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YAMANA GOLD INC.
CONSOLIDATED BALANCE SHEETS

FOR THE YEARS ENDED DECEMBER 31

(In thousands of United States Dollars - Unaudited) 2008 2007
Assets
Current
Cash and cash equivalents (Note 5) $ 170,137 $ 284,894
Accounts receivable 26,995 81,774
Inventory (Note 6) 123,988 97,626
Other current assets (Note 7) 200,986 186,210
522,106 650,504
Mineral interests (Note 8) 8,534,081 8,947,306
Investments (Note 9) 12,517 53,314
Other long-term assets (Note 10) 89,628 65,378
Future income tax assets (Note 23(b)) 124,021 124,422
Goodwill (Note 11) 55,000 55,000
$ 9,337,353 $ 9,895,924
Liabilities
Current
Accounts payable $ 143,705 S 136,355
Accrued liabilities 66,080 126,487
Income taxes payable 6,848 56,288
Current portion of derivative related liabilities (Note 29(a)) 25,897 53,954
Current portion of credit facilities (Note 12) 83,749 83,245
Other current liabilities 34,516 16,305
360,795 472,634
Credit facilities (Note 12) 472,215 539,179
Asset retirement obligations (Note 13) 90,010 63,444
Derivative related liabilities (Note 29(a)) 10,823 27,933
Future income tax liabilities (Note 23(b)) 1,714,146 2,696,387
Other long-term liabilities (Note 14) 132,445 142,716
2,419,639 3,469,659
2,780,434 3,942,293
Non-controlling interest (Note 20) 46,800 46,810
Shareholders' Equity
Capital Stock (Note 16)
Issued and outstanding 732,844,955 common shares
(December 31, 2007 - 668,416,987 shares) 6,055,892 5,502,518
Share purchase warrants (Note 18) 44,109 270,805
Contributed surplus 26,587 77,393
Accumulated other comprehensive loss (Note 17) (40,651) (3,855)
Retained earnings 424,182 59,960
6,510,119 5,906,821
$ 9,337,353 S 9,895,924
Contractual commitments and contingencies (Notes 27 and 30)
The accompanying notes are an integral part of the financial statements.
Approved by the Board
Peter Marrone Patrick Mars
Director Director
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YAMANA GOLD INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31

(In thousands of United States Dollars except for shares and per share amounts -

Unaudited) 2008 2007 2006
Revenues $ 1,054,607 $ 747,091 169,206
Cost of sales (496,766) (287,640) (100,004)
Depreciation, amortization and depletion (190,893) (71,815) (33,510)
Accretion of asset retirement obligations (4,175) (3,056) (636)
Mine operating earnings 362,773 384,580 35,056
Expenses

General and administrative (70,643) (69,251) (65,449)
Exploration (19,371) - -
Other operating expenses (6,817) 2,872 -
Write-off of mineral interests (Note 21) (58,993) (1,821) (3,675)
Operating earnings (loss) 206,949 316,380 (34,068)
Investment and other business (loss) income (29,076) 11,503 3,142
Interest and financing expenses (Note 22) (44,671) (22,034) (28,846)
Foreign exchange gain (loss) 131,541 (40,385) 343
Realized loss on derivatives (Note 29(a)) (10,036) (17,082) -
Unrealized gain (loss) on derivatives (Note 29(a)) 173,985 (29,068) (35,773)
Earnings (loss) before income taxes, equity earnings and

non-controlling interest 428,692 219,314 (95,202)
Income tax (expense) recovery (Note 23(a)) (19,683) (63,872) 25,039
Equity earnings from Minera Alumbrera (Note 8) 25,763 3,820 -
Non-controlling interest - (2,017) -
Net earnings (loss) $ 434,772 $ 157,245 (70,163)
Basic earnings (loss) per share $ 063 $ 0.38 (0.25)
Diluted earnings (loss) per share $ 062 $ 0.36 (0.25)
Basic weighted average number of shares outstanding (Note 16(b)) 691,536 415,232 276,617
Diluted weighted average number of shares outstanding (Note 16(b)) 701,685 431,917 276,617

The accompanying notes are an integral part of the financial statements.
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YAMANA GOLD INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31

(In thousands of United States Dollars - Unaudited) 2008 2007 2006
Common shares
Balance, beginning of year $ 5,502,518 $ 1,619,850 $ 310,409
Issued on exercise of stock options, share appreciation
rights and warrants (Note 16(a)) 449,933 99,091 82,594
Issued on business acquisitions (Note 4) - 3,783,577 1,056,817
Public offering (net of issue costs) (Note 16(a)) 103,441 - 170,030
$ 6,055,892 $ 5,502,518 $ 1,619,850
Shares to be issued
Balance, beginning of year $ - 3 42,492 $ -
To be issued on exercise of stock options, share
appreciation rights and warrants - (3,009) 3,009
Issued on business acquisitions - (39,483) 39,483
$ - 5 - 8 42,492
Share purchase warrants
Balance, beginning of year $ 270,805 § 73,004 § 3,737
Exercise of warrants (226,029) (4,906) (18,355)
Transfer of expired warrants (667) - -
Warrants issued - - 13,111
Value of warrants acquired on business acquisition - 202,707 74,511
$ 44,109 § 270,805 § 73,004
Contributed surplus
Balance, beginning of year $ 77,393 § 61,578  § 4,676
Transfer of stock-based compensation on the exercise of stock
options and share appreciation rights 17,722) (36,789) (35,655)
Transfer of expired warrants 667 - -
Transfer of value of options on the exercise of options issued or
outstanding through business acquisitions (35,800) 52,167 54,041
Stock-based compensation 2,049 437 38,516
$ 26,587 § 77393 § 61,578
Retained earnings (deficit)
Balance, beginning of year $ 59,960 $ (80,334) $ (3,848)
Opening adjustments (Note 2) - 249 -
Net earnings (loss) 434,772 157,245 (70,163)
Dividends declared (70,550) (17,200) (6,323)
Retained earnings (deficit), end of year 424,182 59,960 (80,334)
Accumulated other comprehensive loss (Note 17) (40,651) (3,855) -
383,531 56,105 (80,334)
Total shareholders' equity $ 6,510,119 $ 5,906,821 $ 1,716,590
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31
(In thousands of United States Dollars - Unaudited) 2008 2007 2006
Net earnings (loss) $ 434,772 $ 157,245  $ (70,163)
Other comprehensive (loss) income, net of taxes:
Net change in unrealized (losses) gains on available-for-sale
securities:
Change in fair value (29,842) (7,296) -
Reclassification of losses recorded in earnings 33,817 - -
Net change in fair value of hedging instruments (40,771) 6,951 -
Other comprehensive loss (36,796) (345) -
Comprehensive income (loss) $ 397,976 $ 156,900 $ (70,163)
The accompanying notes are an integral part of the financial statements.
YAMANA GoOLD INC. 3



YAMANA GOLD INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31

(In thousands of United States Dollars - Unaudited) 2008 2007 2006
Operating Activities
Net earnings (loss) for the year $ 434,772 157,245  § (70,163)
Asset retirement obligations paid (5,578) (4,710) (358)
Other 10,000 10,397 5,000
Items not involving cash:
Depreciation, amortization and depletion 190,893 71,815 33,510
Stock-based compensation 4,493 726 41,099
Future income taxes (Note 23(a)) (45,928) (15,478) (31,077)
Accretion of asset retirement obligations (Note 13) 4,175 3,056 636
Unrealized foreign exchange (gain) loss (124,129) 17,765 (343)
Unrealized (gain) loss on commodity contracts (Note 29(a)) (173,985) 29,068 35,773
Write-off of mineral interests (Note 21) 58,993 1,821 3,675
Write-offs and provisions against other assets 51,951 2,385 -
Mark-to-market on sales of concentrate 17,072 - -
Financing charges 2,919 3,352 19,744
Other (81) 2,657 2,675
425,567 280,099 40,171
Net change in non-cash working capital (Note 24(c)) (96,892) 1,030 (43,386)
328,675 281,129 (3,215)
Financing Activities
Public offering (net of issue costs) 101,941 - 170,030
Issue of common shares upon exercise of options and warrants (net of issue costs) 170,382 37,912 51,179
Dividends paid (69,930) (17,200) (2,883)
Proceeds of notes payable and long-term liabilities 30,000 654,174 -
Repayment of notes payable and long-term liabilities (95,621) (53,278) (115,414)
Financing costs (5,193) (7,264) (5,000)
131,579 614,344 97,912
Investing Activities
Expenditures on mineral properties (240,496) (131,926) (64,829)
Acquisition of property, plant and equipment (122,254) (90,999) (27,762)
Expenditures on assets under construction (224,170) (50,227) (126,710)
Corporate acquisitions, net of cash acquired - (416,668) 66,815
Proceeds on disposition of mineral interests 33,192 - -
Return of investment from Minera Alumbrera Ltd (Note 8) 8,222 15,555 -
Other assets (14,209) (15,582) (26,543)
(559,715) (689,847) (179,029)
Effect of foreign exchange on non-United States dollar denominated
cash and cash equivalents (15,296) 9,588 2,379
(Decrease) Increase in cash and cash equivalents (114,757) 215,214 (81,953)
Cash and cash equivalents, beginning of year 284,894 69,680 151,633
Cash and cash equivalents, end of year $ 170,137 284,894 § 69,680
Cash and cash equivalents are comprised of the following:
Cash at bank $ 138,435 99,322 $ 55,243
Bank term deposits 31,702 101,757 14,437
Short-term money market securities - 83,815 -
$ 170,137 284,894 § 69,680

Supplementary cash flow information (Note 24)

The accompanying notes are an integral part of the financial statements.
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YAMANA GOLD INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 2008, DECEMBER 31,2007 AND DECEMBER 31, 2006

(Tabular amounts in thousands of United States Dollars unless otherwise noted — Unaudited)

1. NATURE OF OPERATIONS

Yamana Gold Inc. (the “Company” or “Yamana”) is a Canadian incorporated gold producer engaged in gold
mining and related activities including exploration, extraction, processing and reclamation. Yamana has significant
properties involved in gold production, gold development, exploration and land positions throughout America
including Brazil, Argentina, Chile, Mexico and Central America. The Company is producing gold and other
precious metal at intermediate company production levels in addition to significant copper production.

The Company’s net earnings and operating cash flows for the year result from operations in Brazil, Chile, Honduras
and Argentina. Gold mining requires the use of specialized facilities and technology. The Company relies heavily
on such facilities and technology to maintain production levels. Cash flow and profitability of operations are
affected by various factors including levels of production, prices of consumables, interest rates, environmental
costs, the level of exploration activity and other discretionary costs and activities. Profitability and operating cash
flows are also affected by the market prices of gold, silver and copper and foreign currency exchange rates which
can fluctuate widely. Yamana seeks to manage the risks associated with its business, however many factors
affecting the above risks are beyond the Company’s control.

2. SIGNIFICANT ACCOUNTING POLICIES

BASIS OF CONSOLIDATION AND PRESENTATION

The accompanying consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“Canadian GAAP”) and include the assets, liabilities and operations of the
Company and its wholly-owned subsidiaries.

The Company’s 40% interest in the Rossi joint venture (sold during the fourth quarter of 2008) and its 50% interest
in Aguas Frias S.A., both acquired through its acquisition of Meridian Gold Inc. (Meridian), are accounted for
using the proportionate consolidation method.

The financial statements of entities which are controlled by the Company through voting equity interests, referred
to as subsidiaries, are consolidated. Entities which are jointly controlled, referred to as joint ventures, are
proportionately consolidated. Variable Interest Entities (“VIEs”), which include, but are not limited to, special
purpose entities, trusts, partnerships, and other legal structures, as defined by the Accounting Standards Board in
Accounting Guideline 15, “Consolidation of Variable Interest Entities” (“AcG 157), are entities in which equity
investors do not have the characteristics of a “controlling financial interest” or there is not sufficient equity at risk
for the entity to finance its activities without additional subordinated financial support. VIEs are subject to
consolidation by the primary beneficiary who will absorb the majority of the entities’ expected losses and/or
expected residual returns. The Company’s 56.7% interest in Agua De La Falda (“ADLF”), which is a variable
interest entity, is consolidated and the non-controlling interest of the Company’s partner is recorded (Note 20). All
inter-company accounts are eliminated on consolidation.

Investments in shares of investee companies in which the Company’s ownership and rights arising therefrom

provide the Company with the ability to exercise significant influence are accounted for using the equity method.

The Company’s investment in Minera Alumbrera Ltd, which owns the Bajo de la Alumbrera Mine in Argentina,

has been accounted for using the equity method. Cash distributions received are credited to the equity investment.
YAMANA GoOLD INC. 5






16. CAPITAL STOCK
(a) COMMON SHARES ISSUED AND OUTSTANDING:
2008 2007
Number of Number of
Common Common
shares ('000s) Amount shares ('000s) Amount
Balance, beginning of year 668,417  $5,502,518 344,595  $1,619,850
Exercise of options and share appreciation rights (i) 9,677 107,046 8,096 74,146
Exercise of warrants (ii) 32,251 342,887 2,411 24,945
Public offering, net of transaction costs (iii) 22,500 103,441 - -
Business acquisitions (Note 4) - - 313,315 3,783,577
Balance, end of year 732,845 $ 6,055,892 668,417 $5,502,518

(i) During the year ended December 31, 2008, the Company issued 9.7 million shares (December 31, 2007
— 8.1 million shares) to optionees on the exercise of their share options and appreciation rights for cash
proceeds of $53.5 million (December 31, 2007 — $34.4 million). Previously recognized stock-based
compensation in the amount of $53.5 million (December 31, 2007 — $40.1 million) on the options
exercised was added to share capital with a corresponding decrease to contributed surplus.

(ii) During the year ended December 31, 2008, the Company issued 32.3 million shares (December 31,
2007 —2.4 million) to warrant holders on the exercise of their warrants for cash proceeds of $116.9
million (December 31, 2007 —$3.6 million). An amount of $226.0 million (December 31, 2007 — $4.9
million) was added to share capital with a corresponding decrease to share purchase warrants with
respect to these exercises.

(iii) In December 2008, the Company issued 22.5 million shares in a Canadian public offering for gross
proceeds of $108.0 million and issue costs of $4.6 million net of tax recovery (December 31, 2007 —
$Nil, respectively).

( b) WEIGHTED AVERAGE NUMBER OF COMMON SHARES AND DILUTIVE COMMON SHARE
EQUIVALENTS

2008 2007 2006
Weighted average number of common shares 691,536 415,232 276,617
Weighted average number of dilutive warrants 8,652 11,314 -
Weighted average number of dilutive stock options 1,497 5,371 -
Dilutive weighted average number of common shares 701,685 431,917 276,617

Total options and warrants excluded from the computation of diluted earnings per share because the exercise prices
exceeded the average market value of the common shares for the period ended December 31, 2008 were 18.0
thousand (December 31, 2007 — 18.0 thousand) and 4.9 million (December 31, 2007 — 4.9 million), respectively.

YAMANA GoLD INC. 27



17.

®
(i)

ACCUMULATED OTHER COMPREHENSIVE LOSS

2008 2007 2006
Balance, beginning of year $ (3,855) $ - $ -
Opening adjustment, net of tax (Note 2) - (3,510) -
Change in fair value of available-for-sale securities (i) (29,842) (7,296) -
Reclassification of losses on available-for-sale securities to earnings (ii) 33,817 - -
Net change in fair value of hedging instruments (iii) (40,771) 6,951 -
Balance, end of year $ (40,651) $ (3,855) -

net of tax recovery of $Nil (2007 - $1.4 million)
net of tax recovery of $5.7 million (2007 - $Nil)

(iii) net of tax recovery of $19.3 million (2007 - $3.7 million; expense)
18. SHARE PURCHASE WARRANTS
A summary of issued share purchase warrants as at the year end and the changes thereof during the year are as
follows:
2008 2007
Weighted Weighted
average average
Number of Exercise Number of Exercise
Warrants Price Warrants Price
(000's) (Cdn$) Value (000's) (Cdn$) Value
Outstanding, beginning of year 46,897 $6.91 $ 270,805 16,390 $ 8.66 $ 73,004
Issued - - - 30,718 5.91 202,707
Exercised (32,251) $3.85 (226,029) (711) 5.03 (4,906)
Expired (116) $4.07 (667) - - -
Outstanding and exercisable, end of year 14,530 $13.73 $ 44,109 46,897 $6.91 $ 270,805

No share purchase warrants were issued during 2008. The fair value of the past issued warrants was valued using a
Black-Scholes pricing model. These values were determined based on an option pricing model with the following

assumptions:

2007
Dividend yield 0.33%
Expected volatility 35%
Risk-free interest rate 3.06% - 4.66%
Expected life 1-3 years
Forfeitures Nil

YAMANA GoLD INC.
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The Company had the following share purchase warrants outstanding as at December 31, 2008:

Issuable Shares on Weighted Average

Exercise of Remaining Contractual
Exercise Price Warrants Life
(Cdn$) (000’s) (Years)
$19.08 4,886 2.34
11.05 (i) 9,201 1.13
10.42 443 1.22
$13.73 14,530 1.54
(1) This series of warrants is publicly traded.

19. STOCK-BASED COMPENSATION

(a) STOCK OPTIONS

The Company’s Share Incentive Plan is designed to advance the interests of the Company by encouraging
employees, officers, directors and consultants to have equity participation in the Company through the acquisition
of common shares. The Share Incentive Plan is comprised of a share option component and a share bonus
component. The aggregate maximum number of common shares that may be reserved for issuance under the Share
Incentive Plan is 24.9 million (December 31, 2007 — 24.9 million; December 31, 2006- 9.5 million). Pursuant to the
share bonus component of the Share Incentive Plan, common shares may be issued as a discretionary bonus to
employees, officers, directors and consultants of the Company. Options granted under the share option component
of the Share Incentive Plan vest immediately and have an exercise price of no less than the closing price of the
common shares on the Toronto Stock Exchange on the trading day immediately preceding the date on which the
options are granted and are exercisable for a period not to exceed ten years.

The Share Incentive Plan also provides for the granting of share appreciation rights to optionees. An optionee is
entitled to elect to terminate his or her option, in whole or part, and, in lieu of receiving the common shares to
which their terminated option relates, to receive that number of common shares, disregarding fractions which, when
multiplied by the fair value of the common shares to which their terminated option relates, has a total value equal to
the product of the number of such common shares times the difference between the fair value and the option price
per share of such common shares, less any amount required to be withheld on account of income taxes.

A summary of the stock options granted to acquire common shares under the Company’s Share Incentive Plan as at
the period end and the changes thereof during the period is as follows:

2008 2007

Weighted  Number Weighted

Number of average of average
Options Exercise Options Exercise
(000's) Price (Cdn$) (000's) Price (Cdn$)

Outstanding, beginning of year 17,184 $ 8.08 16,127 $7.27
Granted - - 8,991 6.87
Exercised (11,691) 7.59 (7,848) 4.97
Expired and forfeited (428) 9.76 (86) 13.06
Outstanding, end of year 5,065 $9.21 17,184 §$ 8.08
Exercisable, end of year 5,065 $9.21 17,184 $ 8.08

YAMANA GoLD INC. 29



Stock options outstanding and exercisable as at December 31, 2008 are as follows:

Quantity Outstanding WeighFed
Outstanding and Average Remaining
Exercise Price Exercisable Contractual Life
(Cdn$) (000°s) (Years)
$0.01-$2.99 5 241
$3.00- $4.99 230 6.06
$5.00-$5.99 11 3.36
$6.00-$7.99 222 2.45
$9.00-$9.99 4,290 2.66
$10.00-$15.00 105 2.43
4,863
Quantity Outstanding WeighFed
Outstanding and Average Remaining
Exercise Price Exercisable Contractual Life
(US9) (000°s) (Years)
$0.01-$3.99 42 5.37
$4.00-$5.99 104 5.69
$6.00-$8.99 56 5.81
202
5,065

(b) OTHER STOCK-BASED PAYMENTS

In 2008, the Company has established two new stock-based compensation plans, the Deferred Share Unit and the

Restricted Share Unit plans.

(i) DEFERRED SHARE UNITS (“DSU”)

DSUs are granted to the eligible participants of the Deferred Share Unit Plan, who are non-executive directors
of the Company or designated affiliates (an “eligible director”), and the Chairman or Chief Executive Officer
(an “eligible officer”) of the Company. The number of DSUs granted to each eligible director on each DSU
issue-date has the value equal to one third of the director’s remuneration payable in the current quarter. The
Board may also grant, in its sole and absolute discretion, to an eligible officer the rights to acquire any number
of DSUs as a discretionary payment in consideration of past services to the Company. Each DSU entitles the
holder, who ceases to be an eligible director or eligible officer, to a payment in cash without any further action
on the part of the holder of the DSU on the relevant separation date. The value of a DSU is equal to the market
value in Canadian dollars of a common share of the Company at the separation date.

The Company granted 272,692 DSUs at a weighted average price of Cdn$11.88 for a total non-cash expense of
$3.0 million during 2008. A mark-to-market recovery of $0.5 million is included in general and administrative

expenses with respect to these DSUs for a net expense of $2.5 million for 2008.
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(ii) RESTRICTED SHARE UNITS (“RSU”)

RSUs are granted to eligible employees and eligible contractors to secure for the Company the benefits inherent
in the ownership of company shares by the eligible participants. From time to time, the Board determines the
participants to whom RSUs shall be granted by taking into consideration the present and potential contributions
of the services rendered by the particular participant to the success of the Company. A RSU award granted to a
participant will entitle the participant to receive a Canadian dollar payment in fully paid shares or, at the option
of the Company, in cash on the date when the RSU award is fully vested upon the expiry of the restricted
period in respect of the corresponding RSU award.

During 2008, the Company granted a total of 1,128,125 RSUs at a weighted average price of Cdn$13.47. A
total of $2.0 million was credited to contributed surplus and $nil share capital in respect of these RSUs as these
awards have not yet fully vested. The expense of $2.0 million is included in general and administrative
expenses.

20. NON-CONTROLLING INTEREST

Agua De La Falda S.A.
2008 2007
Arising from acquisition of Meridian (Note 4) $46,800 $46,810

The Company holds a 56.7% interest in Agua De La Falda (“ADLF”) project along with its joint venture partner,
Corporacion Nacional del Cobre de Chile (“Codelco”). The ADLF project is an exploration project which includes
the Jeronimo Deposit and is located in Northern Chile.

Due to the fact that the equity investment at risk may not be sufficient to permit ADLF to finance its activities
without additional subordinated support from equity holders, ADLF meets the classification under AcG-15 as a
variable interest entity. ADLF has been consolidated in the financial statements of the Company since its
acquisition date and the non-controlling interest for the interest of the Company’s partner is recorded at the
estimated fair value at the date of acquisition. As of December 31, 2008, the Company is not the guarantor of any
significant debt of ADLF.

21. WRITE-OFF OF MINERAL INTERESTS

As a result of its review of carrying values compared to undiscounted future net cash flows, the Company has taken
the following impairment charges of mines located in Brazil:

2008 2007 2006

S3o Francisco $ 58,469 $ - $ -
Fazenda Nova - 1,821 3,675
Other 524 - -
$ 58,993 $ 1,821 $ 3,675
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Asset categories impacted are as follows:

2008 2007 2006
Inventory $ - 3 - 5 474
Property, plant and equipment - - 1,207
Depreciable mineral properties 58,993 1,821 1,994
Impairment charge $ 58,993 § 1,821 $ 3,675

Future cash flows are based on management’s estimate of the operating results of the mine together with their
estimate of the resale value of assets at the end life of the mine. The life of the mine has been shortened as a
consequence of a revised estimate of the proven and probable reserves which decreased by 488,000 contained
ounces of gold as at December 31, 2008.

22. INTEREST AND FINANCING EXPENSES

During the year the Company expensed the following:

2008 2007 2006

Interest expense on credit facilities $ 22,746 $ 7,960 $-
Interest on derivative options 1,856 3,294 2,720
Expenses due to debt repayment and extinguishment 785 1,957 24,750
Financial fees and taxes 12,314 6,030 1,376
Bank fees and interest 6,970 2,793 -
$ 44,671 $22,034 $ 28,846

23. INCOME TAXES

(a) INCOME TAX EXPENSE

The following table reconciles income taxes calculated at statutory rates with the income tax expense in these
financial statements:

2008 2007 2006
Earnings (loss) before income taxes $ 428,692 $219,314 $(95,202)
Canadian statutory tax rate 34% 36% 36%
Expected income tax expense (recovery) 143,655 79,216 (34,387)
Impact of lower foreign tax rates (25,141) (14,425) (161)
Impact of changes in tax legislation 2,594 (8,723) 137
Permanent differences (44,753) 4,761 16,792
Non-taxable items - - (7,929)
Change in valuation allowance 36,905 (10,217) (5,832)
Unrealized foreign exchange (97,665) 12,606 7,825
Losses not benefited (recognized) 7 5,387 (1,484)
Other 4,081 (4,733) -
Income tax expense (recovery) $ 19,683 $ 63,872 $(25,039)
Current income tax expense 65,611 79,350 6,038
Future Income tax recovery (45,928) (15,478) (31,077)
Net income tax expense (recovery) $ 19,683 $ 63,872 $(25,039)
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(b) FUTURE INCOME TAXES

The temporary differences and losses that give rise to future income tax assets and liabilities are presented below:

Future Income Tax Assets 2008 2007
Deductible temporary differences $ 22,753 $ 3,480
Amounts related to tax losses 140,115 115,120
Financing costs 9,605 12,134
Asset retirement obligation 13,365 12,448
Derivative liability 10,928 24,781
Mineral properties and property, plant and equipment 47,094 59,405
Unrealized foreign exchange losses 33,844 10,233
Available for sale securities 13,378 7,593
Other - 10,595
Gross future income tax assets $ 291,082 $ 255,789
Less: Valuation allowance (139,789) (102,884)
Future income tax assets $ 151,293 $ 152,905
Future Income Tax Liabilities 2008 2007
Accounts receivable $ (1,731) $(2,964)
Mineral properties and property, plant and equipment (1,710,845) (2,678,270)
Unrealized foreign exchange gains (1,399) (38,277)
Derivative asset (29,318) -
Other (816) (759)
Future income tax liabilities $ (1,744,109) $(2,720,270)
Net future income tax liabilities $ (1,592,816) $(2,567,365)
The net future income tax assets (liabilities) are classified as
follows: 2008 2007
Future income tax assets - current $ 24,460 $8,322
Future income tax assets - long-term 124,021 124,422
Future income tax liabilities - current (27,151) (3,722)
Future income tax liabilities - long-term (1,714,146) (2,696,387)
$ (1,592,816) $(2,567,365)

The Company has entered into foreign investment contracts under Chilean Decree Law 600 (“DL600). The
Company is committed to an election to be subject to a maximum 4% rate for the Chilean mining royalty tax and
tax stabilization through 2017 at a maximum 35% tax rate, in return for ceasing to use accelerated depreciation for
tax purposes beginning in 2008. The Company is not accruing Category Il tax for Chile based on management’s
intent to permanently reinvest the earnings.

The Company is subject to a separate DL600 contract, related to Minera Florida Limitada, a wholly owned
subsidiary which owns the Minera Florida Mine, which also provides for a maximum 35% tax rate.
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NON-CAPITAL LOSSES

(©

The Company has non-capital losses of approximately $426.4 million (December 31, 2007 - $384.4 million)
available to apply against future taxable income. Approximately $273.9 million (December 31, 2007 — $166.0

million) of these losses are subject to a valuation allowance.

Loss carry forwards at December 31, 2008 will expire as follows:

Canada US Brazil Chile Argentina Other Total
2009 $10 $- $- $- $1,115 $71 $ 1,196
2010 1 218 - - 1,387 284 $ 1,890
2011 967 231 - - 879 346 $2,423
2012 - 6,555 - - 704 157 $ 7,416
2013 - 1,752 - - 994 - $2,746
2014 and onwards 53,009 146,045 - - - 1,336  $200,390
Unlimited 5,336 - 139,484 51,981 - 13,576  $210,377
$59,323 $154,801 $ 139,484 $ 51,981 $ 5,079 $15,770  $426,438
24. SUPPLEMENTARY CASH FLOW INFORMATION
( a) NON-CASH INVESTING AND FINANCING TRANSACTIONS:
2008 2007 2006
Transfer of contributed surplus on the exercise
of stock options and share appreciation rights $ (53,522) $ (36,789) $(33,281)
Issue of shares on exercise of warrants 226,029 4,905 -
Accrued interest capitalized to assets under construction 13,756 - 4,556
Shares issued on business acquisitions - 3,749,307 1,053,071
Share purchase warrants recognized on the
issue of warrants on business acquisitions - 202,707 74,511
Common shares received as consideration for
assets sold during the year 511 4,234 20,800
Issue of shares on acquisition of mineral properties - 10,976 -
Issue of shares to be issued on exercise of options and warrants - 19,486 -
Shares issued on business acquisition completed in prior year - 23,006 -
Issue of share purchase warrants in settlement of notes payables - - 13,111
Issue of share in settlement of amounts payable - - 1,163
Contributed surplus recognized on the issue of
stock options on business acquisitions - 52,166 54,041
Value of expired warrants transferred to contributed surplus (667) - 2
Proceeds on conversion of long-term credit
facilities to United States dollars - 598,301 -
Repayment of long-term credit facilities on
conversion to United States dollars - (571,339) -
Other 560 287 -
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(b) INTEREST AND INCOME TAX PAID:

2008 2007 2006
Interest paid during the year $ 38,876 $ 18,357 $ 13,270
Income taxes paid during the year $ 110,252 $ 39,504 $ 1,804

(c) NET CHANGE IN NON-CASH WORKING CAPITAL, NET OF ACQUISITIONS:

2008 2007 2006

Net decrease (increase) in:
Accounts receivable $ 33,689 $ (69,083) $ (2,560)
Inventory (34,135) (30,685) (25,712)
Other assets 39,515 (55,662) (10,294)

Net (decrease) increase in:
Accounts payable and accrued liabilities (81,635) 86,084 (6,757)
Income taxes payable (53,494) 52,834 1,937
Other current liabilities (832) 17,542 -
$ (96,892) $1,030 $ (43,386)

Changes in non-cash working capital items are net of items related to assets under construction and items acquired
or disposed of during the period.

25. JOINT VENTURE

The Company held a 40% interest in a joint venture with Barrick Gold Corporation (“Barrick”) for the Rossi
property in Nevada acquired through the acquisition of Meridian. On October 31, 2008, the Company sold its
interest to Barrick for total gross cash proceeds of $29.2 million and a gain of $2.3 million.

The following details the Company’s share of statement of operations, cash flows and balance sheets in the Rossi
joint venture which has been proportionately consolidated up to the date of sale:

Year ended Year ended
2008 2007
Proportionate Statements of Joint Venture Operation
Revenues $ 5,465 $ 2,761
Cost of sales (4,101) (1,768)
Depreciation, amortization and depletion (510) (878)
Other expenses (249) (105)
Net income $ 605 3 10
Proportionate Joint Venture Balance Sheet
Current assets $ - 3 2,534
Capital assets - 52,344
$ - 8 54,878
Current liabilities $ - $ 640
Long-term liabilities - 256
Company's investment carrying value - 53,982
$ - 54,878

Proportionate Statements of Joint Venture Cash Flows
Operating activities $ 9 S 329
Investing activities 99 (329)
Financing activities - -
Increase in cash and cash equivalents during the period $ - 3 -

(3]
[0}
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26. SEGMENTED INFORMATION

The Company considers its business to consist of geographical segments. The Company’s operating segments are
Brazil, Chile, Argentina, Central America and Other, and Canada (which is solely comprised of corporate and
administrative activities).

Mineral assets referred to below consist of land, buildings, equipment, mineral properties, exploration costs, assets
under construction and equity investment.

Central

America
2008 Brazil Chile Argentina and Other Canada Total
Mineral assets $ 1,381,983 $ 4,540,348 $ 2,474,554 $ 136,164 $ 1,032 $ 8,534,081
Goodwill 55,000 - - - - $ 55,000
Long-lived assets 1,535,116 4,578,359 2,509,865 84,972 106,935 $ 8,815,247
Total assets 1,744,227 4,683,396 2,523,440 140,205 246,085 $ 9,337,353
Capital expenditures 223,304 125,676 195,011 41,145 1,784 $ 586,920

Central

America
2007 Brazil Chile Argentina and Other Canada Total
Mineral assets $ 1,228,434 $ 5,158,547 $ 2,362,223 $ 196,717 $ 1,385 $ 8,947,306
Goodwill 55,000 - - - - $ 55,000
Long-lived assets 1,412,713 5,078,370 2,376,224 198,002 180,111 $ 9,245,420
Total assets 1,677,990 5,296,083 2,391,909 210,678 319,264 $ 9,895,924
Capital expenditures 165,210 22,763 72,244 12,014 921 $ 273,152

Central

America
2006 Brazil Chile Argentina and Other Canada Total
Mineral assets $ 1,142,582 $- $ 667,115 $45,719 $ 758 $ 1,856,174
Goodwill 55,000 - - - - $ 55,000
Long-lived assets 1,270,232 - 670,002 47,590 39,908 $ 2,027,732
Total assets 1,366,585 - 676,399 57,288 80,920 $ 2,181,192
Capital expenditures 209,341 - 3,599 5,637 724 $ 219,301
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RECONCILIATION OF SEGMENT INCOME

2008
Central
America
Brazil Chile Argentina and Other Canada Total
Revenues $ 627,171 $ 387,932 $- $ 39,504 $- $1,054,607
Cost of sales (314,130) (153,408) - (29,228) - (496,766)
Depreciation, amortization and depletion (66,865) (121,425) - (2,603) - (190,893)
Accretion of asset retirement obligations (1,498) (2,310) - (367) - 4,175)
Mine operating earnings $ 244,678 $ 110,789 $- $ 7,306 $- $ 362,773
General and administrative and exploration (29,949) (26,616) (644) (2,984) (29,821) (90,014)
Other operating expenses 4,372) (2,445) - - - (6,817)
Write-off of mineral interests (58,993) - - - - (58,993)
Operating earnings (loss) 151,364 81,728 (644) 4,322 (29,821) 206,949
Investment and other business (loss)
income (2,605) (4,810) 157 (2,440) (19,378) (29,076)
Interest and financing expenses (12,923) (573) - (170) (31,005) (44,671)
Foreign exchange gain (loss) 62,183 49,256 63,494 49 (43,441) 131,541
Realized gain (loss) on derivatives - 6,036 - - (16,072) (10,036)
Unrealized (loss) gain on derivatives - (1,968) - - 175,953 173,985
Earnings (loss) before income taxes, equity
earnings and non-controlling interest $ 198,019 $ 129,669 $ 63,007 $ 1,761 $ 36,236 $ 428,692
2007
Central
America
Brazil Chile Argentina and Other Canada Total
Revenues $ 629,686 $ 77,912 $- $ 39,493 $- $ 747,091
Cost of sales (235,284) (28,649) - (23,707) - $(287,640)
Depreciation, amortization and depletion (50,917) (15,640) - (5,258) - $ (71,815)
Accretion of asset retirement obligation (2,313) (198) - (545) - $ (3,056)
Mine operating earnings $ 341,172 $ 33,425 $ - $ 9,983 $- $ 384,580
General and administrative and exploration (27,027) (1,864) (1) (1,842) (38,517) $(69,251)
Other operating income net of write-off of
mineral interests 1,051 - - - - $ 1,051
Operating earnings (loss) 315,196 31,561 (1) 8,141 (38,517) 316,380
Investment and other business income
(loss) 3,909 1,249 38 206 6,101 $ 11,503
Interest and financing expenses (7,099) - - - (14,935) $ (22,034)
Foreign exchange (loss) gain (27,576) 171 5,027 (1) (18,006) $ (40,385)
Realized loss on derivatives - - - - (17,082) $ (17,082)
Unrealized loss on derivatives - - - - (29,068) $ (29,068)
Earnings (loss) before income taxes, equity
earnings and non-controlling interest $ 284,430 $ 32,981 $ 5,064 $ 8,346 $(111,507) $219,314
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27. CONTRACTUAL COMMITMENTS

In addition to commitments otherwise reported in these financial statements the Company is contractually
committed to the following as at December 31, 2008:

Year 2009 2010 2011 2012 2013 Thereafter Total

Mine operating/Construction and service contracts:

Brazil 78,453 47,921 44,517 17,676 - 2,611 191,178
Chile 86,906 14,392 6,316 548 548 2,190 110,900
Argentina 18,223 4,837 4,139 - - - 27,199
Central America and Other 1,794 1,500 - - - - 3,294
Corporate 2,553 1,018 538 392 33 - 4,534

$187,929 $69,668 $ 55,510 $ 18,616 $ 581 $ 4,801 $ 337,105

28. CAPITAL MANAGEMENT

The Company's objectives in managing capital are to ensure sufficient liquidity to pursue its strategy of organic
growth combined with strategic acquisitions, to ensure the externally imposed capital requirements relating to its
credit facilities are being met, and to provide returns to its shareholders. The Company defines capital that it
manages as net worth, which is comprised of total shareholders’ equity and debt obligations (net of cash and cash
equivalents).

The Company manages its capital structure and makes adjustments to it in light of general economic conditions, the
risk characteristics of the underlying assets and the Company's working capital requirements. In order to maintain
or adjust its capital structure, the Company, upon approval from its Board of Directors, may issue shares, pay
dividends, or undertake other activities as deemed appropriate under the specific circumstances. The Board of
Directors reviews and approves any material transactions out of the ordinary course of business, including
proposals on acquisitions or other major investments or divestitures, as well as capital and operating budgets.

The Company’s externally imposed financial covenants from its credit facility are as follows:
(a) Tangible net worth of at least $2.3 billion.
(b) Maximum net debt (debt less cash) to tangible net worth of 0.75.

(c) Leverage ratio (net debt/EBITDA) to be less than or equal to 3:1.

Not meeting these capital requirements will result in default by the Company. As at December 31, 2008, the
Company has met all of the externally imposed capital requirements.

The Company's overall strategy with respect to capital management remains unchanged from the year ended
December 31, 2007.
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29. FINANCIAL INSTRUMENTS

(a) Fair value of financial instruments

The Company’s financial instruments include cash and cash equivalents, restricted cash, accounts receivable,
advances and deposits, marketable securities, accounts payable and other current liabilities, credit facilities and
derivative assets (liabilities). The carrying values of cash and cash equivalents, restricted cash, accounts receivable,
advances and deposits, accounts payable and other current liabilities approximate their fair values due to the
relatively short-term nature of these instruments. Adjustments recognized in the balance sheet relating to
concentrate sales were fair valued based on published and observable prices. Fair values of derivatives were based
on published and observable market prices for similar instruments and on market closing prices at period end. The
Company recorded a mark-to-market gain of $174.0 million (December 31, 2007 - $29.1 million) on commodity
contracts for the year.

There were no material differences between the carrying value and fair value of long-term assets and liabilities
except for the credit facilities, which have a carrying value of $556.0 million (December 31, 2007 — $622.4
million), comprised of a short-term and a long-term portion as described in Note 12, and a fair value of $572.5
million (December 31, 2007 — $632.7 million). The fair value was calculated by discounting the future cash flows
by a discount factor based on an interest rate of 5% which reflects the Company’s own credit risk. Fair values of
long-term investments were calculated based on market information and the Company’s best estimate.

The Company assesses its financial instruments and non-financial contracts on a regular basis to determine the
existence of any embedded derivatives which would be required to be accounted for separately at fair value and to
ensure that any embedded derivatives are accounted for in accordance with the Company’s policy. As at December
31, 2008, there were no embedded derivatives requiring separate accounting other than concentrate sales.

The following table summarizes derivative related assets:

December 31, December 31,
2008 2007
Currency Contracts

Forward contracts $- $17,947

Commodity Contracts
Forward contracts 88,848 -
Long-call option contracts - 267
88,848 18,214
Less: Current portion (82,677) (10,560)
Long-term portion $6,171 $7,654
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The following table summarizes the components of derivative related liabilities:

December December
31, 31,
2008 2007
Currency Contracts
Forward contracts $ (14,831) $ -
Commodity Contracts
Forward contracts and options - (73,562)
$ (14,831) $ (73,562)
Interest Rate Contracts
Interest rate swaps (21,889) (8,325)
$ (36,720) $ (81,887)
Less: Current portion 25,897 53,954
Long-term portion $ (10,823) $ (27,933)
The following table summarizes unrealized derivative gains (losses):
2008 2007 2006
Non-hedge derivatives
Commodity contracts $ 160,436 $ (27,305) $ (35,773)
Share purchase warrants held 98) (576) -
160,338 (27,881) (35,773)
Hedge ineffectiveness
Ongoing hedge
ineffectiveness 13,647 (1,187) -
$ 173,985 $ (29,068) $ (35,773)
The following table summarizes realized derivative gains (losses):
2008 2007 2006
Currency contracts $ 12 3 - 8 -
Commodity contracts (10,048) (17,082) -
$ (10,036) $ (17,082) $
Current income taxes 3,839 6,170 -

$ (6,197) $ (10912) $
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Additionally, included in cost of sales are realized gains in the amount of $14.4 million (December 31, 2007 — $6
million; December 31, 2006 — $nil) with respect to currency derivative contracts and included in interest and
financing expenses are realized losses in the amount of $5.1 million (December 31, 2007 - $nil; December 31, 2006
- $nil) in respect to the interest rate swaps. The Company estimates that approximately $11.5 million net gains and
losses are expected to be reclassified from accumulated other comprehensive loss to earnings in respect of cash
flow currency hedges over the next twelve months.

The following table summarizes cash flow currency and interest rate hedge gains (losses) in OCI (Note 17):

2008 2007 2006

Effective portion of change in fair value of hedging instruments $ 60,104 $ 10,619 3 -
Future income tax (19,333) (3,668) -
$ 40,771 S 6,951 § -

(b) Currency risk

The Company’s sales are predominately denominated in United States dollars. The Company is primarily exposed
to currency fluctuations relative to the United States dollar as a significant portion of the Company’s operating
costs and capital expenditures are denominated in foreign currencies; predominately the Brazilian Real, the
Argentine Peso, the Chilean Peso and the Mexican Peso. Monetary assets denominated in foreign currencies are
also exposed to foreign currency fluctuations. These potential currency fluctuations could have a significant impact
on production costs and thereby the profitability of the Company.

During prior years, the Company entered into forward contracts to economically hedge against the risk of an
increase in the value of the Brazilian Real versus the United States dollar. Currency contracts totaling 388.6 million
Reais at an average rate of 2.2511 Real to the United States Dollar have been designated against forecast Reais
denominated expenditures as a hedge against the variability of the United States dollar amount of those
expenditures caused by changes in the currency exchange rates for 2009 through to April 2011. Of this, 207.1
million Reais is hedged for 2009, 161.5 million Reais for 2010, and approximately 20.0 million for 2011. The
effective portion of changes in the fair value of the currency contracts has been recorded in OCI until the forecast
expenditure impacts earnings. The ineffective portion of changes in the fair value of the currency contracts has been
recorded in current earnings.

The sensitivities on net monetary assets/liabilities that are denominated in a foreign currency shown below are
derived from the estimated impact of a 10% change in the United States dollar exchange rate for the year compared
with the following currencies, with all other variables held constant. The sensitivity analysis includes the impact of
the foreign currency movements on operating costs and unrealized gains on losses arising from the translation of
monetary assets and liabilities as at the balance sheet date. The impact is expressed in terms of the effect on net
earnings and other comprehensive income:

2008

Effect on

Effect on other translation

Effect on net comprehensive Effect on of monetary

(on 10% change in United earnings, net income, operating assets and

States dollar exchange rate) of tax net of tax earnings liabilities
Brazilian Real $ 11,704 $ 11,429 § 9,031 § 2,673
Argentine Peso (i) $ 61,943 $ - 8 3,462 § 58,481
Canadian Dollar $ 6,485 § - $ - 3 6,485
Honduran Lempiras $ L1723 - 8 704 S 468
Chilean Peso $ 6,599 § - 8 4,744 ' $ 1,854

(1) The sensitivity to the Argentine Peso is attributable to a large future income tax liability in respect to business
acquisitions.
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(c) Commodity price risk

Gold, copper and silver prices are affected by various forces including global supply and demand, interest rates,
exchange rates, inflation or deflation and the political and economic conditions of major gold, copper and silver-
producing countries. The profitability of the Company is directly related to the market price of gold, copper and
silver.

The Company has not hedged any of its gold sales.

The Company has forward contracts to economically hedge against the risk of declining copper prices for a portion
of its forecast copper concentrate sales. As at December 31, 2008, the Company had a total of approximately 50.6
million pounds under open forward contacts at an average strike price of approximately $3.00 per pound of copper
and maturity dates in 2009 and 2010. The program requires no cash margin, collateral or other security from the
Company. During the fourth quarter of 2008, cash proceeds of $47.5 million were realized on reducing the
commodity derivative contracts by 86.3 million pounds. Subsequent to the end of 2008, the Company entered into
additional forward sales contracts to hedge 26.5 million pounds of copper at $1.54 per pound for the period
between February and July of 2009. These contracts and the existing forward sales positions held by the Company
hedge 75.7 million pounds of copper at about $2.50 per pound for the year 2009.

The sensitivity of the Company’s revenues, realized loss on derivatives, unrealized loss on derivatives, and net
earnings due to a 10% change in the average commodity prices for the year with all other variables constant is
summarized in the table below:

2008

Effect on Effect on
Earnings due to Earnings due to Effect on
change in change in Income Net
Effect on Realized Loss Unrealized Loss Tax Earnings,
(10% change in price) Revenues on Derivatives on Derivatives effect net of tax
Gold $ 68,344 $ - 8 - $ (27,645) $ 40,699
Copper $ 61,329 $ 4,824 § 74382 $ (11,203) $ 50,126
Silver $ 14,856 $ - 8 - 8 (6,009) § 8,846

The change in average commodity prices will not have an impact on other comprehensive income.

(d) Interest rate risk

The Company is exposed to interest rate risk on its variable rate debt. During the fourth quarter of 2007, the
Company entered into a total of $550 million in interest rate swap agreements to convert floating rate financing to
fixed rate financing over a 5 year period. These contracts fix the rate of interest on this portion of the Company’s
long-term debt at a weighted average of 4.50%. The effective portion of changes in the fair value of the interest
rate swaps has been recorded in OCI until the forecast interest expense impacts earnings. The ineffective portion of
changes in the fair value of the interest rate swaps have been recorded in current earnings.

At December 31, 2008, all of the Company’s long-term debt was at fixed rates, hence there is no market risk arising
from fluctuations in floating interest rate.

(e Credit risk

Credit risk is the risk that a third party might fail to discharge its obligations under the terms of a financial
instrument. The Company limits credit risk by entering into business arrangements with high credit-quality
counterparties, limiting the amount of exposure to each counterparty and monitoring the financial condition of
counterparties whilst also establishing policies to ensure liquidity of available funds. In addition, credit risk is
further mitigated in specific cases by maintaining the ability to novate contracts from lower quality credit
counterparties to those with higher credit ratings.
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For cash, cash equivalents and accounts receivable, credit risk is represented by the carrying amount on the balance
sheet. Cash and cash equivalents are deposited in highly rated corporations and the credit risk associated with these
deposits is low. The Company sells its products to large international financial institutions and other organizations
with high credit ratings. Historical levels of receivable defaults are negligible thus, the credit risk associated with
accounts receivables is also considered to be negligible. For long-term investments credit risk represents the par
value of the instruments (Note 9(b)). For derivatives, the Company assumes no credit risk when the fair value of
the instruments is negative. When the fair value of the instruments is positive, this is a reasonable measure of credit
risk.

The Company’s maximum credit exposure to credit risk at December 31 is as follows:

2008 2007
Cash and cash equivalents $ 170,137 $ 284,894
Accounts receivable 26,995 81,774
Short-term investments - 43,746
Income taxes recoverable 14,358 23,347
Current portion of derivative related assets 82,677 10,560
Derivative related assets 6,171 7,654
Long-term investments 9,161 30,113

$ 309,499 $ 482,088

o Liquidity risk

Liquidity risk is the risk that a financial instrument cannot be eliminated quickly, by either liquidating it or by
establishing an off-setting position. Under the terms of our trading agreements, counterparties cannot require the
Company to immediately settle outstanding derivatives except upon the occurrence of customary events of default.
The Company mitigates liquidity risk by spreading the maturity dates of derivatives over time, managing its capital
expenditures and operating cash flows and by maintaining adequate lines of credit. In addition, the Company
addresses the capital management process as described in Note 28. Contractual maturities relating to contractual
commitments are included in Note 27 and relating to credit facilities are included in Note 12.

30. CONTINGENCIES

Due to the size, complexity and nature of the Company’s operations, various legal and tax matters arise in the
ordinary course of business. The Company accrues for such items when a liability is both probable and the amount
can be reasonably estimated. In the opinion of management, these matters will not have a material effect on the
consolidated financial statements of the Company.

In 2004, a former director of Northern Orion commenced proceedings in Argentina against Northern Orion
claiming damages in the amount of $177 million for alleged breaches of agreements entered into by the plaintiff.
The plaintiff alleged that the agreements entitled him to a pre-emption right to participate in acquisitions by
Northern Orion in Argentina and claimed damages in connection with the acquisition by Northern Orion of its
12.5% equity interest in the Alumbrera project. On August 22, 2008, the National Commercial Court No. 8 of the
City of Buenos Aires issued a first-instance judgment rejecting the claim. The plaintiff appealed this judgment and
a decision of the appellate court is pending. While the Company considers that the plaintiff’s allegations are
unfounded and has been advised by its Argentine counsel that the appeal is unlikely to be successful; the outcome is
not certain. There is no assurance that the Company will be wholly successful in confirming the first-instance
judgment at appellate courts.
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