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Unaudited

Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed a review of the Company’s
interim financial statements, they must be accompanied by a notice indicating that the financial statements have not been
reviewed by an auditor.

The accompanying unaudited condensed interim consolidated financial statements of the Company have been prepared by,
and are the responsibility of, the Company’s management. The Company’s independent auditor has not performed a review of
these interim financial statements in accordance with the standards established by the Chartered Professional Accountants of
Canada for a review of interim financial statements by an entity’s auditor.



SIERRA MADRE GOLD AND SILVER LTD.
CONDENSED CONSOLIDATED INTERIM BALANCE SHEETS

Expressed in U.S. Dollars

Unaudited
June 30, December 31,
ASSETS 2023 2022
Current
Cash 3,246,751 88,242
Cash-in-escrow (Note 9) 2,515,113 -
Value added taxes receivable 287,219 131,390
Other receivables 175,054 -
Inventories 439,891 436,941
Prepaid expenses and other 495,728 51,075
7,159,756 707,648
Restricted cash (Note 12) 5,806,510 5,130,409
Mining interests (Note 4) 28,199,470 21,255,744
Plant and equipment (Note 5) 1,098,681 969,720
Right-of-use assets (Note 6a) 15,485 15,644
Other assets 62,225 25,956
42,342,127 28,105,121
LIABILITIES
Current
Accounts payable and accrued liabilities 180,575 135,830
Payroll and withholding taxes payable 45,367 27,868
Current portion of lease liabilities (Note 6b) 8,760 7,740
Subscription receipts (Note 9) 2,515,113 -
Due to former parent (Note 8) - 9,619,551
2,749,815 9,790,989
Provision (Note 12) 5,806,510 -
Lease liabilities (Note 6b) 13,998 12,071
Deferred income tax liabilities 190,975 220,384
Decommissioning liability (Note 7) 2,782,479 2,397,407
11,543,777 12,420,851
SHAREHOLDERS’ EQUITY
Share capital (Note 9) 154,635,928 108,144,970
Contributed surplus 1,971,147 -
Accumulated other comprehensive income 114,735 -
Deficit (125,923,460) (92,460,700)
30,798,350 15,684,270
42,342,127 $ 28,105,121

Nature of operations (Note 1)
Contingency (Note 12)

ON BEHALF OF THE BOARD:

“Alexander Langer” , Director

“Sean McGrath” , Director

- the accompanying notes are an integral part of these condensed consolidated interim financial statements -



SIERRA MADRE GOLD AND SILVER LTD.

CONDENSED CONSOLIDATED INTERIM STATEMENTS OF

CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE SIX MONTHS ENDED JUNE 30

Expressed in U.S. Dollars
Unaudited

Accumulated

Share other
Capital Contributed comprehensive
(Note 9) Surplus income Deficit Total

Balance, December 31,2021 $ 108,144,970 $ - - $ (89,897,956) $ 18,247,014
Comprehensive loss

for the period - - - (1,864,744) (1,864,744)
Balance, June 30, 2022 108,144,970 - - (91,762,700) 16,382,270
Comprehensive loss

for the period - - - (698,000) (698,000)
Balance, December 31, 2022 108,144,970 - - (92,460,700) 15,684,270
Due to former parent

converted to shares (Note 9) 11,099,209 - - - 11,099,209
Share purchase

agreement (Note 3) 30,818,380 1,828,402 - - 32,646,782
Concurrent financing (Note 9) 5,190,304 - - - 5,190,304
Share issuance costs (Note 9) (478,440) - - - (478,440)
Fair value of agents’

Compensation

options (Note 9) (138,495) 138,495 - - -
Share-based compensation - 4,250 - - 4,250
Comprehensive income (loss)

for the period - - 114,735 (33,462,760) (33,348,025)
Balance, June 30, 2023 $ 154,635,928 $ 1,971,147 114,735 $ (125,923,460) $ 30,798,350

- the accompanying notes are an integral part of these condensed consolidated interim financial statements -



SIERRA MADRE GOLD AND SILVER LTD.

CONDENSED CONSOLIDATED INTERIM STATEMENTS
OF LOSS AND COMPREHENSIVE LOSS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30

Expressed in U.S. Dollars

Unaudited
Three Three Six Six
Months Months Months Months
June 30 June 30 June 30 June 30
2023 2022 2023 2022
Expenses
Care and maintenance $ 513,759 $ 461,743 % 972,661 $ 958,856
Care and maintenance — mining
concession fees 210,924 183,011 477,013 366,021
Care and maintenance — former
parent (Note 11) - 6,088 4,928 291,340
724,683 650,842 1,454,602 1,616,217
Amortization — right-of-use assets (Note 6a) 1,479 3,840 2,859 9,023
Accretion — decommissioning
liability (Note 7) 57,601 49,695 111,016 98,393

Accretion — lease liabilities (Note 6b) 690 762 1,172 1,602

Depreciation 3,670 - 3,670 -

General and administrative (Note 10) 598,243 30,885 703,855 47,908

Foreign exchange loss 29,222 601 83,090 147,412

Interest expense — former parent (Note 8) - 66,417 92,923 85,504

Finance income (33,765) - (33,765) -

RTO transaction cost (Note 3) (453,950) - 31,072,747 -
Loss before income taxes 927,873 803,042 33,492,169 2,006,059

Deferred income taxes (recovery) 4,862 (7,519) (29,409) (141,315)
Loss for the period 932,735 795,523 33,462,760 1,864,744
Other comprehensive income

Item that may be reclassified

subsequently to income or loss:

Currency translation adjustment (114,735) - (114,735) -
Comprehensive loss for the period $ 818,000 $ 795523 $ 33,348,025 $ 1,864,744
Loss per share — basic and diluted $ 001 $ 001 $ 032 $ 0.03
Weighted-average number of

shares outstanding — basic
and diluted (000’s) (Note 13) 143,141 59,366 103,082 59,366

- the accompanying notes are an integral part of these condensed consolidated interim financial statements -



SIERRA MADRE GOLD AND SILVER LTD.

CONDENSED CONSOLIDATED INTERIM STATEMENTS OF CASH FLOWS

FOR THE SIX MONTHS ENDED JUNE 30

Expressed in U.S. Dollars
Unaudited

CASH RESOURCES PROVIDED BY (USED IN) 2023 2022
Operating activities
Loss for the period $ (33,462,760) $ (1,864,744)
Items not involving cash:
Amortization — right-of-use assets 2,859 9,023
Depreciation 3,670 -
Accretion — decommissioning liability 111,016 98,393
Accretion — lease liabilities 1,172 1,602
Interest expense — former parent 92,923 85,504
Deferred income tax recovery (29,409) (141,315)
Unrealized foreign exchange loss 161,194 145,208
Share-based compensation 4,250 -
RTO transaction cost (Note 3) 31,072,747 -
Changes in non-cash working capital
Value added taxes receivable (109,481) (105,904)
Other receivables (330,080) -
Inventories (2,950) 8,605
Prepaid expenses and other (344,872) 50,562
Accounts payable and accrued liabilities 161,003 (37,343)
Payroll and withholding taxes payable 17,499 (7,111)
(2,651,219) (1,757,520)
Investing activities
Cash acquired in RTO transaction (Note 3) 832,100 -
Purchase of plant and equipment (Note 5) (89,005) -
Mining interests — capitalized mine development costs (Note 4) (188,847) -
Mining interests — capitalized exploration costs (Note 4) (340,823) -
213,425 -
Financing activities
Shares issued for cash (Note 9) 5,190,304 -
Share issuance costs (Note 9) (478,440) -
Lease payments - (7,393)
Advances from former parent company (Note 8) 899,964 1,778,950
5,611,828 1,771,557
Change in cash position for the period 3,174,034 14,037
Cash position - beginning of period 88,242 17,936
Exchange difference on cash (15,525) -
Cash position - end of period $ 3,246,751  $ 31,973

Supplemental schedule of non-cash investing and
financing transactions (Note 16)

- the accompanying notes are an integral part of these condensed consolidated interim financial statements -



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

NATURE OF OPERATIONS

Sierra Madre Gold and Silver Ltd. (the “Company”) is a mineral exploration company incorporated
in British Columbia with its registered office located at 10t Floor — 595 Howe Street, Vancouver,
British Columbia, Canada. The Company received a conditional listing approval from the TSX
Venture Exchange (“TSX-V”) on March 25, 2021, and its shares commenced trading on
April 19, 2021. Effective May 25, 2022, trading in the Company’s shares was halted pending
completion of the acquisition of the La Guitarra silver-gold mine by acquiring all of the outstanding
shares of La Guitarra Compania Minera, S.A. de C.V. (“La Guitarra”) from Corporacion First
Majestic, S.A. de C.V. (“CFM”), a wholly owned subsidiary of First Majestic Silver Corp. (“First
Majestic”). The acquisition of the La Guitarra silver-gold mine was completed on March 29, 2023
(Note 3). As part of the acquisition, the Company completed a concurrent financing (Note 9). The
trading halt on the Company’s shares was lifted following the completion of the second tranche of
the concurrent financing.

The acquisition of La Guitarra has been accounted for as a reverse acquisition (“RTO”) whereby
the Company, the legal acquirer, acquired all of the issued and outstanding shares of La Guitarra,
the legal subsidiary. Although the Company remains the legal parent, La Guitarra is considered to
be the accounting acquirer. Consequently, these condensed consolidated interim financial
statements represent the continuation of the financial statements of La Guitarra except as to share
capital structure, which has been retroactively restated to reflect the legal capital of the Company,
using the exchange ratio established in the Share Purchase Agreement (“SPA”) (Note 3).

The Company holds a 100% interest in the La Guitarra silver-gold mine located in Mexico, which
is a formerly producing silver and gold mine, currently on care and maintenance, and the Tepic and
La Tigra mineral properties located in Mexico, which are all considered to be in the exploration
stage. Based on the information available to date, the Company has not yet determined whether
its mineral properties contain ore reserves. The Company has no source of operating revenue and
is dependent upon the issuance of shares to fund its operations and exploration activities. The
Company’s continuing operation is dependent upon establishing reserves and resources,
maintaining its rights, access, and title to the properties, obtaining the financing necessary to
maintain operations and successfully complete its exploration and development of the properties,
and attaining future profitable production.

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRESENTATION
Statement of compliance

These condensed consolidated interim financial statements have been prepared in accordance
with International Financial Reporting Standards as issued by the International Accounting
Standards Board (“IFRS”), as applicable to the preparation of interim financial statements, including
IAS 34, Interim Financial Reporting. These statements do not include all of the information and
disclosures required by IFRS for annual financial statements. In the opinion of management, all
adjustments and information considered necessary for fair presentation have been included in
these financial statements.

These condensed consolidated interim financial statements follow the same accounting policies
and methods of their application as the most recent annual financial statements and should be read
in conjunction with the audited financial statements of La Guitarra, including the notes thereto, for
the year ended December 31, 2022. All financial information presented herein is unaudited. The
Company’s board of directors approved these condensed consolidated interim financial statements
for issue on August 17, 2023.



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRESENTATION - continued
Basis of measurement

These condensed consolidated interim financial statements have been prepared under the
historical cost basis, except for those assets and liabilities that are measured at fair values at the
end of each reporting period.

Adoption of new accounting policies

As these condensed consolidated interim financial statements have been prepared with La Guitarra
as the continuing entity, the following policies of the Company have been adopted effective
March 29, 2023:

Principles of consolidation

These condensed consolidated interim financial statements include the accounts of the Company
and the accounts of its wholly owned subsidiaries, La Guitarra (a Mexican company), Pita
Exploration Limited (a British Columbia company), Pita Exploration, S. de R.L. de C.V. (a Mexican
company), and Minera Sierra Madre Oro Y Plata, S. de R.L. de C.V., a wholly owned Mexican
subsidiary.

Control exists when the Company has the power, directly or indirectly, to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. The financial statements
of subsidiaries are included in the consolidated financial statements from the date that control
commences until the date that control ceases. All significant inter-company transactions, balances,
and unrealized foreign exchange translation gains or losses have been eliminated.

Foreign currency translation

The presentation currency of the Company is the U.S. dollar. The functional currency of the
Company and all of its subsidiaries, except La Guitarra, is the Canadian dollar (“CAD”). The
functional currency of La Guitarra is the U.S. dollar. Transactions denominated in foreign currencies
are translated at the exchange rate prevailing on the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies are translated at the exchange rate prevailing at the
reporting date. Translation gains and losses are reflected in profit or loss for the period.

Canadian functional operations are translated into U.S. dollars using the period-end exchange rate
for assets and liabilities, and the average exchange rate for income and expenses. All resulting
exchange differences are recognized in other comprehensive income or loss.

Loss per share

Basic loss per share is calculated using the weighted-average number of shares outstanding during
the period. The Company computes the dilutive effect of options, warrants and similar instruments
and its effect on earnings per share is calculated based on the use of the proceeds that would be
obtained upon exercise of in-the-money options, warrants and similar instruments. It is assumed
that the proceeds would be used to purchase common shares at the average market price during
the period. Stock options and share purchase warrants are not included in the computation of
diluted loss per share due to their anti-dilutive effect.



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRESENTATION - continued

Adoption of new accounting policies - continued

Share capital

Share capital issued for non-monetary consideration is recorded at the fair value of the non-
monetary consideration received, or at the fair value of the shares issued if the fair value of the
non-monetary consideration cannot be measured reliably, on the date of issue. The Company uses
the residual value approach in respect of unit offerings, whereby the amount assigned to the
warrant is the excess, if any, of the unit price over the trading price of the Company’s shares at the
date of issuance.

Share-based compensation

The Company uses the fair value method whereby share-based compensation costs are
recognized over the vesting periods for grants of all stock options and direct awards of stock. Any
consideration paid by the option holders to purchase shares is credited to share capital. The
Company uses the Black-Scholes Option-Pricing Model to estimate the fair value of its share-based
compensation. The fair value of each grant is measured at the grant date and, where vesting is
not immediate, each tranche is recognized over the vesting period. In situations where options are
granted to non-employees and some or all of the services provided cannot be specifically valued,
the services are measured at the fair value of the share-based compensation. At each reporting
period-end, the amount recognized as an expense is adjusted to reflect the actual number of
options that are expected to vest.

Significant accounting estimates, judgements, and assumptions

The preparation of financial statements in accordance with IFRS requires management to make
estimates, judgements, and assumptions that affect the reported amounts of assets and liabilities,
the disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amount of revenues and expenses during the period. Actual amounts could differ from
these estimates. The Company’s most significant accounting judgements relate to the
determination of impairment indicators for its mining assets and the determination of its functional
currency.

Management considers both external and internal sources of information in assessing whether
there are any indications that the Company’s plant and equipment and mining interests are
impaired. External sources of information management considers include changes in the market,
economic and legal environment in which the Company operates that are not within its control and
affect the recoverable amount of its plant and equipment and mining interests. Internal sources of
information management consider include the manner in which mining properties and plant and
equipment are being used or are expected to be used and indications of economic performance of
the assets.

Management has determined that acquisition, exploratory drilling, evaluation, development and
related costs incurred which were capitalized have potential future economic benefits and are
potentially economically recoverable, subject to impairment analysis. Management uses several
criteria in its assessments of economic recoverability and probability of future economic benefit
including geologic and metallurgic information, history of conversion of mineral deposits to proven
and probable reserves, scoping and feasibility studies, accessible facilities, existing permits and
life of mine plans.



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRESENTATION - continued
Significant accounting estimates, judgements, and assumptions - continued

Mineral reserve and resource estimates affect the determination of recoverable value used in
impairment assessments and the amortization rates for non-current assets using the units of
production method. The figures for mineral reserves and mineral resources are determined in
accordance with National Instrument 43-101 Technical Report standards. There are numerous
uncertainties inherent in estimating mineral reserves and mineral resources, including many factors
beyond the Company’s control. Such estimation is a subjective process and the accuracy of any
mineral reserve or mineral resource estimate is a function of the quantity and quality of available
data and of the assumptions made and judgments used in engineering and geological
interpretation. Differences between management’s assumptions including economic assumptions
such as metal prices and market conditions could have a material effect in the future on the
Company’s financial position, results of operation and cash flows.

The Company has considered all primary and secondary indicators under IFRS and determined
that the functional currency of the Company and all its subsidiaries, except La Guitarra, is the
Canadian dollar.

The Company has further considered all primary and secondary indicators under IFRS and
determined that the functional currency of La Guitarra, is the U.S. dollar. While transactions
conducted in Mexico are typically denominated in either the Mexican peso or the U.S. dollar, the
Company previously generated revenues from operations which were denominated in U.S. dollars
and has historically been dependent upon its parent company for financing of care and
maintenance and other operating costs and such funding has been and is expected to continue to
be denominated in U.S. dollars.

The Company uses the Black-Scholes Option-Pricing Model to estimate the fair value of options
and warrants, which requires the input of subjective assumptions including the expected price
volatility of the Company’s common shares and the expected life and forfeiture rate of the security.
Changes in these subjective input assumptions can materially affect the fair value estimate.

SHARE PURCHASE AGREEMENT — REVERSE ACQUISITION TRANSACTION

The Company entered into the SPA dated May 24, 2022, as amended and restated on
October 24, 2022, with CFM, a wholly owned subsidiary of First Majestic to acquire 100% of the
issued and outstanding common shares of La Guitarra (the “Transaction”). The Transaction was
completed on March 29, 2023.

Upon closing the SPA, the Company acquired 100% of the issued and outstanding common shares
of La Guitarra from CFM in exchange for 69,063,076 common shares of the Company, the granting
of a net smelter returns royalty (“NSR”) (Note 4), and customary closing adjustments including a
working capital adjustment. As provided for in the SPA, CFM and First Majestic capitalized to share
capital all intercompany amounts owing prior to the closing (Notes 8 and 9).

On completion of the Transaction, the Company became the legal parent of La Guitarra. The
Transaction has been accounted for as an RTO as defined by the regulators and as determined
under IFRS. Although the Company will remain the legal parent and the continuing company, La
Guitarra will be considered to be the accounting acquirer. Consequently, La Guitarra will be
deemed to be the continuation of the Company, and control of the assets and operations of the
Company will be deemed to have been acquired by La Guitarra in consideration for the deemed
issuance of the shares retained by the existing shareholders of the Company.



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

SHARE PURCHASE AGREEMENT — REVERSE ACQUISITION TRANSACTION - continued

An RTO involving a non-public enterprise and a non-operating public enterprise is considered to
be a capital transaction in substance rather than a business combination. The Company’s activities
prior to the acquisition were limited to the management of cash resources, maintenance of its
listing, and exploration activities, which does not constitute a business. Since the Transaction does
not meet the definition of a business combination in accordance with IFRS 3: Business
Combinations, the Transaction has been accounted for as an asset acquisition in accordance with
IFRS 2: Share-based Payments as follows:

e The assets and liabilities of La Guitarra are recognized and measured in the consolidated
balance sheets at their pre-Transaction carrying amounts;

e The identifiable assets and liabilities of the Company are recognized at fair value at the closing
date of the Transaction. The fair value of the Company was determined based on the equity
interests deemed to have been issued by La Guitarra to provide the shareholders of the
Company with the same proportional interest in the common shares of the Company as they
had prior to completion of the Transaction;

e The excess of the consideration paid over the fair value of the identifiable assets and liabilities
of the Company was charged to profit or loss as an RTO transaction cost; and

o Deficit and other shareholders’ equity balances recognized in the consolidated balance sheets
reflect those of La Guitarra, the accounting parent, and share equity is determined by adding
the fair value of the Company to the balance of La Guitarra’s share equity immediately prior to
the Transaction. However, the legal capital structure shown in the consolidated statements
reflects that of the Company, the legal parent. Accordingly, the share structure of La Guitarra
is retrospectively restated to reflect the legal capital structure of the Company using the
exchange ratio established in the SPA plus the number of common shares deemed issued by
the Company to effect the Transaction.

The consideration paid in the Transaction is made up of the following:

Fair value of 64,130,678 common shares of the Company at CAD $0.65

per share (retained by the shareholders of the Company, deemed

issued by La Guitarra) (Note 9) $ 30,818,380
Fair value of the vested portion of 5,485,000 stock options of the

Company (retained by the shareholders of the Company, deemed

issued by La Guitarra) (Note 9) 1,828,402
Legal, filing, and consulting costs 458,304
Working capital and value-added tax (“VAT”) adjustments (Note 8) 329,378
Provision (Note 12) 5,548,000
Total consideration paid $ 38,982,464

The consideration for the acquisition is based on the fair value of the Company’s shares using the
share price of the concurrent financing of CAD $0.65 per share, as this is considered to be the most
reliable indicator of fair value. The consideration paid is recognized with a corresponding increase
in the share capital of the Company. The Company’s identifiable assets and liabilities are
recognized at their fair value. The difference between the consideration paid and the net identifiable
assets received is recognized as an RTO transaction cost in profit and loss.

The working capital and VAT adjustments, reported above, have been agreed to by the parties,
resulting in a $453,950 reduction in the total consideration paid and in the RTO transaction cost
recorded at June 30, 2023.



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

3. SHARE PURCHASE AGREEMENT — REVERSE ACQUISITION TRANSACTION - continued

The excess of the consideration paid over the fair value of the identifiable assets and liabilities of
the Company at March 29, 2023 is as follows:

Current assets, including cash of $832,100 1,788,785
Fair value of the Tepic mineral property (Note 4) 3,600,000
Fair value of the La Tigra mineral property (Note 4) 2,540,000
Fair value of equipment (Note 5) 42,754
Current liabilities (61,822)
Fair value of net identifiable assets acquired 7,909,717
RTO transaction cost 31,072,747
Total consideration paid $ 38,982,464

The identifiable assets and liabilities of the Company as at March 29, 2023, have been translated
from Canadian dollars to U.S. dollars using a translation of convenience based on the exchange
rate in effect at that date. The fair values of the Tepic and La Tigra mineral properties, reported
above, are preliminary and are still being assessed and could be revised.

MINING INTERESTS

Details are as follows:

June 30, December 31,
La Guitarra Exploration 2023 2022
Silver Mine Projects Total Total
Balance — beginning of period $ 15,370,205 $ 5885539 $ 21,255,744 $ 24,775,727
Acquired in RTO
transaction (Note 3) 6,140,000 6,140,000 -
Increase (decrease) in
decommissioning
liability (Note 7) 274,056 - 274,056 (553,540)
Mine development costs 188,847 - 188,847 -
Exploration capitalized 340,823 340,823 65,492
Disposal (see below) - - (3,031,935)
Balance — end of period $ 15,833,108 $ 12,366,362 $ 28,199,470 $ 21,255,744

La Guitarra silver-gold mine, Mexico

The La Guitarra silver-gold mine is located in the Temascaltepec Mining District in the State of
Mexico, near Toluca, Mexico, south-west of Mexico City. The mine consists of two underground
operation centers and a flotation mill.

The mine may be subject to an underlying 3% NSR once production reaches certain prescribed
accumulated production levels. The Company continues to evaluate the validity and enforceability
of this unregistered royalty.

Disposal

In accordance with the terms of the SPA (Note 3), by an agreement dated December 21, 2022, the
Company granted a 2% NSR over the entire La Guitarra claim block to Metalla Royalty & Streaming
Ltd. (“Metalla”) for cash consideration of $3,031,935. On January 6, 2023, Metalla notified the
Company that it had assigned its interest in the NSR to its Mexican subsidiary, Royalty & Streaming
Mexico, S.A. de C.V. (“Metalla Mexico”). The Company retains an option to buy back 1% of the
NSR from Metalla Mexico for $2,000,000.



SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

MINING INTERESTS - continued
Exploration Projects
e La Guitarra, Mexico

Within the La Guitarra silver-gold mine mining claims are several exploration targets, mainly
concentrated in the eastern area of the Company’s large claim block.

The carrying value of $6,036,958 represents the historical cost of acquiring the asset and
exploration and evaluation expenditures and does not necessarily represent the current or future
value.

e Tepic mineral property, Mexico

In December 2017, the Company entered into an agreement providing it with the option to purchase
a 100% interest in the Tepic project located in Nayarit, Mexico. During the term of the option, the
Company was required to keep the concessions in good standing and pay the owner $450,000 in
semi-annual payments of $50,000 over four years. As at June 30, 2023, payments totalling
$450,000 had been made to the option holder and the Company is in a position to exercise its
option under the agreement.

The Company can exercise its option and complete the purchase of the property by either making
a final payment to the owner of $1,500,000 or granting a 3% NSR, which would be extinguished
upon payment of a total of $4,000,000 in royalty payments. Should the Company elect to grant the
NSR, it would subsequently have the right to purchase the NSR from the owner at a price of
US$1,000,000 for each 1% (one-third) of the NSR purchased, to a maximum of $3,000,000 for the
entire NSR.

The carrying value of the Tepic project consists of the $3,600,000 fair value of the asset acquired
through the Transaction (Note 3) and capitalized exploration and evaluation from the date of the
Transaction. The carrying value of $3,698,547 at June 30, 2023 does not necessarily represent
the current or future value.

e La Tigra mineral property, Mexico

In June 2021, the Company entered into an agreement pursuant to which the Company obtained
the right to explore and the option to acquire an interest in the La Tigra project located in Nayarit,
Mexico. Under the terms of the agreement the Company must make cash payments of $1,500,000
to the owner of the property over three years as follows:

Cash

Payments

Upon signing of the agreement (paid) $ 75,000
On or before December 31, 2021 (paid) 75,000
On or before June 21, 2022 (paid) 112,500
On or before December 31, 2022 (paid) 112,500
On or before June 21, 2023 (see below) 250,000
On or before December 31, 2023 375,000
On or before June 21, 2024 500,000

$ 1,500,000




SIERRA MADRE GOLD AND SILVER LTD.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
JUNE 30, 2023

Expressed in U.S. Dollars
Unaudited

MINING INTERESTS - continued
Exploration Projects - continued
e La Tigra mineral property, Mexico - continued

The Company must also complete a National Instrument 43-101 compliant technical report
containing a resource estimation before June 21, 2024 and make a written election to exercise its
right to acquire the property upon completion of the cash payments and delivery of the compliant
technical report. Upon the Company completing its option payments, delivering the compliant
technical report and the election, the owner can either:

- if the technical report estimate contains more than one million ounces of gold mineral
resources, elect to form a joint venture with the Company and be assigned a 51% interest in
the joint venture with the Company being assigned a 49% interest; or

- regardless of the number of ounces reported in the technical report, elect to transfer a 100%
interest in the property to the Company and retain a 2.5% NSR. The Company can reduce the
NSR to 1.5% upon payment to the owner of $1,500,000 at any time and to 0.5% upon payment
to the owner of a further $1,000,000.

The carrying value of the La Tigra project consists of the $2,540,000 fair value of the asset acquired
through the Transaction (Note 3) and capitalized exploration and evaluation from the date of the
Transaction. The carrying value of $2,630,857 at June 30, 2023 does not necessarily represent the
current or future value.

The Company elected not to make the $250,000 payment due on June 21, 2023, notified the owner
of the property, and opened negotiations to amend the option agreement. Should the Company be
unsuccessful in these negotiations then it may be required to abandon its interest in the property.

Title

Title to mineral properties involves certain inherent risks due to the difficulties of determining the
validity of certain claims as well as the potential for problems arising from the frequently ambiguous
conveyance history characteristic of many mineral properties. The Company has investigated title
to its mineral properties and, to the best of its knowledge, title is in good standing and in accordance
with related agreements.

PLANT AND EQUIPMENT

Details are as follows:

June 30, December 31,

2023 2022

Net book value — beginning of period $ 969,720 $ 1,062,987
Acquired in RTO transaction (Note 3) 42,754 -
Additions 89,005 -
Depreciation (3,670) -
Foreign exchange 872 -
Disposals - (93,267)
Net book value — end of period $ 1,098,681 $ 969,720

Cost $ 1,676,113 $ 1,543,482
Accumulated amortization (577,432) (573,762)

$ 1,098,681 $ 969,720
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RIGHT-OF-USE ASSETS AND LEASE OBLIGATIONS

a) Right-of-use assets:

June 30, December 31,
2023 2022
Net book value — beginning of period $ 15644  $ 27,678
Foreign exchange 2,700 917
Amortization (2,859) (12,951)
Net book value — end of period 15,485 15,644
Cost 36,966 34,266
Accumulated amortization (21,481) (18,622)
$ 15485 % 15,644

b) Lease liabilities:
June 30, December 31,
2023 2021
Balance — beginning of period $ 19,811 $ 31,133
Lease payments - (16,266)
Accretion 1,172 2,726
Foreign exchange 1,775 2,218
Balance — end of period 22,758 19,811
Current portion (8,760) (7,740)

Long-term portion $ 13998 % 12,071
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DECOMMISSIONING LIABILITY

June 30, December 31,

2023 2022

Balance — beginning of period $ 2,397,407 $ 2,580,330
Interest or accretion expense 111,016 198,646
Change in inflation and risk-free rate 274,056 (604,936)
Foreign exchange - 223,367
Balance — end of period $ 2,782,479 % 2,397,407

A provision for decommissioning liabilities is estimated based on current regulatory requirements
and is recognized at the present value of such costs. The expected timing of cash flows in respect
of the provision is based on the estimated life of the Company's mining operations. The
undiscounted cash flows are estimated at $3.8 million (December 31, 2022 - $3.8 million). The
discount rate is a risk-free rate determined based on Mexican pesos default swap rate of 8.67%
(December 31, 2022 — 9.35%) for the respective estimated life of the operations. The inflation rate
used is based on historical Mexican inflation rate of 4.48% (December 31, 2022 - 4.88%).

DUE TO FORMER PARENT

June 30, December 31,
2023 2022
Balance — beginning of period $ 9,619,551 $ 9,343,332
Advances received 899,964 2,493,064
Working capital and VAT
adjustments (Note 3) 329,378 -
Transfer to other receivables 92,470 -
Advance payment on working
capital adjustment (421,848) -
Proceeds on disposal of NSR
retained by the former parent (Note 4) - (3,031,935)
Interest capitalized 92,923 317,627
Foreign exchange loss 486,771 590,730
Equipment transferred to former parent - (93,267)
Advances capitalized for share capital (Note 9) (11,099,209) -
- 9,619,551
Current portion - (9,619,551)
Balance — end of period $ - $ -

The principal amounts due to CFM were unsecured and bore interest at 4.2% per annum. The
related credit facility of 300 million Mexican pesos (approximately $15 million) had a term to
July 2, 2023, with a portion not due until March 1, 2025. Pursuant to the SPA (Note 3), CFM and
First Majestic capitalized the full inter-company balance outstanding as of March 24, 2023, in
exchange for additional share capital in the Company.
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SHARE CAPITAL

The Company’s authorized share capital consists of an unlimited number of voting common shares
without par value.

In accordance with the reverse acquisition completed on March 29, 2023 (Note 3), the Company
issued 69,063,076 of its common shares under the SPA. The share capital presented in these
financial statements represents that of La Guitarra, the accounting parent, except as to the legal
capital structure, which has been retrospectively restated by multiplying the number of outstanding
shares of La Guitarra by the exchange ratio established in the SPA, to reflect the number of
outstanding shares issued by the Company, the legal parent. Loss-per-share amounts have also
been retrospectively restated to reflect the RTO transaction.

Details of the issued and outstanding shares are as follows:

Number of Share

Shares Capital

Balance — December 31, 2021 and 2022 59,366,886 $ 108,144,970
Capitalization of advances - CFM (Note 8) 9,696,190 11,099,209
Balance — prior to closing the Transaction (Note 3) 69,063,076 119,244,179
Deemed shares issued in RTO transaction (Note 3) 64,130,678 30,818,380
Private placement 9,504,647 4,567,515
Share issuance costs - (421,342)
Agents’ compensation options - (114,203)
Private placement 1,300,000 622,789
Share issuance costs - (57,098)
Agents’ compensation options - (24,292)
Balance — June 30, 2023 143,998,401 $ 154,635,928

Share issuances - post RTO

On March 30, 2023, the Company received $4,567,515 from its escrow agent in respect of the first
tranche of the concurrent financing, a brokered private placement. The Company issued 9,504,647
common shares in exchange for the subscription receipts issued at CAD $0.65 per subscription
receipt, which included 119,647 subscription receipts of the over-allotment option. In addition to
legal and other expenses of the agents totalling $241,712, the Company paid commissions of
$124,920, a corporate finance fee of $54,710, and issued 366,949 compensation options to the
agents. Each compensation option is exercisable into one common share of the Company at a
price of CAD $0.65 per share for a period of 24 months following the conversion of the subscription
receipts. The fair value of the compensation options was estimated at $114,203 using the Black-
Scholes Option-Pricing Model using the following assumptions: risk-free interest rate of 3.75%;
expected dividend yield of 0.00%; expected stock price volatility of 100%; expected forfeiture rate
of 0.00%; and an expected option life of 2.00 years.

During May 2023, the Company closed the second tranche of the concurrent financing by issuing
1,300,000 common shares at a price of CAD $0.65 per subscription receipt for gross proceeds of
$622,789. In addition to legal and other expenses of the agents totalling $19,731, the Company
paid commissions of $37,367 and issued 78,000 compensation options to the agents. Each
compensation option is exercisable into one common share of the Company at a price of CAD
$0.65 per share for a period of 24 months. The fair value of the compensation options was
estimated at $24,292 using the Black-Scholes Option-Pricing Model using the following
assumptions: risk-free interest rate of 4.22%; expected dividend yield of 0.00%; expected stock
price volatility of 100%; expected forfeiture rate of 0.00%; and an expected option life of 2.00 years.
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SHARE CAPITAL - continued
Share issuances - pre RTO

On March 24, 2023, the Company increased the variable capital issued to CFM by $11,099,209
(205.9 million pesos) and recorded a $11,099,209 reduction in advances owing to CFM (Note 8).
The number of shares issued for the capitalization of the loan has been retrospectively restated
using the exchange ratio established in the SPA (Note 3).

Subscription receipts

During May 2023, as part of closing the second tranche of the concurrent financing, the Company
issued 5,123,092 subscription receipts at a price of CAD $0.65 per subscription receipt for gross
proceeds of $2,515,113, which funds are being held in escrow invested at a market rate of interest.
Each subscription receipt will automatically convert into one common share of the Company upon
the earlier of: (i) the Company providing written notice to the holders of such conversion; or (ii)
September 15, 2023. The Company can provide a termination notice to the holders and cancel the
subscription receipts at any time prior to conversion by returning the funds held in escrow to the
subscription receipt holders, plus interest at the rate of 10% per annum. The Company paid legal
costs totalling $34,911 in respect of the subscription receipts, which have been deferred and will
be recorded as share issuance costs upon conversion of the subscription receipts or expensed in
the period that the subscription receipts are cancelled.

Shares held in escrow

A total of 20,641,776 shares held by directors, officers and seed shareholders of the Company
were held in escrow and subject to release as to 10% on October 19, 2021, with tranches of 15%
being released each six months thereafter. As at June 30, 2023, there was a total of 9,288,799
shares remaining in escrow (December 31, 2022 - 12,385,065).

Stock options

The Company has an Incentive Stock Option Plan that complies with the rules of the TSX-V, limiting
the total number of incentive stock options to 10% of the issued common shares. Stock options
may be issued at the discretion of the board of directors, exercisable during a period not exceeding
ten years. Vesting provisions and exercise price are at the discretion of the board of directors,
subject to the policies of the TSX-V. Details of the related exercise prices and the weighted-
average exercise price are as follows:

Number CAD $

Outstanding, immediately prior to
the closing of the Transaction (Note 3) 5,485,000 0.74
Agents’ options issued (Note 8) 444,949 0.65
Expired (415,000) 0.74
Outstanding, June 30, 2023 5,514,949 0.73

Exercisable, June 30, 2023 5,514,949 0.73
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9. SHARE CAPITAL - continued
Stock options - continued

At June 30, 2023, the Company had outstanding stock options enabling holders to acquire common
shares as follows:

Number Exercise
of Shares Price CAD Expiry Date
Options 4,570,000 $ 0.74 April 26, 2026
500,000 $ 0.74 April 29, 2027
Agents’
compensation
options 366,949 $ 0.65 March 30, 2025
78,000 $ 0.65 May 31, 2025
5,514,949

At June 30, 2023, the weighted-average remaining life for the outstanding stock options was 2.83
years. The fair value of the vested options outstanding at the close of the Transaction (Note 3) was
recognized in the accounts as a modification and reported as a part of the consideration paid for
the net identifiable assets of the Reporting Issuer, and has been estimated using the Black-Scholes
Option-Pricing Model with the following weighted-average assumptions:

Risk-free interest rate 3.58%
Expected dividend yield 0.00%
Expected stock price volatility 100%
Expected forfeiture rate 0.00%
Expected option life in years 2.96

10. GENERAL AND ADMINISTRATIVE EXPENSES

Detalils for the three and six-month periods ended June 30:

Three Three Six Six

Months Months Months Months

June 30, June 30, June 30, June 30,

2023 2022 2023 2022

Accounting and audit $ 84,816 $ - $ 84816 $ -
Bonding costs (Note 12) 16,015 12,048 31,335 23,790
Consulting 22,255 - 22,255 -
Director fees 20,114 - 20,114 -
Investor relations 141,663 - 141,663 -
Legal 84,490 18,156 141,911 21,599
Management fees 124,039 - 124,039 -
Office 26,676 681 59,547 2,519
Share-based compensation 4,250 - 4,250 -
Shareholder communications 6,185 - 6,185 -
Stock exchange and filing fees 10,493 - 10,493 -
Transfer agent 3,173 - 3,173 -
Travel 54,074 - 54,074 -

$ 598,243 $ 30,885 $ 703,855 $ 47,908
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11.

RELATED PARTY TRANSACTIONS

The Company had transactions with related persons or corporations, which were undertaken in the
normal course of operations. Due to the RTO accounting as described in Notes 1 and 3, only the
key management remuneration of the legal parent from March 29, 2023 is recognized in these
condensed consolidated interim financial statements. Key management includes directors and
officers. The compensation paid or payable to key management and parties related to them for the
six-month periods ended June 30 is as follows:

2023 2022
Accounting $ 22,263 $ -
Administration (exploration and evaluation) 7,475 -
Director fees 20,114 -
Geological (exploration and evaluation) 16,998 -
Management fees 93,506 -

$ 160,356 $ -

In addition, the Company recorded share-based compensation of $4,250 (2022 - $nil), which
relates to incentive stock options granted to directors and officers. Due to the RTO accounting, as
described in Notes 1 and 3, only the share-based compensation of the legal parent from
March 29, 2023 is recognized in these condensed consolidated interim financial statements. Share-
based compensation is a non-cash item calculated using the Black-Scholes Option-Pricing Model.

The Company had transactions with related corporations, which were undertaken in the normal
course of operations. Details are as follows for the three-month periods ended June 30:

2023 2022

Care and maintenance - Majestic Services
S.A.de C.V. (i) $ - $ 6,088
Interest expense — CFM (i) - 66,417
$ - $ 72,505

The Company had transactions with related corporations, which were undertaken in the normal
course of operations. Details are as follows for the six-month periods ended June 30:

2023 2022

Care and maintenance - Majestic Services
S.A.de C.V. (i) $ 4,928 $ 291,340
Interest expense — CFM (i) 92,923 85,504
$ 97851 $% 376,844

(i) A subsidiary of First Majestic.
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12.

13.

14.

CONTINGENCY

On January 9, 2018, La Guitarra received a ruling from the Manzanillo Customs Tax Authority
assessing a tax penalty of $4.1 million (78.4 million Mexican pesos) for allegedly failing to comply
with Mexican Customs Law on a concentrate shipment made in March 2017. La Guitarra filed an
appeal with the Federal Tax Court.

On September 17, 2020, the Federal Tax Court in Durango granted La Guitarra a definitive
injunction against collection. Based on advice from legal advisors, La Guitarra believes they were
in compliance with the applicable Mexican law and therefore no liability was recognized in the
financial statements.

As at June 30, 2023, La Guitarra has posted cash as collateral for a bond held with the Servicio de
Administracion Tributaria for $5,806,510 (99.4 million Mexican pesos).

Pursuant to the SPA (Note 3), any funds released from the collateral bond after the closing date must
be remitted to the former parent or be applied to settle any amounts determined under the appeal
process.

As under the terms of the SPA (Note 3) the amount on deposit must either be paid to settle any
amounts determined to be payable under the customs dispute or any remaining balance must be
remitted to First Majestic. A full provision has been recorded in the amount of $5,806,510 as at
June 30, 2023 as follows:

Provision assumed in RTO transaction (Note 3) $ 5,548,000
Foreign exchange 258,510
Balance — June 30, 2023 $ 5,806,510

LOSS PER SHARE

Loss per share for the current period has been determined using the number of shares of La
Guitarra outstanding at December 31, 2022 multiplied by the exchange ratio established in the SPA
and adding the weighted-average number of common shares retained by the shareholders of the
Company, deemed issued by La Guitarra under the RTO transaction, and the shares issued in the
concurrent financing.

Loss per share for the comparative period has been determined using the weighted-average
number of shares outstanding of La Guitarra retrospectively restated using the exchange ratio
established in the SPA.

FINANCIAL INSTRUMENTS

The Company’s financial instruments include cash, cash-in-escrow, restricted cash, receivables,
accounts payable, payroll and withholding taxes payable, and due to former parent, which are
measured at amortized cost. The carrying values approximate their fair values due to the short-term
nature of these instruments.
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15.

RISK MANAGEMENT
The Company is exposed to various financial risks as detailed below:
Credit Risk

Credit risk is the risk of an unexpected loss if a customer or third party to a financial instrument fails
to meet its contractual obligations. The Company’s primary credit risk is associated with its
Canadian cash balances, which are held through major Canadian financial institutions with high
investment grade ratings. The Company also maintains cash balances denominated in pesos and
U.S. dollars, held through major banks in Mexico, which also have high investment grade ratings.
The carrying value of the Company’s cash, cash-in-escrow, restricted cash, and receivables
totalling $11,743,428 represents the Company’s maximum exposure to credit risk as at
June 30, 2023 (December 31, 2022 - $5,218,651).

Foreign Currency Risk

Foreign currency risk is the risk that the fair value of the Company’s financial instruments will
fluctuate due to changes in exchange rates. As at June 30, 2023, the Company carried cash and
accounts payable balances denominated in Mexican pesos and U.S. dollars in the Canadian dollar
functional entities, which are subject to currency risk due to fluctuations in the exchange rates with
the Canadian dollar. Due to the volatility of the exchange rates between the Canadian dollar, the
peso, and the U.S. dollar, such currency risk could result in future gains or losses to the Company.
Based on the Company’s monetary assets and liabilities denominated in Mexican pesos in the
Canadian dollar functional entities as at June 30, 2023, a 10% decrease in the number of Mexican
pesos required to buy a Canadian dollar would result in a gain of approximately $4,000. Based on
the Company’s monetary assets and liabilities denominated in U.S. dollars in the Canadian dollar
functional entities as at June 30, 2023, a 10% decrease in the number of U.S. dollars required to
buy a Canadian dollar would result in a gain of approximately $64,000.

As at June 30, 2023, the Company carried cash, restricted cash, value added taxes receivable,
accounts payable and provision balances denominated in Mexican pesos in the U.S. dollar
functional entity, which are subject to currency risk due to fluctuations in the exchange rates with the
U.S. dollar. Due to the volatility of the exchange rates between the Mexican peso and the U.S.
dollar, such currency risk could result in future gains or losses to the Company. Based on the
Company’s net monetary liabilities denominated in Mexican pesos in the U.S. dollar functional
entity as at June 30, 2023, a 10% decrease in the number of Mexican pesos required to buy a U.S.
dollar would result in a loss of approximately $81,000 and a 10% increase would have the converse
effect.

Liquidity Risk

The Company does not currently have profitable operations, the La Guitarra silver-gold mine has
been on care and maintenance since August 3, 2018, and the Tepic and La Tigra properties are in
the exploration and evaluation stage. Without operating revenues, the Company is subject to
liquidity risk such that it may not be able to meets its obligations under its financial instruments as
they fall due. The Company manages this risk by maintaining cash balances to ensure that it is
able to meet its short- and long-term obligations as and when they fall due. Cash projections are
regularly updated to reflect the dynamic nature of the business. Since the completion of the
Transaction, the Company’s capital requirements have been met by equity subscriptions. Although
the Company has been successful in the past in obtaining financing, there can be no assurance
that it will be able to obtain adequate financing in the future or that the terms of such financing will
be favourable. The Company’s working capital (current assets less current liabilities) as at
June 30, 2023 was $4,409,941. The Company estimates that its current cash reserves provide
sufficient working capital for its present obligations and planned activities for at least twelve months
commencing June 30, 2023.
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15.

16.

17.

RISK MANAGEMENT - continued
Interest Rate Risk

Interest rate risk relates to the effect on the Company’s financial instruments due to changes in
market rates of interest. The Company holds cash and cash-in-escrow, which earn market rates
of interest, and restricted cash, which is non-interest bearing. The Company considers its interest
rate risk in respect of these instruments to be immaterial.

SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND FINANCING TRANSACTIONS
Details for the six-month periods ended June 30 are as follows:

2023 2022
Increase (decrease) in decommissioning liability capitalized to
mining interests (Notes 4 and 7) $ 274,056 $ (553,540)
Shares issued for non-cash working capital acquired - SPA (Note 3) $ 436,559 $ -
Shares issued for mining interests acquired - SPA (Note 3) $ 6,140,000 $ -
Shares issued for equipment acquired - SPA (Note 3) $ 42,754  $ -
Provision recognized - SPA (Notes 3 and 12) $ (5,548,000) $ -
Working capital and VAT adjustment - SPA (Notes 3 and 8) $ (329,378) $ -
Fair value of stock options retained by original shareholders (Note 3) $ (1,828,402) $ -
RTO - legal, filing, and consulting costs (Note 3) $ (458,304) $ -
Fair value of agents’ compensation options (Note 9) $ 138,495 $ -
Advances from former parent capitalized (Notes 8 and 9) $ 11,099,209 $ -

SEGMENTED INFORMATION

The Company currently operates in only one operating segment, that being the mineral exploration
industry, with operations in Canada and Mexico. The Company has office and field equipment
located in Canada and Mexico and the mineral properties in which it is maintaining an interest are
located in Mexico.



