


Notes to the Consolidated Financial Statements
For the Years Ended May 31, 2009 and 2008

The Company entered into an option agreement (the “Agreement”) on September 17, 2007, as amended on February
13, 2009, with Anatolia Minerals Development Ltd. (“Anatolia”), wherein it can earn a 65% interest in the Bursa copper-
molybdenum-gold porphyry property (the “Property”) located in western Turkey.

Bursa Property
Pursuant to the terms of the Agreement, Empire can earn a 65% interest in the Property by:

i Making cash payments to Anatolia totaling US$520,000 over 5 years at US$20,000 on closing, US$20,000 per
year for years 1 through 4 and US$400,000 in year 5; (of which US$60,000 has been paid);

ii. Making payments to Anatolia over 5 years of Empire common shares at 200,000 shares per year with an
additional amount in the fifth year to bring the total to 5% of Empire’s fully diluted share capital as at the 5th
anniversary of the Agreement; (400,000 shares issued);

iii. Making expenditures on the Property totaling US$7.5 million over 5 years, of which US$300,000 (incurred) is
required to be spent in year 1; and

iv. Completing a pre-feasibility report on the Property by the 6th anniversary of the Agreement.

Upon earning a 65% interest in the Property, Empire and Anatolia will enter into a formal joint venture agreement
establishing each party’s ownership, rights and obligations in the joint development and operation of the Property.

Bulqgiza Property

On January 29, 2009, the Company was awarded 4 exploration licenses in the Republic of Albania. The licenses cover
much of the chromite-bearing, Bulgiza ultramafic massif in eastern Albania.

Nevlje Property

The 100% owned Nevlje Property, consisting of an exploration license covering 62 Km?, is located 10 km south-west of
Demitrovgrad in southeast Serbia on the Bulgaria border.

Kursumlija Property

The Kursumlija copper property, consisting of an exploration license covering 62 Km?, is located immediately northwest
of the Lece mining district and 320 km south of Belgrade in southern Serbia.
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Equipment
Cost Accumulated May 31, 2009
Amortization Net Book Value
Vehicles $ 41,364 $ 2,068 $ 39,296

Share Capital

a) Authorized — Unlimited number of common shares without par value.

b) Issued and Outstanding:

Number of . Contributed

Shares Shere CEpiEl Surplus

Balance at May 31, 2007 6,850,001 $ 404,112 $ 63,337
Non-brokered private placement (i) 4,999,995 1,499,998 -
Brokered private placement (ii) 5,410,132 1,360,578 262,461
Mineral property acquisition 200,000 100,000 -
Share issuance costs - (270,805) (40,699)
Stock based compensation - - 196,762
Agent’s warrants exercised 100,000 10,000 -
Fair value of agent’'s warrants exercised - 4,265 (4,265)
Fair value of agent’'s warrants granted - - 50,094
Balance at May 31, 2008 17,560,128 3,108,148 527,690
Non-brokered private placement (iii) 6,933,332 1,776,772 303,228
Share issuance costs - (201,229) (34,342)
Mineral property acquisition 200,000 58,000 -
Fair value of agent’s warrants granted - - 56,709
Stock based compensation - - 167,799
Balance at May 31, 2009 24,693,460 $ 4,741,691 $ 1,021,084

i)  During the year ended May 31, 2008, the Company completed a non-brokered private placement consisting of
4,999,995 common shares for gross proceeds of $1,499,998. There were no warrants attached to the offering.
Share issuance costs of $59,824 were paid in conjunction with this financing.

ii) During the year ended May 31, 2008, the Company completed a brokered private placement raising gross proceeds
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c)

i)

of $1,623,039 through the issuance of 5,410,132 units. The units were sold at a price of $0.30 per unit and are
comprised of one common share and one-half of one share purchase warrant. Each whole share purchase warrant
entitles the holder to purchase one additional common share at a price of $0.38 per common share at any time
prior to October 10, 2009.

The warrants attached to the above private placement have been valued at $262,461 based upon the Black Scholes
model which utilizes the following assumptions: Expected dividend yield of nil, expected stock price volatility of
73%, Risk-free interest rate of 2.80%, and Expected life of warrants of 18 months.

Share issuance costs of $251,680 were paid in conjunction with this financing, including a cash commission of
$129,843 (equal to 8% of the gross proceeds), legal fees of $4,979, filing fees of $66,764 and 432,810 agent
warrants. These agent warrants have been determined to have a fair value of $50,094 based upon the Black
Scholes model which utilized the following assumptions: Expected dividend yield of nil, Expected stock price
volatility of 73%, Risk free interest rate of 2.80%, Expected life of warrants of 18 months. The agent warrants
are exercisable at a price of $0.38 on or before October 10, 2009. In addition, a pro rata portion of the share
issuance costs applicable to the private placement warrants has been applied to contributed surplus in the amount
of $40,699.

During the year ended May 31, 2009, the Company completed a non-brokered private placement consisting of
6,933,332 units for gross proceeds of $2,080,000. Each unit was comprised of a common share and one half of
one share purchase warrant wherein each whole share purchase warrant is exercisable into a common share at
$0.38 per share until February 6, 2010.

The warrants attached to the above private placement have been valued at $303,228 based upon the Black Scholes
model which utilizes the following assumptions: Expected dividend yield of nil, expected stock price volatility of
85%, Risk-free interest rate of 3.20%, and Expected life of warrants of 18 months

Share issuance costs of $235,571 were paid in conjunction with this financing including a cash commission of
$166,400 (equal to 8% of the gross proceeds), legal fees of $1,212, filing fees of $11,250 and 554,666 agent
warrants. These agent warrants have been determined to have a fair value of $56,709 based upon the Black
Scholes model which utilized the following assumptions: Expected dividend yield of nil, Expected stock price
volatility of 85%, Risk free interest rate of 3.20%, Expected life of warrants of 18 months. The agent warrants are
exercisable at a price of $0.38 on or before February 6, 2010. In addition, a pro rata portion of the share issuance
costs applicable to the private placement warrants has been applied to contributed surplus in the amount of
$34,342.

Escrowed Shares — Pursuant to the Company’s initial public offering, a total of 4,497,501 common shares were
placed into escrow. In accordance with the escrow agreement, a total of 10% of these shares were released on

November 7, 2007 upon completion of the Company’s Qualifying Transaction and the balance will be released at
a rate of 15% every six months thereafter. As at May 31, 2009, a total of 2,023,875 common shares remained in
€SCrow.

38



Notes to the Consolidated Financial Statements
For the Years Ended May 31, 2009 and 2008

d) Incentive Stock Options

The following table summarizes information about stock options outstanding at May 31, 2009:

Number of Stock Options Exercise Price Expiry Date
610,000 $0.10 October 31, 2010
60,000 $0.35 July 17, 2011
735,000 $0.40 January 24, 2013
300,000 $0.25 November 5, 2013
650,000 $0.25 April 28, 2014
V‘fv'g:‘ateg Weighted
Options . 9 Average Weighted Average
: Exercise Price ) -
Outstanding Grant Date Time to Expiry
Per Share .
Fair Value
Balance — May 31, 2007 670,000 $0.12 $0.08 3.49 yrs
Granted during the year 1,330,000 $0.40 $0.27 5.00
Balance — May 31, 2008 2,000,000 $0.31 $0.21 4.08
Granted during the year 950,000 $0.25 $0.05 5.00
Cancelled during the year (595,000) $0.40 $0.27 -
Balance — May 31, 2009 2,355,000 $0.26 $0.13 3.48 yrs

i)  During the year ended May 31, 2008, the Company granted a total of 1,330,000 stock options, exercisable on
or before January 24, 2013 at a price of $0.40. The total fair value of the options granted during the period was
$354,172 with $196,762 being recorded in the Company’s accounts as stock based compensation during the
year ended May 31, 2008 and $138,769 during the year ended May 31, 2009. A total of 595,000 options were
cancelled during the year ended May 31, 2009. The remaining balance of option fair value excluding cancelled

options which total $5,437 will vest during the year ended May 31, 2010.

The fair value of each option granted was estimated on the date of grant using the Black-Scholes option pricing
model with the following weighted average assumptions:
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Assumption Value
Expected dividend yield 0.00%
Expected stock price volatility 85%
Risk-free interest rate 3.45%
Expected life of options 5 years

if)

During the year ended May 31, 2009, the Company granted a total of 300,000 stock options, exercisable on
or before November 5, 2013 at a price of $0.25. The total fair value of the options granted was $12,236 with
$9,091 being recorded in the Company’s accounts as stock based compensation. The balance of $3,145 will be
recorded over the vesting period wherein 25% vests on each successive date that is six months from the date
of the grant.

The fair value of the option granted was estimated on the date of grant using the Black-Scholes option pricing
model with the following weighted average assumptions:

Assumption Value
Expected dividend yield 0.00%
Expected stock price volatility 95%
Risk-free interest rate 2.79%
Expected life of options 5 years

i)

During the year ended May 31, 2009, the Company granted a total of 650,000 stock options, exercisable on or
before April 28, 2014 at a price of $0.25. The total fair value of the options granted was $61,089 with $19,939
being recorded in the Company’s accounts as stock based compensation. The balance of $41,150 will be

recorded over the vesting period wherein 25% vests on each successive date that is six months from the date
of the grant.

The fair value of the option granted was estimated on the date of grant using the Black-Scholes option pricing
model with the following weighted average assumptions:

Assumption Value
Expected dividend yield 0.00%
Expected stock price volatility 146%
Risk-free interest rate 2.01%
Expected life of options 5 years

Option pricing models require the input of highly subjective assumptions including the expected price volatility.
Changes in the subjective input assumptions can materially affect the fair value estimate, and therefore the existing
models do not necessarily provide a reliable single measure of the fair value of the Company’s stock options.
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e)

f)

Agent Warrants

The following is a summary of the changes in the Company’s agent warrants during the period:

Warrants Weighted average Weighted Average
outstanding exercise price Time to Expiry
per share
Balance — May 31, 2007 100,000 $ 0.10 0.42 yrs
Granted during the year 432,810 0.38 1.50
Exercised during the year (100,000) 0.10 -
Balance — May 31, 2008 432,810 0.38 1.36 yrs
Granted during the year 554,666 0.38 1.50
Balance — May 31, 2009 987,476 $ 0.38 0.54 yrs

a) During the year ended May 31, 2008, 432,810 agent warrants were granted as part of the compensation to the
agent. (See note 6(b)ii).

b) During the year ended May 31, 2008, the Company had 100,000 warrants exercised for total proceeds of $10,000.
As part of the warrant exercises, there was $4,265 in fair value associated with the fair value of the agent’s
warrants granted during a previous year’s private placement. These amounts were transferred from contributed
surplus to common shares.

c) During the year ended May 31, 2009, 554,666 agent warrants were granted in conjunction with the private
placement on August 6, 2008 as part of the compensation to the agent. (See note 6(b)iii).

Warrants

a) In conjunction with the August 6, 2008 private placement 3,466,667 warrants were granted. Each warrant will
entitle the holder to purchase one additional common share at a price of $0.38 per common share at any time prior
to February 6, 2010. (See note 6(b)iii).
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Related Party Transactions

At May 31, 2009, the Company owed $1,908 (2008 - $977) for consulting services and reimbursement of administrative
expenses to companies with directors and officers in common. These are non-interest bearing and are paid under the
same terms as normal accounts payable.

At May 31, 2009, a management services company with two directors in common owed the Company $26,664 (2008 -
$33,630) relating to deposits for future services.

The following related party transactions were in the normal course of operations and are measured at fair value being
their exchange amounts and consists of the following items:

2009 2008

HRG Management Ltd. - Directors in common (* $ 228 143 $ 134.690
see below) ’ ,
David Cliff — Director, consulting services and
director fees 94,256 117,203
Robert Giustra — Director, consulting services
and director fees 50,000 37,500
John Prochnau — Former Director, consulting
services 94,135 70,857
Ken Judge — Former Director, consulting
services and director fees 21,000 7,000
Michael Johnson — Director, consulting services 7.000 )
and director fees ’

Total $ 494,534 $ 367,250

* HRG Management Ltd. (“HRG”) is a management company that was jointly owned by the Company and certain other
companies that share Vancouver office space and administrative services at cost. The Company shared two directors
in common with HRG. Subsequent to year-end, there were no directors in common and the companies ceased to be
related parties. By agreement dated July 15, 2009 and effective September 1, 2009, the Company entered into a 4
month office rental contract with HRG at a rate of $2,834 per month.

Commitments

Effective November 1, 2008, the Company entered into a consulting contract with a corporation controlled by a director
in which the Company will pay monthly fees of $5,000. The agreement will expire on December 31, 2009.

Refer to note 4.

Capital Management

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going
concern in order to pursue the development of its mineral properties and to maintain a flexible capital structure for its
projects for the benefit of its stakeholders. As the Company is in the exploration stage, its principal source of funds is
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10.

from the issuance of common shares.

In the management of capital, the Company includes the components of shareholders’ equity as well as cash and cash
equivalents, receivables and term deposits.

The Company manages the capital structure and makes adjustments to it in light of changes in economic conditions
and the risk characteristics of the underlying assets. To maintain or adjust the capital structure, the Company may
attempt to issue new shares, enter into joint venture property arrangements, acquire or dispose of assets or adjust the
amount of cash and cash equivalents and investments.

In order to facilitate the management of its capital requirements, the Company prepares annual expenditure budgets
that are updated as necessary depending on various factors, including successful capital deployment and general
industry conditions. The annual and updated budgets are reviewed and approved by the Board of Directors.

The Company expects its current capital resources will be sufficient to carry its exploration and development plans and
operations through the current fiscal year.

Management of Financial Risk

The Company’s investment policy is to invest its cash in low risk highly liquid short-term interest bearing investments,
selected with regards to the expected timing of upcoming expenditures.

The Company’s financial instruments are exposed to certain financial risks. The risk exposures and the impact on the
Company’s financial instruments are summarized below.

Foreign Currency Risk

The Company’s functional currency is the Canadian dollar. However, the Company is exposed to the currency risk
related to the fluctuation of foreign exchange rates as some of the Company’s operations are located in the Republics
of Turkey, Albania, Bosnia and Serbia. The Company also has liabilities denoted in US dollars and Euros. A significant
change in the currency exchange rates between the Canadian dollar relative to the Turkish Lira, Serbian Dinar, Albanian
Lek, US dollar, Euro, and the UK pound sterling could have an effect on the Company’s results of operations, financial
position or cash flows. The Company has not hedged its exposure to currency fluctuations.

Interest rate and credit risk

The Company has significant cash balances and no interest-bearing debt. The Company has no significant concentrations
of credit risk arising from operations. The Company’s current policy is to invest excess cash in investment-grade short-
term deposit certificates issued by reputable financial institutions with which it keeps its bank accounts and management
believes the risk of loss to be remote.

The Company periodically monitors the investments it makes and is satisfied with the credit ratings of its banks.

Receivables consist of goods and services tax due from the Federal Government of Canada and amounts due from
related parties. Management believes that the credit risk concentration with respect to receivables is remote.

Liquidity Risk
The Company manages liquidity risk by maintaining sufficient cash and cash equivalent balances. Liquidity requirements

are managed based on expected cash flows to ensure that there is sufficient capital in order to meet short term
obligations. As at May 31, 2009, the Company had a combined cash and liquid term deposit balance of $1,787,225
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11.

(2008 - $1,161,501) to settle current liabilities of $104,998 (2008 - $79,113).

Commodity Price Risk

The Company’s ability to raise capital to fund exploration or development activities is subject to risks associated
with fluctuations in the market prices of copper and chromite. The Company closely monitors commaodity prices to
determine the appropriate course of action to be taken by the Company.

Sensitivity Analysis

The Company has designated its cash and cash equivalents and term deposits as held-for-trading, which are measured
at fair value with all gains and losses included in net loss (earnings) in the period in which they arise. Receivables are
classified as loans and receivables, which are measured at amortized cost. Accounts payable and accrued liabilities
are classified as other financial liabilities, which are measured at amortized cost.

As of May 31, 2009, the carrying amount of receivables and payables equal fair market value.

Based on management’s knowledge and experience of the financial markets, the Company believes the following
movements are “reasonably possible” over a three month period:

e Cash and cash equivalents include deposits which are at variable interest rates. Sensitivity to a plus or minus 1%
change in rates would affect net loss by $17,872.

e The Company holds balances in foreign currencies which give rise to exposure to foreign exchange risk.
However, the balances are minimal and therefore the exposure to foreign exchange risk is very low.

e  Price risk is remote since the Company is currently not a producing entity.

Income Taxes

A reconciliation of income taxes at statutory rates is as follows:

2009 2008

Loss for the period $ 1,050,006 $ 1,069,717

Tax rate 29% 29%
Expected income tax recovery (304,502) (310,218)
Change in statutory tax rate - 20,504
Tax rate change and differential in foreign jurisdictions 96,424 -
Non-taxable items 49,317 57,450
Future tax benefit of share issue costs not credited to share capital (46,503) (19,026)
Other 5,029 -
Change in valuation allowance 200,235 251,290
Total income tax recovery $ - $ -
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12.

Details of the Company’s tax effected future income tax assets are as follows:

2009 2008
Non-capital loss carry-forwards $ 578,175 $ 386,103
Share issuance costs 80,403 72,240
Valuation allowance (658,578) (458,343)
Net future income tax asset (liability) $ - $ -

The Company has accumulated losses of $2,206,890 which may be used to reduce future year’s taxable income.
These losses expire as follows:

2015 $ 9,416
2016 173,944
2027 210,808
2028 936,177
2029 876,545

$ 2,206,890

The Company has foreign tax losses totalling approximately $104,000.

Future tax benefits which may arise as a result of these non-capital losses have not been recognized in these financial
statements and have been offset by a valuation allowance because of uncertainty of their recovery.

Supplemental Cash Flow Information

2009 2008
Cash $ 237,173 $ 241,858
Flexible term deposit 1,000,000 -
Total cash and cash equivalents $1,237,173 $ 241,858
Cash paid for interest $ - $ -
Cash paid for income taxes $ - $ -
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The only significant non-cash financing transaction during the year ended May 31, 2009 was the determination of the
fair value of the warrants and agent warrants issued in conjunction with the August 6, 2008 private placement. These
warrants have been determined to have a fair value of $303,228 and the agent warrants have been determined to have
a fair value of $56,709. (See note 6(b)iii)

The only significant non-cash investing transaction during the year ended May 31, 2009 was the issuance of 200,000
common shares valued at $58,000.

The only significant non-cash investing or financing transactions during the year ended May 31, 2008 was the issuance
of 200,000 common shares at a fair value of $0.50 per share in connection with the Bursa Property option agreement
(See Note 4) and the agent warrants issued in conjunction with the April 10, 2008 private placement. These agent
warrants have been determined to have a fair value of $50,094 (See Note 6).

13. Segmented Information

2009 2008

Current Assets

Canada $1,753,644 $1,882,155

Europe 168,932 46,543
Total $1,922,576 $1,928,698
Capital Assets

Canada $ - $ -

Europe 1,397,512 288,574
Total $1,397,512 $ 288,574
Total Assets

Canada $1,753,644 $1,882,155

Europe 1,566,444 335,117
Total $3,320,088 $2,217,272
Net Loss

Canada $ 945,225 $1,066,189

Europe 104,781 3,528
Total $1,050,006 $1,069,717

14. Subsequent Events

Effective June 1, 2009, the Company entered into a new management agreement with a company controlled by the
CEO. The agreement provides for a monthly fee $8,333. The agreement expires on December 31, 2009.
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Caution on Forward-Looking Information

This document contains certain forward-looking information and forward-looking statements, as defined in applicable securities
laws (collectively referred to as “forward-looking statements”). Often, but not always, forward-looking statements can be identi-
fied by the use of words such as “plans,” “expects” or “does not expect,” “is expected,” “planned,” “budget,” “scheduled,” “esti-
mates,” “continues,” “forecasts,” “projects,” “predicts,” “intends,” “anticipates” or “does not anticipate,” or “believes,” or variations
of such words and phrases, or statements that certain actions, events or results “may,” “could,” “would,” “should,” “might” or “will”
be taken, occur or be achieved. Some forward-looking statements include without limitation statements regarding anticipated
growth in Chinese and Indian economies, forecasts regarding Chinese steel production, and Empire’s plans regarding explora-

tion of its properties.

” o«

Forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause our actual results,
performance or achievements to be materially different from any of our future results, performance or achievements expressed or
implied by the forward-looking statements; consequently, undue reliance should not be placed on forward-looking statements.

These risks, uncertainties and other factors include, but are not limited to: changes in Canadian dollar exchange rates; our strat-
egies and objectives; our tax position and the tax and royalty rates applicable to us; our ability to acquire necessary permits and
other authorizations in connection with our projects; risks associated with environmental compliance, including without limitation
changes in legislation and regulation, and estimates of reclamation and other costs; our cost reduction and other financial and
operating objectives; our environmental, health and safety initiatives; the availability of qualified employees and labour for our
operations; risks that may affect our operating or capital plans; risks created through competition for mining properties; risks
associated with exploration projects, and mineral reserve and resource estimates, including the risk of errors in assumptions
and methodologies; risks associated with our dependence on third parties for the provision of critical services; risks associated
with non-performance by contractual counterparties; risks associated with title; risks in connection with international politics; the
likelihood of ongoing economic growth in foreign countries; risks associated with ongoing need for raw materials; and general
business and economic conditions.

Forward-looking statements are based on a number of assumptions that may prove to be incorrect, including, but not limited to,
assumptions about: general business and economic conditions; the timing of the receipt of required approvals for our operations;
the availability of equity and other financing on reasonable terms; power prices; our ability to procure equipment and operat-
ing supplies in sufficient quantities and on a timely basis; our ability to attract and retain skilled labour and staff; the impact of
changes in Canadian dollar and other foreign exchange rates on our costs and results; market competition; international politics;
ongoing international demand for raw materials; and our ongoing relations with our employees and with our business partners
and joint venturers.

We caution you that the foregoing list of important factors and assumptions is not exhaustive. Events or circumstances could
cause our actual results to differ materially from those estimated or projected and expressed in, or implied by, these forward-
looking statements. We undertake no obligation to update publicly or otherwise revise any forward-looking statements or the
foregoing list of factors, whether as a result of new information or future events or otherwise, except as may be required under
applicable laws.
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Monthly Share Prices and Trading Volumes for the
Year Ended May 31 2009:

High Low Close Volume

Jun 0.39 0.28 0.39 702,300
Jul 0.37 0.26 0.31 300,600
Aug 0.31 0.27 0.29 396,600
Sep 0.28 0.13 0.15 451,133
Oct 0.15 0.06 0.06 209,000
Nov 0.07 0.05 0.05 264,000
Dec 0.2 0.04 0.11 318,080
Jan 0.15 0.06 0.07 328,000
Feb 0.08 0.06 0.08 206,000
Mar 0.09 0.05 0.08 311,650
Apr 0.13 0.07 0.11 695,666
May 0.15 0.12 0.15 365,316
4,548,345

E
ENMPIRE
5 MINING CORPORATION



Emn
EMPIRE
mg MINING CORPIORAT|ON

Empire Mining Corporation
910 - 475 Howe Street
Vancouver, BC V6C 2B3

Tel: (604) 689-2599
Fax: (604) 662-8429

www.empireminingcorp.com




