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GLOSSARY OF MINING TERM S

Thefollowing isaglossary of some of the terms used in the mining industry and referenced herein:

cutoff grade

the deemed grade of mineralization, established by reference to economic factors,
above which material is included in mineral deposit calculations and below which
material is considered waste. May be either an external cutoff grade, which refers
to the grade of mineralization used to control the external or design limits of an
open pit based upon the expected economic parameters of the operation, or an
internal cutoff grade, which refers to the minimum grade required for blocks of
mineralization present within the confines of an open pit to be included in mineral
deposit estimates

diamond drill

a machine designed to rotate under pressure an annular diamond-studded cutting
tool to produce a more or less continuous solid sample (drill core) of the material
that isdrilled

epithermal

a term applied to those mineral deposits formed in and along fissures or other
openings in rocks by deposition at shallow depths from ascending hot solutions

exploration information

geological, geophysical, geochemical, sampling, drilling, trenching, analytical
testing, assaying, mineralogical, metallurgical and other similar information
concerning a particular property that is derived from activities undertaken to
locate, investigate, define or delineate a mineral prospect or mineral deposit

indicated mineral resource

that part of a Mineral Resource for which quantity, grade or quality, densities,
shape and physical characteristics, can be estimated with a level of confidence
sufficient to allow the appropriate application of technical and economic
parameters, to support mine planning and evaluation of the economic viability of
the deposit. The estimate is based on detailed and reliable exploration and testing
information gathered through appropriate techniques from locations such as
outcrops, trenches, pits, workings and drill holes that are spaced closely enough for
geological and grade continuity to be reasonably assumed

inferred mineral resource

that part of a Minera Resource for which quantity, grade or quality can be
estimated on the basis of geological evidence and limited sampling and reasonably
assumed, but not verified, geological and grade continuity. The estimate is based
on limited information and sampling gathered through appropriate techniques from
locations such as outcrops, trenches, pits, workings and drill holes

junior resource company

as used herein means a company whose mineral resource properties are in the
exploration phase only and which is wholly or substantially dependent on equity
financing or joint ventures to fund its ongoing activities

measured mineral resource

that part of a Minera Resource for which quantity, grade or quality, densities,
shape and physical characteristics are so well established that they can be
estimated with confidence sufficient to alow the appropriate application of
technical and economic parameters, to support production planning and evaluation
of the economic viability of the deposit. The estimate is based on detailed and
reliable exploration, sampling and testing information gathered through
appropriate techniques from locations such as outcrops, trenches, pits, workings
and drill holes that are spaced closely enough to confirm both geological and grade
continuity

mineral deposit, deposit or
mineralized material

a mineralized body which has been physically delineated by sufficient drilling,
trenching and/or underground work and found to contain a sufficient average
grade of metal or metals to warrant further exploration and/or development
expenditures. Such a deposit does not qualify under standards of the Securities
Exchange Commission as a commercially mineable ore body or as containing ore
reserves, until final legal, technical and economic factors have been resolved

mineral reserve

the economically mineable part of a Measured or Indicated Mineral Resource
demonstrated by at least a Preliminary Feasibility Study. This Study must include
adequate information on mining, processing, metallurgical, economic and other
relevant factors that demonstrate, at the time of reporting, that economic extraction
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can be justified. A Mineral Reserve includes diluting materials and allowances for
losses that may occur when the material is mined

mineral resource

a concentration or occurrence of diamonds, natural solid inorganic material or
natural solid fossilized organic material including base and precious metals, coal
and industrial minerals in or on the Earth’s crust in such form and quantity and of
such a grade or quality that it has reasonable prospects for economic extraction.
The location, quantity, grade, geological characteristics and continuity of a Mineral
Resource are known, estimated or interpreted from specific geological evidence
and knowledge

open pit mining

the process of mining an ore body from the surface in progressively deeper steps.
Sufficient waste rock adjacent to the ore body is removed to maintain mining
access and to maintain the stability of the resulting pit

ore a natural aggregate of one or more minerals which, at a specified time and place,
may be mined and sold at a profit, or from which some part may be profitably
separated

ounces troy ounces

oz/tonne troy ounces per metric ton

ppb parts per billion

ppm parts per million

porphyry deposit a disseminated mineral deposit often closely associated with porphyritic intrusive

rocks;

preliminary feasibility study

a comprehensive study of the viability of a mineral project that has advanced to a
stage where the mining method, in the case of underground mining, or the pit
configuration, in the case of an open pit, has been established and an effective
method of mineral processing has been determined, and includes a financial
anadlysis based on reasonable assumptions of technical, engineering, legal,
operating, economic, social and environmental factors and the evaluation of other
relevant factors which are sufficient for a Qualified Person, acting reasonably, to
determine if all or part of the Mineral Resource may be classified as a Mineral
Reserve

probable mineral reserve

the economically mineable part of an Indicated mineral resource and, in some
circumstances, a Measured Minera Resource demonstrated by at least a
Preliminary Feasibility Study. Such Study must include adequate information on
mining, processing, metalurgical, economic and other relevant factors that
demonstrate, at the time of reporting, that economic extraction can be justified

proven mineral reserve

the economically mineable part of a Measured Mineral Resource demonstrated by
at least a Preliminary Feasibility Study. Such study must include adequate
information on mining, processing, metallurgical, economic and other relevant
factors that demonstrate, at the time of reporting, that economic extraction is
justified

qualified person

an individua who is an engineer or geoscientist with at least five years of
experience in mineral exploration, mine development or operation or mineral
project assessment, or any combination of these; has experience relevant to the
subject matter of the mineral project and the technical report; and is a member or
licensee in good standing of a professional association

stockwork

arock mass so interpenetrated by small veins of ore that the whole must be mined
together. Stockworks are distinguished from tabular or sheet deposits, (i.e. veins or
beds), which have a small degree of thickness in comparison with their extension
in the main plane of the deposit

strike length

the longest horizontal dimensions of a body or zone of mineralization

stripping ratio

the ratio of waste material to ore that is experienced in mining an ore

tonne

body, metric ton (2,204 pounds)
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CAUTIONARY NOTE REGARDING RESOURCE AND RESERVE ESTIMATES

The terms “mineral reserve’, “proven mineral reserve” and “probable mineral reserve” are Canadian mining terms
as defined in accordance with Canadian National Instrument 43-101 — Standards of Disclosure for Mineral Projects
(“NI 43-101") and the Canadian Institute of Mining, Metallurgy and Petroleum (the “CIM”) - CIM Definition
Standards on Mineral Resources and Mineral Reserves, adopted by the CIM Council, as amended. These definitions
differ from the definitions in SEC Industry Guide 7 under the United States Securities Act of 1993, as amended (the
“Securities Act”). Under SEC Industry Guide 7 standards, a “final” or “bankable” feasibility study is required to
report reserves, the threeyear historical average price is used in any reserve or cash flow analysis to designate
reserves and the primary environmental analysis or report must be filed with the appropriate governmental authority.

In addition, the terms “mineral resource”, “measured mineral resource”, “indicated mineral resource” and “inferred
mineral resource” are defined in and required to be disclosed by NI 43-101; however, these terms are not defined
terms under SEC Industry Guide 7 and are normally not permitted to be used in reports and registration statements
filed with the SEC. Investors are cautioned not to assume that any part or al of mineral deposits in these categories
will ever be converted into reserves. “Inferred mineral resources’ have a great amount of uncertainty as to their
existence and great uncertainty as to their economic and legal feasibility. It cannot be assumed that all or any part of
an inferred mineral resource will ever be upgraded to a higher category. Under Canadian rules, estimates of inferred
mineral resources may not form the basis of feasibility or pre-feasibility studies, except in rare cases. Investors are
cautioned not to assume that al or any part of an inferred mineral resource exists or is economically or legally
mineable. Disclosure of “contained ounces’ in a resource is permitted disclosure under Canadian regulations;
however, the SEC normally only permits issuers to report mineralization that does not constitute “reserves’ by SEC
Industry Guide 7 standards asin place tonnage and grade without reference to unit measures.

Accordingly, information contained in this Annual Report contains descriptions of our mineral deposits that may not
be comparable to similar information made public by U.S. companies subject to the reporting and disclosure
requirements under the United States federal securities laws and the rules and regul ations thereunder.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This Annual Report on Form 20-F contains forward-looking information and forward-looking statements as defined
in applicable securities laws. These statements relate to future events or our future performance. All statements
other than statements of historical fact are forward-looking statements.

Forward-looking statements include, but are not limited to, statements with respect to the future price of gold, silver
and other minerals, the estimation of mineral reserves and resources, the realization of mineral reserve estimates, the
timing and amount of estimated future production, costs of production, capital expenditures, costs and timing of the
development of new deposits, success of exploration activities, permitting time lines, currency exchange rate
fluctuations, requirements for additional capital, government regulation of mining operations, environmental risks,
unanticipated reclamation expenses, title disputes or claims and limitations on insurance coverage.

Generally, these forward-looking statements can be identified by the use of forward-looking terminology such as
“plans’, “expects’ or “does not expect”, “is expected”, “budget”, “scheduled”, “estimates’, “forecasts’, “intends’,
“anticipates’ or “does not anticipate’ or “believes’, or variations of such words and phrases or state that certain

actions, events or results “may”,

could”, “would”, “might” or “will be taken”, “occur” or “be achieved”.

Forward-1ooking statements are subject to known and unknown risks, uncertainties and other factors that may cause
our actual results, level of activity, performance or achievements to be materially different from those expressed or
implied by such forward-looking statements, including but not limited to: risks related to international operations;
risks related to joint venture operations; actual results of current exploration activities, conclusions of economic
evaluations; changes in project parameters as plans continue to be refined; future prices of gold and silver; possible
variations in ore reserves, grade or recovery rates; failure of plant, equipment or processes to operate as anticipated;
accidents, labour disputes and other risks of the mining industry; delays in obtaining governmental approvals or
financing or in the completion of development or construction activities, as well as those factors discussed in the
section entitled “Risk Factors’ in this Annual Report on Form 20-F. Although we have attempted to identify
important factors that could cause actua results to differ materially from those contained in forward-looking
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statements, there may be other factors that cause results not to be anticipated, estimated or intended. There can be
no assurance that such statements will prove to be accurate, as actual results and future events could differ materially
from those anticipated in such statements. Accordingly, readers should not place undue reliance on forward-looking
Statements.

Statements in this Annual Report on Form 20-F regarding expected completion dates of feasibility studies,
anticipated mining or metal production operations, projected quantities of future metal production and anticipated
production rates, operating efficiencies, costs and expenditures are forward-looking statements. Actual results could
differ materially depending upon the availability of materials, equipment, required permits or approvals and
financing, the occurrence of unusual weather or operating conditions, the accuracy of reserve estimates, lower than
expected ore grades or the failure of equipment or processes to operate in accordance with specifications.
Additional information about these and other assumptions, risks and uncertainties that may affect our future
financial performance are set out in Item 3.D. —Key Information —Risk Factors.

Forward-1ooking statements in this Annual Report on Form 20-F are as of August 29, 2011. We do not undertake to
update any forward-looking statements that are incorporated by reference herein, except in accordance with
applicable securities laws.

CURRENCY PRESENTATION

This Annual Report on Form 20-F contains references to United States dollars and Canadian dollars. Unless
otherwise indicated, all dollar amounts referred to herein are expressed in United States dollars and all financial
information presented has been prepared in accordance with Canadian generally accepted accounting principles.
M easurement differences between Canadian generally accepted accounting principles and those in the United States,
as applicable to our company, are set forthin Item 3.A. and Note 30 to the accompanying financial statements of our
company. Canadian dollars are referred to as“CAD$".
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INTRODUCTION

Petaquilla Minerals Ltd. is organized under the British Columbia Business Corporations Act. As used in this
Annual Report on Form 20-F (the “ Annua Report”), the terms “Petaquilla’, “we”, “us’ and “our” refer to Petaquilla
Minerals Ltd. and our subsidiaries unless otherwise indicated or if the context otherwise requires. We refer you to
the actual corporate documents for more complete information than may be contained in this Annual Report.

Our principal corporate offices are located at Suite 410, 475 West Georgia Street, Vancouver, British Columbia,
Canada V6B 4M9. Our telephone number is 604-694-0021.

We file reports and other information with the Securities and Exchange Commission (the “SEC”) located at 100 F
Street NE, Washington, D.C. 20549; you may obtain copies of our filings with the SEC by accessing its website
located at www.sec.gov. Further, we file reports under Canadian regulatory requirements on the System for
Electronic Document Analysis and Retrieval of the Canadian Securities Administrators (“ SEDAR”); you may access
our reportsfiled on SEDAR by accessing the following website: www.sedar.com.

The information set forth in this Annual Report is as at August 29, 2011, unless an earlier or later date isindicated.

PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICSAND EXPECTED TIMETABLE
Not applicable
ITEM 3. KEY INFORMATION
3.A. Selected Financial Data

The following tables summarize our selected consolidated financial data prepared in accordance with Canadian
generally accepted accounting principles (“ Canadian GAAP”) and reconciled for measurement differences to United
States generally accepted accounting principles (“U.S. GAAP”). The information in the tables was extracted from
the more detailed financia statements and related notes included with this filing and should be read in conjunction
with these financial statements and with the information appearing under the heading “Item 5 — Operating and
Financid Review and Prospects’. Note 30 of our consolidated financial statements, included with this filing, sets
forth the material variations in U.S. GAAP. Results for the periods presented are not necessarily indicative of
results for future periods.
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INFORMATION IN ACCORDANCE WITH CANADIAN GAAP:

Y ear Y ear Y ear 1 Month Y ear 3 Months Y ear
Ended Ended Ended Ended Ended Ended Ended
May 31 May 31 May 31 May 31 April 30 April 30 January 31
2011 2010 2009 2008 2008 2007 2007
(a) |Total revenue 71,708,685 27,827,935 $0 $0 $0 $0 $0
(b) |(Loss) before
extraordinary
items (1)
Total $(3,937,326) $(26,982,082) $(21,099,866) | $(5,544,998) |$(16,111,007) | $(8,492,639) | $(30,712,592)
Per share® $(0.03) $(0.25) $(0.22) $(0.06) $(0.17) $(0.09) $(0.40)
(c) |Total assets $115,519,276 | $80,262,195 | $81,543,823 $71,208,177 $58,789,331 | $24,981,649 $22,743,078
(d) |Total long-term debt $12,290,539 $520,464 | $52,939,642 $30,939,670 $1,367,249 $631,775 $739,159
€) |Total shareholders
© equity (deficiency) $17,812,950 |$(21,353,115) | $(8,920,288) $14,606,134 | $18,765,944 | $14,370,149 $18,647,224
V) gsjhart&”;:rngqsare n/a n/a n/a n/a n/a n/a n/a
(g) |Capital stock
number of issued
gn d outstanding 176,429,501 | 125,281,951 | 96,040,121 95,958,641 95,958,641 | 89,367,031 89,367,031
common shares)
(h) |Net earnings (loss)
for the period
Total $(3,937,326) 1$(26,982,082) $(21,099,866) | $(5,544,998) | $(16,111,007) |$(8,492,639) | $(30,712,592)
Per share® $(0.03) $(0.25) $(0.22) $(0.06) $(0.17) $(0.09) $(0.40)
D The effect of potential share issuances pursuant to the exercise of options and warrants would be anti-dilutive and, therefore,
basic and diluted losses per share are the same.
INFORMATION IN ACCORDANCE WITH U.S. GAAP:
Y ear Y ear Y ear 1 Month Y ear 3 Months Y ear
Ended Ended Ended Ended Ended Ended Ended
May 31 May 31 May 31 May 31 April 30 April 30 January 31
2011 2010 2009 2008 2008 2007 2007
(a) | Total revenue $71,708,685 $55,776,410 $0 $0 $0 $0 $0
(b) | (Loss) before
extraordinary
items
Total $(21,523,843) | $(26,675,905) |$(46,852,067) | $(3,597,227) | $(49,752,062) |$(14,635,836 |$(35,682,285)
Per share™® $(0.15) $(0.25) $(0.49) $(0.04) $(0.53) $(0.16) $(0.46)
(c) | Total assets $50,470,139 $23,745,094 | $26,542,454 | $37,419,662 | $36,108,361 | $19,470,848 | $19,202,974
(d) |Total long-term debt $23,869,120 $5,486,053 | $59,727,593 $17,303,337 $1,367,249 $631,775 $739,159
(e) | Total
Zzﬁ'gf:jo'ders $(56,308,612) | $(83,013,583) |$(70,709,608) | $(5,546,048) | $(3,915,026) | $8,859,348 | $15,107,120
(deficiency)
® ggharglp?:rngwsare n/a n/a n/a n/a n/a n/a n/a
(g) | Capita stock
(number of
issued and 176,429,501 125,281,951 96,040,121 95,958,641 95,958,641 | 89,876,951 89,367,031
outstanding
common shares)
(h) | Net earnings
(loss) for the
period
Total $(21,523,843) | $(26,675,095) |$(46,852,067) | $(3,597,227) | $(49,752,062) $(14,635,836 |$(35,682,285)
Per share™) $(0.15) $(0.25) $(0.49) $(0.04) $(0.53) $(0.16) $(0.46)

)

basic and diluted losses per share are the same.
Form 20-F_Fiscal Year Ended 2011 May 31
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We have not declared nor paid any dividends since incorporation and we do not anticipate doing so in the

foreseeable future. Our present policy isto retain all available funds for use in our operations and the expansion of
our business.

Difference Between Canadian and Unites States Generally Accepted Accounting Principles L ossfor the periods

Year Y ear Y ear One month
ended May 31  ended May 31 ended May 31 ended May 31
2011 2010 2009 2008
(Loss) for the period —Canadian GAAP $(3,937,326) $(26,982,082) $(21,099,866) $(5,544,998)
Gain on dilution of equity investment (453,775) - (2,238,492) -
Mineral properties expensed under U.S. GAAP (15,371,440) (3,411,935) (17,562,548) (1,884,160)
Revenue recognized - 27,948,475 653,941 -
Cost of goods sold (231,896) (24,275,977) (1,260,127) -
Amortization - (1,825,067) (640,425) -
Amortization of balls millsincluded in mineral
properties under U.S. GAAP (419,345) (419,345) ) .
Depletion of mineral properties under Canadian GAAP 7,489,645 3,338,116 - -
Loss of variable interest entity under U.S. GAAP - 69,765 - -
Expensing of opening inventory reclassified in prior year - (2,868,999) - -
Write down of inventory in finished goods and work in
progress - - (2,404,695) -
Change in fair value of warrants denominated in }
Canadian dollarsunder U.S. GAAP (8,420,089) 1,692,320 22,811,582
Changein fair value of share capital issued with warrants
denominated in Canadian dollars under U.S. GAAP _ 58 824 . _
Canadian dollarsunder U.S. GAAP
Foreign exchange on difference in mineral properties )
expensed under U.S. GAAP ) i (9,639,262)
Foreign exchange on difference in senior secured
notes under U.S. GAAP ) ) 3,180.313 )
Share issuance costs relating to warrants expensed under
U.S. GAAP (357,395) - - -
Additional loss relating to redemption and
modification of senior secured note agreement under
U.S. GAAP 177,778 - (18,712,488) 3,831,931
Net loss—U.S. GAAP $(21,523,843) $(26,675,905) $(46,852,067) $(3,597,227)
Basic and diluted loss per share— U.S. GAAP $(0.15) $(0.25) $(0.49) $(0.04)
Year Three months Y ear
ended April 30 ended April 30 ended January 31
2008 2007 2007
(Loss) for the period —Canadian GAAP $(16,111,007) $(8,492,639) $(30,712,592)
Gain on dilution of equity investment (12,582,085) (632,396) (1,701,589)
Mineral properties expensed under U.S. GAAP (22,680,970) (5,510,801) (3,540,104)
Foreign exchange on difference in mineral properties )
under U.S. GAAP 1,622,000 272,000
Net loss —U.S. GAAP $(49,752,062) $(14,635,836) $(35,682,285)
Basic and diluted loss per share— U.S. GAAP $(0.53) $(0.16) $(0.46)

Form 20-F_Fiscal Year Ended 2011 May 31
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Balance Shests May 31, May 31, May 31, May 31,
2011 2010 2009 2008
Total assets— Canadian GAAP $115,519,276 $80,262,195 $81,543,823 $71,208,177
Depletion of minera properties added to ending i i
inventory (513,513) (281,617)
'E\l"n'd”era' properties expensed or charged to cost of Sles g 55604 (56,235,484) (55001,369)  (33,788,515)
Total assets— U.S. GAAP $50,470,139 $23,745,094 $26,542,454 $37,419,662
Total liabilities — Canadian GAAP $95,199,170 $101,615,310 $90,464,111 $56,602,043
Allocation of fair value of senior notes under U.S. GAAP - - - (13,636,333)
Derivative liability— warrants 11,578,581 4,965,589 6,292,830 -
Equity component of convertible debt treated as a i 177778 495,121 i
liability
Total liabilities— U.S. GAAP $106,777,751  $106,758,677 $97,252,062 $ 42,965,710
Shareholders’ equity (deficit) Canadian — GAAP
$17,812,950  $(21,353,115) $ (8,920,288) $ 14,606,134
Mineral properties expensed or charged to cost of (64,536,624)  (56,235,484) (55,001,369) (33,788,515)
sales and revenue under U.S. GAAP
Exercise of warrants denominated in Canadian dollars 13,478,944 272,000 - -
under U.S. GAAP
Depletion added to ending inventory (513,513 (281,617) - -
(Decrease) increase in retained earnings due to 1.622.000
translation of prior year mineral property expenses (4,564,949) (4,564,949) (4,564,949) e
and senior secured notes
Difference in accumulated other comprehensive
income 4,564,949 4,564,949 4,564,949 (1,622,000)
Increase in net income due to the change in fair value
of warrants denominated in Canadian dollars under
Increase in net income due to the change in fair value 14,463,183 22,883,272 22,871,582 -
of warrants denominated in Canadian dollars under
Decrease in warrants due to fair value of warrants (38,489,476) (28,120,861) (29,164,412) -
denominated in Canadian dollars under U.S. GAAP
Decrease in warrants due to the fair value of finders' (1,031,232) - - -
warrants
Additional loss relating to redemption and (14,591,713) (14,591,713) (14,903,816) 3,831,931
modification of senior secured note agreement under
Allocation of fair value of senior secured notes under 14,591,713 14,591,713 14,903,816 9,804,402
U.S. GAAP
Equity adjustment of non-controlling interest 2,507,156 - - -
Equity component of convertible debenture treated as
aliability under U.S. GAAP. - (177,778) (495,121) -
Shareholders' deficiency —U.S. GAAP $(56,308,612)  $(83,013,583) $(70,709,608) $(5,546,048)
Balance Sheets April 30, April 30, January 31,
2008 2007 2007
Total assets— Canadian GAAP $58,789,331 $ 24,981,649 $ 22,743,078
Mineral properties expensed or charged to cost of
sales and revenue under U.S. GAAP (22,680,970) (5,510,801) (3,540,104)
Total assets— U.S. GAAP $36,108,361 $ 19,470,848 $ 19,202,974
Shareholders’ equity (deficit) -Canadian GAAP $18,765,944 $14,370,149 $ 18,647,224
Mineral properties expensed under U.S. GAAP (22,680,970) (5,510,801) (3,540,104)
Shareholders’ equity (deficit) —U.S. GAAP $ (3,915,026) $8,859,348 $ 15,107,120
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3.B. Capitalization and I ndebtedness

Not applicable.

3.C. Reasons for the Offer and Use of Proceeds
Not applicable.

3.D. Risk Factors

The following is a brief discussion of those distinctive or special characteristics of our operations and industry,
which may have a material impact on, or congtitute risk factors in respect of, our financial performance. However,
there may be additional risks unknown to us and other risks, currently believed to be immaterial, that could turn out
to be material. Theserisks, either individually or simultaneously, could significantly affect the group’ s business and
financial results.

We operate in a dynamic and rapidly changing environment that involves numerous risks and uncertainties.
Investors should carefully consider the risks described below before investing in our securities. The occurrence of
any of the following events could harm us. If these events occur, the trading price of our common shares could
decline, and investors may lose part or even al of their investment.

Mining operations and projects are vulnerable to supply chain disruptions and our operations and devel opment
projects could be adversely affected by shortages of, as well as lead times to deliver, strategic spares, critical
consumables, mining equipment or metallurgical plant equipment.

Our operations and development projects could be adversely affected by shortages of, as well as lead times to
deliver, strategic spares, critical consumables and processing equipment. In the past, we and other gold mining
companies have experienced shortages in critical consumables, particularly as production capacity in the global
mining industry has expanded in response to increased demand for commodities, and we have experienced increased
delivery times for these items. These shortages have aso resulted in unanticipated increases in the price of certain
of these items. Shortages of strategic spares, critical consumables or mining equipment, which could occur in the
future, could result in production delays and production shortfalls, and increases in prices result in an increase in
both operating costs and the capital expenditure to maintain and develop mining operations. We and other gold
mining companies, individually, have limited influence over manufacturers and suppliers of these items. In certain
cases there are only limited suppliers for certain strategic spares, critical consumables and processing equipment and
they command superior bargaining power relative to us, or we could at times face limited supply or increased lead
time in the delivery of such items. If we experience shortages, or increased lead timesin delivery of strategic spares,
critical consumables or processing equipment our results of operations and our financial condition could be
adversely affected.

We face uncertainty and risksin our exploration and project evaluation activities.

Exploration activities are speculative in nature and project evaluation activities necessary to determine whether a
viable mining operation exists or can be developed are often unproductive. These activities also often require
substantial expenditure to establish the presence, and to quantify the extent and grades (metal content), of
mineralized material through exploration drilling. Once mineralization is discovered it can take severa years to
determine whether adequate ore reserves exist. During this time, the economic feasibility of production may change
owing to fluctuations in factors that affect revenue, as well as cash and other operating costs, including:

future metal and other commodity prices,

anticipated tonnage, grades and metallurgical characteristics of the ore to be mined and processed;
anticipated recovery rates of gold from the ore; and

anticipated capital expenditure and cash operating costs.

These estimates depend upon the data available and the assumptions made at the time the relevant estimate is made.
Resource estimates are not precise calculations and depend on the interpretation of limited information on the
location, shape and continuity of the occurrence and on the available sampling results. Further exploration and
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studies can result in new data becoming available that may change previous resource estimates which will impact
upon both the technical and economic viability of production of the relevant mining project. Changes in the forecast
prices of commodities, exchange rates, production costs or recovery rates may change the economic status of
resources resulting in revisions to previous resource estimates. These revisions could impact depreciation and
amortization rates, asset-carrying values provisions for closedown, restoration and environmental clean-up costs.
These estimates depend upon the data available and the assumptions made at the time the relevant estimate is made.

We undertake revisions to our resource estimate based upon actual exploration and production results, new
information on geology and fluctuations in production, operating and other costs and which could adversely affect
the life-of-mine plans and consequently the total value of our mining asset base. Resource restatements could
negatively affect our results, financial condition and prospects, as well as our reputation. The increased demand for
gold and other commaodities, combined with a declining rate of discovery, has resulted in existing reserves being
depleted at an accelerated rate in recent years. We, therefore, face intense competition for the acquisition of
attractive mining properties.

From time to time, we evaluate the acquisition of exploration properties and operating mines, either as stand-alone
assets or as part of companies. Our decisions to acquire these properties have historically been based on a variety of
factors including estimates of and assumptions regarding the extent of resources, cash and other operating costs,
gold prices and projected economic returns and evaluations of existing or potential liabilities associated with the
relevant property and our operations and how these factors may change in the future. All of these factors are
uncertain and could have an impact upon revenue, cash and other operating issues, as well as the uncertainties
related to the process used to estimate resources.

As aresult of these uncertainties, the exploration programs and acquisitions engaged in by us may not result in the
expansion or replacement of the current production with new resources or operations. Our operating results and
financial condition are directly related to the success of our exploration and acquisition efforts and our ability to
replace or increase existing resources. If we are not able to maintain or increase our resources, our results of
operations and our financial condition and prospects could be adversely affected.

We face many risks related to the development of our mining projects that may adversely affect our results of
operations and profitability.

The profitability of mining companies depends, in part, on the actual costs of developing and operating mines,
which may differ significantly from estimates determined at the time a relevant mining project was approved. The
development of mining projects may also be subject to unexpected problems and delays that could increase the cost
of development and the ultimate operating cost of the relevant project. Our decision to develop a mineral property is
based on estimates made as to the expected or anticipated project economic returns. These estimates are based on
assumptions regarding:

o future gold prices,

e anticipated tonnage, grades and metallurgical characteristics of ore to be mined and processed;
anticipated recovery rates of gold extracted from the ore; and
anticipated capital expenditure and cash operating costs.

Actual cash operating costs, production and economic returns may differ significantly from those anticipated by
such estimates.

There are a number of uncertainties inherent in the development and construction of an extension to an existing
mine, or in the development and construction of any new mine. In addition to those discussed above, these
uncertaintiesinclude the:

timing and cost of the construction of mining and processing facilities, which can be considerable;
availability and cost of skilled labor, power, water and transportation facilities;
e need to obtain necessary environmental and other governmental permits and the time to obtain such

permits; and
e availahility of funds to finance construction and development activities.
New mining operations could experience unexpected problems and delays during development, construction and
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mine start-up. In addition, delays in the commencement of mineral production could occur. Finally, operating cost
and capital expenditure estimates could fluctuate considerably as a result of changes in the prices of commodities
consumed in the construction and operation of mining projects. Accordingly, our future development activities may
not result in the expansion or replacement of current production with new production, or one or more new
production sites or fadlities may be less profitable than currently anticipated or may not be profitable at al. Our
operating results and financial conditions are directly related to the success of our project developments. A failure
in our ability to develop and operate mining projects in accordance with, or in excess of, expectations could
negatively affect our results of operations and our financial condition and prospects.

We may require additional funding in order to continue our operations.

We have been producing since January 8, 2010, when we achieved commercia production a our Molejon gold
property. Considering our increase in cash margin, our improvements in throughput and production capacity at our
Molejon gold processing plant and the future start up of the on/off leach pad project in our second quarter of fiscal
year 2012, the potential of our requiring additional funding in order to continue operations has been largely
mitigated. In addition, our net income for the three months period ended May 31, 2011, reflects a positive trend in
our finance and operational structure. This positive trend will enable us to manage our cash flow from operations
for operational requirements and for planned exploration and development programs. Our 6% reduction of debt as
at May 31, 2011, compared to May 31, 2010, our improvement in liquidity and our positive operational results for
the last quarter demonstrates that this risk has been managed properly. Alternative sources of funding, depending
on market conditions and the potential desire of investors wishing to increase their participation in our company’s
business could be possible. There can be no assurance, however, that funding from these sources would be
sufficient in the future to satisfy our operational requirements, debt repayments and cash commitments. This is
dependent on market expectations and our production and results.

We have a history of losses, as at May 31, 2011, we have an accumulated deficit of $150,694,344. However, during
the year ended May 31, 2011 we obtained an operating profit of $21,215,882 and during the last two quarters of
year ended May 31, 2011, we obtained a net income of $7,503,883.

The consolidated financial statements are prepared on a going concern basis, which assumes that we will be able to
realize our assets at the amounts recorded and discharge our liabilities in the norma course of business in the
foreseeable future.

Our 2012 fiscal year budget approved by our Board of Directors indicates that we will be able to continue as a
going concern without obtaining additional financing. We expect to fund our operations including our working
capital deficiency via internal cash flows generated from our Molgjon gold mine. However, we will continue to
strategically seek external financing to reduce our overall cost of capital and to support further expansion of our
business.

Our consolidated financial statements are prepared on a going concern basis

Our consolidated financial statements are prepared on a going concern basis, which assumesthat we will be able to
realize our assets at the amounts recorded and discharge our liabilities in the normal course of business in the

foreseeable future. Our management believes that based on the our currently consolidated production performance,
our proven cost management system and our substantially reduced debt profile, in addition to favourable market
conditions going into fiscal year 2012, that sustainability of our business has been assured and no further going
concern uncertainty should be considered.

Our level of indebtedness could adversely affect our business.

Although this risk could affect our financia situation, it has been managed appropriately and such management has
enabled us to payout all Notes and Convertible Notes on each due date during the year ended May 31, 2011. In
addition, the subordination of the remaining outstanding balances of Notes and Convertible Notes to the Forward
Gold Purchase Agreement, signed with Deutsche Bank AG, London Branch, during our 2011 fiscal year has
improved our liquidity and indebtedness profiles. During the year ended May 31, 2011, our total indebtedness
decreased 87% compared to May 31, 2010.

As aresult of new acquisitions and our growth strategy, we may incur additional indebtedness in the future A
significant increase in our debt levels may have important consequences for us, including, but not limited to the
following:
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Our ability to obtain additional financing for working capital, capital expenditures, general corporate
and other purposes or to fund future operations may not be available on terms favourable to us or at
al;

A significant amount of our operating cash flow is dedicated to the payment of interest and principal
on our indebtedness, thereby diminishing funds that would otherwise be available for our operations
and for other purposes;

Increasing our vulnerability to current and future adverse economic and industry conditions;

A substantial decrease in net operating cash flows or increase in our expenses could make it more
difficult for usto meet our debt service requirements, which could force us to modify our operations;

Our leveraged capital structure may place us at a competitive disadvantage by hindering our ability to
adjust rapidly to changing market conditions or by making us vulnerable to a downturn in our
business or the economy in general;

We may have to offer debt or equity securities on terms that may not be favourable to us or to our
shareholders;

Limiting our flexibility in planning for, or reacting to, changes and opportunities in our business and
our industry; and

Our level of indebtedness increases the possibility that we may be unable to generate cash sufficient
to pay the principal or interest due in respect of our indebtedness.

We face many risks related to our operations that may adversely affect our cash flows and overall profitability.

Gold mining is susceptible to numerous events that may have an adverse impact on our mining business, our ability
to produce gold and meet our production targets. These eventsinclude, but are not limited to:

environmental hazards, including discharge of metals, pollutants or hazardous chemicals;
industrial accidents;

fires;

labour disputes;

mechanical breakdowns;

electrical power interruptions;

encountering unexpected geological formations;

unanticipated ground conditions;

ingresses of water;

process water shortages,

failure of mining pit slopes, water dams, waste stockpiles and tailings dam walls;

legal and regulatory restrictions and changes to such restrictions;

safety-related stoppages,

other natural phenomena, such as floods, droughts or inclement weather conditions, potentialy
exacerbated by climate change.

Mineral prices can fluctuate dramatically and have a material adverse effect on our results of operations.

Our revenues are primarily derived from the sale of gold and the market price for gold fluctuates widely. These
fluctuations are caused by numerous factors beyond our control including:

specul ative positions taken by investors or tradersin gold;

changes in the demand for gold as an investment;

changes in the demand for gold used in jewellery and for other industrial uses, including as a result of
prevailing economic conditions;

changes in the supply of gold from production, disinvestment, scrap and hedging;
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financial market expectations regarding the rate of inflation;

strength of the US dollar (the currency in which the gold price trades internationally) relative to other
currencies,

changesin interest rates,

actual or expected sales or purchases of gold by central banks and the International Monetary Fund;
gold hedging and de-hedging by gold producers;

global or regional political or economic events; and

e thecost of gold production in major gold producing countries.

On August 26, 2011, the afternoon fix price of gold on the London Bullion Market was $1,788 per ounce. The price
of gold is often subject to sharp, short-term changes resulting from speculative activities. While the overal supply
of and demand for gold can affect its market price, because of the considerable size of above-ground stocks of the
metal in comparison to other commaodities, these factors typically do not affect the gold price in the same manner or
degree that the supply of and demand for other commodities tends to affect their market price. In addition, the
recent shift in gold demand from physical demand to investment and speculative demand may exacerbate the
volatility of gold prices.

A sustained period of significant gold price volatility may adversely affect our ability to evaluate the feasibility of
undertaking new capital projects or continuing existing operations or to make other long-term strategic decisions. If
revenue from gold sales falls below the cost of production for an extended period, we may experience losses and be
forced to curtail or suspend some or all of our capital projects or existing operations. In addition, we would have to
assess the economic impact of low gold prices on our ability to recover any losses that may be incurred during that
period and on our ability to maintain adequate cash reserves.

We face risks related to operationsin foreign countries.

Currently our properties are located only in Panama, a country with a developing mining sector but with no other
commercially producing mines. Consequently, we are subject to, and our mineral exploration and mining activities
may be affected in varying degrees by, certain risks associated with foreign ownership including inflation, political
instability, political conditions and governmert regulations. Any changes in regulations or shifts in political
conditions are beyond our control and may adversely affect our business. Operations may be affected by
government regulations with respect to restrictions on production, restrictions on foreign exchange and repatriation,
price controls, export controls, restriction of earnings distribution, taxation laws, expropriation of property,
environmental legislation, water use, mine safety and renegotiation or nullification of existing concessions, licenses,
permits, and contracts.

Failure to comply strictly with applicable laws, regulations and local practices relating to mineral rights applications
and tenure could result in loss, reduction or expropriation of entitlements, or the imposition of additional local or
foreign parties as joint venture partners with carried or other interests. The occurrence of these various factors and
uncertainties cannot be accurately predicted and could have an adverse effect on our operations or profitability.

As part of our strategy to manage geopolitical risk, we are looking to diversify our project portfolio. As such, on
April 6, 2011, we entered into a binding letter of intent with Iberian Resources Corp. (“Iberian™) pursuant to which
we propose to acquire all of the outstanding shares of Iberian, which owns 100% of the Lomero-Poyatos mine,
through its wholly-owned Spanish affiliate Corporacion de Recursos lberia S.L. The Lomero-Poyatos mine is
located about 110 kilometres northeast of Seville, in the heart of the Iberian Pyrite Belt. Iberian also owns several
other exploration licenses in Iberia, through its wholly-owned Spanish and Portuguese affiliates. This proposed
transaction has been unanimously approved by Iberian’s shareholders and currently is subject to the approval of the
shareholders of our company at our special meeting to be held on August 31, 2011. With this proposed transaction
we will add approximately 2 million ounces of gold to our resources and diversify our geopolitical within our
project portfolio.

The requirements of the Ley Petaquilla may have an adverse impact on us.

Our operations in Panama are governed primarily by Law No. 9 of the Legislative Assembly of Panama (the “Ley
Petaquilla’), a project-specific piece of legidation enacted in February 1997 to deal with the orderly development of
the Cerro Petaguilla Concession.

The Ley Petaquilla granted a mineral exploration and exploitation concession to Minera Panama, S.A. (formerly
known as Minera Petaquilla, S.A. (“MPSA”)), a Panamanian company formed in 1997 to hold the Cerro Petaguilla
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Concession covering approximately 136 square kilometersin north-central Panama. Although we no longer hold an
interest in the copper deposits therein, we continue to hold the rights to the Molgjon gold deposit and, as the Cerro
Petaguilla Concession encompasses this deposit, the Ley Petaguilla governs our exploration activities.

The Ley Petaquilla contains fiscal and legal stability clauses necessary in order to obtain project financing and
includes tax exemptions on income, dividends and imports. The Ley Petaquilla also provides for an increase in the
annual available infrastructure tax credit, higher depreciation rates for depreciable assets which cannot be used in
the infrastructure tax credit pool, and a favorable depletion allowance.

In order to maintain the Cerro Petaquilla Concession in good standing, MPSA must pay to the Government of
Panama an annual rental fee of $0.50 per hectare during the first two years of the concession, $1.00 per hectare in
the third and fourth years of the concession and $1.50 per hectare thereafter. The concession was granted for a 20-
year term with up to two 20-year extensions permitted, subject to the requirement to begin mine development and to
make a minimum investment of $400 million in the development of the Cerro Petaquilla Concession.

Under the Ley Petaquilla, MPSA was required to begin mine development by May 2001. However, MPSA was
able to defer commencing development operations by one month for every month that the price of copper remained
below $1.155 per pound for up to a further five years (i.e. until May 2006 at the latest). In September 2005, the
multi-phase Petaguilla Mine Development Plan (the “Plan”) submitted to the Government of Panama by us and
MPSA was approved by Ministerial Resolution. The Molgjon gold mineral deposit forms part of the Cerro
Petaguilla Concession and the first phase of the Plan focused on the advancement of the Molejon gold deposit by us
as commenced in 2006. Subsequent phases of the Plan are the responsibility of MPSA.

The Ley Petaquilla also requires MPSA to (i) deliver an environmental report to the General Directorate of Mineral
Resources of the Ministry of Commerce and Industries (“MICI™) for evaluation; (ii) submit, prior to extraction, an
environmental feasibility study specific to the project area in which the respective extraction will take place; (iii)
submit annually a work plan comprising the projections and approximate costs for the respective year to the MICI;
(iv) post letters of credit in support of required compliance and environmental protection guarantees; (v) annually
pay surface canons; (vi) annually pay royalties for extracted minerals; (vii) annually present to the MICI detailed
reports covering operations and employment and training; (viii) create and participate in the administration of a
scholarship fund to finance studies and training courses or professional training for the inhabitants of the
communities neighboring the Cerro Petaquilla Concession in the provinces of Cocle and Colon; and (ix) maintain
all mining and infrastructure works and services of the project, always complying with the standards and regulations
of general application in force that pertain to occupational safety, health and construction.

For reference, a copy of Law No. 9, as passed by the Legislative Assembly of Panama on February 26, 1997, was
provided with our Form 20-F for the fiscal year ended May 31, 2009, as Exhibit 4.V.

Our operations are subject to environmental and other regulation.

Our current or future operations, including development activities and production on our properties, require permits
from various governmental authorities and such operations are and will be subject to laws and regulations governing
prospecting, development, mining, production, exports, taxes, labour standards, occupational health, waste disposal,
toxic substances, land use, environmental protection, mine safety, community services and other matters.
Companies engaged in the development and operdion of mines and related facilities generally experience increased
costs and delays in production and other schedules as a result of the need to comply with applicable laws,
regulations and permits. Other than the Molgjon gold mine, there can be no assurance that approvals and permits
required to commence production on our various properties will be obtained. Additional permits and studies, which
may include environmental impact studies conducted before permits can be obtained, may be necessary prior to
operation of the properties in which we have interests and there can be no assurance that we will be able to obtain or
maintain al necessary permits that may be required to commence construction, development or operation of mining
facilities at these properties on terms which enable operations to be conducted at economically justifiable costs.

Our potential mining and processing operations and exploration activities in Panama are subject to various federal
and provincial laws governing land use, the protection of the environment, prospecting, development, production,
exports, taxes, labour standards, occupational health, waste disposal, toxic substances, mine safety, community
services and other matters. Such operations and exploration activities are also subject to substantial regulation
under these laws by governmental agencies and may require that we obtain permits from various governmental
agencies. We believe that we are in substantial compliance with all material laws and regulations that currently
apply to corporate activities. There can be no assurance, however, that al permits which may be required for
construction of mining facilities and conduct of mining operations will be obtainable on reasonable terms or that
such laws and regulations would not have a material adverse effect on any mining project that we might undertake.
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Failure to comply with applicable laws, regulations, and permitting requirements may result in enforcement actions
there under, including orders issued by regulatory or judidal authorities causing operations to cease or be curtailed,
and may include corrective measures requiring capital expenditures, installation of additional equipment, or
remedial actions. Parties engaged in mining operations may be required to compensate those suffering loss or
damage by reason of the mining activities and may have civil or crimina fines or penalties imposed for violations
of applicable laws or regulations.

Amendments to current laws, regulations and permits governing operations and activities of mining companies, or
more stringent implementation thereof, could have a material adverse impact on the Company and cause increases
in capital expenditures or production costs or reductions in levels of production at producing properties or
abandonment or delays in development of new mining properties.

To the best of our knowledge, we are currently operating in compliance with all applicable environmental
regulations except as to matters under mitigation as requested by the government of Panama.

Our directors may have conflicts of interest.

As of November 6, 2009, one of our directors, David Levy, holds a position with Platinum Management (NY) LLC,
an investment advising firm to Platinum Partners Vaue Arbitrage Fund LP, a New York based investment fund.
Platinum Partners VValue Arbitrage Fund LP holds securities in us and a portion of our debt. However, Mr. Levy is
not a director of nor is he an officer of Platinum Partners Value Arbitrage Fund LP nor are any of our directors
insiders of any other reporting company. While currently none of our directors beneficially owns a 10% or greater
interest in the voting power of any other mineral resource companies, they could in the future. To the extent that
these other companies may participate in ventures in which we may participate, such directors may have a conflict
of interest in negotiating and concluding terms respecting the extent of such participation, which could result in
competitive harm to us. In the event that such a conflict of interest arises at a meseting of the directors, a director
who has such a conflict will abstain from voting for or against the approval of such participation or such terms. In
appropriate cases, we will establish a special committee of independent directors to review a matter in which severa
directors, or management, may have a conflict. In accordance with the laws of the Province of British Columbia, the
Company’s directors are required to act honestly, in good faith and in our best interests. In determining whether or
not we will participate in a particular program and the interest therein to be acquired by it, our directors primarily
consider the potential benefitsto us, the degree of risk to which we may be exposed and our financial position at that
time. Other than asindicated, we have no other procedures or mechanisms to prevent conflicts of interest.

Environmental protestors are present in Panama.

Various independent environmental groups or individuals would like to prevent the operation of mining in Panama.
Our operations could be significantly disrupted or suspended by activities such as protests or blockades that may be
undertaken by such groups or individuals. Although these protests or blockades could happen, we have a
contingency plan in placeto guarantee the continuity of our operations and activities at our Molejon mine.

Our common shares are subject to penny stock rules, which could affect trading in our shares.

Our common shares are classified as “penny stock” as defined in Rule 15¢-9 promulgated under the Exchange Act.
In response to perceived abuse in the penny stock market generally, the Exchange Act was amended in 1990 to add
new requirements in connection with penny stocks. In connection with effecting any transaction in a penny stock, a
broker or dealer must give the customer a written risk disclosure document that (a) describes the nature and level of
risk in the market for penny stocks in both public offerings and secondary trading, (b) describes the broker's or
dealer's duties to the cugomer and the rights and remedies available to such customer with respect to violations of
such duties, (c) describes the dealer market, including “bid” and “ask” prices for penny stock and the significance of
the spread between the bid and ask prices, (d) contains a toll-free telephone number for inquiries on disciplinary
histories of brokers and dealers and (€) defines significant terms used in the disclosure document or the conduct of
trading in penny stocks. In addition, the broker-dealer must provide to a penny stock customer a written monthly
account statement that discloses the identity and number of shares of each penny stock held in the customer’s
account and the estimated market value of such shares. The extensive disclosure and other broker-dealer
compliance related to penny stocks may result in reducing the level of trading activity in the secondary market for
our common shares, thus limiting the ability of our shareholdersto sell their shares.

U.S investors may not be able to enforce their civil liabilities against us or our directors, controlling persons and
officers.

Our company, our officers and some of our directors are residents of countries other than the United States, and all
of our assets are located outside the United States. As a result, it may not be possible for investors to effect service
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of process within the United States upon such persons or enforce in the United States against such persons
judgments obtained in United States courts, including judgments predicated upon the civil liability provisions of
United States federal securities laws or state securities laws.

We believe that a judgment of a United States court predicated solely upon civil liability under United States
securities laws would probably be enforceable in Canada if the United States court in which the judgment was
obtained has a basis for jurisdiction in the matter that was recognized by a Canadian court for such purposes.
However, there is doubt whether an action could be brought in Canada in the first instance on the basis of liability
predicated solely upon such laws.

If we are characterized as a Passive Foreign Investment Company (“ PFIC"), our U.S. shareholders may be subject
to adverse U.S. federal income tax consegquences.

We have not made a determination as to whether we are considered a PFIC as such term is defined in the U.S.
Internal Revenue Code of 1986, as amended (the “Code”), for U.S. federal income tax purposes for the current tax
year and any prior tax years. A non-U.S. corporation generally will be considered a PFIC for any tax year if either
(1) at least 75% of its gross income is passive income or (2) at least 50% of the value of its assets (based on an
average of the quarterly values of the assets during a taxable year) is attributable to assetsthat produce or are held
for the production of passive income.

In genera, if we are or become a PFIC, any gain recognized on the sale of our common stock and any “excess
distributions” (as specifically defined in the Code) paid on the common stock must be ratably allocated to each day
in a U.S. taxpayer’s holding period for the common stock. The amount of any such gain or excess distribution
alocated to prior years of such U.S. taxpayer’s holding period for the common stock generally will be subject to
U.S. federal income tax at the highest tax applicable to ordinary income in each such prior year, and the U.S.
taxpayer will be required to pay interest on the resulting tax liability for each such prior year, calculated as if such
tax liability had been due in each such prior year. For more information, see “Material United States Federal
Income Tax Consequences Passive Foreign Investment Company”.

ITEM 4. INFORMATION ON THE COMPANY
4.A. History and Development of the Company

We are a corporation organized under the laws of the Province of British Columbia, Canada. We were incorporated
on October 10, 1985, under the name Adrian Resources Ltd. by registration of our Memorandum and Articles of
Association with the British Columbia Registrar of Companiespursuant to the Company Act (British Columbia) (the
“BCCA"). The BCCA was replaced by the Business Corporations Act (British Columbia) (the “BCA) in March
2004 and we are now governed by the BCA. Our name was changed from Adrian Resources Ltd. to Petaguilla
Minerals Ltd. on October 12, 2004.

Our principal office is located at Suite 410, 475 West Georgia Street, Vancouver, British Columbia, Canada, V6B
4M9. The telephone number for our principal officeis (604) 694-0021 and the facsimile number is (604) 694-0063.

We havenineteen subsidiaries and one joint venture interest as detailed below:

0] We own all of the issued shares of Adrian Resources (BVI) Ltd., which was incorporated in the British
Virgin Islands on December 17, 1999.

(i) Adrian Resources (BVI) Ltd. owns al of the issued shares of Petaquilla Minerals, S.A., which was
incorporated in the Republic of Panama on April 28, 1992, and holds title to certain of our exploration
concessions in the Republic of Panama. Although originaly incorporated under the name Adrian
Resources, S.A., the name of such subsidiary was changed to Petaguilla Minerals, S.A on February 3, 2005.

(iii) Petaguilla Minerals, S.A. owns al of the issued shares of Petaquilla Gold, S.A., a Panamanian corporation
formed on August 11, 2005. Petaquilla Gold, S.A. holds the Molegjon gold property interest and other
potential gold deposits within the Cerro Petaquilla Concession lands.

(iv) Petaquilla Minerals, SA. owns al of the issued shares of Instituto Petaquilla, S.A., a Panamanian
corporation which was formed on April 23, 2007, to conduct training and education programs for our
personnel.

(v) Petaquilla Minerals, S.A. owns al of the issued shares of Brigadas Verdes, S.A., a Panamanian corporation
which was formed on March 27, 2007, to coordinate and manage reforestation activities.

(vi) Compafiia Minera Belencillo, S.A., a Panamanian corporation, was formed on September 21, 2005, in
accordance with the agreement signed between Petaquilla Minerals, S.A. and Madison Enterprises (Latin
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American), SA. Petaquilla Minerals, S.A. owns 68.88% of Compafiia Minera Belencillo, S.A., which in
turn holds a 100% interest in Zone 2 of the Rio Belencillo Concession and 68.88% of Zone 1, subject to an
option by Madison Enterprises (Latin American), S.A. to earn a 31.12% interest in Zone 1 of the Rio
Belencillo Concession. On May 7, 2005, we entered into an option agreement with Gold Dragon Capital
Management Ltd. (“Gold Dragon”) whereby Gold Dragon could earn a 100% interest in the concession
lands by the expenditure of $500,000 over two years on mutually agreed upon property expenditures.

(vii) Petaguilla Gold, S.A. owns 50.2% of the shares of Petaquilla Infraestructura, S.A. (formerly named
Petaquilla Power & Water, S.A.), a Panamanian corporation formed on September 21, 2006, primarily for
the purposes of(i) designing, constructing, operating, maintaining and installing equipment and networks
for the generation, transmission and commercialization of electrical energy; and (ii) developing projects for
the production, distribution and commercialization of potable water.

(viii)  Petaguilla Gold, S.A. also owns all of the issued shares of Aqua Azure, S.A., a Panamanian corporation
which was formed on October 10, 2006, to purchase, sell, lease, manage, commercialize and hold
investment in various moveable goods.

(ix) We own 49% of the issued shares of Azuero Mining Development, S.A., incorporated in Panama. Azuero
Mining Development, S.A., in turn, owns 100% of the issued shares of Vintage Mining (BVI) Ltd.,
incorporated in the British Virgin Islands. Vintage Mining (BV1) Ltd. holds 24.8% of the issued shares of
Iberian Resources Corp., incorporated in British Columbia. Iberian Resources Corp. holds 100% of the
issued shares of Sulfuros Comlejos Andalucia Mining S.L., incorporated in Spain, Almada Mining S.A.,
incorporated in Portugal, and Corporacion Recursos Iberia S.L., incorporated in Spain.

(x) We own 47.78% of the issued shares of Panamanian Development and Infrastructure Ltd., formerly
Petaquilla Infrastructure Ltd., incorporated in British Columbia, Canada, on May 29, 2009.

(xi) We own all of the issued shares of Petaquilla Holdings Ltd. incorporated in British Columbia, Canada, on
April 6, 2011.

(xii) We own all of the issued shares of Petaquilla Infraestructura Ltd., which was incorporated in the British
Virgin Islands on February 21, 2008.

(xiii)  Petaquilla Infraestructura Ltd. owns al of the issued shares of Panama Desarollo de Infraestructuras, S.A.,
formerly Petaquilla Hidro, S.A., a Panamanian corporation formed on October 10, 2008.

(xiv)  Panama Desarollo de Infraestructuras, S.A. owns all of the issued shares of Petaquilla Security, SA., a
Panamamanian corporation formed on April 25, 2007.

(xv) Panama Desarollo de Infraestructuras, S.A. owns al of the issued shares of Panama Central Electrica, S.A.,
a Panamanian corporation formed on February 16, 2009.

We are engaged in the acquisition, exploration, exploration management and sale of mineral properties, with the
primary aim of developing them to a stage where they can be exploited at a profit. We are currently active in the
production of gold from our open pit mine at our Molejon gold project, which achieved commercia production
status on January 8, 2010, in Panama as well as the exploration of a number of our adjacent mineral concessions in
the Republic of Panama.

Molegjon Property — Panama

Our interest in the Molegjon deposit was acquired in 1992 and 1993 through two separate series of transactions and in
2005 by way of an agreement amongst the shareholders of MPSA. Specifically, in June 2005, the shareholders of
MPSA agreed to separate the gold deposit and other precious metal mineral deposits that might be developed within
the Cerro Petaguilla Concession from the copper mineral deposits within the Cerro Petaquilla Concession. The
agreement provided for us, through our subsidiary, Petaquilla Gold, S.A., to own a 100% interest in the Molgjon
gold deposit, as well as all other gold and precious metal mineral deposits that might be developed within the Cerro
Petaquilla Concession, subject to a graduated 5% - 7% Net Smelter Return, based on the future gold price at the time
of production, payable to others.

In September 2005, the multi-phase Petaquilla Mine Development Plan (the “Plan”) submitted to the Government of
Panama by us and MPSA was approved by Ministerial Resolution. The Molejon gold mineral deposit forms part of
the Cerro Petaguilla Concession lands and the first phase of the Plan focused on the advancement of the Molegjon
gold deposit by us commencing in 2006. Subsequent phases of the Plan are the responsibility of MPSA, the joint
venture company in which we no longer hold an interest.
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Principal Capital Expenditures and Divestitures Over Last Two Fiscal Years
Asat May 31, 2011, we have capitalized $78,292,958 net of income of $27,908,659, in minera property costs.

Plant $50.297.224
Plant equipment 2,973,133
Camp 5,560,803
Tailings ponds 5,059,722
Pre-stripping 6,370,240
Site improvements under construction 2,235,957
Asset retirement obligation (see Note 24 of financial statements) 3,796,085
Capitalized interest expense 1,999,794

$78,292,958

A total of $62,408,006, net of revenue of $27,908,659 was capitalized in mineral property cost as at May 31, 2010.

Current Principal Capital Expenditures and Divestitures

We have either ongoing or anticipated capital expenditures during our fiscal year ending May 31, 2012. With
respect to the planned exploration and advancement of our Molejon property, we anticipate capital expenditures of
approximately $20,000,000 during the fiscal year ending May 31, 2012. Capital expenditures related to our plant
expansion comprise approximately $5,000,000 of this amount and we anticipate financing this portion through a
leasing facility. We also anticipate capital expenditures of approximately $26,000,000 for the infrastructure division
of our company, which will focus on our on/off leach pad project, and various other earthworks and construction
projects, during the fiscal year ended May 31, 2012. However, such expenditures are subject to further
consideration and to our ability to obtain sufficient cash flow from operations. There is no assurance that we will be
successful in obtaining such cash flow.

Public Takeover Offers

During the 12 month period ended May 31, 2011, and during the current fiscal year, we did not receive any public
takeover offers from third parties nor did we make any such takeover offers.

However, as part of our growth strategy, we entered into a binding letter of intent with a private British Columbian
company, | berian Resources Corp. (“Iberian), pursuant to which we propose to acquire all of the outstanding shares
of Iberian. This proposed transaction has been unanimously approved by Iberian’s shareholders and currently is
subject to the approval of our shareholders at our special meeting to be held on August 31, 2011. Our shareholders
will be voting on an ordinary resolution to issue and reserve of up to 50,000,000 of our common shares (the
“Petaquilla Shares”) (representing approximately 28.3% of the issued and outstanding number of Petaguilla Shares
as at July 27, 2011) (or such number of Petaquilla Shares necessary to complete the proposed acquisition of al
Iberian by us as contemplated by the amalgamation agreement dated May 18, 2011, between us, Iberian and
Petaquilla Holdings Ltd. (the “Amalgamation Agreement’)) as consideration for the acquisition of all of the
outstanding securities of lberian including approximately (i) 44,635,255 Petaquilla Shares to be issued as
consideration for all of the issued and outstanding common shares of Iberian as of the Effective Time (as such term
is defined in the Amalgamation Agreement); (ii) 1,640,420 Petaquilla Shares issuable to each holder of the Iberian
warrants outstanding as of the Effective Time upon duly and valid exercise thereof; and (iii) 3,357,313 Petaquilla
Shares issuable to each holder of the options of Iberian outstanding as of the Effective Time upon duly and valid
exercise thereof, pursuant to the terms set out in the Amalgamation Agreement. For more information on the
proposed acquisition, please refer to our Management Information Circular dated August 2, 2011, publicly available
on the SEDAR and EDGAR electronic filing systems.

4.B. Business Overview

Molejon Property— Panama

We currently have no significant properties in Canada and we are not actively exploring, or seeking to acquire
interests in, mineral propertiesin Canada. Our primary focus has been the exploration of the Molegjon gold deposit,
and, commencing January 8, 2010, the production thereof, and other mineral properties in the Republic of Panama.
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For the year ended May 31, 2010, during which we had two production quarters, we generated revenues of
$27,827,935 from our commercia production operations. Gold sold during our 2010 fiscal year totalled 24,250
ounces. For the year ended May 31, 2011, we generated revenues of $71,708,685 from our commercia production
operations. Gold sold during our 2011 fiscal year totalled 53,865 ounces.

The Republic of Panama, through the Ministry of Commerce and Industry, is the regulatory body overseeing the
Cerro Petaquilla Concession and potential future development thereof. Law No. 9, the Ley Petaquilla, passed by the
Legidlative Assembly of Panama on February 26, 1997, is a project-specific piece of legidation dealing with the
orderly development of the Cerro Petaquilla Concession, including the Molegjon gold deposit. The Ley Petaquilla
could be amended by the government of Panama through the enaction of a subsequent law but no such law has been
enacted since the Ley Petaquillalegisation was adopted in February 1997. At such time, the Ley Petaquilla granted
a mineral exploration and exploitation concession to MPSA, a Panamanian company which was formed in 1997 to
hold the 136 square kilometre Cerro Petaquilla Concession. Our Molejon property comprises approximately 10% of
the Cerro Petaquillalands.

The Ley Petaquilla contains fiscal and legal stability clauses necessary in order to obtain project financing and
includes tax exemptions on income dividends and imports. The Ley Petaguilla also provides for an increase in the
annual available infrastructure tax credit, higher depreciation rates for depreciable assets, which cannot be used in
the infrastructure tax credit pool, and a favourable depletion allowance.

There were no competing bidders for the concession at the time the Ley Petaquilla was enacted and the concession
was granted for an initial 20-year term with two 20-year extensions permissible subject to the requirements to begin
mine development and to make a minimum required investment. In 2005, we and our former partners in MPSA
delivered the Plan to the Government of Panama and the Plan was approved by Ministerial Resolution in September
2005. Development of the Molejon gold mineral deposit by us, which commenced in 2006 forms the first phase of
the Plan. Subsequent phases of the Plan will be the responsibility of MPSA.

Such government approval of the Plan resulted in the extension of the land tenure for an initial 20-year period which
commenced September 2005, subject to MPSA meeting certain other ongoing development and operational
conditions. In addition, pursuant to the Ley Petaquilla, in order to maintain the Cerro Petaguilla Concession in good
standing, we and MPSA must continue to meet certain obligations.

The Ley Petaquilla comprises the agreement between the Republic of Panama and MPSA and its affiliates and it
identifies each party’s rights and obligations. The majority of our obligations require that the Republic of Panama
be provided with a variety of reports, studies and work plans, payment of surface canons, access and use of port
installations, evidence of bonding, etc. An example of an obligation that requires government approvals concerns
the environment and states that an Environmental Feasibility Study specific to the project area in which the
respective extradition will take place must be submitted to the General Direction of Mineral Resources of the
Ministry of Commerce and Industries. Said study shall be evaluated and its approval, modification or rejection shall
be defined within a term of 45 days counted as of the date of its presentation to the General Direction of Mineral
Resources. After the end of thisterm, if there is no statement from the General Direction of Mineral Resources, the
Environmental Feagbility Study shall be considered approved. For complete disclosure of Panama’ s requirements,
please refer to Law No. 9 as passed by the Legidative Assembly of Panama on February 26, 1997, or the English
trand ation thereof, attached as Exhibits 4.V. and 4.W. to our Form 20-F for the fiscal year ended May 31, 2009.

4.C. Organizational Structure
The following chart sets out our corporate structure and the mineral properties held by each of our subsidiaries.
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4.D. Property, Plant and Equipment

With the exception of our Molejon gold project, which has reached commercia production, all of our other
properties are in the exploration stage and are without a known body of commercial ore. Commercial production at
the Molegjon gold mine commenced January 8, 2010, when an average of 70% of design capacity was maintained
continuously for a period of 30 days with metallurgical recoveries approaching forecast levels.

For the year ended May 31, 2011, we poured 55,566 ounces of gold and stockpiled an additional 25,088 ounces of
gold for our future leach pad project. A total of 53,865 ounces of gold were sold during the 2011 fiscal year.

Mineral Concession Lands
Introduction

We brought our Molejon gold project located on the Cerro Petaquilla Concession to commercial production on
January 8, 2010. We also hold the rights to 842 square kilometres of virtually unexplored land surrounding the
known deposits of the Cerro Petaquilla Concession.

Property Location

Our concession lands are located approximately 120 kilometres west of Panama City and 10 kilometres from the
Caribbean coast within the Donoso District of the Province of Colon in the Republic of Panama.

Figure 1
Mineral Property Location Map

{MS Encarta, 2000)
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The Molejon deposit is fully contained within the Petaquilla Zone 3 Concession, part of the Petaquilla Block of
claims that is bound by the Petaguilla Zone 1 to the north, Petaguilla Zone 4 to the east, San Juan Zone 6 to the
south, and Rio Belencillo Zone 2 to the west. Other deposits with gold mineralization identified in the area include
the Botija Abajo and Brazo mineralized zones.

Figure 2
Petaquilla Concessions and Molejon Mine Location Map
Mineral Concesssions Granted by Law Number 9 (Ley Petaquilla)
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Figure 3
Concession Map
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Figure 3 is a diagram focusing primarily on the 136-square kilometre Cerro Petaquilla Concession with our
Molejon gold deposit area cross-hatched in red:

Figure4
Cerro Petaquilla Concession
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The Cerro Petaquilla Concession is largely held by MPSA athough, pursuant to the Molegjon Gold Project
Agreement dated June 2, 2005 (the “Molgjon Gold Project Agreement”), the full text of which was filed as Exhibit
4.T. to our Annual Report on Form 20-F for the fiscal year ended May 31, 2009, we hold the rights to the Molegjon
gold deposit found within the concession lands as well as to other gold and precious metal mineral deposits that
might be developed within Cerro Petaquilla Concession. This concession contains a large copper-gold porphyry
system and our epithermal gold deposit, Molgon, amenable to open pit mining. To date, exploration has identified
eight copper-gold porphyry deposits along with our Molejon gold deposit.

Our activities are focused on the Molegjon gold deposit and the first phase of the Plan submitted by us and MPSA
and approved by the government of Panamain 2005. In addition, we intend to perform further exploration on other
identified gold targets within the Cerro Petaquilla Concession and those within our wholly-owned properties
surrounding the Cerro Petaquilla Concession.

Location, Access & Physiography

The Cerro Petaguilla Concession is located 20 kilometres inland from the Caribbean coast and elevation within the
concession boundaries ranges between 70 metres and 350 metres above sealevel. The Cerro Petaguilla Concession
falls within the rainfall shadow of the Continental Divide and the terrain is generally rugged and covered with heavy
rainforest vegetation. The climate of the Cerro Petaquilla Concession is characteristic of tropical rainforests.
Precipitation is high throughout the year with annual rainfall averaging at least 4,700 mm in the concession area.
The heaviest precipitation is evenly distributed from May to December and the months of January to April are
typically the driest months.

The Molejon gold property within the Cerro Petaguilla Concession is accessible by road or helicopter. We
congtructed a 28-kilometre Llano Grande—Coclesito dirt road from Coclesito, a village of approximately 700
inhabitants, to the mine site. As part of the Llano Grande-Coclesito Road Improvement Project, we aso constructed
two bridges to span the San Juan River. Thisroad replaces a network of trails, which was the previous access, and
the new road portion will ultimately be upgraded to rural paved status as part of ongoing development work. While
the road has initially been designed to provide access to the mine site, it will ultimately comprise part of a future
expansion of the nationa road network connecting communities with the region. Thirty kilometres of gravel road
connects Coclesito with La Pintada, a town of 5,000 people on the country's paved highway network, and the Pan-
American Highway to the south. This road will also be upgraded to rural paved status as part of ongoing
development work.

Plant and Equipment

We constructed a gold-processing surface plant at our Molegjon gold project, where ore treatment utilizes a three
stage crushing plant followed by milling in three parallel ball mills. Subsequent gold recovery is done by a carbon-
in-pulp leaching operation as well as a five stage carbon-in-column process. Carbon elution and electrowinning of
the gold is performed to produce a gold doré product that is sent for further refinement. Detoxification of the
tailings is followed by storage in the site’ s 40 hectare high-density polyethylene lined tailings facility.

Form 20-F_Fiscal Year Ended 2011 May 31 Page 32



Figure 6
Molejon Gold Project — Molejon Gold Plant

Mine Operations
Mining at our Molegjon gold project, which is divided into three principal regions namely the Northwest Zone, Tgjo

Abierto Zone and Main Zone, is completely open pit in nature and currently performed under contract. Current
production at the pit is conducted through a combination of mechanized mining and blasting.
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Figure 7
Molejon Gold Project - Aerial view of Main Zone

Figure 8
Molejon Gold Project — Aerial view of Northwest Zone Pit

Figure 9
Molejon Gold Project — Crushing and Conveying

Crushing and Conveying
~ s
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Figure 10 Figurell
Leaching Tanks Carbon Column Systems

Figurel2 Figure 13
Tailings Thickener . View of Tailings Pord
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Exploration and Advancement of the Molejon Property

During the year ended May 31, 2011, we completed construction of tailings pond no. 2 and the walls for the first
section of tailings pond no. 1. Further construction of tailings pond no. 1 will extend into the 2012 fiscal year and is
planned for completion during the first quarter of our 2012 fiscal year. In addition, during fiscal 2012, construction
of athird tailings pond will be initiated.

We aso advanced our heap leach project. During our 2011 fiscal year, work progressed to the final engineering and
design stage, which is being completed by independent consultants including METCON Research (an affiliate of
KD Engineering Ltd.), Knight Piesold Ltd. and Gramsa S.A., al working in conjunction with our mine site
personnel. Final engineering and design and construction of the associated infrastructure has commenced.

Beginning in our second quarter of fiscal year 2011, we began to stockpile low grade ore inventory for our heap
leach project and by year end we had accumulated 25,088 stockpiled gold ounces. Construction of an on/off leach
pad pilot has started in the northwest area of our mine. Final engineering and design of the on/off leach pad
operation progressed during the fourth quarter and is being completed by independent consultants Metcon Research

(an ffiliate of KD Engineering Ltd.), Knight Piesold Ltd. and Gramsa S.A. in coordination with our engineering
staff.

Pre-stripping activities at our mine have progressed and are in line with our updated mine plan. Tota pre-stripping
work, which has been divided into five stages, is anticipated to provide access to 4,100,000 tonnes of ore at 1.98 g/t,
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representing approximately 261,000 ounces of contained gold for the parallel feeding of the processing plant and the
on/off leach pad operation. As at May 31, 2011, stages one through three of the pre stripping plan have been
completed and, as a result, 30,161 contained gold ounces have been mined and partly processed or stockpiled for
future production.

With respect to the planned exploration and advancement of the Molegjon property, we anticipate having capital
expenditures of approximately $20,000,000 during the fiscal year ending May 31, 2012, with such funds to be used
for equipment items, Phase C of tailings dam construction, plant expansion, water treatment plants, a fibre optics
project and spare parts, supplies and other materials as needed. We also anticipate capital expenditures of
approximately $26,000,000 for the infrastructure division of our company, which will focus on our heap leach
earthworks and construction project, during the fiscal year ended May 31, 2012. However, such expenditures are
subject to further consideration and to our ability to obtain sufficient cash flow from operations. There is no
assurance that we will be successful in obtaining such cash flow.

Should the proposed acquisition, as previously mentioned, of Iberian Resources Corp. be approved by our
shareholders, we anticipate capital expenditures of approximately $3,000,000, to be financed through a financial
institution. However, such expenditures are subject to further consideration and to our ability to obtain sufficient
financing. There isno assurance that we will be successful in obtaining such financing.

Title
Cerro Petaguilla Concession — Panama

Prior to October 18, 2006, we owned, through our indirect share ownership of MPSA, a 52% interest in the Cerro
Petaguilla Concession. Specifically, our 52% ownership of MPSA was held through our then wholly-owned
subsidiary of Georecursos Internacional, S.A. (“Georecursos’). On October 18, 2006, we entered into a Plan of
Arrangement with Petaquilla Copper Ltd. (“Copper”), whereby we effectively transferred ownership of Georecursos
to Copper and, thereby, our interest in the copper assets within the Cerro Petaquilla Concession lands to Copper.

We retain the rights to the Molejon gold deposit as well as to other gold and precious metal mineral deposits that
may be developed within the Cerro Petaquilla Concession and continue to operate under the Ley Petaquilla as does
MPSA.

Molejon Property - Panama

With the above noted and pursuant to the Molejon Gold Project Agreement, the shareholders of MPSA agreed to
separate the gold deposit and other precious metal mineral deposits that might be devel oped from the copper mineral
deposits within the Cerro Petaquilla Concession. Such agreement provides for us, through our subsidiary, Petaquilla
Gold, S.A., to own a 100% interest in the Molejon gold deposit, as well as all other gold and precious metal mineral
deposits that might be developed within the Cerro Petaquilla Concession, subject to a graduated 1% - 5% Net
Smelter Return, based on the future gold price at the time of production, payable to shareholders of MPSA.

Pursuant to the contract law under which the Cerro Petaguilla Concession was granted by the government of the
Republic of Panama, we with our then partners delivered the phased Plan to the government of Panama. In
September 2005, the multi- phase Plan submitted to the Government of Panama by us and MPSA was approved by
Ministerial Resolution. This approval resulted in the extension of the land tenure for an initial 20 year period which
commenced in September 2005, subject to MPSA meeting certain other development and operational conditions on
an ongoing basis. The land tenure provides for two additional 20-year terms that are also subject to MPSA meeting
certain other ongoing development and operational conditions.

The Molglon gold mineral deposit, owned 100% by us, forms part of the Cerro Petaquilla Concession lands and the
first phase of Plan focuses on the development of the Molejon gold deposit by us which commenced in 2006. The
development of the Cerro Petaquilla copper deposit is included in subsequent phases of the Plan, and is the
responsibility of MPSA.

Exploration History

Copper-gold-molybdenum porphyry mineralization was first discovered in the Petaquilla River region during a
regional geological and geochemical survey by a UNDP team in 1968. The primary focus was on porphyry copper
mineralization. Further exploration by several companies has since outlined three large deposits and a host of
smaller ones, as well as epithermal gold mineralization. The table below summarizes the exploration history and
ownership of the Petaguilla Concession and provides information about the amount of exploration carried out by
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each of the different companies involved in the project through theyears until the discovery and development of the
Molejon deposit.

Summary of Exploration History and Ownership

Year Party Exploration and Property History Description
1968 — 1969 United Nations Regional geological and geochemical survey of central Panama by the UNDP;
Development Program widespread silicification and copper mineralization discovered in the area of the
(UNDP) Petaquilla and Botija deposits. Stream sediment sampling field magnetometry and
preliminary drilling resulted in the discovery of the Petaquilla, Botija, Vega, and
Medio deposits.
1969 — 1976 Panama Mineral Panamanian government tendered Petaquilla Concession exploration rights to
Resources Development  international bidding; concession awarded in 1971 to Panama Mineral Resources
Company Development Company (PMRD), aconsortium of seven Japanese copper
(PMRD) companies. Approximately 14,000 metres of drilling at Petaquilla, Botija, Medio,

and Vega; preliminary Resource and Reserve cal culations based on prefeasibility
report completed. Feasibility work updated; unsuccessful negotiations with the
Panamanian government over terms of production; property abandoned in 1980 for
10 years.

1990 — 1992 Minnova Inc. Property acquired by Minnovalnc. (now Inmet Mining Corporation) (80%) and
Georecursos International, S.A. (20%). Exploration activity included regional
lithogeochemical sampling.

1991 — 1992 Minnova - Geotec Minnova and Geotec completed regiona geochemical rock sampling covering the
southeastern two-thirds of the original Petaquilla concession. Their work identified
anomalous gold (>100 ppb) and arsenic (>12 ppm) values at Molgjon area.

1992 — 1993 Adrian Resources Ltd. Our company, Adrian ResourcesLtd. (now PetaquillaMinerals, Ltd.) was granted

(Adrian) an option to earn 40% of Minnova s interest through cash payments, work
commitment, and production of afeasibility study. We subsequently acquired
Georecurso’ sinterest, bringing our total interest to 52%, and started formal
exploration at Molejon in 1993 with preliminary geological mapping and silt and
rock sampling. Mapping of quartz vein and quartz breccias outcrops returned
anomalous gold values between 1.0 and 8.0 g/t gold.

1992 — 1995 Adrian We carried out grid-based soil sampling and magnetic surveying, geologic
mapping of selected areas, and starting February 1994, drilling of approximately
394 diamond drill holesin Petaquilla, Botija, and other exploration targets.
Activity included investigation of the Valle Grande deposit and discovery of
epithermal gold mineralization at Molejon, as well as identification or
investigation of severa other targets (Botija Abajo, Brazo, Faldalito, Cuatro
Crestas, Lata, Orca).

1994 — 1995 Adrian Auger drilling completed at 25 metre intervals along lines spaced 50 metres apart
in a 1,200 metre by 1,200 metre area. Prospect drilling and magnetic surveys were
followed by a second phase of drillingin June 1994. This phase of drilling
comprised 4,155.3 metres of drilling in 24 holes and led to the discovery of
significant epithermal gold and silver mineralization hosted predominantly within
quartz breccia and altered feldspar-quartz porphyry intrusive. We completed a
further drilling program at Molejon in 1995 comprised of 10,504.4 metresin 94
drill holes.

1997 MineraPetaquilla, S.A.  MineraPetaguilla, S.A. (Minera Petaquilla) was formed by us, Inmet Mining
Corporation, and Teck Corp. The Petaguilla Concession was granted by the
Government of Panama to Minera Petaquillathrough a Contract Law named “ Ley
Petaquilla, Contrato N° 9 del 26/02/97" covering atotal of 13,600 ha

1997 In May 1997, SGS L akefield Research Ltd. conducted metallurgical test work on
Molegon samples. Thistest work included preliminary flotation tests on six
Moleon composite samples.

2004 PetaguillaMinerasLtd. On October 12, 2004, we changed our name to Petaquilla Minerals Ltd. to
correspond with our Petaquilla project in Panama. On December 13, 2004, we
entered into aletter of intent with Teck and Inmet. Under the letter of intent, we
may obtain 100% of the Molgjon gold deposit (a gold deposit within the Minera
Petaquilla, S.A. project), subject to the Panamanian Government accepting a
multi-phase mine development plan on terms acceptable to the us, Teck and Inmet.
In December 2004, the Company resumed exploration within the Petaguilla project

in Panama
2005 PetaguillaMineralsLtd. We created two companies, asubsidiary in Panama named Petaguilla Gold, S.A.
Minera Petaquilla and Petaquilla Copper Ltd., to handle exploration, development, and operations of
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2006 PetaquillaMineras Ltd.
2007 - 2009 PetaquillaMinerals Ltd.
2008
2009
2010 PetaquillaMinerals Ltd.

Resource and Reserve Estimates

gold interests (Molejon) and copper deposits, respectively. Minera Petaquilla
undertook alarge trenching program comprised of 5,000 metresin 113 trenches
during the summer of 2005. The trenches were often no more than 2 metres deep
mostly on weathered material to fresh rock. Minera Petaguilla developed the mine
plan (2005) that has been approved by the government.

In 2006, we excavated 12,294 metres of new trenches and drilled 220 core holes
on a 14,005 metre Phase |1 drill program, including 11,398 metres devoted to infill
drilling to confirm resource estimates, 980 metres of condemnation drilling to
establish the location of the plant site, and 1,627 metresdevoted to exploration
drilling.

Inmet Mining Corporation purchases al of the outstanding shares of Petaquilla
Copper Ltd. and makes agreementswith Teck creating Cobre Panama, which is
the owner of MineraPanama S.A., formerly Minera Petaquilla, S.A. Currently,
there aretwo companies operating under Law Number 9, Petaquilla Gold S.A.
with a concessioned area of 1,186 ha and Minera Panama, S.A. holding the
remainder of the concession, 12,414 ha. Phase |l drilling a Molejon continued
into 2007 to enable mine planning. The mine was developed and the processing
plant constructed.

Autoridad Nacional del Ambiente (ANAM), environmental authoritiesin Panama,
on November 26, 2008, issued Resolution DIEORA 1A-809-2008, approving the
Environmental Impact Study Category |11, submitted by PetaquillaGold, S.A., for
the implementation of the Molgjon Mining Project and other measures mandated
by the ANAM.

In accordance with Contract Law Number 9 of February 26, 1997, the Ministry of
Commerce and Industry of the Government of Panama issued a letter to us dated
November 18, 2009, authorizing our subsidiary, Petaquilla Gold, S.A., to initiate
commercial production at our Molegjon gold mine located in the District of
Donoso, Province of Colon, Republic of Panama.

Commercial production commenced on January 8, 2010, when an average of 70%
of design capacity was maintained continuously for a period of 30 days with
metallurgical recoveries near forecast levels. Ore throughput at the process three-
bdl mills/carbon-in-pulp processing facility was 1,500 tpd with the operating rate
planned at 2,200 tpd for the first year of production. Plans at the time were to
increase production to 5,000 tpd with the addition of a SAG miill as the supply of
mill feed permits.

Resource estimates have been produced at Molejon through the years by different companies including:

* A study completed by SRK Consulting (Canada) Inc. on October 25, 2005

* Subsequent audit of the 2006 drill program by AAT Mining Servicesreleased on April 10, 2007

» Updated gold resource estimateby AAT Mining Services based on results obtained through September 2007

The below table shows a summary of historical resources and reserves as reported by different companies.

Source
Report: Independent Technical

Y ear
2005

Report and Resource Estimate of the

Molgon Gold Project, Colon
Province, Panama
Prepared by: SRK Consulting
(Canada) Inc.
Date: October 25, 2005

2007
Services
Date: April 10, 2007

Report prepared by: AAT Mining

Historical Mineral Resour ce/Reserve Estimates

A National Instrument 43-1010 compliant study completed by SRK
Consulting (Canada) Inc. established an Inferred Resource on the Molgjon
Project of 11.2 million tonnes grading 2.48 grams per tonne for total
contained resource of 893,000 oz gold using a bottom cut-off grade of 0.5
grams per tonne gold.

A National Instrument 43-1010 compliant report released following a
subsequent audit of our 2007 drill program by AAT Mining Services, which
outlined 447,879 ounces of M easured resour ces 161,379 ounces of
Indicated resour ces, and 506,294 ounces of | nferred resour ces.

2007

Report: Resource Estimate of the
Molejon Gold Deposit through
September 2007, Molejon Gold
Deposit, Colon Province, Panama
Prepared by: AAT Mining Services
Date: October 15, 2007
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Updated gold resource estimate based on results obtained through
September 2007. AAT Mining Services has estimated a total M easured
resour ce of 593,327 ounces and an I ndicated resour ce of 317,696 ounces
at the Molegjon Gold deposit. Additionally, an Inferred resour ce of
458,502 ounces at an aver age grade of 0.665 grams per tonne above a
cutoff of 0.3 grams per tonne was estimated.
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We believe the above noted resource reports to be reliable and an accurate estimate of the resource at the time of
their publication.

More recently, in April 2011, Behre Dolbear & Company (USA), Inc. (“Behre Dolbear”) released a report titled,
“Moleon Project, NI 43-101 Technical Report, Donoso District, Colon Province, Republic of Panama’ (the “April
2011 Behre Dolbear Report”), in which Behre Dolbear determined the potential tonnes and grade of reservesin an
optimized pit and generated mine plan. From this work, Behre Dolbear believes that Molegjon has reserves that are
economically minable. Based on the prefeasibility level design work, Behre Dolbear believes there are
approximately 15.3 million tonnes of reserves that can be produced averaging 1.30 g/t gold and obtaining
approximately 643,000 ounces of gold, based on the projected aggregate sales. Behre Dolbear recommends that for
the feasibility level analysis the resource and reserve model be updated after further refinement of the database,
statistical review of the assays, and evaluation of the estimation methods. Behre Dolbear believes that the mine will
be able to produce the projected 643,000 ounces.

The April 2011 Behre Dolbear Report upgraded our measured and indicated resource to a proven and probable
reserve of 643,266 contained gold ounces (15.3Mt @ 1.30g/t Au, average metallurgical recovery of 91.1%) as of the
October 1, 2010, production cut-off. Prior to October 1, 2010, we mined an additional 99,961 gold ounces (1.39Mt
@ 2.22g/t Au) of proven and probable reserves bringing the total proven and probable reserves at our Molejon Gold
Project to a total of 743,227 ounces. This represents an increase of 61% over the last calculated reserve as of the
October 1, 2010, production cut-off. We also initiated and economic assessment of silver reserves currently
contained within the Molgjon open pit. In this respect, Behre Dolbear has completed a preliminary assessment
showing approximately 1Moz of measured and indicated silver resource ounces at an average grade of 2.4 g/t.

To prepare the April 2011 Behre Dolbear Report, the authors conducted an independent technical review of our
Molején gold project. Several site visits were made to the property during the period 2007 through 2010 and during
2011 by Behre Dolbear’s Qualified Persons, as defined in NI 43-101. These Qualified Persons were:

* H. John Head, Coordinator

* Baltazar Solano-Rico (Geology, Environmental, Coordination)

» Michael D. Martin (Mine Design— Mine Planning)

* Richard S. Kunter (Heap Leach Analysis)

* Robert Archibald (Aggregate Resource Analysis)

The following authors a so participated in the development of the report but did not make a site visit.
* Betty Gibbs (Data Review, Resource Estimates)
* Robert Cameron (Reserve/Resource Estimates, Mine Design, Mine Plan)

The authors reviewed technical data, reports, and studies as well as information provided by us, inspected the
subject mineral concessions, and reviewed the technical data derived at the properties by us and others during
respective tenures of the concessions. The authors affirm the apparent representative nature of the technical data;
however, they cannot specifically confirm its accuracy. Their review was conducted on a reasonableness basis and
it has been noted in the April 2011 Behre Dolbear Report where such provided information engendered questions.
Except for the instances in which questions were noted, the authors have relied upon the information provided as
being accurate and suitable for use in the report.

Outlook 2012

We are focusing on continuing gold production & our Molegjon gold project and continuing exploration efforts on
our Oro del Norte concession during the fiscal year ending May 31, 2012.

We are also seeking to increase our resource base and to diversify our geopolitical risk by way of acquisitions and
have proposed to acquire all of the outstanding shares of Iberian Resources Corp., a private British Columbia
company, which owns 100% of the Lomero-Poyatos mine, through its wholly-owned Spanish affiliate Corporacion
de Recursos Iberia SL. The Lomero-Poyatos mine is located about 85 kilometres northeast of Seville, in the
northeast part of the Iberian Pyrite Belt. Iberian also owns several other exploration licenses in Iberia, through its
wholly-owned Spanish and Portuguese affiliates. This proposed transaction has been unanimously approved by
Iberian’s shareholders and currently is subject to the approval of the shareholders of our company at our special
meeting to be held on August 31, 2011.
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Regional and Local Geology

Panama is underlain by an idand arc built upon late Cretaceous oceanic crust and is considered prospective for
porphyry copper-gold-molybdenum deposits.

Andesitic tuffs and flows of presumed early to middle Tertiary age cover the mgjority of the Cerro Petaquilla
Concession lying at the southern limit of a 400 square kilometre batholith, dated at 32.6+2 million years, which has
intruded the older volcanic sequence. The core of the batholith is composed of quartz monzonite, grading outward
to granodiorite and porphyritic granodiorite. The Petaquilla and Botija deposits are centered on porphyritic stocks
and dykes lying peripheral to the southern margin of the batholith.

At the Botija deposit, the intrusive is a medium-grained, crowded porphyry composed of 25% plagioclase
phenocrysts 15% hornblende phenocrysts and 5-10% quartz grains in a feldspar rich matrix. At the Petaguilla
deposit, the intrusive is more obviously porphyritic, with a generally lower percentage of phenocrysts. Contact
phases and dykes at each deposit are finer-grained varieties of the main intrusive. In particular, feldspar,
hornblende, quartz porphyry dykes appear to be late stage phases of the granodiorite. Most of these porphyry dykes
post-date the mineralization, indicating that they were introduced during the waning stages of hydrothermal
ateration and mineralization. The youngest units encountered on the property are the unmineralized basalt and
andesite dykes.

Copper-gold-molybdenum porphyry deposits have been identified and partially delineated at the Petaquilla and
Botija deposits, which are centred four kilometres apart on an east-west trend within the Cerro Petaquilla
Concession. Four types of well-developed alteration have been observed within the various intrusive units: potassic,
phyllic, quartz-chloritic and propylitic. Potassic alteration is found near the core of the porphyry system and is not
extensive. It is characterized by quartz, potassium feldspar, biotite, sericite and lesser amounts of anhydrite and
magnetite. The majority of copper mineralization is hosted in the phyllic altered rock, which is composed of quartz
and sericite with minor kaolinite and K-spar. Propylitic alteration, marked by chlorite, pyrite, calcite and epidote,
marks the outer extent of alteration in a porphyry sysem. The phyllic and quartz-chlonite ateration zones are
usually found between the potassic core and the peripheral propylitic zone, although either may be missing.
Alteration of the andesitic volcanic units, characterized by prograde biotite hornfels and fine grained sulphide
mineralization occurs when they are found to be proximal to the intrusive contact or within zones of intrusive
dyking.

The Petaguilla deposit is largely hosted by porphyritic granodiorite below its intrusive contact with andesiteforming
aflat-lying to gently dipping sheet, trending east-west and dipping to the north. It has been drilled for 1,600 metres
along strike and remains open along strike to the south, east and west and at depth.

The Valle Grande deposit is hosted dominartly by prophyritic granodiorite and, similar to the Petaquilla deposit, isa
flat-lying sheet, trending northwest-southeast and dipping to the north. It has been drilled for 2,400 meters along
strike and is considered to have limited expansion potential.

The Botija deposit trends east-west and dips 20-30 degrees to the north or northeast. It has been intersected by
drilling along strike for 1,800 metres and up to 600 metres down dip. The Botija deposit remains open near the
surface to the south, along gtrike to the east and the west, and in many places at depth both vertically and down dip
to the north.

The genera geology of the Molgjon epithermal gold target is dominated by volcanic and subvolcanic intrusives,
including massive andesite flows, feldspar-porphyritic andesite flows, andesitic tuffs and andesitic agglomerates.
This volcanic package has been intruded by feldspar-quartz porphyry and feldspar porphyry units. A northeast
trending fault is believed to be the major structural control for the emplacement of the hydrothermally atered
guartz carbonate breccia.

Mineralization
Mineralization at the nearby Petaquilla, Valle Grande and Botija deposits is largely concentrated within potassic or
phyllic altered porphyritic intrusives of granodioritic composition. Volcanic-hosted copper mineralization,

associated with strong biotite alteration, is widespread at the Petaquilla deposit and contributes significantly to its
tonnage. Mineralization in each deposit consists of chalcopyrite and pyrite as disseminations, within quartz veinlets
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and filling brittle, irregular fractures. Pyrite content generally decreases with higher grade copper mineralization
and increases towards the periphery of the deposits. Chalcopyrite occurs most commonly as very fine
disseminations within an altered intrusive matrix or biotite hornfels. It is often associated with magnetite and/or
chlorite or biotite altered mafic minerals, most notably in lower-grade sections of propylitic alteration. Stockwork
guartz veinlets are best developed within potassic alteration, where they crosscut pervasive silicification. The
irregular fracturefilling style of copper mineralization, which locally approaches a sulphide net, is largely confined
to biotite-altered andesite at the Petaquilla deposit. Thisis cut in places by narrow quartz-chal copyrite veins which
have developed bleached selvages of biotite destruction. A fourth style of mineralization, consisting of chalcopyrite
and pyrite coatings along steep, widely spaced cooling joints is confined to granodiorite along the eastern periphery
of the Botija deposit.

Molybdenite is present mainly in quartz, carbonate, chalcopyrite veinlets hosted by granodiorite within the most
intensely altered and mineralized portion of each deposit. Bornite occurs locally with chalcopyrite and contributes
significantly to the copper grade in some sections, mainly within hornfelsed andesites in the Petaquilla deposit.
Although leaching is widespread throughout the upper 10 to 30 metres of the deposits, supergene copper
mineralization is not present in significant amounts. Magnetite is an important accessory in both deposits,
disseminated throughout both the porphyritic intrusives and the intruded andesite.

At our Molgon deposit, epitherma gold-silver mineraization occurs within structurally controlled zones of
hydrothermal quartz-carbonate breccia and the fractured and altered rocks marginal to the quartz-carbonate breccia.
Assay boundaries of gold-silver mineralization are not sharply constrained by geological contacts. Highest grade
mineralization usually occurs in the quartz-carbonate breccia but economic mineralization also occurs in feldspar-
quartz porphyry, and more rarely in feldspar-porphyritic andesite flows.

Doing Business in Panama

The following briefly summarizes our understanding of the economic and political climate in Panama based on
research and information compiled by us from various sources that we believe to be reliable.

Democracy was restored in Panama in December 1989, following the invasion of Panama by the U.S. military. In
May 1994, Panama held its first democratic electionsin amost 30 years. Pursuant to the constitution of Panama, the
president of the country holds office for five years. Therefore, elections were subsequently held in May 1999, 2004,
and, most recently, in May 2009. On May 3, 2009, Ricardo Martinelli won Panamd s presidentia election. He and
his right-wing aliance led by his Democratic Change party won 61% of the vote and took office on July 1, 2009.
Mr. Martinelli’ s business experience impressed voters worried about their livelihoods in a global recession that had
stunted Panama’ s strong prior economic growth.

Mr. Martinelli remains popular, a reflection of Panama’'s solid economic growth prospects, responsible fiscal
policies, and favourable government debt dynamics. The government’s current budget proposal, approved by the
cabinet on July 26, 2011, and now awaiting approval by the legislature, outlines an increase of close to 16% in
spending. This mainly reflects a substantial increase in capital expenditure, on the back of the government’s
ambitious five-year economic and social development plan. Over 30% of spending in 2012 is destined for
infrastructure investment, up from 28% in 2009, the year the government took office. Over the same period, current
spending on government wages and transfers has fallen from 49% to 46% of total expenditure. Total revenue is
forecast to rise by 14% compared with 2011. Current revenue growth is forecast to moderate, as the effect of an
increase in value-added tax in mid-2010 begins to diminish, but growth is neverthel ess expected to remain in double
digits as robust economic growth supports consumer spending.

We note the risk assessment ratings for Panama by The Economist Intelligence Unit are in the mid-range, as shown
below.

Credit Risk Overview
Panama Risk Assessment

Sovereign Currency Banking Political Economic Country
August 2011 Risk Risk Sector Risk Risk Structure Risk Risk
BBB BBB BBB BBB B BBB

Rating Band Characteristic
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Capacity and commitment to honour obligations currently, but somewhat susceptible to

BBB changes in economic climate.

Capacity and commitment to honour obligations currently, but very susceptible to changes

B . L
in economic climate.

Sovereign risk - Stable. Despite a widening of the fiscal deficit in 2011, strong growth in nominal Gross Domestic
Product will result in a gradual fall in the public debt/Gross Domestic Product ratio. The BBB rating also reflects
Panamas good access to financing.

Currency risk - Stable. In spite of the mild forecast erosion of Panamas competitiveness vis-a-vis the US,
dollarisation is firmly entrenched and will not come under threat.

Banking sector risk - Stable. Low levels of non-performing loans and high capitalization and liquidity levels
underpin the banking sector rating.

I Panama: sovereign, currency and banking sector risk scores
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Political risk - A congressional mgjority will bolster government reform efforts, but the risk of the bresk-up of the
coalition sustains concerns about medium-term progress.

Economic structure risk - Panama's reliance on trade flows and the export-oriented services sector weigh on the
rating. A widening of the current-account deficit mainly reflects investment projects, which will have good access
to externa financing.

Mining has not historically been a significant factor in the Panamanian economy and, consequently, Panama does
not have the infrastructure and trained personnel required for modern mining operations. The government of
Panama has, however, induded the development of mineral resources in its economic plan to diversify the
Panamanian economy and has taken steps to put in place the legisative framework needed to foster development of
these resources.

The Code of Mineral Resources of the Republic of Panama has been subject to substantial modifications, among
which the most important are Law No. 3 of January 28, 1988, and Law No. 32 of February 9, 1996. The main
purpose of such amendments was to simplify the procedure for filing the necessary petitions to obtain concessions,
either for conducting mining exploration or mining extraction operations and property rights over the minerals
extracted. These amendments grant total exemption from import taxes and customs duties for all equipment, spare
parts and materials used in the development of any type of mining operations and there are no export taxes on
mineral production.

An exploration concession permits the holder to explore for the minerals specified in the concession. The rental
rates payable by the holder to the Government of Panama are $0.50 per hectare for the first two years, $1.00 per
hectare for the third and fourth years and $1.50 for the fifth year and thereafter. A 2% gross overriding royalty on
the value received for all minerals of higher commercia value (e.g. gold and silver) mined from the concession is
payable to the government of Panama. We anticipate that the Government of Panama will be increasing the royalty
rate from 2% to 4%, although it has not as of yet implemented the increase.

The holder of an exploration concession has the exclusive right to obtain an exploitation concession for the subject
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area upon determining that the minerals covered by the concession may be produced in commercia quantities
through a separate request to the Government of Panama. Rental rates for exploitation concessions fluctuate,
depending on the mineral concerned and the extraction period, between $0.75 and $4.00 per hectare. Rental rates
for metallic minerals such as copper, iron, zinc, aluminum and precious metals are $1.00 per hectare for the first five
years, $2.00 from the sixth to the tenth year and $3.00 the eleventh year and thereafter. A 2% gross overriding
royalty on the value received for all minerals mined from the concession is payable to the Government of Panama.
However, this overriding royalty will be 2% for minerals of higher commercia value such as gold and silver.

Exploitation concessions generally permit the holder to carry out additional pre-development exploration, to
construct all necessary production facilities and to extract, process, store, transport, market and export the minerals
subject to the concession so long as production is ongoing.

In 1995, the Panamanian Tax Reform Law was enacted to simplify the corporate income tax rates applicable to
income earned in Panama (Law No. 28 of June 20, 1995). Since June 1995, the corporate income tax rate has been
30%. In addition to corporate income tax, Panamanian law provides for a dividend tax. With the exceptions
provided for in the Fiscal Code of the Republic of Panama, all corporations must retain 10% of the amounts they
may distribute among their shareholders as dividends or share quotas. In case dividends are not distributed, or the
entire amount distributed as dividend or share quota is less than 40% of the net profit of that fiscal period, minus
taxes paid by the corporation, the corporation must cover 10% of the remainder.

The Fiscal Code of the Republic of Panama indicates certain expenses which may be deducted from the income tax,
applicable to companies conducting mining activities. Additionaly, the Code of Minera Resources establishes
certain expenses related to such activities that may be deducted from income tax as well.

There are currently no significant restrictions on repatriation from Panama of earnings to foreign entities other than
the income tax and the dividends tax referred to above. There are currently no material currency exchange or
foreign investment restrictions.

Based on our understanding of current Panamanian environmental laws and regulations, we do not anticipate that
such laws will have an adverse material impact on the operations we may conduct in the future. Based on
geochemical analysis and reporting, we anticipate that our Molejon gold project will meet or exceed the effluent and
leachate requirements of Panamanian environmental laws and regulations. We use a carborrin-pulp (“CIP")
floatation process, which alows in process cyanide destruction before effluent is discharged. This process is
inherently safer and more controllable than traditional acid and cyanide opentair heap leach processing. Any acidity
produced at the experimental pH is expected to be buffered by the receiving waters around the Molejon project,
which have a pH between 7.4 and 7.8 and total alkalinity between 15 mg/L and 27 mg/L (as CaCO3). Results for
both tails and waste rock leachate indicate that the Molegjon project will have net acid neutralizing potential. The
results of the continuous tests showed that the INCO SO2 cyanide destruction method is an efficient process for
decreasing the total cyanide concentrationsinour CIP leach pulp.

The foregoing laws of general application apply to our Panamanian mineral properties other than the Cerro
Petaquilla Concession which is governed primarily by the Ley Petaquilla. Please refer to * Item 4 - Information on
Our Company - B. Business Overview” .

Panama's currency, the Balboa, is at parity with the U.S. dollar. Exchange transactions are allowed in U.S. dollars
and, as a result, foreign currency fluctuations may be material for us to the extent that fluctuations between the
Canadian and U.S. dollar are material.

Item 4A. UNRESOLVED STAFF COMMENTS
None.
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

5.A. Operating Results

We are in the business of the acquisition and exploration of mineral properties, with the primary aim of developing
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them to a stage where they can be exploited at a profit. At that stage, our operations would, to a significant extent,
be dependent on the prevailing market prices for any of the minerals produced by such operations. We currently
have one gold producing mine.

During the year ended May 31, 2011, we were primarily engaged in gold production at our Molegjon property in
Panama since bringing the Molgjon gold project to commercia production on January 8, 2010. Our future mineral
exploration and mining activities may be affected in varying degrees by Panama's political stability and government
regulation, all of which are beyond our control. Pleaserefer to "Item 3 - Key Information — 3.D. Risk Factors”.

Historically our fiscal year end was January 31. During the period ended April 30, 2007, we changed our fiscal year
end from January 31 to April 30 due to the complexities of the Plan of Arrangement with Copper. We changed our
fiscal year end again in 2008 from April 30 to May 31. We made this change because we wanted to demonstrate to
the Panamanian government that we had sufficient funds to continue work on the mine.

Year Ended May 31, 2011, Compared to Year Ended May 31, 2010

Our consolidated financial statements have been prepared in accordance with generally accepted accounting
principles in Canada and all amounts are expressed in United States dollars unless otherwise indicated. Our
operating results reflect ongoing administrative costs, net of interest and other income, revenue from the sale of
gold, production and operating expenses and amortization and depletion. Commercia production at the Molejon
Gold mine commenced on January 8, 2010.

Gold sales were $71,708,685 and cost of sales was $(39,157,086) during the year ended May 31, 2011.

Amortization of production equipment and depletion of mineral properties were $(11,335,717) for the year ended
May 31, 2011, compared to $(4,839,420) for the year ended May 31, 2010. During the pre-operating period, which
ceased on January 8, 2010, amortization of production equipment was capitalized to mineral properties up until the
start of commercia production on January 8, 2010. Depletion of mineral resources commenced on the date of
commercial production and is being charged over the life of the mine using the unit- of-production method.

During the year ended May 31, 2011, other income increased by $18,451,666 to $1,909,919 compared to
$(16,541,747) for the year ended May 31, 2010. The increase in other income is largely due to a decrease in the
mark-to-market loss on convertible and senior secured notes of $10,066,219. The mark-to-market loss on
convertible and senior secured notes was $(6,023,189) for the year ended May 31, 2011, compared to $(16,089,408)
for the year ended May 31, 2010. There was also a decrease of $196,571 in interest on long-term debt. Interest on
long-term debt was $(305,003) for the year ended May 31, 2011, compared to $(501,574) for the year ended May
31, 2010. The decrease in interest on long-term debt is due to the termination of some capital leases during the year
ended May 31, 2011. Other income was also impacted by an increase of $3,153,394 in deferred services. During
the year ended May 31, 2011, the agreement for deferred services between us and Minera Panama, S.A. expired, and
as a consequence of this termination and subsequent to our receipt of a legal opinion of counsel, the outstanding
balance regarding the obligation derived from this contract was recorded as other income. There was also an
increase of $5,243,309 in gain on disposal and dilution derived from the disposal of Vintage Mining Corp. by
Azuero Mining Development, SA.

Expenses for the year ended May 31, 2011, increased by $7,650,281 to $(24,555,971) compared to $(16,905,690)
for the year ended May 31, 2010. The increase in expenses is primarily due to an increase of $2,473,358 in
transaction fees on our forward gold sale agreement. Transaction fees on our forward gold sale agreement were
$2,473,358 for the year ended May 31, 2011, compared to $Nil for the year ended May 31, 2010. Thisincrease was
due to the costs associated with our Deutsche Bank Forward Gold Purchase Agreement, which were expensed in
accordance with our accounting policy. There was also an increase of $4,965,003 in exploration and development
costs. Exploration and development costs were $9,269,306 for the year ended May 31, 2011, compared to
$4,304,303 for the year ended May 31, 2010. Thisincrease was due to the increased exploration activity on our Oro
del Norte property, located near our Molgon Project. We also incurred an increase in donations and community
relations of $170,961. Donations and community relations for the year ended May 31, 2011, were $1,411,440
compared to $1,240,479 for the year ended May 31, 2010. This increase was due to our commitment to fund
Fundacion Petaquilla, which promotes a sustainable development culture and administers social programsin the area
around our Molejon property. Office administration expenses increased $811,497. Office administration costs were
$2,421,243 for the year ended May 31, 2011, compared to $1,609,746 for the year ended May 31, 2010. This
increase is mainly due to the fact that all costs incurred by our subsidiary, Panama Desarrollo De Infragstructuras,
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SA. (formerly Petaguilla Hidro S.A.), prior to our commencement of production were capitalized to mineral
properties. Consulting fees were $983,667 for the year ended May 31, 2011, compared to $663,796 for the year
ended May 31, 2010. Thisincrease is mainly due to the engagement of consultants for our projects to transition to
International Financial Reporting Standards for our 2012 fiscd year and to optimize processes at our Molegjon mine.
Lastly, investor relations and shareholder information expenses increased $365,793. Investor relations and
shareholder information expenses were $843,313 for the year ended May 31, 2011, compared to $502,690 for the
year ended May 31, 2010. This increase is mainly due to filing fees related to our private placement in our 2011
fiscal year and to an increase in investor relationship activities during the year ended May 31, 2011.

Our increase in expenses was partialy offset by a decrease in stock based compensation expenses of $379,898.
Stock based compensation expenses were $971,208 for the year ended May 31, 2011, compared to $1,351,106 for
the year ended May 31, 2010. The decrease was due to a lower amount of stock options issued during fiscal year
2011. Travel expenses also decreased $249,373. Travel expenses were $657,616 for the year ended May 31, 2011,
compared to $906,989 for the year ended May 31, 2010. Travel expenses were higher in the prior year due to a
significant number of Shareholder and board activities. There was also a decrease in debt issuance costs of
$613,244. Debt issuance costs were $Nil for the year ended May 31, 2011, compared to $613,244 for the year
ended May 31, 2010. This reduction corresponds to our reduction in debt. Accounting and legal expenses
decreased by $119,678. Accounting and legal expenses totalled $1,655,679 for the year ended May 31, 2011,
compared to $1,775,357 for the year ended May 31, 2010.

The net loss and comprehensive loss for the year ended May 31, 2011, was $(3,937,326) or $(0.03) per basic and
diluted share compared to a net loss and comprehensive loss of $(26,982,082) or $(0.25) per basic and diluted share
for the year ended May 31, 2010.

Year Ended May 31, 2010, Compared to Year Ended May 31, 2009

Our consolidated financial statements have been prepared in accordance with generally accepted accounting
principles in Canada and all amounts are expressed in United States dollars unless otherwise indicated. Our
operating results reflect ongoing administrative costs, net of interest and other income, revenue from the sale of
gold, production and operating expenses and amortization and depletion. Commercial production at the Molegjon
Gold mine commenced on January 8, 2010.

Metal sales were $27,542,935 and cost of sales was $(16,237,588) during the year ended May 31, 2010. Prior to the
attainment of commercial production, all revenue and operating costs associated with the commissioning of the mill
were capitalized as part of mineral properties. The revenue and cost of sales recognized in the current year represent
operations from January 8, 2010.

Amortization of production equipment and depletion of mineral properties were $(4,839,420) for the year ended
May 31, 2010, compared to $Nil for the year ended May 31, 2009. During the pre-operating period, amortization of
production equipment was capitalized to mineral properties up until the start of commercial production on January 8,
2010. Depletion of mineral resources commenced on the date of commercia production and is being charged over
the life of the mine using the unit-of-production method.

During the year ended May 31, 2010, other income decreased by $21,045,592 to $(16,541,747) compared to
$4,503,845 for the year ended May 31, 2009. The decrease in other income islargely due to again on sale of equity
investment of $Nil during the year ended May 31, 2010, related to the sale of Petaquilla Copper Ltd. (“Copper”)
shares compared to $40,604,938 for the year ended May 31, 2009. There was aso a dilution gain of $Nil for the
year ended May 31, 2010, compared to $2,238,492 for the year ended May 31, 2009, related to our investment in
Copper. Thedilution gain resulted from the difference between our carrying cost of Copper and the amount paid up
for each Copper share issued. The decrease in the dilution gain is due to the sale of Copper in the second quarter of
fiscal 2009. There was also a mark-to-market loss on senior secured notes of $(15,849,408) resulting from an
increase in the fair value of the senior secured notes (“Notes’) due to mark-to-market accounting during the year
ended May 31, 2010, compared to $(14,939,298) for the year ended May 31, 2009. There was also interest on long
termdebt of $501,574 for the year ended May 31, 2010, compared to $37,382 for the year ended May 31, 2009, due
to the fact that interest on capital |ease obligations was capitalized as part of mineral properties up until the start of
commercial production on January 8, 2010.

This decrease in other income was partially offset by a redemption loss on senior secured notes of $(240,000) for the
year ended May 31, 2010, compared to $(13,130,982) for the year ended May 31, 2009, related to partia early
redemption of the senior secured notes during that period. There was also a foreign exchange loss of $(93,159) for
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the year ended May 31, 2010, compared to $(8,157,720) for the year ended May 31, 2009. This primarily resulted
from the significant decrease in the Canadian dollar, impacting the majority of our liabilities which are denominated
in United States dollars coupled with a significant increase in U.S. denominated liabilities (senior secured notes)
which occurred during fiscal 2009, prior to our adoption of the U.S. dollar as our functional currency. There was
also an equity loss of $Nil for the year ended May 31, 2010, compared to $(2,396,011) for the year ended May 31,
2009, related to our investment in Copper. The equity loss reflects our portion of the losses that are attributed to our
percentage ownership in Copper. The decrease in the equity loss is due to the sale of Copper in the second quarter
of fiscal 2009.

Expenses for the year ended May 31, 2010, decreased by $8,698,021 to $(16,905,690) compared to $(25,603,711)
for the year ended May 31, 2009. The decrease in expenses is primarily due to a decrease of $5,785,581 in debt
issuance costs. Debt issuance costs were $613,244 for the year ended May 31, 2010, compared to $6,398,825 for
the year ended May 31, 2009, as less debt was issued during the current period. In addition, there was a decrease of
$3,457,559 in exploration and development costs. Exploration and development costs were $4,304,303 for the year
ended May 31, 2010, compared to $7,761,862 for the year ended May 31, 2009. This was due to the change in
activities from exploration and development of the Molejon property in the prior period to pre-operations, mill
commissioning and production during the current period. Approximately 77% of the exploration and development
costs incurred in the current fiscal year relate to work performed on the Oro del Norte property, located near
Molegjon. As well, there was a decrease of $577,274 in office administration. Office administration costs were
$1,609,746 for the year ended May 31, 2010, compared to $2,187,020 for the year ended May 31, 2009. This was
due to the fact that during the 2010 fiscal year insurance costs and other administrative expenses were capitalized to
mineral properties during the pre-operating period and were then included as production costs after the
commencement of commercial production.

The decreases in expenses were partialy offset by an increase of $511,855 in wages and benefits. During the year
ended May 31, 2010, we incurred $3,428,470 in wages and benefits compared to $2,916,615 for the year ended May
31, 2009. The increase is related to termination costs incurred during the current fiscal year as well as additional
senior personnel hired to develop our infrastructure business. In addition, there was an increase of $452,652 in
stock-based compensation. Stock-based compensation was $1,351,106 for the year ended May 31, 2010, compared
to $898,454 for the year ended May 31, 2009, due to alarger number of options, some of which vested immediately,
being issued in the current fiscal year. During the current year, 5,365,000 options were granted compared to
1,370,000 granted during the prior fiscal year. There was also an increase of $291,208 in donations and community
relations. Donations and community relations was $1,240,479 for the year ended May 31, 2010, compared to
$949,271 for the year ended May 31, 2009. This was due to an agreement reached with the government to fund the
charity Petaquilla Fundacion by a minimum of $100,000 per month. There was also an increase of $293,548 in
consulting fees. During the year ended May 31, 2010, we incurred $663,796 in consulting fees compared to
$370,248 for the year ended May 31, 2009. Theincreaseislargely due to financia consultants hired to facilitate the
refinancing of our debt facilities.

The net loss and comprehensive loss for the year ended May 31, 2010, was $(26,982,082) or $(0.25) per basic and
diluted share compared to a net loss and comprehensive loss of $(25,748,582) or $(0.22) per basic and diluted share
for the year ended May 31, 2009.

Year Ended May 31, 2009, Compared to Year Ended May 31, 2008

Financial Results for the Y ear Ended May 31, 2009, and May 31, 2008

One Month Y ear One Month Y ear Y ear
Ended May Ended April Ended May Ended May Ended May
31,2008 30,2008 31,2007 31,2008 31, 2009
(unaudited) (unaudited)
EXPENSES
Accounting and legal $ 15536 $ 1,306,921 $ 58159 $ 1264298 $ 1,944,302
Accretion of asset
retirement obligation 52,098 305,692 25,640 332,150 331,504
Consulting fees 21,170 943,250 90,363 874,057 370,248
Filing fees 280 87,005 6,907 80,378 115,295
Investor relations and
shareholder information 54,595 1,012,822 62,249 1,005,168 475,092
Office administration 213,168 2,711,908 324,369 2,600,707 2,187,020
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Rent 1,630 122,495 13,603 110,522 240,693
Donations and community

) - - - - 949,271
relations
Exploration and
development costs 562,237 11,690,204 723,000 11,529,441 7,761,862
Stock-based compensation 77,890 5,561,247 641,848 4,997,289 898,454
Travel 121,849 857,907 79,603 900,153 1,014,530
Debt issuance costs 3,894,873 - - 3,894,873 6,398,825
Wages and benefits 177,329 1,668,455 150,029 1,695,755 2,916,615
Total expenses (5,192,655) (26,267,906) (2,175,770) (29,284,791)  (25,603,711)
OTHER INCOME (EXPENSE)
Foreiaon exchanae aain (10ss) 295.059 1.342 442 (144.621 1.782.122 (8.157.720)
Interest income 78,658 51,926 8,542 122,042 169,366
Asset usage fees (695) 126,775 59,649 66,431 (4,155)
Gain on sale of equity
investment - 4,347,077 - 4,347,077 40,604,938
Interest on long term debt (15,613) (68,465) - (84,078) (37,382)
Power and drilling services 70,094 76,430 - 146,524 156,597
Loss from equity investment (779,846) (8,301,371) (323,150) (8,758,067) (2,396,011)
Gain on dilution of equity
investment - 12,582,085 2,913,982 9,668,103 2,238,492
Redemption loss on senior
secured notes - - - - (13,130,982)
Mark-to-market loss on
senior secured notes - - - - (14,939,298)

(352,343) 10,156,899 2,514,402 7,290,154 4,503,845

Net earnings (loss) for the period $(5,544,998) $(16,111,007) $338,632  $(21,994,637) $(21,099,866)

We did not generate revenue from operations during the year ended May 31, 2009, or the year ended May 31, 2008.

Expenses for the year ended May 31, 2009, were $25,603,711 compared to $29,284,791 for the year ended May 31,
2008, a decrease of $3,681,080. The decrease was attributable to a decrease in exploration and development costs
due to the change in activities from exploration and development in 2008 to pre-operations and mill commissioning
during the second half of fiscal 2009. The decrease was also