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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)
President’s Message

Dear Shareholder:

The current financial year was the most active that Beaufield has undertaken since its discovery of a gold
resource at Lac Rouleau in Urban Township, Quebec, in the late 1980’s. Mineral exploration on the
company’s key properties was significantly advanced.

Exploration began on the important Opinaca gold property where in excess of $1 million was spent on
exploration. The work resulted in gold mineralization being discovered in at least three new areas. Early
stage drilling was undertaken to begin follow-up of targets. Opinaca is rapidly developing into a new Quebec
gold camp with construction towards a potential mining operation by Goldcorp on the adjoining Eleonore
property scheduled to begin in the coming years. Beaufield's early stage exploration results are considered
highly encouraging. Beaufield’s Opinaca property occupies a key land position in this emerging gold camp.
Continued surface exploration and drilling are scheduled for 2007.

Beaufield has completed its earn-in of 50% of the Troilus base metal and gold property. In August 2006,
Xstrata Inc. acquired Falconbridge Inc. and thus became operator of the Troilus exploration joint venture.
The property hosts two small volcanogenic base metal deposits namely Tortigny and Moleon.

As part of an ongoing evaluation of geological and geophysical targets, five holes were drilled in 2006. The
full and fnal report on the program from operator Xstrata is anticipated in December 2006 at which time a
new exploration program will be selected by XstrataBeaufield technical committee. According to Xstrata a
total of sixteen targets remain untested, which four are considered a top priority. In addition, expansion
potential exists at both Tortigny and Moleon.

An airborne survey and surface work was conducted on the Lac Evans property where work by previous
operators located copper-zinc mineralization. The airborne work has identified five geophysical targets that
merit exploration.

At Hemlo, limited exploration was undertaken on the 100% owned property to maintain the claims in good
standing. The principal activity consisted of expanding Beaufield’'s land position, which now covers more
than 10 kilometres of the gold bearing Hemlo stratigraphy.

Beaufield owns a group of claims on the important Raglan Ungava nickel belt. This property adjoins the
producing property of Falconbridge (Xstrata) and covers the same geology. Work will be undertaken on this
property during 2007.

Urban Township in Quebec is becoming an active gold exploration camp due to the work of other operators.
Beaufield owns a 100% interest in one of the largest land positions in that camp. Beaufield's property hosts
numerous gold occurrences including the Lac Rouleau gold deposit. Limited work was completed in 2006,
however exploration is planned for 2007. Exploration may be accelerated as a result of positive gold results
by neighbours.

Beaufield is in a strong financial position with in excess of $8 million in its treasury (not flow-through)
available for mineral exploration and other corporate purposes. This represents approximately 10 cents per
share of cash. Goldcorp’s investment of $3.4 million in Beaufield represents an extremely important vote of
confidence in Beaufield’s exploration properties and in its management. We are pleased for this support
which will enhance exploration of the Opinaca property.

Beaufield is very pleased to welcome David Frappier-Rivard, P.Geol. as exploration manager. David has
valuable exploration experience in Ontario and Quebec, particularly in Opinaca where he previously worked
on the Virginia Eleonore property during the discovery phase of the Roberto gold deposit. His experience
will improve Beaufield's discovery potential at Opinaca and elsewhere.



Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)
President’s Message

Beaufield is also very fortunate to have Louis Dionne, P.Eng., join its Board of Directors. Mr. Dionne is a
mining engineer, formerly Senior Vice-President, Barrick Gold Corporation and CEO and President,
Richmont Mines Inc. Louis will provide valuable support in advancing Beaufield's exploration properties to
the next stage and to evaluate new opportunities that may be presented to Beaufield.

In sum, Beaufield has excellent funding and personnel to continue systematic exploration of its mineral
properties. To this end, it is with tremendous enthusiasm that management embarks on the 2007
exploration season.

Thank you for your support.

(s) Jens E. Hansen, P.Eng. December 8, 2006
President



Beaufield Resources Inc.

(formerly Beaufield Consolidated Resources Inc.)

Management's Discussion and Analysis
For the year ended August 31, 2006

The following discussion (the “MD&A") of the financial condition and results of the operations of Beaufield
Resources Inc. (“Beaufield” or “the Company”) constitutes management’s review of the factors that affected
the Company'’s financial and operating performance for the year ended August 31, 2006. This discussion
should be read in conjunction with the Company’s Financial Statements for year ended August 31, 2006 and
related Notes. All figures are in Canadian dollars unless otherwise stated.

Further information regarding the Company and its operations are filed electronically on the System for
Electronic Document Analysis and Retrieval (SEDAR) in Canada and can be obtained from www.sedar.com.

Nature of activities and name change

Beaufield is a mineral exploration and development company, which acquires, explores, joint ventures and
develops mineral properties in Canada. Effective May 25, 2006 and pursuant to a resolution passed by
shareholders at the Annual General Meeting, the Company has changed its name from Beaufield
Consolidated Resources Inc. to Beaufield Resources Inc.

Operating activities
The Company reported a net loss of $230,264 in the year ended August 31, 2006 ("Fiscal 2006") compared
to a net loss of $379,200 in the previous year ended August 31, 2005 ("Fiscal 2005").

Administrative expenses

Administrative expenses for Fiscal 2006 for the Company were $744,683 ($461,142 during Fiscal 2005) and
included costs associated with the promotion of Beaufield, professional fees, stock-based compensation
cost and overheads resulting from the Company’s administrative facilities. The increase in expenses is
mainly due to a $375,250 stock-based compensation cost recorded this year compared to $140,500 in
Fiscal 2005.

Professional fees consisting of legal, audit and accounting fees increased from $89,315 in Fiscal 2005 to
$117,674 in Fiscal 2006 due mainly to an increase in accounting fees following an increase in exploration
activities operated by the Company. A $29,778 charge for insurance was recorded during this year following
the registration towards the end of Fiscal 2005 into general liability insurance and a Director and Officer
insurance.

Income and other expense

Revenues for Fiscal 2006 were $171,273, consisting of interest on Treasury Bills or coupon bonds,
compared with $33,273 for Fiscal 2005. This increase is due to higher short-term investments following
closing of a $3.4 million private placement and the exercise of warrants and options worth $1.9 million in
Fiscal 2006.

In Fiscal 2006, the Company sold its investments in listed shares of public junior mining companies
realizing a gain on disposal in the amount of $76,145 ($12,323 in Fiscal 2005).

In Fiscal 2005, the Company has abandoned the Thompson project and a number of other projects and has
written-off $80,562 of cost related to these projects.

Investing activities

The Company invested $1,985,184 in deferred exploration expenses during Fiscal 2006 ($2,038,362 in
Fiscal 2005) of which $1,120,195 was spent on the Opinaca property, $581,941 on the Troilus property and
$195,339 on the Hemlo properties. The Company is entited to a refundable tax credits on its 2006
exploration expenditures in the amount of $628,133.

The Company’s principal mineral assets comprise six properties.



Beaufield Resources Inc.

(formerly Beaufield Consolidated Resources Inc.)

Management's Discussion and Analysis
For the year ended August 31, 2006

Investing activities (Cont'd)

Opinaca, Québec

Claim status

In May 2005, the Company acquired an 80% interest in the Opinaca property consisting of 185 claims or
9,684 hectares located in the James Bay region of Quebec. The property is directly adjacent to Goldcorp
Inc.'s (“Goldcorp”) Eleonore property.

In January 2006, the Company completed a brokered private placement with Goldcorp whereby Goldcorp
has purchased 6.8 million units at a price of $0.50 per unit for gross proceeds of $3.4 million. The
subscription agreement provides that Beaufield and Goldcorp have the opportunity to cooperate on technical,
financial and permitting issues relating to Beaufield’s Opinaca property. This agreement allows both
companies to pool their exploration efforts in the camp. Beaufield will continue to control and explore its
Opinaca property.

In Fiscal 2006, the Company acquired by staking 212 additional claims known as the Opinaca West block
located approximately 35km west of the Opinaca claims. Also, the Company applied for staking additional
claims that has not yet been approved by the Ministry of Natural Resources of Quebec.

Exploration
The objective of the initial drill program that started at the end of February 2006 was to evaluate certain
anomalous gold, geological and geophysical targets located during the 2005 program.

By the end of March 2006, Beaufield has completed drilling of nine holes (total of 2,394 metres). Of these,
seven holes were drilled on gold targets in the sedimentary units (greywackes and conglomerates) and two
holes to test other environments (mafic volcanics and granodiorites).

The most significant hole was OP-01-06, a single hole drilled on the Rusty zone. The zone is about 2 km
west of the Beaufield-Goldcorp border and is contained within volcanics in close contact with the intrusive
and believed to be a short distance away from the contact with the sediments (greywackes). The hole
encountered a 20 metres zone (from 94m to 114m) which has pyrrhotite and arsenopyrite mineralization over
its entire length, as well as quartz stockwork and sometimes strong to intense tourmalinization controlled
by local shearing and brecciation. The pyrrhotite content varies from trace to 10% while the arsenopyrite
varies from trace to 2%. Gold grades were anomalous through the entire 20 metres length, with grades
ranging from 0.1 g/t to 5.2 g/t with an average grade of 1.1g/t.

The 2006 summer program consisting of gridding, geophysics and geochemistry located a number of
anomalous zones including grab samples of 27.6 g/t gold in pegmatites at the Channel zone and 9.9¢g/t on
the Rusty zone. In November 2006, the Company completed a 1,150 metres 3 holes diamond drill program
to evaluate the lateral and in depth extensions of the 20 metres zone of Hole OP-01-06. The assay results
are pending. The Company is planning additional drilling for the winter of 2007.

Troilus, Québec

Claim status

In 2004, the Company entered in an earn-in agreement with Falconbridge Limited («Falcanbridge») wherein
the Company has an option to earn a 50% interest in all of Falconbridge’s properties in the Troilus Belt. The
properties cover a substantial portion of the Troilus mineral belt, which has both proven and important
potential for locating gold deposits and base metal deposits. The Tortigny base metal deposit (calculated
pre 43-101 by Noranda) has historical resources of 490,000 tonnes of 2.2% copper, 6.2% zinc, 0.24% lead,
619/t silver and 0.3 g/t gold. At year-end, Beaufield-Falconbridge own 758 claims.
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(formerly Beaufield Consolidated Resources Inc.)

Management's Discussion and Analysis
For the year ended August 31, 2006

Investing activities (Cont'd)

Troilus, Québec (Cont'd)

Beaufield earned its 50% interest in all of Falconbridge’s properties in the Troilus Belt with the total work
expenditures of $2.2 million completed as of October 31, 2006. Falconbridge acts as the operator of the
exploration program.

Xstrata Plc. took control of Falconbridge Ltd. in August 2006.

Exploration

During the summer of 2006, Falconbridge undertook an exploration program, which included a five-hole drill
program, selected by Falconbridge-Beaufield technical committee based on geology, geochemistry,
geophysics and proximity to existing mineral deposits. Two holes are on geological extensions of the
Tortigny deposit, one hole is adjacent to the Moleon deposit and two holes tested other targets.

The full and final report on the program from operator Xstrata is anticipated in December 2006 at which time
a new exploration program will be selected by Xstrata-Beaufield technical committee.

Hemlo

Claim status

The Hemlo properties consist of two groups of claims 100% owned by Beaufield. The claims are subject to
an NSR varying between 1% and 2%. The Fowler property consists of 21 claims located on the Wabikoba
sheet and the Hemlo Highway 17 property consists of four contiguous groups of 217 claims (68 in 2005)
located in Lecours and Pic Townships located between Marathon Ontario and the Hemlo gold mines.

Exploration

In May 2006, two holes were planned and one hole was completed on Beaufield’s Hemlo property located
approximately 15 Km west of the operating Hemlo gold mines. The hole was drilled to 400 metres on a
geochemical anomaly (MM mobile metal ion) and intercepted several mineralized zones of considerable
width (10 to 20 metres). The zones consisted largely of mafic volcanics mixed with sediments containing
pyrite (3-8%), quartz flooding and sericitization, features usually consistent with ore-grade gold deposits.

The gold grades however were below anomalous levels except for the very bottom of the hole which
contained a high concentration of sulphides (pyrite) and an anomalous gold grade of 0.8 g/t. The second
hole was planned to be drilled about 2 km west of the first hole but was abandoned due to technical
difficulties with the drilling equipment. This second hole was not spotted on a specific target, but was more
to assess the geological profile of the area.

Given this positive indication at the bottom of the first hole, the drill rod casing was left in the hole and the
hole will likely be lengthened in a follow-up exploration program as soon as practicable. Interestingly,
geologists at the nearby Hemlo gold mines have examined the core and are following Beaufield’'s exploration
efforts very closely. It is worthy of mention that over 95% of the ore in the Hemlo gold deposits is located at
depths greater than 500m.

The Company completed line cutting and magnetometer surveying totaling 79.7km on the claims purchased
in 2006. 15 rock samples were taken on the purchased claims and one sample assayed 2.12 g/t gold.

Urban Project, Québec

Claim status

Beaufield has reduced the claim holding to approximately 450 claims from 729 in the previous year. It is
anticipated that these 450 claims represent a core holding.
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Management's Discussion and Analysis
For the year ended August 31, 2006

Investing activities (Cont'd)

Urban Project, Québec (Cont'd)

Exploration

A geological report for the area by the Quebec Ministry of Natural Resources by Bandyayera (MRN GR2001-
14, page 36) cites a resource of 544,000 tonnes of 7.2 g/t of gold. This number has not been confirmed
recently to 43-101 standards. Beaufield has completed a 10 hole, 869-metre drill program on the Rouleau
gold property in May 2004. The results of the drilling suggested a continuation to surface of good grade
mineralization (Hole 401: 3.73 metres at 11.63g/t gold and Hole 402: 4.05 meter at 7.65g/t gold).

In Fiscal 2006, a limited program of line cutting (50.7km) and magnetometer geophysics were undertaken to
maintain certain claims in good standing. The work covered an area known from previous operators by the
name Tourmaline Hill.

The Urban Township area hosts numerous gold occurrences in highly favourable geology and structure. It is
an area being actively explored by others and Beaufield is of the opinion that detailed exploration by
Beaufield and/or others could eventually be successful and lead to an important gold discovery.

Mainstreet Project, Québec

Claim status

A 40% interest in 8 mining claims subject to a 2% net smelter return (NSR) royalty. In 2004, the Company
exercised its right of first refusal to acquire the 60% interest from Aur Resources Inc. subject to a cash
consideration of $19,000 to be paid by March 31, 2008 and work consideration of $76,000 to be completed
before March 31, 2008. $65,273 of work consideration was incurred as of August 31, 2006.

The Mainstreet property is located a few kilometres southeast of the Aur Louvicourt base metal mine and
mill. Geochemical and geophysical work by Aur in the 1990's suggested that volcanic units which host the
Louvicourt mine extend eastward to the Mainstreet property. An exploration program consisting of 17 km of
line, magnetic surveying, geochemistry and geology was conducted in August 2005 and it was concluded
that two zones with anomalous gold chemistry were located and two smaller zones of anomalous zinc also
occur.

Exploration

Beaufield has planned line cutting, magnetometer surveying and induced polarization surveying for 2006-
2007. This program will complete the work requirement. Completion of the work is expected to yield a drill
target.

Lac Evans and Storm Lake projects, Québec

Claim status

The Lac Evans and Storm Lake projects cover 161 claims and is 100% owned by Beaufield. Part of this
property is subject to a 2% NSR.

Exploration

The majority of the Lac Evans block has been covered by an Aerotem airborne magnetic and
electromagnetic survey in 1999. New targets remain to be explored including possible extensions of known
mineralization. Earlier works undertaken by other companies have reported significant mineral occurrences.
The Lac Evans project is within the Troilus mineral belt where Beaufield is actively exploring the eastern
portion with Falconbridge. Emphasis on future work may be influenced by results on the Troilus project.
Beaufield intends to maintain the claims in good standing.

The Lac Evans block covers the largely unexplored Mount Reid layered intrusion, which has the potential to

host base and precious metals. Lac Evans and Storm Lake both cover a sequence of rhyolitic rocks, which
are favorable for both base metal and gold exploration.
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Management's Discussion and Analysis
For the year ended August 31, 2006

Investing activities (Cont'd)

Lac Evans and Storm Lake projects, Québec (Cont'd)

Beaufield carried out an exploration program consisting of geology, geophysics and sampling on Storm Lake
during the summer of 2005. The property has a potential for VMS and gold deposits. The current work
detected detailed anomalous gold values of up to 1 g/t. More work is required to thoroughly evaluate the
property.

Financing activities
In January 2006, the Company completed a brokered private placement with Goldcorp whereby Goldcorp
has purchased 6.8 million units at a price of $0.50 per unit for gross proceeds of $3.4 million,

In addition, in Fiscal 2006, the funds derived from the exercise of warrants amounted to $1,637,799
($340,400 in Fiscal 2005) representing 5,098,235 shares (1,434,499 in Fiscal 2005). Also, 2,475,000
common shares were issued following the exercise of stock options representing $302,750 in Fiscal 2006
(Nil in Fiscal 2005).

During Fiscal 2006, the Company issued 225,000 shares (600,000 in Fiscal 2005) for mineral properties at a
market value of $175,500 ($134,000 in Fiscal 2005) as fully described in Note 4 of the financial statements.

During Fiscal 2005, the Company completed a series of private placements and issued 23,041,334 shares
for proceeds of $5,668,500, of which 5,838,000 shares were flow-through shares for proceeds of $1,601,000.

The proceeds from the sale of flow-through shares were used to fund exploration on the Company’s
properties, which qualify as Canadian exploration expense and can be renounced by the Company to the
investors under the Income Tax Act.

Liquidity

The Company has no long-term debt and a working capital of $7,222,000 as at August 31, 2006 ($3,184,639
as at August 31, 2005). The increase is mainly explained by the closing of a $3.4 million private placement
and the exercise of warrants and options worth $1.9 million in Fiscal 2006. Management is of the opinion
that it will be able to maintain the status of its current exploration obligations and to keep its properties in
good standing for several years with the level of liquidity on hand. Advanced exploration of some of the
mineral properties would require substantially more financial resources. In the past, the Company has been
able to rely on its ability to raise financing in public or privately negotiated equity offerings. There is no
assurance that such financing will be available when required, or under terms that are favourable to the
Company. The Company may also elect to advance the exploration and development of mineral properties
through joint-venture participation. Management is not currently considering further financing at this time.

Outlook

The company has been focussing the majority of its time and resources on three properties namely,
Opinaca, Troilus and Hemlo. This emphasis could be modified or increased during the coming year
depending on results obtained by Beaufield or others. The Urban, Ungava and Mainstreet properties are in
areas actively explored by others including government mapping and such work is being constantly
monitored to guide Beaufield in it's most effective allocation of resources. At this stage, the exploration
budget is in the planning stage and an expenditure of approximately $2 million is currently anticipated.
Beaufield's financial resources permit flexibility.

Beaufield will not be using flow-through funds for exploration during fiscal 2007 and will therefore be able to
benefit from the available refundable government exploration taxes credits.
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Selected annual information

Net sales

Net loss for the year
Net loss per share
Total assets

Summary of quarterly information

Fiscal year ended August 31

2006 2005 2004

$ $ $
230,264 379,200 611,025
(0.00) 0.01 0.02
12,961,805 7,941,531 2,630,268

Three months ended

August 31, May 31, February 28, November 30,
2006 2006 2006 2005
$ $ $ $
Net sales - - - -
Net income (loss) for the period 237,990 (47,654) (319,376) (101,224)
Net income (loss) per share - - - -
Three months ended
August 31, May 31, February 28, November 30,
2005 2005 2005 2004
$ $ $ $
Net sales - - - -
Net loss for the period (143,620) (64,015) (59,792) (111,773)
Net loss per share (0.005) - - (0.005)

Fourth quarter

The Company reported a net income of $237,990 for the quarter ended August 31, 2006 (“Q4-20067)
compared to a net loss of $143,620 for the quarter ended August 31, 2005 (‘Q4-2005’). Write-off of mining
assets totalling $80,562 in Q4-2005 (nil in Q4 2006) and future income taxes recovery of $259,000 recorded

in Q4-2006 were the main reasons for the variance.

Total administrative expenses went from $87,096 in Q4-2005 to $88,781 in Q4 2006 with no major variances

to be reported.

On the investment activities, the Company expensed $353,017 in exploration in Q4-2006 ($681,083 in Q4-

2005), mostly on its Troilus and Opinaca properties.

As for the financing activities, 184,900 warrants were exercised for a net proceed of $63,915 in Q4-2006
(416,666 warrants for net proceed of $95,833 in Q4-2005).
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Related party transactions
The principal transactions concluded with companies controlled by officers or directors are as follows:

2006 2005
$ $
Mineral properties 20,000 131,526
Deferred exploration expenses 60,768 11,375
Share issue expenses - 15,312
Professional fees 83,228 38,179
Administrative services, fees, rent and office 12,000 6,000

There were accounts payable or accrued liabilities at August 31, 2006 to companies controlled by an officer
and a director in the amount of $17,360 ($14,706 in 2005).The transactions were measured at the exchange
amount, which is the amount established and accepted by the parties.

Subsequent event
Warrant exercise
Between September 1% and November 20, 2006, the following warrants were exercised:

Number of Exercise
warrants price Amount
5,620,000 $0.34 $ 1,910,800
1,250,000 $0.30 375,000
50,000 $0.25 12,500
6,920,000 $ 2,298,300

Following these exercises, warrants outstanding as at November 20, 2006 are as follows:

Number of Exercise
warrants price Expiry date
3,808,000 $0.55 January 25, 2008
555,140 $0.25 May 11, 2007
4,363,140
Disclosure of outstanding share data (as of December 2, 2006)
Number
Common shares 81,650,379
Options 4,500,000
Warrants 4,307,140
Fully diluted 90,457,519

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

Management's responsibility for financial information and critical accounting estimates Beaufield financial
statements are the responsibility of the Corporation’s management. The financial statements were prepared
by the Company’s management in accordance with Canadian generally accepted accounting principles. A
description of the Company's significant accounting policies can be found in Note 2 of the Company's
financial statements. The financial statements include certain amounts based on the use of estimates and
assumptions. Management has established these amounts in a reasonable manner, in order to ensure that
the financial statements are presented fairly in all material respects. Significant estimates include the
carrying amount of mineral properties and the exploration tax credits receivable. Actual results may differ
from those estimates.
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Changes in accounting policies including initial adoption
Taking effect subsequent to Fiscal 2006

In January 2005, the CICA issued three new sections for financial instruments:
1. Section 3855, “Financial Instruments — Recognition and Measurement”, provides guidance on when a

financial instrument must be recognized on the balance sheet and how it must be measured. It also
provides guidance on the presentation of gains and losses on financial instruments.

2. Section 3865, “Hedges”, provides guidance on the application of hedge accounting and elated
disclosures.
3. Section 1530, “Comprehensive Income”, requires an entity to recognize certain gains and losses in a

separate statement, until such gains and losses are recognized in the statement of income.

The Company is currently in the process of evaluating the impact of these new sections, which come into
effect for annual and interim periods relating to fiscal years beginning on or after October 1, 2006.

Financial instruments
Fair value and interest rate risk

Short-term financial instruments

Cash and cash equivalents, short-term investments, accounts receivable, exploration taxes credits
receivable and accounts payable and accrued liabilities are short-term financial instruments whose fair value
approximates their carrying amount given that they will mature shortly. Cash and cash equivalents bear a
variable interest rate. Accounts receivable, exploration taxes credits receivable and accounts payable and
accrued liabilities bear no interest.

The fair value of the coupon bonds and the listed shares is based on the closing price.

Long-term financial instruments

Exploration funds are long-term financial instruments whose fair value approximates their carrying amount
given that they will be spend in exploration expenses during the next year. These financial instruments bear
no interest.

Risk factors

Exploration and Mining Risks

The business of exploration for minerals and mining involves a high degree of risk. Few properties that are
explored are ultimately developed into producing mines. At present, there are no known bodies of
commercial ore on the mineral properties of which the Company intends to acquire an interest and the
proposed exploration program is an exploratory search for ore. Unusual or unexpected formations, formation
pressures, fires, power outages, labour disruptions, flooding, cave-ins, landslides and the inability to obtain
suitable or adequate machinery, equipment or labour are other risks involved in the conduct of exploration
programs. The Company from time to time augments its internal exploration and operating expertise with
due advice from consultants and others as required. The economics of developing gold and other mineral
properties is affected by many factors including the cost of operations, variation of the grade of ore mined
and fluctuations in the price of any minerals produced. There are no underground or surface plants or
equipment on the Company’s mineral properties, or any known body of commercial ore. Programs
conducted on the Company's mineral property would be an exploratory search for ore.

-11 -
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Risk factors (Cont'd)

Titles to Property

While the Company has diligently investigated title to the various properties in which it has interest, and to
the best of its knowledge, title to those properties are in good standing, this should not be construed as a
guarantee of title. The properties may be subject to prior unregistered agreements or transfer, or native or
government land claims, and title may be affected by undetected defects.

Permits and Licenses

The Company’s operations may require licenses and permits from various governmental authorities. There
can be no assurance that the Company will be able to obtain all necessary licenses and permits that may
be required to carry out exploration, development and mining operations at its projects.

Metal Prices

Even if the Company's exploration programs are successful, factors beyond the control of the Company may

affect marketability of any minerals discovered. Metal prices have historically fluctuated widely and are

affected by numerous factors beyond the Company's control, including international, economic and political

trends, expectations for inflation, currency exchange fluctuations, interest rates, global or regional

consumption patterns, speculative activities and worldwide production levels. The effect of these factors
cannot accurately be predicted.

Competition

The mining industry is intensely competitive in all its phases. The Company competes with many
companies possessing greater financial resources and technical facilities than itself for the acquisition of
mineral interests as well as for recruitment and retention of qualified employees.

Environmental Regulations

The Company's operations are subject to environmental regulations promulgated by government agencies

from time to time. Environmental legislation provides for restrictions and prohibitions of spills, release or

emission of various substances produced in association with certain mining industry operations, such as

seepage from tailing disposal areas, which could result in environmental pollution. A breach of such

legislation may result in imposition of fines and penalties. In addition, certain types of operations require
submissions to and approval of environmental impact assessments. Environmental legislation is evolving in a
manner, which means stricter standards, and enforcement, fines and penalties for non-compliance are more
stringent. Environmental assessments of proposed projects carry a heightened degree of responsibility for
companies and directors, officers and employees. The cost of compliance with changes in governmental
regulations has a potential to reduce the profitability of operations. The Company intends to fully comply
with all environmental regulations.

Conflicts of Interest

Certain directors or proposed directors of the Company are also directors, officers or shareholders of other
companies that are similarly engaged in the business of acquiring, developing and exploiting natural
resource properties. Such associations may give rise to conflicts of interest from time to time. The directors
of the Company are required by law to act honestly and in good faith with a view to the best interests of the
Company and to disclose any interest, which they may have in any project or opportunity of the Company. If
a conflict of interest arises at a meeting of the board of directors, any director in a conflict will disclose his
interest and abstain from voting on such matter. In determining whether or not the Company will participate
in any project or opportunity, the directors will primarily consider the degree of risk to which the Company
may be exposed and its financial position at that time.

Stage of Development

The Company's properties are in the exploration stage and to date none of them have a proven ore body. The
Company does not have a history of earnings or the provision of return on investment, and in future there is
no assurance that it will produce revenue, operate profitably or provide a return on investment.
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Risk factors (Cont'd)

Industry Conditions

Mining and milling operations are subject to government regulations. Operations may be affected in varying
degrees by government regulations such as restrictions on production, price controls, tax increases,
expropriation of property, pollution controls or changes in conditions under which minerals may be mined,
milled or marketed. The marketability of minerals may be affected by numerous factors beyond the control of
the Company, such as government regulations. The effect of these factors cannot be accurately determined.

Uninsured Hazards

Hazards such as unusual geological conditions are involved in exploring for and developing mineral deposits.
The Company may become subject to liability for pollution or other hazards, which cannot be insured
against or against which the Company may elect not to insure because of high premium costs or other
reasons. The payment of any such liability could result in the loss of Company assets or the insolvency of
the Company.

Future Financing
Completion of future programs may require additional financing, which may dilute the interests of existing
shareholders.

Key Employees
Management of the Company rests on a few key officers, the loss of any of whom could have a detrimental
effect on its operations.

Canada Customs and Revenue Agency

No assurance can be made that Canada Customs and Revenue Agency will agree with the Company's
characterization of expenditures as Canadian exploration expenses or Canadian development expense or
the eligibility of such expenses as Canadian exploration expense under the Income Tax Act (Canada).

Evaluation and effectiveness of disclosure controls and procedures

The Company has established and maintains disclosure controls and procedures over financial reporting.
The certifying officers have evaluated the effectiveness of the issuer’s disclosure controls and procedures as
of August 31, 2006 and have concluded that such procedures are adequate and effective to ensure accurate
and complete disclosures in annual filings.

Special note regarding forward4ooking statements

This Report contains forward-looking statements that are based on beliefs of its management as well as
assumptions made by and information currently available to management of the Company. When used in
this Report, the words "estimate”, "believe”, "anticipate”, "intend", "expect", "plan”, "may", "should", "will",
and the negative thereof or other variations thereon or comparable terminology are intended to identify
forwarddooking statements. Such statements reflect the current views of the Company with respect to
future events based on currently available information and are subject to risks and uncertainties that could
cause actual results to differ materially from those contemplated in those statements. The statements
contained in this Report speak only as of the date hereof. The Company does not undertake any obligation
to release publicly any revisions to these statements to reflect events or circumstances after the date hereof

or to reflect the occurrence of unanticipated events.

(s) Jens E. Hansen (s) Vatche Tchakmakian
Jens E. Hansen Vatche Tchakmakian
President Vice-President Finance and Secretary

December 8, 2006

-13 -



Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)
Managements Report

The financial statements of Beaufield Resources Inc. and the other financial information included in this
annual report are the responsibility of the Company's management and have been examined and approved
by its Board of Directors. These financial statements have been prepared by management in accordance
with Canadian generally accepted accounting principles and include some amounts that are based on
management's best estimates using careful judgment. The selection of accounting principles and methods
is management's responsibility.

The Company maintains internal control systems designed to ensure that financial information is relevant
and reliable and that assets are safeguarded.

Management recognizes its responsibility for conducting the Company's affairs in a manner to comply with
the requirements of applicable laws and established financial standards and principles, and for maintaining
proper standards of conduct in its activities.

The Board of Directors supervises the financial statements and other financial information through its audit
committee, which is comprised of three directors, two of whom are independent.

This committee's role is to examine the financial statements and recommend that the Board of Directors
approve them, to examine the internal control and information protection systems and all other matters
relating to the Company's accounting and finances. In order to do so, the audit committee meets with the
external auditors, either with or without the Company's management, to review their respective audit plans
and discuss the results of their examinations. This committee is responsible for recommending the
appointment of the external auditors or the renewal of their engagement.

The Company's external auditors, Raymond Chabot Grant Thornton, L.L.P., appointed by the shareholders

at the Annual General Meeting, have audited the Gmpany's financial statements and their report indicating
the scope of their audit and their opinion on the financial statements is presented below.

(s) Jens E. Hansen (s) Vatché Tchakmakian, CA
President Vice-President Finance and Secretary

Ottawa, Ontario
October 27, 2006 except as to Note 8, which is of November 20, 2006.
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Balance Sheets
August 31, 2006 and 2005

Assets

Current assets
Cash and cash equivalents
Short-term investments (Note 3)
Accounts receivable
Sales taxes recoverable
Exploration taxes credits receivable
Prepaid expenses

Exploration funds (Note 3)
Advances on an exploration program

Mineral Properties (Note 4)
Acquisition cost
Deferred exploration expenses

Liabilities
Current liabilities
Accounts payable and accrued liabilities

Future income taxes (Note 6)

Shareholders’ equity
Capital stock (Note 5)
Warrants (Note 5c)
Contributed surplus (Note 5d)
Deficit

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

On behalf of the Board,

(S) Jens E. Hansen (S) Paul Carmel

2006 2005
$ $
5,622,542 384,165
898,894 2,373,804
- 17,745
72,971 94,067
712,526 432,060
12,263 12,263
7,319,196 3,314,104
- 674,868
10,202 57,462
1,368,786 988,527
4,263,621 2,906,570
12,961,805 7,941,531
97,196 129,465
361,000 384,000
458,196 513,465
28,334,775 22,818,726
150,270 129,500
718,000 365,000
(16,699,436) (15,885,160)
12,503,609 7,428,066
12,961,805 7,941,531

Paul Carmel
Director

Jens E. Hansen
President and Director
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Statements of Operations and Deficit
Years ended August 31, 2006 and 2005

Administrative expenses
Stock-based compensation (note 5b)
Investors relations
Professional fees
Administrative services, fees, rent and office
Shareholders’ information, trustee and registration fees
Travelling and promotion
Telecommunications
Insurance
Interest and financing charges

Investment income

Gain on disposal of listed shares
Gain on sale of a mineral property
Write-off of mineral properties

Loss before income taxes
Future income taxes (Note 6)
Net loss

Deficit, beginning of year
Share issue expenses

Deficit, end of year

Basic and diluted net loss per share

Weighted average number of outstanding common shares

The accompanying notes are an integral part of the financial statements.
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2006 2005
$ $
375,250 140,500
103,435 103,825
117,674 89,315
64,973 65,803
32,235 27,097
10,810 22,066
9,854 7,880
29,778 4,087
674 569
744,683 461,142
171,273 33,273
76,146 12,323
- 8,908
- (80,562)
247,419 (26,058)
(497,264) (487,200)
267,000 108,000
(230,264) (379,200)
(15,885,160) (14,366,542)
(584,012) (1,139,418)
(16,699,436) (15,885,160)
(0.00) (0.01)
69,457,822 46,027,005




Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Statement of Deferred Exploration Expenses
Years ended August 31, 2006 and 2005

Balance, beginning of year

Additions
Drilling
Assays
Geology
Geophysics & geochemistry
Line cutting
Travelling
General field expenses
Management fees

Deductions
Write-off and write-downs
Exploration taxes credits

Balance, end of year

The accompanying notes are an integral part of the financial statements.
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2006 2005
$ $
2,906,570 1,345,651
857,545 696,534
35,146 28,391
452,637 660,068
409,307 261,451
159,600 223,149
10,306 17,603
10,303 10,046
50,340 141,120
1,985,184 2,038,362
- (45,383)
(628,133) (432,060)
(628,133) (477,443)
4,263,621 2,906,570




Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Statement of Cash Flows
Years ended August 31, 2006 and 2005

Operating activities
Net loss
Non-cash items:

Stock-based compensation
Gain on disposal of listed shares
Gain on sale of a mineral property
Write-off of mineral properties
Future income taxes

Changes in non-cash working capital items:
Accounts receivable
Sales taxes recoverable
Prepaid expenses
Accounts payable and accrued liabilities

Cash flows from operating activities

Investing activities

Additions to shortterm investments
Disposal of short-term investments
Exploration funds

Advances on an exploration program
Additions to mineral properties
Deferred exploration expenses
Exploration taxes credits received
Cash flows from investing activities

Financing activities
Issue of shares
Share issue expenses

Cash flows from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Additional disclosures of cash flows information:
Share issue expenses related to future income taxes

on flow-through shares
Broker’s warrants issued as share issue expense

Exercise of options credited to share capital on exercise
Exercise of broker warrants credited to share capital on exercise
Issuance of capital stock for acquisition of mineral properties

Investment received from sale of mineral properties

Exploration taxes receivable credited to mineral properties
Accounts payable and accrued liabilities related to exploration expenses

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

2006 2005
$ $
(230,264) (379,200)
375,250 140,500
(76,146) (12,323)
- (8,908)
- 80,562
(267,000) (108,000)
(198,160) (287,369)
17,745 (17,745)
21,096 (60,932)
- (12,263)
2,385 (10,211)
41,226 (101,151)
(156,934) (388,520)
(4,253,446) (2,345,595)
5,804,502 16,923
674,868 (495,172)
47,260 182,849
(204,759) (107,502)
(2,019,838) (1,933,170)
347,667 -
396,254 (4,681,667)
5,249,309 5,992,900
(250,252) (563,918)
4,999,057 5,428,982
5,238,377 358,795
384,165 25,370
5,622,542 384,165
244,000 446,000
89,760 129,500
22,250 -
68,990 16,000
175,500 134,000
- 8,908
628,133 432,060
70,538 105,192



Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

1 Governing statutes and nature of operations

The Company, incorporated under the British Columbia Company Act, is in the process of exploring
its mineral properties and has not yet determined whether the properties contain economically
recoverable reserves. The recovery of expenditures on mineral properties and the related deferred
exploration expenses are dependent upon the existence of economically recoverable mineralization,
the ability of the Company to obtain financing necessary to complete the exploration and the
development of the mineral properties, and upon future profitable production or alternatively, on the
sufficiency of proceeds from disposition.

Although the Company has taken steps to verify title to mineral properties in which it has an interest,
in accordance with industry standards for the current stage of exploration of such properties, these
procedures do rot guarantee the Company’s title. Property title may be subject to unregistered prior
agreements and non-compliance with regulatory requirements.

2. Accounting policies

Accounting estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts
recorded in the financial statements and notes to the financial statements. These estimates are
based on management’s best knowledge of current events and actions that the Company may
undertake in the future. Significant estimates include the carrying amount of mineral properties and
the exploration tax credits receivable. Actual results may differ from those estimates.

Cash and cash equivalents
Cash and cash equivalents consist of cash balances with financial institutions and highly liquid short-
term investments with original maturity of three months or less from the acquisition date.

Shortterm investments
Short-term investments are valued at the lower of cost and market value.

Exploration funds
Exploration funds consist of short-term investments, restricted in use for flow-through exploration
expenditures, pursuant to financing agreements.

Exploration taxes credits

Mining duties credits

The Company is entitled to refundable mining duties credits on mining exploration expenditures
incurred in Québec. The refundable mining duties credits may reach 15% of qualified charges
incurred. This tax credit has been applied against the costs incurred.

Tax credits for resources

Furthermore, the Company is entitled to a refundable tax credit for mining sector companies on
eligible expenditures incurred after March 29, 2001. The refundable tax credit may reach 38.75% of
qualified charges incurred since March 30, 2004. This tax credit has been applied against the costs
incurred.
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

2.

Accounting policies (Cont'd)
Exploration taxes credits (Cont'd)

Tax credits for resources (Cont'd)
The exploration taxes credits are recorded, provided that the Company has reasonable assurance that
theses credits will be received.

Mineral properties

Exploration, evaluation and development expenditures are accumulated and accounted for in each
separate area of interest or mineral resource. The recoverability of the amounts shown as mineral
properties is dependent upon the discovery of economically recoverable reserves, the ability of the
Company to obtain necessary financing to complete the development and future profitable production
or the disposal of the properties for proceeds in excess of their carrying value.

The Company follows the practice of capitalizing all costs related to acquisition, exploration and
development of mineral properties until such time as mineral properties are put into commercial
production, sold or abandoned. If commercial production commences, these capitalized costs will be
amortized prospectively on a unit-of-production basis. If the mineral properties are abandoned, the
related capitalized costs are expensed.

The amounts shown for mineral properties represent costs incurred to date less write-downs, and are
not intended to reflect present or future values. Government assistance and mining duty credits are
applied against the deferred exploration expenses. Option payments received are gpplied against the
mineral properties or accounted in the operations if the property has already been written off or if the
proceed is in excess of the deferred acquisition cost.

Management reviews on a regular basis the merits of each Company property interest to assess
where the property merits further exploration and development expenditure and whether the carrying
value of the properties is greater than the future expected return from the property. Empirical evidence
such as geochemical analysis, drilling results, assays, mapping and field observation are the primary
evidence that is then assessed against other factors such as commodity markets, exchange rates,
and closeness to other known operations when making decisions on impairment.

Basic or diluted net loss per common share

Basic net loss per share is calculated based upon the weighted average number of shares
outstanding during the year. The diluted net loss per share, which is calculated using the treasury
stock method, is equal to the basic net loss per share due to the anti-dilutive effect of stock options
and share purchase warrants outstanding as described in note 5.

Share issue expenses
Share issue expenses are accounted in increase of the deficit.

Stock-based compensations plans

The Company has established two stock-based compensation plans which are described in Note 5.
The Company accounts for compensation costs when stock options are granted using a fair value
based method. When holders exercise their options, any consideration received and any contributed
surplus related to these options is credited to capital stock. If stock options are repurchased from
employees, the excess of the consideration paid over the carrying amount of the stock option
cancelled is charged to deficit.
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

2. Accounting policies (Cont'd)

Income taxes

The Company uses the liability method of accounting for income taxes. Under this method, future
income tax assets and liabilities are determined according to differences between the carrying
amounts and tax bases of assets and liabilities. They are measured by applying enacted or
substantively enacted tax rates and laws at the date of the financial statements for the years in which
the temporary differences are expected to reverse.

The resource expenditure deductions for income tax purposes related to exploration and development
activities funded by flow-through share arrangements are renounced to investors in accordance with
tax legislation. Under the liability method of accounting of income taxes, the future income taxes
related to temporary differences arising at the renunciation are recorded at that time together with a
corresponding charge in the share issue expense.

Financial instruments
Fair value and interest rate risk

Short-term financial instruments

Cash and cash equivalents, short-term investments, accounts receivable, exploration taxes credits
receivable and accounts payable and accrued liabilities are short-term financial instruments whose fair
value approximates their carrying amount given that they will mature shortly. Cash and cash
equivalents bear a variable interest rate. Accounts receivable, exploration taxes credits receivable and
accounts payable and accrued liabilities bear no interest.

The fair value of the coupon bonds and the listed shares is based on the closing price.

Long-term financial instruments

Exploration funds are long-term financial instruments whose fair value approximates their carrying
amount given that they will be spend in exploration expenses during the next year. These financial
instruments bear no interest.

3. Shortterm investments
2006 2005
$ $

Coupon bonds which approximate market value, bearing interest at

annual rates from 4.25% to 4.33%, maturing between August 15, 2008

and August 15, 2009 898,894 -
Canada Treasury Bill which approximate market value, bearing interest

at an annual rate of 2.67% - 3,020,462
Investments in listed shares of public junior mining companies (market

value: $53,394 on August 31, 2005) - 28,210
Less: Exploration funds - (674,868)

898,894 2,373,804
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

4.

Mineral properties

Acquisition cost

Québec
Mainstreet project
Urban project
Launay Township
Lac Evans

Troilus

Opinaca

Storm Lake
Ontario

Hemlo properties

Acquisition cost

Québec
Mainstreet project
Urban project
Launay Township
Lac Evans

Raglan Ungava
Troilus

Opinaca

Storm Lake
Ontario

Hemlo properties
Manitoba
Thompson

Other properties

August 31 Write- August 31,
2005 Addition off 2006
$ $

126 27 - 153
497,649 4,680 - 502,329
312 - - 312
215,823 - - 215,823
56,684 79,874 - 136,558
113,471 75,070 - 188,541
4,462 4,610 - 9,072
100,000 215,998 - 315,998
988,527 380,259 - 1,368,786

August 31 Write- August 31,
2004 Addition off 2005
$ $

- 126 - 126
410,329 87,320 - 497,649
312 - - 312
215,823 - - 215,823
4,788 (4,788) @ - -
15,773 40,911 - 56,684
- 113,471 - 113,471

- 4,462 - 4,462
100,000 - - 100,000
30,695 - (30,695) -
4,484 - (4,484) -
782,204 241,502 (35,179) 988,527

(1) Cost of claims reimbursed by the optionee.
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

4, Mineral properties (Cont'd)

Deferred exploration August 31, Expendi- Taxes August 31,
expenses 2005 tures credits Write-off 2006
$ $
Québec
Mainstreet project 32,979 8,800 - - 41,779
Urban project 1,201,462 36,471 - - 1,237,933
Launay Township 7,400 - - - 7,400
Lac Evans 71,046 39,956 - - 111,002
Raglan Ungava 5,493 - - - 5,493
Troilus 1,276,705 581,941 (278,968) - 1,579,678
Opinaca 241,487 1,120,195 (349,165) - 1,012,517
Storm Lake 44,414 2,482 - - 46,896
Ontario
Hemlo properties 25,584 195,339 - - 220,923
2,906,570 1,985,184 (628,133) - 4,263,621
Deferred exploration August 31, Expendi- Taxes August 31,
expenses 2004 tures credits Write -off 2005
$ $
Québec
Mainstreet project 522 50,017 (17,560) - 32,979
Urban project 1,170,110 48,313 (16,961) - 1,201,462
Launay Township 7,400 - - - 7,400
Lac Evans 71,046 - - - 71,046
Raglan Ungava 5,493 - - - 5,493
Troilus 45,697 1,543,264 (312,256) - 1,276,705
Opinaca - 302,742 (61,255) - 241,487
Storm Lake - 68,442 (24,028) - 44,414
Ontario
Hemlo properties - 25,584 - - 25,584
Manitoba
Thompson 9,548 - - (9,548) -
Other properties 35,835 - (35,835)

1,345,651 2,038,362 (432,060) (45,383) 2,906,570
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

4.

Mineral properties (Cont'd)

a)

b)

<)

€)

Mainstreet project — Louvicourt and Pascalis Township, Québec

A 40% interest in 8 mining claims subject to a 2% net smelter return (NSR) royalty. In 2004, the
Company exercised its right of first refusal to acquire the 60% interest from Aur Resources Inc.
subject to a cash consideration of $19,000 to be paid by March 31, 2008 and work consideration
of $76,000 to be completed before March 31, 2008. $65,273 of work consideration was incurred
as of August 31, 2006.

Urban project — Barry, Urban, Carpiquet and Souart Townships, Québec
A 100% interest in 450 mining claims (729 in 2005). Parts of this property are subject to a 2%
NSR and other parts are subject to a 10% net profits interest («NPI»).

In 2005, the Company acquired from stakers 275 claims in the Urban township area. The
acquisition cost includes a total of $32,040 to cover reimbursement of staking costs, a total of
200,000 shares of the Company at a market value of $50,000 and a total 1.5% NSR to the
stakers. $18,055 of the $32,040 staking costs was paid to a private company controlled by the
president of Beaufield.

Launay Township, Québec
A 100% interest in 7 mining claims.

Lac Evans, Québec
A 100% interest in 97 mining claims. Part of this property is subject to a 2% NSR.

Raglan Ungava, Québec

A 100% interest in 57 mining claims in Raglan Ungava. Subject to an earn-in option, Volcanic
Metal Exploration Inc («VME») can earn 50% by a $25,000 option payment, the issuing of
300,000 shares of its capital stock and by spending $750,000 work before July 1, 2008. The
shares and cash payments have been made in 2004. VME can earn an additional 25% by
completing a bankable feasibility study. The Company will own a 1% NSR which can be
repurchased by VME for $500,000 after completion of the feasibility study.

Troilus, Québec

In 2004, the Company entered in an earndin agreement with Falconbridge Limited
(«Falconbridge») wherein the Company has an option to earn a 50% interest in all of
Falconbridge’s properties in the Troilus Belt. At year-end, Beaufield-Falconbridge own 758 claims
(982 in 2005). To earn it's 50% interest, the Company must incur work expenditures of $2.2
million ($2 million in 2005) up to December 1, 2006. Falconbridge will act as the operator of the
exploration program.

An amount of $2,189,932 was incurred as of August 31, 2006. Beaufield earned its 50% interest
in all of Falconbridge’s properties in the Troilus Belt with the total work expenditures of $2.2
million completed as of October 31, 2006.

As part of the agreement, Falconbridge will also have the option to acquire a 50% interest in all of
the Company’s properties in the same Troilus area. Falconbridge will also have the right to
increase its interest in any property from 50% to 65% by fully funding a bankable feasibility study.
Conversely, the Company will have the right to propose an exploration program and become
operator on smaller properties, which Falconbridge chooses not to advance.

-25 -



Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

4, Mineral properties (Cont'd)

)

)

h)

Troilus, Québec (Cont'd)

Under the terms of the agreement, Falconbridge retains the right to purchase up to 100% of
Beaufield’s ore or concentrated produced from the property package under competitive purchase
terms in the then-prevailing marketplace.

Opinaca, Québec

In May 2005, the Company acquired an 80% interest in the Opinaca property consisting of 185
claims located in the James Bay region of Québec from a private corporation controlled by the
president of Beaufield for a consideration of $20,000 cash payment, reimbursement of certain
staking costs totaling $9,471 and 400,000 common shares of the Company at a market value of
$84,000. Additional cash payments of $20,000 per year are payable for so long as the Company
wishes to maintain its 80% interest in the Opinaca Property. The 20% remaining interest of the
vendor is a carried interest up to the date the property starts commercial production.

In 2006, Beaufield acquired by staking 212 claims known as the Opinaca West block. Also, the
Company applied for staking additional claims that has not yet been approved by the Ministry.

Storm Lake, Québec
A 100% interest in 64 mining claims.

Hemlo properties, Ontario
The Hemlo properties consist of two groups of claims 100% owned by Beaufield. The claims are
subject to an NSR varying between 1% and 2%.

Fowler
21 claims located on the Wabikoba map sheet.

Hemlo Highway 17
The Hemlo property consists of four contiguous groups of 217 claims (68 in 2005) located in
Lecours and Pic Townships located between Marathon Ontario and the Hemlo gold mines.

In 2002, Beaufield purchased 68 claims. In 2006, Beaufield acquired a 100% interest in two
separate mining properties from individual prospectors. The two claim groups cover 128 claims.
The prospectors received $37,500 cash and 225,000 shares of Beaufield (valued at $175,500).
Also included is a work commitment and a 2% NSR on each property. In addition, Beaufield
staked 20 claims in 2006.
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

5. Capital -stock

Authorized
An unlimited number of common shares without par value.

Issued and fully paid:

2006 2005
Number $ Number $
Balance, beginning of year 60,076,144 22,818,726 35,000,311 16,675,826
Issued in counterpart of:
Mineral properties
(Notes 4b, g & i) 225,000 175,500 600,000 134,000
Private placements 6,800,000 3,400,000 17,203,334 4,067,500
Flow-through private
placements - - 5,838,000 1,601,000
Exercise of options 2,475,000 302,750 - -
Exercise of warrants 5,098,235 1,637,799 1,434,499 340,400
14,598,235 5,516,049 25,075,833 6,142,900
Balance, end of year 74,674,379 28,334,775 60,076,144 22,818,726

As at August 31, 2006, 129,750 shares (129,750 in 2005) are under escrow.
a) Private placements and flow-through private placements

Year ended August 31, 2006

On January 26, 2006, the Company completed a brokered private placement with Goldcorp Inc.
(“Goldcorp”) whereby Goldcorp purchased 6.8 million units at a price of $0.50 per unit for gross
proceeds of $3.4 million. Each unit consists of one common share and one-half of one common
share purchase warrant. Each whole warrant entitles the holder to purchase one common share at
$0.55 until January 25, 2008. The brokerage firm was paid a cash commission of $204,000
representing 6% of the gross proceeds raised and 408,000 broker warrants at an exercise price of
$0.55 per share expiring on January 25, 2008. For the broker warrants, a share issue expense of
$89,760 was recorded using the Black-Sholes model with no expected dividend yield, a 78%
volatility, a 4% risk-free interest rate and an expected life of 2 years. The weighted average of the
estimated fair value of each warrant is $0.22.

Year ended August 31, 2005

In September 2004, the Company completed a private placement of 3,333,334 units at a price of
$0.18 per unit for total proceeds of $600,000. Each unit consists of one common share and one
common share purchase warrant. Each warrant entitles its holder to purchase one additional
common share of the Company at a price of $0.23 per share within twelve months and at a price
of $0.30 thereafter up to 24 months after issuance.

In November 2004, the Company completed a private placement of 1,000,000 flow-through units at
a price of $0.20 per unit, for total proceeds of $200,000. Each unit consists of one common share
and one common share purchase warrant. Each warrant entitles its holder to purchase one
additional common share of the Company at a price of $0.30 per share for a period of two years.
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Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

5.

Capital-stock (Cont'd)

a)

b)

Private placements and flow-through private placements (Cont'd)

Year ended August 31, 2005 (Cont'd)

In December 2004, the Company completed a series of private placements of 2,520,000 flow-
through units at a price of $0.28 per unit, for total proceeds of $705,600. Each unit consists of
one common share and one-half of one common share purchase warrant. Each full warrant
entitles its holder to purchase one additional common share of the Company at a price of $0.34
per share for a period of two years.

In May 2005, the Company completed a brokered private placement financing of $4,162,900
through the issuance of 2,318,000 flow-through common shares at a price of $0.30 per share and
13,870,000 units at a price of $0.25 per unit; each unit consisting of one non-flow-through
common share and one-half of one common share purchase warrant. Each full warrant entitles its
holder to purchase one additional common share of the Company at a price of $0.34 per share on
or before November 10, 2006.

The brokerage firm was paid a cash commission of $333,032 representing 8% of the gross
proceeds raised, a corporate finance fee of $25,000 and 1,295,040 broker warrants at an exercise
price of $0.25 expiring on May 11, 2007. For the broker warrants, a share issue expense of
$129,500 was recorded using the Black-Sholes model with no expected dividend vyield, a 73%
volatility, a 3% risk-free interest rate and an expected life of 2 years. The weighted average of the
estimated fair value of each warrant is $0.10.

Stock option plan

The Company maintains two stock option plans (the "2002 Plan” and "2006 Plan”) pursuant to
which options to purchase common shares may be granted to certain officers, directors and
employees of the Company as well as persons providing ongoing services to the Company.

Under the 2002 Plan, options to purchase an aggregate of up to 5,300,000 of the common shares
outstanding from time-to-time may be granted. Under the 2006 Plan, options to purchase an
aggregate of up to 4,000,000 of the common shares outstanding from timeto-time may be
granted.

All current options granted under the 2002 Plan will remain in place until such time as they are
either exercised or expired, after which time the 2002 Plan will lapse and all future options will be
granted pursuant to the 2006 Stock Option Plan.

Under these plans, no optionee shall be granted options which exceed 5% of the issued shares of
the Company at the time the options are granted; however, the limit for services providers or
persons engaged in investor relations activities is 2%. Exercise price of options shall not be less
than $0.10 per share or the last closing price of the Company’s stock before the day of grant less
the maximum allowable discount from such closing price as may be permitted under the policies
of the stock exchange.

Under these plans, the option period shall be for a period of up to 10 years. Options granted to
employees are exercisable on the day of grant, unless otherwise stated by the Board of Directors.
Options granted to persons performing investor relations activities must at a minimum vest in
stages over a period not less than 12 months with no more than one fourth of the options vesting
in any three-month period. Unexercised options are cancelled 90 days after the termination of
employment or directorship (30 days in the case of a person engaged in investor relations
activities).

-28 -



Beaufield Resources Inc.

(Formerly Beaufield Consolidated Resources Inc.)

Notes to Financial Statements
Years ended August 31, 2006 and 2005

5.

Capital-stock (Cont'd)

b) Stock option plan (Cont'd)

A summary of changes of the Company’s common share purchase options is presented below:

2006 2005

Weighted Weighted

average average

Number of exercise Number of exercise
option price option price
Balance, beginning of year 4,575,000 $0.17 3,975,000 $0.15
Granted 2,000,000 $0.35 600,000 $0.25
Exercised (2,475,000) $0.11 - -
Balance, end of year 4,100,000 $0.29 4,575,000 $0.17

Options exercisable at year-end 4,075,000 4,575,000

Option outstanding and exercisable as at August 31, 2006 are as follows:

Number of Number of
options options Exercise
outstanding exercisable price Expiry date
400,000 400,000 $0.145 July 25, 2008
300,000 300,000 $0.25 December 1, 2008
800,000 800,000 $0.25 August 31, 2009
200,000 200,000 $0.25 October 5, 2009
400,000 400,000 $0.25 February 21, 2010
2,000,000 1,975,000 $0.35 December 13, 2010
4,100,000 4,075,000

Total stock compensation costs for the year ended August 31, 2006 amount to $375,250
($140,500 in 2005).

A stock compensation cost fair value of $380,000 was calculated for 2,000,000 options that were
granted in December 2005 using the Black-Scholes option pricing model based on the following
assumptions: risk free interest rate at 4%, average expected volatility at 64%, expected dividend
per share nil and expected life of options of 5 years resulting in a weighted average of the
estimated fair value of each option of $0.19. Of the $380,000, $4,750 will be amortized over the
remaining 3 months vesting period.

Of the 2,000,000 options granted in December 2005, 200,000 stock options were granted to a
director under the 2002 Plan and 1,800,000 stock options were granted to officers, directors and
consultants under the 2006 Plan.

In 2005, for $96,000 of the stock compensation cost, the fair value of the 600,000 options that
was granted in October 2004 and February 2005 was estimated using the Black-Scholes option
pricing model based on the following assumptions: risk free interest rate at 4%, average expected
volatility at 75%, expected dividend per share nil and expected life of options of 5 years resulting
in a weighted average of the estimated fair value of each option of $0.16.
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In 2005, for $44,500 of the stock compensation cost, the fair value of the 200,000 options granted
the prior year but vested this year was estimated using the Black-Scholes option pricing model
based on the following assumptions: risk free interest rate of 3.79 and 4.02%, average expected
volatility at 140 and 142%, expected dividend per share nil and expected life of options of 5 years.

Warrants

A summary of changes of the Company’s warrants is presented below:

2006 2005
Number of Exercise Number of Exercise
warrants price warrants price
$ $
Balance, beginning of year 12,973,375 3,122,000
Granted 3,808,000 0.55 13,823,374 0.231t0 0.34
Exercised (5,098,235) 0.23t0 0.34 (1,434,499) 0.20 to 0.23
Expired (400,000) 0.75 (2,537,500) 0.20 to 0.30
Balance, end of year 11,283,140 12,973,375
Net change of the warrants in the share capital is as follows:
2006 2005
$ $
Balance at beginning of year 129,500 16,000
Broker warrants cost credited to share capital when exercised (68,990) (16,000)
Broker warrants cost on grant using fair value method (Note 5a) 89,760 129,500
Balance at end of year 150,270 129,500
Contributed surplus
Net change in contributed surplus is as follows:
2006 2005
$ $
Balance, beginning of year 365,000 224,500
Stock-based compensation cost using the fair value method
(Note 5b) 375,250 140,500
Stock-based compensation cost credited to share capital when
exercised (22,250) -
Balance, end of year 718,000 365,000
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6. Income taxes

The Company’s effective income tax rate differs from the combined federal and provincial income tax

rate in Canada. The difference results form the following:

2006 2005
$ $

Loss before income taxes (497,264) (487,200)
Income taxes at the combined federal and

provincial tax rate of 36% (36% in 2005) (180,000) (175,000)
Stock-based compensation non deductible 136,000 51,000
Non taxable gain on disposal of listed shares (16,000) (2,000)
Share issue expenses deductible (66,000) (48,000)
Write-off of tax benefits recognized previously 40,000 42,000
Items non deductible 15,000 4,000
Adjustment of tax rate on mineral properties (225,000) -
Other items 29,000 20,000
Income taxes (267,000) (108,000)

Future income tax assets and liabilities result from the differences between the carrying amount and

the tax basis of the following:

2006 2005
$ $
Future income tax assets
Operating losses carried forward 423,000 339,000
Share issue expenses deductible 205,000 181,000
Future income tax liabilities
Mineral properties (989,000) (904,000)
(361,000) (384,000)
Valuation allowance - -
(361,000) (384,000)
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(1) Operating losses available to reduce income taxes in future years are detailed as follows:

2007 $ 80,000
2008 77,000
2009 100,000
2010 153,000
2014 92,000
2015 362,000
2016 306,000

$_1170.000

7. Related party transactions

The principal transactions concluded with companies controlled by officers or directors are as follows:

2006 2005
$ $
Mineral properties (note 4b and g) 20,000 131,526
Deferred exploration expenses 60,768 11,375
Share issue expenses - 15,312
Professional fees 83,228 38,179
Administrative services, fees, rent and office 12,000 6,000

There were accounts payable or accrued liabilities at August 31, 2006 to companies controlled by an
officer and a director in the amount of $17,360 ($14,706 in 2005).

The transactions were measured at the exchange amount, which is the amount established and
accepted by the parties.
8. Subsequent event

Warrant exercise
Between September 1% and November 20, 2006, the following warrants were exercised:

Number of Exercise
warrants price Amount
5,620,000 $0.34 $ 1,910,800
1,250,000 $0.30 375,000
50,000 $0.25 12,500
6,920,000 $ 2,298,300

Following these exercises, warrants outstanding as at November 20, 2006 are as follows:

Number of Exercise
warrants price Expiry date
3,808,000 $0.55 January 25, 2008
555,140 $0.25 May 11, 2007
4,363,140
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