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NOTICE TO READER

These unaudited interim consolidated financial statements for the second financial quarter
ended June 30, 2008 have been prepared by Pinnacle Mines Ltd.’s management in
accordance with accounting principles generally accepted in Canada, consistent with previous
guarters and years. These unaudited interim consolidated financial statements should be read
in conjunction with the audited financial statements for the year ended December 31, 2007.
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Management’s Responsibility for Financial Reporting

To the Shareholders of
Pinnacle Mines Ltd.
(a development stage enterprise)

The accompanying unaudited interim consolidated financial statements of Pinnacle
Mines Ltd. (a development stage enterprise) have been prepared in accordance
with Canadian generally accepted accounting principles consistent with previous
quarters and years.

Management is responsible for the integrity of the consolidated financial
statements.  Systems of internal control are designed and maintained by
management to provide reasonable assurance that assets are safeguarded from
loss or unauthorized use and to produce reliable accounting records for financial
reporting purposes. Our auditors have provided information regarding areas where
our internal controls could be improved and we have undertaken to implement
improvements where practicable.

The Board of Directors is responsible for ensuring that management fulfils its
responsibilities for financial reporting and internal control. The Board exercises this
responsibility through the Audit Committee of the Board. This committee meets
with management to satisfy itself that management’s responsibilities are properly
discharged and to review the consolidated financial statements before they are
presented to the Board of Directors for approval.

“Gerald Sneddon” “Paul F. Saxton”
Gerald Sneddon Paul F. Saxton
Director Director

Vancouver, Canada
September 8, 2008



Pinnacle Mines Ltd.
(A development stage enterprise)

Consolidated Balance Sheets
(Unaudited, Prepared by Management)

June 30, December 31,
2008 2007
Assets
Current
Cash and cash equivalents $ 1,594,590 $ 2,220,087
Short-term investments (Note 6) 162,516 286,803
Receivables (Note 7) 492,787 610,963
Prepaids 15,311 45,813
2,265,204 3,163,666
Environmental reclamation deposits (Note 8) 40,000 40,000
Deposit (Note 9) 100,000 -
Mineral property interests (Note 9) 10,299,594 6,104,241
Equipment (Note 10) 91,206 107,217
$ 12,796,004 $ 9,415,124
Liabilities
Current
Payables and accruals $ 251,904 $ 443,291
Future income tax liability (Note 16) 900,000 -
1,151,904 443,291
Shareholders' Equity
Share capital (Note 11) 26,154,425 23,547,649
Contributed surplus (Note 11) 1,337,524 1,269,878
Accumulated other comprehensive loss (Note 12) (284,841) (175,997)
Deficit (15,563,008) (15,669,697)
11,644,100 8,971,833
$ 12,796,004 $ 9,415,124

Nature of operations and going concern (Note 1)
Commitments (Note 14)
Subsequent events (Note 19)

Approved on Behalf of the Board

"Gerald Sneddon" Director
Gerald Sneddon

"Paul F. Saxton" Director
Paul F. Saxton

See accompanying notes to the consolidated financial statements.



Pinnacle Mines Ltd.

(A development stage enterprise)
Consolidated Statements of Operations, Deficit and

Comprehensive Loss

(Unaudited, Prepared by Management)

Three Months Ended

Six Months Ended

June 30, June 30,
2008 2007 2008 2007
General and administrative expenses
Amortization $ 8,006 $ 6,506 $ 16,011 $ 10,934
Consulting senices 25,920 24,624 55,166 73,464
Management senices (Note 15) 17,500 45,000 40,834 90,000
Investor relations 22,324 41,347 62,751 109,645
Professional fees 76,887 33,908 125,565 39,580
Office 11,467 29,912 34,884 60,611
Rent 16,782 10,790 34,612 21,692
Salaries and benefits 27,885 19,698 60,904 30,096
Regulatory and shareholder senices 24,640 18,490 34,298 25,143
Stock-based compensation (Note 11) 17,608 50,067 37,402 100,133
Foreign exchange loss 8,522 120,752 12,620 136,316
Travel 6,976 52,022 25,141 73,456
264,517 453,116 540,188 771,070
Loss before undernoted income (expenses) (264,517) (453,116) (540,188) (771,070)
Property investigations - - - (30,250)
Gain (loss) on sale of short-term investments - 2,202 (4,353) 2,202
Interest and miscellaneous income 1,044 19,738 1,230 39,263
1,044 21,940 (3,123) 11,215
Loss before income taxes (263,473) (431,176) (543,311) (759,855)
Future income tax recovery (Note 16) - - 650,000 -
Net income (loss) for the period $ (263,473) $ (431,176) $ 106,689 $ (759,855)
Other comprehensive income
Unrealized loss on available-for-sale
investments (Note 12) (76,478) (53,240) (108,844) 44
Comprehensive loss $ (339,951 $ (484,416) $ (2,155) $ (759,811)

Deficit, beginning of period

Net income (loss) for the period

Deficit, end of period

$ (15,299,535)$ (14,384,689)$ (15,669,697)$ (14,056,010)

(263,473)

(431,176)

106,689 (

759,855)

$ (15,563,008)$ (14,815,865)$ (15,563,008)$ (14,815,865)

Loss per share, basic and diluted

Weighted average common shares outstanding

$ 0.01)$

0.02)$

0.001 $

(0.04)

32,842,548

20,840,570

29,029,801 20,

756,741

See accompanying notes to the consolidated financial statements.



Pinnacle Mines Ltd.

(A development stage enterprise)

Consolidated Statements of Cash Flows
(Unaudited, Prepared by Management)

Three Months Ended

Six Months Ended

June 30, June 30,
2008 2007 2008 2007
Cash derived from (applied to)
Operating activities
Net income (loss) for the period $ (263,473)$ (431,176)$ 106,689 $  (759,855)
Amortization 8,006 6,506 16,011 10,934
Loss (gain) on short-term investments - (2,202) 4,353 (2,202)
Stock-based compensation 17,608 21,566 37,402 71,632
Future income tax recovery - - (650,000) -
Change in non-cash operating working capital (Note 13) (149,752) (33,299) 151,519 62,159
(387,611) (438,605) (334,026) (617,332)
Financing activities
Shares issued for cash, net of costs 794,518 64,500 814,518 64,500
Investing activities
Mineral property expenditures
Project deposit - (5,000) - (5,000)
Exploration expenditures (414,320) (162,376) (822,853) (327,531)
Acquisition costs - (55,500) - (59,500)
Deposit (100,000) - (100,000) -
Sale of short-term investments - 8,367 11,090 8,367
Purchase of equipment - (44,734) - (82,883)
Change in working capital items related to
investing transactions (161,584) (44,043) (194,226) (65,741)
(675,904) (303,286)  (1,105,989) (532,288)
Decrease in cash and cash equivalents (268,997) (677,391) (625,497) (1,085,120)
Cash and cash equivalents
Beginning of period 1,863,587 3,174,998 2,220,087 3,682,727
End of period $ 1,594,590 $ 2,497,607 $ 1,594,590 $ 2,497,607
Cash and cash equivalents comprise:
Cash $ 1,544,590 $ 612,027 $ 1,544,590 $ 612,027
Cashable guaranteed investment certificates 50,000 1,885,580 50,000 1,885,580
$ 1,594,590 $ 2,497,607 $ 1,594,590 $ 2,497,607
Non-cash investing and financing transactions not
included in cash flows:
Shares issued for mineral property $ 2,430,000 $ 58,000 $ 2,472,500 $ 185,500
Agent compensation options $ 30,244 $ - 8 30,244 $ -
Supplementary disclosure with respect to cash flows
Cash paid for income taxes $ - 8 - $ - -
Cash paid for interest $ - $ - $ - -

See accompanying notes to the consolidated financial statements.



Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

1. Nature of operations and going concern

Pinnacle Mines Ltd. (the Company) was incorporated under the laws of the Province of British
Columbia. The Company’s shares are traded on the TSX Venture Exchange ("TSXV"). The
Company's business is to acquire, explore and develop interests in mining projects.

These unaudited interim consolidated financial statements have been prepared on the going
concern basis, which assumes that the Company will continue operations for the foreseeable
future and will be able to realize its assets and discharge its liabilities in the normal course of
business. The Company generated net income of $106,689 for the six-month period ended June
30, 2008 and has an accumulated deficit of $15,563,008 at June 30, 2008. The recoverability of
the amounts shown for mineral property interests in the Company’'s unaudited interim
consolidated balance sheet are dependent upon the existence of economically recoverable
reserves, the ability of the Company to arrange appropriate financing to complete the
development of its properties, the receipt of necessary permitting and upon achieving future
profitable production or receiving proceeds from the disposition of the properties. The timing of
such events occurring, if at all, is not yet determinable.

These unaudited interim consolidated financial statements do not reflect the adjustments to the
carrying values of assets and liabilities that would be necessary if the Company is unable to raise
sufficient capital to fund its operations and continue explorations of its mineral properties.

2. Basis of presentation

These unaudited interim consolidated financial statements include the accounts of the Company
and its wholly-owned subsidiary, Pinnacle de Mexico, S.A. de C.V. (“Pinnacle Mexico”) from the
date of formation. All significant intercompany accounts and transactions between the Company
and its subsidiary have been eliminated.

The consolidated interim financial statements have been prepared in accordance with accounting
principles generally accepted in Canada. They do not include all information and disclosures
required for annual financial statements and therefore should be read in conjunction with the
audited consolidated financial statements of the Company for the year ended December 31,
2007.

The accounting policies followed by the Company are set out in note 2 to the audited
consolidated financial statements for the year ended December 31, 2007, and have been
consistently followed in the preparation of these interim consolidated financial statements except
that the Company has adopted the CICA guidelines described in note 3, effective January 1,
2008.

Where applicable, comparative figures have been reclassified to conform with the presentation
used in the current year.




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

3.

a)

b)

c)

Changes in accounting policies
The Company adopted the following new accounting policies effective January 1, 2008:

Financial instruments

The AcSB issued CICA Handbook Section 3862, Financial Instruments - Disclosures, which
requires an increased emphasis on disclosing the nature and the extent of risk arising from
financial statements and how the entity manages those risks. This section, together with
Section 3863, “Financial Instruments — Presentation”, replaced Section 3861, “Financial
Instruments — Disclosure and Presentation”. Section 3863, Financial Instruments -
Presentation establishes standards for presentation of financial instruments and non-financial
derivatives. Other than the additional disclosure in Note 17, the adoption of these Sections
has had no significant impact on the Company’s financial statements.

Capital disclosures

The AcSB issued CICA Handbook Section 1535, Capital Disclosures, which establishes
standards for the disclosure of (i) an entity’s objectives, policies and processes for managing
capital; (i) quantitative data about what the entity regards as capital; (iii) whether the entity
has complied with any capital requirements; and (iv) if it has not complied, the consequences
of such non-compliance. Other than the additional disclosure in Note 5, the adoption of this
section has had no significant impact on the Company’s financial statements.

Assessing going concern

The Accounting Standards Board ("AcSB") amended CICA Handbook Section 1400, to
include requirements for management to assess and disclose an entity's ability to continue as
a going concern. This section applies to interim and annual financial statements relating to
fiscal years beginning on or after January 1, 2008.

d)

Recent accounting pronouncements

Goodwill and intangible assets

The Company will adopt the new standard Goodwill and Intangible Assets (Section 3064) for
its fiscal year beginning December 1, 2009. This Section replaces Section 3062, Goodwill
and Other Intangible Assets, and Section 3450, Research and Development Costs. The new
Section establishes standards for the recognition, measurement, presentation and disclosure
of goodwill subsequent to its initial recognition and of intangible assets by profit-oriented
enterprises. Standards concerning goodwill are unchanged from the standards included in
Section 3062. The Company is currently evaluating the impact of the adoption of this new
Section on its consolidated financial statements.




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

4. Recent accounting pronouncements (continued)

a) International financial reporting standards (“IFRS")

In addition to the above new accounting pronouncements the Canadian Accounting
Standards Board ("AcSB") in 2006 published a new strategic plan that will significantly affect
financial reporting requirements for Canadian companies. The AcSB strategic plan outlines
the convergence of Canadian GAAP with International Financial Reporting Standards
(“IFRS”) over a five-year transitional period. In February 2008 the AcSB announced that 2011
is the changeover date for publicly-accountable enterprises to use IFRS, replacing Canada's
own GAAP. The date is for interim and annual financial statements relating to fiscal years
beginning on or after January 1, 2011. The transition date of January 1, 2011 will require the
restatement for comparative purposes of amounts reported by the Company for the year
ended December 31, 2010. While the Company has begun assessing the adoption of IFRS
for 2011, the financial reporting impact of the transition to IFRS cannot be reasonably
estimated at this time.

5. Capital management

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

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

Management reviews its capital management approach on an ongoing basis and believes that
this approach, given the relative size of the Company, is reasonable.

6. Short-term investments

Investments held in the short term are classified as available-for-sale.

Shares Cost Fair Value
June 30, 2008
Mountain Boy Minerals Ltd. 955,975 $ 447,357 $ 162,516
December 31, 2007
Mountain Boy Minerals Ltd. 988,975 $ 462,800 $ 286,803




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

7. Receivables

Included in receivables are mineral exploration tax credits of $359,211 (2007-$359,211).
Subsequent to June 30, 2008, this tax credit was received by the Company.

8. Environmental reclamation deposits

The environmental reclamation deposits represent term deposits pledged in favour of regulatory
authorities as security for performance of site restoration. These deposits will be released to the
Company on satisfactory reclamation of the property.

June 30, December 31,

2008 2007

Silver Coin reclamation bond $ 30,000 $ 30,000
Surprise Creek reclamation bond 10,000 10,000
$ 40,000 $ 40,000

9. Mineral property interests

The Company’s mineral property interests are comprised of properties located in Canada and
Mexico. Refer to the audited consolidated financial statements of the Company for December 31,
2007 for comprehensive descriptions of the mineral property interests.

Canada Mexico Total
Balance, December 31, 2007 $ 4,764,904 1,339,337 $ 6,104,241
Acquisition costs 3,330,000 42,500 3,372,500
Exploration expenditures
Geochemistry - 7,713 7,713
Drilling and metallurgical 118,041 347,965 466,006
Environmental permitting - 642 642
Geological & engineering 35,328 124,829 160,157
General administration 9,391 95,985 105,376
Geologic mapping and imagery 6,170 160 6,330
Maintenance - 2,763 2,763
Field supplies 1,589 4,626 6,215
Imagery 1,698 - 1,698
Resource estimation 6,031 - 6,031
Shipping 214 3,916 4,130
Travel and accommodation 11,304 44,488 55,792
3,519,766 675,587 4,195,353
Balance, June 30, 2008 $ 8,284,670 2,014,924 $ 10,299,594




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

9. Mineral property interests (continued)

Canada
Silver Coin Surprise Summit
and Kansas Creek Lake Other Total
Balance, December 31, 2007 $ 3,789,725 $ 962,136 $ - $ 13,043 $ 4,764,904
Acquisition costs 2,997,000 - 333,000 - 3,330,000
Exploration expenditures
Drilling and metallurgical 118,041 - - - 118,041
Geological & engineering 35,253 75 - - 35,328
General admin 4,366 - - 5,025 9,391
Geologic mapping and imagery 7,868 - - - 7,868
Field supplies 1,589 - - - 1,589
Resource estimation 6,031 - - - 6,031
Shipping 214 - - - 214
Travel and accommodation 11,304 - - - 11,304
3,181,666 75 333,000 5,025 3,519,766
Balance, June 30, 2008 $ 6,971,391 $ 962,211 333,000 $ 18,068 $ 8,284,670

Kansas Property and Summit Lake Property

On April 15, 2008 the Company entered into a binding letter agreement whereby the Company
will purchase Tenajon Resources Corp’s (“Tenajon”) wholly owned subsidiary, 0781639 B.C. Ltd.
which holds an undivided 40% ownership interest in the Kansas property and a 100% ownership
interest in the Summit Lake property. Since 0781639 B.C. Ltd.’s only asset is mineral properties
and it is not considered a business, the transaction has been accounted for as an asset
acquisition. As a result of the difference between the carrying amount and the tax bases of the
properties the Company has recorded a future income tax liability of $900,000 and included the
amount in the asset acquisition.

On closing the Company issued to Tenajon 13,500,000 common shares at a value of $2,430,000
and will reimburse Tenajon $100,000 for reclamation deposits and up to $100,000 (paid and held
in trust) for certain costs incurred by Tenajon. The reimbursements are subject to the receipt of
the appropriate documentation by the Company to support the costs. Tenajon has agreed to
grant to the Company a voting proxy on all the Company shares issued to Tenajon which will
expire on the completion of the distribution of the shares held by Tenajon to its shareholders
pursuant to a plan of arrangement. The Company was also granted an option to purchase the
3% net smelter royalty held by Tenajon on the Summit Lake property by paying $115,000.

Upon receiving regulatory approval the Company issued 93,750 units to the Agent with the same
terms as the private placement discussed in Note 8 in connection with a financial advisory
agreement. Upon completion of the acquisition the Company will issue a further 93,750 units to
the Agent with the same terms as the first units issued. (Note 16)




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

9. Mineral property interests (continued)

Mexico
La

Calavera Rio Minas Total
Balance, December 31, 2007 $ 1,113,406 $ 225931 $ 1,339,337
Acquisition costs - 42,500 42,500

Exploration expenditures
Geochemistry - 7,713 7,713
Drilling and metallurgical 338,479 9,486 347,965
Environmental permitting 321 321 642
Geological & engineering 41,791 83,038 124,829
General administration 3,127 92,858 95,985
Geologic mapping and imagery - 160 160
Maintenance (2,236) 4,999 2,763
Field supplies 2,641 1,985 4,626
Shipping 3,230 686 3,916
Travel and accommodation 19,968 24,520 44,488
407,321 268,266 675,587
Balance, June 30, 2008 $ 1,520,727 $ 494,197 $ 2,014,924

La Calavera and Rio Minas

On May 9, 2007 the Company signed an option and joint venture agreement with Chesapeake
Gold Corp (“Chesapeake”) whereby the Company can acquire up to a 70% interest in the La
Calavera property and Rio Minas property located in Oaxaca, Mexico by undertaking a work
program on the La Calavera — Rio Minas properties aggregating US$6,000,000, paying
US$1,300,000 and issuing an aggregate of 500,000 shares. In order to earn a 51% interest in
the property, the exploration expenditures, cash and share issuance agreed to are as follows:

Exploration
Expenditures Payments
by signing joint venture US$ - US$ 50,000 (paid) 100,000 shares (issued)
by September 1, 2007 - - 150,000 shares (issued)
by December 31, 2007 - 50,000 (paid) -
by March 1, 2008 - - 250,000 shares (issued)
by March 31, 2008 500,000 (incurred) - -
by March 31, 2009 1,250,000 400,000 -
by March 31, 2010 1,250,000 400,000 -
by March 31, 2011 1,500,000 400,000 -
by March 31, 2012 1,500,000 - -
US$ 6,000,000 US$ 1,300,000 500,000

10




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

9. Mineral property interests (continued)
La Calavera and Rio Minas (continued)

Upon completion of the foregoing terms a joint venture will have been formed between the
company and Chesapeake. The properties shall thereupon become a joint venture asset.

The company may elect to earn a further 19% undivided joint venture interest in the
properties by paying US$3,000,000, causing a bankable feasibility study to be completed and
arranging production financing for the properties or a portion thereof all of which must be
completed by December 31, 2014.

10. Equipment

June 30, 2008

Accumulated Net
Cost Amortization Book Value
Computer equipment $ 38,705 $ 20,512 $ 18,193
Other equipment 53,259 13,963 39,296
Mining equipment 13,363 3,161 10,202
Vehicle 41,617 18,102 23,515
$ 146,944 $ 55,738 $ 91,206

December 31, 2007
Accumulated Net
Cost Amortization Book Value
Computer equipment $ 38,705 $ 17,174  $ 21,531
Other equipment 53,259 9,597 43,662
Mining equipment 13,363 1,096 12,267
Vehicle 41,617 11,860 29,757
$ 146,944 $ 39,727 $ 107,217

11




Pinnacle Mines Ltd.
(A development stage enterprise)

Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

11. Share capital and contributed surplus

Common Shares

Authorized:
Unlimited number of common shares without par value
Number Amount
Issued:
Balance, December 31, 2007 25,123,647 $ 23,547,649
Issued for mineral properties (Note 9) 250,000 42,500
Tax benefits renounced to flow-through
share subscibers (Note 16) - (650,000)
Brokered private placement, net of share
issue costs $154,724 3,500,000 545,276
Non-brokered private placement, net of share
issue costs $22,750 1,215,000 220,250
Financial advisory units 93,750 18,750
Issued for mineral properties (Note 9) 13,500,000 2,430,000
Balance, June 30, 2008 43,682,397 $ 26,154,425

Private placements

On April 3, 2008 the Company closed the first tranche of a funding through a non-brokered
private placement and a brokered private placement consisting of 4,715,000 units at a price of
$0.20 per unit for gross proceeds of $943,000. Each unit entitles the holder to one common
share and one-half share purchase warrant with one whole warrant being exercisable into one
additional common share for a period of one year at a price of $0.30 per share. The Company
paid an agent fee of $52,500 of the brokered placement and granted 350,000 agent
compensation options with a value of $24,602. Each agent’'s option is exercisable into one
additional unit at a price of $0.20 per unit for one year. The Company also paid finders’ fees of
$17,100 in cash and 80,250 compensation options with a value of $5,642 with each
compensation option exercisable into one additional unit at a price of $0.20 for one year. The
agents’ compensation options were valued using the Black-Scholes pricing model with an
expected volatility of 108%, and expected term of one year, a risk free interest rate of 2.85% and
a dividend yield of 0%.

On April 24, 2008 the Company revised the financing from the originally announced financing of
up to 8,500,000 units to the one tranche of 4,715,000 units and included the payment in
connection with a financial advisory agreement to the Agent of 93,750 units with the same terms
as the private placement.

12




Pinnacle Mines Ltd.
(A development stage enterprise)
Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

11. Share capital and contributed surplus (continued)
Stock options

During 1997 the Company established a share option plan whereby the board of directors may
from time to time grant stock options to directors, officers, employees or consultants. This plan
was revised on May 16, 2003 such that the maximum number of shares subject to the plan, in the
aggregate, may not exceed 10% of the Company's issued shares. The maximum term of any
option will be five years if the Company is a “Tier 2" Company and ten years if the Company is a
“Tier 1" Company. The vesting is at the direction of the Company, however, options granted to
consultants performing “investor relations’ activities” must at a minimum vest in stages over a
period of not less than twelve months, with no more than one-quarter of the options vesting in any
three month period. The exercise price shall be not less than the greater of $0.10 per share and
the last closing price of the Company’s shares.

On February 28, 2008 the Company granted 70,000 stock options to consultants vesting one-
guarter immediately and one-quarter each six months thereafter exercisable for a term of five
year.

Stock option activity for the respective periods is as follows:

June 30, 2008 December 31, 2007
Number  Weighted Awg. Number Weighted Awg.
Exercise Price Exercise Price
Options outstanding, beginning of period 1,750,000 $ 0.46 1,485,000 $ 0.75
Granted 70,000 0.20 1,000,000 0.40
Exercised - - (90,000) 0.40
Expired - - (50,000) 0.50
Cancelled (245,000) 0.38 (595,000) 0.99
Options outstanding, end of period 1,575,000 0.46 1,750,000 0.46
Options exercisable, end of period 1,466,250 $ 0.47 1,581,250 $ 0.50

13




Pinnacle Mines Ltd.
(A development stage enterprise)
Notes to the Consolidated Financial Statements

(Unaudited, Prepared by Management)
For the Period Ended June 30, 2008

11. Share capital and contributed surplus (continued)

The options outstanding and exercisable at June 30, 2008 are as follows:

Range of Outstanding Options Exercisable Options
Exercise Number  Weighted Weighted Number  Weighted
Prices Outstanding Average Awverage Exercisable Average
Exercise  Remaining Exercise
Price  Contractual Price

Life (Years)

$0.20-$0.39 195,000 $ 0.23 2.85 142,500 $ 0.24
$0.40-$0.59 1,115,000 0.41 3.49 1,058,750 0.41
$0.60-$0.95 265,000 0.87 1.85 265,000 0.87

1,575,000 $ 0.46 3.13 1,466,250 $ 0.47

During the six-month period ended June 30, 2008 the Company recognized $37,402 (2007 -
$100,133) of stock based compensation expense. The Company used the Black-Scholes option
pricing model to estimate the fair value of the options at the grant date using the following
weighted average assumptions:

2008 2007
Risk-free interest rate 3.76% 4.0%
Dividend yield Nil Nil
Expected volatility 104.1% 139%
Expected option life 5.0 years 3.31 years

The weighted average grant-date fair value of the options granted in the six-month period ended
June 30, 2008 is $0.18 (2007 - $0.31).

Warrants

Full share equivalent warrant activity for the respective periods is as follows:

June 30, 2008 December 31, 2007
Number  Weighted Aw. Number  Weighted Awg.
Exercise Price Exercise Price
Warrants outstanding, beginning of period 2,206,559 $ 1.02 3,287,368 $ 1.12
Issued 2,404,375 0.30 2,030,000 1.00
Expired (176,559) 0.83 (3,110,809) 1.12
Warrants outstanding, end of period 4,434,375 $ 0.61 2,206,559 $ 1.02

14




Pinnacle Mines Ltd.
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11. Share capital and contributed surplus (continued)

Full share equivalent warrants outstanding and exercisable at June 30, 2008:

Number
of Full Share Price
Equivalent Per
Description Warrants Share Expiry Date
Warrants 2,000,000 $ 1.00  April 9, 2009
Warrants 30,000 1.00  April 9, 2009
Warrants 2,404,375 0.30  April 3, 2009

4,434,375
Agent’s options

Full share equivalent agent options activity for the respective periods is as follows:

June 30, 2008 December 31, 2007
Number  Weighted Awg. Number  Weighted Awg.
Exercise Price Exercise Price
Agent options outstanding, beginning of period 320,000 $ 0.60 - $ -
Issued 430,250 0.20 320,000 0.60
Expired - - -
Agent options outstanding, end of period 750,250 $ 0.37 320,000 $ 0.60

The 320,000 agent’s options entitle the agent to acquire one common share of the Company at
$0.60 until April 9, 2009. The fair value of these agent options was estimated at $26,120. The
430,250 agent’s options entitle the agent to acquire one unit of the Company at $0.20 until April
3, 2009. Each option entitles the holder to acquire at a price of $0.20 per unit one common share
and one-half share purchase warrant with one whole warrant being exercisable into one
additional common share for a period of one year at a price of $0.30 per share. The fair value of
these agent options was $30,244.

Contributed surplus June 30, 2008 December 31, 2007
Balance, beginning of period $ 1,269,878 $ 916,463
Stock-based compensation 37,402 355,795
Fair value of agent's options 30,244 26,120
Fair value of of options exercised - (28,500)
Balance, end of period $ 1,337,524 % 1,269,878
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12. Accumulated other comprehensive loss June 30, December 31,
2008 2007
Balance, beginning of period $ (175,997) $ -
Unrealized gains on available-for-sale investments
at January 1, 2007 - 9,902
Unrealized loss on available-for-sale investments
in the period (108,844) (185,899)
Balance, end of period $ (284,841) $ (175,997)

13. Change in non-cash operating working capital
Three Months Ended

Six Months Ended

June 30, June 30,
2008 2007 2008 2007
Receivables $ (107,917) $ (42,150) $ 118,176 $ 87,114
Prepaids 12,373 11,354 30,502 15,519
Payables and accruals (54,208) (2,503) 2,841 (40,474)
$ (149,752) $ (33,299) $ 151,519 $ 62,159

14. Commitments

(@)

(b)

The Company entered into a five-year lease agreement for its office space commencing
March 1, 2005 and ending February 28, 2010. The Company is committed to making lease
payments in 2008 and 2009 of $95,047 each year and in 2010 of $15,842.

During 2005, the Company entered into a Cooperation Agreement with Gold Mountain (H.K.)
International Mining Co. Ltd. (“Gold Mountain”) a Hong Kong based subsidiary of Zijin Mining
Group Co. Ltd. (“Zijin"), a gold and copper producer in China. This Cooperation Agreement
was entered as part of Gold Mountain’s 2005 investment of $1,950,000 in the Company.

Under the Cooperation Agreement, Gold Mountain and Zijin agree to offer and select as yet
indeterminable projects in China to the Company for joint venture. Also under the
Cooperative Agreement, the Company agrees to offer Zijin a right of first refusal to participate
in any projects located in China held at the time of the Cooperative Agreement. Zijin may
also arrange to have suitable professionals join the Company’'s project team at the
Company’s cost.
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15. Related party transactions

During the six-month period ended June 30, 2008, the Company incurred fees of $40,834 (2007 -
$78,000) with directors for management consulting services. This amount has been included in
management services expense on the statement of operations.

Included in payables is an amount of $4,182 (2007 - nil) owed to directors and officers of the
Company.

The Company shares office space with Lincoln Gold Corp and Southern Gold Resources Ltd.
Lincoln and Southern Gold reimburse each month to the Company a portion of the rent and office
expenses. During the six-month period ended June 30, 2008, these reimbursements totalled
$39,104 (2007: $29,700). Lincoln and the Company have one director in common.

All related party transactions have been recorded at the exchange amount, which is the amount
of consideration established and agreed to between the parties. The exchange amount was
negotiated and established and agreed to by the related parties.

16. Income taxes

During the year ended December 31, 2007 the Company issued 4,000,000 common shares on a
flow-through basis for gross proceeds of $2,000,000. The flow-through agreements require the
Company to renounce certain tax deductions for Canadian exploration expenses incurred on the
Company’s mineral properties to the flow-through participants. During the period ended June 30,
2008, the Company has renounced exploration expenditures of $2,000,000 which resulted in a
future income tax recovery and a charge against capital stock of $650,000.

The future income tax liability of $900,000 is a result of the difference between the carrying
amount and the tax bases of the Company’s Kansas and Summit Lake mineral property interests
(Note 9).

17. Financial instruments and risk management

() Fair value

The Company's financial instruments consist of cash and cash equivalents, short-term
investments, receivables, deposits, and accounts payable and accrued liabilities. The fair value
of these financial instruments approximates their carrying values due to the short-term nature of
these instruments.

The Company is exposed to a variety of financial risks by virtue of its activities including currency,
credit, interest rate, liquidity and commodity price risk.
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17. Financial instruments and risk management (continued)
(a) Foreign exchange risk

The Company’s operations in Mexico expose the Company to foreign exchange risk. The
Company does not enter into derivative financial instruments to mitigate this risk.

(b) Credit risk

The Company’s cash and cash equivalents are held in large Canadian financial institutions. The
Company does not have any asset-backed commercial paper. The Company’s receivables
consist mainly of Mineral Exploration Tax Credit and GST receivable due from the Federal
Government of Canada.

(c) Interest rate risk

There is a very limited interest rate risk as the Company holds no interest bearing financial
obligations or assets.

(d) Liquidity risk

The Company’s ability to continue as a going concern is dependent on management’s ability to
raise required funding through future equity issuances. The Company manages its liquidity risk
by forecasting cash flows from operations and anticipating any investing and financing activities.
Management and the Board of Directors are actively involved in the review, planning and
approval of significant expenditures and commitments.

(e) Pricerisk
The ability of the Company to explore its mineral properties and the future profitability of the

Company are directly related to the market price of precious metals. The Company monitors
precious metals prices to determine the appropriate course of action to be taken by the Company.

18. Segmented disclosure

The Company has one operating segment which is mineral exploration and all capital assets of
the Company are located in Canada except for certain of its mineral properties and equipment
located in Mexico as disclosed in Note 9.

The Company operates in two geographical segments: Canada and Mexico. Corporate
administrative activities are conducted from Canada. The assets at June 30, 2008 and
December 31, 2007 identifiable to these segments are as follows:

Canada Mexico Corporate Total

Long Lived Assets
June 30, 2008 $ 8,284,670 $ 2,014,924 $ 231,206 $ 10,530,800
December 31, 2007 4,764,904 1,339,337 147,217 6,251,458
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19. Subsequent events

Upon receiving regulatory approval of the financial advisory services agreement dated February
13, 2008, the Company issued a further 93,750 units to Haywood Securities in consideration for
services provided in connection with the Company’s increased ownership in the Kansas and
Summit Lake properties (note 9). Each unit entitles the agent to one common share of the
Company and one-half of one share purchase warrant, where each whole warrant is exercisable
for one additional share a price of $0.30 for a period of one year.
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