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Unaudited Consolidated Financial 
Statements of 
TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.) 
expressed in Canadian Dollars 
for the three and six months ended 
June 30, 2007 and 2006

 



   

Page 2 of 19

  
TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Consolidated Balance Sheets     

June, 30

 

2007

 

Unaudited

 

____________

  

December, 31

 

2006

 

Audited

   

Assets 

    

Current assets 

   

            Cash and cash equivalents $8,039,898    

 

$    11,439,157

 

            Loan receivable (note 4) 1,665,406

  

-

 

            Accounts receivable and other assets 63,967

  

         171,251

  

9,769,271

  

11,610,408

 

Equipment (note 5) 83,607

  

82,641

 

Mineral properties and deferred expenditures (note 6) 8,533,707

  

     8,170,892

 

Investment in Brazauro Resources Corporation (note 7) 9,862,500

  

-

  

$28,249,085   

 

 $   19,863,941

   

Liabilities 

    

Current liabilities 

   

             Accounts payable and accrued liabilities $302,355        

 

$        279,609

   

Shareholders equity 

    

Share capital and warrants (note 8) 

 

23,932,221

   

24,104,131

 

Contributed surplus (note 8) 2,759,059

  

2,692,652

 

Retained earnings/(deficit) 1,255,450

  

      (7,212,451)

  

27,946,730

  

      19,584,332

   

$28,249,085 

   

$ 19,863,941

       

See accompanying notes to the consolidated financial statements.       
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Consolidated Statements of Operations and Retained Earnings      

Three months 
ended

 

June 30 2007

 

Unaudited

  

Three months 
ended

 

June 30 2006

 

Unaudited

  

Six months 
ended 

 

June 30 2007

 

Unaudited

  

Six months 
ended 

 

June 30 2006

 

Unaudited

  

Interest income $79,791    

 

$121,317    

  

$163,780

  

            
$191,525    

 

Expenses    

    

Professional fees 141,543  161,287 

 

188,357

  

190,218

 

              Office and general 118,746  111,482 

 

201,896

  

208,854

 

Management fees  67,500  67,500 

 

135,000

  

135,000

 

Consulting fees 40,000                    73,362 

 

106,101

  

133,126

 

Listing and filing expense 32,594              37,031 

 

48,947

  

91,942

 

Travel 14,387  44,318 

 

53,281

  

98,605

 

Interest and bank charges 29,217  17,010 

 

45,326

  

27,845

 

Amortization of equipment 2,000  1,500 

 

4,000

  

3,000

 

               Stock based compensation (105,503)  297,743 

 

(105,503)

  

297,743

  

340,484  811,233 

 

677,405

  

1,186,333

         

Loss for the period before the following: (260,693)  (689,916) 

 

(513,625)

  

(994,808)

  

Foreign currency translation gain (loss) (60,652)  (169,054) 

  

(57,025)

 

                  
26,245

 

Realized gain on investment -  - 

   

9,301,551

   

                      
-

 

Unrealized loss on investment (657,500)  - 

  

(263,000)

  

                      
-

  

Net earnings/(loss) for the period (978,845)  (858,970) 

  

8,467,901

   

(968,563)

  

Retained earnings (deficit), beginning of 
period 2,234,295  (5,231,754) 

   

(7,212,451)

    

(4,399,033)

  

Share issue cost -  (109,717) 

  

-

   

(832,845)

  

Retained earnings/(deficit), end of period $1,255,450    

 

   
$(6,200,441) 

  

$1,255,450

   

$(6,200,441)

  

Basic earnings/(loss) per share (note 9) $(0.04)    

 

$(0.03)      

  

$0.31

   

$(0.04)

 

Diluted earnings/(loss) per share (note 9) $(0.04)    

 

$(0.03)      

 

$0.31

  

$(0.04)

   

See accompanying notes to the consolidated financial statements. 
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)   

Consolidated Statements of Cash Flows     

  Three months 
ended

 

June 30, 2007

 

Unaudited          

 

   Three months    
ended

 

June 30, 2006

 

Unaudited                                      

 

Six months 
ended 

 

June 30, 2007

 

Unaudited

  

Six months 
ended 

 

June 30, 2006

 

Unaudited

  

Cash flows from operating activities        
Net earnings/(loss) for the period $(978,845)  $(858,970)  $8,467,901  $(968,563) 
Items not affecting cash:        
   Realized gain on investment  -  -  (9,301,551)  - 
   Stock based compensation (105,503)  297,743  (105,503)  297,743 
   Unrealized loss on investment 657,500  -  263,000  - 
   Foreign exchange on loan 29,779  -  29,779  - 
   Non-cash interest on loan 17,479  -  17,479  - 
   Amortization 2,000  1,500  4,000  3,000  

(377,590)  (559,727)  (624,895)  (667,820) 

 

Changes in non-cash working capital balances:        
  Accounts receivable and other assets 2,953  (95,594)  30,207  (78,717) 
  Accounts payable and accrued liabilities 97,015  (29,367)  (30,219)  (373,094)  

(277,622)  (684,688)  (624,907)  (1,119,631) 

 

Cash flows from financing activities        
Proceeds from issuance of shares and warrants -  979,200  -  11,794,366 
Share issue cost -  (109,717)  -  (832,845) 
Decrease in mining obligations -                (6,990)  -  (123,490)  

-  862,493  -  10,838,031 

 

Cash flows from investing activities        
Acquisition of equipment                           -  (24,522)  (4,966)  (31,084) 
Loan receivable (1,712,664)  -  (1,712,664)  - 
Mineral properties and deferred exploration 
expenses (548,696)  (348,404)   (1,056,722)   (985,638)  

(2,261,360)  (372,926)  (2,774,352)  (1,016,722) 

 

Increase/(decrease) in cash and cash equivalents (2,538,982)  (195,121)   (3,399,259)   8,701,678 

 

Cash and cash equivalents, beginning of period 10,578,880  14,783,605   11,439,157   5,886,806  

Cash and cash equivalents, end of period $8,039,898  $14,588,484   $8,039,898   $14,588,484 

        

See accompanying notes to consolidated financial statements.         
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TALON METAL CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006   

 

1. Incorporation and Operations  

Resource Holdings & Investments Inc. ("RHI") was incorporated on July 8, 2004 under the 
International Business Companies Act in the Territory of The British Virgin Islands to engage in 
the acquisition, exploration, development and operations of mineral properties in Brazil. On April 
5, 2005 RHI amalgamated with Ventures Resource Corporation ("VRC"), a publicly traded 
company, to form BrazMin Corp. (the "Company").  

The Company had a wholly-owned subsidiary, Resource Holdings 2004 Inc. ("RH 2004"), which 
had been incorporated in BVI on July 8, 2004. The Company together with RH 2004 owned 100% 
of the subsidiaries (all subsidiaries incorporated in Brazil), Brazilian Resources Mineracao Ltda. 
("BRM"), Brazmin Ltda. ("BRAZ LTDA"), and EIMB - Empresa Internacional De Mineracao Brasil 
Ltda. ("EIMB"). The Company, through its subsidiaries, had acquired rights ranging from a 65% to 
100% interest in a number of prospective gold mining projects situated in Brazil.  

South American Resource Holdings Inc. ("South American") was incorporated in BVI during the 
previous year, and is a wholly-owned subsidiary of the Company. In the previous quarter, BRM 
and BRAZ LTDA were transferred into South American so that RH 2004 owned only EIMB. RH 
2004 was then sold as described in Note 6.  

On July 9, 2007, the Company changed its name to Talon Metals Corp. It also changed its trading 
symbol on the Toronto Stock Exchange to TLO.  

These consolidated financial statements include the accounts of the Company's subsidiaries. All 
intercompany balances have been eliminated.  

2. Summary of significant accounting policies  

In the opinion of management all adjustments required for a fair presentation are included in 
these statements, in accordance with the accounting policies of the company. These unaudited 
interim consolidated financial statements have been prepared following accounting principles 
consistent with those used in the audited annual consolidated financial statements and should be 
read in conjunction with the audited annual financial statements of the Company, for the year 
ended December 31, 2006. The results of operations for the interim period, are not necessarily 
indicative of the results of operations for any other interim period, or for a full fiscal year.               
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three month and six months ended June 30, 2007 and 2006   

   

The accompanying unaudited interim consolidated financial statements have been prepared in 
accordance with Canadian generally accepted accounting principles for interim financial 
statements. The Company has adopted the following additional accounting policy (paragraph a) 
for its fiscal period beginning on January 1, 2007:     

a) Long-term investments -  

The Company s long-term investments are classified as held-for-trading securities and are          
measured at fair value. Changes in fair value are recognized in net income. Investments in 
securities having quoted market values and which are publicly traded on a recognized 
securities exchange are recorded at values based on the current bid prices.   

b) Estimates 

  

Because a precise determination of assets and liabilities depends on future events, the 
preparation of financial statements for a period necessarily requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities, the 
disclosure of contingent assets and liabilities at the date of the financial statements and 
reported amounts of revenue and expense during the period.  Actual amounts could differ 
from these estimates.      

c) Cash and cash equivalents 

  

Cash and cash equivalents include cash and term deposits with original maturities less than 
three months from the date of acquisition.  
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006  

d) Equipment 

   

Equipment is stated at cost and amortized at 20% per annum on a declining balance.  One-
half of the above rate is applied in the year of acquisition.    

e) Mineral properties and deferred exploration costs 

  

Interests in mineral exploration properties are recorded at cost.  Exploration expenditures, 
other than those of a general nature, relating to mineral properties in which an interest is 
retained are deferred and carried as an asset until the results of the projects are known. If a 
project is unsuccessful or if exploration has ceased because continuation is not economically 
feasible, the cost of the property and the related exploration expenditures are written off.   

The cost of mineral properties includes the cash consideration and the negotiated value of 
shares issued on the acquisition of properties. Properties acquired under option agreements, 
whereby option payments are made at the discretion of the company, are recorded in the 
financial statements at the time payments are made. Certain option payments that 
management have determined are likely to be made, have been accrued in the financial 
statements. The proceeds from options granted on properties are credited to the cost of the 
related property.  

Once the feasibility of a project has been established, deferred exploration expenses and 
other costs are segregated as deferred development expenditures.  These costs are 
amortized over the estimated useful life of the related mineral property as commercial 
production commences.  If the net carrying amount of the deferred exploration expenses are 
not recoverable, these costs are written down to net recoverable amount of the deferred 
exploration expense.  

Although the Company believes it has taken reasonable measures to ensure proper title to its 
mineral properties in which it has an interest, there is no guarantee that title to any of its 
mineral properties will not be challenged or impaired. Third parties may have valid claims 
underlying portions of the Company's interests, including prior unregistered liens, 
agreements, transfers or claims, including native land claims, and title may be affected by, 
among other things, undetected defects. In addition, the Company may be unable to operate 
its properties as permitted or to enforce its rights with respect to its properties.  

The amounts shown for mineral properties and deferred exploration costs represents cost to 
date, and do not necessarily represent present or future values as they are entirely 
dependent upon the economic recovery of future reserves.  

The Company does not accrue the estimated future costs of maintaining its mineral 
properties in good standing. 
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006   

f) Stock based compensation 

  

The Company uses the accounting standard for stock-based compensation which requires 
the use of the fair value method for valuing stock option grants. Under this method, 
compensation cost attributable to all share options granted is measured at fair value at the 
grant date and expensed over the vesting period with a corresponding increase to contributed 
surplus. Upon the exercise of the stock options, consideration received together with the 
amount previously recognized in contributed surplus is recorded as an increase to share 
capital.  

g) Asset retirement obligation 

  

An asset retirement obligation is a legal obligation associated with the retirement of long-lived 
assets that the company is required to settle.  

The Company recognizes the fair value of a liability for an asset retirement obligation in the 
year in which it is incurred, when a reasonable estimate of the fair value can be made. The 
carrying amount of the related long-lived asset is increased by the same amount as the 
liability. The Company does not have any significant asset retirement obligations for the years 
presented.  

h) Income taxes 

   

Income taxes are accounted for using the liability method under which future tax assets and 
liabilities are recognized for the future tax consequences attributable to differences between 
the financial statement carrying amounts of existing assets and liabilities and their respective 
tax bases. Future tax assets and liabilities are measured using the substantively enacted tax 
rates expected to apply to taxable income in the years in which those temporary differences 
are expected to be reversed. The effect on future tax assets and liabilities of a change in tax 
rates is recognized in income in the period that includes the date of substantive enactment. In 
assessing future tax assets, the Company considers whether it is more likely than not some 
portion or all of the future income tax asset will be realized and whether a valuation allowance 
is required.  

i) Foreign currency translation 

  

The functional currency of the company is Canadian dollars. A portion of the Company's 
transactions are denominated in United States dollars and Brazilian reals. The Company's 
foreign subsidiaries are integrated operations and financial statements stated in foreign 
currencies are translated using the temporal method.  Monetary assets and liabilities 
denominated in United States dollars or Brazilian reals are translated to Canadian dollars at 
the rate in effect at the balance sheet date. Non-monetary items are translated at historical 
rates. Revenue and expenses are translated at average rates prevailing in effect during the 
period. The resulting gain or loss is included in the statement of operations.  



   

Page 9 of 19

 
TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006   

j) Financial instruments 

  

The Company's financial instruments include cash and cash equivalents, accounts 
receivable, loan receivable, investment in Brazauro Resources Corporation ( Brazauro ),  and 
accounts payable and accrued liabilities. The fair value of these financial instruments 
approximates carrying value.    

k) Basic and diluted loss per share 

  

The Company uses the treasury stock method to determine the dilutive effect of the share 
purchase warrants and the stock options. Per share amounts have been computed based on 
the weighted average number of common shares outstanding for the period presented. 
Diluted loss per share is calculated by adjusting outstanding shares to take into account the 
dilutive effect of stock options and share purchase warrants.  

l) Risks  

The exploration and development of mineral deposits involves significant financial risks. The 
success of the Company will be impacted by a number of factors including financing, 
currency, exploration and extraction risks, political uncertainty, regulatory issues and 
environmental and other regulations. The Company's mining obligations are denominated in 
US dollars.  

The share price of the Brazauro shares are subject to volatility. There can be no assurance 
that an active trading market for the Brazauro shares is sustainable. The trading price could 
be subject to wide fluctuations in response to factors beyond the Company's control 
including, quarterly variation's in Brazauro's results of operations, changes in earnings, 
estimates by analysts, conditions in the industry and general market or economic conditions. 
Such fluctuations could adversely affect the value of the Brazauro shares held by BrazMin.  

m) Share issue costs 

  

Share issue costs are charged directly to deficit.  

n) Revenue recognition 

  

Revenue comprises interest income and is recognized when earned.  

3. Adoption of new accounting recommendations  

Financial instruments 
Effective January 1, 2007, the Company adopted CICA Handbook Section 1530, Comprehensive 
Income, CICA Handbook Section 3855 ("Section 3855"), Financial Instruments Recognition and 
Measurement, and CICA Handbook Section 3865, Hedges. These new standards contain 
comprehensive requirements for the recognition and measurement of financial instruments, the 
treatment of financing costs and the application of hedge accounting. CICA Handbook Section 
1530 also introduces a new component of equity referred to as comprehensive income. The 
adoption of the new standards had no impact on the consolidated financial statements as at 
January 1, 2007.  
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.) 
Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006  

 
4. Loan Receivable 

In connection with a possible acquisition by the Company of certain mineral exploration 
properties, the Company advanced a short-term loan, in the second quarter, US$1.589 million 
(the Loan ) on an interest-free basis for a period of 90 days ( this could be increased to 120 days 
if certain conditions are met) to an arm s length corporation owned by two individuals who 
indirectly hold interests in such properties. The Loan is secured by the personal guarantees of 
such individuals and a pledge of all of the outstanding shares of the borrower. As well, in the 
event that the Loan is not repaid when due, the Company will have the right to acquire certain 
direct or indirect interests in the properties.    

5. Equipment  
June 30, 

2007

    

December 31, 
2006

    

Cost  $97,832

   

$92,866

 

Accumulated Amortization 14,225

  

                    10,225

 

Net Book Value $83,607

  

                  $82,641

  

6. Mineral properties and deferred expenditures  
The properties on which the Company's subsidiaries carry out exploration and development 
activities are located in Brazil. The mineral properties and deferred exploration expenditures are 
comprised as follows:  

Name of Project

       

BRML

   

June 30, 
2007

   

  Addition 
(disposal)  

 

December 31, 
2006

   

São Jorge 

  

   

 

$5,316,250

   

$201,336

   

$5,114,914

  

BRAZMIN LTDA

      

Água Branca  

  

1,158,884

 

265,100

 

893,784

 

Campo Grande  

  

728,814

 

368,992

 

359,822

 

Tartarugalzinho 

  

646,478

 

62,688

 

583,790

 

Other 

  

683,281

 

208,913

 

474,368

  

EIMB

      

Tocantinzinho  

    

-

   

(744,214)

   

744,214

     

$8,533,707

  

$362,815

  

$8,170,892
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.) 
Notes to the Unaudited Consolidated Financial Statements 
For the three month and six months ended June 31, 2007 and 2006  

 
a) São Jorge project -  

On July 16, 2004 the Company entered into an agreement whereby BRM acquired a 100% 
interest in São Jorge exploration license and mineral rights located in Pará State, Brazil, within 
the Tapajós Gold District, from Centaurus Brazil. The license has an initial term of three years 
from the date of publication of the license on March 2, 2003. An application for the extension of  
the license for a second term of three years was submitted to the Departamento Nacional de 
Producao Mineral ("DNPM") in December 2005.   

On April 22, 2005 the Company entered into an agreement with Jaguar Resources B Ltda 
whereby Talon acquired a 100% interest in three adjacent claims in the São Jorge area. On May 
13, 2005 an agreement was made with Tapajós Minerãçao and a Mr. Pacheco whereby Talon 
acquired a 100% interest in certain adjacent claims within the São Jorge area. One of the 
vendors of the latter claims is entitled to receive a bonus at the time the project reaches 
development stage. The bonus amount corresponds to 1% of the proven minable reserves as 
demonstrated by a feasibility study relating to the São Jorge area. This study should be prepared 
in accordance with internationally accepted practices and be compliant with NI 43-101. This 1% 
bonus is purchasable by the Company on or before September 30, 2006 for an amount of 
US$2,500,000. Talon has elected not to exercise the purchase of this bonus. In addition, cash 
option payments totaling US$400,000 were payable, all of which have been made. One of the 
newly acquired properties has a residual royalty amounting to 2% of gross proceeds from any 
mining operation, 1.5% of which is purchasable at any time for US$1,500,000. The total area of 
Sáo Jorge including all the above is 57,420 hectares.  

b) Água Branca Project -  

On July 16, 2004 the Company acquired through BRAZMIN LTDA, a 100% interest in the 
underlying mineral rights of Água Branca, a 9,356 hectare property, located in Pará State, Brazil 
within the Tapajós Gold District, from an independent vendor and Centaurus Brazil. An 
application to transfer these rights from the vendor to BRAZMIN LTDA, and to convert them into 
exploration licenses, has been submitted to the DNPM. Talon has received notification from the 
DNPM that the conversion process has been completed, and the transfer of the licenses into the 
name of BRAZMIN LTDA was published in the official Government Gazette. Eight payments 
totaling US$70,000 have already been made to the vendors. A further option payment of 
US$80,000 is due in March 2008; and a final option payment of US$150,000 is due in March 
2009. The property area is subject to a 2% net smelter return royalty, with a buy out for 
US$2,000,000.   

In September 2006, a Talon subsidiary signed option agreements to acquire a 100% interest in 
an additional 11,079 hectares from three independent vendors, each with staggered option 
payments. The total area now comprising the Água Branca property is 20,435 hectares.     

Subsequent to the second quarter of 2007, Talon signed agreements to acquire an additional 
5,123 hectares contiguous to the main Água Branca block. There is an underlying royalty of 1%, 
purchasable on this ground for US$500,000.     
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006  

 

c) Tocantinzinho Project -  

On September 13, 2006 Talon announced that an agreement had been reached whereby 
Brazauro Resources Corporation ( Brazauro ) would acquire all of Talon s interests in the 
Tocantinzinho gold project area ( Toc ) in exchange for 13,150,000 treasury shares of Brazauro. 
The agreement consolidates Talon s mineral interests with Brazauro s and extends the mineral 
land holdings of Brazauro in the area. Toc is located in the Tapajós Gold District of Brazil, 
approximately 90 kilometres northwest of São Jorge.  

In a news release dated December 4, 2006, the Company announced that the DNPM in Brazil 
had awarded title for Toc to a party related to Brazauro. As a result, on February 7, 2007, Talon 
announced that it had completed the acquisition of the 13,150,000 shares of Brazauro 
(representing 17.2% of the issued and outstanding shares of Brazauro as at August 13, 2007) in 
settlement of the sale of all of its interests in Toc.  Outside of these shares, Talon does not own 
beneficially, directly or indirectly, any shares of Brazauro.  For a limited period of time, Brazauro 
will have the right to direct the voting of the shares issued to Talon except in certain conditions.  
The acquisition by Brazauro was accomplished by the purchase of a wholly-owned subsidiary of 
Talon, EIMB, which indirectly held Talon s Toc interests. Pursuant to the acquisition agreement, 
the Company entered into a placement rights agreement with Brazauro, under which the 
Company granted Brazauro the rights to be notified by the Company of every proposed sale, 
transfer, assignment, or any other transaction which alienates the Brazauro shares. In the event 
the transaction involves 100,000 or less shares, 5 business days notice must be given. If the 
transaction involves 100,001 to 500,000 shares, fifteen days must be given, and more than 
500,000 shares, 30 days notice must be given. The placement rights agreement terminates when 
the Company ceases to own a minimum of 10% of the issued and outstanding Brazauro shares.  

The Company has designated its holdings in Brazauro as held for trading and will continue to 
review this position on a regular basis, with a view to maximizing shareholder value. As Toc is 
now owned and operated by Brazauro, no further expenditures are contemplated by Talon for this 
property.  

d)  Campo Grande Project 

   

The Campo Grande project is located in the Iron Quadrangle gold camp, approximately 100 km 
west of Belo Horizonte, the capital of Minas Gerais State, Brazil. This project consists of three 
exploration licences covering 2,611 hectares, which are owned 100% by Talon subsidiaries. A net 
smelter royalty of 1.5% is held by a third party on one of the three licenses.           
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TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.) 
Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006  

  
e) Tartarugalzinho ( Little Turtle ) Project 

  

During 2005 the Company acquired a 100% interest in the 9,602 hectare Tartarugalzinho 
property, located along the paved highway north from Macapá, capital of Amapá State, Brazil. 
Annual payments amounting to US$100,000 (paid semi-annually in instalments of $50,000) will 
be made until the commencement of mine production. The property is subject to a 1.2% NSR 
royalty, with a buyout option in the Company's favour of US$1 million. In the 1980's, a major 
mining Company did extensive work in the area, including some 88 diamond drill holes. During 
2005, the Company performed surface work on the property and completed a 1,504 metre 
diamond drilling program consisting of 13 holes. The cost of the drilling program and related 
expenses to date, amounted to $646,478. Gold assay results from all the holes have been 
received and published. They generally confirm the results obtained during the 1980's by a 
previous operator. During the six month period under review, the Company spent a total of 
$62,688 at Little Turtle.    

As previously stated, the Company s intention has been to farm out Little Turtle. Subsequent to 
the second quarter of 2007, the Company entered into an agreement to assign its option to 
acquire a 100% interest in this project to a third party. Under the terms of the agreement Talon 
will receive cash and shares from the third party who is currently preparing for an Initial Public 
Offering (IPO). The third party has already paid Talon an initial non-refundable payment of 
US$50,000 and a further US$50,000 has been paid to the underlying vendor via a non-arm s 
length party to cover the June 2007 property payment. Completion of this transaction is 
contingent upon factors outside the control of the Company including the successful IPO of the 
third party company s shares on a foreign stock exchange.  

f) Other Properties  

The Company owns or has interests in several other mineral properties in Brazil. Preliminary 
exploration programs were commenced on the recently acquired Terra Nova and Batistão 
properties in Mato Grosso state.  Surface sampling and geological mapping was conducted on 
the Rio Maria property in Pará state.  

The Serrita and Serrita Norte Project are two adjoining parcels located in Pernambuco State, 
Brazil (together the "Serrita Project"). BRAZMIN LTDA currently owns a 65% interest in the 
Serrita Project. On February 8, 2006, the Company entered into an option agreement with Troy 
Resources NL of Australia ("Troy"). Pursuant to the agreement, Troy has the right to acquire up to 
a 75% interest in the Serrita Project by spending US$700,000 over 4 years and making certain 
cash payments to the Company and its partners. Should Troy earn its 75% interest, the Company 
may retain a 16% interest or elect to convert to a net smelter royalty.  

During the six months ended June 30, 2007 an amount of $208,913 was expended on these 
properties, primarily related to property maintenance and acquisition costs.   

7. Investment in Brazauro Resources Corporation  

The Company holds 13,150,000 shares in Brazauro which have been recorded at the closing bid 
price of its shares as of June 30, 2007. An unrealized loss in the amount of $657,500 (based on a 
decrease in the closing bid price of $0.05), has been recognized in net income for the three 
months ended June 30, 2007.  



   

Page 14 of 19

 
TALON METALS CORP. 
(FORMERLY BRAZMIN CORP.)  

Notes to the Unaudited Consolidated Financial Statements 
For the three and six months ended June 30, 2007 and 2006   

 

8. Share capital and warrants  

The Company has an unlimited number of authorized voting common shares.   

Number 
of shares

 

Number of 
Warrants

 

Amount

  

Balance, December 31, 2005  20,817,074

  

4,681,671

  

$13,399,767

 

Issue of shares and warrants 5,000,000

 

2,500,000

 

10,000,000

 

Warrants expired -

 

(3,444,523)

 

(1,109,362)

 

Warrants issued to broker -

 

300,000

 

171,910

 

Warrants exercised 1,237,148

 

(1,237,148)

 

1,641,816

 

Balance, December 31, 2006 27,054,222

 

2,800,000

 

24,104,131

 

Warrants expired -

 

(300,000)

 

(171,910)

 

Balance, March 31 and June 30, 
2007 

27,054,222

 

2,500,000

 

$23,932,221

    

The fully diluted share capital of the Company is 32,088,722 common shares.  

This is made up of the shares and warrants as above as well as the options as mentioned below.   

Stock Options  

a) During the second quarter of fiscal 2007, the Company issued a total of 300,000 stock 
options to its officers. The options expire in April, 2012 and vest over a period of 18 
months, 33% vesting each 6 months from April 2007. The exercise price is $0.98 per 
share. All these options are outstanding as at June 30, 2007.  

Estimated fair value of stock options

  

The Company determined the fair value of the 300,000 stock options issued using the 
Black-Scholes option pricing model under the following assumptions:   

            Expected life 5 years

 

            Fair value ($/option) $0.76

 

            Risk-free interest rate 4.30%

 

            Volatility 102%

 

            Dividends 0%
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An amount of $57,768 was taken in the Consolidated Statement of Operations and   
Deficit and Contributed Surplus on the Consolidated Balance Sheet in this three month 
period in respect of the 300,000 options based on the service term. A remaining amount 
of $169,101 will be taken to these accounts over the remaining service term.  

b) During the last quarter of fiscal 2006, the Company issued a total of 200,000 stock 
options to its directors. The options expire in December, 2011 and are exercisable at any 
time. The exercise price is $1 per share. All these options are outstanding as at June 30, 
2007.  

Estimated fair value of stock options

  

The Company determined the fair value of the 200,000 stock options issued using the 
Black-Scholes option pricing model under the following assumptions:   

             Expected life 5 years

 

             Fair value ($/option) $0.73

 

             Risk-free interest rate 3.80%

 

             Volatility 93%

 

             Dividends 0%

  

Since all of these options vested last year, $146,218 was included last year in the 
Consolidated Statement of Operations and Deficit and Contributed Surplus on the 
Consolidated Balance Sheet.                                                                                                                                                     

  

c) During the second quarter of fiscal 2006, the Company issued a total of 437,500 stock 
options to its directors, officers and consultants. The options expire on May 31, 2011 and 
are exercisable at any time, except for 50,000 options which vest over a period of 18 
months. The exercise price is $2 per share. All these options are outstanding as at June 
30, 2007.   

Estimated fair value of stock options

  

The Company determined the fair value of the 437,500 stock options issued using the 
Black-Scholes option pricing model under the following assumptions:   

             Expected life 5 years

 

             Fair value ($/option) $1.25

 

             Risk-free interest rate 4.30%

 

             Volatility 72%

 

             Dividends 0%
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Based on the 404,170 options which vested last year, $505,200 was included last year in 
the Consolidated Statement of Operations and Deficit and Contributed Surplus on the 
Consolidated Balance Sheet. A further $20,837 was included in the Consolidated 
Statement of Operations and Deficit and Contributed Surplus in respect of the 16,665 
options that vested during the current period. A further $20,837 will be included in the 
Consolidated Statement of Operations and Deficit and Contributed Surplus in respect of 
the remaining 16,665 options over their remaining vesting period, which is this year.                                                

  

A total of 98,000 of these options and 120,000 of previously issued options were 
cancelled during the period. A reversal of $184,108 was taken to the Consolidated 
Statement of Operations and Deficit and Contributed Surplus on the Consolidated 
Balance Sheet in respect of these cancelled options.   

A summary of options outstanding as at June 30, 2007 and 2006 and changes during the periods 
ended on those dates is presented below:    

                  2007                          2006  

Options   

Weighted 
Average  
Exercise Price       Options   

Weighted 
Average 
Exercise Price 

        

Outstanding  beg. of period 2,452,500  $1.36 

  

1,815,000  $1.25 

Granted 300,000  0.98  437,500  2.00 

Cancelled (120,000)  1.25  -  - 

Cancelled   (98,000)  2.00  -  -  

2,534,500  $1.30  2,252,500  $1.40 

 

Exercisable  end of period 2,217,835   $1.34   2,202,500   $1.38 
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Warrants  

On February 10, 2006, the Company issued 5,000,000 units at $2 per unit by way of  private 
placement. Each unit consists of one common share and one-half of one common share 
purchase warrant. Each full warrant entitles the holder to purchase one common share of the 
Company at a price of $2.75 until February 10, 2008. Warrants were also issued to the private 
placement brokers at a rate of 6% of the total number of units issued ("Compensation Warrants"). 
These warrants were exercisable within 12 months at a price of $2.13, or an amount agreed by 
the Toronto Stock Exchange. These warrants expired on February 10, 2007.  

Estimated fair value of warrants  

The Company determined the value of $171,910 for the February 10, 2006 warrants issued to the 
brokers using the Black-Scholes option pricing model under the following assumptions:  

Fair value ($/option) $0.57

 

Risk-free interest rate 3.90%

 

Expected life (years) 1

 

Volatility 67%

 

Dividends 0%

  

These 300,000 warrants had an expiry date of February 10, 2007 and upon expiry, the amount of 
$171,910 was transferred to Contributed Surplus.   

There are also 2,500,000 warrants outstanding with an expiry date of February 10, 2008 
exercisable at $2.75 each.  

Contributed Surplus  

A summary of contributed surplus is as follows:     

 

Balance  December 31, 2005 $931,827

 

Options granted in 2006 651,462

 

Warrants expired unexercised in 2006 1,109,363

 

Balance  December 31, 2006 2,692,652

 

Warrants expired unexercised in 2007 171,910

 

Balance  March 31, 2007 2,864,562

 

Options cancelled in 2007 
Options vested in 2007 

(184,108) 
78,605 

 

Balance 

 

June 30, 2007 $2,759,059
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9. Earnings/(loss) per share  

The following table sets forth the computing of 
basic and diluted earnings/(loss) per share:  

Three months 
ended  

June 30, 
 2007   

Three months 
ended 

June 30, 
2006   

Six 
months 
ended  

June 30, 
2007   

Six months 
ended  

June 30, 
2006  

Numerator for basic and diluted earnings/(loss) 
per share available to common shareholders  

$(978,845)   $(858,970)   $8,467,901   $(968,563) 

         

Denominator for basic earnings/(loss) per share     

  

         
     27,054,222      26,729,104    27,054,222   25,175,047 

Share Purchase Options 
             

                  -    -   42,593   - 

Warrants 
           

                  -    

   

-   -   - 

Denominator for diluted earnings/(loss) per share  
                   

27,054,222    26,729,104    27,096,815      25,175,047 

        

Basic earnings/(loss) per share         $(0.04)  $(0.03)  $0.31    $(0.04) 

Diluted earnings/(loss) per share          $(0.04)   $(0.03)   $0.31   $(0.04)  

10. Income taxes  

Since the Company is incorporated under the International Companies Business Act, it is exempt 
from tax in the British Virgin Islands. The Brazilian subsidiaries have loss carry forwards of 
$299,613 which are available to shelter future taxable income. These losses have no expiry date 
but can only be offset against taxable income to the extent of 30% in any given year.    

The Company has taken a full valuation allowance against the future tax asset relating to these 
losses, and accordingly, no future income tax asset has been recognized in these financial 
statements.  

The difference between the expected tax recovery at statutory rates and the actual tax recovery 
of $nil, is due to the tax effect of losses not booked, and the exempt status.            
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11. Related party transactions and balances  

On August 1, 2004, the Company entered into an administrative service agreement (the 
Agreement ) with Tau Capital Corp. ( Tau ).  The controlling shareholder of Tau is a 6% 

shareholder of the Company. The Agreement has an initial term of three years, terminating on 
July 31, 2007, subject to further renewal by the parties to the agreement. The terms of the 
Agreement require the Company to pay Tau a monthly service fee of $22,500. For the three 
months ended June 30, 2007 fees paid to Tau for these services were $67,500 (2006: $67,500). 
For the six months ended June 30, 2007 Tau fees paid were $135,000 (2006:$135,000).  

Consulting fees paid to officers of the Company for the three months ended June 30, 2007 were 
$40,000(2006:$73,362). For the six months ended June 30, 2007, these amounts were $97,101 
(2006:$133,126).  

Accounts receivable and other assets include $22,500 paid to Tau for management fees for July 
2007 (July 2006: $22,500).  

These transactions were in the normal course of operations and were measured at the exchange 
amount, which is the amount of consideration established and agreed to by the related parties.  

12. Geographic information  

Revenue of the Company is attributable to the British Virgin Islands. All of the Company's 
equipment and mining properties are located in Brazil.       


