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PETAQUILLA MINERALSLTD.
(An Exploration Stage Company)

(the“ Company”)

NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS

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

The Company’ s independent auditor has not performed areview 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.
(An Exploration Stage Company)
CONSOLIDATED BALANCE SHEETS

(Unaudited, expressed in Canadian Dollars) (See Note 1 Nature of Operations and Going Concern Uncertainty)

ASSETS (Note 11)

Current
Cash and cash equivalents (Note 3)
Receivables

Inventory
Prepaid expenses

Total current assets

Restricted cash (Note 6)

Investment in Petaquilla Copper Ltd. (Note 5)
Deposit on equipment and construction material
Property and equipment

Mineral properties(Note 4)

Total assets

LIABILITIESAND SHAREHOLDERS EQUITY
Current
Bank overdraft

Operating credit linefacility (Note 7)
Accounts payable and accrued liabilities
Current portion of deferred services and materials (Note 9)
Current portion of obligation under capital leases (Note 10)
Current portion of long-term debt (Note 8)

Total current liabilities

Deferred services and materials(Note 9)
Asset retirement obligations (Note 19)
Senior secured notes (Note 11)
Long-term debt (Note 8)
Obligations under capital leases (Note 10)
Total liabilities
Commitments and contingencies (Notes 17 and 21)
Shareholders equity
Share capital (Note 12)
Authorized

Unlimited common shares and preferred shares without par value (Note 12)

Issued and outstanding

96,040,121 (May 31, 2008 — 95,958,641) common shares

Warrants (Notes 12 and 14)
Treasury shares, at cost
44,200 (May 31, 2008 — 44,200) common shares
Contributed surplus (Note 12)
Deficit
Total shareholders equity
Total liabilities and shareholders’ equity

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

February 28, May 31,
2009 2008

$ 8,986,182 $ 12,775,606
128,686 448,270
1,993,678 -
1,460,386 308,456
12,568,932 13,532,332
845,976 666,288

- 9,452,421

1,436,358 -
16,644,832 16,681,830
99,547,603 67,149,615
131,043,701 $ 107,482,486
$ - $ 2,087,820
8,112,011 3,849,974
8,773,599 8,444,198
191,540 247,343
2,859,488 2,162,289
338,221 433,621
20,274,859 17,225,245
3,973,199 3,980,203
5,829,783 4,308,083
60,336,777 26,630,004
- 161,625

2,660,359 3,968,591
93,074,977 56,273,751
105,865,153 105,858,083
13,911,643 12,976,997
(166,981) (166,981)
16,303,162 16,406,018
(97,944,253) (83,865,382)
37,968,724 51,208,735
$ 131,043,701 $ 107,482,486




PETAQUILLA MINERALSLTD.
(An Exploration Stage Company)

CONSOLIDATED STATEMENTS OF OPERATIONSAND COMPREHENSIVE LOSSAND DEFICIT

(Unaudited, expressed in Canadian Dollars)

EXPENSES

Accounting and legal

Accretion of asset retirement obligation
Amortization

Consulting fees

Debt issuance costs

Exploration costs

Filing fees

Investor relations and shareholder information
Office administration

Rent

Stock-based compensation

Travel

Wages and benefits

Total expenses

OTHER INCOME (EXPENSE)
Foreign exchange gain (loss)
Gain on sale of Petaquilla Copper Ltd. shares
Interest income
Interest on long-term debt
Asset usage fees
Power and drilling services
Loss from equity investment
Gain on dilution of equity investment
Losson senior secured notes
Transfer of human resources
Total other income (expenses)
Net (loss) income and compr ehensive (l0ss) income
for the period

Deficit, beginning of period
Deficit, end of period

Basic (loss) earnings per share

Fully diluted (loss) earnings per share

Weighted average number of common shares
outstanding - basic

Weighted average number of common shares
outstanding - diluted

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

Three months Three months Nine months Nine months
ended February ended ended February ended
28,2009  January 31, 2008 28, 2009 January 31, 2008

$ 750,122 $ 156,732 $ 1,642,951 $ 713,870
102,328 84,250 282,806 252,750
101,390 - 283,096 787,387
225,561 264,719 326,990 731,806

- - 4,419,474 -

175,322 175,322 -
17,213 2,902 127,073 53,811
516,706 343,131 855,868 804,117
734,199 382,912 1,255,872 2,187,605
61,943 28,256 138,249 142,352
(636,549) 780,263 113,837 5,084,956
318,164 309,438 934,789 810,922
1,300,909 485,537 2,847,599 1,488,211
(3,667,308) (2,838,140) (13,403,926) (13,057,787)
(1,952,027) 396,748 (9,714,026) 1,762,135

- 4,697,182 35,564,723 4,697,182

32,184 45,735 181,359 103,922
(12,870) - (36,658) -

(697) (241,745) (4,808) 159,881

52,510 79,406 143,655 79,406

- (1,244,830) (1,901,051) (3,810,029)

- 4,654,852 1,804,750 13,124,981

(8,562,202) - (26,712,889) -

- 4,587,320 - 4,587,320

(10,443,102) 12,974,668 (674,945) 20,704,798
(14,110,410) 10,136,528 (14,078,871) 7,647,011
(83,833,843) (82,010,599) (83,865,382) (79,521,082)

$ (97,944,253) $ (71,874,071) $ (97,944,253) $ (71,874,071
$ (0.15) $ 011 % (0.15) $ 0.08
$ (0.15) $ 0.10 $ (0.15) $ 0.08
96,040,121 94,421,734 96,012,535 92,391,989
96,040,121 102,437,459 96,012,535 99,688,598




PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited, expressed in Canadian Dollars)

CASH FLOWSFROM OPERATING ACTIVITIES
Net (loss) income for the period

Items not affecting cash:
Accretion of asset retirement obligations
Amortization
Gain on dilution of equity investment
Loss from equity investment
Stock-based compensation
Loss on senior secured notes
Debt issuance costs
Foreign exchange (gain) loss on restricted cash
Gain on sale of Petaquilla Copper Ltd. shares
Unrealized foreign exchange loss

Changes in non-cash working capital items:
(Increase) decrease in receivables
(Increase) decrease in prepaid expenses

Prepaid services and materials
(Decrease) increase in accounts payable

and accrued liabilities

Net cash used in operating activities

CASH FLOWSFROM FINANCING ACTIVITIES
Net proceeds from exercise of warrants and options
Proceeds from issuance of capital stock
Advances from Petaquilla Copper Ltd
Share issuance costs
Repayment of bank overdraft
Proceeds from senior secured notes
Redemption of senior secured notes
Proceeds from capital leases
Prepaid interest on senior secured notes
Repayment of capital leases
Debt issuance costs
Repayment of long-term debt
Net cash provided by financing activities

CASH FLOWSFROM INVESTING ACTIVITIES
Acquisition of property and equipment
Investment in mineral properties
Deposits for equipment and construction material
Power and drilling services
Transfer of intellectual property
Proceeds from sale of Petaquilla Copper Ltd shares
Redemption (purchase) of performance bond and
restricted cash

Net cash used in investing activities
Impact of exchange rate changes on cash and cash
equivalents

Chanaein 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 20)

Three Months  Three Months Nine Months Nine Months

Ended Ended January Ended Ended January

February 28, 31, 2008 February 28, 31, 2008
2009 2009

$(14,110,410) $10,136,528 ($14,078,871) $ 7,647,011

102,328 84,250 282,806 252,750

101,390 - 283,096 787,387

- (4,654,852) (1,804,750) (13,124,981)

- 1,244,830 1,901,051 3,810,029

(636,549) 780,263 113,837 5,084,956

8,562,202 - 26,712,889 -

- - 4,419,474 -

(20,645) (57,325) (179,688) -

- (4,697,182) (35,564,723) (4,697,182)

3,619,418 - 11,316,509 -

(87,438) (184,463) 319,584 (194,805)

(918,003) (1,577,023) (1,151,930) (2,520,053)

(52,510) - (143,655) -

682,294 (3,190,136) 875,656 (2,528,870)

(2,757,923) (2,115,110) (6,698,715) (5,483,758)

- 625,409 - 1,068,979

- 2,959,161 40,995 12,095,805

- 187,715 - 9,861,742

- (422,745) - (676,438)

- - (2,087,820) -

- - 49,581,000 -

- - (44,920,843) -

- 691,872 - 8,893,297

- - (7,437,150) -

(655,845) (198,124) (1,773,274) (490,924)

- - (4,419,474) -

(163,208) (58,898) (379,055) (445,743)

(819,053 3,784,390 (11,395,621) 30,306,718

(571,927) (7,025,349) (1,802,448) (15,745,389)

(9,673,485) (2,346,309) (28,880,203) (15,756,089)

- - (1,436,358) -

- - 4,387,705

4,587,320 - 4,587,320

- 44,920,843 -

- - - 863,226

(10,245,412) (4,784,338) 12,801,834 (21,663,227)

(3,211,564) - 1,503,078 -

(17,033,952) (3,115,058) (3,789,424) (3,159,733)

26,020,134 6,940,081 12,775,606 665,290

$ 8,986,182 $ 3,825,023 $ 8,986,182 $ 3,825,023

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



PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

1 NATURE OF OPERATIONS AND GOING CONCERN UNCERTAINTY

Petaquilla Minerals Ltd. (“PTQ” or the “Company”) was incorporated in the Province of British Columbia. The
Company’s main focus is the commissioning of the Molgjon Project and the exploration of its 659 square kilometre
concessions surrounding the Petaguilla concessionlocated in the District of Donoso, Province of Colon, Panama.

The Company is in the process of exploring its minera properties and has not yet determined whether these properties
contain ore reserves. The recoverability of the amounts shown for mineral properties is dependent upon the ability of the
Company to obtain the necessary financing to complete the exploration and development and upon future profitable
production or proceeds from the disposition of properties. The Company will have to raise additional funds to complete
the development phase of its programs and, while it has been successful in doing so in the past, there can be no assurance
that it will be ableto do so in the future.

The amounts shown as mineral properties represent costs to date and do not necessarily represent present or future values.
Changes in future conditions could require material write-downs of the carrying amounts of the minera properties.

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, 2008 except as noted. Accordingly, they
should be read in conjunction with the 2008 consolidated financial statements and the notes thereto.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of consolidation

These consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries,
Petaquilla Minerals, SAA. (a Panama corporation), Adrian Resources (BVI) Ltd. (a British Virgin Island corporation),
Petaquilla Gold, S.A. (a Panama corporation), Aqua Azure S.A. (a Panama corporation), PetaquillaHidro, S.A. (a Panama
corporation), its 51% interest in Petaquilla Infraestructura, SA. (“PQI”) formerly Petaguilla Power and Water, S.A.
(“PPW") (a Panama corporation) and Petaquilla Infraestructura, (BVI) Ltd. (a British Virgin Idand corporation). The
Company proportionately consolidates its 69% interest in ajoint venture investment, Compania Minera Belencillo, S.A.
(“Belencillo”) (a Panama corporation).

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

Inventory

Finished goods, work-in-process, and stockpiled ore are valued at the lower of average production cost and net realizable
value. Production cost includesthe cost of raw materials, direct labour, mine-site overhead expenses and depreciation and
depletion of mineral properties. Materialsand supplies.inventory isvalued at net redlizable value. Net redlizable valueis
determined based on current replacement cost.

Adoption of new accounting policies
On dune 1, 2008, the Company adopted new accounting standards related to general standards of financia statement

presentation, capital disclosure and financid instruments that were issued by the Canadian Ingtitute of Chartered
Accountants (“CICA”). The new CICA standards are as follows:



PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

This Section specifies the requirements for ng an entity’ s ability to continue as a going concern and disclosing any
material uncertainties that cast doubt on its ability to continue as a going concern. The Company’ s disclosure reflects such
assessment.

This Section specifies the disclosure of information that enables users of an entity’s financial statements to evaluate its
objectives, policies and processes for managing capital such as qualitative information about these objectives, policies and
processes for managing capital, summary quantitative data about what the entity manages as capital, whether it has
complied with any capital requirements and, if it has not complied, the consequences of non-compliance. Disclosure
requirements pertaining to this Section are contained in note 18.

Section 3862, Financial Instruments— Disclosures
Section 3863, Financia Instruments— Presentation

These Sections replace Section 3861, Financial Instruments — Disclosure and Presentation, revisng and enhancing
disclosure requirements while carrying forward its presentation requirements. These new sections place increased
emphasis on disclosure about the nature and extent of risk arising from financial instruments and how the entity manages
those risks. Disclosure requirements pertaining to this section are contained in note 18,

Accounting Policiesto be Implemented Effective January 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
applicablefor 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’s interim and annual consolidated
financial statements for its fiscal year beginning June 1, 2010. 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 Financial Reporting Standards (IFRS) over a
tranditional 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 January 1, 2011.

Canadian GAAP will be converged with IFRS through a combination of two methods: as current joint-convergence
projects of the United States' Financial 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



PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

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. As the International Accounting Standards Board currently, and expectedly,
has projects underway that should result in new pronouncements that continue to evolve IFRS, and as this Canadian
convergence initiative is in an early stage as of the date of these consolidated financial statements, it is premature to
currently assess the impact of the Canadian initiative on the Company.

3. CASH AND CASH EQUIVALENTS
February 28, 2009 May 31, 2008
Cash and cash equivalents consist of:
Cash $ 2,259,902 $ 6,357,871
Term deposits 6,726,280 6,417,735

$ 8,986,182 $ 12,775,606

4, MINERAL PROPERTIES
February 28, 2009 May 31, 2008
Molejon property $ 99,498,731 $ 67,100,743
Other 48,872 48,872
$ 99,547,603 $ 67,149,615

Molejon Property — Panama

The Molgon Property is located in the District of Donoso, Province of Colon, Panama. The project forms part of the
Petaquilla Concession. In June 2005, the shareholders of Minera Petaquilla S.A. (“Minera Petaquilla’) (formerly ajoint
venture investment) agreed to separate the gold deposit and other precious metal mineral deposits that might be devel oped
within the Petaquilla Concession from the copper mineral deposits within the Petaquilla Concession. The agreement
provides for the Company, through Petaquilla Gold, S.A., to own a 100% interest in the Molgjon gold deposit, as well as
all other gold and precious metal mineral deposits that might be developed within the Petaquilla Concession, subject to a
graduated 1% - 5% Net Smelter Return, based on the future gold price at the time of production, payable to the former
joint venture partners asto 35.135% and 64.865% respectively.

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.

5. INVESTMENT IN PETAQUILLA COPPER LTD.

During the period ended April 30, 2007, the shareholders of the Company voted in favour of the April 21, 2006 proposed
Plan of Arrangement. During the same period, Supreme Court approval in the Province of British Columbia was
obtained for the Plan of Arrangement.

The result of the Plan of Arrangement was that each shareholder of the Company received one share of Petaquilla Copper
Ltd. (“Copper”), aprivate company. Each shareholder continued to hold one share of the Company and one share of



PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

5.

7.

INVESTMENT IN PETAQUILLA COPPER LTD. (continued)

Copper, for each one share of the Company held on the effective date of the Plan of Arrangement.

The Effective Date of the Plan of Arrangement was October 18, 2006 whereby each holder of the common shares of the
Company on October 17, 2006 was entitled to receive one common share of Copper for each common share of the

Company held.

According to the terms of the Plan of Arrangement, the Company transferred title to Copper of its wholly-owned
subsidiary, Georecursos International SA., the holder of the 52% interest in the Ley Petaquilla concession lands. The
Company would retain 100% ownership of the gold and precious metal deposits within the Petaquilla Concession as well
as al the other concession lands adjacent to the Petaquilla Concession.

The Company initially owned 22,233,634 of the issued shares of Copper at a cost of $500,000. Subsequent to the Plan of
Arrangement, the Company has accounted for Copper on an equity basis Under the equity method, the Company
records 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 is greater than carrying cost, the amount is not reduced
beyond the full carrying value. Dilution gains arise whenever Copper issues 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 $2.20 per common share, for proceeds for $44,921,043. The
Company did not incur any transaction costsin disposing of the shares.

RESTRICTED CASH

The Company deposited $31,603 with HSBC Bank to be used as collateral for the credit card used by the Company to
pay ongoing travel and related costs. The Company has pledged as security for financings (Note 8) a term deposit in
the amount of $508,920 (US$ 400,000). The Company is required to post a performance bond to comply with
Environmental law, article 112 in Panama, the Company has posted a term deposit for $254,460 (US$ 200,000) as a
guarantee. Also, the Company posted a term deposit for $50,892 (US$ 40,000) for a performance bond with the
Ministry of Commerce and Trade in Panama. Interest rates on these deposits range from 0% to 4.875%.

OPERATING CREDIT LINE FACILITY

The Company has an operating credit line facility with BBVA up to a maximum of $17,022,807 (US$ 13,379,554)
(May 31 2008 — $13,301,952 (US$ 13,379,554)). The facility is drawdown, reduced and converted to a capital lease
oncethe purchase of assetsis complete. The facility has a fixed rate of 9% on $14,018,782 (US$ 11,018,456) (May 31,
2008 — $10,954,549 (US$ 11,018,456)) and fixed rate of 6% on $3,004,025 (US$ 2,361,098) (May 31, 2008 —
$2,347,403 (US$ 2,361,098)). The facility is secured by the assets purchased under the facility and is registered with
the Public Registry of the Republic of Panama.

LONG-TERM DEBT

During the period ended April 30, 2007, the Company arranged a bank loan of $486,528 (US$ 382,400) to acquire road
and mine site equipment. The loan is repayable in 36 equal monthly instalments of $14,939 (US$ 11,742) commencing
in May 2006 and bears interest at an annual rate of 5.625%. Collateral for thisloan is comprised of a pledge of afixed
first charge on the purchased equipment and a $318,075 (US$ 250,000) renewabl e term deposit.

During the period ended April 30, 2007, the Company arranged a bank loan of $100,270 (US$ 78,810) to acquire
vehicles to be used for the mine site. Theloan isrepayablein 36 equal monthly instalments of $3,188 (US$ 2,506)



PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

8.

LONG-TERM DEBT (continued)

commencing in May 2006 and bears interest at an annual rate of 9.25%. Collateral for thisloan is comprised of a fixed
first charge on the purchased equipment.

During the period ended April 30, 2007, the Company arranged a bank loan of $293,545 (US$ 230,720) to acquire
additional road and mine site equipment. The loan is repayable in 36 monthly instalments of $9,472 (US $7,445)
commencing in October 2006 and bears interest at an annual rate of 9.00%. Collateral for this loan is comprised of a
first charge on the purchased equipment.

During the period ended April 30, 2007, the Company arranged a bank loan of $713,506 (US $560,800) to acquire
additional road and mine site equipment. The loan is repayable in 36 monthly instalments of $23,022 (US $18,095)
commencing in January 2007 and bears interest at an annual rate of 9.25%. Collateral for this loan is comprised of a
pledge of afirst charge on the purchased equipment and a $190,845 (US $150,000) renewable term deposit.

During the period ended April 30, 2007, the Company arranged a bank loan of $31,171 (US $24,500) to acquire a
vehicle to be used for the mine site. The loan is repayable in 36 monthly instalments of $1,009 (US $793) commencing
in January 2007 and bears interest at an annual rate of 9.25%. Collateral for thisloan is comprised of afirst charge on
the purchased vehicle.

The following table summarizes the loans outstanding as at February 28, 2009 and May 31, 2008:

February 28, 2009 May 31,
2008
Long-term debt

Equipment loan #1 $ 65,013 $ 125,053
Vehicle loan #1 8,936 27,978
Equipment loan #2 30,781 110,984
Equipment loan #3 223,663 317,324
Vehicle loan #2 9,827 13,907
338,221 595,246
Less: current portion (338,221) (433,621)
$ - $ 161,625

Anticipated long-term debt principal repayments are as follows:

2009 $130,124
2010 208,097
$338,221




PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

10.

DEFERRED SERVICESAND MATERIALSTO BE PROVIDED TO IMN 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 services was assumed and prepaid by IMN Resources Inc. (“IMN”)
(formerly Petaquilla Copper Ltd.) in the amount of $4,387,705 (US $4,404,000) as per the following table, which
detallsMPSA’s minimum needs:

Minimum Estimated Cost Estimated Cost Estimated cost for
Service/Supply Requirement per Unit per Month 3-year contract
350,000 kw $0.19

Electric Generation hr/month USD/kw.hr $ 66,254 $ 2,385,142
Aggregate for construction,

including transportation to site 100,000yd®  $16.5 USD/yd? - 1,643,895
Rental of LF 70 Drill Machine - - 9,963 358,668
Total prepaid services $ 4,387,705
Balance at February 28, 2009 $ 4,164,739
Current portion 191,540
Non-current portion $ 3,973,199

CAPITAL LEASE OBLIGATIONS

The Company entered into two capital lease arrangements with Banco Bilbao Vizcaya Argentaria (Panama) S.A.
(“BBVA") for the purchase of equipment to advance the Molejon 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 lease the equipment will serve as collateral throughout the amortization period and will be
regstered with the Public Registry of the Republic of Panama. Further, MPSA has pledged a term deposit in the
amount of $3,004,025 (US$2,361,098) (May 31, 2008 - $2,347,403 (US$ 2,361,098)) as additional security.

Future minimum lease payments on the capital lease obligation are as follows:

February 28, 2009 May 31, 2008

2009 $ 810,499 $ 2,648,121

2010 3,241,995 2,648,121

2011 1,993,600 1,674,278

6,046,095 6,970,520

Lessimputed interest of 9% (526,248) (839,640)
Total 5,519,847 6,130,880

Current obligation 2,859,488 2,162,289

Long- term obligation $ 2,660,359 $ 3,968,591




PETAQUILLA MINERALSLTD.

(An Exploration Stage Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, expressed in Canadian Dollars)

February 28, 2009 and January 31, 2008

11. SENIOR SECURED NOTES

February 28, 2009 May 31, 2008
US$ 60 Million Senior Secured Notes $ 60,336,777 $ 26,630,004

As at February 28, 2009, the Company has issued $55,940,008 (US$43,967,624) (May 31, 2008 - $31,746,900
(US$32,250,000)) of its USH60 million senior secured notes (“Notes’). The Notes bear interest at an annual rate of
15%. The Notes will mature five years from date of issuance at 120% of the 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 onthe Notes. If the
Notes are redeemed within one year of issuance, all prepaid interest is forfeited. After 24 months from the date of
issuance of the Notes (May 21, 2010 — 16,877.202 Notes and July 9, 2010 — 27,090.422 Notes), holders of the Notes
shall have the right to cause the Company to purchase all 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 flow is defined as cash available after:

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

b) satisfaction of the Company’sgeneral and administration 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 February 28, 2009 none of these has been defined.

The Company initialy issued 60,000 Notes. Each Note was issued with 382 share purchase warrants. Each warrant
entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of purchase.

The warrants are subject to aweighted average anti-dilution price protection with a floor equivalent to CDN $ 2.15.
On September 30, 2008 the Company redeemed 36,032.376 Notes at 120% of their principal value for a total
payment of $55,012,791 (US$ 43,238,852).

On October 1, 2008, the Company issued an additional 20,000 Notes under the US$60 Million senior secured notes
indenture for net proceeds of $20,197,709 (US$ 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.

The Notes have been accounted for in accordance with HB 3855 “Financial Instruments — Recognition and
Measurement”, HB 3862 “Financia |nstruments— Disclosure” and HB 3863 “Financia Instruments— Presentation”.
Under this guidance, the Company valued the liability component of the Notes and assigned the difference to the
warrants. On the valuation date, the value of the Notes was calculated to be $58,487,339 (US$ 58,474,937) and the
amount allocated to the warrants $ 1,525,386 (US$ 1,525,063). Prepaid interest of $8,993,685 (US$ 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 issue. The senior secured notes contain embedded derivatives as a result of the call
and put options. The Company is unable to fair value the embedded derivatives component separately and thus has
classified the combined contract as afinancial liability that is held for trading. At February 28, 2009, the Notes have
been adjusted to their fair market val ue of $60,336,777 using a discount rate of $20.58%.

During the nine months ended February 28, 2009 the Company had incurred $4,704,153 (US$4,136,246) (nine month
period ended January 31, 2008 — Nil) in financing costs. 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 al the assets of the Company and of the Company’s
subsidiaries.
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SHARE CAPITAL, WARRANTSAND CONTRIBUTED SURPLUS

At February 28, 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.

Number Contributed Warrants

of Common Shares Amount Surplus
I ssued
Balance as at April 30, 2007 89,876,951 $91,596,035 $12,073,149 $ 10,706,498
Non-brokered private placement, net of finders' fees (a) 4,552,412 10,918,342 - 1,327,463
Exercise of stock options 1,055,883 3,110,114 (2,026,487) -
Exercise of warrants 373,395 1,153,659 - (578,617)
Share issue relating to legal settlement 100,000 261,000 - -
Stock-based compensation - - 6,359,356 -
Senior secured notes warrants - - - 808,327
Share issuance costs - (1,181,067) - 713,326
Balance as at May 31, 2008 95,958,641 $105,858,083  $16,406,018 $12,976,997
Exercise of stock options 81,480 224,657 (183,662)
Stock-based compensation - - 80,806 -
Senior secured notes finders warrants cost - (217,587) 217,587
Senior secured notes warrants - - - 717,059
Balance as at February 28, 2009 96,040,121 $105,865,153 $16,303,162  $ 13,911,643

In May 2007, the Company closed a non-brokered private placement comprising 1,387,879 units at $2.00 per unit and
24,033 units at $2.02 per unit for gross proceeds of $2,824,305. Each unit consists of one common share and one-hal f
of one common share purchase warrant, with each whole warrant exercisable into a common share at a price of $3.50
per share for a period of two years following closing of the private placement. The share purchase warrants are subject
to an accelerated expiry provision that, if the volume weighted average trading price of the common shares of the
Company as traded on the Toronto Stock Exchange exceeds $7.00 per share for at least 30 consecutive trading days, the
Company shall have the right, exercisable within 30 days thereafter, to give notice to each warrant holder requiring the
exercising of the warrants within a 30 day period. If the Company exercises such right, the warrant will, if not
exercised by the warrant holder in accordance with their terms and conditions, expire at the end of such 30 day period.
The securities issued under this private placement were subject to a four-month and a day resale restriction that expired
on September 10, 2007. The fair value of the warrants issued on this private placement is $291,274.

In October 2007, the Company closed the first tranche of the non-brokered private placement announced in October
2007 comprising 2,093,500 units at $3.00 per unit for gross proceeds of $6,280,500. Each unit consists of one common
share and one-half of one common share purchase warrant, with each whole warrant exercisable into a common share
at a price of $3.50 per share for a period of two years following closing of the private placement. The Company paid
$222,375 and agreed to issue 74,125 share purchase warrants as finders' fees in connection with part of the private
placement. The fair value of the finders’ warrantsis $52,584.

In December 2007, the Company closed the second tranche of the non-brokered private placement announced in
October 2007 comprising 339,000 units at $3.00 per unit for gross proceeds of $1,017,000. Each unit consists of one
common share and one-half of one common share purchase warrant, with each whole warrant exercisable into a
common share at a price of $3.50 per share for a period of two years following closing of the private placement. The
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SHARE CAPITAL, WARRANTSAND CONTRIBUTED SURPL US (continued)

Company paid $43,500 and agreed to issue 12,500 share purchase warrants as finders' fees in connection with part of
the private placement. The fair value of the finders' warrantsis $8,304.

In January 2008, the Company closed the third tranche of the non-brokered private placement announced in October
2007 comprising 708,000 units at $3.00 per unit for gross proceeds of $2,124,000. Each unit consists of one common
share and one-half of one common share purchase warrant, with each whole warrant exercisable into a common share
at aprice of $3.50 per share for a period of two years following closing of the private placement. The Company paid
$105,000 and agreed to issue 35,000 share purchase warrants as finde's' fees in connection with part of the private
placement. The fair value of the finders’ warrantsis $22,957.

In May 2008, the Company closed the first tranche of its senior secured notes issuing 32,250 units for gross proceeds of
US$ 32,250,000. Each unit of US$ 1,000 consists of one Note and a warrant to purchase 382 common shares. Each
warrant entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of
purchase. The warrant is subject to a weighted average anti-dilution price protection with a floor equivalent to $2.15.
The Notes will mature at 120% of the principal amount. The Notes also carry 15% interest of which the first year’s
interest is prepaid at the date the funds were received. 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 is
$629,481.

In June 2008, the Company closed the second tranche of its senior secured notes issuing 10,000 units for gross proceeds
of US$10,000,000. Each unit of US$ 1,000 consists of one Note and a warrant to purchase 382 common shares. Each
warrant entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of
purchase. The warrant is subject to a weighted average anti-dilution price protection with a floor equivalent to $2.15.
The Notes will mature at 120% of the principal amount. The Notes also carry 15% interest of which the first year's
interest is prepaid at the date the funds were received. The Company agreed to issue 152,800 share purchase warrants
as finders' fees in connection with this tranche of the private placement. The fair value of the finders' warrants is

$104,760.

In July 2008, the Company closed the third tranche of itssenior secured notes issuing 27,750 units for gross proceeds of
US$ 27,750,000. Each unit of US$ 1,000 consists of one Note and a warrant to purchase 382 common shares. Each
warrant entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of
purchase. The warrant is subject to a weighted average anti-dilution price protection with a floor equivalent to $2.15.
The Notes will mature at 120% of the principal amount. The Notes also carry 15% interest of which the first year's
interest is prepaid at the date the funds were received. 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 is
$112,820.

STOCK OPTIONS

During the period ended April 30, 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 New
Plan was amended on November 18, 2008 to increase the maximum number of shares reserved for issuance under the

Company’sPlan to 10,700,000 from 10,000,000.

Prior to the Plan of Arrangement taking effect, and in order to create unallocated options to be granted in the future to
new employees, officers and directors, the existing optionees were asked to voluntarily reduce the number of shares
under option to each of them to 60% of the number of shares held under the option on the day before the Effective Date
(“Octaber 18, 2006") of the Plan of Arrangement. All of the optionees agreed to this arrangement except for an option
holder holding 675,000 options who elected to retain the number of options held under the existing grants. Each revised
option outstanding would enable the option holder to receive one share of the Company and one share of Copper upon
exercising. For example, when an optionee prior to the Effective Date held an option to purchase 100,000 shares of the
Company, that optionee after the Effective Date would hold an option to purchase 60,000 shares of the Company and
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60,000 shares of Copper. The modification of stock options as a result of the Plan of Arrangement resulted in no
incremental stock-based compensation expense to recognize.

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 instalments.
Stock option transactions are summarized as follows:

Weighted

Average

Number Exercise

of Shares Price

Balance at January 31, 2006 6,031,200 0.53
Granted (re: Plan of Arrangement) 3,730,000 114
Granted 6,139,543 2.02
Exercised (5,247,813) 0.59
Expired (400,000) 124
Forfeited (493,400) 0.98
Forfeited (20,000) 2.01
Voluntary reduction (1,623,763) 0.91
Balance at April 30, 2007 8,115,767 1.76
Granted 1,375,000 1.16
Exercised (1,055,883) 0.53
Cancelled (319,750) 2.49
Balance at May 31, 2008 8,115,134 1.83
Granted 1,270,000 0.89
Exercised (81,480) 0.50
Cancelled (780,301) 214
Forfeited (150,000) 2.25
Balance at February 28, 2009 8,373,353 1.66

Number of stock options exercisable 7,014,603 $ 176
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As at February 28, 2009, the following stock options were outstanding as follows:

Number of Shares

Outstanding Exercise Price 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
4,826,853 2.01 January 15, 2012
200,000 2.22 June 12, 2012
500,000 2.25 June 20, 2012
50,000 2.49 July 12, 2012
50,000 254 July 23, 2012
37,500 2.70 February 4, 2013
100,000 2.80 February 11, 2013
400,000 1.96 May 5, 2013
60,000 1.25 September 1, 2013
410,000 0.56 November 18, 2013
300,000 0.52 December 1, 2013
200,000 0.39 January 5, 2014
8,373,353

Total stock-based compensation expense recognized for the fair value of stock options granted, vested and approved by
the directors during the nine months ended February 28, 2009 was $66,800 (nine months ended January 31, 2008 -

$5,602,495).

Stock-based compensation expense charged to mineral property costs amounted to $(33,031) for the nine months ended
February 28, 2009 (nine months ended January 31, 2008 — $ 517,539).

These financia statements include the stock-based compensation costs associated with the exchange of options and
warrants in connection with the Plan of Arrangement, and the options and warrants issued to Copper in respect thereof.

The Company issued 1,270,000 stock options during the nine months ended February 28, 2009 with a weighted average
fair vaue of $0.47. The weighted average fair value of stock options granted during the nine months ended January 31,
2008 is $1.77. The fair value of stock options was determined using the Black-Scholes options pricing model with the

following weighted average assumptions:

Nine Monthsended Nine Months ended

February 28, 2008 January 31, 2008

Risk-free interest 2.49% 4.63%
Expected dividend yield - -
Expected stock price volatility 66% 91%

Expected option lifein years 5years 5years
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Share purchase warrant transactions are summarized as follows:

Weighted

Average

Number Exercise

of Shares Price

Balance at January 31, 2006 4,982,835 1.20/1.44
| ssued 9,798,000 1.54
Exercised (4,982,835) 1.20
Balance at April 30, 2007 9,798,000 1.54
| ssued 15,210,110 2.49
Exercised (373,395) 1.54
Balance at May 31, 2008 24,634,715 213
| ssued 11,024,520 2.30
Balance at February 28, 2009 35,659,235 $ 2.18

On October 17, 2006, the Company issued share purchase warrants in connection with the non-brokered private
placement which closed during the period. Each warrant entitles the holder to purchase an additional common share of
the Company for a period of five years at a price of $3.00 per share. In addition, the Company agreed to issue 398,000
finders warrants, each finder’s warrant entitling the holder to purchase one additional common share of the Company
at an exercise price of $3.00 per share for aperiod of five years.

On the Effective Date of the Plan of Arrangement, the warrant holders received:

a. one share purchase warrant of the Company (a “PTQ Warrant”), where each PTQ Warrant entitles the holder to
purchase one common share of the Company for a period of five years; and

b. one share purchase warrant (a “Copper Warrant”), where each Copper Warrant entitles the holder to purchase one
common share of Copper for a period of five years.

Until such time as Copper had been listed on a recognized Canadian stock exchange (the “ Copper Listing Date”), the
Copper Warrant and the PTQ Warrant had to be exercised together. From and after the first five trading days after the
Copper Listing Date, the warrants be exercised separately, and in that event, the respective exercise prices of the PTQ
Warrants and the Copper Warrants will be based on $3.00 multiplied by the ratio of the five day volume weighted
average price of each of the PTQ and Copper shares during the first five trading days for Copper.

The PTQ Warrants were subject to a hold period that expired on February 18, 2007. The Copper shares and Copper
Warrants were subject to resale restrictions until such time that Copper became a reporting issuer or another exemption
from resale restrictionsis available. The PTQ common shares were freely tradabl e following the Effective Date.

On December 31, 2007, Copper commenced trading on the Toronto Stock Exchange. The respective exercise prices of
the PTQ Warrants and the Copper Warrants have been determined to be $1.54 and $1.46 based on $3.00 multiplied by
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the ratio of the five day weighted average price of each of the PTQ and Copper shares during the first five trading days
of Copper.

On May 10, 2007, the Company closed a non-brokered private placement comprising 1,387,879 units at $2.00 per unit,
and 24,033 units at $2.02 per unit for gross proceeds of $2,824,305. Each unit consists of one common share and one-
half of one common share purchase warrant, with each whole warrant exercisable into a common share at a price of
$3.50 per share for a period of two years following closing of the private placement (See Note 14). The fair value of
the warrants issued on this private placement is $291,274.

In October 2007, the Company closed a non-brokered private placement comprising 2,093,500 units at $3.00 per unit
for gross proceeds of $6,280,500. Each unit consists of one common share and one-half of one common share purchase
warrant, with each whole warrant exercisable into a common share at a price of $3.50 per share for a period of two
years following closing of the private placement. The Company paid $222,375 and agreed to issue 74,125 share
purchase warrants as finders fees in connection with part of the private placement. The fair value of the warrants
issued on this tranche of the private placement is $720,134. The fair value of the finders' warrantsis $52,584.

In December 2007, the Company closed the second tranche of the non-brokered private placement announced in
October 2007 comprising 339,000 units at $3.00 per unit for gross proceeds of $1,017,000. Each unit consists of one
common share and one-half of one common share purchase warrant, with each whole warrant exercisable into a
common share at a price of $3.50 per share for a period of two years following closing of the private placement. The
Company paid $43,500 and agreed to issue 12,500 share purchase warrants as finders' fees in connection with part of
the private placement. The fair value of the warrants issued on this tranche of the private placement is $103,549. The
fair value of the finders' warrantsis $8,304.

In January 2008, the Company closed the third tranche of the non-brokered private placement announced in October
2007 comprising 708,000 units at $3.00 per unit for gross proceeds of $2,124,000. Each unit consists of one common
share and one-half of one common share purchase warrant, with each whole warrant exercisable into a common share
at aprice of $3.50 per share for a period of two years following closing of the private placement. The Company paid
$105,000 and agreed to issue 35,000 share purchase warrants as finders' fees in connection with part of the private
placement. The fair value of the warrants issued on this tranche of the private placement is $212,504. The fair value of
the finders’ warrantsis $22,957.

In May 2008, the Company closed the first tranche of its senior secured notes issuing 32,250 units for gross proceeds of
US$H 32,250,000. Each unit of US$ 1,000 consists of one Note and a warrant to purchase 382 common shares. Each
warrant entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of
purchase. The warrant is subject to a weighted average anti-dilution price protection with a floor equivalent to $2.15.
The Notes will mature at 120% of the principad amount. The Notes also carry 15% interest of which the first year’s
interest is prepaid at the date the funds were received. The Company paid $1,612,500 and agreed to issue 492,780
share purchase warrants as finders' fees in connection with part of the private placement. The fair value of the finders
warrants is $629,481.

In June 2008, the Company closed the second tranche of its senior secured notes issuing 10,000 units for gross proceeds
of US$ 10,000,000. Each unit of US$ 1,000 consists of one Note and a warrant to purchase 382 common shares. Each
warrant entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of
purchase. The warrant is subject to a weighted average anti-dilution price protection with a floor equivalent to $2.15.
The Notes will mature at 120% of the principal amount. The Notes also carry 15% interest of which the first year’s
interest is prepaid at the date the funds were received. The Company agreed to issue 152,800 share purchase warrants
as finders' fees in connection with this tranche of the private placement. The fair value of the finders' warrants is
$104,760.
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SHARE PURCHASE WARRANTS (continued)

In July 2008, the Company closed the first tranche of its senior secured notes issuing 27,750 units for gross proceeds of
US$ 27,750,000. Each unit of US$ 1,000 consists of one Note and a warrant to purchase 382 common shares. Each
warrant entitles the holder to purchase one common share at CDN $2.30 for a period of five years from the date of
purchase. The warrant is subject to a weighted average anti-dilution price protection with a floor equivalent to $2.15.
The Notes will mature at 120% of the principal amount. The Notes also carry 15% interest of which the first year’s
interest is prepaid at the date the funds were received. 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 is
$112,820.

The weighted average fair value of the finders' warrants issued was estimated to be approximately $0.24 and $0.71 for
the nine months ended February 28, 2009 and the nine months ended January 31, 2008, respectively, by using the
Black- Scholes options pricing model with the following assumptions:

Nine Months ended Nine Months ended

February 28, 2008 January 31, 2008

Risk-free interest 3.29% 4.08%
Expected dividend yield - -
Expected stock price volatility 43% 50.71%
Expected option lifein years 5.00 years 2.00 years

RELATED PARTY TRANSACTIONS

During the nine months ended February 28, 2009, PTQ had the following transactions with related parties:

a) The Company paid legal fees of $200,928 (nine months ended January 31, 2008 - $53,258), financing costs of
$120,664 (nine months ended January 31, 2008 - $nil) and share issue costs of $nil (nine months ended
January 31, 2008 - $163,635) to alaw firm controlled by an officer.

b) The Company paid consulting fees of $3,500 (nine months ended January 31, 2008 - $61,943) to companies
controlled by a director, aformer director and aformer officer.

C) The Company paid wages and benefits of $174,235 (nine months ended January 31, 2008 - $139,191) to
companies controlled by a director, aformer director and an officer.

d) The Company paid for goods and services of $91,749 (nine months ended January 31, 2008 - nil) to a
company controlled by an officer.

These transactions are measured at the exchange amount, which is the amount of consideration established and agreed
to by the transacting parties.
SEGMENT INFORMATION

The Company has one operating segment being the exploration of resource properties. The Company has not earned
revenues from any projects.
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COMMITMENTS

Lessthan 1 2-3Years 4-5Years Morethan 5
Year Years
Office lease $ 66,240 $ 66,240 Nil Nil
Capital expenditure commitment $600,733 Nil Nil Nil
Equipmentlease  $2,859,488 $2,660,359 Nil Nil
Senior secured notes Nil $77,197,210 Nil Nil
Operating credit line facility $8,112,011 Nil Nil Nil
Long-term debt $338,221 Nil Nil Nil
Asset retirement obligation Nil Nil Nil $7,920,068

During the period ended April 30, 2007, the Company entered into a five-year lease for office premises at an estimated
annual cost of $66,240 commencing September 1, 2006.

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, operating credit line
facility, accounts payable, long-term debt, and the amount payable to IMN. The fair vaue of these financia instruments
approximates their carrying values due to the immediate or short-term maturity of thesefinancia instruments

The Company’'s senior secured notes are measured on initial recognition using the residua method (see Note 11).
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 issue.

(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
toincur afinancia 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 financial institutions that operate globally. Also, as the mgjority
of its receivables are with the governments of Canada in the form of sales tax and, 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
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FINANCIAL INSTRUMENTSAND CAPITAL MANAGEMENT (continued)
Liquidity risk

Liquidity risk is the risk that the company will not be able to meet its financial obligations asthey fall due 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 historicaly relied on issuance of
shares, senior secured debt and leasing arrangements to develop the project and may require doing so again in the future.
Under the US$ 60 Million senior secured notes indenture, the Company can issue an additional 16,032.376 Notes for gross
proceeds of $20,397,992 (US$ 16,032,376).

On an annual basis the Company may be required to pay 35% of its distributable cash as defined in its senior secured notes
indenture (Note 11).

Market risk
(i) Currencyrisk

Financial instruments that impact the Company’s net earnings or other comprehensive income due to currency fluctuations
include: United States dollar denominated cash and cash equivaents, restricted cash, accounts receivable, operating credit
line facility, accounts payable, leases, long-term debt and senior secured notes The sengitivity of the Company’s net
earnings and other comprehensive income due to changes in the exchange rate between the Canadian dollar and the United
Statesdollar is summarized in the table below:

As at February 28, 2009

10% Increase in the 10% decrease in the

United States Dollar United StatesDollar

(Decrease) increase in net earnings $ (5,235,875) $ 5,235,875
(Decrease) increase in other comprehensive (loss) income - -
Comprehensive (loss) income $ (5,235,875) $ 5,235,875

(if) Interest raterisk

Interest raterisk istherisk that the fair value of future cash flows of afinancial instrument will fluctuate due to changesin
market interest rates. Cash and cash equivalents and restricted cash bear interest at fixed rates.

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

The operating credit line facility, leases, long-term debt and senior secured notes bear interest at a fixed rate and are dso
not exposed to interest rate risk.

(c) Capital Management

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 8), leases (Notel0) and senior secured notes (Note
11) and equity attributable to common shareholders, comprising 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
characteristics 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 and leasing arrangements to
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18. FINANCIAL INSTRUMENTSAND CAPITAL MANAGEMENT (continued)

develop the project and may require doing so again in the future.

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

19. ASSET RETIREMENT OBLIGATIONS

The Company’ s asset retirement obligations relate to site-restoration and clean-up costs for its Molejon gold project

located in Panama.

A reconciliation of the provision for asset retirement obligationsis as follows:

Balance at May 31, 2008 $ 4,308,083
Accretion 282,789
Foreign exchange loss on remeasurement 1,238,911
Balance at February 28, 2009 $ 5,829,783

The provision for asset retirement obligations is based upon the following assumptions:
a) The total undiscounted cash flow required to settle the obligation is approximately $7,920,068 (US$ 6,225,000);
b) Asset retirement obligation payments are expected to occur during fiscal years 2014 and 2015;
¢) A credit adjusted risk-free rate of 7.65% has been used to discount cash flows.

20. SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS

Threemonths  Threemonths ~ Nine months Nine months
ended ended January ended ended Januay
February 28, 31,2008 February 28, 31, 2008
2009 2009
Non-cash investing and financing activities
Property and equipment acquired through
credit line facility $ 464,402 $ - $ 2536553 $ -
Shares returned to Copper in settlement of
account payable - 5,608,564 - 5,608,564
Minerd propertiesincurred through
payables - 5,268,620 - 5,268,620
Property and equipment incurred through
payables - 137,227 - 137,227

Deferred services and materials financed by
areduction in amounts payable to Petaquilla
Copper Ltd. - - - 4,387,705

Stock-based compensation capitalized to

mineral properties (54,929) 517,539 (33,031 517,539

Interest paid in cash 264,555 - 8,308,173 -
Income taxes paid in cash - - - -
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21. CONTINGENCIES

@

(b)

On November 13, 2008 the Autoridad Nacional 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 aleged violations of environmental laws that took place on the main
Petaguilla Copper 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 Il for the
Molgon 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 EIS and other issues, the Company filed for
reconsideration by ANAM to have the fines reduced to nil. The outcome of the reconsideration and the amount,
if any, that may ultimately be payable by the Company cannot be determined. Should the Company be
unsuccessful in having the fines reduced to nil, the Company intends to pursue other legal means availableto it to
have these fines reduced to nil.

In January 2009, the Company was advised that ANAM has not accepted the Company’'s request for
reconsderation that the amount of the financial sanctions purportedly levied against the Company and its present
and former affiliates be reduced to nil. The Company has been advised by Panama counsel that there are several

grounds on which the validity of the November 13 Resolution can be challenged. The Company is currently
assessing the situation to determine what action, if any, should be taken. Consequently, the amount, if any, that

may ultimately be payable by the Company cannot be determined. (See Note 22(a))

On January 28, 2009, Pro-Con Industries Inc. filed a claim in the Central District of California against
Petaquilla Minerals Ltd. and Petaquilla Minerals, S.A. for breach of written contract, breach of oral contract,
fraud, intentional interference with economic relationship and negligent interference with economic
relationship. The claim seeks damages in excess of US$ 3,250,000 in addition to punitive damages and
attorney fees.

The Company’s legal counsel is unable to provide an opinion as to either party’s chances of success as the
discovery process has not yet commenced.

22. SUBSEQUENT EVENTS

Subsequent to February 28, 2009:

@

On March 30, 2009, the Company closed a Convertible Senior Secured Notes financing of up to US$
40,000,000 (“Convertible Notes’). The Convertible Notes are convertible at a price of $2.25 per share. The
Convertible Notes will bear interest at an annual rate of fifteen percent (15%), of which the first twelve
months shall be prepaid in full at the time of issuance of the Convertible Notes. The Convertible Notes will
mature two years from date of issuance at 110% of the principal amount. The Company is required to make
semi-annual repayments on the previously issued senior secured notes commencing on September 15, 2009
and on the Convertible Notes commencing September 15, 2010 ranging from $nil to $8,000,000 depending
upon the average price of gold. The Company has the right to redeem the Convertible Notes at any time at
110% of the principal amount plus any accrued or unpaid interest on the Convertible Notes. If the Convertible
Notes are redeemed within one year of issuance, all prepaid interest is forfeited. Holders of the previously
issued Series 1, Series B and Series C notes were offered to exchange amounts due upon maturity of their
existing notes and participate pro-rata in the Convertible Notes offering up to a maximum of US$ 24,187,083.

The remaining proceeds of the private placement will be used for the continued commissioning of the Molejon
Gold Project located in Panama and for working capital purposes. Holders of the Series 1 notes representing
11,984 notes (US$ 11,983,812) have agreed not to exercise their put right until June 1, 2010. In addition, the
Company has agreed to reduce the exercise price of 23,836,800 warrants from $2.30 per share to $0.65 per
share. Under the revised terms of the warrants, if the common shares of the Company trade at a weighted
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22.

SUBSEQUENT EVENTS (continued)

(b)

(©

average trading price of $1.00 or more per share for 30 consecutive trading days, the holders of the warrants
must exercise the warrants within 30 days.

On March 10, 2009, the Supreme Court of the Republic of Panama issued a statement regarding a fine that
ANAM had sought to enforce upon the Company. By way of Resolution N° AG-0975-2008 of November 13,
2008 (the “Resolution”), ANAM had levied a fine of US$ 1,934,695 upon the Company for the alleged
violation of certain regulations that fall under its mandate. In its decision, the Supreme Court suspended the
imposition of ANAM'’s fine until the matter of the Company’s appeal is resolved. (See Note 21(a))

The Company issued 100,000 stock options and cancelled 37,500 stock options.



