the foregoing and other
factors, no assurance can be given as to any such future results, levels of activity or achievements and neither
the Company nor any other person assumes responsibility for the accuracy and completeness of these
forward-looking statements. TheCompanydisclaims any intention andassumesnoobligation toupdate any
forward-looking statement contained in this document, even if new information becomes available, as a
result of future eventsor for anyother reason.

The Company is a natural resource development stage company, primarily engaged in the acquisition,
exploration and development of natural resource properties since its inception. The Company's principal
business activities for the past ten years have been the exploration and development of certain mineral
properties located in the Dominican Republic and Mexico. The Company is a reporting issuer in British
Columbiaand tradeson theTSXVentureExchangeunder the symbol IPT.

IMPACT attended a number of trade and investors conferences in Canada along with engaging two investor
relations service companies, one being Fryban Financial S.A. of Switzerland ("Fryban”) to focus on
Europe/International andone to focus onNorthAmerica. Fryban received$4,000permonth for sixmonths
andwas granted 300,000options at $0.20per share good for two years for its continued support. In the first
quarter of 2005, a local representative was engaged for a period of three to four months to provide investor
relations and communication services in theNorth Americanmarket for $1,500 permonth, andwas granted
50,000 options at $0.31 per share for a period of two years of which 25,000were exercised and 25,000were
cancelled. InFebruary of 2006, theCompany engaged an investor relations representative for a four-month
period for amonthly considerationof$1,500permonthplus thegrantingof35,000stockoptionsat$1.45per
share for a two-year term.

NOTE REGARDING FORWARD-LOOKING STATEMENTS

BUSINESS DESCRIPTION

INVESTOR RELATIONS

8



Management's Discussion and Analysis

FINANCIALDISCUSSION

RiskFactors

SelectedAnnual Information

Mineral exploration is a speculative venture. There is no certainty that the money spent on exploration and
development on the Company's mineral projects will result in any discoveries of commercial bodies of ore.
The long-term profitability of IMPACT's operations will in part be related to the success of its exploration
programs,whichmaybeaffectedbyanumberof factors that arebeyond the control of theCompany.

IMPACT is also very dependent upon the personnel efforts and commitment of its existingmanagementwho
devote only a portion of their time to the Company's affairs. To the extent thatmanagement's serviceswould
be unavailable for any reason, a disruption to the operations of IMPACT could result, and other persons
wouldbe required tomanageandoperate theCompany.

Themineral industry is intensely competitive in all its phases. IMPACT competes with many other mineral
explorationcompanieswhohavegreater financial resources andexperience.

Themarketpriceofpreciousmetals andotherminerals is volatile andcannotbe controlled.

IMPACThas no history of profitable operations and itsmineral projects are at an early stage. Therefore, it is
subject tomany risks common to comparable companies, includingunder-capitalization, cash shortages and
limitationswith respect topersonnel, financial andother resources aswell as a lackof revenues.

The consolidated financial statements for the year endedDecember 31, 2005havebeenpreparedon thebasis
of accountingprinciples applicable to a going concern. This assumes that IMPACTwill continue in operation
for the foreseeable future andwill be able to realize its assets and discharge its liabilities in the normal course
of operations. IMPACT has incurred operating losses over the last several fiscal years, has limited financial
resources, no established andproven source of operating cash flow, andno assurance that sufficient funding,
including adequate financing, will be available to further explore its mineral projects and to cover the
overheadcostsnecessary tomaintainapublic company ingoodstanding.

IMPACT's financial statements do not reflect adjustments that would be necessary if the going concern
assumptionwas not appropriate becausemanagement believes that the recent private placement financings
completed by theCompany since theDecember 31, 2005 year endmitigate the adverse conditions and events
thatmight raisedoubt about the validity of the going concernassumptionused for these financial statements.
If the going concern assumptionwas not appropriate for these financial statements, then adjustmentswould
be necessary in the carrying values of assets, liabilities, the reported income and expenses and the balance
sheet classificationsused.

Description 2005 2004 2003
Total revenues N/A N/A N/A
Net income (loss) ($486,270) ($320,251) ($116,309)
Net income (loss) per share ($0.02) ($0.02) ($0.01)
Dividends Nil Nil Nil
Total assets $3,767,288 $2,101,548 $942,951
Total long-term financial liabilities $270,206 $97,117 N/A
Cash dividends declared N/A N/A N/A
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Management's Discussion and Analysis

ResultsofOperations

General,AdministrativeandOtherExpenses

SummaryofQuarterlyResults (CDN$000's except income lossper share)

*Thesenumbershavebeen rounded to twodecimalplaces.

Administrative expenses for the yearwere$494,081 compared to$314,334 in2004.Due to recent changes in
requirements for reporting the cost of stock options granted, the Company recorded a stock based
compensation expense of $190,877 for the year compared to $95,797 in 2004. This resulted in a significant
increase in expenses for the period and a corresponding adjustment to shareholder's equity for the deemed
valueof theoptionsgranted.

Accounting and audit costs charged to general and administrative expense have increased by $36,476 from
$5,000 in 2004 to $41,476 in 2005. This relates to increased audit services and support work in connection
with activities related to theZacualpanpurchase aswell as higher overall audit costs related toboth increased
staff chargeout rates andwork levelsmandatedbychangingaudit regulationsandgovernancepractices.

Legal costs charged to general and administrative expenses in 2005 were $46,033 compared to $81,752 in
2004. These costs were proportionately lower primarily due to timing differences in the Company's
financing activities. The Company completed two private placements in 2004, none in 2005, and will have
closed two private placements during the first four months of 2006. Accordingly, legal costs will again be
higher in 2006 than in 2005. A significant portion of legal expenses incurred in 2005 relate to carrying out
duediligenceworkwith respect to researching title andownershipof theZacualpan concessions. These costs
have been charged to deferred exploration costs since they are in management's opinion a cost of acquiring
the rights to explore and to utilize these concessions related to the option on the Zacualpan silver project.
Office salaries and services costs increased by $34,829 in 2005 compared to 2004 as a result of the increased
level of staff and services support required in connection with the acquisition of the Zacualpan silver
property.

Transfer agent's fees and filing fees increased by $7,502 primarily due to higher activity levels in shareholder
transactions and increased fee levels levied by the stock exchanges. Annual filing fees are based upon a
Company's totalmarket value capitalization and so as our stock price increases the Companymust paymore
to maintain its listing on TSX Venture Exchange. The Company's investment in maintaining good investor
relations resulted in increased expenditures of $25,255 in 2005 to $70,925 compared to $45,670 in 2004.
This included attending conventions, promotional material and consultant's fees. All of these items are
expected to remainat ahigher level of expenditure for the earlypart of 2006.

Quarter Revenues Net Income
(loss)

Net Income
(Loss) per
Share *

Fully diluted
Net Income

(Loss)
Per Share *

Total
Assets

Total
Long-term
Liabilities

4th 2005 Nil (131) (0.01) (0.01) 3,767 270
3rd Nil (66) (0.00) (0.00) 2,349 Nil
2nd Nil (182) (0.01) (0.01) 2,439 Nil
1st Nil (107) (0.01) (0.01) 2,375 Nil
4th 2004 Nil (125) (0.01) (0.01) 2,102 97
3rd Nil (76) (0.01) (0.01) 1,293 Nil
2nd Nil (57) (0.01) (0.01) 1,283 Nil
1st Nil (62) (0.01) (0.01) 1,080 Nil

10
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Management's Discussion and Analysis

With the increase in activity related to the Zacualpan exploration and regulatory requirements, other
administrative costs including management fees and consulting, office and sundry, and rent were $12,927
higher than last year and are expected to increase further in 2006. Further, administrative related travel
costs of$11,351 (2004-$5,323)arealsoanticipated to continue to rise.

Property expenditures in theDominicanRepublic totalling $20,190 in 2005were limited to some fieldwork,
government filings and re-applications for certain concessions. Exploration expenditures related to
Zacualpan in 2005 were $1,024,813 compared to $310,351 in 2004. The increased level of expenditures in
2005 reflect the much more extensive Phases 3 and 4 exploration work carried out in the property in 2005
includingdiamonddrilling andassaying costs. Wages andconsulting costs increased significantly in2005as
part of our due diligence work required for the Zacualpan property purchase decision. This increased the
amount spent on these costs byover$200,000above2004expenditure levels. TheCompanyalso recordeda
provision for future income taxes amounting to $173,089 in 2005 compared to $97,117 in 2004. The
Company expects that its 2006 exploration expenditures on the Zaculapan property will exceed its 2005
expenditures as it proceeds to explore someof itsmorepromisingexploration targets.

At December 31, 2005, working capital was $1,117,282 compared to $634,868 at December 31, 2004.
Included in working capital was an amount of $1,046,000 related to funds received in late December with
respect to aprivateplacement that closed subsequent to theyear end inearly January. Noprivateplacements
were closed in 2005 compared to the prior year, 2004, when two private placements were closed. Proceeds
from both 2004 placements were applied to fund the ongoing work on the Company's Zacualpan Silver
project carriedout in2005.

Funds raised from the 2004 private placements were augmented during 2005 by the exercise of options and
share purchase warrants by Company shareholders. During 2005 the Company raised $52,750 on the
exercise of share purchase options and a further $645,425 through the exercise of 3,509,166 share purchase
warrants. This included an amount of $132,000 raised on the exercise of 440,000 share purchase warrants
in the fourthquarterof 2005.

In April 2005, the Company granted additional incentive stock options under its Stock Option Plan to
directors andemployees exercisable forup to 710,000shares of theCompany. Theoptions are exercisable on
orbeforeApril 13, 2010, at anexercisepriceof$0.42per share.

The following commonshares andconvertible securitieswereoutstandingatApril 13, 2006.

Resource Property Expenditures

Liquidity and Capital Resources

Outstanding Share Data

# of Shares Exercise Price Expiry Date
Issued and outstanding common shares at
April -13, 2006 37,407,813
Employee stock options 430,000 $ 0.13 October 20, 2008

75,000 $ 0.20 August 31, 2006
425,000 $ 0.15 May 12, 2009
689,375 $ 0.42 April 13, 2010
35,000 $ 1.45 February 6, 2008

Warrants 1,036,000
3,875,000

$ 0.35
$ 0.50

December 09, 2006
July 05, 2007

584,000
3,942,000

$ 1.20
$ 1.30

October 6, 2007
October 6, 2007

Fully Diluted at April 13, 2006 48,499,188
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Management's Discussion and Analysis

Transactions with Related Parties

Changes in Accounting Policies

Off-balance Sheet Arrangements

Financial Instruments and Other Instruments

Approval

Additional Information

EnergoldDrillingCorp. is the controlling shareholder of IMPACTSilverCorp., owningor controlling 5,811,667
common shares of the Company at January 1, 2005. As such, it is considered a related party. During 2005,
Energold increased its shareholdings in the Company by 798,334 shares through the exercise of 0utstanding
share purchase warrants as disclosed in note 8 to the financial statements increasing its overall shareholdings
outstandingor controlled to6,610,001.

FromOctober 1, 2004, Energold provided IMPACTwith a furnished office space in consideration of amonthly
fee of $750. Under a management services agreement dated October 2004, Energold recovers direct labour
costs like mineral exploration or public relations at specified daily charge-out rates plus 15% overheads.
Energold also recovers miscellaneous charges plus 15% on the basis of IMPACT's actual usage. Investor
relations' activities are carried out by Energold's staff and consist of dissemination of information to
shareholders and prospective investors through brochures, quarterly reports, industry conventions, annual
reports and press releases. Administrative services fees of $8,360 (2004 - $2,662) were charged by Energold
in theyear. AsatDecember31, 2005, thebalanceowed toEnergoldwas$806,whichwasnon-interest bearing.

During the year ended December 31, 2005, fees in the amount of $96,684 (2004 - $64,580) were paid or
accrued to two directors of the Company, of which $36,050 is shown as management fees and consulting and
investor relations on the income statement, and $60,634 is shown in mineral properties. Energold also
received fees in the amount of $183,020 (2004-nil) during the year for contract drilling services performed in
Mexico at the Zacualpan concessions. These services were provided in the normal course of business
operations at similar rates that would be offered to or attainable from any other similarly qualified drilling
services company.

The consolidated financial statements for the year ended December 31, 2005 followed the same accounting
policies andmethodsof applicationas in theprior year's annual financial statements.

TheCompanyhadnooff-balance sheet arrangements inplaceas atDecember31, 2005.

The Company's financial instruments consist of cash and term deposits, accounts receivable and prepaid
expenses, accounts payable and amounts due to parent company. Unless otherwise noted, it ismanagement's
opinion that the Company is not exposed to significant interest, currency or credit risks arising from the
financial instruments. The carrying value of these financial instruments approximates their fair value due to
their short-termmaturityor capacity ofprompt liquidation.

TheBoard ofDirectors of IMPACThas approved the disclosure contained in thisMD&A. A copy of thisMD&A
will beprovided toanyonewhorequests it.

Additional information relating to IMPACT isonSEDARatwww.sedar.com.
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AUDITORS’ REPORT 

To the Shareholders of IMPACT Silver Corp.: 

We have audited the consolidated balance sheets of IMPACT Silver Corp. as at December 31, 2005 and 2004 and the 

consolidated statements of loss and deficit and cash flows for the years then ended.  These financial statements are 

the responsibility of the company’s management.  Our responsibility is to express an opinion on these financial 

statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards.  Those standards require 

that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 

misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 

financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by 

management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the

company as at December 31, 2005 and 2004 and the results of its operations and its cash flows for the years then ended in 

accordance with Canadian generally accepted accounting principles.   

���������������������������

Vancouver, B.C. STALEY, OKADA & PARTNERS 
April 5, 2006  (except as to Note 12e which is as of April 6, 2006) CHARTERED ACCOUNTANTS 

����������������������������������
�����������������������������

�����������������
��� ���������377

���������������������
�������������������
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ASSETS  2005 2004

Current 
 Cash and term deposits $ 1,196,932 $ 718,451 
 Accounts receivable and prepaid expenses  22,709  13,407 

 1,219,641  731,858 

Property, Plant and Equipment  16,951  2,570 

Resource Properties - Schedule (Note 4)  2,530,696  1,367,120 

$ 3,767,288 $ 2,101,548 

LIABILITIES 

Current
 Accounts payable $ 101,553 $ 83,944 
 Due to related party (Note 5)  806  13,046 

 102,359  96,990 

Future Income Tax Liability – (Note 10)  270,206  97,117 

 372,565  194,107 

SHAREHOLDERS’ EQUITY 

Share Capital (Note 6)  8,437,288  6,630,513 

Contributed Surplus (Note 6(b))  296,820  130,043 

Deficit - Statement 2  (5,339,385)  (4,853,115) 

 3,394,723  1,907,441 

$ 3,767,288 $ 2,101,548 

ON BEHALF OF THE BOARD: 

“F.W. Davidson”                                              , Director 

“G. Gorzynski”                                                  , Director 

-The accompanying notes form an integral part of these consolidated financial statements- 
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2005 2004

General and Administrative Expenses   
 Accounting and audit $ 41,476 $ 5,000 
 Amortization  2,874  453 
 Foreign exchange  (166)  4,886 
 Investor relations  70,925  45,670 
 Legal  46,033  81,752 
 Management fees and consulting  30,330  28,500 
 Office and sundry  11,774  5,177 
 Office salaries and services  49,219  14,390 
 Rent  9,000  4,500 
 Stock-based compensation expense (Note 7(b))  190,877  95,797 
 Transfer agent and filing fees  30,388  22,886 
 Travel and accommodation  11,351  5,323 

Loss Before the Following  494,081  314,334 

Other Expenses (Income)   
 Interest income  (8,107)  (762) 
 Write-off of resource properties  296  6,679 

 (7,811)  5,917 

Loss for the Year  486,270  320,251 

 Deficit - Beginning of year  4,853,115  4,532,864 

Deficit - End of Year $ 5,339,385 $ 4,853,115 

Loss Per Share – Basic and diluted  $ 0.02 $ 0.02 

Weighted Average Number of Shares Outstanding  19,817,560  13,247,762 

-The accompanying notes form an integral part of these consolidated financial statements- 
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Cash Resources Provided By (Used In)  2005  2004 

Operating Activities   
 Loss for the year $ (486,270) $ (320,251) 
 Items not affecting cash 
 Amortization  2,874  453 
 Stock-based compensation expense  190,877  95,797 
 Write-off of resource properties  296  6,679 
 Changes in non-cash working capital  14,572  32,285 

 (277,651)  (185,037) 

Investing Activities   
 Property, plant and equipment  (17,255)  (3,023) 
 Resource properties  (958,548)  (283,856) 

 (975,803)  (286,879) 

Financing Activities   
 Due to related party  (12,240)  (53,019) 
 Share capital issued  698,175  1,239,009 
 Shares to be issued  1,046,000  - 

 1,731,935  1,185,990 

Net Increase (Decrease) in Cash  478,481  714,074 

 Cash position - Beginning of year  718,451  4,377 

Cash Position - End of Year $ 1,196,932 $ 718,451 

Non-Cash Financing / Investing Activities   

Future income tax liability $ 173,089 $ 97,117 

Resource properties – non-cash deferred exploration $ (6,265) $ 37,082 

Shares issued for resource properties $ 38,500 $ 22,000 

Stock-based compensation included in contributed surplus  $ 190,877 $ 95,797 

Value assigned to options exercised $ (24,100) $ - 

-The accompanying notes form an integral part of these consolidated financial statements- 
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 2005  2004 

Proyectos Mineros, S.A. (PMSA) Concessions, Dominican Republic – 
(Notes 4 (b))
 Deferred exploration costs    
 Field administration and expenses $ 4,012 $ 2,741 
 Travel and accommodation  4,229  - 
 Vehicles  1,316  - 
 Wages and consulting  10,633  8,750 

 20,190  11,491 

Minera Monte Plata, S.A. (MMP) Concessions, Dominican Republic – 
(Notes 4(c))
 Deferred exploration costs 
 Field administration  109  1,045 

Zacualpan Concessions, Mexico – (Note 4(d))   
 Acquisition cost 118,464  110,489 

 Deferred exploration costs 
 Assaying 128,868  34,228 
 Drilling 197,713  - 
 Field administration , legal and expenses 103,169  25,910 
 Future income taxes – (Note 10)  173,089  97,117 
 Travel and accommodation  58,653  16,622 
 Vehicles  38,800  22,631 
 Wages and consulting  324,521  113,843 

 1,024,813  310,351 

 1,143,277  420,840 

Other properties   
 Deferred exploration costs   
 Field administration and expenses  -  294 
 Wages and consulting  -  6,385 

 -  6,679 
 Write-off of resource properties  -  (6,679) 

 -  - 

Costs for the Year  1,163,576  433,376 

 Balance - Beginning of year  1,367,120  933,744 

Balance - End of Year $ 2,530,696 $ 1,367,120 

-The accompanying notes form an integral part of these consolidated financial statements- 
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1. Nature of Operations 

IMPACT Silver Corp. (the “Company”) engages principally in the acquisition, exploration and development of 
resource properties.  As discussed in the notes to the financial statements, the recovery of the Company's 
investment in resource properties and the attainment of profitable operations is dependent upon the discovery 
and development of economic ore reserves and the ability to arrange sufficient financing to bring the ore reserves 
into production.  The ultimate outcome of these matters cannot presently be determined because they are 
contingent on future events. 

2. Significant Accounting Policies 

a) Principles of Consolidation 

These consolidated financial statements include the accounts of the Company and its wholly owned 
subsidiaries, Proyectos Mineros, S.A. (“PMSA”), located in the Dominican Republic, Jade Oil Corporation 
(“Jade”), located in Canada, which has a wholly owned subsidiary Minera Monte Plata, S.A. (“MMP”), located 
in the Dominican Republic, and Minera Aguila Plateada S.A. de C.V. (“MAP”), located in Mexico.  

All of the subsidiaries are accounted for using the purchase method. 

b) Cash and Cash Equivalents 

Cash and cash equivalents include cash on hand, term deposits and short-term highly liquid investments with 
the original term to maturity of three months or less, which are readily convertible to known amounts of cash 
and which, in the opinion of management, are subject to an insignificant risk or change in value. 

c) Mineral Operations 

The Company is in the process of exploring its mineral properties and has not yet determined whether these 
properties contain ore reserves that are economically recoverable. 

Mineral exploration and development costs, including indirect costs relating to the exploration program’s 
field office, are capitalized on an individual prospect basis until such time as an economic ore body is defined 
or the prospect is abandoned.  Costs for a producing prospect are amortized on a unit-of-production method 
based on the estimated life of the ore reserves, while those costs for the prospects abandoned are written off.  

The recoverability of the amounts capitalized for the undeveloped mineral properties is dependent upon the 
determination of economically recoverable ore reserves, confirmation of the Company's interest in the 
underlying mineral claims, the ability to obtain the necessary financing to complete their development, and 
future profitable production or proceeds from the disposition thereof.  

Title to mineral properties involves certain inherent risks due to the difficulties of determining the validity of 
certain claims as well as the potential for problems arising from the frequently ambiguous conveyancing 
history characteristic of many mineral properties.  The Company has investigated title to all of its mineral 
properties and, to the best of its knowledge, title to all of its properties is in good standing, except for certain 
exploration concessions in the Dominican Republic where renewal permits have been reapplied for in the 
normal course of business. 

d) Property Option Payments 

From time to time, the Company may acquire or dispose of properties pursuant to the terms of option 
agreements.  Due to the fact that options are exercisable entirely at the discretion of the optionee, the 
amounts payable or receivable are not recorded.  Option payments are recorded as resource property costs or 
recoveries when the payments are made or received.  The Company does not accrue the estimated costs of 
maintaining its mineral interests in good standing. 
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2. Significant Accounting Policies - Continued

e) Loss per Share

Loss per share amounts have been calculated and presented in accordance with the recommendations of the 
Canadian Institute of Chartered Accountants.  Basic earnings per share is computed by dividing income 
available to common shareholders by the weighted average number of shares outstanding during the period.  
The computation of diluted earnings per share assumes the conversion, exercise or contingent issuance of 
securities only when such conversion, exercise or issuance would have a dilutive effect on earnings per share.  
The dilutive effect of convertible securities is reflected in diluted earnings per share by application of the “if 
converted” method.  The dilutive effect of outstanding options and warrants and their equivalents is reflected 
in diluted earnings per share by application of the treasury stock method. 

f) Management’s Estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the dates of the financial statements and the 
reported amounts of revenues and expenses during the reported periods.  Actual results could differ from 
those estimates. 

g) Share Capital

i) The proceeds from the exercise of stock options, warrants and the purchase of escrow shares are recorded 
as share capital in the amount for which the option, warrant or escrow share enabled the holder to 
purchase a share in the Company. 

ii)  Share capital issued for non-monetary consideration is recorded at an amount based on fair market value 
reduced by an estimate of transaction costs normally incurred when issuing shares for cash, as 
determined by the board of directors of the Company. 

h) Income Taxes

The Company accounts for income taxes using the asset and liability method.  Under this method, current 
income taxes are recognized for the estimated income taxes payable for the current period.  Future income tax 
assets and liabilities are recognized for temporary differences between the tax and accounting basis of assets 
and liabilities as well as for the benefit of losses available to be carried forward to future years for tax purposes 
that are more likely than not to be realized. 

i) Stock-based Compensation 

 Effective August 1, 2003, the Company has adopted the Canadian Institute of Chartered Accountants (CICA) 
amendments to Section 3870, “Stock-based Compensation and Other Stock-based Payments”, which requires 
an expense to be recognized in the consolidated financial statements for all forms of employee stock-based 
compensation, including stock options. 
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2. Significant Accounting Policies - Continued

j) Translation of Foreign Currencies

The Company has determined that all of its subsidiaries are integrated; therefore, monetary items are 
translated at the rate of exchange in effect at the balance sheet date, non-monetary items are translated at 
historic exchange rates and revenue and expense items are translated at the average rate prevailing during the 
year.

Exchange gains and losses arising from these transactions are reflected in the year they occur. 

k) Asset Retirement Obligations 

The recommendations of CICA Handbook Section 3110, Asset Retirement Obligations (“CICA 3110”), became 
effective on January 1, 2004.  This section requires the recognition of a legal liability for obligations relating to the 
retirement of property, plant and equipment and obligations arising from the acquisition, construction, 
development, or normal operation of those assets.  Such asset retirement costs must be recognized at fair value, 
when a reasonable estimate of fair value can be estimated, in the period in which the liability is incurred.  A 
corresponding increase to the carrying amount of the related asset, where one is identifiable, is recorded and 
amortized over the life of  the asset.  Where a related asset is not easily identifiable with a liability, the change in 
fair value over the course of the year is expensed.  The amount of the liability is subject to re-measurement at each 
reporting period.  The estimates are based principally on legal and regulatory requirements.  It is possible that the 
Company’s estimates of its ultimate reclamation and closure liabilities could change as a result of changes in 
regulations, changes in the extent of the environmental remediation required, changes in the means of 
reclamation or changes in cost estimates.  Changes in estimates are accounted for prospectively commencing in 
the period the estimate is revised. 

No liability or accrual has been recorded as the Company is in the exploration stage on its properties and no 
reasonable estimate of the fair value of the liability can be estimated.  There is no effect on prior years, as a result 
of adopting this new recommendation. 

l) Change in Accounting Policy 

The Accounting Standards Board (AcSB) issued Accounting Guideline AcG 15 “Consolidation of Variable Interest 
Entities,” to harmonize the Guideline with the equivalent FASB Interpretation No. 46R, “Consolidation of 
Variable Interest Entities.”  The Guideline provides criteria for identifying VIEs and further criteria for 
determining what entity, if any, should consolidate them.  The Guideline is effective for annual and interim 
periods beginning on or after 1 November 2004, and upon adoption, will not materially impact the Company’s 
results of operations and financial position.  The Guideline is effective 1 January 2005 for the Company. 

3. Fair Value of Financial Instruments 

The Company’s financial instruments consist of cash and term deposits, accounts receivable and prepaid expenses, 
accounts payable and amounts due to related party.  Unless otherwise noted, it is management’s opinion that the 
Company is not exposed to significant interest, currency or credit risks arising from the financial instruments.  The 
carrying value of these financial instruments approximates their fair value due to their short-term maturity or capacity 
of prompt liquidation. 
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4. Resource Properties 

a) Details are as follows: 
2005  2004 

PMSA Concessions – Dominican Republic     
      Acquisition $ 497,000 $ 497,000 
      Exploration and development  356,458  336,268 

 853,458  833,268 
MMP Concessions – Dominican Republic 
      Acquisition costs  85,000  85,000 
      Exploration  28,121  28,012 

 113,121  113,012 
Zacualpan concessions - Mexico 
      Acquisition costs  219,520  110,489 
      Exploration  1,074,391  213,234 
      Future income taxes  270,206  97,117 

 1,564,117  420,840 
 Other Properties 
      Exploration  -  6,679 
      Accumulated write -off  -  (6,679) 

 -  - 

$ 2,530,696 $ 1,367,120 

b) PMSA Agreement

By various agreements dated October 22, 1996 to July 15, 1999 and effective August 20, 1999, the Company 
acquired 100% of the shares of the Dominican Republic registered company PMSA.  PMSA has exploration 
concessions located in various parts of the Cordillera Oriental in the Dominican Republic, including the El Brujo 
concession. 

The concessions are subject to a 1% NSR to a maximum of US $1,000,000. 

c) MMP Agreement 

By agreement dated July 15, 1999, the Company acquired 100% of the shares of the Canadian company, Jade, 
which owns 100% of the shares of the Dominican Republic registered company, Minera Monte Plata, S.A. 
(“MMP”).  MMP holds the Baritina exploration concession located in the Cordillera Oriental in the Dominican 
Republic. 

Under the terms of the agreements, the Company issued 425,000 shares for a value of $85,000. MMP’s only 
asset, recorded on its books at a nominal value, as at August 20, 1999,was the mineral concessions and therefore 
consideration for the purchase of Jade has been recorded under resource properties. 

The concessions are subject to a 1% NSR to a maximum of US$1,000,000. 

21



��������������������
����������������������������������������������
������������������������������

�������������������������������������������
���������������������������
���������������

4. Resource Properties - Continued

d) Zacualpan Agreements 

On June 14, 2004, the Company signed two option agreements with third parties in the Zacualpan Silver Mining 
District in Central Mexico.  

The first option agreement was a three-year lease with an option to purchase mining leases and concessions, 
which included the producing Compadres Mine.  Under terms of this agreement, the Company was required to 
make payments of US$3,000 per month for three years (US$42,000 paid), and to issue 100,000 shares per year 
(200,000 issued) to the third party, as well as incur work commitments totalling US$1,000,000 over three 
years.  The Company also agreed to pay in advance US$45,000 against the US$3,000 per month payments for 
years two and three, of which US$45,000 has been paid. The Company was to have the option at any time before 
the end of the third year to purchase 100% interest in the mining leases and concessions for US$1,000,000. 

The second option agreement was a three-year agreement for mining leases and concessions which included the 
producing Guadalupe Mine, and a 500-tonne-per-day processing plant with associated facilities. The assets in 
this second agreement are presently under lease by a third party, and the Company had an option to purchase all 
the lease rights to the assets for US$1,140,000.  Subsequent to year end this option agreement was signed (Note 
12 (c)).

In December 2005, the Company amended the terms of the agreements for the purchase of the Royal Mines of 
Zacualpan Silver Project from an asset purchase to a share purchase.  Under the amending agreement, the 
Company, through its 100% subsidiary Minera Aguila Plateada S.A. de C.V., was to purchase all the issued and 
outstanding shares of Minera El Porvenir de Zacualpan, S.A. de C.V. (MPZ), which owns the Royal Silver Mines 
of Zacualpan, including the Capela Assets of Zacualpan Mines (mining concessions, mining equipment, and 
surface rights).  Subsequent to year end, this purchase transaction was closed (Note 12(b)).

5. Due to Related Party 

As at December 31, 2005, an amount of $806 (2004 - $13,046) was due to a related party.  Monies owed to the 
related party are unsecured, non-interest bearing and without specific repayment terms.  Management anticipates 
that the amount will be repaid within one year and accordingly it has been classified as current. 
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6. Share Capital 

a) Details are as follows: 
  Number  Amount 

Authorized:     
 Unlimited common shares without par value    

Issued and outstanding:     

 Balance – December 31, 2003  10,730,022 $ 5,369,504 
  Private placements   5,705,000  1,261,500 
  Shares issued for resource properties  100,000  22,000 
  Share purchase options exercised  435,000  43,500 
  Share purchase warrants exercised  195,000  29,700 
  Share issue costs    (95,691) 

 Balance – December 31, 2004  17,165,022  6,630,513 
  Shares issued for resource properties  100,000  38,500 
  Share purchase warrants exercised  3,509,166  645,425 
  Share purchase options exercised  250,000  52,750 
  Value assigned to options exercised    24,100 
  21,024,188  7,391,288 
Allotted and fully paid:     
  Shares to be issued – (Note 12(a))  2,615,000  1,046,000 

 Balance – December 31, 2005  23,639,188 $ 8,437,288 

b) Contributed Surplus 
 Balance, December 31, 2003 $ 34,246 
  Fair value of stock options issued  95,797 
 Balance, December 31, 2004  130,043 
  Fair value of stock options issued  190,877 
  Value assigned to options exercised   (24,100) 

 Balance, December 31, 2005 $ 296,820 

c) As at December 31, 2005, the Company has 375,000 shares in escrow.  These shares may not be released 
without the consent of the regulatory authorities. 

d) In April 2004, the Company issued a private placement of 3.0 million units at a price of $0.15 per unit, of 
which 393,334 units were sold to a related party. Each unit consists of one common share and one share 
purchase warrant.  One share purchase warrant entitles the holder to acquire one common share at a price of 
$0.165 per share for 2.5 million units and $0.185 per share for 500,000 units.  The Company granted a 
further 214,166 warrants at $0.15 as a finder’s fee.  As of December 31, 2005, all the warrants had been 
exercised. 

e) In October 2004, the Company issued a private placement of 2.5 million units at a price of $0.30 per unit, of 
which 405,000 units were sold to a related party.  The Company granted a further 205,000 units as a finder’s 
fee.  Each unit consists of one common share and one share purchase warrant.  One share purchase warrant 
entitles the holder to acquire one common share at a price of $0.30 for the first year and $0.35 per share in 
the second year up to December 9, 2006.   
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7. Share Purchase Options 

The Company has established a share purchase option plan whereby the board of directors may, from time to 
time, grant options to directors, officers, employees or consultants.  Options granted must be exercised no later 
than five years from date of grant or such lesser period as determined by the Company’s board of directors.  The 
exercise price of an option is not less than the closing price on the Exchange on the last trading day preceding the 
grant.  Options vest 25% on the date granted and 12 1/2% every quarter thereafter. 

a) A summary of the Company’s options at December 31, 2005 and the changes for the period are as follows: 

Number 
Outstanding 

December 31, 
2004 Issued Exercised Expired 

Number 
Outstanding 

December 31, 
2005 

Exercise 
Price 

Per 
Share Expiry Date 

780,000 - - - 780,000 $0.13 October 20, 2008 
300,000 - (225,000) - 75,000 $0.20 August 31, 2006 
475,000 - - - 475,000 $0.15 May 12, 2009 

- 50,000 (25,000) (25,000) - $0.31 January 10, 2007 
- 710,000 - - 710,000 $0.42 April 13, 2010 

1,555,000 760,000 (250,000) (25,000) 2,040,000 
$0.13-
$0.42 

August 31, 2006- 
April 13, 2010 

i) In October 2003, the Company granted additional stock options under its Stock Option Plan to directors 
and employees exercisable for up to 780,000 shares of the Company, with an estimated value of $98,457 
on the grant date.  The options are exercisable on or before October 20, 2008 at a price of $0.13 per share. 

ii) In May 2004, the Company granted additional stock options under its Stock Option Plan to directors and 
employees exercisable for up to 475,000 shares of the Company, with an estimated value of $60,696 on 
the grant date.  The options are exercisable on or before May 12, 2009 at a price of $0.15 per share. 

iii) In August 2004, the Company granted additional stock options under its Stock Option Plan to a consultant 
exercisable for up to 300,000 shares of the Company, with an estimated value of $29,156 on the grant 
date.  The options are exercisable on or before August 31, 2006 at a price of $0.20 per share. 

iv) In January 2005, the Company granted additional stock options under its Stock Option Plan to a 
consultant exercisable for up to 50,000 shares of the Company, with an estimated value of $8,125 on the 
grant date.  The options are exercisable on or before January 10, 2007 at a price of $0.31 per share. 

v) In April 2005, the Company granted additional stock options under its Stock Option Plan to directors and 
employees exercisable for up to 710,000 shares of the Company, with an estimated value of $215,322 on 
the grant date.  The options are exercisable on or before April 13, 2010 at a price of $0.42 per share. 
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7. Share Purchase Options - continued

b) The fair value of stock options used to calculate compensation for employees is estimated using the Black 
Scholes Option Pricing Model. The Company recognized a stock option expense and an increase to contributed 
surplus of $190,877 (2004 - $95,797) for the year ended December 31, 2005, based on a grading vesting 
schedule as follows: 

Number of options granted 780,000 475,000 300,000 50,000 710,000 

 Risk-free interest rate 4.14% 3.73% 2.97% 2.81% 3,30% 

 Expected dividend yield NIL NIL NIL NIL NIL 
 Expected stock price volatility 191.6% 124.7% 117.3% 138% 206% 
 Expected option life in years 5 5 2 2 5 

Option pricing models require the input of highly subjective assumptions including the expected price volatility.  
Changes in the subjective input assumptions can materially affect the fair value estimate, and therefore the 
existing models do not necessarily provide a reliable single measure of the fair value of the Company’s stock 
options. 

8. Related Party Transactions

Except as disclosed elsewhere in these financial statements, related party transactions are as follows: 

a) During the year ended December 31, 2005, fees in the amount of $96,684 (2004 - $64,580) were paid or 
accrued to two directors of the Company, of which $36,050 is shown in various administrative expenditures on 
the income statement, and $60,634 is shown in mineral properties.  

b) During the year ended December 31, 2005, an administrative fee of $8,360 (2004 - $2,662) was paid to a 
related party for management of the Company’s administrative and exploration programs. 

c) In April 2004, as part of a private placement, the Company sold 393,334 units to a related party, at a price of 
$0.15 per unit.  Each unit consists of one common share and one share purchase warrant.  One share purchase 
warrant entitles the holder to acquire one common share at a price of $0.185 per share until April 14, 2005.  In 
March 2005, the related party exercised 393,334 warrants. 

d) In October 2004, as part of a private placement, the Company sold 405,000 units to a related party at a price 
of $0.30 per unit.  Each unit consists of one common share and one share purchase warrant.  One share 
purchase warrant entitles the holder to acquire one common share at a price of $0.30 per share for the first 
year and $0.35 per share in the second year up to December 9, 2006.  Prior to December 9, 2005, the related 
party exercised its option to purchase 405,000  common shares. 

e) During the year ended December 31, 2005, fees in the amount of $183,020 (2004 – nil) were paid to a related 
party for contract drilling services performed in Mexico at the Zacualpan concessions. 

The above transactions, occurring in the normal course of operations, are measured at the exchange amount, 
which is the amount of consideration established and agreed to by the related parties. 
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9. Management Agreements 

The Company had entered into management and consulting agreements with two directors for fees totalling 
$3,000 ($1,500 each) per month until May 2004, and thereafter with one director for fees totalling $1,500 per 
month.  On November 1, 2004, the Company entered into a management agreement with one director for fees of 
$2,500 per month for a period of twenty-four months, renewing automatically on a month-by-month basis for one 
year thereafter.  This replaces the previous agreement. 

10. Income Taxes 

a) The Company has, as of December 31, 2005, incurred non-capital losses for tax purposes of approximately 
$780,000.  They may be carried forward and used to reduce taxable income of future years.  These losses 
expire as follows: 

  Amount 

2006 $ 9,000 
2007  117,000 
2008  68,000 
2009  103,000 
2010  63,000 
2014  170,000 
2015  250,000 

 $ 780,000 

The Company has incurred certain exploration and development expenses of approximately $2,486,000, which 
may be carried forward indefinitely. 

The potential future tax benefits have not been recognized in these financial statements. 

b) Future income taxes reflect the net tax effect of temporary differences between the carrying amounts of assets and 
liabilities for financial statements purposes and the amounts for income tax purposes.  Significant components are 
as follows: 

2005  2004 
Future tax assets $ - $ - 
Future tax liability $ 270,206 $ 97,117 

The main component of the difference that gives use to the future tax liabilities are as follows: 

Future Tax Assets 2005  2004 

Losses carried forward $ 780,000 $ 530,000 
Mineral property costs 2,486,000  2,466,000 

Undepreciated capital cost in excess of net book value of 
equipment 18,000  16,000 

3,284,000  3,012,000 
Future tax liability (270,206)  (97,117) 
Valuation allowance (3,013,794)  (2,914,883) 

$ - $ - 
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11. Segmented Information 

The Company has one operating segment, which is the exploration and development of mineral properties.  The 
Company’s principal operations were primarily carried out in Canada, the Dominican Republic and Mexico.  All of 
the investment income is earned in Canada.  Details are as follows: 

Assets by geographic area

As at 
December 31, 

2005

 As at 
December 31, 

2004

 Caribbean $ 1,236,786 $ 1,043,397 

 Mexico 1,326,496  323,723 

 Canada 1,204,006  734,428 

$ 3,767,288 $ 2,101,548 

Net loss (income) by geographic area

As at 
December 31, 

2005

 As at 
December 31, 

2004

 Mexico $ (4,721) $ 6,679 

 Canada 490,991  313,572 

$ 486,270 $ 320,251 

12.  Subsequent Events

a) On January 10, 2006, as part of a private placement, the Company sold 6,250,000 units  at a price of $0.40 per 
unit.  Each unit consists of one common share and one-half  share purchase warrant.  One full warrant entitles 
the holder to purchase an additional share of the Company at a price of $0.50 per share until July 5, 2007.  The 
Company also issued as a finder’s fee 500,000 units under the same terms and conditions as the private 
placement, and 500,000 warrants, entitling the holder to purchase one additional common share of the 
Company at a price of $0.50 per share until July 5, 2007. 

 As of December 31, 2005, funds of $1,046,000 had been received by the Company in connection with this 
private placement, and 2,615,000 shares have been reserved for issuance. 
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12.  Subsequent Events - continued

b) On January 16, 2006, the Company completed the acquisition, through its wholly-owned subsidiary MAP, of 
all the issued and outstanding shares of MPZ, which owns the Royal Silver Mines of Zacualpan, including the 
Capela Assets of Zacualpan Mines (mining concessions, mining equipment, and surface rights). 

The total consideration paid to the shareholders of MPZ was the issuance of 300,000 shares of the Company 
and the payment of US$1,871,445, as well as assuming certain liabilities in MPZ totalling approximately 
US$552,000 of which US$465,000 pertains to hedging contracts.  The 200,000 shares of the Company 
previously issued to, and owned by MPZ under the original contract of purchase and sale, were returned to the 
treasury. 

c) In February 2006, the Company, through its wholly owned subsidiary MAP, entered into an exclusive option to 
purchase a 500-tonne per day processing plant, certain mineral concessions and surface rights located in 
Zacualpan for US$1,140,000 and 100,000 shares of the Company at any time before December 2, 2006.  An 
initial option payment of US$2,000 was made just after signing of the agreement, and the Company is 
required to pay US$4,000 monthly to the vendor.  The Company currently leases the plant and surface rights 
to process its mineral production.  The producing Guadalupe Mine is located on these leased mineral 
concessions and is subject to a 2.5% Net Smelter Royalty.  These lease and royalty payments will end upon 
exercise of this agreement. 

d) In January, 2006, the Company through its wholly owned subsidiary MAP, entered into a lease with an option 
to purchase various mining production equipment.  Under this agreement, the Company presently leases the 
equipment for US$25,000 per month and has an option to purchase the equipment at any time before July 6, 
2006 for US$500,000.  Half of each lease payment is applicable toward the purchase price. 

e) On April 6, 2006, as part of a private placement, the Company sold 7,300,000 units at a price of $1.10 per unit.  
Each unit consists of one common share and one-half share purchase warrant. One full warrant entitles the 
holder to purchase an additional share of the Company at a price of $1.30 per share until October 6, 2007.  The 
Company also issued as a finder’s fee 584,000 units under the same terms and conditions as the private 
placement, and 584,000 warrants, entitling the holder to purchase one additional share of the Company at a 
price of $1.20 per share until  October 6, 2007. 
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