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Auditors' Report

To the Shareholders of
Macdonald Mines Exploration Ltd.

We have audited the balance sheets of Macdonald Mines Exploration Ltd. as at December 31, 2008 and
2007 and the statements of operations, comprehensive loss, deficit and accumulated other comprehensive
(loss) income, 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 financial statements present fairly, in all material respects, the financial position of
the Company as at December 31, 2008 and  2007 the results of its operations and its cash flows for the
years then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants
Licensed Public Accountants

Toronto, Ontario
March 31, 2009
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Macdonald Mines Exploration Ltd.

Balance Sheets
December 31, 2008 and 2007

2008 2007

Assets
Current assets
Cash and cash equivalents (note 2) $ 6,039,903 $ 11,752,404

Accounts receivable 172,471 308,626

Due from joint ventures 197,895 -

Marketable securities (note 5) 75,711 26,761

Exploration contract advance 60,000 60,000

6,545,980 12,147,791

Mineral properties and exploration costs (note 6) 10,311,283 9,185,343

Equipment (note 7) 56,837 11,335

$ 16,914,100 $ 21,344,469

Liabilities
Current
Accounts payable and accrued liabilities $ 624,452 $ 794,699

Future income taxes (note 13) 259,450 -

883,902 794,699

Shareholders' Equity
Capital Stock (note 9) 15,536,592 16,358,982
Warrants (note 10) 4,546,762 6,114,339
Contributed surplus (note 11) 7,235,119 5,810,687
Accumulated other comprehensive (loss) income (843,687) 7,363
Deficit (10,444,588) (7,741,601)

16,030,198 20,549,770

$ 16,914,100 $ 21,344,469

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

Approved on behalf of the Board

Director Director
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Macdonald Mines Exploration Ltd.

Statements of Operations
for the years ended December 31, 2008 and 2007

2008 2007

Revenues
Interest and other $ 254,394 $ 95,417

Gain on sale of marketable securities - 90,733

Sale of geological data and mining claims 10,452 79,459

264,846 265,609

Expenses 
General and administrative  (note 8) $ 549,995 $ 155,828

Professional fees 409,966 374,521

Shareholders' communication 284,939 103,256

Stock-based compensation (note 12) - 5,426,345

Unrealized loss on  held-for-trading investments (note 6) 107,000 -

Write down of mineral properties and exploration costs (note 6) 2,817,286 -

Amortization (note 7) 3,697 2,550

4,172,883 6,062,500

Loss before provision for income taxes $ (3,908,037) $ (5,796,891)

Recovery of income taxes - future (note 13) 1,205,050 80,982

Net loss for the year (2,702,987) (5,715,909)

Basic and diluted loss per share (note 14) (0.02) (0.07)

Statements of Comprehensive Loss
for the year ended December 31, 2008 and 2007

2008 2007

 Net loss for the year $ (2,702,987) $ (5,715,909)

Unrealized  (loss) gain on marketable securities (851,050) 7,363

 Comprehensive loss for the year $ (3,554,037) $ (5,708,546)

The accompanying notes are an integral part of these financial statements.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

2. Significant Accounting Policies - continued

Environmental expenditures

The operations of the Company are subject to regulations governing the environment, including
future site restoration costs for mineral properties. The Company recognizes the fair value of a
liability for an asset retirement obligation in the period in which it is incurred when a reasonable
estimate of fair value can be made.  If a reasonable estimate of fair value cannot be made in the
period the asset retirement obligation is incurred, the liability is recognized when a reasonable
estimate of fair value can be made.  

The Company has determined that there are no asset retirement obligations or any other
environmental obligations with respect to its mineral properties, and therefore no liability has been
recognized in these financial statements.

Earnings (loss) per share

Basic earnings (loss) per share are calculated using the weighted-average number of common shares
outstanding during the period.  Diluted earnings (loss) per share are computed using the treasury
stock method.  Stock options and warrants outstanding are not included in the computation of diluted
earnings (loss) per share if their inclusion would be anti-dilutive.

Measurement uncertainty

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 date of the financial
statements and the reported amounts of revenues and expenses during the reporting period.  Actual
results could differ from those estimates.

The Black-Scholes option valuation model used by the Company to determine fair value of options
and warrants, was developed for use in estimating the fair value of freely traded options.  This model
requires the input of highly subjective assumptions including future stock price volatility and
expected time until exercise.  Changes in the subjective input assumptions can materially affect the
fair value estimate, and therefore the existing model does not necessarily provide a reliable single
measure of the fair value of the Company's stock options and warrants granted during the year.

3. Changes in Accounting Policies

Financial instruments - Disclosure and Presentation

Effective January 1, 2008, The Company adopted the new recommendations of CICA Handbook
sections 3862, “Financial Instruments – Disclosures” and 3863, “Financial Instruments –
Presentation”, which replaced Section 3861, “Financial Instruments – Disclosure and Presentation”.
These new sections place increased emphasis on disclosures about the nature and extent of risks
arising from financial instruments and how the entity manages those risks.  The Company has
included these disclosures in  note 16 to these financial statements.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

3. Changes in Accounting Policies - continued

Capital Disclosures

Effective January 1, 2008, the Company adopted the new recommendations of CICA Handbook
Section 1535, “Capital Disclosures”.  The new standard specifies the disclosure of (i) an entity’s
objectives, policies and processes for managing capital; (ii) quantitative data about what the entity
regards as capital; (iii) whether the entity has complied with any capital requirements; and (iv) if it
has not complied, the consequences of such non-compliance. The disclosure requirements pertaining
to this new standard are included in note 15 to these financial statements.

4. Future Changes in Accounting Policies

International Financial Reporting Standards (IFRS)

In February 2008, the Canadian Accounting Standards Board ("AcSB") confirmed that IFRS will
replace Canadian generally accepted accounting principles in 2011 for Canadian publicly-listed
companies.  The Company will be required to report its results in accordance with IFRS beginning in
2011.  The adoption of IFRS on January 1, 2011 will require the restatement for comparative
purposes of amounts reported by the company for the year ended December 31, 2010.  While the
Company has begun assessing and reviewing the impact of IFRS, the financial reporting impact of
the transition to IFRS cannot be reasonably estimated at this time.

5. Marketable Securities

As at December 31, 2008, the Company classified its marketable securities, investments in two
public companies, as available-for-sale which is reported at fair market value based on bid prices
with unrealized gains or losses excluded from earnings and reported as other comprehensive loss
until the financial instrument is decrecognized or impaired.

6. Mineral Properties
2008 2007

Attawapiskat Region, James Bay Lowlands, Ontario $ 10,252,394 $ 8,932,721
Bob Lake, Saskatchewan 58,890 -
James Bay Region, Quebec - 252,622

10,311,284 9,185,343

Summary of changes during the year:
Balance at beginning of year $ 9,185,343 $ 5,014,271
Additions in year 8,476,264 4,353,317
Recoveries from joint ventures (3,426,037) (182,245)
Proceeds on sale/transfer of mineral rights (1,107,000) -
Property written off (254,286) -
Properties written down (2,563,000) -

Balance at end of year $ 10,311,284 $ 9,185,343
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

6. Mineral Properties - continued

Attawapiskat Region, James Bay Lowlands, Ontario

An option agreement was entered into on November 22, 2004, whereby the Company can earn a
55% interest, subject to a 2% net smelter royalty ("NSR"), in 5 mining claims covering
approximately 3,200 acres in the McFaulds Lake area of the James Bay Lowlands. Under the terms
of the option agreement, the Company issued 250,000 Class A common shares valued at $0.10 per
share and made a cash payment of $10,000. The Company was committed to incur exploration
expenditures of $200,000 on or before May 31, 2006.

The option agreement was amended on January 15, 2006. Pursuant to the amended agreement the
expenditure commitment to May 31, 2006 was deleted.  The interest the Company can earn was
changed to a 51% undivided right, title and interest in the property by issuing an additional 100,000
Class A common shares.  The Company issued shares in fiscal 2006 to satisfy this obligation.

On March 12, 2007, the Company entered into a joint venture agreement with Wits Basin Precious
Metals Inc. ("Wits") and Hawk Uranium Inc. ("Hawk") relating to property in the Attawapiskat
Region whereby the participating interests of the respective parties are 51% MacDonald, 24.5% Wits
and 24.5% Hawk in the royalty stream and work program, subject to a 2% NSR.   MacDonald will
act as the operator and determine a plan for exploration or development of the property.   Dilution of
the participating interests can occur if any of the parties does not contribute to the cost of the work
program or elects to contribute an amount less than their proportionate share.  The term of the
agreement shall terminate for each respective party when their participating interest has been reduced
to 10% or less. 

On October 1, 2007, the Company and Hawk each acquired 50% of Wits participating interest.  The
Company paid $25,000 to acquire the 12.25% and subsequently on closing, the Company owns
63.25% interest and Hawk owns 36.75% interest.

On September 10, 2007, the Company and Temex Resources Inc. ("Temex") signed a letter of
agreement to form a 50/50% joint venture to explore the lands acquired for the joint venture which
comprised of 86 claim blocks representing approximately 24,000 hectares in the James Bay
Lowlands, Northern Ontario. These lands are adjacent or in close proximity to the "Big Mac" and
McNugget" Properties. Under the terms of the joint venture to be created, the Company is the
operator and all costs are shared proportionately.

On September 11, 2007, the Company signed a letter of agreement with Temex and Canadian
Orebodies Inc. (formerly Baltic Resources Inc.) wherein the Company will own an undivided 25%
interest in a joint venture to explore in the lands acquired in the James Bay Lowlands, Northern
Ontario.  The lands acquired for the joint venture are adjacent or in close proximity to the "Big Mac"
and McNugget" Properties.  Under the terms of the joint venture agreement, the Company is the
operator and all costs incurred are shared proportionately.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

6. Mineral Properties - continued

Attawapiskat Region, James Bay Lowlands, Ontario - continued

On March 14, 2008, the Company and WSR Gold Inc. ("WSR") entered into a Letter of Intent
pursuant to which WSR has agreed to acquire a 75% legal and beneficial interest in the Big Mac
Property in the James Bay Lowlands.

In order to acquire its interest in the property, WSR is required to:

(a) pay $100,000 to the Company upon approval by the TSX-V Exchange (received)

(b) issue 2,500,000 common shares to the Company (received) valued at $900,000

(c) issue 500,000 share purchase warrants to the Company (received).  Each warrant will entitle
the Company to purchase one common share of WSR at an exercise price of $0.50 per share
for a period of two years from the date of issuance.  The 500,000 share purchase warrants
received were valued at $107,000 using the Black-Scholes formula for pricing the warrants.
The following assumptions were used: Risk free interest rate - 3.5%; dividend yield - 0%;
expected stock volatility - 103.27% and an expected life of 2 years.

(d) incur exploration expenditures of $1,500,000 on or before the first anniversary date.  Any
excess can be carried forward.

(e) issue 2,500,000 common shares to the Company on or before the first anniversary date.

(f) issue 500,000 share purchase warrants to the Company on or before the first anniversary
date.  Each warrant will entitle the Company to purchase one common share of WSR at an
exercise price of $0.50 per share for a period of two years from the date of issuance.

(g) incur exploration expenditures of $1,000,000 on or before the second anniversary date.

On November 28, 2008, the Company signed an LOA with Shoreham Resources Ltd. ("Shoreham")
and amended it on November 28, 2008 to acquire a 100% interest in the 40% interest of Shoreham
lands owned by Shoreham in the northwest region of Sachigo Greenstone Belt.  The property
consists of approximately 216 claim units totaling 3,456 hectares.

Pursuant to the terms of the agreement, the Company is required to make a cash payment of $50,000
within 10 days from the Effective Date and to pay a further $50,000 on or before the third
anniversary of the effective date.  In addition, the Company will issue to Shoreham 400,000 common
shares and 400,000 share purchase warrants within 30 days of the effective date and a further
400,000 common shares and 400,000 share purchase warrants on or before the first anniversary of
the effective date.  The warrants are exercisable at $0.40 per share for a period of two years from the
date of issuance.  Shoreham retains a 2.5% NSR in the property subject to a buy down provision
whereby the Company can reduce the royalty to 1.5% by paying Shoreham $1,000,000.

The 60% interest not owned by the Company was optioned to Escape Gold Inc. ("Escape") dated
January 8, 2007 for certain consideration paid to Shoreham.  Should the 60% interest in the Sachigo
Lake Property not be earned by Escape, the remaining 60% interest will revert to the Company at no
extra cost except for 2% NSR held by Mr. Sam Sapper.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

6. Mineral Properties - continued

Attawapiskat Region, James Bay Lowlands, Ontario - continued

On October 8, 2008, the Company signed an LOA to acquire a 40% option interest in lands owned
by Escape in the northwest region of Sachigo Greenstone Belt.  The property consists of 332 claim
units totaling approximately  5,312 hectares and immediately surrounds the newly acquired
Shoreham properties.  Accordingly, the property has increased from approximately 216 claims or
3,456 hectares to 548 claim units, totaling 8,768 hectares.

Pursuant to the terms of the agreement, the Company is required to make a cash payment of $50,000
within 10 days from the Effective Date.  In addition, the Company will issue to Escape 300,000
common shares and 300,000 share purchase warrants within 30 days of the effective date and a
further 300,000 common shares and 300,000 share purchase warrants on or before the first
anniversary of the effective date.  The warrants are exercisable at $0.40 per share for a period of two
years from the date of issuance.  The Company is required to incur an exploration work commitment
of $360,000 during the twelve month period commencing on the effective date.  Any excess of work
commitment shall be applied to work commitment of the option to acquire a further 10% interest in
the Sachigo Lake Property and Additional Sachigo Lake Property as described below.

The Company has an option to acquire a further 10% interest in the Sachigo Lake Property and
Additional Sachigo Lake Property by spending an additional $1,140,000 on exploration during the
three year period from the first anniversary date to the fourth anniversary date.

As at December 31, 2008, the Company reviewed the carrying value of the Attawapiskat Region,
James Bay Lowlands properties in light of a significant decline in metal prices and the ongoing
deterioration of global equity and credit markets and made a general provision for write down
aggregating $2,563,000.

Bob Lake, Saskatchewan

On December 1, 2008, the Company signed an LOA with 2108289 Ontario Limited wherein, the
Company has an option to acquire to a 75% undivided right, title and interest in 4 claim blocks in
Northern Saskatchewan.

To acquire the the property, the Company is required to:

(a) pay $25,000 (paid) within 5 days  of the Effective date and a further $25,000 on or before
the second anniversary of the Effective Date.

(b) issue 750,000 common shares and 250,000 share purchase warrants of the Company as
follows:

(i) 500,000 common shares (issued valued at $30,000) and 150,000 share purchase
warrants (issued valued at $3,890) within 30 days of the effective date.  The share
purchase warrants are exercisable at $0.40 per common share for a period of 24 months
from the date of issuance; and

(ii) 250,000 common shares and 100,000 share purchase warrants of the Company on or
before the first year anniversary of the Effective Date.  The share purchase warrants are
exercisable at $0.40 per common share for a period of 24 months from the date of
issuance.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

6. Mineral Properties - continued

Bob Lake, Saskatchewan - continued

Subsequent to December 31, 2008 and in connection with the above property acquisition, the
Company issued 700,000 common shares of the Company (valued at $35,000)  as a finders' fee and
400,000 common shares (valued at $20,000) relating to unpaid services related to an airborne survey.
The above shares were issued on January 13, 2009.

James Bay Region, Quebec

The Company entered into an option agreement dated  August 29, 2006 whereby the Company had
the option to acquire a 50% interest in 22 mining claims of the LG3.5 property located in the James
Bay region of Quebec.  The Company made cash payments of $5,000 and incurred exploration
expenditures of $431,531 and has earned an undivided 50% interest in the property.

As at December 31, 2008, the Company reviewed the carrying value of the Quebec James Bay
Region property in light of a significant decline in metal prices, the ongoing deterioration of global
equity and credit markets, and the general suspension of exploration activities in this area in the
foreseeable future and made a general provision for write down aggregating $254,286.

7. Equipment
2008 

Accumulated Net Book
Cost Amortization Value 

Exploration equipment $ 8,623 $ 4,380 $ 4,243
Furniture 56,403 3,809 52,594

$ 65,026 $ 8,189 $ 56,837

2007

Accumulated Net Book
Cost Amortization Value 

Exploration equipment $ 8,623 $ 2,156 $ 6,467
Furniture 7,204 2,336 4,868

$ 15,827 $ 4,492 $ 11,335

8. Related Party Balances and Transactions

The following related party transactions occurred during the year:

(a) The Company paid $49,000 (2007 - NIL) in rent and other administrative services to a
corporation managed by a director of the Company. 

These transactions are in the normal course of business and are measured at the exchange amount,
which is the amount of consideration established by and agreed to the related parties. 
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

9. Capital stock

Authorized

The authorized capital of the Company consists of an unlimited number of Class "A" shares without
par value.

Shares Amount

Balance, December 31, 2006 66,067,319 $ 4,566,697

Shares issued on exercise of warrants 24,543,706 3,701,549

Fair value of warrants exercised - 1,090,688

Private placements 38,871,875 11,513,750

Cost of private placements issuances - (1,884,438)

Warrant valuation - private placements - (4,002,564)

Shares issued on exercise of stock options 7,750,000 835,900

Fair value of options exercised - 537,400

Balance, December 31, 2007 137,232,900 16,358,982
Shares issued on exercise of warrants 2,590,500 465,075

Fair value of warrants exercised - 147,035

Issued for mineral properties (note 6) 500,000 30,000

Tax benefits on renounced flow-through shares - (1,464,500)

Balance, December 31, 2008 140,323,400 $ 15,536,592

Private placements - 2007

Shares Total Cost of Warrants Fair Value
Issued Value Issuance Issued of Warrants

March 8,000,000 $ 800,000 $ (97,537) 8,000,000 $ (246,153)

September 5,450,000 545,000 (72,877) 5,500,000 (166,667)

October 25,421,875 10,168,750 (1,714,024) 20,312,000 (3,589,744)

38,871,875 $ 11,513,750 $ (1,884,438) 33,812,000 $ (4,002,564)

March private placement

On March 28, 2007, the Company closed a non-brokered private placement comprising of 8,000,000
flow through units at $0.10 per unit for gross proceeds of $800,000.  Each flow-through unit consists
of one common share and one common share purchase warrant exercisable for one common share at
an exercise price of $0.15 per common share for a period of 2 years from the date of closing.  In
connection with the private placement, the Company paid a finder's fee of $52,000 and issue 560,000
compensation options (valued at $27,654).  Each compensation option entitles the holder to acquire
one common share of the Company at $0.10 per share for a period of two years from the date of
issuance.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

9. Capital stock - continued

September private placement

On September 14, 2007, the Company closed a private placement comprising of 5,000,000 flow
through units at $0.10 per unit for gross proceeds of $500,000.  Each flow-through unit consists of
one common share and one common share purchase warrant exercisable for one common share at an
exercise price of $0.12 per common share for a period of 2 years from the date of closing.  In
connection with the private placement, the Company paid a 9% commission ($45,000) in the form of
450,000 common shares and 5000,000 share purchase warrants (valued at $27,877).  Each share
purchase warrant entitles the holder to acquire one common share of the Company at $0.10 per share
for a period of two years from the date of issuance.

October private placement

On October 29, 2007, the Company closed a private placement comprising of 9,375,000 flow
through units and 16,625,000 units at $0.40 per unit for gross proceeds of $10,000,000.  Each flow-
through unit consists of one common share and one-half common share purchase warrant.  Each unit
consists of one common share and one share purchase warrant.  Each warrant is exercisable for one
common share at an exercise price of $0.50 per common share for a period of 2 years from the date
of closing.  In connection with the private placement, the Company paid a 9% commission as
follows: $731,250 cash, 421,875 common shares (valued at $168,750) and 2,500,000 broker
warrants (valued at $758,584).  Each broker warrant entitles the holder to acquire one common share
of the Company at $0.40 per share for a period of two years from the date of issuance.

10. Warrants 

A summary of the Company's issued and outstanding share purchase warrants, as at December 31,
2008 and 2007 and changes during the years is presented below:

2008 2007

Outstanding, beginning 30,903,004 25,524,210

Issued 150,000 37,922,500

Exercised (2,590,500) (24,543,706)

Expired/cancelled (4) (8,000,000)

Outstanding, ending 28,462,500 30,903,004

The exercise price, expiry date and the fair value assigned to warrants issued and outstanding as at
December 31, 2008 are as follows:

Warrants Exercise Price Fair Value Expiry Date

5,000,000 $ 0.12 $ 176,858 September 14, 2009

500,000 $ 0.10 17,686 September 14, 2009

20,312,500 $ 0.50 3,589,744 October 29, 2009

2,500,000 $ 0.40 758,584 October 29, 2009

150,000 $ 0.40 3,890 December 16, 2010

28,462,500 $ 4,546,762
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

10. Warrants - continued

The fair value of the 150,000 (2007 - 37,922,500) common share warrants granted during the year
has been estimated at $3,890 (2007 - $4,816,678) in total using the Black-Scholes model for pricing
options.  The following weighted-average assumptions were used:

2008 2007

Risk free interest rate 1.32% 4.11%

Dividend yield NIL NIL

Expected stock volatility 156% 105%

Expected life 2 years 2 years

11. Contributed Surplus

A summary of the Company's contributed surplus, as at December 31, 2008 and 2007 and changes
during the years is presented below:

2008 2007

Balance, beginning 5,810,687 921,742

Fair value of stock options granted - 5,426,345

Fair value of stock options exercised - (537,400)

Fair value of warrants expired 1,424,432 -

Balance, ending 7,235,119 5,810,687

12. Stock Option Plan

The Company has a stock option plan (the "Plan") under which the directors of the Company may
grant options to qualified directors and officers of the Company and its affiliates.  The exercise price
to the options cannot be less than the closing price of the Company's shares on the trading day
preceding the date of grant and the maximum term of any option cannot exceed five years.  The
options vest immediately upon being granted. The maximum aggregate number of Class A common
shares under option at any time under the Plan cannot exceed 10% of the issued shares.

A summary of the Company's stock option activity is as follows:

2008 2007
Number Weighted-Average Number Weighted-Average
of Options Exercise Price of Options Exercise Price

Outstanding, beginning 13,660,000 0.51 5,500,000 0.12
Granted - - 16,285,000 0.44
Exercised - - (7,750,000) 0.11
Cancelled - - (375,000) 0.12

13,660,000 0.51 13,660,000 0.51
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

12. Stock Option Plan - continued

The weighted average remaining contractual life and weighted average exercise price of options
outstanding and of options exercisable as at December 31, 2008 are as follows:

Options Outstanding Options Exercisable

Weighted-
Weighted- Average Weighted-
Average Remaining Average

Exercise Number Exercise Contractual Number Exercise
Price Outstanding Price Life (years) Exercisable Price

$ 0.22 4,280,000 $ 0.22 2.71 4,280,000 $ 0.22
$ 0.29 1,350,000 $ 0.29 2.76 1,350,000 $ 0.29
$ 0.48 3,430,000 $ 0.48 2.80 3,430,000 $ 0.48
$ 0.86 4,050,000 $ 0.86 2.82 4,050,000 $ 0.86
$ 0.92 550,000 $ 0.92 2.87 550,000 $ 0.92

- 13,660,000 - 2.78 13,660,000 -

No stock options were granted in 2008. The fair value of the 16,285,000 stock options granted in
2007 has been estimated at $5,426,345 using the Black-Scholes model for pricing options.  The
following weighted average assumptions were used:

2007

Risk free interest rate 4%
Dividend yield NIL
Expected stock volatility 115%
Expected life 4 years

13. Income Taxes

a) Provision for Income Taxes - Future

The reconciliation of income taxes attributable to operations computed at the statutory tax rates to
income tax recovery, using a statutory tax rate of  33.5% (2007 - 36.12%) are as follows:

2008 2007

Loss before provision for income taxes $ (3,908,037) $ (5,796,891)

Expected income tax recovery 1,309,192 2,093,837
Permanent differences (160,472) (1,959,996)
Tax rate changes and other adjustments (116,875) 107,155
Decrease (increase) valuation allowance 173,205 (160,014)

Recovery of income taxes 1,205,050 80,982
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

13. Income Taxes  - continued

b) Future Income Tax (Liability) Asset

The approximate tax effect of each type of temporary difference that gives rise to Company's future
income tax assets (liabilities) are as follows:  

2008 2007

Mineral properties and exploration costs $ (1,623,850) $ (967,943)

Undeducted share issue costs 169,390 237,090

Non-capital losses 1,185,414 898,294

Other 9,596 5,764

Future income tax (liability) asset (259,450) 173,205

Valuation allowance - (173,205)

Net future income tax (liability) asset $ (259,450) $ -

c) Tax Loss Carry Forwards

At December 31, 2008, the Company had approximately $4,848,646 of unclaimed exploration and
development expenditures and $3,961,000 of non capital losses carried forward to reduce future
taxable income.  The non capital losses expire as follows:

2009   $ 518,000
2010 278,000
2011 500,000
2015 439,000
2026 469,000
2027   665,000
2028   1,092,000

$ 3,961,000

14. Loss per Share

The following table sets out the computation for basic and diluted earnings (loss) per share:

2008 2007

Numerator
   Net income (loss)  attributable to common  shareholders

 - basic and diluted (2,702,987) $ (5,715,909)

Denominator
   Weighted average number of common shares outstanding
          - basic and diluted 139,104,423 83,752,962

Basic and diluted loss per share (0.02) $ (0.07)

The options and warrants for the year ended December 31, 2008 and December 31, 2007 were
excluded from the computation of diluted earnings (loss) per share as the potential effect was anti-
dilutive.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

15. Capital Management

The Company's capital is composed of shareholders' equity.  The Company manages its capital
structure and makes adjustments to it, based on the funds available to the Company, in order to
support the acquisition, exploration and development of mineral properties.  The Board of Directors
does not establish quantitative return on capital criteria for management, but rather, relies on the
expertise of the Company's management to sustain future development of the business. 

The properties in which the Company currently has an interest are in the exploration stage; as such
the Company is dependent on external financing to fund its activities.  In order to carry out the
planned exploration and pay for administrative costs, the Company will spend its existing working
capital and raise additional amounts as needed.  The Company will continue to assess new properties
and seek to acquire an interest in additional properties if it feels there is sufficient geologic or
economic potential and if it has adequate financial resources to do so.

Management reviews its capital management approach on an ongoing basis and believes that this
approach, given the relative size of the Company, is reasonable.  There were no changes in the
Company's approach to capital management during the year ended December 31, 2008.  The
Company  is not subject to externally imposed capital requirements.

16. Financial Risk Factors

The Company's risk exposures and the impact on the Company's financial instruments are
summarized below:

(a) Credit risk

The Company's credit risk is primarily attributable to cash equivalents, accounts receivable, and due
from joint ventures.  The Company has no significant concentration of credit risk arising from these
financial instruments.  Financial instruments included in due from joint ventures consist of amounts
receivable from companies with whom the Company is exploring mineral properties.  Management
believes that the credit risk concentration with respect to financial instruments included in due from
joint ventures is remote.

(b)Liquidity risk

The Company's approach to managing liquidity risk is to ensure that it will have sufficient liquidity
to meet liabilities when due. As at December 31, 2008, the Company had a cash balance of
$6,039,903 (2007 - $11,752,404) that could be used to settle current liabilities of $624,453 (2007 -
$794,699). All of the Company's financial liabilities have contractual maturities of less than 30 days
and are subject to normal trade terms.
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Macdonald Mines Exploration Ltd.

Notes to Financial Statements
December 31, 2008 and 2007

16. Financial Risk Factors - continued

(c) Market risk

(i) Interest rate risk

The Company has cash balances and no interest-bearing debt. The Company's current policy
is to invest excess cash in investment-grade short-term deposit certificates issued by its
banking institutions. The Company periodically monitors the investments it makes and is
satisfied with the credit ratings of its banks.

(ii) Price risk

The Company is indirectly exposed to price risk with respect to the price of base metals. The
Company closely monitors commodity prices to determine the appropriate course of action
to be taken by the Company.

Equity price risk is defined as the potential adverse impact on the Company's earnings due to
movements in individual equity prices or general movements in the level of the stock
market.   The Company closely monitors individual equity movements and the stock market
to determine the appropriate course of action to be taken by the Company.

(d)Sensitivity analysis

Based on management's knowledge and experience of the financial markets, the Company believes
the following movements are "reasonably possible" over a twelve month period.

(i) The Company's investments in public companies are sensitive to a plus or minus 50% change in
Canadian equity prices which would affect comprehensive income (loss) by approximately $38,000.
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MACDONALD MINES EXPLORATION LTD. 

Management Discussion and Analysis 

ANNUAL REPORT – December 31, 2008 

Date of Report: April 15, 2009 

GENERAL  

The following discussion of performance, financial condition and future prospects should be read in 
conjunction with the Audited Financial Statements for the years ended December 31, 2008 and 2007 and 
notes thereto. This discussion covers the last completed quarter and the subsequent period up to the date 
of the filing of this management’s discussion and analysis (“MD&A”).  The financial statements are 
prepared in accordance with Canadian generally accepted accounting principles (“Canadian GAAP”).  All 
dollar amounts are stated in Canadian dollars, unless otherwise noted. Readers are encouraged to read the 
Company’s public information filings on Sedar at www.sedar.com

NATURE OF ACTIVITIES  

MacDonald Mines Exploration Ltd (the "Company") is involved in the identification, acquisition and 
exploration of mineral properties. The Company controls over 1,050 square kilometres of prospective 
exploration mineral leases covering major mineralized belts in the James Bay Lowlands, Northern 
Ontario. Of the 88,816 hectares of prospective exploration mineral leases, the Company owns 25,104 
hectares (100%), 63,712 hectares through joint ventures with other parties and has recently option an 
additional 8,768 hectares. In addition, the Company has an option to acquire a 60% undivided right, title 
and interest in approximately 528 unpatented claim totalling 85.5 square kilometres in and around the 
James Lowland of Northern Ontario. These lands are contiguous or in close proximity to the lands 
currently owned by the Company. 

During the latter part of 2007 and into the fourth quarter of 2008, the Company directed the majority of its 
exploration efforts into the James Bay Lowlands area of Northern Ontario.

MINERAL EXPLORATION ACTIVITIES 

For the year ended December 31, 2008, the Company incurred expenditures of $5,358,462 on mineral 
properties and exploration compared to $3,736,190 in the same period of 2007. 

For a more comprehensive review and results arising from the 2007/8 exploration program, readers 
are urged to refer to the Company’s filing on Sedar. 
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Below are the highlights of the Company’s exploration for the year ended December 31, 2008 and 
the period to date. 

Nielsen- Chisholm Property, Saskatchewan 

On December 18, 2008 MacDonald Mines Exploration Ltd. announced it had signed a Letter of 
Agreement to acquire a 75% interest in the Nielsen-Chisholm Property which is located in the Bob Lake 
area of the LaRonge District, Saskatchewan, and covers an area of 201km².  The Canadian corporation 
“210829 Ontario Limited” is the “Optionor”.  

Subject to Exchange approval, the terms of the Agreement call for MacDonald to make aggregate cash 
payments to the Optionor of $50,000; $25,000 within 5 days of signing the Letter of Agreement (the 
Effective Date) and the remaining $25,000 on or before the second anniversary of the Effective Date. In 
addition, MacDonald will issue to the Optionor 750,000 common shares and 250,000 warrants; 500,000 
common shares and 150,000 warrants within 30 days of the Effective Date and a further 250,000 shares 
and 100,000 warrants on or before the first anniversary of the Effective Date. The warrants are 
exercisable at $0.40 per share for a period of 24 months from date of issuance. In conjunction with this 
transaction, the Company has agreed to pay a finder’s and consulting fee of 700,000 common shares in 
lieu of cash.

The Bob Lake area is surrounded by a number of important nickel - copper deposits within the southern 
portion of the LaRonge – Lynn Lake Greenstone Belt.   Dr. Larry Hulbert, D.Sc., P. Geo., a consulting 
geologist who has extensive knowledge of the LaRonge district stated, “Compelling geophysical and 
geological attributes along with anomalous nickel and chrome lake sediment geochemistry suggest that 
the Bob Lake area is a highly prospective area for nickel-copper sulphide mineralization. This area is part 
of the much more extensive Proterozoic LaRonge - Lynn Lake Greenstone Belt. The Lynn Lake 
Greenstone Belt hosted the prolific Lynn Lake nickel-copper deposits which were mined continuously for 
24 years by Sherritt Gordon Mines Ltd. The proximity of the Bob Lake area to the town of LaRonge, and 
the road and rail access to copper and nickel smelters at Flin Flon and Thompson make this a very 
attractive area to explore for nickel-copper sulphide deposits.” 

MacDonald Mines have acquired airborne geophysical data from a recently completed helicopter-borne 
VTEM survey. This data is currently being studied and anomalies prioritized. A ground follow-up 
program is scheduled for June of this year which will subsequently be followed with a diamond drilling 
program to test priority targets. Apart from geological mapping carried out by the Saskatchewan 
Government there appears to be very little exploration work carried out in the past. 

Saracourt Property. Northwestern Ontario 

On October 2, 2008, the Company signed a Letter of Agreement ("LOA") with Shoreham Resources 
Ltd.("Shoreham) and amended on November 28, 2008 to acquire a 100% interest in the 40% interest of 
Shoreham lands owned by Shoreham in the northwest region of Sachigo Greenstone Belt. The property 
consists of approximately 216 claim units totaling 3,456 hectares. 

The Saracourt Property consists of 216 units, totalling 3,456 hectares. It is located in the Sachigo 
Greenstone Belt, James Bay Lowlands, Northwestern Ontario.  
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The Property hosts several highly prospective base metal target areas.  In 1970, a major international 
mining company conducted airborne geophysical surveys in the immediate area.  These surveys identified 
a number of high priority EM and magnetic targets, which the company followed up a diamond drilling 
program.  The intention at that time was to explore for potential extensions of the Thompson nickel belt 
into Ontario. 

Shoreham initiated a MEGATEM airborne survey over the Property in 2007. This has defined several 
conductive horizons that display coincident magnetic anomalies. These are interpreted to be caused by 
massive sulphides. 

It is MacDonald Mines intent to drill a number of these newly defined airborne geophysical responses 
when conditions allow. 

Pursuant to the terms of the agreement, the Company is required to make a cash payment of $50,000 
within 10 days from the Effective Date ("Date the Company give notice for the exercise of the option 
purchase") and to pay a further $50,000 on or before the third anniversary of the effective date. In 
addition, the Company will issue to Shoreham 400,000 common shares and 400,000 share purchase 
warrants within 30 days of the effective date and a further 400,000 common shares and 400,000 share 
purchase warrants on or before the first anniversary of the effective date. The warrants are exercisable at 
$0.40 per share for a period of two years from the date of issuance. Shoreham retains a 2-1/2 % Net 
Smelter Royalty ("NSR") in the property subject to a buy down provision whereby the Company can 
reduce the royalty to 1-1/2% by paying Shoreham $1 million 

On October 8, 2009 MacDonald Mines signed a Letter of Agreement with Escape Gold Inc. (TSX-V: 
EGT) ("Escape") to acquire a 40% interest in Escape's Sachigo Lake Property in the northwest region of 
Sachigo Greenstone Belt. Escape's 100% owned property consists of 332 claim units or 5,312 hectares 
and immediately surrounds MacDonald's newly acquired "Saracourt" Property. The "Property" has 
increased from approximately 216 claim units or 3,456 hectares, to 548 claim units, totalling 8,768 
hectares.

Subject to Exchange approval, the terms of the Agreement call for MacDonald to make cash payments to 
Escape of $50,000 within 10 days of signing the Letter Agreement (the Effective Date). In addition, 
MacDonald will issue to Escape 300,000 common shares and 300,000 warrants of MacDonald within 30 
days of the Effective Date and a further 300,000 shares and 300,000 warrants on or before the first 
anniversary of the Effective Date. The warrants are exercisable at $0.40 per share for a period of 24 
months from date of issuance. MacDonald will have an exploration work commitment of $360,000 during 
the twelve-month period commencing on the Effective Date. 

MacDonald has an option to acquire a further 10% interest in the additional Sachigo Lake Property by 
spending an additional $1,140,000 on exploration during the three-year period from the first anniversary 
date to the fourth anniversary date of the Effective Date. 

James Bay Lowlands Properties, Ontario  

The announcement of the discovery of significant quantities of nickel/copper mineralization in the James 
Bay Lowlands area by Noront Resources in early September 2007 sparked a staking rush into the area. 
MacDonald Mines, due to its long term presents and infrastructure in the area was very well placed to 
acquire additional geologically favourable land positions throughout the area. Some of these claims were 
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within 1.5 kilometers of the Noront discovery and are known to host favourable geology and geophysical 
signatures conducive to nickel sulphide deposits. 

Due to the high cost of land acquisition and associated exploration work in this area it was decided to 
joint venture some of the newly staked ground with Temex Resources and Canadian Orebodies Inc.  To 
date, MacDonald controls in excess of 600 square kilometers of land in the Webequie/Noront discovery 
area. Additional claims were staked onto both the McNugget and Big Mac claim groups. Seven claim 
groups are established as a 50/50 joint venture with Temex while an additional three claim groups are in 
joint venture with Canadian Orebodies Inc. (50%), Temex (25%) and MacDonald Mines (25%). 
Additional claims have ben optioned from Coordinated Capital Corporation (CCC) and several claim 
groups have been acquired by MacDonald Mines over prominent magnetic targets located a significant 
distance to the west of its Big Mac and McNugget claims. 

In March, 2008, WSR Gold Inc. (now White Pine Resources Inc). and MacDonald Mines Exploration 
Ltd, announced that they had executed a definitive agreement on the Big Mac Properties whereby (White 
Pine) has an option to acquire up to 75% beneficial interest in the claims. 

MacDonald Mines and its joint venture partners initiated extensive helicopter-borne geophysical surveys 
of the newly acquired properties. In excess of 10,000 kilometers of airborne survey work has been 
completed on all the new claim groups at 100 meter line spacing. This work has rapidly assessed the 
potential of the newly acquired claims to host nickel and or volcanogenic massive sulphide (VMS) 
deposits. Ground geophysical work commenced in the first quarter of 2008 in order to further define and 
prioritize drill targets.  

On the Big Mac Property ten airborne geophysical anomalies defined from a previous 2004 AEM survey 
were selected for additional follow up work. The geological environment is favourable for nickel, massive 
sulphide and gold deposits and the area warrants additional exploration work over and above that which 
was completed in 2004 by MacDonald Mines.  

An airborne EM survey was contracted to Geotech Ltd in early 2008 to survey the newly acquired 
contiguous claims to the northwest of the Big Mac Property. Initial results indicated 8 additional targets 
that warrant ground follow-up work. This work commenced in March 2008 under the direction of WSR 
Gold Inc. (now White Pine Resources Inc) (see below). 

McNugget Property, Ontario 

The abundance of mineralization in the Sachigo Greenstone Belt has provided the foundation for our 
belief that finding additional economical mineral deposits other than the Noront nickel/copper discovery 
and the McFauld’s Lake VMS deposit is achievable and that this potential prize remains worthy of our 
efforts and expenditures. 

In March 2008 seven additional targets associated with the base of the geological sequence where 
ultramafic rocks are interpreted to be emplaced were selected for additional geophysical work in the form 
of HLEM, magnetometer and gravity. Additional claims have been staked contiguous to the southwest 
and southeast of the McNugget Property. This newly acquired property has been flown by Geotech Ltd 
and interpretations reveal a number targets that will have to be followed up with diamond drilling. 

In July 2008 the Company commenced another drill program to test AEM anomalies on the McNugget 
Property. Seventeen drill holes totaling 2,620 meters were established on ten separate target areas. Assay 
results indicate that no mineralization of economic significance was encountered. 
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After a careful review and consultation with geophysicists and airborne geophysical specialists the 
Company elected to complete computer modeling of its priority anomalies using specialized computer 
software. The objective was to eliminate wherever possible the use of ground follow up geophysical 
surveys and go directly to drilling based on the airborne data. 

The Company restarted its drilling program on the McNugget Property. An additional 16 holes were 
drilled on 11 separate target areas. Using the direct drilling from computer modeling technique has proven 
to be quite successful and cost effective. Significantly more sulphide mineralization has been intersected 
in the latter drilling campaign. Assay results indicate that no mineralization of economic significance was 
encountered.

Salo and Reeb Lake Properties 

MacDonald Mines identified several magnetic targets of some significance well to the west of the Big 
Mac and McNugget claims that were interpreted to be associated with favourable stratigraphy for nickel 
copper deposits. The areas were staked and subsequently flown by Geotech Ltd with their airborne 
geophysical system.  

On the Salo Property a total of 10 individual targets have been selected for ground follow up work while 
on the Reeb Lake Property a total of five targets have been selected for ground follow up work. 

JOINT VENTURES – James Bay Lowland Properties 

A. MacDonald – Temex Resources

In a 50-50 joint venture with Temex Resources Corp, MacDonald has acquired a further 7 separate 
parcels of land totalling 97 claim blocks which represents approximately 24,000 hectares. 

These claim groups are otherwise known as the York, Howe, Duncan, Bay, Pender, Hornby and King 
Properties.

Airborne geophysical survey work was contracted to Fugro Airborne Surveys in the last quarter of 2007 
to fly airborne EM and magnetometer surveys over the above properties at 100 meter line spacing. The 
Hornby Property, which is located within 5 kilometres to the east of the Noront nickel discovery, is 
underlain by several airborne EM anomalies which seemed to display coincident magnetic anomalies. 
Several of these were drill tested in the latter part of the 2007 drill program. Initial interpretations are that 
these conductive zones which are caused by varying concentrations of sulphide mineralization are too 
high in the geological sequence to host nickel deposits. . Additional targets which are lower in the 
geological sequence have yet to be drill tested.  

On the western boundary of the Hornby West block the airborne survey has defined an AEM response 
that exhibits a coincident magnetic response. It is interpreted that this may be a south-westerly trending 
extension of the chromite horizon defined on Freewest Resources’ property located immediately to the 
north. MacDonald Mines will drill test this anomaly at some time in the future. 
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B. MacDonald – Temex Resources – Canadian Orebodies Inc 

In a 50-25-25 joint venture with Canadian Orebodies Inc. and Temex Resources Corp, MacDonald has 
acquired three separate parcels of land comprising over 50 claim blocks which represents approximately 
12,500 hectares. These are now known as the Adelaide, Wellington and Richmond Properties 

The properties were staked to reflect an interpreted optimum geological setting for nickel/copper deposits. 
This land acquisition strategy positions MacDonald with further nickel-sulphide-potential properties, 
skilled and experienced business partners and strategic risk spreading for this important but remote region 
of Ontario. 

The Adelaide and Wellington Properties were flown by Fugro Airborne Surveys using their helicopter-
borne HeliGEOTEM system. Initial results indicate a number of favourable responses that will be 
followed up on the ground with HLEM and magnetometer surveys. The Richmond Property has 
subsequently been flown with the Geotech system. 

On the Adelaide Property the airborne geophysical survey defined 4 targets for subsequent ground follow 
up work.  Two of the targets were tested with ground EM and/or magnetometer surveys on established 
grids. Subsequent drilling of one hole on each target did not intersect any sulphides of economic 
significance. Two targets are located under lakes and will have to be drill tested in the winter months. 

On the Wellington Property, several high priority AEM targets with either direct or flanking magnetic 
association were defined from the airborne survey. These have subsequently been modeled using 
specialized software and a minimum of three drill targets have been defined.   Subsequent drilling of one 
hole on each target did not intersect any sulphides of economic significance. 

C. MacDonald –White Pine Resources Inc.

On March 17, 2008, WSR Gold Inc. now White Pine Resources Inc. and MacDonald Mines Exploration 
Ltd, announced that they have executed the definitive agreement pursuant to their letter of intent dated 
February 15, 2008, on the Big Mac Properties whereby (White Pine) has an option to acquire up to 75% 
beneficial interest in the claims by:  

1. Spending $2.5 million on the property over two years;  

2. Issuing to MacDonald 5,000,000 common shares of WSR;  

3. Paying MacDonald $100,000; and  

4. Issuing MacDonald 1,000,000 share purchase warrants of WSR White Pine), each full warrant is 
exercisable into one common shares of WSR (White Pine) within two years from the date of the 
agreement at $0.50 per warrant.

MacDonald Mines shall have a carried interest until WSR (White Pine) delivers a prefeasibility study to 
MacDonald Mines on the Big Mac Property. After the delivery of a pre feasibility study, MacDonald 
Mines will be required to pay a pro rata portion of costs related to the property to maintain its 25% 
interest.
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The Big Mac Property includes 701 claim units, approximating 11,200 hectares, in the McFauld’s Lake 
area of Ontario.  

Through three separate agreements WSR (White Pine) operates the exploration of 17 claim blocks on the 
northeast corner of the "Ring of Fire" on behalf of its partners, Noront Resources Ltd., Metallex Ventures 
Ltd. and MacDonald Mines Exploration Ltd. The agreements allow WSR (White Pine) an option to earn a 
50% beneficial interest in both the Noront and Metallex claims and WSR (White Pine) has an option to 
earn a 75% interest in the MacDonald Mines claims  

White Pine have subsequently completed geophysical surveys and drilled several targets. None of the drill 
holes have intersected mineralization of economic consequence. A number of priority geophysical targets 
on the western extension of the Big Mac Property remain to be drill tested. White Pine have indicated 
they have plans to drill test these targets in March-April 2009. 

James Bay Region of Quebec – LG3.5 Property 

The Company has an option agreement to earn a 50% interest in the LG3.5 mineral property in the James 
Bay Region of Quebec which is managed by Virginia Mines Inc. The LG 3.5 mineral property consists of 
22 claims or approximately 1,117 hectares.  To earn the 50% participating interest, the Company is 
required to incur exploration expenditure of $1,200,000 over a period of 5 years. The Company has the 
right to accelerate, and on satisfying the above expenditure will earn a 50% participating interest, and a 
joint venture will be created for the purpose of further exploration and development work on the Property. 
The option agreement was subsequently amended in May 2008 whereby the Optionor granted the 50% 
interest, free and clear in the property to the Company without further rights by the Company to make 
future option payments and exploration expenditures as contemplated in the option agreement.  

No exploration work was carried out on this property during the year.. 

Impairment of Mineral Properties 

As at December 31, 2008, the Company reviewed the carrying values of the Attawapiskat Region, James 
Bay Lowlands properties and the Quebec James Bay Region property in light of a significant decline in 
metal prices and the ongoing deterioration of global equity and capital markets. A general provision for 
write down aggregating $2,563,000 was made for the Attawapiskat Region and a full provision 
aggregating $254,286 was made for the Quebec James Bay Region as the Company has made a general 
suspension of exploration activities in this area in the foreseeable future. 
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OVERALL PERFORMANCE 

Management has strived to keep overhead expenses to a minimum while continuing to explore and 
evaluate the Company’s projects, and other potential mineral projects. The loss before provision of 
income taxes for the year ended December 31, 2008 was $3,908,037 ($0.03 per share) compared to a net 
loss of $5,796,891 ($0.07 per share) for the same period of the prior year.  

For a discussion of trends that are reasonably likely to effect the Company’s business, see “Liquidity and 
Capital Resources – Trends” below. 

SELECTED FINANCIAL DATA 

The following table provides selected financial information that should be read in conjunction with the 
Audited Financial Statements and Notes thereto of the Company for the applicable period, which have 
been prepared in accordance with Canadian generally, accepted accounting principles.  

 December 
31, 2008 

December 
31,2007 

December 
31, 2006 

December 
31, 2005 

 $ $ $ $ 
Total Revenue 264,846 265,609 145,632 8,460 
Net profit (Loss) for the year (2,702,987) (5,715,909) 96,111 (598,411) 
Loss per share (basic and 
diluted)

(0.02) (0.07) (0.00) (0.02) 

Total Assets 16,914,100 21,344,469 6,040,572 4,369,137 
Total long-term liabilities 259,450 Nil 80,982 255,000 
Cash dividends Nil Nil Nil Nil 
Shareholders’ equity 16,030,198 20,549,770 5,581,096 3,903,000 

RESULTS OF OPERATIONS 
The Company operated as a base metal and development company, focused on the identification, 
acquisition and exploration of meritorious base metal concessions and did not generate revenue since 
inception.

As at December 31, 2008, the Company had an accumulated deficit of $10,444,588 compared to 
$7,741,601 at December 31, 2007. 
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For the year ended December 31, 2008

For the year ended December 31, 2008, the Company had revenues of $264,846 as compared to $265,609 
for the corresponding period of the preceding year. Net loss of the Company was $2,702,987 ($0.02 per 
Common Share) compared to a net loss of $5,715,909 ($0.07 per Common Share) during the same period 
in the prior year.  The decrease in loss of $3,012,922 over the same period in the prior year is mainly 
attributable to a net decrease in stock-based compensation of $5,426,345 offset by a net increase in write 
down of mineral properties and exploration cost aggregating $2,817,286 and a net increase in recovery of 
income taxes of $1,124,068 resulting from renunciation of Canadian Eligible Expenditures. Below is a 
breakdown by major captions:  

     Year ended  Change 
    December 31,  Increase/ 
    2008 2007 (Decrease) 
        
Revenue    $(264,846) $(265,609)  $763 
      
Professional fees 409,966 374,521  35,445 
General and administrative 549,995 155,828  394,167 
Shareholders’ communication 284,939 103,256  181,683    
Amortization 3,697 2,550  1,147    
Stock-based compensation - 5,426,345  (5,426,345)
Loss on investment held for trading 107,000 -  107,000 
Write down of mineral properties  2,817,286 -  2,817,286 
Provision (recovery) of income taxes (1,205,050) (80,982)  (1,124,068) 
  2,967,833 5,981,518  (3,013,685) 
Net Loss  $2,702,987 $5,715,909  $(3,012,922) 
         

Revenue

Revenue decreased by $763 from $265,609 in 2007 to $264,846 in 2008. For the year ended December 
31, 2008, revenue earned were interest from investment in term deposits whereas for the corresponding 
period ended December 31, 2007, revenue earned were from the sale of geological data and realized gain 
on sale of marketable securities 

Professional and consulting fees 

Professional and consulting fees increased by $35,445 from $374,521 in 2007 to $409,966  in 2008 and 
resulted from increased legal, accounting, consulting and audit fees. 

General and administrative 

General and administrative increased by $394,167 from $155,828 in 2007 to $549,995. This increase is 
primarily attributed to addition of administrative personnel and an increase in occupancy costs. In 2008, 
exploration activity was much higher than in the prior year and there was a general increase in expenses 
related to this caption. 
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Shareholder Communications

Shareholder communications increased by $181,683 from $103,256 in 2007 to $284,939 in 2008. In 
2008, in addition to a general increase in cost due to increased activities and interest in the Company with 
the advent of Noront’s discovery, an-in house investor relation personnel was also hired full time.  

Stock-based compensation 

Stock-based compensation decreased by $5,426,345. No stock options were granted in 2008 whereas 
16,285,000 stock options were granted in 2007 with an ascribed value of $5,426,345. 

Write down of mineral properties and exploration costs 

At December 31, 2008, the Company reviewed the carrying value of the Attawapiskat Region and James 
Bay Quebec Region properties in light of a significant decline in metal prices and the ongoing 
deterioration of global equity and credit markets, a suspension of exploration activities in the James Bay, 
Quebec Region. The Company make a provision for write down aggregating $2,817,286. 

Provision (Recovery) of Future Income Taxes

The Company recognizes income tax recovery from qualifying expenditures that were renounced to 
shareholders arising from private placement subscriptions. In fiscal year 2007, $5,050,000 of such 
expenditures was renounced. On recommendations by the CICA EIC 146, the future tax recovery 
arising from the renunciation of qualifying CEE expenditures were deferred and recognized in 
fiscal year 2008.

SUMMARY OF QUARTERLY RESULTS  

Selected consolidated financial information for each of the last ten quarters (unaudited):

Quarter Ended  Revenue (Loss) Income 
for the Period 

Income
(Loss)per

Share * 
$ $ $ 

December 31, 2008 49,456 (2,790,257) 0.02
September 30, 2008 70,458 (257,364) 0.00
June 30, 2008 72,623 (227,112) 0.00
March 31, 2008 72,309 571,746 0.00
December 31, 2007 95,417 (4,947,404) (0.06)
September 30, 2007 Nil (766,037) (0.01)
June 30, 2007 90,733 68,531 0.00
March 31, 2007 81,722 (70,990) 0.00
December 31, 2006 6,828 88,047 0.00
September 30, 2006 138,804 (37,416) 0.00

Loss per share data is basic and diluted
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EXPLORATION ACTIVITIES 

A summary of the mineral exploration expenditures as incurred are as follows: 

 Year 
2008

Year
2007

Year
2006

Year
2005

Mineral Properties Acquisition 118,890 25,000 30,175 10,000 
Property staking 227,380 431,910  
Geological services 409,411 307,521 26,967 70,670 
Surface Stripping 294,550 194,981 106,167  
Mapping & Airborne Survey 1,030,214 334,770  
Drilling 1,448,080 770,121 415,323 35,696 
Site Management and Supplies 4,957,052 1,630,192 842,819 211,867 
Assay 101,026 41,695 27,109 1,947 
Recoveries (3,228,141)  

Total 5,358,462 3,736,190 1,448,560 330,180 

LIQUIDITY AND CAPITAL RESOURCES

On December 31, 2008 the Company had working capital of $5,921,528 and a cash and cash equivalent 
balance of $6,039,903 compared to a working capital of $11,353,092 an a cash and cash equivalent of 
$11,752,404 for the comparative prior year. 

For the year ended December 31, 2008, the Company had a decrease in cash flow of $5,712,501compared 
to  an increase in cash flow of $10,926,365 for the prior period..

Operating activities 

Funds used for operating activities for the year ended December 31, 2008 were $1,012,874 compared to  
$409,359 in 2007. 

Investing Activities 

Funds used for investing activities for the year ended December 31,, 2008 were $5,164,702 compared to 
$3,645,151 in 2007. Included in investing activities were net mineral properties and exploration costs in 
the amount of $5,358,462 (2007: $3,736,190). 

Financing Activities 

Year ended December 31, 2008

Exercise of warrants

During the year ended December 31, 2008, 2,590,500 share purchase warrants were exercised for gross 
proceeds of $465,075. 
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Financing Activities 

Year ended December 31, 2007

Exercise of stock options
During the year ended December 31, 2007 the Company issued 7,750,000 Class A common at share price 
varying between $0.10 to $0.15 per share for cash proceeds of $835,900. 

Exercise of warrants
During the year ended December 31, 2007 the Company issued 24,543,706 Class A common at share 
price varying between $0.10 to $0.18 per share for gross proceeds of $3,701,549. 

Private placement 
On March 28, 2007, the Company closed a non-brokered private placement comprising of 8,000,000 flow 
through units at $0.10 per unit for gross proceeds of $800,000. Each flow-through unit consists of one 
common share and one common share purchase warrant exercisable for one common share at an exercise 
price of $0.15 per common share for a period of 2 years from the date of the closing. In connection with 
the private placement, the Company paid a finder’s fee of $52,000 and issued 560,000 compensation 
options. Each compensation option entitles the holder to acquire one common share of the Company at 
$0.10 per share for a period of two years from the date of issuance. Funds relating to the private 
placement were received on April 4, 2007 

On September 14, 2007, the Company closed a private placement comprising of 5,000,000 flow through 
units at $0.10 per unit for gross proceeds of $500,000. Each flow-through unit consists of one common 
share and one common share purchase warrant exercisable for one common share at an exercise price of 
$0.12 per common share for a period of 2 years from the date of closing. In connection with the private 
placement, the Company paid a 9% commission ($45,000) in the form of 450,000 common shares and 
450,000 share purchase warrants. Each share purchase warrant entitles the holder to acquire one common 
share of the Company at $0.10 per share for a period of two years from the date of issuance. 

On October 29, 2007, the Company closed a private placement comprised of 9,375,000 flow through 
units at $0.40 per flow through unit and 15,625,000 non-flow through units at $0.40 per unit for gross 
proceeds of $10,000,000. 

Each flow through unit consists of one common share and one-half of one share purchase warrant. Each 
non flow through unit consists of one common share and one common share purchase warrant. One whole 
share purchase warrant is exercisable at $0.50 for a period of 24 months from date of issue. 

In connection with the private placements, the Company paid $731,250, issued 421,875 common shares 
and 2,500,000 broker compensation warrants. Each broker compensation warrant is exercisable at $0.40 
per common share for a period of 24 months from date of issue. 

All securities issued in conjunction with the Offering are subject to a four-month hold period from the 
date of issuance. 
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Trends

Mineral exploration is a speculative venture. There is no certainty that the money spent on exploration 
and development of mineral projects will result in any discoveries of commercial bodies of ore. The long-
term profitability of the Company’s operations will in part be related to the success of its exploration 
programs, which may be affected by a number of factors that are beyond the control of the Company. 

The mineral industry is intensely competitive in all its phases. The Company competes with 
many other mineral exploration companies who have greater financial resources and experience.  
The market price of precious metals and other minerals is volatile and cannot be controlled.

OFF-BALANCE SHEET ARRANGEMENTS 

As at December 31, 2008 and the period to-date, the Company had no material off-balance sheet 
arrangement such as guarantee contracts, contingent interest in assets transferred to an entity, derivative 
instruments obligations and any obligations that trigger financing, liquidity, market or credit risk to the 
Company. 

CONTRACTUAL OBLIGATIONS AND COMMITMENTS 

As at December 31, 2008, the Company did not have any long-term debt, capital lease obligations, 
operating leases, purchase obligations or contractual obligations and commitments except for office space 
operating lease which lease is set to expire on February 28, 2010 for an annual rental of $42,000. 

RELATED PARTY TRANSACTIONS 

The Company paid management and consulting fees to 3 directors and a party related to a director who 
have provided services to the Company for the year ended December 31, 2008 aggregating $313,517 
(2007: $394,031). ). In addition, an amount of $303,649 (2007: $Nil) was paid to a company for 
geological consulting services in which one of the principal is a director of the Company. 

Payments made to these directors and the related party was in the normal course of business. Unpaid 
amounts at December 31, 2008 was $67,320 (2007: $27,070). 

OUTSTANDING SHARES AT DECEMBER 31, 2008 AND APRIL 15, 2009 

As at December 31, 2008 and April 15, 2009, the Company had 140,323,400 common shares and 
141,423,400 common shares outstanding respectively. 
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INTERNAL CONTROLS OVER FINANCIAL REPORTING 

The Company has established procedures and internal control systems to ensure timely and accurate 
preparation of financial, management and other reports. Disclosure controls are in place to ensure all 
reporting meets the standards of statutory reporting requirements and they are certified by the Chief 
Executive Officer and Chief Financial Officer respectively. 

Management is responsible for establishing and maintaining adequate internal controls and they have 
been designed to provide reasonable assurance with respect to the Company’s financial reporting and the 
preparation of financial statements for external purposes in accordance with Canadian generally accepted 
accounting principles. 

Due to the relatively small size of the Company’s accounting and finance department, there are a limited 
number of personnel dealing with accounting and financial matters and as a result, there is a lack of 
segregation of duties. Management believes that it has designed sufficient internal controls to mitigate 
these limitations comprised of management review and oversight. 

It should be pointed out that internal controls however well conceived can provide only reasonable, but 
not absolute, assurance that the objectives of the internal controls over financial reporting are met. It 
should not be expected that the disclosure and internal controls and procedures will prevent all errors or 
fraud.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES  

Going Concern 

As is common with exploration companies, the Company's ability to continue its on-going and planned 
exploration activities and continue operations as a going concern, is dependant upon obtaining necessary 
equity financing from time to time. Should the Company be unable to continue as a going concern, 
amounts realized from disposal of its assets (primarily its mining properties) on a liquidation basis may be 
significantly less than their carrying amounts. 

Management continues to pursue various alternatives, including private placements, to raise capital. It is 
not possible to determine with certainty the success or adequacy of this or other initiatives. Accordingly, 
these  financial statements do not reflect adjustments to the carrying value of the assets and liabilities, the 
reported revenues and expenses and balance sheet classifications used that would be necessary if the 
going concern assumption is not appropriate. Such adjustments could be material.  
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SIGNIFICANT ACCOUNTING POLICIES 

Critical accounting estimates used in the preparation of the financial statements include the Company’s 
estimate of recoverable value on its mineral properties as well as the value of stock-based compensation.  
Both of these estimates involve considerable judgment and are, or could be, affected by significant factors 
that are out of the Company’s control. 

Mineral properties 

The Company’s recorded value of its mineral properties is in all cases based on historical costs that 
expect to be recovered in the future.  The Company’s recoverability evaluation is based on market 
conditions for minerals, underlying mineral resources associated with the properties and future costs that 
may be required for ultimate realization through mining operations or by sale.  The Company is in an 
industry that is exposed to a number of risks and uncertainties, including exploration risk, development 
risk, commodity price risk, operating risk, ownership and political risk, funding and currency risk, as well 
as environmental risk. 

Stock based compensation 

The factors affecting stock-based compensation include estimates of when stock options might be 
exercised and the stock price volatility.  The timing for exercise is out of the Company’s control and will 
depend, among other things, upon a variety of factors including the market value of the Company shares 
and financial objectives of the holders of the options.  The Company has used historical data to determine 
volatility in accordance with Black-Scholes modeling, however the future volatility is inherently 
uncertain and the model has its limitations.  While these estimates can have a material impact on stock-
based compensation and hence results of operations, there is no impact on the Company’s financial 
condition.

USE OF FINANCIAL INSTRUMENTS  

The Company has not entered into any specialized financial agreements to minimize its investment risk, 
currency risk or commodity risk. There are no off-balance sheet arrangements.  

Financial Instrument and Risk Factors 

The Company is not exposed to any financial instrument risks since their fair value approximates their 
carrying values because of the short-term maturity of those instruments. 
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FORWARD LOOKING STATEMENTS  

This MD&A contains forward looking statements that are subject to a number of known and unknown 
risks, uncertainties and other factors that may cause actual results to differ materially from those 
anticipated in the Company’s forward looking statements. Factors that could cause such differences 
include: changes in world gold markets, equity markets, costs and supply of materials relevant to the 
mining industry, change in government and changes to regulations affecting the mining industry. 
Although the Company believes expectations reflected in its forward looking statements are reasonable, 
results may vary, and the Company cannot guarantee future results, levels of activity, performance or 
achievements.
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FORM 52-109FV1 
CERTIFICATION OF ANNUAL FILINGS 

VENTURE ISSUER BASIC CERTIFICATE 

I, Kirk McKinnon, President and Chief Executive Officer of MacDonald Mines Exploration Ltd.  certify 
the following 

1. Review: I have reviewed the AIF, if any, annual financial statements and annual MD&A, including for 
greater certainty all documents and information that are incorporated by reference in the AIF 
(together the annual filings) of MacDonald Mines Exploration Ltd. (the issuer) for the financial year 
ended December 31, 2008.

2. No misrepresentations: Based on my knowledge, having exercised reasonable diligence, the 
annual filings do not contain any untrue statement of a material fact or omit to state a material fact 
required to be stated or that is necessary to make a statement not misleading in light of the 
circumstances under which it was made, for the period covered by the annual filings. 

3. Fair presentation: Based on my knowledge, having exercised reasonable diligence, the annual 
financial statements together with the other financial information included in the annual filings fairly 
present in all material respects the financial condition, results of operations and cash flows of the 
issuer, as of the date of and for the periods presented in the annual filings. 

Date: April 28, 2009 

    
____________________________                        
President & Chief Executive Officer 

NOTE TO READER 

In contrast to the certificate required for non-venture issuers under National Instrument 52-109 Certification 
of Disclosure in Issuers’ Annual and Interim Filings (NI 52-109), this Venture Issuer Basic Certificate does 
not include representations relating to the establishment and maintenance of disclosure controls and 
procedures (DC&P) and internal control over financial reporting (ICFR), as defined in NI 52-109. In 
particular, the certifying officers filing this certificate are not making any representations relating to the 
establishment and maintenance of 

i) controls and other procedures designed to provide reasonable assurance that information required 
to be disclosed by the issuer in its annual filings, interim filings or other reports filed or submitted 
under securities legislation is recorded, processed, summarized and reported within the time 
periods specified in securities legislation; and 

ii) a process to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with the issuer’s GAAP. 

The issuer’s certifying officers are responsible for ensuring that processes are in place to provide them with 
sufficient knowledge to support the representations they are making in this certificate. 

Investors should be aware that inherent limitations on the ability of certifying officers of a venture issuer to 
design and implement on a cost effective basis DC&P and ICFR as defined in NI 52-109 may result in 
additional risks to the quality, reliability, transparency and timeliness of interim and annual filings and other 
reports provided under securities legislation.
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FORM 52-109FV1 
CERTIFICATION OF ANNUAL FILINGS 

VENTURE ISSUER BASIC CERTIFICATE 

I, Richard Schler, Vice- President and Chief Financial Officer of MacDonald Mines Exploration Ltd. 
certify the following 

1. Review: I have reviewed the AIF, if any, annual financial statements and annual MD&A, including for 
greater certainty all documents and information that are incorporated by reference in the AIF 
(together the annual filings) of MacDonald Mines Exploration Ltd. (the issuer) for the financial year 
ended December 31, 2008.

2. No misrepresentations: Based on my knowledge, having exercised reasonable diligence, the 
annual filings do not contain any untrue statement of a material fact or omit to state a material fact 
required to be stated or that is necessary to make a statement not misleading in light of the 
circumstances under which it was made, for the period covered by the annual filings. 

3. Fair presentation: Based on my knowledge, having exercised reasonable diligence, the annual 
financial statements together with the other financial information included in the annual filings fairly 
present in all material respects the financial condition, results of operations and cash flows of the 
issuer, as of the date of and for the periods presented in the annual filings. 

Date: April 28, 2009 

____________________________                        
Vice-President & Chief Financial Officer 

NOTE TO READER 

In contrast to the certificate required for non-venture issuers under National Instrument 52-109 Certification 
of Disclosure in Issuers’ Annual and Interim Filings (NI 52-109), this Venture Issuer Basic Certificate does 
not include representations relating to the establishment and maintenance of disclosure controls and 
procedures (DC&P) and internal control over financial reporting (ICFR), as defined in NI 52-109. In 
particular, the certifying officers filing this certificate are not making any representations relating to the 
establishment and maintenance of 

i) controls and other procedures designed to provide reasonable assurance that information required 
to be disclosed by the issuer in its annual filings, interim filings or other reports filed or submitted 
under securities legislation is recorded, processed, summarized and reported within the time 
periods specified in securities legislation; and 

ii) a process to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with the issuer’s GAAP. 

The issuer’s certifying officers are responsible for ensuring that processes are in place to provide them with 
sufficient knowledge to support the representations they are making in this certificate. 

Investors should be aware that inherent limitations on the ability of certifying officers of a venture issuer to 
design and implement on a cost effective basis DC&P and ICFR as defined in NI 52-109 may result in 
additional risks to the quality, reliability, transparency and timeliness of interim and annual filings and other 
reports provided under securities legislation.
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