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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITIONS AND RESULTS OF OPERATIONS
(Expressed in United States dollars)

The following discussion is a review of the actegt results of operations and financial
condition of South American Gold and Copper Comphimyited and its consolidated
subsidiaries (“SAGC” or the “Company”) for the gteas ended December 31, 2009 and
2008, together with certain trends and factors #rat expected to impact on future
operations and financial results. This informatisrpresented as of February 12, 2010.
The discussion should be read in conjunction with &udited consolidated financial
statements for the Company and the notes to thtsengents. The Company’s
consolidated financial statements and financiah deive been prepared in accordance
with Canadian generally accepted accounting priesig*“GAAP”). In addition, this
discussion contains certain forward-looking statet:ieregarding the Company’s
businesses and operations. These statements @ drasissumptions and judgments of
management regarding future events and resultsiahcesults may differ materially
from these statements as a result of a numberctdria many of which are beyond the
control of SAGC. For more detail on these factoefer to the section titled “Risk
Factors” in this document.

All dollar amounts are expressed in United Stat#kuisb, except as otherwise indicated.

Additional information relating to the Company, luiding the Company’s most recent
annual information form, is available on SEDAR atwsedar.com.

Forward Looking Information

This management’'s discussion and analysis contamsefers to forward-looking
information. All information, other than informatioregarding historical fact, that
addresses activities, events or developments ti@atCompany believes, expects or
anticipates will or may occur in the future is famd-looking information. Forward-
looking information can often be identified by fawd-looking words such as
“anticipate”, “believe”, “expect”, “plan”, “intend” “estimate”, “may”, “could”,
“potential”, “should” “will” or similar words sugggting future outcomes, or other
expectations, beliefs, plans, objectives, assumgtimtentions or statements about future
events or performance. Such forward-looking infaioraincludes, without limitation,
information regarding the Company’s expected onmpéal targets with respect to its
operations and projects, estimates and/or antedp&tvels and grades of future gold
and/or copper production, the estimated mine life toe Pimenton gold mine,
expectations regarding future production levelsPahenton, potential mineralization,
exploration results and the Company's future exilon plans, development and
operational plans and objectives (including delimgaadditional mineral resources),
expectations regarding cash flows, revenue andnsgse expectations regarding the



timing for the calculation of mineral reserves, #micipated effect of production of gold
dore at the Pimenton mine site and the Companype&ations regarding its dividend

policy

The forward-looking information in this managemendiiscussion and analysis reflects
the current expectations, assumptions or belieffhh@fCompany based on information
currently available to the Company. With respect feoward-looking information
contained in this management’s discussion and saisalfhe Company has made
assumptions regarding, among other things, the @agip ability to generate sufficient
cash flow from operations and capital markets toetmiés future obligations, the
regulatory framework in Chile, with respect to, amgoother things, permits, licenses,
authorizations, royalties, taxes and environmematters, the ability of management to
increase commercial mining operation at Pimentam] $he Company’s ability to
continue to obtain qualified staff and equipmenaitimely and cost-efficient manner to
meet the Company’s demand.

Forward-looking information is subject to a numloérisks and uncertainties that may
cause the actual results of the Company to diffatenlly from those discussed in the
forward-looking information, and even if such adtiesults are realized or substantially
realized, there can be no assurance that theyhawié the expected consequences to, or
effects on, the Company.

Factors that could cause actual results or evemtdliffer materially from current
expectations include, but are not limited to: thedg and recovery of ore which is mined
varying from estimates; capital and operating ceatying significantly from estimates;
inflation; changes in exchange rates; fluctuationscommodity prices; delays in
achieving planned production levels at the Pimemgfold mine caused by unavailability
of equipment, labor or supplies, climatic condiprnability to delineate additional
mineral resources and other factors including,rmatlimited to, those listed under “Risk
Factors”.

Any forward-looking information speaks only as detdate on which it is made and,
except as may be required by applicable securties, the Company disclaims any
intent or obligation to update any forward-lookimjormation, whether as a result of
new information, future events or results or othisewAlthough the Company believes
that the assumptions inherent in the forward-logkirformation are reasonable, forward-
looking information is not a guarantee of futurefpemance and accordingly undue
reliance should not be put on such information tdutae inherent uncertainty therein.

The mineral resource figures referred to in thisyaggement’s discussion and analysis are
estimates and no assurances can be given thahdiwated levels of minerals will be
produced. Such estimates are expressions of judgbwsed on knowledge, mining
experience, analysis of drilling results and indugtractices. Valid estimates made at a
given time may significantly change when new infation becomes available. While the
Company believes that the resource estimates eeféorin this management’s discussion
and analysis are well established, by their nataspurce estimates are imprecise and



depend, to a certain extent, upon statistical ermfees which may ultimately prove

unreliable. If such estimates are inaccurate oreaaced in the future, this could have a
material adverse impact on the Company. Due tatioertainty that may be attached to
inferred mineral resources, it cannot be assumedathor any part of an inferred mineral

resource will be upgraded to an indicated or meabkunineral resource as a result of
continued exploration.

Outstanding Share Information

As of February 12, 2010, the Company has issuedclass of common shares (each, a
“Common Share”) and has a total of 792,440,170 Comi@hares outstanding. As of
February 12, 2010, the Company has 120,630,596 @om@hare purchase warrants
outstanding, each of which is exercisable for omen@on Share at exercise prices of
CA$0.025 to CA$0.70 through June, 2011. Optiormsgd under the stock option plan
of the Company (each, an “Option”) outstanding dsFebruary 12, 2010, total

71,610,000 of which 55,610,000, are currently esatile into one Common Share for
each Option at prices of CA$0.04 to CA$0.09 per @mm Share expiring at various

dates through October 19, 2014. The principahenGompany’s $1,600,000 convertible
secured debenture was converted into 28,108,288 @onShares effective June 9, 2009.

The following discussion addresses matters whiehG@bmpany believes are important
for an understanding of its financial condition aedults of operations as of and for the
three months ended December 31, 2009 and therniwaths period ended December 31,
2008 and for its future prospects. It consistdheffollowing subsections:

e Overall Performance

« Capacity to Deliver Results

* Results of Operations

e Summary of quarterly Results

* Related Party Transactions

* Risk Factors

» Accounting Policies

» Disclosure Controls and Procedures

* Internal Control Over Financial Reporting

Overall Performance

The Company faces competition from companies wdth greater resources for high
quality gold and copper prospects. However, itasassary to first identify a high quality
prospect through exploration. For this reason tbengany does not feel disadvantaged
by companies with greater resources. The Compdaryigenton gold/copper mine is a
narrow high grade gold/copper mine located in thgh hmountain range of Chile.

Because of its location it is subject to snow amdlanches which increase operating
costs and can cause temporary shut down durin@hilean winter season compared to
other gold/copper mines which are located in meneperate climates. Mining costs in a



narrow high grade mine such as Pimenton can al$ogber on a cost per tons basis than
in underground larger vein mines. However, becaosdate the gold/copper veins at
Pimenton are of high grade the costs per ounceldf@pper can be lower than that of a
more conventional gold/copper mine. Because of Ritaenton mine’s location, all
electricity at the mine is self generated whichréases the costs compared to a mine
which is located on an electric grids. However, ghade of gold/copper ore at Pimenton
to date is of such high grade that electric costsopnce of gold can be lower than a mine
operating on an electric grid but which has lowedg of gold/copper ore per ton.

In the final analysis, developing high grade gadgfoer prospects is a function of
willingness to prospect irrespective of a compamgsources. The cash cost per ton of
ore is not as important as the cash cost per oohgold. The Pimenton gold mine
continues to advance relative to its plans to gafigexpand production to 150 tons per
day in mid 2010 and increase production to neart@08 per day by in mid 2011.

Using its core mineral assets, the Company beliégviesnow positioned to grow into a
profitable mining company as it continues productat its Pimenton gold/copper mine
and continues to develop it’s indicated resournss proven and probable reserves.

Management believes that the values of the Pimegttch mine, the potential porphyry
copper deposit, the Catedral/Rino and Cal Norteditone deposits, and the Tordillo, and
La Bella prospects are not currently reflectechim Company’s market capitalization and
will continue its effort to demonstrate the undertyvalues of the Company’s assets.

Pimenton gold mine
Pimenton encompasses 3,121 hectares (7,708 acres).

The Pimenton gold mine started operations in JO@42and was shut down on June 9,
2005, when a major snow storm moved through themegausing extreme avalanche
danger at the mine site and the road leading to iDecember 2007, the Company was
successful in raising funds sufficient to startagerations at its Pimenton gold mine. In
January 2008, the Company commenced work to prepeanmine for operations.

Most of the Company’s efforts have been focusedestarting Pimenton. The Pimenton
mine was put into production in July 2008 with coeroial production being declared
October 1, 2008, at a rate of production of 91 teeisday during the 21 days the plant
was in operation during October 2008. The Compaay plans to gradually increase
production to 150 tons per day in mid 2010 witludHfer increase to 200 tons per day in
mid 2011. At the present rate of production, proged probable reserves are sufficient
for two years. The Company is currently working donvert 321,000 tons of drill
indicated resources as defined in the Company'seideer 31, 2009 resources and
reserve report which was prepared in compliancén Wational Instrument 43-101 -
Sandard of Disclosure for Mineral Projects (“NI 43-101") into the proven and probable
reserves and continue exploration for new gold vainPimenton.



Pimenton - porphyry copper

The Company has conducted exploration activitiea potential porphyry copper deposit
located within the Pimenton area on which the Camgeolds mining claims. Based on a
diamond drill program completed by Rio Tinto Minirepnd Exploration Ltd. (“Rio
Tinto”) on the potential porphyry copper depositdted within the Pimenton area Rio
Tinto provided the Company with an exploration mepehich among other things,
identified a copper gold porphyry system with peétEnresources of several hundred
million tons and added significant value to the &mon porphyry copper project.

In March 2007, the Company entered into a lettewrafertanding with Empresa Minera
de Mantos Blancos S.A., which was subsequentlymedaAnglo American Norte S.A.
(“Anglo”) a wholly-owned subsidiary of Anglo Ameaa, p.l.c. (“Anglo America”),
pursuant to which Anglagreed to fund and complete a 2,000 meters diandaoifid
program on the potential porphyry copper depositited within the Pimenton area.
Anglo completed this drill program. In October 20@8ring its joint venture discussions,
Anglo American informed the Company that it had ided to terminate further
discussions regarding such joint venture agreerdemet to the uncertainty in world
commodity prices. The Company will continue explmma on the Pimenton porphyry
copper deposits in the 2010 exploration seasonnaang conduct further drilling on the
prospect during the 2010-2011 exploration season.

Tordillo

The Company holds mining claims on Tordillo whishlocated 11.5 kilometers south-
southwest of Pimenton and covers an area of 6,68fates (16,381 acres). Itis in the
early exploration stage and to date the Company itestified several gold vein
structures similar to those at Pimenton and an afegotential porphyry copper
mineralization. The preliminary data suggests illordontains the upper part of a deep-
seated copper/gold and possibly copper molybdenorphgry system associated with
narrow high grade gold and copper veins which maywidespread and represent a
separate exploration target. Tordillo is locatecun area of intense exploration activity
and was acquired by the Company in 2006.

Bandurrias

An interest in Bandurrias, a copper prospect, wapliaed by the Company in August
2007 by way of an option agreement. Under the gasfrthis option agreement, $30,000
was paid on signing; $70,000 was due nine monttexr a&igning, followed by four

payments of $100,000 every nine months, with alfipayment at 36 months of

$600,000. The balance of the $6,500,000 pricengh$b,400,000, was to be paid in the
form of a 5% net smelter royalty. In April 2008etCompany did not renew its option
agreement on Bandurrias which was comprised ofmslaiovering approximately 1,982
hectares (4,897 acres) in the Fifth Region of Chiel wrote off $214,000 in 2008
relating to this option agreement, but acquiredraxmately 13,400 hectares (33,098



acres) surrounding the Bandurrias Prospect areahioch the company held a 100%
interest. In June, 2009 the Company did not renswlaims on 11,500 hectares (28,405
acres), leaving the Company with 1,900 hectare89®%,acres) on Bandurrias. The
Company elected to write off the balance of clagosts totalling $52,000. In November,
2009 the Company placed claims on approximatelg3®hectares (27,000 acres) bring
its total position on Bandurrias to approximate®y835 hectares (31,693 acres).

La Bella

The Company has signed an option agreement (th&&lla Option Agreement”) to earn
a 100% interest on claims covering approximated@,hectares (9,880 acres) (the inner
circle) and has put down additional claims coveangouter circle which encompasses an
additional area of approximately 29,500 hectare58@5 acres) of claims located 75
kilometers southwest of Santiago, Chile. See “Ldiyiand Capital Resources — La Bella
Option Agreement” for a discussion of the optiolympants required under the La Bella
Option Agreement.

A small field crew is prospecting for gold veins the 33,500 hectares (82,745 acres) of
total claims held by the Company for gold veinsatidition, geochemical soil sampling
iIs being carried out on the vein outcrops. Subsagukilling will be based on
geochemical results.

Limestone deposits
The Company holds interest in two limestone deposit

Lime is used by the Chilean mining industry in mesing sulfide copper ores and in
heap leaching of gold ores.

The Chilean lime market was adversely affectedhaydevaluation of the Argentinean
peso in 2003 resulting in a flow of cheap lime fréwgentina into the Chilean lime
market for the last four years. This situation diméncial constraints on the Company
have limited the ability of the Company to capialion its lime position. With the
recovery of the Argentinean economy in the pastehyears the domestic demand for
lime is improving thereby allowing for increasedicprg by the Argentinean lime
producers. Trucking costs of Argentinean lime inbpdrinto Chile have also increased
the costs of Argentinean lime to the Chilean minmdustry which is a large consumer of
lime.

The Company’s limestone deposits at Catedral and Nomte contain high grade
limestone which, when calcined, can produce limat tthe Company’s management
believes will qualify for use by the Chilean minimglustry.

While the changing economic situation, as notedvapwill enable the Company to
continue its efforts to become a supplier of limethie Chilean copper industry, it also



strengthens the Company’s position as it reviewerradtive strategies for the sale, joint
venture or spin-off of the Catedral/Rino and Cattddimestone properties.

As a result of management’s decision to focus onmelRton the Company wrote down its

Catedral/Rino project in accordance with Sectio®330 impairment of long-lived assets.

Irrespective of Section 3063 the directors and rgameent of the Company believe these
properties will have longer term value to the Compand its shareholders.

Additionally, the Company has written off its exgdton costs, until it deems the project
to have a definitive resource potential as defimgdl 43-101. The total amount of these
write offs as of December 31, 2009 was $22,956 §200(9,152). In addition the
Company wrote down $8,240 for the three month peeiaded December 31, 2009 (2008
- $nil) related to recoverable taxes.

Capability to Deliver Results
Pimenton gold mine

On December 29, 2003, Compania Minera Pimenton @QMentered into a loan
agreement with the Overseas Private InvestmentdZatipn (“OPIC”) for $2,800,000 of
project financing.

The loan agreement contained financial and operalticovenants, including, among
other things, a minimum working capital ratio, aied, limitations on trade debt and
short term credit facilities, achievement of minmmuexploration drilling, minimum
reserve development and minimum production levels.

Due to events at the mine, CMP advised OPIC thdtelteved it would not be in
compliance with financial and operating covenaritésoloan agreement for the calendar
quarters through and until October 1, 2006. Ont&Saper 30, 2006 and September 30,
2007 the Company notified OPIC that it was not ampliance with the financial and
operating covenants of the loan agreement and @rRiGted CMP an additional waiver
until June 30, 2009. Effective June 14, 2009 then@any has renegotiated the terms of
the OPIC wavier agreement. Under the new agreentkeatCompany has signed a
“Standstill Agreement” with OPIC and has agreedniake quarterly principal payments
at the rate of $311,111 beginning on June 15, 2@08us semi-annual payments of the
same amounts called for in the original loan agesgmn December 2009, OPIC agreed
to accept monthly principal payments of $103,704ufgh to March 15, 2010.

Potential porphyry copper

The Company has incurred sufficient explorationseexlitures to maintain the Pimenton
porphyry in good standing.



Tordillo

The presence of strong extensive explosive bredsiaeminiscent of the porphyry
copper systems at large existing copper mines ite Ctsubsequent exploration should
bring into perspective the vein potential and ds&hhif the porphyry system is large
enough to host possible economic copper mineraizatffhe Company is deferring
exploration activities while it is bringing Pimenton line.

La Bella

For the three months ended December 31, 2009, tdmpény wrote off a total of
$12,327 (2008 - $9,152) relating to explorationtsasn the La Bella in line with its
policy of writing off explorations expenditures ira resource potential in accordance
with NI 43-101 has been established.

Limestone deposits

As at December 31, 2009, the Company had contd$®545,629 (2008 - $3,492,000)
to finance a drilling program on Catedral/Rino aimnpleted a preliminary feasibility
study for construction of a 1,320 ton per day céapaement manufactory facility on the
project as well as a preliminary feasibility stuidy constructions of a 600 ton per day
lime kiln on the Catedral property. At September 3009 the Company wrote off the
balance of $3,535,417 in mining properties and @gbion costs relating to
Catedral/Rino as the properties had been on cataraintenance for more than three
years in accordance with section 3063 — impairnoémdng — lived assets, as it focuses
its efforts on its Pimenton gold mine. For the ¢hraonth period ended December 31,
2009, the Company wrote off an additional $10,62908 - $nil relating to leasehold
costs on the Catedral/Rino.

As at December 30, 2009, the Company had contdb$ie541,000 (2008 - $1,534,000)
to finance a bankable feasibility study on the @tgj environmental permitting, and
further mine development on Cal Norte. Although @@mpany has incurred sufficient
explorations expenditures to maintain the Cal Ner@perty in good standing, in 2008
the Company wrote off the balance of $1,534,01&ining properties and exploration
costs as the properties had been on care and manue for more than three years in
accordance with section 3063 — impairment of loriged assets, as it focuses its efforts
on its Pimenton gold mine.



Results of Operations

Below are the estimated costs to continue opemitdrthe Pimenton mine, and to restart
operations at the Pimenton mine. Included are th@r@on Stock issued in dollars versus
the estimated cost to restart operations and ttigi@ohl cost incurred.

December 31, December 31, December 30,

2009 2008 2007
Revenues from gold and copper sales 10,955,000 1,824,000 -
Beginning cash 438,000 3,467,000 344,000
Loan from Officers and Directors 572,000 - -
Common Stock issued - 1,872,000 3,025,000
Warrants excised - 57,000 390,000

11,965,000 7,220,000 3,759,000

Operating cost and general
administrative cost before royalties (8,757,000) (1,331,000) -

Net liabilities and asset paid (2,451,000) -
Estimated cost to restart Pimenton

Mine operations - (3,579,000) (292,000)
Additional costs - (1,872,000) -
Cash at end of the period 757,000 438,000 3,467,000

Included in the estimated costs to restart Pimemare operations was $1,500,000 of
working capital for each period ended SeptembefB07 and 2008. The additional costs
of $1,872,000 included:

1. Building of an entire new snow load roof over thmé@nton plant versus a partial
roof at an estimated additional cost of $700,000.

2. Additional working capital of approximately $500@0aused by delays in arrival
of overseas equipment for the plant. This causeebamonth delay in getting the
plant into commercial production.

3. Additional snow handling equipment not originallydgeted for including two
refurbished Piston Bully snow cats at a cost ofd$800 plus freight and taxes.

4. In addition, general improvements were made in plent at Pimenton, the
rebuilding of additional mining equipment and impements to the camp at a
total cost of approximately $172,000.

The additional cost of $1,872,000 was covered hbya-broker private placement of
38,275,822 units which closed on September 9, 2008&e directors, two of whom are
also officers of the Company purchased 22,000,008.uEach unit was priced at $0.05.



Each unit consists of one common share and onedmatfmon Share purchase warrant.
Each whole warrant is exercisable at an exercige f $0.07 for a period of two years
from closing. Net proceeds from the placement §dr872,421.

In December 2009, additional working capital of 3$®00, was provided by the
executive-vice-president of claims and land managgmand the executive-vice-
president of exploration, both directors of the @amy.

The Company believes that its Pimenton mine wiliegate sufficient cash flow to cover
its future operating costs and future capital exenes and to cover the current
operating costs of the Company.

The Company plans to gradually increase produdiioh50 tons per day in mid 2010.
The Company’s ability to maintain its current leweélcash flow per quarter is dependent
on maintaining mine production and plant productainat least 100 tons per day, on
maintaining the level of grade of ore into the pland maintaining the recovery rate of
Knelson gold concentrates and copper concentrates.future price of gold will also
have a positive or negative impact on the abilftiPionenton to maintain the current level
of quarterly profitability.

Result of operations — for the quarter ended Decerdr 31, 2009, compared to the
quarter ended December 31, 2008.

The Company incurred losses of $1,020,000 and $801for the three month ended
December 31, 2009 and 2008, respectively.

Revenue from gold sales was $1,915,000 (2008 6$1060), and from copper and silver
sales were $248,000 (2008 - $159,000) with relafetating expenses of $2,186,000 for
the three month ended December 31, 2009 (20080731000). The mine was declared
to be in commercial production effective Octobe2008.

Operating expenses were $2,186,000 in the threehsmia@nded December 31, 2009
compared to $1,073,000 for the same period in 2008.increase during the three month
consisted of: mine expenses $627,846; plant opasa$134,370; maintenance and road
operations $175,793; royalties $8,583; managen®208; camp expenses of $166,365;
transportation of concentrate $5,314; health clanid safety and other of $37,128. This
was offset by a reduction in smelting, refining anetallurgical charges $47,341.

Amortization expense was $127,069 for the three theoended December 31, 2009
compared to $145,000 for the same period in 2008 wuthe commencement of
commercial production at Pimenton on October 1,820@mortization expenses are
amortized into operations using the unit-of producimethod (UOP) over the estimated
useful lives of the related ore reserves. Deprietiaxpenses for the three months ended
December 31, 2009 were $210,229 compared to $136B0he same period in 2008.
The remaining increase of $33,421 was due to miaq@gpment purchases.
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General and administrative costs increased by $P07for the three months ended
December 31, 2009 as compared to the same perid2DOB. Salaries increase by
$39,939; professional and consultants fees incdebgeb179,622 which including legal
fees of $150,463, accounting fees of $26,861, atherices fees of $2,298; shareholders
expenses decreased by $10,558, overhead decrepsgti8[933 and other expenses
increase by $16,930.

Stock based compensation was $85,497 during tlee timonth period ended December
31, 2009 compared to $50,714 for the same peri@D@8. The Company has expensed
$46,925 for the vesting period of the Common St@gkions during the three months
ended December 31, 2009, for 2,339,538 Optionstggaon April 30, 2008 whose
vesting period is between date of grant and fouargefor the 25,000,000 Options
granted on March 13, 2008, whose vesting peridetigreen date of grant and four years;
for the 3,000,000 Options were granted to the CRie&ncial Officer of the Company,
exercisable for a period of five years, 1,000,00@¢st immediately, 1,000,000 to vest
one year from the date of grant, and the balanc#,@0,000 to vest on the second
anniversary of the date of grant; for the 660,4G&i@hs granted to a director of the
Company exercisable until April 30, 2013 to vestioa period between date of grant and
three years. The vesting period expenses were toffge$34,135 for the pre-vest
cancellations of 6,000,000 options for the predidénhe company, who has resigned. In
addition on October 19, 2009 the Chief Executived®f (the “CEO”) of the Company
was granted 8,000,000 options to replace 8,0000@fidns which expired on September
27, 2009. Each Option is exercisable for a periofive years until October 19, 2014 for
one common share of the Corporation at CA$0.045 gierre; 1,600,000 to vest
immediately, 1,600,000 to vest one year from the @& grant, the balance of 1,600,000
to vest on the second anniversary of the dateanftgthe balance of 1,600,000 to vest on
the third anniversary of the date of grant, and ldbance of 1,600,000 to vest on the
fourth anniversary of the date of grant. The otiomere value at a fair value of
$302,256, using the Black-Scholes valuation maasuming a risk —free rate of 2.36%,
no dividend, and volatility factor of 130%, on whi&72,707 was expensed as stock-
based compensation for the period of three montleeiecember 31, 2009. During the
three months period ended December 31, 2008, thep@awy recognized the total stock
based compensation of $50,714 for the vesting gesfothe Common Stock Options
during the three months ended December 31, 20082,889,538 Options granted on
April 30, 2008 and for the 25,000,000 Options gednbn March 13, 2008. In summary
the Company had expenses totaling $85,497 for éistéing period ended December 31,
2009 of which $72,707 were for options grantechto€EO plus $46,925 options granted
to the CFO and Directors of the Company, less 85ftr the pre-vested cancellations
of options granted to the former President.

Warrant revaluation expenses was $8,066 in the tmenths period ended December 31,
2009 compared to $nil for the same period in 2008. December 1, 2009 the TSX
agreed to further extend the expiration date o&)&87,485 outstanding common share
purchase warrants (the “Warrants”) and 5,616,938tanding common share purchase
warrants (the “Broker Warrants”) which were to erepon December 17, 2009, all of
which were issued in connection with a private efaent on December 17, 2007. The
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fair value of these modified warrants and brokerramts of $8,066, in excess of the fair
value of the original warrants immediately prior thee modification date of $nil, was
charged to expense. The fair values of the warramie assigned using the Black-
Scholes valuation model, assuming a risk-free @sterate of 1.28%, no dividend and a
volatility factor of 142%. These warrants weretligr extended to December 17, 2010,
at which time they expire.

The foreign exchange gain was $162,000 for theethtenths ended December 31, 2009
was due to recoverable taxes which are in Chilemog During the quarter the decrease
in the value of the US dollar verses the Chileasopeaesulted in a gain of $171,488. This
was offset by foreign exchange loss amounted t63%9,The foreign exchange loss of

$238,000 for the three month ended December 318 263 due to recoverable taxes

which are in Chilean pesos. During the quartelinbeement in the value of the US dollar

verses the Chilean pesos resulted in a loss of,$8620other exchange loss amounted to
$12,282. This was offset by foreign exchange gairaccount payables and provisions

totaling $127,205.

Interest expense was $94,071 in the three monthesdeDecember 31, 2009 compared to
$244,889 in the same period of 2008. The decrefa$25®,818 was due to a reduction of
$57,841 of the convertible secured debenture istevehen the holders, Mr. David R.S.

Thomson and Mr. Mario Hernandez both Executive \Recesident and directors of the

Company elected to convert the $1,600,000 Conversiecured Debenture. The OPIC
default interest charge was reversed in the amou$# 1,099, the amortization of OPIC

expenses and interests of the principal were retlune $38,020. The outstanding

principal balance on the OPIC loan as of June @@92vas $1,555,555. Pimenton began
to repay the principal and interest quarterly omeJi5, 2009.

Development costs was $100,000 in the three moetided December 31, 2009
compared to $nil in the same period of 2008. InoDet 2009 the Company entered into
services contracts with each Compania Minera Aundotda. a company controlled by
Mr. David Thomson, Executive Vice President of Exption and with Minera Chafar
Blanco S.A., a company controlled by Mr. Mario Hamdez, Executive Vice President of
Claims and Land Administration. Both are also dwex of the Company. The services to
be provided by Compania Minera Auromin Ltda. ineluseeking new mining projects;
perform geological studies and design drill proggaior the Company on exploration
projects; conduct preliminary design of the miniplgns for designated projects and
provide other services related to the exploratiand development of mining projects.
The services to be provided by Minera Chafar BlaBd. include maintain title and
ownership of mining properties acquired by the Canyp acquire water rights or request
concessions of water rights on the properties aeduy the Company and negotiate the
acquisition of new mining properties for the Cormpan

The estimated cash flow of reclamation and remieiaif $3,825,000 is expected to be
incurred over a period extending to ten years ftoenxcommencement of mine operations
calculated at the present value on December 319.20Qis estimated cash flow is

discounted using a credit —adjusted risk-free cdité.5%. Reclamation and remediation
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expenses discounted at 7.5% for the three monibdpended December 31, 2009 was
$36,399 (2008 - $33,859).

Exploration and mining properties written-off in cacdance with section 3063 -
impairment of long-lived assets during the periotlel December 31, 2009 totaled
$31,196 (2008 - $9,152) and were as follows: Cate$lt0,629 (2008 - $nil), La Bella

$12,327 (2008 — $9,152). The Company has takedehision to expense its exploration
costs until it deems the project to have definitiesource potential as defined by
National Instrument 43-101. The balance of $8,2408 - $nil) represents a write-off of
recoverable taxes that had been capitalized agaiese properties.

Summary of Quarterly Results

December 31, September 30, June 30, March 31,
2009 2009 2009 2009
Sales 2,163,000 1,789,000 2,890,000 3,813,000
Net income (loss) before
extraordinary items (889,000) (1,201,000) 204,000 1,191,000
Per share (0.0011) (0.0015) 0.0003 0.0016
Per share diluted (0.0009) (0.0012) 0.0002 0.0012
Net income (loss)
after extraordinary item (1,020,000) (1,285,000) 651,000 1,139,000
Per share (0.0013) (0.0016) 0.0008 0.0015
Per share diluted (0.001) (0.001) 0.001 0.0011
December 31, September 30, June 30, March 31,
2008 2008 2008 2008
Sales 1,824,000 Nil Nil Nil
Net income (loss) before
extraordinary items (392,000) (291,000) (1,671,000) (300,000)
Per share (0.0005) (0.0004) (0.0024) (0.0004)
Per share diluted (0.0004) (0.0003) (0.0017) (0.0003)
Net income (loss)
after extraordinary items (401,000) (5,192,000) (1,671,000) (1,316,000)
Per share (0.0005) (0.0071) (0.0024) (0.0019)

Non-GAAP Financial Measures

This MD&A refers to cash cost per tonne of pre pssed and cash cost per ounce of
gold in concentrate produced because certain iorgegtay use this information to assess
the Company’s performance and also determine thep@oy’'s ability to generate cash
flow for investing activities. These measurementsptare all of the important
components of the Company’s production and relasts. In addition, management
utilizes these metrics as an important managenoahttd monitor cost performance of
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the Company’s operations. Theses measurementsrmagéandardized meaning under
Canadian GAAP and are therefore unlikely to be canaiple to similar measures
presented by other companies. These measurementstanded to provide additional
information and should net be considered in isotatr as a substitute for measures of

performance prepared in accordance with CanadiaARGA

The following table provides, for the periods iratied, a reconciliation of the Company’s

cash cost measures to its Canadian GAAP cost sales:

Reconciliation of Non-GAAAP Measures to Canadian GAP Cost of Sales:

For the three month ended December 31, 2009 2008
Gold ounces sold 1,688 2,412
Cost of sales 2,623 1,639

Add (deduct):
Amortization and depreciation

(332)  (359)

Remediation and reclamation (36) (34)
Total cash cost of production before by-productitse 2,255 1,246
Copper and Silver — by product credits (238) (148)
Total cash cost of production after by-product itsed 2,017 1,098

Cash cost per ounce

$1,194.67  $455.28

The Company declared the Pimenton mine to be innoential production effective

October 1, 2008 at the rate of 91 tons per dayadyxction. This production rate will be
gradually increased to an average of 150 tons @eirdmid 2010 with further increase to
200 tons per day in 2011. The following is a sevisftanalysis:

PRODUCTION VARIABLES AND SENSITIVITIES FOR 100 to 2 00 TPD.

VARIABLES

Head grade gold

Head grade copper
Starting tones per day year 1
Tones per day year 2
Price per Ounce Gold
Price per pound Copper
Exchange rate US$
Plant combined recovery
Loan Interest rate

Price per liter Diesel
Price per liter Gasoline

14

14.44 glt
1.26 %
100 Tpd
200 Tpd
$1,000
$2.80
500 CH$
90%
8.50%
470 CH$
500 CH$



ALL IRR% ARE FOR ENTIRE INVESTMENT
100 TPD to 200tpd USING PRICES OF $1.000 gold and?$8Copper

Grade Sensitivity. Projects from a low of 8qg/t to & g/t Au head grade through plant.
Au

gt Au% Op.Cost/Oz IRR%
10 0.7 $458 76%
12 1.0 $391 95%
14 1.2 $349 110%
16 1.4 $288 123%

Cost/Oz is cash cost per ounce at the mine

100 to 200 TPD
Recovery Sensibility. Projects from 5% to 10% lesplant Recovery for gold.

% diff. Recovery Op.Cost/Oz IRR%
-10% $371 90%
-5% $355 102%
2% $335 117%

Operating cost/Oz is cash cost per ounce at the mi

Tonnage Sensitivity from a low of at 100 to a higlbf 200 tpd.

Tons per day Op.Cost/Oz IRR%
70% $533 54%
80% $394 74%
90% $365 93%
100% $341 112%
110% $321 132%

100 to 200 TPD
Price of Gold Sensitivity

Price per Ounce IRR%
$500 9%
$600 36%
$700 56%
$800 75%
$900 93%

$1,000 111%

$1,100 129%

$1,200 147%

Price per liter of Diesel fuel Cost per Ounce

of Au produced IRR%

CH$ 400 $340 112%

CH$ 500 $349 110%

CH$ 550 $353 108%
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Liguidity and capital resources

Less than 1-3 4-5

Contractual Obligations Total 1 year years years

$ $ $ $
Purchase obligations 2,209,9452,194,543 15,402 -
OPIC loan 810,045 810,045 - -
Long-term amount due to related parties 2,122,871 - 2,122,871 -
Long-term debt 1,943,563 - 1,943,563 -
Capital leases 395,732 187,617 208,115
La Bella option payments (1) 9,296,629 753,781 2,701,048 5, 841 800
conditional loan agreement (2) 2,500,000 - - 2,500,000
Catedral prospect 150,000 - 150,000 -
Total Contractual Obligations 19,428,785 3,945,986 7,140,999 8,341,800

Note (1). The Company is only obligated to makedp&on payments on either the inner circle ordbter
circle as long as it desires to keep the underlglagns. The Company may drop either or both tineiiror
outer circle at any time and no further option payits are due to be paid. The agreement was madE in
in Chile. The UF is used in purchases and in ages¢snas a unit that is adjusted daily for inflatiGor
example, one UF is valued at $21.000 pesos tomoitawuld be valued at $21.001 pesos, with the
additional one peso representing the upward adprdtrdue to inflation. The function of the UF is to
protect the value in pesos of an investment oreagent from inflation. These payments for December,
2009 and January 2009 and in future years aredfabe UF price at September 30, 2009.

Note (2). Two officers and directors of the Compéanid the non-controlling interest in Catedral. Endn
agreement dated November 27, 1996, the Compangagpeprovide or cause to provide these officets an
directors a loan of up to $1,250,000 each or $2(BWDin total. Such loans are to pay their propodie
share of development costs if a bankable feasikiliidy demonstrates that the properties can hmegla
into commercial production, and to fund their comda 50% share of an option payment totalling

$500,000, which was paid during 1997.

The acquisition, exploration, financing, and depehent of natural resources require the
expenditure of significant funds before producti@@mmences. Historically, the
Company has financed these activities through $iseaince of Common Shares, the
exercise of Options and Common Share purchase ntgsrdne issuance of promissory
notes and debentures, bank debt and extended fresnmgreditors.

At December 31, 2009, cash was $757,000.

To preserve its cash position the Company has laeehplans to continue, concentrating
its efforts on Pimenton and substantially deferesxitures on other projects.

The positive working capital of $923,000 at Decentiis 2009 is expected to be further
increased by revenues and operating profits froenGbmpany’s Pimenton gold mine.
The Company plans to gradually increase produdiiod50 tons per day in the next
twelve months with a further increase to 200 tomsday by mid 2011.
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Revenues for gold, silver and copper sales fromniime are expected to cover operating
costs of the mine plus generate sufficient fundsaweer capital expenditure required to
sustain operations in the future. The Company hstalied a gold table and gold furnace
at a cost of approximately $160,000 which is expeédd substantially increase the gold
ounces per ton of Knelson concentrate. This pueche@l facilitate operations in the
future. The ability of the Pimenton mine operatidoscover its operating costs and
generate sufficient funds to cover capital expemdibudget is dependant on the prices of
gold, silver and copper; dependant on the goldsvéinthe mine retaining their width,
continuity and grade of ore; dependant on snow itiond in the Chilean winter which
runs from May 2010 to August 2010; dependant on fthere price of diesel fuel,
dependant on the price of the Chilean peso rel&tivke US Dollar and dependant on the
ability of the Company to retain its current wodkde.

The Company currently sells its gold, silver angmer concentrate directly to the Enami
smelter which is owed by the State of Chile througlownership of CODELCO. Enami
pays for approximately 60% of the value of shipntaetweek following delivery and the
balance of the payment is made one to two month@nfimg the date of receipt of the
initial payment. As the Company increases the petidn to 200 tons per day in mid
2011 this one to two months delay in receipt of bégance of the 40% payment could
cause a short term cash flow shortfall for the Canyp In addition, during the winter
months of operation the 80 kilometer road into itinae site can be closed for extended
periods of time, thereby not allowing shipment opper concentrate to Enami. The
Company’s Knelson Concentrate, however, which dost®&0% of the gold value
produced by the mine, can be either helicopteredalen out of the mine by the snow
cats.

The ability of the Company to produce its own gatté at the mine site will increase its
flexibility both in delivery to Enami during wintenonths or by allowing the Company to
ship the gold doré bars directly to a gold smeiteEurope or Canada which would
eliminate the one to two months delay in receigt@fment from Enami.

The Company has not declared or paid any dividandsdoes not foresee the declaration
or payment of dividends in the near future. Anyigien to pay dividends on the
Common Shares will be made by the board of director the basis of the Company’s
earnings, financial requirements and other conaltiexisting at such future time.

The Executive Vice President - Director, Claims amghd Management and the
Executive Vice President-Director of Exploratiorgth directors of the Company hold
the non-controlling interest in the Catedral pras@ad the Company has agreed to lend
such officers and directors up to an additiona%$@,000 for development costs.

La Bella Option Agreement
Under the terms of the Option Agreement (innerle)ranodified on December 18, 2009,

the Company has paid $227,500, $125,630 is dueairci2010, $502,521 in December
2010, $565,336 in December 2011, $628,151 in Deeer@®12 and $1,696,007 in
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December 2013. The Company will pay a 2 2% Net &n&oyalty to the optionee
from production thereafter.

On the outer circle the Corporation paid $100,0600écember 2008 with the remaining
payment obligations of $125,630 in January 201t;esdiffered to January 26, 2010 due
to access problems to the prospect and future patgnhave been deferred by one month
to $628,151 in January 2011, $879,411 in Januat? 291,256,301 in January 2013 and
$2,889,493 in January 2014. The Corporation hasbéigation to pay a 2%2% net smelter
royalty to the optionee of the outer circle fronoguction thereafter.

The agreement was made in UF in Chile. The UF &gl uis purchases and in agreements
as a unit that is adjusted daily for inflation. Fotample, one UF is valued at $21.000
pesos tomorrow it could be valued at $21.001 pesath) the additional one peso
representing the upward adjustment due to inflafidre function of the UF is to protect
the value in pesos of an investment or agreemem inflation. These payments for
December, 2009 and January 2009 and in future ym@sbase of the UF price at
September 30, 2009.

In addition, the Company has a combined minimumaagon obligation of $50,000 in
year one, $250,000 in year two and $700,000 in §fgae on the inner and outer circle.

Cal Norte

The Company must make an additional capital comtiob of $394,000 to Cal Norte to
earn its 60% equity interest.

Related Party Transactions

A company owned by the Chief Executive Officerlod Company, who is also a director
of the Company (the “CEQ”) billed the Company $%538 the period ended December
31, 2009 (2008 - $22,518) for the provision of adfispace and services used by the
Company. Receivable from an officer and directothaf Company of $217,858 for the
three months ended December 2009 (2008 - $133i{d¢@B¢ net amount of non-interest-
bearing note receivable compensations and advaonctdse CEO. The note is due on
June 30, 2010 and is collateralized by 6,532,0000@on Shares owned by this officer
and director.

A company controlled by the current Chief Finan&ficer of the Company billed the
Company $21,904 for accounting and administratiervises rendered in the period
ended December 31, 2009 (2008 - $22,172). Amounés td related parties include
payables to this officer of $21,722 for such sessiat December 31, 2009 (2008 -
$13,488).

During 2007, the Executive Vice-President Direc@teims and Land Management, who
is also a director of the Company, purchased amast in the Pimenton notes and royalty
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from a non-related party. The fair value of thisenwas $968,645 at December 31, 2009
(2008 - $846,732) and interest expense was $12r220@09 (2008 - $12,287). Amounts
due to related parties include $254,566 (2008- &&5j for interest and $459,834 for
royalties as at December 31, 2009 (2008 - $159,052)

Amounts due to related parties include $256,271%246,134 as at December 31, 2009
and 2008, respectively, for interest due to Exeeuliice President-Director of
Exploration who is also a director of the Comparhowviholds one of the Pimenton notes
in the fair value amounts of $974,918 and $891,84 At December 31, 2009 and 2008,
respectively, and interest expense was $12,28théthree months ended December 31,
2009 (2008 — $12,367). In addition, amounts dueskated parties include $459,834 and
$159,052 as at December 31, 2009 and 2008, regplgctior royalties due to this officer
and director who is the owner of a net smelter ltgyan the Pimenton gold mine. In
addition, amounts due to related parties includmsh advance of $5,125 at December
31, 2009 (2008 - $8,909) which was provided toGoenpany in July 2008.

On October 19, 2009 the Chief Executive Officerpvdalso a Director of the Company,
entered into an employment agreement. As Chief lkex Officer, he will report to the
board of Directors of the Company. Mr Hougthon \gesnted a two year contract which
will be renewed for an additional two years per@dhe end of each year. Under the term
of the contract, Mr. Houghton is to be paid $110,@@r year. However, until the loan
with Overseas Private Investment Corporations psite $7,000 per month will be paid
in cash and $2,166 per month will be deferred. Nobughton at his options may request
that all or a part of his salary be paid in commtwck of the Company. Any stock issued
would be subject to shareholders and regulatoryosah As of December 31, 2009
amount due to related parties include $6,500 régattiis.

On October 19, 2009 a Company owned by David RI$nBon, Executive-Vice
President-Director of Exploration of the Companyin&ta Auromin Ltda, entered into a
services contract for a period of two years, whigh be renewed for an additional two
year periods at the end of each year. Under thma tdrthe contract, Minera Auromin
Ltda. is to be paid, $300,000 per year. Howevetil time loan with Overseas Private
Investment Corporation (OPIC) has been repaid,RD7per month will be paid in cash
and the balance of $8,000 per month will be deferhinera Auromin Ltda., at it sole
option, may request that all or part of the feesbéopaid in common stock of the
Company. Any stock issued would be subject to $tedders and regulatory approval.
Currently, the $300,000 due under the service eohis being deferred. As of December
31, 2009 amount due to related parties include®bregarding this.

On October 19, 2009 a Company owned by Mario HeteAnExecutive-Vice President-
Director of Claims and Administration of the ComgarCompafiia Minera Chafiar
Blanco S.A., entered into a services contract fgredod of two years, which will be

renewed for an additional two year period at theé eheach year. Under the term of the
contract, Compafiia Minera Chafiar Blanco S.A istpdid $110,000 per year. However,
until the loan that the Overseas Private Investn@orporation (OPIC) has been fully
paid, $7,000 per month will be paid in cash andithkance of $2,166 per month will be
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deferred. Compafiia Minera Chafar Blanco S.A, stlg option, may request that all or

part of the fees are paid in common stock of thenfamny. Any stock issued would be

subject to shareholders and regulatory approvaire@tly, the $110,000 due under the
service contract is being deferred. As of Decenie2009 amount due to related parties
include $25,000 regarding this.

Amounts due to related parties also include castarazks of $571,668 at December 31,
2009, of which $250,000 is from Conpafiia Mineradgknin Ltda. a Company owned by

David R.S. Thomson, Executive-Vice President-Doedf Exploration of the Company

and $321,668 from Minera Chafar Blanco S.A. a Commavned by Mario Hernandez,

Executive-Vice President-Director of Claims and Adiistration.

Two officers and directors of the Company hold tlo@-controlling interest in Catedral.
Under an agreement dated November 27, 1996, thep@uyragreed to provide or cause
to provide these officers and directors a loan pfta $1,250,000 each or $2,500,000 in
total. Such loans are to pay their proportionat@etof development costs if a bankable
feasibility study demonstrates that the propertoes be placed into commercial
production, and to fund their combined 50% shareaof option payment totalling
$500,000, which was paid during 1997.

In 2001, the Board of Directors and Compensatiom@dtee approved the granting of a
3.2% net smelter royalty interest on Tordillo, &%.net smelter royalty interest on both
the inner circle and out circle of claims on LalBednd a 3.2% net smelter royalty on
Bandurria . The CEO, the Executive-Vice Presidemé®or of Exploration and the

Executive Vice President and Director of claims &add Administration who are also
directors of the Company share in these net smediaities. To date no royalties have
been paid on these properties.

On July 11, 2008, the Executive-Vice President-@oeof Claims and Administration of

the Company bought from CMP, a vehicle. The saleepof the vehicle was $13,575
inclusive of VAT tax at 19%. The transaction gemedaa $5,326 loss to the Company.
Amounts receivable from related parties include ,$38 for these transactions at
December 31, 2008.

The former Chief Financial Officer (the “CFQ”) di¢ Company retired on February 6,
2008 at which time he was owed $207,260. The Commarered into a retirement
agreement with the former Chief Financial Officerdar which he received 2,000,000
Bonus Shares and was paid $17,648 for the differbetween the net sales price of the
2,000,000 Bonus Shares and $100,000. In additiohalsebeen paid $5,000 per month
beginning February, 2008 and continued to be pattearate of $5,000 per month until
February 28, 2009. Beginning in March, 2009 he paisl $12,500 per month until the
net balance was paid. Effective December, 31 2@0@9%drmer Chief Financial Officer
was paid in full (2008 - $59,910).
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Mineral Reserves and Mineral Resources Estimates

The Company has compiled, with an independent fig@liperson under Canadian
Instrument 43-101, a Mineral Reserve and Mineraddrece estimate of the Pimenton
mine in December 2009. This report was filed on S8R@xtwww.sedar.com

Outlook
Risk Factors

The Company is a minerals producing, exploratiod development company with

properties currently focused in Chile. Its miningtidties involve numerous inherent

risks. The Company is subject to various finanadglerational and political risks that
could significantly affect its profitability and epating cash flow. The Company
minimizes these risks by careful management armhpig. These risks include changes
in local laws affecting the mining industry, a deel in the price of gold or copper,

uncertainties inherent in estimating mineral reservand mineral resources and
fluctuations in the Chilean peso against the U3adol The Company does not use
financial instruments to mitigate the risks of ches in the price of gold or currency
fluctuations.

The mining industry is intensely competitive in allits phases. The Company competes
with many companies possessing greater technicdititss and financial resources than
are available to it.

All phases of the Company’s operations are sulifp@nvironmental regulation in the

various jurisdictions in which it operates. Envineental legislation is evolving in a

manner which will require stricter standards andoerment, increased fines and
penalties for non-compliance, more stringent emwitental assessments of proposed
projects and a heightened degree of responsilftitycompanies and their officers,

directors and employees.

The Company is subject to foreign exchange vanatiagainst its functional currency,
the United States dollar, as it purchases certagdg and services in Chilean pesos and
Canadian dollars. The Chilean peso fluctuatesmWith a basket of currencies currently
consisting of the US dollar, the Euro and the Japaryen. The Central Bank of Chile
from time to time re-weights the percentage of easghplaced on a given currency in
the basket and may from time to time replace onddmurrency in the basket with
another world currency.

The Company’s revenues, if any, in the future, Wélprimarily derived from the mining

and sale of gold, copper, limestone and lime amddisposition of interests in mineral
properties or interests related thereto. The patéhese commodities has fluctuated
widely, particularly in recent years, and is aféettby numerous factors beyond the
Company’s control including international, econoraia political trends, expectations of
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inflation, currency exchange fluctuations, interesittes and global or regional
consumptive patterns. A drop in the price of galdpper, limestone and lime could
adversely affect the Company’s financial conditicesults of operations and cash flows.
Lower gold, copper, limestone and lime prices megult in: a) asset impairment and a
write-down of the asset carrying value, b) produtticutbacks and c) cessation of
operations.

The Company’'s Pimenton mine is highly dependentgenerating its own electrical
needs at the mine, plant and camp sites. Fuel ¢wsts risen substantially and are
expected to further increase. Higher fuel costsl Whve an adverse impact on
profitability of the mine.

Mine labour costs in Chile are increasing whichldadversely impact operating profits
at the Pimenton mine.

The Company operates primarily in Chile and is eegbto the laws governing the

mining industry in Chile. The Chilean governmecurrently supportive of the mining

industry but changes in government regulationuthiolg taxation, repatriation of profits,

restrictions on production, export controls, enwireental compliance, expropriation of
property and shifts in political stability of th@untry and labor unrest could adversely
affect the Company’s exploration efforts and prddurcplans.

Gold reserves are reduced by production and therefast be replaced by expanding
existing gold deposits or finding new ones. Thesn be no assurance that the
Company’s development and exploration programs wediult in new gold reserves.
Mineral reserves and resources are estimates whéhdiffer significantly from actual
mining results.

Due to financial constraints the Company managesperations with a limited number
of key personnel. The need to replace any of threlieiduals could adversely affect the
Company’s operations until a qualified replacemsmound.

The Company is currently pursuing insurance foiirss interruptions and insurance on
its camp, plant, assay laboratory, fuel storage gahge facilities at Pimenton. The
Company currently does not have these insuranéeigsl

The Company’s mine is located in an area that cquergéence severe winter weather
conditions which could adversely affect mining agaems. Such conditions occurred
during 2005, resulting in the shutdown of the Pitboammine. In addition, the Company
is subject to environmental laws and regulatioreg #ire constantly changing and may
require expenditures that are significantly différsfom our current estimates.

Readers should read the risk factors which areritbestin more detail in the Company’s

annual information form which will be dated priar December 29, 2009. Such factors
could materially affect future operating resultdled Company and cause actual results to
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differ materially from those described in forwartbeking information relating to the
Company.

The Company’s continuance as a going concern igralmt upon obtaining adequate
funding, reaching profitable operations at the mm&rsuing joint venture partners, sale
or other disposition of all or part of its assetsadditional external funding. There is no
assurance that the steps management is takind&iduccessful and, in the event that
such resources are not available, the Company'stsaseay not be realized or its

liabilities discharged at their carrying amountsd éhese differences could be material.

Accounting Policies

To discharge its responsibilities for financial oejing and for safeguarding of assets,
managements believes that it has established apgsystems of internal control
which provide reasonable assurance, at appropeigt that the assets are maintained
and accounted for in accordance with its policied that the transactions are recorded
accurately on the Company’s books and records.

A summary of the significant accounting policies aet out below:
Principles of consolidation

These consolidated financial statements includeatwmunts of South American Gold
and Copper Company Limited (the Company or SAG@)iemsubsidiaries:

South American Gold and Copper Bermuda Ltd. (Berud
SAGC Cathedral Limited (Cathedral)
SAGC Management, Inc. (Management)
SAGC Pimenton Limited

Compania Minera Til Til Limitada (Til Til)
Compainia Minera Pimenton (Pimenton)
Compania Minera Vizcachas (Vizcachas)
Compaiiia Minera Catedral (Catedral)
Compainiia Cal Norte (Cal Norte)
Compafiia Minera Tordillo Limitada

Minera Bandurria SAGC Limitada
Compafiia Minera La Bella SAGC Limitada

All inter-company transactions and balances haea leéiminated upon consolidation.
Foreign currency trandglation and transactions
The Company’s functional currency is the U.S. dollthe Company’s foreign currency

transactions, balances and integrated operationsnieated in foreign currencies are
translated into the Company’s reporting currencys.Udollars, as follows:
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Monetary assets and liabilities are translatedhat éxchange rates in effect at the
consolidated balance sheet dates. Non-monetarysassd liabilities are translated at
rates prevailing at the respective transactionsd®evenues and expenses are translated
at average rates prevailing during the year, with éxception of amortization, which is
translated at the historic rate of the relatedta3sanslation gains and losses are reflected
on the consolidated statements of operations, itdedicd comprehensive loss. The
Company’s operations expose it to significanttihations in foreign exchange rates.

Use of estimates

Generally accepted accounting principles requireaagament to make assumptions and
estimated that affect the reported amounts andr atiselosures in these consolidated
financial statements. Actual results may diffenfrthose estimated.

Significant estimated used in the preparation es¢éhconsolidated financial statements
include, amongst other things, the recoverabilftgarounts receivable, the estimated net
realizable value of inventories, any asset retilmeabligation, stock—based
compensation and the provision for income taxescamdposition of future income tax
assets and liabilities.

Cash and restricted cash

Cash and restricted cash consist of cash. Thecatesticash components are presented separately
on the consolidated balance sheets. The curretibpasf restricted cash is pledged as security
for principal and interest payments due within year.

Accounts receivables

Accounts receivables include the provisional inirgjoof the sale of concentrates. These
invoices are based on the Company’s weights araysasand are subject to review and
final agreement by the customer. Changes betweepribes recorded upon recognition
of revenue and final price due to fluctuation ircerof gold results in the existence of an
embedded derivative in the receivable balances @&imbedded derivative is recorded at
fair value, with changes in fair value classifiedaacomponent of revenue.

Mining properties, plant and equipment

Expenditures for facilities and equipment and exiitenes that extend the useful lives of
facilities and equipment are capitalized at cost @ amortized over their estimated useful lives,
which do not exceed the estimated useful mine besed on “proven and probable” mineral
reserves and “mineral measured resources”.

Expenditures for the continued development of traperty are capitalized as incurred and are
amortized using the unit of production method aer estimated useful life of the mine based
upon proven and probable reserves and mineral mashsesources. These costs include building
access ways, shaft sinking and access, laterallaggewent, drift development, ramps and

infrastructure development.
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An impairment is recognized when the carrying antoointhe mining properties, plant and
equipment exceeds the estimated future undiscowatsflows relating to the mining properties,
plant and equipment. Such impairment loss recognizealculated as the excess of the carrying
amount over the fair value of the mining propertfant and equipment.

Exploration and devel opment costs

Acquisition costs of resource properties, togethéth direct exploration and development
expenses incurred thereon, are deferred and daedalin the accounts. Upon reaching
commercial production, these capitalized costs teaesferred from exploration properties to
mining properties, plant and equipment on the clidested balance sheets and are amortized into
operations using the units of production methodeleon proven and probable mineral reserves
and mineral resources.

The Company regularly assesses the explorationdawélopment costs for impairment. An
impairment occurs when at least one of the follgadnnditions are met:

Producing properties

- The carrying amount of the capitalized costs exdbedrelated undiscounted net cash
flows of proven and probable reserves and measessirces;

Exploration properties

- exploration activities have ceased;

- exploration results are not promising such thatiaapion will not be planned for the
foreseeable future;

. lease ownership rights expire; or

- sufficient funding is not expected to be availatdlecomplete the exploration program;
then the carrying amount will be written down ts ifair value and charged to
operations.

Revenue recognition

Revenue from the sale of concentrates is recogridémiving the transfer of title and risk of
ownership and the determination in accordance withtractual arrangements with customers.
Risk and title is transferred when the concentiatdelivered to the premises of ENAMI, the
Chilean national mining company. Generally, thealffisettlement price is computed with
reference to the average quoted metal prices $peaified period of time, normallyne month
subsequent to shipmend the customer. Revenues are recognized whencdheentrate
material is delivered to ENAMI based on the culemtrevailing metals prices, quantities of
concentrate delivered and provisional assays aseddoetween the company and ENAMI for
each shipment. Concentrate sales are subjecjustamnt on final determination of weights and
assays, revenues are adjusted when these finatnile#¢ions are known. By-products such as
copper and silver are contained within concentratégped to ENAMI and revenue from these
by-products are recognized on the same criteriagh@s®e used for gold revenues.
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Stock-based compensation

The Company has a share option plan, as discussemte 9(c). Compensation expense is
recorded when share options are issued to direaiffisers or employees under the Company’s
share option plan, based on the fair value of agtigranted. Consideration paid by optionees on
exercise of an option is recorded in share cap8#ick-based compensation given to outside
service providers is recorded at the fair valueaisideration received or consideration given,
whichever is more readily determinable. The falugaof options granted or consideration given
is determined using the Black-Scholes valuation ehadlith volatility factors and risk-free rates
existing at the grant date. The share price agtheat date is considered to be equal to the closing
price of the Company’s stock on the TSX on the hess day preceding the grant date.

I ncome taxes

The asset and liability method is used for deteimgirincome taxes. Under this method, future
income tax assets and liabilities are determinedet on differences between the financial
reporting and income tax bases of assets anditiabiland are measured using the income tax
rates substantively enacted at the consolidateahbel sheet dates that are expected to apply
when the assets are realized or the liabilitiessatided. Net future income tax assets are offget b
valuation allowances to the extent that they arsiciered not more likely than not to be realized.

Earningsand loss per share (EPS)

Basic EPS is computed by dividing the income os lfir the year by the weighted average
number of common shares outstanding during the, yealuding contingently issuable shares
when the conditions necessary for issuance havereé Diluted EPS is calculated in a manner
similar to basic EPS, except that the weightedagenumber of shares outstanding is increased
to include potential common shares from the assumazicise of options and warrants, if
dilutive. The number of additional shares includedhe calculation is based on the treasury
stock method for options and warrants on the assf/erted method for convertible securities.

Reclamation and remediation

Asset retirement obligations are recorded in mingngperties, plant and equipment and in
liabilities at fair value, when incurred. The lilityi is accreted over time through periodic charges
to income. The amount of the liability is subjezrémeasurement at each reporting period. These
obligations are associated with long-lived assetswhich there is a legal obligation to settle
under existing or enacting laws, statutes or cotgral he related assets are amortized using the
unit of production method.

Key assumptions on which the fair value of the tasstirement obligations is based include the
estimated future cash flows, the timing of thosshcfiows and the credit-adjusted risk-free rate
on which the estimated cash flows have been disgeduifhe actual asset retirement obligation
and closure costs may differ significantly, based fature changes in operations, cost of
reclamation and closure activities, regulatory nesunents and the outcome of legal proceedings.
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Financial instruments recognition, measurement, disclosure and presentation

Financial instruments are classified into one @sthfive categories: held-for-trading, held-to-
maturity investments, loans and receivables, avaifor-sale financial assets or other financial
liabilities. All financial instruments and derivegis are measured on the balance sheet date at fair
value upon initial recognition. Subsequent measargndepends on the initial classification of
the instrument. Held-for-trading financial asseats measured at fair value, with changes in fair
value recognized in net earnings (loss). Availdblesale financial instruments are measured at
fair value, with changes in fair value recordeddgl until the instrument is derecognised or
impaired. Loans and receivables, held-to-maturisestments and other financial liabilities are
measured at amortized cost. All derivative instraoteeincluding embedded derivatives, are
recorded in the balance sheet at fair value untessqualify for the normal sales and purchases
exemption. Changes in the fair value of derivatitleat are not exempt are recorded in net loss.

Hedging
The Company currently does not hold any financisiruments designated for hedge accounting.
Inventory

In June 2007, a replacement section for inventoBSestion 3031 “Inventories” was issued and
provides guidance on the determination of cost idubsequent recognition as an expense,
including any write-down to net realizable valuealso provides guidance on the cost formulas
that are used to assign costs to inventories amiheltes the use of the “last-in, first-out” method
of accounting and is effective for the fiscal yeafthe Company after October 1, 2008.

The Company values its concentrate inventorieeatdwer of cost or net realizable value at the
end of the reporting period. Net realizable valuelides metal prices, net of treatment charges
and freight. Metal prices can be subject to sigaiit change from period to period.

Goodwill and intangible assets

The Canadian Institute of Chartered Accountantseidsthe new Handbook Section 3064,
“Goodwill and Intangible Assets”, which replacecctien 3062, “Goodwill and Other Intangible
Assets”. The new standard establishes revised atdmdfor the recognition, measurement,
presentation and disclosure of goodwill and inthlegiassets. The new standard also provides
guidance for the treatment of preproduction and-sia costs and requires that these costs be
expensed as incurred. The new standard appliestaad and interim financial statements
relating to fiscal years beginning on or after @etol, 2008. Management assessed the impact of
these new accounting standards on its consolidfitedhcial statements. The Company has
determined that its deferred charges meet therierifer deferral with the adoption of CICA
Handbook Section 3064 for the fiscal year beginfatpober 1, 2008.

Mining exploration costs
In March 2009, the CICA approved EIC 174,"Miningdoration Costs”. This guidance clarified
when exploration costs related to mineral propenigy be capitalized and, if exploration costs

are initially capitalized, when should impairmeet #issessed to determine whether a write-down
is required. The guidance further clarified whatditions indicate impairment. This guidance is
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applicable to financial statements filed after Mag7, 2009. The Company has considered this
guidance in assessing the value of its mineralgnt@s at December 31, 2009.

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities

In January 2009, the CICA approved EIC 173, Credik and the Fair Value of Financial Assets
and Liabilities. This guidance clarified that antigi's own credit risk and the credit of the
counterparty should be taken into account in deténg the fair value of financial assets and
financial liabilities including derivatives for thiaree months ended December 31, 2009. The
Company has performed an assessment as of Dec&hp@009 and believes there to be no
impact on its financial statements.

Future changesin accounting policies
Business Combinations/Consolidated Financial Satements/Non-Controlling Interest

In January 2009, the CICA adopted sections 1582usilikess Combinations”, 1601,
“Consolidated Financial Statements” and 1602, “Nowontrolling Interest” which superseded
current sections 1581, “Business Combinations” B@D, “Consolidated Financial Statements”.
These sections will be applied prospectively toifess combinations for which the acquisition
date is on or after the beginning of the first@areporting period beginning on or after January
1, 2011 Earlier adoption is permitted. If an enéipplies these sections before January 1, 2011, it
is required to disclose that fact and apply eachihef new section concurrently. These new
sections were created to converge Canadian GAAPRS. The Company will assess the impact
of this section prior to implementation.

International Financial Reporting Standards

The Accounting Standards Board confirmed in Felyru2008 that International Financial

Reporting Standards (“IFRS”) will replace Canad®@AAP for publicly accountable enterprises
for the financial periods beginning on or afteruny 1, 2011, including comparative figures for
the prior year.

SAGC will transition to IFRS effective October 10124 and intends to issue its first interim
financial statements under IFRS for the three mqmathod ending December 31, 2011 and a
complete set of financial statements under IFRSHe1year ending September 30, 2012.

SAGC is currently undertaking a process to identifferences between Canadian GAAP and
IFRS relevant to SAGC and evaluate the impact efréguired changes on existing accounting
systems, business processes, and requirementsrfmmmel training and development.

Disclosure Controls and Procedures

Disclosure controls and procedures are designgdoide reasonable assurance that all
relevant information is gathered and reported toisemanagement, including the
Company’s CEO and CFO, on a timely basis so thptagpiate decisions can be made
regarding public disclosure. The Company’s systédiszlosure controls and procedures
includes, but is not limited to, the effective ftioaing of its audit committee and
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procedures in place to systematically identify mewattwarranting consideration of
disclosure by the audit committee.

As at the end of the period covered by this manages discussion and analysis,
management of the Company, with the participatibthe CEO and the CFO, evaluated
the effectiveness of the Company’s disclosure odmitand procedures as required by
applicable Canadian securities laws. The evaluatmiuded documentation review,
enquiries and other procedures considered by mamageto be appropriate in the
circumstances. Based on that evaluation, the CEQenCFO have concluded that, as of
the end of the period covered by this managemedissussion and analysis, the
disclosure controls and procedures were effectiverovide reasonable assurance that
information required to be disclosed in the Compauaynual filings and interim filings
(as such terms are defined under National Instra®2+109 - Certification of Disclosure
in Issuers’ Annual and Interim Filings) and othepaorts filed or submitted under
applicable Canadian securities laws, is recorded¢cgssed, summarized and reported
within time periods specified by those laws and thaterial information is accumulated
and communicated to management of the Companydimg the CEO and CFO, as
appropriate to allow timely decisions regardinguieed disclosure.

Internal Control Over Financial Reporting

Internal control over financial reporting is a pess designed by, or under the supervision
of, the Company’s Chief Executive Officer and Chré&fancial Officer, and effected by
the Company’'s Board of Directors, management artteropersonnel, to provide
reasonable assurance regarding the reliabilityna@itcial reporting and the preparation of
financial statements for external purposes in ataace with the Company’s GAAP and
includes those policies and procedures that: (ggipeto the maintenance of records that
in reasonable detail accurately and fairly refldaet transactions and dispositions of the
assets of the Company; (b) are designed to proeiasonable assurance that transactions
are recorded as necessary to permit preparatibnawicial statements in accordance with
the Company's GAAP, and that receipts and experetitof the Company are being
made only in accordance with authorizations of ngan@ent and directors of the issuer;
and are designed to provide reasonable assurarmgsgdieg prevention or timely
detection of unauthorized acquisition, use or digpgm of the Company’s assets that
could have a material effect on the annual findnstatements or interim financial
statements.

As at the end of the period covered by this manages discussion and analysis,
management of the Company, under the supervisidheo€CEO and the CFO, evaluated
the effectiveness of the Company’s internal contnggr financial reporting as required
by applicable Canadian securities laws. The evi@nahcluded documentation review,
enquiries and other procedures considered by mamageto be appropriate in the
circumstances. Based on that evaluation, the CEQenCFO have concluded that, as of
the end of the period covered by this managemelig=ussion and analysis, the internal
control over financial reporting were effectivepmvide reasonable assurance regarding
the reliability of financial reporting and the pesption of financial statements for
external purposes in accordance with the Compa@yaP.
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During the most recent year end there were no d@sgmgthe Company’s internal control
over financial reporting that materially affecteat, are reasonably likely to materially
affect, the Company’s internal control over finaieceporting.
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South American Gold and Copper Company Limited

Consolidated Balance Sheets
(expressed in thousands of U.S. dollars)

December 31, September 30,
2009 2009
(Unaudited)
$ $

Assets
Current assets
Cash and cash equivalents 757 855
Restricted cash - 22
Receivable fron an officer and director - 14
Receivables from Enami 434 335
Receivables 177 98
Recoverable taxes 2.202 2.125
Product and supplies, inventory 561 476

4.131 3.925
Receivable from an officer and director 218 241
Mining properties, plant and equipment 17.363 17.242
Exploration properties 783 627
Total asset: 22.495 22.035
Liabilities
Current liabilities
Short term lease 188 29
Current portion of long-term debt 831 933
Accounts payable and accrued liabilities 1.616 1.422
Taxes payable (IVA) 573 523
Amounts due to related parties - 528

3.208 3.435
Long-term debt 1.944 1.895
Long-term lease 208 22
Long-term amount due to related parties 2.123 780
Reclamation and remediation 2.031 1.995
Total liabilities 9.514 8.127
Shareholders' equity
Share capital 70.919 70.919
Contributed surplus 3.501 3.145
Options 1.208 1.479
Warrants 1.462 1.454
Deficit and comprehensive loss (64.109) (63.089)
Total shareholders' equity 12.981 13.908
Total liabilities and shareholders' equity 22.495 22.035

Going concern and nature of operationgnote 1)
Commitments (note 11)

Approved by the Board of Directors

(signed) Paul J. DesLauriers (signed) Stephen W. Houghton

Chairman Chief Executive Officer
The accompanying notes form an integral part of these consolidated financial statements.
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South American Gold and Copper Company Limited

Consolidated Statements of Operations, Comprehensive Loss and Deficit (Unaudited)

(expressed in thousands of U.S. dollars, except per share amounts)

Revenue
Gold
Copper and silver

Expenses

Operating cost

Reclamation and remediation
Amortization and depreciation
General, sales and administrative
Stock-based compensation
Warrant revaluation

Foreign exchange

Interest

Other income
Development costs
Writte off of explorations properties

Loss and comprehensive loss for period

Deficit- beginning of period
Deficit- end of period

Basic and diluted loss per share

Three Months Ended

December 31,

(Unaudited)
2009 2008
$ $
1.915 1.665
248 159
2.163 1.824
2.186 1.073
38 34
337 322
465 258
86 51
8 -
(162) 238
94 245
3.052 2.221
- ®)
100 -
31 9
(1.020) (401)
(63.089) (63.825)
(64.109) (64.226)

The accompanying notes form an integral part of these consolidated financial statements.
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SOUTH AMERICAN GOLD AND COPPER COMPANY LIMITED
Consolidated Statements of Cash Flows (Unaudited)

(Expressed in thousands of U.S. dollars) Three Months Ended
December 31,
(Unaudited)

2009 2008

$ $
Cash provided by (used in)

Operating activities

Loss for the period (1.020) (401)
Non-cash items
Amortization and depreciation 337 322
Accretion of interest on long-term debt 94 200
Foreign exchange loss (gain) (162) 238
Non-controlling interest in consolidated subsidiary’s loss - (23)
Taxes and penalty - 17
Write-off of exploration properties 31 9
Mine closure 36 34
Provision and withholding - 166
Royalties 123 115
Non-cash non-employee share compensation 86 41
Non-cash employee options 8 51
(467) 769
Change in non-cash working capital relating to operations 190 (566)
(277) 203
Investing activities
Additions to mining equipment (110) (65)
Mine development and mining properties capitalized (279) (184)
Receivable from an officer and director (7) (31)
(296) (280)

Financing activities

Shares issued - 361
Repayment of debt (102) -
Loan from related parties 572 -
Repayment of capital leases (5) (7)
465 354
Effect of foreign exchange on cash held in foreign currency 10 8
Increase in cash and cash equivalents during the
period (98) 285
Cash and cash equivalents - Beginning of period 855 153
Cash and cash equivalents - End of period 757 438

The accompanying notes form an integral part of these consolidated financial statements.
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South American Gold and Copper Company Limited
Notes to Consolidated Financial Statements
For the Three Months Ended December 31, 2009 and @8

(all tabular amounts are expressed in thousandsSfdollars, except number of shares and per slzed
1. Basis of Consolidation and Presentation of Interinkinancial Statements

The interim consolidated financial statements of Bompany have been prepared by management in
accordance with Canadian GAAP following the sameoanting policies and methods as the consolidated
financial statements for the fiscal year ended &aper 30, 2009. In the opinion of management, all
adjustments considered necessary for fair presentatave been included in these consolidated fimhnc
statements. The disclosure in these interim cateteld financial statements may not conform iregpects to
Canadian GAAP for annual consolidated financialesteents and as such should be read in conjunctitn w
the Company’s most recent annual consolidated ¢iahstatements, being those for the year endete8dger

30, 2009.

2. Significant Accounting Policies

These interim consolidated financial statementtofolthe same accounting policies and methods aif the
application as the Company’s most recent annuadlimtated financial statements, except with respethe
following new and revised accounting standards Wwhlee Company is required to adopt under Canadian
GAAP for interim and annual financial statementatirg to its fiscal year commencing October 1,200

A summary of the significant accounting policies aet out below:
a) Principles of consolidation

These consolidated financial statements includeticeunts of South American Gold and Copper
Company Limited (the Company or SAGC) and its dlibsies:

South American Gold and Copper Bermuda Ltd. (Beaud
SAGC Cathedral Limited (Cathedral)
SAGC Management, Inc. (Management)
SAGC Pimenton Limited

Compaiiia Minera Til Til Limitada (Til Til)
Compariia Minera Pimenton (Pimenton)
Companiia Minera Vizcachas (Vizcachas)
Compafiia Minera Catedral (Catedral)
Compafiia Cal Norte (Cal Norte)
Compaiiia Minera Tordillo Limitada

Minera Bandurria SAGC Limitada
Compainia Minera La Bella SAGC Limitada

All inter-company transactions and balances haes lséiminated upon consolidation.
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South American Gold and Copper Company Limited

Notes to Consolidated Financial Statements
For the Three Months Ended December 31, 2009 and @8

(all tabular amounts are expressed in thousandsSfdollars, except number of shares and per slzed

b)

d)

Foreign currency translation and transactions

The Company’'s functional currency is the U.S. dollBhe Company's foreign currency transactions,
balances and integrated operations denominatedréigh currencies are translated into the Company's
reporting currency, U.S. dollars, as follows:

Monetary assets and liabilities are translatechatexchange rates in effect at the consolidateanbal
sheet dates. Non-monetary assets and liabilities temslated at rates prevailing at the respective
transaction dates. Revenues and expenses areateahal average rates prevailing during the yedh w
the exception of amortization, which is translaa¢dhe historic rate of the related asset. Traiosiagains
and losses are reflected on the consolidated statsrof operations, deficit and comprehensive loss.

Use of estimates

Generally accepted accounting principles requiremagament to make assumptions and estimated that
affect the reported amounts and other disclosuréiseise consolidated financial statements. Acesults
may differ from those estimated.

Significant estimates used in the preparation ef¢hconsolidated financial statements include, gston
other things, the recoverability of accounts reabig, the estimated net realizable value of invéggp
any asset retirement obligation, recoverability noiheral properties including exploration properties
stock—based compensation and the provision fomiectaxes and composition of future income tax asset
and liabilities.

Cash and restricted cash

Cash and restricted cash consist of cash. Theatestrcash components are presented separatelyeon t
consolidated balance sheets. The current portioastficted cash is pledged as security for pralcgmd
interest payments due within the year.

Inventory

The Company values its concentrate inventorieBealawer of cost or net realizable value at the @nd

the reporting period. Net realizable value includegal prices, net of treatment charges and frelgbtal
prices can be subject to significant change fronogddo period.

Accounts receivables

Accounts receivables include the provisional inimgjcof the sale of concentrates. These invoices ar
based on the Company's weights and assays, andubiject to review and final agreement by the

customer. Changes between the prices recorded rgmmgnition of revenue and final price due to
fluctuation in price of gold are taken to income.
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South American Gold and Copper Company Limited

Notes to Consolidated Financial Statements
For the Three Months Ended December 31, 2009 and @8

(all tabular amounts are expressed in thousandsSfdollars, except number of shares and per slzed

9)

h)

Mining properties, plant and equipment

Expenditures for facilities and equipment and exitenes that extend the useful lives of facilitesd
equipment are capitalized at cost and are amortized their estimated useful lives, which do nateed

the estimated useful mine life, based on “proved @mbable” mineral reserves and “mineral measured
resources.”

In March 2009, the CICA approved EIC 174,"Mining@oration Costs”. This guidance clarified when
exploration costs related to mineral properties rbaycapitalized and, if exploration costs are atlifi
capitalized, when should impairment be assessedetermine whether a write-down is required. The
guidance further clarified what conditions indicatgpairment. This guidance is applicable to finahci
statements filed after March 27, 2009. The Comgsas/considered this guidance in assessing the value
of its mineral properties at December 31, 2009.

Expenditures for the continued development of tlup@rty are capitalized as incurred and are aneattiz
using the unit of production method over the est@dauseful life of the mine based upon proven and
probable reserves and mineral measured resourgese Tosts include building access ways, shafingink
and access, lateral development, drift developrmantps and infrastructure development.

An impairment is recognized when the carrying antaafnthe mining properties, plant and equipment
exceeds the estimated future undiscounted cashs fi@lating to the mining properties, plant and
equipment. Such impairment loss recognized is @ied as the excess of the carrying amount over the
fair value of the mining properties, plant and equent.

Exploration and development costs

Acquisition costs of resource properties are chpid. Direct exploration and development experses
expensed as incurred until resources have beetifiddnand then these expenses are deferred. Upon
reaching commercial production, these capitalizests are transferred from exploration properties to
mining properties, plant and equipment as mine ldpweent costs and are amortized into operatiomgyusi
the units of production method, based on provenpaobable mineral reserves and mineral resources.

The Company regularly assesses the exploratiordamelopment costs for impairment. An impairment
occurs when at least one of the following condiiane met:

Producing properties

The carrying amount of the capitalized costs exdbhedelated undiscounted net cash flows of proven
and probable reserves and measured resources;

Exploration properties
exploration activities have ceased,;
exploration results are not promising such thatleagtion will not be planned for the foreseeable
future;
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South American Gold and Copper Company Limited

Notes to Consolidated Financial Statements
For the Three Months Ended December 31, 2009 and @8

(all tabular amounts are expressed in thousandsSfdollars, except number of shares and per slzed

)

K)

lease ownership rights expire; or
sufficient funding is not expected to be availableomplete the exploration program; then

the carrying amount will be written down to itsrfaalue and charged to operations.
Goodwill and intangible assets

The Canadian Institute of Chartered Accountantgeidshe new Handbook Section 3064, “Goodwill and
Intangible Assets”, which replaced Section 306208@will and Other Intangible Assets”. The new
standard establishes revised standards for thgméimmn, measurement, presentation and disclosure o
goodwill and intangible assets. The new standavd @lovides guidance for the treatment of
preproduction and start-up costs and requirestieae costs be expensed as incurred. The new sfanda
applies to annual and interim financial statemeeitting to fiscal years beginning on or after ®@etol,
2008. Management assessed the impact of theseauewraing standards on its consolidated financial
statements. The Company has determined that ksrddfcharges meet the criteria for deferral with t
adoption of CICA Handbook Section 3064 for thedlsgear beginning October 1, 2008.

Revenue recognition

Revenue from the sale of concentrates is recogricdemving the transfer of title and risk of ownhip
and the determination in accordance with contracameangements with customers. Risk and title is
transferred when the concentrate is delivered gopitemises of ENAMI, the Chilean national mining
company. Generally, the final settlement price dsputed with reference to the average quoted metal
prices for a specified period of time, normatipe month subsequent to shipmenmthe customer.
Revenues are recognized when the concentrate alaterelivered to ENAMI based on the currently
prevailing metals prices, quantities of concentokvered and provisional assays as agreed bettheen
company and ENAMI for each shipment. Concentradéess are subject to adjustment on final
determination of weights and assays, revenuesdjstad when these final determinations are known.
By-products such as copper and silver are contawmittn concentrates shipped to ENAMI and revenue
from these by-products are recognized on the saiteeion as those used for gold revenues.

Stock-based compensation

The Company has a share option plan, as discusssuté 9(c). Compensation expense is recorded when
share options are issued to directors, officersngployees under the Company’s share option plagda
on the fair value of options granted. Considerapiaid by optionees on exercise of an option is naexh

in share capital. Stock-based compensation giventside service providers is recorded at thevaiue

of consideration received or consideration givehictvever is more readily determinable. The faiueabf
options granted or consideration given is deterthinsing the Black-Scholes valuation model, with
volatility factors and risk-free rates existing thie grant date. The share price at the grant date i
considered to be equal to the closing price of Glmenpany’'s stock on the TSX on the business day
preceding the grant date.
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South American Gold and Copper Company Limited

Notes to Consolidated Financial Statements
For the Three Months Ended December 31, 2009 and @8

(all tabular amounts are expressed in thousandsSfdollars, except number of shares and per slzed

1)

Income taxes

The asset and liability method is used for deteimgiincome taxes. Under this method, future incoaxe
assets and liabilities are determined, based dereifces between the financial reporting and inctare
bases of assets and liabilities, and are measwied the income tax rates substantively enactdatieat
consolidated balance sheet dates that are expectply when the assets are realized or the iligilare
settled. Net future income tax assets are offsetvddyation allowances to the extent that they are
considered not more likely than not to be realized.

Earnings and loss per shardEPS)

Basic EPS is computed by dividing the income os Ifis the year by the weighted average number of
common shares outstanding during the year, incfudomtingently issuable shares when the conditions
necessary for issuance have been met. Diluted &P&dulated in a manner similar to basic EPS, ixce
that the weighted average number of shares oufstailincreased to include potential common shares
from the assumed exercise of options and warrédrdgutive. The number of additional shares inadd

in the calculation is based on the treasury stoekhod for options and warrants on the as-if comeert
method for convertible securities.

Reclamation and remediation

Asset retirement obligations are recorded in mimiraperties, plant and equipment and in liabilitegair
value, when incurred. The liability is accreted otime through periodic charges to income. The amou
of the liability is subject to remeasurement athegeporting period. These obligations are assatiaieh
long-lived assets for which there is a legal olilmyato settle under existing or enacting lawstuses or
contracts. The related assets are amortized usingrtit of production method.

Key assumptions on which the fair value of the taisst@ement obligations is based include the et
future cash flows, the timing of those cash flowsl dhe credit-adjusted risk-free rate on which the
estimated cash flows have been discounted. Thelaasset retirement obligation and closure costg ma
differ significantly, based on future changes iremgtions, cost of reclamation and closure actsjtie
regulatory requirements and the outcome of legadgmdings.

Financial instruments recognition, measurement, didosure and presentation

Financial instruments are classified into one a@fsthfive categories: held-for-trading, held-to-miatu
investments, loans and receivables, availabledte-§inancial assets or other financial liabilitiesl
financial instruments and derivatives are measwredhe balance sheet date at fair value upon linitia
recognition. Subsequent measurement depends oimitta classification of the instrument. Held-for-
trading financial assets are measured at fair yalith changes in fair value recognized in net Egs
(loss). Available-for-sale financial instruments aneasured at fair value, with changes in fair ealu
recorded in OCI until the instrument is derecogmiseimpaired. Loans and receivables, held-to-nitgtur
investments and other financial liabilities are mad at amortized cost. All derivative instruments
including embedded derivatives, are recorded irbdilance sheet at fair value unless they qualifytte
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normal sales and purchases exemption. Changeg ifaithvalue of derivatives that are not exemgt ar
recorded in net loss.

Hedging
The Company currently does not hold any finanicistruments designated for hedge accounting.
p) Creditrisk and the Fair Value of Financial Assetsand Financial Liabilities

In January 2009, the CICA approved EIC 173, Cr&iitk and the Fair Value of Financial Assets and
Liabilities. This guidance clarified that an entitpwn credit risk and the credit of the countetypahould

be taken into account in determining the fair vadfidinancial assets and financial liabilities inding
derivatives for the period ended December 31, 200@ Company has performed an assessment as of
December 31, 2009 and believes there to be no ingpaits financial statements.

3. Future Changes in Accounting Policies

International Financial Reporting Standards (“IFRS”")

In 2006, the Canadian Accounting Standards Boakt$B") published a new strategic plan that will
significantly affect financial reporting requiremsrior Canadian companies. The AcSB strategic pldlines
the convergence of Canadian GAAP with IFRS overmpected five year transitional period. In February
2008, the AcSB announced that 2011 is the changedat® for publicly-listed companies to use IFRS,
replacing Canada’s own GAAP. The date is for inteaind annual financial statements relating to figears
beginning on or after January 1, 2011. The transitlate of January 1, 2011 will require the restetst for
comparative purposes of amounts reported by thep@ognfor the year ended September 30, 2012. Winde t
Company has begun assessing the adoption of IFRE1d, the financial reporting impact of the tiina to
IFRS cannot be reasonably estimated at this time.

For interim and annual financial statements regptia its fiscal year commencing October 1, 201% th
Company will be required to adopt new CICA AccongtHandbook Section 1582 “Business Combinations”,
Section 1601 “Consolidated Financial Statementsl 8action 1602 “Non-Controlling Interest”. Handkoo
Section 1582 replaces existing Handbook Sectiorl 1'BRisiness Combinations”, and Handbook Sections
1601 and 1602 together replace Handbook Sectiof ‘BOnsolidated Financial Statements”. The adoptib
Handbook Sections 1582, and collectively, 1601 4662 provides the Canadian equivalent to IFRS 3
“Business Combinations” and International AccouptBtandard IAS 27 “Consolidated and Separate Fiaanc
Statements” respectively. The Company has notdgttrmined the effect, if any, that the adoptiorthafse
standards will have on its financial statements.
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4. Capital Management

The Company manages its capital structure and madjestments to it, based on the funds availabliéo
Company, in order to support the acquisition, esgilon and development of mineral properties.

The acquisition, exploration, financing, and depebent of natural resources require the expenditire
significant funds before production commences. dilistlly, the Company has financed these activities
through the issuance of common shares, the exedfisgptions and common share purchase warrants,
promissory notes and debentures, bank debt anddeddgerms from creditors.

The Corporation has not declared or paid any divddeand does not foresee the declaration or payofent
dividends in the near future. Any decision to gaydends on its shares will be made by the boéudirectors
on the basis of the Corporation’s earnings, finan@quirements and other conditions existing ahduture
time.

5. Share Capital

Number of Amount
shares $
Outstanding —September 30, 2009 792,440,170 70,919
Outstanding —December 31, 2009 792,440,170 70,91¢

6. Financial Risk Factors

The Company’s financial instruments are exposdih#mcial risks as summarized below:
Credit Risk

The Company has no significant concentration adicrésk arising from operations. Management bedev
that the credit risk concentration with respeateteivables is remote.
Liquidity Risk

The Company's approach to managing liquidity riska ensure it will have sufficient liquidity to e
liabilities when due. As at December 31, 2009, thempany had a positive working capital of
approximately $923,000 which included cash of $U8@, At December 31, 2009 the Company’'s
accumulated deficit was approximately $64,109,00@1 shareholders’ equity was approximately
$12,981,000.

To preserve its cash position the Company plagstaentrate its efforts on Pimenton.
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Sensitivity Analysis

As of December 31, 2009, both the carrying andviaiue amounts of the Company's financial instrusien
are approximately equivalent.

The Company believes the following movements agasonably possible" over a twelve-month period:
(i) There would be no impact on the cash held atimpany does not earn any interest on this cash.

(i) The Company does not hold significant balancefereign currencies to give rise to exposuréteign
exchange risk.

Economic dependence

The Company’s sole customer ENAMI the Chilean metionining company, had purchases representing
100% of sales during the year and has 71% of tbeuwsds receivable balance as at December 31, 2009.

7. Recoverable Taxes

Recoverable taxes in the amount of $375,300 aseaember 31, 2009 (September 30, 2008- $349,000)
represent IVA taxes paid on the fixed assets, witigh be recovered upon request to the Chilean tax
authorities. The Company filed such request, whials been denied by the Chilean tax authorities on
technical grounds. The Company is appealing thigsie and has reclassified IVA taxes on the fixed
assets as a long-term asset. IVA relating to oixpenditures is recoverable either by means ofkditcr
against tax due upon domestic sales of the Compeaiby requesting reimbursement of IVA borne when
exporting or export commitments are proven. Thesefthe recoverability of these amounts is depeinden
upon the ability of the Company to develop andwefiiture production from its Pimenton gold mine.

8. Long-term Debt

On June 14, 2009 OPIC agreed to sign a “Standstjteement” waiving the financial and
operational covenants of the loan agreement anetimn the Company agreed to pay the balance
of the loan, commencing on June 15, 2009, on aepybasis at the rate of $311,111 beginning
on June 15, 2009 versus semi-annual payments shthe amounts called for in the original loan
agreement. In December 2009, OPIC agreed to aceepthly principal payments of $103,704
through to March 15, 2010.
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9. Warrants
Number of
warrants $
Balance - September 30, 2009 120,630,5¢ 1,454
Modified (a) - 8
Balance — September 30, 2009 120,630,5¢ 1,462

(a) On December 1, 2009 the TSX agreed to furttieene the expiration date on the 46,187,485 oudatgn

10.

common share purchase warrants (the “Warrants”baith,936 outstanding common share purchase wsirran
(the “Broker Warrants”) which were due to expire December 17, 2009, all of which were issued in
connection with a private placement on December2DD7. The fair value of these modified warrantd an
broker warrants of $8,066, in excess of the failu@aof the original warrants immediately prior toet
modification date of $nil, was charged to experdee fair values of the warrants were assigned usieg
Black-Scholes valuation model, assuming a risk-interest rate of 1.28%, no dividend and a votstiactor

of 142%. These warrants were further extendedemmehber 17, 2010, at which time they expire.

Share option plan

The Company has a share option plan (the Plan)ellgefrom time to time at the discretion of the Bbaf
Directors, share options are granted to directffiiers, employees and certain consultants. Optignanted
under the stock option plan of the Company (eanh;Qption”) outstanding as of December 31, 200%alto
71,610,000 of which 55,610,000, are currently eisafide into one Common Share for each Option atprof
CA$0.04 to CA$0.09 per Common Share expiring aiouardates through October 19, 2014.

A summary of the Company’s Plan for the Three mertihded December 31 is as follows:

Weighted
Number of average
options exercise price
$ CA%
Balance — September 30, 2009 1,47¢ 85,610,0! 0.060
Changes during the year
Granted (i) - 8,000,( 0.045
Vested 86 -
Cancellation(ii) (297) (20,000,000)
Expired (60) (2,000,000) 0.075
Balance — December 31, 2009 1,20¢ 71,610,01 0.068

42



South American Gold and Copper Company Limited

Notes to Consolidated Financial Statements
For the Three Months Ended December 31, 2009 and @8

(all tabular amounts are expressed in thousandsSfdollars, except number of shares and per slzed

i) On October 19, 2009 the Chief Executive Officere(tftCEO”) of the Company was granted
8,000,000 options to replace 8,000,000 options kvhipired on September 27, 2009. Each Option is
exercisable for a period of five years until Octob®, 2014 for one common share of the Corporation
at CA$0.045 per share, 1,600,000 to vest immegiale600,000 to vest one year from the date of
grant, the balance of 1,600,000 to vest on thergkeaniversary of the date of grant, the balance of
1,600,000 to vest on the third anniversary of the @f grant, and the balance of 1,600,000 to arest
the fourth anniversary of the date of grant. Theoms were valued at a fair value of $302,256, gisin
the Black-Scholes valuation model, assuming a+fste rate of 2.36%, no dividend, and volatility
factor of 130%, of which $72,707 was expensed askdbased compensation for the three month
period ended December 31, 2009.

i) The President of the company resigned on Novemhigd@B. 20,000,000 options were cancelled.

11. Commitments

a) Project commitments

Total
potential
Project Description commitment Paid to date
$ $
Catedral and Rino A loan for development costs up t&aC 250
To the owner of another section of the property -
$275,000 - issuance of 1,824,815 common shares of
the Company valued at $125,000, and the balance of
$150,000 due on January 25, 2010, payable at og
option in the Company’s shares issued at a 15%
discount from the market value at that date, btit no
less than CA$0.20 per common share; the Company
can prepay this amount at any time. 125
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La Bella

Cal Norte

La Bella inner was acquired in December 2007 k'
Company by way of an option agreement of the
property. Under the terms of the Option Agreement
(inner circle), modified on December 18, 2009, the
Company has paid $227,500, $125,630 is due in
March 2010, $502,521 in December 2010, $565,336
in December 2011, $628,151 in December 2012 and
$1,696,007 in December 2013. The Company will

a 2 ¥%2% Net Smelter Royalty to the optionee from
production thereafter. the Company has a combined
minimum exploration obligation of $50,000 in year
one, $250,000 in year two and $700,000 in yeaethre

On the outer circle the Corporation paid $100,600 i

December 2008 with the remaining payment

obligations of $125,630 in January 2010, since

differed to January 26, 2010 due to access probie

the prospect and future payments have been deferred

by one month to $628,151 in January 2011, $879,411

in January 2012, $1,256,301 in January 2013 and

$2,889,493 in January 2014. The Corporation has an

obligation to pay a 2%2% net smelter royalty to the

optionee of the outer circle from production théera 9,00(

Capital contribution of $1,800,000 to earn 60% Bqui
interest 1,80(

b) Lease commitments

The Company is committed to future minimum leasgmnts under capital lease arrangements:

Year ending

2009
2010
2011

Interest

December 31, December 31,

2009 2008

$ $

229,179 8,530

207,785 34,119
16,021 14,355

452,985 57,004

(57,253) (6,617)

395,732 50,387
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12.Related Party Transactions

A company owned by the Chief Executive Officer lod {Company, who is also a director of the Compémy (
“CEOQO") billed the Company $3,585 in the period ethd@cember 31, 2009 (2008 - $22,518) for the prowis

of office space and services used by the CompaegeiRable from an officer and director of the Compaf
$217,858 for the three months ended December 20008(- $133,402) is the net amount of non-interest-
bearing note receivable compensations and advaonc#®e CEO. The note is due on June 30, 2010 and is
collateralized by 6,532,000 Common Shares ownetthibyofficer and director.

A company controlled by the current Chief Finan¢dficer of the Company billed the Company $21,964
accounting and administration services renderethénperiod ended December 31, 2009 (2008 - $22,172)
Amounts due to related parties include payablethitofficer of $21,722 for such services at DecemBil,
2009 (2008 - $13,488).

During 2007, the Executive Vice-President Direc@taims and Land Management, who is also a direxfttire
Company, purchased an interest in the Pimentorsrand royalty from a non-related party. The faiueaof

this note was $968,645 at December 31, 2009 (208846,732) and interest expense was $12,207 in 2009
(2008 - $12,287). Amounts due to related partietude $254,566 (2008- $207,525) for interest aneO®@B4

for royalties as at December 31, 2009 (2008 - ¥,

Amounts due to related parties include $256,271%26,134 as at December 31, 2009 and 2008, résggct

for interest due to Executive-Vice President-Dioeaif Exploration who is also a director of the Gany who
holds one of the Pimenton notes in the fair valmeunts of $974,918 and $891,011 as at Decembez(Bb,

and 2008, respectively, and interest expense WaR2&1 for the three months ended December 31, 38
—$12,367). In addition, amounts due to relatedigmmclude $459,834 and $159,052 as at Decenhez(®9
and 2008, respectively, for royalties due to thfcer and director who is the owner of a net seretbyalty on

the Pimenton gold mine. In addition, amounts duedated parties include a cash advance of $5,125 a
December 31, 2009 (2008 - $8,909) which was pravtdehe Company in July 2008.

On October 19, 2009 the Chief Executive Officer,owh also a Director of the Company, entered into a
employment agreement. As Chief Executive Officer,will report to the board of Directors of the Cang.

Mr Hougthon was granted a two year contract whidhbe renewed for an additional two years periodha

end of each year. Under the term of the contract,Hdughton is to be paid $110,000 per year. Howewetil

the loan with Overseas Private Investment Corpamatis repaid, $7,000 per month will be paid inhcard
$2,166 per month will be deferred. Mr. Houghtorhist options may request that all or a part of hisary be
paid in common stock of the Company. Any stock ésswould be subject to shareholders and regulatory
approval. As of December 31, 2009 amount due tdedlparties include $6,500 regarding this.

On October 19, 2009 a Company owned by David Ri®n&on, Executive-Vice President-Director of
Exploration of the Company, Minera Auromin Ltdatesed into a services contract for a period of ywars,
which will be renewed for an additional two yearipés at the end of each year. Under the termettmntract,
Minera Auromin Ltda. is to be paid, $300,000 pearyeHowever, until the loan with Overseas Private
Investment Corporation (OPIC) has been repaid, 07 per month will be paid in cash and the balawfce
$8,000 per month will be deferred. Minera Auromidd., at it sole option, may request that all at pathe
fees to be paid in common stock of the Company. siogk issued would be subject to shareholders and
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regulatory approval. Currently, the $300,000 dudeurthe service contract is being deferred. As e¢dnber
31, 2009 amount due to related parties include®®bregarding this.

On October 19, 2009 a Company owned by Mario HeteAnExecutive-Vice President-Director of Claimd an
Administration of the Company, Compafia Minera Ghralanco S.A., entered into a services contractfo
period of two years, which will be renewed for aldigional two year period at the end of each yeader the
term of the contract, Compafia Minera Chafar Ble®.@ois to be paid $110,000 per year. However,| timéi
loan that the Overseas Private Investment CormordtDPIC) has been fully paid, $7,000 per montH &l
paid in cash and the balance of $2,166 per monthhwideferred. Compafiia Minera Chafar Blanco &tAf
sole option, may request that all or part of thesfare paid in common stock of the Company. Angksissued
would be subject to shareholders and regulatoryaaap Currently, the $110,000 due under the servic
contract is being deferred. As of December 31, 28@®unt due to related parties include $25,000rdigz
this.

Amounts due to related parties also include casharambs of $571,668 at December 31, 2009, of which
$250,000 is from Conpafiia Minera Auromin Ltda. anpany owned by David R.S. Thomson, Executive-Vice
President-Director of Exploration of the Company &321,668 from Minera Chafiar Blanco S.A. a Company
owned by Mario Hernandez, Executive-Vice Presidginéctor of Claims and Administration.

Two officers and directors of the Company hold tle@-controlling interest in Catedral. Under an agrent
dated November 27, 1996, the Company agreed todarav cause to provide these officers and direcdoan
of up to $1,250,000 each or $2,500,000 in totathSoans are to pay their proportionate share eéld@ment
costs if a bankable feasibility study demonstréites the properties can be placed into commercizdyction,
and to fund their combined 50% share of an optayngent totalling $500,000, which was paid durin@72.9

In 2001, the Board of Directors and Compensatiom@dtee approved the granting of a 3.2% net smelter
royalty interest on Tordillo, a 2.5% net smelteyalty interest on both the inner circle and outleirof claims

on La Bella and a 3.2% net smelter royalty on Baridu The CEO, the Executive-Vice President-Dioeaif
Exploration and the Executive Vice President ante@or of claims and Land Administration who arsoal
directors of the Company share in these net smedtalties. To date no royalties have been paidhase
properties.

On July 11, 2008, the Executive-Vice President-&1oe of Claims and Administration of the Companygbt

from CMP, a vehicle. The sale price of the vehighs $13,575 inclusive of VAT tax at 19%. The tranise

generated a $5,326 loss to the Company. Amountsivaddle from related parties include $13,735 farsth
transactions at December 31, 2008.

The former Chief Financial Officer (the “CFQ”) di¢ Company retired on February 6, 2008 at whicle tira
was owed $207,260. The Company entered into @&ne¢int agreement with the former Chief Financialdeff
under which he received 2,000,000 Bonus Sharesvasdhaid $17,648 for the difference between thesalets
price of the 2,000,000 Bonus Shares and $100,00addlition he has been paid $5,000 per month bimjnn
February, 2008 and continued to be paid at theafa$s,000 per month until February 28, 2009. Beuig in
March, 2009 he was paid $12,500 per month untilngiebalance was paid. Effective December, 31 2669
former Chief Financial Officer was paid in full (@8 - $59,910).
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13. Short-term Borrowings
Short-term borrowings consist of non-interest-begriotes to a supplier.
14.Comparative Amounts

Certain of the prior period amounts have been seilad to conform to the current period consokdat
financial statement presentation.
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