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(IN UNITED STATES DOLLARS, EXCEPT WHERE NOTED)
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FOURTH QUARTER AND FULL YEAR 2009 FINANCIAL AND OPERATIONAL HIGHLIGHTS

A Fourth quarter gold production of 111,672 ounces, up 41% from 78,950 ounces in the same period in
2008. Gold production in 2009 increased 29% to 301,773 ounces from 233,103 ounces in 2008.

A Fourth quarter gold sales of 106,475 ounces, up 36% from 78,194 ounces in the same period in 2008.
Gold sales in 2009 increased 23% to 292,407 ounces from 237,590 ounces in 2008.

A Total cash cost™ of $472 and $465 per ounce of gold sold in the fourth quarter and full year 2009,
respectively. This represents a decrease of approximately 17% from the same prior year periods.

A Net loss from continuing operations during the fourth quarter of $2.3 million or $0.01 per share
compared to net earnings of $39.4 million or $0.18 per share (basic and diluted) in the same period in
2008. In 2009, net loss from continuing operations of $183.4 million or $0.60 per share compared to
net earnings of $70.9 million or $0.48 per share (basic and diluted) in 2008.

A Fourth quarter earnings from mine operations of $39.7 million, up from a loss of $14.6 million in the
same period in 2008. Earnings from mine operations of $88.6 million in 2009, up from $21.4 million in
2008.

A Cash and cash equivalents held by continuing operations totaled $262.3 million at December 31, 2009,
up 44% from $182.0 million at December 31, 2008.

A Subsequenttotheendoftheyear,b Sg D2f R LINPGPARSR y20A0S (G2 - adN
G§KS SESNODA&AS 2F GKS / 2YLI yeQa NARIK(IO 22gldgrdeddB O NB
in Chile through a loan from Goldcorp INO® ¢ a D2 f R O 2 NlJcam@leted HtGmsactbr2wittR  ( K Sy
Goldcorp which resulted in a Goldcorp subsidiary now holding the 70% interest in El Morro. Through
the subsequent transaction with Goldcorp, the Company received $50 million and the terms of the
shareholder agreement were amended. The transaction closed on February 16, 2010.
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A Subsequent to the end of the year, the sale of the Amapari Mine to Beadell Resources Ltd. 0 & . S| RSf f ¢
for $63 million. Proceeds to New Gold of $46 million in cash and $17 million in Beadell shares are
contingent on the successful completion of an AS75 million equity offering by Beadell. The transaction
is expected to close in March 2010.

A Subsequent to the end of the year, the Company sold Cdn$83.1 million of asset backed notes for
proceeds of Cdn$49.9 million.

BACKGROUND

New Gold Inc. is an intermediate gold producer with a portfolio of global assets in the United States,

Mexico, Australia, Canada, Chile and Brazil® ¢ KS / 2Y LI y& Qa 2 LIS NMdicuiségoldl aaSi
YAYS 0dasSalj dzielubitedesthtysStide (Cerrd SAn P&EAFO gold-silver mine 6 &/ SNNRB { Iy t
a Ay $éMexico, and the Peak gold-O2 LILISNJ YA Y S 06 dat St {Significany d&éelopmehty’ | dzi |
projects include the New Afton copper-gold project 6 @ b S & InEana®layaéda 30% interest in the El

Morro copper-gold project 6 & 9 f  anZINININEwGold has an objective of becoming a million ounce

gold producer, with a lower than industry average total cash cost” per ounce, by 2012. New Gold plans on

achieving this vision through:

A Delivering on operational targets (safety, cost, production, environmental and social responsibility);

A Maintaining a strong financial position;

A Internal growth through project development and the continuous improvement of existing
operations; and,

A External growth through additional value enhancing merger and acquisition opportunities.

New Gold is working towards maximizing shareholder value through diversified production, maintaining a
reduced risk profile and enhancing growth potential.

CORPORATE RESPONSIBILITY

¢CKS /2YLIyeQa O2YYAUYSyd G2 LINAYOALX SR IAINRSOIK A&
¢CKA&d dzyRSNIAS&a YIyF3aSySyiaQa o6StAST (GKIG SO2y2YAO
contributions are indivisible components in the success of the Company.

New Gold works to ensure a workplace free from injury and has achieved a rate of lost-time injury that was
significantly less than those recorded as international industry averages. The Company also actively
engages in meaningful dialogue with local community residents and organizations to identify economic,
training, social and development priorities and contributes to the development of the communities
surrounding its operations.

bS¢ D2fRQ&a O2NLIR2NI GS NI & LEny foNubiok,f niinimize tik dinp&Otheh @S &
operations may cause to the environment and practice the progressive rehabilitation of areas impacted by

its activities. The Company has a history of operating in a socially responsible and sustainable manner, and
of meeting international standards in the three countries where it currently operates mines. The Company
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is a member of the Canadian Business for Social Responsibility and is a partner of the United Nations Global
Compact.

The board of directors, management and employees of New Gold are committed to achieving the vision of
becoming a low cost, million ounce gold producer by 2012 in a socially responsible and sustainable manner.

CORPORATE DEVELOPMENTS
A. EI MORRO TRANSACTION

On January 7, 2010, New Gold provided notice to Xstrata Copper Chile S.A. ("Xstrata"), a wholly-owned
subsidiary of Xstrata Plc, of the exercise of its right of first refusal to acquire 70% of the El Morro copper-
gold project in Chile for $463.0 million. b S D2 f R tHerfcurrend 3DMjbirid Verude partner in El

Morro, held  NAIK{G 2F FANBRG NBTFdzalf 20SN) - aGNF GF Qa

when Barrick Gold Corporation ("Barrick") announced that it had entered into an agreement with Xstrata to
I OljdZANB - ad0NXGFQa AyGSNBaido hy CSoNXzt NBE wmc X
interest in the El Morro property. Goldcorp Inc. ("Goldcorp") loaned $463.0 million to New Gold to fund
the exercise of the right of first refusal. After acquisition of the 70% interest by a New Gold subsidiary, New
Gold sold that subsidiary to Goldcorp.

Concurrent with the sale of the New Gold subsidiary to Goldcorp, the Company received $50.0 million
payment to New Gold and the parties amended the terms of the existing El Morro Shareholders Agreement
("the Agreement").

As a result of these transactions, New Gold will continue its participation as a 30% partner in the El Morro
project under the amended Agreement with the following benefits being realized by the Company:

Original Agreement Revised Agreement

Upfront payment - $50 million

t SNOSyidlF3sS 2F b 70% 100%

share of development capital

carried

Interest charged on carried Xstrata cost of capital + U.S. 7-year Treasury Rate + 1.87%

funding 1% (approximately 10%) (most recently 5.0%)

Initiation of construction - Within 60 days of receipt of permits

guarantee and approvals (subject to financial
penalty of $1.5 million per month up
to 24 months)

T JE 2

HOMN

D2f RO2NLJ KI & +F3INBSR (2 TFdzyR mnmx: 2F GKS /2YLI yeQa

the project, which was estimated in the El Morro feasibility study at approximately $2.5 billion. Under the
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former Xstrata carried funding arrangements, the Company would be required to fund approximately
$225.0 million or 9% of the project capital prior to completion of the project, however under the new
Goldcorp funding arrangement, New Gold will not need to fund any of the approximately $225.0 million of
project capital prior to completion of development and construction.

On January 13, 2010, New Gold received a Statement of Claim filed by Barrick in the Ontario Superior Court
of Justice, against New Gold, Goldcorp and affiliated subsidiaries. The claim relatestob S ¢ D2f RQ&
of its right of first refusal on the El Morro copper-gold project. New Gold believes the claim is completely
without merit and intends to defend this action using all available legal avenues.

B. SALE OF ASSET BACKED NOTES

During the fourth quarter of 2009, New Gold sold Cdn$56.3 million of face value asset backed notes 6 & !
b 2 (i $ai cash proceeds of Cdn$31.2 million. Three classes of notes were sold:

A Cdn$32.9 million of face value MAV 2 Class A-1 notes for Cdn$19.1 million
A Cdn$18.3 million of face value MAV 2 Class A-2 notes for Cdn$8.4 million
A Cdn$5.1 million of face value MAV 2 Class 15 notes for Cdn$3.7 million

New Gold was able to realize a weighted average price of Cdn$0.55 per dollar through the monetization of
this portion of the company's notes. Of New Gold's remaining Cdn$104.0 million in face value notes,
Cdn$83.1 million, or 80%, are in the MAV 2 Class A-1 and A-2 category which are considered to be the most
secure of the asset backed notes from a credit perspective.

The remaining unsold asset backed notes had a fair value estimate of $45.9 million (Cdn$50.7 million) as at
December 31, 2009.

During January 2010, the Company further disposed of Cdn$83.1 million face value of MAV 2 Class A-1 and
A-2 notes for proceeds of Cdn$49.9 million realizing a weighted average price of $0.60 per dollar.

C. AMAPARI MINE SALE AGREEMENT

On January 27, 2010, the Company announced the signing of an agreement to sell its Brazilian subsidiary
Mineracao Pedra Branca do Amapari Ltda. ("MPBA"), which holds the Amapari Mine and other related
assets, to Beadell Resources Ltd. ("Beadell") for $63.0 million. Beadell is an Australian listed gold-focused
company with exploration and development assets in Western Australia and Brazil.

Proceeds to New Gold will be $46.0 million in cash and $17.0 million in Beadell shares and are contingent
on the successful completion of an A$75.0 million equity offering by Beadell, and related shareholder
approvals. The Macquarie Fixed Income, Currencies and Commodities Group of Macquarie Bank Limited
and Macquarie Capital Group Limited have committed to subscribe for a total A$10.0 million of Beadell
shares (AS5.0 million each) at the bookbuild price up to AS$0.25 per share, subject to a number of
conditions including successful completion of the offering and the acquisition.

As part of the planned equity offering, Beadell is required to obtain shareholder approval by simple
majority of 50% plus one of those votes cast. The shareholder vote will take place in early March. Beadell
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management, who hold approximately 25% of the shares of the company, have committed to support the
transaction both financially and through the shareholder vote where applicable. The completion of the
transaction will be dependent on the above noted shareholder approvals and other customary closing
conditions. The transaction is expected to close in March 2010.

D. SUSPENSION OF MINING OPERATIONS AT THE CERRO SAN PEDRO MINE

In November 2009, New Gold was notified that it was to suspend mining operations at its Cerro San Pedro
Mine in Mexico. Following a ruling by the Federal Court of Fiscal and Administrative Justice nullified the
mine's Environmental Impact Statement ("EIS") which was issued in 2006. PROFEPA, the Mexican
environmental enforcement agency, issued the order requiring the Cerro San Pedro Mine to suspend

mining as a consequence of the nullification of the EIS. The Company has filed appeals to both the court
decision and the PROFEPA order related to the EIS.

New Gold's management believes the Cerro San Pedro Mine has been operating in full compliance with
required permits and government authorizations.

In December 2009, New Gold was granted an injunction related to the suspension of operations at its Cerro
San Pedro Mine. The court ruling temporarily overturns the PROFEPA order to suspend mining operations
at the Cerro San Pedro Mine.

Subsequent to December 31, 2009, the Company was scheduled to face a hearing in the Fourth District
Court in San Luis Potosi, related to a challenge by opposition to the mine to the annual renewal of the
explosives permit at Cerro San Pedro. The Company is vigorously defending against this challenge and a
hearing is scheduled for March 2010. Until the hearing is held, no additional blasting will take place at
Cerro San Pedro.

As the Cerro San Pedro Mine uses equipment leased from a large construction contractor, the Company
should be able to increase access to mining equipment once current legal challenges are addressed.

E. WESTERN GOLDFIELDS BUSINESS COMBINATION

During the second quarter of 2009, the Company completed a business combination with Western
Gof RFTASftRaA LyO® 642SaiSNYy D2fRTFAStRAL0VD ¢ KS
arrangement that received final court approval on May 27, 2009. Pursuant to the plan of arrangement,
New Gold acquired all of the issued and outstanding common shares of Western Goldfields in consideration
for the issuance by New Gold of one common share of New Gold and Cdn$0.0001 for each Western
Goldfields common share outstanding.

The acquisition of Western Goldfields included the Mesquite Mine, located in the mining-friendly
jurisdiction of California. This asset delivered additional cash flows towards bringing the New Afton project

0 dza A

into production YR O2y i NROdzi SR (2 GKS /2YLI yeQa 2 S NI €

consolidation.
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RESERVES AND RESOURCES UPDATE

At December 31, 2009, New Gold's attributable proven and probable gold reserves increased to 8.2 million
ounces from 7.4 million ounces, including gold reserves at the Mesquite Mine, at December 31, 2008. Total
Measured and Indicated gold resources, inclusive of reserves, increased to 13.5 million ounces from 12.1
million ounces over the same period. Highlights of the reserve and resource update include:

A Mesquite Mine gold reserves increased by 19% to 3.1 million ounces from 2.6 million ounces;

A Cerro San Pedro Mine gold reserves increased by 11% to 1.4 million ounces from 1.3 million ounces;

>\

Cerro San Pedro measured and indicated resources, inclusive of reserves, increased by 33% to 2.3
million ounces from 1.7 million ounces, attributable to the addition of 0.9 million ounces of sulphide
resources; and,

A Peak Mine continued its history of reserve replacement with December 31, 2009 gold reserves of 0.6
million ounces more than replacing the ounces mined during 2009.

Fordetailsof G KS / 2YLIl yeQa NBaSNBSa | yR NRewdHdiNE$anEes LI S|
Record 2009 Production, Provides 2010 Annual Guidance and Updates Reserves and Ridsdurcks
www.sedar.com and dated January 25, 2010.

ECONOMIC TRENDS

Throughout 2009, gold has been trading at its highest historical level in nominal terms. In 2009, gold
averaged $972 per ounce and was unique among base and precious metals as having achieved nine
consecutive years in which the annual average market price has been higher than that of the previous year.
The U.S. dollar has remained one of the key drivers of the gold price during the fourth quarter of 2009. It is
widely believed the U.S. dollar remains the main funding currency and as propensity for risk increases,
investors in search of higher yields sell the U.S. dollar and buy riskier currencies or assets, leading to U.S.
dollar weakness and a higher gold price. Additionally, in the latter part of 2009, as market confidence has
increased with respect to the economic outlook, positive economic figures have continued to raise
concerns about the return of an inflationary economic environment. This issue generates uncertainty over
the strength of the economic recovery and has the potential to increase volatility which is believed to
positively benefit gold prices.

The price of gold is the largest single factorF T ¥ SOGAYy 3 bSé D2f RQaA LINBFAGI 0Af
such, the current and future financial performance of the Company will be closely correlated to the

prevailing price of gold. During 2009, New Gold had an average realized gold price®
which was on par with an average gold price of $972 per ounce.

of $983 per ounce
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SELECTED ANNUAL FINANCIAL INFORMATION
(U.S dollars in thousands, except ounces, per ounce and per pound amounts)

Three months ended December 31 Year ended December 31
2009 2008 2009 2008
Operating Data
Tonnes of ore mined (000's) 7,429 3,042 21,936 6,958
Tonnes of waste mined (000's) 8,800 6,703 38,156 16,623
Ratio of waste to ore 1.18 2.20 1.74 2.39
Gold (ounces):
Produced 111,672 78,950 301,773 233,103
Sold 106,475 78,194 292,407 237,590
Silver (ounces):
Produced 312,848 290,520 1,496,958 572,575
Sold 298,107 289,781 1,475,317 595,211
Copper (000's of pounds):
Produced 3,905 2,474 15,613 8,249
Sold 4,831 2,634 13,901 7,754
Realized prices(z):
Gold (S/ounce) $1,074 $792 $983 $863
Silver ($/ounce) $17.36 $10.09 $14.48 $12.73
Copper ($/1b) $2.94 $(1.69) $2.54 $1.25
Total cash cost per gold ounce sold®® $472 $567 $465 $566
Financial Data
Revenues $131,765 $36,737 $323,780 $143,083
Earnings (loss) from mine operations $39,682 $(14,602) $88,621 $21,402
Net earnings (loss) from continuing operations $(2,295) $39,411 $(183,434) $70,884
Earnings (loss) per share ¢ basic and diluted:
From continuing operations $(0.01) $0.18 $(0.60) $0.48
From discontinued operations $(0.01) $0.01 $(0.04) $(1.17)
Total $(0.02) $0.19 $(0.64) $(0.69)
Operating cash flows from continuing operations $54,356 $17,326 $78,981 $23,073

(1) Operating results for the Cerro San Pedro Mine and New Afton project are included as of July 1, 2008. Results for the Mesquite Mine
and Western Goldfields are included in periods subsequent to May 27, 2009. The above table includes results for the Amapari Mine
which is presented as a discontinued operation for financial reporting purposes.

(2) Realized price is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 2 at the end
of this MD&A.

(3) Total cash cost is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 1 at the
end of this MD&A. The calculation of total cash cost per ounce of gold sold for the Peak Mine is net of by-product copper sales revenue.
The calculation of total cash cost per ounce of gold for the Cerro San Pedro Mine is net of by-product silver sales revenue.

(4) Total cash cost per gold ounce sold figures for previous periods have been amended as a result of reclassification of costs between
operating costs and depreciation and depletion for the Cerro San Pedro Mine.

OVERVIEW OF 2009 FINANCIAL RESULTS

For year ended December 31, 2009, net loss from continuing operations was $183.4 million, compared to
net earnings from continuing operations of $70.9 million from the prior year. The decrease in net earnings
from continuing operations was primarily driven by a goodwill impairment charge on the Western
Goldfields acquisition of $192.1 million and losses on foreign exchange of $52.7 million. These decreases
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were partially offset by increased revenues from higher gold sales, the contribution of the Mesquili S a A y SQa
gold production, and a gain of $14.2 million on the buyback of long-term debt. During 2009, the Company

designated the Amapari Mine as a discontinued operation and therefore has presented all financial
information for this mine separately from continuing operations. The loss recognized on the Amapari

Mine, net of taxes, was $10.9 million in 2009 and $173.6 million in 2008.

Cash flows were positively influenced by the increase of gold ounces sold from 237,590 ounces during 2008

@ also increased by 14% from $863 per ounce in

to 292,407 ounces in 2009. The average realized gold price
2008 to $983 per ounce in 2009. Additionally, the Company successfully closed a bought deal equity public

offering for gross receipts of $107.2 million on September 11, 20009.
OVERVIEW OF 2009 FOURTH QUARTER FINANCIAL RESULTS

In the fourth quarter of 2009, net loss from continuing operations was $2.3 million, which decreased from a
net income of $39.4 million in the prior year. Higher realized gold prices, higher realized copper prices,
increased production and lower corporate administration costs were offset by higher operating costs of
$67.4 million and losses from foreign exchange of $11.2 million compared to operating costs of $44.2
million and a gain of $54.0 million from foreign exchange during the fourth quarter of 2008.

The Company sold 106,475 ounces of gold during the fourth quarter of 2009, compared to 77,645 ounces in
@ of gold
sold from $959 to $1,074 per ounce quarter-over-quarter resulted in a 49% increase in revenues to $131.8

the third quarter. In addition to incremental ounces sold, the increase in average realized price

million. Fourth quarter corporate administration costs was higher at $9.4 million, compared to $5.5 million
in the third quarter, as a result of employee bonus accruals and professional services related to addressing
the mining disruption at our Cerro San Pedro Mine. Business transaction costs of $6.6 million related to the
Western Goldfields acquisition was fully accounted for by June 30, 2009. Related to the Western Goldfields
acquisition were goodwill impairment charges totalling $192.1 million. The continuing improvement in
credit markets resulted in gains on the investment in AB Notes but was negated by loss on dispositions of
the AB Notes for a net loss on investments of $14.6 million in the fourth quarter of 2009. Additionally, the
continued strengthening in exchange rates of foreign currencies in relation to the U.S. dollar has resulted in
losses on foreign exchange of $11.2 million in the fourth quarter of 2009.

OPERATIONS REVIEW
(tabular data inthousands ofJ.S dollarsunless otherwise stated)

A. MESQUITE MINE, CALIFORNIA

¢CKS /2YLIyeQa aSaljdAadS aiayS Aa t20FGSR Ay LYLISNJ
northwest of Yuma, Arizona and 230 kilometres east of San Diego, California. The Mesquite Mining District
lies beneath alluvial pediment deposits at the base of the Chocolate Mountains. The mine was operated
between 1985 ¢ 2001 by Goldfields Mining Corporation, subsequently Santa Fe Minerals Corporation, and
finally Newmont Mining Corporation with Western Goldfields Inc. acquiring the mine in 2003. New Gold
acquired the Mesquite Mine as part of the acquisition of Western Goldfields Inc. on May 27, 2009. The
mine resumed production in 2008. Over the last 23 years, the Mesquite Mine has been subject to
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significant exploration with over 6,000 reverse circulation drill holes having been completed during its life.
Recent exploration has been focused on the areas surrounding the three existing pits: Rainbow, Big Chief
and Vista.

Three months ended Period May 27 to
December 31, 2009 December 31, 2009
Operating Data
Tonnes of ore mined (000's) 4,409 9,228
Tonnes of waste mined (000's) 5,701 21,279
Ratio of waste to ore 1.29 2.31
Tonnes of ore processed (000's) 4,409 9,228
Average gold grade (grams/tonne) 0.63 0.54
Gold (ounces):
Produced? 61,245 99,298
Sold 55,861 95,056
Realized prices(g):
Gold ($/ounce)” $1,041 $994
Total cash cost per gold ounce sold® $551 $602
Financial Data
Revenues $58,158 $94,506
Earnings from mine operations $18,332 $18,748

(1) ¢KS 0208 GFrotS 2yte LINBaSyda (KS oanSrhip bigNdivSoldood WMap2® 20092 LISNF GA2ya &A
(2) Tonnes of ore processed each quarter does not necessarily correspond to ounces produced during the quarter, as there is a time delay
between placing tonnes on the leach pad and pouring ounces of gold.
(3) Realized price is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 2 at the end
of this MD&A.
(4) Includes realized gains and losses from gold hedge settlements.
(5) Total cash cost is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 1 at the
end of this MD&A.

¢KS aSaljdaidS aAySQa 2LISNI GA2Yy A | NIBhe genodsibdeBuBnRto Ay b S
May 27, 2009 only. Prior quarter information, presented below, is for information purposes only. Results
fromprior2 6 Y SNA KAL) KI @S 6SSy FRRSR (2 LISNA2Ra 2F bSg C
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Three months ended December 31

Year ended December 31

2009 2008 2009 2008
Operating Data
Tonnes of ore mined (000's) 4,409 3,259 13,084 8,944
Tonnes of waste mined (000's) 5,701 10,390 40,857 45,605
Ratio of waste to ore 1.29 4.49 3.12 5.10
Tonnes of ore processed (000's) 4,409 2,429 13,084 8,114
Average gold grade (grams/tonne) 0.63 0.47 0.51 0.70
Gold (ounces):
Produced™ 61,245 28,378 150,002 108,325
Sold 55,861 30,625 143,509 110,880
Realized prices(z):
Gold ($/ounce)® $1,041 $799 $955 $861
Total cash cost per gold ounce sold $551 $519 $596 $508
Financial Data
Revenues $58,158 $24,472 $136,004 $95,427
Earnings from mine operations $18,332 $6,326 $29,948 $30,000

(1) Tonnes of ore processed each quarter does not necessarily correspond to ounces produced during the quarter, as there is a time delay
between placing tonnes on the leach pad and pouring ounces of gold.

(2) Realized price is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 2 at the end
of this MD&A.

(3) Includes realized gains and losses from gold hedge settlements.

(4) Total cash cost is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 1 at the
end of this MD&A.

FOURTH QUARTER OF 2009 COMPARED TO FOURTH QUARTER OF 2008

Gold production for the quarter ended December 31, 2009 was 61,245 ounces compared to 28,378 ounces
produced in the same period in 2008. Gold production was higher in the fourth quarter of 2009 compared
to fourth quarter of 2008 due to greater ore tonnes placed and higher ore grades. Total tonnes placed on
the leach pad in the fourth quarter of 2009 were 4.4 million tonnes compared to 2.4 million tonnes in the
same prior year period. Period over period, the average head grade increased to 0.63 g/t from 0.47 g/t.

Revenue for the quarter ended December 31, 2009 was $58.2 million compared to $24.5 million in the
same period last year due largely to an increase in ounces sold to 55,861 ounces in 2009 from 30,625
ounces in 2008. The average realized gold price' during the fourth quarter of $1,041 per ounce, including
hedged gold ounce settlements at S801 per ounce, was lower than the average London Metals Exchange
PM gold fix price of $1,100 per ounce. In the fourth quarter of 2008, the Mesquite Mine recognized an
average realized gold price®® of $799 per ounce of gold sold.

Total cash cost™ per ounce of gold sold for the quarter ended December 2009 was $551 per ounce
compared to $519 per ounce in the same prior year period. The increase in cash cost was driven primarily
by increased costs associated with equipment maintenance repair, increased cyanide consumption and
high wall remediation in the Rainbow pit by a contract miner. In addition, gold ounces were sold from
inventory that had been accounted for at higher costs.
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Capital expenditures totaled $0.3 million and $2.6 million for the three month periods ended December 31,
2009 and 2008, respectively. The decrease was the result of thS O2 YLX SGA2y 27
expansion program by the end of 2008.

[@=N
A
(p))
Q)

YEAR ENDED 2009 COMPARED TO YEAR ENDED 2008
(Full Yeark; Not Period of Ownership)

Gold production for the year ended December 31, 2009 was 150,002 ounces compared to 108,325 ounces
produced in 2008, due to more tonnes placed on the leach pads and secondary leaching offset by lower
head grades. Ore placed on the leach pad increased to 4.4 million from 2.4 million tonnes in 2008,
representing an increase of 83%.

Revenue for the year ended December 31, 2009 was $136.0 million compared to $95.4 million in the same
prior year period. The increase in revenue was a result of an increase in ounces sold to 143,509 from
110,880. Additionally, the average realized gold price®® of $955 per ounce was higher in 2009 compared to
$861 per ounce in 2008. The average realized gold price®® during the year ended December 31, 2009 of
$955 per ounce was lower than the average London Metals Exchange PM gold fix price of $972 per ounce,
due principally to the Company delivering 66,000 ounces into its gold hedge program at a price of $801 per
ounce.

Total cash cost per ounce of gold sold for the year ended December 31, 2009 was $596 compared to $508
in the same period last year. During 2009, the Mesquite Mine incurred additional costs due to lower truck
availability. As a result, maintenance and repair costs increased during this period, and a contract miner
was utilized to assist with waste stripping in the Rainbow mining area. Increased expenditures were also
incurred for increased usage of cyanide and lime to optimize recovery.

Capital expenditures totaled $1.3 million and $20.3 million for the years ended December 31, 2009 and
2008, respectively. The decrease was the result of the completion 2 F (1 KS aS&aljdzAdGS aAys
program by the end of 2008.

2010 GUIDANCE

The Mesquite mine is forecast to produce 145,000 to 155,000 ounces of gold in 2010 at total cash cost™ of
$540 to $560 per ounce sold. While gold production is anticipated to remain consistent with the levels

t® s expected to decline as certain one-time costs incurred in 2009,

achieved in 2009, total cash cos
including tire replacement, contract mining and high repairs and maintenance, are not expected to re-

occur.
B. CERRO SAN PEDRO, MEXICO

The Cerro San Pedro Mine is located in the state of San Luis Potosi in central Mexico, approximately 20
kilometres east of the city of San Luis Potosi. The project property consists of 52 mining and exploration
concessions totalling 78 square kilometres in the historic Cerro San Pedro mining district. The mine was
acquired pursuant to the Metallica Resources Inc. acquisition on June 30, 2008. The current focus of
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exploration is on the southern half of a two-plus kilometre San Pedro trend of gold-silver-zinc-lead
YAYSNI tATFGA2Y GKIF G éEﬁSyﬁa a2dziK FNRBY o6SySIiK (K
The Cerro San Pedro Mine was awarded the highest safety award granted from the Mexican Chamber of

alAySa oa/!alLa9- ¢ 0 ® 400llcértificatioriio? its én@rninent@ Snbhagdmenh system.

bSs D2ftRQa /SNNR {ly tSRNR aAyS KFa | NBO2NR i
environmental standards.

¢KS /SNNE {ly tSRNR aAySQa 2LISNI (A2 ys¥or theNdBriodA y Of dzl
subsequent to July 1, 2008 only.

Year ended Period July 1
Three months ended December 31 December 31 to December 31
2009 2008 2009 2008
Operating Data
Tonnes of ore mined (000's) 2,818 2,129 11,899 4,188
Tonnes of waste mined (000's) 3,099 4,255 16,768 8,087
Ratio of waste to ore 1.10 2.00 1.41 1.93
Tonnes of ore processed (000's) 2,818 2,129 11,899 4,188
Average gold grade (grams/tonne) 0.44 0.57 0.45 0.58
Average silver grade (grams/tonne) 28.10 33.50 30.68 28.94
Gold (ounces):
Produced” 25,781 21,231 95,502 45,618
Sold 24,455 21,180 93,312 47,250
Silver (ounces):
Produced® 312,848 290,520 1,496,958 572,575
Sold 298,107 289,781 1,475,317 595,211
Realized prices“):
Gold ($/ounce) $1,079 $799 $978 $840
Silver ($/ounce) $17.36 $10.09 $14.48 $12.73
Total cash cost per gold ounce sold® $436 $487 $407 $421
Financial Data
Revenues $31,563 $19,846 $112,642 $47,285
Earnings (loss) from mine operations $10,117 $(18,169) $28,125 $(12,551)

(1) The above table only presents the Cerro San Pedro Mine operations since the period of ownership on July 1, 2008.

(2) Tonnes of ore processed each quarter do not necessarily correspond to ounces produced during the quarter, as there is a time delay
between placing tonnes on the leach pad and pouring ounces of gold.

(3) The calculation of total cash cost per ounce of gold is net of by-product silver revenue. If the silver revenues were treated as a co-
product, average total cash cost at Cerro San Pedro for the three months ended December 31, 2009, would be $541 per ounce of gold
(2008 - $533) and $8.71 per ounce of silver (2008 - $6.73), and for the year ended December 31, 2009, $515 per ounce of gold (2008 -
$488) and $7.63 per ounce of silver (2008 - $7.40).

(4) Realized price is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 2 at the end
of this MD&A.

(5) Total cash cost is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 1 at the
end of this MD&A. Total cash cost per gold ounce sold figures for previous periods have been restated as a result of reclassification of
costs between operating costs and depreciation and depletion.
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Prior quarter information, presented below, is for information purposes only. Results from prior ownership

have beenaddedto LISNA 2 Ra 2F bS¢g D2f RQA 26y SNRAKALI F2NJ
Three months ended December 31 Year ended December 31
2009 2008 2009 2008
Operating Data
Tonnes of ore mined (000's) 2,818 2,129 11,899 8,917
Tonnes of waste mined (000's) 3,099 4,255 16,768 14,057
Ratio of waste to ore 1.10 2.00 1.41 1.58
Tonnes of ore processed (000's) 2,818 2,129 11,899 8,917
Average gold grade (grams/tonne) 0.44 0.57 0.45 0.60
Average silver grade (grams/tonne) 28.10 33.50 30.68 24.10
Gold (ounces):
Produced™ 25,781 21,231 95,502 84,561
Sold 24,455 21,180 93,312 85,362
Silver (ounces):
Produced? 312,848 290,520 1,496,958 1,084,947
Sold 298,107 289,781 1,475,317 1,099,912
Realized prices(g):
Gold ($/ounce) $1,079 $799 $978 $872
Silver ($/ounce) $17.36 $10.09 $14.48 $14.84
Total cash cost per gold ounce sold® $436 $487 $407 $399
Financial Data
Revenues $31,563 $19,846 $112,642 $90,812
Earnings (loss) from mine operations $10,117 $(18,169) $28,125 $5,469

(1) Tonnes of ore processed each quarter do not necessarily correspond to ounces produced during the quarter, as there is a time delay
between placing tonnes on the leach pad and pouring ounces of gold.

(2) The calculation of total cash cost per ounce of gold is net of by-product silver revenue. If the silver revenues were treated as a co-
product, average total cash cost at Cerro San Pedro for the three months ended December 31, 2009, would be $541 per ounce of gold
(2008 - $533) and $8.71 per ounce of silver (2008 - $6.73), and for the year ended December 31, 2009, $515 per ounce of gold (2008 -
$484) and $7.63 per ounce of silver (2008 - $8.24).

(3) Realized price is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 2 at the end
of this MD&A.

(4) Total cash cost is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 1 at the
end of this MD&A. Total cash cost per gold ounce sold figures for previous periods have been restated as a result of reclassification of
costs between operating costs and depreciation and depletion.

FOURTH QUARTER OF 2009 COMPARED TO FOURTH QUARTER OF 2008

Gold production for the fourth quarter of 2009 increased by 21% to 25,781 ounces, compared to 21,231
ounces produced in the same prior year period. The increase in production over the fourth quarter of 2008
was due to an increase in the ore tonnes mined, which offset a decrease in gold grades. Silver production
increased during the quarter to 312,848 ounces from 290,520 ounces in the same prior year period. This
increase in silver production can be attributed to the increase in the ore tons placed on the leach pads
during the fourth quarter of 2009.

Total cash cost™ per ounce of gold sold in the fourth quarter of 2009 was $436 per ounce compared to
$487 per ounce in the same prior year period, representing a decrease of 10%. This was due to a number
of factors, including higher silver prices, a lower strip ratio, and lower operating costs due to the temporary
suspension of mining activities. These factors, in conjunction with the increase in silver ounces sold,

resulted in lower fourth quarter total cash costs™.
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Revenue for the fourth quarter of 2009 was $31.6 million, which was a 59% or $11.7 million increase over
the same prior year period. The main driver for this increase was increased average realized prices. The
average realized gold price® per ounce during the fourth quarter 2009 and 2008 was $1,079 and $799,
respectively, which corresponds well to the average London Metals Exchange PM gold fix price of $1,100
and $795 per ounce, respectively. The average realized silver price®® per ounce during the fourth quarter
2009 and 2008 was $17.36 and $10.09, respectively, which also correlates to the average London Metals
Exchange silver fix price of $17.57 and $10.21 per ounce, respectively. In addition, silver ounces sold
increased by 8,326 ounces while gold ounces sold increased from 21,180 in the fourth quarter of 2008 to
24,455 ounces in the fourth quarter of 2009.

On November 18, 2009, PROFEPA, the Mexican environmental enforcement agency, issued an order

requiring the Cerro San Pedro Minetosuspend YA YAy 3 | a | 02y aSljdzsSy0o0S 27F (K
EIS. Since the suspension of mining activities, the mine was still able to continue gold recovery operations

of existing inventory on the leach pads. Mining operations resumed in December after the Company was

granted an injunction which temporarily overturns the PROFEPA order to suspend mining operations. The

Cerro San Pedro Mine produced 25,781 ounces of gold in the fourth quarter of 2009.

Subsequent to December 31, 2009, the Company was scheduled to face a hearing in the Fourth District
Court in San Luis Potosi, related to a challenge by opposition to the mine to the annual renewal of the
explosives permit at Cerro San Pedro. The Company is vigorously defending against this challenge and a
hearing is scheduled for March 2010. Until the hearing is held, no additional blasting will take place at
Cerro San Pedro.

Capital expenditures totalled $1.5 million and $2.0 million for the three month periods ended December

31, 2009 and 2008, respectively. 2009 expenditures were primarily on the construction of leach cells 6 and

TS 6KSNBlIAa wnny SELSYRAGAINEAE 6SNB LINAYEFNRfE 2y L
infrastructure.

YEAR ENDED 2009 COMPARED TO YEAR ENDED 2008
(Full Year; Not Period of Ownership)

Gold production for the year ended December 31, 2009 increased by 13% to 95,502 ounces compared to
84,561 ounces produced in 2008. The increase in production for 2009 compared to 2008 was due to an
increase in tonnes placed on the leach pad. Silver production for the year ended December 31, 2009
increased by 36% to 1.5 million ounces compared to 1.1 million ounces produced in 2008. This increase in
silver production can be attributed to the higher silver grades mined during 2009, higher tonnes placed on
the leach pad, and secondary leaching.

Total cash cost™ for 2009 was $407 per ounce of gold compared to $399 per ounce for 2008. The increase
in cash costs was a result of higher operating costs primarily from increased tonnes mined. This was
partially offset by higher ounces of gold and silver, better silver prices and a weakening of the Mexican
peso.
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Revenue in 2009 was $112.6 million, representing a 24% increase compared to $90.8 million in 2008. The
average realized gold price® during 2009 and 2008 were $978 and $872 per ounce, respectively, which
correlates well to the average London Metals Exchange PM gold fix price of $972 and $872 per ounce,
respectively. The average realized silver price(z) during 2009 and 2008 were $14.48 and $14.84 per ounce,
respectively, which compares to the average London Metals Exchange silver fix price of $14.68 and $14.99
per ounce, respectively. In addition, silver sales volume increased by 375,405 ounces, while gold ounces
sold increased from 85,362 in 2008 to 93,312 ounces in 2009.

Capital expenditures for the year ended December 31, 2009 totalled $4.9 million, compared with $13.2
million in 2008. The decrease was due mainly to construction completion of leaching cells 6 and 7 during
early 2009. Additionally, capital expenditures in 2008 included improvements to the production process
and communications infrastructure.

IMPACT OF FOREIGN EXCHANGE ON OPERATIONS

The Cerro San Pedro Mine was not significantly impacted by the fluctuations in the value of the Mexican
peso against the U.S. dollar during the fourth quarter of 2009. The value of the Mexican peso decreased by
1% from an average of 13.26 to the U.S. dollar in the third quarter of 2009 to 13.16 to the U.S. dollar in the
fourth quarter. In comparison to the fourth quarter of 2008, the value of the Mexican peso in the fourth
quarter of 2009 averaged 13.16 compared to 13.04, an increase of 1%. On an annual basis, the average
exchange rate for the Mexican peso increased by 21% from an average of 11.15 to 13.53 to the U.S. dollar

(1)

in 2008 and 2009, respectively. This reduced total cash costs'™ but was offset by other factors described

above.

2010 GUIDANCE

Cerro San Pedro is forecast to produce 95,000 to 105,000 ounces of gold and 1.4 to 1.6 million ounces of
silver in 2010. Total cash cost™ is forecast to be $390 to $410 per ounce sold, net of by-product sales.

C. PEAK MINE, AUSTRALIA

The Compay € Bedk Mine is a gold and copper mining operation located in the Cobar Mineral Field near
Cobar, New South Wales, Australia. The Peak Mine consists of mining and exploration licenses totaling 845
square kilometres of prospective ground covering the mining operation and mineralized extensions. The
operation commenced production in 1992 and has consistently replaced annual reserve depletion over the
last 18 years. With continued infill drilling to convert resources to reserves, it is expected that the mine life
will be extended beyond eight years.
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Three months ended December 31 Year ended December 31

2009 2008 2009 2008
Operating Data
Tonnes of ore processed (000's) 202 207 794 769
Average gold grade (grams/tonne) 4.24 4.60 4.05 4.67
Average copper grade (%) 0.99% 0.64% 1.00% 0.62%
Gold (ounces):
Produced 24,646 27,618 93,247 100,493
Sold 26,159 28,815 87,812 102,928
Copper (thousands of pounds):
Produced 3,905 2,474 15,613 8,249
Sold 4,831 2,634 13,901 7,754
Realized prices'”:
Gold ($/ounce) $1,139 $788 $994 $877
Copper ($/1b) $2.94 $(1.69) $2.54 $1.25
Total cash cost per gold ounce sold? $339 $624 $334 $477
Financial Data
Revenues $42,044 $16,891 $116,632 $95,798
Earnings from mine operations $10,816 $2,489 $41,811 $28,595

(1) Realized price is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 2 at the end of
this MD&A.

(2) Total cash cost is a non-GAAP financial performance measure with no standard meaning under Canadian GAAP. See Endnote 1 at the end of
this MD&A. The calculation of total cash cost per ounce of gold is net of by-product copper revenue. If the copper revenue was treated as a
co-product, average total cash cost at Peak Mine for the three month period ended December 31, 2009 would be $540 per ounce of gold
(2008 - $414) and $1.65 per pound of copper (2008 - $0.69), and $524 per ounce of gold (2008 - $516) and for the year ended December 31,
2009, $1.34 per pound of copper (2008 - $0.74).

FOURTH QUARTER 2009 COMPARED TO FOURTH QUARTER 2008

Peak Gold Mine produced 24,646 ounces of gold and 3.9 million pounds of copper during the fourth
quarter of 2009, representing an 11% decrease in gold production and a 58% increase in copper
production, compared to the same prior year period. Mill throughput was 2% below the operational record
set in the fourth quarter of 2008. Mill feed grade was 8% lower in gold grade and 55% higher in copper
grade.

Revenue for the fourth quarter of 2009 was higher than in the same quarter of 2008 mainly due to higher
realized gold prices(z) of $1,139 per ounce compared to $788 per ounce in the same prior year period and
the effect of a large copper price decrease on unpriced concentrate in the fourth quarter of 2008. Copper
realized prices®increased from $(1.69) per pound in the fourth quarter of 2008 to $2.94 per pound in the
fourth quarter of 2009. The negative price per pound in the fourth quarter of 2008 reflects the price
adjustment on unpriced concentrate.

Total cash cost'” per ounce of gold sold in the fourth quarter of 2009 was $339 per ounce compared to
$624 per ounce in the corresponding period of 2008. The decrease was primarily due to higher copper
revenues which was slightly offset by a strengthening of the Australian dollar. In the fourth quarter of
2008, cash costs were higher due to an average realized price of copper of $(1.69) as a result of falling
copper prices impacting the carrying value of unsold concentrate.
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YEAR ENDED 2009 COMPARED TO YEAR ENDED 2008

Gold production was 93,247 ounces for the year ended 2009, which was 7% lower than the 100,493 ounces
produced in the year ended 2008. The decrease in production was due to gold grades decreasing from 4.67
g/t in 2008 to 4.05 g/t in 2009 due to mining shifting to zones of higher copper content. This was partially
offset by higher recovery rates increasing from 87% in 2008 to 90% in 2009. Gold ounces sold for 2009
were lower by 15% due to lower production and the impact of higher inventories in 2009 in comparison to
the same period in 2008.

For the year ended December 31, 2009, copper production was 15.6 million pounds compared to 8.2
million pounds in 2008. The significant increase in copper production year-over-year was attributed to the
introduction of the higher copper grade Chesney ore body.

Total cash cost!” per ounce of gold sold, net of by-product sales, for the year ended December 31, 2009
was $334 compared to $477 in the same period last year. The decrease in cash cost was primarily due to
higher copper revenues, and a favourable Australian dollar exchange rate.

IMPACT OF FOREIGN EXCHANGE ON OPERATIONS

t Sl D2fR aAySQa 2LISNIGA2ya O2y A ¢ dzbe Alstraliad Sollai Y LI O
against the U.S. dollar. The value of the Australian dollar strengthened by 8% from an average of $1.20 to

the U.S. dollar in the third quarter of 2009 to $1.10 to the U.S. dollar in the fourth quarter. This represents

a negative impact on cash costs of $2.0 million, or $77 per gold ounce sold. The value of the Australian

dollar in the fourth quarter of 2008 averaged $1.49 compared to $1.10 in 2009, a strengthening of 26%,

resulting in a negative impact on cash costs of $4.3 million or $152 per gold ounce sold. On an annual

basis, the average exchange rate for the Australian dollar weakened by 7%, from an average of $1.20 to

$1.28 to the U.S. dollar in 2008 and 2009, respectively. The change in exchange rates year-to-date resulted

in a positive impact on operating cost of $2.9 million, or $33 per gold ounce sold.

2010 GUIDANCE

Peak Mines is forecast to produce 90,000 to 100,000 ounces of gold and 15 to 17 million pounds of copper
in 2010. Total cash cost!” is forecast to be $360 to $380 per ounce sold, net of by-product sales. Total cash
cost' is expected to experience an increase from 2009 levels primarily as a result of the assumed stronger
Australian dollar foreign exchange rate; in Australian dollar terms operating costs are expected to remain
relatively constant.

PROJECT DEVELOPMENT REVIEW
A. AMAPARI MINE ¢ AMAPA, BRAZIL

¢CKS /2YLIyeQa mnm: 26ySR ! YFLI NR 3I2f bprokimafey 1388 £ 20
kilometres northwest of the city of Macapa, the state capital. The Amapari property consists of a mining

lease and multiple exploration concessions covering approximately 2,450 square kilometres of prospective
IANRdzy R OSYGUSNAyYy3I 2y (GKS [/ 2 Y LINYedbéatioh wad chdubtdd atthe £ R Y A

Page | 21



Amapari operation during the fourth quarter. The Company is in the process of selling its Brazilian
subsidiary Mineragdo Pedra Branca do Amapari (MPBA) and the Amapari Mine assets.

B. CERRO SAN PEDRO MINE, SAN LUIS POTOSI, MEXICO

5dzZNAYy 3 GKS F2dzNIK ljdzr NISNI 2F wnndpEX GKS aEARYR O LK
drilling program concluded with the completion of an additional 17-holes totaling approximately 9,587

metres. Combined with the first phase of drilling which began in the fourth quarter of 2008, 29-holes

totaling 16,829 metres have been completed under the CSP Sulphide program. The objective of the

program is to test the resource potential of a zone of sulphide mineralization extending from immediately

beneath the current open pit mining operation to an area of historic underground mining located
approximately 500 metres to the southwest. The results of the 2009 program have been integrated into an

updated geologic model and mineral resource estimate for the Cerro San Pedro Mine.

C. PEAK GOLD MINE, NEW SOUTH WALES, AUSTRALIA

During the fourth quarter of 2009, 1 KS / 2 YLJ y@ Qa 2y 32 A \oanenyprogr&mat the NB & 2
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drilling to replace mine depletion. This total includes 1,767 metres of underground drilling to delineate and

explore for additional reserves in the Perseverance D deposit, and 1,318 metres of exploration drilling on a

target along strike from the New Cobar mine, both of which returned positive results that will be followed-

up during2010. ¢ KS / 2Y LI y&Qa NBIAZ2YLlt SELX 2 Niseltdnthyes wity A G A |
surface and down-hole geophysical surveys and geochemical sampling of targets identified previously by a

regional scale 3-dimensional exploration model of the Cobar Mineral Field. The best of these targets will be

tested by drilling in 2010.

D. NEW AFTON PROJECT, BRITISH COLUMBIA, CANADA

¢CKS [/ 2YLI} yeQa bgblddevklohriaedtyprojdotisLBici®edldn Kamloops, British Columbia,
Canada. The project is a large underground copper-gold deposit, which will produce an annual estimated
average of 85,000 ounces of gold and 75 million pounds of copper over a 12-year mine life. In October,
2007, New Gold Inc. acquired from Teck Cominco Ltd., surface rights comprising approximately 4,300 acres
of land surrounding the project. The property was then acquired as part of the business combination of
New Gold Inc., Metallica Resources Inc. and Peak Gold Ltd., on June 30, 2008. In 2009, an underground
development milestone was achieved with the breakthrough of the conveyor decline, which created a
secondary access to the mine and facilitates improved equipment access. The New Afton project schedule
involves continued underground development through to 2012, with undercutting of the ore body and
surface construction resuming in 2011.

Project spending for 2009 was $70.2 million including cash paid interest of $19.5 million compared to $72.8
million for 2008. For 2009, the project remained on the construction schedule put in place in late 2008.

Project spending for the fourth quarter of 2009 was $24.7 million, including cash paid interest of $10.2
million.
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During the quarter, New Afton converted its operations to four shifts working 22 hours per day, seven days
per week from two shifts working 10 hours per day, four days per week, and this necessitated hiring an
additional 52 employees.

Underground development advanced a total of 634 metres during the fourth quarter of 2009 compared to
an advance of 453 metres during the third quarter of 2009. Shotcrete support work during the period
included the spraying of 1,160 cubic metres in the development headings.

In the fourth quarter, the pit dewatering system was drained and winterized. The pumping of water from
the Afton Pit to the Pothook Pit water storage facility is scheduled to recommence in spring 2010. State of
the art finite element modelling of the mine was undertaken to identify likely ground movement and
subsidence. The modeling identified a requirement for additional data in some areas and subsequently a
surface and underground geotechnical drilling program has commenced to address the data shortfall.
Tender documents have been developed and issued for bids for the raise-boring work for the ventilation
shafts, scheduled for 2010.

Major construction activities on the surface remained idle in the fourth quarter. Surface projects
undertaken in the fourth quarter included: installation of temporary buried services (air, power, and water)
to extend service to the upper maintenance shop; installation of a tire shop; construction of a lake water-
line to supply the upper portal sumps; and, installation of lifting devices for both the upper and lower
maintenance shops. New Afton also commenced installation of the permanent underground electrical
substations, installed the main substation transformer in its permanent location, and installed the bull gear
on to the ball mill. Project engineering work remains approximately 92% complete and is not expected to
advance further until the resumption of major construction. The final draft permit applications for effluent
discharge and draft air emissions remain under review by the British Columbia Ministry of Environment.
The New Afton temporary water license was renewed in November at a revised rate of 3.8 L/s (previously
1.4 L/s).

E. EL MORRO JOINT VENTURE, ATACAMA REGION, CHILE

CKS /2YLI y&Qa o /x> 2 godSohjectdif located MNE2 AtddainhJIRdGidW,) Chile,
approximately 80 kilometres east of the city of Vallenar. El Morro was acquired by the Company as part of
the acquisition of Metallica Resources Inc. on June 30, 2009. The project is a development stage project
initially managed under a shareholder agreement between Xstrata, the previous project operator and
owner of a 70% interest.

During the fourth quarter of 2009, the El Morro project activities included the continued management of
the EIS application review process, which commenced in November 2008, and detailed engineering and
design work for the access road and related project infrastructure by Xstrata. It is anticipated that approval
of the EIS will be obtained during the first half of 2010, after which development activities can proceed.

Total project expenditures from point of ownership to December 31, 2009 were $2.3 million, with no
funding requirement in the fourth quarter of 2009.
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On October 12, 2009, Barrick announced that it had entered into an agreement with Xstrata to acquire
AN GF Qa T ANGVIGOINEREE NNV IRE AP NNRKEG NB T d#kich
was triggered when the agreement with Barrick was announced. On January 7, 2010, the Company
provided notice to Xstrata of the exercise of its right of first refusal to acquire 70% of the El Morro copper-
gold project in Chile for $463.0 million. The Company completed this transaction on February 16, 2010.
Goldcorp loaned the $463.0 million to the Company to fund the exercise of the right of first refusal. After
acquisition of the 70% interest by a subsidiary of the Company, New Gold then completed a transaction
with Goldcorp which results in a Goldcorp subsidiary now holding the 70% interest in EI Morro. Through
the subsequent transaction with Goldcorp, the Company received $50.0 million and the terms of the
shareholder agreement were amended. The Company continues to hold a 30% interest in the El Morro
copper-gold project.

On January 13, 2010, New Gold received a Statement of Claim filed by Barrick in the Ontario Superior Court
of Justice, against New Gold, Goldcorp, and affiliated subsidiaries. The claim relates to New Gold's exercise
of its right of first refusal on the El Morro copper-gold project in Chile.

New Gold believes that the claim is completely without merit and intends to defend this action using all
available legal avenues.

REVIEW OF FINANCIAL RESULTS
FOURTH QUARTER 2009 COMPARED TO FOURTH QUARTER 2008

Revenues increased by 259% or by $95.0 million when comparing the fourth quarter of 2009 to 2008.
Although some of the increase was attributed to an increase in average realized gold prices'” from $792
per ounce in the fourth quarter of 2008 to $1,074 per ounce in 2009, the variance was largely attributed to
the acquisition of the Mesquite Mine on May 27, 2009. The Mesquite Mine sold 55,861 ounces of gold
during the fourth quarter of 2009, for which there is no prior year comparative contribution.

Operating expenses increased from $44.2 million in 2008 to $67.4 million in the fourth quarter of 2009.
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consumables prices and maintenance activities. The acquisition of Metallica Resources Inc. in 2008
resulted in the net assets being recorded at fair values. These fair value adjustments included an increase
in inventory of $18.3 million, all of which was recorded as an operating expense during the period ended
December 31, 2008. The acquisition of Western Goldfields in 2009 resulted in a fair value adjustment to
increase inventory by $2.5 million, all of which was recorded as an operating expense during the period
ended December 31, 2009.

The increase in depreciation and depletion of $17.5 million to $24.7 million in the fourth quarter of 2009
gra LINARYIFNAREE FOGGNROdziSR (2 GKS FTRRAGAZY 27F
on May 27, 2009. For the fourth quarter of 2009, the Mesquite Mine incurred depreciation and depletion
expense of $9.2 million.
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For the three months ended December 31, 2009, New Gold had earnings from mine operations of $39.7
million compared with a loss of $14.6 million in the same prior year period.

Corporate administration costs of $9.4 million in the fourth quarter of 2009 were 27% higher than the same
prior year period. Corporate administration was higher in the fourth quarter of 2009 primarily due to
employee bonus accruals and increased professional services fees as a result of mining disruption at our
Cerro San Pedro Mine. Stock-based compensation costs included within corporate administration was $1.8
million and $1.3 million in fourth quarters of 2009 and 2008, respectively.

Exploration costs of $1.3 million in the fourth quarter of 2009 were slightly higher than $0.9 million for the
same prior year period. The majority of drilling at Peak Mines for the year was completed by the third
quarter of 2008, whereas minor delays caused drilling to continue into the fourth quarter of 2009. In 2009,
exploration work was focused on the Cerro San Pedro Sulphide drilling program, which commenced in
November 2008 and was completed by the end of the third quarter of 2009. As a result, exploration for the
fourth quarter was lower than the third quarter of 2009 by $1.1 million.

On July 1, 2009, the Company met the criteria for hedge accounting under the Canadian Institute of

/| K NISNBR ! O002dzy il y i aQHedgésy: Radodnging foraitS gl hétligé and fud p
contracts. Application of the accounting standards allows the Company to record realized gains and losses
on gold hedge settlements within revenue. For settlements on the fuel hedges, the realized gains and
losses are classified within operating expenses. Changes resulting from the mark-to-market of the gold
hedge and fuel contracts are now recognized within other comprehensive income.

C2NJ 6KS GKNBS Y2yGK LISNA2R SYyRSR 5SOSYOSN) omMXI HJ
$2.1 million within revenues for settlement of three months of gold hedge contracts totaling 16,500

ounces. The Mesquite Mine realized no gains or losses on the settlement of fourth quarter fuel hedge

contracts totaling 756,000 gallons of diesel fuel. As a result of the increase in the spot price of gold from

$996 per ounce to $1,088 per ounce between September 30 and December 31, 2009, the Mesquite Mine

recognized $22.3 million of pre-tax unrealized losses in the mark-to-market of remaining contracts within

other comprehensive income. Due to credit conditions, the Company revised the credit adjusted rate that

it uses to value gold sales forward hedging contracts. This resulted in the gold hedge having no
ineffectiveness at December 31, 2009 and the reversal of a previously recorded net unrealized loss of $0.9

million.

In the fourth quarter of 2009, the Company earned interest and other income of $1.4million compared to
$0.3 million earned in the same prior year period. Although interest rates were unchanged year-over-year,
the Company held cash balances of $262.3 million at December 31, 2009, up from $182.0 million in 2008.
The remaining difference was attributed to miscellaneous income items.

The Company recognized foreign exchange losses of $11.2 million in the fourth quarter of 2009 compared
to a gain of $54.0 million in the same prior year period. During the fourth quarter of 2009, the U.S. dollar
continued to weaken against foreign currencies as a result of the relative weakness of the US economy.
Both the Canadian and Australian dollars strengthened significantly against the U.S. dollar, partly as a result
of stronger energy and commodity prices, as both countries are large net exporters of energy and
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commodities. In the fourth quarter of 2009, the revaluation of monetary assets and liabilities resulted in a
loss on foreign exchange of $11.2 million. In the fourth quarter of 2008, the Company recorded a $54.0
million foreign exchange gain as a result of the strengthening of the U.S. dollar compared to the Mexican
peso, Australian dollar, and Canadian dollar. The majority of the gain arose due to the revaluation of
monetary assets and liabilities and future income tax liabilities recorded on the business combination
between New Gold, Metallica, and Peak Gold.

Income and mining tax expense in the fourth quarter of 2009 was $4.5 million compared to a recovery of
$8.5 million in the same prior year period. The change was a result of an increase in the future enacted tax
rate in Mexico and overall increase in taxable income for certain mining operations of the Company.

On January 2, 2009, the Amapari gold mining operation was placed on care and maintenance due to the
depletion of ore that would be economically minable with the current crushing and conventional heap
leaching operation. Since that point in time, the Amapari Mine has been recovering gold ounces from the
residual heap leaching operation. On January 27, 2010 the Company announced that it had found a buyer
for the Amapari Mine and management has therefore determined this to be a discontinued operation from
a financial reporting perspective. The Amapari Mine recognized a net loss of $5.4 million from
discontinued operations for the three months ended December 31, 2009, mainly attributed to care and
maintenance activities and additional provisioning for legal claims.

For the three months ended December 31, 2009, New Gold had a net loss from continuing operations of
$2.3 million, or $0.01 per basic and diluted share. This compares with net earnings from continuing
operations of $39.4 million, or $0.18 per basic and diluted share in the same prior year period. In the
fourth quarter of 2009, net loss, including loss from discontinued operations, was $7.7 million, or $0.02 per
basic and diluted share. This compares with net income of $41.1 million, or $0.19 per basic and diluted
share in 2008.

2009 COMPARED TO 2008

For the year ended December 31, 2009, New Gold earned revenues of $323.8 million, which compares
favourably to the $143.1 million in 2008. The Company added the Mesquite Mine to its existing portfolio of
operating mines on May 27, 2009, which contributed $94.5 million in revenues since acquisition. In
addition, the first two quarters of 2008 did not include the results of the Cerro San Pedro Mine as it was
acquired on June 30, 2008. The Company recognized average realized gold prices"® of $983 per ounce in
2009 compared to $863 per ounce in 2008. The Company also sold 292,407 ounces in 2009 compared to
237,590 in 2008.

Operating expenses for the 12 months ended December 31, 2009 were $176.5 million, which represented a
71% increase over the prior year balance. The 2008 figures were not representative of the full year
operating results as the first two quarters in 2008 did not include the operating results of the Cerro San
Pedro Mine. Additionally, the Mesquite Mine was acquired on May 27, 2009. Therefore, the year ended
2009 includes a full 12 months of operation for the Cerro San Pedro and Peak Mines, and seven months
from the Mesquite Mine. Total cash cost'? per ounce of gold sold decreased from $566 per ounce in 2008
to $465 per ounce in 2009. Total cash cost™ per gold ounce sold figures for previous periods have been
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restated as a result of reclassification of costs between operating costs and depreciation and depletion for
the Cerro San Pedro Mine.

As a result of the additions of the Cerro San Pedro Mine and Mesquite Mine, depreciation and depletion
increased from $18.6 million to $58.7 million from 2008 to 2009.

For the year ended December 31, 2009, New Gold had earnings from mine operations of $88.6 million
compared with $21.4 million in the same prior year period.

Corporate administration increased marginally from $22.4 million in 2008 to $24.7 million in 2009. The
increment is explained by the acquisition of Western Goldfields on May 27, 2009. These figures include
stock-based compensation of $6.6 million in 2009 and $7.0 million in the same prior year period.

Business combination transaction costs of $6.6 million in 2009 represented professional services fees
incurred in relation to the acquisition of Western Goldfields and consisted of expenditures for legal,
financial advisory, and other due diligence costs.

Exploration costs increased from $4.0 million in 2008 to $6.4 million in 2009. In 2009, exploration focused
on the Cerro San Pedro Sulphide drilling program and drilling at the Liberty Bell project. There was no
drilling at Liberty Bell in 2008. In 2008, exploration was on drilling activities at the New Cobar and New
Occidental areas at the Peak Mine.

In 2009, the Company recorded goodwill related to the acquisition of Western Goldfields of $192.1 million.
The goodwill was allocated entirely to the Mesquite Mine as it was the only reporting unit acquired
pursuant to the Western Goldfields business combination. The net asset value of the Mesquite Mine
consists of plant and equipment and mining properties. Plant and equipment were valued using an
independent third party valuator. Mining properties were valued using the discounted cash flow of:
proven and probable reserves; measured, indicated, and inferred resources. In addition, the Company
valued the sulphide potential using prices paid for similar market transactions. During 2009, the Company
determined it could not support the carrying value of the goodwill and therefore recorded a full
impairment charge on the $192.1 million. $138.1 million of goodwill resulted from using the court approval
date of May 27, 2009 as the acquisition date, as opposed to the business combination announcement date

of March 4,2n n g ® LY LINBLINFYdA2y 2F bSg D2t RQa FAYlIYOALl

CICA Handbook Section 1582 Business Combinatiomghich requires the measurement date to be the date
equity instruments are exchanged in a business combination, in this case being May 27, 2009.
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accounting. Accordingly, the monthly settlement of the gold hedge and fuel contracts results in a realized
gain or loss which is recorded with the underlying derivative instrument. For gold contracts, realized losses
from the settlement of third and fourth quarter gold hedges of $3.4 million were recorded within revenues;
fuel settlement losses in the third and fourth quarters of $S0.1 million were recorded within operating costs.
The mark-to-market of the fuel and hedge contracts, net of tax, resulted in other comprehensive loss of
$45.7 million for the year ended December 31, 2009. Interest and other income of $4.9 million was 9%
lower in 2009 than in 2008 as a result of interest rates remaining at historically low levels. The equity
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financing which closed on September 11, 2009 resulted in a cash inflow of $107.2 million but had minimal
impact on interest income.

In 2009, the Company recognized a loss on foreign exchange of $52.7 million due to the weakening of the
U.S. dollar against the Canadian dollar, Mexican peso and Australian dollar. During 2009, the Canadian
dollar strengthened by 14% against the U.S. dollar. The revaluation of Canadian dollar denominated
monetary items to U.S. dollars resulted in a $22.9 million foreign exchange loss which included the
revaluation of future income tax liabilities at the New Afton Mine. In addition, the Australian dollar and
Mexican peso strengthened in value against the U.S. dollar by 23% and 5%, respectively. The revaluation of
future income tax liabilities at the Peak and Cerro San Pedro Mines resulted in a combined foreign
exchange loss of $29.8 million.

Income and mining tax expense in 2009 was $14.9 million compared to a recovery of $3.3 million in 2008.
The change was primarily attributable to the Cerro San Pedro Mine becoming fully taxable during 2009 and
the increase in the enacted future tax rate in Mexico.

At December 31, 2009, the financial position and operations of the Amapari Mine have been presented as a
discontinued operation. The Company has an agreement in place to sell the property and thus segregated
all results separately from activities relating to continuing operations. Since placing the Amapari Mine on
care and maintenance in early 2009, the Company was only able to recover and sell gold ounces from the
residual heap leach operations. For the year ended December 31, 2009, a loss of $10.9 million was realized
on this discontinued operation.

For the year ended December 31, 2009, New Gold had a net loss from continuing operations of $183.4
million, or $0.60 per basic and diluted share. This compares with a net income from continuing operations
of $70.9 million, or $0.48 per basic and diluted share, in 2008. In 2009, net loss, including loss from
discontinued operations, was $194.3 million, or $0.64 per basic and diluted share. This compares with a
net loss of $102.7 million, or $0.69 per basic and diluted share in 2008.
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QUARTERLY INFORMATION

(tabular data inthousands ofJ.S dollars, except per share amounts

2009 2009 2009 2009 2008 2008 2008 2008
Q4 Q3 Q2 01 Q4 Q3 Q2 Q1
Gold sales (ounces) 106,475 77,645 52,890 55,397 78,194 67,156 40,540 51,700
Revenues $131,765 $88,491 $59,199 $44,325 $36,736 $49,171 $19,722 $37,454
Net earnings (loss) from continuing operations $(2,295) $6,096 $(199,304) $12,069 $39,412 $18,005 $2,519 $10,948
Earnings (loss) per share from continuing operations
Basic $(0.01) $0.02 $(0.77) $0.06 $0.18 $0.08 $0.03 $0.14
Diluted $(0.01) $0.02 $(0.77) $0.06 $0.18 $0.08 $0.03 $0.14
Net earnings (loss) $(7,650) $4,101 $(202,846) $12,079 $41,135 $(148,853) $(4,751) $9,790
Earnings (loss) per share
Basic $(0.02) $0.01 $(0.79) $0.06 $0.19 ($0.70) $(0.05) $0.13
Diluted $(0.02) $0.01 $(0.79) $0.06 $0.19 ($0.68) $(0.05) $0.13
BALANCE SHEET REVIEW
A. ASSETS

At December 31, 2009, New Gold held cash and cash equivalents of $262.3 million. This compares
favourably with the $182.0 million held at December 31, 2008. The December 31, 2009 balance includes
$107.2 million of gross proceeds from an equity financing completed on September 11, 2009. Of the
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million at December 31, 2009. The Mesquite Mine accounted for $36.2 million of this balance. Other

significant components of inventories included: $13.9 million of work-in-process, $9.4 million of supplies

inventory, and $4.8 million of finished goods.

New Gold owns $99.4 million (Cdn$104.0 million) of face value long-term asset backed notes. These AB
Notes were issued as replacement of asset backed commercial paper formerly held by the Company.
During the fourth quarter of 2009, the company disposed of Cdn$56.3 million of face value AB Notes for
total proceeds of $29.8 million (Cdn$31.2 million). MAV 2 Class A-1 and MAV 2 Class A-2 notes were
disposed at 58% and 46%, respectively, of the face value. The Company has estimated the fair value of
the AB Notes at December 31, 2009 at $45.9 million (Cdn$48.0 million). The estimate of fair value is based
on the last transaction price of the potential sale of the MAV 2 A-1 and A-2 asset backed notes in December
2009 and current bid prices received from dealers and brokers for the other remaining notes, with MAV 2
Class B notes valued at 9% of face value.

Mining interests increased by 24% to $2.0 billion at December 31, 2009. Most of this increase was
attributed to the acquisition of Western Goldfields on May 27, 2009. The calculated purchase
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consideration of $397.4 million resulted in goodwill of $192.1 million. $138.1 million of goodwill resulted

from using the court approval date of May 27, 2009 as the acquisition date, as opposed to the business
O2Yo0AYylLGA2Y |yy2dzyOSYSyd RIGS 2F al NOK nX HAnhod
management elected to early adopt CICA Handbook Section 1582 Business Combinatiomnghich requires

the measurement date to be the date equity instruments are exchanged in a business combination, in this

case being May 27, 2009. Management evaluated the goodwill for impairment and determined that it

could not support the carrying value and therefore, wrote down the entire goodwill amount of $192.1

million.

B. ASSET BACKED NOTES

At December 31, 2009, the Company owned long-term asset backed notes with a face value of $99.4

million (Cdn$104.0 million). These AB Notes were issued in replacement of asset backed commercial paper
6al! ./ tév F2NY¥YSNIe KStR o0& GKS /2YLIlyeo 2 KSy (KS
became the subject of a restructuring process that replaced the ABCP with long-term asset backed

securities. The restructuring was completed and the AB Notes were issued on January 21, 2009.

The ABCP were acquired as part of the business combination between New Gold Inc., Metallica Resources
Inc. and Peak Gold Ltd. on June 30, 2008. At that time, the fair value of the ABCP was Cdn$92.9 million
representing approximately Cdn$0.54 per dollar of original face value. During 2009 and 2010, the
Company sold all of its holdings in MAV 2 Class A-1, A-2, and 15 notes for a weighted average realized price
of Cdn$0.58 per dollar, and received Cdn$9.4 million as a return of capital on the MAV 3 Class 9 notes,
representing 99% of the original principal. Overall, the Company has achieved to-date a weighted average
realized price of Cdn$0.64 per dollar compared to the original portfolio value of Cdn$0.54 per dollar at the
business combination date.

During the fourth quarter of 2009 Cdn$56.3 million of face value AB Notes were sold for cash proceeds of
CdnS31.2 million. Three classes of AB Notes were sold: Cdn$32.9 million MAV 2 Class A-1 notes for
Cdn$19.1 million; Cdn$18.3 million MAV 2 Class A-2 notes for Cdn$8.4 million; and CdnS$5.1 million MAV 2
Class 15 notes for Cdn$3.7 million. New Gold was able to realize a weighted average price of Cdn$0.55 per
dollar through the monetization of this portion of the AB Notes during the fourth quarter.

LY FTRRAGAZ2Y I Rd2NAYy3I GKS FANRG [ dzf NI 3 Nkeafhid MAVI2M 1 {1 K
Class A-2 notes were divested: Cdn$69.8 million MAV 2 A-1 for Cdn$43.4 million; and Cdn$13.3 million

MAV 2 A-2 for Cdn$6.5 million. New Gold was able to realize a weighted average price of Cdn$0.60 per

dollar through the monetization of this portion of the AB Notes.

The Company has estimated the fair value of the remaining AB Notes at December 31, 2009 using the
following methodology and assumptions:

A Where the Company still retains AB Notes of the same class as were sold in the fourth quarter, the
retained AB Notes are valued at the last transaction price of the partial sale in December 2009.
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A The other remaining notes, with a face value of $20.0 million (Cdn$20.9 million) and fair value of less
than $0.7 million (Cdn$0.8 million), are valued at market bid prices provided by banks and traders
active in the AB Notes market.

As a result of this analysis, the Company has estimated the fair market value of its AB Notes investment to
be $45.9 million as at December 31, 2009.

While the Company believes that it has utilized an appropriate methodology to estimate fair value, given
the current state and ongoing volatility of global credit markets, there can be no assurance that
YIylF3SYSyiaQa SAGAYIFGS 27F embi? 31S godoAis dccurdhbl Ga@b@Bgudh
adjustments, either materially higher or lower, may be required in future reporting periods. The Company
will continue to aggressively manage the process to recover the maximum value from the original
investments and interest due.
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relatively illiquid, however management will continue to monitor developments in order to maximize value.
C. FUEL CONTRACTS

bSé D 2Hollg-Bwhed gubsidiary, Western Mesquite Mines Inc. 6 & 2 a aehtéred into fuel hedge
contracts with financial institutions in December 2008 and January 2009. The hedging contracts represent
a total commitment of 2.9 million and 3.0 million gallons of diesel per year at weighted average prices of
$1.75 and $1.94 per gallon in 2009 and 2010, respectively. New Gold assumed the liability upon acquisition
of Western Goldfields on May 27, 2009. The Company is financially settling 252,000 gallons of diesel per
month related to these contracts until December 31, 2010. As at December 31, 2009, 3.0 million gallons
remain to be settled.

¢CKS /2YLIyeQa Fdz8f KSR3IS O2y (iNI Ol& RA Redged dnd
therefore were not designated as cash flow hedges. Accordingly, period-end mark-to-market adjustments
related to these contracts were immediately reflected on the statement of operations of the Company as
unrealized gains or losses on fuel hedging contracts and the cumulative effect was reflected as an asset or
liability on the balance sheet.

hy WdzZ & wmX wnndX GKS /2YLI yeQa Fdz5t OGladgaahNdweréd a

therefore designated as cash flow hedges against forecasted purchases of fuel for expected consumption at
the Mesquite Mine. Prospective and retrospective hedge effectiveness is assessed using the hypothetical
derivative method. The prospective test is based on regression analysis of the month-on-month change in
fair value of both the actual derivative and a hypothetical derivative caused by actual historic changes in
commodity prices over prior periods. The retrospective test involves comparing the effect of historic
changes in fuel prices each period on the fair value of both the actual and hypothetical derivative using a
hypothetical derivative method. The effective portion of changes in fair value of the commaodity contracts
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risk.
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There were no realized gains or losses recognized for the three month period ended December 31,
2009. The remaining contracts were marked-to-market as at December 31, 2009, resulting in a pre-tax
adjustment to OCI of $0.2 million. The cumulative fuel hedge asset as at December 31, 2009 was $0.7
million. Since changes in the hypothetical derivative were less than the actual derivative, the Company did
not recognize any ineffective hedge amounts for the three month period ended December 31, 2009. The
twelve months unrealized gain on the fuel hedge contracts of $0.8 million was a result of mark-to-market
adjustments prior to qualifying for hedge accounting.

D. GOLD HEDGE CONTRACTS

Under the terms of the term loan facility entered into by WMM, as a condition precedent to drawdown the
loan, WMM entered into a gold hedging program acceptable to the banking syndicate. As such, at the time
of the agreement, the Company had executed gold forward sales contracts for 429,000 ounces of gold at a
price of $801 per ounce. New Gold assumed the liability upon acquisition of Western Goldfields on May
27, 2009. As at December 31, 2009, the remaining gold contracts represent a commitment of 5,500 ounces
per month for 60 months with the last commitment deliverable in December 2014 for a total of 330,000
ounces.

¢tKS /2YLIyeQa 3F2fR KSR3IS O2y iGN OGa RA Riedged ihd
therefore were not designated as cash flow hedges. Accordingly, the period-end mark-to-market
adjustments related to these contracts were immediately reflected on the statement of operations of the
Company as unrealized gains or losses on gold forward sales contracts and the cumulative effect was
reflected as an asset or liability on the balance sheet.
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Section 3865 Hedges Prospective hedge effectiveness is assessed on these hedges using the hypothetical
derivative method. The hypothetical derivative assessment involves comparing the effect of theoretical
shifts in forward gold prices on the fair value of both the actual hedging derivative and a hypothetical
derivative. The retrospective assessment involves comparing the effect of historic changes in gold prices
each period on the fair value of both the actual and hypothetical derivative. The effective portion of the
gold contracts is recorded in OCI until the forecasted gold sale impacts earnings. Where applicable, the fair
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The remaining contracts were marked-to-market as at December 31, 2009, resulting in a cumulative
unrealized pre-tax loss of $96.0 million that has been disclosed as a liability and a pre-tax adjustment of
$45.7 million to OCI. The unrealized gain for the year ended December 31, 2009 was $8.2 million.

E. LONG-TERM DEBT

¢CKS YI22NRGe 2F GKS / 2YLI Y@ Qaterd 2ept anidintéréstozhydble. 206 € A I | {

December 31, 2009, the Company held $237.5 million in long-term debt. Of this balance, $169.0 million
was held in senior secured notes that mature and become due and payable on June 28, 2017. These notes
bear interest at a rate of 10% per annum and is payable in arrears in equal semi-annual installments.
During the first quarter of 2009, the Company acquired Cdn$50.0 million face value of its senior secured
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notes for consideration of Cdn$30.0 million from the noteholders. This results in a reduction of
approximately Cdn$5.0 million per year in interest payments. Additionally, the Company holds through the
Mesquite Mine, $27.2 million in a term loan facility with an amended repayment schedule up to June 30,
2012. The term loan facility was used to fund development of the Mesquite Mine which is now in full
operation. Interest on this loan is now being charged at U.S. dollar LIBOR plus 4.25%. The term loan facility
was fully repaid on February 26, 2010.

Long-term debt obligations are comprised of senior secured notes, subordinated convertible debentures
FYR GKS aSaljdAaidS aAyS GSNY f2Fy Tt OAf A (iBalyissued
by New Gold pursuant to a note indenture dated June 28, 2007, mature and become payable on June 28,
2017 and bear interest at a rate of 10% per annum. At December 31, 2009 the face value of the Notes
totalled $178.7 million (Cdn$187.0 million). Interest is payable in arrears in equal semi-annual installments
on January 1 and July 1 each year. Once the New Afton Project is in commercial production, the Company
will be obligated to offer to repay a face value amount equal to 50% of excess cash flow each year, at the
option of the note holders. The Company also has the option to prepay the Notes at a price ranging from
120% to 100% (decreasing rates based on the length of time the Notes are outstanding). At December 31,
2009 the redemption price was 114% and is scheduled to decrease to 110% on June 28, 2010. These Notes
are secured on the New Afton Project assets. Capitalized interest relating to the Notes was $16.5 million in

20009, and $9.5 million in 2008.
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of 5% per annum and are convertible by the holders into common shares of the Company at any time up to
June 28, 2014 at a conversion price of Cdn$9.35 per share. At December 31, 2009, the aggregate principal
of the Debentures was $52.6 million (Cdn$55.0 million). The Debentures are accounted for as compound
financial instruments comprised of a liability and an equity component. At December 31, 2009, the
carrying amount of the liability of $37.6 million will be accreted to the face value of the Debentures over
their term to maturity. Interest is payable in arrears in equal semi-annual installments on January 1 and
July 1 each year. Capitalized interest relating to the Debentures was $4.6 million in 2009, and $1.1 million
in 2008.

New D 2 f R Q &-owdeH @ilfsifliay Western Goldfields Inc., had a term loan facility with a syndicate of
banks under which $86.3 million was borrowed in connection with the development of the Mesquite Mine.
The facility is secured by all of the assets of WMM and a pledge of the shares of WMM owned by the
Company. The loan was assumed upon completion of the Western Goldfields acquisition on May 27, 2009.

Repayment of the project facility is on a semi-annual basis, from December 31, 2008 through June 30, 2012
according to an agreed schedule of percentages of the loan outstanding on October 7, 2009 when an
amendment was approved. In addition to the scheduled repayments, mandatory prepayments are
required semi-annually based on 50% of the excess cash flows from the Mesquite Mine. Once the loan is
repaid it cannot be redrawn. Interest on the amended term loan facility is charged at U.S. dollar LIBOR plus
4.25%.
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As at December 31, 2009, the Company had drawn $86.3 million less repayments of $59.1 million under the
facility, and incurred interest at an average rate of approximately 5.25% for the three month period. At
May 27, 2009, the outstanding loan balance was $68.6 million. Since then, the Company made combined
repayments and prepayments totaling $41.4 million, leaving the balance outstanding on the term loan
facility at $27.2 million as at December 31, 2009.

The gold hedge now extends two and a half years beyond the revised loan term to December 31, 2014.
165,000 ounces of gold, or approximately half of the program, are hedged beyond June 30, 2012 and may
be monetized by the Company at its option.

The remaining loan balance was fully repaid on February 26, 2010 and permits the Company the flexibility
to monetize the remaining hedges outstanding at its discretion. The Company currently has no plans to
monetize the remaining gold hedge contracts.

F. FUTURE INCOME AND MINING TAXES

The net future income tax liability increased from $221.4 million in 2008 to $305.3 million in 2009. The
change was primarily attributed to the following factors:

A The business combination with Western Goldfields resulted in the recognition of a $90.3 million future
income tax liability associated with the recognition of an increase in fair value from the book value
relal SR G2 GKS aS$aljmobdtiSs. ThidfytBednomertax Yabiltywhs offset by $52.1
million of future income tax assets, primarily associated with loss pools that are available to shelter
future taxable income.

A The Company recognized foreign exchange losses associated with future income tax balances of $37.0
million related to the weakening of the U.S. dollar against other foreign currencies.

A The Mexican statutory income tax rate increased from 28% to 30% in the beginning of 2010, resulting
in a $7.8 million increase in the future income tax liability originally recognized on the acquisition of the
Cerro San Pedro Mine in 2008.

The current income tax liability increased from $5.1 million in 2008 to $15.7 million in 2009. The change is

primarily attributable to a $4.5 million increase in Mexican taxes payable due to higher profitability and the

use of remaining Mexican tax losses during fiscal 2000 NS & dzf G Ay 3 Ay GKS /SNNR {Ily
being fully cash taxable. In addition, there is a $2.9 million current income liability owing to U.S. taxation

authorities for the Mesquite Mine that did not exist in 2008. The liability primarily arises from the State of

California implementing a suspension on the utilization of corporate tax losses to reduce taxable income in

2009 as part of measures to address the stateQ ldudget shortfall. The remaining increase in current income

tax liability was associated with higher profitability in Australia and an increase in other tax reserves.
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NON-GAAP MEASURE ¢ TOTAL CASH COST® PER GOLD OUNCE CALCULATION

New Gold reports total cash cost” on a sales basis. In the gold mining industry, this is a common
performance measure but does not have any standardized meaning, and is a non-GAAP measure. The

Company follows the recommendations of the Gold Institute Standard. The Company believes that, in

addition to conventional measures prepared in accordance with GAAP, certain investors use this
AYF2NXYIEGA2Y (2 S@FtdzZd 0SS ikSto gen2rytd dash oW SAccdrdfmphdf i2iNIY |y O &
intended to provide additional information and should not be considered in isolation or as a substitute for

measures of performance prepared in accordance with GAAP. The following table provides a reconciliation

of total cash cost ™ per ounce of gold sold to the financial statements:

Three Months Ended December 31 Year Ended December 31
2009 2008 2009 2008
Operating expenses from continuing operations $67,369 $44,171 $176,491 $103,130
Operating expenses from discontinued
operations - 16,643 11,427 66,564
Treatment and refining charges on
concentrate sales 2,643 1,598 7,912 5,085
By-product copper and silver sales (20,075) 1,290 (58,612) (18,206)
Non-cash adjustments 317 (19,395) (1,368) (22,155)
Total cash cost $50,254 $44,307 $135,850 $134,418
Ounces of gold sold 106,475 78,194 292,407 237,590
Total cash cost per ounce of gold sold $472 $567 $465 $566

Note: The above table includes operational data from mines only since acquisition by New Gold. Cerro San
Pedro Mine is included within these financials on July 1, 2008 and the Mesquite Mine on May 27, 2009.
The above table includes results for the Amapari Mine during 2008 and the first quarter of 2009, which is
classified as a discontinued operation for financial reporting purposes.

LIQUIDITY AND CAPITAL RESOURCES

As at December 31, 2009, the Company had cash and cash equivalents held by continuing operations of
$262.3 million compared to $242.6 million at September 30, 2009. These balances exclude $9.2 million of
restricted cash held by the Mesquite Mine as part of requirements in its term loan agreement ($7.5 million
at September 30, 2009), and exclude $6.2 million and $9.0 million of reclamation deposits for the New
Afton project and Mesquite Mine, respectively. The increase in cash in the three month period was
attributed to the following key items:

A Strong cash flows from goldsalesF i G KS / 2YLIl yeQa 2LISNIGAYy3a YAYySa
average market gold prices of $S1,100 per ounce during the quarter;

A AB Notes disposal proceeds of Cdn$31.2 million;

A Project spending at the New Afton Project for the quarter ended December 31, 2009 of $14.5 million,
not including cash paid interest;

A Interest paid and principal repaid (through scheduled repayments and the sweep mechanism) on the
term loan facility of $0.5 million and $33.6 million respectively; and

A Interest paid on senior secured notes and convertible debentures of $10.2 million.
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investments with maturities of 90 days or less from the original date of investment. The surplus corporate

funds are only invested with approved government or bank counterparties. This does not include the AB

Notes (refer to AB Notes section in Critical Accounting Policies and Estimdtesurther discussion).

As at December 31, 2009, the Company had working capital from continuing operations of $301.7 million.
5dzZNAyYy 3 GKS [jdzZr NISNE GKS /2YLI yéQa grdkbet ybave aod LIA G | €
was negatively impacted by a $19.3 million decrease in the current portion of long-term debt.

In the opinion of management, the working capital at December 31, 2009, together with cash flows from
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However, taking into consideration volatile equity markets, global uncertainty in the capital markets and
increasing cost pressures, the Company is continually reviewing expenditures in order to ensure adequate

liquidity and flexibility to support its growth strategy while maintaining or increasing production levels at its
OdzZNNBy il 2LISNIGAZ2Yyad l'd OdzNNByd YSGlFf LINAROSaz Al
the cash flow from current operations will be sufficient to fund the construction of the New Afton project.

During the year ended December 31, 2009, the Company had positive operating cash flows from continuing
operations of $79.0 million and invested a total of $111.5 million in mining interests, including $1.3 million
at the Mesquite Mine, $3.2 million at the Cerro San Pedro Mine, $28.6 million at the Peak Mine, $76.2 at
the New Afton Project and $2.2 million at other projects.

LIQUIDITY AND CAPITAL RESOURCES OUTLOOK
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and copper. Copper will become increasingly important when the New Afton and El Morro Projects are

currently expected to be completed after 2011. In addition to these internal growth opportunities, the

Company has other prospective properties which include, but are not limited to, CSP Sulphide, the Abacus

joint venture at New Afton and Liberty Bell in Alaska. Internal growth will focus on the New Afton and El

Morro Projects; however there are other potential development properties that may become high

priorities as further exploration and assessment is completed. In order to supplement this internal growth,

the Company considers expansion opportunities through mergers and acquisitions.

Capital expenditures for 2010 are expected to be approximately $180.4 million with $14.6 million allocated
to the Mesquite Mine, $10.8 million to the Cerro San Pedro Mine, $31.9 million to Peak Mine, $119.9
million (including capitalized interest) to the continued development of New Afton, and $3.2 million for
corporate expenditures.

Management believes the Company will not need external financing to complete its major development
projects. The recently closed transaction with Goldcorp on the El Morro project will eliminate the need for
project capital. With the successful business combination with Western Goldfields Inc., the sale of the AB
Notes, the EI Morro transaction with Goldcorp, the expected completion of the sale of the Amapari Mine,
and current and forecast metal prices, itisexpeci SR G KI G0 GKS /2YLIl yeQa SEA&G)
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cash flow from current operations will be sufficient to fully fund the construction of the New Afton and El
Morro projects.

The Company expects it will not need external financing to repay its remaining debt in 2014 and 2017.
These statements are based on the current financial position of the Company and are subject to change if
any acquisitions or external growth opportunities are realized.

OUTLOOK

Global growth is returning and the broader economy is more optimistic and firmly moving towards
recovery after a challenging period in the early part of 2009. The fourth quarter of 2009 has continued
with stabilization of economic and credit conditions. To date, the recovery has been supported by
significant government stimulus, however consumer demand has been choppy at best. China and other
emerging economies have led the way, supporting higher energy and commodity prices. In contrast, the
U.S., many European nations and Japan have lagged to date due to high unemployment, low consumer
confidence and persisting weakness in many sectors, such as housing. We believe the next one to two
years will show a return to a more coordinated global growth phase with moderate inflation, however
there may be increased risks related to high government debt levels and geopolitical issues. Key risks to
future growth include fading government fiscal and monetary support, above average unemployment,
increasing interest rates and geopolitical issues, such as unstable oil supplies from countries including Iraq,
Nigeria and Angola. If unprecedented government spending and low interest rates start to subside as
expected in the second half of 2010, there is a risk of weaker economic recovery or even a relapse into
recession. However, economists believe the most likely outcome may be a more volatile return to
sustained growth rather than another recession.

The recovery in the global economy and stock markets seen during 2009 has also continued to support
base metal prices during the fourth quarter, including copper which has increased from $2.79 per pound at
the end of September 2009, to an average of $3.02 per pound during the quarter ended December 31,
2009, and ended at $3.33 per pound. In addition, gold and silver prices have increased from the September
30, 2009 closing prices of $996 per ounce and $16.45 per ounce to $1,096 and $16.85, respectively, at the
end of December 2009. The average gold and silver prices for the fourth quarter were $1,100 and $17.57
per ounce, respectively. The average gold, silver and copper prices for the year ended December 31, 2009
were $972 per ounce, $14.68 per ounce, and $2.35 per pound respectively compared to the year ended
December 31, 2008 when prices averaged $S872 per ounce, $14.99 per ounce, and $3.16 per pound. Key
factors influencing the price of gold include currency rate fluctuations and the relative strength of the U.S.
dollar, the supply of, and demand for, gold and macroeconomic factors such as the level of interest rates
and inflation expectations. Economists are currently predicting continued weakening of the U.S. dollar over
the next one to two years, and we believe commodity based currencies, such as the Australian and
Canadian dollars, will appreciate relative to the U.S. dollar. Market conditions and potential earlier interest
rate increases may keep these currencies at parity or above in the near term, particularly if central banks
diversify their reserves away from the U.S. dollar. In addition, global investors may look to diversify away
from U.S. dollar assets accumulated during the recent financial difficulties. Investors are seeking higher
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yields in riskier assets, fuelling further carry-trade activity resulting in borrowings in U.S. dollars and
investments in other higher yielding currencies and assets.

Global liquidity, improving economic fundamentals and a weaker U.S dollar should support gold and silver
prices in the near term. Forecasting metal prices and demand has been difficult, however, in light of recent
signs of the strengthening of markets, management believes the long term environment and prospects for
our business are favourable. We have not hedged foreign exchange rates and metal prices, except to meet
thS £ SYRSNARQ NBIldZANBYSyGa NBtFGSR G2 GKS aSaldaAadsS -

In addition to the above factors, we believe the outlook for global gold mine production continues to be
one of declining supply due to limited global exploration success, a trend of lower grade production by
producers, a lack of promising regions for gold exploration and production, and challenges in bringing
projects to the production stage. The significant market interest, including from two of the largest gold
companies in the world, in the El Morro copper-gold project is further evidence of the limited pure gold
projects of significant size available to support demand and ambitious growth plans of any scale. We
believe long term gold prices will benefit from these trends and copper will also be supported by potential
under-investment in new capacity during the last cycle. Some industry observers believe new mine
development will be needed by 2012, which coincides well with the expected timing of commercial
production at the New Afton project in mid-2012.

These signs of recovery have also supported an improvement in general corporate credit market conditions
during 2009 with many precious metal companies tapping the equity and debt markets during the year. In
the current improving global economic environment, the Company intends to preserve capital and
maximize cash balances while maintaining flexibility and a strong balance sheet. New Gold is committed to
maximizing cash balances by increasing operating cash flow, containing costs, controlling expansion capital
and reviewing strategic alternatives for non-core assets.
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be flexible in the current environment to be able to respond to opportunities as they arise, such as
acquisitions, debt buybacks and other transactions. At current metal prices and after the recent
announcements of the El Morro project partnership with Goldcorp, the Amapari transaction and the sale of
certainABb2GSax Al A& SELISOGSR GKIFIG GKS /2YLIyeQa SEA
from current operations will be sufficient to fully fund the construction of the New Afton and El Morro

projects. The new partnership with Goldcorp and monetization of other non-core assets has substantially

improved future financing flexibility.
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$465 per ounce of gold sold, net of by-product sales.
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Forecast 2010 Gold Production (ounces) Forecast 2010 Total Cash Cost"

Mesquite Mine 145,000 ¢ 155,000 $540 - $560
Cerro San Pedro Mine 95,000 ¢ 105,000 $390 - $410
Peak Mine 90,000 ¢ 100,000 $360 - $380
Total 330,000 ¢ 360,000 $445 - $465

Assumptions used in the 2010 forecast include silver and copper prices of $15.00 per ounce and $2.75 per
pound, respectively, and Canadian dollar, Australian dollar and Mexican peso exchange rates of 1.11, 1.18
and 13.00 to the U.S. dollar, respectively.

COMMITMENTS

The Company has entered into a number of contractual commitments related to purchases of equipment
with long lead times or critical pieces of mining equipment related to the New Afton Project. At December
31, 2009, these commitments totalled $2.1 million and are expected to be paid over the next 12 months.

In addition to the above, the Company has entered into a number of contractual commitments related to
equipment orders to purchase long lead items or critical pieces of mining equipment at its operating mines.
At December 31, 2009, these commitments totalled $10.3 million and are expected to be paid over the
next 12 months.

CONTINGENCIES

In assessing the loss contingencies related to legal proceedings that are pending against the Company or
unasserted claims that may result in such proceedings, the Company and its legal counsel evaluate the
perceived merits of any legal proceedings or unasserted claims as well as the perceived merits of the
amount of relief sought or expected to be sought. If the assessment of a contingency suggests that a loss is
probable, and the amount can easily be estimated, then a loss is recorded. When a contingent loss is not
probable but if reasonably possible, or is probable but the amount of the loss cannot be reliably estimated,
then details of the contingent loss are disclosed. Loss contingencies considered remote are generally not
disclosed unless they involve guarantees, in which case the Company discloses the nature of the
guarantees. Legal fees incurred in connection with pending legal proceedings are expensed as incurred.

A. NEW AFTON

The Company terminated various employment, consulting and service agreements as a result of slowing
development activities at the New Afton project. Certain of the affected parties have or may in the future
make legal claims in response to such terminations. The Company cannot reasonably predict the likelihood
or outcome of any such actions, but would vigorously defend against them.
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B. AMAPARI MINE

The Company has recognized a contingent liability for certain of the following claims based on its best

estimates of the outcome of these contingencies. The amount has been included in liabilities of assets held

for sale. Not all of the following claims will result in the Company being required to make payments to the

claimants. The final payments, if any, may differ significantly from the amount the Company currently

estimates.

a)

b)

d)

e)

The Company terminated various employment, consulting and service agreements as a result of
placing the Amapari Mine on temporary care and maintenance. Certain of the affected parties
have or may in the future make legal claims in response to such terminations. The Company
cannot reasonably predict the likelihood or outcome of any such actions, but would vigorously
defend against them.

The Company has received notice that legal claims have been filed in Brazilian courts against the
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quality of William Creek causing economic loss and health concerns. The Company believes these
claims are unfounded and intends to vigorously defend against them.

A tax claim has been received by the Amapari Mine. The Company has lodged an appeal.

The Company has been notified of infraction notices on the Amapari Mine for which it intends to
take action to revoke or reduce. Also, claims have been filed in Brazilian courts against the Amapari
Mine alleging rents are payable for the occupation of land where the Amapari Mine was developed.
The Company is defending against these claims.

The Company has received notice that legal claims alleging environmental damage at the Amapari
Mine site have been filed in Brazilian courtsagaina &t G KS / 2 Y LI y & TeiCompafyidJ- NA
defending against these claims.

C. CERRO SAN PEDRO MINE

The Company has a history of legal challenges to its Cerro San Pedro Mine. In November 2009, the

Company was notified it was required to suspend mining operations at its Cerro San Pedro Mine. Although

mining had been suspended, gold recovery operations of existing inventory on the leach pads continued.

The mining suspension followed a ruling by the Federal Court of Fiscal and Administrative Justice nullifying

the mine's Environmental Impact Statement EIS which was issued in 2006. PROFEPA, the Mexican

environmental enforcement agency, issued the order requiring Cerro San Pedro Mine to suspend mining as

a consequence of the nullification of the EIS. The Company has filed appeals to both the court decision and the

PROFEPA order related to the EIS. In December, 2009, the Company was granted an injunction related to

the suspension of operations at its Cerro San Pedro Mine. The court ruling temporarily overturns the

PROFEPA order to suspend mining operations at the Cerro San Pedro Mine. Subsequent to December 31,

2009, the Company was scheduled to face a hearing in the Fourth District Court in San Luis Potosi, related

to a challenge by opposition to the mine to the annual renewal of the explosives permit at Cerro San Pedro.
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The Company is vigorously defending against this challenge and a hearing is scheduled for March 2010.
Until the hearing is held, no additional blasting will take place at Cerro San Pedro.

OFF-BALANCE SHEET ARRANGEMENTS

The Company has no off-balance sheet arrangements.

RELATED PARTY TRANSACTIONS

Certain directors and officers of New Gold are also directors of a company to which the Company pays
royalties in the in the normal course of business. Royalty payments were $4.2 million for the year ended
December 31, 2009 (2008 - $nil). At December 31, 2009, the Company had $1.3 million included as accrued
liabilities related to this company (2008 - $nil). These transactions were in the normal course of operations
and were measured at the exchange amount, which is the amount of consideration established and agreed
to by the related party.

A director of New Gold is also director of the company that purchased from New Gold an interest in the El
Morro project.

RISK FACTORS

wSIFRSNAR 2F (GKA& al yl3SySyiQa 5Aa0daarzy |yR ! ylfeé
AyOf dzZRSR 2NJ AYyO2NL1LIR2 N} GSR 6& NBFSNBYyOS Ay ninkiah & R2C
statements and related notes. Significant risk factors for the Company are metal prices, government
regulations, foreign operations, environmental compliance, asset backed commercial paper, the ability to
obtain additional financing, risk relating to recent acquisitions, dependence on management, title to the

] 2YLI} Y& Q& YA ydaditightionLINE LIS NI A S &
A. METAL PRICES

¢tKS /2YLIyeQa NBOSydzSa yR OFakK Ft2ga | NS Atdhdzo 2SO
Peak Mine there can be a significant time lag between the time of recording of copper revenues and final

pricing of copper. Therefore, changes in the price of copper during this period can have a significant impact

2y GUKS [/ 2YLI yeéQa NBahSsifialzSMetalpites dreaMdctddybyda vadty of factors

including interest rates, exchange rates, international economic and political trends, inflation or deflation,
fluctuations in the value of the U.S. dollar and foreign currencies, global and regional supply and demand

and the political and economic conditions of major metal producing countries throughout the world.

B. GOVERNMENT REGULATIONS

The mining, processing, development and exploration activities of the Company are subject to various laws
governing prospecting, development, production, taxes, labour standards and occupational health, mine
safety, toxic substances, land use, water use, land claims of local people and other matters. No assurance
can be given that new rules and regulations will not be enacted or that existing rules and regulations will
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results of operations.

C. FOREIGN OPERATIONS

TheC2 YLI y@Qa 2LISNI A2y a thiBnited stz Bugtialh, Mexico2 GFiaddzQril SR A Y
Chile YR & &dzOK GKS /2YLIlyeQa 2LISNIGA2yaE | NB SELR

risks and uncertainties. These risks and uncertainties vary for each country and include, but are not limited
to: extreme fluctuations in currency exchange rates; high rates of inflation; labour unrest; renegotiation or
nullification of existing concessions, licenses, permits and contracts; illegal mining; changes in taxation
policies; restrictions on foreign exchange and repatriation; and changing political conditions, currency
controls and governmental regulations that favour or require the awarding of contracts to local contractors
or require foreign contractors to employ citizens of or purchase supplies from a particular jurisdiction.

Changes, if any, in mining or investment policies or shifts in political attitude in these countries could

F ROSNERSt @& FFTFSOG GKS / 2 Y LObey ol dnay BelaFfedddd (h kai/ifgdiegreed] LINE T
by government regulations with respect to, but not limited to, restrictions on production, price controls,

export controls, currency remittance, income taxes, expropriation of property, foreign investment,
maintenance of claims, environmental legislation, land use, land claims of local people, water use and mine

safety.

Failure to comply strictly with applicable laws, regulations and local practices relating to mineral right
applications and tenure, could result in loss, reduction or expropriation of entitlements.

The occurrence of these various factors and uncertainties cannot be accurately predicted and could have
Fy T ROSNERS STFFSOG 2y GKS /2YLI yeQa 2LISNI GA2ya 2NJ

D. ENVIRONMENTAL COMPLIANCE

AllphasSa 2F GKS /2YLI yeQa 2LISNIGA2ya FNB adzmeaeSod a2
in which it operates. These regulations mandate, among other things, the maintenance of air and water
quality standards and land reclamation. They also set forth limitations on the generation, transportation,
storage and enforcement, increased fines and penalties for non-compliance, more stringent environmental
assessments of proposed projects and a heightened degree of responsibility for companies and their
officers, directors, and employees. There is no assurance that future changes in environmental regulation,

AT lyes oAttt y20 FROSNEStE& FFFSOGU GKS /2YLIlyeéQa 2

Government approvals and permits are currently, and may in the future be, required in connection with the
/ 2YLI y&Qa Zoliks Mtent khax yudhdpprovals are required and not obtained, the Company
could be curtailed or prohibited from continuing its mining operations or from proceeding with planned
exploration or development of mineral properties.
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E. ASSET BACKED NOTES

As at December 31, 2009, the non-bank ABCP market had been the subject of a restructuring process with

the express intention of replacing the ABCP with a number of long-term floating rate notes or asset backed

notes. The restructuring plan was completed on January 21, 2009 and the AB Notes were issued in
replacement of ABCP. This process pooled all of the underlying assets from all the ABCP trusts with the

exception of those assets designated as ineligible forpoolind o6 a Ly St A3IA0f S 1 aasSaaégo |
o0 O1 SR SEOf dzaAr@gSte o6& (NI RAGA ABCP rblating foyhe poédell hsdets | & 8 S i
was replaced with four classes of notes named A-1, A-2, B and C in declining order of seniority. ABCP

relating to ineligible assets and traditional series were replaced with new tracking notes whose
characteristics were designed to track the performance of the particular assets of the series to which they

correspond.

The Company has estimated the fair value of the remaining AB Notes at December 31, 2009 using the
following methodology and assumptions:

A Where the Company still retains AB Notes of the same class as were sold in the fourth quarter
(including A-1 and A-2 AB Notes), the retained AB Notes were valued at the last transaction price of the
partial sale in December 2009. All of these notes were subsequently sold in 2010 for prices higher than
their December 31, 2009 fair value.

A The other remaining notes, with a face value of $20.0 million (Cdn$20.9 million) and fair value of less
than $0.7 million (Cdn$0.8 million), were valued at market bid prices provided by banks and traders
active in the AB Notes market.

While the Company believes that it has utilized an appropriate methodology to estimate fair value, given

the current state and ongoing volatility of global credit markets, there can be no assurance that
YIFYylF3SySyidiQa SadAayYlraS 2F LRGSYdGAlrt NBO2JSNE I a
adjustments, either materially higher or lower, may be required in future reporting periods. However, the
Company sold all of its remaining A-1 and A-2 notes in January 2010.

¢KS aSO2yRINE YINJLSG F2NJ GKS [/ 2YLI yeé Qa veMibirés)id y A y 3
relatively illiquid; however, management will continue to monitor market developments in order to
maximize value.

F. ADDITIONAL FINANCING

¢CKS /2YLIyeQad YAYAy3dsr LINRPOSaaraydsxs RS@PSt2LIYSyd FyR
financing. Failure to obtain sufficient financing could result in the delay or indefinite postponement of
exploration, development or production on any or all of our projects. There can be no assurance that

additional capital or other types of financing will be available if needed or that, if available, the terms of

such financing will be favorable. ! i OdzNNBy i YSidlt LINAOSazr AlG A& SELS
coupled with the cash flow from current operations will be sufficient to fund the construction of the New

Afton and El Morro projects.
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G. RISK RELATING TO RECENT ACQUISITIONS

In 2009, the Company completed the business acquisition of Western Goldfields Inc. In the prior year, the
Company completed a business combination of New Gold, Metallica and Peak Gold. There can be no
assurances that the benefits anticipated from these acquisitions will be realized.

H. DEPENDENCE ON MANAGEMENT

The Company relies heavily on the business and technical expertise of its management team and it is
unlikely that this dependence will diminish in the near term.

. ¢L¢[9 ¢h ¢19 /hat!b, Q{ aLb9w![ twhtowe¢LO9{

The acquisition of title to mineral properties is a very detailed and time-consuming process. Title to
mineral concessions may be disputed. Although the Company believes it has taken reasonable measures to
ensure proper title to its properties, there is no guarantee that title to any of such properties will not be
challenged orimpaired. ¢ KA NR LJ NI ASa YI & KI@S @ f AR Olfnterasty &
including prior unregistered liens, agreements, transfers or claims, including aboriginal land claims, and title
may be affected by, among other things, undetected defects. As a result, the Company may be constrained
in its ability to operate its properties or unable to enforce its rights with respect to the properties. An
impairment to or defect in our title to certain properties could have a material adverse effect on our
business, financial condition or results of operations.

J.  LITIGATION

New Gold is party to material legal proceedings, which, if decided adversely to New Gold, may have a
material adverse effect on the financial or business position or prospects of New Gold. Shareholders are
urged to read the description of the pending legal pNE OSSRAY 3a &Sl 2dzi dzy RSNJ

FINANCIAL RISK MANAGEMENT
A. CREDIT RISK

Credit risk is the risk of an unexpected loss if a party to its financial instrument fails to meet its contractual
obligations. ¢ KS / 2Y LI} Y& Q& ¥ hnfarifyQdripdsed of &aihSatida casH: dydvalents,
investments and accounts receivable. Credit risk is primarily associated with trade receivables and
investments; however it also arises on cash and cash equivalents. To mitigate exposure to credit risk, the
Company has established policies to limit the concentration of credit risk, to ensure counterparties
demonstrate minimum acceptable credit worthiness, and to ensure liquidity of available funds.

The Company closely monitors its financial assets and does not have any significant concentration of credit
risk. The Company sells its gold exclusively to large international organizations with strong credit ratings.
¢CKS /2YLI yeQa NBEGOSydzS A& O2YLINAAaSR 2F 3I2f R a

Page | 44

[akN
(V)

(7))
Q)¢



The historical level of customer defaults is minimal and, as a result, the credit risk associated with gold and
copper concentrate trade receivables at December 31, 2009 is not considered to be high. ¢ KS / 2 Y LI y & ¢

maximum exposure to credit risk at December 31, 2009, is as follows:

(U.S. dollars in thousands)

2009 2008
$ $
Cash and cash equivalents 262,325 182,013
Restricted cash 9,201 -
Accounts receivable 10,345 11,232
Mark-to-market gain on fuel contracts 706 -
Investments 45,890 77,016
Reclamation deposits and other 17,646 4,900
346,113 275,161
The aging of accounts receivable at December 31, 2009 was as follows:
(U.S. dollars in thousands)
0-30 31-60 61-90 91-120 Over 2009 2008
days days days days 120 days Total Total
S S $ S S $
Corporate 47 - 123 - - 170 813
Mesquite mine 273 - - - - 273 -
Peak Mines 3,913 - - 9 3,922 3,455
New Afton 54 - 119 459 - 632 2,148
Cerro San Pedro 608 606 1,089 937 2,108 5,348 4,816
4,895 606 1,331 1,396 2,117 10,345 11,232

I AAIYATFAOLY(d LERNIAZ2Y 2F (K Sare/hadYirllirgf afadian €hbndidk | Yy R
institutions. Short-term investments (including those presented as part of cash and cash equivalents) are
composed of financial instruments issued by Canadian banks with high investment-grade ratings and the
governments of Canada and the U.S.

The Company has a bonding and insurance program, primarily with Chartis, formerly American
LYGSNYIFGA2yFE {LISOAlIfGe [AySa LyadaNIyOS /2YLIlye 6
liabilities of the Mesquite Mine. At December 31, 2009, the Company had $9.0 million in the account. In
{SLWSYOSNI HanyZ !'LD Ly&adz2N»yOSQa LI NByld O2YLIyes |
liquidity crisis following the downgrade of its credit rating. The United States Federal Reserve loaned

money to AIG in order for the company to meet its obligations to post additional collateral to trading

partners. As a result of federal and state laws governing the operation of AlG Insurance and segregation of
funds,itisnotbSt A S@SR (G KIF G GKS / 2Dutidg 208,28 ha¥bdzyi Ratking tiddsgh I G N
its restructuring under the supervision of the Federal Reserve Bank of New York and the U.S. Department

of the Treasury. The U.S. Department of the Treasury has a 78% stake in the equity of AIG. Chartis is

advancing towards the goal of becoming an independent property-casualty and general insurance company

in 2010.
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B. LIQUIDITY RISK

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.
The Company manages liquidity risk through the management of its capital structure and financial
leverage.

The following are the contractual maturities of debt commitments. The amounts presented represent the
future undiscounted principal and interest cash flows and therefore do not equate to the carrying amounts
on the consolidated balance sheet.

(U.S. dollars in thousands)

Less than After 2009 2008
1 year 1-3 years 4-5 years 5 years Total Total
$ $ $ $ $
Accounts payable and
accrued liabilities 36,006 - - - 36,006 28,759
Long-term debt 12,088 15,147 52,553 178,679 258,467 238,447
Interest payable on
long-term debt 21,552 41,480 39,651 44,669 147,352 187,654
Gold contracts 19,206 57,095 19,685 - 95,986 -
88,852 113,722 111,889 223,348 537,811 454,860

In the opinion of management, the working capital of $301.7 million at December 31, 2009, together with

OFrakK Ff2ga FTNRY 2LISNIiAz2zyaz FNB adzF¥FAOASyd (G2 ai
GKNRdZAK AdGa OdNNByYy(d NBLER2NIAYI LISNA2R® |1 26SOSNE
position, volatile equity markets, global uncertainty in the capital markets and increasing cost pressures,

the Company is continuing to review expenditures in order to ensure adequate liquidity and flexibility to

support its growth strategy while maintaining production levels at its current operations.

The Company believes that external financing (which may include bank borrowings and future debt and
equity offerings) will not be required to complete its major development projects. A period of continuous
low copper prices may necessitate the deferral of capital expenditures which may impact production from
mining operations. In addition, management believes it will not need external financing to repay its long-
term debt in 2017.

C. CURRENCY RISK

The Company operates in Canada, Australia, Mexico, Chile and the United States. As a result, the Company
has foreign currency exposure with respect to items not denominated in U.S. dollars. The three main types
of foreign exchange risk for the Company can be categorized as follows:

i. Transaction exposure

¢CKS /2YLIyeQa 2LISNIGA2ya aStt O2YY2RAGASa |yR
SELR&dAINE i GKS 2LINIGA2ylf tS@0Stx 6KAOK Yl & |
fluctuate. The Company has not hedged its exposure to currency fluctuations.
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Exposure to currency risk

The Company is exposed to currency risk through the following assets and liabilities denominated
in currencies other than the U.S. dollar: cash and cash equivalents, investments, accounts
receivable, reclamation deposits, accounts payable and accruals, reclamation and closure cost

obligations and long-U SN RSO0 U ® ¢CKS OdzZNNBbyYyOASa 27
foreign currency denominated liabilities, based on notional amounts, were as follows:
(in thousands)
2009
Canadian Australian Mexican Chilean
dollar dollar peso peso
Cash and cash equivalents 165,147 32,008 2,670 18
Investments 45,890 - - -
Accounts receivable 549 3,922 5,674
Reclamation deposit 6,211 - - -
Accounts payable and accruals (6,529) (11,566) (8,806) (94)
Reclamation and closure cost obligations (1,846) (8,330) (4,314) -
Long-term debt (206,653) - - -
Gross balance sheet exposure 2,769 16,034 (4,776) (76)
2008
Canadian Australian Mexican Chilean
dollar dollar peso peso
Cash and cash equivalents 88,977 15,213 531
Investments 77,017 - -
Accounts receivable 2,667 5,228
Reclamation deposit - - -
Accounts payable and accruals (14,414) (7,980) (3,028)
Reclamation and closure cost obligations (182) (5,449) (3,270)
Long-term debt (223,951) - (238)
Gross balance sheet exposure (69,886) 1,784 (777)
Translation exposure
¢CKS [/ 2YLI yeéeQa Tdzy OuA 2yl ¢ FYR NBELRZ2NIUAYS3

translate their operating results from the host currency to U.S. dollars. Therefore, exchange rate
movements in the Canadian dollar, Australian dollar, Mexican peso and Chilean peso can have a
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earnings translation exposure to financial instruments is offset by interest on foreign currency

denominated loans and debt.

decreased (increased) the Compl y & Qa

amounts shown below.

y Si
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A 10% strengthening (weakening) of the U.S. dollar against the following currencies would have
T NP Y predet& byFttey | y OA |
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(in thousands)

2009 2008

$ $

Canadian dollar 277 700

Australian dollar 1,603 178

Mexican peso 478 70
Chilean peso 76 -

2,434 948

D. INTEREST RATE RISK

Interest rate risk is the risk that the fair value of the future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Company is exposed to interest rate risk on its
outstanding borrowings and short-term investments. In particular, the Company is exposed to interest rate
changes on the term loan facility. The term loan facility interest payments are based on the U.S. dollar
LIBOR which may fluctuate. A 1.0% basis point change in the U.S. dollar LIBOR would result in an annual
difference of approximately $0.3 million in the interest expense to the Company. The Company has not
entered into any derivative contracts to manage this risk.

Where possible and depending on market conditions, the Company follows the policy of issuing fixed
interest rate debt to avoid future fluctuations in its debt service costs.

E. COMMODITY PRICE RISK
¢tKS /2YLIyeQa SINyAy3a FyR OFakK Ff2ga NB adwaSoi

gold, silver and copper. World gold prices have historically fluctuated widely. World gold prices are
affected by numerous factors beyond our control, including:

A the strength of the U.S. economy and the economies of other industrialized and developing
nations;

A global or regional political or economic crises;

A the relative strength of the U.S. dollar and other currencies;

A expectations with respect to the rate of inflation;

A interest rates;

A purchases and sales of gold by central banks and other holders;

A demand for jewelry containing gold; and

A investment activity, including speculation, in gold as a commodity.

As part of the Western Goldfields acquisition, the Company acquired gold contracts which mitigate the
effects of price changes. The Company declared these contracts an accounting cash flow hedge effective
July 1, 2009. At December 31, 2009, the Company had remaining gold forward sales contracts for 330,000
ounces of gold at a price of $801 per ounce at a remaining commitment of 5,500 ounces per month for 60
months.

LY HAangpE GKS /2YLIl yeQa NBGSydzsSa FyR Ol akisFtmdga ¢S
lag between the time of shipment for copper and final pricing, and changes in copper pricing can
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working capital includes copper concentrate receivables totalling 1.1 million pounds. A $0.10 change in the
copper price would have animpactof $0.1YAf f A2y 2y (GKS /2YLI yeéQa @g2N]AYyS:

The Company is also subject to price risk for fluctuations in the cost of energy, principally electricity and
LIJdZNOKF aSR LISGNRE Sdzy LINRPRdzOG & @ ¢tKS /2YLI yeQa
commodities it consumes or uses in its operations, such as lime, reagents and explosives. The prices of

LINE

such commodities are influenced by supply and demand trends affecting the mining industry in general and
20KSNJ) FI OG2NAR 2 dzi & A Ri® Comfaly has éndéred infodfu@lacont@syfdinitEate d
these price risks. At December 31, 2009, the Company had a remaining commitment of 3.0 million gallons
of diesel over the next 12 months.

g2dZf R AYLI O0 (K
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comprehensive income before taxes as follows:

! M JE 3

(U.S. dollars in thousands)
Year ended December 31

2009 2009 2008 2008
Other Other
Net Comprehensive Net Comprehensive
Earnings Income Earnings Income
$ $ $ S
Gold price 27,303 31,793 16,257
Copper price 3,631 - 969
Silver price 2,136 - 758
Fuel price 2,700 695
CONTRACTUAL OBLIGATIONS
(U.S. dollars in thousands)
Payments due by period
Less than
Contractual obligations Total 1vyear 1-3years 4 -5 years After 5 years
Long-term debt $258,467 $12,088 $15,147 $52,553 $178,679
Interest payable on long-term debt 147,354 21,552 41,480 39,652 44,670
Commitments & permits 27,472 12,439 15,000 33 -
Asset retirement obligations 50,638 706 2,976 11,933 35,023
Total contractual obligations $483,931 $46,785 $74,603 $104,171 $258,372

7
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Long-term debt obligations are comprised of senior secured notes and subordinated convertible
debentures. The Notes, which were originally issued by New Gold pursuant to a note indenture dated June
28, 2007, mature and become payable on June 28, 2017 and bear interest at a rate of 10% per annum. At
December 31, 2009, the face value of the Notes totalled $178.7 million (Cdn$187.0 million) with remaining
interest payable totaling $134.0 million (Cdn $140.3 million). Interest is payable in arrears in equal semi-
annual installments on January 1 and July 1 each year. Once the New Afton project is in commercial
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production, the Company is obligated to offer to repay a face value amount equal to 50% of excess cash
flow each year, at the option of the noteholders. The Company also has the option to prepay the Notes at
a premium ranging from 114% to 101% (decreasing rates based on the length of time the Notes are
outstanding). These Notes are secured on the New Afton project assets and do not have recourse to other
assets of New Gold.

The Company has 55,000 subordinated convertible debentures that bear interest at a rate of 5% per annum
and are convertible by the holders into common shares of the Company at any time up to June 28, 2014.
At December 31, 2009, the aggregate principal of the subordinated convertible debentures was $52.6
million (Cdn$55.0 million) with remaining interest payable totaling $11.8 million (Cdn$12.3 million).
Interest is payable in arrears in equal semi-annual installments on January 1 and July 1 each year.

OUTSTANDING SHARES

As at March 4, 2010, there were 388,935,000 common shares of the Company outstanding. The Company
had 17,450,000 stock options outstanding under its share option plan, exercisable for 17,450,000 common
shares. In addition, the Company had 325,268,000 common share purchase warrants outstanding
exercisable for 63,042,000 common shares.

ACCOUNTING POLICIES IMPLEMENTED EFFECTIVE JANUARY 1, 2009
a) Accounting policies implemented effective January 1, 2009

i.  Effective January 1, 2009, the Company adopted CICA Handbook Section 3064, Goodwill and
Intangible Assetswhich replaces CICA Handbook Section 3062, and establishes revised
standards for recognition, measurement, presentation and disclosure of goodwill and
intangible assets. Concurrent with the adoption of this standard, Emerging Issues Committee
0 & 9 L /RevenuesTaizd Expenditures in the-8jserating Periods no longer applicable. The

adoption of Section 3064 did not have a material impact on the CoY LJ- y&@ Q&4 O2y az2f .

financial position and results of operations for the year ended December 31, 2009.

ii. Effective January 1, 2009, the Company adopted CICA Handbook Sections 1582, Business
Combinations 0 & { SOG A 2 ConsofidatedéFinanciavStatemts 6 G { SOUGA 2 Y

1602, Noncontrolling Interests8 6 G { SOGA2Y mMcnHé0 HKAOK NBLIX |

Business Combinationsnd 1600, Consolidated Financial Statemerfisction 1582 establishes
standards for the accounting for business combinations that is equivalent to the business

O2Yo0AylLiGA2y | O02dzyiAy3 aidl yRINR dzyRSNJ Ly i SNy
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on or after January 1, 2009. Section 1601 together with Section 1602 establishes standards for
the preparation of consolidated financial statements. Section 1601 was applicable for the

/] 2YLFyeQa AYGSNAY FyR Fyyddt O2yaztAiRliSR

January 1, 2009. The adoption of these standards had a significant impact on how the
Company accounted for the business combination with Western Goldfields. The impact was as
follows:
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A Transaction costs were not capitalized as part of the purchase consideration and instead
were expensed as incurred. As a result of this, the Company has expensed approximately
$6.6 million of transaction costs.

A Measurement date for equity instruments issued by the Company was at the date of
acquisition (May 27, 2009) and not at the average of a few days before and after the terms
were agreed to and announced (March 4, 2009). This resulted in using a share price of
$2.63 versus a share price of $1.73. This resulted in an increase in the purchase
consideration for the Business Combination of $138.1 million, resulting in increased
goodwill being recorded on the balance sheet.

On January 20, 2009, the CICA issued EIC 173, Credit Risk and the Fair Value of Financial Assets
and Financial Liabilitess KA OK  Of | NRA F sho®récredit Ksk ad the yrediSrigkibfithie & Q

counterparty should be taken into account in determining the fair value of financial assets and
liabilities, including derivative instruments. EIC 173 is to be applied retrospectively without
restatement of prior periods in interim and annual financial statements for periods ending on
or after the date of issuance of EIC 173. The Company adopted this recommendation
January 1, 2009. The adoption of this standard had a significant impact on the fair value of the
gold forward sales at December31,2009. 2 A {1 K2 dzi G KS Ay Of dzaizy
risk the fair value of the gold hedge would have been $109.2 million compared to $96.0 million
at December 31, 2009.

b) Accounting policies implemented during the year ended December 31, 2009

Derivative instruments

5SNAQGI GADS AyaluNdzySyida | NBE NBEO2NRSR I
contracts and fuel contracts were designated as cash flow hedges under the requirements of
CICA Handbook Section 3865, Hedges From that time forward, the effective portion of any
gain or loss on the hedging instrument is recognized in other comprehensive income and the
ineffective portion is included in other income as an unrealized gain (loss) on gold hedging or
fuel contracts in the statement of operations. Prior to meeting the requirements for cash flow
KSR3IS&as> OKIy3aSa Ay (GKS FFAN OF fdzSa 2F
net income.

Financial Instruments Disclosures

In May 2009, the CICA amended Section 3862, Financial Instrumentg Disclosuresto include
additional disclosure requirements about fair market value measurements for financial
instruments and liquidity risk disclosures. These amendments require a three-level hierarchy
that reflects the significance of the inputs used in making the fair value measurements. Fair
values of assets and liabilities included in Level 1 are determined by reference to quoted prices
in active markets for identical assets and liabilities. Assets and liabilities in Level 2 include
valuations using inputs other than quoted prices for which all significant outputs are
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observable, either directly or indirectly. Level 3 valuations are based on inputs that are
unobservable and significant to the overall fair value measurement.

iii. Accounting Changes

In June 2009, the CICA issued amendments to CICA Handbook Section 1506 ¢ Accounting

Changes Section 1506 was amended to exclude from its scope changes in accounting policies

dzLi2y (GKS O2YLX SGS NBLX FOSYSyd 2F Fy SyidiideQa
were effective for annual and interim financial statements relating to fiscal years beginning on

or after July 1, 2009. The adoption of IFRS, is not expected to qualify as an accounting change

under CICA 1506.

iv. Exploration Costs

On March 27, 2009, the Emerging Issues Committee of the CICA approved abstract EIC-174 ¢

Mining Exploration Costand withdrew EIC-126 ¢ Accounting by Mining Enterprises for
Exploration Costs The publication of EIC-174 covers all guidance in EIC-126 and provides
additional guidance for mining exploration enterprises in circumstances where a test for
impairment is required. The adoption of this abstract did not have any impact on the

/I 2YLI yeQa O2yaz2zftARLGSR FAYLFLYOALE adldSySydaa

V. Equity

In August 2009, the CICA issued certain amendments to Section 3251 T Equity The
amendments apply to entities that have adopted Section 1602 T Non-controlling interests
The amendments require separate presentation on the statements of operations and
comprehensive income of income attributable to owners of the Company and those
attributable to non-controlling interests. The amendments also require that non-controlling
interests be presented separately as a component of equity. The adoption of this standard has
had no impact on the financial statements for the year ended December 31, 2009.

c) Accounting policies to be implemented subsequent to December 31, 2009
i Multiple Deliverable Revenue Arrangements

In December 2009, the CICA issued EIC 175 ¢ Multiple Deliverable Revenue Arrangements
replacing EIC 142 ¢ Revenue Arrangements with Multiple Deliverablehis abstract was
amended to: (1) provide updated guidance on whether multiple deliverables exist, how the
deliverables in an arrangement should be separated, and the consideration allocated; (2)
require, in situations where a vendor does not have vendor-specific objective evidence
0 a+{ h9 ¢ Upar® WiideticK Af N&Ring price, that the entity allocate revenue in an
arrangement using estimated selling prices of deliverables; (3) eliminate the use of the residual
method and require an entity to allocate revenue using the relative selling price method; and
(4) require expanded qualitative and quantitative disclosures regarding significant judgments
made in applying this guidance. The accounting changes summarized in EIC 175 are effective
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for fiscal years beginning on or after January 1, 2011, with early adoption permitted. Adoption
may either be on a prospective basis or by retrospective application. If the abstract is adopted
early, in a reporting period that is not the first reporting period inthe SY G A (1 & Q&
Ydzad o068 FLILX ASR NBGNRIOGAGSte FTNRY (KS
As the Company has not adopted EIC 175, which is not mandatory until the year beginning
January 1, 2011, the amendments are not applicable to the Company in the interim and there is
no impact to the financial statements for the year ended December 31, 2009.

ii. International Financial Reporting Standards

In February 2008, the Canadian Accounting Standards Board confirmed January 1, 2011 as the
date IFRS will replace current Canadian GAAP for publicly accountable enterprises. This will
result in the Company reporting under IFRS starting with the interim period ending March 31,
2011, with restatement for comparative purposes of amounts reported under Canadian GAAP.
The Company expects the transition to IFRS to impact accounting policies, financing reporting,
IT systems and processes, as well as certain business activities.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses. Based on historical experience, current market conditions and expert
advice, management makes assumptions that are believed to be reasonable under the circumstances.
These estimates and assumptions form the basis for judgments about the carrying value of assets and
liabilities and reported amounts for revenues and expenses. The following have been identified as critical
accounting policies and estimates and a change in these policies or estimates could materially impact the

O2y &2t ARIFGSR FAYIYOALE &GFGSYSYyiaad esaibedinNo@Ythd yveé Qa

the consolidated financial statements.
A. INVENTORIES

Heap leach ore, work-in-process, finished goods, and stockpile ore are valued at the lower of average
production costs or net realizable value.

Costs are added to ore on leach pad based on current mining costs, including applicable amortization and
depletion relating to mining operations. Costs are removed from ore on leach pad as ounces are recovered
based on the average cost per estimated recoverable ounce of gold on the leach pad. The estimates of
recoverable gold on the leach pad are calculated from the quantities of ore placed on the leach pad (based
on measured tonnage), the grade of ore placed on the leach pad (based on assay results), and a recovery
percentage (based on ore type).

Under the heap leaching process, ore on leach pad is treated with a chemical solution which dissolves the
gold contained in the ore. The solution is further processed in a plant where the gold is recovered. Metal-
in-process inventories represent metal in solution or in subsequent stages of the refining process. In-
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process inventories are measured based on assays of the solution and projected recoveries from the
refining circuit and are valued at average production cost or net realizable value. Average production cost
is based on the average cost of material fed into the process from the leach pad plus the in-process
conversion costs, including applicable amortization relating to the process facilities. Metal-in-process
inventories are valued at the lower of average cost or net realizable value and any adjustment to net
realizable value is reflected in the statement of operations as a component of mine operating costs.

Although the amount of recoverable gold ounces placed on the leach pad, based on tonnage and grade of
ore, is reconciled to the gold ounces actually recovered, the nature of the leaching process inherently limits
the ability to precisely monitor inventory levels. As a result, the metallurgical balancing process is
constantly monitored and estimates are refined based on actual results over time. The determination of
both the ultimate recovery percentage and the quantity of metal expected over time requires the use of
estimates, which are subject to revision since they are based upon metallurgical test work. The Company
expects to continue to process and recover metal from leach pads until no longer considered economically
feasible.

Bullion (metal refined to industry purity standards) inventory, which includes metal held on our behalf by
third parties, is valued at the lower of average production cost or net realizable value.

B. MINERAL PROPERTIES

The Company records mineral property acquisition expenditures and mine development expenditures at
cost. The Company capitalizes pre-production expenditures net of revenues received until the
commencement of commercial production in accordance with GAAP.

I AAIYATAOFIY(G LERNIAZ2Y 2F (GKS /2YLIyeQa YAYSNIf LN
on a unit-of-production basis. Under the unit-of-production method, the calculation of depreciation,

depletion and amortization of mineral property, plant and equipment is based on the amount of reserves

expected to be recovered from each location. If these estimates of reserve prices turn out to be

inaccurate, or if the Company revises its mining plan for a location due to reductions in the price of gold or

otherwise to reduce the amount of reserves expected to be recovered, the Company could be required to

write-down the recorded value of the mineral property, plant and equipment or to increase the amount of

Fdzi dzNB RSLINBOALF GA2y X RSLIX SGA2Y YR FY2NIATIFGAZ2Y
earnings and net assets.

In addition, GAAP requires the Company to consider at the end of each accounting period whether or not
there has been an impairment of capitalized mineral property, plant and equipment. For producing
properties, this assessment is based on whether factors are present that may indicate a need for a write-
down. If the Company determines there has been an impairment because its prior estimates of future cash
flows have proven to be inaccurate, due to reductions in the price of gold, increases in the costs of
production, reductions in the amount of reserves expected to be received or otherwise, or because the
Company has determined that the deferred costs of non-producing properties may not be recovered based
on current economics or permitting considerations, the Company would be required to write down the

recordedvaluS 2F A& YAYSNIf LINRLISNIe&xz LIXIFyd FyR Sl dzi LY
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and net assets. Volatility in equity and commodity markets could have a significant impact on the valuation
of our mineral properties.

C. RECLAMATION OBLIGATIONS

The Company has an obligation to reclaim its properties after the minerals have been mined from the site
and has estimated the costs necessary to comply with existing reclamation standards. Generally accepted
accounting principles require the Company to recognize the fair value of a liability for an asset retirement
obligation, such as site closure and reclamation costs, in the period in which it is incurred if a reasonable
estimate of fair value can be made. The Company records the estimated present value of future cash flows
associated with site closure and reclamation as a liability when the liability is incurred and increases the
carrying value of the related assets by the same amount. Subsequently, these asset retirement costs are
amortized to expense over the life of the related assets using the units-of-production method. At the end
of each period the liability is increased to reflect the passage of time (accretion expense) and changes in
the estimated future cash flows underlying any initial fair value measurements (additional asset retirement
costs). If these estimates of costs or recoverable mineral resources prove to be inaccurate, the Company
could be required to write down the recorded value of its mineral property or increase the amount of
fuurS§ RSLINBOAI GA2Y YR | OONBiGA2Y SELSyasSs 2N 620KZ
net assets.

D. FUTURE TAX ASSETS AND LIABILITIES

The Company recognizes the future tax benefit related to future income tax assets and sets up a valuation

allowance against any portion of those assets that it believes will, more likely than not, fail to be realized.

Assessing the recoverability of future income tax assets requires management to make significant

estimates related to expectations of future taxable income. Estimates of future taxable income are based

on forecast cash flows from operations and the application of existing tax laws in each jurisdiction. The

Company has reviewed its tax assets at December 31,2009 YR o0l &SR 2y YI yiewdSYSy (i Q
future metal prices and exchange rates have determined that the tax assets are still recoverable.

In circumstances where the applicable tax laws and regulations are either unclear or subject to ongoing
varying interpretations, it is reasonably possible that the changes in these estimates could occur and
materially affect the amount of future income tax liabilities recorded at the balance sheet date.

E. REVENUE RECOGNITION

Revenue from the sale of metals is recognized in the accounts when persuasive evidence of an
arrangement exists, title and risk passes to buyer, collection is reasonably assured and the price is
reasonably determinable. Revenue from the sale of metals in concentrate may be subject to adjustment
upon final settlement of estimated metal prices, weights and assays. Adjustments to revenue for metal
prices are recorded monthly and other adjustments are recorded on final settlement. These types of
adjustments can have a material impact on revenues.
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F. STOCK-BASED COMPENSATION

CICA Handbook, Section 3870, StockBased Compensation and Other St@dsed Paymentsstablishes
standards for the recognition, measurement and disclosure of stock-based compensation and other stock-
based payments made in exchange for goods and services. Compensation expense is determined using the
Black-Scholes option pricing model based on estimated fair values of all stock-based awards at the date of
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model utilizes subjective assumptions such as expected price volatility and expected life of the option.
Changes in these input assumptions can significantly affect the fair value estimate.

INTERNATIONAL FINANCIAL REPORTING STANDARDS

In February 2008, the / | Y RAL Yy | O02dzyGAy3 {{idFyRINRa .2 NR
RFGS LYGSNYyFdGA2ylt CAYyFyOAlFft wSLRNIAy3 {{dFyRIN
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reporting under IFRS starting with the interim period ending March 31, 2011, with restatement for
comparative purposes of amounts reported under Canadian GAAP.
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and Implementation and Review.

Phase 1: Scoping and Diagnostic ¢ This phase included completion of a high-level impact assessment to
identify key areas that may be affected by the conversion. Based on the results of this assessment, a
detailed implementation plan was developed. New Gold completed the Scoping and Diagnostic phase in
the first quarter of 2009.

Phase 2: Detailed Evaluation ¢ In this phase, further evaluation of the financial statement areas impacted
by IFRS is conducted. The evaluation includes detailed analysis of the IFRS ¢ Canadian GAAP differences,
and the selection of accounting policy choices under IFRS. This phase also includes a review of the impact
on information technology and data systems, internal control over financial reporting, disclosure controls
and procedures, financial reporting expertise and training requirements, and business activities (including
compensation programs, debt covenants and other contractual arrangements). Based on the analysis
performed to date, the Company is not expecting its information technology and data systems or its
business activities to be significantly impacted. Phase 2 began in the second quarter of 2009 and is
expected to continue through the first quarter of 2010.

Phase 3: Implementation and Review ¢ This phase includes implementation of the required changes
necessary for IFRS compliance. Final decisions on accounting policy choices and IFRS 1 exemptions will be
approved and changes to business processes and internal controls resulting from policy changes will be
implemented. Also included is the delivery of IFRS training and the development of an external
communication plan. Preparation of an opening IFRS balance sheet and IFRS comparatives for 2010
reporting periods will commence during this phase. The Company will monitor changes in IFRS leading up
to the January 1, 2011 adoption date, and update its conversion efforts as required. Phase 3 began in the
fourth quarter of 2009 and continues through 2010.
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The analysis to date of IFRS and comparison with Canadian GAAP has identified a number of differences.
alye 2F (KS RAFFSNByOSa oAttt y2id KIFESGS F YFOGSNRIf
position. Differences that could result in a material impact include, but may not be limited to:

A. FINANCIAL INSTRUMENTS

IFRS requires the liability component of convertible financial instruments to be measured first and the
residual amount assigned to the equity component. Canadian GAAP does not prescribe a method for
assigning value to the liability and equity elements contained in a single instrument, but suggests two
acceptable approaches: the method as described for IFRS, and the use of the relative fair values of the debt
and equity elements.

The/ 2 YL y&eQa O2y@SNIAGES RSo0SyiddzZNB&a ¢SNBE 0AFdzNDIF G ¢
using the relative fair values at the date of issue. The principal component was recorded as debt with a
portion, representing the estimated fair value of the conversion option feature at the date of issue, being
allocated to equity. This difference may require the Company to recalculate the debt and equity

components of its convertible debentures.

Under IFRS, share purchase warrants with an exercise price denominated in a currency other than the
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fair values with changes in fair values being included in net earnings. Under Canadian GAAP, all the
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B. IMPAIRMENT

Under IFRS, the impairment calculation is a one-step process in which discounted cash flows are compared
to the carrying value of assets. Canadian GAAP requires a two-step impairment test in which the Company
must first compare undiscounted cash flows to the carrying value of the assets, and only if the cash flows
are below the carrying value does management need to discount the cash flows to calculate impairment.
This may result in additional write-downs under IFRS where carrying values of assets were previously
supported under Canadian GAAP on an undiscounted cash flow basis, but could not be supported on a
discounted cash flow basis.

C. ASSET RETIREMENT OBLIGATIONS

IFRS requires provisions to be updated at each balance sheet date using a current pre-tax discount rate
(which reflects current market assessment of the time value of money and the risk specific to the liability).
Canadian GAAP requires the use of a current credit-adjusted, risk-free rate for upward adjustments, and
the original credit-adjusted, risk-free rate for downward revisions. IFRS also defines provisions as including
both constructive and legal obligations, whereas Canadian GAAP limits the definition to legal obligations.
These differences will require the Company to recalculate its asset retirement obligations and related asset
amounts.
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D. FOREIGN CURRENCY TRANSLATION

IFRS utilizes a functional currency concept (currency of the primary economic environment in which the

entity operates) to determine the method of measuring foreign currency translation. Canadian GAAP uses

the concept of integrated and self-sustaining foreign operations. As a result of this difference, the

/ 2YLIl yeQa FT2NBAIYy 2LISNIGA2ya Yle KIF@GS | RATFSNBYI
GAAP.
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for the first time with a number of optional exemptions and mandatory exceptions to the general
requirement for full retrospective application of IFRS. The Company is analyzing the optional exemptions

applicable to its circumstances and will implement those determined to be most appropriate.

CONTROLS AND PROCEDURES
A. DISCLOSURE CONTROLS AND PROCEDURES
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effective to provide reasonable assurance that the information required to be disclosed by the Company in

reports it files is recorded, processed, summarized and reported, within the appropriate time periods.
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The Company's management, including the Chief Executive Officer and the Chief Financial Officer, is
responsible for establishing and maintaining adequate internal control over financial reporting. Internal
O2y(NRE 20SNJ FAYIYOAIf NBLER2NIAY3I O64aLC/ wéd Aa |
Company's principal executive and principal financial officers and effected by the Company's Board of
Directors, management and other personnel, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. The Company's internal control over financial reporting includes

those policies and procedures that:

A pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company;

A provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management
and directors of the Company; and
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A provide reasonable assurance regarding prevention or timely detections of unauthorized acquisition,
use or disposition of the Company's assets that could have a material effect on the financial
statements.
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President and Chief Financial Officer, believe that any internal controls and procedures for financial
reporting, no matter how well conceived and operated, can provide only reasonable, not absolute,
assurance that the objectives of the control system are met. Furthermore, the design of a control system
must reflect the fact that there are resource constraints and the benefits of controls must be considered
relative to their costs. Because of the inherent limitations in all control systems, they cannot provide
absolute assurance that all control issues and instances of fraud, if any, within the Company have been
prevented and or detected. These inherent limitations include the realities that judgments in decision-
making can be faulty and breakdowns can occur because of simple error or mistake. Additionally, controls
can be circumvented by the individual acts of some persons, by collusion of two or more people, or by
unauthorized override control. The design of any system of controls is also based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions. Accordingly, because of the
inherent limitations in a cost effective control system, misstatements due to error or fraud may occur and
not be detected.

The Company's management assessed the effectiveness of the Company's internal control over financial
reporting as of December 31, 2009. In making this assessment, it used the criteria set forth in the Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). Based on our assessment, management has concluded that, as of December 31, 2009,
the Company's internal control over financial reporting is effective based on those criteria.

¢CKS [/ 2YLI yeQa A yhidabcNlfdpdrting@Lof DedéRter 32 B Nds been audited by
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Consolidated Financial Statements for the year ended December 31, 2009. Deloitte & Touche LLP as stated

in their report, that immediately precedes the Company's audited consolidated financial statements for the

@SN SYyRSR 5S50SY06SN) omZ wnndr SELINB&E&ASR Ly dzyljdz f
internal control over financial reporting.

C. CHANGES IN INTERAL CONTROL OVER FINANCIAL REPORTING
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reporting that has materially affected, or is reasonably likely to materially affect, the CompanyQ& Ay i S NJY/ |
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1.

ENDNOTES
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Institute, which was a worldwide association of suppliers of gold and gold products and included

leading North American gold producers. The Gold Institute ceased operations in 2002, but the
standard is the accepted standard of reporting cash cost of production in North America. Adoption

of the standard is voluntary and the cost measures presented may not be comparable to other
similarly titled measures of other companies. The Company reports total cash cost on a sales basis.

Total cash cost includes mine site operating costs such as mining, processing, administration,
royalties and production taxes, realized gains and losses on fuel contracts, but is exclusive of
amortization, reclamation, capital and exploration costs and net of by-product sales. Total cash cost

is then divided by gold ounces sold to arrive at the total cash cost per ounce sold. The measure,

along with sales, is consideredto 6 S | 1 S& A Yy RA Olbilig tdgeefate dbperddrz Y LI Y &
earnings and cash flow from its mining operations. This data is furnished to provide additional
information and is a non-GAAP measure. It should not be considered in isolation as a substitute for
measures of performance prepared in accordance with GAAP and is not necessarily indicative of
operating costs presented under GAAP.

Average realized price per ounce of gold sold is a non-GAAP financial measure which:

A excludes from revenues unrealized gains and losses on non-hedge derivative contracts; and,

Alincludes revenues from the Amapari Mine which has been presented as a discontinued
operation.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
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operating performance may be deemed "forward looking". All statements in this MD&A, other than statements of historical fact, that address
events or developments that New Gold expects to occur, are "forward-looking statements". Forward-looking statements are statements that are

not historical facts and are generally, but not always, identified by the words "expects", "does not expect", "plans", "anticipates", "does not

anticipate", "believes", "intends", "estimates", "projects", "potential", "scheduled", "forecast", "budget" and similar expressions, or that events or
conditions "will", "would", "may", "could", "should" or "might" occur. All such forward-looking statements are based on the opinions and estimates
of management as of the date such statements are made and are subject to important risk factors and uncertainties, many of which are beyond
New Gold's ability to control or predict. Forward-looking statements are necessarily based on estimates and assumptions that are inherently subject
to known and unknown risks, uncertainties and other factors that may cause New Gold's actual results, level of activity, performance or
achievements to be materially different from those expressed or implied by such forward-looking statements. Such factors include, without
limitation: significant capital requirements; fluctuations in the international currency markets and in the rates of exchange of the currencies of
Canada, the United States, Australia, Brazil, Mexico and Chile; price volatility in the spot and forward markets for commodities; impact of any
hedging activities, including margin limits and margin calls; discrepancies between actual and estimated production, between actual and estimated
reserves and resources and between actual and estimated metallurgical recoveries; changes in national and local government legislation in Canada,
the United States, Australia, Brazil, Mexico and Chile or any other country in which New Gold currently or may in the future carry on business;
taxation; controls, regulations and political or economic developments in the countries in which New Gold does or may carry on business; the
speculative nature of mineral exploration and development, including the risks of obtaining and maintaining the validity and enforceability of the
necessary licenses and permits and complying with the permitting requirements of each jurisdiction that New Gold operates, including, but not
limited to, Mexico, where New Gold is involved with ongoing challenges relating to its environmental impact statement for the Cerro San Pedro
Mine; the lack of certainty with respect to the Mexican and other foreign legal systems, which may not be immune from the influence of political
pressure, corruption or other factors that are inconsistent with the rule of law; the uncertainties inherent to current and future legal challenges the
company is or may become a party to, including the third party claim related to the El Morro transaction with respect to New Gold's exercise of its
right of first refusal on the El Morro copper-gold project in Chile and its partnership with Goldcorp Inc., which transaction and third party claim
were announced by New Gold in January 2010; diminishing quantities or grades of reserves; competition; loss of key employees; additional funding
requirements; actual results of current exploration or reclamation activities; changes in project parameters as plans continue to be refined;
accidents; labour disputes; defective title to mineral claims or property or contests over claims to mineral properties. In addition, there are risks and
hazards associated with the business of mineral exploration, development and mining, including environmental hazards, industrial accidents,
unusual or unexpected formations, pressures, cave-ins, flooding and gold bullion losses (and the risk of inadequate insurance or inability to obtain
insurance, to cover these risks) as well as "Risks Factors" included in New Gold's Annual Information Form filed on March 31, 2009 and
Management Information Circular filed on April 15, 2009, both available at www.sedar.com. Forward-looking statements are not guarantees of
future performance, and actual results and future events could materially differ from those anticipated in such statements. All of the forward-
looking statements contained in this MD&A are qualified by these cautionary statements. New Gold expressly disclaims any intention or obligation
to update or revise any forward-looking statements, whether as a result of new information, events or otherwise, except in accordance with
applicable securities laws.

CAUTIONARY NOTE TO U.S. READERS CONCERNING ESTIMATES OF MEASURED, INDICATED AND
INFERRED RESOURCES

Information concerning the properties and operations of New Gold has been prepared in accordance with Canadian standards under applicable
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not defined terms under standards of the United States Securities and Exchange Commission. Under United States standards, mineralization may
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extracted at the time the reserve calculation is made. As such, certain information contained in this presentation concerning descriptions of

mineralization and resources under Canadian standards is not comparable to similar information made public by United States companies subject
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amount of uncertainty as to its existence and as to its economic and legal feasibility. It cannot be assumed that all orany LJ- NIi 2F Yy dAGLY ¥
aAySNIt wSaz2dNDSE gAft SHSNI 6S dzLJANI RSR (i 2 Id MikekaBREsGuNds Ody toSfad & & | y RSN

basis of feasibility or other economic studies. Readers are cautioned not to assume that all or any part of Measured or Indicated Resources will ever

be converted into Mineral Reserves. Readers are also cautioned notto I & 2 dzy§ G KIF 4G +Fff 2NJ Fyeé LINIG 2F |y &
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differ in certain respects from the standards of the United States Securities and Exchange Commission.
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