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September 30, 2006 (Q3)

The following discussion of performance, financial conditiod &uture prospects should be read
in conjunction with the unaudited financial statementghaf Company dated September 30,
2006, which were prepared in accordance with generallyptetaccounting principals (GAAP)
in Canada. Additional information is contained in the Annaaldd Special Meeting and
Management Proxy and Information Circular of JIML Resesiladd. and Aquila Resources Corp.
dated March 22, 2006. Financial information for Aquila Ressurac. and Aquila Resources
Corp. are filed atwww.sedar.com The Company’s shares are listed on the TSX Venture
Exchange under the symbol AQA, and its reporting currendyeiCanadian dollar. Previously
certain financial disclosure of the Company has been® tbllars. All amounts following are
expressed in Canadian dollars unless otherwise statedVi@higement Discussion and Analysis
(MD&A) is dated November 29, 2006.

Forward Looking Statements

This report may contain forward-looking statements that invalveumber of risks and uncertainties including
statements regarding the outlook for the Company’s business and opdragsuolis. By nature, these risks and
uncertainties could cause actual results to differ matigrifkom what has been indicated. Factors that could cause
actual results to differ materially from any forward-looking sta¢at include, but are not limited to, failure to
establish estimated resources and reserves, the grade andrieobwee which is mined from estimates, capital and
operating costs varying significantly from estimates, delays ifaiture to obtain governmental, environmental or
other project approvals and other factors including those risks and anes identified above. The Company
undertakes no obligation to update publicly or otherwise revisef@nyard-looking information as a result of new
information, future results or other such factors whicledfthis information, except as required by law.

1. Overview
Aquila Resources Inc. (formerly JML Resources Ltdgswncorporated in the Province of
Ontario as 1223068 Ontario Limited by Articles of Incogiimm dated February 17, 1997.

At a Special Meeting of shareholders of JML Resourcds (ML) held on April 17, 2006. It
was approved that JML.:

@) Amend its Articles to change its name to Aquila Resesifnc.

(b) Consolidate its common shares on a one for three (1:8) bas

(c) Acquire the issued and outstanding shares of Aquila ResoQag. and 2079537
Ontario Ltd. (Cashco) as a reverse takeover of JML

The Company carries on the business of mineral exploration aadnigneral exploration
company. Exploration expenditures on the Company’s projects aredfdrate the equity
capital raised by the Company. Aquila Resources Corpreehtmto a reverse takeover
transaction with JML (the “RTQ”) for the purpose of becomangublic reporting issuer, raising
financing and continuing mineral exploration with the focusaorolcanogenic massive sulfide
(VMS) project located in the state of Michigan, U.S.Ahe principal focus of the resulting
company is the exploration of the Back Forty Project latatdVienominee County, Michigan.



The Back Forty Project is an advanced exploration preyébtan identified inferred resource of
3.1 million tonnes with grades of 6.8% zinc, 0.25% copper, 32 gamg (g/t) silver, and 2.0

g/t gold. The resource estimate was confirmed and deeméditabte pursuant to National

Instrument 43-101 standards in a technical report dated AUgys2005 by DeMatties and

Monroe Geological Consultants and first reported in a présase dated August 25, 2005 by
JML Resources Ltd. The Back Forty Project is locat#tiin early Proterozoic aged volcanic
rocks of Michigan, the eastern extension of the Penokedakic Belt (“PVB”) of the Southern

Province of the Superior Craton. The PVB hosts sevet@r agignificant VMS deposits

including the Flambeau and the Crandon deposits which lie xip@tely 50 miles west of the

Back Forty Project area.

At the Back Forty Project, three lenses of zinc and -gold massive sulfide and associated
gossan mineralization have been identified to date in &, timtensely altered, and locally gold-
bearing sequence of rhyolites, tuffaceous sediments, andig@rporphyries. Aquila currently
controls approximately 9,400 acres (3,807 hectares) of mineralsarfdce rights in the
immediate vicinity of the sulfide mineralization, as wellasng the trend of prospective host
rocks. The known sulfide zones are open to expansion anddyend airborne geophysical
surveys indicate potential extensions of known zones as svpbssible additional horizons.

Ownership of mineral interests are 100% by way of state avat@mining leases, private fee
surface and mineral ownership, and options to purchasesestdiject to underlying royalty
interests and applicable minority interests. Theemisverriding 7% net distributable earnings
royalty payable to a former joint venture partner.

2. Operating Highlights

The current exploration is targeting extensions of previodisiyovered gold mineralization and

zinc bearing volcanogenic massive sulfides. As of the datotire Company has released drill
results from drill holes LK-72 through LK-131. Results fromlluhg are contained in press

releases found on SEDAR atww.sedar.comas well as on the Company's website at
www.aguilaresources.cam

The net loss recorded by the Company for the three moritddpnding September 30, 2006 was
$181,839 compared to the net loss of $101,897 for the comparable 2005. qUzeteet loss
recorded for the nine months ended September 30, 2006 was $2,3tpE0ad to a net loss
of $337,188 for the 2005 nine month period. The 2006 period post May 2, 20Rédnthe start
of the Company operating as a public company following the Merger.

The Company is a reporting issuer in Ontario, B.C., AtheSaskatchewan and Nova Scotia.
3. Selected Financial Information

As an exploration company, the Company has no revenues. The Bompdependent on the
equity markets to fund its exploration activities.

The following table provides selected financial informatibattshould be read in conjunction
with the financial statements of the Company.



QUARTER ENDED September 30 YEAR ENDED DECEMBER 31

2006 2005 2005 2004
Interest and other income and
gain on sale of marketable $ @ - $ - $ - $ -
securities
Operating Expenses $181,839 $101,897 $520 US$326,378
Net loss (gain) $181,839 $101,897 $441,508 US$326,378
Loss (gain) per share $(0.1) $(0.1) $(0.02) US$(0.03)
Mining interest $7,913,955 $4,602,559 $4,602,559 US$3,223,818
Cash $1,904,360 $279 $279 US$786
Total assets $10,724,400 $5,359,413 $5,359,413 US$3,806,869
4, Results from Operations

The Company’s operations involve exploration of its mineralagagon property located in

Menominee County, Michigan. The Company has no income fi®mopierations. During the
nine month period ending September 30, 2006 the Company incurred a$@s37df,450 ($0.05)

per share. The comparable loss for the prior year period $883,188. The Company
commenced operations as a public company May 2, 2006 with pradfebasfinancing arranged

as part of the reverse takeover transaction of JML Resouidey Aquila Resources Corp. The
large net loss for the current nine month period was attriteutabbarge part to the Stock Option
Compensation cost of $1,839,626 booked during the second quarter.

5. Revenue

None of the Company’s properties have advanced to the poing ahmoduction decision can be
made. As a consequence, the company has no producing @®peino sales or revenues.

6. Expenses
For the quarter For the quarter
ending September 30, ending September
2006 30, 2005

Stock Option Compensation Cost $0 $0
Consulting Fees 11,900 0
Foreign Exchange loss (gain) 7,289 (3,821)
General Office Administration 3,705 1,665
Travel and Promotion 11,853 2,242
Professional fees 53,179 10,247

During the quarter ending September 30, 2006, the Company incurreegxptmses in the
amount of $181,839. Material variances were noted in thensgpmtegories presented above as
the Company incurred additional costs relating to the busgwamencing operation as a public
company. Professional fees and Consulting Fees (unretatathéral interests) were material
factors.



7. Exploration Expenditures

Drilling and other exploration expenditures are capitalized. dEagibn expenditures in the

guarter ended September 30, 2006 reflected the active drillgpnogngoing at the Back Forty
Project. The drilling program is aimed at expanding thekB-orty Project mineral resource and
discovering new resources. A breakdown of exploration expenstdoquarter is presented
below. All of the exploration expenditures were incurredtioa Back Forty Project. No

expenditures were incurred on the Cedros Property.

8. Exploration and Development Expenditures for the Quarr
Back Forty
Project (US$)

Wages $ 86,804
Assays $ 39,047
Geophysics $25,819
Drilling $367,720
Consulting/Legal $32,292
Operator $60,292
Property Payments $1,361,861
Administration $14,530
Other $49,786
Total $2,038,151

9. Summary of Quarterly Results

Selected financial information for the eight fiscahgers of 2006 and 2005 are presented below:

Quarterly Financial Information (unaudited)

2006 2006 2006 2005
Q3 Q2 Q1 Q4
(a) Revenue - - - -
(b) Net Income (loss) $181,839 ($2,133,817) ($55,793) US$(56,471)
(c) Net Income (loss) ($0.01) ($0.05) ($0.01) $(0.01)
per share
(Basic & Fully
Diluted)
2005 2005 2005 2004
Q3 Q2 Q1 Q4
(a) Revenue - - - -
(b) Net Income (loss) $(66,094) $(83,845)  $(151,446) US$(50,875)
(c) Net Income (loss) $(0.01) $(0.01) $(0.01) (US$0.01)
per share
(Basic & Fully
Diluted)

* from period of inception to Sept.30,2005



10. Financial Condition

Liquidity and Capital Resources

The Company has no significant revenues and no expectatiggmdicant revenues in the near
term.

The proceeds of the financing related to the RTO thathest in escrow were released to the
Company. Net of accrued expenses the approximate net precaddble to the Company from
the RTO financing were $1.4 million. Additional funds wereereed from the exercise of
warrants during the period of approximately $1.5 million. Theh position at the quarter ended
September, 2006 was $1,904,368 compared to the cash position at June 30, 320852059.
Included in Accounts Receivable is a bond posted for metian with the balance a GST
receivable.

Liabilities at September 30, 2006 consist primarily of trpdgables of $271,665 compared to
June 30 - $528,343. The outstanding geological program invoice due tootfrarproperator
was the majority of this amount. Notes and Loans Payable been repaid. Mortgages payable
are outstanding against property acquired for the Bady Project.

The Company has sufficient funds on hand to finance thextipes of the Company in the near
term. The Company remains dependent on equity financingnis ifs ongoing requirements
beyond the closing. Alternative sources of equity is fundiog findustry partners through joint
ventures

Contractual Obligations

The Company entered into an Investor Relations Consultingefggnt with Clark Avenue and
Co. to provide investor relations services to the Companyg c®htract involves a cash payment
of $5,000 per month. This contract can be terminated wigetmonths prior notice.

The Company has a rental commitment on a month to montls lhasioffice space at
approximately $1,400 per month. An allowance was received fr@mlandlord during the
quarter.

Property

The Company has contractual obligations with respect toBdwk Forty Project located in
Menominee County, Michigan. The Company is required t&emarincipal payments on
mortgages for land held by the Company for the purpose of etiolorof which US$19,905 are
payable in 2006 and US$18,719 were payable in 2005. A total of US$366,di36 fior mineral
interests during 2006 of which US$301,500 consists of the exetiaeurchase option for a
parcel of private land in the project area. This purchatierois with an arms length party under
the terms of the option agreement under a price determined mdependent appraiser. It is in
the normal course of business for the Company to add or tondirgral interests based on
exploration results.



The Company entered into an agreement to option known exters the mineralization at the
Back Forty during the third quarter. Aquila can acqui@% interest in the approximately 50
acre property by completing a series of annual option payrteaisig US $11.7 million. The
Company paid US $1.333 million on closing in August 2006. The option pagrfee 2007 and
2008 are US $1.333 million.

11. Share Capital

Common Shares

Under the terms of the RTO all classes of the Companyi® sfapital were consolidated on a
one for three basis. The Company issued 16,355,482 shares atal grgchase price of $0.20
to the shareholders of Aquila. 10,599,500 post-consolidation omitsisting of one common
share and one common share purchase warrant were isstieel $bareholders of 2079537
Ontario Ltd. (a single purpose finance company) and 1,230,000cq@usdlidation units
consisting of one common share and one common share purchaset wam@rnissued upon
conversion of 1,230,000 subscription receipts. The Company had 39,073,764 poltiaiios
shares outstanding immediately following completion of theRicluding shares issued for
finder’s fees and broker's commission relating to the fimegsc

At June 30, 2006 there were a total of 44,103,233 common shares ouatstamliring the third
guarter a total of 9,068,705 additional common shares weredis8umtal of 151,333 shares
were issued upon exercise of incentive stock options fendbdalance of 8,917,372 were issued
upon exercise of common share purchase warrants. At the peded September 30, 2006 there
were 53,171,952 common shares outstanding.

Warrants

During the period a total of 8,917,372 warrants were exerci$éd. exercise price ranged from
between US$0.15 and C$0.90 per warrant. There are 143,707 wanxartsable at $0.90
outstanding as at September 30, 2006.

Options

There were a total of 3,880,000 stock options outstanding at3dyr#06 with exercise prices

ranging from US$0.15 to $0.90. During the third quarter 151,333 optierss exercised all at a

price of $0.30. At the period end a total of 3,728,667 options waistanding. The exercise price
of the options ranged between $0.30 and $1.25. An additional 400,000sop&o® announced

and granted at a price of $1.25 subsequent to the quarteone@ttober 12, 2006 pending
approval from the TSX Venture Exchange. The share price@stober 12, 2006 was $0.70.

12. Off-Balance Sheet Arrangements

As at September 30, 2006, the Company does not have off-balastarshagements.



13. Transactions with Related Parties

For the quarter ended September 30, 2006, management fees of $2&,88@d to a company
controlled by a director of the Company.

Related party expenditures during the nine month period wetteeinormal course of business.
A consulting company (Minerals Processing Corporation) (“MP&id Operator of the Back
Forty Project, of which the President and a direcfoAquila are shareholders, was advanced
US$1,613,219 relating to project operations during the first nioetie of 2006 of which a
portion was paid to the President and the Assistant CogpSeairetary as geological consulting
fees. MPC received a fee for project management of US$BS5,

The Company paid legal fees of $31,016 for the quarter tomaifi which an officer of the
Company is also a partner of the law firm.

Rental charges of $1,874 were charged from a company of whoffican and director is also a
officer and director.

The President and the Assistant Corporate Secretarga@tgagors on two mortgages secured by
land and buildings at the Back Forty Project. The mgedeproperties are being held in trust for
the benefit of the Company and the monthly payments are billadd@aid by the Company.
The Company has agreed to pay a financing fee in conjunctitntkis arrangement. The
financing fees for 2006 are estimated at US$9,626.

Transactions are measured at the exchange amount, vehittfe iamount of consideration
established and agreed to by the related parties.

14. Use of Estimates

The preparation of financial statements in conformitgh generally accepted accounting
principles requires management to make estimates and ptgswsnthat affect the reported
amounts of assets and liabilities at the date of tientiial statements and the reported amount of
expenses during the reporting period. Actual results cofit fliom those estimates.

15. Management's Evaluation of Disclosure Controls and Pecedures

Management is responsible for establishing and maintaimiygtem of controls and procedures
over the public disclosure of financial and non-financial imition regarding the Company.

Such controls and procedures are designed to provide reasonsinlanes that all relevant

information is gathered and reported, on a timely basisenior management, including the
Chief Executive Officer (CEO) and the Chief Financidfie@r (CFO), so that appropriate

decisions can be made by them regarding public disclosure.

The system of disclosure controls and procedures includess bat limited to, our Disclosure

Policy, our Code of Business Ethics, the effective functiomigour Audit Committees,

procedures in place to systematically identify matteasranting consideration of disclosure by
the Board of Directors and verification processes fwlividual financial and non-financial

metrics and information contained in annual and interinngd, including the financial

statements, MD&As, Annual Information Forms and other udmnts and external

communications.



As required by CSA Multilateral Instrument 52-109, Cerdifion of Disclosure in Issuers'
Annual and Interim Filings, an evaluation of the effectiwgsnef the design and operation of our
disclosure controls and procedures was conducted, under thevisiope of Management,
including the CEO and CFO, as of September 30, 2006. Theatea included documentation
review, enquiries and other procedures considered by Mamggeto be appropriate in the
circumstances.

Based on that evaluation, the CEO and the CFO have conclatati¢ldesign and operation of
the system of disclosure controls and procedures wagieffas of September 30, 2006.

The CEO and CFO are also required, under Multilatesgtument 52-109, to file certifications
of our annual filings. Copies of these certifications majobed on SEDAR atvww.sedar.com

16. Accounting Standards and Policies - Critical Accountig Estimates

Critical accounting estimates that require judgmeatused in the preparation of the consolidated
financial statements. The carrying values of minimgriests are the lower of the historic cost and
the recoverability of the recorded value of the mining interdhe recoverability of the recorded
value of mining interests is based on market conditions foenals, the minerals associated with
the properties and the future costs that could be rebtdrdevelop the properties or the potential
for the sale to a third party of the mining interests.

The Company has adopted the recommendations of The Canadidatensf Chartered
Accountants (“CICA”) Handbook Section 3870, Stock-based Cosgimn and Other Stock-
based Payments in 2002. The Company has elected to acaoalitstock options by applying
the fair value-based method of accounting. Options areedalsing the Black-Scholes pricing
model to value options granted. The resulting valud@sged against income over the vesting
period of the option. The method involves the use of estimatiesiay not be accurate.

17. Risks and Uncertainties

The Back Forty Project is the material mineral projcthe Company and consequently unless
the Company acquires additional similar quality propertiegrojects any adverse development
affecting the Back Forty Project could have a materiiderse effect on the Company. The other
project of the Company is the Cedros Property which igédcen Honduras. The Company has
entered into an agreement to acquire title to the Geldroperty. As of the date hereof the title
has not been transferred to the Company. If the titl@as transferred 1,000,000 of the
Company’s shares, which are held in escrow, will be retito the Company and cancelled.

The business of the Company involves many risks and uncertaiMiesral exploration
involves a high level of risk. Some of the risks include #ui bf revenues as the Company is a
development stage enterprise. Other risks include theuiffiof finding economically viable
mineral deposits, intense competition in the sector frath barge and small competitors,
fluctuations in metal prices and the possibility of leghhllenges from environmental and
aboriginal groups. These are not an exhaustive list aigke associated with the business.



18. Subsequent Events

See note 12 to the September 30, 2006 financial statements.

19. Officers and Directors

As of September 30, 2006, the current officers and directdhe €ompany are:

Thomas O. Quigley — President, CEO and Director
Robin E. Dunbar — CFO, Chairman and Director
Nadim Wakeam — Corporate Secretary

Robin Quigley — Assistant Corporate Secretary
Kenneth J. Lapierre — Director

Alvin W. Jackson — Director

Edward Munden — Director

Peter M.D. Bradshaw — Director

William J. West — Director

20.  Additional Information
Additional information about the Company including financtatements, press releases
and other filings are available on SEDARnatw.sedar.com




