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Alhambra Resources Ltd.
Consolidated Balance Sheets

Assets
Current assets
Cash and cash equivalents

Accounts receivable

Deposits and prepaid expenses

Mineral properties, equipment and deferred exploration and development
costs

Other assets

Property and equipment

Liabilities

Current liabilities
Accounts payable and accrued liabilities
Convertible promissory notes (note 4)
Due to officers and directors

Convertible debenture (note 3)
Convertible promissory notes (note 4)

Asset retirement obligations (note 5)

Shareholders’ Equity

Share capital (note 6)
Contributed surplus

Deficit

Approved by the Board,

(“signed™)

, Director
Elmer B. Stewart
(“signed™)

, Director

John J. Komarnicki

June 30, December

2004 31, 2003

(unaudited) (audited)
(restated —

note 2)
$ $ 29,982

1,774,310
87,810
245,683

7,037 103,577
2,027,030 221,369
8,221,206 6,097,388
193,175 190,994
1,096,793 1,177,878
$11,528,204 $ 7,687,629
$ 712,983 $ 567,641
1,233,625 -
- 40,000
1,946,608 607,641
906,984 881,620
1,233,625 1,210,313
101,655 89,327
2,955,247 2,788,901
10,225,500 6,156,523
413,169 282,345
(2,065,712) (1,540,140)
8,572,957 4,898,728
$11,528,204 $ 7,687,629




Alhambra Resources Ltd.
Consolidated Statements of Loss and Deficit

Deficit, end of period

Net loss per share

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30, 2003  June 30, 2004  June 30, 2003
2004 (restated — (restated —
note 2) note 2)
Revenues
Oil and natural gas sales, net of
royalties $ 159,356 $ 140,007 $ 298,723 $ 293,862
Interest and other 2,240 - 2,356 -
161,596 140,007 301,079 293,862
Expenses
Operating 27,035 22,141 47,095 36,879
General and administrative 199,499 327,155 381,581 473,659
Interest 54,908 23,859 107,826 56,278
Stock-based compensation costs 96,184 24,990 130,824 31,600
Depletion, depreciation and accretion 47,288 45,900 97,256 118,449
424,914 444,045 764,582 716,865
Loss before foreign exchange gain (loss) and
income taxes (263,318) (304,038) (463,503) (423,003)
Foreign exchange gain (loss) (35,088) 61,200 (62,069) 61,200
Loss before income taxes (298,406) (242,838) (525,572) (361,803)
Future income taxes (recovery) - (110,606) - (131,886)
Net loss (298,406) (132,232) (525,572) (229,917)
Deficit, beginning of period (1,767,306) (1,046,629) (1,540,140) (948,944)

$ (2,065,712 $ (1,178,861)

$ (2,065,712)

$ (1,178,861)

Basic and fully diluted $ (00100 3 (0.006) $ (0.019) % (0.011)
Weighted average number of shares
Basic and diluted 29,552,186 20,794,500 27,717,485 19,615,273




Alhambra Resources Ltd.
Consolidated Statements of Cash Flows
(unaudited)

Three Months Ended

Six Months Ended

June 30, June 30,
June 30, 2003 June 30, 2003
2004 (restated — 2004 (restated —
note 2) note 2)
Operating Activities
$ $ $ $
Net income (loss) (298,406) (132,232) (525,572) (229,917)
Items not involving cash
Depletion, depreciation and accretion 47,288 45,900 97,256 118,449
Future income taxes (recovery) - (110,606) - (131,886)
Stock-based compensation costs 96,184 24,990 130,824 31,600
Unrealized foreign exchange losses 29,362 - 48,676 -
(125,572) (171,948) (248,816) (211,754)
Change in non-cash working capital items 519,881 18,769 84,008 84,070
394,309 (153,179) (164,808) (127,684)
Financing activities
Issuance of share, net of share issue costs 3,157,352 1,107,371 4,068,977 1,226,621
Repayment of loans to officers and directors - (354,990) - (354,990)
Convertible debenture with officers and
directors - 433,688 (40,000) 433,688
Repayment of loan payable - (1,000,000) - (1,000,000)
Convertible debenture - 916,301 - 916,301
3,157,352 1,102,370 4,028,977 1,221,620
Investing Activities
Acquisition of mineral properties, equipment
and deferred exploration and development
costs (1,899,877) - (2,105,956) -
Loan receivable advances - (877,884) - (955,952)
Deferred acquisition and project evaluation
costs - (145,833) - (211,074)
Increase in other assets - - (2,180)
Acquisition of property and equipment, net (6,624) (3,566) (11,705) (5,412)
(1,906,501) (1,027,283) (2,119,841) (1,172,438)
Cash inflow (outflow) 1,645,160 (78,092) 1,744,328 (78,502)
Cash and cash equivalents, beginning of period 129,150 94,408 29,982 94,818
Cash and cash equivalents, end of period $1,774310 $ 16,316 $1,774310 $ 16,316
Cash and cash equivalents consists of:
Deposits with banks $1,774310 $ 16,316 $1,774310 $ 16,616
Supplemental disclosure of cash flows
information:
Interest paid $ 43458 $ 23859 $ 85582 $ 56,278




Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

1. Nature and continuance of operations

The businesses of Alhambra Resources Limited (“Alhambra” or the “Company) consist of
the exploration for and development of mineral properties in the Republic of Kazakhstan and
exploration for and development of oil and gas properties in Canada.

These interim consolidated financial statements have been prepared by management in
accordance with Canadian generally accepted accounting principles, and underlying
assumption being that the Company will be able to realize its assets and discharge its
liabilities in the normal course of operations.

Due to Alhambra’s continued net losses, its ability to continue with its business plan is
dependent upon its ability to raise additional capital to fund these activities and on achieving
positive earnings and cash flow. Management believes the equity capital raised (note 6) has
increased Alhambra’s ability to carry out its business plan and to continue as a going
concern.

2. Summary of changes in significant accounting policies
Full Cost Accounting

On January 1, 2004, the Company adopted the CICA Accounting Guideline AcG-16 “Qil
and Gas Accounting — Full Cost”. The new guideline modifies the ceiling test calculation and
outlines additional disclosure requirements. Under the full cost method of accounting, a
limit is placed on the carrying amount of oil and natural gas properties. A *“ceiling test” is
performed to recognize and measure impairment, if any.

Impairment is recognized if the carrying amount of oil and natural gas properties, less the
cost of unproved properties not subject to depletion (the “adjusted carrying amount”) exceeds
the estimated undiscounted future cash flows from the Company’s proved reserves. The
future cash flows are based on a forecast of prices and costs, as provided by an independent
third party. If recognized, the magnitude of the impairment is then measured by comparing
the adjusted carrying amount to the estimated discounted future cash flows of the Company’s
proved plus probable reserves, discounted at the Company’s risk-free interest rate using
forecasted prices and costs. For purposes of the ceiling test, future cash flows are calculated
exclusive of indirect costs such as financing charges, general and administrative expenses
and income taxes.

Any impairment recognized is recorded as additional depletion and depreciation expense.

There is no impact on the Company’s reported financial results as a result of applying the
new policy.



Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

Asset Retirement Obligations

On January 1, 2004 the Company retroactively adopted the new CICA Handbook section
3110, “Asset Retirement Obligations”. The change in accounting policy has been applied
retroactively with restatement of prior periods. The new standard requires recognition in the
financial statements of the liability associated with retiring tangible long-lived assets such as
oil and gas wells and related equipment and mineral properties. The asset retirement
obligation is recognized in the period the original expenditure is made and when a reasonable
estimate of the fair value can be made. The asset retirement cost, equal to the fair value of
the retirement obligation, is capitalized as part of the cost of the related long-lived asset and
allocated to expense on a basis consistent with depreciation and depletion. The liability is
increased each reporting period with the accretion being charged to income until the property
is abandoned or sold.

Prior to the new standard, the Company accumulated a provision for future site restoration
costs on the balance sheet and an amount was charged to earnings using a unit of production
method based on proved reserves. The accumulated liability was reduced for actual
expenditures incurred.

Stock-based compensation

On January 1, 2004, the Company retroactively adopted amendments to CICA Handbook
Section 3870 “Stock-based Compensation and other Stock-based Payments”, whereby stock
options granted to employees, officers and directors, on or after January 1, 2002 , are
accounted for using the fair value method. Under this method, stock-based compensation
expense is recognized when an option is granted, based on the fair value of the option on the
date of grant.

Prior to the adoption of the new standard, the Company accounted for the granting of stock
options to employees, officers and directors using the intrinsic value method. Under this
method, no compensation expense is recorded for stock options granted at prevailing market
prices.



Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

The effects of the change in policy for asset retirement obligations and stock-based
compensation for the year ended December 31, 2003 and the six months ended June 30, 2003
are as follows:

December 31, June 30,

2003 2003
Increase in property and equipment, net $ 48,195 $51,784
Increase in asset retirement obligation 37,567 39,706
Increase in share capital 6,160 6,160
Increase in contributed surplus 84,580 8,500
Increase in closing deficit 80,112 2,582
Increase in stock-based compensation 84,580 8,500
Increase in depreciation, depletion and accretion 7,099 5,649

Basic and fully diluted loss per share for the year ended December 31, 2003 and for the six
months ended June 30, 2003 remained unchanged at ($0.023) and ($0.011) respectively.
There was no impact on the Company’s cash flows for the periods ended December 31, 2003
and June 30, 2003 as a result of adopting these changes.

Except as described above, the accounting policies of the interim consolidated financial
statements are the same as those described in the Company’s 2003 audited consolidated
financial statements. The interim consolidated financial statements of the Company have
been prepared by management in accordance with Canadian generally accepted accounting
principles. The interim consolidated financial statements should be read in conjunction with
the December 31, 2003 consolidated financial statements.

3. Convertible debenture

The Company has outstanding a 10% secured convertible debenture (the “debenture™) due
March 31, 2006, with a face value of $680,000 US. The principal amount of the debenture
is convertible at any time, in whole or in part, at the option of the holder into common shares
at $0.60 Cdn based on the exchange rate in effect at the time of the conversion. The
debenture can be converted at the option of the Company if the common shares of the
Company trade over a ten-day consecutive period at a closing price equal to or greater than
$1.20 Cdn per common share. Interest on the debenture is compounded semi-annually and
is payable on a quarterly basis. The debenture is secured against the assets of the Company.



Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

4. Convertible promissory notes

The Company has outstanding 10% unsecured convertible subordinated promissory notes,
due June 30, 2005, totaling $400,000 Cdn (*Canadian dollar notes”) and $625,000 US (“US
dollar notes™) (jointly the “Notes™). The Canadian dollar notes are convertible at any time, in
whole or in part, at the option of the holder into common shares at $0.60 Cdn. The US dollar
notes are convertible at anytime, in whole or in part, at the option of the holder at a rate of
11,459 common shares for each $5,000 US of principal amount converted. The Notes can be
converted at the option of the Company if the common shares of the Company trade over a
ten-day period consecutive period at a closing price equal to or greater than $0.90 Cdn per
common share. Interest on the Notes is payable on a quarterly basis. The holders of the
Canadian dollar notes are directors of the Company and the holder of $25,000 US in US
dollar notes is an officer of the Company.

5. Asset retirement obligations
Property and equipment
The following table presents the reconciliation of the beginning and ending aggregate
carrying amount of the asset retirement obligations associated with the retirement of oil and

natural gas properties.

June 30, December 31,

2004 2003
Balance, beginning of period $ 89,327 $81,206
Liabilities settled - -
Accretion 4,466 8,121
Balance, end of period $ 93,793 $ 89,327

Total estimated future retirement costs of $189,900 (2003 - $189,900) have been discounted
using a credit-adjusted risk free rate of 10%. Most of these obligations are not expected to
be paid for several years and will be funded from working capital at the time of
abandonment.



Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

Deferred assets

The following table presents the reconciliation of the beginning and ending aggregate
carrying amount of the asset retirement obligations associated with the retirement of the

Uzboy advanced gold project in Kazakhstan.

June 30,

2004
Balance, beginning of period -
Future site restoration provision $ 7,862
Liabilities settled -
Accretion -
Balance, end of period $ 7862

Total estimated future retirement costs of $153,212 have been discounted using a credit-
adjusted risk free rate of 10%. Most of these obligations are not expected to be paid for
several years and will be funded from general company resources at the time of

abandonment.
6. Share capital
(a) Authorized

Unlimited voting common shares
Unlimited nonvoting preferred shares

(b) Issued
Number Stated Value
Common shares

Balance, beginning of period 26,369,472 $ 6,156,523

Shares issued pursuant to a private
placement (note 3 [c]) 8,654,140 4,317,070
35,023,612 10,473,593
Less: Share issue costs 248,093
Balance, end of period $10,225,500




Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

(c) During the period Alhambra received subscription agreements along with payment
pursuant to a private placement of 8,654,140 units at $0.50 per unit for total cash proceeds
of $4,317,070. Each unit consisted of one common share and one common share
purchase warrant. Each common share purchase warrant entitles the holder to purchase
one additional common share at an exercise price of $0.70 per share on or before two
years from the date of closing of the private placement. On 1,622,160 Units sold for a
cash consideration of $811,080, the Company paid broker fees equal to 10% of the gross
proceeds raised from the issue and further issued broker warrants to purchase 10% of the
units sold under the private placement at an exercise price of $0.50 per unit, exercisable
on or before September 8, 2005. On 1,514,000 units sold for a cash consideration of
$757,000, the Company paid cash brokerage fees of 10% of the gross proceeds or
$75,700.

7. Stock-based compensation

(a) The Company has a stock option plan under which directors, officers, employees and
consultants of the Company are eligible to receive stock options. The aggregate number
of shares to be issued upon the exercise of all options granted under the plan shall not
exceed 10% of the issued shares of the Company at the time of granting the options.
Options granted under the plan generally have a term between three and five years but
may not exceed five years and vest at terms to be determined by the directors at the time
of grant. The exercise price of each option shall be determined by the directors at the time
of grant but shall not be less than the price permitted by the policy or policies of the stock
exchange(s) on which the Company’s common shares are then listed.

A summary of the status of the Company’s stock option plan as of June 30, 2004 and the
changes during the six month period then ended is as follows:

Number of Weighted
options Average Exercise
Price
Issued, beginning of period 2,135,000 $0.42
Granted 1,345,000 $0.42
Cancelled (225,000) $0.50
Outstanding at June 30, 2004 3,255,000 $0.42

Exercisable at June 30, 2004 1,628,750 $0.42




Alhambra Resources Ltd.

Notes to Consolidated Financial Statements
June 30, 2004

(unaudited)

During the six months ended June 30, 2004, the Company granted 1,345,000 stock
options to directors, officers and employees to purchase common shares of the Company
at exercise prices ranging from $0.40 to $0.45 per common share. The stock options had a
fair value of $231,486 which is being amortized to compensation expense over the
vesting period of the options. During the six months ended June 30, 2004, these options
resulted in an increase in compensation expense of $67,540 with a corresponding increase
to contributed surplus. The fair value of the options granted during 2004 was determined
using the Black—Scholes option pricing model with a risk free interest rate of 4.01%, an
expected life of three years, and an expected volatility of 75% with no dividends expected
to be paid during the term. The remaining $63,284 charged to compensation expense for
the six months ended June 30, 2004 relates to options granted prior to 2004.

(b) The following table summarizes information about stock options outstanding and
exercisable at June 30, 2004.

Options Outstanding and Exercisable Options Exercisable
Weighted Weighted
Average Average
Remaining Remaining
Exercise Contractual Contractual
Prices Number Life Number Life
$0.20 200,000 2.25 years 100,000 2.25 years
$0.30 290,000 2.67 290,000 2.67
$0.35 75,000 3.60 37,500 3.60
$0.40 1,220,000 2.87 498,750 2.86
$0.45 500,000 2.82 62,500 2.82
$0.50 470,000 2.22 140,000 2.22
$0.52 500,000 2.88 500,000 2.88

3,255,000 2.73 years 1,628,750 2.76 years



Alhambra Resources Ltd.
Management Discussion and Analysis
June 30, 2004

(unaudited)

Management’s discussion and analysis should be read in conjunction with the unaudited
consolidated interim financial statements for the six months ended June 30, 2004 and the
audited consolidated financial statements for the year ended December 31, 2003.

The financial data presented has been prepared by management and is in accordance with
Canadian generally accepted accounting principles.

During the second quarter of 2004, the Company’s focus continued to be on preparing for
the leaching of a minimum of 100,000 tonne pilot heap leach test on Alhambra’s 100%
owned Uzboy gold project located in north central Kazakhstan. Leaching is expected to
commence in September, 2004.

Revenues

Alhambra’s oil and natural gas sales are derived from a combination of royalty and
working interests. During the three months ended June 30, 2004, oil and natural gas sales
revenue, net of royalties, were $159,356, an increase of $19,349 over the comparable three
months ended June 30, 2003 amount of $140,007. For the six months ended June 30,
2004, oil and natural gas sales revenue, net of royalties, equaled $298,723, $4,861 higher
than the six months ended June 30, 2003 figure of $293,862. An increase in oil and
natural gas prices accounted for the increase.

Oil and natural gas liquids revenue, net of royalties, remained constant at approximately
35% and natural gas at approximately 65% of total net sales revenue for the three months
and six months ended June 30, 2004, compared to the same periods in 2003.

Oil and natural gas liquids sales volumes increased 8% to 13.9 barrels of oil per day
(“bopd”) for the second quarter of 2004 compared to 12.9 for the second quarter of 2003
but remained virtually unchanged at 14.3 bopd for the six months ended June 30, 2004 and
2003. In addition, the average oil price received increased 28% to $51.79 CDN per barrel
in three months ended June 30, 2004 as compared to $40.51 CDN during the second
quarter of 2003. For the six months ended June 30, 2004, the average oil price increased
18% to 53.80 CDN per barrel compared to $45.77 CDN for the comparable period in
2003. The increase in price reflects the increase in world oil prices, which rose from an
average of $30.71 US for the six months ended June 30, 2003 to an average of $38.51 US
for the comparable period in 2004. This increase was partially offset by a decline in the
value of the United States dollar from 2003 to 2004.

Natural gas sales volumes increased 4% to 144.7 thousand cubic feet per day (mcf/d) for
the second quarter of 2004 from 139.2 mcf/d for the comparable period in 2003 and
increased 1% to 137.4 mcf/d for the six months ended June 30, 2004 from 136.3 mcf/day
for the comparable period in 2003. Prices averaged $8.32 for the second quarter of 2004
and $7.46 for the six months ended June 30, 2004, an increase from $7.35 and $7.32,
respectively for the comparable periods in 2003.

Operating expenses



Alhambra Resources Ltd.
Management Discussion and Analysis
June 30, 2004

(unaudited)

Alhambra’s operating costs are relatively fixed in nature and as a result they do not
increase or decrease materially under normal operating conditions. Operating costs
increased $4,894 to $27,035 during the second quarter of 2004 as compared to $22,141 in
the comparable period of 2003. Increased manpower costs and additional well
maintenance were responsible for the increase. On a year to date basis, operating expenses
were $47,095 or $6.99 per barrel in 2004 compared to $36,879 or $5.48 per barrel in 2003.

General and administrative expenses

General and administrative were $199,499 for the three months ended June 30, 2004, a
decrease of 39% over the 2003 comparable period’s expenses of $327,155. For the six
months ended June 30, 2004 general and administrative expenses were $381,581, a
decrease of 19% over the comparable six month 2003 figure of $473,659. The higher costs
in 2003 reflected costs incurred relating to convertible debt financing for the Uzboy gold
project.

Interest

Interest for the second quarter of 2004 was $54,908, an increase of $31,049 over the
comparable 2003 amount of $23,859. The year to date amount of $107,826 increased
$51,548 over the 2003 year to date amount of $56,278. These increases are a result of the
convertible debt raised in the latter half of 2003, primarily to fund the Uzboy project. This
debt is in the form of secured and unsecured notes with an interest rate of 10% per annum.

Stock-based compensation

Stock-based compensation costs relate to the fair value of stock options granted to
directors, employees and consultants calculated at the date of grant and expensed over the
vesting period of the option. The fair value is determined using the Black-Scholes option
pricing model which takes into account the risk free interest rate, the expected life of the
option, the expected volatility and the expectation of dividends being paid during the life
of the option. Due primarily to the high volatility of the Company’s stock price, this
calculation gives significant value to the options which must be expensed during their
vesting period. The expense for the second quarter of 2004 totaled $96,184 as compared
to $24,990 for the comparable period in 2003. For the six month period ended June 30,
2004 and 2003, stock-based compensation expenses were $130,824 and $31,600,
respectively. This increase is a result of a number of options being granted in mid-year
2003 and 2004.



Alhambra Resources Ltd.
Management Discussion and Analysis
June 30, 2004

(unaudited)

Depletion, depreciation and accretion

Depletion and depreciation of property and equipment and accretion of the asset
retirement obligations for the second quarter of 2004 was $47,288, an increase of $1,388
over the $45,900 recorded for the comparable period of 2003. For the six months ended
June 30, 2004, depreciation, depletion and accretion expense totaled $97,256, a decrease
of $21,193 over the comparable 2003 figure of $118,449. A combination of lower
production volumes as noted above and a lower depletion rate were responsible for the
decline. Despite the lower production, an 8% increase in year over year proven reserves
combined with a lower depletion cost base have resulted in the depletion rate per barrel
decreasing to $12.97 for the six months ended June 30, 2004 as compared to $15.04 for
the comparable 2003 period.

Foreign exchange loss

The Company recorded a $35,088 foreign exchange loss for the second quarter of 2004
and a $62,069 loss for the six-month period ended June 30, 2004. The amounts for the
three-month and six-month periods ended June 30, 2004 include unrealized portions of
$29,362 and $48,676, respectively. The unrealized portion arose as a result of the
conversion of the US dollar denominated debt carried by the Company. The US dollar
strengthened from December 31, 2003 to June 30, 2004 thus requiring Alhambra to record
an increase in the Canadian dollar equivalent amount recorded on the balance sheet.

Future income taxes

Alhambra is currently not taxable and has available tax credits to offset future income.
Due to the history of operating losses, the Company does not consider it more likely than
not that it would be able to realize a future tax benefit and, as a result, no future income
tax asset was recorded at June 30, 2004.

Cash flow and earnings

Cash flow utilized in operating activities decreased $46,376 to $125,572 for the second
quarter of 2004 from $171,948 recorded in the same period in 2003. The decrease is the
result of higher net oil and natural gas operating income of $14,455 combined with lower
general and administration expenses of $127,656 partially offset by higher interest
expense (net of interest income) of $28,809 and realized foreign exchange loss of $66,926.

For the six months ended June 30, 2004, cash flow utilized in operating activities
increased $37,062 to $248,816 in 2004 from the 2003 comparable amount of $211,754.
The increase is the result of lower net oil and natural gas operating income of $5,355
combined with, higher interest expense (net of interest income) and a realized foreign
exchange loss of $49,192 and $74,593, respectively, partially offset by lower general and
administration expenses of $92,078.



Alhambra Resources Ltd.
Management Discussion and Analysis
June 30, 2004

(unaudited)

Net loss for the quarter ended June 30, 2004 increased by $166,174 to $298,406 from the
$132,232 recorded for 2003. The decrease in cash flow utilized in operating activities of
$46,376 was more than offset by an unrealized foreign exchange loss of $29,362, higher
stock based compensation of $71,194, higher depletion, depreciation and accretion of
$1,388 and a 2003 income tax recovery of $110,606. Based on a weighted average
number of shares outstanding in 2004 and 2003 respectively of 29,552,186 and
20,794,500, the loss per share was $(0.010) and $(0.006) respectively.

Net loss for the six months ended June 30 2004 increased $295,655 to $525,572 from the
comparable amount of $229,917 in 2003. The higher cash flow utilized in operating
activities of $37,062 together with the increase in stock-based compensation of $99,224,
the unrealized foreign exchange loss of $48,676 and the decrease in future income tax
recovery of $131,886 was only partially offset by the decrease in depletion, depreciation
and accretion of $21,193. Based on a weighted average number of shares outstanding in
for the six months ended June 30, 2004 and 2003 respectively, of 27,717,485 and
19,615,273, the loss per share was $(0.019) and $(0.011) respectively.

Capital expenditures

The Company’s capital expenditure program for the six months ended June 30, 2004 was
focused on preparing for a minimum 100,000 tonne pilot heap leach test scheduled to be
started in September, 2004. Included in the $2,105,956 spent on the project during this
period was the construction of a 1,200,000 tonne gold recovery plant. Alhambra is also
carrying out an exploration program to determine the extent of resources that are
contained within the licensed area.

While Alhambra is not carrying out an active exploration and development program on its
oil and natural gas assets, it does participate in projects on existing leases should
management determine them to be of low risk and offer an economic return. Alhambra
participated to a 2.4% working interest in the drilling of a successful natural gas well in
the Belly River Formation in the Wood River area of Alberta (100/9-2-3-23W4) that was
spudded in 2003 and completed in 2004. Total costs incurred during 2004 were
approximately $4,000.

Liquidity and capital resources

During the six months ended June 30, 2004, Alhambra raised a net $4,068,977 from the
issue of 8,654,140 common shares pursuant to private placement agreements. This cash
has been used for funding the Uzboy prospect as well as general working capital
requirements. At June 30, 2004 the Company had $1,774,310 of cash on hand and a
deficiency in other working capital of $1,693,888. Included in this deficiency is
$1,233,625 in unsecured promissory notes due June 30, 2005 of which $833,625
(US$625,000) are repayable in US $. In addition there is $906,984 in a secured debenture
which is denominated in US$ (US$680,000) which matures on March 31, 2006. Should
the Company produce commercial quantities of gold from the Uzboy prospect, that US



Alhambra Resources Ltd.
Management Discussion and Analysis
June 30, 2004

(unaudited)

dollar based revenue stream will help to mitigate foreign exchange risk. All the notes are
convertible at the option of the holder or depending on the trading price of the Company’s
stock, at the option of Alhambra.

Changes in accounting policies

In 2003 the CICA issued Accounting Guideline 16 “Oil and Gas Accounting — Full Cost”.
The guideline is effective for fiscal years commencing after January 1, 2004. The new
guideline limits the carrying value of oil and natural gas properties to their fair value. Fair
value is defined as being equal to estimated future cash flows from proved plus probable
reserves using future prices and costs discounted at zero percent. This differs from the
former cost recovery ceiling test that used undiscounted cash flows and constant prices
and costs less general and administrative and financing costs. The Company did not have
a write-down of its oil assets under the new standard at June 30, 2004.

In 2003, the CICA issued an amendment to Handbook Section 3870 “Stock-based
Compensation and other Stock-based Payments”. This requires that for fiscal years
beginning in 2004 companies calculate the fair value of stock options at the time of the
grant and recognize it as an expense over the vesting period of the options. The Company
has restated the loss for the six months ended June 30, 2003 resulting in an increase in net
loss by $8,500.

In 2003, the CICA issued Handbook section 3110, “Asset Retirement Obligations”. This
standard is effective for fiscal years beginning in 2004. Under the new standard,
retirement obligations on assets are initially measured at fair value, which is the future
value of the liability. The fair value is capitalized as part of the cost of the related assets
and depleted to earnings over the assets useful life. The liability accretes until the
retirement obligations are settled. An additional liability of $37,567 was set up on the
Company’s balance sheet at December 31, 2003.

Outlook

With the completion of the acquisition of Saga Creek Company LLP and Goodwin
Golems LLP in 2003, Alhambra is ready to move forward on its objective of becoming a
successful gold mining company. The first step planned is to commence a minimum
100,000 tonne pilot heap leach test currently expected to begin in September 2004. As part
of this test, the Company is constructing a gold recovery plant with a design capacity of
1.2 million tonnes per year.
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Forward looking statements

Certain information regarding the Company set forth in this document, including
management’s assessment of the Company’s future plans and operations, contains forward
looking statements that involve substantial known and unknown risks and uncertainties.
These forward looking statements are subject to numerous risks and uncertainties, certain
of which are beyond the Company’s control, including the impact of general economic
conditions, industry conditions, volatility of commodity prices, currency fluctuation,
imprecision of reserve estimates, environmental risks, taxation policies, competition from
other producers, the lack of availability of qualified personnel or management, stock
market volatility and the ability to access sufficient capital from internal or external
sources. The Company’s actual results, performance or achievement could differ
materially from those expressed in, or implied by, these forward looking statements and,
accordingly, no assurance can be given that any of the events anticipated by the forward
looking statements will transpire or occur, or if any of them do so, what benefits that the
Company will derive therefrom.
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