Consolidated Financial Statements

Ten Months Ended December 31, 2005
and
Years Ended February 28, 2005 and February 29, 2004

LETTER TO SHAREHOLDERS
Bradford Cooke, Chairman and CEO of Endeavour Silver Corp. (“Endeavour”), provides shareholders with the
following annual overview of Endeavour.
In 2005, its first year of operations, the Guanacevi Project in Durango, Mexico, produced 948,323 oz silver and
2,332 oz gold or 1,088,543 oz silver equivalents (at a 60 silver: 1 gold equivalence ratio). The Guanacevi plant
processed 102,617 dry tonnes grading 385 gpt Ag and 0.88 gpt Au or 438 gpt Ag eq. (12.8 oz. per ton) in 2005.
Metal recoveries averaged 74.7% silver and 80.5% gold.
About 75% of the tonnage was produced from the new North Porvenir mine on the Santa Cruz property at an
average grade of 473 gpt Ag and 0.97 gpt Au or 531 gpt Ag eq. (15.5 oz. per ton), including development muck.
The remaining production came from plant tailings, mine dumps and low grade toll milling ores that averaged 121
gpt Ag and 0.62 gpt Au or 158 gpt Ag eq. (4.6 oz. per ton), whenever there was plant capacity available due to
accelerated mine development.
Endeavour optioned the Santa Cruz mine properties and the Guanacevi process plant in May 2004 and within the
next six months, the Company successfully discovered, drilled, and developed the new North Porvenir mine into
production. Although Endeavour did not take over as Project Operator until January 28, 2005 and its year-end was
February 28, 2005, it did participate for 25% of net cash-flow in January 2005, as per the option agreement, so the
calendar period 2005 is relevant for comparison purposes.
Endeavour enjoyed tremendous growth of the operations under option in 2005, as exemplified by production of
383,087 oz silver and 982 oz gold or 441,983 oz Ag eq. in the revised third quarter (four month period ended
December 31, 2005), approximately triple the production rate of the project vendors in prior years. December 2005
set a monthly production record of 118,039 oz silver and 296 oz gold or 135,804 Ag eq., notwithstanding the
Christmas break.
The near tripling of resources and production last year was the result of many small achievements by the Company’s
skilled operating team based in Guanacevi and Durango, some examples of which are as follows:
Safety: Instituted weekly safety meetings for all employees and contractors on site
Environmental: Instituted a re-forestation program and planted 6,000 seedlings
Exploration: Drilled 78 holes totalling 18,700 m of core
North Porvenir Mine: Drove 2,780 m of new ramps, sills, raises, accesses
Santa Cruz Mine: Drove 250 m of cross-cuts and cut 6 drill stations on #13 level
Plant: Repaired one cone crusher and two ball mills
Contractors: Four drilling contractors brought in 5 diamond drill rigs to work on the project
Housing: Refurbished 6 houses/offices and central bunkhouse in Guanacevi
Community: Renewed the land use agreement with the local community
For the ten-month fiscal period from March 1 to December 31, 2005, the Guanacevi Project produced 799,269 oz.
silver and 2,160 oz gold or 928,869 oz silver equivalents.
Although the Guanacevi Project generated significant operating cash-flows for the ten month period ended
December 31, 2005, these were not consolidated at year-end due to Endeavour fully vesting its 51% interest after
year-end. Cash operating costs averaged US$5.07 per oz. silver net of gold credits and silver sales averaged
US$7.01 per oz. net of smelting and refining costs.
Capital investments totaled US$3.93 million for fiscal 2005 (ten months), including US$1.68 million on mine
development, US$0.05 for mill improvements and US$2.20 million on exploration. At December 31, 2005,
Endeavour had US$ 15.2 million in cash and cash equivalents.

Subsequent to December 31, 2005, Endeavour made the scheduled US$1 million cash payment on January 28, 2006
to the Guanacevi Project vendors to acquire its 51% interest. Endeavour can exercise its option to acquire the
remaining 49% interest in both the mine and the plant by paying US$1.5 million in January 2007 and US$1.5
million in January 2008. However, Endeavour controls 100% of net operating cash-flow until its capital loans are
repaid, bearing 9% interest.
On February 7, 2006, Endeavour’s common shares were listed and commenced trading on the Toronto Stock
Exchange under the symbol “EDR”. The shares were voluntarily delisted from the TSX Venture Exchange at the
close of trading on February 6, 2006.
In 2006, the Guanacevi Project is expected to produce between 2.0 and 2.2 million oz. silver and from 3,000 to
3,300 oz gold or approximately 2.2 to 2.4 oz silver equivalents, at a cash operating cost of US$4.25 to $4.75 per oz
silver. For its 2006 forecast, Endeavour is using an US$8 per oz silver price, US$480 per oz gold price, and a 60
silver: 1 gold equivalence ratio.
Capital costs to expand the mine (US$1.7 million), upgrade the plant (US$1.3 million) and advance exploration
(US$1.3 million) are budgeted at US$4.3 million in 2006. Endeavour specifically hopes these capital investments
will improve silver recoveries to more than 80% and reduce cash costs to less than US$4.25 per oz. silver by
December 31, 2006.
Because the mine and plant are now entering the next phase of capital development, production should remain
relatively flat in the 1st and 2nd quarters of 2006. However, operations should thereafter show accelerating growth
through the end of 2006. A drilling update will be available shortly and new NI 43-101 reserve and resource
estimate has been commissioned for release the first quarter of 2006.
Bradford Cooke, Chairman and CEO, stated, “Endeavour enjoyed a banner year on the Guanacevi Project in 2005.
By aggressively investing in exploration drilling and mine development, we effectively doubled the historic silver
resources and tripled the historic production rate. Now we can rely on healthy positive cash-flows to fund the next
phase of capital investment, expanded resources and reserves and a further doubling of silver production. The
coming year looks to be even more rewarding for shareholders as the silver price continues to escalate.”
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AUDITORS’ REPORT TO THE SHAREHOLDERS

We have audited the consolidated balance sheets of Endeavour Silver Corp. as at December 31, 2005 and February
28, 2005 and the consolidated statements of operations and deficit and cash flows for the ten month period ended
December 31, 2005 and the years ended February 28, 2005 and February 29, 2004. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of
the Company as at December 31, 2005 and February 28, 2005 and the results of its operations and its cash flows for
the ten month period ended December 31, 2005 and the years ended February 28, 2005 and February 29, 2004 in
accordance with Canadian generally accepted accounting principles.

KPMG LLP

(signed)

Chartered Accountants
Vancouver, Canada
April 21, 2006, except for Note 5(b)(iv) which is as of April 24, 2006

KPMG LLP, a Canadian owned limited liability partnership established under the laws of Ontario, is the Canadian
member firm of KPMG International, a Swiss nonoperating association.

ENDEAVOUR SILVER CORP.
CONSOLIDATED BALANCE SHEETS
(expressed in thousands of Canadian dollars)

December 31,
2005

Notes

February 28,
2005

ASSETS
CURRENT
Cash and cash equivalents
Receivables and prepaids

4

NON-CURRENT
Due from related parties
Buildings and equipment
Mineral properties

4 and 7(b)
3
4

$

18,561
1,739
20,300

$

5,688
287
4,125
10,100

4,958
714
5,672

365
102
5,107
5,574

$

30,400

$

11,246

$

1,343

$

412

LIABILITIES
CURRENT
Accounts payable and accrued liabilities

SHAREHOLDERS' EQUITY
Share capital
Contributed surplus
Deficit

39,706
2,558
(13,207)
29,057

5(a)
5(c)

$
Nature of operations
Commitments and contingencies
Subsequent events

30,400

16,708
1,664
(7,538)
10,834
$

11,246

1
4
4(a) and (b), and 5

Refer to the accompanying notes to the consolidated financial statements.

Approved on behalf of the Board

/s/

Bradford Cooke

Director

Endeavour Silver Corp.

/s/

Godfrey Walton

Director
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ENDEAVOUR SILVER CORP.
CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT
(expressed in thousands of Canadian dollars, except per share amounts)

Notes

EXPENSES
Accounting and legal
Amortization
Corporate development
Employees and directors remuneration
Financing
Foreign exchange
Management and consulting
Office and sundry
Regulatory
Shareholder relations
Stock-based compensation
Travel

Ten Months Ended
December 31,
2005

$

7(c)

5(d)

Loss before the undernoted
Loss from option interests in mineral properties
Royalty income, net
Interest income
Write-off of mineral properties

4(b)
4(a)
4

LOSS FOR THE PERIOD
Deficit, beginning of the period

269
20
97
623
415
412
354
78
588
1,372
227

Year Ended
February 28,
February 29,
2005
2004

$

253
5
303
309
(75)
149
97
28
199
1,499
82

$

42
311
2
3
43
29
20
63
211
4

(4,455)

(2,849)

(728)

(1,353)
139
-

222
105
(43)

(51)

(5,669)
(7,538)

(2,565)
(4,973)

(779)
(4,194)

DEFICIT, END OF PERIOD

$

(13,207)

$

(7,538)

$

(4,973)

Basic and diluted loss per share

$

(0.23)

$

(0.15)

$

(0.11)

Weighted average number of shares outstanding

24,518,980

17,664,000

6,994,323

Refer to the accompanying notes to the consolidated financial statements.
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ENDEAVOUR SILVER CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(expressed in thousands of Canadian dollars)

Ten Months Ended
December 31,
2005

Year Ended
February 28,
February 29,
2005
2004

CASH PROVIDED FROM (USED FOR):
OPERATIONS
Loss for the period
Items not affecting cash:
Amortization
Stock-based compensation
Write-off of mineral properties

$

Net changes in non-cash working capital items:
Receivables and prepaids
Accounts payable and accrued liabilities

FINANCING
Issuance of common shares, net of issue costs
Loans payable

INVESTMENTS
Acquisition of buildings and equipment
Acquisition and exploration of mineral properties
Due from related party (Note 7)
Advance for acquisition

INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD

$

(5,669)

$

(2,565)

$

20
1,372
(4,277)

5
1,499
43
(1,018)

211
51
(517)

(1,025)
931

(658)
356

(49)
25

(4,371)

(1,320)

(541)

20,529
-

11,210
-

1,098
(26)

20,529

11,210

1,072

(101)
(605)
(1,849)
-

(110)
(4,985)
(380)
-

(20)
14
(133)

(2,555)

(5,475)

(139)

13,603

4,415

392

4,958

543

151

18,561

$

4,958

$

Supplemental disclosure with respect to cash flows (Note 6)

Refer to the accompanying notes to the consolidated financial statements.
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
Ten Months Ended December 31, 2005, and Years Ended February 28, 2005 and February 29, 2004
(tabular dollar amounts expressed in thousands of Canadian dollars, unless otherwise stated, except per share amounts)

1.

NATURE OF OPERATIONS
Endeavour Silver Corp. (the “Company”) was incorporated under the laws of the Province of British Columbia on
March 11, 1981 and its principal business activities are the acquisition, exploration and development of mineral
properties.
In March 2005, the Company changed its fiscal year-end from February 28 to December 31. During the transition year,
the Company’s financial position is as at December 31, 2005 and the results of its operations and its cash flows are for
the period from March 1, 2005 to December 31, 2005.
The Company has acquired interests in mineral properties and has not yet determined whether these properties contain
ore reserves that are economically recoverable. The recoverability of amounts capitalized for mineral properties is
dependent upon the existence of economically recoverable reserves in its mineral properties, the ability of the Company
to arrange appropriate financing to complete the development of its properties, confirmation of the Company’s interest
in the underlying properties, the receipt of necessary permitting and upon future profitable production or proceeds from
the disposition of these interests.
These financial statements have been prepared on a going concern basis, which assumes the realization of assets and
liquidation of liabilities in the normal course of business. The Company has incurred significant operating losses to
date. At December 31, 2005, the Company had working capital of $18,957,000, which is expected to be sufficient to
fund its operations in the next fiscal year. Management recognizes that the Company may need to generate additional
financial resources in order to meet its planned business objectives. The Company has financed its activities
principally by the sale of equity securities (Note 5(b)(iv)). The Company’s ability to continue as a going concern may
be dependent on the continued financial support from its shareholders and other related parties, the ability of the
Company to raise equity financing, and the attainment of profitable operations. However, there can be no assurances
that the Company will continue to obtain adequate additional financing and/or achieve profitability or positive cash
flows. Furthermore, failure to continue as a going concern would require that the Company’s assets and liabilities be
restated on a liquidation basis which would differ significantly from the going concern basis.

2.

SIGNIFICANT ACCOUNTING POLICIES

(a)

Basis of presentation
These financial statements have been prepared in accordance with Canadian generally accepted accounting principles.
These consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All
significant intercompany transactions and balances have been eliminated.

(b)

Cash and cash equivalents
Cash and cash equivalents consist of deposits in banks and highly liquid investments with an original maturity of ninety
days or less.

(c)

Buildings and equipment
Buildings and equipment are recorded at cost and are amortized using the straight-line method at rates varying from 5%
to 30% annually.

(d)

Mineral properties
Amounts shown as mineral properties have been capitalized on an area of interest basis and include direct costs of
acquiring, maintaining and exploring properties, the costs of structures and equipment which are employed directly in
the exploration process and other direct costs related to specific properties. All other costs, including administrative
overhead, are expensed as incurred.

Endeavour Silver Corp.
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
Ten Months Ended December 31, 2005, and Years Ended February 28, 2005 and February 29, 2004
(tabular dollar amounts expressed in thousands of Canadian dollars, unless otherwise stated, except per share amounts)

2.

SIGNIFICANT ACCOUNTING POLICIES

(d)

Mineral properties

(continued)

(continued)

Management periodically reviews the carrying value of its mineral properties with internal and external mining related
professionals. A decision to abandon, reduce or expand a specific project is based upon many factors including general
and specific assessments of reserves, anticipated future prices, anticipated future costs of exploring, developing and
operating a producing mine, expiration term and ongoing expense of maintaining leased mineral properties and the
general likelihood that the Company will continue exploration. The Company does not set a pre-determined holding
period for properties with unproven reserves. However, properties which have not demonstrated suitable mineral
concentrations at the conclusion of each phase of an exploration program are re-evaluated to determine if future
exploration is warranted and their carrying values are appropriate.
If any area of interest is abandoned or it is determined that its carrying value cannot be supported by future production
or sale, the related costs are charged against operations in the period of abandonment or determination that the carrying
value exceeds its fair value. The amounts recorded as mineral properties represent costs incurred to date and do not
necessarily reflect present or future values.
The accumulated costs of mineral properties that are developed to the stage of commercial production will be
amortized using the units of production basis.
(e)

Share capital
Common shares issued for consideration other than cash are valued based on their market value over a reasonable
period before and after the date of the agreement to issue shares was reached and announced.

(f)

Stock-based compensation
The Company has a share option plan which is described in Note 5(d). The Company records all stock-based
compensation for options using the fair value method. Under the fair value method, stock-based payments are
measured at the fair value of the consideration received or the fair value of the equity instruments issued or liabilities
incurred, whichever is more reliably measurable, and are charged to operations over the vesting period. The offset is
credited to contributed surplus. Consideration received on the exercise of stock options is recorded as share capital and
the related contributed surplus is transferred to share capital.

(g)

Income taxes
The Company follows the asset and liability method of accounting for income taxes. Under this method, 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, and losses carried forward.
Future tax assets and liabilities are measured using substantively enacted or enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
future tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
substantive enactment date. Future tax assets are recognized to the extent that they are considered more likely than not
to be realized. The valuation of future income tax assets is adjusted, if necessary, by the use of a valuation allowance
to reflect the estimated realizable amount.

Endeavour Silver Corp.
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
Ten Months Ended December 31, 2005, and Years Ended February 28, 2005 and February 29, 2004
(tabular dollar amounts expressed in thousands of Canadian dollars, unless otherwise stated, except per share amounts)

2.

SIGNIFICANT ACCOUNTING POLICIES

(h)

Asset retirement obligations

(continued)

During the year ended February 28, 2005, the Company adopted the Canadian Institute of Chartered Accountants
(“CICA”) Handbook Section 3110 “Asset Retirement Obligations” (“HB 3110”). This new standard recognizes
statutory, contractual or other legal obligations related to the retirement of tangible long-lived assets when such
obligations are incurred, if a reasonable estimate of fair value can be made. These obligations are measured initially at
fair value and the resulting costs capitalized to the carrying value of the related asset. In subsequent periods, the
liability is adjusted for any changes in the amount or timing and for the accretion of discounted underlying future cash
flows. The capitalized asset retirement cost is amortized to operations over the life of the asset.
Prior to the adoption of HB 3110, the Company had accounted for reclamation and closure costs by accruing an amount
associated with the retirement of tangible long-lived assets as a charge to operations over the life of the asset. The
Company adopted HB 3110 retroactively with a restatement of prior periods presented. However, the adoption of HB
3110 resulted in no changes to amounts previously presented.
(i)

Loss per share
Basic loss per share is computed by dividing the loss available to common shareholders by the weighted average
number of shares outstanding during the period. For all periods presented, loss available to common shareholders
equals the reported loss. The Company uses the treasury stock method for calculating diluted earnings per share.
Under the treasury stock method, the weighted average number of common shares outstanding used for the calculation
of diluted earnings per share assumes that the proceeds to be received on the exercise of dilutive share options and
warrants are used to repurchase common shares at the average market price during the year. In the Company’s case,
diluted loss per share presented is the same as basic loss per share as the effect of outstanding options and warrants in
the loss per share calculation would be anti-dilutive.

(j)

Foreign currency translation
The Company uses the Canadian dollar as its reporting currency, and accounts denominated in currencies other than the
Canadian dollar have been translated as follows:
Revenue and expense items at the rate of exchange in effect on the transaction date;
Non-monetary assets and liabilities at historical exchange rates, unless such items are carried at market, in
which case they are translated at the exchange rate in effect on the balance sheet date; and
Monetary assets and liabilities at the exchange rate at the balance sheet date.
Exchange gains and losses are recorded in the statement of operations in the period in which they occur.

(k)

Use of estimates
The preparation of financial statements requires management to make estimates 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. Significant areas requiring the use of
management estimates relate to impairment of mineral properties, determination of asset retirement obligations,
valuation allowances for future income tax assets, and assumptions used in determining the fair value of non-cash
stock-based compensation. Actual results could differ from those estimates.

Endeavour Silver Corp.
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
Ten Months Ended December 31, 2005, and Years Ended February 28, 2005 and February 29, 2004
(tabular dollar amounts expressed in thousands of Canadian dollars, unless otherwise stated, except per share amounts)

2.

SIGNIFICANT ACCOUNTING POLICIES

(l)

Fair value of financial instruments

(continued)

The fair values of the Company’s cash and cash equivalents, receivables, and accounts payable and accrued liabilities
approximate their carrying values due to their short terms to maturity. It is not practicable to determine the fair values
of amounts due from related parties due to their related party nature and the absence of a secondary market for such
instruments.
(m)

Variable interest entities
Effective March 1, 2005, the Company adopted the Canadian Institute of Chartered Accountants Accounting Guideline
15, "Consolidation of Variable Interest Entities" ("AcG15") on a prospective basis. AcG15 prescribes the application
of consolidation principles for entities that meet the definition of a variable interest entity (“VIE”). An enterprise
holding other than a voting interest in a VIE could, subject to certain conditions, be required to consolidate the VIE if it
is considered its primary beneficiary whereby it would absorb the majority of the VIE’s expected losses, receive the
majority of its expected residual returns, or both. The adoption of this new standard had no effect on the consolidated
financial statements as the Company does not have any VIE’s.

(n)

Comparative figures
Certain of the prior periods’ comparative figures have been reclassified to conform to the presentation adopted in the
current year.

3.

BUILDINGS AND EQUIPMENT

Cost
Buildings
Machinery and equipment
Transportation and vehicles
Office equipment

$

$

Endeavour Silver Corp.

24
134
131
25
314

December 31, 2005
Accumulated
amortization
$
1
6
17
3
$
27

Net book
value
$
23
128
114
22
$
287

Cost
$

$

24
12
66
7
109

February 28, 2005
Accumulated
amortization
$
7
$
7

Net book
value
$
24
12
59
7
$
102
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
Ten Months Ended December 31, 2005, and Years Ended February 28, 2005 and February 29, 2004
(tabular dollar amounts expressed in thousands of Canadian dollars, unless otherwise stated, except per share amounts)

4.

MINERAL PROPERTIES
The Company’s mineral properties are comprised of properties located in Mexico. Expenditures incurred on mineral
properties during the periods ended December 31, 2005, February 28, 2005 and February 29, 2004 are as follows:

Santa Cruz
(Mexico)
Balance, February 28, 2003

$

El Taco
(Mexico)
-

$

Otish
Mountain
(Canada)

San Jose
(Mexico)
-

$

-

$

Total

51

$

51

Additions during the year:
Acquisition costs
Exploration costs:
Assays and surveys

-

15

-

-

15

-

6

8

-

14

Mineral properties written-off

-

-

-

Balance, February 29, 2004

-

21

8

-

29

3,865

-

13

-

3,878

52
619
271
230
18
52

-

1
-

-

53
619
271
230
18
52

(22)

-

(43)

Additions during the year:
Acquisition costs
Exploration costs:
Assays and surveys
Drilling
Field supplies
Geologists and consultants
Repair, maintenance and sundry
Transportation
Mineral properties written-off

-

Balance, February 28, 2005
Additions during the period:
Acquisition costs
Exploration costs:
Assays and surveys
Drilling
Field supplies
Geologists and consultants
Roads and drill pads
Mineral properties allocated to option interests
Balance, December 31, 2005

(21)

(51)

5,107

-

-

-

5,107

1,948

-

-

-

1,948

6
493
11
4
30

-

-

-

6
493
11
4
30

-

-

-

(3,474)
$

(51)

4,125

$

-

$

-

$

-

(3,474)
$

4,125

The Company allocated approximately $3.5 million in previously incurred exploration and development costs related to
its option interest in Minera Santa Cruz to Minera Santa Cruz (Note 7(b)).

Endeavour Silver Corp.
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
Ten Months Ended December 31, 2005, and Years Ended February 28, 2005 and February 29, 2004
(tabular dollar amounts expressed in thousands of Canadian dollars, unless otherwise stated, except per share amounts)

(continued)

4.

MINERAL PROPERTIES

(a)

Guanacevi properties and plant (Durango, Mexico)
In May 2004, the Company entered into option agreements to acquire a 100% interest in the producing Santa Cruz
silver-gold mine, certain mining concessions and the Guanacevi mineral processing plant, all located in Durango,
Mexico. In February 2004, the Company advanced US$100,000 to the vendors in connection with these agreements.
The option agreement provides that the acquisition of the mine will be accomplished through the acquisition of all the
issued and outstanding shares of Minera Santa Cruz y Garibaldi S.A. de C.V. (“Minera Santa Cruz”). As at December
31, 2005, the Company made advance payments totalling $1,097,773 (US$852,143). Subsequent to December 31,
2005, the Company completed the acquisition of 51% of the outstanding shares of Minera Santa Cruz on completion of
initial payments totalling US$1,275,714. The remaining 49% of the shares of Minera Santa Cruz can be acquired by
January 28, 2008 through annual payments totalling US$1,275,716. On exercise of the option and completion of the
acquisition, it is anticipated that substantially all of the purchase price of the shares of Minera Santa Cruz will be
allocated to the mineral property.
In May 2004, the Company also entered into an option agreement to acquire mining concessions from Minera Santa
Cruz for a total cost of US$448,571. To February 28, 2005, the Company made advance payments totalling $558,548
(US$428,571), and during the period ended December 31, 2005, a further advance payment of US$5,000 was made.
The Company acquired a 51% beneficial ownership interest in the mining concessions on January 28, 2006 on
completion of initial payments totalling US$438,571. The remaining 49% beneficial ownership interest in the mining
concessions can be acquired by January 28, 2008 through annual payments totalling US$10,000.
Also in May 2004, the Company entered into an option agreement to acquire a processing plant from an unrelated
Mexican company for a total cost of US$4,000,000. To December 31, 2005, the Company made advance payments
totalling $2,208,429 (US$1,714,286). The Company acquired a 51% beneficial ownership interest in these assets on
January 28, 2006 on completion of initial payments totalling US$2,285,715. The remaining 49% beneficial ownership
interest in the processing plant can be acquired by January 28, 2008 through annual payments totalling US$1,714,285.
In addition to the above payments, the Company was committed to spend US$1,000,000 on exploration and
development of the Santa Cruz property on or before May 17, 2005, which commitment was met by the Company.
Pursuant to a May 2004 loan agreement, the Company agreed to loan up to US$425,000 to Minera Santa Cruz for
development of an access ramp at the Santa Cruz mine. Unpaid amounts on the loan as at January 28, 2005 bore
interest at 9%, were secured by certain mining concessions held by Minera Santa Cruz, and were to be repaid from the
proceeds of certain minerals produced. At February 28, 2005, the loan balance due from Minera Santa Cruz was
US$26,921, which included accrued interest of US$1,921, and the loan, including accrued interest, was repaid in full
during the period ended December 31, 2005. Furthermore, pursuant to the loan agreement, the Company also earned a
25% net profits royalty from ore mined by Minera Santa Cruz from the related mining concessions up to January 28,
2005.
As the above agreements were options, the Company, but not the vendors, had the right to cancel the above agreements
at any time. However, if cancellation occurred at any time before January 28, 2006, the Company would forfeit any
advance payments already made to the vendors, and would relinquish any rights to the shares of Minera Santa Cruz and
the interests in the processing plant and mining concessions. On January 28, 2006, the Company made payments
totaling US$1,000,000, thereby converting its 51% option interest into a fully vested 51% interests in Minera Santa
Cruz and in the processing plant.

Endeavour Silver Corp.
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ENDEAVOUR SILVER CORP.
Notes to the Consolidated Financial Statements
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(continued)

4.

MINERAL PROPERTIES

(a)

Guanacevi properties and plant (Durango, Mexico)

(continued)

In June 2005, the Company acquired nine silver mining properties in the Guanacevi district, Durango, Mexico, from
Industrias Peñoles S.A. de C.V. (“Peñoles”). Six of these properties form part of the producing Santa Cruz silver mine.
This transaction effectively allows the Company to acquire the outright ownership of the six mineral concessions as
well as a 4.5% net proceeds royalty from Peñoles. The Company will be required to send all mineral production from
these properties to the Peñoles smelter in Torreon, Mexico, for smelting and refining. Peñoles will retain a 3% net
proceeds royalty on future production after deduction of all shipping and smelting costs, including taxes and penalties if
any. The Company has also formed a strategic alliance with Peñoles to acquire additional mining properties in Mexico.
Peñoles has agreed to provide the Company with access to information on its portfolio of mineral concessions
throughout Mexico. On each additional Peñoles property made available to the Company to acquire, a purchase price
may be negotiated, payable in common shares of the Company. If the Company acquires additional properties from
third parties introduced by Peñoles, the Company will pay Peñoles a 5% fee on the cash purchase price, also payable in
common shares of the Company. If Peñoles acquires property from a third party introduced by the Company, Peñoles
will pay the Company a 5% fee on the cash purchase price. In compensation for the nine mining properties acquired
and certain mining equipment located thereon and the formation of the strategic alliance, the Company issued
1,000,000 units to Peñoles in July 2005; each unit consisted of one common share and one warrant to purchase an
additional common share at $2.10 until July 22, 2006 and thereafter at $2.30 until July 22, 2007 (Notes 5(a) and (e)).
The fair value of the warrants was determined to be $260,000 which was included in mineral properties; the fair value
was based on an expected stock price volatility of 54.45%, expected life of 1 year and an estimated risk-free rate of
1.28%.
In July 2005, the Company entered into an option agreement to acquire a 100% interest in two silver properties,
Porvenir Dos and La Sultana, in the Guanacevi District, Durango, Mexico, for payments totalling US$137,500 of
which US$37,500 was paid during the period ended December 31, 2005, and the balance of US$100,000 is payable on
December 30, 2006.
In August 2005, the Company entered into an option agreement to acquire a 100% interest in four silver properties, La
Prieta, El Aguaje de Arriba, Ampliacion El Aguaje de Arriba and La Plata, in the Guanacevi District, Durango,
Mexico, for US$100,000 of which US$15,000 had been paid during the period ended December 31, 2005 and
US$15,000 was paid subsequent to December 31, 2005 and the balance of US$70,000 is payable on August 5, 2007.
In October 2005, the Company acquired a mining lease from Minera Tayahua, S.A. de C.V., on the El Porvenir
property, Guanacevi district, Durango, Mexico. Under the lease agreement, the Company holds the exclusive right to
mine the El Porvenir property for a 5-year period, which can be extended for another 5 years, by mutual agreement.
The Company has agreed to mine El Porvenir at the rate of between 9,000 tonnes and 27,000 tonnes per quarter and to
pay a 3% net smelter royalty from production. To maintain its rights, the Company must spend at least US$100,000
each quarter on all exploration, development and mining costs, and also must spend a further US$500,000 on
exploration and exploitation costs by October 11, 2006.
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(continued)

4.

MINERAL PROPERTIES

(b)

Income (loss) from option interests in Mexican operations
Revenues from the Company’s option interests in Minera Santa Cruz and the processing plant are recognized when the
price is determinable, metal products are delivered to the buyers (or in the case of ore processing when such services
are rendered), title and risk of ownership have transferred to the buyers, and collectability is reasonably assured.
For the period ended December 31, 2005, losses from Mexican operations from the Company’s 51% option interests
are pursuant to the agreements executed in May 2004 whereby the Company has a 51% interest in any profits or losses
and are determined as follows:

Minera
Santa Cruz
Revenues from operations
Costs of operations *

$

Loss before allocation
Allocation to Mexican interests in operations
Loss from 51% option interests

*

(c)

$

5,798
(8,229)

Processing
Plant
$

2,463
(2,930)

(2,431)

(467)

1,316

229

(1,115)

$

Total

(238)

$

(1,353)

Costs of operations include amortization, depletion and depreciation of acquisition costs, exploration expenditures
and mine development costs, and also include allocation of expenses incurred by Endeavour Silver Corp.

El Taco property (Sonora, Mexico)
In August 2003, the Company entered into an option agreement for the El Taco property located in Sonora, Mexico.
The Company had the option to earn a 100% interest in the property by making cash payments of US$100,000 and
issuing 200,000 common shares over a 4 year period, subject to a 2% net smelter return royalty. In fiscal 2004, the
Company paid US$5,000 and issued 25,000 common shares to the optionor. The Company subsequently terminated
this option agreement and accordingly, deferred mineral property costs of $21,569 were written off in the fiscal year
ended February 28, 2005.

(d)

San Jose property (Sinaloa, Mexico)
In July 2003, the Company entered an agreement to acquire a 100% interest in the San Jose property located in Sinaloa,
Mexico, for cash payments of US$300,000 over a four year period. In March 2004, the Company made a US$10,000
option payment. The Company subsequently terminated this option agreement and accordingly, deferred mineral
property costs of $22,004 were written off in the fiscal year ended February 28, 2005.

(e)

Otish Mountain properties (Quebec, Canada)
Pursuant to an agreement dated June 20, 2002, the Company acquired a 50% interest in two properties located in the
Mistassini-Otish area of northern Quebec. In consideration, the Company paid $31,000 and issued 150,000 common
shares to the vendor in fiscal 2003. Subsequent to the transaction, the vendor became President and a director of the
Company. During fiscal 2004, the Company determined that it would no longer pursue the property and accordingly,
wrote-off the $51,100 of costs incurred on the property.
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(continued)

4.

MINERAL PROPERTIES

(f)

Mineral property contingencies
Management believes the Company has diligently investigated rights of ownership of all of the mineral properties to a
level which is acceptable by prevailing industry standards with respect to the current stage of development of each
property in which it has an interest and, to the best of its knowledge, all agreements relating to such ownership rights
are in good standing. However, all properties may be subject to prior claims, agreements or transfers, and rights of
ownership may be affected by undetected defects.

5.

SHARE CAPITAL

(a)

Authorized and issued
Authorized share capital consists of unlimited common shares without par value.
As at December 31, 2005 and February 28, 2005, a total of 93,750 common shares are held in escrow, the release of
which is subject to regulatory approval.
Details of shares issued are as follows:

Number
of Shares

Amount

Balance, February 28, 2003

6,191,550

Issued during the year:
For cash from private placement (Note 5(b)(i))
From exercise of share purchase options
For cash from exercise of warrants
For mineral property (Note 4(e))

3,050,000
165,000
1,700,000
25,000

873
30
204
9

11,131,550

5,462

7,264,719
419,000
2,058,000

10,699
112
435

20,873,269

16,708

6,000,000
793,000
3,700,061
1,000,000

13,354
1,792
6,122
1,730

Balance, February 29, 2004
Issued during the year:
For cash from private placement (Note 5(b)(ii)), net of issue costs
From exercise of share purchase options
For cash from exercise of warrants
Balance, February 28, 2005
Issued during the period:
For cash from private placement (Note 5(b)(iii)), net of issue costs
From exercise of share purchase options
For cash from exercise of warrants
For mineral property (Note 4(a))
Balance, December 31, 2005

Endeavour Silver Corp.
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$

4,346

39,706
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5.

SHARE CAPITAL

(b)

Private placements

(continued)

(i)

In December 2003, the Company completed a private placement for 3,050,000 units at a price of $0.30 per
unit. Each unit consisted of one common share and one-half of one share purchase warrant. Each whole
warrant is exercisable to acquire one common share at an exercise price of $0.35 per share until October 6,
2005 (Note 5(e)).

(ii)

In April 2004, the Company completed brokered and non-brokered private placements to raise a total of
$9,916,000 to finance the acquisition of the Santa Cruz silver-gold mine and the Guanacevi processing plant
(Note 4(a)). The Company completed a brokered private placement for 5,022,500 units at $1.60 per unit for
gross proceeds of $8,036,000. Each unit consisted of one common share and one-half of one share purchase
warrant, with each whole warrant giving the holder the right to purchase an additional common share at $2.00
per share until October 22, 2005 (Note 5(e)). The Company also completed a non-brokered private
placement for 1,175,000 units at the same price and the same terms as the brokered private placement for an
additional $1,880,000 in gross proceeds. Share issuance costs consisted of finders’ fees of $90,000, agents’
fees of 25,000 corporate finance units (with the same terms as the units in the private placement),
commission of $571,950, 19,219 agents’ units (with the same terms as the units in the private placement) and
602,700 agents’ warrants (with the same terms as the warrants in the private placement). The 624,809
warrants issued to the agents have a fair value of $391,238 and have been recorded in share capital on a net
basis.
In February 2005, the Company completed brokered and non-brokered private placements to raise a total of
$1,636,800. The Company completed a brokered private placement for 312,500 units at $1.60 per unit for
gross proceeds of $500,000. Each unit consisted of one common share and one share purchase warrant,
exercisable to acquire one common share at an exercise price of $2.10 until February 1, 2006 and $2.30
thereafter until February 1, 2007 (Note 5(e)). The Company also completed a non-brokered private
placement for 710,500 units at the same price and the same terms as the brokered private placement for an
additional $1,136,800 in gross proceeds. Share issuance costs consisted of agents’ fees of $37,500 and
40,000 agents’ warrants (with the same terms as the warrants in the private placement). The 40,000 warrants
issued to the agent have a fair value of $22,000 and have been recorded in share capital on a net basis.

(iii)

In October 2005, the Company completed a private placement for 6,000,000 units at $2.40 per unit for gross
proceeds of $14.4 million. Each unit is comprised of one common share and one-half of a common share
purchase warrant. Each whole share purchase warrant is exercisable to purchase one common share at an
exercise price of $2.90 until October 5, 2007 (Note 5(e)). The underwriters received a cash commission of
$936,000 and 450,000 agents’ warrants that have the same terms as the warrants in the private placement.

(iv)

Subsequent to the period ended December 31, 2005, the Company entered into an agreement with certain
agents in a best efforts private placement offering of up to 5 million special warrants at $4.50 per special
warrant for gross proceeds of up to $22.5 million. An over-subscription option allowed for up to an
additional 2 million special warrants for additional proceeds of $9 million. On April 24, 2006, the Company
closed the placement for 5.11 million special warrants, for gross proceeds of $22,995,000. Each special
warrant is comprised of one common share and one-half of a common share purchase warrant. Each whole
share purchase warrant will be exercisable to purchase one common share at a price of $5.25 until October
24, 2007. The Company has agreed to file a short form offering prospectus qualifying the issuance of the
common shares and warrants issuable on exercise of the special warrants. In the event the Company fails to
obtain receipts for a final prospectus qualifying the common shares and common share purchase warrants
issuable on the exercise of the special warrants on or before July 15, 2006, each special warrant will entitle
the holder to acquire 1.1 common shares and 0.55 common share purchase warrant. In connection with this
offering, the agents will receive a cash commission of 6% of the gross proceeds and broker warrants
exercisable for common shares equal to 6% of the total special warrants placed. The broker warrants have
the same terms as the warrants in the private placement. The Company has agreed to seek a conditional
listing for the share purchase warrants on the Toronto Stock Exchange.
The issuance of the remaining 1.89 million special warrants is subject to shareholder and regulatory
approvals, and would provide gross proceeds of $8,505,000 to the Company.
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5.

SHARE CAPITAL

(c)

Contributed surplus

(continued)

Balance at February 28, 2003
Changes during the year:
Stock-based compensation (Note 5(d))
Exercise of share purchase options

$

211
(9)

Balance at February 29, 2004

202

Changes during the year:
Stock-based compensation (Note 5(d))
Exercise of share purchase options

1,499
(36)

Balance at February 28, 2005

1,665

Changes during the period:
Stock-based compensation (Note 5(d))
Fair value of warrants issued for mineral properties
Exercise of share purchase options

1,371
260
(738)

Balance at December 31, 2005

(d)

-

$

2,558

Share purchase options
Options to purchase common shares have been granted to directors, officers, employees and consultants pursuant to the
Company’s stock option plan approved by the Company’s shareholders in fiscal 2004 at exercise prices determined by
reference to the market value on the date of the grant. Prior to August 2005, vesting periods were at the discretion of
the Board of Directors but historically, options have vested immediately on the date of grant. In August 2005, the
Company adopted a stock option plan which allows for granting options to its directors, officers, employees and
consultants to acquire up to 4,200,000 common shares, of which options for 2,223,900 common shares were
outstanding as at December 31, 2005. The stock option plan had a vesting provision in which 25% is vested
immediately and another 25% is vested in each of the next 6-month period, provided the Company continued as a Tier
2 issuer on the TSX Venture Exchange. In February 2006, the Company graduated to a listing on the Toronto Stock
Exchange, and the vesting provisions were then subject to the discretion of its Board of Directors.
The following table summarizes the status of the Company’s stock option plan as at December 31, 2005, February 28,
2005 and February 29, 2004, and changes during the periods ended on those dates:

December 31, 2005
Weighted
average
Number
exercise
of Shares
price

February 28, 2005
Weighted
average
Number
exercise
of Shares
price

February 29, 2004
Weighted
average
Number
exercise
of Shares
price

Outstanding, beginning of period
Granted
Exercised
Cancelled

1,871,000
1,155,900
(793,000)
(10,000)

$1.33
$2.40
$1.33
$2.52

860,000
1,480,000
(419,000)
(50,000)

$0.37
$1.57
$0.18
$1.41

275,000
750,000
(165,000)
-

$0.10
$0.42
$0.13
-

Outstanding, end of period

2,223,900

$1.88

1,871,000

$1.33

860,000

$0.37

Options exercisable at period-end

1,611,900

Endeavour Silver Corp.
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(continued)

5.

SHARE CAPITAL

(d)

Share purchase options

(continued)

The following tables summarizes information about stock options outstanding at December 31, 2005:

Price
Intervals

Options Outstanding
Weighted
Average
Remaining
Contractual Life
(Number of Years)

Weighted
Average
Exercise
Prices

260,000
200,000
618,000
816,000
329,900

3.1
0.9
3.5
4.8
4.3

$0.66
$1.39
$1.60
$2.35
$2.52

260,000
200,000
618,000
204,000
329,900

$0.66
$1.39
$1.60
$2.35
$2.52

2,223,900

3.8

$1.88

1,611,900

$1.71

Number
Outstanding
as at
Dec 31, 2005

$0.50 - $0.99
$1.00 - $1.49
$1.50 - $1.99
$2.00 - $2.49
$2.50 - $2.99

Options Exercisable
Number
Exercisable
as at
Dec 31, 2005

Weighted
Average
Exercise
Prices

During the period ended December 31, 2005, the Company recognized stock-based compensation expense of
$1,371,604 (February 28, 2005 - $1,498,700 and February 29, 2004 - $210,900) based on the fair value of options
granted.
Option pricing models require the input of highly subjective assumptions including the expected price volatility.
Changes in the subjective input assumptions can materially affect the fair value estimate, and therefore the existing
models do not necessarily provide a reliable single measure of the fair value of the Company’s stock options.
The weighted average fair values of stock options granted and the assumptions used to calculate compensation expense
have been estimated using the Black-Scholes Option Pricing Model with the following assumptions:

Ten Months Ended
December 31, 2005

February 28, 2005

Year Ended
February 29, 2004

Weighted average fair value of
options granted during the year

$1.72

$1.01

$0.27

Risk-free interest rate
Expected dividend yield
Expected stock price volatility
Expected option life in years

2.30%
0%
105%
4

2.51%
0%
104%
3

3.13%
0%
121%
2

In February 2006, the Company granted stock options to employees and consultants to acquire up to 555,000 common
shares at an exercise price of $2.55 per share with an expiry date of January 25, 2011. In March 2006, the Company
granted stock options to a consultant to acquire up to 150,000 common shares at an exercise price of $3.90 per share
with an expiry date of March 14, 2007.
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5.

SHARE CAPITAL

(e)

Warrants

(continued)

At December 31, 2005, the Company had outstanding warrants to purchase an aggregate 5,508,000 common shares as
follows:

Exercise
Prices
$0.35
$2.00
$2.00

Expiry Dates

Oustanding at
February 28, 2005

Issued

Exercised

Oustanding at
December 31, 2005

Expired

October 6, 2005
October 22, 2005
October 28, 2005

775,000
3,467,559
248,000

-

(775,000)
(2,872,061)
(48,000)

$2.10 /
$2.30

February 1, 2006 /
February 1, 2007

1,063,000

-

(5,000)

$2.10 /
$2.30

July 22, 2006 /
July 22, 2007

-

1,000,000

$2.90

October 5, 2007

-

3,450,000

5,553,559

4,450,000

(595,498)
(200,000)

-

-

1,058,000

-

-

1,000,000

-

-

3,450,000

(3,700,061)

(795,498)

5,508,000

At February 28, 2005, the Company had outstanding warrants to purchase an aggregate 5,553,559 common shares as
follows:

Exercise
Prices

Expiry Dates

Oustanding at
February 29, 2004

Issued

$0.12
$0.35
$2.00
$2.00

November 29, 2004
October 6, 2005
October 22, 2005
October 28, 2005

1,300,000
1,525,000
-

3,475,559
248,000

$2.10 /
$2.30

February 1, 2006 /
February 1, 2007

-

1,063,000

2,825,000

4,786,559

Endeavour Silver Corp.

Exercised

Oustanding at
February 28, 2005

Expired

(1,300,000)
(750,000)
(8,000)
-

(2,058,000)

-

775,000
3,467,559
248,000

-

1,063,000

-

5,553,559
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5.

SHARE CAPITAL

(e)

Warrants

(continued)

(continued)

At February 29, 2004, the Company had outstanding warrants to purchase an aggregate 2,825,000 common shares as
follows:

Exercise
Prices
$0.12
$0.35

(f)

Expiry Dates

Oustanding at
February 28, 2003

November 29, 2004
October 6, 2005

Issued

Exercised

Oustanding at
February 29, 2004

Expired

3,000,000
-

1,525,000

(1,700,000)
-

-

1,300,000
1,525,000

3,000,000

1,525,000

(1,700,000)

-

2,825,000

Shares reserved for issuance

Number of Shares
Issued and outstanding, December 31, 2005
Stock options
Warrants

32,366,330
2,223,900
5,508,000

Fully diluted, December 31, 2005

40,098,230

Endeavour Silver Corp.
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6.

SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS

Ten Months Ended
December 31,
2005

Year Ended
February 28,
February 29,
2005
2004

Non-cash financing and investing activities:
Amortization included in mineral properties
Allocation of mineral properties to Minera Santa Cruz (Note 4)
Advance on acquisition included in mineral properties (Note 4(a))
Shares issued on acquisition of mineral properties (Note 4(a))
Shares issued on acquisition of equipment (Note 4(a))
Fair value of stock options allocated to shares issued
on exercise of stock options
Fair value of warrants issued for mineral properties

$
$
$
$
$

3,474
1,626
104

$
$
$
$
$

3
133
-

$
$
$
$
$

9
-

$
$

738
260

$
$

36
-

$
$

9
-

$
$

-

$
$

-

$
$

2
-

Supplemental cash flow information:
Cash paid during the period for:
Interest
Income taxes

7.

RELATED PARTY TRANSACTIONS

The Company entered into the following transactions with related parties:
(a)

As at December 31, 2005, nil amount was due from or to a company with certain common directors (February 28, 2005
- $6,861 due from a company with certain common directors). Amounts due from (to) related parties represent
amounts owed by (to) companies with certain common directors, which do not bear any interest and provide for no
specific terms of repayment.

(b)

As at December 31, 2005, a balance of $5,688,071 (February 28, 2005 - $358,424) was due from Minera Santa Cruz
(Note 4(a)). This consists of the loan balance and accrued interest of $Nil (February 28, 2005- $33,151) (Note 4(a)),
the net profits royalty on ore mined to January 28, 2005 (Note 4(a)) totalling $222,498, and advances and allocations to
Minera Santa Cruz to fund exploration and mine development expenditures incurred by Minera Santa Cruz totalling
$6,580,815 (February 28, 2005 - $102,775), less the Company’s $1,115,242 share (February 28, 2005 - $Nil) of the net
losses of Minera Santa Cruz during the period. The net profits royalty receivable and the exploration and mine
development advances are unsecured, interest bearing and due on demand.

(c)

Rent of $15,000 (February 28, 2005 - $18,000 and February 29, 2004 - $18,000) was incurred and paid to a company
with certain common directors.

(d)

The Otish Mountain properties were acquired in fiscal 2003 from a vendor who subsequently became a director of the
Company (Note 4(e)).

(e)

During fiscal 2003, the Company received two loans in the amount of $25,000 each to assist in the reactivation of the
Company. The loans bore interest at the rate of 9% per annum with repayment of principal and interest due on or
before September 30, 2002. One of the loans was received from a company controlled by a director of the Company.
This loan was repaid in full, with interest in the amount of $865, on October 30, 2002. The other loan was repaid in
December 2003 including interest of $3,480. The lenders received an aggregate of 100,000 common shares of the
Company valued at $10,000 as a loan bonus.
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8.

INCOME TAXES

The reconciliation of the income tax provision computed at statutory rates to the reported income tax
provision is as follows:

December 31,
2005
Canadian statutory tax rates
Income tax benefit computed at Canadian statutory rates
Foreign tax rates different from statutory rate
Temporary differences not recognized in year
Permanent differences
Unrecognized tax losses

February 28,
2005

34.12%
$

$

February 29,
2004

35.62%

1,934
(170)
(271)
(803)
(690)

$

-

$

37.62%

914
5
50
(521)
(448)

$

-

$

293
(136)
(79)
(78)
-

The tax effect of the temporary differences that gives rise to future tax assets as of December 31, 2005 and February
28, 2005 is presented below:

December 31,
2005
Future income tax assets:
Tax loss carryforwards
Mineral properties
Buildings and equipment
Total future income tax assets
Valuation allowance
Future income tax assets, net

Endeavour Silver Corp.

$

$

February 28,
2005

1,915 $
661
5
2,581
(2,581)
-

987
690
5
1,682
(1,682)

$

-
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8.

INCOME TAXES

(continued)

As at December 31, 2005, the Company had available the following amounts for deduction against future Canadian
earnings:

Non-capital losses, expiring as follows:
2006 to 2009
2010
2011
2012 to 2014
2015

$

117
276
2,876

$

3,269

Capital losses

$

887

Financing costs

$

1,392

The Company has not yet substantiated its Mexican tax attributes.

9.

SEGMENT DISCLOSURES
The Company has one operating segment, being the exploration and development of mineral properties. All of the
Company’s assets are located in Mexico and Canada (Note 4). Segmented disclosures are as follows:

Canada
Cash
Receivables and prepaids
Due from related parties
Buildings and equipment
Mineral properties
Net loss

$

18,256
34
2,897

December 31, 2005
Mexico
$

305
1,705
5,688
287
4,125
2,772

Total
$

18,561
1,739
5,688
287
4,125
5,669

As at December 31, 2005, all of the Company’s assets are located in Canada, except for mineral properties which are
located in Mexico. For the period ended December 31, 2005, substantially all capital expenditures were incurred in
Mexico.
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ENDEAVOUR SILVER CORP.
(the “Company”)
Management’s Discussion and Analysis
For the Period Ended December 31, 2005

CAUTION – FORWARD LOOKING STATEMENTS
Certain statements contained herein regarding the Company and its operations constitute “forward-looking
statements” within the meaning of the United States Private Securities Litigation Reform Act of 1995. All
statements that are not historical facts, including without limitation statements regarding future estimates, plans,
objectives, assumptions or expectations of future performance, are “forward-looking statements”. We caution you
that such “forward looking statements” involve known and unknown risks and uncertainties that could cause actual
results and future events to differ materially from those anticipated in such statements. Such risks and uncertainties
include fluctuations in precious metal prices, unpredictable results of exploration activities, uncertainties inherent in
the estimation of mineral reserves and resources, fluctuations in the costs of goods and services, problems associated
with exploration and mining operations, changes in legal, social or political conditions in the jurisdictions where the
Company operates, lack of appropriate funding and other risk factors, as discussed in the Company’s filings with
Canadian and American Securities regulatory agencies. The Company expressly disclaims any obligation to update
any forward-looking statements.

1.0

Preliminary Information

The following Management’s Discussion and Analysis (“MD&A”) of Endeavour Silver Corp. (the “Company”)
should be read in conjunction with the accompanying audited consolidated financial statements for the period ended
December 31, 2005 and the audited consolidated financial statements for the years ended February 28, 2005 and
February 29, 2004, which are available at the SEDAR website at www.sedar.com.
In March 2005, the Company changed its fiscal year end from February 28 to December 31. During the transition
year, the fiscal period is for the ten-month period from March 1, 2005 to December 31, 2005.
All financial information in this MD&A is prepared in accordance with Canadian generally accepted accounting
principles (“CAD GAAP”), and all dollar amounts are expressed in Canadian dollars unless otherwise indicated.
All information contained in the MD&A is as of April 21, 2006 unless otherwise indicated.

1.1

Background

The Company is engaged in the evaluation, acquisition, exploration, development and exploitation of mineral
properties. The business philosophy of the Company has historically been to identify, explore and develop mineral
targets. The Company financed its operating and exploration activities principally by the issuance of common
shares. In fiscal year ended February 28, 2005, the Company acquired an option to purchase a high grade silver
mine in Mexico.
Silver markets continued to show strength as the cumulative average increased from US$4.8758 per ounce in 2003
to US$6.6711 in 2004, to US$7.3164 in 2005 and then to US$10.1789 from January 2006 to late April 2006. Silver
prices reached new highs of over US$14 in mid-April 2006.
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In May 2004, the Company signed formal option agreements to acquire up to a 100% interest in the producing Santa
Cruz silver-gold mine, certain other mining concessions and the Guanacevi mineral processing plant (collectively,
the “Guanacevi Project”) in Durango, Mexico. Terms of the agreement gave the Company the option to acquire a
51% interest in these operating assets by paying a total of US$3 million to the vendors and incurring US$1 million
in mine exploration and development within one year. The balance of the 49% interest can be earned by paying a
further US$4 million over the period to January 2008. To complete the acquisition of the initial 51% interest,
payments totalling US$1 million had to be made by January 28, 2006. As at December 31, 2005, the Company had
paid the vendors US$3 million and invested in excess of $10 million in property acquisitions, mine exploration and
development and capital assets.
At January 28, 2006, the Company made payments totalling US$1 million thereby fully earning and vesting its 51%
interests in the Guanacevi Project.

1.2

Overall Performance

The Guanacevi Project
During the early part of the fiscal period ended December 31, 2005, the primary focus for the Guanacevi Project was
surface drilling and the accelerated underground development of the North Porvenir mine, which forms part of the
Guanacevi Project, to further outline mineralization and to prepare it for production during the period. Over 1,000
metres of ramp access plus related crosscuts, sublevels and raises were completed in the first quarter when
accelerated mine development was in progress. In the second quarter ended August 31, 2005, the North Porvenir
mine was able to accelerate production as a result of accelerated drilling.
The Santa Cruz mine was closed during the second quarter of the period to allow for operations to focus on the
North Porvenir mine.
An independent engineering audit was completed for the ore processing plant in early March 2005 which resulted in
positive evaluations of its operations. The ore processing plant currently operates well below capacity even when
the North Porvenir mine was re-opened for mining.
In May 2005, the Company confirmed an initial estimate of 935,000 oz silver resources in the Measured and
Indicated categories and a further 3,839,000 oz silver resources in the Inferred category according to an independent
National Instrument 43-101 (“NI 43-101”) report dated May 5, 2005, as amended May 10, 2005 (“WGM Report”)
and prepared by Velasquez Spring, PEng, who was the Qualified Person from Watts, Griffis and McOuat Limited
(“WGM”) for the North Porvenir zone.
During the period ended December 31, 2005, the Company continued with its aggressive expansion plans by the
acquisitions of additional mining properties in the Guanacevi district.
A major equity financing closed in the last quarter of the 2005 fiscal period, and further financing was provided
from the exercise of warrants and options as the Company’s share price increased during the period.
In the first quarter of 2006, the Company retained Range Consulting Group, LLC (“RCG”) to complete a review
and/or update of mineral reserves and resources for the Porvenir Mine (North Porvenir and El Porvenir properties
combined), Porvenir Dos and Deep Santa Cruz mineralized zones. Their technical report entitled “Mineral Resource
and Reserve Estimate, Guanacevi Project, Durango, Mexico” (“RCG Report”) and authored by A.E. Olson,
MAusIMM, who is an independent Qualified Person under the definition by NI 43-101, was prepared in compliance
with NI 43-101. The technical report increased proven and probable mineral reserves from nil in 2005 to 3,481,200
oz silver in 2006. Inferred mineral resources increased 178% from 3,839,000 oz silver in 2005 to 10,655,500 in
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2006. Total silver reserves and resources now exceed 14 million oz in the Guanacevi Project, which should provide
an estimated mine life of 7 years assuming 100% conversion of resources to reserves.

North Porvenir Mine
During the first quarter ended May 31, 2005, the mine produced from low-grade ore, development muck and
stockpiles as the Company continued to accelerate its mine development and exploration activities but by quarter
end the North Porvenir mine had also accelerated production. Monthly production averaged 98,330 oz silver during
the second quarter ended August 31, 2005. The last four months of the fiscal period ended December 31, 2005
resulted in an increased monthly mine production which averaged 95,800 oz silver.
For the fiscal period ended December 31, 2005, about 90,693 tonnes were processed which produced 799,300 oz
silver and 2,160 oz gold and which have an average grade of 473 gpt silver and 0.97 gpt gold.
In May 2005, WGM which was retained to audit and to validate the polygonal resource estimate by the Company
for the North Porvenir zone, reported measured resources of 420,000 oz silver, indicated resources of 515,000 oz
silver, and inferred resources of 3,839,000 oz silver. The WGM Report was prepared in compliance with NI 43-101
and was estimated using a 335 gpt Ag cutoff grade, a minimum 1.0 m mining width and a US$6.50 silver price.
Twenty-one surface drill holes, five underground cross-cuts and 135 m of underground channel sampling within a
575 m strike length were utilized in the resource estimate but 155 m of that strike length were omitted as drilling
was still in progress at that time in these areas. The North Porvenir zone remained open at depth and to a certain
extent along strike.
In late March 2006, RCG completed a review and update of mineral reserves and resources for the Porvenir Mine
(North Porvenir and El Porvenir properties combined). In the RCG Report, mineral reserves were estimated by the
manual method using the Company’s drill hole and underground sample data to March 15, 2006 as follows:

Endeavour Silver Corp.

Page 3

ENDEAVOUR SILVER CORP.
Management’s Discussion and Analysis
For the Period Ended December 31, 2005
(expressed in Canadian dollars unless otherwise noted)

Porvenir Mine Reserves
Silver

Gold

Silver

Gold

Tonnes

(gpt)

(gpt)

Oz

Oz

(gpt)

(oz)

Proven

18,403

426

0.64

252,100

379

470

278,251

Probable

26,293

425

0.63

359,300

533

468

396,077

Proven and Probable

44,696

425

0.63

611,400

912

468

674,328

Proven

75,793

645

0.93

1,571,700

2,266

701

1,707,660

Probable

63,386

637

0.92

1,298,100

1,875

692

1,410,600

Proven and Probable

139,179

641

0.93

2,869,800

4,141

697

3,118,260

Proven

94,196

602

0.87

1,823,800

2,645

656

1,985,911

Probable

89,679

575

0.83

1,657,400

2,408

627

1,806,677

Proven and Probable

183,875

589

0.85

3,481,200

5,053

642

3,792,588

Classification

Ag Equivalent

Zone 1

Zones 2 and 3

All Zones Combined

Reserves were based on a US$7 silver price, a US$427 gold price, minimum mining width of 1.0 metre, mine
extraction rate of 87%, mine dilution of 10% at 70 gpt silver, and cutoff grades of 404 gpt Ag for Zone 1 and 353
gpt Ag for Zones 2 and 3. Silver equivalents were calculated as silver oz plus gold oz multiplied by the equivalence
ratio (69 for Zone 1 and 60 for Zones 2 and 3). The equivalence ratio was calculated as the silver recovery/gold
recovery multiplied by the silver net smelter return/gold net smelter return. Net smelter return is the payable value
minus the costs of freight, smelting, refining and royalties.
The mineral resources were in addition to the reserves and were estimated by the polygonal method using drill hole
data that met the minimum geologic width and cutoff grade, as follows:
Porvenir Mine Inferred Resources
Silver

Gold

Silver

Gold

Tonnes

(gpt)

(gpt)

Oz

Oz

(gpt)

(oz)

Zone 1

197,677

411

0.99

2,612,100

6,292

479

3,046,250

Zones 2 & 3

194,898

369

0.62

2,312,200

3,885

412

2,545,300

All Zones Combined

392,575

390

0.81

4,924,300

10,177

446

5,591,550

Classification

Ag Equivalent

Santa Cruz Mine
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During the period ended December 31, 2005, a drilling and exploration program was implemented in various parts
of the mine, including the Deep Santa Cruz zone, to locate and to define mineral resources. Also the mine was
closed temporarily to complete shaft rehabilitation and mine development. During the first quarter of 2006, an
underground drill was moved to a second crosscut and additional mineralization was intersected in the Deep Santa
Cruz zone.
In May 2005, the WGM Report provided no resource estimates for the Deep Santa Cruz mine.
In late March 2006, RCG completed a review of resources for Deep Santa Cruz. In the RCG Report, mineral
resources for Deep Santa Cruz were estimated by the polygonal method using drill hole data that met the minimum
geologic width and cutoff grade as follows:
Deep Santa Cruz Inferred Resources
Silver

Gold

Silver

Gold

Tonnes

(gpt)

(gpt)

Oz

Oz

(gpt)

(oz)

Shell A

18,879

653

0.59

396,400

358

689

418,240

Shell B

74,237

572

1.21

1,365,200

2,888

646

1,541,370

Shell C

46,916

542

1.07

817,500

1,614

607

915,950

Shell D

12,737

772

1.94

316,100

794

890

364,530

All Zones Combined

152,769

589

1.15

2,895,200

5,654

668

3,240,090

Vein

Ag Equivalent

Resources were based on a minimum mining width of 1.0 m at a 200 gpt Ag cutoff grade without considering
dilution or extraction rates. Silver equivalents were calculated as the ratio of a US$427 gold price and a US$7 silver
price (1:61). Additional factors such as metal recoveries and net smelter returns will affect the silver equivalent
calculation but are not yet known for the Deep Santa Cruz zone.
The mine remains closed temporarily in 2006 as further underground drilling and development efforts are underway
to expand the silver resources, to develop a mine plan, and to prepare the Deep Santa Cruz zone for production in
2007.

Porvenir Dos Property
The Porvenir Dos property is located adjacent to and northwest of the North Porvenir mine, and covers more than 1
km of prospective strike length on the Santa Cruz vein. The property is the fourth discovery of high-grade
mineralization on the Company’s Guanacevi Project. Exploration efforts on the property are ongoing.
In March 2006, the RCG Report provided resource estimates for Porvenir Dos which were estimated by the
polygonal method using drill hole data that met the minimum geologic width and cutoff grade as follows:
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Porvenir Dos Inferred Resources
Silver

Gold

Silver

Gold

Tonnes

(gpt)

(gpt)

Oz

Oz

(gpt)

(oz)

Santa Cruz

170,017

407

0.84

2,224,700

4,592

458

2,504,800

Conglomerate

40,115

474

0.73

611,300

942

519

668,760

All Zones Combined

210,132

420

0.82

2,836,000

5,534

477

3,173,560

Vein

Ag Equivalent

Resources were based on a minimum mining width of 1.0 m at a 200 gpt Ag cutoff grade without considering
dilution or extraction rates. Silver equivalents were calculated as the ratio of a US$427 gold price and a US$7 silver
price (1:61). Additional factors such as metal recoveries and net smelter returns will affect the silver equivalent
calculation but are not yet known for the Porvenir Dos zone.

Guanacevi Processing Plant
Summit Valley Equipment and Engineering Inc. was commissioned to conduct a comprehensive review of the plant,
including the condition of all equipment, the capacity of each circuit and the efficiency of plant operations. Some of
its findings include a clean and well-maintained plant, brand name equipment and a well-trained and reliable work
force. The plant is fully permitted and operating complete with land ownership, offices, housing and all related
infrastructure. Although by February 2005, plant production had increased to 220 tpd, a significant increase from
prior year, it was still operating at well below its design capacity.
For the period ended December 31, 2005, a total 90,693 dry tonnes were processed by the plant with an average
grade of 370 g/t Ag and 0.94 g/t Au, averaging 304 tpd, and with recoveries of 73.3% Ag and 77.9% Au. The plant
processed 14,446 tonnes from old tailings and 13,030 tonnes from ore milling during the period.

Other Matters
In June 2005, the Company acquired nine silver mining properties in the Guanacevi district, Durango, Mexico, from
Industrias Peñoles S.A. de C.V. (“Peñoles”). Six of these properties form part of the producing Santa Cruz silver
mine in which the Company has earned and fully vested 51% interests in the mining lease and has the option to
acquire the remaining 49% interest. This transaction effectively allows the Company’s wholly owned Mexican
subsidiary, Minera Plata Adelante SA de CV, (“Adelante”) to acquire the outright ownership of the six mineral
concessions as well as a 4.5% net proceeds royalty from Peñoles’ wholly owned Mexican subsidiary, Minera Capela
S.A. de C.V. (“Capela”). Adelante will be required to send all mineral production from these properties to the
Peñoles smelter in Torreon, Mexico, for smelting and refining. Capela will retain a 3% net proceeds royalty on
future production after deduction of all processing, shipping and smelting costs, including taxes and penalties if any.
The Company has also formed a strategic alliance with Peñoles to acquire additional mining properties in Mexico.
Peñoles has agreed to provide the Company with access to information on its portfolio of mineral concessions
throughout Mexico. On each additional Peñoles property made available to the Company to acquire, a purchase
price may be negotiated, payable in common shares of the Company. If the Company acquires additional properties
from third parties introduced by Peñoles, the Company will pay Peñoles a 5% fee on the cash purchase price, also
payable in common shares of the Company. If Peñoles acquires property from a third party introduced by the
Company, Peñoles will pay the Company a 5% fee on the cash purchase price. In compensation for the nine mining
properties, certain mining equipment located thereon and the formation of the strategic alliance, the Company issued
1,000,000 units at a deemed price of $1.73 per unit to Peñoles in July 2005; each unit consisted of one common
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share and one warrant to purchase an additional common share at $2.10 until July 22, 2006 and thereafter at $2.30
until July 22, 2007.
In July 2005, the Company entered into an option agreement to acquire a 100% interest in two silver properties,
Porvenir Dos and La Sultana, in the Guanacevi district, Durango, Mexico, for US$137,500 of which US$37,500
have been paid during the period ended December 31, 2005 and US$100,000 is due on December 30, 2006. An
exploration program of detailed surface trenching and diamond drilling was implemented for Porvenir Dos in 2005
which continued into 2006 and identified a high-grade silver ore-body.
In August 2005, the Company entered into an option agreement to acquire a 100% interest in four silver properties,
La Prieta, El Aguaje de Arriba, Ampliacion El Aguaje de Arriba and La Plata, in the Guanacevi district, Durango,
Mexico, for US$100,000 of which US$15,000 had been paid in the fiscal period ended December 31, 2005, and
US$15,000 was paid subsequent to the December 31, 2005 period end and the balance of US$70,000 is payable on
August 5, 2007.
In August 2005, the shares of the Company were listed for trading on the Frankfurt Stock Exchange under the
trading symbol, EJD. Such listing should help broaden the Company’s exposure in the European investment
community and enhance liquidity for shareholders.
In October 2005, the Company completed a bought deal private placement for 6,000,000 units at $2.40 per unit for
gross proceeds of $14.4 million. Each unit was comprised of one common share and one-half common share
purchase warrant. Each full warrant is exercisable to purchase one common share at an exercise price of $2.90 until
October 5, 2007. Salman Partners Inc. acted as the lead underwriter for a syndicate of underwriters which included
Canaccord Capital Corporation and Dundee Securities Corporation. The underwriters received a cash commission
of $936,000 and 450,000 agents’ warrants which have the same terms as the warrants in the private placement. The
proceeds from the financing are being used for the exploration and development of the Company’s Mexican silver
properties, for further acquisitions and for general working capital.
Also, in October 2005, the Company acquired a mining lease on the El Porvenir property, Guanacevi district,
Durango, Mexico. Under the lease agreement, the Company holds the exclusive right to mine the El Porvenir
property for a 5-year period, which can be extended for another 5 years, by mutual agreement. The Company has
agreed to explore and, if successful, to develop and mine El Porvenir at the rate of between 9,000 tonnes and 27,000
tonnes per quarter and to pay a 3% net smelter royalty from production. To maintain its rights, the Company must
spend at least US$100,000 each quarter on all exploration, development and mining costs, and also must spend a
further US$500,000 on all costs by October 2006.
At January 28, 2006, the Company made payments totalling US$1 million thereby fully earning and vesting its 51%
interests in the Guanacevi Project.
On February 7, 2006, the shares of the Company were listed for trading on the Toronto Stock Exchange; previously
its shares were listed on the TSX Venture Exchange.
In March 2006, the Company entered into an agreement with Salman Partners Inc. to act as lead agent for a
syndicate of agents, including BMO Nesbitt Burns Inc., Canaccord Capital Corporation and Dundee Securities
Corporation, in a best efforts private placement offering of up to 5 million special warrants at $4.50 per special
warrant for gross proceeds of up to $22.5 million. An over-subscription option allowed for up to an additional 2
million special warrants for additional proceeds of $9 million. On April 24, 2006, the Company closed the
placement for 5.11 million special warrants, for gross proceeds of $22,995,000. Each special warrant is comprised
of one common share and one-half of a share purchase warrant. Each whole share purchase warrant will be
exercisable to purchase one common share at a price of $5.25 for a period of 18 months from the closing date. In
the event the Company fails to obtain receipts for a final prospectus qualifying the common shares and common
share purchase warrants issuable on the exercise of the special warrants on or before July 15, 2006, each special
warrant will entitle the holder to acquire 1.1 common shares and 0.55 share purchase warrant. For the private
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placement, the agents will receive a cash commission of 6% of the gross proceeds and broker warrants exercisable
for common shares equal to 6% of the total special warrants placed. The broker warrants have the same terms as the
warrants in the private placement. The Company has agreed to seek a conditional listing for the share purchase
warrants on the Toronto Stock Exchange as of the closing date. The private placement is subject to all necessary
regulatory and shareholder approvals. The issuance of the remaining 1.89 million special warrants is subject to
shareholder and regulatory approvals, and would provide gross proceeds of $8,505,000 to the Company.
The Report to Shareholders included in the Company’s audited consolidated financial statements for the period
ended December 31, 2005 provides further review of the Company’s overall performance for the period ended
December 31, 2005 and for an outlook for fiscal 2006.

1.3

Selected Annual Information

Selected annual information for the Company for each of the three fiscal periods ended December 31, 2005,
February 28, 2005 and February 29, 2004 are as follows:

(in $000s except per share amounts)

Ten Months Ended
December 31,
2005

$

Years Ended
February 29,
2004

Total revenues

$

Loss before discontinued operations and extraordinary items:
(i) Total
(ii) Basic per share
(iii) Diluted per share

$
$
$

(5,669)
(0.23)
(0.23)

$
$
$

(2,565)
(0.15)
(0.15)

$
$
$

(779)
(0.11)
(0.11)

Net loss:
(i) Total
(ii) Basic per share
(iii) Diluted per share

$
$
$

(5,669)
(0.23)
(0.23)

$
$
$

(2,565)
(0.15)
(0.15)

$
$
$

(779)
(0.11)
(0.11)

Total assets (1)
Total long-term liabilities (1)
Dividends per share

$
$
$

30,400
-

$
$
$

11,246
-

$
$
$

761
-

(1)

-

February 28,
2005

-

$

-

Total assets and long-term liabilities are as at December 31, 2005, February 28, 2005 and February 29, 2004.

Total assets and net losses increased significantly in the current fiscal periods relative to prior years given that in the
period ended December 31, 2005 the Company invested $3,183,047 pursuant to option agreements related to its
51% interests in the mine, mining concessions and ore processing plant, raised gross proceeds of $14.4 million from
brokered and non-brokered private placements with additional proceeds of about $7.2 million from the exercise of
options and warrants, and increased its level of operations with the commensurate increases in expenses and net loss
in fiscal 2005, and incurred losses from its option interests in the Guanacevi Project.

1.4

Results of Operations

Period Ended December 31, 2005 – Ten months ended December 31, 2005 compared with twelve months ended
February 28, 2005
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In March 2005, the Company changed its fiscal year end from February 28 to December 31. During the transition
year, the fiscal period is for the ten-month period from March 1, 2005 to December 31, 2005.
The Company incurred a net loss of $5.7 million for the period ended December 31, 2005, an increase of about
120% relative to the net loss of $2.6 million in the prior fiscal year. General and administrative expenses for salaries
and management, professional services, office and shareholder relations continue to account for a significant portion
of operating expenses, and are higher than the prior fiscal year reflecting the greater corporate activity needed to
support the more active exploration, mine development, mining and property acquisition activities of the Company
during the period ended December 31, 2005. The foreign exchange loss in the current fiscal period is attributed to
the depreciation of the Mexican pesos relative to historical exchange rates for the Canadian dollar given that the
accounts of the Company’s Mexican subsidiaries are stated in Mexican pesos. Also certain transactions involved
US dollars which currency also depreciated relative to the Canadian dollar. Stock-based compensation expense
reflects the granting of stock options which was actually lower in the current fiscal period due in part to the reduced
number of options granted in the current period and the vesting provisions. The Company’s corporate development
expenses were incurred for seeking properties of merit and further concessions in Mexico in the earlier portion of
the fiscal year ended February 28, 2005. However for the period ended December 31, 2005, the Company’s primary
efforts were also focused on mine development and exploration activities for the two prospective zones of the
Guanacevi Project.
For the period ended December 31, 2005, losses from options interests in Mexican operations:

Minera
(in $000s)

Santa Cruz

Revenues from operations
Costs of operations
(including amortization, depletion and depreciation)

$

Loss before allocation
Allocation to Mexican interests in operations
Loss from 51% option interests

Processing
(1)

5,798

Plant (2)
$

2,463

(8,229)

(2,930)

(2,431)

(467)

1,316
$

Total

(1,115)

229
$

(238)

$

(1,353)

(1)

The Company had earned a 51% option interest in Minera Santa Cruz as at December 31, 2005 which
became a fully vested 51% interest on January 28, 2006, pursuant to agreements executed in May 2004.

(2)

The Company had earned a 51% option interest in the ore processing plant as at December 31, 2005 which
became a fully vested 51% interest on January 28, 2006, pursuant to agreements executed in May 2004.

Pursuant to the agreements executed in May 2004, the Company has a 51% interest in any profits or losses.
Mining activities temporarily ceased during the first quarter as the North Porvenir and the Deep Santa Cruz mines
were being further drilled and developed for mine production. Mine development resulted in 8,709 tonnes of
development muck with a recovery of 326 gpt Ag. However, mining operations restarted for the North Porvenir
mine during the first quarter of the period ended December 31, 2005.
In the first quarter ended May 31, 2005, the lack of ore from the Santa Cruz mine contributed to a nominal loss to
the Company from the operation of the Guanacevi processing plant which was working at significantly below
capacity, as it relied upon the Santa Cruz mine for most of its ore processing revenues. The North Porvenir mine
provided most of the ore production during the balance of the period, as it continued to increase its capacity.
As at December 31, 2005, the Company invested about $4.1 million in mineral properties which are comprised of its
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51% option interests in both Minera Santa Cruz and in the ore processing plant, mining concessions, and exploration
expenditures. This investment fell relative to the February 28, 2005 balance of $5.1 million as a result of charging
the Company’s option interests in the Guanacevi Project for exploration and development costs.
As at December 31, 2005 and February 28, 2005, expenditures on the Company’s mineral properties were
comprised of the following:

(in $000s)
Balance, February 29, 2004

Santa Cruz
(Mexico)
$

Additions during the year:
Acquisition costs
Exploration costs:
Assays and surveys
Drilling
Field supplies
Geologists and consultants
Repair, maintenance and sundry
Transportation
Mineral properties written-off

San Jose
(Mexico)

$

$

Additions during the period:
Acquisition costs
Exploration costs:
Assays and surveys
Drilling
Field supplies
Geologists and consultants
Roads and drill pads
Mineral properties allocated to operations

8

$

29

-

13

3,878

52
619
271
230
18
52

-

1
-

53
619
271
230
18
52

(22)

(43)

(21)

5,107

-

-

5,107

1,948

-

-

1,948

6
493
11
4
30

-

-

6
493
11
4
30

-

-

(3,474)
$

21

Total

3,865

-

Balance, February 28, 2005

Balance, December 31, 2005

-

El Taco
(Mexico)

4,125

$

-

$

-

(3,474)
$

4,125

To complete the initial acquisition of the Company’s 51% interests, the Company made payments totalling US$1
million on January 28, 2006 for the Minera Santa Cruz, the mining concessions and the Guanacevi processing plant.
To earn the remaining 49% thereafter, payments of US$1.5 million must be made on January 28, 2007 and another
US$1.5 million on January 28, 2008.

1.5

Summary of Quarterly Results

The following table presents selected financial information of the Company for each of the last eight quarters ended
December 31, 2005:
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Dec 31, 2005

Dec 31, 2005
Period End
Aug 31, 2005

May 31, 2005

Total revenues

$

$

$

Loss before discontinued
operations and
extraordinary items:
(i) Total
(ii) Basic per share
(iii) Diluted per share

$
$
$

(3,488)
(0.13)
(0.13)

$
$
$

(1,024)
(0.05)
(0.05)

$
$
$

Net loss:
(i) Total
(ii) Basic per share
(iii) Diluted per share

$
$
$

(3,488)
(0.13)
(0.13)

$
$
$

(1,024)
(0.05)
(0.05)

$
$
$

(in $000s
except per share amounts)

-

-

Feb 28, 2005

Feb 28, 2005
Year End
Nov 30, 2004
Aug 31, 2004

May 31, 2004

Feb 29, 2004
Year End
Feb 29, 2004

$

-

$

$

$

(1,157)
(0.05)
(0.05)

$
$
$

(649) $
(0.04) $
(0.04) $

(1,157)
(0.05)
(0.05)

$
$
$

(649) $
(0.04) $
(0.04) $

-

-

$

-

-

(455)
(0.02)
(0.02)

$
$
$

(403) $
(0.02) $
(0.02) $

(1,058)
(0.07)
(0.07)

$
$
$

(566)
(0.08)
(0.08)

(455)
(0.02)
(0.02)

$
$
$

(403) $
(0.02) $
(0.02) $

(1,058)
(0.07)
(0.07)

$
$
$

(566)
(0.08)
(0.08)

The Company significantly increased its operating and evaluation activities in acquiring and exploring projects in
Mexico, as shown by commensurate increases in net losses for each quarter during the year ended February 28, 2005
and for the fourth quarter of fiscal 2004. The lower level of business activities for the same periods in the prior
fiscal year was attributed to the Company’s lower level of financial resources for those periods.
Lower property investigation efforts were expended in the third and fourth quarters of the fiscal year ended February
28, 2005 than in each of the first two quarters, as the Company focused more on exploration to outline resources in
two prospective ore zones on the optioned Santa Cruz property and to prepare them for production. These
exploration and mine development efforts continued into the first quarter ended May 31, 2005, but mining
operations were restarted at the same quarter. Losses were higher in the last quarter of the period ended December
31, 2005 and were in part attributable to the Company’s option interests in losses of the mineral properties.

1.6

Liquidity and Capital Resources

The following table contains selected financial information of the Company’s liquidity:

(in $000s)
Cash and cash equivalents
Working capital

December 31, 2005
$
$

18,561
18,957

February 28, 2005
$
$

4,958
5,260

In October 2005, the Company completed a major equity financing in a bought deal private placement for 6,000,000
units at $2.40 per unit for gross proceeds of $14.4 million. Each unit was comprised of one common share and onehalf common share purchase warrant. Each full warrant is exercisable to purchase one common share at an exercise
price of $2.90 until October 5, 2007. During the period ended December 31, 2005, the exercise of warrants and
options contributed proceeds of $7.2 million. These equity financings significantly increased the financial resources
of the Company.
As at December 31, 2005, the Company had invested in silver doré bars. The book value of the silver doré bars is
approximately $85,000 (MXP775,405), and they contain 227.359 kilograms of silver and 1,447.83 grams of gold.
In May 2004, the Company completed a financing comprised of brokered and non-brokered private placements for
gross proceeds of approximately $9.9 million to finance the acquisition of the Santa Cruz silver-gold mine and the
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Guanacevi mill. In February 2005, the Company completed brokered and non-brokered private placements for
$1,636,800.

1.7

Capital Resources

Item 1.6 provides further details.

1.8

Off-Balance Sheet Arrangements

The Company does not have any off-balance sheet arrangements.

1.9

Transactions with Related Parties

For the period ended December 31, 2005, the following transactions involve related parties:
(a)

As at December 31, 2005, a balance of $5,688,071 was due from Minera Santa Cruz. This consisted of the
net profits royalty on ore mined to January 28, 2005 totalling $222,498, and advances and allocations to
Minera Santa Cruz to fund exploration and mine development expenditures incurred by Minera Santa Cruz
totalling $6,580,815, less the Company’s $1,115,242 share of the net losses of Minera Santa Cruz during
the period. The net profits royalty receivable and the exploration and mine development advances are
unsecured, interest bearing and due on demand.

(b)

Rent of $15,000 was incurred and paid to a company with certain common directors.

1.10

First Quarter

Items 1.4 and 1.5 provide further details.

1.11

Proposed Transactions

There are no proposed asset or business acquisitions or dispositions, other than those in the ordinary course, before
the board of directors for consideration.

1.12

Critical Accounting Estimates

The preparation of financial statements requires the Company to make estimates 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. Significant areas requiring the use of
estimates relate to mineral properties.
Acquisition costs of mineral properties and exploration and development expenditures incurred thereto are
capitalized and deferred. The costs related to a property from which there is production will be amortized using the
unit-of-production method. Capitalized costs are written down to their estimated recoverable amount if the property
is subsequently determined to be uneconomic. The amounts shown for mineral properties represent costs incurred to
date, less recoveries and write-downs, and do not reflect present or future values.
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1.13

Changes in Accounting Policies Including Initial Adoption

Variable interest entities:
Effective March 1, 2005, the Company adopted the Canadian Institute of Chartered Accountants Accounting
Guideline 15, "Consolidation of Variable Interest Entities" ("AcG15") on a prospective basis. AcG15 prescribes the
application of consolidation principles for entities that meet the definition of a variable interest entity (“VIE”). An
enterprise holding other than a voting interest in a VIE could, subject to certain conditions, be required to
consolidate the VIE if it is considered its primary beneficiary whereby it would absorb the majority of the VIE’s
expected losses, receive the majority of its expected residual returns, or both. The adoption of this new standard had
no effect on the consolidated financial statements as the Company does not have any VIE’s.

1.14

Financial Instruments and Other Instruments

There are no financial instruments or other instruments.

1.15

Other MD&A Requirements

1.15.1

Other MD&A Requirements

Additional information relating to the Company are as follows:
(a)

may be found on SEDAR at www.sedar.com;

(b)

may be found in the Company’s annual information form; and

(c)

is also provided in the Company’s audited consolidated financial statements for the period ended December
31, 2005.

1.15.2

Additional Disclosure for Venture Issuers without Significant Revenue

(a)

capitalized or expensed exploration and development costs;
The required disclosure is presented in the notes to the Company’s consolidated financial statements.

(b)

expensed research and development costs;
Not applicable.

(c)

deferred development costs;
Not applicable.

(d)

general and administrative expenses; and
The required disclosure is presented in the Company’s consolidated financial statements.

(e)

any material costs, whether capitalized, deferred or expensed, not referred to in (a) through (d);
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None.

1.15.3

Outstanding Share Data

The Company’s authorized share capital is comprised of unlimited common shares without par value.
As at December 31, 2005, a total of 93,750 common shares are held in escrow, the release of which is subject to
regulatory approval.
Changes in the Company’s share capital for the period ended December 31, 2005 were as follows:

Number
of Shares
Balance, February 28, 2005
Issued during the year:
For cash from private placement, net of issue costs
From exercise of share purchase options
For cash from exercise of warrants
For mineral property
Balance, December 31, 2005

20,873,269

Amount
(in $000s)
$

6,000,000
793,000
3,700,061
1,000,000
32,366,330

16,708
13,354
1,792
6,122
1,730

$

39,706

As at April 21, 2006, the Company had 33,840,876 common shares issued and outstanding.
At December 31, 2005, the Company had outstanding options to purchase an aggregate 2,223,900 common shares as
follows:

December 31, 2005
Number
Weighted average
of Shares
exercise price
Outstanding, beginning of year
Granted
Exercised
Cancelled

1,871,000
1,155,900
(793,000)
(10,000)

$1.33
$2.40
$1.33
$2.52

Outstanding, end of year

2,223,900

$1.88

Options exercisable at year-end

1,611,900

At April 21, 2006, options for 2,010,900 shares remain outstanding.
At December 31, 2005, the Company had outstanding warrants to purchase an aggregate 5,508,000 common shares
as follows:

Endeavour Silver Corp.

Page 14

ENDEAVOUR SILVER CORP.
Management’s Discussion and Analysis
For the Period Ended December 31, 2005
(expressed in Canadian dollars unless otherwise noted)

Exercise
Prices
$0.35
$2.00
$2.00

Expiry Dates

Oustanding at
February 28, 2005

Issued

Exercised

Oustanding at
December 31, 2005

Expired

October 6, 2005
October 22, 2005
October 28, 2005

775,000
3,467,559
248,000

-

(775,000)
(2,872,061)
(48,000)

$2.10 /
$2.30

February 1, 2006 /
February 1, 2007

1,063,000

-

(5,000)

$2.10 /
$2.30

July 22, 2006 /
July 22, 2007

-

1,000,000

$2.90

October 5, 2007

-

3,450,000

5,553,559

4,450,000

(595,498)
(200,000)

-

-

1,058,000

-

-

1,000,000

-

-

3,450,000

(3,700,061)

(795,498)

5,508,000

At April 21, 2006, warrants for 4,246,454 shares remain outstanding.

1.16

Outlook

The property acquisitions in Mexico coupled with the completion of the $11.5 million financing in the fiscal year
ended February 28, 2005 and the $14.4 million financing in October 2005 along with over $7 million from the
exercise of warrants and options have facilitated the Company’s goal to fast becoming a top tier primary silver
producer. The special warrant offering of up to $31.5 million in equity financing in 2006 would significantly
enhance the Company’s ability to seek more advanced properties for acquisition and to expand its operations on a
more accelerated basis. These acquisitions and financings should allow the Company to expand its landholdings,
silver reserves and resources and production. The Company has the financial resources for exploration drilling,
underground development and production optimization.

1.17

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
Based upon the evaluation of the effectiveness of the disclosure controls and procedures regarding the Company’s
audited consolidated financial statements for the period ended December 31, 2005 and this MD&A, the Company’s
Chief Executive Officer and Chief Financial Officer have concluded that the disclosure controls and procedures
were effective to ensure that material information relating to the Company was made known to others within the
Company particularly during the period in which this report and accounts were being prepared, and such controls
and procedures were effective to ensure that information required to be disclosed by the Company in the reports that
it files or submits under regulatory rules and securities laws is recorded, processed, summarized and reported, within
the time periods specified. Management of the Company recognizes that any controls and procedures can only
provide reasonable assurance, and not absolute assurance, of achieving the desired control objectives, and
management necessarily was required to apply its judgement in evaluating the cost-benefit relationship of possible
controls and procedures.
Changes in Internal Controls over Financial Reporting
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There were no significant changes in the Company’s internal controls or in other factors that could significantly
affect these controls subsequent to the date the Chief Executive Officer completed his evaluation, nor were there any
significant deficiencies of material weaknesses in the Company’s internal controls requiring corrective actions.
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