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NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS

The accompanying unaudited interim consolidated financial statements of the Company have been
prepared by and are the responsibility of Company’ s management.

The Company’s independent auditor has not performed a review of these financial statements in
accordance with the standards established by the Canadian Institute of Chartered Accountants for a
review of interim financia statements by an entity’ s auditor.



PETAQUILLA MINERALSLTD.
INTERIM CONSOLIDATED BALANCE SHEETS

(unaudited, in United States Dollars) (See Note 1 Going Concern Uncertainty)

ASSETS (Notes 14 and 15)
Current
Cash and cash equivalents (Note 23)
Receivables
Inventory (Note 4)
Prepaid expenses
Total current assets
Restricted cash (Note 9)
Deposit on equipment and construction materials
Property and equipment (Notes5 and 13)
Mineral properties (Note 6)
Total assets

LIABILITIESAND SHAREHOLDERS' EQUITY
Current

Accounts payable and accrued liabilities

Current portion of deferred services and materials (Note 12)
Current portion of obligations under capital |eases (Note 13)

Current portion of long-term debt (Note 11)
Current portion of senior secured notes (Note 14)

Total current liabilities
Deferred services and materials (Note 12)
Asset retirement obligation (Note 24)
Senior secured notes (Note 14)
Convertible senior secured notes (Note 15)
Obligations under capital leases (Note 13)
Total liabilities
Commitments and contingencies (Notes 21 and 25)
Shareholders (deficit) equity
Share capital
Authorized

Unlimited common shares and preferred shares without par value (Note 16)

Issued and outstanding

96,040,121 (May 31, 2009 —96,040,121) common shares

Treasury shares, at cost

44,200 (May 31, 2009 — 44,200) common shares
Warrants (Notes 16 and 18)
Contributed surplus (Note 16)

Equity component of convertible senior secured notes (Note 15)

Accumulated comprehensive income (Note 3)
Deficit

Total shareholders (deficit) equity

Total liabilities and shareholders’ (deficit) equity

On behalf of the Board:

- Director

“ John Cook”

August 31, May 31,
2009 2009
$ 1,355,156 $ 3,575,168
1,080,021 144,225
981,700 1,038,999
829,259 591,847
4,246,136 5,350,239
707,398 707,480
1,011,212 1,762,945
11,899,476 12,879,658
60,248,497 60,843,501
$ 78112,719 $ 81,543,823
10,017,483 8,746,892
120,000 120,000
4,995,456 5,054,987
85,463 160,993
23,719,389 15,653,483
38,937,791 29,736,355
3,093,394 3,123,394
4,724,051 4,664,720
7,238,277 13,754,019
36.701.402 34.794.455
3,322,238 4,391,168
94,017,153 90,464,111
89,208,668 89,208,668
(122,193) (122,193)
14,109,097 14,109,097
13,938,582 13,897,197
495,121 495,121
(6,733,242) (6,733,242)
(126,800,467) (119,774,936)
(15,904,434) (8,920,288)
$ 78,112,719 $ 81,543,823
- Director

The accompanying notes are an integral part of these consolidated financial statements.



PETAQUILLA MINERALSLTD.
INTERIM CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSSAND DEFICIT
(unaudited, in United States Dollars)

Three months Three months
ended August 31, ended August 31,
2009 2008
(Note 3)
EXPENSES
Accounting and legal (Note 19) $ 468,529 $ 397,557
Accretion of asset retirement obligation (Note 24) 59,331 82,878
Consulting fees (Note 19) 101,858 32,426
Amortization 81,722 82,591
Filing fees 9,598 99,830
Investor relations and shareholder information 161,651 71,313
Office administration 189,414 314,393
Rent 54,105 35,857
Donationsand community relations 330,050 37,805
Exploration and development costs (Note 7) 1,114,886 2,470,115
Stock-based compensation (Note 17) 41,385 308,814
Travel 344,114 119,113
Debt issuance costs (Notes 14 and 15) - 3,074,251
Wages and benefits (Note 19) 643,458 741,620
Total expenses (3,600,101) (7,868,563)
OTHER INCOME (EXPENSE)

Foreign exchange (loss) gain (7,997) (3,279,347)
Interest income 24,046 79,849
Interest on long-term debt (14,369) (13,437)
Asset usage fees - (2,013)
Power and drilling services 30,000 58,993
Loss from equity investment (Note 8) - (1,744,186)
Gain on dilution of equity investment (Note 8) - 1,328,019

Mark-to-market loss on senior secured notes and
convertible senior secured notes (3,457,110) (2,934,942)
Total other income (expenses) (3,425,430) (6,507,064)
Net lossand compr ehensive lossfor the period (7,025,531) $ (14,375,627)
Basic and diluted loss per share $(0.07) $(0.15)
Weighted aver age number of common shar es outstanding 96,040,121 95,959,132

The accompanying notes are an integral part of these consolidated financial statements.



PETAQUILLA MINERALSLTD.
INTERIM CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

(unaudited, in United States dollars)

Accumulated
Number Acrgfnun:gﬁf Contributed Other Retained Earnings
of Common Shares Surplus Warrants Comprehensive (A.cqumulated

Shares (Note 3) (Note 3) (Note 3 I ncom;(Note Deficit) (Note 3)
Balance as at May 31, 2008 95,958,641  $89,002,273 $ 14,714,276 $11,771,374 $(2,084,526) $ (98,675,070)
Exercise of stock options 81,480 206,395 (168,732) - - -
Stock-based compensation - - 869,890 - - -
Senior secured notes finders
warrants - - - 215,230 - -
Senior secured notes warrants - - - 706,802 - -
Expiration of warrants - - 263,263 (263,263) - -
Warrant issue costs - - - (102,546) - -
Repricing of senior secured notes
warrants - - (1,781,500) 1,781,500 - -
Net loss - - - - - (21,099,866)
Exchange difference from
translation of financial statements to
US reporting currency - - - - (4,648,716) -
Balance as at May 31, 2009 96,040,121  $ 89,208,668 $ 13,897,197 $14,109,097 $ (6,733,242)  $(119,774,936)
Stock-based compensation - 41,385 - - -
Net loss - - - - - (7,025,531)
Balance as at August 31, 2009 96,040,121  $ 89,208,668 $ 13,938,582 $14,109,097 $ (6,733,242)  $(126,800,467)

T he accompanying notes are an integral part of these consolidated financial statements.



PETAQUILLA MINERALSLTD.
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in United States Dollars)

CASH FLOWSFROM OPERATING ACTIVITIES
Loss for the period
Items not affecting cash:
Accretion of asset retirement obligation
Amortization
Amortization included in exploration and devel opment costs
Gain on dilution of equity investment
Loss from equity investment
Stock-based compensation
Stock-based compensation included in exploration and devel opment expenses
Debt issuance costs
Mark-to-market loss on senior secured notes and convertible senior secured
notes
Foreign exchange gain on restricted cash
Unrealized foreign exchange (gain) loss
Changes in non-cash working capital items:
Decrease (increase) in receivables
(Increase) decrease in prepaid expenses
Decreasein inventory
Deferred services and materials
(Decrease) increase in accounts payable and accrued liabilities

Net cash used in operating activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from exercise of warrants and options

(Repayment of) bank overdraft

Proceeds from senior secured notes

Prepaid interest on senior secured notes
Payment of capital lease obligations

Debt issuance costs

Repayment of long-term debt

Net cash provided by financing activities

CASH FLOWSFROM INVESTING ACTIVITIES
Acquisition of property and equipment

Deposit on equipment and construction materials
Investment in mineral properties

Net cash used in investing activities
Impact of exchange rate changes on cash and cash equivalents
Changein cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosure with respect to cash flows (Note 23)

The accompanying notes are an integral part of these consolidated financia statements.

Three months
ended August
31, 2009

$(7,025,531)

59,331
81,722

41,385

3,457,110
82

(935.795)
(237,412)
57,300
(30,000)
(418,209)

Three months
ended August 31,
2008

(Note 3)
$(14,375,626)

82,878
82,501
1,187,266
(1,328,019)
1,744,186
308,814
21,751
3,074,251

2,934,942

(45,222)
3,360,384

389.696
(147,831)

(58,993)
(3,508,284)

(4,950,017)

(1,128,462)

(75,530)

(1,203,992)

(557,456)
751,733
3,739,720

(6,277,216)

30,673
(2,033,010)
27.750.000
(4,162,500)
(389,619)
(3,074,251)
(71,545)

18,049,748

(995,684)
(287,931)
(6.906.238)

3,933,997

(2,220,012)
3,575,168

(8,189,853)
(280,436)

3,302,243
12,850,137

$ 1,355,156

$16,152,380




PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

1 GOING CONCERN UNCERTAINTY

These consolidated financial statements have been prepared in accordance with Canadian generally accepted
accounting principles on a going concern basis which assumes that the Company will be able to redize its
assets and dischargeitsliabilitiesin the normal course of business for the foreseeable future.

As a result of operational issues, the Company has been unable to meet its current production targets and
requires additional funding in order to continue operations. Management is currently in substantive
negotiations with lenders to secure additional financing; however, there is no guarantee that management will
be successful inits efforts. Therefore, the use of generally accepted accounting principles that are applicable
to a going concern may not be appropriate as there is significant doubt about the Company’s ability to
continue as a going concern. These consolidated financia statements do not include any adjustments to the
amounts and classifications of assets and liabilities that might be necessary should the Company be unable to
continue as a going concern.

The Company has experienced recurring operating losses and has accumulated an operating deficit of
$126,800,467 at August 31, 2009 (May 31, 2009 - $119,774,936) and a shareholders' deficit of $15,904,434
at August 31, 2009 (May 31, 2009 — $8,920,288). Also the Company had a working capital deficiency of
$34,691,655 at August 31, 2009 (May 31, 2009 - $24,386,116). Working capital is defined as current assets
less current liabilities and provides a measure of the Company’s ability to settle liabilities that are due within
one year with assetsthat arealso expected to be converted to cash within one year.

The operating cash flow and profitability of the Company are also affected by various factors, including the
amount of gold produced and sold, the market price of gold, operating cogts, interest rates, environmental
costs, the level of exploration activity, labour risk, environmentalist risk and political risk. The Company
seeks to manage the risks associated with its business; however, many of the factors affecting these risks are
beyond the Company’ s control.

2 NATURE OF OPERATIONS
PetaquillaMinerals Ltd. (“the Company”) was incorporated in the Province of British Columbia

The Company is engaged in mine development and mineral exploration activities of gold-bearing mineral
properties in Panama. The Company operates under the rules and regulations of Ley Petaquilla No. 9 and
accordingly requires approval from the Ministry of Industry and Commerce in Panama before commercial
production may commence. The Company’'s main focus has been the development of the Molgon Gold
Project which is expected to be in commercia production in fiscal 2010. Exploration activities have centered
on the Company’s 659 square kilometre concessions surrounding the Petaquilla concession located in the
Province of Colon, Panama

The interim consolidated financial statements of the Company have been prepared by management in
accordance with Canadian generally accepted accounting principles, except that they do not contain all
disclosures as required for annual financial statements. The interim consolidated financial statements have
been prepared following the same accounting policies as for the consolidated financial statements for the year
ended May 31, 2009 except as noted. Accordingly, they should be read in conjunction with the 2009
consolidated financia statements and the notes thereto.

3. SIGNIFICANT ACCOUNTING POLICIES

These consolidated financial statements and accompanying notes have been prepared in conformity with
Canadian Generaly Accepted Accounting Principles (“GAAP”).

These consolidated financial statements include the accounts of the Company, its wholly-owned
subsidiaries Adrian Resources (BV1) Ltd. (aBritish Virgin Island corporation), PetaquillaMinerals, SA. (a



PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Panama corporation), Ingtituto Petaquilla, S.A. (a Panama corporation), Petaquilla Gold, S.A. (a Panama
corporation), Brigadas Verdes, S.A. (a Panama corporation), Aqua Azure, SA. (a Panama corporation),
Petaguilla Infrastructure Ltd. (a Canadian corporation), Petaguilla Infraestructura Ltd. (a British Virgin Iand
corporation), Petaquilla Hidro, S.A. (a Panama corporation), Panama Central Electrica, SA. (a Panama
corporation) and a 51% interest in Petaquilla Infraestructura, S.A. (a Panama corporation). The Company
proportionately consolidates its 69% interest in a joint venture investment, Compania Minera Belencillo,
S.A. (“Belencillo”) (a Panama corporation).

All inter-company transactions and balances have been eliminated upon consolidation.
Foreign currency trandation

Prior to March 1, 2009, the Canadian dollar was determined to be the measurement currency of the
Company’ s operations and these operations have been translated into United States dollars up until this date
using the current rate method as follows: all assets and liabilities are translated into United States dollars at
the exchange rate prevailing at the balance sheet date; al revenue and expense items are translated at the
average rate of exchange for the period; and the resulting trand ation adjustment is recorded as accumulated
other comprehensive income (“AOCI”), a separate component of shareholders equity. Subsequent to the
change in measurement currency described below, the AOCI balance will remain the same until the entities
which gave rise to the AOCI balance are disposed of. In addition, unrealized gains and losses due to
movements in exchange rates on balances hdd in foreign currencies are shown separately on the
Consolidated Statement of Cash Flows.

Due to several financingsin U.S. dollars, the most recent in March 2009, as well as the commencement of
startup operations in Panama and expected revenue generation in U.S. dollars, it has been determined that
as of March 1, 2009, the United States dollar is the reporting and measurement currency of the Company’s
operations and therefore these operations have been trandated using the temporal method from that date
onward. Under this method, foreign currency monetary assets and liabilities are trandlated into United
States dollars at the exchange rates prevailing at the balance sheet date; non-monetary assets denominated
in foreign currencies are translated using the rate of exchange at the transaction date; and foreign exchange
gains and losses are included in the determination of earnings.

Adoption of new accounting policies

In February 2008, the CICA issued a new Handbook Section 3064 - Goodwill and Intangible Assets
(“Section 3064"), which replaces CICA Handbook Sections 3062 - Goodwill and Other Intangible Assets
(“Section 3062") and 3450 - Research and Development Costs Various changes have been made to other
sections of the CICA Handbook for consistency purposes. Section 3064 establishes standards for the
recognition, measurement, presentation and disclosure of goodwill subsequent to itsinitial recognition and
of intangible assets. Standards concerning goodwill are unchanged from the standards included in Section
3062. The new Section is applicable to the Company’s financial statements for its fiscal year beginning
June 1, 2009. The adoption of this section did not have a material impact on the Company’s consolidated
financial statements.

Accounting Policiesto be Implemented Effective June 1, 2011

In January 2009, the CICA issued Handbook Sections 1582 — Business Combinations (“Section 1582”),
1601 — Consolidated Financial Statements (“Section 1601") and 1602 — Non-controlling Interests (“ Section
1602") which replaces CICA Handbook Sections 1581 — Business Combinations and 1600 — Consolidated
Financial Statements. Section 1582 establishes standards for the accounting for business combinations that
is equivalent to the business combination accounting standard under International Financial Reporting
Standards (“IFRS”). Section 1582 is applicable for the Company’s business combinations with acquisition
dates on or after January 1, 2011. Early adoption of this Section is permitted. Section 1601, together with
Section 1602, establishes standards for the preparation of consolidated financial statements. Section 1601
is applicable for the Company’sinterim and annual consolidated financial statements for itsfiscal year



PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

beginning June 1, 2011. Early adoption of this Section is permitted. If the Company chooses to early
adopt any one of these Sections, the other two sections must also be adopted at the same time.

Convergence with International Financial Reporting Standards (IFRS)

In February 2008, Canada’s Accounting Standards Board ratified a strategic plan that will result in Canadian
GAAP, as used by public companies, being evolved and converged with International Financia Reporting
Standards (IFRS) over atransitional period to be complete by 2011. The Company will be required to report
using the converged standards effective for interim and annual financial statements relating to fiscal years
beginning on or after June 1, 2011.

Canadian GAAP will be corverged with IFRS through a combination of two methods. as current joint-
convergence projects of the United States Financia Accounting Standards Board and the International
Accounting Standards Board are agreed upon, they will be adopted by Canada' s Accounting Standards Board
and may be introduced in Canada before the complete changeover to IFRS; and standards not subject to a
joint-convergence project will be exposed in an omnibus manner for introduction at the time of the complete
changeover to IFRS. Also the United States' Financial Accounting Standards Board and the International
Accounting Standards Board have completed a joint-project on business combinations and non-controlling
interests.

The conversion to IFRS will impact the Company’s accounting policies, information technology and data
systems, internal control over financial reporting and disclosure controls and procedures. The transition
may also impact business activities such as certain contractual arrangements, capital regquirements and
compensation arrangements.

Changesin Accounting Policies
(8 Changein Reporting Currency

Effective March 1, 2009, the Company changed its reporting currency to the U.S. Dollar (USD). The
change in reporting currency increases transparency of the financial results of the Company and
provides better visibility for the stakeholders.

Prior to March 1, 2009, the Company reported its annual and quarterly consolidated balance sheets and
the related consolidated statements of operations, deficit, comprehensive income, accumulated other
comprehensive income and cash flows in Canadian dollars (CAD). In making the change in reporting
currency, the Company followed the recommendations of the Emerging | ssues Committee (EIC) of the
Canadian Institute of Chartered Accountants (CICA), set out in EIC-130 — “Translation Method when
the Reporting Currency Differs from the Measurement Currency or there is a Change in the Reporting
Currency.”

In accordance with EIC-130, the financia statements for all the years and periods presented have been
trandated to the new reporting currency (USD) using the current rate method. Under this method, the
statements of operations, deficit and comprehensive (loss) income and cash flows statement items for
each year and period have been translated into the reporting currency using the average exchange rates
prevailing during each reporting period. All assets and liabilities have been trandated using the
exchange rate prevailing at the consolidated balance sheets dates. Shareholders’ equity transactions
have been trandated using the rates of exchange in effect as at the date of the various capital
transactions.

All resulting exchange differences arising from the trandation are included as a separate component of
other comprehensive income. All comparative financial information has been restated to reflect the
Company’ s results asif they had been historically reported in US dollars.



PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(b) Minera Properties

During the 2009 fiscal year, as a result of the initiation of a new exploration program, the Company
commenced its review of the impact of International Financial Reporting Standards (“IFRS’) on its
accounting policies including an examination of the Company’s current accounting policies. Due to
this review, the Company determined that it was appropriate to change its accounting policy for
mineral properties whereby exploration and development costs are to be expensed until such time as
reserves are proven and financing to complete development has been obtained. Previously, the
Company capitalized its exploration and development expenditures as incurred, which is permitted
under Canadian generally accepting accounting principles (“Canadian GAAP”). This change in
accounting policy has dso been applied to the calculation of dilution gains and equity losses from the
Company’s equity investment in Petaquilla Copper Ltd.

Management believes that this revised accounting policy will provide a more relevant and reliable basis of
accounting. Among other benefits, the revised accounting policy aligns the accounting treatment of
mineral property expenditures with standards used by producing mining companies in the resource sector
and with global accounting standards. The change in accounting policy has been applied retrospectively,
and the comparative period for the three months ending August 31, 2008 has been restated.

The effect of the adjustment on the financia statements is summarized in the tables below.

Consolidated Statement of Oper ations and August 31, 2008 as

Comprehensive L oss and Deficit previously August 31, 2008
reported Adjustment restated
Exploration and devel opment costs $ - $ (2,470,115) $ (2,470,115)
Loss from equity investment (1,220,180) (524,006) (1,744,186)
Gain on dilution of equity investment 1,027,222 300,797 1,328,019
Net loss/'comprehensive loss for the period (11,682,302) (2,693,324) (14,375,626)
L oss per share— basic and diluted (0.12) (0.03) (0.15)
Consolidated Statement of Cash Flows August 31, 2008 as Augug 31, 2003
previously reported Adjustment restated
Operating activities $ (5,016,118 $ (1,261,098 $ (6,277,216)
Investing activities (9,450,951) 1,261,098 (8,189,853)
4, INVENTORY
August 31, 2009 May 31, 2009

Raw materials and supplies $981,700 $ 1,038,999




PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

5. PROPERTY AND EQUIPMENT
August 31, May 31,
2009 2009
Accumulated Net Accumulated Net
Cost Amortization Book Value Cost Amortization Book Value
Computer equipment $ 238910 $ 82,030 $ 156,880 $ 221489 $ 69,909 $ 151,580
Computer software 210,543 139,487 71,056 201,187 129,915 71,272
Equipment under
capital leases 10,808,072 4,474,234 6,333,838 10,808,072 3,956,113 6,851,959
Equipment 8,623,042 4,115,516 4,511,526 8,744,787 3,737,484 5,007,303
Vehicles 211,029 39,507 171,522 167,499 27,257 140,242
Furniture and fixtures 25,571 9,586 15,985 25,016 8,752 16,264
Land 189,353 - 189,353 189,353 - 189,353
Buildings 474,979 25,663 449,316 472,783 21,098 451,685
$20,781,499 $ 8,886,023 $11,899,476 $20,830,186 $ 7,950,528 $12,879,658
6. MINERAL PROPERTIES

The Company has capitalized $60,248,497 in mineral property costs, net of revenue of $15,197,064 as at
August 31, 2009 and $60,843,501, net of revenue of $653,941 as at May 31, 2009:

August 31, 2009 May 31, 2009
Plant $ 46,690,545 $ 47,610,795
Plant equipment 2,973,133 2,973,133
Camp 5,368,580 5,252,168
Asset retirement obligation (Note 23) 3,458,304 3,458,304
Capitalized interest expense 1,757,935 1,549,101
$ 60,248,497 $ 60,843,501

Molejon Property — Panama

The Molgjon Property is located in the Digtrict of Donoso, Province of Colon, Panama. The project forms part

of the Petaquilla Concession.

The Company, through Petaquilla Gold, S.A., owns a 100% interest in the

Molgon gold deposit, as well as al other gold and precious metal mineral deposits that might be developed
within the Petaquilla Concession, subject to a graduated 5% - 7% net smelter return, based on the future gold

price at the time of production.

A phased Mine Development Plan was approved by Ministerial Resolution of the Government of Panama in
September 2005. The Company proceeded with the development of the property and construction of the
processing mill commenced in July of 2007. Mill commissioning was initiated in November 2008 and the
first gold pour occurred on April 7, 2009. The Company is still in the process of mill commissioning and

completion.



PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

7.

10.

EXPLORATION AND DEVELOPMENT COSTS

Exploration and development costs incurred to devel op the Company’s Molejon property and for
exploration of other propertiesare detailed below:

Three months ended Three months

August 31, 2009 ended August 31, 2008

Surface exploration and delineation $ 560,538 $ -
Drilling costs 188,941 834
Engineering and consulting - 850,871
Geologist - 171,344
Property permits - (33,668)
Environment 34,607 27,016
Logistics 53,313 22,187
Indirect drilling costs 101,420 90,995
Engineering and design 108,643 65,261
Communications 33,103 6,180
Topography (707) 1,800
Roads and bridges 35,028 58,278
Amortization on operating equipment - 1,187,266
Stock-based compensation (Note 16) - 21,751
$1,114,886 $2,470,115

INVESTMENT IN PETAQUILLA COPPER LTD.

The Company initially owned 22,233,634 of the issued shares of Copper a a cost of $439,367 (CAD$
500,000). Subsequent to the spin out of Copper, the Company accounted for Copper on an equity basis.
Under the equity method, the Company recorded the percentage of net income (loss) that would be
attributed to the investment by adjusting the carrying value of the investment. If the percentage of loss from
the investee was greater than the carrying cost, the amount was not reduced below zero. Dilution gains
arose whenever Copper issued equity at a price greater than the carrying value of the equity investment.

On September 19, 2008, the Company disposed of its 20,418,565 common shares of Copper to a wholly-
owned subsidiary of Inmet Mining Corporation at a price of CAD$ 2.20 per common share, for proceeds of
$43,238,852 (CAD$ 44,920,843). The Company did not incur any transaction costs in disposing of the
shares.

RESTRICTED CASH

The Company has $707,398 in term deposits (May 31, 2009 - $707,480) which are being held to guarantee
debt financings and a performance bond for compliance with environmental laws in Panama. Interest rates
on these deposits range from 0.05% to 4.875%.

OPERATING CREDIT LINE FACILITY

The Company has an operating credit line facility with Banco Bilbao Vizcaya Argentaria (Panama) S.A.
(“BBVA") up to a maximum of $13,379,554. The facility is converted to capital leases when the asset
purchases are completed. The facility has a fixed rate of 9% on $11,018,456 and 6% on $2,361,098, is
secured by the assets purchased and is registered with the Public Registry of the Republic of Panama. At
August 31, 2009 there is a remaining credit line balance of $332,511 available upon which the Company
may draw.



PETAQUILLA MINERALSLTD.

NOTESTO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in United States Dollars)

Three months ended August 31, 2009 and three months ended August 31, 2008

11.

12.

13.

LONG-TERM DEBT

During the fiscal year ended April 30, 2007, the Company arranged bank loans totalling $1,277,230 for the
purchase of equipment and vehicles. The loans are secured by the purchased assets plus term deposits in
the amount of $400,000.

The following table summarizes theseloans outstanding as at August 31, 2009 and May 31, 2009:

August 31, 2009 May 31, 2009
Equipment loan #2, repayable at $7,445 per month
including interest at 9.0%, maturing October 2009 8,135 29,891
Equipment loan #3, repayable at $18,095 per month
including interest at 9.25%, maturing January 2010 74,056 125,575
Vehicle loan #2, repayable at $793 per month, including
interest at 9.25%, maturing January 2010 3,272 5,527
85,463 160,993
Less. current portion (85,463) (160,993)
$ - $ -

DEFERRED SERVICESAND MATERIALSTO BE PROVIDED TOIMN RESOURCESINC.

On September 30, 2007, Petaquilla Gold S.A. (“Gold"), a subsidiary of the Company entered into a Service
Agreement with Minera Panama S.A. (“MPSA”) (formerly Petaquilla Copper S.A.) to provide electric
generation, aggregate for construction and the rental of a drill machine (collectively, the “services’) for a 3-
year period. In return for receiving certain benefits and assurances, payment for serviceswas assumed and
prepaid by IMN Resources Inc. (“IMN”") (formerly Petaquilla Copper Ltd.), a wholly owned subsidiary of
Inmet Mining Corporation, in the amount of $4,404,000. Services provided to date include the rental of a
drill and the generation of electricity.

August 31, 2009 May 31, 2009

$ 3,213,394 $ 3,243,394

Current portion 120,000 120,000
Non-current portion $ 3,093,394 $ 3123394

CAPITAL LEASE OBLIGATIONS

The Company entered into four capital lease arrangements with Banco Bilbao Vizcaya Argentaria
(Panama) S.A. (“BBVA") for the purchase of equipment to advance the Molgon project into production.

The equipment includes but is not restricted to: ball mills, a Metso crushing plant, cranes and an aggregate
crushing plant.

As a condition of the leases, the equipment will serve as collateral throughout the amortization period and
will be registered with the Public Registry of the Republic of Panama. Further, IMN has pledged a term
deposit in the amount of $2,361,098 (May 31, 2009 - $2,361,098) as additional security.
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CAPITAL LEASE OBLIGATIONS (continued)

Future minimum lease payments on the capital |ease obligations are as follows:

August 31, 2009 May 31, 2009
2010 $4,306,172 $5,741,567
2011 4,263,492 4,164,972
2012 459,710 461,907
9,029,374 10,368,446
Lessimputed interest of 9% (711,680) (922,291)
Total 8,317,694 9,446,155
Current obligation 4,995,456 5,054,987
Long- term obligation $3,322,238 $4,391,168
SENIOR SECURED NOTES
August 31, 2009 May 31, 2009
Senior secured notes $ 30,957,666 $ 29,407,502
Less estimated current portion based on a projected gold
priceover $1,000 as noted below and earliest redemption
dates 23,719,389 15,653,483
$ 7,238,277 $ 13,754,019

At August 31, 2009, there are 26,468 senior secured notes (“Notes’) outstanding (May 31, 2009 —26,468).
The Notes bear interest at an annual rate of 15%. Semi-annual principal repayments on the Notes range
from $nil to $8,000,000 depending upon the weighted average market price of gold during the six months
prior to the payment date as follows:

Weighted Average Market Gold Price Aggregate Pro Rata Principal Payment
Over $1,000 $8,000,000
$900 to $1,000 $6,000,000
$800 to $900 $4,000,000
Less than $300 -

The Notes will mature five years from date of issuance at 120% of principal. The Company has the right to
redeem the Notes at any time at 120% of the principal amount plus any accrued or unpaid interest on the
Notes. If the Notes are redeemed within one year of issuance, all prepaid interest of $12,000,000 is
forfeited. After 18 or 24 months from the date of issuance of the Notes, depending upon the agreement
reached with the Note holders, the holders of the Notes can give six months noticeto cause the Company to
purchase al of the Notes then outstanding at a price equal to the sum of (a) 120% of the principal amount
of such Notes to be purchased and (b) accrued and unpaid interest on the principal amount of the Notes. On
an annual basis, the Note holders can cause the Company to redeem Notes equal to 35% of Distributable
Cash.
Distributable Cash is defined as cash available after:

a) satisfaction of the Company’s debt obligations (principal and interest);

b) satisfaction of the Company’s general and administrative expenses, capital expenditures and other

expense obligations;
¢) deduction for income tax obligations; and
d) retaining reasonable working capital or other reserves.

Reasonable working capital and other reserves are to be defined mutually between the Company and the
Note holders. As of August 31, 2009 neither of these has been defined.
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SENIOR SECURED NOT ES (continued)

The Company initially issued 60,000 Notes. Each Note was issued with 382 share purchase warrants. Each
warrant entitled the holder to purchase one common share at CAD$ 2.30 for a period of five years from the
date of purchase. On April 17, 2009 the Company repriced these warrants to entitle the holder to purchase
one common share at CAD $0.65 for the remainder of the warrant period with the provision that, if the
closing trading price of the Company’s common shares on the TSX is CAD$ 1.00 or more for a period of
30 consecutive trading days, the Company has the option to require the earlier exercise of the warrants.
The effect of repricing the warrants was an increase in the value of the warrants of $1,781,500 and a
decrease in contributed surplus for the same amount.

On September 30, 2008 the Company redeemed 36,032 Notes at 120% of their principal value for a total
payment of $43,238,852, resulting in aloss of $10,983,735.

On October 1, 2008, the Company issued an additional 20,000 Notes under the $60 million senior secured
notes indenture for net proceeds of $15,874,958. These Notes contain the same terms and conditions as the

previous issue under the indenture with the exception of the 382 share purchase warrants. These Notes did
not include any warrants.

On March 25, 2009, the Company redeemed 17,500 Notes at 120% of their principal value for a tota
payment of $21,000,000, resulting in aloss of $2,147,247.

The Notes have been accounted for in accordance with HB 3855 “Financial Instruments —Recognition and
Measurement”, HB 3862 “Financial Instruments — Disclosure” and HB 3863 “Financial Instruments —
Presentation”. Under this guidance, the Company valued the liability component of the Notes and assigned
the difference to the warrants. On the valuation dates, the value of the Notes was calculated to be
$58,474,937 and the amount allocated to the warrants was $1,525,063. Prepaid interest of $9,000,000 was
applied as a reduction of the Notes. The liability component was calculated using a discount rate of 26.65%
and a maturity date of two years from date of issue. The senior secured notes contain an embedded
derivative as a result of the call and put options. The Company is unable to fair value the embedded
derivative component separately and thus has classified the combined contract as a financia liability that is
held for trading. On February 28, 2009 the discount rate on the Notes was reduced to 20.58% from
26.65% due to mark-to-market accounting. Thisresulted in aloss of $3,863,189. At August 31, 2009, the
Notes have been adjusted to their fair market value of $30,834,116.

During the three months ended August 31, 2009 the Company incurred $nil (three months ended August
31, 2008 — $3,074,251) in financing costs related to the Notes. These costs were expensed in the period in
which they were incurred in accordance with the Company’ s accounting policy.

The Notes are guaranteed, on a joint and several basis, by all of the assets of the Company and of the
Company’s subsidiaries.

Estimated principal repayments, assuming a future gold price of $1,000 or higher and earliest redemption
dates, are asfollows:

2010 $17,283,718
2011 14,477,430
$31,761,148

CONVERTIBLE SENIOR SECURED NOTES

August 31, 2009 May 31, 2009

Convertible senior secured notes $ 36,701,402 $ 34,794,455
Less estimated current portion - -
$ 36,701,402 $ 34,794,455

On March 25, 2009 the Company closed $40,000,000 of a convertible senior secured note (“Convertible
Notes’) financing. The Convertible Notes bear interest at an annual rate of 15%, of which the first year is
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CONVERTIBLE SENIOR SECURED NOTES(continued)

prepaid. The Convertible Notes mature two years from the date of issuance at 110% of the principal. The
Company has the right to redeem the notesat any time at 110% of the principal amount plus any accrued or
unpaid interest. If the Convertible Notes are redeemed within one year of issuance, all prepaid interest is
forfeited. Each Convertible Note in the principal amount of $1,000 is convertible into common shares at
CAD$2.25 per share.

On an annual basis, the Convertible Note holders can cause the Company to redeem Convertible Notes
equal to 35% of Distributable Cash. Distributable Cash is defined as cash available after:
a) satisfaction of the Company’s debt obligations (principal and interest);
b) stisfaction of the Company’s general and administrati ve expenses, capital expenditures
and other expense obligations;
¢) deduction for income tax obligations; and
d) retaining reasonable working capital or other reserves

Reasonable working capital and other reserves are to be defined mutually between the Company and the
Note holders. As of August 31, 2009 neither of these has been defined.

On a semi-annua basis, commencing September 15, 2010, the Company shall make principal payments
under each holder's Convertible Notes ranging from $nil to $8,000,000 depending upon the weighted
average market price of gold for the six months prior to the payment date as follows:

Weighted Average Market Gold Price Aggregate Pro Rata Principal Payment
Over $1,000 $ 8,000,000
$900 to $1,000 $ 6,000,000
$800 to $900 $ 4,000,000
L ess than $800 -

The Convertible Notes have been accounted for in accordance with HB 3855 “Financia Instruments —
Recognition and Measurement,” HB 3862 “Financia Instruments — Disclosure,” HB 3863 “Financia
Instruments — Presentation” and EIC 164 “Convertible and Other Debt Instruments with Embedded
Derivatives’. Under this guidance, the Company valued the liability component of the Convertible Notes
and assigned the difference to the conversion feature. On the valuation date, the value of the liability
component of the Convertible Notes was calculated to be $39,504,879. The conversion feature was valued
at $495,121. Prepaid interest of $6,000,000 was applied as a reduction of the Convertible Notes. The
liability component was calculated using a discount rate of 20.58%. The convertible senior secured notes
contained an embedded derivate as a result of the call option. The Company is unable to fair value the
embedded derivative component separately and thus has classified the combined contract as a financial
liability that is held for trading.

The Company incurred $2,466,964 in financing costs related to the Convertible Notes These costs have
been expensed in the period in which they were incurred in accordance with the Company’s accounting

policy.

The Convertible Notes are guaranteed, on a joint and several basis, by al of the assets of the Company and
of the Company’ s subsidiaries. The indebtedness represented by the Convertible Notes is senior to all other
indebtedness of the Company and ranks pari passu with the previously issued senior secured notes.

Estimated principal payments are as follows.

2010 $ -
2011 44,000,000

$ 44,000,000
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SHARE CAPITAL, WARRANTSAND CONTRIBUTED SURPLUS

At August 31, 2009, the Company had unlimited authorized common shares without par value and unlimited
authorized preference shares without par value. The Board of Directors will assign the rights and privileges
to each series of preference shares upon issue.

In May 2008, the Company closed the first tranche of its senior secured notes issuing 32,250 units for gross
proceeds of $32,250,000. Each unit of $1,000 consisted of one Note and a warrant to purchase 382 common
shares. Each warrant entitled the holder to purchase one common share at CAD$ 2.30 for a period of five
years from the date of purchase. The Company agreed to issue 492,780 share purchase warrants as finders
fees in connection with this tranche of the private placement. The fair value of the finders warrants was
$638,354.

In June 2008, the Company closed the second tranche of its senior secured notes issuing 10,000 units for
gross proceeds of $10,000,000. Each unit of $1,000 consisted of one Note and a warrant to purchase 382
common shares. Each warrant entitled the holder to purchase one common share at CAD$ 2.30 for a period
of five years from the date of purchase. The Company agreed to issue 152,800 share purchase warrants as
finders feesin connection with this tranche of the private placement. The fair value of the finders' warrants
was $104,496.

In July 2008, the Company closed the third tranche of its senior secured notesissuing 17,750 units for gross
proceeds of $17,750,000. Each unit of $1,000 consisted of one Note and a warrant to purchase 382

common shares. Each warrant entitled the holder to purchase one common share at CAD$ 2.30 for a period
of five years from the date of purchase. The Company agreed to issue 271,220 share purchase warrants as
finders' fees in connection with this tranche of the private placement. The fair value of the finders warrants
was $110,736.

On March 25, 2009 the Company closed $40,000,000 of a convertible notes financing. The Convertible
Notes bear interest at an annual rate of 15%, of which the first year is prepaid. The Convertible Notes mature
two years from the date of issuance at 110% of the principal. The Company has the right to redeem the notes
at any time at 110% of the principal amount plus any accrued or unpaid interest. If the Convertible Notes are
redeemed within one year of issuance, al prepaid interest is forfeited. Each Convertible Note in the principal
amount of $1,000 is convertible into common shares at CAD$2.25 per share.

On April 17, 2009 the Company repriced the warrants issued with the Notesto allow the holder to purchase
one common share at CAD $0.65 for the remainder of the warrant period with the provision that, if the
closing trading price of the Company’s common shares on the TSX is CAD$ 1.00 or more for a period of 30
consecutive trading days, the Company has the option to require the earlier exercise of the warrants. The
effect of repricing the warrants was an increase in the value of the warrants by $1,781,500 and a decrease in
contributed surplus by the same amount.

STOCK OPTIONS

During the twelve months ended January 31, 2007, the Company received approval for its stock option plan
(the “New Plan”) which authorizes the board of directors to grant incentive stock options to directors, officers
and employees. The maximum number of shares reserved for issuance under the Company’s Plan is
10,000,000.

The aggregate number of common shares reserved for issuance to any person may not exceed 5% of the
number of outstanding common shares. The exercise price of the options will be determined by the five day
volume weighted average price of the Company’s shares prior to the date of the grant. Options granted must
be exercised no later than 10 years after the date of grant or such lesser period as may be determined by the
Board. The Board may at its discretion in any granting of an option set a vesting period whereby the option
may only be exercisable in pre-determined instal ments.
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17. STOCK OPTIONS(continued)

Stock option transactions are summarized as follows:

Number Weighted Average
of Shares Exercise Price (CAD$)
Balance at May 31, 2008 8,115,134 1.83
Granted 1,370,000 0.85
Exercised (81,480) 0.50
Expired (909,676) 217
Forfeited (58,125) 2.32
Balance at May 31, 2009 8,435,853 1.64
Granted 150,000 0.62
Cancelled (3,245,080) 2.08
Expired (60,000) 1.25
Balance at August 31, 2009 5,280,773 1.34
Number of stock options exercisable 4,613,273 1.46
Asat August 31, 2009, the following stock options were outstanding as follows:
Number of Shares  Exercise Price

Outstanding (CADSY) Expiry Date

30,000 0.26 April 25, 2010

193,800 0.26 July 11, 2010

919,200 0.54 February 1, 2011

96,000 0.89 April 27, 2011

2,731,773 2.01 January 15, 2012

100,000 2.25 June 20, 2012

50,000 2.49 July 12, 2012

410,000 0.56 November 18, 2013

300,000 0.52 December 1, 2013

200,000 0.39 January 5, 2014

100,000 0.39 March 1, 2014

150,000 0.62 July 13, 2014

5,280,773

Total stock options granted during the three months ended August 31, 2009 were 150,000 (three months
ended August 31, 2008 — nil), of which nil (three months ended August 31, 2008 - nil) were expired and nil
(three months ended August 31, 2009 — nil) were forfeited during the period. Stock options granted that
have not vested have been excluded from the calculation of stock-based compensation. Total stock-based
compensation recognized for the fair value of stock options granted, vested and approved by the
shareholders during the three months ended August 31, 2009 was $41,385 (three months ended August 31,

2008 - $330,565).

No options were granted during the three months ended August 31, 2008. The weighted average fair value of
stock options granted is estimated to be CAD$ 0.33 for the three months ended August 31, 2009 by using the
Black-Scholes options pricing model with the following weighted average assumptions:

Three Months Ended August  Three Months Ended August
31, 2008

31, 2009

Risk-free interest

Expected dividend yield
Expected stock price volatility
Expected option lifein years

2.43%

70%
4.00
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18. SHARE PURCHASE WARRANTS

Share purchase warrant transactions are summarized as follows:

Weighted

Average

Number Exercise

of Shares Price (CAD$)

Balance at May 31, 2008 24,634,715 213
I ssued 11,024,520 0.65
Expired (705,955) 3.50
Balance at May 31, 2009 and August 31, 2009 34,953,280 1.03

In May 2008, the Company closed the first tranche of its senior secured notes financing issuing 32,250
units for gross proceeds of $32,250,000. Each unit of $1,000 consisted of one Note and a warrant to
purchase 382 Common shares. Each warrant entitled the holder to purchase one common share at CAD$
2.30 for a period of five years from the date of purchase. The Notes mature at 120% of the principal
amount and carry 15% interest of which the first year’s interest was prepaid at the date the funds were
received. The Company paid $1,635,230 and agreed to issue 492,780 share purchase warrants as finders
fees in connection with this tranche of the private placement. The fair value of the finders' warrants was
$638,354.

In June 2008, the Company closed the second tranche of its senior secured notes financing issuing 10,000
units for gross proceeds of $10,000,000. Each unit of $1,000 consisted of one Note and a warrant to
purchase 382 common shares. Each warrant entitled the holder to purchase one common share at CAD$
2.30 for a period of five years from the date of purchase. The Notes mature at 120% of the principal
amount and carry 15% interest of which the first year's interest was prepaid at the date the funds were
received. The Company agreed to issue 152,800 share purchase warrants as finders' feesin connection with
thistranche of the private placement. The fair value of the finders' warrantswas $104,196.

In July 2008, the Company closed the third tranche of its senior secured notes financing issuing 17,750
units for gross proceeds of $17,750,000. Each unit of $1,000 consisted of one Note and a warrant to
purchase 382 common shares. Each warrant entitled the holder to purchase one common share at CAD$
2.30 for a period of five years from the date of purchase. The Notes mature at 120% of the principal
amount and carry 15% interest of which the first year's interest was prepaid at the date the funds were
received. The Company agreed to issue 271,220 share purchase warrants as finders' feesin connection with
thistranche of the private placement. The fair value of the finders' warrantswas $110,734.

On April 17, 2009 the Company repriced the warrants issued with the Notes to entitle the holder to
purchase one common share at CAD$ 0.65 for the remainder of the warrant period. Under the revised
terms of the warrants, if the common shares of the Company trade at a weighted average trading price of
CAD$ 1.00 or more per share for 30 consecutive trading days, the holders of the warrants must exercise the
warrants within 30 days. The repricing of the warrants resulted in an increase in the value of the warrants
by $1,781,500 and a decrease in contributed surplus by the same amount.

The company did not issue any finders warrants during the three months ended August 31, 2009. The
weighted average fair value of the finders' warrants issued is estimated to be CAD$ 0.24 for the three
months ended August 31, 2008 by using the Black-Scholes options pricing model with the following

assumptions:
Three Months Ended August ~ Three Months Ended August
31, 2009 31, 2008
Risk-free interest - 3.29%
Expected dividend yield - -
Expected stock price volatility - 43%

Expected warrant lifein years - 5.00
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18. SHARE PURCHASE WARRANTS (continued)

At August 31, 2009, the following warrantswere outstanding as follows:

Number of Warrants Exercise
Outstanding Price (CAD$) Expiry Date

1,120,875 $3.50 October 31, 2009
182,000 $3.50 December 20, 2009
389,000 $3.50 May 9, 2010

9,424,605 $1.54 October 17, 2011

12,812,280 $0.65 May 21, 2013

3,972,800 $0.65 June 4, 2013

7,051,720 $0.65 July 8, 2013

34,953,280

19. RELATED PARTY TRANSACTIONS

During the three months ended August 31, 2009:

a) The Company paid consulting fees of $nil (three months ended August 31, 2008 - $2,775) to
companies controlled by a director and aformer officer.

b) The Company paid consulting fees and wages of $100,364 (three months ended August 31, 2008 -
$148,263) to companies controlled by directors and an officer.

¢) The Company paid legal fees of $85,264 (three months ended August 31, 2008 — $27,630) and share
issue costs of $nil (three months ended August 31, 2008 - $10,063) to two law firms, one controlled by
an officer and one controlled by aformer director.

d) The Company paid for goods and services of $33,144 (three months ended May 31, 2008 - $nil) to
companies controlled by an officer.

At August 31, 2009, $116,949 was owed to companies controlled by officers of the Company.

20. SEGMENT INFORMATION

The Company has one operating segment which is the exploration of resource properties.

21, COMMITMENTS

Lessthan 2Years 3Years 4-5Years More than

1Year 5Years
Office lease $ 60,676 $ 60,676 - - -
Capital expenditure commitment $ 392,315 - - - -
Equipment lease $ 5562,120 $ 3,467,257 - - -
Senior secured notes $26,944,189 $ 8,544,179 - - -
Convertible senior secured notes - $49,480,346 - - -
Long-term debt $ 87,090 - - -

Asset retirement obligation - - - - $6,701,000
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FINANCIAL INSTRUMENTSAND CAPITAL MANAGEMENT

The Company thoroughly examines the various financial instrument risks to which it is exposed and
assesses the impact and likelihood of those risks. These risks may include credit risk, liquidity risk,
currency risk, and interest rate risk. Where material, these risks are reviewed and monitored by the Board
of Directors.

(a) Fair Values

The Company's financial instruments consist of cash and cash equivalents, receivables, restricted cash, accounts
payable and long-term debt. The fair value of these financia instruments approximates their carrying values
due to the immediate or short-term maturity of these financial instruments

The Company’s senior secured notes and convertible senior secured notes are measured on initial recognition
using the residual method (see Notes 14 and 15). Subsequent fair value measurement is based on a discounted
cash flow model using a discount rate of 20.58% and a maturity date of two years from date of issue based
on the ability of the Note holders to demand repayment after two years and the expectation that Note
holders will make this demand.

(b) Financial I nstrument Risk Exposure
Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the
other party to incur a financial loss. Financial instruments that potentially subject the Company to credit risk
consist of cash and cash equivalents, restricted cash, and accounts receivable. The Company has reduced its
credit risk by investing its cash and cash equivalents and restricted cash in term deposits with financia
ingtitutions that operate globally. Also, as the mgjority of its receivables are with the governments of Canada
in the form of sales tax, the credit risk is minimal. Therefore, the Company is not exposed to significant credit
risk and overall the Company’s credit risk has not changed significantly from the prior year.

Liquidity risk

Liquidity risk is the risk that the company will not be able to meet its financia obligations as they fall due
(Note 1). The Company has in place a planning and budgeting process to help determine the funds required to
ensure the Company has the appropriate liquidity to meet its operating and growth objectives. The Company
has historically relied on issuance of shares, senior secured debt, convertible senior secured debt and leasing
arrangements to develop the Molgon gold project and may require doing so again in the future. On an annual
basis the Company may be required to pay 35% of its distributable cash as defined in its senior secured notes
and convertible senior secured notesindenture (Notes 14 and 15).

Market risk
(i) Currencyrisk

Financial instruments that impact the Company’s net earnings or other comprehensive income due to currency
fluctuations include: Canadian dollar denominated cash and cash equivalents, restricted cash, accounts
receivable and accounts payable. The sendtivity of the Company’s net earnings and other comprehensive
income to changes in the exchange rate between the Canadian dollar and the United States dollar is
summarized in the table below:

Asat August 31, 2009

10% Increasein the 10% decrease inthe
Canadian Dollar Canadian Dollar
Increase (decrease) in net earnings $34,274 $(34,274)
Increase (decrease) in other comprehensive (10ss)
income

Comprehensive (loss) income $34,274 $(34,274)
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FINANCIAL INSTRUMENTSAND CAPITAL MANAGEMENT (continued)
(ii) Interest raterisk

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate due
to changes in market interest rates. Cash and cash equival ents and restricted cash bear interest at fixed rates.

Other current financial assets and liabilities are not exposed to interest rate risk because they are non-interest
bearing.

The operating credit line facility, leases, and long-term debt bear interest a a fixed rate and are also not
exposed to interest raterisk.

(¢) Capital M anagement

The Company’s objectives of capital management are intended to safeguard the entity's ability to support the
Company’s normal operating requirements on an ongoing basis, continue the development and exploration of
its mineral properties and support any expansionary plans.

The capital structure of the Company consists of long-term debt (Note 11), leases (Note 13), senior secured
notes (Note 14), convertible senior secured notes (Note 15) and equity attributable to common shareholders,
comprised of issued capital, contributed surplus and deficit. The Company manages the capital structure and
makes adjustments in light of changes in economic conditions and the risk characterigtics of the Company’s
assets.

To effectively manage the entity’s capital requirements, the Company has in place a planning and budgeting
process to help determine the funds required to ensure the Company has the appropriate liquidity to meet its
operating and growth objectives. The Company has historically relied on issuance of shares, senior secured
debt, convertible senior secured debt and leasing arrangements to develop the project and may require doing
so again in the future.

The Company is monitoring market conditions to secure funding at the lowest cost of capital. The Company is
exposed to various funding and market risks which could curtail its accessto funds.

SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS

Three Months ended Three months ended
August 31, 2009 August 31, 2008

Non-cash investing and financing activities
Debt issuance costs $ - $ 112,686
Warrants - (112,686)
Property and equipment acquired through credit line
facili)itytyand c:;()qitalpleasesaﬂd payables o 465,112 921,852
Mineral propertiesincurred through payables 7,442,405 -
Deferred services and materia s financed by areduction
in amounts payable to Petaguilla Copper Ltd. 30,000 58,993
Interest paid in cash $212,232 $ 4,322,533

Income taxes paid in cash - -
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SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS (continued)
August 31, 2009 May 31, 2009
Cash and cash equivalents consist of:
Cash $1,355,156 $3,440,168
Term deposits - 135,000
$1,355,156 $3,575,168

ASSET RETIREMENT OBLIGATION

The Company’ s asset retirement obligation relates to site restoration and cleanup costs for its Molegjon gold
project located in Panama.

A reconciliation of the provision for asset retirement obligation is as follows (Note 3):

Balanceat May 31, 2008 $4,333,216
Accretion 331,504
Baance at May 31, 2009 $4,664,720
Accretion 59,331
Balance August 31, 2009 $4,724,051

The provision for asset retirement obligation is based upon the following assumptions:
a) Thetota undiscounted cash flow required to settle the obligation is approximately $6,701,000;
b) Asset retirement obligation payments are expected to occur during fiscal years 2014 and 2015;
c) A credit adjusted risk-free rate of 7.65% has been used to discount cash flows.

CONTINGENCIES

1

2)

On November 13, 2008 the Autoridad Naciona del Ambiente (“ANAM”), the environmental agency
of the Government of the Republic of Panama, issued a Resolution purporting to fine the Company
and its present and former affiliates US$ 1,000,000 for alleged violations of environmental laws that
took place on the main Ley Petaquilla Concession in 2005 and an additional US$ 934,695 for
damages. On November 26, 2008, ANAM, by Resolution, approved the Company’s Environmental
Impact Study (“EIS’) Category IIl submitted in July 2007 for the Molgjon Gold Project. The
Resolution sets out a number of conditions to be satisfied before the Company can attain full
commercia production. Based on the approval of the EI'S, the Company filed for reconsideration by
ANAM to have the fines reduced to nil. In January 2009, the Company was advised that ANAM
had not accepted the Company’s request for reconsideration that the amount of the financia
sanctions purportedly levied against the Company and its present and former affiliates be reduced to
nil. On March 10, 2009, the Supreme Court of the Republic of Panama suspended the imposition of
ANAM’s fine until the matter of the Company’s appedl is resolved. Consequently, the amount, if
any, that may ultimately be payable by the Company cannot be determined.

The Company is engaged in certain other legal actions in the ordinary course of business and
believes that the ultimate outcome of these actions will not have a material adverse effect on our
operating results, liquidity or financial position.
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26.

SUBSEQUENT EVENTS

Subsequent to August 31, 20009:

1

2)

3

The Company’s new management conducted an assessment of the Molgjon Gold Mine resulting in
the identification of several deficiencies in the plant construction and operation. These deficiencies
have led to severa areas of the plant not operating to design specifications resulting in additional
future costs to mitigate construction deficiencies. A process for estimating costs of mitigation is in
the identification stagethus no amounts can be quantified at thistime.

The Company entered into a forward sale agreement for 7,000 ounces of gold to be delivered in
October and November 2009. Disruption of plant operations from any cause may result in delivery
default and result in additional cost being incurred.

The Company made a principal, premium and interest payment of $6,208,844 on its senior secured
notes pursuant to the provisions of the debt agreement (Note 14).



