Advanced Explorations Inc.

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE SIX MONTH PERIOD ENDED JUNE 30, 2009

The following Management Discussion and AnalysiD&#) is dated August 20, 2009
and reviews the business of Advanced Exploratioas(the “Company” or “AEI”) for
the six month period ended June 30, 2009, and dhosilread in conjunction with the
accompanying unaudited interim consolidated finahstatements and related notes for
the six month period ended June 30, 2009, as wdha Company’s annual MD&A and
audited annual consolidated financial statementdlie year ended December 31, 2008.
This MD&A and the accompanying unaudited interimsmidated financial statements
and related notes for the six month period endete 80, 2009 have been reviewed by
the Company’s audit committee and approved by tiragany’s Board of Directors.

This MD&A contains certain forward looking statertersuch as statements regarding
potential mineralization, reserves and exploratiesults and future plans and objectives
of the Company that are subject to various riské ancertainties. There can be no

assurance that such statements will prove to berate, and actual results and future

events could differ materially from those anticgzhtin such statements. Readers are
cautioned not to place undue reliance on thesedoivwooking statements.

A. Core Business Strategy

During the period from January 29, 2007 to Jun20Q7, the Company successfully
completed the Option Agreement (as defined heteigarn an interest in the Roche Bay
iron ore magnetite project (the “Roche Bay Projeethd related financing (June 4,
2007). The stock was halted at $0.31 and opené&d.dtl on the first day of trading.
During this time, the Company successfully migrafiesn the TSX: NEX to the TSX
Venture Exchange.

AEIl is a mining exploration company focused on depmg high quality iron ore

opportunities. As part of this strategy, AEl acqdi the option to earn a 100%
ownership interest in the Roche Bay Magnetite Rtdated on the Melville Peninsula
in Nunavut, Canada. Led by an experienced managensam with technical,

exploration and mining expertise the company hasctpabilities to rapidly advance the
Roche Bay Project, as well as explore other local global opportunities. Located
proximal to a natural deep water harbour, the RoBay deposit benefits from

transportation efficiencies possibly making it ook the world's premium iron ore
prospects. In 2008, AEI updated its business [itainthe Roche Bay project and is
examining moving forward from the traditional irpellet operation to a granulated pig
iron (nugget) business.



Technology
With the core focus of the Company on the developgnoé the Roche Bay Project and
other iron ore projects, management of AEI entéméal discussions to assign their non-
core assets.

On July 17, 2007, the Company announced that itdmdred into an Assignment and
Assumption Agreement with PinPoint Xploration Inwith respect to the License
Agreement between AEI and Laser Diagnostic Instntménternational Inc. (LD) for
laser technology used in the exploration of petnoieesources. Under this Assignment
and Assumption Agreement, AEI assigned the Licé&xggeement to PinPoint along with
all right, title and interest of AEI to that agreemi, with PinPoint assuming all
obligations of AEI under the License Agreement aedorming all obligations of AEI.
As partial consideration for this assignment argliagtion, PinPoint agreed to allot and
issue to AEI 111,111 ordinary shares in the camfaPinPoint by August 30, 2007,
which shares will represent, immediately followitngir issue to AEI, 10% of the issued
and outstanding ordinary shares in the capitalimP&int. A delay in the incorporation of
PinPoint (Caymans) will result in the shares nanh@eassued until sometime in 2009.
AEI has the right to participate in any future ficéngs to maintain its equity interest.

B. Mining Properties
The mineral properties and deferred explorationscase comprised as follows.

Period ended Year ended
June 30, 200December 31, 2008
$ $
Roche Bay Magnetite Project, Nunavut, Canada
Acquisition costs
Beginning balance 9,126,187 8,427,749
Acquisition costs 125,000 275,000
Rights offering - -
Finders' fees - 417,935
Government fees 750 5,503
Total acquisition costs during the period 125,750 698,438
Ending balance 9,251,937 9,126,187
Exploration expenditures
Beginning balance 31,760,393 12,846,374
Salaries 365,680 2,571,066
Mobilization and demobilization 5,654 5,322,131
Camp costs 47,873 1,407,932
Miscellaneous 7,494 505,776
Drilling 160,308 6,005,980
Geophysics - 456,157
Environmental 14,564 439,936
Technical studies 136,141 2,205,041
Total expenditures during the period 737,714 18,914,019
Ending balance 32,498,107 31,760,393




Total 41,750,044 40,886,580
Roche Bay Iron Ore Project

The Roche Bay Project is located on the east aufaste Melville Peninsula, Nunavut

Territory, Canada. The Roche Bay Project consistsmining leases on outcroppings of
a banded iron formation. The eastern most exposareesgdeally located being within 6

kilometers of tide water. Airborne magnetics amdugd mapping indicate approxi-

mately 13 km of iron formation within the two eastéeases. Similar strike potential has
been identified on the other two leases.

Seven mineral claims (claim numbers F93842, FO3&4@ F93845 to F93849) were
staked by the Company in 2007. They cover theemeninsula at Roche Bay, and
comprise approximately 3730 ha. The claims wer&estgorior to the closure of the
exploration camp in late 2007, and were recordetlovember 14, 2007 by the Mining
Recorder in Igaluit. Claims records show the clatm$e 100% owned by Advanced
Explorations Inc, but they are part of the JV agreet. Assessment work will need to be
filed by November 14, 2009 in order to keep thénetain good standing.

The Company staked 8 additional claims (numberd 8330 F93200 inclusive) in 2008,

over and above those staked on the Peninsula iii. 2062 Application to record the

claims was submitted to the Nunavut Mining Recdsd@iffice on October 6, 2008, and

the claims were recorded on February 11, 2009. cldims were staked surrounding the
C Zone and D Zone leases, in order to acquire paisg@ iron formation along strike

from and parallel to the main C and D Zones, ad wa#lopen ground between the
existing mineral leases and the Inuit owned subserflands nearby. Claims records
show the claims to be 100% owned by Advanced Eaplmms Inc, but they are part of
the JV agreement. Assessment work will need tblée by February 11, 2011 in order
to keep the claims in good standing.

The Agreement

The potential size and location of the project wesmotivation for AEI to enter into the
Option Agreement with Roche Bay plc (“Roche BayJhe Company entered into an
agreement with Roche Bay dated January 29, 2007elwpehe Company had the option
to acquire up to a 50.1% interest in the Roche Bayect (the “Option Agreement”). On
June 4, 2007 the Company completed the Option Ageeéand associated financing for
$11,090,750.

Under this Option Agreement, the Company paid Rdgag $250,000 within 5 days of

the acceptance of the transaction by the TSX Verixchange and granted 12,000,000
rights (“Rights”) to Roche Bay upon TSX Venture Baoge approval of the transaction.
Each Right entitled the holder to purchase one comshare of the Company. Of the
12,000,000 Rights, 8,000,000 of the Rights havexarmcise price of $0.35 per Right and
were issued upon completion of the Option Agreenagt final acceptance by the TSX
Venture Exchange. The next tranche of 2,000,000itRigas an exercise price of $0.60



per Right and be issued upon completion of 15,08€@es of drilling at the Roche Bay
Project. An additional 2,000,000 Rights will haae exercise price of $1.00 per Right
and be issued upon the completion of both (a)a #t30,000 metres of drilling and (b)
a NI 43-101 compliant pre-feasibility study basedam envisioned minimum 6 million
tonnes per year mining operation containing a nesoestimate of at least 750,000,000
tonnes of iron ore in the aggregate among the “oreds and “indicated” categories.

The Company’s ownership interest in the Roche Bayelt was based on performance
and completion of certain milestones as per origidption Agreement. Successful
completion of these milestones would lead to aneygmp interest in the Roche Bay
Project of 50.1% by the Company. The following msitenes were amended and revised
as of December 31, 2007 and include;

* 15% upon completing 7,500 metres of drilling,

* 25% upon completing 15,000 metres of drilling gne-feasibility study,

* 5% upon completion of a feasibility study that mmplates a 6 Mtpy
mining operation, and

* 5.1% upon attaining a mine permit.

In July 2008, the Company announced an amendmehetagreement with Roche Bay
that would allow the Company to earn up to 70%hef Roche Bay Project. Pursuant to
the amendments, on or before September 1, 200& @xénded to no later then
November 30, 2008), AEI may give notice to exere@reoption to acquire an additional
19.9% interest in the Roche Bay Project, with paymeonsisting of $3.5 million in cash
plus 6 million AEI shares valued at 2.50 per shaieder the terms of an Extension
Agreement, the Company paid Roche Bay $200,000rdiercto maintain its rights to
exercise its option to earn the additional 19.9¢%rast.

On December 5, 2008 the Company announced thaditsigned a memorandum of
understanding with Roche Bay to acquire Roche Baytgining interest, and thus hold
100% ownership interest in the mineral leases cmmgy the Roche Bay Project. The
resulting definitive Agreement replaces all presérg agreements (Amended and
Restated Option and Farm-Out Agreement) and amemgnmeade between AEIl and
Roche Bay. The transaction will merge AEI's pregig announced iron nugget plans
with the Roche Bay mine joint venture.

Under the terms of the Definitive Agreement, AErégjuired to make further payments
of $365,000 in fiscal 2009 and $275,000 at the einfiscal 2010, and the issuance of
either 4,000,000 AEI shares or 6,000,000 sharehaisee warrants with an exercise price
of $0.20 for the purchase of one AEI share. Alufatrights to be issued to Roche Bay in
accordance with the previous agreement will be elledt AEI has been granted an

option to earn up to a 100% interest in the Leaard, once the option to acquire has
been exercised, AEI may:



(a) acquire Roche Bay's interest in the Leaseschaicths (or “project lands”)
subject to: (i) a retained 4% gross overriding tgy&GOR”) on iron products
(such as nuggets) having greater than 90% ironeatn(ii) a 6% GOR on iron
products (such as concentrates and pellets) hdessghan 90% iron content, and
(i) a 10% gross overriding royalty on byproducegious metals (the "Royalty");
or

(b) purchase Roche Bay's interest in the Leases &wve) outright, and
terminate the Royalty if effective, for a lump syayment of $25,000,000 on or
before March 15, 2010 or $30,000,000 after March 28,0 and on or before
March 15, 2011; (the "Royalty Purchase Option").

If this Buy-Out Option is not exercised, AEI wilidreafter have the right to buy out 50%
of the Royalty (other than the precious metals ltgydefore June 30, 2020 for a total
payment of $35,000,000 plus an inflation adjustmealtowing the Company to
effectively reduce the gross overriding royaltyimm products to 2% on nuggets and 3%
on concentrates/pellets, respectively.

Subsequent to June 30, 2009, this transaction bhadDefinitive Agreement were
approved by the TSX Venture Exchange and the 280,000 Company shares of the
4,000,000 Company shares that form part of thetiaddi payments, were issued. The
Definitive Agreement replaces the Amended and RedtaOption and Farm-Out
Agreement dated May 30th, 2007 between AEI and B&y.

Resource Update

In April 2009, the Company announced the globabuese estimate for its Roche Bay
magnetite project in Nunavut, Canada had been casypland the NI 43-101 compliant
resource estimate had been filed on SEDAR. TheoNaltiInstrument (NI) 43-101
compliant Inferred Mineral Resource estimate waspleted by Golder Associates Ltd.
("Golder") in conformance with the CIM Standarddu$closure for Mineral Projects.

This resource only represents the first 4.8 km &dde drill testing on a property that
covers approximately 40 kilometres of the geologitike. The report reflects
considerable work completed by AEI to date and radlaws the development of the
Preliminary Economic Assessment study.

Golder considers that for the purpose of publiorepg it is appropriate to use the 25%
iron cut-off grade which defines an Inferred MindR&source of 357.0 million tonnes at
an average grade of 28.07% iron to a depth of 2&an below surface. AEI has advised
Golder that they have preliminary metallurgicalttesrk and studies to suggest an
economically viable product can be produced frontemia of this grade.

The 2009 Golder resource estimate is for the C-Zomlg and does not include the
previous tonnage estimated by Underhill in 19847&8 million tonnes (Roche Bay



Magnetite Project Technical Report, February 147)0or the proximally located A, B,
D, and E Zones, which are also controlled by AHle Bame Underhill report estimated
the C-Zone at 426 million tonnes, with grades ragdietween 23% and 34% iron for the
five deposits. These tonnages were considered bgeGto be historical estimates as a
qualified person has not done sufficient work tassify the historical estimates as
current mineral resources and the Company is mattitrg the historical estimates as
current mineral resources and the historical esémshould not be relied upon. At a cut-
off grade of 20% iron Golder's estimate for the @& is equivalent to that of
Underhill's.

Roche Bay Magnetite Project: C- Zone

Inferred Resource Estimate — April 2009

Cut-off

grade | Tonnes | Total Fe | Magnetics | Si0; Al,0; MnO P,0s S LOI

Fe (%) | (Mt)* (%) (%)** (%) (%) (%) (%) (%) (%)
20 500.3 26.76 25.62 51.17 2.87 0.07 0.20 0.77 0.82
22 481.9 26.97 26.04 51.07 2.79 0.07 0.20 0.76 0.79
24 414.5 27.59 27.39 50.71 2.59 0.07 0.20 0.73 0.69
25 357.0 28.07 28.57 50.37 | 2.44 0.07 0.20 0.71 0.62
26 287.7 28.70 30.09 49.88 2.27 0.06 0.20 0.67 0.54
28 157.2 30.17 33.66 48.67 1.92 0.05 0.20 0.59 0.33
30 72.3 31.63 37.10 47.52 1.64 0.05 0.20 0.50 0.07

Notes:

(*) All values rounded to the nearest 100,000 [&mn

(**) Magnetics is reported directly by SGS LakddidResearch Limited (SGS) laboratory as % Fe(3)a@ is the
percentage of contained magnetics based on Satntesfawork. It assumes that all recovered matésiahagnetite.
Golder accepts this as reasonable consideringyttieqtite content is low as demonstrated by thplsul assays.

Gary Williams P. Geo and VP of Advanced Exploragidmc is the QP within the meaning of NI143-101,
and has reviewed and approved the content of tabses.

The Mineral Resource Estimate for the Roche Bayndtite Project was based on the
following data:

- The drilling was conducted in the 2007 and 200RI fieeasons, and consists of 92
NQ core holes, for a total drilled length of 25,289all completed by AEI.

- The drilling was conducted on a line spacing ofragpnately 200 m over a strike
length of 4800 metres.

- The 2007 drilling used a sampling interval of 1 and the 2008 drilling used a
sampling interval of 2 m. All samples were compesito a standard 2 m length.

- The ordinary kriging (OK) interpolation method wased for resource estimation
based on variography. Variograms with ranges ofr@Qflong strike were defined
for Fe providing confidence in the grade continuifihere were two kriging
passes, with the second one within the range iitkshthy the variograms.

- Reported tonnages are constrained by a wireframtelithits extrapolation from
the drill holes to generally 100 m from samples] dawn to a maximum depth of
250 m below surface.



The mineral resource estimate for the Roche Bayndtiig Project was completed under
the supervision of qualified persons (Mr. Paul RalnPGeo., P.Eng of Golder and Dr.
Bill Shaw, FAIG, RPGeo FAusIMM, CPGeo of Golder Asmtes Pty Ltd in Australia)
who have provided written permission for the redeakthis resource estimate in the form
and context in which it is provided here.

Exploration Activity Fiscal 2009

The Company continues to advance its plans witheeso the potential development of
the Roche Bay magnetite (iron) project. A prograas tbeen implemented that is
designed to enhance the company's current unddnsgpof the deposit's metallurgy and
proposed iron reduction process. Additional cotelists are also being undertaken with
the objective to facilitate redefinition of a pati of the current inferred resource to an
indicated status (per NI 43-101 standards).

The program objective is to more precisely define tequirements of a definition drill
program (resource to measured classification) whihtbe part of a definitive feasibility
study. Additional engineering studies will also exae the power plant designs and how
surplus power might be integrated into a regiomaietbpment strategy.

With recent impacts of the world economic recessind reduction in available financial
credit, access to capital to finance ongoing miropgrations and exploration activities
has been slow and difficult. Despite the Comparsyiscess with raising capital in
December 2008 and August 2009, the Company wadait@lexecute an extensive drill
program for the summer of 2009. As a result, toen@any’s facilities and infrastructure
in the Roche Bay area have been on a care andanairte program for 2009, in
anticipation of a robust drill program for 2010.

With the recent financings completed in August 2ad68 Company will remain on track
to the completion of a definitive feasibility stuay2010.

Exploration Activity Fiscal 2008

The Company’s objective for the fiscal 2008 drilbgram was to complete up to 30,000
metres of drilling which would focus on both intfdrilling and extending the strike of

the high grade zone of C1. Drilling commenced lmméastern flank of the C-Zone (C2)
and on the A and B Zones which were the focus itifrdy and economic studies in the

mid 1980s. The 2008 drill program started in A@AD8 and ended September 2008.

During the 2008 drill program over 16,505 metre®N&f sized (45 mm) diamond drilling
were completed along nearly 5 kilometres of stié&egth on the C-Zone Banded Iron
Formation ("BIF") structure. The 2008 drill camgaiwas successful in delineating the
massive mineralized body with additional holes ¢#irgg the broadest high-grade areas



first drilled and reported in 2007, filling-in thugh vast stretches of un-drilled and un-
tested ground and proving the BIF continues totdept

The drill core was logged on site by a group ofengeologists, photographed, sampled
and sawn in half by core technicians.

A and B Zones

Previous exploration on the property had indicakedA and B Zones to be potentially as
large as the C-Zone. The A-Zone has a strike ofcqmately 1.34 kilometres and an
average width of 133 metres. The B-Zone extend&8 kilometres with an average
width of 159 metres. These zones, along with thB @nd E Zones are subsets of a much
larger regional iron formation that pinches and llsv@ong strike that extends from the
shore of Roche Bay to more than 30 kilometres éoSbuthwest. The defined zones are
simply locations along strike where the iron forimatswells. Mineralization of the
various zones is thus expected to be similar. Mbdshe historic drilling is along the A
and B Zones that are slightly closer to the ocdwam the C-Zone. Although only two
holes were drilled in 2008, the style of minerdiiza and results from the historic work
suggest mineralization similar to the C-Zone.

C-Zone

Results to date indicate the C-Zone magnetite bgdranded iron formation has a strike
length of approximately 5.7 kilometres of whichghlily more than 4.8 kilometres has
been drill tested. The C-Zone at surface variasidtth from approximately 100 metres to
in excess of 300 metres. The C-Zone dips steeptiziaceast and is thicker to the north
characterized by a higher grade core. The minatédiz comes to surface but is locally
covered by shallow overburden generally rangingnfronly one to six metres in

thickness. Drill-hole RBC-08-84 is typical of thg/le of mineralization illustrating the

higher grade core within a broader zone of bandedformation. RBC-08-84 intersected
a broader interval of 216 metres averaging 28.5&% with a core interval of 33.80%

iron over 90.0 metres.

A summary of the results for drill holes RBC-08-#1RBC-08-92 is presented in the
table included with the Management Discussion amhlysis for the year ended
December, 31, 2008. Highlights of the results idetu

- Drill-hole RBC-08-62, drilled on section 10400N,tersected 48 metres of
30.62% iron within a broader interval of 326 meto¢$BIF that assayed 25.31%
iron. The drill hole marks the deepest BIF intetcep the property to date and
confirms iron mineralization to depths greater tb&0 metres below surface.

- Drill-hole RBC-08-67, drilled on section 11000Ntersected a 153 metre interval
of BIF averaging 27.30% iron which includes severdlintervals of higher grade
mineralization (e.g. 26 metres of 33.14% Fe).



In October 2008, the Company announced that indgeto strengthen its Roche Bay
Project in Nunavut with the addition of an iron geg plant. The Company plans to
utilize the MIDREX/Kobe Steel ITmk3® Process to guoe "pig iron" nuggets which
are higher in grade (~98% Fe) and sell at a pricdtiple to the traditional iron ore
products.

In pursuing the development of an iron nugget pldmt Company believes the higher
value attributable to nuggets is supported withuaniper of additional benefits. By
shipping a high grade iron product, fewer shipsreeeded to move the same amount of
iron and, thus may simplify transportation requiesnis. Also, the nugget production
process will generate surplus heat that may becgerit to generate electrical power for
mining and concentrate operations. There are additienvironmental benefits to this
business plan, and the Company has also idengfimamber of synergies with respect to
the Canadian Government's northern developmeriegira

Exploration Activity Fiscal 2007

With the short field season affecting the completaf the 2007 drill program, the
Company undertook a series of non-recourse debhdings, prior to the close of the
Option Agreement and related financings, in orderliow for the mobilization of a
camp and drills to the site in May 2007. The folstling began in mid-June 2007 and
the second drill by the end of the month. In totla¢ Company completed 37 drill holes
and 9,277 metres of drilling in the 2007 drill prag.

The 2007 drill program indicated the main body loé {C-Zone strikes for over 5000
metres and, where tested, had a width that varged 100m to almost 300 metres. The
banded iron formation (“BIF”) has been locally uided by gabbroic dikes which
fragment the iron formations into multiple zone$he 2007 drill results appear to be
consistent with previously reported drilling (inreth980s) with a slightly higher grade in
hole. Hole RB-07-03 showed (145m @ 28.8% Fe inoydi6.8m @ 34.1% Fe) in
comparison to the results from hole DDH-82-C1 (23®. @ 25.7% Fe including 159m
@ 29.1% Fe) that was drilled on the same zone aEs\esrlier.

A complete project review has been undertaken ppasr of the resource calculation,
economic studies and the launch of the 2008 dwigam. One outcome of the review is
that the geologic section represents a simple &ashg inclined (not a synform)
sedimentary sequence which contain several unitbapided iron formation that in
general terms appear to increase in grade to tte edhe C-Zone comprises two major
magnetic trends, C1 and C2. Fiscal 2007 explaratidlling focused on assessing the
strike extent of C1 with detailed drilling focused the higher grade and magnetite rich
banded iron formation. Exploration drilling was@lcarried out to assess banded iron
formations within the footwall sequence. Initiailichg was carried out using single
setups and multiple directions to better definearatization geometry. Holes in many
instances drill iron formation in both directions.



The geologic interpretation of C1 is that it cotsi®f nine distinct styles of
mineralization. The high grade magnetite minerélirais characterized by massive
banded iron formation having a width at surfacegiag from 170 metres to 270 metres.
The eastern contact and location of this high gratfe is defined by a late gabbro
intrusive that strikes subparallel to the formatiomhe high grade BIF can be locally
displaced to the east and/or digested within theisive. In addition there appears to be
a left-handed fault (orientation and offset notgsely defined) that appears to dislocate
the higher grade BIF sequence in the vicinity 0d@8. There is a transition zone along
the western flank of the high grade BIF that ranfyjesn 50 metres to 100 metres on
surface with grades ranging from 26% to 29% Fee gradational decrease in grade is
also characterized by a slight corresponding dser@a magnetite content. The western
contact of the transition zone is defined by a 20xktre thick sedimentary unit with low
iron content. The remaining sequence (lower fotjwa characterized by multiple,
generally narrow sequences of banded iron formatithin a broad sequence of calc
silicates. The BIF sequences range from 20 to h2@res in thickness with grades
ranging from 24% to 28% Fe. The BIF sequencesnateonly of lower grade but in
general the percentage of total Fe that is magndgtreases (early analysis suggests
65% to 80% of total iron is magnetite and metalkea review is underway). The
western limits of the sedimentary sequences temaiatea faulted contact with a volcanic
unit.

The stratigraphic sequence that defines the eastegnetic anomaly (C2) is not well

defined at this time. Mapping has locally defineell mineralized outcrops of BIF but

strike and thickness have yet to be verified witfilidg. There is more gabbroic

intrusive to the east which typically form locatiges with adjacent areas of shallow
talus/overburden covering most of the targets dwedréason for limited work to date.
With a noted gradational improvement if BIF gratieshe east in C1 and local outcrop
mapping of massive BIF, drill testing of C2 eamyfiscal 2008’s campaign is a priority.

All mineralized intervals have been updated usimd 8% Fe cutoff and internal dilution
zones in excess of 9 meters identified. The spmt and updated intervals are
summarized in Tables 1 and 2 included with the Man@ent Discussion and Analysis
for the year ended December, 31, 2008.

Expenditures

Since the inception of the project, AEI has incdrresource property costs of $41.8
million as at June 30, 2009. The total propertgtea@onsist of acquisition costs of $9.3
million, which is primarily made up of the value tfe first 8.0 million Rights issued to
Roche Bay, and exploration expenditures of $3215ami The Company has incurred a
lower amount of expenditures in the six month mkeading June 30, 2009, as a result of
not having a drill program. Instead, the focugto$ year’s program is to enhance the
Company's current understanding of the deposittallaegy and proposed iron reduction
process. Additional core studies are also beingeallen with the objective to facilitate
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redefinition of a portion of the current inferrezsource to an indicated status (per NI 43-
101 standards).

The Company has incurred exploration expenditufe$7®7,714 for the six month
period ended June 30, 2009 compared to $18.9 milto the year ended December 31,
2008. The exploration expenditures incurred for ylear ended December 31, 2008
include the mobilization and demobilization of ttemp for fiscal 2008 which allowed
for a large drill program in fiscal 2008. Sinceté was no drill program executed in the
current fiscal year, the Company did not incur amgbilization or demobilization, or any
significant drilling and camp costs.

A portion of the expenditures incurred in fiscaD80were for the purchase of supplies to
be used in the 2009 drill program. The values ek¢hsupplies are approximately $1.2
million, and are located in the Roche Bay area.

C. Results of Operations

This analysis of the results of the Company’s op@na should be read in conjunction
with the Company’s unaudited interim consolidatéthificial statements for the six
month period ended June 30, 2009.

Revenues
The Company'’s revenues for the six months ended 30n2009 and 2008 were $NIL.
Operating and administrative expenses

Operating and administrative expenses decreasg8idtb,617 for the three months ended
June 30, 2009, compared to $744,879 in the samiedpé&st year. Operating and
administrative expenses decreased to $829,06 héosik months ended June 30, 2009,
compared to $1,260,599 in the same period last year

The significant decrease in operating and admatise expenses is due to a planned
reduction in head office expenses, as a resuliefiinited financial resources to finance
the 2009 drill program. Despite the Company’s sgsawith raising capital in December
2008 and August 2009, the Company was unable tousxen extensive drill program

for the summer of 2009. Head office expenses, @b ag consulting and professional
fees, were significantly curtailed or eliminatedarder to conserve cash and financial
resources.

In comparing fiscal 2008 and fiscal 2007, the digant increase in operating and
administrative expense in fiscal 2008 is due todh&nge in business for the Company.
During the year ended December 31, 2007, the Coynpancessfully completed the
Option Agreement to earn an interest in the Rochg Broject. The Company did not
have an active business prior to the Roche BayeBr@nd as a result, operating and
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administrative costs were significantly lower iretfirst half of fiscal 2007. Operational
expenses to support the exploration activitieshef Roche Bay Project, as well as the
administrative overhead and public company expernseseased significantly in the last
two quarters of fiscal 2007. This higher level ofiaty and expenses continued through
out fiscal 2008. The Company incurred higher praifesal fees such as legal and
professional accounting, consulting fees relatinghte project, and higher office and
administration costs due to the creation of a Tmraffice and hiring of administrative
staff to support the higher level of exploratiotivdty of the Roche Bay Project.

Stock based compensation, as explained in Note it#tunaudited interim consolidated
financial statements was $165,263 for the six mopg¢hiod ended June 30, 2009
compared to $779,166 for fiscal 2008. Yearly flattons in stock option expense are
dependent on a number of factors including, butlinoted to, number of options issued,
valuation of options, vesting period and timingotdl options issued for the six months
ended June 30, 2009 were 2,100,000 compared t&,0&Dissued in fiscal 2008. The
expense for the current year is based on the wahsabf options granted in both the
current and prior fiscal years which are recogniasdan expense in the current fiscal
year, based on the portion of options vested irctimeent fiscal year.

The net of bank interest income and expense, ankl tlaarges decreased to income of
$5,745 for the three months ended June 30, 2008 income of $84,124 for the same
period last year. The net of bank interest incomne expense, and bank charges
decreased to income of $7,829 for the six montlde@nJune 30, 2009 compared to
income of $128,766 for the same period last yéaterest income is earned on the excess
cash invested in term deposits with a major chedtdrank. The Company had a higher
average cash balance in the fiscal 2008 periodivelto the current 2009 period, which
generated higher interest income in fiscal 2008.

The renunciation of Canadian exploration costs 0@72created a future income tax
liability of $3.7 million which was recorded in Felary 2008. The future income tax
liability was reduced as losses were generatedsaalf2008. As at December 31, 2008,
the future income tax liability had been reduced$2y2 million which is shown as a
recovery of future taxes in the income statemertie Tenunciation of Canadian
exploration costs in 2008 created a future incomxelitibility of $2.9 million which was
recorded in February 2009. The future income i@billty was reduced from the losses
generated in the first and second quarter of 2Q0$230,000. The balance of the future
income tax liability as at June 30, 2009 was $4illian.

D. Liquidity and Capital Resources
As at June 30, 2009, the Company had $64,260 maad cash equivalents compared to
$1.48 million as at December 31, 2008. The Comgeas/a working capital deficit of

$2.84 million as at June 30, 2009 compared to $ili®n of working capital deficit at
December 31, 2008. The Company has no bank indied¢e. Liabilities include
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accounts payable and accrued liabilities of $3.16om as at June 30, 2009 compared to
$3.6 million as at December 31, 2008.

The source of the cash and cash equivalents igegtdiesult of the cash proceeds
generated from the shares issued from private plants, as well as the exercise of
warrants, rights and options during fiscal 2008.uribg fiscal 2008 the Company
generated $566,975 in proceeds from the exercismminon share purchase warrants,
rights and options, in addition to two private @aents which generated net proceeds of
$9.8 million. During the first 6 months of fiscaD09, the Company generated $36,364
in proceeds from the exercise of warrants.

Subsequent to June 30, 2009, the Company was @lgentrate $3.1 million in gross
proceeds from 3 private placements. The detaith@dge financings are not included in
the table, but explained below.

Share Capital Analysis
The authorized share capital is unlimited.

June 3, 200¢ December 3, 200¢
Number of Number
share $ Amount of share $ Amount
Balance, beginning cperioc 53,697,86 30,782,04 27,876,55 24,223,16
Shares issued for cash pursuant to a pi
placenenis - - 23,503,72 9,998,43

Shares issued for finder’s fees for the acquis

of mineral propertie - 614,610 417,93
Rights exercise - 1,027,501 359,62!
Warrants exercise 227,27. 36,36: 625,48 181,85(
Options exercise - - 50,00( 25,50(
Fair value of rights, warrants and opti

exercisec - 14,54¢ - 1,061,61
Less
Warrant fair value from private placeme - - - 896,84!
Share issue co¢ - - - 890, 34-
Forgone tax benefit from flow through she - 2,870,62i - 3,698,90
Balance- end ofperioc 53925,14( 27,962,33 53,697,86 30,782,04

Subsequent to June 30, 2009, on July 31, 2009 dmepany announced the completion
of a non-brokered private placement. A total of88,867 units were sold at a price of
$0.15 per unit, for gross proceeds of $448,000chBEait comprised of one common
share of the Company and one common share puretasant, wherein each whole
common share purchase warrant is exercisable girite of $0.20or the first 12 months
and $0.30 for the next 12 month&ll issued shares and issuable shares pursuattteto
exercise of share purchase warrants are subjectttmonth hold period from the date of
issuance of the units. All warrants are exercesdbt a term of 2 years from the date of
distribution of the units.
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Subsequent to June 30, 2009, on August 21, 20@9Cthmpany completed a private
placement where a total of 13,666,330 flow througits were sold at a price of $0.18
per unit, for gross proceeds of $2,459,940. Ebmk through unit comprises of one flow
through common share of the Company and one comshame purchase warrant,
wherein each whole share purchase warrant is eadlel at the price of $0.25 to
purchase one common share. All warrants are exdleidor a term of 1 year from the
date of distribution of the units.

In addition, a total of 1,013,667 non-flow throughits were sold at a price of $0.15 per
unit, for gross proceeds of $152,050. Each now-ftbrough unit comprises of one
common share of the Company and one share puret@sant, wherein each whole
common share purchase warrant is exercisable apribe of $0.20 for the first 12
months and $0.30 for the next 12 months. All isssigares and issuable shares pursuant
to the exercise of share purchase warrants wiutgect to a 4 month hold period from
the date of issuance of the units. All warrants exercisable for a term of 2 years from
the date of distribution of the units.

On July 31, 2008 and August 5, 2008, the Companypteted two tranches of a
non-brokered private placement. A total of 7,489,7@w through units were sold at a
price of $1.10 per unit, for gross proceeds of $8,898. Each flow through unit
comprises of one common share of the Company. Cbmpany paid total cash
commission of $644,116 and compensation warrantd4&483 as Finders Fees in
connection with this offering. Each compensationrasmt entitles the holder to purchase
one common share of the Company at an exercise pfi$1.10 per common share for a
term of 2 years from the closing date of this offgr

In addition, a total of 105,000 non-flow throughitanwere sold at a price of $0.95 per
unit, for gross proceeds of $99,750. Each non-ftlbwough unit comprises of one
common share of the Company and one half non-flawugh share purchase warrant,
wherein each whole share purchase warrant shakeecisable at the price of $1.35 per
common share for a term of 2 years.

On December 3, 2008 the company completed a brdkereate placement for a total of
15,999,909 units at a price of $0.11 per unit farsg proceeds of $1,759,989.99. Each
unit consisted of one flow-through common share and-half of one common share
purchase warrant. Each whole warrant is exercisaitte one common share for two
years from the closing date at an exercise prickOdi6.

Of the 15,999,909 Units, 6,909,000 were sold byd8en Securities Inc. ("Sandfire")
pursuant to an agency agreement between SandftirthanCompany and the balance of
9,090,909 Units were sold to the MineralFields Gxou

The Company paid a cash commission of $45,599.4(6&8,720 compensation options
to Sandfire and a cash commission of $57,000 ariJ969 compensation options to
Limited Market Dealer Inc. in connection with theivate placement of Units. Each
compensation option will entitle the holder to fhase one common share of the
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Company at an exercise price of $0.11 per commaredior a period of 2 years from the
closing date. All securities issued pursuant te ifansaction are subject to a four month
hold period.

Rights, Warrants and Stock Options

The Company has special rights, warrants and opigsued and outstanding that can be
converted to shares at predetermined prices. Foisith month period ended June 30,
2009, gross proceeds of $36,363 were generated tfierexercise. For the year ended
December 31, 2008 gross proceeds of $566,975 wamergted from the exercise of
options, warrants and rights. If the entire lospécial share rights, warrants and options
were exercised, based on the total amounts outetaad of June 30, 2009, the Company
would be able to generate total proceeds of $16l&m The details are as follows:
Total outstanding special rights as at June 309 20ére 6,492,297. The total value of
proceeds to the Company, if all rights were exeriisvould be $2.3 million. Total
outstanding warrants as at June 30, 2009 were 2282. The total value of proceeds to
the Company, if all warrants were exercised, wdwgd$13.1 million. Total outstanding
options as at June 30, 2009 were 4,095,000. Thkualue of proceeds to the Company,
if all options were exercised, would be $1.4 miilio

E. Quarterly Information
Selected quarterly information for the eight mestemtly completed quarters is presented
below, in Canadian currency ($), and in accordamite Canadian generally accepted

accounting principles.

Summary of Quarterly Results:
2009 | 2008 2007

Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3

$000's $000’s| $000’s $000's $000’'s $000's $000's O0Gs

Revenue - - - - - - -

Loss for the peric (302 (297, (712 (521) (395) 834 (673 (624)
$ $ $ $ $ $ $ $

Loss per sha (0.0 (0.01 | (0.022 (0.c20 (0.01 0.0z (0.01) (0.C3)

F. Off-Balance Sheet Arrangements

The Company had no off-balance sheet arrangemsms2ecember 31, 2008 or
June 30, 2009.

G. Changes in Accounting Polices including Initial

The accounting policies used in the preparatiorthef accompanying audited annual
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consolidated financial statements are the sameh@setdescribed in Note 2 of the
Company’s audited annual consolidated financiaestants and the notes thereto, for the
year ended December 31, 2008, except that the conies adopted the following CICA
standards, effective January 1, 2009 as describlesvb

Goodwill and Intangible Assets

CICA Handbook Section 3064, "Goodwill and IntangilAssets"”, establishes revised
standards for recognition, measurement, presentatia disclosure of goodwill and
intangible assets. Concurrent with the introductiérihis standard, the CICA withdrew
EIC 27, "Revenues and Expenses during the pre-tipgrperiod”. Companies will no

longer be able to defer costs and revenues incpniedto commercial production at new
mine operations. The changes are effective forimt@and annual financial statements
beginning January 1, 2009. The adoption of thisdded will not have a material impact
on the financial position and results of operatwbthe Company.

International Financial Reporting Standards ("IFRS")

In February 2008, the CICA announced that Canadmmerally accepted accounting
principles (“GAAP”) for publicly accountable enteiges will be replaced by IFRS for
fiscal years beginning on or after January 1, 20Bktcordingly, the conversion from
Canadian GAAP to IFRS will be applicable to the @amy’'s financial statements
starting with the first quarter of 2011.

The Company has commenced its IFRS conversion girajed consists of following

three steps: scoping, evaluation and design andemgmtation. Some of the key
activities have commenced and will continue in 20@3ch include the review and
approval of accounting topic papers, analysis ofsaterations of IRFS elections,
accounting policy choices, training programs, fitiahreporting controls, and internal
control review and risk assessments. Continuoushitoring of current IFRS

developments is also an imperative consideratiadherproject plan.

The Company has not completed its quantificatiothefeffects of adopting IFRS. The
financial performance and financial position ascldised in our Canadian GAAP
financial statements may be significantly differevtten presented in accordance with
IFRS.

H. Outlook

The demand for iron ore and the potential for highen ore prices in early 2008 had
created a significant demand for iron ore projebtd, the current state of the financial
markets for precious and base metals has dramgtiedreased the level of activity in
the mining sector. Having a strong management teath strength in iron ore

development and exploration will aid the Compansotigh this time. However, as
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always, there can be no assurance that the Compifirye successful in attracting new
financing or new opportunities.

I. Risks and Uncertainties

The prospects of the Company are currently beimgedrby a single iron ore project.
This strategy has required, and continues to regaignificant financings and is subject
to risks associated with mineral prices, mineratgces and operations. There is no
certainty that new projects will be acquired ortthhe Roche Bay Project will
successfully advance. Due to the nature of the@amyis business and the present stage
of development of its mineral resource projectgdegs should carefully review and
consider the financial, environmental and operatioisk factors affecting the Company.

No Production Revenues

To date, the Company has not achieved a sustaisaiglam of revenues, neither from
mining operations nor from the technology agreemerttere can be no assurance that
significant additional losses will not occur in thear future, or that the Company will be
profitable in the future. The amounts and timirfgegpenditures will depend on the
progress of ongoing exploration and developmeastréisults of consultants’ analyses and
recommendations, the rate at which operating loasesncurred, the execution of any
joint venture agreements with strategic partneng, Company’s acquisition of new
properties and other factors, many of which areohdythe Company’s control. In
particular, the Company’s operating expenses apdataxpenditures may increase in
subsequent years as needed consultants, persamelequipment associated with
advancing exploration, development and commerciatyrction of its properties are
added.

The Company does not expect to receive revenu@s finining operations in the near
future. While the Company is encouraged by tiselte from the Roche Bay project, the
Company expects to continue to incur losses uantihgime as its properties enter into
commercial production, and generate sufficient mees to fund its continuing

operations. There can be no assurance that the &gnmwill generate any revenues or
achieve profitability.

Political and Economic Uncertainties of Operations

Changes in the laws and regulations within Cand&t@vinces and Territories) and
foreign countries can have a material adverse itlnpat¢he business of AEI with respect
to such countries. AEI currently has one projecated in northern Canada. The recently
formed Territorial Government of Nunavut, while icating a strong support for the
Roche Bay Project, has not yet permitted a minjpgration. As the Company examines
other opportunities within Canada and abroad, fprecurrency exchange controls,
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expropriation of assets and profits, foreign owhgrgontrols, and changes in taxation
laws could negatively affect AEI and its business.

Competition

The business of the Company is intensely competithhe Company competes with
other mining companies, many of which have greatsources and experience.
Competition in the mining industry is primarily fanineral properties that can be
economically developed, the technical expertisefind, develop, and operate such
properties, the labour to operate the propertied,the capital for the purpose of funding
such properties. The Company’s key asset is teh®Bay Project. Many competitors
both explore for and mine iron ore on a worldwideib. Such competition may result in
the Company being unable to acquire additional gntigs, to recruit or retain qualified
employees, or to acquire the capital necessarynd fts operations and develop its
properties. The inability of the Company to conepefth other mining companies for
these resources would have a material adverset effethe results of operations and
business of the Company.

Dependence on Management

The success of the operations and activities of @Gloenpany are dependent to a
significant extent on the efforts and abilities thie management of the Company.
Investors must be willing to rely to a significamttent on the discretion and judgment of
the management of the Company. The Company doesnamtain key employee
insurance on any of its employees.

Conflicts of Interest

The directors and officers of the Company may sewvalirectors or officers of other
natural resource companies or companies providangices to the Company, or they
may have significant shareholdings in other resswa@mpanies and, to the extent that
such other companies may participate in ventureghich the Company may participate,
the directors of the Company may have a conflictirderest in negotiating and
concluding terms respecting the extent of suchigyation. In the event that such a
conflict of interest arises at a meeting of the @any’s directors, a director who has
such a conflict will abstain from voting for or agst the approval of such participation
or such terms.

From time to time, several companies may partieipatthe acquisition, exploration and
development of natural resource properties, themdywing for the participation in

larger programs, permitting involvement in a greatember of programs, and reducing
financial exposure in respect of any one progrdinmay also occur, that a particular
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Company will assign all or a portion of its inter@s a particular program to another of
these companies due to the financial position @@bmpany making the assignment.

In accordance with the laws of Canada, the direadbithe Company are required to act
honestly, in good faith and in the best interesthef Company. In determining whether
or not the Company will participate in a particumogram and the interest therein to be
acquired by it, the directors will primarily considthe degree of risk to which the

Company may be exposed and its financial positidhetime.

J. Other MD&A Requirements

Additional information related to the Company iedi electronically on the System for
Electronic Document Analysis and Retrieval (SEDARWww.sedar.com.
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